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Introduction

Good morning Ladies and Gentlemen.  

Our objective today is to convince you that Northcliffe is well positioned as an integrated provider of local media services.  Over the past two years or so, we have re-engineered our business to create an operation with strong capability.  

Our strategy within the UK is focused on meeting local reader and advertiser requirements across a variety of media formats.  Digital publishing is a key component.

Overseas, we are expanding within the emerging economies of Eastern Europe where there are good growth prospects – in print and online. 

We are focused on generating profitable revenue growth.  We have built a resilient business model, which has the potential to generate solid and steady revenue performance.

On margins, we are running our businesses faster, whilst ensuring we don’t compromise on content quality.  We continue to drive for cost efficiencies and seek group-wide synergies.  However, we will also continue to innovate and invest to maintain a strong competitive position.  

Life is Local

Northcliffe is a collection of local media companies.  Local is our USP.  In our global world, life is still local.  Everyday activities are conducted close to home.   Local media still has a big role to play in delivering a wealth of local information to its communities.   

Our goal is to continue to be the first choice news and information provider for our local communities.  We are already distributing content via multiple platforms and to a wider audience.  

We deliver variety, depth, surprise and delight.  We will build on the strengths of our brands and launch new products where appropriate – indeed, we are already doing so in print and online.  We have good people, strong management and, above all, we have the passion to succeed.

Revitalised/Repositioned

Today, Northcliffe is a revitalised and repositioned business.  I will describe over the next 20 minutes or so the operational changes which were required to create this revitalised business.  Then I will cover the key challenges which we face and the way we have created innovative solutions.   We are seeing early signs of success. 

I will then hand over to Martyn Hindley, Northcliffe’s Finance Director, who will provide a more detailed insight into our financial performance and key advertising trends.   

We also thought you would find it helpful to learn more about the scale of Northcliffe’s international division, which is focused on Hungary, Slovakia and Croatia. 

At the end of this morning’s presentation, the Northcliffe team would be delighted to take your questions. 

Revitalised

The key steps leading up to a revitalised Northcliffe, allowing us to run the business faster were:  

· a rebalanced portfolio; 

· delivery on our “Aim Higher” programme, which was all about improving operational efficiency; 

· and instilling a renewed sense of purpose throughout the organisation.

During the sale process of Northcliffe, we undertook a strategic review of the business.  Our aim was to focus on our core publishing capability and to create geographical synergies, where appropriate.  We concluded that Aberdeen Journals was not a long-term fit for Northcliffe.  We were also looking for opportunities to develop our business in the South East.  

Thus, we sold Aberdeen at the end of March 2006 on a highly attractive multiple of 14 x EBITA.

We also sold our Retail division – a chain of 65 outlets in the East Midlands - for what we believe was a good price.  

Next, there was the acquisition of a number of titles from Trinity Mirror in the South of England.  

The bulk of this portfolio serves communities in Kent, Sussex and Surrey.  It doubled in size, and now has annualised turnover of £50m and trading profits of £11m.  Average issue readership has increased five-fold to 1.2m.  

Now we have a whole series of titles in the South East, which extend in an arc, covering Essex, Kent, Sussex and Surrey.  The acquisition is earnings enhancing having been bought at 8 x EBITDA.  We see further exciting opportunities.  We are remotivating a dedicated group of people.  We will rejuvenate the titles.  We are upgrading their basic websites, which should give us further opportunity to extend our reach.  There is a need for capital and operational investment but this can be met from cost savings.

One other step in our UK restructuring was centred on our print activities, including third party contract printing.  All of this was transferred to Harmsworth Printing, which now is responsible for all of DMGT’s printing assets.  

Thus, Northcliffe in the UK is focused on publishing.

Here is a map of Northcliffe in the UK at the start of rebalancing the portfolio; then we sold Aberdeen; and now a map of Northcliffe Media today showing the new acquisitions.  Our combined average issue readership in print is 7.3m.  Our web traffic pushes this up even further.  We have significant operations in the Midlands, the West Country, the South East and Humberside/Lincolnshire.  

At this stage, we do not envisage any further changes to the portfolio. 

Aim Higher

Northcliffe is a much more efficiently run business than it was two years ago.  Our change programme started in the summer of 2005 with the announcement of “Aim Higher”, which we knew would have a profound impact on Northcliffe.  Our initial aim was cost savings of £20m.

Our approach was not one of “slash and burn”.  Instead, we mapped almost every activity within Northcliffe to understand how we could do things more efficiently either by cutting out certain processes or through better use of technology.  

As the project progressed, we realised that potential savings were significantly higher than £20m. 

However, this involved the introduction of a new regional operating structure - six regional divisions, each headed by a regional managing director.  

This is a tighter operating structure.  This regional structure has enabled further rationalisation, mainly in back-of-house activities. It has speeded up decision-making, enabled the introduction of best practice and, overall, has created a more agile organisation.  

