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ITEM 1. BUSINESS

COMPANY OVERVIEW
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The Aristotle Corporation (�Aristotle�) and its subsidiaries (together with Aristotle, the �Company�), founded in 1986, and headquartered in
Stamford, CT, is a leading manufacturer and global distributor of educational, health, medical technology and agricultural products. A selection
of over 80,000 items is offered, primarily through more than 45 separate catalogs carrying the brand of Nasco (founded in 1941), as well as
those bearing the brands of Life/Form®, Whirl-Pak®, Simulaids, Triarco, Spectrum Educational Supplies, Hubbard Scientific, Scott Resources,
Haan Crafts, To-Sew, CPR Prompt®, Ginsberg Scientific and Summit Learning. Products include educational materials and supplies for
substantially all K-12 curricula, molded plastics, biological materials and items for the agricultural, senior care and food industries. In addition,
the Company offers medical simulators and manikins used for training in cardiopulmonary resuscitation and the fire and emergency rescue and
patient care fields. The Company also markets proprietary product lines that provide exclusive distribution rights throughout all of its catalogs.
The proprietary product lines are developed internally through the Company�s research and development efforts and acquired externally by
licensing rights from third parties.

Prior to June 17, 2002, Aristotle was a holding company which, through its subsidiaries, Simulaids, Inc. (�Simulaids�) and Safe Passage
International, Inc. (�Safe Passage�), conducted business in two segments, the medical education and training products market and the
computer-based training market. On June 17, 2002, Aristotle merged (the �Merger�) with Nasco International, Inc. (�Nasco�), an indirect subsidiary
of Geneve Corporation (�Geneve�), a privately-held diversified financial holding company. Pursuant to the Merger, the separate corporate
existence of Nasco ceased and Aristotle was the surviving entity. Immediately following the Merger, Aristotle�s business was comprised of the
operations of the Nasco group of companies, Simulaids and Safe Passage. Due to the relative sizes of the parties and conditions to the Merger,
the transaction was accounted for as a reverse acquisition using the purchase method of accounting under U.S. generally accepted accounting
principles (�GAAP�). Accordingly, for accounting and reporting purposes, Nasco was deemed to be the acquiring company, and financial
information reported for periods prior to the Merger is that of Nasco. In applying purchase accounting to the Merger, the assets and liabilities of
Aristotle were adjusted to their fair market values at June 17, 2002. This accounting method included recognition of a significant deferred tax
asset of approximately $30.7 million, which was principally attributable to Aristotle�s Federal net operating tax loss carryforwards (�NOLs�). As a
result of such recognition, Aristotle�s pre-merger goodwill and long-term assets of $8.3 million were reduced to zero and negative goodwill of
$20.2 million was recognized as an extraordinary gain at the Merger date.

ACQUISITIONS AND DIVESTITURES

On March 1, 2006, Aristotle purchased certain assets of Large Print Publishing Company for $150. The purchased assets were comprised of
inventory, printing equipment, trade name and license rights to products printed and distributed as Large Print products. The Large Print product
line complements product lines manufactured and distributed by the Company in the educational segment. The results of Large Print operations
have been included in the Company�s consolidated financial statements since the date of such acquisition. The purchase price allocation resulted
in goodwill of $63 attributable to the commercial segment. The sales and income from this acquisition were not material to the Company�s 2006
results from operations.

On September 17, 2004, Aristotle purchased certain assets of the science product line of Ginsberg Scientific Company and GSC International,
Inc. (collectively referred to as �Ginsberg�) for $1.8 million. Ginsberg is a manufacturer and distributor of products and kits designed to
demonstrate certain science concepts for students in grades 5-12. The Ginsberg offerings complement the science product lines manufactured
and distributed by the Company in the educational segment. The results of Ginsberg�s operations have been included in the Company�s
consolidated financial statements since the date of such acquisition. The purchase price allocation resulted in goodwill of $1.0 million
attributable to the educational segment.

