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IN THE MATTER OF

VALASSIS COMMUNICATIONS, INC.

CONSENT ORDER, ETC., IN REGARD TO ALLEGED VIOLATIONS OF
SEC. 5 OF THE FEDERAL TRADE COMMISSION ACT

Docket C-4160; File No. 0510008
Complaint, April 19, 2006--Decision, April 19, 2006

This consent order relates to allegations that Valassis Communications, Inc., a
publisher of co-operative free-standing inserts commonly found in Sunday
newspapers, invited its only competitor to collude in ceasing to compete for
customers, which would enable the firms to raise prices within their respective
uncontested domains and to end the price war between them. The order prohibits
Valassis from inviting collusion and from actually entering into or implementing
a collusive scheme to divide markets, to allocate customers, or to fix prices. The
order does not interfere with Valassis’ efforts to negotiate prices with prospective
customers, and it would permit Valassis to provide investors with considerable
information about company strategy. The order also includes a safe harbor
provision permitting Valassis to communicate publicly any information the public
disclosure of which is required by the federal securities laws.

Participants

For the Commission: David Conn, Sean Gates, Geoffrey M.
Green, and Geoffrey Oliver.

For the Respondent: Robert Pitofsky, Arnold & Porter LLP;
Raymond A. Jacobsen, Nicholas R. Koberstein, and Mark Thoman,
McDermott, Will & Emery LLP; and Brian L. Sullivan, Winston &
Strawn LLP.

COMPLAINT

Pursuant to the provisions of the Federal Trade Commission Act,
as amended, 15 U.S.C. § 41 et seq., and by virtue of the authority
vested in it by said Act, the Federal Trade Commission
(“Commission”), having reason to believe that Valassis
Communications, Inc., a corporation, has violated Section 5 of the
Federal Trade Commission Act, 15 U.S.C. § 45, and it appearing to
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the Commission that a proceeding by it in respect thereof would be
in the public interest, hereby issues this Complaint stating its
charges in that respect as follows:

PRELIMINARY ALLEGATIONS

1. Respondent Valassis Communications, Inc. (“Valassis” or
“respondent”) is a corporation organized, existing and doing
business under and by virtue of the laws of the State of Delaware,
with its office and principal place of business located at 19975
Victor Parkway, Livonia, Michigan 48152.

2. The line of commerce relevant to assessing respondent’s
anticompetitive conduct is the production and distribution in the
United States of cooperative free-standing inserts (“FSI’s”). FSI’s
are multi-page booklets containing discount coupons for the
products of various firms; these booklets are inserted into
newspapers for distribution to consumers. For manufacturers of
consumer packaged goods and others, FSI’s are a uniquely efficient
means of distributing coupons on a mass scale. Entry into the
relevant market is difficult and is not likely to deter or counteract the
competitive harm described below.

3. For over adecade, there have been only two U.S. publishers
of FSI’s:  Valassis and News America Marketing (“News
America”). On a typical Sunday, both the Valassis FSI and the News
America FSI are distributed by hundreds of newspapers to over 50
million households.

4. Valassis is a publicly traded corporation, and holds a
conference call with securities analysts on a quarterly basis. Any
person may listen to the call live over the internet, or obtain a
transcript of the call from the Valassis website. During these
“earnings conference calls,” Valassis executives provide information
and answer questions about recent business developments.
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5. As detailed below, during the course of an earnings
conference call in July 2004, Valassis invited its competitor, News
America, to join with Valassis in a scheme to allocate FSI customers
and to fix FSI prices. Valassis intended thereby to bring an end to
the price war being waged in the FSI industry.

THE FSI PRICE WAR

6. Between 1998 and 2001, Valassis and News America each
published approximately fifty percent of FSI industry pages.
Valassis’ minimum price or “floor price” during this period was $6
per full page per thousand booklets.

7. In June 2001, Valassis notified its clients of a five percent
price increase. On all future contracts, Valassis’ FSI floor price
would be $6.30 for a full page. Valassis anticipated that News
America would follow its FSI price increase.

8. News America did not follow the Valassis price move. As a
result, News America captured additional customers and built up a
substantial market share lead.

9. Valassis largely adhered to its $6.30 floor price for eight
months. In February 2002, Valassis determined that the company
had waited as long as it could for a favorable signal from News
America, and rolled back the price increase.