The benefits of this more agile business are showing up in our results.  However, just as importantly, from an operational perspective, it gives us the ability to react swiftly should there be unexpected changes in local market conditions.  

The business improvement programme has delivered savings of £45m whilst also continuing to invest in training and rewarding our people.  Martyn will elaborate on these savings later in his presentation. We remain alert to ongoing opportunities for further improvements in operational efficiency. 

We do not believe Northcliffe suffered any setback from this programme or, indeed, from the proposed sale of the business.  Later today, we will show you some charts which compare our performance against those of Johnston Press and Trinity Mirror.  These clearly show our advertising revenues have outperformed over the past few years.

Purpose

Despite our performance holding up, we recognised that a major restructuring programme, coupled with the decision to sell Northcliffe, meant that we had to reassure our people about the future.  It was an opportunity to remind them what we stood for.  

In consultation across the organisation, we developed a Purpose statement for our business. 
It has now been embraced by everyone at Northcliffe.

It emotionally connects people to the organisation.  The language of Purpose is used every day in our organisation.  It appears on our mastheads and websites and in the pages of our newspapers.  Indeed, today, you may have noticed in the reception and on the walls of the staff restaurant various images which reflect the character of Northcliffe.  

At some centres, our colleagues have used their video skills to capture our new mood in film.  We will play you a short video made by our colleagues in Hull.  Many of the images you may not recognise but they reflect the community; ranging from the wonderful Minster in Beverley, to The Deep, which was recently built adjacent to the Hull Marina.  
Reposition 

A revitalised Northcliffe provides the foundation to reposition the business.  But why do this?  

The answer is that it allows us to address our key challenges:

· we must continue to deliver audiences to advertisers in the face of declining circulation levels;

· we must address revenue development against a backdrop of changes in key advertising markets, such as the consolidation of the motor industry into fewer dealerships; 

· there are labour market shifts;
· national chains now dominate our High Streets;

· and, of course, we must position ourselves in the digital world to compete against online players such as Rightmove, Auto Trader and various jobs boards.

So what have we done to address these challenges?  

All centres are establishing themselves as integrated local media publishers responding to both readers and advertisers’ requirements.  We will launch selective publications to reach new audiences.  Going hand in hand with our integrated media strategy is the improvement in how we sell to our clients - at both a local and national perspective. We believe that Northcliffe is now ahead of the game.  

Editorially, we have integrated newsrooms to concentrate on delivering content through multiple channels.  No longer do we think purely print but rather what is the best channel for our news …… and for our advertisers.   

All local editorial departments are now at the heart of online publishing.  In the past, it was handled centrally.  Breaking news online was not something which local centres could do easily.  That has all changed.  Stories are broken when they are ready and not to suit print deadlines.  Our editorial colleagues are embracing this change and welcoming it.  Our sites now incorporate video, readers’ comments and photos and we are building new community areas, which should be ready later this year.

I will use the floods in Gloucestershire to illustrate this.  We own the county’s two daily titles – the Echo and the Citizen.  Despite being under water, we published every day.  However, thisisGloucestershire, our online site, provided updates constantly, including the most basic need of all, where to find fresh drinking water from bowsers.  In return, readers uploaded thousands of images, including this video.

Traffic spiked during the worst of the floods, including on the day when an electricity substation was a few inches away from flooding, leaving hundreds of thousands without power.

Notice that regular users have increased since before the floods.

The circulation manger of the Echo, a keen kayaker, was not to be outdone by the web.  When the town of Tewkesbury was cut off, he delivered the Echo using ‘paddle power’!

Our sales teams have been trained to sell print and online.  No longer is online seen as a giveaway.  Instead, the merits of online are sold alongside the strengths of print.  In the last twelve months, digital revenues have increased by over 75% and we anticipate further impressive growth in 2008.

Even more impressively, 80% of all recruitment advertisers want our local print and online; two thirds of all estate agency clients want our local print and online; and a growing proportion of local motor dealers are taking our online package as well as print.  And that is just the beginning.

Digital Partners

We have also repositioned our commercial propositions for online jobs, property and cars.  

We are no longer in the fish4 consortium.  Our key online commercial platforms are provided by digital pure plays, owned by DMGT – Jobsite, FindaProperty and motors.co.uk.  Our advertisers have access to a powerful combination of media platforms when they place an advertisement in print and online with us.   This will enhance their reach to a wider audience.

The strength of partnering with pure plays owned by DMGT is that these online businesses must stay ahead in terms of technology and user experience if they are to compete in the digital marketplace.  As they develop their platforms, the enhanced functionality is immediately available to all of Northcliffe’s sites and, thus, all of Northcliffe’s users and customers.

So, if, say, a recruitment advertiser in print also wants online, that particular customer will appear on both the local ‘This is’ site and the national Jobsite board.  Let’s give a demonstration of how this looks to a user.