1
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On August 11, 2004, Aristotle purchased certain assets of the CPR Prompt product line for $1.9 million. The CPR Prompt product line is
comprised of a number of products, primarily training manikins, used in the instruction of cardiopulmonary resuscitation. The CPR Prompt
product line complements product lines manufactured and distributed by the Company in the educational segment. The results of CPR Prompt�s
operations have been included in the Company�s consolidated financial statements since the date of such acquisition. The purchase price
allocation resulted in goodwill of $1.0 million attributable to the educational segment.

DESCRIPTION AND FINANCIAL INFORMATION OF BUSINESS SEGMENTS

The Company operates in two business segments: educational and commercial. The contribution of each business segment to net sales and gross
profit, and the identifiable assets attributable to each business segment, are set forth in Note 16 of the Notes to the Consolidated Financial
Statements included in Item 8 of this Form 10-K.

Educational Segment

The Company�s educational segment consists primarily of the sale of supplemental educational supplies and equipment to school districts,
individual schools, teachers and curriculum specialists, who purchase products primarily for classroom use.

In addition to its business in the school supply market, the Company, through its Nasco Life/Form, Simulaids and CPR Prompt product lines,
sells medical technology training products including manikins and medical simulators used for training in cardiopulmonary resuscitation and the
emergency rescue and patient care fields. The Company�s primary users of its health care training products are fire and emergency medical
departments, and nursing and medical schools.

Commercial Segment

The Company markets agricultural supplies, including small hand tools and equipment, to farmers and ranchers to assist in livestock and crop
production.

In addition, the Company provides sterile sampling bags and containers worldwide under the Whirl-Pak trademark. The product line is primarily
sold in the food and water treatment industries. The product line provides a stable vehicle for the containment and transporting of food and water
samples to laboratories without threat of sample contamination.

In the senior care industry, the Company offers a broad selection of products used by nursing home and senior care facilities to support therapy
programs.
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INDUSTRY OVERVIEW

Educational Segment

According to the U.S. Department of Education, over $500 billion is estimated to be spent nationwide on education at the elementary and
secondary levels. As the market is affected by prevailing political and social trends, the attitude of the government towards education
determines, to some extent, total expenditures on education. In 2002, President Bush signed into law the �No Child Left Behind Act of 2001,�
designed to improve student achievement and change the culture of America�s schools. States and local school districts are now receiving more
Federal funding, approximately $56 billion, than ever before for all programs under the �No Child Left Behind Act of 2001.� Notwithstanding the
Federal funding available to support education, state governments are the major source of funding for the educational segment. State
governments had been affected by the weak U.S. economy of recent years, resulting in significant state budget deficits in fiscal years 2003-2004.
However, improvements in state tax collections and other revenue sources during fiscal years 2005 and 2006 have led to improved state budget
conditions and improved educational funding environments.

Factors that contribute to the expansion of the education sector include:

§ increases in elementary and secondary school enrollment which, according to the U.S. Department of Education, is projected to grow
from 55 million students currently to 58 million students by the year 2015;

§ increases in expenditures per pupil, projected at 34% from 2002-03 to 2015 according to the U.S. Department of Education;

2

§ consistent growth in the supplemental education market, directly related to school enrollments and the strength of government
funding; and

§ a national political and social climate that promotes increasing Federal and state education funding.

The traditional school model of lectures, workbooks, written assignments and text memorization has been criticized for failing to engage
students, as opposed to methods that emphasize active learning techniques. The prevailing inclination among educators to use manipulatives,
models, or other hands-on tools places the Company within a particularly favorable segment of the already well-positioned education industry.

According to the U.S. Department of Education, there are approximately 15,000 public and private school districts, 113,000 elementary and
secondary schools, 3.3 million teachers and 55 million students in the United States. The Company believes that American school systems have
shown a clear trend toward decentralization, which enables school teachers and administrators at the school to make many of the key decisions
regarding instruction methods and school purchases. Administrators for both school districts and individual schools usually make the decision to
purchase the general school supplies needed to operate the school. Teachers and curriculum specialists generally decide on curriculum-specific
products for use in their classrooms and individual disciplines. Increasingly, teachers and curriculum specialists have the ability to choose the
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curricular materials that the teachers need to teach effectively. Site-based management is forcing the industry to rethink its sales and marketing
strategies in order to address the added challenge and added cost of delivering goods and services to an increasingly decentralized marketplace.
In terms of purchasing methods, direct mail ordering by catalog, as well as the internet, are on the rise as purchasing mechanisms among
administrators in charge of budgets.

