. / . PN
( oy IR S T
/ _/“& £.4 f ER . e ’ '[,cf ‘,',‘é,/,lmw-v"‘ / —— 95 LA

nemrena e lCTE P
RS PRET S e ) AR RN .

’ A

JRVE 2
RIS B S ,
AR P

F
; Co |
{ L
E
o

2%y 1o U M CT 901

PIGISTRAR  ~— DNICURIRAIRE

P {

;iz;é.;f‘;‘u“'aﬁx-'\“, ONT . ﬁ J// i
THE COMPETITION TRIBUNAL

IN THE MATTER of an application by the Director of Investigation
and Research for orders pursuant to section 92 of the Competition
Act, R.S.C. 1985, ¢.C-34, as amended;

AND IN THE MATTER of the direct and indirect acquisitions by Southam
Inc. of equity interests in the businesses of publishing The Vancouver
Courier, the North Shore News and the Real Estate Weekly

BETWEEN:
THE DIRECTOR OF INVESTIGATION AND RESEARCH

Applicant
-and -
SOUTHAM INC., LOWER MAINLAND PUBLISHING LTD., RIM
PUBLISHING INC., YELLOW CEDAR PROPERTIES LTD., NORTH
SHORE FREE PRESS LTD., SPECIALTY PUBLISHER INC., ELTY
PUBLICATIONS LTD

Respondents

AFFIDAVIT

I, Christine D. Urban of the City of Dedham, in the Commonwealth of Massachu-

setts, in the United States of America make oath and say:
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| am the President of Urban & Associates, Inc., a market research and consulting
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company specializing in work with media companies. A copy of my resume is

marked Exhibit 1 to this my affidavit.

In 1986 Urban & Associates, Inc. was retained by‘Souﬁham, Inc. to study revenue
and cost trends for Pacific Press Ltd. ("Pacific Press"). Pursuant to that retainer,
a two-volume report dated December 1986 ("the 1986 study") was prepared and
delivered to Southam Inc., a copy of which is marked Exhibit 2 hereto. The first
volume of the study contained a quantitative analysis of the dynamics of the
advertising marketplace in Vancouver B.C., and the share of those advertising
dollars that Pacific Press earned. The second summarized qualitative research
done to test key assumptions of that market and advertiser analysis, based on
personal interviews with key executives of 10 major Vancouver retailers selected
for the diversity of their size, type of business, and advertising buying behavior.
The analytic method and reporting format of the 1986 report is similar to that
Urban & Associates, Inc. has completed for a variety of media corporations

throughout North America.

My ability to comment on these proceedings is based on my personal involvement
in the preparation of the 1986 study, as well as my extensive professional

experience in media economic analysis and evaluation of advertiser behavior and



3

market trends. | have also been provided with and have had access to information
concerning the newspaper businesses of Southam Inc., and have been retained
by Southam Inc. to update the estimates of the size of the retail advertising market

in the Lower Mainland, and the share of that market that Pacific Press held in 1990.

Background to the 1986 Study

Even though the 1986 study was written primarily to stimulate management
discussion and strategic decision-making at Pacific Press, the analysis represents
an accurate and careful assessment of the retail advertising market, as well as the
underlying foundation of the Vancouver B.C. economy that justified and explained
retail advertisers’ behavior. The most significant finding here was the fact that
although Vancouver had a growing population, retail sales (especially in major
department stores, key customers for metropolitan dailies such as the Province
and the Sun) were hurt by the combined effect of double-digit unemployment of
the period as well as the tendency for Vancouver households to spend a higher-
than-normal (vs. other Canadian households) proportion of their disposable

income on services rather than retail goods.

Vancouver’s retail advertising market in 1985, then, was estimated at $170,461,000,

of which Pacific Press earned 26.7% share in retail ROP, retail insert and TV Times
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revenues.! With its estimated share in 1985 already lower than that of three of the

4

previous four years, the report went on to analyze Pacific Press’ cost structure, to
make projections of its likely share in 1990, and to discuss strategies by which its
management could react to the problem of declining market share and the

changes projected in its retail advertising environment.

Three other major conclusions of the 1986 study are also notable, and consistent

with my experience in other major metropolitan markets across North America.

Definition of the Retail Advertising Market

First, it's clear from both analyses of retail advertisers’ buying behavior as well as
their comments when interviewed, that all print and broadcast media compete in
varying degrees for all available retail advertising dollars, and that because each
is perceived to have specific advantages in format, quality or quantity of audience,
pricing structure or ability to meet an advertisers’ objectives, no two media are

perfect substitutes for one another.

1 These 1985 estimates do not include advertising expenditures for retail services,
nor the portion of Pacific Press classified revenues attributable to automotive
advertising, both of which are included in the 1990 estimates in Exhibit 3.
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This is evident in the fact, for example, that a substantial proportion of the
advertising in weekly newspapers is placed by small retailers whose primary
trading area is the specific community served by that weekly. Furthermore, retail
advertising in daily newspapers is not insulated from competition with a wide
variety of other print and broadcast. In my experience, a "single-medium" retail
user would be the exception rather than the rule in a metropolitan market, a point
confirmed by the recently-completed Angus Reid survey in Vancouver. New media
(e.g.: Auto Traders, weekly newspapers or magazines targeted at very specific
demographic or life-style segments, or electronic shopping cart displays) are also
constantly entering the market, usually competing for these available advertising
dollars by exploiting specific perceived weaknesses in existing media and thereby

stripping revenues from them.

The complexity of advertisers’ decision-making and fluidity of their communications
objectives from ad-to-ad or campaign-to-campaign also requires them to
constantly reevaluate the relative strengths and weaknesses of each medium

available to them: a behavior also confirmed by the Angus Reid survey.

Given all of these factors, | do not agree with the Director of Investigation and
Research’s (the "director") assertion that retail newspaper advertising is a relevant

market definition. On the basis of the 1986 study, my professional experience, and
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my work in these proceedings, | believe there to be a market of total retail
advertising dollars, within which the competition between all print and broadcast

media in the Lower Mainland is quite intense.

Intensity of Inter-Media Competition

A second major conclusion of the 1986 report is that in this environment of strong
inter-media competition for retail advertising dollars, the weekly newspapers in the
Lower Mainland were becoming increasingly strong and attractive media options
for retail advertisers. Weekly newspapers are naturally able to better satisfy the
advertising objectives of two growing segments of the Vancouver retail economy
(eating and drinking establishments and service advertisers), both of which tend
to draw their primary trade from a relatively limited geographic area. In addition,
they are also able to offer two unique competitive capabilities to larger retailers as
well. One was to meet these large retailers’ growing desire to "target" their
advertising messages geographically (e.g.: when a retail chain will advertise only
for a particular sale in a specific store rather than the whole chain). Targeting is
a trend in retail advertising that has been growing in prominence for a number of

years across all metropolitan markets in North America.

Most important of all, however, the weekly newspapers were well-positioned to
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take advantage of a major change in retail advertisers’ behavior: the long-standing
shift of retail advertising dollars from ROP to inserts or flyers. First, the nature of
the flyer or insert format usually determines that such advertising is done less
frequently than on a daily basis. Also, because there were many weeklies, and
because they offered advertisers nearly total market coverage (TMC) of the
suburban communities where retailers were investing in new stores (and where
Pacific Press had relatively low penetration), these weeklies achieved a "critical
mass" that permitted them to compete effectively and cost-efficiently for the mass
market distribution of those flyers. Both the quantitative and qualitative phases of
the 1986 study confirmed this, and suggested that many retailers had substantial
confidence in the weekly newspapers’ ability to provide either TMC or targeted

distribution of inserts -- neither of which Pacific Press was able to provide.

It's important to note that most often, when retail advertisers have decided to move
their messages from an ROP to a flyer format, the shift is not reversible. Once
they’ve enjoyed greater control over reproduction quality, the price advantage of
flyers vs. ROP, and the positive sales results provided by flyers, they’re unlikely to
give these advantages up. Furthermore, flyers are a "portable" form of retail
advertising, where the quality of the advertising message is uncoupled from the
media vehicle in which it is carried. These conditions make the inter-media

competition for distribution of flyers intensify and expand even further. Interviews
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with the key retailers confirmed that even in the seemingly-straightforward selection
of a distribution vehicle for their flyers, advertisers wanted alternatives -- therefore
initiating intense competition between the weekly newspapers, distributors such as
Southam'’s Flyer Force and Ad Mail in later years. Consequently, | do not think the
Director is justified in segmenting the flyer distribution market between flyer inserts

and free-standing flyers.

Pacific Press’ Inability to Respond

The third major conclusion drawn from the 1986 study was the deficiency in Pacific
Press’ ability to compete effectively against the wide variety of print and broadcast
media available to advertisers in the Lower Mainland. With high advertising prices
necessitated by a disadvantageous cost structure (and advertisers unwilling to
accept high rate increases in a depressed retail environment), with a history of
strikes that convinced retail advertisers to search out the security of alternative
media for flyer distribution, with constraints on management’s ability to position the
Province and Sun to react to market trends (e.g.: incremental TMC distribution of
flyers to non-subscribers, creation of zoned sections for circulation and advertising
growth in the suburban areas), and with the ever-increasing speed with which
advertising revenues were being siphoned off by a variety of competitive media,

the 1986 report suggested that it was unlikely that Pacific Press could exploit



advertising revenue opportunities in its market under its then-current publishing
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strategy.

1990 Update

Our recent analysis of the retail advertising market, which is marked as Exhibit 3
to this my affidavit, updates all the basic structural analyses of the Vancouver
economy made in 1986, and confirms the predictions of an increasingly-
fragmented and competitive advertising marketplace made at that time. In 1990,
Pacific Press earned $75,183,400 of retail ROP, retail insert, TV Times and the
automotive portion of classified revenues. While its retail advertising revenues
have grown since 1985, then, Pacific Press’ share of the retail advertising
marketplace continues to decline. In 1990, Pacific Press earned only 23% of the
$326,666,000 retail advertising market, with other media competitors having

increased their share of those dollars in that time period.

Sworn before me in the Commonwealth of

Massachusetts this 15th day of August, 1991 é ;

hristine D. Urban
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CURRICULUM VITAE

Christine D. Urban

Current
President/Principal of Urban & Associates, Inc. - 1974 to present
Market research and consulting company specializing in work with media companies,
having sefved more than 120 newspaper clients in the United States, Canada and Europe
Education

Ph.D. in Communlcations Research, 1875
University of liinois at Champaign-Urbana

M.S. in Advertising, 1973
University of llinois at Champaign-Urbana

B.S. In Advertising with honors, 1972
University of linois at Champaign-Urbana

Teaching/Professional Experience

Faculty Member of the American Newspaper Publishers Asscciation’s annual
Marketing Seminar and Strategic Planning Seminar (1979 to present)

Invited Speaker at numerous industry conferences, including those of the
American Newspaper Publishers Association
American Society of Newspaper Editors
American Press Institute
Associated Press Managing Editors
Imtlemational Newspaper Marketing Association
Iintermational Newspaper Advertising and Marketing Executives
International Circulation Managers Association '
International Newspaper Financial Executives
Newspaper Research Counci
Canadian Daily Newspaper Publishers Association

Assistant Professor of Busfness Administration (1975 to 1980)
Graduate School of Business Administration, Harvard University

Assistant Professor of Businese Administration (1974 to 19875)
Florida Aflantic University

Instructor In Advertising (1873 to 1974)
University of lllinols at Champaign-Urbana



Professlonal Association/Activities

Member of numerous professional and academic associations, including
Association for Consumer Research
Americen Marketing Association

Referee/éditor for manuscripts, the Journal of Advertising (1884 to present)
Judge for Knight—Ridder Excellence Awards - 1983, 1890, 1891

Quoted in both general and trade press publications, including
Adverlising Age
Presstime
Edior & Publisher
Wall Street Journal
AdWeek
. US News & World Report
Forbes

Publications

Urban, C.D. ‘*Life-style Pattems of Women: United States and United Kingdom®, presentation to the
American Academy of Advertising Conference, Knoxville, TN, April 20, 1975.

Urban, C.D. A Cross-national Comparison of Consumer Media Use Pattems®, the Columbia Joumnal
‘of World Business, Vol 12, No 4, 1977.

Douglas, S.P. and Urban, C.D.
*Life-style Analysis to Profile Warnen in International Markets®, the Joumal of Marketing,
Vol 41, 1977.

Urban, CD.  ‘Life-style Analysis for the Evaluation of Newspaper Audiences", presentation at Fourth
Imemational Seminar in Marketing, Gordes, France, May 31 - June 8, 1977.

Urban, CD.  *Cross-national Pattems of Media Consumption: The Influance of Demographic and
Media-usage Variables®, presentation at EAARM, Stockholm, Sweden, May, 1978.

Urban, C.D. “Comelates of Magazine Readership®, the Joumnal of Advertising Research, Vol 4, No 20,
August 1880. _

Urban, C.D.  *Hindsight From the Year 2020 in The Changing Newspaper - Year 2000*, in the Report
of The Changing Newspaper Committee, Associated Press Managing Editors Association,
Toronto, Canada, O¢tober 20-23, 1982

Urban, C.D.  *Newspapers Can Leamn From Current Recession", in Presstime, Vol 4, No 11, November
1982

- Batt, C. and Urban, C.D.

*Reaching Hispanics: Survey Results Show How to Break Bartiers Between Editors and
Hispanics®, in Report of the AMPE Minority News Commiitee, Louisville, KY, November
1983.
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Sy,

*Newspaper Marksting From Broad Concept to Synergy at the Top®, in INAME News
(International Newspaper Advertising and Marketing Executives), Vol 53, No 6, June 1983,

*Factors Influencing Media Consumption: A Survey of the Literature®, a chapter in
Understanding New_Media: Trends and Issues in Electronic Distribution of information,
Benjamin M. Compaine, ed. Cambridge, MA: Ballinger Publishing Company, 1884.

*Strategic Thinking About the Future®, presented to the Irtemational Newspapers Con-
trollers & Financial Officers Conference, Vancouver, BC, October 15, 1984.

*Gearing Up for the New Telecommunications Businesses: Strategic Planning for News-
paper Companies’, presented at ANPA/Newspaper Advertising Bureau Telecommunica-
tions Symposium, Dallas, TX - published in Charting Your Course - A Newspaper's Guide
to New Ventures, ANPA Telecommunications Department, January 1985.

*Newspaper Planning Strategies', Intemational Circulation Managers Association
Corference Report New Dimensions, June 9-12, 1985, Columbus, OH, pp 54-62.

“The Competitive Advartage of New Publishing Formats’, a chapter in Blechronic
Publishing Plus, Media for a Technological Future, Martin Greenberger, ed., White Plains:
Knowledge Industry Publications, Inc., 1985,

*The Power of the Newspaper Environment”, presanted to the Intemational Newspaper
Advertising & Marketing Executives Sales Conference, Las Vegas, NV, 1986.

*Reader Expectations®, presented to the 100th Convertion of the American Newspaper
Publishers Association Annual Convention, San Francisco, 1986.

*10 Myths About Readers®, American Society of Newspaper Editors Bulletin, April 1986,

*Marketing To The Younger Reader®, |deas, The Monthly Magazine of the intemational
Newspaper Marketing Association, Vol 1, No 2, July 1987.

'Knowing The Enemy®, American Society of Newspaper Edntors, Report on the Future of
Newspapers Project, December 22, 1887.

*Adapting to Change*, presented to the 103rd Convention of the American Newspapar
Publishers Association Annual Convention, Chicago, 198S.

*Market-driven Communication Strategy*, the Healthcare Forum Journal, January/February
1891.

*Spending is Being Shifted From Retail Goods to Services', Presstime, May 1991.

rGrow Out'of Recession-Now*, Presstime, June 1091.
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INTRODUCT ION

This report presents the results of an evaluation of the Vancouver B.C, market,

inciuding projections of the value of that market -- and Southam's franchise In

It -- for the near-term future.

This quantitative analysis Is Phase | of the full market evaluation. It
explains the dynamics of the Yancouver marketplace, and assesses Its prospects

for growth to 1990.