10. Over a three year period (2001-2004), FSI prices fell by
nearly 20 percent due to competition between Valassis and News
America. By 2004, FSI prices were below $5 per full page. Valassis’
strategic objective, announced publicly on numerous occasions, was
to regain a 50 percent share of the FSI market.

VALASSIS INVITES ITS COMPETITOR TO COLLUDE
11. In mid-2004, Valassis determined that its aggressive pursuit

of greater market share was no longer serving the company’s
interests. Company executives developed a new strategy. Valassis
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would communicate to News America its readiness to cease
challenging for News America customers, provided that News
America ceased competing for Valassis customers. This would
enable each firm to raise FSI prices within its uncontested domain.

12. Valassis held its second quarter 2004 earnings conference
call on July 22, 2004. Valassis executives were aware that News
America representatives would be monitoring the call. A complete

transcript of the earnings conference call is annexed hereto as
Exhibit A.

13. The President and Chief Executive Officer of Valassis, Alan
Schultz, opened the earnings conference call by detailing the
company’s new strategy for increasing FSI prices. Specifically, the
following program was announced:

a. Valassis will abandon its 50 percent market share goal.
The company will be content to maintain its current
share (mid-40s). “[W]e can achieve our 2005 target for
pages produced with no further shifts in co-op FSI
market share.” Exhibit A at 3.

b. As necessary, Valassis will aggressively defend its
existing customers and its existing market share. “[W]e
will defend our customers and market share and use
whatever pricing is necessary to protect our share.” Id.
at 4.

c. But with regard to customers with expiring contracts
with News America, Valassis will submit bids at a level
substantially above current prices. Effective July 26,
2004, “we will quote all News America first right of
refusal customers at the floor price which was effective
in May of 2001; hence our net price after ancillary price
discounts, rebates, et cetera, will not go below $6 [per
thousand] for a full page and $3.90 [per thousand] for a
half page.” Id. at 3-4.
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d. Withregard to the small number of customers that divide
their FSI business between Valassis and News America,
Valassis will seek to retain its current share of each
customer’s business, but not to encroach upon News
America’s position. “For Valassis/News America shared
accounts we’ll price our share at whatever price is
necessary to retain our share of the business. If the client
wants us to take more than our previous year’s share, we
will quote the new floor price [$6 per thousand] on that
portion of the business.” Id. at 4.

e. For a limited time, Valassis will continue to honor its
outstanding bids to News America customers at market
prices. “We have proposals currently outstanding to four
News America customers where we have previously
quoted lower than the 6 and 3.90 floor. We will notify
these four clients that the price quotes in these
previously delivered proposals will expire on August 1,
2004. Thereafter, after August 1, 2004, all News
America customers or market share will be quoted at our
new floor price.” Id. at 4.

f. Finally, Valassis will monitor News America’s response
to this overture. If News America competes for Valassis
customers, then the price war will resume. “In the recent
past News America has been quick to make their
intentions known. We don’t expect to read the tea leaves.
We expect that concrete evidence of News America’s
intentions will be available in the marketplace in short
order. If News continues to pursue our customers and
market share then we will go back to our previous
strategy.” Id. at 4.

14. Valassis acted with the intent to facilitate collusion and
without a legitimate business purpose.
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15. Valassis’ invitation to collude, if accepted by News America,
would likely have resulted in higher FSI prices and reduced output.

16. The acts and practices of Valassis, including the acts and
practices alleged herein, are in commerce or affect commerce, as
"commerce" is defined in Section 4 of the Federal Trade
Commission Act, as amended, 15 U.S.C. § 44.

VIOLATION ALLEGED

17. As set forth in Paragraphs 11 through 16 above, Valassis
invited its competitor to collude with Valassis in violation of Section
5 of the Federal Trade Commission Act, as amended.

18. The acts and practices of respondent, as alleged herein,
constitute unfair methods of competition in or affecting commerce
in violation of Section 5 of the Federal Trade Commission Act, as
amended, 15 U.S.C. § 45. Such acts and practices will continue or
recur in the absence of appropriate relief.

WHEREFORE, THE PREMISES CONSIDERED, the Federal
Trade Commission on this nineteenth day of April, 2006, issues its
complaint against respondent.

