HECHO RELEVANTE

Barcelona, 28 de abril de 1999

Por la presente ponemos en su conocimiento, a los efectos de dar cumplimiento
a lo establecido en el articulo 82 de la Ley 24/1988, del Mercado de Valores y
disposiciones concordantes, v para su puesta a disposicién del publico como hecho
relevante que, en la noche (hora USA) de ayer, 27 de abril de 1999, GRUPO PICKING
PACK, 8.A. ha adquirido el 100% del capital social de la compafiia de nacionalidad
norteamericana WAGON HOLDINGS INC., la cual es, a su vez, propietaria del 100%
del capital social de la compafi{a estadounidense CHARRETTE CORPORATION (en
adelante “CHARRETTE"), con sede social en Woburn, Boston, Massachusetts (USA).

Dicha transaccién se ha llevado a cabo en cumplimiento de los planes
estratégicos de crecimiento e internacionalizacion del Grupo, a través de adquisiciones,
y representa duplicar el volumen actual de ventas de GRUPO PICKING PACK, S.A.
actualmente concentrado en Reino Unido y Espaiia, lo cual implicara la diversificacidn
de los riesgos pais y moneda.

La compafila WAGON HOLINGS tuvo una facturacién en 1998 de 130
millones de ddlares (20.345 millones de pesetas), a través de sus 24 puntos de venta,
con un beneficio de explotacidén cercano a los 8,3 millones de délares (1.299 millones
de pesetas). Sus ventas totales representan un 99% de la facturacién de GRUPOQ
PICKING PACK en el afio 98 (20.519 millones de ptas.) y el valor total de su activo es
de 83 millones de ddlares (aprox. 12.990 millones de ptas.), lo que supone el 49,72%
del total activo del GRUPO (26.126 millones de ptas.).



Yictividad de CHARRETTE se desarrolla en tres dreas:

»  Cormercial: distribucidn y venta de maquinaria de reprografia y material de
oficina.

» Reprografia: prestacion de servicios de reprografia a profesionales y
empresas, y prestacién de servicios de outsourcing.

»  Retail: disefio grafico, venta minorista de material de oficina.

Dicha transaccién implica una inversién igual a 107 millones de délares (16.746
millones de pesetas) de los que la cantidad de 60,75 millones corresponden al precio de
la compraventa de las acciones y el importe de 46,25 a la cancelaciéon del
endeudamiento bancario de la misma.

La financiacion de la transaccién se realizard mediante recursos propios de
GRUPO PICKING PACK, 8.A., a cuyos efectos se ha convocado para el dia 20 de
mayo de 1999 una Junta General Extraordinaria, en la que, entre otros asuntos, se
propone a los Sres. accionistas la aprobacién de una ampliacién de capital social por
importe de 17.854.499.700 ptas. (107.307.704,38 euros), en la proporcién de 4 acciones
nuevas por cada 3 antiguas y por su valor nominal de 25 ptas., es decir, sin prima de
emision. El anuncio de la convocatoria para dicha junta se publicard presumiblemente
en el BORME y en los periddicos de mayor circulacién el dia 30 de abril de 1999.

La adquisicion de CHARRETTE representa un gran paso en la
internacionalizacién del grupo, permitiendo la entrada en el mercado americano, que
por ser muy fragmentado ofrece enormes oportunidades y un gran potencial de
crecimiento mediante adquisiciones de medianas y pequefias empresas, a precios
razonables.

En aras a la transparencia de la informacion arriba revelada y, al objeto de que el
mercado disponga de datos en relacién a la compaiifa adquirida, se adjunta a la presente
carta copia de las dltimas cuentas anuales de WAGON HOLDINGS INC. Y FILIALES,
correspondientes al gjercicio 1998, junto con el informe favorable de KPMG PEAT
MARWICK LLP,



WAGON HOLDINGS, INCORPORATED AND SUBSIDIARY
Censolidated Financial Statements

Decemnber 31, 1998 and 1997

With Independent Auditors’ Report Thereon




Independent Avditors’ Reparm

The Stockholders and Board of Di Pectors
Wagzon Holdings, Incarporated:

We have sudited the accom anying consolidated balance sheets of Wagon Holdings, Incorporated and
subsidiary as of December I, 1998 amnd 1997, and rhe related cantolidated statcments of operations,
stackholders’ equity and eash Nows for the year ended Diecember 31, 1998 and the five.month period ended
Deecmber 31, 1997, These consolidated financial statements are the tesponsibility of the Company's
Management. Que responsibility is to express an opinion on these consolidated financial statements based on

ayr audics,

We conducted our gudits in aseordance with generally accepisd auditing standards. These standards require
that we plan and perform the audit to obtain reasonable assuranse sbout whether ghe financial statements are
free of material misstatement. An audit inclydes EXAMIning, on a test basis, evidence supporting the amounts
and disclosures in the financial statements An audit aiso inciudes assessing the aceoynting principles used
and significant estimates made by management as well gs evalusting the overall finanzial statement
presentation. We believe that oyur audits provide a reascnabiz basis for our cpinion.

in our opinion, the consolidated financial statements referred to above present fairly, in at! materja) respects,
the financinl position of Wagon Haldings, Incorporated and subsidiory as of December 31, 1998 and 1997,
and the results of their aperations and their cash flows for the year ended December 31, 1998 and the five.
month period ended December 31, 1997, in conformity with generally accepted aecounting principles.

March 12, 1990



WAGON HCLDiNGS, INCORFOURATED AND SUBsIDIARY

Conselidated Balance Sheets
December 3), 1998 and 1997

Assets (nots 4)

Currear assets:
Cash and cash equivalents
Actounis receivable, [25s reverye far vneotlectib)e aecoyunts of $50%9,20)
and §303,612, fospectively
Invenrories
Prepaid expenses
Referred income tax assets {note &)
Tota) current assers

Property, equipment and legsehold impravesents, ar cost (nate 1)
Leas accumuloed depreciation and amarizitian

Gosdwill, net of amertization {nate | 1)
Orher assets (note )]

Liabijlitics and Stockholders Equisy
Curtent liabilitics;
Current maruritics of leng=term debt {nete a)
Accounts payghle
Accrued expenses
Total current liabifities

Long-term debt, fess currEat maturities (note 4)
Deferred income tax liabilities (not= 6)

Commitments and cantingencics (nates § apg 1

Stackhalders’ 2Quity (notes 7 and 10
Series A Convertible Proferred Stock. 5.0 PAr value (aggregate liquidation
preferenee 51 1,899,523, authorized 1,402,440 shares: Issued and
outstanding 1,069,622 shares in 998 ahd 1,057,442 shares in 1997
Commen stock, §.0] par value;
Class A common steck-voting:
Autharfzed 3,475 585 shares; issued and outstanding 978,961 shares in
1953 and 966,827 shares in 1997
Cla2y B comman stock-nonvating;
Authorized 450,000 shares; issued and ay tsanding 86,667 shares
Additional pajd-in sapiial
Asvumulated defieii
Total sreckholders equity

Sec accampanying notes to consolidaced finanaia! statements

s

¥

5

5

1998 1997
439,985 2R2.891
12,297,295 11,582,473
15,686,583 10,409,373
595,853 118,882
836,132 477.720
'-—l-—n-.-_.._-
34,849 830 24,171,739
19,643,772 11.576,979
5,885 806 1,665,908
13,757,915 5,911,.07)
25 199,022 20,583,711t
6,816,731 &,754,308
82,621,518 61,418 829
=E=ﬂ%=
2,895,744 2,639 024
17,625,856 10204457
4,115,461 2,993 23p
24,637 061 15,836,711
41.405,04) 31,302,758
2,036,170 2,156,559
58,078,272 49,296,053
10,695 10,574
9.750 9,868
867 867
15,210,220 14,317 032
524.327) (‘2.2!5,365!
14,545,24§ 12,122,776
82,623,518 £],418,829
=‘=“=



WAGON HOLDINGS, INCORPORATED AND SUBSIDIARY
Corsolidated Statements of Operations

Yeéar ended December 3 1, 1998
and five-month period snded December 3 1, 1997

199§ 1997
Net sales $ 129,621,943 40,792,238
Cost of poads sold §3,133,331 27,622477
Gross profiz 46,488 612 13,169,76}
Selling, general apd adminigtrative expensss (note 9) 3R, 228.39) 13,262,701
Income (loss) frem oparations 8,260,221 (52,940)
Othes inseme (expense): .
Interest and dividand income 24,673 16,627
Interest expense (note 10) (4329,553)  (1,660,335)
Income (loss) before income tax {(bencfit) 3,955,34) (1,736,698)
lazome tax expense {benefit) (nate 63 1,672,871 (’633,346_L
Net ineeme (toss) L3 2,282,470 (1,103,152)
m—— — e

See aecompanying notes to consolidated financial statements.