In Phase Il (a serles of In-depth Intervliews with key Paclfic Press adver-
tisers), retall executives wlll be asked to evaluate the market position of
Paclflic Press versus that of competitors, comment on market trends and business
conditions, and discuss thelr own business goals and expectations as adver-
tisers. Together, Phases | and || complement each other by (&) combining both
quantitative and qualltative data In an exploration of Southam's options for
the Vancouver market, and (b) testing and reflning some of assumptions derived

In thls analys!s against the "real worl|d" conditlons of customer behavior.

In the Interests of clarity, only summary data and charts have been Incliuded In
this report. Detall on the Information and trend/serles data summarlized In those

exhiblits can be found In the separately-bound Data Appendlix supporting this

report.
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SECTION ONE

THE YAXCOUYER ECONORY TODAY



The Hoa!th of the Vsacowver Econamy

A gross snapshot of any market's historical economy Is visible by graphing the
strongest summary statistic avallable (GNP), and comparing It to the basellne

of economlc tendencles In the nation ss a whole.

For sll of éanada, the following tables show that the 1982 recesslon was sharp,
but short: with a positive trendline (In constant dollars) belng qulckly
reestablished as the natlonal economy grew 3.3% In 1983 and 3.6% In 1984,

British Columbia, on the other hand, took a very sharp 6.7% deciine In 1982
and only recovered .9% of that In 1983, and 1.5% In 1984,

These graphs are only descriptive of B.C.'s Inabllity to recover from the
recesslon as did other markets In Canada -- they are not predictive of future
economlic trends. In order to project the future economy, It's necessary to

understand the two underlylng factors that appear to drive these patterns In

the province.
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There are two major factors at work In the Yancouver econamy today -- one
negative and one positive -~ which push and pull agalnst one another to

ultimately determine the future of provinclal economlc growth.

Nogative Influences on the B.C. Econcmy
The very difficult time which the economy as 8 whole (and especlally certain
key sectors which seem to be In recession to this day) has had in recent years

Is primarlly driven by employment, and secondarily by housing starts.

The next chart compares the recent history of this leading Indicator. The
effects of the recession In terms of total employment In Canada were relatively
short-term: with employment dropping more than 3% from 1981 to 1982, By 1984,
however, employment had risen to the 1981 level, and 1985 saw an Increase

of 300,000 jobs from the previous peak.

The picture In British Columbla Is much dlfferent. Employment fell off 5% during
the Initial year of the recesslon and stayed at that level for the next two
years. Only In 1985 did the situation begin to Improve and even then employ-

ment was stii! off 42,000 from the prevlious peak.
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The clty of Vancouver has falred still worse. Employment stopped growing In
1980 and fell for three years running from the beginning of the recession. A

slight galn was reglstered In 1985, but empioyment was still off by 34,000 from
the 1980-81 level.

Unemployment figures are not a perfect corollary to employment as a leading
economic Indicator, but these data show much the same plcture. Prior to the
recesslon, the unemployment rate Is British Columbla was at the same level or
less than the natlonal rate. Since the recession 1t has remalned extremely

high, while the Canadlan unemployment rates have Improved somewhat.

As late as last year, though, British Columbla unemployment stood at 14.2%

versus 10.5% for Canada as a whole.
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A powerful "reallty—check" on the use of employment as a8 leading economlc
Indicator Is the number of housing starts, particulariy Important In markets
with (a) growing populations and (b) resource/construction sectors -- such as

the lumber Industry -- as malnstays of Its economy.

Although these conditions are both true In B.C., housing starts In recent years
did not amellorate the Impact of stubborn, double-digit unemployment rates In
the market, Houslng starts fell by more than a thlrd during 1981 and 1982, and
have since stablllzed at the 10,000-11,000 per year level.

11



HOUSING STARTS IN YANCOUYER
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Positive Influences on the B.C. Economy
In contrast to the very slow growth In the Vancouver "dollar economy"™ [s the

rapld and contlinulng growth In the "people economy."

Canada as as whole has been galning about a quarter of a million people each
year wlthout fall, and between 20,000 and 30,000 of those new residents are
elther born In or choose to live In Vancouver. Glven Vancouver's relatlve size
in relation to that of Canads, thls means that the rate of population growth In
Vancouver has for six of the past seven years been above that of Canada, and
population Is compounding Itself at a rate of almost 2§ per year. (Also, this
history of strong population growth and Immigration to Vancouver seems |lkely
to continue given that It Is an exceptionally desirable place to Ilve, and that

Expo was, In effect, a2 massive, woridwide advertisement of that fact.)

Certalnly this positive "people=-driven" growth would traditionally be assumed

to bode well for both newspaper clrculatlon growth and the overall level of
retall sales In a market. Thls assumptive loglc would follow that population
growth would overcome the slow-recovery rate of the general economy which has
characterized British Columbla as a whole -- and Yancouver in particular --

by producing another "boom"™ sometime durlng the next flve years.

We see no reason to predict future economic "booms"™ or "boomlets", however,
and In fact belleve Yancouver would be doing well glven Its recent history to

be able to "catch up" to pre-recession growth levels by 1990.

Simply put, population growth In Itself cannot become the primary driver of

economlc trends 1f the growlng population has a hard time finding Jobs.

13



The economy of British Columbla Is based largely on natural resource-Intensive

Industries such as lumber, mining and fishing. Vancouver also serves a&s an
Important distribution point for shipping Canadian commodity production to the

rest of the world.

In general, the outlook for commod!ty-based economles versus technology-based
(1.e.: cheap-iabor based) economles Is not all that strong. WIith U.S. housing
starts becoming soft agaln after a brlef upturn during the spring, end the
possibllity of a more vocal protectionist sentiment In the U.S., the Canadlen

timber-product sector of the economy seems particularly threatened.

B.C.'s labor climate also weakens the positive effect of popufation growth on

the provincial economy. Even as housing starts In the U.S. were beginning to
lag and a duty was Imposed on certaln building materlals produced In Canada,
the woodworking unions went out on an extended strlke. As Canadian farmers
were producing record harvests (albelt at low commodity prices) the port of
Vancouver was closed by labor action. High-tech manufacturers are unlikely to
Invest In the province, or provide any counterwelight to Its economlc base,
glven the current |abor climate which (frankly) shows few symptoms signalling

change.

14
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The leading Indicators of British Columbla's economlic past and future are

Sumaary of Section |

population grovth and employment rates -- which are, respectively, positive and
negative Influences on the provinclal economy. The population growth "driven"

by B.C.'s quallty of life, unfortunately, Is an Insufficlent balance to the

detrimental Impact of unemployment (and the labor conditions which tend to

calclfy It) In & commodity-based economy.

A remarkable fact about the Vancouver economy, however, Is the extent to which

Its high unlon wages and government pollicles seem to put a "safety net" under

basic household Incomes and thus under retall sales, While the province

recovers only slugglshly from the 1982 recession, the growing population of
relatively affluent people In Vancouver helps to shleld the secondary market
(e.g.: advertising revenues derived from retal| sales) from tracking the

"rollercoaster" cycles of primary economlc factors.

It this analysls does not project an economic "boom™ In the future that could
help the province catch-up to the rest of Canada, then, does It suggest &
future "bust" on the horlzon? Again, the answer Is probably not. The same mlx
of posltive and negative foundations of the economy that blunt sharp upturns

tend to prevent sharp downturns: so a continuation of very gradual overall

growth seems a Ilkely pattern for the near-term future.

———



SECTION TWO

RETAILING X VARCOUYES



The "Ablliity to Buy" In the Yancouver Market

The chlef determinant of the health of & local newspaper Is the health of Its

merket's retall sales from which advertising revenues ultimately fiow. Although

the prevlious discussion suggested the overall B.C. economy Is only slowly
recovering from the recession, a more detalled examinatlon of retall sales In

the market Is required before judglng the Impact of those economlic trends on

Pacliflc Press Ltd.

As Is evident In the followlng charts, Canadian retall sales as a whole
(current dollars) have been growing at & steady cllp, up 88f from 1978 to
1985, In Inflation~-adjusted terms (constant dollars), however, retall sales
were flat prior to the recession, but afterward, the trend has been steadlly

upwards: rlsing 15,5% from 1982 to 1985.

Vancouver's retall sales story Is, agalin, different from the national trend.
Even In Inflated dollars, sales were virtually flat from 1981 to 1983. In real
terms, retall sales fall by 14.8% over that period. Only In the last year Is
there 2 measurable Increase In "real™ retall sales In Vancouver, despite the

fact that the 1985 level Is still 8% below the 1981 peak.

20
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A Note on Expo: No discusslon of the Yancouver economy can Iignore Expo. But
It must be remembered that thls Is not a general discussion of the economy,

but an evaluation of how economlc trends relate to pexspapers.

in that regard, Paclflc Press executives feel strongly that Expo was a mixed
blessing, and we tend to agree. While It certalnly created speclal |linage
opportunitles around the great entertalnment event that It was, the kind of
"retall sales™ It created on the grounds and In restaurants and hotels Is not
eesily transferable Into future advertising expenditures. To the extent that
Expo "soaked up"™ money which residents would have spent on regular retall
sales, 1+ could (In fact) have had a depressing effect on some newspaper

advertising revenues In the very short-term.

On the other hand, there Is no doubt that Expo was an extraordinary publlc
relations success In promoting British Columbla and Vancouver as wonderful
places to visit and perhaps llve. To the extent that Vancouver requires
contlnued, strong populatlon growth as 2 necessary counterpoint to prevent
negative economlc trends from accelerating, Expo was a plus, even though this

one-time event couldn't solve the basic problems.

All things considered, It's probably best to consider Expo an Interesting, but
ultimately neutral, event In determining the long-term future of the market, or

of Paclfic Press.
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1

Any comparative softness In Vancouver retall sales Is pot due to the market's

"inablllty to buy". The following charts show that In 1980 (before the
recession) Vancouver's buying power was approximately $1000 per household
hlgher than found In the rest of Canada, and In 1984 (after the recession and

with unemployment In the double-digit range), It was still about $1000 higher.

Simllarly, retall sales per Vancouver household were 15% higher than the rest
of Canada In 1980. Ey 1885, comparative retall sales were slightly less, but
stili each unlt of the growing household population l; Yancouver was able to
produce revenue for merchants at about the same level as elsewhere In Canada ~--

desplte the struggling market economy.

Softness In Vancouver retall sales, then, Is not due primarlly to economic
conditlons == nor will the softness be |lkely to disappear If the economy were
to miraculously catch-up In the next few years., Instead, thls analysis has

Isolated two major factors which "medlate™ the Influence of the economy on

retall sales In Yancouver, and have created the softness currently measurable.
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Factor 1: The Market's ®"Unwi!|ingness® to Spend on Retall Sales
Retall sales on a per household basls for Vancouver have plateaued at an
historically low level since 1983, Even though this trend reflects lower

Canadlan spending on retall sales overall, the curves In Yancouver -- as always

-~ are more pronounced.

The followlng charts lllustrate this phenomenon. Canadlan retall sales per
household on an Inflation-adjusted basls had been falling slightly even prior
to the recession. They took a dip of more than $1,000 per household durlng the
recesslon, but have been on the rise since, even though they have not reached
pre-recesslon levels. Vancouver's real sales per household fell substantially
for three years running durling the early 198055. and have risen only marginally
since then. We think It unlikely that they wlil ever recover to thelr

pre-recession levels.

This Is not a trend |imited to Vancouver, or for that matter, even to Canada.
The whole nature of affluent economles' spending patterns has been changling
over the past 6-7 years In market across North Amerlica. There Is an Increasing
tendency for consumers to buy fewer goods and more services (the latter not
"counted™ In traditional measures of retall sales expenditure). Thls Is not
simply an accounting problem in the data, however, as these trends signal

slgn!f!canf (and non—cycllical) shifts In the very nature of consumption ==

especlally In the kinds of "life-style sensitive™ markets for which Vancouver

could be a prototype.
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RETAIL SALES PER MOUSEMOLD -~ VANCOUYER
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As the followlng charts show, the amount of avallable Income expended for the

purchase of retall goods fell from 49.3% In 1976 to 42.9% In 1984 In Canada

overall, although for much of that perlod the ratio hovered In the 46-47f%

range.

In Vancouver, there's a pattern simllar to that often seen In the United
States: with expenditures on retall goods representing 37.4% of avallable
income In 1984, compared to 50f prior to the recession. It Is thls shift which
puts a "l id" on the amount whlich per-household retal! sales wlll grow, or,
indeed, can grow. The soclology of thls phenomenon of shifting consumer
prloritles (often joklngly refgrred to as "having enough stuff") Is complex ==
the Impact of It on health of the major customers of a local newspaper Is

profound.
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RETAIL SALES AS A PERCENT OF BUYING INCOME
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Factor 2: Competitive Shifts In Retall Power
A cursory examlnation of any local newspaper's recelvables ledger easlly
suggests that major department stores are among Its key customers, and are

critical to the newspaper's revenue stream.

While department store sales In Canada have risen 56% since 1978 (and Toronto
department stores have grown 575).‘fhough, Yancouver department store sales
have shown virtually no growth since 1981 In current-dollar terms, and (there-
fore) have actually declined In constant-dollar terms since that time. Unllke
the Inexorable shifts In natlonal patterns of consumer spending noted In
Factor 1, this shlft In the ablllity of a particularly Important class of

retallers to hold share appears endemic to Vancouver,
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RETAIL SALES IN DEPARTMENT STORES - VANCOUVER
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Thls comparative pattern Is particularly Iimportant In Ilight of the fact that
department store and other general merchandlse stores account for a [arger
share of the retall sales "mIx" In Vancouver than they do In other parts of

Canada: 18.3% of retall sales In Vancouver vs. 13.3% nationally.

Even though the "ple™ of retall sales tends to be shrinking across most metro
markets, then, the allocatlon of that ple Into various category "pleces" has
been found to be remarkably stable yithin Indlvidual markets. {n Vancouver,
for Instance, the "West Coast llfe-style™ Influences the mix of retall sales.
Eating and drinklng places account for a higher portion of sales In Vancouver
than In any other market In Canada -- Including Montreal. Automotive sales
(strongly Infiuenced by Imports) make up 15.9% of sales for Vancouver, but
19.9% for Canada as a whole. A more relaxed soclal environment brings the
apparel category down to less than 20§ of saies for Yancouver, compared to

aimost a quarter of total Canadian sales.
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RETAIL SALES BY CATEGORY
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Paclflc Press!' maln concern In this analyslis of retall spending In Vancouver

Susmary of Part |1

Is, of course, the Impact It has on avallable advertising dollars In the

market.

Desplite economic downturns, there Is no seeming "inabllity"™ to buy retall goods
In Yancouver, and therefore the consumption that fuels retall sales (and
thereby creates avallable advertising dollars for the newspaper and Its
competitors) exists In good measure. There Is, however, & market "unwllling-
ness" to spend on retall sales -- especlally In Vancouver's major depariment
stores who don't appear to be competing successfully In preserving thelr

tradltional share of that retall dollar.

(To the extent that weeklles and other print medla have a competitive advantage
In attracting the growth segments of consumption In Vancouver [e.g.: eating and
drinking places, service accounts, category speclallty stores and the 1tke], 1t
would be prudent for Paclflc Press to develop marketing tactics to serve that

broader base, and thereby gradually decrease [ts revenue dependency on major

department stores.)

For the future, the health of Vancouver's retall marketplace wlll depend
heavily on continued "feeding" through populatlion growth. Glven the underlying
tendency of households to spend a lesser proportion of thelr disposable Income
on retall goods, however, the nutrition will probably pot relnstate the major
department stores' dominance of thls market. In planning terms, then, it's
probable that the growth In retall sales In V;ncouver will not accelerate =~

nor artifically "bump™ the general economlc curves projected for the market.
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PACIFIC PRESS MARKET SHARE
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Determining the Base of Avallable Retall Advertising Dollars

To be able to calculate the ghare of avallable local advertising dollars

captured by a2 newspaper, It Is first necessary to determine exactly how many

dollars are avallable. The method employed In this study (found to be quite

accurate In comparison to actual ad expenditures where such data are avall-

able), Is brlefly described below.

1)

2)

3)

Since retallers' expendlitures on advertising as a portion of thelr total
sales vary widely by store type (e.g.: less than 1§ for food stores,
5-6% for furniture stores) It Is somewhat dangerous to apply gross
advertlsing percentages to total retall sales In a market. Instead,
advertising spending levels should be determined by store group or

retall category.

