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FINANCIAL HIGHLIGHTS

(In thousands, except per share amounts) 1985 1984 % Change
Operating revenues . . . ... ................... $1,078,650 $984.,303 +10%
Income from operations . . . . ... ... 0L $ 204.186 $166.295 +23%

Pro forma net income (excluding certain gains in 1985) . . $ 101,993  $ 85,886 +19%

Pro forma earnings per share (excluding certain gains

inl1985) ... ... .. $ 773 %8 611  +27%
Dividends pershare. . . .. ... ... . . 0 L. $ 9% $ 80 +20%
Shareholders’ equity per share . .. ... ... ... .. .. $ 2726 § 2717 -
Average number of shares outstanding . . . ... ... ... 13,194 14,050 — 6%

" Excluding gains in 1985 totaling $12.3 million (80.93 per share) from the sales of some cellular and SportsChannel interests.

T N AT TR T et —— = - 1 s — - ] L S e S VIS AN el
Operating Revenues ~ Operating Income Pro Forma Pro Forma Return on Average
(8 in millions) (8 in millions) Net Income* Earnings Per Share®  Shareholders’Equity

($ in millions)

1,078.7 204.2 102.0 $7.73 31.3%

24.6%
23.1%

22.2%

16.3%

81 82 83 84 85 81 82 8 84 8 81 82 8 8 8 81 82 8 8 8 81 82 8 84 8

“Excluding certain gains in 1985 and certain losses in 1981.







ineteen-eighty-five was a good year.
The quality of our publications
and programming continued to
improve. For the fourth consecutive
year, we again achieved our primary
financial objective: sustained earnings
growth that ranks with the industry leaders.

At the same time, the company
made several major investments for the
future, including the acquisition of 53
cable television systems, the largest
acquisition in our history, and the repur-
chase of 1.2 million shares of our Class B
common stock.

All of these factors, we believe,
increased the value of our shareholders’
investment in the company for both the
near and long term.

STRONG GROWTH IN 1985
xcellent results from all divisions
contributed to growth in 1985.

The company’s pro forma net

income (excluding certain gains)
rose 19 percent, to 5102 million from $86
million in 1984. The comparable pro
forma earnings per share advanced 27
percent, to $7.73 from $6.11. Since 1981
earnings per share have more than tripled.

Operating revenue totaled $1.1
billion in 1985, a 10 percent gain over
revenue of $984 million in 1984.

equity reached 31.3 percent, up from 24.6
percent last year.

Careful attention to costs helped us
achieve significant gains in operating
margins in 1985.

Total return on average shareholders’
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TO OUR SHAREHOLDERS

The annual dividend rate was raised
from 96 cents to $1.12 per share on
January 10, 1986. This marks the tenth

consecutive year of dividend increases.

NEWSPAPER DIVISION
MAINTAINS MOMENTUM
ewspaper Division operating

income rose 21 percent in 1985,

to $115 million from $95 million

the previous year. Revenue totaled
$556 million, a gain of 8 percent over
$517 million in 1984.

The Washington Post maintained
its momentum. Progress was made in all
areas of the paper: news, production,
sales, marketing—and financial performance.

Both daily and Sunday circulation
set new records. Daily primary-market
household penetration is now 54 percent;
Sunday penetration is 73 percent, the
highest of any major market newspaper.

Advertising volume rose 4 percent,
to 5.5 million inches from 5.2 million
inches in 1984. Unit growth, combined
with price increases, produced a gain of 9
percent in advertising revenue, which
reached $426.7 million.

The Herald, the company’s daily and
Sunday newspaper in Everett, Washington,
recorded its first operating profit since
1980 despite the continued slowdown in
that region’s economy. Advertising inches
rose 15 percent to 2.0 million. :

The Washington Post Writers Group
recorded its tenth straight year of rising
profits. The Writers Group now syndicates
25 different features, including Pulitzer
Prize-winning columnists David S. Broder,
George F. Will and Ellen Goodman and the

popular comic strip Bloom County.




NEWSWEEK PROFITS RISE

ore professional management and

timely attention to costs enabled

Newsweek to achieve excellent profit

growth in 1985. Operating income
jumped 32 percent, to $29 million from $22
million in 1984. Operating margins were 10
percent, before corporate charges, compared
with 8 percent in 1984 and 6 percent four
years ago.

For the 18th consecutive year, Newsweek
was the leader in advertising pages among
news magazines. However, domestic advertis-
ing pages decreased to 2,687 from 3,010 in
1984, reflecting two fewer Newsweek issues 1n
1985 and a more difficult climate for magazine
advertising. The decline in ad pages was the
main reason Newsweek’s total revenue de-
creased 2 percent in 1985, to $326 million
from $332 million in 1984.

Newsweek is working hard to reverse this
decline. A key initiative was the introduction
of a new rate structure that guarantees News-
week’s total audience of readers to advertisers
for one year, with ad rates based on readership
rather than circulation. The new approach, an
industry first, reflects the fact that advertisers
purchase audience rather than circulation when
making media decisions. However, Newsweek
will continue to provide an audited circulation
rate base.

Newsweek’s readership has grown and its
circulation has continued to increase. In Janu-
ary 1986, the rate base for the domestic edition
rose to 3,050,000 from 3,000,000.

To meet the evolving needs of readers,
Newsweek introduced a major redesign of the
magazine in November. While retaining News-
week’s traditional approach to the news, the
new format is designed to be more flexible,

attractive and cohesive. It organizes the maga-
zine's departments into six sections: National
Affairs, International, Business, Lifestyle, Arts
and Society—each of which opens with a major
story every issue. Technological improvements
permit later deadlines.

Newsweek International also had a good
year in a difficult environment. Although
operating revenue declined slightly, advertising
pages were up and circulation increased. The
total International circulation rate base in 1985
was 655,000 compared to 578,000 in 1984 and
544,000 five years ago.

Two new ventures offer interesting poten-
tial. Beginning this spring, Newsweek Inter-
national will publish Travel & Leisure Asia
with American Express. Newsweek will be
responsible for production and distribution,
circulation and all advertising sales. American
Express will produce the editorial content.
Projected circulation is 110,000. Newsweek
has an option to participate further, should
American Express extend this venture to
additional foreign markets.

In January 1986 Newsweek Nihon Ban,
the first English-language news magazine to be
published in Japanese, was launched. The
publication is being produced by Newsweek
and TBS-Britannica, Inc., which will be
responsible for publishing operations and
advertising sales. First-year circulation is
projected at 120,000.

Approximately 85 percent of the Japa-
nese edition will be translated from News-
week’s domestic and international editions; the
remaining material will be created especially
for the Japanese-language edition under News-
week’s supervision.




POST-NEWSWEEK OUTPERFORMS INDUSTRY
ost-Newsweek Stations reported strong
gains in 1985, outperforming the broad-
casting industry as a whole. Operating
income rose 14 percent, to $58 million

from $51 million last year. Division revenue
increased 14 percent, to $155 million from
$136 million in 1984. Television stations’ reve-
nue was up 14 percent. The stations’ average
operating margins, before corporate charges,
reached 41 percent.

WDIV, our NBC affiliate in Detroit, had
an especially good year, thanks to strong
management and NBC’s leadership in prime-
time ratings. WFSB and WJXT, our CBS
affiliates in Hartford and Jacksonville, again
dominated their markets in ratings and share
and achieved excellent financial growth.

WPLG, our ABC affiliate in Miami, did
not have as good a year as the rest of our
stations. ABC, of course, continues to lag in
prime-time ratings. Moreover, Miami’s eco-
nomic growth has slowed and competition in
the market has increased.

Nonetheless, WPLG continues to rank
number one during most time periods, and the
station is aggressively marketing its high-
demographic audience.

We were disappointed that “America,” a
new daily series produced by Post-Newsweek
Stations and Paramount, was unable to attract a
sizeable audience quickly enough to survive.
Its cancellation, together with other program
development costs, resulted in a charge of $3.3
million to the division’s operating income.

NEWSPRINT AFFILIATES REGISTER GROWTH
perading of paper-making machines
again caused considerable downtime
at Bowater Mersey Paper Company.
Following completion of this program

in June, record levels of production were
reached in the second half of 1985, and
volume for the year increased by 14 percent.
Bear Island Paper Company also continued to
improve its productivity.

While production is at record levels, our
newsprint manufacturing affiliates will face a
difficult and uncertain market in 1986. In part
due to increased imports, newsprint is in
oversupply in North America.

INVESTMENTS FOR THE FUTURE

ike other companies with substantial

cash flow, The Washington Post Com-

pany faces an ongoing challenge to use

this money wisely for maximum returns
in the future. In 1985 we continued our
strategy of the past several years.

First, we again made substantial invest-
ments in our traditional businesses to strengthen
their earnings potential and extend the fran-
chises they represent.

Newsweek, for example, began to test
market Newsweek on Health, a quarterly com-
pilation of recent Newsweek articles on health,
fitness and nutrition. The Washington Post
introduced the weekly tabloid Health, the first
of its kind to appear in a major newspaper, and
is preparing a complete redesign of its Sunday
magazine to be launched in September.

The investments we have made since
1982 in such product enhancements and line
extensions are beginning to pay off. For exam-
ple. Newsweek on Campus, a four-year-old
publication for college students, boosted its ad




pages and revenue by more than 100 percent.
The Washington Post’s National Weekly Edi-
tion also is making progress. Circulation rose 7
percent during 1985. Total advertising inches
rose 60 percent.

Second, we continued our practice of
repurchasing our stock. In April 1985 we
repurchased 1,197,116 shares of the company’s
(Class B common stock at a cost of $134.6
million. Since 1982, we have invested nearly
$150 million to repurchase 1,396,116 shares.

Finally, we continued to make substantial
investments in new businesses that we believe
have significant growth potential. These invest-
ments have totaled over $500 million in the
past three years. Key among them was our
$350 million acquisition of 53 cable television
systems from Capital Cities Communications,
Inc., completed in January 1986.

Although this acquisition will produce
earnings dilution of about $1.45 per share in
1986, we believe it is an exceptional long-term
investment for several reasons:

1 We bought existing systems, not new builds.
This provided stable, first-rate management
and reduced our capital requirements. How-
ever, we do plan to invest approximately $30
million over the next two to three years to
complete the upgrading of the older systems.

(1 The majority of our nearly 360,000 subscribers
live in smaller communities and do not have
available to them significant numbers of over-
the-air signals, thereby enhancing the demand
for cable services.

71 Cable is a relatively attractive buy, priced at
about 10 times cash flow, while good television
stations are selling for 15 times cash flow or
even higher.

(1 Finally, deregulation has changed the eco-
nomics of cable in that it will permit more
realistic pricing of basic cable service, the
prime commodity our systems have to sell.

In addition to the cable acquisition, we
purchased, as an invesment, 20 percent of the
common stock of Cowles Media Company for

$71 million. Cowles Media owns the Minneapolis

Star and Tribune and some smaller properties.

oreover, our acquisitions of previous

years continued to make progress. Stan-

ley H. Kaplan Educational Centers,

whose purchase was completed on De-
cember 31, 1984, had a good year. Enrollment
exceeded 90,000 students. Several new pro-
grams, including videotape courses for SAT
preparation, are being readied for introduction
in 1986.

Our cellular telephone operations are
fulfilling the optimistic expectations we held
upon entering this new field. The Washington/
Baltimore system, in which we have a 20
percent interest, had approximately 15,000
subscribers by year-end 1985. The Detroit
system, in which we have an 18 percent
interest, began service during 1985. The
Miami cellular system, in which we have a 60
percent interest, began construction during
1985 and should begin operations in 1986.

As previously reported, the company sold
some of its cellular interests, primarily in the
Pacific Northwest, during 1985.

The four SportsChannel regional cable
sports networks in which we have interests also
performed well in 1985. Two of the networks,
SportsChannel New York and Prism in Phila-
delphia, already have an operating profit and
we expect improved results from the other two

SportsChannel networks in 1986.
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As we also reported last year, in J anuary
1985 we and our partner, Charles Dolan’s
Rainbow Program Enterprises, sold a portion
of our SportsChannel interests to CBS Inc. This
transaction, together with the sales of the
cellular interests, produced a gain of 93 cents
per share, or $12.3 million, that was included
in our total 1985 earnings.

Legi-Slate, the electronic database pub-
lisher we acquired in 1983, has not yet met its
ambitious goals. Still, the long-term outlook
continues to be good. The dollar value of its
subscriber base increased 35 percent during
the year and substantial progress toward its
profit objectives was made.

CHANGES IN OFFICERS AND DIRECTORS
number of divisional management
changes occurred in the past year. They
are described in the “Company in Brief”
section, which follows.

At The Washington Post Company, How-
ard E. Wall, vice president and chief account-
ing officer, became president of Post-Newsweek
Cable.

Ross F. Hamachek was elected vice
president-planning and development. He had
been director of planning and development.

Beverly R. Keil was elected vice president-
human resources. She had been director of
human resources.

We were pleased to welcome three new
members to the Board of Directors in Septem-
ber. They are Barbara Scott Preiskel, an attor-
ney; William J. Ruane, chairman of Ruane,
Cunniff & Company, Inc., investment manag-
ers; and George W. Wilson, publisher of the
Concord (N.H.) Monitor.

Warren E. Buffett, who had been a
director since September 1974, resigned from
the Board in January 1986 when he became a
director and major shareholder of Capital
Cities/ABC, Inc. For the past 11 years, his
counsel to The Washington Post Company has

been wise, his friendship unwavering and his
contributions to our success immeasurable. We
are grateful for the service of this uniquely
gifted individual.

OUTLOOK

e believe the strength of our existing

franchises and the potential of our

new businesses offer exceptional op-

portunities for growth. In 1986 we
face the challenge of overcoming the earnings
dilution from our cable acquisition. Still, we
are optimistic that the company will continue
its record of sustained earnings growth. Our
dedicated and talented people, to whom the
company’s history of success is due, are com-
mitted to this goal.

Sincerely,

Katharine Graham
Chairman of the Board

)

Richard D. Simmons

President

March 14, 1986
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THE WASHINGTON POST COMPANY IN BRIEF

NEWSPAPER DIVISION

The Washington Post—a morning daily and Sunday newspaper published in Washington, D.C. For the 12 months ending
September 30, 1985, The Post’s unaudited average circulation was 753,577 daily and 1,057,895 Sunday. The Post
maintains 18 foreign, 5 national and 8 metropolitan news bureaus. It is printed at sites in Northwest and Southeast
Washington and nearby Springfield, Virginia.

John B. Kuhns, who had been deputy managing editor for administration in the newsroom, became vice president-
personnel. Theodore C. Lutz, who had been vice president-personnel, became vice president-business manager. Frank
Manzon was promoted to vice president-circulation from director of circulation. Peggy Scott Schiff, who had been
assistant controller for revenue, was promoted to controller. Alan G. Spoon, formerly vice president-controller, became
vice president-marketing and finance.