Canada�s commitment to its kindergarten to grade 12 curriculum is projected to be $70 billion in the 2006-2007 year, comprising approximately
60% of the Canadian national education budget. The Canadian market includes approximately 10,000 English-speaking schools, with more than
half the schools located in the province of Ontario. The Canadian provincial government is responsible for the funding, curriculum development
and other standards of elementary and secondary educational programs. The Canadian economy, and therefore Canadian educational budgets,
are generally impacted by the overall conditions of the U.S. economy.

The North American education industry is highly fragmented with a substantial number of direct marketers of supplemental educational
supplies, many of which are family or employee owned businesses that operate in a single geographic region. The Company believes that the
increasing demand for single-source suppliers, prompt order fulfillment and competitive pricing, along with the related need for suppliers to
invest in automated inventory and electronic ordering systems, are fostering consolidation within the industry. Increased purchasing at the school
and classroom levels, which increases individual schools� and teachers� roles in educational supply procurement decisions, is also driving this
trend. The Company�s

selection of products and vendors allows it to offer an extensive selection of products for each product line. The Company believes that by
having available to school teachers and administrators all of the items they need in one place, the inclination to search other sources is reduced.
This �one stop shopping� approach is the Company�s hallmark.

Moreover, the Company seeks to be competitive with its catalog prices rather than offering large discounts to single customers. With many
products, two or more choices are offered in order to give customers a lower price point with a product that will meet their budget yet perform to
required standards.

The health and medical education teaching aids industry is highly competitive. The Company competes for customers with numerous
manufacturers of well-known brands of teaching products. The principal competitive factors in the health and medical education teaching aids
market are quality, price, design of products and customer service. Although some of the Company�s competitors have greater financial and other
resources, and are, therefore, able to expend more resources than the Company in areas such as marketing and business development, the
Company believes that it is aggressively marketing its products and competing in an effective manner.

3

Commercial Segment

The United States Department of Agriculture indicates that there are approximately two million farms in the U.S. The Company not only
markets to various groups within this total but its catalog is also directed to the �hobby farmer.� As the number of farms declines, which is a
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national trend, the remaining farms are becoming larger. With its extensive offerings in the farm catalog, the Company is well positioned to
supply the market with the types of supplies and small hand tools and equipment needed.

Commercial distribution of sterile sampling bags and containers experienced growth in recent years as food and water quality standards gained
emphasis in global markets. Product lines offered by the Company in this segment are key tools in measuring and enforcing government
standards for food and water quality, and have gained a role in meat and other food-related industries. International sales growth for these
product lines is driven by a developing consciousness of food and water quality standards in third-world countries. Domestically, the food
industry is challenged with additional testing requirements for meat, poultry and fruit products in reaction to biosecurity risks. These increasing
government regulations and growing product liability exposures should continue expansion in the amount and frequency of product sampling.

In the senior care market, the uncertainty surrounding government funding in the Medicare and Medicaid budgets for nursing home payments
has resulted in the Company currently targeting its product offering to service the more basic fundamental activity needs of these customers.

Market growth in the commercial segment is principally impacted by the general economic conditions of world agriculture, the increasing size
of the aged population, as well as increasing global awareness of food and water quality standards.

GROWTH STRATEGY

Key members of the Company�s management team develop and execute multiple action plans in an effort to continue the Company�s historically
steady growth in sales and earnings. These action plans are continuously monitored by senior management to assess the progress in achieving
the planned goals. The principal action plans are as follows:

§ Continue strategic evaluation and execution of complementary acquisitions in existing market segments.

§ Consistently dedicate resources to the discovery of new product lines to meet the ever-changing needs of customers, including closely
observing the evolution in classroom curricula and continuously updating product selection to meet these changing needs.

§ Commit resources to the internal development of new products with features that meet changing customer demands, as proprietary
items generally carry the added benefits of higher profit margins and exclusive availability. Research and development staffs maintain
a constant flow of proprietary items into the catalog offerings.