WaGON HOLDIMvGS, INCORPORATED AMD SUBSIDLARY
Consalidued Sutemenis of Stockholders' Eguiry

Year ended December 51, (998 and livg-month period ended December 3 ), 1997

Sorie A
convertible Class A Clasz B Additienal Total
preferrey camman commont pod-in Accumuotated stochholger
Stachk Ttock stock __ tapiul deficit equity

Balance at July 11, 1997 L1 —_ — —_— - —_— —
laswance of preferred stock 10,574 — —_ 10,543 848 —_ 10,524 420
lasuanec of eommon sock _— :N.T1:] BE7 1,565,545 _— 1.530.030_
193uanee of mock purchase wurrsars — . — — 1.071,428 - 1,071 .42!;'

|

Put warrani obligation - —_ — 112,213 (,112,219) —!

Net losy — — — — (1,197.157) (1,103,152
T — - e—— ——

Balancs ot December 31, 1997 10,574 9,668 R&7 13.317,012 (2.215,365) 12,122,774 i
fasunnce of prefcered swock 122 — B 12t 8735 -_— 12,800
Issuance of commen stack - 122 -— id,078 — 18,200
Pur warmnet oblization —_ - -— 133,213 {751,432) —_
Met [ncome — — _— _— 2282370 2282.870

Balance at December 1) , 1998 s 10,6896 9,790 &7 15210230 (6BE,I27) 14,545,244

— WRTmE o) D o

$exv actompanying natss to esnaalidatad financial suuements.



WACON HDLDINGS, INCORPORATED AND SUBSIDIARY
Contaiidaled Slawmecnts of Cash Flows

Y endod Decemper 1, 998
an¢ five-menih pering ended December 3 i, 15997

19553 1597

Cash flaws from aApLraLing activitias:
Net incomz (less) 5 2282470 {1.103.152)
Adiustments to mecuncile fet iacome (lo3s) cash provided by
QPETRING activilics:

Depreeiation and Amorzation T 5,739 404 2,011,982
Gain o sale of fired asses {51,243) (24,508)
Changes in CRErAUING assew and linhiirips-

Azcounty recelvobis (2.604,474) (290,5952)
[nventories (876,068) 1,876,445
Prepaid cxpenses 567,238 {11,062)

Other uysetg . (362,542) (B6,932)
Accounts payobic 3,273,084 3,351,858
Acgrucd expenses 189.43? (2.491,080)
Deferred incamc (aves, ne {156,172) _{680,17))

Mt cagh Provided by operating activitfeg B.00.184 2,872 427

Cash flews trom investing actlvities;

Purchase of SOUipment and leacehgld imMprosemaents (7,878, 586) (1. 248,637)
Proczods fram disposals of sqUipMent and legachard improvements 1,372 42.670

Ner cash yeed in invESiing Ativities (7.747,314) !I.SD!.QW!

Cazh Nows from ﬁnmcing activitiy;

Net bomrowings (payments) an revebying credic (san Facilizy 1,812 408 (2.000,000)
NE preceads from seQuisition line of erediy — 475,959
Payment ef lona-term debt (2.750.283) (M5178)
Proceeds from isswanec of preferren sinck 121,800 124,820
Procesds from issuance of €ommen steck 18,200 20,080
N . - h‘%
Net cash ysed jn financing activifias (796,475} A2.0114,719)
N1 geerease in coghy and gash equivalents (342,005) (543.219)
Cash and cash cquivalents, beginning of pariag 982,599) 1,531,230
Cash and cash equivalents, end of pering L 4.39,986 582,991
—A——— T
Supplemen gt diselasurcy of cashy Now informarion:
Inceme taacs paid § 1595698 25375
e e —
Intzrest paic £ 4,515,087 1,067,582
e, i

Supplemenal disclosures of Aoncesh investing ang finaacing activities:

For the year ended December 31, 1993 - Coterty purchaszed the Pulsanding stock af Cad One, fac, in
exchangs for $4,600.000 drawn on ths sequisiion tire af erodit and the issuance of §1,000,000 in suberdinafed
debe, The Company repajd dety Wiumed In connaciion with Whe Boquisition of §5,386 %4 in exchange for
Borrowings on the acquisition Jine of credit zag the revalving credit loan faej lity.

Effcetive fuly 31, 1997, the Company purchased the Gutstanding stock of Charvelic Comoration in exchange for
547,397,837, which was finahced hraygh termn ang 2iher notas with a bonk and issuance of fock.