Recruitment is our single biggest advertising category worth 27%.  We want to remain the first choice local marketplace for recruitment in print and online.  We have developed CV matching.  And, we are now selling recruitment packages outside of our traditional newspaper areas.

We are promoting this initiative both within the pages of our titles for existing readers and using outside media for new readers and advertisers.

Property is our next most important category of advertising. 

Our strategy for property is as clear cut as it is for recruitment.  It is:

· To build a critical mass of properties on our local sites extending outside our traditional circulation areas.

· To continue to develop our sales teams so online becomes a core part of their offering.

· To promote the ‘This is’ sites as the place to find property locally.

· To complete the introduction of charging for property listings online.

Our strategy will benefit from the partnership we have established with FindaProperty.  Our South East businesses are now using the FindaProperty platform to power the property channel on the ‘This is’ network.  We have taken the superior technical platform that FindaProperty use and added our expertise to localise the editorial content on the sites to provide an improved experience for potential buyers.  

This approach will be rolled out across the whole of the ‘This is’ network over the next four months, supported by online and off-line marketing campaigns.  

These campaigns were first implemented in the Midlands, as we introduced pricing in advance of the launch of the FindaProperty platform later this year.  The campaign highlighted the very localness of our business model, given that most house buyers move within their local communities.  

There was a significant amount of in-paper promotion as well.

This is a highly competitive market and RightMove are currently the market leader on a national basis.  However, the independent agents and non-RightMove shareholders are very supportive of our strategy to provide a credible alternative to RightMove and are demonstrating this by paying for their listings.

We have a significant advantage over online only competitors – our local sales teams not only have a relationship with the area managers, but also with the local valuers and negotiators.  These are the people who can provide advice to the vendors.  We will seek to demonstrate to the vendors that they will have more success in selling their properties using our products.

Of the potential agents across our regions, we are now carrying well over 60% of them on the ‘This is’ network.  The total population includes RightMove shareholders.  

As you are probably aware, their Shareholder Agreement restricts them from using alternative sites.  Our ‘This is’ sites are compelling.  For example, in Derby, Leicester and Stoke, we have almost the same number of branches, excluding the Rightmove agents, on our ‘This is’ sites.  There is more work to do in Nottingham and Tamworth but we are confident that we will win market share.  We are starting to see one or two of the Rightmove shareholders asking for their properties to appear on the ‘This is’ sites.  We are obviously working hard to make sure that this message is understood by others.  

As the following chart demonstrates, there has been strong growth in unique users.  Our portfolio of 'This is' local community sites are building a significant audience.  Some will be existing readers of print.  Others will be online only.  But it all adds up to more audience, as well as choice in how readers access our content.

This recent focus on digital has not blunted our passion for ink-on-paper products.  After all, they still deliver 95% of all advertising revenues.  People like our publications.  

We continue to launch where appropriate.   

In Essex, after careful market research and encouragement from advertisers, we recently launched a free newspaper, Total Essex.  It has a mass market distribution.  It was designed from the outset to complement our online platform, thisistotalessex.  Its initial distribution, targeted at 57,000 households, has generated revenues of £180k in four months.  Launches of this nature will not initially deliver the margins we are used to.    However, before launch costs, it has made a positive contribution and it enhances our market position.

In Leicestershire, we have launched a number of urban free titles called The Advertiser, which are tightly focused on reaching wealthier audiences, thus providing further and targeted reach for, in particular, our retail and motors advertisers.  They are all doing well.

Additional upmarket monthly glossy magazines are planned, again, to extend the reach for existing advertisers but also to access new customers, like the successful titles we already publish in many of our regions.  The Staffordshire publication is the latest to be added, which was launched last month.

Last Thursday, we launched a new weekly – the Bath Chronicle.  This title has been in existence since 1760.  Its daily circulation was down to 12,000 copies.  It was not all that profitable.  We took the bold step to convert from daily to weekly.  Feedback has been positive.  It is early days yet but the purpose of mentioning this to you is that we have not waited for this title to ‘wither on the vine’.  We have reinvented the publication – and it still carries all its jobs, property, motors and display advertising – on a lower cost base!  Interestingly, some 2,500 daily readers of the Chronicle are now buying the new Bath edition of the Western Daily Press, which was launched at the same time.

As we try to develop our retail revenues, we have started to work closely with the sales team of Associated Newspapers, particularly The Mail on Sunday.  The first major campaign was a series of ads for Sainsbury’s, promoting healthy eating for children.  This ran across Northcliffe, The Mail on Sunday and You magazine.  

As a result of this campaign, Sainsbury’s have added Northcliffe titles to their schedules for product promotions, in addition to the normal store opening expenditure.  These joint initiatives with Associated titles are now a key area of focus for the national sales team. 

So to recap:

We have a revitalised business, which is clearly focused, more efficient, operating on a much reduced cost base, and has a renewed sense of purpose.