The Washington Post National Weekly Edition—a tabloid publication of selected Post articles and features edited

for a national audience. For the six months ending June 30, 1985, the National Weekly Edition had an unaudited
national circulation of 50,872.

The Herald—a daily newspaper, published weekday afternoons and Saturday and Sunday mornings in Everett,
Washington, 30 miles north of Seattle. The Herald’s unaudited average circulation for the 12-month period ending
September 30, 1985, was 54,601 daily and 55,914 Sunday.

The Washington Post Writers Group—a syndicator of 25 columns and features to newspapers throughout the United
States. Pulitzer Prize-winning columnists David Broder, Ellen Goodman and George Will are part of the Writers Group,
as is the best-selling comic strip Bloom County.

Robinson Terminal Warehouse Corporation—a newsprint handling and storage facility with operations in Alexandria

and Springfield, Virginia.

P EasS — —————u— ay 1 A T e A A SR . S R
Operating Revenues Operating Income Washington Post Washington Post
(8 in millions) (8 in millions) Circulation (in thousands) Advertising Inches”

(in millions)

556.1 114.5 1,058°
1,037

81 82 83 84 85 81 82 83 8 8

W Daily WSS Sunday *Unaudited “Publishers measurements
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NEWSWEEK

Newsweek—a weekly news magazine published in New York City. Newsweek has a 1986 rate base of 3,050,000. It ranks
first among the nation’s leading newsweeklies in terms of advertising pages and second in circulation. Newsweek
publishes 58 geographic and demographic editions. It maintains 12 U.S. and 17 foreign news bureaus and has

17 regional and overseas advertising sales offices. The magazine is printed at 4 U.S. sites and in Ontario, Canada.

Gerard Smith was named publisher of Newsweek. He had joined the magazine in January 1984 as associate publisher
and senior vice president. Stephen Smith joined Newsweek as executive editor. He had been acting assistant managing
editor at Time magazine.

Newsweek International—an English-language news magazine published in New York City and circulated throughout
the world. For 1986, Newsweek International has rate bases of 310,000 for its Atlantic edition, 315,000 for its Pacific
edition (including 125,000 for the Bulletin with Newsweek, Australia’s largest newsweekly) and 52,000 for its Latin
America edition. Newsweek International maintains sales offices in 3 U.S. and 9 foreign cities. It is printed in Zurich,
Tokyo, Hong Kong and Hollywood, Florida.

Newsweek Japan (Newsweek Nihon Ban)—the first Japanese-language newsweekly, with an estimated circulation of
120,000. It is produced with TBS-Britannica, which translates and publishes the magazine.

S S e et TR S T R e T e
Operating Revenues Operating Income Operating Margins* Newsweek International
(8 in millions) (% in millions) Circulation Rate Base

(in thousands)

331.6 10.0% 655
326.1
302.2
294.3 578
566 970
279.2 544
81 82 83 84 8 81 82 8 8 85 81 8 8 84 85

* Before corporate charges
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POST-NEWSWEEK STATIONS

Post-Newsweek Stations—the owner and operator of four network-affiliated VHF television stations, the PNS Washing-
ton News Bureau and the PNS documentary unit.

Catherine R. Nierle became vice president-business affairs of Post-Newsweek Stations in November 1985. She had
been vice president-administration at WFSB-Hartford.

WDf V-4—an NBC affiliate in Detroit, Michigan, the 7th largest U.S. broadcasting market, with 1,661,700 television
households.

WPLG-10—an ABC affiliate in Miami, Florida, the 14th largest U.S. broadcasting market, with 1,173,100 television
households.

WFSB-3—a CBS affiliate in Hartford, Connecticut, the 24th largest U.S. broadcasting market, with 810,700 television
households.

WJIXT-4— a CBS affiliate in Jacksonville, Florida, the 61st largest U.S. broadcasting market, with 406,100 television
households.

[ N NN e S A R
Operating Revenues Operating Income Television Stations
($ in millions) ($ in millions) Operating Margins*

154.5

41.0%

81 8 83 8 8

“Before any corporate charges
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POST-NEWSWEEK CABLE

Post-Newsweek Cable—a new division of The Washington Post Company. In January 1986, the company completed
acquisition of 53 cable television systems from Capital Cities Communications, Inc. The systems currently serve
approximately 360,000 subscribers in 15 midwestern, western and southern states.

Post-Newsweek Cable Market Coverage

Arizona
Clifton. . . ................. 1,520 ClayCenter. ... ............. 1,963 Frederick. ... ......... ... .. 1,811
Cottonwood . . . ... ........... 1,535 Concordia. . ................ 2,556 Hobart................. ... 1,828
Globe: s 5 o v smsms vosms sas 4,402 Mississippi Idabel: :: :uime a6 cumems es amsn 2,249
Holbrook. .. ............ .. .. 1,501  Clarksdale. . ... ............. 6,728 Mangum......... .. ... .. ... 1,561
Page. . ... ... ... .......... L677  Gulfport. .................. 12,812 Miami........... ... 4,125
Safford. . ... ... ... .. .. ... 4,818 Missouri Nowata. . .................. 731
ShowLow. ................. 5,782 Brookfield 2156 Ponea Cibys o s ws sz mpns o5 soya 11,424
Winslow. . . ................ 2,490 JopHIO. . .. ovenr e ennns s 9’ 470 Vinita. . . .................. 1,643
California KEAvllE, .o e omee oo ms 5218 Tennessee
Burlingame. ................. 5013 Trenton.................... 2,757 Dyersburg. ... 5,444
Modesto. . . .. .............. 39,198 Nebraska Texas
Oakdale:. ;. :wicosme s smams s 2,552 Norfolk. . 7494 AransasPass. . ... ....... ... 3,172
SantaRosa . cow snvms s sms 9500 36,938 New Mexi ’ Bonham. . . .. ... ... ... 2,740
UnionGity. ... .............. 6,410 ew Hlexico Childsess. .. o 2,061
o RioRancho. .. .. ............ 3,018 .
Illinois Roswell 10.952 Denison. . ........... ... ... 8,812
Highland Park. . . . ........... 7,899 oot ’ Lampasas. .. .« vvwe e cmen. . 2,233
Indiana 1;’::‘2‘ Dakota T 14,413
Greenwood. ... ............. 5,840 B ’ Memphis. ... 1,017
Towa Ohio Odessa. . .................. 24,004
) ) Green Township. . . ......... .. 9,794 PortLavaca................. 4,149
SIOTEEl e owe o e cavms 12 02 othioma Sherman. . . .........venn... 11,242
ﬁ,’l”‘“ pags My aisisosuiss susas o 8171 Wellington. . .. .. ............ 1,128
MICNE: %235 25 588 Ehuims oime 9 A.r .................
Beloit. . . ... ............... 1726 rdmere s 359,415

Burlingame

Globe e Clift
Safford @ *

it e ®Concordia
Beligil.ene' e Clay Center

Denison e
Sherman @ ® Bonha

Port Lavaca
.

Aransas o
Pass
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OTHER BUSINESSES

Stanley H. Kaplan Educational Centers—acquired at the end of 1984, the Kaplan Centers prepare students for a broad
range of academic, professional and licensing examinations, including SAT’s, LSAT’s and medical boards, as well as
general skill-building programs such as speed-reading. The 1985 enrollment exceeded 90,000 students in more than
120 centers throughout the United States and in Canada and Puerto Rico.

Miami Cellular Radiotelephone Operations—Construction has begun on the cellular system in Miami, where the
company owns a 60 percent interest; operation is targeted for the middle of 1986.

Legi-Slate—a database publisher that provides on-line computerized information on Federal legislative and regulatory
activity.

AFFILIATES

Los Angeles Times-Washington Post News Service, Inc. (50 percent of common stock)—a supplier of articles and
features to 585 newspapers, broadcast stations and magazines worldwide.

Bowater Mersey Paper Company Limited (49 percent of common stock)—a newsprint manufacturer in Liverpool,
Nova Scotia, supplying approximately one-third of The Post’s newsprint requirement.

Bear Island Paper Company (one-third limited partnership interest)—a newsprint manufacturer in Doswell, Virginia,
supplying approximately one-fifth of The Post’s newsprint requirement.

Bear Island Timberland Company (one-third limited partnership interest)—an investor in timberland.

International Herald Tribune, S.A. (33'/3 percent of common stock)—a daily newspaper published in Paris, France.
Printed in Paris, Zurich, London, Marseille, the Hague, Singapore, Hong Kong and Miami, the International Herald
Tribune circulates more than 164,000 copies in 164 countries.

National Journal, Inc. (20 percent of common stock) —the publisher of a weekly magazine devoted to national affairs,
with a circulation of approximately 5,200.

Cowles Media Company (20 percent of common stock) —owner of the Minneapolis Star and Tribune, three smaller
daily newspapers and a group of suburban newspapers in Denver. The company also owns a directory printing business.

Cellular Radiotelephone Systems—in partnerships with others, the company has received licenses to operate cellular
systems in four of the country’s 30 largest markets. The partnership serving the Washington and Baltimore markets, in
which the company has a 20 percent interest, began operations in December 1983. The Detroit partnership, in which
the company has an 18 percent interest, became operational in July 1985. Miami cellular operations are described in
Other Businesses. In three Florida markets, Orlando, Jacksonville and West Palm Beach, the company, along with its
partners, has received authorization to begin construction.

Cable Sports Programming—the company has partnership interests in four regional pay cable sports programming net-
works serving over 1.1 million subscribers: SportsChannel Associates (New York) (one-third interest), SportsChannel
Prism Associates (Philadelphia) (one-third interest), SportsChannel Chicago Associates (one-third interest) and
SportsChannel New England (one-sixth interest).




In the pages that follow, four senior
managers examine some key issues
affecting our businesses today and
tomorrow.

13
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CREATING VALUE FROM OUR FREE CASH FLOW

By Ross F. Hamachek
Vice President-Planning and Development, The Washington Post Company

he last four years have been a
period of very strong financial
performance at The Washington
Post Company. Revenues climbed
steadily, operating margins more than
doubled and the company’s earnings per
share more than tripled from 1981 to 1985
(see insert). As a result, The Washington
Post Company ranked first among For-
tune 500 media companies in rate of
income growth over the four-year period
and second in return on beginning equity

achieved in 1985.

Financial Performance of
The Washington Post Company, 1981-85

($ in millions, except per share amounts)

1981 1985 % Change
Revenues $753.4  $1,078.7 43.2%
Operating Income $ 657 $ 2042 210.8%
Operating Margin 8.7% 189% 117.2%
ProFormaNetIncome® $ 34.8  § 102.0 193.1%
Pro Forma Earnings
Per Share® $ 247 § 773 213.0%

excluding one-time gains and losses

ﬁ

Looking forward, it is obvious that
some of the factors aiding these results—
such as the closing of the Washington Star
in August 1981 and the lower operating
margins from which we started then in all
our major businesses—will not be provid-
ing tailwinds to the same degree. We are
committed nonetheless to achieving a rate
of earnings growth and returns on equity
that continue to compare favorably with
those of other companies in our industry

during the latter half of the 1980’s.

Our success in doing so will depend
in substantial part on how well we use
what the investment community has in-
creasingly recognized as the key attraction
of well-run media companies today—the
substantial amounts of free cash flow
generated as a result of their relative
pricing flexibility and limited capital rein-
vestment needs. The Washington Post
Company is no exception to this rule. We
estimate that our businesses will generate
on average over the next few years roughly
$100 million of free cash flow after taxes,
dividends and reinvestment needs. The
following is a brief summary of how we
have approached, and intend to approach,
the utilization of our free cash flow to
create added value for our stockholders—
both in resource allocation decisions at the
corporate level and in the entrepreneurial
development of our respective business
franchises.

ur approach to corporate-level

resource allocation decisions starts

with the proposition that media

companies, far more than companies
in many other industries, are made up of
essentially unlinked businesses (they are
“portfolio” companies, not “field” com-
panies, in strategic planning jargon).
Because competitive barriers often are
created largely in a given medium and at
the local level, it does not much help the
economic performance of one’s newspaper
operations to be in television (or vice
versa), and it is only marginally more
important whether one has two or ten
businesses of a given type.
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The implications are several. Media com- sold at prices we were not prepared to pay.
panies have a wide range of corporate resource Consequently, the $650 million we have in-
allocation options. They can compete with one vested since 1981 has been directed instead to
another for new investments on an almost several other investments that appeared more
uniquely even footing (even small companies likely to meet our return and earnings growth
can use the free-standing nature of media requirements:
businesses to buy giant companies and dispose O our cable sports programming and cellular
of pieces they don’t want) and the key criteria telephone partnerships, two “startup” busi-
for successful resource allocation are pretty clear: | nesses with franchise potential that we were
(1 an ability to recognize which businesses are able to enter at ground-floor prices;
“franchises” and which are not; O Stanley H. Kaplan Educational Centers, a
[ a sense of value and the discipline necessary well-established test preparation business whose
not to lose sight of it in bidding for media media-like financial characteristics were made
properties; and more attractive by their availability at roughly
[ the ability to realize the value that one buys— | half the cash flow multiples traditional media
alone or in partnership with others—through businesses command;
top-notch operating skills. [ the repurchase of our own stock—and a 20

The key to corporate-level resource allo- percent equity investment in Cowles Media
cation, in other words, is patiently opportunistic Company—at substantial discounts from
decision-making predicated on a better sense of private market value; and
value than one’s competitors and a keen aware- [ the acquisition of 53 cable systems from
ness of one’s own operating strengths and Capital Cities Communications, Inc., giving us
weaknesses. a new core business and a sizeable stake in the

Given the rapidly improving free cash cable industry.
flow of its existing businesses and the essen- The verdict will remain out for quite
tially debt-free position from which it started, some time, of course, on the ultimate wisdom
The Washington Post Company has been quite of these investments, but the values that
active the past few years seeking new invest- attracted us appear intact. Each investment is
ment opportunities offering us both a good worth more today—in some cases much more—
return on investment (a 15 percent or better than at the time of purchase and each is
after-tax return) and a meaningful contribution | expected to make a meaningful contribution to
to our earnings growth (a minimum of $10 our earnings growth in the next few years.
million in operating income within five years Because we have entered several new
of acquisition). Many properties in our three businesses in quick succession and have in-
traditional lines of business—newspapers, tele- curred over $400 million of debt in doing so,
vision stations and magazines—became avail- the pace of acquisitions may well slow in 1986
able during this period, but those with franchise and 1987. We remain in excellent financial
characteristics warranting our attention were shape, however, with substantial additional

borrowing power available, which we would




not hesitate to utilize if the “right” opportunity
should present itself, e.g.:

0 if a major newspaper franchise became avail-
able at a realistic price;

0if we could repurchase some of our own stock
at an unusually large discount from its private
market value; or

0 if we have the opportunity—perhaps through
a combination of acquisitions, trades and di-
vestitures—to strengthen our cable division
through the development of larger and more
efficient “clusters” of systems in attractive

geographic markets.

e also intend to put increased em-
phasis in the next few years on the
entrepreneurial development of our
existing business franchises, both
traditional and recently acquired. What we will
be looking for are new product and service
opportunities that are not only potentially good
business ventures (an obvious threshold requi-
site for any projects we might wish to under-
take) but also:
O ventures that we are uniquely qualified to
undertake by reason of their substantial cost-
and skill-related synergies with existing busi-
nesses (i.e., ventures where the prospect for
competitive advantage is real and easily de-
fined); and
O ventures that we are able to undertake
without significant adverse impact on the
effective management of our businesses.