By the Commission.
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EXHIBIT A

VALASSIS COMMUNICATIONE #566835
July 22, 2004, 11:00 a.m., ET
Chalrpersen: Alan Schultz
Second Quarter 2004 Earnings

Dperator Good moming, ladies and gentlemen, wnd welcome to the Valassis

Communications Second Quarier 204 Eamings conference call, At thir ime

- all panicipans are in & lsenonly mode. Following todnys presentafion

msiructions will be given for the question and answer session. IF anyone

needs asisance ot any tme during the confersnce, phetse press the star

followed by the zere, A3 & mminde, thiz conference i3 beng reconded on

Thursday, July 11, 2004. Please refer 1o the Safe Horbor language on the

esringe document relessed this moming. This call will be govemed by the
lenpumpe ctaied hereon,

1 would now 1ike 1 tum the confkrence ever to Mr. Alin Schultr, Chafmian,
President and Chicf Exeandive Cfficer of Valassis Communications. Flease

ge ahead, S,

A. Schukz Goad morning, I're here with Bob Reeshia, sur Chiel Financial Officer, and
Sherry Lauderbach, our Direcior of Invesior Relatioag.

Today's sgenda will include the following: & review of olr record quarterly
revenue, & discussion of business segmems or gpezifie products. Il clibormie
an the opportanily %o improve to-op FS] industry pricing mentioned in the
pres relazee T'd [dee to thore.some highlighte frem owr continucusly
improving balance sheet and then of course as alwayr we'll ansower any
questions that yoa may have,

Owr quartedly revenue of £257 million i the bext in company hisiory, We
were plensed with 5.6% revenue prowth, particularly when you censider its
on top of 2084 mvenue growth schivved in the second quarter of 2003, 2 we

had a difficult comp.

Az we hive capanded our product pomibio i has created additional [evers o
drive both revenue and profitability. In addition, the broadenlng of owr
custorner base hus created & fenile platform to culivets this crpanded
product and services pl:l'ﬁuliﬂ.

We now do hisiness with 70% of the top 100 adverticers in the United
Staies. In short. I find owr diversified produet portfolio a tremendoe Tucury
and we are fortunate 1o have the suppor of = meny sutganding sdertisers
who perticipete in a wide varieny of industries.

Dur anc-to-ne business performed exceprionally well in the second quarler

;ALA.S!‘.I! COMMUNICATIONS Pags |
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with & 17 increase in reveme. Most imponantdy this segment crossed the
bridge © proficsbilny i he tecond quarter and the quorcrly profie was
sigrificant encugh te make the onc-ibone scgment mrofimble through the
first sl memiths of 2004,

i‘mmllyprndafﬁn:ﬁsmhmmnplﬂﬂuﬂﬂmmnnhmbq
of peopke and tesms wodthy of recognition. Sue Griffin, Ren Goulshy and
Todd Wisely have done an cutstanding job of priing cur three previcusly
DUNOEONS OET0nk hisinecs walls to work wogether to meet customer
needs, The level of colbiboration has been exemplory,

Drew Bennes and his tesm have plived a aritical role in wsing vur best of
breed frequent ehopper manegement technology 1o drive piher parte of our
one-bo-tne bitintas and w forge mranger relationshipe with ouwr remil
pamers

Low Zanko and his reuil sles ream have done an ootstnding job of
presening cresthe conceps to our retail parwsers in erder 10 help them
accomplich ther gosls end ohjectives,

Robin Marcor aad the Direst Mail Operations Group heve worked
unbelievably herd te suppor the volume ncrenses asscimed with cur 7794

revenee prowth.

Gy Youst and the Targeting snd Anslytics Teamn have overcome riumerons
challengea

Awcon Trager and his Anderson Printing Division have sigpped up to ned
enly hundle the increased vohume but to do 50 with substantis] impovemants

in cffciency kevels.

Lmhmmhmnmm;hluﬂmcmﬂmmmmhud
Bosion have produced high guality creative 10 asare substantial consumer

respanss.