Over a number of years, actual advertising/sales ratios for detalied
retall categorles In the U.S. have been published (based on examination
of tax returns)., It Is a safe assumption that brands, stores, and

promotional techniques are quite comparable between the U.S. and

Canada, and so the comparatlve rates of spending could be shared (e.g.:

high turnover food stores spending less of a percentage of sales on

advertising than low-turnover furniture stores).

The absolute levels of expend{ture In Canada, however, are apt to be
quite different., (For Instance, spending as a percentage of GNP and per

caplta spending on advertlsing Is generally 40% less In Canada than In



-

the Unlted States,) Using STATSCAN data to remove the effect of major
dlfferences In natfonal ad expenditures In the U.S. vs. Canada, it was
determined that Canadian [ocal ad spending averages 17§ less than local :ﬁf:

spending In the U.S. -- so that factor has been appllied to all ad/sales

ratlos derived from U.S. data.
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Pacific Press! Share of Avaliable Retall Advertising Dollars

Using this méfhod, the avallable advertising dollars for each measured retall
category was calculated for the last three years. (The detalied data contalned
In the followlng three exhiblts wlil be very useful In comblination with the

quallitatlve Information to be galned from the advertiser Interviews soon to

be conducted In the Vancouver market.)



AYAILABLE RETAIL ADYERTISING DOLLARS - 1983

(By Retall Category)

Store Tvoe

Food Stores
Depvartment Stores
All Other General Merch Stores
Motor Vehicle Dealers (New.
Rll Other RAutomotive
Rutcmctive Grouo
Women's Clotninp
All Other Clothairno arc RAccess
Shoe Stcres
Roparel Grouo
Hardware Stores
Furniture Stores-Household
Apopliarnce Stores-Household
Furniture/TV/Radic/Rooliance
Furrn/fooliance Grouo
Prharmacies/Medicare/Cosmetics
Jewelrv Stores
Soortinc Goods and Accesscries
All Other Stores
Total Retail Sales
Eatarp ard Drinking Places

Grarc Total

1983
Retail
Sales
1,619.S
1.233.1
90.9
S18.8
é21.2
1.540, @
116.@
€36.6
34. 4
387.¢
€6.0
79.9
18.4
43.6
141.9
&97.7
8e.8
112.9
82e.@
€.169.4
€5z.2
6.821.6

Ad/Sales
Ratio
.011

. 826
.26
@32
012

.820
. 020

.013

. 019
. 056
« 045
@45

. 215
- 048
. 023
. 023

0027

Ad
Dollars
Availadle
17,474,483
27.996.263
2.363, 400
10.676. 486

7.218. 344

€.310.720
4.713.072
456,832

496. 340
4. 503. 3556
824.688
1. 954, 152

4, 447.638
3;589.712
2.614.500
19.@056. 800
110.102.878
17,322,432

127. 425. 31@
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SECTION FIVE

THE YALUE OF THE VANCOUVER B.C. MARKETPLACE IN 1990



AYAILABLE RETAIL ADYERTISING DOLLARS - 1984
(By Retall Category)

Store Tvoe

Food Stores
Decartment Stores
All Dther Gensral Merch Stores
Motor Vehicle Dealers (New)
R1} Other Automotaive
Automotive Grouo
Women's Clothing
All Other Clothino and Access
Shce Stores
Apoarel Groud
Hardware Stores
Furniture Stores-Household
Aoopliance Stores-Househcold
Furniture/TV/Radic/Rooliarce
Furrn/Apoliance Grouo
Pharmacies/Medicire/Cosmetics
Jewelrv Stores
Socrting Goods and Accessories
Rll Other Stores
Total Retail Sales
Eatinp and Drinkinp Places

Grand Total

Retail
Sales
1,717, 7
1.038.2
8s5.9
1.056.0
696. 2
1.752.2
129.5
256.2
34.7
420. 4
e7.0
93.3
33.2
43.2
169.7
337.5
79.0

. 162.6
871.8
6.642.0
761.1
7.403.1

Ra/Sales
Ratio
.012

. 027

. 827
.13
.213

<017
«017

917

.018
. 059
« 047
@34

.013
. 051
. 028
. 028

. 031

fd
Dollars
Available
19.959.674
£8. 436.298
&.319. 300
14. 023,680

9,245,536

2. 145.700
4, 252.920
576.02@

493,020
S. 498,169
1,570.692
1.470. @96

4, 482,000
4, 065, 340
4. 024,172
24.602.196
127.168.813
23. 373.381
15@.942.194



AYAILABLE RETAIL ADYERTISING DOLLARS - 1985

(By Retall Category)

Store Tyoe

Food Stores
Decartment Stores
All Other General Merch Stores
Motor Vehicle Dealers (New)
All Other Automotive
Autcmotive Grouo
Women's Clothinp
Rl) Other Clothino and Access
Shoe Stores
Apparel Grouo
Hardware Stores
fFurniture Stores-Household
Apooliarce Stores-Household
Furnitures/TV/Radic/RAooliance
Furn/Aooliance Grouo
Pharwacies/Medicirne/Cosmetics
Jewelrv Stores
Socrtino Gooos ang Accessories
Rll Otner Stores
Total Retail Sales
Eatinp and Drinking RPlaces

Grarc Total

Retatl
Sales
1,841.2
1.091.6
74.8
1.305.7
817. 4

2.123.1

162. 4
263. 4
40.8
466.6
34.7
101.8
3.6
44,7
180.1
340.9
77.7
155. 1

. 845.S
7.231.3
815.9
8.047.2

Rd/Sales
Ratio
.012
. 929
. 829
.213
.013

824

.e21

-.018

.22
48
. 047
.38

.012
. 051
. @35
.935

.031

fd
Dollars
Available

21,394,744
31.710.980
2,169.200
17.339.69
10, 855.072

3.908.968
S. 463,359
745. 008

777.627
4. 920, 652
1,589.616
1.706.646

3.961.258
3,998. 442
S.406.786

29. 474,130

145. 404,375

23,056,289

170, 462, 664
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In 1985, Pacific Press' $45,553,000 of total retall ad revenue represented &
27§ share of the $170 mitilon dollars of local advertising avallable In the
market. This Is the lowest share level for Paclfic Press In five years -~ with

the exception of strike-affected 1964.

Closer examlnation of the pattern of Paclfic Press' market share polnts out

some Important factors -- although no speclific trends.

1) Paclflc Press appeared to do better competitively In 1982 and 1983,
which were poor years for Vancouver retallers, and the pool of avallable
dollars was depressed. (In thls type of environment, newspaper share
generally remalns constant or grows, as secondary medla are the first

ones cut from the waning advertising budget.

2) In a good year (such as 1985), Pacl}lc Press earned a few more share
points over the previous strlke year, but did not regain Its pre-
recesslionary levels. |t's possible that as retall sales started to grow
again, advertisers may simply have not had time to Increase newspaper
spending In relation to sales galns -- but it's more llkely that they

used some of thelr new prosperlity to experiment with other media.



PACIFIC PRESS SHARE OF AYAILABLE RETAIL AD DOLLARS
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3) Compéred to other Southam newspapers (especlally the 7 largest
ones), Pacltlic Press has the lowest market share with the exception
of Montreal -- whose share Is signlficantly affected, of course,

by the dominance of French-language publlcations and advertising

spending In that market.

Not withstanding the fact that all of the Southam newspapers (large and small)
have suffered declines In share of avallable advertising dollars between

1983 and 1985, Paciflic Press and Montreal are now the only major Southam

markets that do not enjoy more than one-third of the market's advertising
expenditures. Exempting Montreal on grounds of Its blilngual and competitive
marketplace, Pacific Press, then, appears perllously close to losing most or

all of the leverage so common In single-newspaper-owned markets.




COMPARATIVE RETAIL AD DOLLARS SHARES (N SOUTHAM

Retaal
Rarket Other
Pacific Fress 30.911
montreal €6.611
Ottawa 31,226
Edmontor e1. 144
Hamilton 17.558
Caloarv 20.179
Windsor 10.891
Brant forg g. 4637
€8 Marie €. 081
North Eav 1.676
Srince Georoe 2. 469
Kamlooos 1. 834

Retail
marxet Other
Pacific Press €9. 382
montreal 23.871
Ottawa €5.859%
Ecmonton 21. 747
Hamilton 16. 406
Calgoary 18, 48¢
Wirdsor 9.571
krantforg €. e5%
§S Marie 1.71@
north Eav 1. S04
Prince Georpe e. 064
Kamlooos 1.718

1985
Retaal fetail
Maor Inserts TV Times
9. 399 3. S4b6 1.697
6.414 S.074 1.731
4. 198 4,581 1,844
10, @99 3,981 e. 148
3.377 3. 662 1. 312 -
7.957 3.036 e. 195
2.01¢ e.811 650
1.55%2 - 741 139
1. 280 5635 119
712 67
8ee 740
433 569
1983
Retail Retail
Maor Inserts TV Times
11.123 3.453 918
6.287 S. 129 1.099
4,691 4. 3¢6 1.046
11,015 4,318 e.125
S.e69 €. 256 1.138
8.161 3. 9@5 2.258
1.876 1.951 440
1. 617 661
1. 382 464
635 459
1.e20 637
53%

Total Rd o
Retatl Potential
45,833 17%, 461
39.830 332.232
41, 849 86.25%58
37.363 96.763
25, 909 €9.111
33. 367 93.484
16, 364 37,947

4, 869 S. 476

o, 045 16.993

2.995 9. 98z

4, 037 18, 448

e.836 13.974

Total Ad s
Retail botential
44,876 127. 425
36. 386 e37. 147
35. Sc¢e 64. 021
39, €85 76.035
25. 669 50. 3%e
32.806 74.788
.14,238 27. 497

4.533 7. 354

3. 556 1. 00

2.598 7.366

3.718 8. &81

€. 2353 1. 692

50

market
Snare

.27
.12
.49
.39
.37
.36
. 4b

.sl
.24

-39
.ao

Market
Share

-

«35
15
.$'
.52
.5‘
o B
«S2

.Q
.89
'”
« 43
.21
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What Is the reason for thls substantlal difference In market performance seen

Causes of Paclfic Press'! Market Position

between Yancouver and other markets? We belleve strongly that It Is the

large number of aggressive weekl|tes In Yancouver, which are siphoning revenues

————

(logically) due to the Sun and/or Province by virtue of thelr readership and

market presence.

The weeklles are powerful because:
~-=~ there are 41 of them
-- thelr combined clrculation Is 1,727,000

-= (therefore) there are 3.15 weeklles dlstributed to
every metro area household, and

-- thelr currently-loose confederations appear to be
adequate vehlcles by which to challenge the dallles,
without slignlficant loss of thelr "localness™ or strateglc
flexibility,

Most Important of all, the weeklles seem to have achleved the critical mass

necessary to be effectlve players for major accounts In the Vancouver market,

The following pages (reproduced from memos provided by Paclfic Press) list the
preprinted circulars distributed by the weeklles -~ and by the Sun and

Province -- during the end of September and beginning of October, 1986. The
fact that these weeklles

-~ carrled an average of two Inserts each In the week examined
-~ attracted preprints from 26 Individual stores In the week, and

-- were able to convince major department stores that they were
a viable buy
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makes them a competitive force to be reckoned with In determining the future

of Paclfic Press In the Vancouver market.

Comparing thelr customer I1st with the preprints that ran in the Sun and
Province for the same week, one can notice that most of the advertlisers
represented on the weekly Iist are not on the Pacific Press list at all. Some
(notably The Bay) ran zoned preprints only, and ;Ix advertisers used zoned
preprints plus Flyer Force. (Given the pattern shown here, It seems qulte

I1kely that without Flyer Force at least some of those preprints would have

run In the weeklles,)

This Is a disturbing pattern, since It suggests that a fundamental change In
media perceptlions Is occurling among Vancouver retallers., Tradltionally, the
dally newspaper(s) had an almost unassallable competitive advantage In pro-
viding effective and efficlent CPM's for major accounts, whlle weeklles were \
positioned as efficlent only for frequency-bullding, or for clear targeting

of demographic or geographlic customer segments. Now, however, major retallers
may be on a learning curve that positions the ubiquitous weeklles as the

true mass distribution vehicle for the market -- elIiminating a whole class of

powerful ammunition from the dally newspaper arsenal.
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COQUlTlANINl'LI RIDCE WOV

WiV VESTHINSTER WOV

SURREY/N, DELTA WOV

COQUITLAN, PT. COQUITLAM, PT. MOODY TAL WEvs
DLLTA, M. DELTA SENTINEL

DELTA OPTINISY
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LANCLEY ADVANCE
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SURREY SNOPPER
SURREY SUPER SNHOPPER
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1ssue
DATE

weo.
mwe.
TUR.,
veD.
VED.
2/mo0
TR,
rat,
veo,
uen,
SAT.

vep,
SAT.

vep.
rat.
sow,
vep.
vEoD.
rnt.
vee.
s,
L.

vee,
svn.
nom .
Mou
T80,
™y,
T™HY,
™y,
veD.,
TR,
sum,
veo,
sum,
vee,
vee,
SAY.

TOTAL
cianc,
10/1
/30
/30
10/1
10/1
9/30
/30
/26
10/1
10/1
/)
10/1

31,000
43,000
31,000
31,000
44 500
12,300
12,708
2,
12,000
9.033
24 000
15,000
9/27 23,000
10/ 18,173
9/128 116,000
10/1 17,300
10/1 37,636
2/2¢ 37,6838
$/28 37,636
10/1 42,210
10/1 17,924
9/2¢ 17,924
9726 13,000
9/1¢4 39,300
9/30 39,000

48,002
/20 40,679
9/29 10,000
9/29 108 000
10/2 31,309
10/2 31,300
10/2 32,300
10/2 -
10/1  22,63)
/30 83,000
/28 21,000
1071 ¢s,300
9728 14¢,000
10/% 49,000
1071 20,908
/27 20,938

10/2
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—
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Seare, Londen Druge
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(Selected Weeks)

THE VANCOUVER SUN ISSUE DATE

HON. 9/2%

TUE. 9/30

WED. 10/1

THU. 10/2
FRI. 10/3
SAT. 10/4

THE PROVINCE

MON. 9/29
TUE. 9/30
WED., 10/1
THU. 10/2
FRI. 10/3
SUN. 10/5

ADVERTISING INSERTS /[COMMENTS

LONDON DRUGS 16 tad, 106,000 (plus Flyer Force)
SEARS 20 BKR. 55,800 (plus Flyer Force)
CENERAL PAINT & tab, 127,000,

ARMY & NAVY 8 tadb, 250,000
STARS 32 tab, $5,800 (plus Flyer Force)
CALGARY 88 OLYXPICS & PP, 250,000.

THE BAY 48 tad, 161,000

WOODWARD'S 8 tab, 24,500 (plus Flyer Force)
WOODWARD'S FOOD B8 tad, 57,000 (plus Flyer Force)
McINTYRE & DODD 134,000,

RIL
WOODWARD'S 48 tab, 81,500 (plus Flyer Force)

CANADIAN TIRE 8 tab, 240,000
FOOD & WINE OF FRANCE 24 tab, 130,000.

NIL

CALGARY 88 OLYMPICS 4PP, 187,000,
THE BAY 48 tab, 28,500,

nIL

NIL

FOOD & WINE OF FRANCE 24 tad, 82,500
FRANKLIN MINT 2PP, 197,000,

CIRCULATION

WEEK ENDINC SEPTEMBER 28, 1986

THE VANCOUVER SUN

MONDAY - THURSDAY AVERACE
FRIDAY
SATURDAY

THE PROVINCE

MONDAY - THURSDAY AVERAGE
FRIDAY
SATURDAY

233,564
278,365
286,455

173,806

194,654
224,485

e ey
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Estimating Competitive Share — Avallable Retall Advertising Dollars
No competitive threat to a dally newspaper -- no matter how negative or fast-
moving -- is meanlingful unless the dollar Impact of the probiem Is known,

Exactly how much market revenue, then, do the weekiles capture?

For accuracy, we have generated two Independent methods by which to estimate
weekly advertising revenue -- by necessity not breaking out thelr retall vs.

classlfled contributions.

