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“The employees are
the engines that drive this company.

When our people succeed, so does the company.

And so do the shareholders.”

John P. Fisher, President
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The Year at a Glance

Con.mﬁa’aled. with comparative figures for 1986 Elhousands of dollars except where indicated®) 1987 % change 1986
Income
Revenue from operations $ 1,451,971 +13.5 $ 1,279,370
Operating expénses 1,355,049 +14.] 1,187,424
Income before other items 78,302 + 89 71,929
®per common share L 1.32 4. 82 1.22
Net income ) 82,682 +23.6 66,912
Gross dividends 31,105 +13.4 27.418
“per common share 52 +13.0 46
Financial position
Working capital $ 61415 +10.0 3. 55828
Fixed assets (net) 393,793 =173 335,826
Totalassets 1,144,736 +185 965,807
Long term debt 317,394 +35.9 233,473
Shareholders’ equity 503,822 +12.3 448,524
e Return on average equity 16.4% 16.9%
Statistics
Advertising linage — ROP — newspapers (000's) 245,364 s 158 241,124
Daily newspaper circulation — year (000's) 1,541 1,547
Number of elﬁployees B 14,954 e ORI 13,465
Salaries, wages and employee benefits $ 532,546 +11.6 $ 477,096

Price range per common share

$26.25-$15.25

$27.75-815.50

1987 Revenue by Segment (thousands of dollars)

Newspapers 3 695,724 47.9%
Printing 511,262 35.2%
Books 145,034 10.0%
Communications 99,951 6.9%

$1,451,971 100.0%

1987 Income by Segment (thousands of dollars)

Newspapers $ 96,013 69.1%
Printing 32,881 23.6%
Books 5,359 3.9%
Communications 4,771 3.4%

$ 139,024 100.0%
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Southam Inc.

Profile

Southam Inc. is a diversified, Canadian-owned company in the communications and information
industry. It provides products in four core areas.

Newspapers

Through the Southam Newspaper Group, Southam is Canada’s largest newspaper publisher in
terms of circulation, publishing 15 daily newspapers, a financial weekly and a variety of
community publications.

Printing

In Canada, Southam Printing Limited is a major commercial printer, providing a broad range of
printing services through 14 plants in six provinces.

In the United States, through Dittler Brothers, Incorporated, Southam provides products
including airline, hotel, truck and delivery directories, lottery tickets and specialty promotion card
games. Through Holladay-Tyler Printing Corporation in Maryland, Southam produces
high-quality magazines and catalogues.

Book retailing
Through Coles Book Stores Limited, Southam operates a large chain of retail book stores across
Canada, a total of 189 stores at the end of 1987.

Information services
Through Southam Communications Limited, Southam publishes a wide variety of business and
professional periodicals, and produces and provides support services for trade shows.

Through Infomart, Southam provides specialized information packages electronically to the
business and professional marketplace.
Associated companies
In addition, Southam Inc. has substantial investments in Torstar Corporation, a diversified
communications company; in Selkirk Communications Limited, a broadcasting and cable
company; in Telemedia Publishing Inc., a publisher of consumer magazines; and in JEMCOM
Inc., which publishes the Kitchener-Waterloo Record.

Statement on
Editorial
Independence

A major strength of Southam publications is that each is absolutely independent in setting its own
policy on all matters involving news and opinion. This has been Southam policy for more than a
century. It is a policy we are proud of. It means that in the widely different environments in which
we operate across this varied country, publishers and editors make their own editorial decisions,
free from interference.

But we do insist that they constantly strive to maintain high standards of editorial quality, and of
fairness in reporting and interpreting the news. Democracy must listen to many voices. In our
view, publishers and editors who thoroughly understand the needs of their own communities are
well placed to ensure that many voices are heard throughout the land.



Directors’ Report

A year of major decisions for Canada was also an active year for
Southam. Record revenues and profits were achieved as the

company strove to meet corporate objectives.

ineteen eighty-seven was a year in which Canada grappled with its future on several
fronts. Public and political debate focused on both the free trade agreement with the
United States and the Meech Lake constitutional accord. Southam, as Canada’s largest
communications and information company, kept Canadians informed of these

initiatives and their implications.

In addition to our normal coverage of the daily news, Southam contributed to the awareness of
Canadians about social issues by sponsoring a major national study on the problems of illiteracy in
Canada. Information is our key product and the provision of appropriate and timely information,
news and comment is our challenge. We believe we served the Canadian public well in 1987.

Financial results continued to improve during 1987 while actions taken during the year will
enhance the operations of the company in the future. Revenue increased over the previous year by
13.5 per cent to $1.452 billion and income before other items increased by 8.9 per cent to $78.3
million, or $1.32 per share, compared with $1.22 per share in 1986. Other items, both
extraordinary and unusual, included our equity share of associated companies’ other items. They
also included proceeds from the sale of our 49-percent interest in the Brandon Sun, the sale of
Coles’ U.S. book stores and disposition of surplus real estate. These items totalled $4.4 million and
brought net earnings for the year to $82.7 million, or $1.39 per share. In summary, a year of
satisfactory progress.

Improved earnings came partially from increased revenues, but mostly from steady and
aggressive efforts throughout the company to expand margins by improving productivity. In
today’s highly competitive marketplaces, such efforts are essential to maintain the vigour and
profitability of all our operations. The success of these activities was achieved broadly, and by the
individual contributions of many employees.

Income from our equity holdings in associated companies provided a major contribution to
profits. Torstar Corporation, in particular, had an excellent year and our equity share of their
earnings increased by 31 per cent to $19.4 million. This return on our investment tends to
reinforce the wisdom of actions taken in 1985 by the company’s directors.

Our involvement in Selkirk Communications Limited provided a challenge during the year.
Selkirk’s profits were down 28 per cent due to problems at Hamilton television station CHCH-TV
and in Selkirk’s television representation activities in the United States. These problems are being
tackled and improved results are anticipated in 1988.

In the spring of 1987, we reviewed our investment in Selkirk and, as a result, confirmed our
interest in and commitment to the broadcast industry as a natural fit with our other
communications activities. A further result of this review was that we increased our ownership in
Selkirk by more than four per cent, to 42 per cent of the non-voting shares. Early in 1988 this was



Directors’ Report

increased further to 47 per cent. It is our intent to continue to work through the Selkirk board to
achieve appropriate returns to the shareholders on the excellent broadcast properties and other
assets which Selkirk owns. We are optimistic that Selkirk will benefit from a stabilized ownership
situation and that improved financial performance can and will be achieved.

The detailed reports for our operating companies are covered separately. All had busy years;
most had improved results; all made good progress towards the achievement of their financial
objectives and other strategic goals.