Such ventures, of course, are not a new
activity for our company. The Washington Post
newspaper has introduced in recent years a
National Weekly Edition and several special
sections—including Health and Washington
Business—targeted at specific advertisers and
appearing with the newspaper once each week.

Newsweek has not been idle either. News-
week on Campus has established a growing
niche in the college market here at home
and Newsweek International in the last year
alone has introduced a Japanese-language
edition of Newsweek and has announced plans,
In association with American Express Publishing
Corporation, to begin publication and distribu-
tion this spring of an Asian edition of Travel &
Leisure magazine.

Post-Newsweek television stations have
participated, too, by creating a satellite-based re-
gional news network in the state of Florida and
by using their sports production expertise to
produce a wide range of events for cable
systems in the Detroit area.

For two main reasons, however, we believe
it important to build on this base with in-
creased franchise-development activities. First,
our traditional businesses will become increas-
ingly dependent on new products and services
for a portion of their future growth as ongoing
margin improvement efforts reach fruition.
Second, we see similar opportunities in our
new businesses—e.g., the development of new
advertising revenue sources for our cable
systems, the development of new courses and
distribution channels at Kaplan Educational
Centers—that must be pursued if the full growth
potential envisaged when we acquired them is
actually to be realized in the years ahead.

These franchise development activities,
like our ongoing acquisition efforts, will re-
quire the periodic commitments of our free
cash flow. If we choose carefully, however, the
value created for our shareholders should be
substantial.
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SMALL VICTORIES

By Donald E. Graham
Publisher, The Washington Post

mall victories: () Barbara Carton of The
Post’s Fairfax bureau wrote a story
saying something everyone in the
Washington area had been dimly
aware of. A suburban labor shortage was
causing employers to bring workers from
as far away as West Virginia, while in
inner-city Washington thousands of people
were unemployed. Once Barbara wrote the
story, a mayoral task force got working.
The city adopted van-pooling to suburban
employment sites and some people got
jobs as a result.
0 The Post’s circulation department
under Frank Manzon rang up its 32nd
Sunday circulation increase in a row on
the September Audit Bureau of Circula-
tions statement. The daily paper gained
circulation for the 28th year in the last 32.
O Editorial page editor Meg Greenfield
and editorial writer Bob Asher asked for
months why area police were allowing
drivers to run red lights flagrantly. Finally,
a crackdown began and accidents fell
somewhat.
0 Peggy Schiff, assistant controller, had to
choose a new credit manager. She went
way out on a limb and picked Larry
Keating, who had never worked in credit
but who was a top classified-advertising
supervisor. Credit set records for on-time
collection month after month. Peggy is
now The Post’s controller.
O Leon Dash of our investigative staff
spent one year living in an apartment at
4th and Mississippi Avenue, Southeast,
interviewing girls who became pregnant
in their early teens. Leon went back and

talked to the girls and their families and
friends again and again. The result was
the best, most careful explanation of teen-
age pregnancy ever printed in a newspaper.
1 A research report from the city’s school
system showed that elementary students in
classes using the Post-supported “Success
in Reading” program outperformed
students in a control group in reading and
writing test scores. The Post’s communica-
tions department under Vincent Reed also
gives the annual Agnes E. Meyer Award to
an outstanding teacher (selected by the
school system) in 15 public school systems
in the area. A similar award is in the works
for area principals.

1 A special “Celebrating Washington”
issue of The Washington Post Magazine
had a goal of 35 pages of advertising. But
when the advertising staff under Nick
Cannistraro hit 132 pages, we had to stop
selling ads for lack of capacity.

71 One of the great Post disasters of all
time was our 1979 remake of the TV
book, in which we dropped the familiar
all-day grid in favor of rolling logs and a
grid that went sideways. People inside the
building all loved it. Readers hated it and
circulation fell off. This year when we
enlarged the TV book to include cable
listings, we did it very carefully. Editor
Mike Hill and his team did a terrific job.

Circulation keeps going up.
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"1 Berke Breathed’s comic strip, “Bloom
County,” brought yet another 135 sub-

scribers to The Washington Post Writers
Group under Bill Dickinson and ace

salesman Al Leeds. Leeds spotted Breathed

a few years ago and thought he had some
potential.

"1 Production under Tom Might was a

hotbed for innovation and for developing
people. Our flexographic press experiment
brought the first full-sized flexo press on-line at
any metropolitan newspaper. It is a press that,
among other things, prints with ink that
doesn’t come off on your hands. We changed
platemaking systems, installed ink de-misting
equipment and put in a new composing room
type-setting system called “Cats and Dogs.”

"1 Ben Bradlee, Dave Broder and Tom Shales
won Washington Journalism Review’s reader
poll as “The Best in the Business.” The Style
section won the J.C. Penney-University of
Missouri Award as best feature section in the
country; Paul Hendrickson won the Penney-
Missouri Award for best feature story. National
staffers Helen Dewar and David Hoffman won

major awards for outstanding beat reporting,
and a Los Angeles Times series called The
Post’'s Book World the best book review section
in the country.

“The Post’s readership in Washington
and the immediately surrounding coun-
ties is the highest of any major metro-
politan newspaper in its home territory.”

"1 People changed departments at incredible
speed. A key job in production went to Bob
Mickert of data processing. Bob’s job went to
Gary Lucke, our former chief electrician turned
production manager. People from circulation
filled key jobs in advertising, marketing, pro-
duction and executive. Overall, our depth of
management has improved.

"1 Our South African reporting team, corre-
spondent Glenn Frankel and stringer Allister
Sparks, provided wise and understanding cov-
erage of one of the hardest news stories in the
world while under the pressure of severe
restrictions on reporters’ activities.

"1 Under new publisher Noel Epstein, The
Washington Post’s National Weekly Edition
chugged past 50,000 circulation, while adver-
tising pages increased 60 percent. Tom Lippman
replaced Noel as the editor.




"1 The Post’s readership in Washington and the
immediately surrounding counties is the high-
est of any major metropolitan newspaper in its
home territory. We are trying to extend that
coverage to the Virginia and Maryland counties
somewhat farther from the city. Our circulation
in Howard County, Maryland, grew more than
10 percent for the second straight year under
Diane Prather’s management; in Prince Wil-
liam County, Virginia, circulation grew more
than 15 percent with Rick Hodgens in charge.
"1 The Post’s United Way campaign under
Natalie Panetti and Rick Weintraub was up
more than 70 percent over the previous year.

71 The Herald in Everett, Washington, produced
impressive circulation gains, cruising into 1986
running more than 1.5 percent ahead of last
year’s figures. The circulation department under
Jim Gregory produced impressive results all year
long. The Herald beat budget and contributed
to newspaper division profits.

1 Lloyd Gerber retired as president of Robin-
son Terminal Warehouse Corporation, The
Post’s newsprint-warehouse subsidiary. Robin-
son may be the company’s lowest-profile sub-
sidiary, but it yields to none in the quality of

its operations. Lloyd ran what is widely re-
garded as the best and most efficient newsprint-
handling organization in the business. He
leaves Robert Taylor, vice president, in charge
of Robinson’s operations.

1 Marketing director Pierce DeGross helped
produce a television commercial for The Post
with the theme “We're Everything That’s Wash-
ington.” Lee Greenwood sang the commercial’s
theme song. And when Greenwood performed
the song in a summer concert in Columbia,
Maryland, the audience spontaneously sang
along.

The Post has done well the last few years.
Compared to 1975, circulation is up more than
200,000 daily and over 310,000 Sunday.
Advertising revenue is up in proportion. The
breadth and quality of our news reports are
much better than they were.

Progress, when it comes, seems to arrive
an inch at a time.
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BROADCASTING'S CHANGING HORIZONS

By Joel Chaseman
President, Post-Newsweek Stations

hese years in broadcasting will be
remembered for being substantively
different both from what went
before and from what followed.
0 No longer are cable, video cassettes and
the new independents on the horizon.
They are competitive business entities
here and now, viable facts of our daily
lives. They are also, however, just learning
how to compete with each other and with
established broadcasters.
01 Satellite transmission now is no novelty
to most of us, but the three major old-line
networks have just begun to bring their
massive resources and careful thinking to
what has been largely a free-lance, experi-
mental game played among independent
entrepreneurial types.
[ Program production, syndication and
distribution have been proclaimed as “the
new horizon” for investors; significant
changes in that marketplace are certain.
01 Networks, major film studios, station
groups and syndicators follow one another
into “play.” Shock wave follows wave in
line management as alignments change.
The power of this country’s unique
broadcasting system resides in local sta-
tions. The network depends on its affili-
ates; there is no other way for its programs
to reach the people. The dependency is
mutual. The great and continuing strength
of affiliated stations is the unique
combination of assets that national pro-
gramming and promotion can bring to
determined local leadership. Local stations
by definition reside in a given market and
are competitive within that restricted geo-

graphic region.

ost-Newsweek operates four local

stations in four very different mar-

kets—Detroit, Hartford, Jacksonville

and Miami. Each of our stations is
affiliated with one of the major networks
and competes with independent, non-affil-
iated stations also licensed to its geographic
area. Within the past five years that
competition has grown more intense and
more fragmented as cable penetration has
increased and new independent broad-
casters have been granted licenses.

The new competition has taken all
possible forms across the board—for adver-
tising dollars, audience attention, available
syndicated programs, good people and
marketplace promotion. Some traditional
stations have found themselves over-
whelmed by the new forces. The four
Post-Newsweek stations are thriving on
the new opportunities, thanks largely to
the alertness and entrepreneurial spirit of
local management and to the support
given the local teams by Washington Post
Company management and shareholders.

Investment decisions of the late
1970°s and early 1980’s enabled Post-
Newsweek’s news teams, marketers and
engineering staffs to lead in 1985. Strategic
plans begun in 1982 and 1983 will, we
believe, continue our growth through the
1980’s, but we'll have to run hard and stay
lucky just to keep up, even with good
planning, great people and enlightened,
stable ownership.

The ability in this super-heated mar-
ketplace to plan carefully and react
quickly, to anticipate, is critical to success.
These enterprises are dependent on supe-
rior individuals who can function as con-
tributing members of a team, able to
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innovate and conserve—to arrive at the
appropriate solution to a given problem.
We've spent a fair amount of time with the
folks who work at Post-Newsweek stations
discussing and implementing supplemental
training and education for managers, supervi-
sors, technicians and marketers.

At the same time, even the best people
require the right tools to do their jobs the way
they'd like. A major Post-Newsweek priority
has been to factor the economic equation so that
necessary short-term actions and investments
serve long-term designs—to improve our
margins and shares of market while enhancing
the quality of what we do to keep faith with
our various publics. Accordingly, the people of
Jacksonville are now served by a state-of-the-art
transmitting plant located at a brand new
tower; WPLG-Miami operates from a new
technical facility unequalled in its region; both
our Detroit and Hartford stations can transmit
in stereo and have recently installed extraordi-
nary electronic graphic processors which, when
operated by schooled and talented artists, bring
worldclass quality to local production.

ur planning process for 1986 and the
years to follow includes much discussion
of the “make or buy” issue as it affects
daytime programming and the time peri-
ods surrounding our early news broadcasts.
Our stations already make at least as much of
their own programming as most network affili-
ates in equivalent markets, most of it local and
regional news. The Post-Newsweek station is
most often the reference point for news in its

area, the ratings leader and the channel most
watched when the same event, such as a
Presidential news conference, is carried on all
three affiliates. At some of our stations we are
now studying whether to begin producing more
non-news programs at home rather than buy
them from syndicators.

“Our priorities for 1986 are clear—to
maintain momentum and leadership in
news, engineering, operations and
marketing; to create new alternatives
in programming; and to accomplish all
of this while keeping faith with our
people at the stations and with all
our publics.”

The impetus comes from the newly com-
petitive marketplace mentioned earlier. Many
independent stations now compete for the
same syndicated programs as affiliates,
raising prices even as the audience fragments.
“Wouldn't it be great,” the thinking goes, “if we
could produce a good local program with local
people?” The answer obviously is “yes, if "—if it
will attract a consistent representative audi-
ence, If costs are manageable and within
reasonable bounds, if the people responsible
for the effort can be reasonably expected to
stay in this market at least long enough for us
to realize our goals.

The “make or buy” decision also applies
in a way to industry partnerships and joint
ventures designed to produce syndicated pro-
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grams. Since affiliated stations in all markets
are experiencing many of the same competitive
pressures that affect the Post-Newsweek sta-
tions, group ownerships are collaborating to
produce programs which, together, they will
market to stations in markets not competitive
with their own. Either way, local or consortium,
the Post-Newsweek stations have given priority
to influencing the cost, range and quality of
programming by creating new alternatives.
1986 may well be a pivotal year for this effort.

nother major priority for the foreseeable

future is the study of our industry—the

economics of our business as they apply

to everyday considerations of pricing
and inventory control. In television, we can’t
add a page when the demand for advertising
increases. And if we've already sold our supply
of ad positions on a non-preemptible basis, we
can’t go back to the client and raise the rates
when demand exceeds supply. As a result,
pricing, inventory control and timing all be-
come crucial.

Computers have helped enormously. Tal-
ented operations staffs at each location mean
even more. But the key to the process is sales
management, working very closely with people
in the field, the national reps and the opera-
tions departments. Are we witnessing the
redistribution of advertising revenue within
our markets among independents, cable and
affiliates? Will this most compelling advertis-
ing medium continue to grow within the larger
field? Can we continue to demonstrate our
remarkable pulling power to new advertisers,
as this year health care services supplanted
computer companies as one of the fastest-

growing ad categories? Will the 15-second
commercial become basic currency or simply a
20 percent component in a more flexible mix?
On a cosmic level (for us at least), will
advertising itself continue to be a premium on
the gross national product and, if so, how
linked will our medium be to future national
deficits and balances of trade?