The first Is a simple process of ellmination, summarized In the following
table. We know that, glven Its size In relation to that of Canada, Vancouver
Is approximately a $200 m!llion dollar per year market for local advertlsing

a——

(retall plus classlifled). Using known data (Paclfic Press revenues and
;;;;;E;;~;;;;:;;;_;;_;:;adcasf revenues), as well as derlvatlons of national
STATSCAN data on direct mall, phone books, and outdoor, we have accounted for
approximately $160 millilon dollars, The weeklies are the only other substan~

tlal medlium In the marrket, so the remaining $40 milllon dollars can be

attributed to them,

Does thls number make sense? To "reallty-test" It through an Independent
method, we have taken all the data we have on the weeklles and calculated the

minimum volume needed +0 achleve $40 mii{llon In revenue.

If the weekl|les averaged 20 tab pages per week In ROP advertising (and many of
the Issues sent us have far more) and two preprints, they would Indeed be at

the $40 million level. The following exhiblt notes the key assumptions under-

lylng this calculation,
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ESTIMATED COMPETITIVE SHARES [N YANCOUYER ADYERTISINS MARKET
(Retal! and Classifled Combined)

(000's)

Pecific Press | 77,000
Television | : 13,000
Radlo 29,000
Direct Mall 21,000
Directories 14,000
Outdoor 7,000
Subtotal 161,000

Weeklies : 40,000

Total 201,000




VALIDATION OF WEEXLIES' ADYERTISING SHARE

Tota! Clrculation 1.726,545
Retail Rate per Line 32.49
Retail CPM .0188

Revenue Estimation _

Circulation 1,726

52 weeks 52

Retai| CPN .0188

20 Tab Pages 20

Lines per page 980
Total $33,072,000

Inserts
2. per week
$40/thousand 7,180,000

Grand Tota! $40,252,000
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If half of the weekly's estimated advertising revenues went back to Paclfic

Press, then, Its share would Increase to 38f%, right at the Southam standard.

There are strong quantitative and logical reasons, then, to assume that the
depression In Paclfic Press' share of the local advertising dollars avallable
In the Yancouver market Is attributable less to the overall economic under-
pinnings of the market than to the competitive boslflon galned (recently) by
the weekly publications. They stlll exhiblt a somewhat [mmature strategy,
however (which works to Pacliflc Press' beneflt If It could be prepared for
aggressive market action), but the speed.of thelr grovfh ~-- and the major

retallers' falth In thelr product -~ Is omlnous.
W—




Peciflc Press' Share of Natlonal and Classifled Advertising Dollars

Unllke retall advertlising -~ where the local weekl!les appear to have burrowed
Into strong position and (If fact) prematurely Increased the revenue return
possible on thelr existing franchise -~ Paciflc Press gets more than lts
"falr share™ of the natlonal and classifled advertising dollars In the market.

In these two flelds, the Sun and Province retaln the classic offensive position

of major metropolitan newspapers.

Kational Advertising Rsvenues

Natlonal advertising revenues should follow the trends of retall sales and
product movement [n the market, albelt lagging that sales curve somewhat In
budgeting and (therefore) expending of the advertising dollars. Comparing

Yancouver to other large Southam markets, this generallzatlon appears to hold

true,

Note, however, that whlle Vancouver accounts for 5.6% of Canada's retall sales,
Pacliflic Press took in 9.1% of all newspaper natlonal advertising expenditures
In Canada: thereby "outperforming™ its probable ROl to major national

advertlisers. Thls makes sense for two reasons:

1) Vancouver Is, by far, the most Important West Coast market, making 1t --

and Paciflc Press -- a "must buy"

2) large advertising agencies are generally averse to buylng space In
week|les, and are less famlllar with the local competitive situation

(There 1s always the danger that someday they might.)




COMPARATIVE NATIONAL AD DOLLAR SHARES IN SOUTHAM

Pacific Press

roritreal
Ottawa
Edmonton
Hamilton
Caloarv
Wirnasor

Pacaific Press

moritreal
Ottawa
Eomorton
mamllton
Caloary
wingsor

1985

Natiornal % of Caradgian X% of Canadian
Reverue National kev Retail Sales Diff
e7.2e7 9.1 S.6 3.6
18. 645 6.3 11.8 -S5.6
‘0“91 2-6 2.9 -.‘
11.8648 . 3.1 -9
6-0‘5 e-‘ 2-5 --‘
13,753 4.6 3.3 1.3
3. 353 1.1 1.3 -2

1963

Naoticrial %X of Canadian X of Caracian
Reveriue National Rev Retail Sales Diff
ez.871 9.9 5.8 4.1
14.363 6.3 11.5 -5.2
€.e%7 2.6 3. -3
10.109 4. 4 3.2 1.2
4, 438 1.9 2.4 -8
10. 976 “. 8 3.5 1.3
&. 293 1.0 1.3 -3
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Classifled Advertising Revenues

Clessifled revenues and {Inage are generally "population-driven", In that it
depends on cars, housing, employment and private party sales to produce
volume. Comparing the share of Canada's population accounted for In each
Southam market with Its share of Canadlan classifled advertising revenue, It
appears that Vancouver has by far the greatest differentlal of any Southam
market: 9,45 of Canada's classlifled revenues versus 5.2% of Its population,

Agaln, there seems to be two reasons for this:

1) Vancouver's record of household growth which would put a [ot of energy

into that side of the business, and

2) the Inabllity of the weekiles to be truly effective In any type of

advertising that Is bullt on frequency, and which "discovers"

potentlal customers In which are naturally thin markets to start with.

61
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COMPARATIVE CLASSIFIED AD DOLLAR SHARES IN SOUTHAM

1985
Classified % of Canadian X of Caradian

Revenue Classif Rev Pooulation Diff
Yacifaic Fress 38. 598 9.1 S.3 3.8
montreal 17.718 .3 11.3 -6.0
Ottawa 15.166 4.9 3.9 1.8
Samonton 16. 826 S.0 2.7 2.3
tamilton 9.518 2.8 €. 2 Y 3
Caloarv 13. 430 4,0 e. 4 1.6
Wirndsor S.277 1.6 1.0 -6

1983
Classified %X of Carnadian % of Caradian

Revenue Classif Rev Pooulation Diff
Pacific Press &6.189 9.4 S. & 4.2
montreal 13.719% 6.9 11. 4 -6. 5
Ottawa 9. 463 3.4 3.@ o b
Eogmonton 16.5e3 &.© é.8 3.8
—amjyltor 6.787 2. 4 g.e -4
Caloarv 1€.8%6 6.1 2.5 3.%
Wirngsor &, 3 1.4 1.@ .-




Pacltic Press' share of the locally avallable retall dollars -- at 27§ -- Is

Sucmary of Part 111

quite low compared to elther a Southam "standard™ or the performance expecta-
tlons common to major metropolltan newspapers. While It Is now, and probably
will remaln, the medium that can command the llon's share of national and
classifled advertising dollars In Yancouver -- thls benefit does not amellorate
the atrophylng effect of the loss of retall share (on both Its advertiser and

e ————

reader franchlses).

The fact that competitive veek]les have been able to attract not only Increas-
Ing dollar share, but attention from major retallers, Implles that the
advertising market In Vancouver Is wllling to accept a relatively "premature®
competltive advantage for the weeklies -- which will not only help thelr share
position In the short-term, but Infuse them wlith cash for eventual expansion
and/or strateglc actlon over the long-term. In projecting the future worth of
the Vancouver marketplace to Southam, then, we anticipate that these weeklles,
(lgii_gzsﬁgstgg) could galn more than a signlificant foothold for the future

advertising dollars to be avallable in the market.




SECTION FOUR

FIXED COST/VARIABLE COST ANALYSIS
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Costs at Paclfic Press undoubtedly have been subjected to microscoplc scrutiny

Fixed and Yariable Cost Analysis

In recent years. As a key factor In the predictive equation, however, they
deserve another look -- one which enables us to estimate future costs while ad-
Justing for the historical swings In Paclfic Press volume due to clrculation
growth, strlke years, any declines In ROP volume. Baslic assumptions In the

analysls Include:

1) In this analysls, newsprint and Ink are considered the only true
"variable™ cost, with all other cost elements treated as fixed.

2) To project both the volume and non-volume sensitlve cost elements of
publishing two newspapers at Pacific Press, all unlt costs were

sfandard(zed to units of 1,000 "pages published"™, (l.e.: off the press

In gross press run), with tablold Province pages converted back to

broadsheet. This standardizatlon allows @ more accurate estimate of
cost Increases Independent of the Impact of clrculation (gross press

run), and advertising volume (average pages per day).

3) Days published per year was Included as an analytic variable In order
to remove the cost effect of cessation of publication during strike

perlods.




The next table polints up the key cost elements at work In Paclfic Press' recent
financlal history, an analysls that does not portend an encouraging picture for

the future.

From 1981 to 1985, total costs rose 30.8% (even though newsprint and Ink fell

2.2%). Payroll was up 49.2% and non-payroll costs rose by 34.35%.

Since units published actually fell 4.4%5 (due to |Inage decreases which were

not totally balanced by clrculation Increases), unit costs per 1,000 pages
publIshed rose 36.9%:

1981 1985 $ change
newsprint and Ink 1.59 1.62 2.4%
payroll 2.60 4.06 56.1%
other costs 1.24 1.74 40.5%

A plot contrasting these unit cost and revenue trends highilights the steep
curve of per unit-cost Increases (even with a base of "variable" newsprint and

Ink costs virtually flat), and the Inablllty of per-unit revenue Increases to

keep pace.
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NewsOrint and Ink
Pavroll
Dther costs
Total Costs
Units Printed:

Gross Press Rurm

ARverape Papes

Publisnino Davs

Total (20Q's)

Cost Per 1002 Urits Prirted:

Newsorint and Ink
Pavroll

Other costs

Total Costs

Total Reverwe

Reverwue Per 1002 Urats

NewsDrint ard Jrnw

Pavroll

Other costs

Teta)l Costs

Uriits Printec:
Gross Press Run
Averace Paoes
Publisning Davs

Total (Ree's)

Cost Per 1022 Urats Printed:

Newsorint and lnk

Pavercll

Other costs

Ttal Costs

TJotal Revenue

Feverue Per 100Q Urits

FIXED/YARIABLE COST ANALYSIS

(Peclific Prass - 1981 through 1985)

Actual
1981 1982
€9. 363, 142 27.269.768
48.212.%578 S5.694, 117
€2.999.036 e6.815.828
190,477, 7% 188,970. 713
47,433 432. 174
142.8 122.5
304.0 34,0
18.518.996 16.098. 101
1.59 1.69
é.60 3. 46
l.264 1. 62
S.43 6.77
114. 310, 508 112.@2%9.378
6.17 6.96
Annual Rate of
% Chanpe %X Chanoe
1981-198¢ 1982~-1983
-7.2 -2.7
15. 9 18.7
13.6 2.9
8.5 8.9
1.1 4.3
-14.9 - &
-.2
~13.1 L
6.8 6.4
3z.9 11.3
30.7 -1.4
6.8 3.8
-Z. @ S.8
12.7 1.7

1983

&6.517. 915
€64.463.613
26.634.995
117.636. 525
450. 817
122.3

303.3

16.734.816

1.58
3.83
1.59
7.03
118. 488,685

7.08

Change

%X Chanoe
1983-1%84

-14.5
-5.6
S.6
-S.1
4.9

. L%
-14.7

-11.8

- =3.7
“19.8

6.9
~16.3

1.9

19484

-

€2.676.839
60.857.156
28, 155, 826

111.689. 821
471.318
121.7

259. ‘

14,858, 526

1.53
.. 10
1.89

7.5¢&
106, c28. 528

7.1%

X Chanoe
1984-198%

26.7
18. &
S. &

17.7
&.6

-
17.@

19.1

67

1985

&8.728. 201
71.933.689
30.747.863

131. 409, 744
4©83. 526
120. 8
Ras.0
17.6%0.747

1.
LS
1

P

7.

»
[

131.312.078

7.42

% Chanoe
198:-198%

2. &
43,2
34.3
30. 8
13. 1
-15. ¢

-3

-4

€. 4
6.1
4. S
36.9
1e.9

c@. &
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FIXED/VARIABLE COST TRENDS

(Pacific Prass - 1981 through 1985)

= ~—~ Total Reverue

B 5 —+— Total Cests
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0.08) BN ~———y —8— Payroll
LN I— :i;,_,_,-s:_ ———— — (7.42)
/,:‘;:_,_-«—-—-7.” (2.13) -—t— HNewsprinl and Ink
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Jdly -

This Is an unusua! and disturbing situation. As the following table shows,
clrculation volume and revenue growth have been strong at Paclfic Press even
consldering the economlc problems of Vancouver In the early 1980's -- and

the 1984 strike. From 1981 to 1985, net pald clrculation grew 13.7% and
clrculation revenue Increased 45.3%. Although advertising revenue growth has

been much slower (9.1% from 1981 to 1985), the 26.7% galn In 1985 was certaln-

ly dramatic.

Yet even these substantlal galns have been completely erased by cost Increases
In areas which would normally be considered "fixed." (As we understand It, much
of this Increase Is caused by escalation clauses for manning In Paclfic Press'

labor contracts as certaln types of volume Increase.)

This Is the reverse of the normal cost/revenue pattern of a major metropolitan
newspaper, one In which good growth In clrculation stimulates parallel In-
creases [n yariable costs (l.e.: newsprint, Ink, and some distribution costs
such 8s gasolline) but a shallower curve of Increase In fixed costs. In thls
happy situation, the additional circulation revenue and (more Importantly) the
Incremental ly higher advertising rates reflecting the value of stronger

clrculation numbers can easily "pay for"™ the Increased varlable costs, and

contribution to the bottom |lne as weil.
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CIRCULATION AND ADYERTISING REVEMUES

Revenue
Classi1fiec
Retail Otner
Retail major
Retail lrserts
Tetal Retail

National ROP
Natioral Irnserts

Total Nataicral

TV Times

Grand Total
Circulation

Net Paid Circulation
ROP Linape

Reveriue per Live

Classified
Retail Other
Retai! Maior
Retail Irserts
Total! Retail

National]l ROP
Natioral Inserts

Total National

TV Times

Grand Total
Circulataion

Net Paid Circulataion
ROP Linape

Reveriue per Line

(Paciflc Press - 1981 through 1985)

1981
32. 886
24.6357

8.717
2.917
36.291

26.3556
240

&6.796
96%
96.138
17.593
379
72.199
1.33

% Change
1981-82

-18.9
10. 4
22.6
11.1
13.3

~16. 4
108.3

-15.3
-14.5
-5.7
17.2
.8
-17.8

Actusl

1982 1983 1984 1985
26. 008 z6.189 23. 983 30. 508
27.210 29.382 zs.367 3e.911
19,685 11.123 7.8%1 9.399
3.240 3.453 2.5%6 3,546
41,138 43,958 33,774 '43.856
22.192 22.871 21.044 27.227
S0 s12 430 €5Q
22,692 23.383 21.474 27.877
82s 1,480 1.609 2.687
9¢. 660 9s,010 82. 842 104,928
2e, 622 22,549 19,833 2s.%62
382 395 “14 431
59, 366 57.289 47,021 4,272
1.53 1.66 1.76 1.93

Annual Rate of Change
% Chanpe % Chanpe %X Charnpe %X Chanpe
1982-83 1583-84 19684-8% 1981-85
T s  2n.e -4.9
8.0 -13.7 21.9 es.4
4.1 ~29.4 15.7 7.8
6.6 -26.0 38.7 21.6
6.9 ~18.6 22.6 ee. 0
A -s.0 29. 4 2.s
2.4 ~16.0 s1.2 170.8
3.e -8.2 2s.8 4.Q
79.4 8.7 67.9 '178.4
«.8 -12.8 26.7 9.1
9.3 -12.0 28.9 45.3
3.4 “.8 4.1 13.7
-3.5 -17.9 15. 4 -24.8
8.6 6.2 9.7 e5.2

14,7
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ProjJections of the Future Yalue of the Yancouver B.C. Marketplace

The previous sections of this report have bullt the quantitative foundation

on which any projections of Vancouver's future economlc health (and Soufham's
parffclpafton In 1t) must be constructed. In order to secure sufficlient
perspective on which to make the strateglc decislons so Important to the future

of Pacific Press, we have projected each of the critical "market value" factors

to the year 1990 under the followling rules:

1) None of the projections are "stralght-lIne" extrapolations of
the market's most recent history, since thls kind of |lnear regression-
based logic tends to distort the Importance of speclific data
points In a cycllical market |lke Yancouver. Instead, each factor

Is proJected based on Its most-|lkely pattern of future activity. :

2) All summary estimates are "bullt" from thelr respective components
rather than proJected from historical summed totals (e.g.: our 1990
retall sales projection Is based on Independent estimates of each
retall category, our cost estimates are based on Independent projections

of each per-unlt cost element).