We continued to make progress toward our overall corporate growth objective of an annual 10
per cent increase in revenues when measured in constant dollars. Revenues for this measurement
are those from our own operations plus our equity share of revenues of associated businesses.
Measured on this basis, growth in 1987 was 8.9 per cent compared with 1986.

Return on average shareholders” equity was 16.4 per cent, compared with 16.9 per cent the
previous year. The issue of treasury shares to Torstar Corporation in 1985 significantly increased
the equity base of the company. Excluding the effect of the Torstar transaction, return on average
equity would have been 18.5 per cent in 1987. Our corporate objective remains 20 per cent.

Human resource activities were given increased attention throughout the company. The
objective is to have an organization which encourages the greatest individual contribution by each
employee. We have started a President’s Award program to recognize and reward particularly
worthwhile individual contributions to the company. A description of the award winners and their
accomplishments begins on page 8. During the year the number of employees participating in the
Employee Stock Investment Plan increased by 850 to 4,342 and at year-end employees held
approximately 2% million of the company’s shares. We believe this is another way in which
employees show an interest in and commitment to Southam.

As part of our corporate responsibility, we continued to support charitable activities across
Canada, particularly in communities in which we operate. Our policy is to contribute two per cent
of pre-tax income and this resulted in 1987 donations totalling more than $2 million.

The newspaper industry has had a history of difficult relations with its unions. Southam is
committed to achieving a more open approach to the solution of union-management conflicts at
the plant level. We were successful in settling in an open and co-operative fashion all labour
contracts which came up for renewal during the year, with the exception of The Gazette in
Montreal. In particular, the new 45-month agreements with Pacific Press employees in Vancouver
were achieved without significant interruption and within a climate which should encourage
improved relations in the future. The unions and management deserve credit for reaching
agreement and creating an improved working environment in Vancouver.

At The Gazette in Montreal, negotiations were successful with all union locals except pressmen
and mailers, whose work stoppage began in July and continued through the end of the year. The
newspaper was produced throughout this period by non-striking employees and by management
personnel at The Gazette with no disruption in publication. The strike was settled early in 1988

and both sides are working to return relations to normal.



Legal proceedings relating to Southam’s 1985 investment in Torstar Corporation are to be
renewed shortly. The Director appointed under the Canada Business Corporations Act is seeking a
Supreme Court of Ontario order that the transaction be submitted to the company’s shareholders
for approval, or, failing that, that it be rendered null and void. Hearings are scheduled to begin in
May. We stand prepared to defend our conduct as having been most responsible and judicious
under the circumstances that prevailed at the time.

Norman B. Keevil, Jr., a director of the company since 1981, has asked that he not be nominated
for re-election to the board, having recently accepted a two-year term as vice-chairman of the
Mining Association of Canada. His wise counsel deserves the appreciation of all shareholders.
David L. Johnston, principal and vice-chancellor of McGill University, will be nominated to
replace Mr. Keevil on the board.

Overall, in 1987, the Canadian economy performed close to what we expected at the beginning
of the year: strong in the East, weaker but improving in the West. Looking ahead at the economy
in 1988, we are modestly optimistic about the impact it will have on our operations. We expect to
do better than the rate of growth of the economy. Efforts to improve productivity will continue;
acquisitions and investments made in 1987 will impact favourably on earnings in 1988. Most
important, however, is the commitment throughout the company to continue working to achieve
our corporate objectives, not only financial but also those which impact on our employees.

More so than in most industries, communications and information companies require the
contributions of individuals who are well-educated, well-motivated and well-trained. While we try
to foster these characteristics, it is the individual employee who achieves the results. We are very
fortunate to enjoy the commitment of our employees. On behalf of the shareholders, we

congratulate them for their contribution to another successful year.

QO MAANA A

Hugh G. Hallward (tef1)

Chairman of the board

John P, Fisher

President




Mission, Guidelines and Performance

Our mission Our aim is to be a leader in the communications and information industry.

Within this industry we will concentrate on newspapers, commercial printing, magazine
publishing, book publishing and retailing, and business, trade and professional information and
services in print and electronic form.

We will pursue growth opportunities in these fields, either internally or through acquisition,
to ensure consistent, appropriate, long-term growth in earnings for our shareholders.

Our guidelines We measure our performance through a series of guidelines:
m To earn consistently a return on average shareholders’ equity of at least 20 per cent per year.
m To achieve an average annual increase in total revenues of 10 per cent in constant dollars.
u To provide an environment and conditions of employment that will attract and motivate
individuals of integrity and quality through challenging and satisfying career development
opportunities over the long term.
m To be known for high ethical standards and for fulfilling our corporate responsibilities in the
countries and communities in which we operate, with the customers we serve and with our
employees.
m To have a decentralized style of management, but also to ensure there is sufficient

coordination and direction to achieve the maximum synergy and co-operation among

operating units.
m To communicate effectively with employees, the investment community, our shareholders
and the general public.

Our performance Revenue Growth Return On Average Equity

B Equity share B Excludes effect
of revenues of of 1985 equity

associated issue to
businesses Torstar
Corporation
B Southam Inc. - =
revenues 12 W Reported return 2
on average
equity
| I ) I 10
5 5
(billions
of dollars) (per cent)
&3 54 85 86 A7 53 54 85 &6 47

T

X

Southam’s total revenues include our equity share of the Our objective for return on average equity is 20 per cent. In
revenues of associated businesses. After adjusting for inflation 1985, the issue of treasury shares to Torstar Corporation

to produce constant dollars, Southam's total revenues grew in resulted in dilution of the equity base. This restatement is
1987 by 8.9 per cent over the previous year. Our objective is 10 illustrated here to muke the most recent years comparable with
per cent growth per year. Over the last five years, our average previous vears.

annual rate of growth has been 11.5 per cent in constant

dollars.



outham Inc.’s Corporate
Management Committee,
made up of the president

and six vice-presidents,

meets regularly to plan strategy

and conduct company business.
ed, left to right: George
Meadows, William Carradine,
John Rothwell, John Fisher and
John Craig. Standing: Paddy

Sherman and William Mann.




Benefits of Excellence

Southam Inc. Awards

ny organization aiming
for excellence needs
employees who are
extraordinary in the
way they do their jobs. Only
through superlative effort can
full potential be realized by the
organization, by the people who
work in it and by the people
who invest in it.

Southam recognizes the
need for and the value of such
extraordinary effort. In 1987,
the company started two new
programs to identify and
reward superior contributions
ll'(]!l] lt\ (‘Il]l?]()_\ €eS.

The President’s Award,
established ])} Southam Inc.
president John P. Fisher, aims
to recognize those whose efforts
demonstrate innovation and
produce significant results.

The President’s Journalism
Prize, established by Southam
Newspaper Group pr(‘sidcnl
Paddy Sherman, honours out-
5t;u|di|1_«; achievement in news,
editorial and feature writing
within the group.