During the five-monmn Perlod ended Decempar 31, 1997, the Company purehased the net nssets, less agsumed
liabilitics, of Philadelphia Graphics, (nc. in sxehangs for 34,250 000 drawn oh the Campany's Acquisitien line of ercdit
At Decomber 35, 1987, 5894,04) of the Furshes: price had been paid and 3300.000 remalned payabie,

Sec wzempanying notes 1o consolldaed financial staremcngs,



WAGON BOLDIN GS, INCORPORATED AND SUBSIDIARY
Motes to Consalidated Financial Statements
December 31, 1998 and 1997

(1) Nature of Business

Wagon Holdings, Incarporated (the “Company™) owns 100% of the stock of Charretts Corporation.
Charrette Corporation s engaged in the wholesale and retail distribution of produets and repragraphic
services for architectural, enginzering, design, and other professionals.

(2) Summary of Significant Aceounting Policies and Peactices

The significant 4ccounting policies and practices followed by the Company are as follows:

fai  Formation of Business

Effective July 31, 1997, the Company scquired the outstanding common stock af Charrette
Carporation at a purchase price of $47,397,837, which was financed primarily through tertn and
other nates with a bank and issuance of stoek, The acquisition has been aceounted far a3 g
purshese and the related results of operations have been included in the consolidated financial
fatements since the date of acquizition, The cost of the acquisitian has been slocated an the
vasis of the estimated fair vajus of the net assets acquired. This allocation resulted in gaodwitl
in the amount of 820,447 145 in 1997 being recagnized.

(6}  Principles of Consolidation

The consolidated financial ssaternents include the financial statements of Wagon Hoidings, inc,
and its wholly-awned subsidiary. Al significant inlg¢rcompany balances and transactions have
been eliminated in consolidation,

(e} Cash Equivalents

Cash equivalents are investrmants which are readily convertible into cash and have original
Matunitics of three months cr loss,

(d) Imveptories

Inventories sonsist primarily of purchaseg merchandise held for resale and are stated av the lower
of cost or market, Cost is determined using the first-in, fitst-out (FIFO) methad.

(e)  Depreciation and Amortizrion

The Company provides for depeeciation and amortization on 2 straight-line basis by charges to
income over the estimated usefy) lives of its property, equipment and leasehold improvemeants,

() Goodwils

Goadwill, which represents the sxcess of pyrchase price over fajr vajue of net assets acquired, is
amortized on a straight-line basic aver the sXpected perieds to be bencfited, generally batwesn
20 and 25 yegrs. Th: Company assesses the recoverability of this intangible asset by
deterining whether the amonization of the goodwill belance over itz reenaining life can be
recovered mrou§h undiscounted future Sperating cash flows of the acquired operation. The
amount of goadwili impairmen, if any, is measured based on projected discounted future
eperating sash flows using a discount rate reflecting the Company’s average cost of funds, The
assessment of the recoverability of goodwill will be impacted if estimated future operating cash

flows are pot achieved.

5 {(Continued)
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WAGON HOLDINGS, INCORFORATED AND SUBRSIDIARY
Woes o Consolidated Financial Statement;

December 31, 1998 and 1597

Inegme Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax ascets anc
liabilities are recognized for furure tax consequences attributable o differsnces between
financial starement cafrying amounts of EXisting assets and liabilities and their respective tas
bases and operating ioss 2nd tax credit carryforwards. Deferrad tax assets and liabilfties ar
measured using enacted gy rates expected te apply to taxable income in the years in which thos:
temporpry diﬁ’g

and tiabilities of a change in tax Fates is recognized in income in the periad that includes the
cneci{ment date,

Stock Option Plan

The Company accounts far it stock option plans in aceordance with Statement of Financia)
Accounting Standards (SFAS) No. 123, Accounting for Stock-Bosed Compensation, whick
permits entitley to reCOgNize as expense over the vesting period the fair value of al) stock=based
awards an the date of grant,  Alternatively, SFAS No, 123 also allows entities o apply the
provisions of Accounting Principlas Board ("APB™) Opinion Ne, 25, Aacaunfmg/gr Stock
Lysued 1o Employees mnd pravide pra forma nef ingome and pro forma eamnings per share
disclesures for em loyee stock option grants made as if the fair-vzlue-based method defined in
SFAS No. 123 had been epplied. The Company has elected ta contipue to apply the provisions
af APB Gpinion No, 25 ang provide the pro forma discloswe'pm\risinns of SFAS No, 123. As
such, compansation EXpriie would be racorded on the date o grant enly if the current market

price of the underlying stosk exceeded the exercise price,
Employers’ Diselnsures apo ut Pension and Other Postretiremopy Bencfits