We are aware of our key challenges.  We must deliver local audiences (i.e. our customers’ customers) if we are to achieve profitable revenue growth.  Digital publishing has a key role to play here.

We are implementing solutions so as to address our challenges.  Northcliffe is now an integrated local media publisher.  Online, we are getting better by the day.  And our commercial platforms are backed up by DMGT pure plays – Jobsite, FindaProperty and motors.co.uk.  But we still recognise the huge value of print and we will launch selectively where market opportunities present themselves. Finally, we are exploring cross group opportunities to develop revenues. 

Now over to Martyn.

Financials

Thank you Michael.

Michael has clearly laid out our repositioning and future strategy. Let me now present the financial detail to place this in context.  I will cover:
· 2007 performance

· Benefits of portfolio diversification

· Key drivers of advertising

· Peer group comparison

First, I must give a health warning on the figures.  They are obviously still subject to audit for 2007.  
I have also eliminated acquisitions and disposals where appropriate to show organic growth trends and adjusted for the restructuring of the printing operation that Michael referred to.  Associated company results have also been included.
2007 has been a record year for Northcliffe in terms of operating profit and the development of our digital activities.  

We expect to announce an operating profit before amortisation and exceptional charges of not less than £92.5m.  
UK publishing business has grown by 9.5%.  Total revenues are just below last year but the benefits of the cost reduction programme have been realised in our profit performance.  
The International division, which Michael will cover shortly, has grown strongly.  Organic revenue growth of almost 10% has been achieved and the underlying profits have grown by 18%.
We have put in place a long term incentive programme for the senior management team based on Northcliffe achieving certain targets, including operating profit and more than doubling digital revenues.
Given the current business projections, I am pleased to say that a provision of £2m has been made in anticipation of the plan being triggered in 2009.  This will be shown as part of operating profits and is included in the £92.5m.
The restructuring costs are the tail end of the cost reduction programme, and the cost of the first phase of restructuring the new Southern assets.  We are anticipating that a charge of £2m will be incurred in 2008, to complete the integration process.

The newly acquired assets – Blackmore Vale Media, East Surrey and Sussex News & Media and Kent Regional News & Media - generated £1.5m of profit at a margin of 23%, which is slightly ahead of our expectations.  
Their advertising revenue performance over the last two months is down 1% on the previous year.  This is equivalent to revenue growth 3% from our existing portfolio in the adjacent areas.  This is in line with our expectations and reflects the need for us to reinvigorate the products, introduce a multi media sales approach and re-motivate the sales teams.  
We are excited about the opportunity these assets bring to Northcliffe.    We are implementing opportunities which had not been identified during the acquisition process. 

There have been no unwelcome surprises and as we integrate these businesses, we expect the margins to improve as they benefit from a more efficient business model.

Our new colleagues are finding the Northcliffe management style liberating and are starting to come forward with interesting and innovative ideas to drive the business forward.

Michael referred to the cost reduction programme earlier that has delivered savings of £45m.  
These savings have come from reviewing processes and the use of technology right across the business.  Efficiency improvements have been found in virtually all business areas.

Editorial contributed the largest element of the savings.  Again the emphasis was on process, not content.  We shield away from any cost reduction activity that we believed would have impacted on quality, particularly on our local news gathering operations.  Indeed, in the South West we actually bought in-house our photographic operations.

Production costs were another key area of saving and have reduced by £7m.  Four press centres have closed and we are currently under going a consultation process to consider closing a fifth centre.  This has been made possible with the new facilities at Didcot coming on line.

At the start of the process in June 2005, we employed just over six and a half thousand people across the UK publishing and print operations.  By September 2007, this had reduced to 5,058 – a saving of just under 1,500 roles – or, if you look over the three years, a reduction of 26%.
Staff costs were the main area of saving but not all were taken to the bottom line.

We have also been addressing a structural issue of low pay within the regional press.  In the advertising and editorial areas, the average pay rises have been nearer 5%, as we increase remuneration to retain staff.  This is a key measure for us.  Back in 2005, a third of our advertising team left each year.  This has now been reduced to 27% and we are targeting to reduce this to nearer 20%.
So where has the £45m gone?

This is a high level reconciliation of the movement in our cost base over the last two years.  At the headline level, costs have decreased by £25m.  Newsprint prices have increased almost 10% over the period and we have given pay rises of around 3%.  When combined with inflation on other costs, £16m is absorbed.

Although the main cost reduction programme is now complete, numerous initiatives are underway to implement new technology, improving processes which will reduce costs further.  We have not set specific targets but have embedded a culture of continuous improvement.  This is, and will continue to deliver further savings.

Despite the focus on cost reduction, we have continued to invest for the long term particularly to develop our digital products.  We are spending some £4m more now than two years ago in this area.

We will continue to invest in refocusing the business to adapt to the multi-media opportunities.  New roles have been added, both in editorial resources to enhance web content and in online only sales teams to develop revenues.