Winners in 1987 came from
all corners of the company, and
for all sorts of reasons. Not least
of these qualifications — but
by no means the sole criterion —
was for coming up with a measur
able contribution to the financial

well-being of the company.

A fil‘llll}' R. Rich, Dittler Brothers, Inc., Oukwood, Georgia

As Director of Maintenance and Facilities Development,
Rich has been responsible for putting together a highly
sophisticated high-speed finishing line installed recently
on a web offset press at Dittler’s Moreno Press facility.
More than a million and a half printed pieces per hour
can he handled through this innovation. The anticipated

labour cost saving from one game order alone is $750,000.



AFrank Nelson,

Coles Book Stores Limited, Toronto

As director of the sprawling Coles distri-

bution facility in Toronto, Nelson is

responsible for the successful shipment of

millions of books every year. He has

managed to effect savings of more than
0,000 in freight and related distribution

costs while still providing Coles stores with

what they want, when they want it.

<« Claude Arpin, Joan Fraser, The Gazette,
Robert Lee, The Ottawa Citizen (centre)

These journalists have been named winners

of the top Southam Newspaper Group award,

the President’s Journalism Prize. Arpin won in the
news calegory for his Gazette story on the real estate
“flips " in the Oerlikon defence contracts affair.

izette Editorial Page Editor, won for
editorial commentary on the Meech Lake Accord.
Lee’s OQttawa Citizen piece entitled The Secret
Senate won in specialty writing for superb

presentation and relevance.
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rank Nelson’s cost-reduc-

ing redesign of Coles

Book Stores’ distribution

system was a case in
point. So was the imaginative
strategy devised by Gilles
Lapointe to supply Gazette
Canadian’s Montreal-area print-
ing plant with paper in a time
of shortages.

Benny Rich of Dittler
Brothers worked with a team of
colleagues to put in place a
high-speed finishing line that

will make the Georgia plant the

envy of Dittler's competitors for

years to come. At Southam
Murray Printing, Phil Ripley’s
idea for using old equipment in
anew way resulted in a fresh
source of revenue.

In each of these cases,
technical accomplishments
translated into substantial
contributions to profits.

From the newspapers came
two teams combining editorial
commitment and business
ingenuity to produce revenue
gains. The Vancouver Sun’s
“New Homes” section,
spearheaded by Susan Balcom
and George Thew, was almost
instantly profitable and widely
read. In Calgary, Kathleen
(O’Halloran and Barbara
Schreiner moulded a young
team of Herald reporters and
sales staff into a highly

successful “Neighbors™ section.

» Calgary Herald team:
Kathleen O'Halloran (right), Barbara Schreiner
When the Calgary Herald decided to introduce a
new Neighbors section, it faced a daunting
challenge. Neighbors’ sales supervisor
O’Halloran and administrative clerk Schreiner
trained and deployed a young and enthus-
iastic team of employees. Neighbors
produced advertising revenue of more
than &1 million in 1987, much of it
from more than 1,400 accounts

that are new to the Herald.

< Robert Gretton,
Southam Communications

Limited, Toronto

As Publisher/ Editor of The Canadian

honourary member of the Ontario
Association of Architects and
in 1987 was elected a Fellou:
of the Royal Society of Arts,
hased in London, England.
He also ran a highly
successful construction

seminarin 1957,

Architect, Gretton has been named an



A Gilles Lapointe, Gazette Canadian Printing, Montreal
As Purchasing Manager, Lapointe was responsible for a series of
cost-saving transactions in 1987 that resulted in considerable
benefits. One particularly skilful purchase from a mill in France
brought about savings of $400,000 and provided needed

paper supplies during a period of tightened shipments from

Canadian mills,



obert Gretton of
Southam Communi-
cations has earned the
professional esteem
of the architectural community
over the years, and the pub-
lication he edits is the better
for it. For Ben Babelowsky of
The Ottawa Citizen, a favour-
ite artistic pastime paid off

in the form of generous assist-

ance to the regional community.

The President’s Journalism
Prize promises to become the
golden fleece of Southam’s
editorial staff. The Gazette's
Claude Arpin set a high stand-
ard in 1987 with his expose
of the Oerlikon real estate
scandal. Joan Fraser, also of
The Gazette, wrote a reasoned
commentary on the Meech
Lake Accord that won in the
editorial writing category.
Robert Lee of The Ottawa
Citizen crafted a feature story
on the Senate that avoided
hoary clichés and shed new
light on an old institution.

“What we're trying to do
with these programs is build
into our culture the realization
that employees are the engines
that drive this company,” said
John Fisher. “When our people
\IHC'('I'(’(l. 50 (lUf_": IhL‘ ('f”il_]-":lﬁr\'.

And so do the shareholders.”

v Ben Babelowsky, The Ottawa Citizen
Babelowsky, Promotion and Public
Relations Manager, has produced
several series of paintings of Ottawa-
area scenes. Proceeds from sales of
the prints have gone to aid the
psychiatrically disabled of Eastern
Ontario. To date, more than
$600,000 has been raised for

charity through Babelowsky's

activities.




A Vancouver Sun team:

Susan Balcom, George Thew

The New Homes section, a weekly Saturday
feature, has become an unqualified success
in terms of revenue contribution and status
within the community. Working as a team, «Phil Ripley,
Balcom and Thew have provided a substantial Southam Murray Printing, Toronto
new revenue source, close to $2 million in Ripley, an ink specialist/ pressman,
1987, and one of the best read sections of the identified a new application for
Saturday Sun. rotogravure printing, specifically the
printing of beercase wraps. An agree-
ment was reached with a major
Canadian brewer resulting in an
order for 24 million wraps per year
and sales of more than $1 million a

year for Southam Murray.
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Newspapers

Steps were taken to strengthen the market position of Southam
newspapers as productivity gains and greater efficiencies led to an
improved year. Further enhancements of service to readers and

advertisers are planned in the coming year.

outham Newspaper Group performance in 1987 exceeded the previous year’s in
advertising linage, total revenue and segment income. At the same time, further
steps were taken to strengthen the newspapers’ position in an increasingly

competitive environment and to strive for excellence in reporting and

commentary.

Revenue from advertising increased by almost 7 per cent, based mainly on classified
linage. National linage remained static while retail linage declined slightly. Revenue from
pre-printed inserts and flyer distribution increased 18 per cent. Retail advertising
continued to account for more than 40 per cent of total revenue from advertising for the
group, classified for more than 25 per cent, national for about 20 per cent, and insert
revenue for slightly more than 6 per cent.

Circulation revenue was up by 4.8 per cent. At 1.65 million, total circulation for the
group held steady. Strongest circulation gains were made at The Province in Vancouver,

Paddy Sherman the Calgary Herald, The Ottawa Citizen, and in Brantford, Sault Ste. Marie and North
President, Southam B ay.
Newspaper Group

Southam newspapers acccount for 27 per cent of total Canadian newspaper
circulation. Other newspaper publishing groups include the Thomson organization with
19 per cent, Torstar Corporation with 10 per cent, and Toronto Sun Publishing (in direct
competition with Southam newspapers in Edmonton and Calgary) with 8 per cent.