Post-Newsweek’s line marketing people
don’t often have the opportunity to sit down
and reflect quietly on the answers to these and
similar questions. They must deal daily with
availabilities and make-goods, specific clients
and precise schedules, the mix of open spots
and future orders as it exists at that moment. A
major priority for us this year will be to
enhance education even while we continue the
sharing of knowledge and training in specific
skills that already characterize our marketing
operations. Our use of special services and
other marketing resources will continue to
grow, as will our computerized research
capabilities.

As charts and figures displayed elsewhere
in this report demonstrate, Post-Newsweek
Stations is making the most of our industry’s
transition between eras. Our priorities for 1986
are clear—to maintain momentum and leader-
ship in news, engineering, operations and
marketing; to create new alternatives in pro-
gramming; and to accomplish all of this while
keeping faith with our people at the stations
and with all our publics. We expect a very
good year.
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THE CHALLENGE OF CHANGE

By Gerard Smith
Publisher, Newsweek

y most every measure of perform-
ance—profitability, readership, cir-
culation and editorial quality—

1985 was one of the best years in
Newsweek’s history. To stay out in front,
Newsweek is meeting the challenge of a
radically different environment that con-
fronts the news magazine of the late
1980s.

Lifestyles have changed. The great
social and political issues that fueled
Newsweek’s success in the late 1960’s have
been replaced by the far more subtle and
complex issues of the 1980s.

Readers are bombarded with a bliz-
zard of information from print and elec-
tronic media—from 24-hour headline news
on radio and television, to shows devoted
exclusively to the news of entertainment,
to a proliferation of special interest
publications.

Today’s newsstand bears little resem-
blance to the newsstand of even a decade
ago. The total number of consumer maga-
zines has increased 55 percent since then.
The shift from general interest to special
interest magazines is clearly evident.

In the middle 1970’s, for example,
science was covered regularly in Scientific
American and the newsweeklies. Today,
the weekly Science Times (of the New
York Times) and the monthlies Discover,
Science Digest, Science "86 and Omni all
cover the subject in detail and with good
quality.

he advertising environment for

newsweeklies also has changed.

Traditionally, the major advertisers

in the news magazine market have
been domestic automobiles, liquor and
cigarettes. Together, these advertisers in
some years have accounted for over 50
percent of the advertising revenue of
newsweeklies. But the businesses they
represent have had erratic results. And
while new categories of business have
come into existence, the opportunities
they present for news magazines are not
tully known.

Moreover, the inflationary pressures
that worked to the benefit of magazine
pricing practices in the 1970’s now have
abated, making it difficult, if not impos-
sible, for news magazines to pass cost
increases along to advertisers.

All of these factors have resulted in
declining reader and advertiser impera-
tive to use a newsweekly. Over the past
five years, the total audience for news-
weeklies has declined. The newsweeklies’
share of advertising pages placed in
magazines also has declined. Newsweek’s
decline in advertising pages in 1985 is
reflective of problems besetting news
magazines generally.

It has been clear to us for some time
that our continued success depends on
more closely meeting reader and adver-
tiser needs. Innovative solutions are called
for and Newsweek’s history is one of
Innovation.
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Newsweek broke journalistic ground in
the 1960’s with special reports that dealt with
the great social and political issues that claimed
the nation’s attention—from the early civil
rights marches through Vietnam and Watergate.
With aggressive continuing coverage, punc-
tuated by advocacy issues that took a stand on
the critical choices facing America, Newsweek
moved significantly away from the original
news magazine style of Henry Luce.

Readers and advertisers responded posi-
tively. During the late 1960’s, circulation grew
24 percent. Readership among college-educated
adults 25-44 years old—a key target audience
for advertisers—increased significantly. Adver-
tisers seeking to reach this attractive audience
increased their investment in Newsweek. Adver-
tising pages during the five years immedi-
ately following this period averaged 425 pages
per year more than the preceding five years.

“It has been clear to us for some time
that our continued success depends on
more closely meeting reader and ad-
vertiser needs. Innovative solutions
are called for and Newsweek’s history
is one of innovation.”

Because meaningful change in anticipa-
tion of or response to readers’ and advertisers’
needs can produce positive business results,
Newsweek changed in two important ways in
1985. These changes will increase substantially
our competitiveness among news magazines.
First, we intensified our efforts to make News-
week more responsive to the demands of readers
and potential readers. Our aim is to keep News-

week ahead of the news curve, to make it
essential even in the face of increased electronic
and print media. As part of this effort, we
launched a major reformatting and redesign of
the editorial in November after a year-long
program of research and development. Second,
to better address the needs of advertisers, we
introduced an innovative advertising pricing
policy that reflects more closely than any

other publication the way clients and agencies
buy advertising space in magazines.

ewsweek’s aim always has been to make

sense of the world, to interpret and to

inform. Our edge—added value for our

readers—will be less summation and
more interpretation in all sections of the
magazine. As Rick Smith, our editor-in-chief,
explains, “we must tell our readers why it
happened and what it means.”

Newsweek’s new editorial format not only
enhances our ability to delineate clearly our
coverage of each area of the news, but it
improves the reader’s access to the information
in each issue. Newsweek now covers the world
in six news sections: National Affairs, Interna-
tional, Business, Lifestyle, Society and the Arts.

The “front of the book™ will continue to
report thoughtfully on matters relating to na-
tional and international events, as well as
business affairs, while the “back of the book™
responds to the growing diversity of our read-
ers interests and tastes. Lifestyle reports on
how we live. Society covers the law, religion,
education, science, medicine and ideas—all the
important issues, events and institutions that
shape our lives. The Arts reports on the people
and institutions behind the creative process
and provides reviews of the visual arts, theater,
movies, music and books.

We have expanded two of our most
popular features: Periscope, which looks over




the horizon to events, issues and trends in the
making, and Newsmakers, which covers news-
making personalities. A new feature, Perspec-

tives, presents comments, quotes and political
cartoons to give our readers a fresh viewpoint

on the week.

The new format is complemented visu-
ally by a more arresting design and greater use
of color and graphics to communicate quickly
and effectively with our readers.

We believe that these changes, which
reflect the wider interests of our current
readers, also will attract to Newsweek new
readers with different personal tastes and
interests.

n the business side, we faced up to the

more intense competitive environment

and changing advertiser needs with an

aggressive new program: TAG—Total
Audience Guarantee.

With TAG, the result of a six-month
study intended to find ways to better serve our
advertisers, Newsweek will guarantee its total
audience for a full year. Advertisers now will
be able to plan with a greater degree of
certainty on the number of adults their adver-
tising will reach in Newsweek.

Traditionally, the standard practice in the
magazine industry has been to use circulation
figures—the number of copies sold by subscrip-
tion or on the newsstand—as the base for
advertising rates. Most advertisers, however,
evaluate the magazine’s audience—the number
of people their ad is likely to reach—and the
cost of reaching them. Newsweek’s Total Audi-
ence Guarantee begins to correct the inconsis-
tency that exists between the way the industry

prices a magazine (circulation) and the factor
on which the advertiser bases a purchase
decision (audience).

Under TAG, our advertising rates are
based on Newsweek’s total audience, as meas-
ured by independent national syndicated
research. We no longer base our advertising rates
on circulation, although we will continue to
guarantee national advertisers our base circula-
tion of 3,050,000. The result gives advertisers a
very high degree of confidence in the predict-
ability and reliability of our magazine.

TAG’s most important benefit to the
advertiser, however, is its guarantee of total
audience. We will use the periodic studies of
Simmons Market Research Bureau and Media-
mark Research, Inc., to give advertisers an
accurate assessment of their audience.

When new audience numbers are released,
we'll compare them against the old numbers.

If they are higher—and given our recent history
and editorial innovations, we have every reason
to believe this will be the case—our advertisers
will receive a bonus of more readers for no
additional cost.

If our audience declines, we'll compen-
sate for the shortfall. All advertisers now can
plan with full confidence on the total number
of adults they will reach with an advertisement
in Newsweek.

These initiatives reflect Newsweek’s
history of innovation. They spring from a
conviction that while change can be risky, not
changing in a highly competitive environment
can be riskier still.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

RESULTS OF OPERATIONS

In 1985 revenues from newspaper, magazine and televi-
sion advertising accounted for approximately 74 percent
of the company’s operating revenues, with approxi-
mately 20 percent derived from newspaper and maga-
zine circulation. These proportions each declined by two
percentage points from 1984 and 1983, reflecting the
inclusion in 1985 of the results of operations of Stanley
H. Kaplan Educational Centers, which was purchased at
the close of business on December 31, 1984, and the
start-up of operations of Miami cellular radiotelephone.
Thus, other revenues accounted for approximately 6
percent of the company’s operating revenues in 1985,
while they accounted for only approximately 2 percent
in 1984 and 1983.

Net income in 1984 increased 26 percent over
1983, reflecting improved operations. In 1985 net in-
come increased by 33 percent, which, in addition to
improved operating income and earnings from affiliates,
included a nonrecurring after-tax gain of $12.3 million
from the sales of portions of the company’s cable sports
programming and cellular radiotelephone interests. In
1984 earnings per share increased by $1.29 or 27 percent
over 1983. Earnings per share in 1985, on fewer shares
outstanding, increased by $2.55 or 42 percent, of which
$.93 related to the nonrecurring gain.

Total operating revenues increased approximately
12 percent in 1984 and 10 percent in 1985. Advertising
revenues increased in 1984 by 14 percent as a result of
higher rates in each of the company’s divisions and an
increase in the volume of advertising. Total advertising
inches at The Washington Post increased 8 percent in
1984, while advertising pages in Newsweek’s domestic
edition increased 2 percent. Advertising revenue in
1985 increased by 6 percent due to increased rates in
each of the company’s divisions and increased volume at
The Washington Post where total advertising inches
increased 4 percent. Advertising pages in Newsweek’s
domestic edition decreased 11 percent with two fewer
issues in 1985. Circulation revenues increased 7 percent
in 1984 primarily due to higher rates, while 1985
circulation revenues increased by approximately 1 per-
cent. In 1985 other revenues increased due to the
inclusion of results of operations of Stanley H. Kaplan
Educational Centers and Miami cellular radiotelephone.

In 1984 the increase of 10 percent in total operat-
ing costs and expenses was attributed to higher costs of
wages and related benefits and higher newsprint and
magazine paper costs which rose due to increased
volume and prices. Total operating costs for 1985
increased by approximately 7 percent due to higher
costs of wages and newsprint and the inclusion of
Stanley H. Kaplan Educational Centers and Miami
cellular radiotelephone, the latter two representing four
of the seven percentage points of increase.

Income from operations increased 26 percent and
23 percent, respectively, in 1984 and 1985. In 1985, the
operating margin at the newspaper division was 21
percent, compared to 18 percent in 1984 and 17 percent
in 1983, as revenues rose at a faster rate than expenses.
Newsweek’s operating margin increased from 5 percent
in 1983 to 7 percent in 1984 and to 9 percent in 1985
despite a slight decrease in revenue in 1985. The
broadcast division’s operating margin increased from 33
percent in 1983 to 37 percent in 1984 as revenues,
mostly from advertising, increased. In 1985 the broad-
cast division’s operating margin reached 38 percent. The
operating margin for the company’s other businesses was
approximately 9 percent in 1985.

In 1984 the company’s share of earnings and losses
of its affiliated companies declined from earnings of $.4
million in 1983 to a loss of $5.7 million, while in 1985
the company’s share of affiliates’ earnings increased to
$4.0 million. The decline in 1984 was due largely to the
losses incurred by the company’s cable television sports
programming affiliates that were acquired during the
second half of 1983. The company’s share of these losses
was $2.3 million in 1983 and $9.9 million in 1984. In
January 1985 a portion of the company’s interests in
these affiliates was sold and the company’s share of the
losses declined to $3.8 million in 1985. The company’s
share of earnings of its newsprint mill affiliates in-
creased in 1984 by $3.1 million and in 1985 by $.7
million. The increase in 1984 was primarily attributable
to a cutback in 1983 production due to major renova-
tions at one mill. In 1984 and 1985 the company
recognized losses of $1.5 million and $1.2 million,
respectively, as its share of operations of the cellular
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radiotelephone affiliates primarily in Washington/Balti-
more and Detroit, which began operations in 1984. For
1985 the company’s equity in earnings of affiliates also
includes earnings from its 20 percent ownership of
Cowles Media Company common stock which the com-
pany acquired during 1985.

Interest income increased in 1984 by $2.6 million
while interest expense decreased by $900,000 as the
company reduced its debt and increased its cash position.
In 1985 the company repurchased 1,197,116 shares of its
Class B common stock and invested in Cowles Media
Company common stock at a combined cost of approxi-
mately $205 million. These transactions were financed
through the use of internally generated funds and the
private placement of short-term notes. In addition, on
January 3, 1986, the company completed its cash pur-
chase of 53 cable television systems from Capital Cities
Communications, Inc., for $350 million. In anticipation
of this transaction the company increased its borrowings
and temporary investments late in 1985. As a result of
these factors, in 1985 interest expense increased by
$7.9 million and interest income decreased by $3.3
million.

Pre-tax gains of $19.3 million on sales of portions
of the company’s SportsChannel and cellular radiotele-
phone interests are reflected in other income. Excluding
these one-time gains, other expense for all three years
consists principally of losses on the sale or abandonment
of operating property.

Because the gains on the sales mentioned above
were taxable at capital gain rates, the effective tax rate
for 1985 did not change significantly from 1984 which
was down from 1983. However, the rate is expected to
increase in 1986 to approximately 52 percent due
principally to nondeductible expenses related to the
purchases of new businesses.

In 1984 the company repurchased 199,000 shares
of its Class B common stock with no significant effect on
the calculation of earnings per share. However, the
average number of common shares outstanding de-
creased by 6 percent in 1985 reflecting the repurchase in
April 1985 of 1,197,116 shares of Class B common stock.
After allowing for estimated opportunity costs, the effect
of the repurchase was to increase the company’s earn-
ings per share by approximately 3 percent in 1985.

FiNaANCIAL CONDITION: CAPITAL RESOURCES AND L1QuIDITY

During the period 1983 through 1985 the company
expended approximately $420 million on various capi-
tal programs, principally investments in new businesses,
purchases of additional plant and equipment and repur-
chases of Class B common stock. These transactions
were financed through the use of internally generated
funds and the private placement of short-term notes. In
connection with the acquisition of the cable systems on
January 3, 1986, the company borrowed $350 million
late in 1985 and early 1986. At January 3, 1986, total
debt was approximately $430 million and cash balances
were small in amount.

During 1986 and 1987 the company estimates that
it will expend approximately $80 million for plant
and equipment, which it expects to fund with cash flow
from operations.

In management’s opinion the changes in financial
position described did not impair the company’s liquid-
ity or its ability to secure additional financing.




CONSOLIDATED STATEMENTS OF INCOME

The information on pages 38 through 48 is an integral part of the financial statements.