§ Exploit the revenue and earnings potential of acquisitions, including:

o continued expansion into the Canadian educational markets through Spectrum by supplementing existing Canadian catalogs
with Nasco product lines; and

o energized research and development efforts of acquired businesses to develop and market competitive proprietary products.

§ Through senior management evaluation of the relative profitability of catalog performance and operational efficiencies, pursue options
for consolidation of overhead costs. Particularly with acquisitions of new businesses, all appropriate opportunities to consolidate
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overhead and service support functions will be pursued to maximize earnings benefits.

§ With minimal investment of capital and manpower, penetrate international markets outside of North America in the health care, sterile
sampling bags and containers and agricultural product lines.

§ Continue the promotional efforts of the Company�s e-commerce website to encourage customer awareness and use of that sales
channel.

4

PRODUCT LINES

The Company markets the following product lines through its various catalogs and websites, including www.eNasco.com,
www.summitlearning.com, www.to-sew.com, www.triarcoarts.com, www.bentonkirby.com, www.goodtimeattractions.com, www.shnta.com,
www.spectrumed.com, www.haan.com, www.simulaids.com and www.cprprompt.com.

Educational Offerings

§ Arts and Crafts - Complete offering of supplies to nurture the creative artistic spirit of all ages and skill levels. A source for the
specialty art teacher as well as anyone interested in this discipline. Target - grades kindergarten to twelve, camps and recreation
centers.

§ Science - Complete catalog of equipment and supplies for general science, biology, chemistry, physical science, earth science and
technology education. Also, offers live and preserved specimens as well as alternatives to dissection. Target - science teachers in
grades three to twelve and specimens for the college instructor.

§ Math - Provide teaching aids for the primary grades through pre-algebra and geometry. Includes manipulatives, calculators, games,
overhead math items, software and other math products. Target - grades kindergarten to twelve.

§ Health Care - Features the proprietary Nasco Life/Form, Simulaids and CPR Prompt product lines, anatomical replicas and medical
procedure simulators to aid in the training of the medical profession. Includes videos, software, games, charts and replicas. Also
includes hands-on teaching aids developed to make learning about health fun and interesting for kindergarten through twelfth grade
students. Target - nursing and medical schools, emergency training professionals and health teachers.

§ Family and Consumer Sciences - A broad listing of products, including products to teach life skills, cooking, sewing and teaching
resources for the entire family and consumer science teaching profession. Also features teaching aids for dieticians in hospitals,
schools and diabetes education. Target - family and consumer science teachers, dieticians and nutrition instructors.

§
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Early Learning - Features a carefully chosen selection of teaching materials, learning toys and games developed for the early
childhood market to make learning fun. Target - grades pre-kindergarten to three.

§ Physical Education - An extensive listing of items specifically for physical education professionals. Target - physical education
teachers in grades kindergarten to twelve.

Commercial Offerings

§ Farm and Ranch - Includes products for animal identification, showing, grooming, veterinarian supplies, artificial insemination,
animal health, crops and soils and equine supplies. Target - farmers and ranchers.

§ Senior Activities - Products developed to assist the activity therapist in providing the best activity programs in the nursing home and
assisted living industries. Includes products for sensory, memory and musical activities plus games and arts and crafts. Target -
activity therapists in nursing homes and assisted living homes.

§ Whirl-Pak Sampling Products - Features sterile Whirl-Pak sampling bags, the industry leader in sampling containers for over 40
years. This laboratory product is sold in the U.S. and throughout the world. Target - food and microbiology laboratories throughout the
world.

5

SALES AND MARKETING

The Company offers a wide variety of products, both proprietary products and products manufactured by others, primarily through catalogs
distributed to customers throughout the United States and internationally. The Company also sells products through distributors. Additionally,
the Company�s products are available for sale on its websites. Within the Company�s current markets served, research is conducted by sales and
marketing personnel to identify needed products. The Company often hires consultants or sales directors from the niche served. The Company�s
catalog teams continually search for new,

improved and unique products. Catalog teams pursue sales growth goals through efforts to present more than 7,000 catalog pages with broad
selections of popular and new products at competitive catalog prices, and with choices of similar types of products with different price points,
qualities, or features. If the Company is unable to find products to meet a specified demand, it has the option of attempting to manufacture the
product in its own plants or contract manufacturing under a private label.