3) We have avolded presenting elther "best-case" or "worst-case" projec-
tlons, trying Instead to produce reasonable, conservative, and reliable
estimates of market conditions: Isolating (through careful analysis of
historical patterns) high-probability estimates of 1990. Of course, no
econometric projection can account for extraordinary factors (e.g.: na-
tlonal pollcy shifts that affect the value of B.C.'s resources, natural

disasters, etc.), so these projJections must be modifled 1f these occur.
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Susmary of Anticlipated Yancouver Market Conditlons ~ 1990

1) Population/Households We project a continued "bulllsh" growth of popu-
lation and household In Vancouver over the next 4-5 years, with households
growing 3% per year to 628,000 by 1990 (up 79,000). It Is aiso highly~llkely
that most of that growth wlll be centered In the suburban areas, especially the

lower valley.

2) Retall Sales As can be seen In the following table, we expect signifi-
cant Increases In per household spending on specific retall sales categorles =--
especlally

* food

* sutomotive, and

* eating and drinking places

which are fueled, In large part, by the Increasing population In Vancouver.

With a conservative estimate of 4% Inflation, retall sales per household are
expected to grow to $15,853 by 1990 (up 8.2f from 1985), or to $10,498 In
constant~dollar terms. By way of contrast, retall sales per household rose
only 3.6% from 1981 to 1985 (a perlod when Inflatlon was still high), but we
think that thls optimistic vlew of future retall spending per household Is
Justifled gliven both the buylng power and historlical purchasing patterns of

Yancouver households.

Glven an estimate of 628,000 households In the Yancouver CSMA In 1990, then,
these category projectlions would create total retall sales of $10.1 billfon

doliars In the market -- up 40% compared to 32f for the previous 5-year period.
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PROJECTED RETAIL SALES PER HOUSEHOLD BY CATEGORY

{¥zacouver through 1990)

Store Tvoe

- - -

Food Stores

Decartment Stores
All Otner General Merch Stores
Motor Venicle Dealers (New)
All Other Rutomotaive
Autowmotive Grouo
Womer's Clothimo
All Other Clcthino and Rccess
Shoe Stores
Aooarel Grouo
Hardware Stores
Furriture Stores-Household
Aoooliance Stcres-Household
Furrature/TV/Radico/Rooliance
Furr/Apooliance Groud
Pnarmacies/Medicaine/Cosmetaics
Jewelrv Stores
Socrting Goods and Accessories
All Other Stores
Tctal Retail Sales
Eativio and Drinkino Places

Grang Total

1985

3.35¢
1.988
136
2.378
1.489
3.867
2%
s80
74
ese
83
185

61

81
328
621
142
283
1.540
13.172
1.486
14.658

%X Chanoe
1981-198%

T Tlee
-18.6
-38.6

4.7
-20. 4
-3.6
47.8
-15.4
-4 4
.6
18.6
5.4
74,28
-11.@
8.4
18.4
-23.9
13.2
-5.2
2.5
14.6
3.6

Prorected % Chanoe
1990 1985-90
3. 820 13.9
1.988 9
128 ~8.1

4. 309 11.2
are 2.4
60 -4.8
360 9.8
680 9.9
142 -1.4
3o 6.9

1. 440 6.5
14.083 ‘ 6.9
1.770 19.1
15. 853 8.&
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PROJECTED RETAIL SALES PER HOUSEHOLD
(Yancouver through 1990)

—— Gurret. §
~8— Cosstort §

119,893

Ipding goting &
3" (Aﬁﬂﬁ"g pioces 0498 *
!
e
Bl R i T L S L 1 1 m
1878 1879 1880 1981 1982 1983 1884 1885

75



76

Sumzary of Anticipated Pecific Press Revenues - 1990

3) Retall Revenues Assuming that market penetration of the Sun and Province
remaln the same, Paclfic Press!' clrculation would stand at 490,000 by 1990.
This level of clrculation performance would allow Paclfic Press to cetaln Its
current share of avallable retall ad dollars In the Vancouver market (27%).
Based on projections of retall sales by category, avallable ad dollars In 1990
would be $202.3 mlliton dollars and Paclfic Press' share of those dollars would

be $54.6 mllllon.

4) Classified and Katlonal Revenues Both classifled and natlonal revenues
are quite sensitive to tremors In the Canadlan natlional economy, and because
we expect lower Inflation rates over the next flve years, we project that the
rate of growth In these two classes of ad revenue wiil be slightly lower than
that seen over the past flve years. We are projecting 15§ growth In Canada's

classifled revenues -- and 24f% growth In Canada's natlonal revenues.

Appiylng Paciflic Press' relatively stable historical shares of the natlional and
class!fied markets (1.e.: 9.1% of the Canadlan market), we would expect $33.7

mitilon dollars In national revenue, and $35 million In classifled revenue In

1990.
3) Clrculation Revenues Based on the estimated 490,000 net pald circula-
tion, we would project that Paclfic Press could earn $35.4 miillon dollars

In 1990 with no more than inflatlon-based price Increases of 4§ per year.

The following two exhlblts provide additlonal detall for these projections.

[ WIS R T ]
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PROJECTED CIRCULATION AND ADYERTISING REYENUES
(Pacltic Press through 1990)

Actual

Proiected
Revenue 1981 1982 1983 1984 1983 19%
Classifiec 32. 086 26. 008 26. 109 23. 983 38. 508 35,033
Reta1l Other 24.657 27.210 29. 382 25.387 38.911
Retail majior 8.717 10. 685 13.183 7. 851 9.299
Retail Inserts 2.917 3. 240 3,433 2.3% 3. 546
Total Retail 36. 291 41,138 43,958 35. 774 43. 836 S4.617
National RDP 26.556 22,192 &2. 87 21,064 27.&27
Nationa! Irserts 242 500 si12 432 650
Total Naticral €6.796 22.692 23.383 21.474 &7.877 33.67¢
TV Times 965 [ -1 1. 480 1. 609 2. “7 3. 000
Grara Total 96.138 RN. 660 9s5.018 82,842 104,928 126. 3e¢
Circulation 17.592 2e. 622 22. 549 19,833 23. %2 32, 3%
Net Paig Circulation 379 382 395 414 31 4«9¢
ROP Linave 72.199 39. 366 o7. 289 47,021 S4, 272 S1.3%@
Reverue ocer Lire V .33 1.53 1. 66 1. 76 1.93 .46

Annual Rate of Change

% Change % Change % Chanpe % Chanpe % Chanpe X Cnance

1981-82 1982-83 194384 1984-83 1981-8S 1983-99
Classifiec -18.9 7 -8.4 e7.2 -4.9 14,8
Retail Otner 10. 4 8.0 -13.7 21.9 3.4
Retai]l ™aror 22. 6 4.1 ~29. 4 19.7 7.8
Retail Inserts 11.1 6.6 -26.0 38.7 2.6
Total Retasl 13.3 6.9 -18.6 &2.6 0.8 &4, D
Natioral ROP -16. 4 3.1 - -8.@ 29. 4 &9
Nati1onal Inserts 108. 3 e.4 -16.@ 83.2 17¢. 8
Total National -13.3 3.0 -5.2 29.8 4.0 .8
TV Times -16.9 79.4 8.7 67.0 176. 4 11.6
Grand Total -8.7 4.0 -12.8 26.7 91 2e. 4
Circulatior 17. & 9.3 -312.0 28.9 45.3 38.3
Net Paid Circulataion .8 3.4 4.8 4.1 13.7 13.7
ROP Liraove ) -17.8 -3.5 ~17.9 15. 4 ~24.8 -S. 4

Revenue oer Line . 14,7 8.6 6.2 .7 45,2 e7.2
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ESTIMATE OF PACIFIC PRESS REVENUES

Retall Sales
Sales per Household
Households

+3% per year

Ad/Sales Ratlio 2%
Paclflic Press Share

Retall Revenue

Classifled
15¢ Growth for Canada
Pacific Press Share 9.1%

National
_ 24% Growth for Canada
Paclflc Press Share 9.1%

Clrculation
Current Revenue/1000
4% Increase per year

X 490,000 circulation

(in 1990)

15,853

638
10,114,217

202,284 (Ad potentlal)
27%
24,617

385,000
32,035

370,000
33,670

59.30
72.15
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The primary objJective of this report was to estimate the potential value of

Susmary of Anticipated Paclfic Press Costs - 1990

the Yancouver B.C. marketplace and Southam's particlpation In It, but the
Interpretation of these projections Is difficult without a clear understanding

of the Investment necessary to benefit from them.

Based on the unit-cost analyses presented In Section 4 of this report, then,

we project the followlng "business-as-usual®™ assumptlions for 1990:

6) Varlable Costs (newsprint and Ink) C&nadlan newsprint suppliers have
recently sald that they will try to Increase newsprint prices 4-5% a year for
the next few years. Despite the fact that current oversupply makes these
percent Increases somewhat unreallistic, we think that the flat price picture
of the past several years cannot continue Indeflinitely elther. As such, we

estimated cost Increases In newsprint of 3%/year.

Volume estimates and projections are more complex, but based on assumptions of
a) 4% per year ROP rate Increases (wlth concommitant |Inage decreases

of 5.4% that will decrease "pages published™ accordingly), and

b) 13.7% Increases In gross press run (to account for the stable levels
of penetration previously assumed),

units published rises 7.6% all together,

Combining the effects of price and volume Increases, then, we project that
Paclflc Presst varlable production costs will grow 25 over the next flve

years,




[ Y )

7) Flixed Costs As dliscussed In Sectlion 4, both the "iabor™ and "other"
components of Paclfic Press! fixed costs have been Increasing dramatically --
over 45§ -~ for the past flve years. I[t's unrealistic for this analysls to
projJect the probable outcome of future negotlatlon and/or management declislon-
making, but It Is reasonable to suggest that If Paclfic Press were to expect
even a modest 10§ operating profit In 1990, fIxed costs would have to rlise

no more than 6.8%, with total costs rising no more than 10.7% over current
levels. In other words, unlit fixed costs (l.e.: per 1000 pages published)

would have to decline .7%.

The following exhiblt presents a pro forma for a 10§ operating proflit year In

1990, along with the actual 1981 to 1985 costs as a base of comparlison.
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PROJECTED FIXED AND VARIABLE COSTS
(Pacific Press through 1990)

* e

Actual
brosected
198% 1982 1903 1984 1983 199
Newsorint and Ink 29. 365. 142 27. 248, 768 26,517.91S 22.676.8239 28.728, P91 35.510. 909
Pavroll “8.212.778 55,694,117 64, 463. 615 60. 857,136 75.931.680 }
Other costs 22.9. .36 26.015. 028 26. 654. 933 28.155. 826 38.747. 863 5’ 109, 698. o0V
Total Costs 10, 477.756 108.97e. 713 117.636.323 113.689.821 131.409. 708 145,508, ot
Urats Pravteo:
Gross Press Run 427.433 432,174 450. 817 471.318 483, 386 550, e
Averace Paoes 142.9 122.9 1g2.3 121.7 120. 4 11,3
Puplisniro Davs 304.0 .0 3.3 2359. 0 - es.e 395.0
Total (dddts) 18.918.996 16.@98. 101 16.734.816 14. 656, %26 17.696, 747 19. 048, O
Lost Per 122 Urats Printed:
Newsorint and lnwx 1.59 1.69 1.58 1.83 1.62 1.88
Pavroll .68 3. 46 3.85 4.10 4. 06 )
Other costs 1.26 5.62 1.89 1.89 1.74 ¢ S. 76
Total Costs S. 43 6.77 7.03 7.5 7.43 7.64
Total Revenue 114.310. 58 112.829.378 118. 488,685 106,226, %26 131.312. 078 161.676. 000
Reverue Per 1020 Urmaits 6.17 6.96 7.08 7.1% 7.42 8. 49
Profat 13, 832.7%¢ 3. 058, 665 852. 168 ~5. 461,293 -97. 666 16. 168
Annual Rate of Change
X Charoce % Chanoe £ Chande % Chance % Chanpe s Chanoe
1981-1982 1982-1943 1983-1984 1984-198%5 1981-194S 1985-99
Newsorivt and Ink -7.2 -2.7 -14.8 26.7 -2.& a7
Pavroll 15.5 18.7 -S. 6 18.2 49.¢
Other costs 13.6 a3 S.6 9. & 34,3 6.8
Totsl Costs 8.5 8.0 -5.1 17.7 3.8 10.7
Units Printed:
Gross Press Run 1.1 4.3 4.9 &.6 13.1 3.7
Averace Paves -14.@ - & -3 -8 -19. & =S.4
Publishing Davs -2 -14.7 17.@ -3
Total (00@'s) ~13.1 4.0 -11. & 19.1 -4. 4 7.6
Cont Per 1802 Units Printed:
Newsorint anc Inu 6.8 -£.4 -3.7 [ ) 2.4 15. 6
favroll 32.9 11.3 6.3 -8 S6.1 }
Other costs 3e.7 ~1.4 19.¢ -8.3 0.5 -7
Total Costs és.8 3.8 6.2 -1.2 36.9 &9
Total Revenue -2.0 S.8 -30.3 &3.6 14.9 23.3
Reverue Ber 100Q Urits 12.7 1.7 1.9 3.8 &0. & 16, 0
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A
Sumeary of Key Projections for 1990
Overall, we do not belleve that these ravenue expectatfons are at all pessimis-
tic, especlally glven the slow-growing nature of the Vancouver economy and the
relative fiatness of projected retall sales. In fact, If Paclific Press
executives could be guaranteed a 20.4% Increase In advertising and & 38.3%

increase In clrculation revenue over the next flve years, we feel they would

take the offer without hesitation.

Even these projected rates of revenue Increase, however, don't promise direct
beneflit to Paclflc Press or Southam's shareholders. A ciear strategy by which
to take advantage of the Increasing value of the Yancouver B,C. market must
be formulated, or else Paclflc Press faces a future of contlnued Investiment

for |1ttle or no bottom-11Ine return.
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It Is clear that Paciflc Press must escape from [ts role of an Industrial
Sisyphus -- laboring on the revenue side, selling ever-more newspapers,
fighting hard to retaln ad share agalnst formldable competition -~ only to have

costs swallow up those hard-earned revenues year after year,

Based on the projectlions of future market and franchlise "value"™ developed In
this analysls, It appears that there are four strateglc options which Southam

could conslder for the Vancouver B.C. marketplace:

1) "alt Your Way Out® This Is the classic "buslness as usual"® strategy.
I+ assumes that the Vancouver economy wlll move forward agaln In the
short-term, and that with clirculation grovthconflnutng at a healthy
pace, Paclfic Press could not only Justlfy rate Increases (reflecting
the "added value" of thls growth to advertisers), but that there will be

sufficient Incremental advertising dollars avaliable to afford them,

2) "Grow Your Way Out®™ This scenario accelerates the revenue-based
strategy which Paclflc Press has trled over the past several years,
Even In the absence of economlc resurgence, thls strategy assumes that
the comblnation of two, distinctiy~positioned dally newspapers can
"flil-up" the readershlp franchlse fast enough (using the Fiyer Force to
keep the weeklles at bay) to both deflect any new competlitor's Interest
and garner enough sheer market power to bulld revenues faster

than ordinary operating costs could Increase.
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3) "Compete Your Way Out®™ Thls aggresslive strategy assumes that the key
to securlty In Pacliflic Press! future Is not In continulng to grow
bigger (since current publlishing strategy virtually defines the dally
newspaper fleld), but In competing more effectively to capture share of
retall advertising dollars back from competitors. Since each polint of
share Is so significant In a market the slze of Yancouver, the critical
strateglc goal must be to Increase the percelyed value of each of the
marketable units (1.e.: newspaper subscription, advertising Inch, etc.)

already produced.