Fiscal Year Ended
December 29, December 30, January 1,
(In thousands, except share amounts) 1985 1984 1984
OPERATING REVENUES
BAvertiging . ; ; cow s i s nmuss wms i s num s s e wE§E s $ 798,167 $ 749,673 $ 659,896
Circulation. . . ... ... ... .. ... 217,281 215,294 201,706
Other . ... ... .. 63,202 19,336 16,112
1,078,650 984,303 877,714
OPERATING COSTS AND EXPENSES
Operating . ......... ... ... ... ........... 625,778 594,552 542,555
Selling, general and administrative . . . . . ... .......... 221,109 199,465 180,451
Depreciation and amortization of property,
plant and equipment . . ... ... 24,770 21,740 20,080
Amortization of goodwill and other intangibles . . . . . ... .. 2,807 2,251 2,213
874,464 818,008 745,299
INCOME FROM OPERATIONS . . . . . oo oo 204,186 166,295 132,415
Equity in earnings (losses) of affiliates . .............. 4,020 (5,731) 399
Interestincome . . . . .. ... ... ... ... ... ... ... ..., 5,331 8,667 6,101
Interest expense . . s« i ivs i nea s iR b i s (9,685) (1,792) (2,725)
Other income (expense),net . . .. .................. 17,582 (1,296) (1,571)
INCOME BEFORE INCOME TAXES . . . . ... ... ... ......... 221,434 166,143 134,619
PROVISION FOR INCOME TAXES . . ... .................. 107,173 80,257 66,225
NETINCOME . . . .. ... e $ 114,261 $ 85,886 $ 68,394
EARNINGS PERSHARE . . . . . .. oottt $8.66 $6.11 $4.82

33




34

[ T e e R Y N S S o e o B |

CONSOLIDATED BALANCE SHEETS

December 29,  December 30,

(In thousands, except share amounts) 1985 1984
ASSETS
CURRENT ASSETS
Cash and temporary cash IVeSIMENTS . < - « ¢ s s v o2 sws cxvmmm et mennenmues s $202,852 $ 73,713
Accounts receivable, less estimated returns, doubtful accounts
and allowances of $22,873 and $17,210. . . . . ... ... . ... 113,941 108,415
Inventories at lower of costormarket . . . . ... ... ... 19,185 14,544
Prepaid filmrights . cow o cosmmu s somuensewmaspspamusonmmnvesvmsys 9,956 9,731
Other Current assets . . . . . . . o o 13,240 12,156

359,174 218,559

INVESTMENTS IN AFFILIATES . . . . . o\ ot e e e e e e e e e 154,189 80,936

PROPERTY, PLANT AND EQUIPMENT

Buildings:, , . ..ol delvnat s s s ank s punmn r s ek B s s R S B E e B WY 5 s Y 100,694 92,490
Machinery, equipment and fixtures . ... ... ..o 197,729 172,577
Leasehold improvements . ; o » « - co v v« o s < oummms x e wmn e n s s s 24,679 18,877
323,102 283,944
Less accumulated depreciation and amortization . ... ....... ... ... (143,236)  (120,922)
179,866 163,022
Land . . .. . 18,106 14,938
Construetion in Progress « « « « s « s« e 15 rmmeess suays s vmnassmmmes s wnms s 21,338 13,112

219,310 191,072

GOODWILL AND OTHER INTANGIBLES, less accumulated amortization
of $15,607 and $12,800 . . . . . . ... 96,394 76,838

DEFERRED CHARGES AND OTHER ASSETS . . . . . . . o ot e 56,012 78,395
$885,079 $645,800

The information on pages 38 through 48 is an integral part of the financial statements.




December 29,  December 30,
(In thousands, except share amounts) 1985 1984

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES

Accounts payable and accrued liabilities . . ... ... ... ... ... ... .. .. ... .. $107,202 $ 97,676
Federal and state income taxes . ... ... ... ... .. ... ... ... .. .. .. . .. .. (2,914) 13,617
Current portion of long-term debt and notes payable . .. ... ... ... 52,432 2,250
156,720 113,543

OTHER LIABILITIES . . . . . . o oo 55,770 55,063
LONG-TERM DEBT AND NOTES PAYABLE . . . . . . ... .. . 222,392 6,250
DEFERRED SUBSCRIPTION REVENUE . . . . . .. ... . . 69,109 64,465
DEFERRED INCOME TAXES . . . . .. ... 31,540 26,352

535,531 265,673

SHAREHOLDERS’ EQuITY
Preferred stock, $1 par value, authorized 1,000,000 shares . . . ... ... ... . . .. .. = —
Common stock
Class A common stock, $1 par value, authorized 7,000,000 shares;
2,198,702 and 2,748,382 shares issued and outstanding . . .. ..... ... ... .. .. 2,199 2,748
Class B common stock, $1 par value, authorized 40,000,000 shares;
17,801,298 and 17,251,618 shares issued; 10,623,071 and

11,240,505 shares outstanding . . . . ... ... ... ... ... ... 17,801 17,252
Capital in excessof parvalue. . . ... ... ... . ... .. ... .. ... .. .. ... . . . .. 8,156 5,212
Retained earnings . . . ... ... ... ... ... 549,909 448,529
Cumulative foreign currency translation adjustment . . .. .. ... ... .. ... .. . . . . . . (5,092) (4,349)
Cost of 7,178,227 and 6,011,113 shares of Class B

common stock held in Treasury . ... .. ... .. .. . . . . . (223,425)  (89,265)

349,548 380,127
$885,079  $645,800

The information on pages 38 through 48 is an integral part of the financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES

IN FINANCIAL POSITION

Fiscal Year Ended

The information on pages 38 through 48 is an integral part of the financial statements.

December 29,  December 30, January 1,
(In thousands, except share amounts) 1985 1984 1984
SOURCES OF WORKING CAPITAL
NELINCOME . . . o o o e e e e e $114,261  § 85,886 § 68,394
Charges (credits) to income not requiring working capital
Depreciation and amortization of property, plant and equipment . . . . . . 24,770 21,740 20,080
Amortization of television filmrights . . .. .. ... ... ... ... 12,941 8,454 11,410
Net (gain) from sales of partnership interests . . . . ................ (12,268) - —
Income tax timing differences . . . . ... ... ... .. L 4,669 (3,311) 1,217
Equity in (earnings) losses of affiliates . . .. .................... (4,020) 5,131 (399)
Amortization of goodwill and other intangibles . . ................ 2,807 2,251 2,213
(01171 S R T L T T T 11,513 9,143 8,388
Total provided by operations: . : : s ssw s s s wuwmes s wmn o ra munsss0mn 154,673 129,894 111,303
Increase (decrease) in long-termdebt . . . ... ....... ... .. .. ... .. .. 216,142 (2,250) (2,250)
(Decrease) increase in contracted television film rights payable . .. ... . .. (3,691) 8,385 484
Net proceeds from sales of partnership interests . . .. ................ 27,927 — -
Dividends received from affiliates . . . . . . ... ... ... .. .. .. .. .. .. 957 200 332
Increase (decrease) in deferred subscription revenue . ... ........ ... .. 4,644 (1,523) 1,110
Other . . . . .o 16,799 18,388 12,686
TOLAL BOUTTES: . .. » - o » oo o 5 s o meniin 5 5 5 amoti 65 55 wWd 5 % 8§ M 55 5 & s 417,451 153,094 123,665
UsEs oF WORKING CAPITAL
Investment innew businesses . . . . .. ... ... ... ... ... 88,807 37,232 48,063
Purchases of property, plant and equipment . . .. .......... ... .. 43,593 33,593 21,576
Reputchases of commion stock . . . ... ... vvw o vin o ammn e ama 134,642 12,935 -
Purchases of television filmrights . . .. . .. .oov i ivvn i an 14,209 21,947 13,234
Dividends on common stock . . . . ... .. ... ... ... ... ... 12,881 11,228 9,352
Other . . . . .. 25,881 12,989 11,936
TTOTALUBES » i e v s e i el e s e el oo e iie m s & s el B E R B B E A 320,013 129,924 104,161
NET INCREASE IN WORKING CAPITAL « « « « « « « v v oottt e e e e e e $ 97,438 § 23,170 $ 19,504
CHANGES IN COMPOSITION OF WORKING CAPITAL
Cash and temporary cash investments . ... ........ ... ... ... ... $129,139 $ 4,946 $ 28,485
Accounts receivable . . .. ... ... 5,526 15,671 1,994
Inventories . . .. ... .. ... 4,641 2,850 (10,357)
Prepaid GImMHghts : ., s svwsessmasssssnuesasnpsssspanass vas 225 398 613
Other current assets . . . ... @ : 4 cww s 5 s mme 55 w8 815 wHdEF s A 1,084 4,078 (777)
Increase iN/CUITENEASSELE & - « s ¢ ¢ 5 5 s s 6 5 4o 5 8 8 86T €5 8 5w 140,615 27,943 19,958
Accounts payable and accrued liabilities . ... ...... ... ... ... ... .. (9,526) (10,947) 255
Federal and state income taxes . . . . .. ................ .. ... ... 16,531 3,174 2,291
Current portion of long-term debt and notes payable ... ............. (50,182) 3,000 (3,000)
(Increase) in current liabilities . . . ... ....................... (43,177) (4,773) (454)
Net increase in working eapital . . - s ¢ s csmuss e rumevssans s sus $ 97,438 $ 23,170 § 19,504




CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS’ EQUITY

(In thousands, except share amounts)

Class B
Common
Stock

Capital in
Excess of
Par Value

Cumaulative
Foreign
Currency
Translation
Adjustment

Retained
Earnings

A T P T e W T e R P e T S A S A e A e M e P P A P S T S e e PR,

Treasury
Stock

BALANCE JANUARY 3,1983 . . . .. ... ..... $2,748
Net income for theyear. . . . ... ... ...
Dividends—$.66 per share. . . .. ... ...
Issuance of 39,282 shares of Class B

common stock, net of restricted

stock award forfeitures . . ... ... ...
Change in foreign currency translation

adjustment . .. ............. ...

Other. .. ......... .. ... ........

$17,252

$3,119

1,212

106

$314,829
68,394
(9,352)

$(2,029)

(829)

$(77,076)

516

BALANCE JANUARY 1,1984 . . . . ... ... ... 2,748
Net income for theyear. . . .. ........
Dividends—$.80 per share. . . ... ... ..
Repurchase of 199,000 shares of

Class B common stock . . . ... ... ...
Issuance of 16,388 shares of Class B

common stock, net of restricted

stock award forfeitures . . ... ... ...
Change in foreign currency translation

adjustment . . . .cx o5 saime s ss
Other. .. ... ... ... ... ... ......

17,252

4,437

(226)

1,001

373,871
85,886
(11,228)

(2,858)

(1,491)

(16,560)

(12,935)

230

BALANCE DECEMBER 30,1984.. . . ... ... .. 2,748
Net income for theyear. . . . ... ... ...
Dividends—$.96 per share. . . .. ... ...
Repurchase of 1,197,116 shares of

Class Bcommonstock . . ... .......
Issuance of 30,002 shares of Class B

common stock, net of restricted

stock award forfeitures . ... ... .. ..
Conversion of 549,680 shares of

Class A common stock to Class

B commonstock . ..............
Change in foreign currency translation

adjustment. ; : : ;s ;s smw s s .

Other. . ... ... .. ... ... .. ......

17,252

549

5,212

1,777

1,167

448,529
114,261
(12,881)

(4,349)

(743)

(89,265)

(134,642)

482

BALANCE DECEMBER 29, 1985. . . ... ... .. $2,199

$17,801

$8,156

$549,909  $(5,092)

$(223,425)

The information on pages 38 through 48 is an integral part of the financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fiscal Year. The company reports on a 52-53 week fiscal

year ending on the Sunday nearest December 31. The
fiscal years 1983 through 1985 each included 52 weeks.

Principles of Consolidation. The accompanying finan-
cial statements include the accounts of the company and
its subsidiaries; significant intercompany transactions
have been eliminated.

Inventories. Inventories are valued at the lower of cost
or market. Cost of newsprint is determined by the
first-in, first-out method and cost of magazine paper is
determined by the specific cost method.

Investments in Affiliates. The company uses the equity
method of accounting for its investments in and earn-
ings of affiliates.

Property, Plant and Equipment. Property, plant and
equipment is recorded at cost, which since 1980, in
accordance with Statement of Financial Accounting
Standards No. 34, includes interest capitalized in con-
nection with major long-term construction projects.
Replacements and major improvements are capitalized;
maintenance and repairs are charged to expense as
incurred. Upon sale or retirement of property, plant and
equipment, the costs and related accumulated deprecia-
tion are eliminated from the accounts. Any resulting
gains or losses are included in the determination of

net income.

Depreciation is calculated using the straight-line method
over the estimated useful lives of the property, plant
and equipment: 3 to 11 years for machinery and
equipment, 20 to 50 years for buildings and 5 to 20
years for land improvements. The costs of leasehold
improvements are amortized over the lesser of the
useful lives or the terms of the respective leases.

Goodwill and Other Intangibles. Goodwill and other
intangibles represents the unamortized excess of the
cost of acquiring subsidiary and affiliated companies
over the fair values of such companies’ net tangible
assets at the dates of acquisition. Goodwill and other
intangibles acquired prior to October 30, 1970, the
effective date of Accounting Principles Board Opinion
No. 17, are not being amortized because in the opinion
of the company there has been no diminution of the
value of such assets. Goodwill and other intangibles
acquired subsequently are being amortized by use of the
straight-line method over various periods up to 40 years
in accordance with Opinion No. 17.

Deferred Film Rights. The broadcast subsidiaries are
parties to agreements which entitle them to show
motion pictures and syndicated programs on television.
The unamortized cost of these rights and the liability for
future payments under these agreements are reflected in
the Consolidated Balance Sheets. The unamortized cost
is charged to expense using accelerated amortization
rates for motion pictures and accelerated or straight-line
rates for syndicated programs.

Deferred Subscription Revenue and Magazine Subscrip-
tion Procurement Costs. Deferred subscription revenue,
which primarily represents amounts received from sub-
scribers in advance of magazine and newspaper deliveries,
is reflected in operating revenues over the subscription
term. Subscription procurement costs are charged to
expense as incurred.

Income Taxes. Deferred income taxes result from timing
differences in the recognition of certain revenue and
expense items, principally depreciation, for tax and
financial reporting purposes, in the recognition of
income tax to be withheld at the source of distribution
of earnings of foreign affiliates, and in the recognition of
investment tax credits which for financial reporting
purposes are applied as a reduction of income taxes over
the depreciable lives of the related assets.