Group performance for Southam in 1987 was buoyed by improved returns from The
Vancouver Sun and The Province newspapers and by effective cost containment.

In Montreal, The Gazette registered record earnings despite taking a printing contract
loss on closure of the French-language newspaper, Le Matin. Gazette managers and staff
maintained on-time publication for the seven-month duration of a labour dispute which
deprived the newspaper of more than 200 regular production workers. The ensuing
agreement provided the employees with a competitive wage increase and job guarantees;
management rights were strengthened and cost savings achieved through greater
flexibility in manning arrangements.

Satisfactory agreements were reached during the year after prolonged negotiations

with unionized employees in Vancouver and Ottawa, and at five other newspapers.



Financial

People

Planning

m Revenue increased by 7.3 per cent over 1986, on moderately higher advertising volume
and a slight decline in overall group circulation.

m Cash costs increased by 7.0 per cent.

m Capital expenditures of $16.4 million were in addition to investments of $9 million in

the Flyer Force distribution system and in acquisitions.

thousands of dollars) 71987 1956 1985
Revenue $ 695,724 $ 648,328 $ 600,107
Segment income 96,013 83,495 69,512
Capital expenditures 16,358 15,399 13,075
ROP advertising linage housands of tines 245,364 241,124 236,702

m Retiring in 1987 were William Dane after 19 years as publisher, the last 12 at The Sault
Star, and Rolf Timmermans as publisher of The Kamloops Daily News.

m Appointed publisher in Sault Ste. Marie was Clifford Sharp, whose publisher position at
The Nugget in North Bay was filled by Jack Owens. Bryson Stone moved from The
Prince George Citizen to take over in Kamloops and was succeeded as publisher by
Alastair McNair. William Findlay was appointed publisher of the newly acquired Brabant
community newspapers in the Hamilton region.

m Three editorial staffers were awarded the President’s Journalism Prize: Claude Arpin

and Joan Fraser of The Gazette in Montreal, and Robert Lee of

The Ottawa Citizen.

m A strategic planning process involving every newspaper
and operating unit was completed in 1987, bringing
into sharper focus some principal strategic directions.
m The leading position of the group’s daily
newspapers and distribution network will be ;
strengthened and built upon.

= New opportunities are being sought for
growth in existing and new markets.

s The planning process will continue in 1988,
supported by operating plans for each
newspaper and within each major department.
m The group will work toward its objective of
achieving 15 per cent return on revenue

before tax.




Newspapers

This was an active year on many fronts. Corporate-to-corporate marketing arrange-
ments were achieved with major retailers; market research capability was expanded
and made available to customers; management development programs were revitalized;
and co-ordinated initiatives were taken to boost circulation, adopt technological
improvements and enhance existing products. New sections and features were added

to serve readers and attract advertisers. Wider distribution was provided in some cities
through extended market coverage. The Kamloops Daily News, TV Times and Financial
Times of Canada were redesigned, the last to compete aggressively in the growing but
vigorously competitive business information marketplace. New magazines, “V"” — a city
magazine in Vancouver papers — and Business Outlook 88, distributed in major
newspapers, were added.

Existing distribution capability was expanded in Calgary, Edmonton, Vancouver,
Montreal and Ottawa; new service was added with the purchase of three weekly news-
papers and establishment of a fourth in Winnipeg and with the acquisition of Brabant
Newspapers Ltd. in the Hamilton region. Two weekly newspapers and a small
commercial printing operation were purchased in Durham and Markdale, Ont., to
complement service provided to readers and advertisers by The Sun Times of Owen
Sound.

The most comprehensive study of illiteracy ever undertaken in Canada was commis-
sioned and carried out. The results, which showed the problem to be deep-rooted and
widespread, aroused interest and calls for action in academic and government circles.

The company’s highly regarded national and international news service, Southam
News, entered into an agreement to provide its daily file to United Press International,
assuring for the first time distribution across the U.S. In pursuit of editorial excellence
throughout Southam newspapers, an award program was established to recognize
outstanding journalistic achievement in the company.

To research and deal with business issues common among newspapers, a system of
publishers’ committees was established. In 1987 they examined succession planning,
advertising sales, circulation, new technology, flyer distribution and magazines.
Preliminary recommendations were acted upon; further steps will be taken in 1988.

The outlook for 1988 is favourable despite elements of uncertainty. The newspapers
are strongly competitive, serving customers with more flexibility than ever before, and
are improving production efficiency and productivity. Management is enthusiastic and
committed. Key questions in 1988 include the extent of consumer spending and its
impact on advertising sales, and the strength of the economic rebound in Alberta and B.C.

16



ast summer’s Edmonton
tornado produced more
than this dramatic shot
by Edmonton Journal
photographer Steve Simon.
Power was knocked out at the
Journal’s printing plant and it
took herculean efforts by all
staff as well as
the presses of
the Calgary

Herald to get

out this spe-

cial Journal
ition the

next day.
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Printing

-—Techh;j@ical (iange brought new challenges to E_pgting
industry in 1987. Southam’s operations, reorganized to provide a
sharper focus for divisions, grew through internal expansion as

well as acquisitions.

ineteen eighty-seven was a year of change both in the North American printing
market and in Southam'’s printing operations. Technological change continued

to accelerate through the year as new high-speed, cost-effective printing presses
were introduced to the market. As this technology has advanced, so has the cost

of entering or expanding in the printing industry. The result has been consider-

able consolidation both in Canada and the U.S. As this new capacity was introduced,
printing customers were offered better quality products at more competitive prices. While
this allowed printing companies to compete effectively with other forms of communi-
cations, it also placcd tremendous pressure on those cumpanies to remain current or
fall behind.

In 1987, Southam recognized that changes would have to be made to printing oper-

ations if the company was to remain a leader in the North American market. Investments

would have to be made and services broadened if market share was to be expanded
Michael A. Quinn or even maintained.

HEsidentSouharn Guiding these changes for Southam, on both sides of the Canada-U.S. border, were

Printing Limited
some key goals:
= To improve the quality and lower the cost of products and services provided to
customers.
m To focus efforts on those segments of the market in which the company is best able to
serve customers.
» To make the necessary investments to remain at the forefront of technological change,

thus to be in the first rank of printing companies.

Canadian Operations

To accomplish these goals, Southam’s Canadian printing operations underwent
tremendous change during the year. The net result is a much stronger company.

A reorganization of divisions was carried out. This restructuring has had the effect of
providing a much clearer focus to each division. In addition, internal synergies not
previously exploited will improve both sales and profits.