Northcliffe’s margins have been the focus of much external comment.  Internally we focus more on profitable revenue growth and operating efficiency.  The mathematical calculation then measures the margin.

Both the UK and International businesses margin has improved over the last few years as we have become more efficient.  In the UK the margin has reached 22.7%.  

The UK’s progress is particularly encouraging given the challenging advertising market we have been facing.

The International margin is now at 18.4%.
Looking forward, the operational gearing of our business model means that if the advertising market continues to improve so will our margin.

One of Northcliffe’s key attributes is its strong cash generation abilities, which can be used to invest both in growing Northcliffe and other parts of DMGT.

For the purposes of this analysis, I have included the depreciation and capital expenditure which are incurred on the offset presses that are principally used by Northcliffe but are now managed by Associated.

The 2006 cashflow was particularly strong following the sale of a number of surplus properties and a timing issue on working capital. In 2007, we converted 110% of our trading profits into cash – a surplus of some £8m and expect this strong cash generation to continue.  
In Hungary, we are installing new presses in both Szeged and Gyor at a cost of £8m which will provide opportunities for production synergies with Slovakia.  This project will be completed in 2008.  
In 2009, we expect capital expenditure to be significantly below depreciation.
Benefits of portfolio diversification

Let me now move on and focus on our regions and the benefits that we see from a portfolio that operates across the UK in different local economies.

The Midlands is our largest region generating almost a third of our revenue, followed by the West which includes Bristol, Bath, Gloucestershire and Swansea.
With the addition of the Trinity Assets, the South West weeklies and the South East grow to an equivalent size to the South West Dailies.

This next slide breaks the operating profits before central costs down by region and illustrates that the Midlands region generates approximately 35% of Northcliffe’s operating profits. 
If we pro forma the benefit of acquiring the South East titles on to the regions, you can see that the portfolio is now more evenly balanced, with each of the South East and South West regions now generating around £10m of profit.  

20% of Northcliffe’s revenue comes from circulation revenue, where we have been taking a cautious approach to cover price increases.  Circulation revenue is one of the few areas where we are underperforming our peer group and I will share with you a like-for-like comparison later in this presentation.  However, eight of our eighteen daily titles and five of our twenty-one weekly titles took cover price increases during 2007.  We will continue to look for opportunities where appropriate.  
Advertising revenue generates the largest proportion of Northcliffe’s revenues, so let me spend some time exploring the constituent parts.
We focus on four main categories of advertising revenue – recruitment, property, motors and retail.  The other category includes business, leisure, notices and services advertising. 
For the year just ended, advertising revenues were £2m below last year, or 0.7% down.  However, the performance of each category is markedly different.  Recruitment revenues have grown by just under 2% after a torrid year in 2006.  Property has continued to grow strongly up 7.4%.  However, the other two significant categories:  motors and retail, have been more challenging.  
On the following three charts, you will be able to see the regional performance starting from September 2004.

Northcliffe benefits from a portfolio effect, which reduces volatility.  As well as the category split – recruitment, property, motors etc, each of the local economics are at different stages in their cycles.  
You can clearly see that the Midlands – shown by the yellow line – has seen the biggest fall in its advertising revenues but is now showing signs of recovery.  Representing 34% of Northcliffe’s advertising revenue it is our power house.  If the recent trends in this region continue, it bodes well for 2008.

Using the same format, the trends are much closer for recruitment.  The Midlands has seen the largest decline but is starting to recover.
The benefits of the geographic spread of the portfolio become clearer when the recruitment figures are removed from the total advertising revenues.  Different market conditions, on a very local basis, can have a significant impact on revenues – shopping centres being rebuilt, availability of land for new homes and new store openings all influence performance.  
Overall, the key message is that our geographical spread reduces the volatility of our advertising revenues.

Key drivers of advertising

Let me now spend a few minutes expanding on the key drivers within each of the four principal advertising categories.  I will start with recruitment which is the largest, most volatile and highest yielding of our category.

For clarity, the figures that I show will combined print and digital revenues. This is how most of our clients view their advertising spend and how we run the business.  
One of the key questions is:
Is the down turn in recruitment advertising cyclical or structural?

The following three graphs lead us to believe that the changes in the recruitment market are both cyclical and structural.  However, we still believe that the cyclical dynamics are significantly the stronger influence.
This graph shows the moving average total advertising revenue for recruitment for the last three years.  You are all familiar with the challenging market during the later half of 2005 and 2006.  The trend has now reversed and the last quarter of the financial year saw the category growing by almost 7% - each month of the quarter, being better than the last.
There is a close correlation between Northcliffe’s annualised recruitment revenue performance - shown by the brown line - with the inverse of the job claimant count shown by the green line.  We have taken the government figures and matched the regional statistics with our portfolio.  We expect this trend to continue based on current local market trends, despite the wider concerns over the state of the economy.