Foreign Currency Translation. Gains and losses on
foreign currency transactions and translation of accounts
of the company’s foreign operations are recognized
currently in the Consolidated Statements of Income.
Gains and losses on translation of the company’s equity
interests in its foreign affiliates are not included in the
Consolidated Statements of Income but are reported
separately and accumulated in the “Cumulative Foreign
Currency Translation Adjustment” in the Consolidated
Balance Sheets.

B. INVESTMENTS IN AFFILIATES

The company’s investments in affiliates included the
following (in thousands):

1985 1984
Cowles Media Company . ... ......... .. $ 72464 $ —
Newsprintmills .. .. .ccovivnine e 55,567 42,530
Sports programming operations . . . . ... ... 20,501 34,186
OUHBE ... v oot bosiin 74 SRAE 5me s : 5,657 4,220
$80.936

$154,189

In 1985 the company acquired a 20 percent interest in
the stock of Cowles Media Company which owns and
operates The Minneapolis Star and Tribune and several
other smaller newspapers.




The company’s interest in newsprint mills includes a 49
percent interest in the common stock of Bowater Mersey
Paper Company Limited, which owns and operates a
newsprint mill in Nova Scotia, a one-third limited
partnership interest in Bear Island Paper Company,
which owns and operates a newsprint mill near Rich-
mond, Virginia and, in 1985, a one-third limited part-
nership interest in Bear Island Timberland Company,
which owns timberlands and supplies Bear Island Paper
Company with a portion of its wood requirements.
Operating costs and expenses of the company include cost
of newsprint supplied by Bowater Mersey Paper Com-
pany and Bear Island Paper Company of $62,900,000 in
1985, $60,200,000 in 1984 and $52,900,000 in 1983.
The company’s equity in earnings of the newsprint mills
was $5,792,000, $5,101,000 and $2,004,000 in 1985,
1984 and 1983, respectively.

Summarized financial data for the newsprint mills
operations are as follows (in thousands):

Newsprint Mills
1985 1984 1983
FinanciaL Position
Working Capital . . .. ....... $ 12,270 $ 9,734 $ 6,893
Property, plant and
equipment . . .. ......... 208,943 178,020 175,955
Total assets . ............. 251,395 215,623 218,290
Long-termdebt .. ... .. ... . 51,817 57,968 63,664
Netequity: . o : ssnws wy 555 ms 148,872 111,571 102,865
Newsprint Mills
1985 1984 1983
REsuLTs OF OPERATIONS
Operating revenues . . . . ... .. $179,393  $162,405 $145,871
Operating income . . . . ... ... 29,342 25,081 11,865
Netincome . ............. 14,330 11,368 5,374

During 1983 the company acquired interests in several
businesses which distribute programming, principally
sports events, to pay cable and subscription television
subscribers. At the end of 1984 the company’s interests
included a 50 percent partnership interest in Sports-
Channel Associates, which operates in the metropolitan
New York City area, a 90 percent partnership interest in
SportsChannel Prism Associates, which operates in the
metropolitan Philadelphia area, an 85 percent partner-
ship interest in SportsChannel Chicago Associates, which
operates in the metropolitan Chicago area, and a 25
percent limited partnership interest in SportsChannel
New England, which operates in the New England and
upstate New York areas. In January 1985 the company
sold a part of its interest in each of the sports program-
ming businesses reducing its respective interests in
SportsChannel Associates, SportsChannel Prism Associ-
ates and SportsChannel Chicago Associates to approxi-
mately 33 percent and its interest in SportsChannel
New England to 16%; percent.

The company’s other investments include a one-third
common stock interest in a French corporation based in
Paris which publishes the International Herald Tribune,
a 50 percent common stock interest in the Los Angeles
Times-Washington Post News Service, Inc., and a 20
percent common stock interest acquired in 1983 in the
National Journal, Inc., publisher of a weekly magazine
specializing in national affairs. The company’s invest-
ments also include various interests in several partner-
ships which are constructing and operating cellular
radiotelephone systems and include an 18 percent
partnership interest in Detroit Cellular Telephone Com-
pany, a 20 percent partnership interest in Washington/
Baltimore Cellular Telephone Company and, in 1985,
small interests in cellular partnerships in three Florida
locations. At the end of 1984 the company’s investments
also included a 16% percent partnership interest in
Interstate Mobilephone Company, located in the Pacific
Northwest, which was sold in 1985.

The following table summarizes the status and results of
the company’s investments (in thousands):

ﬂ 1984
Beginning investment . .. ............. $ 80,936  $83,025
Equity in earnings (losses) ............. 4,020 (5,731)
Dividends received . .. ............... (957) (200)
Additional investments . ... ........... 87,126 5,925
Sale of investments . . .. ......... . ... . (15,740) -
Other .. ..o (1,196)  (2,083)
Ending investment ... ......... ... ... $154,189  $80,936

At December 29, 1985, the unamortized excess of the
company’s investments over its equity in the underlying
net assets of its affiliates at date of acquisition was
$59,500,000, which is being amortized over periods of
up to 40 years. Amortization included in equity in
earnings of affiliates for the years ended December 29,
1985, December 30, 1984, and January 1, 1984, was
$2,200,000, $1,800,000 and $900,000, respectively.

C. AccounTs PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at December
29, 1985 and December 30, 1984 consist of the
following (in thousands):

1985 1984

Accounts payable and accrued expenses . ... $ 69,537  $56,898

Accrued payroll and related benefits . . . . . . 20,497 22,007

Film contracts payable . . . .. ....... ... . 12,070 8,789
Contributions due employee benefit

trustfunds . . ... ... ... ... . .. .. ... 391 4,174

Due to affiliates (newsprint) . ... ... .. ... 4,707 5,808

$107,202  $97,676
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D. INcoME TAXES 1985 1984
5 . . . 6.95 percent unsecured
The provision for income taxes consists of the following prﬂmissory Soteaduie
components (in thousands): 1986-1987 . . .o $ 6,250 $ 8,500
Current  Deferred Unsecm:d promissory 30,000
985 note due 1n one year ............... y —
1 10.68 percent unsecured
us. Federal """""""""""" § 84,881 $ 3,880 promissory notes due 1991-1994 .. . .. .. 100,000 —
FOl‘Clgll .......................... 767 382 10875 percent unsecured
Stateand local . ;o5 cwinsme smsws s oo 16,856 407 Frirodollar notes:due
$102,504 $ 4,669 1095 . o crois smims emEEs v a eme s s 15,000 —
1984 Unsecured short-term notes
supported by credit
E.S. Federal """""""""""" FLLD, < A agreements with banks . . ... ...... .. 122,382 =
OFCIGN. oo v s F5F 8 F% B4R 8 B e 990 311 O 1192 B
Stateandloeal . .. ............. .. ... 11,408 (752) Lisgs ar'n;);l;lis mclude d. i‘n """"""" g
883,568  $(3,311) current liabilities . . . . ............. (52,432)  (2,250)
1983 $222,392 $ 6,250
US.Federal. ::.::0s cwsosms sovmams s $53,886 § 1,122 -
Foreign.............. ..., 716 348 The company has two credit agreements, each with a
Stateandlocal ... ... cvinnns s niaizass _10406 _ (253) oup of banks. One agreement permits borrowings of
_$65,008  § 1,217 up to $250,000,000 until December 31, 1987, and lesser
: . amounts thereafter until the commitment expires o
Deferred taxes are attributable to the following o 1. 1992. Th - lh n .plb N
(i thionsands) January 1, 1992. The other agreement permits borrow-
) ings of up to $100,000,000 until December 31, 1988,
1985 1984 1983 and lesser amounts thereafter until January 1, 1993,

Tax depreciation in excess of when the commitment expires. Interest rates on borrow-
;1:});:;:"02 fossil:ancml $4471 $3.095 $ 4500 ings under these credit agreements are no greater than
DefeEral ofgixl:vers‘:mené o ’ ’ ’ the floating prime rate. During the commitment pt?,riod,
credits for financial a fee is payable on the unused portion of the permitted

reporting purposes . . . . . ... . .. 51 (554)  (1,103) borrowings. At December 29, 1985 there were no
Other ..................... 147 (5852) _(2,270) outstanding borrowings under these agreements.
84,669 $(3,311) $ 1,217

The agreements relating to the promissory notes and the
credit agreements include restrictive provisions which
principally pertain to limits on indebtedness, the payment
of dividends and the redemption or purchase of the com-
pany’s capital stock. At the end of 1985 retained earnings
unrestricted by these provisions were $123,000,000.

The provision for income taxes exceeds the amount of
taxes determined by applying the U.S. Federal statutory
rate of 46 percent to income before income taxes as a
result of the following (in thousands):

1985 1984 1983
U'S. Federal income taxes During 1985 the company issued unsecured short-term
at 46 percent of income notes supported by bank credit agreements. The average
before income taxes . ...... 3101,860 376,426 561,925 dally borrowings were 368,200,000 at a welghted aver-
Seastant loval taxee age cost of 8.5 percent. The maximum borrowings out-
net of Federal income di i dof :od during 1985
taxbenefit ............. 9322 5755 5483 standing at the end of any period during 176> were
Amortization of goodwill $123,500,000. There were no such borrowings during
not deductible for tax 1983 and 1984.
.............. 1,016 852 683 s
F parposce At December 29, 1985, the company’s outstanding short-
oreign income taxes o
netted in equity in term notes were classified as currently payable to the
earnings of affiliates . . . .. .. 2,612)  (1,199) (892) extent that the company anticipates retiring the debt
Other: .. cwivwe wn s o (2,413) _(1,577) (974) during 1986 and as long-term to the extent that the com-
Provision for income taxes $107,173  $80,257  $66,225 pany expects to refinance these obligations for at least

one year through the use of similar instruments or
long-term financing.

E. DEBT

In connection with the cable acquisition on January 3,
1986 (see Note I), shortly after the close of its fiscal
year 1985 the company incurred additional indebtedness

Long-term debt of the company as of December 29,
1985 and December 30, 1984, is summarized as follows
(in thousands):




represented by two unsecured promissory notes due in
one year in the aggregate amount of $100 million. The
average interest rate on the indebtedness represented by
these two notes and a $30 million note outstanding at
the end of fiscal year 1985 was 8.5 percent. In addition,
early in fiscal year 1986 the company issued additional
short-term notes totaling $55 million.

The Eurodollar offering provided for an additional $85
million to be borrowed by the company on April 30, 1986,
at the same interest rate and with the same maturity as
previously noted. In February 1986 the company reac-
quired $14.8 million of the already issued notes and
reduced the $85 million commitment to $1.2 million.

Annual maturities of long-term debt based on existing
loan repayment schedules are $4,000,000 in 1987,
$25,000,000 in each of the years 1991-1994 and
$15,000,000 in 1995.

F. CAPITAL STOCK, STOCK OPTIONS AND STOCK AWARDS

Capital Stock. Each share of Class A common stock and
Class B common stock participates equally in dividends.
The Class B stock has limited voting rights and as a class
has the right to elect 30 percent of the board of
directors; the Class A stock has unlimited voting rights
including the right to elect a majority of the board of
directors.

Stock Options. In 1971 the company adopted a Stock
Option Plan and reserved 1,400,000 shares of Class B
common stock for options to be granted under the plan.
The purchase price of the shares covered by an option
must be equal to their fair market value on the granting
date. At December 29, 1985, there were 194,200 shares
reserved for issuance under the Stock Option Plan. Of
this number 30,000 shares were subject to options
outstanding and 164,200 shares were available for
future grants. Changes in the options outstanding for the
years ended December 29, 1985, and December 30, 1984,

were as follows:

1985 1984
Number  Average Number  Average
of Option of Option
Shares Price Shares Price
Beginning of year . . 30,500 $ 25.10 52,500 $17.37
Granted . . . . . .. 1,500 121.50 - -
Exercised ... .. (2,000) 20.25 (22,000) 6.65
Cancelled . . . .. = = — _
End of year . . . . .. 30,000 30.25 30,500 25.10

Of the shares covered by options outstanding at the end
of 1985, 28,500 are now exercisable and 375 will become
exercisable in each of the years 1986 through 1989.

Stock Awards. In 1982 the company adopted a Long-
Term Incentive Compensation Plan which, among other
provisions, authorizes the awarding of stock to key
employees. Stock awards made under the Incentive
Compensation Plan are subject to the general restriction
that stock awarded to a participant will be forfeited and
revert to company ownership if the participant’s em-
ployment terminates before the end of a specified
period of service to the company. 275,000 shares of
Class B common stock were reserved for stock awards to
be made under the Incentive Compensation Plan.
Activity related to stock awards for the years ended
December 29, 1985, and December 30, 1984, was as

follows:

1985 1984

Number  Average Number  Average

of Award of Award

Shares Price Shares Price
Beginning of year . . 76,870 $41.12 82,482 $40.06
Awarded . . . ... 29,500 79.16 3,524 71.54
Vested. . . ... .. (44.,861) 31.73 — —

Forfeited . . . . .. (1,498) 77.40 (9,136) 43.26
End of Year . . . . .. 60,011 66.12 76,870 41.12

For the shares outstanding at December 29, 1985, the
aforementioned restriction will lapse in January 1986
for 413 shares, in January 1987 for 31,241 shares and in
January 1989 for 27,996 shares; 361 shares outstanding
at December 29, 1985, were forfeited in January 1986.

Average Number of Shares Outstanding. Earnings per
share are based on the weighted average number of
shares of common stock outstanding during each year,
adjusted for the dilutive effect of shares issuable under
outstanding stock options. The average number of
shares considered outstanding was 13,194,000 for 1985,
14,050,000 for 1984, and 14,195,000 for 1983.

G. RETIREMENT PLANS

The company and its subsidiaries have various pension
and incentive savings plans and in addition contribute
to several multi-employer plans on behalf of certain
union-represented employee groups. Substantially all of
the company’s employees including some located in
foreign countries are covered by these plans. Total
expense for these plans was $8,500,000 for 1985,
$13,900,000 for 1984 and $12,300,000 for 1983. A
change during 1985 in the actuarial assumptions used in
computing pension expense had the effect of reducing
pension expense by approximately $5,000,000.

The costs for the company’s defined benefit pension
plans are actuarially determined and include amortiza-
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tion of prior service costs over various periods, generally
not exceeding 20 years. The company’s policy is to fund
the costs accrued for its defined benefit plans. In 1985,
1984 and 1983, however, the company funded amounts
less than the costs accrued for certain plans. The
accumulated plan benefits, assuming an 8 percent rate
of return, and plan net assets for the company’s
domestic defined benefit plans as of January 1, 1985 and
1984, the most recent valuation dates, were as follows
(in thousands):

1985 1984
Actuarial present value of
accumulated plan benefits
Vested .. ....................... $ 41,310 $ 34,591
Nonvested. . ... .................. 7,332 7,373

$ 48,642 $ 41,964

Net assets available for benefits . . ... ... .. $155,268 $128,681

The costs of unfunded pension plans are charged to
expense when accrued. The company’s liability for such
plans, which is included in “Other Liabilities” in

the Consolidated Balance Sheets, was $16,100,000

at December 29, 1985 and $14,400,000 at

December 30, 1984.