Acquisitions made in the year brought an expansion of products and services that will

ensure the continuation of Southam'’s leadership position.



Financial

People

Planning

m Revenue growth of 25.4 per cent for all printing operations was achieved primarily
through acquisitions but also through introduction of new programs in faster growing
market sub-segments.

m An earnings decline of 14 per cent was due to start-up costs on new presses installed late
in the year and to declining margins in some sub-segments.

m Capital expenditures of $45 million were made to upgrade existing presses and purchase
new ones for the improvement of quality and service to customers.

m Dittler Brothers and LPS had sales of $97 million, despite a decline in lottery billings.

(thousands of dollars - 1987 1956 - 1985
Revenue $511,262 $ 407,629 $ 388,415
Segment income 32,881 38,193 36,754
Capital expenditures 44,954 17,830 25,401

m A company reorganization resulted in the following appointments: Ron Chase as
vice-president, corporate planning and technical resources; Ray Elliott as group
president, commercial web group; Andre Beaudet as group president, business
forms/specialty printing; John Morris as group president, consumer printed products.
m Also appointed in 1987: Al George, vice-president and general manager, McLaren,
Morris and Todd Limited; Peter Mitchell, vice-president and general manager, Agency
Press; Wayne Tyler, chairman, Holladay-Tyler Printing Corporation, with Ike Hurt,
vice-chairman, and Howard Sullivan, president and C.E.O.

m Richard Newell was appointed president of LPS, Inc.

m A new human resources program was put in place
during the year, with Barry Chapman appointed vice-
president, human resources. ' M \

— v

m The printing companies’ strategic planning process
identified a need to focus the business more sharply
and to take advantage of the excellent market
share Southam enjoys in some key segments.
m The reorganization of companies will
contribute to that process, with commercial
web, consumer printed products, business
forms and specialty printing components
getting special attention.

m Dittler Brothers will aim for greater diver-

sification and development of new products.




‘

Printing

® RBW Graphics joined Southam at the beginning of 1987. The Owen Sound company
brings an outstanding reputation as a quality printer in the publications, directories and
data-graphics market segments.

m Data Management Concepts, a Montreal computer services company, was acquired in
July, expanding the company’s capabilities in the fast-growing direct mail segment.

= Empress Graphics Inc. and Network Studios Inc. of Toronto, acquired subsequent to
year-end, will add value to our printing operations and broaden the services Southam is
capable of providing.

U.S. Operations

Going into 1987, Southam’s major U.S. specialty printing company, Dittler Brothers,
Incorporated, knew it would be precluded from participation in the U.S. lottery ticket
market following the dissolving of relations with its lottery marketing partner. The
litigation surrounding this situation has since been fully resolved.

Despite the decline in lottery sales, Dittler demonstrated its corporate resilience and
the strength of its base businesses. A 62-percent growth in sales of promotional
games further enhanced the company’s position as the world leader. Similarly, specialty
commercial work grew 58 per cent over 1986 sales. The company also maintained its
position as the world’s leading printer of airline timetables and hotel/motel directories.

Dittler Brothers has long recognized the importance of having a diversified product
line so that success is not dependent on one product or market segment. In keeping with
this belief, a renewed commitment to diversification and future growth was made
through marketing development activity to identify new products and customers.

Dittler is poised for major growth in 1988, as evidenced by a record level year-end
backlog of orders. Additionally, a sister company, LPS, Inc., has been established as
Dittler’s new lottery marketing partner. LPS has already won lottery ticket contracts in
the states of New Hampshire, Washington, Vermont and the District of Columbia.

LPS provides governmental lotteries with a full range of lottery services, including
instant game tickets and on-site support assistance in marketing, data processing,
administration and security. With a new president, Richard Newell, and a number of
other key executives, LPS looks forward to combining its skills with those of Dittler
Brothers as the pre-eminent lottery production service team.

Also in the U.S., Southam Printing moved into the commercial web field with the
acquisition of Holladay-Tyler Printing Corporation, a high-quality publications printer
located in the Maryland suburbs of Washington, D.C. Holladay-Tyler has a substantial
client list that includes the National Geographic Society. The firm’s 1987 income was
affected by the move of presses into a new building but it is expected to be a significant

contributor in 1988.
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his Baker Perkins G-14

8-unit press, installed

in late 1987 at Southam

Murray Printing in
Toronto, is fully computerized
and runs at a speed of 2,200 feet

per minute. It was just one of ' s
A

several major presses installed at

Southam plants in 1987. Capital

expenditures on printing opera-
tions totalled almost $45 million

during the year.




Books

Coles Book Stores moved to improve profitability by concentrating |
on the book retailing market in Canada. Sales targets are aggressive
but will benefit from new marketing strategies in the coming year.

eading into its 1987 fiscal year, Coles faced considerable challenges. In order to
maintain its position as Canada’s leading book retailer with a market share of
approximately 20 per cent, it knew that revitalization of existing stores was

critical. So was identification of new marketing opportunities and other means

of improving service to customers.

But first, Coles had to come to terms with the geography of its business. Over the past
five years, the company had focused on improving profitability and making more effect-
ive use of its assets. Its U.S. division had been a continual source of concern. Geographic
dispersement and lack of name recognition contributed to an inability to grow
effectively and generate acceptable profits. After careful analysis and consideration, it
was concluded that the opportunity for profitable increased market share would be
difficult and expensive to obtain. So the U.S. assets were sold in September to a major

U.S. retailer.

William E. Ardell The effect of this disposition has been to allow Coles to refocus its resources and effort
President, Coles Book

iy : on continuing growth in the Canadian market, in which it competes with another major
Stores Limitec d

chain and with small regional chains and local independents.

Coles identified other major objectives to be achieved in 1987, including improvement
of inventory turnover, implement‘ation of a new information system in a group of test
stores, development of a test market advertising campaign and a major research project,
and continued emphasis on training programs oriented to customer service, selection and
value.

Results were achieved in all these areas. Canadian sales increased 11.7 per cent.
Twenty micro-computers were successfully implemented in test stores, with plans in
place to have all stores fully automated by early 1989. A nine-month advertising test was
conducted, the results of which will be used in future campaigns. An extensive market
research project was conducted to identify new market opportunities.

In a continuing effort to create a comfortable retail ambience, the company introduced
a new color scheme — grey and burgundy — which has been met with very positive
consumer reaction. The new look is being introduced to all new stores and those units
requiring major renovations.

Coles’ 1988 plan continues to project aggressive sales growth and increased profit-

ability. Sales increases in the first quarter (1987 Christmas season) provide a strong start.