The Company attempts to time the distribution of catalogs to meet the peak buying periods and mails the catalogs to the individuals whom the
Company believes make the buying decision. In the school market, the Company�s experience indicates that the actual user of the materials
usually makes the buying decision, except for those items that are a part of school bid requests. The Company�s mailings concentrate on putting
the catalogs in the hands of these decision makers. All catalogs are annually reviewed for revision. The Company�s bid request goal is to be
competitively priced. The Company issues most major catalogs annually to over three million potential customers. The Company relies mainly
on its more than 45 separate catalogs as its �sales staff,� which relieves the need for expensive sales calls on customers.
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In recent years, the Company has expanded its efforts in international markets outside of North America, primarily in the health care, sterile
sampling bags and containers and agricultural product lines. While international sales represent less than 15% of 2006 total net sales, the
acceptance of product lines by international markets has been a significant growth contributor for these particular product lines.

Orders are received via mail, phone, facsimile, or internet. The Company aims to exceed customer expectations based on customers� directions.
The Company�s business is transacted by open order and purchase orders. The Company ships many orders the same day received and most
orders are shipped within three days. Sale terms are typically net 30 days.

The Company is not dependent upon a single customer, or a few customers. Therefore, the loss thereof would not have a material adverse effect
on the Company or either of its business segments.

PURCHASING

Substantial portions of the products distributed by the Company are purchased from manufacturers and distributors worldwide. The Company�s
purchasing staff is in contact with vendors to insure awareness of new products, timely delivery and competitive pricing. With its broad range of
vendors, including alternative product sources, the Company does not generally maintain contractual fulfillment agreements for purchase
quantity commitments. Vendors often review catalog pages and make suggestions for the following year�s offering. Alternate vendors are
reviewed on a continuous basis. To broaden its product mix to meet specific customer needs, the Company operates manufacturing facilities that
produce proprietary items. Sales of proprietary products generally result in a higher profit margin and enable the Company to sell such products
at wholesale in the U.S. and foreign markets where the Company often develops distribution relationships. The Company has historically been
able to obtain sufficient quantities of the raw materials necessary for the manufacture of proprietary products.

INTELLECTUAL PROPERTY

The Company owns or has the exclusive right to use a number of trademarks and trade names that it applies to various product lines such as
Nasco, Life/Form, Whirl-Pak and CPR Prompt. To protect the unique product lines developed, the Company has applied for and received
patents for various products in the U.S. and Canada.

COMPETITION

Although there are several large general school suppliers and wholesale and retail stores which compete with the Company, the Company
believes that it offers more specialty items in more disciplines in the educational, health, medical technology and agricultural markets than any
competitor. Although the Company faces competition with regard to each of its catalogs from businesses that specialize in limited numbers of
curriculum subjects or markets, few, if any, of the Company�s competitors have as broad a range of products that serve as many market areas.

6
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BACKLOG

The Company�s customers typically purchase products on an as-needed basis. The Company believes that, as of December 31, 2006, backlog was
not a meaningful indicator of future business prospects due to the large volume of products delivered from inventories on hand.

INFORMATION SYSTEMS

The Company�s main computer system, housed in Fort Atkinson, Wisconsin, is an IBM AS 400 computer. The Company�s business is highly
computerized, with almost all functions including accounting, order processing, purchasing, quotes, phone orders, billing, receivables, payables
and warehousing running on this system. The system is routinely

upgraded, increasing capacity to handle the Company�s needs. To facilitate and continuously improve the software system, a staff of
programmers responds to suggestions from all departments and management.

CATALOG PREPARATION

Catalog preparation is primarily handled in Fort Atkinson. A staff of graphic artists and editors works with Macintosh desktop publishing
systems to complete all production work in-house, with the exception of printing.

EMPLOYEES

At December 31, 2006, the Company had approximately 850 employees. In addition, the Company engages approximately 200 temporary
employees to accommodate the peak business season during the summer months. All employees at all locations are employed at-will and none
are represented by a labor union.