In addition to providing pension benefits, the company
and its subsidiaries have certain health care and life
insurance plans that include retired employees who
have reached retirement age while employed by the
company. Retiree participation in these plans as a
percentage of total participation approximated 8 percent
for the life insurance plan in both 1985 and 1984, and

9 percent and 11 percent for 1985 and 1984, respectively,
for the medical plan. The cost of these plans, which is
charged to expense as premiums are paid or trust contri-

butions are made, was approximately $13,000,000 for
1985 and $11,700,000 for 1984.

H. LEASES

Total rental expense included in operating costs and
expenses was approximately $14,300,000 for 1985,
$11,900,000 for 1984, and $11,600,000 for 1983. As of
December 29, 1985, minimum future rentals under

non-cancelable leases, principally all for real estate,
were as follows (in thousands):

1986. . ... .. ... $ 9,845
1987 o vmems smims 2aies@ms smi@s s EMaBEHs 19 8,684
1988. . . . . .. 7,968
1989 . . . .. 6,993
1990. . . ... ... 5,487
Thereafter . . . . .. ... ... .. ... ... ... ... ..... 19,460

$58,437

Included in the rentals above is $3,800,000 per year
related to a real estate lease which expires in 1994, but

may be renewed for an additional fifteen-year period at
the option of the company at an amount to be negotiated.

I. ACQUISITIONS AND DISPOSITIONS

In January 1985 the company sold a portion of its
interest in each of the cable sports programming busi-
nesses, reducing its respective interests in SportsChannel
Associates, SportsChannel Prism Associates, and Sports-
Channel Chicago Associates to about 333 percent and its
interest in SportsChannel New England to 16%; percent.
During 1985 the company also sold its interests in
Interstate Mobilephone Company located in the Pacific
Northwest and in four Connecticut cellular companies.
The effect of these transactions before giving effect to
taxes of $7,036,000 was a gain of $19,304,000 which
amount is included in “Other Income (Expense), Net” in
the Consolidated Statement of Income for 1985. These
gains increased earnings per share by $.93.

On December 31, 1984, the company acquired the assets
of Stanley H. Kaplan Educational Centers which oper-
ates educational centers throughout the United States.
The transaction, which was not significant to the
company’s financial position, was financed with existing
working capital.

On January 3, 1986, the company completed its acquisi-
tion of 53 cable television systems and certain related
properties by purchasing virtually all of the outstanding
stock of eight subsidiaries of Capital Cities Communica-
tions, Inc., for an aggregate cash purchase price of
approximately $350 million, which was financed through
borrowings. The acquired systems will function as a
division of the company and will operate as Post-
Newsweek Cable. The systems currently have approxi-
mately 360,000 subscribers in 15 midwestern, western
and southern states. The transaction will be accounted
for as a purchase and the results of operations of the
systems will be included with those of the company for
periods subsequent to the date of acquisition.

The following statements present the company’s pro
forma condensed consolidated balance sheet at Decem-
ber 29, 1985, as if the acquisition had occurred on that
date and the pro forma condensed consolidated income
statement for the year then ended as if the acquisition
and the required borrowings had occurred at the
beginning of the year. Amounts reflect a preliminary
allocation of the purchase price to the acquired net
tangible assets, with the excess being amortized over
periods of 12 to 40 years. The revenues and results

of operations presented in the pro forma income state-
ment do not necessarily reflect the results of operations
that might have been attained had the acquisition
actually occurred at the beginning of the year.




Pro Forma Consolidated Balance Sheet
December 29, 1985

Company  Cable Adjustments Combined
Current Assets . ... $359,174  $8,527 $(190,083) $177,618
Property, Plant
and Equipment . . . 219,310 122,643 857 342,810
Other Assets . . . . . . 306,595 79,109 156,811 542,515
Total Assets ... 885,079 210,279  (32,415) $1,062,943
Less:
Current Liabilities . 156,720 15,119 171,839
Long-Term Debt .. 222,392 4,125 155,000 381,517
Other Liabilities . . 156,419 3,620 160,039
Total Liabilities . 535,531 22,864 155,000 713,395

Shareholders’ Equity $349,548 $187,415 $(187,415) $349,548

Pro Forma Income Statement
For the Year Ended
December 29, 1985

Company  Cable Adjustments Combined

Operating Revenues $1,078,650 $78,032 $1,156,682
Net Income . . . .. 114,261 2,600 $(21,868) 94,993
Earnings per Share. $8.66 $7.20

J. COMMITMENTS AND CONTINGENCIES

The company is a member of several partnerships which
are licensed to operate cellular radiotelephone systems
in the Baltimore/Washington, Detroit and Miami areas;
the company’s interests in these partnerships range from
18 to 60 percent. In addition the company has small
partnership interests in three other systems in Florida.
The company’s financial commitment with respect to
these licenses will be satisfied with available funds.

In connection with its investments in new businesses,
the company has guaranteed the repayment of certain
borrowings and, in addition, may be required to pay
additional amounts if the businesses achieve specified
levels of performance. These amounts are not significant
to the company’s financial position at December 29,

1985.

The company is a party to various civil lawsuits,
including libel actions, arising in the ordinary course of
business. In the opinion of management, the company
carries adequate liability insurance against such libel
actions, and the company is not presently a party to any
other material litigation.

K. BUSINESS SEGMENTS
The company has operated principally in three areas of

the communications industry: newspaper publishing,
magazine publishing and television broadcasting.

Newspaper operations primarily involve the publication
of newspapers in Washington, D.C., and Everett, Wash-
ington, and a newsprint warehousing facility. Magazine
publishing operations consist of the publication of a
weekly news magazine, Newsweek, which has one do-
mestic and three international editions. Revenues from
both newspaper and magazine publishing operations
are derived from advertising and, to a lesser extent,
from circulation.

Broadcast operations are conducted primarily through
four VHF television stations. All stations are network
affiliated with revenues derived primarily from sales of
advertising time. Broadcast operations in 1983 also in-
cluded video production.

“Other Businesses” include the operations of a data-
base publishing company, educational centers engaged
in preparing students for admissions tests and licensing
examinations, and a cellular radiotelephone system in
Miami, Florida. The last two were either acquired or
became operational in 1985.

Income from operations is the excess of operating
revenues over operating expenses including corporate
expenses which are allocated to operations of the
segments. In computing income from operations by
segment, the effects of equity in earnings of affiliates,
interest income, interest expense, other income and
expense items and income taxes are not included.
Development costs in 1983 and 1984 relate to the
company’s applications for licenses to operate cellular
radiotelephone systems, and in 1985 relate primarily to
a new magazine effort.

Identifiable assets by segment are those assets used in
the company’s operations in each business segment.
Investments in affiliates are discussed in Note B.
Corporate assets are principally cash and temporary
mvestments.
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1985
Operating Tevenues . . . . .................. oo

Income from operations . . . . ...
Development costs . ... .......... ...

Total income from operations . . .. .................
Equity in earnings of AFRIIAER! .« o oo s Gs s B8 e s
Interestexpense . ... ..........ooiiiiienn,
Otherincome, net . . . .. ... ... ...

Income before income taxes . . ... ........... .. ......

Identifiable assets . . . . .. ... . ... ... ... ...
Investments in affiliates . . . .. ... ... ... ... ... L.
COTPOTALE/ABBEES x5 5 = < iws s o 50 o e w i s wo s iacs i o ioie sin 2

Total @sSets. . . . o o oo e

Depreciation and amortization of property,

plant and equipment . . ... ... ...
Amortization of goodwill and other intangibles. . . . .. .. .. ..
Capital expenditures i s so cwsms o s e

1984
Operating Yevenues. . . . . . ... vuevcve ot it

Income from operations. . . .. ... ...
Development costs . . ... ..covvvrneveeninn .

Total income from operations . . ... ................
Equity in earnings of affiliates . ... ....... ... ... ...
Interest expense . . . . .. ......cvveciiene e
Otherincome, net . . . ...

Income before income taxes . . . ... ..................

Identifiable assets. . . . .. ... ... ... ...
Investments in affiliates . ... ......................
COrpoTate assets . . . . .. ... oovini e

TotaliGaSels! -5 s mcmisios so s Bs Bmuis &5 @ fis s

Depreciation and amortization of property,
plantandequipment . . .. .............. ... ...

Amortization of goodwill and other intangibles . . ... ......

Capital expenditures. . .. ........... .. ... ..

Newspaper Magazine Other
Publishing Publishing Broadcast Businesses Consolidated
$556,070 $326,053 $154,513 $42,014 $1,078,650
$114.,477 $ 29,064 $ 57,945 $ 3,668 $ 205,154
__ (968)
204,186
4,020
(9,685)
22913
$ 221,434
$228,958 $ 91,866 $146,181 $50,662 $ 517,667
154,189
_ 213,223
8 885,019
$ 12,717 $ 4,686 $ 5,714 $ 1,653 $ 24,770
$ 534 $ 664 $ 1,609 $ 2,807
$ 16,188 $ 9,731 $ 9,205 $ 8,469 $ 43,593

Newspaper Magazine

Publishing Publishing Broadcast Consolidated
$516,648 $331,614 $136,041 $ 984,303
$ 94,604 $ 22,048 $ 50,813 $ 167,465
(1,170)
166,295
(5,731)
(1,792)
_ 131
§ 166,143
$225,064 $ 80,737 $140,205 $ 446,006
80,936
118,858
$ 645,800
$ 12,323 $ 4,250 $ 5,167 $ 21,740
$ 1,587 $ 664 $ 2,251
$ 11,785 $ 13,448 $ 8,360 $ 33,593




Newspaper Magazine
Publishing Publishing Broadcast Consolidated
1983
Operating revenues: : « i : o5 <t 55 emiss cnims i6 Smd.as $455,666 $302,241 $119,807 $ 877,714
Income fromoperations .« » : i s w s ws swsws s ws 5o 5wt s $ 78,872 $ 15,327 $ 39,446 $ 133,645
Development costs: « - : w55 .05 vmims smrms 85 cmaas fmins (1,230)
Total income from operations . . . .. ... ... ... ... ... 132,415
Equity in earnings of affiliates . .. ... ... ... ... ... ... 399
Interestexpense . . ... ........ .. ... ... ... ..., (2,725)
Other income, net . . .. .............. ... .. ...... 4,530
Income before income taxes . . . ... ... .. ... ... .. ... .. $ 134,619
Identifiableiassets. : u: sxows smime 02 pmis op Smems s68as $218,958 $ 63,563 $123,489 $ 406,010
Investments in affiliates . . . . ... ... ... .. ... ... .. ... 83,025
Corporateassets . . ... ........................... 81,641
Total assels : iv :ms vi 5564 v5 5/ s a8 S5 5 as SRR GE G5 $ 570,676
Depreciation and amortization of property,
plantiand equipmentic : : 5sm: swisms 555w 93 miws pas $ 11,912 $ 2,921 $ 5,247 $ 20,080
Amortization of goodwill and other intangibles . ... ... ... . $ 1,549 $ 664 $ 2,213
Capital expenditures. . ... .......... .. ... ... .. ... $ 4,695 $ 11,243 $ 5,638 $ 21,576
L. SUMMARY OF QUARTERLY OPERATING RESULTS
(UNAUDITED)
Quarterly results of operations for the years ended
December 29, 1985 and December 30, 1984 are as
follows (in thousands, except per share amounts):
First Second Third Fourth
Quarter Quarter Quarter Quarter
1985
Operating Teyenues;: : s zais.a5 $5 w5 &5 255 68 5565 SRIEE FniET 58 Epi 5 $243,590 $284.302 $259,377 $291,381
Income from operations. . .. ... ... ... L 25,774 67,813 45,540 65,059
Netincome . . ... ... ... ... ... ... 24,927 34,817 21,983 32,534
Earnings pershare . ... ... ... ... .. . o $1.78 $2.66 $1.71 $2.53
Average number of shares outstanding . . .. ... ... ... L 14,034 13,070 12,837 12,837
First Second Third Fourth
Quarter Quarter Quarter Quarter
1984
Operating revenues. . . . ................... ... $219,539 $256,109 $225,046 $283,609
Income from operations. . .. ... ... .. 21,093 52,658 28,254 64,290
Netincome . . . ... ... ... 9,051 27,154 15,061 34,620
Farnings pershare: « ;s 2o covas smies snsms o5 SHES GReme 05 smm 5 95 $.64 $1.94 $1.08 $2.47
Average number of shares outstanding . . . .. ... ... ... . 0L 14,181 14,008 14,006 14,004

During the last three quarters of 1985 the company
acquired stock of Cowles Media Company and, in
December, attained 20 percent of the outstanding voting
stock. Therefore, the equity method of accounting was
adopted during the fourth quarter of 1985 and in
accordance with Accounting Principles Board Opinion
No. 18, second and third quarter results for 1985 have
been restated from previously reported results to reflect
the retrospective adoption of the equity method of
accounting. Amounts restated were not significant to
the quarterly results of operations.

The sum of the earnings per share for the four quarters
differs from the annual earnings per share as a result of
computing the quarterly and annual amounts on the
weighted number of shares outstanding in the respective

periods in accordance with Accounting Principles Board
Opinion No. 15.
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M. INFORMATION ON INFLATION AND CHANGING PRICES
(UNAUDITED)

In accordance with the requirements of Statement of
Financial Accounting Standards No. 33, “Financial
Reporting and Changing Prices,” the company has
prepared supplementary information which provides
calculations illustrating the effects of inflation and
changing prices on certain phases of the company’s
operations. The information presented is necessarily
based on numerous assumptions and estimates which
required subjective judgments, and therefore should
not be viewed as precise data. The differences between

these data and historical data do not represent increases
or decreases in the company’s book value.

The information in the tables that follow attempts to
estimate what the cost of the company’s existing inven-
tories and property, plant and equipment, and related
costs and expenses would be at end-of-year prices.
Indexation using specific industry indices and specific
pricing using current prices and appraisals were used in
estimating these amounts. These amounts do not con-
sider technological improvements and efficiencies which
normally are associated with the replacement of produc-
tive capacity.

CONSOLIDATED STATEMENT OF INCOME ADJUSTED FOR CHANGING PRICES FOR THE YEAR ENDED DECEMBER 29, 1985

(In thousands, except per share amounts)

OPETating TEVEHEs » « » vv= v » = wwwescnmmcnssmus

Cost and expenses

ORI . cos s 55 s s mmmanss mmmans o s
Selling, general and administrative . . .. ... ... .. ..