4) “Save Your Way Out® This scenario assumes that expectations of
dramatic revenue Increases (elther due to a booming Vancouver economy
or recapture of lost share) are untenable In the foreseeable future, so
that the foundatlion of any ultimate solution must be winning rellef
from spiralling wage Increases, restrictive manning clauses, and
other cost reductlions that can lead to substantial and permanent

changes In Paclflc Press' operational cost structure.

Following Is an analysls of each of these four strategic options, based on

projections of the future revenue value of the Vancouver B.C. marketplace to

Southam Inc.




Analysls of the "Walt Your Way Out® Strategy

The major assumption underlyling this strateglic option Is that the Yancouver
market's current economic sluggishness Is temporary, and that the downward
trending "S—curve™ of retall sales wiil reverse Itself —— making up most (if

not all) of the momentum lost since the recesslon.

There Is no quantitative nor qualltative evidence that thls assumption Is
valid: In fact, both Sectlons 1 and 2 of this report present compelling

analysls to the contrary.

A corollary perspective of "walting your way out" Is to assume that the
week|les are a major competitor for Paclfic Press' ad revenues, but that they
will be Increasingly vulnerable to organization attempts a&s thelr market
presence grows and the flinanclal rewards become more compelling to labor.
Whether thls eventuallty ellm!nafgs one of the weeklles' present cost advan-
tages over Paclflc Press Is not, at Its root, Irrelevant to the declsion

that must be made regarding Paclfic Press' strategic posture over the next

few years.,

In sum, then, "walting" for the external environment to artificially buoy-up
the company's difflculty In translating revenues Into proflt appears a long

long and frultiess vigll,
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The process of setting cost and revenue assumptions for 1990 has, In essence,

Analysis of the "Grow Your Way Out® Strategy

completed most of the analysis of this strateglic option. Even with wel|-found-
ed projections of quite substantial volume growth for Pacific Press, costs

swal low any revenues or proflts attendant upon that growth.

Any strategy designed to leverage the sheer slize (l.e.: the "300-pound
gorlila's abllity to do whatever he wants") must be examlned carefully for
Its probable effectiveness as well as I+s sustalnable nature. in Vancouver,
the effectiveness of a "grow your way out" strategy comes Into question under

these two tests:

1) Circulation ~- We have already assumed that clrculation rises propor-
tionately with household growth, and that penetration retention gives
Pacific Press a total net pald clirculation of 490,000 In 1990.

Could thls be pushed further?

Examining the NADBANK flgures on the fol lowing page, we simply don't see
much room for great Improvement. Paclfic Press already has 69f readership
penetration both dally and weekend, and an 88f% weekly "cume."™ Although
Province flgures do show some room for Improvement, It seems |lkely glven
the pattern of change from 1984 to 1986 that such galns would come at the
expense of the Sun. Since the Sun stlli has the upscale advertising lead,
and the Province Is a necessary competitive "counterpoint® to It In the
market, It seems loglcal that such cannlbgllza?lon can and should be

avolded.




READERSHIP OF THE SUN AND PROVINCE
(Comparison of 1984 and 1986 NADBANK figures)

NADBANK NADBANK

1986 _ 1984
Base: Adults 18+ 1,045,000 998, 400

Read yesterday

Vancouver Sun
Province
Sun/Province combined
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Read lzst weekend

Vancouver Sun
Province
Sun/Province comblned
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Monday-Friday CUIIE

vancouver Sun 60.1% 65.1%
Province 55.6 47.4
Sun/Province combined 84.9 82.4

7-Day CUME

Sun/Province comblined 88.1% 83.8%
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2) Advertising -- Paclfic Press Is enviably successful In capturing
classlfled and natlonal share, so successful that further large Increas-
es In share |evels are hard to envision., Even projecting deceleration
In classlfled and natlonal revenues for the whole of Canada (due largely
to the coollng of Inflatlon), the company stiil outperforms other

newspapers at Its cyrrent slze and market position.

The problem Is that even If we're yery wrong in these projections, the
relative size of classifled and natlonal revenues (versus the total)
can't take up the slack. To provide a 10§ proflt and 20% for flxed cost
Increases In the next flve years, Paclfic Press needs $20 mifllon In
addltional revenue by 1990 over what we've projected. Qoubling the rate
of classified growth projected would only raise another $4.5 million ==
doublling the rate of national growth would ralse another $5.8 milllon.
If Flyer Force could take all the preprints away from the weeklles, It

would only mean approximately $7 million.

3) The economy -- Our projection of retall revenue rests on our projection
of retall sales. But, agaln, we find that it's very difficult for us to
have been "wrong enough®™ for a retall sales boom to solve the
revenue/cost dllemma. At Pacliflc Press' present retall share, retal|
sales would have to Increase 62§ -- and 40§ per household -- to achleve

a8 20 fixed cost Increase and 10% operating profit by 1990.

In almost any other market, getting "blgger" equates to getting "stronger™, or

having the muscle to squeeze out the maximum benefit from each Incremental




effort of circulation growth or competitive action. In Vancouver B.C.,
however, the confluence of market trends and (more Importantly) the threat

represented by the weeklles diminish this equation.




Analysis of the “Compete Your Way Out® Strategy
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The answer to whether Paciflc Press can galn back share from competitors rests

largely with Information that wlil be galned durlng the advertiser Interviews.

From thls analysls, however, we would note the following:

1)

2)

The amount of share which would be needed Is substantlal. Agaln, to
provide for 208 In fixed-cost Increases and 105 profit, we calculate
that an elght-polnt rise to 35§ Is needed. Glven the experlience of
other Southam markets, that Is certalnly not a goal that Is beyond
attalnment, although capturing a point of share back from somecne else

Is far more difficult than Increasing revenue through participation In a

growing market.

The share would have to be gained largely from the weeklles, and we

belleve at this polnt that they will not surrender It easlly.

Week|les are easy to underestimate. They are fractionalized, cantanker-
ous, always starting up and goling under, and (In other markets) can
often be accurately characterized as pesky rather than threatening.

Even In Vancouver, no gone of them has even a hundredth of the market
power of Paclific Press, but In this market they seem to come out of each
ownershlp change and transformation a bit better off, they have some
very major customers, they are learning to band together to achleve

some "critical mass" of competitive strength, and there are simply so

many of them. (One Is tempted to draw an analogy to an ant hill.)

J T agi=stan S Y
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Despite these factors, Paclfic Press must consclously and proactively construct
8 strategy to aggressively compete with the weeklles: a strategy that, at
worst, will continue to preserve the dallies! 27§ share and, at best, blunt the
weeklles' abllity to form better/stronger confederations. It would be espe-
clally dangerous 1t the week!les were glven any "open™ period of time In which
to operafe-ulfh lmpunity, consolidating the 3alns they may have made with major
advertisers and having the opportunity to teach advertisers new comparative

criteria for thelr selection of print medla.




The execution of this strategic option In Yancouver Is profoundly dlifficult,

Analysls of the "Save Your Way Out® Strategy

but essentlal. Whlle Its chances of success are best evaluated by labor rather
than marketing experts, our feeling Is that no "revenue-driven" strategy tested

In thls analysls has come up with a dramatic-enough solution to Pacific Press!'

current situation.

Pacific Press has been extraordinarily fortunate In the past few years that
newsprint and Ink costs have been held to very modest gains. To fuel the
growth which we do foresee and which Is needed to provide Increased revenues,

It Is Inevitable that such varlable costs will have to rlse.

As examined In the prevlious sectlion of this report, achlevement of a 10%
operating profit for Paclfic Press demands that total costs rise no more than
10.7% through 1990, Without holding this level, no degree of growth In market
value, competitive advantage or market strength will enhance Paclflc Press!'
ablllty to translate revenues Into profit -- or preserve elther [ts financlal

viablllty or journallstic franchlise.

The primary answer remalning, then, seems to be the development of & clear

strategy to control costs -- and the commitment toward successful execution of

the same.
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INTROOUCT ION

This report presents the results of In-depth Interviews with major retallers
doing business In Vancouver B.C. to evaluate the éompef!flve position of
Pacific Press In the advertising marketplace. It marks the end of Phase | of
an overall evaluation of the "worth™ of the Vancouver market -- and Southam's

franchise in It -~ for the near-term future.

Phase | was the quantitative evaluation of the market, exploring the dynamics
of the Vancouver marketplace and assessing [ts prospects for growth to 1990.
This final phese was designed to test and refine the assumptions derived from

that analysis against the "real worid" conditions of customer behavior.

A key element of the Phase | report was the development of four strategic
optlons for the future which Southam could conslder for the Vancouver B.C.
marketplace, based on the projections of future market and franchlise value
developed In that analysis. It Is most Important, then, to conslider the
general findings of this report in relation to those options, which we have

done in the final sectlion of this volume.
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OBJECTIVES OF THE ADYERTISER INTERVIEWS

This research was conducted to understand the present competitive strengths and

weaknesses of the Sun and Province In the Vancouver market, and ldentlfy

options for improving i+s competitive position.

Speciflcally, this reseairch deflnes:

1

2)

3)

4)

5)

the key goals of advertisers In the marketplace and thelr evaluation of
how effective -- and efficient -- Paclfic Press and Its competitors are

In meeting those goals,

advertiser evaluations of Flyer Force, a major competitive move by

Southam in the marketpleace,

advertiser evalustions of the Province,

market perceptions of retal! business conditions over the next several

years, and

other “"fixable" problems advertisers have In doing business with

Paclfic Press.

It Is important to remember In reading the findings that each advertiser's

bel!iefs cannot be automatically projected onto 8 larger population -- nor can

they be dismissed as simply "one man's opinion". Findings of thls report were

selected and enalyzed specifically because they represent a patterp of respcn-
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throughout the interviews -- patterns that suggest widespread agreement on

points developed in this report.

verbatim comments In thls report, then, are meant to be Impressionistic,
represent key elements In an overall pattern of advertiser perceptlions of

competitive position of Pacliflc Press In the Vancouver market.
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THE RESEARCH DESIGN

In order to evaluate the competitive position of Paclific Press In the Vancouver
marketplace, Urban & Assoclates conducted a serles of In-depth Intervliews with

11 Individuals In declslon-making roles for 10 retallers.

These interviews were conducted by an experlenced Interviewer with wide
exposure to newspaper operations and sales. The Interviewer was briefed
beforehand by Pacific Press executives on each adverflser'§ past advertising
schedules and general position In the marketplace, but discussion of any
advertiser's current relation with Pacific Press was avolded to eliminate

preconceptions as much as possible.

Before the actual interviews (held on-site at the advertiser's place of
business or corporate office), each advertiser received a briefing on the goals
of the research from the Pacliflc Press advertising manager In charge of the

account, and en appointment was set up.

Interviews were conducted from December 1-3, 1986, In Vancouver, and on
December 16 In Toronto. The Interviews averaged just over an hour In length.
In order to ensure candid and rellable answers, the respondents were assured
that the confidentiallity of the source of each direct quote In the final report

would be retained (as It has been).
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It Is important to remember that the set of ten advertisers chosen for this

Selectlion the Advertisers linter

study are not a representative sample of the businesses In the Yancouver

market. Instead, the advertisers were chosen:

1) for thelr slze, since It was consldered Important to Interview those who

could have a major Impact on the overall revenuve of Paclific Press,
2) for diversity across the major lines of retall trade, and

3) for diversity In the use -- or potential use -- of Pacific Press

products from the Sun and the Province to flyers and Flyer Force.
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THE RESEARCH SAMPLE

Hudson's Bay Co. Robert Choriey
Asst. General Sales Manager
Western Reglon

A & B Sound Sandra Lee
Advertlsing Manager

London Drugs Lester Stevens
Advertising Manager

Woodwards George Balley
Vice President/Marketing

Canada Safeway George Blackstock
Advertising Manager

Eaton's Ray Luft

Marketing Services Manager
(Toronto)

Delcie Bewley
Advertising Manager
(Vancouver)

Overwaitea Foods Ron OlImstead
Manager of Advertising and Promotion

Sandy's Furniture Sandy Seney
Owner

Lansdowne Pontlac-Dodge-Hyundal James Ratsoy
Owner

Woolco Fred Roy

Advertising Manager
(Toronto)
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SUMMARY OF GENERAL FINDINGS

The Competitive Position of Pmm&mnﬂmw_m_&m

FINDING f£1:

FINDING #2:

FINDING #3:

FINDING #4:

FINDING #5:

The key marketing problem faced by Pacific Press Is Its |ight
penetration in fast-growing suburban areas whlch are served by the
retailers newest, high-volume, high-margin stores.

The suburban weeklles, which are the greatest competitive chal-
lenge to Paclfic Press, are seen by advertlsers as leglitimate
purveyors of highly-localized news, with a position [n their

overall medla mix which complements the urban orientation of the
Sun and Province.

The chlef weakness of the weekly newspapers Is the spotty nature
of their flyer distribution, which leads to doubts about their
claimed circulation.

Paciflc Press rate increases in the face of a difficult retafl
sales environment have led to significant advertiser resentment,
and |imit the amount by which ROP volume can be Increased.

Advertisers consistently report an Improved attitude toward them
since Pacific Press came under Southam control, and even at thls
early stage "company-to-company" dealling at a high level has
sparked advertiser Interest.

Advertiser Evaljyations of Fiver Force

FINDING #6:

FINDING £7:

FINDING #£8:

Advertisers see Flyer Force as a “smart move" by Southam and are
impressed by the concept, but nevertheless are taking a "walt and
see™ attitude due to concern that Flyer Force is moving too
rapidly In opening up delivery areas.

Having used weeklles and private distribution companies success-
fully for many years to distribute flyers, advertisers expect
near-perfect dellvery, 100% coverage of key suburbs and 2 price
competitive with the weeklies before they wiil make major commit-
ments to Flyer Force,

Certaln key advertisers see the weekly newspapers as a "safety
net" under preprint distribution in case of labor problems at
Paficic Press and as a counter to the Paciflc Press "monopoly.,"

So they say that while they want Flyer Force to be a success, they
don't want It to be "too'" successful,




FINDING £9:

-

Major advertisers seem quite content with thelr current fiyer-
orlented advertising programs, and any substantial move back to
ROP advertising seems quite unlikely.

Advertl

FINDING £#10:

FINDING £11:

FINDING £12:

val

FINDING #13:

Advertisers are consistently Impressed with the growth of the
Province, and virtually every advertiser has to consider using It.
But some advertisers remain critical of Its editorlal tone, and

say they will never advertise in The Province no matter how large
its clrculation becomes.

Production errors seem frequent and severe for advertisers who
utiltlze any Pacific Press composition services at all., However,
the Paciflc Press unlons seem to take more of the criticism than
does management.

Speclal sectlions eare getting a reputation as sales glmmicks
rather than edlitorial products designed to reach speclal audl-
ences and produce increased results,

Advertisers are unlversally pessimistic In thelr evaluation of
the prospects for retasll sales growth over the next several
years. They see most of thelr growth coming from market share
gains rather than pure sales growth as in the past,




THE COMPETITIVE POSITION OF PACIFIC PRESS
IN THE YANCOUYER B.C. MARKETPLACE
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FINDING #1: The key marketing problem faced by Paclflc Press Is its |ight
penetration In fast-growing suburban areas which are served by the
retallers' newest, high-volume, hligh-margin stores.

Paclfic Press Is percelved as doing an excelient Job In Vancouver's residential
"core" (l.e., the area to the west of Boundary Road) and In support of downtown

stores, but these areas are simply no longer percelved as the heart of the

retall "action",

Advertisers wlth outlets across the market were shown an area-wide map and
asked to Identify where they thought the Vancouver dallles had thelr greatest
strength and where they lacked sufflclent coverage. Virtually all advertisers
pointed to Coqultlam, Surrey, Langley and Richmond as weak areas for Paclfic
Press, but Important enough to the market as a whole that they have to be
"tifled" with other media. Opinion wes divided on Burnaby, New Westminster and
North Vancouver, wlth some advertisers considering these as relatively strong
Pacific Press territory, and others still considering penetration as too Ilght,
Dominance of the clty of Vancouver, on the other hand, Is universally ceded to

the Sun and Province, with no need for other print media buys to provide

adequate coverage.