On January 1, 1998, the Company adept=d Statement of Financial Aczounting Standards (SFAS)
No. 132, Emp, oyers' Disclesuras about Pension ond Other Postretirament Benafis, SFAS No
132 revises employers’ disciosures about pensions and other postretirament benefit plans and
does net change the method of accounting fgr such pians,

Use of Estimatas

Impairment of Long-Lived Assets nnd Long-Lived Assets to Be Dirpaseq ar

The Company accounts for long-lived assats in accordance with the provisions of SFAS Ne. 121,
ACCOURting for the Impusirment of Long-Lived Assets and for Long-Lived Assels 10 Re Disposed
of. This Statement requires that fong-lived assets and certain idantifiable intangibles be reyiewed
for impairment whenever evenis or changes in circumstances indicats that the carrying amoum
of an agset mey not be recoverable. Recoverability of assets to be held and vsed is measured by
& comparison of the carrying amount of an asset to future net cash flows expected to be
generated by the asset. I s,ch 23scls are considered to be impaired, the impairment to be

7 (Continued)
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WAGON ROLDIN o3, INCORPORATED AND SUBSIDIARY
MNaotas te Consofidared Firancial Statements
December 31, 1998 and 1997

Froperty, Equipment and Leesehold Improvements
Froperty, equipment and leasehold impravements as of December 31, 1998 and 1997 consist of:

A mount Estimated
Classification 1998 1897 vaefil lives
Land I 274,669 274, 669 —
Building 1,307,628 1,307,627 40 yeam
Machinery, equipment gnd
furniture and fixtures 16,5] 6,509 R&50,37s 3-8 yeurs
Leasshold impmvament.s 1,523,243 1,331,251 Shorter of jeate period ar yseful life

Motor vehicles 21672 12,552 3 years

3 _19.643.72) 11,576,979

Debe
(a)  Bank Revolving Credit 7 oan Facility

In July 1897, the Company negotiated o Revalving Credit Loan Facility with Fleet Natipna)
Bank as Agent for jtself and other lenders. The facility provides up to $18,000,000 of available
financing based on owistanding amounts of receiyables and inventory, Borrowings undep the
fucility are securad by ali assets of the Company and is due on July 31, 2002. Interest upder the
facility is peyable o; either the bank's torporate baze rate plus 135 or, for minimum
advancements of §500,000 outstanding for at least thirty da 5, at LIBOR plus 2%. The
applicable interest ratc under the torporate base rate was 8.75% for the year ended December 31,
(938 and 10% for the five-month period ended December 31, 1997, The applicable interest rate
under the faciliry at December 31, 1998 was 7.88% at the rate of LIBOR plus 2% and far the
five-month petiod ended December 31, 1997 for borrowings at the rate of LIBOR plus 2,5% wag
8.5%. At December 31, 1998 and 1997, the Company had $10,000.000 and 510,125,000,
respeccively, available for beirawing under this facility,

According to the terms and condilivns of the Company’s loan facility, the Company is required
1o maintain specified covenants at al) limes during the commimment.

() Term Duopy

In July 1997, the Company nepotiated term loans with Fleet Natianal Bank as Agent for itself
and other Jenders.

Term Loan A was for an initial 11,000,000 with interest payable at the bank's tarporate base
rate plus 1% or at LIBOR piys 2% The spplicable interest rate ynder Term Loan A was LIBOR.
based 3t 7.5% apd 8.319; a1 December 31, 1998 and 1997, resgectivcly. Term Loan A js payable
in quarterly principa) instaliments ranging from $200,000 to & 50,000 thraugh Jume 30, 2002.

Term Loan B wes for aq initia) 32,500,000 with interest payable at the bank's corpormte base rate

plus 1.5% or at LIBOR piys 2. 30, The applicable interest rate under Tern Loan B was LIBOR.

based at §.25% and §.75%4 at December 31, 1998 and 1997, tespectively. Term Lean B is

pa%'nbh: in quarterly principal insialiments ranging from $25,000 to $1,000,000 through Sung 30,
004,

2

8 (Continued)
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WAGON HOLDINGS, INCORPORATED AND SUBSIDIARY
Netes to Consolidated Financial Statements

December 31, 1998 and 1997

Acquisition Line of Cradiy

In July 1997, the Company negatiated an acquisition line of credit with Fieet National Bank as
Agent for itself and other lenders, The line provides up ta $10,000,000 in avaitable Hinanging
and is to be used solely for acquisitions,

Interest is payable at the Bank's corporate base rete plus 1% or at LIBOR plus 2%. The
applicable interest rate under the Acquisition Line was LIBOR based at 7.5% and B.41% ar
December 3), 1998 and 1997, respectively, The Company had $1,625,000 and 38,625,000
available for borrowing urder this facility at December 31, J998 apd 1997, respeetively.
Payments from borowings under the acquisition line of credit are payable in quartesiy
installmens gommencing en October 31, 1999 through July 31, 2003, in amounts ranging from
3% 10 23% of the agdregate outstanding principal balance.