Afier achieving prefisbllity on & sand-alone basia I'm extremehy waciied
about the il-rvpmlpnﬂaqfu.rm:-w-cmm:mL

Swilching 10 our closler tgeted segment As | previously incicated, the
primary focus of eur cluster tagciad scpmem was o improve peofitahility. 1
1ot you we vere poing o made an lewr muargin business,

Ar we drove revenne growth in cher predue It that was bevond our
expeclations we aceelersted the divestiture of |ess profimble chmer warpeted
hueiners As 4 result gross profit deflars were op 3.1% in the econd querter
cven though revenues were down just aver 12%,

VALASSIE COMMUNICATIONE Pagr 2
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Through the first half of 2004 proes profit dolars were up 27% on virtoally
flat revenue. Since this sepment continues o foous primasily an profiability
W are fevising our revenne growth secumption from the low end of 100G to! -
15% 1o less than 10%.

Keep in mind that last year we focued primarily o8 revenve growth and
achfeved a 26.3% increast 50 the revenue comparisons this year are
challesging. Also keep in mind that thia busincss by nature does not rack
consisienthy on a quarierly hacic year againg year,

How switching to the nfemationsl end services segmeat, we excouted an on-
plan performance. Stroag performances in Canads, Spsin, Jaly and the
United Kinpdom offset sofiness in France. We deivercd promodonal media
tests in Germany and Haly and we wre curmnily celling in n peocmd test in
Germany. [n additioa we are attcropting 1o sl clients into new concepis in
Sprin ard Frence which we hope to exceute this fall.

1 recently vished Imly asd Spain and wa encoursged by the level of
cuglomer interest in and meoeptivendss 10 new PIOMOtiona| concepts.

Moving onto the math scgmonl. Loty start with our ROP buiness where we
brcker space on the pages of the newspapers in our daishace We encourage
you  focus o gross margin doflars in his business In 2004 our poal & 10
incresse margin dollars by 1094 to 1596 We bave excseded thed goal through
the first half of 2004 and the reported revenee increeses are consistent with
our original assumption of over B,

Mow I'd like #o discuss the co-op F31 indosry. When we developed our 2004
geidanos we acsumed the co-op FSI indvsry unit growth would be low
single digits. Unil growth bas continned to exceed oor expectations and the
industry drove ita eighth comerutive quarier of yaar-ora=year unit growih.
As » result, our co-op FE] revesve wee up |3 for the first six manthe of this
year, In essence we have been able 1o achieve owr pape volume ¢t:p|:mr:s
with lems than s 509 market share due to ndustry srength.

[n addftlon some clicns, whe have long term agreements with us, receatly
indicated they plan © ran mare FS1 pages with us in 2004, When you
combine this knowledge with the fact that E0% of all co-op FSI pages for
200§ wre now covered by corpomis contrcts which avarage 30 mondhs i
durstion, we believe we can achieve cur 2045 targed for pages produced with
no further shifts in co-op FS1 market share.

Based om these conditions we believe that new i the tinee to creste 3 bow g
opporiunity to change the long wemm Dl'H.'.IIE trends in the co-gp FE1 indusry.
Theredore effective Mondey, July 26% we will quoic all News America firs

VALASSTS COMMUNICA TIONS ' Faged
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right of refusal custamers a the fioor price which was in effect in May of
2001; bence our net price afier ancillary product discoorte, rehates, ete., wil
nat go below 36 for a full page and §3.90 for 1 half page.

The reason 1 said this s a low sk oppomunity Is thar we will defead our
customers and market shere and ust whatever pricing is necessary to proieet
ow share. For Yalassis/News Amerdea shared accoums, we will price our
share af whatever price is necessary 10 retain our share of the business. 1f the.
client wants us to ake more than our previows year's share, we will quote the
new floor price on tha pontion of the husiness.

This strategy differs greatly from the price increase we sttempted in June of
001 where we were willing w walk away from business in onder o
demonstrate our resolve to improve indusry pricing and our willingnes: o
reduce our share down o bisiorical kvels. In the curmem sinmdon we will nog
walk sway from owr exkting custamers or market share_ We have propoals
cumently owsending o four MNews America cesiomers whae we have
previowly quoled at prices lower then the 56 and $3.90 floor. We will netify
these four clicnt= thet the price quotes in these previcusly deliversd proposals
will expire on Awgud 1, 2004, Therefore, after Auwgust 1, 2004, all News
America cuslomers or market share will be quited Bt our new floor price.

In the recent past News America las bees quick to make their intentions
kmown. We don'T expect the need 10 read the tea lesves. We expect that
concreéte evidence of Newes dmerieat ntenticns will be svailable in the
marketplace i short order.