It is important to make sure we have the volume of job ads to maintain the credibility of the print platform and to power our websites.  You can clearly see the positive trend in volume of ads placed by the green line.
We have consistently grown yield averaging around 5%.  This has had little impact on the volumes.  In managing this category we will continue to manage the balance between price increases and the impact on volumes.

To put this into context last week, Nottingham carried just under 900 jobs, covering twenty four pages and Leicester just under 700 jobs on sixteen pages.  They are receptionist, general administrators, purchase ledger clerks, cleaners and shop staff, not IT or more senior managerial positions.

No other local media franchise carries such compelling content. Northcliffe products are where you need to go to find these types of new jobs.
However, the industry faces a number of structural changes from the influx of eastern European labour and online migration the public sector attempting to run their own recruitment advertising.  
In terms of our exposure to online migration, I would highlight, that the majority of our revenues are in lower level jobs which are not yet moving online at the same rate as IT or managerial roles.  Additionally, there are some signs that the public sector recruitment strategy is not filling vacancies quickly enough and we are seeing some advertising revenues returning to our products. 

In addition, offsetting some of these structural changes is the profile of our customer base.  We have a high number of infrequent customers.  Last year we had just under 40,000 advertisers who spent less than £1,000 on recruitment advertising with a very few, largely public sector customers, who spend more than half a million with us each year.  The number of higher spending advertisers have only declined slightly over the last three years.
As employers will only turn to us when they have vacancies to fill we must continue to ensure we are the first place they turn to, to fill their vacancies. 

As I illustrated earlier, our geographic spread reduces the volatility with marked different growth rates.  In 2007, the North East region has seen recruitment revenues grow by almost 10% whilst the Midlands, our biggest region, has seen little growth although they are now showing signs of recovery. 
The growth in the North East is a result of exceptionally strong digital growth and the introduction of new packages, which have been well received by advertisers.  Over 90% of their advertisers now place there jobs online as well as in print.
90% of recruitment revenue still comes from our printed products with 10% coming from the up sell to our ‘This is’ digital network.

Now this split is indicative only – we sell a solution to fill vacancies quoting one price which covers a number of products.  We allocate an internal value to the digital element, which is not shown on the invoice.  Advertisers are only interested only in the effectiveness of the solution to provide them with quality applications, not the split in revenue between print and digital products.

We successfully launched a CV matching service, which generated £2m of revenue in 2007.  This has been well received and is well placed to grow further in conjunction with Jobsite.
So the clear message on recruitment is that we are seeing signs of recovery in our advertising revenues.  Our strength of offer, both in print and on-line, remains a key driver in achieving continued yield growth.  In addition, there is also the potential for new revenue streams, for example through our CV matching services. 

The next category is property which generates almost a quarter of Northcliffe’s advertising revenue.
Revenues have grown strongly for the last three years and, in fact, this trend goes back to 1993 – fourteen years of revenue growth.  Although the rate of growth is slowing, we are still enjoying record paginations in most of our print products.  Last week we invoiced £1.4m of revenues, our highest ever.  However, the market is not helped by the introduction of HIPS, the significant rises in interest rates and the current uncertainty over the direction of the economy and the credit crunch.   
Northcliffe property revenues have loose correlation to the movement in the house price index.  In most of our regions, house prices are now starting to fall and the Royal Institute of Chartered Surveyors reported that the level of enquiries has been down each month for the last eight months.  

After fourteen years of continuous growth, we wait with interest to see what will happen to this indicator but at this stage we are not anticipating that the strong growth trend will continue at the same pace.
However, in the very short term it is possible that, as the agents chase instructions for new properties and try and shift existing stocks, we may in fact see an increase in their spend. There could also be some upside from new homes advertising and I will come back to that in a minute.  

One of the biggest challenges in this category is to convert free online property listings to a paid-for model and this has been a focus of activity through 2007.  By the end of the calendar year, all properties on our websites will be paid for.  Just over a year ago, they were all free. 

Whilst the revenues that this generates at the moment are small, it is a very positive step for Northcliffe, as the estate agents start to recognise the value of the local ‘This is’ sites in combination with our national FindaProperty site.  
As Michael mentioned, we have also invested in the marketing of our strategy.  For example with the Midlands’ campaign, we invested some four hundred thousand pounds in outdoor marketing which resulted in a 50% increase in properties being viewed through the ‘This is’ platforms.  Most importantly, our estate agents saw an increase in response through ‘phone calls and e-mails generated from the sites of between 20% and 60%.  With this improved response, it is easier to encourage the agents to pay for the leads.

Let’s move on to look at retail.  As you can see from the MAT, we had a challenging couple of years, with retail revenues down by just over 6% in 2007, although recent trends are slightly more encouraging, with revenue growth of 1% over the last three months.
The motors market has proved to be another challenge, with two years of significant decline.  This has been caused by the consolidation of dealerships, a decline in new car registrations and migration online.  A large proportion of our motors’ revenue comes from the second-hand car market, rather than the brand support that mainly appear in the national press.  