Subordinatad Dabi

In May 1998, the Coempany negotiated a subordinated term debt with Azon Corparation totaling
$1,000,000. [nterest is paysble at 10% and the subordinated debt is payable in ope lwmp sum on

May 30, 2005,

In July 1997, the Company negotiated suberdinated term debt with BancBoston Investment, Inc.
totaling 10,000,000 [nizrest i5 payeble at 12%. The sybordinated debt s payable in onc
installment due on September 30, 2004, The Company issued detachable stack warrapts in
connection with the issyance of this subordinated debt. See note 10 for a discussion of the stock

Warrants.,
Miseetlareous Note Payiabdle

Al December 1, 1997, the acquisition of Philadeiphia Graphics was completed. A total of
$300,000 in purchase prize was withheld pending satisfaction of cerain liens. The liens were
cleared and the pote was paid in 1998,

Long-Term Debe
Long-term debt at Decernber 31,1998 and 1997 consists of:

1098 1997

Revoiving Credit Loan #acjj| ty 3 8,000,000 3,000,000
Term Loap A 8,425,800 10,400,000
Term Loan 8 8,284,200  $,450.000
8375000  1.275000

Asquisition line of credit
Subordinated debt (net of deferred expense of $920,310 as of
December 31, 1958 and $1,029,603 as of December 31,1997
associated with stock purchase warrants) 10,079,590 8,970,397
Notes payable to creditors at interest rates ranging from 7.8% 1
8.77%, secured by certain computer, capy and offies equipment,

due in varioys monthly ingtaliments through January 2002 1,136,095 1,4-33,378
Philadelphia Graphics nots payable — 300,000
44,300,785 33,94§,775

Lest current maturities 2,39§,z44 2 638 0234
3 4)40504 3 75

Long-term debr, less current maturities

9 {Centinued)



WAGON HOUDINGS, INCORPORATED AND SURSIDIARY
Maotes 1o Consalidared Financial Statements

December 31, 1998 and 1997

Scheduled gross princips! repayments of long-term debt far the next five years and thersafter are

as follows:
1999 % 2,895 744
2000 4,455,051
2007 5,102,808
2002 13,040,228
2003 6,793,064
Thercaficr 12,934 200

$ _4522) 095

{3) Lease Obligations

The Company conducts opefaticns in 29 facilities maintained under operating leases. Under lease
agreements expiring at various dates through September 2009, the Company is obtigated to pay annuaj
rentals, as noted below, plus real estate taxes. insurance and certain operating expenses. ‘Fotal rent
expense for all eperating ?ease:s was 33,423,202 for the year ended Desember 31, 1998 and 31,229,506
for the five-month periad ended Drcember 3 1, 1997,

Future minimum lease payments under ail operating leases as of December 31, 1998 are as follows:

Fiscal yrar
1399 § 2,844,552
2000 2,473,700
2001 1,983,971
2002 1,823,537
2003 1,383,862
Thereafiar 6419419
Tota! minimum lease payments ¥ _16.728 841

The Company is Earty to lzase agreements Whereby a portion of the New Haven lecation is rented for
commercial use by unrelated oartius. Minimum future rental income to be received under these
eperating leases is as follows:

1599 b3 35,099
2000 27,371
2001 28.460

3 110930

Total rental income was 356,273 for the year ended December 31, 1998 and $24,790 for the five-
month penod ended Decernber 35, 1997

10 (Continucd)



WAGOGMN HDE.DINGS, INCORFPOQRATED AND SUBSIDIARY
Motes to Consolidared Financial Statements

Decomber 31, 1998 and 1997

(6) Income Taxes

Income tax expenge (benefit) sriributable to income (logs) from operations consists of:

Gurrent  Defersd  Total

Year ended December 3 |, lued:

UL, Fedesal h 3 589,283 /28 307 1,413,590
State and local 356292 (97.011) 259 28)

¥ 1345578 ng!ggg 1.672.87]

Five-manth period ended Dacember 3 1, 1997 -
U.8. Federal 3 —_ (343,507 (543,507
State und local 26,625 _(116.664) 80.039"

k) 26,625 (660,171) {5633 546

Insome tax expense (benefit) stributable to income from operations was $1,672,871 for the year endes
December 31, 1998 and a berafit of 5613,546 for the five-month periad ended December 31, 1997 and
differed from tho amount compusced by 2pplying the U.S. federal income tax rate of 34% 1o pretax
income (loss) from operations s & result of the following:

1998 1997
Computed “exszeted” tax Thausfin 5 1,344 818 (590,477
Ingrease (reduction) in inceme rax {benefit) resulting from:
State and lacal income taxcs, net of fadernl lncomestax bensfir 171,125 {59.42&
Goodwill 50,414 —
Qiher, n=t 97.516 16,357

$ 1672871 (633846

The tax effeccs of ‘ernporary differences that give rise fo significant portions of the deferred tax assets
and deferrod taa Jiabilities at December 31, 1993 and 1997 are presented below,

1998 1837
Deferred tax assets:
Aseounts recejvable prinzizaiiy due to sllowance for doubtful accounts $ 222,620 45,613
Inventories, principally 5us s 2editiona) costs inventoried for tax
purposcs 582,523 219,663
Accrued fiability relating to compensation-re'ated expensc 35,127 —_
Other accrudal liabilities 50,559 —
Property and equipment, srinsipally due to differences in depreciable
foee e e ey P 438,649 372,283
Net operating ioss and credit cammyforwards 323,489 145,;5§
Other 141 345
Total deferred tax atsers 1 662,148 785,669
Deferred taa liahilities:
Prepaid pension ensts 2,594,143 2,365,686
Other _274043 93854
Total deferrad Yabijities 2.B68,186  2,464.540
Wet deferted *ax liabilities $ L206038 1.67887]
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WaGON HOLDINGS, IN CORPORATED AND SURSIDIARY
Notes to Consolidated Financial Statemnents

December 51, 1998 and 1997

The nct deferred axpense difTers from the change in the net deferred tax liahility as a resuit of the
purchase accounting trearment of CAD One, Inc. :

At December 31, 1998 the Compiny has net aperating loss carryforwards for faderal income tax
Purpeses of §250,000, which are Available to ofFset future federal taxable income, if any, and which
will expire during the years 2006 through 20173,

The Company also has investment tax credit carryforwards for state income tax purposes of
approximately $240,000 which are available to reduce future state income taxes, if an , some of whish
expire in the year ended Decenber 1 | . 2000

Stock Option Plans

During 1997, the sharehalders of the Company adopred the 1997 Incentive Stock Option Plan (150
Plan™) and the 1997 Time Aczelerated Restricted Stock Optisn Plan ("TARSOP"). The plans provide
for stock options (o be granied to certain key employees under specified circumstanees. Under the 150
Flan, options vest ot the rate of Z3% per year, sommencing with the Frst anniversary of the apregment.
Under this plan, 111,577 shares of comman stack have beep authorized to be issued an 143,45
shares have been teserved. Under the TARSOP, stock options will vast on the seventh anniversary of
the agreement. or earlier, in the cvent that €ertain performanee goals speeified in the Plag nre attained,
Under this plan, 222285 shares of sommon stock have boen authorized to be issued and 326,90)
shares have been reserved, Optionz under both plans will expire at the end of tan years and the option
price is equal to the fajr market price on the grant dare.

The Company applics the provisions of APB Opinion No. 25 in accounting for its steek options and,
accordingly, no compensation ot has been recognized for its stock options in the consolidated
finencial statements, Had the Cempany determined compensation cast based on the fair valye at the
ETant date for its stoek options under SFAS No, 123, the Company's net income (loss) would have
been increased (deereased) o the pro forma 2mounts indicated below:

1998 1997
Net income (loss) as rEpored § 228470 {1.103.152
Pro forma net income (loss) 3 2348459 (117318

The fair value of sach option grant i3 estimated on the date of grant using the minimum valye method
and the risk-free interest rare for iNvestment instruments with maturities similar to the lives of the
options gramed. For options pranted during the year ended December 2 1,1998, a ten-year life and an
intérest rate of 5.65% were used 1o value the options. For options granted during the five-month period
ended December 31, 1997, ten-yeas Iife and an interest rate of 5.75% were used to value the options .
The per share weighted-average fair value of steck options granted during the year ended December
31,1998 and the five-rnonth period =nded December 31, 1997 was $0.64,
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December 31, 1998 and 1997

A summary of stock sption activity for the year ended December 3 1,1998 and the five-manth period
¢nded December 31, 5597 t5 as follows: ‘