Financial

People

Planning

m Consolidated sales grew by 3.4 per cent over 1986, led by growth in Canada of
11.7 per cent.
m Consolidated profits increased 62 per cent to a record earnings level of $5.4 million.

m Expenses increased by 9 per cent, including the cost of new store openings.

thousands of dollars 1987 1986 1985
Revenue $ 145,034 $ 140,265 $ 127,908
Segment income 5,359 3,310 3,776

3,726 4,628 4718

Capital expenditures

= The company maintained staunch support of the Canadian Give the Gift of Literacy
Foundation.

s The Writers Development Trust benefited from company-sponsored dinners.

m Coles established Supplier of the Year and Author of the Year awards, their recipients
recognized for excellence in support of Coles sales and marketing efforts.

m An extensive five-year strategic plan was conducted, including an in-depth self-assess-
ment and evaluation of future growth opportunities through expansion of existing
business and/or acquisition of complementary business.

m Key issues have been identified and will be acted

on in 1988 to maximize the efforts of existing core

activities and test identifiable new
business opportunities.
m 11 new stores are planned to open in the 1988

fiscal year, bringing total stores to 200.
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Communications

A revitalized publishing sector paved the way for a marked
turnaround by Southam Communications. Trade and consumer
shows and audio visual operations were also bolstered and are

expected to contribute to improved segment income in 1988.

outham Communications Limited experienced a significant turnaround in
1987, its segment income increasing from $1.9 million in 1986 to $4.8 million on
revenues that grew to $100 million from $83 million the previous year.

Leading in the turnaround and showing the largest increase in operating

income was a strengthened publishing sector. A concerted effort to strengthen
management, as well as consolidate and upgrade publications in 1985 and 1986, put the
company in a good position to take advantage of 1987’s robust economy. The acquisition
of Allied Publications, a highly successful U.S.-based publisher of regional construction
and trucking magazines, is expected to further enhance the group’s performance in 1988.
Southex, the company’s principal producer of trade shows and show services, extended
its dominance of the Canadian trade and consumer show field. Operating profit was up

14 per cent over 1986. The purchase of Vancouver-based Tracon Exhibitions, along with

the addition of the Toronto Home Improvement Show, added to Southex’s growing status
Richard A. Gardner as a major home show producer in the North American market. The group also made
Saldsmosouiiem important inroads in the U.S. '
Communications

it The newly-created Southam Audio Visual Group also had a successful year in 1987,
more than doubling operating profit over 1986. The purchase of Canadian Audio Visual
Communications Inc. confirmed the group’s leading position in the Toronto audio visual
equipment rental market. While Vancouver operations did not do as well as expected,
they will benefit in 1988 from a contract to be the official supplier of audio visual services
to the new Vancouver Trade and Convention Centre.

Despite having a strong fourth quarter, the company’s direct marketing operations
felt the effects of keener competition and a shift in demand to lower margin services. The
result was a 54-per-cent drop in operating profit. These operations will be reassessed in
1988, and tailored to better meet evolving client demand.

The company’s information services sector had a generally solid year. With a
significant investment in Atlanta-based Construction Market Data (CMD), the company
established a firm foothold in the U.S. regional construction information services market.
The energy group exceeded expectations in coping with an uncertain energy market

in Alberta.



Financial

People

s
Planning

m Revenue increased by 20.2 per cent over 1986.

m Segment income was $4.8 million, up 151 per cent over 1986.

m Publishing sector revenues increased by more than 25 per cent over 1986, and operating

profits by 83 per cent.

thousands of dollars 1987 ) 1986 1985
Revenue $99,951 $ 83,148 $ 68,001
Segment income 4,771 1,901 1,047
Capital expenditures 4,182 10,261 8,138

m An enhanced orientation program was launched for new and current employees,
featuring a multi-projector slide show.

m A series of seminars for working parents, called Families at Work, was offered at no
charge to all employees.

= An employee information database allowed the human resources department to main-

tain instant, up-to-date data on employees” history, training and development.

m Through a combination of acquisitions and new product development, growth objec-
tives have been identified for all components of the company. Expansion in the United

States is to be given particular emphasis.

m Major steps taken in 1987 will be followed up in 1988, parti-
cularly in the U.S., with Allied Publications and Construction
Market Data to play key roles.

s Expansion in the publishing group will be intend-
ed to strengthen its position in traditional markets

as well as in new high-growth areas.
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Associated Businesses

Torstar A broadly-based information and entertainment communications company, based in Toronto,
Corporation with operations in newspapers and printing, book publishing and catalogue marketing. Business
operations in Canada and abroad.
Torstar’s operations include:
m The Toronto Star — Canada’s highest-circulation daily newspaper.
m Metroland Printing, Publishing and Distributing — commercial printers, publishers of communi-
tv newspapers and distributors of advertising materials.
m Harlequin Enterprises — the world’s largest publisher of romance fiction.
u Miles Kimball Co. — direct mail catalogue marketers of home, gift and business products.
® Marshall Editions — packager of hard-cover, non-fiction books.
Southam Inc. owns 30 per cent of Torstar’s Class B non-voting shares. Financial information

appears in Note 3 on Page 39.

Selkirk A diversified communications company, based in Toronto, with operations in radio and television

Communications stations, cable systems, radio and television advertising time sales operations, satellite and other
Limited

communications businesses.

Selkirk’s operations include:

m Television stations in Vancouver, Victoria and Kelowna, B.C.; Lethbridge and Calgary, Alta.;
and Hamilton, Ont.

m Radio stations in Vancouver, Victoria, Vernon and Elkford, B.C.; Lethbridge, Calgary, Edmon-
ton, Canmore/Banff, Blairmore and Grande Prairie, Alta.; Toronto and Brampton, Ont.

m Cable systems in Ottawa, Ont., and Fort Lauderdale. Fla.

m All-Canada Radio and Television — sales representation services in Canada.

m Seltel Inc. — television sales representation services in the United States.

m Seltech Limited — satellite distribution of radio programs, news, financial data and video signals

to broadcasters and other customers.

Southam Inc. owns 47 per cent of the Class A non-voting shares of Selkirk Communications

Limited and 20 per cent of the Class B voting shares. Financial information appears in Note 3

on Page 39.
Others:

Telemedia A major Canadian publisher of consumer publications, including TV Guide, Canadian Living,

Publishing Inc. Canadian Living Food Magazine, Harrowsmith, Equinox, TV Hebdo, TV Plus, Coup de Pouce.
Southam Inc. owns 35 per cent of Telemedia Publishing Inc.

JEMCOM Inc. Publishes the Kitchener-Waterloo Record, a daily newspaper. Operates Ainsworth Press Inc., a
quality printer with clients principally in Ontario and Quebec.
Southam Inc. owns 48 per cent of JEMCOM Inc.

Canadian Bond Operates Canada’s largest rating agency, located in Montreal.

Hatng Seqvice Southam Inc. acquired 34 per cent of CBRS in early 1988.
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Southam Inc.