ITEM 1A. RISK FACTORS

FORWARD-LOOKING STATEMENTS

The Company believes that this Annual Report on Form 10-K may contain forward-looking statements within the meaning of the �safe-harbor�
provisions of the Private Securities Litigation Reform Act of 1995. Forward looking statements include statements concerning plans, objectives,
goals, strategies, future events or performance, expectations, predictions, and assumptions and other statements which are other than statements
of historical facts. These forward-looking statements are based on management�s current expectations and are subject to, and are qualified by,
risks and uncertainties that could cause actual results or business conditions to differ materially from those projected or suggested in such
forward-looking statements.
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The Company cautions investors that there can be no assurance that actual results or business conditions will not differ materially from those
projected or suggested in such forward-looking statements as a result of various factors including, but not limited to, the risk factors set forth
below. As a result, the Company�s future development efforts involve a high degree of risk. For further information, please see the Company�s
filings with the Securities and Exchange Commission (�SEC�), including its Forms 10-K, 10-K/A, 10-Q and 8-K.

RISK FACTORS

If the Company�s competitors are successful in developing, manufacturing and selling competitive products, the Company�s operating
results could suffer.

The Company operates in highly competitive and fragmented markets. Businesses that compete with the Company are likely to continue
expansion of their product offerings that may erode the Company�s gross margins. The broad range of product lines offered by the Company is
unique to the market as few competitors offer the depth of subject matter in their product mix. However, each of the Company�s catalogs
competes against a unique list of businesses that specialize in limited numbers of curriculum subjects or markets. Some competitors may be able
to commit greater resources to product development, invest greater amounts on capital equipment and marketing plans, or offer more aggressive
discounts for its products or services. In fragmented markets, competitors may further merge and consolidate, increasing market competition.
Any of these competitive pressures could have a negative effect on the Company�s operating results.

7

If the Company is unable, for technical, legal, financial or other reasons, to adapt in a timely manner in response to changing market
conditions or customer requirements, the Company�s business, prospects, financial condition and results of operations would be
materially adversely affected.

The Company�s success depends on its ability to enhance existing products and services, develop new products, services and technologies that
address the increasingly sophisticated and varied needs of customers and respond to technological advances and emerging industry standards and
practices on a cost-effective and timely basis. If the Company is unable, for technical, legal, financial or other reasons, to adapt in a timely
manner in response to changing market conditions or customer requirements, the Company�s business, prospects, financial condition and results
of operations would be materially adversely affected.

The Company is dependent upon the levels of student enrollment in elementary and secondary schools and expenditures per student.

The Company�s ability to grow the business depends in part on the levels of student enrollment in elementary and secondary schools and
expenditures per student. The level of student enrollment in elementary and secondary schools is largely a function of demographics.
Expenditures per student are a function of prevailing political and social attitudes toward education, as well as government budgets. Any
significant and sustained decline in the size of the levels of student enrollment and/or expenditures per student could have an adverse effect on
the Company�s business, prospects, financial condition and results of operations.
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If the Company fails to retain key personnel and hire, train and retain qualified employees, the Company may not be able to compete
effectively, which could result in reduced sales.

The performance of the Company is substantially dependent on the services and performance of its senior management and other key personnel.
The loss of the services of, and the failure to promptly replace, any of the Company�s executive officers or other key personnel, as well as the
Company�s inability to attract and retain qualified personnel, could have a negative effect on the business, prospects, financial condition and
results of operations of the Company. Competition for qualified personnel is intense, and there can be no assurance that the Company will be
able to successfully attract, integrate or retain sufficiently qualified personnel.

The Company expects its results of operations to fluctuate from quarter to quarter, and the price of its Common Stock and Series I
Preferred Stock could fall if quarterly results are lower than the expectations of the market.

The Company�s results of operations have fluctuated in the past, and the Company�s results of operations may vary from quarter to quarter in the
future. If quarterly results fall below market expectations, the price of the Company�s Common Stock and/or Series I Preferred Stock could fall.
A number of factors, many of which are outside of the Company�s control, may cause variations in its results of operations including:
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