As Reported Adjusted
In Financial ~ for Changes

Statements in Specific
(Historical Prices (Current
Cost) Cost)

...................... $1,078,650  $1,078,650

...................... 625,778 627,302
...................... 221,109 221,109

Depreciation and amortization of property, plant and equipment . . . ........... .. 24,770 27,530

Amortization of goodwill and other intangibles . . . . ..

Income from operations . . .. ...
Other income, net . . .. .......................

Income beforetaxes . . . ... ... .. . ... ... . ... ....
Provision for income taxes . ... ... ... ... ........

Netineome . . . . . . oo v s 6 simm s ss simn s v s ami s

...................... 2,807 2,807

874,464 878,748

...................... 204,186 199,902
...................... 17,248 17,248

...................... 221,434 217,150
...................... 107,173 107,173

...................... $ 114,261 § 109,977

Barnings pershare:. . . ... o 0cvn v nnwmm s osvoi s s ianbassommasssamssesna $ 8.66 § 8.34
Increase in specific prices of inventories and property, plant and equipment . . ... ... .. $ 14,168
Less effect of increase in general price level . .. ... ... ... ... ... ... . ... 11,538
Excess of increase in specific prices over increase in general price level . . ... ... ... ... $ 2,630




The cost of newsprint and magazine paper included in
operating costs and expenses was calculated using the
same methods used in the historical financial state-
ments. Depreciation and amortization of property,
plant and equipment were calculated generally using
the same methods and rates of depreciation used in the
financial statements. In accordance with the require-
ments of Statement No. 33, income taxes were not
adjusted for the effects of the resulting changes in
operating costs and expenses and depreciation and
amortization of property, plant and equipment. Operat-
ing revenues, all other operating costs and expenses and
other income, net, were assumed to reflect the average
price levels for the year as allowed under Statement No.
33, and accordingly have not been adjusted.

FIVE-YEAR COMPARISON OF SELECTED FINANCIAL DATA ADJUSTED FOR CHANGING PRICES

(In thousands, except per share amounts)

Net income

Asreported . . ... ... ...
Incurrent cost 1985 dollars . . . ... ... ... ... . ... ... .. ..

Earnings per share

Asreported . . ... .. ... ..
In current cost 1985 dollars . . . . ... ... ... ... ... ... .. ...

Gain (loss) from change in purchasing power of

net monetary position . . . ... ... ...

Excess of increase in specific prices of inventories and property,

plant and equipment over increase in general pricelevel . .. . ......

Cash dividends per share

Asreported . . . ... ... ... ...
Inconstant 1985 dollars . . . ... ... ... ... ... ... ... . .. ...

Market price per common share at year end

Historical amount . . ... ... ... ... . ... ... .. .. . .. .. .. .

1985 1984 1983 1982 1981
......... $114.261 $ 85,886 $68,394 $52,413  $32,710
......... 109,977 85355 68,972 54,605 30,688
......... $ 866 $ 611 $ 482 $ 370 $ 232
......... 8.34 6.08 4.86 3.85 2.19
......... $ 237 $(1,848) $ (991) $ 628 $ 3,028
......... $ 2630 §(22,381) $(5128) $ 6,871  $(3,122)
......... $ 9 $ 8 $ 66 $ 56 $ .50
......... 96 83 11 62 59
......... $ 11875 $ 8025 $ 7325 $ 5525 §$ 31.38
......... 116.86 8193 77176  60.88 3592
......... 322.2 3111 2984  289.1 2724

The increase in specific prices of inventories and prop-
erty, plant and equipment over the increase in general
price level is determined by calculating the change in
the balance of inventories and property, plant and
equipment, stated at current cost, between years and
removing that aspect of the change which is related to
general inflation as measured by the Consumer Price
Index for all Urban Consumers. In 1985 the increase in
specific prices of inventories and property, plant and
equipment in excess of the increase in general price
level is the result of increases in the current cost of
production-related equipment which exceeded the 3.6
percent increase in general price level.
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The gain or loss from change in purchasing power of the
net monetary position was determined by calculating
the difference between the company’s net monetary
positions at the beginning and end of the year, both
amounts stated in average 1985 dollars. The calculations
attempt to represent the effect of holding net monetary
assets which lose purchasing power or net monetary
liabilities which gain purchasing power during an infla-
tionary period.

Net tonetaryitems - : ms = mem: 65 55 isFEs A9 EHs 7 sms @3 §a sy
TOVEHUOTIEE . - - o oo e oo oo b s S 5 B HE AT 80 FHSIEE 3% 8B A
Property, plant and equipment,net . . ... ...
Othernet items. . . . . .. ... ...

Net assets . . . . . .. .

At December 29, 1985 the current cost of inventories was $18,595,000 and the current cost of property, plant and equipment net of accumulated

depreciation was $313,239,000.

.............. 219,310 308,264 191,072 290,978
.............. 195,564 195,564 121,672 121,672

The current cost amounts of net monetary items,
inventories and property, plant and equipment net of
accumulated depreciation, stated in average 1985 dollars,
and other net items, and corresponding historical cost
amounts were as follows (in thousands):

December 29, 1985° December 30, 1984
Historical ~ Current  Historical ~ Current
Cost Cost Cost Cost

$(84,511) $(83,169) $ 52,839 § 53,944
19,185 18,300 14,544 17,230

$349,548  $438,959  $380,127  $483,824




REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of
The Washington Post Company

In our opinion, based upon our examinations and the
reports of other independent accountants referred to
below, the consolidated financial statements appear-

ing on pages 33 through 37 present fairly the financial

position of The Washington Post Company and its
subsidiaries at December 29, 1985 and December 30,
1984 and the results of their operations and the
changes in their financial position for each of the
three fiscal years in the period ended December 29,
1985, in conformity with generally accepted account-
ing principles consistently applied. Our examina-
tions of these statements were made in accordance
with generally accepted auditing standards and
accordingly included such tests of the accounting
records and such other auditing procedures as we

considered necessary in the circumstances. We did
not examine the financial statements of the com-
pany’s newsprint manufacturing affiliates which

are summarized in Note B. These statements were
examined by other independent accountants whose
reports thereon have been furnished to us, and our
opinion expressed herein, insofar as it relates to the
amounts included for these affiliates, is based solely
upon the reports of the other independent
accountants.

Washington, D.C.
February 4, 1986
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TEN-YEAR SUMMARY OF SELECTED FINANCIAL DATA

See Notes to Consolidated Financial Statements for the summary of significant accounting policies and additional information relative to the years 1983-1985.
Share and per share data have been restated to give effect to two-for-one stock splits on December 29, 1978 and December 15, 1976.

(In thousands, except per share amounts) 1985 1984 1983
RESULTS OF OPERATIONS
Opexating Tevenies . ; s s« s s swm e s 35 5ma ¢t HER s 568w $1,078,650 $984.,303 $877,714
Income from operations . . . .. ... ... $ 204,186 $166,295 $132,415
Income before cumulative effect of change in method
ol AOBGUIMNGE .« « ;oemms 55 BuwsH 82 % po@aEEa BED 84w $ 114,261 $ 85,886 $ 68,394

Cumulative effect on years prior to 1979 of change in method
of accounting for magazine subscription procurement costs . . . — — —

Net iNCOME . . . o o o oo e e e e $ 114,261 $ 85,886 $ 68,394

PER SHARE AMOUNTS
Earnings per share
Income before cumulative effect of change in method of
ACCOMNIANG & ; 5 s sicms ¢33 mamr ey s GmT 222 EanE sy 8 wme $ 8.66 $ 6.11 $ 4.82
Cumulative effect on years prior to 1979 of change in method
of accounting for magazine subscription procurement costs . . — — —

Net inCome . . . .. oo oo $ 8.660 $ 6.11 $ 4.82
Cashdividends. . . . .. ... .. .. .. .. ... ... $ .96 $ .80 $ .66
Shareholders’ equity . . . ....... ... ... ... $27.26 $27.17 $22.50

AVERAGE NUMBER OF SHARES OUTSTANDING . . . ... ............ 13,194 14,050 14,195
FINANCIAL PosITION
CUrrent assets . . . . . .o $ 359,174 $218,559 $190,616
Workingeapital . . cocvvrsmunr o smmn s v immas s mmns 202,454 105,016 81,846
Property, plant and equipment . . . .. .......... ... 219,310 191,072 181,333
Total assets . . . . . . o o 885,079 645,800 570,676
Longtermdebt .. ... .. ... ... ... ... ... ... .. .. .. 222,392 6,250 8,500
Shareholders’ equity . . ... ... ... ... ... 349,548 380,127 318,890
Pro ForMA AMOUNTS (See Notes)
INT=URt 10 11 $ 101,993 $ 85,886 $ 68,394
Earnings pershare ... ... ... ... ... ... ... .. .. .. .. $ 7.73 $ 6.11 $ 4.82
Notes:

In 1979 the company changed its method of accounting for magazine subscription procurement costs. Pro forma amounts shown for the years 1976-1978
show what net income and earnings per share would have been if the current method for magazine subscription procurement costs had been in effect during
those years. Additionally, pro forma amounts shown for 1976, 1978, 1981 and 1985 show what net income would have been without nonrecurring gains and
losses from the sales of businesses as described below.

In 1978 and 1976 the company realized nonrecurring gains, mostly from the sales of two radio stations. The effect of these gains was to increase net
income and earnings per share by $4,300,000 and $.27 for 1978 and by $1,800,000 and $.10 for 1976. In 1981 the company realized nonrecurring losses
from the sale of its newspaper subsidiary in Trenton, New Jersey, its national television sales subsidiary and the company’s magazine, Inside Sports. The
effect of these losses was to decrease net income and earnings per share by $2,100,000 and $.15. In 1985 the company realized nonrecurring gains from the
sales of portions of the company’s SportsChannel and cellular telephone interests. The effect of these gains was to increase net income and earnings per

share by $12,300,000 and $.93.




1982 1981 1980 1979 1978 1977 1976
$800,824 $753,447 $659,535 $593,262 $520,398 $436,102 $375,729
$ 98,106 $ 65,714 $ 65,513 $ 80,421 $ 89,190 $ 71,074 $ 49,045
$ 52,413 $ 32,710 $ 34,335 $ 42,999 $ 49,720 $ 35,469 $ 24,490
- _ - 13,531 L - =

$ 52,413 $ 32,710 $ 34,335 $ 29,468 $ 49,720 $ 35,469 $ 24,490
$ 3.70 $ 2.32 $ 2.44 $ 2.75 $ 3.06 $ 2.09 $ 1.36
— — - 86 _ — -

$ 3.70 $ 2.32 $ 2.44 $ 1.89 $ 3.06 $ 2.09 $ 1.36

$ 56 $ 50 $ .44 $ 36 $ .30 $ .18 $ .125

$18.32 $15.17 $13.40 $11.56 $11.15 $ 8.59 $ 7.02

14,153 14,077 14,068 15,609 16,232 16,952 18,038
$170,658 $135,002 $126,070 $112,168 $119,468 $114,489 $100,919

62,342 34,030 41,615 36,615 53,813 58,114 44,828

181,982 171,301 152,109 93,734 67,674 63,476 58,753

501,223 458,197 429,103 357,949 328,517 278,574 259,000

10,750 23,000 43,586 17,550 19,930 22,300 29,550

258,843 213,393 187,270 164,782 177,414 140,377 123,392
$ 52,413 $ 34,817 $ 34,335 $ 42,999 $ 44,675 $ 33,394 $ 20,713

$ 3.70 $ 247 $ 2.44 $ 275 $ 2.75 $ 1.97 $ 1.15
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BOARD OF DIRECTORS

Katharine Graham (3)
Chairman of the Board
Chief Executive Officer

Richard D. Simmons (3)

President

Chief Operating Officer

Warren E. Buffett® (3

Chairman, Berkshire Hathaway Inc.
(textiles, insurance)

George J. Gillespie III (3

Attorney, Member of Cravath, Swaine & Moore
Donald E. Graham (3)

Vice President

Publisher, The Washington Post

Nicholas deB. Katzenbach (2)

Senior Vice President, IBM Corporation
(information-handling systems)

Robert S. McNamara (1)

Retired; Former President, The World Bank
Arjay Miller (1, 2)

Dean Emeritus, Stanford University

Richard M. Paget 1, 2)

President, Cresap, McCormick and Paget
(management consultants)

Barbara Scott Preiskel (1)

Attorney

William J. Ruane (3)

Chairman of the Board, Ruane, Cunniff & Co., Inc.
(investment managers)

George W. Wilson (2)
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Committees of the Board of Directors:
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" Resigned January 3, 1986
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OTHER COMPANY OFFICERS

Joel Chaseman
Vice President
President, Post-Newsweek Stations

Martin Cohen

Vice President—Finance and Treasurer
Mark M. Edmiston

Vice President

President, Newsweek

Alan R. Finberg

Vice President, General Counsel and Secretary
Ross F. Hamachek

Vice President—Planning and Development
Beverly R. Keil

Vice President—Human Resources

Gordon C. King, Jr.

Vice President

Guyon Knight

Vice President—Corporate Communications
Edward N. Van Gombos

Vice President—Information Systems
Howard E. Wall

Vice President
President, Post-Newsweek Cable




Stock TRADING
The Washington Post Company Class B common
shares are traded on the American Stock Exchange with

the symbol WPOB.

STOCK TRANSFER AGENTS AND REGISTRARS
Morgan Guaranty Trust Company of New York
Stock Transfer Department

30 West Broadway

New York, New York 10015

The Riggs National Bank of Washington, D.C.
Corporate Trust Division

Post Office Box 2651

Washington, D.C. 20013

SHAREHOLDER INQUIRIES

Communications concerning transfer requirements, lost
certificates, dividends and changes of address should be
directed to either transfer agent.

Form 10-K

The company’s Form 10-K annual report to the Securi-
ties and Exchange Commission will be provided to
shareholders upon written request to the Treasurer, The
Washington Post Company, 1150 15th Street, N.W.,
Washington, D.C. 20071.

ANNUAL MEETING

The annual meeting of stockholders will be held on
Friday, May 9, 1986, at 9:00 a.m., at The Washington Post
Company, 1150 15th Street, N.W., Washington, D.C. 20071.

COMMON STOCK PRICES AND DIVIDENDS

The Class A common stock of the company is not traded
publicly. The Class B common stock is listed on the
American Stock Exchange, where the high and low sales
prices during the last two years were as follows:

1985 1984
Quarter High Low High Low
January-March . .. . . $112 $ 77% $75% $60%
April-June ... ... .. 130 110 78 66
July-September . . . . . 12414 112 84%  T3%
October-December . . .  125% 101% 85 76

Both classes of common stock participate equally as to
dividends. Quarterly dividends were paid at the rate of
24 cents per share in 1985 and 20 cents per share in
1984. At February 24, 1986, there were 16 Class A and
1,930 Class B shareholders of record.
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