Financial Review

Summary Income before other items in 1987 was $78.3 million, an increase of 8.9 per cent over $71.9 million
in 1986. Earnings per common share before other items increased from $1.22 in 1986 to $1.32.
Final net income in 1987 was $82.7 million or $1.39 per common share after including $4.4 million
of other items.

Revenue Revenue from operations was $1,452.0 million, an increase of $172.6 million or 13.5 per cent over
1986. The printing segment accounted for $103.7 million of the increase, mainly due to business
acquisitions during the year.

Segment (millions of dollars) 1987 1986 increase % change
Newspapers $ 695.7 $ 648.3 8 474 [:3
Printing 511.3 407.6 103.7 25.4
Books 145.0 140.3 47 3.4
Communications 100.0 83.2 16.8 20.2

$1,452.0 $1,279.4 $172.6 13.5

Revenues in the printing segment in 1987 were $511.3 million or 35.2 per cent of total revenue
from operations. Acquisitions in 1987 accounted for $104.7 million of 1987 printing revenues and
included RBW Graphics, Holladay-Tyler Printing Corporation and Data Management Concepts.
The results of RBW Graphics were included for the full year whereas Holladay-Tyler and Data
Management Concepts were included only for the latter half of the year. Excluding the effect of
acquisitions in 1987, revenue from Canadian operations increased 6.0 per cent. Printing revenues
in the United States, excluding acquisitions, were down $18.5 million or 16.0 per cent, reflecting
reduced lottery billings. Other business lines at Dittler Brothers were strong, increasing
22.1 per cent in the year with strength in promotional games.

Newspaper revenues were $695.7 million or 47.9 per cent of total revenue from operations.
Revenue increased $47.4 million or 7.3 per cent over 1986 and accounted for 27.5 per cent of the
total revenue increase. Approximately 50.7 per cent of daily newspaper revenue was derived from
our Eastern newspapers which grew approximately 8.1 per cent in the year. Revenue at our
Western daily newspapers increased 4.8 per cent as weakness in the Alberta economy affected
operations in that province. ROP linage overall was up 1.8 per cent; Eastern daily newspapers
linage increased 2.5 per cent with linage in the West up 1.0 per cent. The main area of linage
growth was in classified, up 5.2 per cent, while national linage was flat and retail down 4.0 per cent.
Circulation levels in 1987 declined slightly. Circulation revenue increased 4.8 per cent and
represented 17.3 per cent of total newspaper revenue.

Revenue in the books segment increased $4.7 million or 3.4 per cent to $145.0 million, however
the results are not comparable because of the sale of all U.S. stores in September 1987. Sales in
Canada were $120.0 million in 1987, an increase of 11.7 per cent over 1986. Almost all of the
growth came from existing stores, although there was a net increase of 5 stores during the year to
189 stores.

Revenue in the communications segment increased $16.8 million for a 20.2 per cent increase.
Acquisitions during the year accounted for $11.7 million of the increase, the majority of which
relates to Allied Publications, a trucking and construction magazine publisher based in
Indianapolis. Results for Allied were included effective July 1, 1987. Slightly less than one-half of
the revenue in the communications segment was derived from publications. The next largest
revenue source was trade shows and related activities. Acquisitions accounted for most of the
growth in publications and show services. Audio visual revenue increased due to strong growth at
Rutherford Audio Visual and Stronco, plus the acquisition during the year of Canadian Audio
Visual.
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Southam Inc.

Revenue from Operations

M Newspapers Southam’s revenue is broadly based in the o
communications and information industry.
8 Fxbrios Newspapers remain the dominant portion of 1200
Southam’s business, accounting for 47.9 per cent of
M Books 37 Tae
total revenue in 1987. The revenue contribution s
B Commanloations from the printing segment has increased from 24.5
per cent in 1983 to 35.2 per cent in 1987. —
»
300
(millions
of dollars)
8 8 8 8 &
Segment Income
W Newspapers Segment income is defined as pre-tax and it
pre-interest income after deducting amortization of
W Paatis goodwill. Segment income represented 9.6 per cent 120
e of revenue in 1987, and newspapers contributed
69.1 per cent of total segment income. %
B Communications Newspaper segment income in 1987 was 13.8 per
cent of revenue, and the objective is to increase this
60
performance to 15 per cent of revenue in the future.
30
(millions
of dollars)
8 84 8 8 &7
Earnings per Share and Dividend Rate
W Eamings per share  Southam’s earnings per share before other items i
(from continuing operations) 5, -reased 8.2 per cent in 1987. Dividends paid
M Dividends 5 i
?{)‘r‘;me(; e during 1987 increased by 13.4 per cent. In 1987, EET
Southam’s dividend was $.52 per share, which
represents 40 per cent of 1987 earnings before other =
items. Southam’s policy is to pay dividends of
approximately 40 per cent of earnings. -
(doflars)
8 84 8 6 &7
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Southam Inc.

Financial Review

Segment income

Segment income in 1987 was $139.0 million, an increase of $12.1 million or 9.6 per cent over 1986.

Segment (thousands of dollars) 1987 1956 Change % Change
Newspapers $ 96,013 $ 83,495 $12,518 15.0
Printing 32,881 38,193 (5,312) (13.9)
Books 5,359 3,310 2,049 1.9
Communications 4,771 1,901 2,870 151.0

$139,024 $126,899 $12,125 9.6

Almost all of the increase in segment income was derived from newspapers, which increased
$12.5 million or 15.0 per cent. The largest dollar gains were at Pacific Press, The Hamilton
Spectator and The Ottawa Citizen. Both The Gazette and Windsor Star showed positive
improvements during the year although extra costs at The Gazette were incurred due to the
lengthy strike. Total labour costs increased 5.5 per cent during the year while newsprint costs
increased 4.7 per cent reflecting price increases from newsprint suppliers.

Printing segment income declined $5.3 million or 13.9 per cent. Canadian printing income
declined 4.8 per cent, although if the effect of acquisitions was removed, the decline was more
dramatic. Price competition and start-up costs related to new equipment installations lowered
Canadian printing income. In the U.S., income at Dittler and LPS, Inc. was reduced due to the low
level of lottery printing revenues. Relocation costs and start-up problems associated with new press
equipment negatively affected results at newly acquired Holladay-Tyler.

Books segment income increased from $3.3 million to $5.4 million due to improved margins and
strong sales growth in Canada and lower losses in the U.S. book stores prior to disposition.

Communications segment income increased due to acquisitions, the discontinuance of some
publications at the end of last year, the strong performance by Daily Commercial News, and

- improved profitability at Rutherford Audio Visual.

Interest expense

Interest expense of $33.0 million increased by $4.3 million over 1986. Debt levels were
substantially higher as a result of the acquisition of new businesses and an increased investment in
Selkirk Communications Limited. Higher short term interest rates during most of the year had a
negative effect on total debt costs. Our interest coverage declined slightly in 1987 as operating
income before taxes and interest was 3.9 times interest expense compared with 4.2 times in 1986.