There is some correlation, although not tight, between the new car registrations MAT and our revenue streams.  On this graph, we have moved forward one year, new car registration performance.  It suggests that when new car registrations begin to improve, we should see a change in our revenue patterns a year later.  New car sales have grown in five of the last eight months.
It is still early days, but to give you some indication, I must admit this is not a correlation that we have a great deal of confidence in but the rate of decline in our motors revenues was only down -5% in September.  A year ago it was declining at -15%.
Let me wrap up the advertising section by looking at the trends in the last quarter.
On a regional basis, the North East grew by 6% despite the impact of the floods in Hull.  Encouragingly the Midlands returned to growth with revenues up, a shade under 3%.

Overall advertising revenues grew by 2.3%.  The trends in all categories continue to improve.  We are particularly encouraged by the strong recruitment growth, which is being powered by the change in trend in the Midlands.

Peer group comparison

Let me now move on and look at our peer group comparison.  
When comparing Northcliffe with our peers it is important to bear in mind the structure of our portfolio.  Prior to the conversion of the Bath Chronicle, we published eighteen daily paid for titles, twenty-one weekly titles with six having a circulation greater than 30,000 and 42 frees, including two metros.  This has been slightly rebalanced by the addition of the Trinity titles which added eleven weeklies and nineteen frees, plus of course numerous websites.  You will find full details of Northcliffe’s portfolio at the back of your packs.
Weekly titles operate at higher margins than dailies and this partly explains the difference in our margin with Johnston.
The figures I am showing are those published by Trinity and Johnston.  Although Newsquest do publish some figures via Gannett’s monthly trading update, we have not been able to put them on a comparable basis.  
ABC figures are the current currency to measure circulation.  However, our advertisers are much more interested in readership.  We were encouraged to see that Northcliffe, illustrated by the red bar, has out-performed the industry in the key evening category.  The evening titles generate 70% of circulation revenue.  
In the mornings, we only have two products, which contribute 10% of Northcliffe’s circulation revenues.  

The weeklies which represent 20% of circulation revenue have under-performed both the industry and our direct peer group.  Our challenge is in our six large regional weekly papers, published in the South West, Tunbridge Wells and Chelmsford.  We have invested in both editorial resource and marketing support to improve the trends and have much more work to do, but are confident that this can be achieved. 

The smaller circulation papers, which are very focused on their local communities, are performing well.  

The out performance in advertising in the first six months was not a one off.

Trinity and Johnston operate on a calendar year and we have restated our performance to allow you to compare Northcliffe with Trinity and Johnston for the first six months of the calendar year.  
This is not something we plan to do on a regular basis.  
We are aware that the split between motors and the other category can be misleading, depending on the classification of display revenues, which is inconsistent between us.  
Northcliffe has out-performed both Trinity and Johnston in virtually every measure over this period. And for the first time in a considerable number of years, Northcliffe’s margin has exceeded that of Trinity. 

Northcliffe has out-performed Trinity and Johnston over the last few years despite the challenging internal and external working environment.  We believe this is only partly due to the differences in portfolio.  The investment that we are making in our staff, reducing turnover and training them as a multimedia sales force has also helped.  We have also take a more conservative approach to pricing which we believe has resulted in a better performance in advertising volumes and hence stronger revenue growth.
The trend is even more marked if you look at our recruitment performance over a similar period.  
Turning to margin, you are all aware that our margins have been consistently lower than that of our peer group.  During 2002, three and four, we were investing to try and stabilise the daily sale of our print products.  In June 2005, we embarked upon the cost reduction programme.  
You can clearly see the improvement in margin as we substantially reduced our cost base.  It was very pleasing to note that the cost reduction and the focus on growing profitable revenues, combined with the consistent advertising out-performance, has resulted in Northcliffe’s margin exceeding that of Trinity’s for the last six-month period.  
As I stated earlier, Northcliffe is not fixated on margin, which is simply a mathematical calculation.  We are, however, focused on growing profitable revenues.  This was shown clearly with the launch of Total Essex that Michael mentioned earlier.  
To conclude the financials section, Northcliffe has had a spectacular year.  
· Operating profits grew by 9.5%, despite revenue declines.
· Digital revenues are up by 77%

· Margins are improving.

· Operational cash generation has been strong and we are continuing to invest in revenue generation.

· We have also out-performed our peer group.

Given the excellent progress that we have made repositioning Northcliffe, we are well placed for 2008.  

There will shortly be an opportunity for questions but first Michael will update you on the International operations which he visited last week with the Chairman. 