There are two problems with this pattern: 1) Two of the six "mass" merchants
interviewed have no outiets at all In the city of Vancouver, and are very teery
of using the Sun or Province for anything but "spectacular® sales which might
draw Vancouver residents to the suburbs. 2) Marketing strategles for downtown
stores versus suburban outlets are often dlfferent, with downtown merchandise

aimed at the older, more affluent shopper, and suburban stores targeted more
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toward the young famlly who have moved out of town seeking chesper housing and
space. Thus, "upscale" advertising In the Sun Is sometimes seen as "wasted" In
the suburbs, and suburban merchandise does not seem to "fIt" In the Vancouver-

dominated Sun and Province.

When asked to name the single thing which Paclfic Press could do to galn

ground versus its competitors, all the mass merchants asked for more suburban

coverage.

Verbastim Comments

* They haven't got full steam up anywhere In the
suburbs. We want to cover every household in the
market, and they only really cover the core.

* Let's say | want to feature $100 ali-leather hand-
bags. | can put an ad In the Sun and pull older
people from Yancouver into the downtown store and
sell them, but that Item will do nothing In the
suburban stores, because the suburban housewlfe tops
out at $40 to $60 for a handbag. So I*ve wasted all
the Sun clrculation outside Vancouver... So why
don't | run $40 handbags In the Sun? Because where
that handbag wiil seil is In the suburbs and the Sun
Just doesn't have the penetration there... We'll
end up running the $40 handbag In the flyer In the

weekl les because It will ultimately support the most
stores.

* The Sun and the Province really only cover the
central core of Vancouver. To reach the number of
households you really need, you have to use the
community newspapers.,

The people at Paciflic Press have done a great job in

the last couple of years. The Province has grown

to the polnt where we're using It and we can fee! the
traffic. But thelr big problem Is distribution. If

Lot 2



they can't dellver the penetration in the areas
around the outlylng stores, we'll always have to use
the weeklles and will have to cut the Sun and
Province back largely to support of downtown.

They always point out that they have 70% ceadershlp, .
and | always get the picture of that as a lot of
coples read and purchased In Yancouver and brought
home to the suburbs, because when you talk about
circulaticy and distribution In those areas, It's
really too thin for a roto-type product.
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FINDING #2: The suburban weeklles, which are the greatest competi{tive chal-
lenge to Pacific Press, are seen by advertisers as legltimate
purveyors of highly locallzed nevs, with a position In thelr
overall medla mix which complements the urban orlentation of the
Sun and Province.

In most other markets which Urban & Assoclates has studled, weekly newspapers
are a secondary medium, of most Interest to the small merchant. (In the
Vancouver market, by contrast, weeklies are seen as a primary medium by even

the largest merchants, and of critical Importance to support of thelr suburban

stores,

The week|ies have established a good reputation for providing local news, and
advertlisers who use them for flyer distribution generally belleve they are
well-read, giving an added dimension to this type of distribution versus
door-to-door delivery by private firms or by the mall. It Is Interesting to
note that those advertisers most heavlly involved with distribution of flyers

via the weeklies are heavy readers and "fans" of the newspaper distributed in

thelr nelghborhood.,

Since the weeklles' coverage of key suburban markets Is percelved as so much
greater than that of the Sun and Province, virtually aill the advertisers
distributing flyers across the market sald they "cut back" on Pacific Press
distribution in the suburbs and use the weeklles exclusively to avold any
duplication, Thus, In the clty of Yancouver the Sun and Province are consider-

ed the "mass" medium, but In the suburbs the weeklies are, with Pacific Press

held to across-market "specials,"

Three of the advertisers Interviewed (one department store, one chain drug
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store and one discount grocery outiet) have used ROP Iin the weeklies and report

good resuits.

rbatim mm

The weeklles pull surprisingly well In print [ROP].
When we run an ad In support of a specific store
with an Item of suburban Interest, let's say plants,
i+ pulls better than print In the Sun and Proviice.

The community newspapers work, and they work because
they are excellent publications. .

If you have a strong, well-edited weekly, that
newspaper has a place beside the dally newspaper.
Vancouver still has a lot of community feeling and
Identity becouse 1t s so chopped up geographically.




FINDING #3: The chief weakness of the weekly newspapers |s the spotty nature
of thelr flyer distribution, which leads to doubts about their
clalmed clrculation.

All flyer-oriented advertisers interviewed had thelr favorite horror stories
about thousands of flyers found pltched Into rivers, calls from Irate customers

whose homes had been missed, mlisses week after week of thelr own block.,

Advertisers In Vancouver are seeking virtually 1007 coverage of their trading
area, snd any problem which casts doubt that that level ot coverage Is being
achieved wlll cause the weekly in question problems. Also, the extreme level
of competition between the weeklles themselves due to the amount of circulation

overlap seems to have led to circulation claims which advertisers doubt.

The fragmented nature of the weekly fleld, which means advertisers must buy
virtually dozens to achlieve total-market coverage, does not seem to bother

advertisers, and Is seen as a "fact of life" of dolng busliness in Vancouver.

It is interesting to note that the large groups of weeklies which have formed
combination buys for national ‘advertising sales appear not to have done so for
flyer distribution, Advertisers report that the weekl!les are bought and soid
pretty much "one at a time" even for multi-newspaper groups such as NOW, and
that even when discounts are offered within these groups they are hard to take
advantage of due to the need to tallor distribution to Individual stores!

trading areas.




Yerbatim Comments

They can say thelr distribution Is, say, 50,000, and
5,000 to 8,000 of that might never reach your
customers' homes. | read a weekly up on the North
Shore and last week they missed my whole biock.

That kind of thing makes you continually wonder.

The weeklies will be vulnerable to things Ilke Flyer
Force as long as my phone keeps ringing after every
distribution we do, with things |lke bundies In
peoples! yards, people who didn't get thelr fiyer,
and store managers needing flyers because the
dellvery people never got them there.
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FINDING f4: Paclfic Press rate Increases In the face of a dlfflcult retall

sales environment have led to significant advertiser resentment,
and limlt the amount by which ROP volume can be Increased.

Most advertisers wlll complain about rates when given a chance. Eight of the
ten Interviewed did, bit their comments seemed particularly critical, and in

some cases almost bitter, - .

Almost all the advertlisers sald thelr budgets were reduced during the 1981-82
recesslion and have never really come back to normal!, being kept flat at best.
The regular and substantial Paclfic Press increases have meant cutting back on
other medla, cutting back on ROP space, or switching to preprints. With the

degree of resentment being what It is, the latter two courses of action seem

most |lkely for the future.

All newspapers would like to galn back ROP space at the expense of flyers.

But several of the advertisers Intervicwed noted that ROP rate increases versus
more moderate Increases in printing costs and virtually no'lncrease in distri-
bution costs over the years had made the relative efficliency of flyers even

greater than when flyer programs were Instituted.

Yerbatim_Comments

* How can they Justify goling up 6% this year when the
retall community Is bathing In red Ink? You have
these featherbedders over there causing a lot of
these rate increases, and | think It's time they did
something about It.

* Thelr prices are horrendous. How much higher can
they go? :




One of the things that make the Sun and Province
harg to use Is their pricing. When you get an
effective reach of 45 or S0f of the people who
are really around your stores, the CPM just goes

crazy versus the smaller newspapers which cover just
what you need,

The retall busliness has been difficult for several
years now, and the advertising budget glven us by
Toronto has elther been cut or, at & minimum, not
Increased. When the newspapers go up year after

year, all It really means Is that we cut back on
space.

The newspapers just don't want to talk about prlice,
but | think that what | pay versus what | could be
payling as a blg retal!l display advertiser Is totally
untalr. They seem to think that our business will
keep coming to them in & steady stream no matter what
they do or what they charge.

PO
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FINDING #5: Advertisers conslistently report an [mproved attitude toward
them since Paclific Press came under total Southam control, and
even at thls early stage "company-to-company"™ dealling at a high
level has sparked advertiser Interest.

Attitudes toward Pacific Press In general, apart from the pricing Issue and one
major exception noted b:low, were quite positive. Advertisers noted Improved
service, more contact with management, more wlllingness to come up with new

Ideas, and the progress of the Province as major advances over the past several

years.

Three advertisers mentlioned contacts wlth Southam Involving packages of
printing, fiyer distribution, and ROP advertising on a company-wide multi-news-
paper basis. Although with discussions In such an early stage there was |ittle
speclfic mention of an eventual outcome, the wii!lingness to deal on this basis
was seen as a posltive step. One major department store advertiser who

had no compunction about lambasting Pacific Press In other areas sald this was
positive, even while criticizing Paclflc Press for not giving up anything on

rates compared to the printing and distribution arms.

The advertiser who had serlous communication problems with Paclfic Press was a
major classified user. He was particularly upset by a long series of produc-
tion and bllling errors, and felt that management virtually ignored his pleas

for better service and took his business totally for granted.
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Verbatim Comments

* They're doing a hell of a Job and we seem to have a
good relationship with them. They've made a lot of
changes over there and they seem to be changes for
the better.

* When we talk to Southam about packages of printing
and distribution and advertising, it all sounds great
and |lke they're really trying to help us. But the
only people who come to the party without a bottle
are from the newspapers, They won't glive an inch on
rates, so we can't do a deal,

* There are some publications In thls area which |
can't even get to call on me. But | get the feeling
that if | even mentioned "new busliness"™, they'd drive
a busload of people over here. They seem to think
there's more here, but they're all over this account
and | don't think they're mlssing anything.




ADVERTISER EYALUATIONS OF FLYER FORCE
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FINDING #6: Advertisers see Flyer Force as a8 "smart move™ by Southam and are
impressed by the concept, but nevertheless are taking a "walt and
see™ attltude due to concern that Fiyer Force [s moving too
rapldly In opening up dellvery areas.

All advertisers interviewed who use flyers had seen the Flyer Force presenta-
tion, were Impressed by the logic of the Idea, and knew about the success of
Flyer Force In Calgary and Edmonton., But only one advertiser had actually used
Flyer Force with regularity, and at the time of the Interview was considering

going back to distribution by the community newspapers due to Flyer Force

dellvery problems. -

This "wait and see" attitude In reallty compared to all the intellectual
support of the Flyer Force concept is based on two factors: 1) The feellng
that by pushing ahead of its original schedule, Flyer Force may be sacrificing
dellvery quallty. 2) Advertisers' natural tendency to stick with dellvery

systems which, even given their shortcomings, have produced positive results

over a long perlod of time.
rbatim Comments

* I think they've got the formula between the Sun and
Province and Flyer Force, but they've got to make It
work better than it has so far == | really wish
they'd have waited untll next year to bring It up,
and really done it right. [t would have been better
for them and better for us.

* | keep getting calls from our Toronto offlce, "What
do you think of Flyer Force, when are you going to
use Fiyer Force?" Aunc | keep saylng, "I'll use
Flyer Force when It's ready, since they are going to
have to show me it's a better alternative to what we
have now",
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I've used Flyer Force for two years In Caigary and
Edmonton, | 1lke the ldea of an Independent dellvery
system with the newspaper. You get the benefit of
the people who want the newspaper plus the flyer
going to everybody else.



FINDING #7: Having used weeklles and private distribution companies success-
fully for many yesrs to distribute flyers, advertisers expect
near-perfect dellvery, 1008 coverage of key suburbs, and a prlce
competitive with the weeklles before they will make major coem!t-
ments to Flyer Force.

Because they have an alternative that works, advertisers demand virtual
perfection from Flyer Force -- and are In & position to get that level of
service. Several mentioned that with Flyer Force In the market, they are now

telllng the weeklles and other distrlbution services the same thing.

Virtually all the advertisers thought that Vancouver would be tougher than
Edmonton or Calgary for Flyer Force to crack. They have the Impression that
suburban dally newspaper penetration Is greater in those clties, putting more

flyers Into "real"™ news products versus solo delivery.

There Is some concern, since & majorlty of the Flyer Force delivery will
not have any news "wrapper" as It does with all the weekly distribution, that

results might be less for Flyer Force-delivered preprints. But since that

can be tested, It shouid not be a concern over the long run, If indeed Flyer

Force Is as effective In Vancouver as It Is elsewhere.

Verbatim Comments

* Flyer Force wlll have to become the "quality alterna-
tive". They can't miss any households and they'!l
have to be priced right. Given that, they could
cause some of the smaller, weaker weeklles problems.

* | think they're moving In all the right directlons
with Flyer Force, but It's a transition period and |
hear they've had some problems. This market's a lot
tougher than Calgary or Edmonton.
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For Flyer Force to work effectively you've got to
maintain a strong dally circulation., If | go Into a
zone and the newspaper's only got 15% coverage, I'm
dellvering 85% using door-to-door. If I'm paylng $50
per thousand for that, maybe |'m better off going to
a3 good communlty nenwspaper which has the newspaper
readership to support the flyer,
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FINDING #8: Certaln key advertisers see the weekly newspapers as a "safety
net™ under preprint distribution In case of labor problems at
Paciflic Press and as a counter to the Paclflic Press "monopoly™.

So they say that while they want Flyer Force to be a success, they
don't want It to be "too" successful.

Three of the four advertisers who mentioned Paclfic Press labor problems as 2
factor in the marketplace sald that the power of the weeklies had essentially
been "created" during the 1978 strike. In addition, two major department store
advertisers worry that If Flyer Force becomes too successful, It willl cause
them probiems with the weeklies In the event of another Paclflc Press strike.
That was one of the reasons, though not the primary one, for these advertisers

being slightly leery of Flyer Force.
Verbatim Comments

During the strike elght years ago, we all learned to
advertise different means. We learned to turn around
In 8 hurry, and we learned that what we tried
[inserts In the weeklles] worked perhaps better than
we thought they would.

* If there ever were another strike, | think we'ire
supposed to put everything Into Flyer Force. But If
we do that, where does that leave us with the
distribution we have now? [|f we ever needed them
again, | don:t think they:d take us back.

* The community newspapers do & superb job. | hope
Fiyer Force doesn't put too much pressure on them,
Those guys came to our rescue during the strikes.




FINDING #9: Major advertisers seem qulte content with thelr current flyer-
orlented advertising programs, and any substantial move back to
ROP advertising seems quite unllkely.

Given their problems with ROP pricing. the Inabliity of the Sun and Province to

print slick-stock color {(which advertisers feel Is essential to the presenta-

tion of some merchandis.), and what seem to be very good resuits from flyers,

ROP on a large scale from those advertisers who have already made the switch

does not seem to be In Pacific Press's future.

Advertisers In this market also seem less concerned with demographic and
geographic targetting than other markets which Urban & Assoclates has studied.
Even the department scale which decribed Itself as the most "upscale" said It

wanted to reach 100% of the households in the market, which again makes flyers

attractive.

Among existing ROP advertisers, there seemed to be an inordinate amount of
complaining about positioning and & high degree of sensitivity to this Issue.
While advertisers recognize that by going to smalier and smaller ads they
decrease the size of the newspaper and the number of premium positions, they

seem to want virtually the same positions they had In the days of full pages

and double trucks.

Yerbatim Comments

* ROP in the Sun is the last thing I'd consider given

our strategy. They've got bad presses, bad color and
bad reproduction.

* The strikes forced us to be more creative. One of the things we
learned to do was Iinserts, and we learned that they really work.
| doubt that we'll ever go back to In-paper advertising.
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One of the things about Vancouver Is that the
suburban housewife has been tralned over the years to
look to the Inserts for everything she wants to buy.
The average household Is now exposed to 200 four=-
color pages of Insert advertising per week, and that

insert package has become baslically a "shopping trip"
In Its own right.
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ADVERTISER EVALUATIONS OF PACIFIC PRESS
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FINDING £#10: Advertisers are consistently Impressed with the growth of the
Province, and virtuaily every advertiser has to consider using
it. But some advertisers remain critical of Its edltorlal tone,
and say they will never advertise In the Province no matter how
large Its clrculation becomes.