Corporate expense

Corporate expenses in 1987 totalled $9.1 million compared with $6.3 million in 1986. In 1987,
corporate expenses included the pre-tax losses of Infomart in the amount of $2.2 million. In
previous years, the losses of Infomart were included in income from associated businesses and in
1986, the pre-tax loss of Infomart was $3.6 million or $2.1 million after tax. Effective in 1987, the
company changed its method of accounting for pension costs in accordance with the new
standards issued by the Canadian Institute of Chartered Accountants. The effect in determining
pension costs in 1987 was insignificant compared to the determination of pension expense in 1986.

Associated

businesses

30

Equity in income of associated businesses increased from $19.2 million last year to $24.7 million.
The company’s 30 per cent interest in Torstar Corporation contributed $19.4 million ($.17 per
share) of equity earnings compared with $14.8 million ($.10 per share) in 1986.

Another significant investment is Selkirk Communications Limited. The company’s interest in
Selkirk increased during the year from 38 per cent to just over 42 per cent, but the company’s
share of earnings declined due to weakness at CHCH-TV and Seltel, their U.S. television
representation firm.



Southam Inc.

Long Term Debt and Capitalization
41% 40% 32% 32% 36%
® Long term debt An important measure of financial leverage is the o
relationship of long term debt to capitalization (long
W Capitalization term debt plus deferred taxes plus shareholders’ 700
equity). As a financial guideline, Southam will keep
this ratio below 50 per cent on average over time. T
Long term debt was 36 per cent of capitalization at
the end of 1987. e
350
. (millions
of dollars)
84 85 8 &
Capital Expenditures by Segment
B Newspapers Southam’s capital expenditures totalled $69.2 §
million in 1987, an increase of 44 per cent over
® Printing 1986. The heaviest expenditures occurred in the 60
- printing segment, with 65 per cent of total capital
Books " <
expenditures in 1987. Newspapers accounted for 24 o
B Gt per cent and other segments for 11 per cent.
30
I 15
(millions
of dollars)
83, 8 8 &8 87

Operating Income and Interest Expense

B Operating income An important measure of financial strength is the £
relationship of operating income to interest expense.
 Lrissgt axpeniss As a guideline, Southam will endeavour to maintain 120
its interest coverage in excess of 3 times. Interest
coverage in the last few years has been in excess of =
3.5 times with 1987 at 3.9 times.
60
I I §
I | (millions
of dollars)
83 8 8 8 &7
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Financial Review

Other items A gain of $4.4 million was realized in 1987 versus a loss of $5.0 million in 1986. Other items include
the company’s share of extraordinary items reported by Torstar (1987 net loss of $1.4 million; 1986
net loss of $2.7 million) and extraordinary and unusual items from Selkirk (1987 net gain of $3.1
milllion; 1986 net gain of $0.6 million). In addition, gains of $2.4 million and $2.3 million were
realized on the sale of the company’s 49-per-cent interest in Sun Publishing Company Limited
(Brandon) and the sale of surplus real estate by Southam Communications respectively, and a $1.0
million loss was realized on the disposition of the Coles U.S. stores. The discontinuance of a major
magazine and the wind-up of a business accounted for the balance of the other items.

Earnings Earnings per common share have been calculated using the weighted average number of shares
outstanding during the year after deducting the company’s pro rata interest in its own shares held
by Torstar.

Income before other items in 1987 of $78.3 million represented a return on average historical
equity of 16.4 per cent compared with 16.9 per cent in 1986. The issue of treasury shares to Torstar
Corporation in August 1985 significantly increased the equity base of the company. Excluding the
effect of the Torstar transaction, return on average equity would have been 18.5 per cent in 1987.

Financial Total assets at December 31, 1987, were $1,145 million compared with $966 million in 1986.

position Total debt at the end of 1987 was $384 million compared with $302 million at the end of 1986.
The proportion of Southam’s capital employed represented by long term debt was 36 per cent
compared with 32 per cent at the end of 1986.

As a guideline, the company would not normally increase long term debt above 50 per cent of
total capitalization. Debt retiring ability as measured by cash flow from operations (including
dividends from associated businesses) was 30 per cent of total debt compared with 36 per cent in
1986. The lower ratio in 1987 reflects the timing of acquisitions, none of which contributed
significant operating cash flow during the year.

The company’s debt management strategy is to maintain a reasonable balance of floating rate
versus fixed rate debt combined with the use of interest rate hedging instruments. At year end,
approximately 33 per cent of long term debt was at fully fixed rates and it is the company’s
intention to increase this level in 1988 as opportunities arise. Committed lines of credit totalled
$400 million at December 31, 1987, an increase from $210 million at the end of 1986. The
company’s policy is to maintain sufficient bank lines of credit to sustain its operations, including its
commercial paper program.

Cash flow Cash generated from operations, excluding working capital changes, increased to $103.3 million
from $99.3 million in 1986. An amount of $2.4 million was generated from higher accounts
payable and lower inventories net of increases in accounts receivable.

Uses of cash during the year included additions to fixed assets in the amount of $69.2 million (an
increase of $21.1 million over 1986), and business acquisitions totalling $77.4 million ($4.4 million
in 1986). The more significant acquisitions included RBW Graphics and Holladay-Tyler in the
printing segment, and Allied Publications in the communications segment. Investments acquired
totalled $16.5 million ($5.6 million in 1986), and included an investment of $11.0 million in the
non-voting shares of Selkirk Communications Limited to increase the company’s interest from 38
per cent to 42 per cent. These purchases were made through the facilities of the Toronto Stock
Exchange. In January, 1988, the company increased its interest to 47 per cent through a private
agreement for a total consideration of $16.9 million. Dividends paid during the year were $31.1
million, of which $29.9 million was paid in cash, with the balance in stock dividends. Dividends
per share increased from $.46 to $.52 as the quarterly dividend rate increased from $.12 to $.14 for
the last two quarters of the year.

During the year 1,588,269 shares were issued to employees under the company’s employee stock
investment plan, and 56,339 shares were issued as stock dividends. As part of the company’s
normal course issuer bid, cash in the amount of $24.2 million was used to repurchase 1,226,725

32 common shares.



Southam Inc.

Net assets and
capital
employed

At the end of 1987, our capital employed was financed 36 per cent by long term debt (1986 — 32
per cent), 6 per cent by deferred taxes (1986 — 7 per cent) and 58 per cent (1986 — 61 per cent) by
shareholders’ equity. Investments are a significant portion of capital employed, accounting for 33
per cent of net assets.

Net Assets Employed (millions of dollars) 1987 1986
Working capital $ 61.4 7% $ 55.8 8%
Investments 288.3 33 245.1 33
Fixed assets 393.8 45 335.8 46