Weighted
average
eXercise pric

Shares per shary
Optians outstanding, Juty 31, 1997 - F -
Qptions granted 326916 1.50
Options outstanding, Decamber 31, 1997 326,916 ‘ 1.50
Optians grantad —t247 1.50
Options outstanding, December 31, 998 333,863 £1.50

At December 31, 1698 and 109 7, there were 27,243 ana D-UPtiBNS exercisable, respectively, and
156,489 and 163,436 shares availabic for future granis, raspactively,

The following is 3 summary of information relating 1o optjons outstanding at December 31, 1988 and
1997

1998 -
Optiens autstapding L tinng excrcisnble
Weighted- Weizhted- Weighted-
Number Aaveragec averape Number average
Ezercise outstapding at remajning exercige exercisable at exercise
prices December 31, 1998  cantractual life price  Dscember 31, 1998 price
51.50 333 863 B.6 years T1.50 27,243 3150
1997
Options ouirtztdins Optiona exercisnble
Weighted- Weighted- Weighted.
Number average gverage Number average
Esercise outstanding at remaining exercise exercisable at exercise
prices December 31, 1997 cantractiysl life price  December 31, 1997 price
§1.50 326016 9.8 years £1.580 — £1.50
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WAGON HOLDINGS, INCORPORATED AND SUBRSIDIARY
Notes 1o Consolidated Financial Statements

December 31, 1998 and 1997

Employee Benefit Plans
(a}) Retirement Income Pian

The Company haa = noncontributory, defined-benefit retirement income plan covering
Substantialfy all full-time employecs, ~Benefits are computed using years of service and an
average of the employvee’s compensation during the last five years of employment. The
Campany's policy is ta fund the plan at the maxirmum ameount that is deductible for tax purposes.
Contributions to the pian provide for current benefits as well as expected future bepefis. No
contribUtions were roquired for the year ended December 31, 1998 and the five-manth period
ended December 31, 1997 g3 determined by the Campany's actuary.

The fallowing tables sct forth the plan’s reconciliation of projected benefit obligatians, plan
assets, funded starys and amounts recognized in the Company's consolidated financial
Statements at December 31

| 1998 1997
Projecred benefit obligations at beginning of year 5 5,899,157 4,946 235
Service eosr 583,496 502,45¢
Intarest cost 394,611 350,320
Actuarial foss 469,227 327,281

Benefits paid (343,553) {287,165

Projected benefii obiizations at end of year 7,002 948 5,899 187
1998 1997

-3

Fair value of plan assers at beginning of year ¥ 11,355,552 9,865,705
Astual retum on plan assets 1,883,532 1,777,012
Benefits paid (343,853) 165
Fair value of plan assets at end of year § 12,895,531 1),358,552
1998 1997
Plan assets in excess of projected benefit obligation § 5,893,583 5,456,385
Unrecognized net actuarial loss 20).26% 460.266
Prepald pension cost inciuded in other assels 5 _6.093 851 5916651

Net pension ergdits for the vear ended December 31, 1998 and the five-month period ended
Decernber 31, 1997 consist of the following components:

1938 1237
Service cost 5 583,496 212,165
Inrerest cost 394,61 154,028
Actual return on plan assets (1,155 .367) {415,243
Net pension cradits § _(177.200) {69,046)

The assurmned weighiedsaverage discount rate, wei ted-average rate of ingTease in future
compensation levels end gxpected long-term rate of return on plan assets wsed in the above
veluations Jor 1998 and 1597 were 6.5%, 4.5% and 10% and 6.75%, 4.5% and 10%,

respectively,
Retirement plan asaets are invested primarily in listed stocks and bonds.
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Dresember 31, 1998 and 1997

(13) Sobsequent Events

fa)

&)

Aequizition

On January 29, 1999, Charrettc acquired certain assets of Sentinel Business Systems, a developer
and distributar of wide-format digital imeging products and inkjet media. Sentinel is located in
Geeenland, NH. The towl purchase price was 53,386,000 plus acquisition expenses. The
transaction was financed through the Company’s acquisition line of eredit and revolving credit
facility combined with a s=)ler's note of §1,086,000.

Sale of Retail Locations

Consistent with its strategic initiatives to focus on its cofe businesses, Charrette sold six retail
stores to Utrecht Art Supply of Cranbury, N) an February |, 1999 Thic sale was jn addition to
the sate of two retail stores during 1998, Total 1998 revenues for 8ll stores soid was 57,894 000,
Net proceeds from the sales were used to pay down long term debr. Chasrette continues to
operate its main store 8¢ its hesdquarters in Woburn, MA a5 well as ProGraphle outlers of which
several will share space with Utracht Art Supply.
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