International

The story starts in 1989.  This was long before the start of the consolidation of the regional press in the UK.  Major media organisations – Thomson Corporation, Reed International, Pearsons, United News & Media, and EMAP – were all still involved in local newspaper publishing. Family owned businesses were not yet up for sale – Nottingham; Portsmouth & Sunderland; Huddersfield; and Birmingham, to name a few.  Acquisition opportunities in the UK were few and far between.

Our previous Chairman suggested we look at Central Europe – Hungary in particular – where the country’s 16 regional newspapers (each of which served a defined county) were being auctioned.  The entry price would be low; the investment required to modernise would be more substantial; but the opportunity to create a highly valuable business remained a reality.  We succeeded in buying the largest selling regional in the country, Kisalföld, serving the North West county, adjacent to Austria.  It cost £1m; it made a small profit.  Over the next four years, we would invest £7m in infrastructure and training.  

We were able to leverage the skills and resources from our UK base, from:  editorial, advertising, IT, printers, and finance colleagues.  

With this, we started to build a modern publishing environment.

No ageism in Northcliffe.  We engaged a 55-year old engineer living in Leicester who had fled to the West following the uprising in 1956, which was crushed by Soviet armour.  The British Embassy advised that it would be easier to teach an Hungarian how to publish newspapers than teach a British publisher how to speak Hungarian – an impenetrable language.  

He did a great job for us and got us on the map.  We created the most modern publishing environment in the country - new young managers, well trained and rewarded, new building, new press, and new systems.

But what next?

In the early days, it was impossible to buy anything else in Hungary.  Nothing was for sale other than failing national titles.  I remember looking at a Hungarian language title published out of Bratislava for Hungarian minority groups in that country but I could not see how it could deliver adequate audience for advertisers.

In 1999, it was time for a new managing director, which made way for a bright young executive in the business - István Szammer.  His brief was to grow through acquisition.  That was in early 2000 when we owned just two publications.

Fast forward to 2007 and today this is our portfolio.

What is our strategy?

The emerging economics of Central Europe offer opportunities for out-performance as inward investment increases the prosperity of the local populations.

Using Hungary as our base, we seek to expand into adjacent countries in Central Europe, as well as in Hungary.  We seek market leading print and online media businesses with good management.  We have been successful in identifying such businesses in Slovakia and Croatia. We do have small interests in Bulgaria and Romania but, for now, their profits are minimal.  We are currently performing due diligence in Romania, Serbia, Bosnia, Hungary and Slovakia.

So, what do we own?  

Let’s start with Hungary.

In print, we own two market leading regional titles: one serving the North West county, Kisalföld – circulation 70,000 copies; and the other serving the South East county – Délmagyarország, with a circulation of 52,000.  Both circulations are very stable.  Both titles are highly profitable, especially Kisalföld. 

These titles have never carried the classified advertising of equivalent titles in the West.  They are more reliant on display advertising.  If we wanted to build marketplaces for jobs, property and cars and to penetrate the Budapest market, would have to buy classified publications and websites.

That is what we did.

These titles are regional Loot type publications – Deli Apro, Bazar and Iranyar – bought at the turn of the decade.  Currently, we are seeing copy sales declining, particularly Bazar, as users move online but the portfolio, which includes our Auto Trader type publication, Auto Bazar, is still delivering profits of £1m per annum.

Online, we are number one in cars with Hasznaltauto and Autó Bazár.  We have recently launched our jobs website, which is number five in the market.  Unfortunately, acquisition of the market-leading site was not a possibility.  It will be a challenge to grow our position in recruitment but we do have plans.

In property, we are number one in West Hungary with Ingatlanbazar but we are nowhere in Budapest.  That is our next target market.  Again, we have plans.

In Slovakia, our main assets are Pravda, Avízo, Profesia and Autovia.

Pravda first published in 1925.  According to a recent survey, it is the most trusted daily in the country.  It sells 66,000 copies daily and, overall, is the number two Slovak national daily.  

Avízo is the market leading Loot type publication, selling 8,000 copies per day.  Its portfolio is the largest group of advertising titles in Slovakia.  Autoburza is a motors product; Burza Nehnutel’ností is a property title.  City Express is a free distributed shopper.

Profesia is the number one jobs board with about 90% of all online advertising revenue.  Nothing comes close to it in print or online.  A recent survey revealed that 80% of the survey participants, who were successful in searching for a job online, found their jobs on Profesia.  Interestingly, the Profesia business model is also to publish the jobs in print – a giveaway – for those who still do not have internet access.

Autovia is the number one car website in Slovakia.

In Croatia, we recently acquired a 60% interest in MojPosao, the market leading jobs website.  It is poised for further growth. It enjoys 200,000 visitors per month and 7 million page views.  At the same time, we also acquired an interest in recently launched motors, property and general content websites, which have quickly established themselves as number two in the market.

What does all this add up to?

In 2007, our international business delivered profits of £7.2m on a turnover of £39m.  We anticipate double digital growth in 2008.  The business is well positioned for further development in the medium term.
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