Whether they use it or not, advertisers consistently mention the growth of the
Province as one of the most positive accomplishments of Paclfic Press since its
reorganlzation. As marketers themselves, fhéy tend to understand the phlloso-
phy underlying the Province, and know how difficult it Is to make galns as
rapld as those which the newspaper has made. [t Is Interesting that several of
them actually "played back" the phrase "fastest-growing newspaper in North

America" that Is seen in Province sales materlals.

But for some advertisers, and not just those In the "upscale" group, the
respect is grudging, anﬁ they do not see the Province as part of their future
plans. This group includes two of the three department stores and a drug store
chaln. They believe that the circulation target of the Province Is too far
removed from their own target customer, and that the "tone" of the other

advertisers would clash too much with thelr own,

There Is also a group of three advertisers who do not now use the Province and
question Its editorial quallty, but do not reject I+ out of hand elther, since

they beileve the Province may become Just too blg to Ignore and might someday

deserve a "test."

It is Important to note that those advertisers currently committed to the Sun
all sald that it Is important that Province growth not come at the expense of

the Sun, although only one sald categorically that he belleved this had heppened.



Yerbatim Comments

* They really have gotten the Province to grow, even
though we'll probably always emphasize the Sun. But
we did start using some Province ROP six months ago
and resuits are better at the downtown store. You've
got to attribute that to the Province.

* It's a throwaway. We don't llke Its editorial
quallity and we re starting to feel -that there is
duplication with the Sun.

* The tone is all wrong for our target, and you just
can't get a good posltion when you're crowded In with
all the cheap advertisers and electronic and record
stores. -

* As the paper grows we're having more and more
problems with positioning and the price, but you have
10 admit that the results have been good anc the
Province has been Important to the growth of our
business.
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FINDING #11: Production errors seem frequent and severe for advertisers who
utitize any Paclflc Press composition services at all. However,
the Paclfic Press unlons seem to take more of the criticism than
does management.

All advertisers other than those who provide completely camera-ready copy or
who use fiyers only had numerous complalnts about production errors, Inciuding
dropped type, fallure to make correctlions, laék of proofs on long-deadline ads,
mispositioning of ad elements, and fallure to honor position commitments.

-
Two of those advertisers sald they had begun their own ad.producflon depart-
ments to ellmlnate some of the errors, spending money which would have other-

wise been spent on advertising space.

Billing, too, comes in for Its share of criticism. One large advertiser had a

monthiy bill on which egll Insertions had been bllled incorrectly and credlts

agreed to by Pacific Press.,

Yerbatim Comment.

* Their makeup department just doesn't work. | have to
do everything camera-ready here and It costs & lot.
The proofs come In right at the wire even then, and
I'm afrald to make corrections for fear that they'll
make them worse -- which they do.

* We're doing @ Job in production that the newspaper
should be doing, but we still get hit with a makeup
charge. And stlll when we send In 2 change there's
only about a 50/50 chance that the change wiil get
made. .

* They have no night people at all. After 5 you can't
get anyone. They really don't care about your
problem.



* The reps aren't talking to composing. There's no
communication between the middleman and the guy
actually layling out the ad.

It Is interesting that much of the blame for production and bllling errors was
aimed not at the organization itself, but the unlons, as if the blame had been
passed onto them for a long time. But regardless of the initial source of the

errors, advertlisers want them flIxed.

Verbatim Comments

* 111 bet | know what they're going to do with your
report. They're going to take It down to the union
boss and say, "Look at all these problems ~- you've
got to do better"™, and they'd be right in coing that.

* They [sales representatives and production people]
don‘t give a damn about their jobs because they're
In the union and get paid too much without having to
really work... They really don't appreciate the
business we give them, which in our case just walks
in the door.
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FINDING #12: Speclal sectlions are getting a2 reputation as sales gimmicks
rather than editorial products designed to reach special audiences
and produce Increased results.

Advertisers report conslderable sales emphasis on special sections. They seem
generally well-disposed toward the Idea of reaching @ speclallized audience
within the context of the dally product, and report good results from those

which have been well done (such as the Natlonal Furniture Sale and Expo

specials).

But there were considerable numbers of complaints about sections which never
quite got off the ground and ran so small in size that they had little Inter-
esting copy or were "buried" In the rest of the newspaper. Advertisers felt It

would be better to cancel these altogether rather than "poison the welI" for

future special-section sales.

Advertisers were also critical of the practice of letting advertisers wh. :ve
no procuct that relates directly to the theme of the section advertise anyway.

They feel that this dilutes the Impact of the section and confuses readers as

to its intent.

Yerbatim Comments

They really push these special sectlons, but to work
for us they really have to be "speclal™, Sometimes
they only run elght pages and they get buried In the
rest of the newspaper. Other times it looks |ike
they ve let anybody that wants to run an ad whether
they have anything to do with the section or not,
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Thelr speclal sections aren‘t really that special.
They wil! et anybody Into them, which | think
distorts the “pull" of the sectlon. There are people
who | know aren't even at the Boat Show or the Home
Show and they have thelr ad In there anyway.



JErenes s

EVALUATION OF YANCOUVER RETAIL BUSIKESS CONDITIONS
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FINDING #13: Advertisers are unlversally pessimlstic In thelr evaluation of the
prospects for retall sales growth over the next several years.
They see most of thelr growth coming from market-share gains
rather than pure sales growth as In the past.

Retallers !lke to point out how tough things are, setting themselves up for
an eventual triumph ove- adversity. But thls group seemed particularly gloomy,
polnting to the poor labor environment, the end of Expo, and basic weakness In
the price of British Columbia commoditles as serlous problems for the retail

sector In partlicular.

There Is @ growing feelling, too, that the area may be getting "overstored" as
retallers combat slower growth by opening more outiets further and further away
from Vancouver and in less desirable locations than In the past., For in-
stcnce, with the growth of the Safeway and Overwaltea "superstores," Vancouver
has added as much square footage In the grocery category over the past five

years as any market in Canada.

Both these factors lead retailers to belleve that future growth for thelr own
operations will be based more in share growth (a bigger slice of the pie) than
It will be In growth based on better business overall (growth of the ple), and
are positioning themselves more for competitive battles than for expansion.
They also believe that retailing will become more and more oriented towards
promotions and sales and less toward Image and benefit advertising as retallers

fight for share.

When asked what thls kind of environment might mean to Paclfic Press, adverti-
sers generally feit that it would be good for the newspapers overall In that no

advertlser would be able to cut budgets severely without losing share to
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competitors, but that in the overall tougher, slower-growth environment,

advertisers would be more cost-conscious and Incilined to use flyers rather than

ROP,

rbatim mmen

* I think we're In for tough times. Expo was great
but it's gone. The woodworkers are still out and
the lumber industry Is depressed. The labor problem
at the port Is so bad that we bring all our merchan=-
dise in through Seattle and truck It to Yancouver,
which Is @ sad commentary on how things are golng.

* In Vancouver the way you grew In the past was to go
further out In the suburbs and start more stores.
Now everybody has too many stores, so the way to make
an extra doltiar Is to take It away from the other
guy.

* This market has the after-Expo blues. We never
really got over the recession, but In my line there
have been 17 new stores which have opened since

then.

* We're emphasizing market share and competitiveness as
the way to win In thils market now rather than pure
growth., | think instead of all the players winning

In thls market, some are going to win and some are
going to lose, and Southam better be nice to the
winners,



THE IMPACT OF ADVERTISER PERCEPTIONS ON STRATEG|C OPTIONS
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Since we now have a great deal more data wlth which to evaluate three of the
four strategic options outliined at the conclusion of the Phase | reports, In
this section we will review those options, outiine our evaluation of them from
the quantitative phase of this research, and dlscuss how our findings based on

the advertiser Intervlews effect each option.
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Strategy Review: This Is the classic "business as usual" strategy. [t assumes

The "™Wait Your Way Out" Strategy

that the Vancouver economy will move forward again in the short-term, and that
with circulation growth continulng at a healthy pace, not only could Pacific
Press justlify rate Increases (reffected In the "added value"™ of this growth to
advertisers), but there will be sufficlent Incremental advertising dollars
avaliable to afforg them.

Quantitative Evaluation: After Phase | we concluded that nelther the Vancouver
economy In general, nor the retall sector In particular, can grow fast enough
to provide the amount of revenue needed to "pull" Pacific Press into an
acceptable level of profitebility, and that "waiting" for the external environ-
ment to artificially buoy up the company's difficulty in translating revenues

Into profit would be a long and fruitiess vigil,

Results of Advertiser Interviews: The retailers interviewed strongly support
our views on the immediate economic future of Vancouver, and 1f anything they

are more pessimistic than we 2re.

Retailers In Vancouver are developing a "bunker mentality,™ preparing to fight
one another for share rather than reap the benefits of economic growth. Share
fights mean that all sides must Indeed keep advertising or ultimately lose the
battle. But they also mean that advertisers wlll be extremely consclous of
costs as sales are galned not through market growth, but through the expensive

process of diverting sales dollars from competitors.
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The "walting" strategy assumes, In addition to economic growth, the ability of

Pacific Press to translate that growth into rate Increases. Retallers In this

market are already extremely rate-sensitive, and this can only grow as compe-

titive pressure bullds.
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The "Grow Your Way Out™ Strategy

Strategy Revlew: Thls strategy accelerates the revenue-based strategy which
Pacific Press has tried over the past several years. Even In the absence of
economlc resurgence, th!s strategy assumes that the combination of two dis-
tinctly positioned datly newspapers can "fiil up" the readership franchise
quickly enough to garner the needed sheer market power to bulld revenues faster
than ordinary operating costs could Increase,

Quantitative Evaldaflon: Here, too, our economic evaluation simply did not
point to a ¢limate conduslive to rapid revenue expansion. And our analysis of
the Paclfic Press revenue/cost structure showed that to leap ahead of costs,
revenues would have to be Increased $20 mlilion over our reasonably optimistic
projections., Given that Paclific Press natlonal and classifled share Is far
above average and that retall could not take up that much slack, this seemed a

very tall order.

Results of Advertiser iInterviews: Advertisers have added a new dimension to
the analysis by being very specific as to where the growth in & successful
"grow your way out" strategy must occur -- In the new suburbs, most of which

are far away from the core city.

Yet the most dynamic of the Paclfic Press products from a growth standpoint is
the Province, which has a distinctly urban "feel™ and a format that would make

@ highly locallzed epproach dlfficult.
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We do feel, as a result of these Interviews, that the Province has not yet
reached its full potentlal In attracting new advertisers even with its Van-
couver orientation, but that the growth curve Is becoming flatter as resistance
continues from those advertisers who won't use the Province. In addition,
these Interviews found that Sun-oriented advertlisers will be very dlsturbed

It any Province growth occurs at the expense of the Sun, and we know that
recent NADBANK flgures suggest fﬁaf much more Province growth could make this
form of canniballzatlion a distinct possibliltity.

Altogether, then, 1t does not appear that the Province alone can provide the

substantlal revenues needed for a growth-orlented strategy to succeed.

Over the long-term, additlional revenue growth for the Sun could be achieved,

but such & strategy would probably require shifts in the Sun's and Province's
publishing cycles as well as reorlentation of thelr respective circulation

areas. There is llttle opportunity for Pacific Press to "grow its way out"

In the short-term, however, since the revenue growth required of the Sun would
have to be achlieved with a2 massive switch from preprints back to high-leverage
ROP In the Sun =-- an unlikely scenario glven advertisers' satisfaction with thelr

flyer programs, which they consider both effectlve and cost-efficient.
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Strategy Review: This aggressive strategy assumes that the key to security in
Paclitlic Press' future Is not In continuing to grow bigger, but In competing
more effectlively to capture share of retall dollars back from competitors. We
estimate that to be successful In thls strategy, share of avallable retall
advertising dollars would have to be Increased from the current 27% to at least
35% by 1990.

Quantitative Evaluation: In Phase | we concluded that fhé suburban weekl les
are the major cause of Paclfic Press' low retail éhare, and that "on paper™

the weeklies are formidable competitors in thelr number, thelr relative

efficliency, end thelir abiilty to generate revenue.

Results of Advertiser Interviews: We believe that the weeklles are as strong
In the reality of day-to-day advertiser declisions as they are In the thcore-

tical world cf quantitative evaluation.

Simply put, advertisers |lke the weekiles, think they're doing a good job, and
belleve thelr presence provides valuable balance and stablliity in a crisis~

prone print-media marketplace.

On the other hand, we belleve that every tactical move being made by Paclfic

Press and Southam to compete with the weeklles Is exactly on target:



1) The ide2 behind Flyer Force Is basically: "lf distribution of flyers In the
suburbs Is what advertisers want from our compefffors, let's go do that
better, more efficiently, and with a better product than they have". There

are few strateglies better or more tested by time than "bullding a better

mousetrap®.

2) The new all-Southam package sales unit takes thi decision making process
Into 2 league where the weeklles cannot compete, provides added-value to
flyer-oriented advertisers by glving them "ope-sfop shopping" for services
from the flyer mechanical all the way to the consumer's home and, frankly,

lumps Vancouver in wlth stronger markets and shields it from mlcroscopic

advertliser scrutiny,

3) The Vancouver/Southam management team's new attitude and aggressiveness may

ultimately make them "llked" and trusted as much as the weekly people.

But as positive as these competitive thrusts are, they leave the nagging

questlion: Can they galn enough share fast enough to save Southam from the

requirement of winning major reductions in cost?
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Our answer s a reluctant "no", for three reasons.

1. The major finding of the advertiser intervlews Is that Vancouver
retallers have no particular problem with the status quo: Paclfic
Press does & good job In the clty, and the weekliies and private dis-

tributors take care of the rest of the market.

Now thelr situatlon Is even better: If the weeklles don't dellver
1007 perfect service or ralse rates, they'll go with Flyer Force.

If Flyer Force stumbles, they'll go back to the weeklles.

2. A change in advertisers' perceptions of Paclflc Press' (or Southam's)
attitudes toward them as customers Is certalnly deslirable, but while
any new "customer-driven" marketing approach certalniy can't hurt,
advertisers have elephantine memories. The new Southam approach has
to make up for years of misunderstandings of Sun policy, which will take

time.

3. The new company-wide sales packages wiil be a big help In altering the
"mix" of advertising revenues to Southam's benefit In Vancouver.
Advertisers' Initial reaction to the plan looks promising, but clearly &
key element of such 2 sales package has to be ra?é reductions on ROP,
making It "not-so-high™ profit ROP, (And one always wonders whether,
glven Paclfic Press' current cost structures, Incrementa! ad volume In

the short-term doesn't cost more than It contributes.)
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Finally, then, executlives at UZA have had consliderable experience in
designing and selling such cross-market advertising packages In the
U.S., and they can be tremendously powerful. Reallistically, however, if
advertisers take a conservative, "walt and see" attitude when dealing in

thousands of dol*ars, It will take months to Impact revenues when the

price tag reaches mlllions.

The strategles now underway at Southam and Pacific Press have lald a solld
foundation for a successful "compete your way out" sfrafegy: None of the
elements of that strategy (e.g.: Flyer Force, Southam sales packages, etc.) can
be expected to achleve the magnitude of share galn required for the short-term,
however. As long as key advertising customers are able to "whipsaw" both

Paciflc Press and the weeklles, nelither side gains much ground -- since

advertisers preserve maximum fiexibility and control.

Ultimately, we believe that the greater resources and professionalism of
Southam -- as well as the loglc of Its recent strategic actlons -- can make it
the winner of dominant share In the Vancouver marketplace. Even these solld
strategies, however, won't produce the "quick flIxes™ or revenue miracles

Ilkely to solve the short-term di{emma.
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Thus, we are Inevitably led to believe that the fourth strategic option outlined
in Phase | of this study is the most realistic, and best supported by both

quantitative and qualltative analyslis:

The "Save Your Way Qut" Strategy

This scenarlo assumes that expectations of dramatic revenue Increases (either
due to a booming Vancouver economy or recapture of lost share) are untenable in

the foreseeable future. -

Over the long-term, the company ¢an and should become a more effective compe-
titor for advertising share. Even over the long-term, however, the most aggres-
sive growth strateglies cannot produce an acceptable return on Investment -- nor
ensure the viabllity of Paciflc Press’ franchise -~ wlithout substantial and
permanent changes in Paciflc Press’ operational cost structure. Thls, then,
must be the primary strateglc objective for the short-term, as It is the foun-

dation of all future strateglc success.