If Meves eomtinues to pursue cur customers end market share, then wewill go
buck 10 our previous sretegy. Owr objective has always been o give
cusiomers B high quality predued thal prevides them with an cxcepiional
rewm on investment and while doing that, to foder an indusiry that
meximizes our profitsbility and crestes & platform for bong tom profit
enhancement on an anneal basls. We believe the pricing approach | just
described has the potential 1 sccomplish all those abjectives.

At we hive mentioned previously, we believe that an exceptionally strong
baance sheet is an important atribuie 1o maintain in this highly campetitive
co-op FE] environment. T want to review mujor changet in our cash balance
diring the quencr and & oransaction 10 swap $30 million in fixed debt for
flaating debt. ’

As of March 31, 2004 we had 3214 million & cesh We mede two mo
payments in the second quaner which tomled 528 million. On June 6% we
repurchased £30 million of our convenible bend due in 2021 and speat an
additicnal $8 million in the quarter against our athorized share repurchase
program. That nets cach down to $139 million, but as of June 30, 2004 we

VAL 45515 COMMLINICATIONS Pugs 4
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bad 3164 million in eatk mesning we geacrated oughly $25 millien in cash
from operanions duting the quaner wihon going ko all the ins and outs.

From a financial perspective we ako swapped 150 million of the 5100
millien issuc of our 6-3/4th percent fixed rate debt due in 2009 © & floatlng
rate on June 29, 2004, 5

HNow we'd like & ertertain vour geestions, Thank you,

Operator Thank you, sir. Ladies and pentemen, at this ime we will begia the question
and answer sesshon. IT you bave 2 question, please press the gar fnllemed by
the one on your pushbutos phone If you would like o decline from the
polEng process, please press the star followed by the two, You will besr a
three-lone promp scknowledging your sclection. Your questions will te
palled in the arder they are received. i you are using spesker equipment you
will need to lif the handsct before pressing the numbers. One moment,
plezse. for our first question.

Our firs question comes from Lauren Fine with Merrill Lynch, Please g
ahead with your questhon, mib‘am.

L. Fine Thank yow. | heve rwo questions. The first just to go back ta the quarter for g
second. Om the FSI business | think you had ooe et publishing dute and
Fm wondering i you coild twn help us because of that making # more
difficult to aseeee, what was the indurtry unit growth in the quarier andior
what I3 your page ncrease year-pver-year? Then related o that, where are we
an a reported basis in terme af whether your pricing hes troughed yet?

Then eould you refresh our memary an what your market share goals were
for this year and whether thets changed and what they are for next year?
- Then I'll eome hack with rmy nesd question.

A, Schukz Lauren, well check ray memorny here now.

L. Fine Breahing devwn FST into the sompenents is whet I'm really aying 10 get atin
the secand quarter,

A. Schuliz The rumber of dates, we did have ane additional date in the second quarter

verma what we hed last year. So last year we had 10 dues, this year we have
11 dates. From a custam co-op sandpoint, last vear we had three and this
wear we also had three, 5o if's just really the one date difference,

From a unit growth siandpoint we once again taw unit growth north of 6%,
Obvicusly we had anticipsied low sisgle digits and we did significanity
betier than that,

VALASSIS COMMUNICATIONS Faga &
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From & pege desdpoint paricularly onm a pages sold basis, full price
hutinese, we cww high cingle digit prowh in pages sold end then we had &
slight incresase In the number of direct response pages. That's how that broke -
et

From s pricing standpoint right now as we look through the belance of this
year, we had bullt the mode) that accounted for some reductions in price ac
we pol into the second half of this year 1 don't really think anything has
changed [0 that model. Yoo may remember in the fourth quarter of kst vear
we got into a siuation where v hed under—stimated the impaet of declining
prices ind we diént want 1o repeat that so we buill our model this year more
i line with what we had experienced last year, :

| can't iell you that priciog has botomed ut wet ot this point. It going to be
interesing 1o see obviously what bappens with cur new pricing approach in
temms of the impact that kes o the industry is terms of pricing,

From a market share goal standpoint, we're pregty comfonable with where
ow shere stands loday end what we have in the way of besiess Jocked up
ot in the future for the back half of thi vear and what we have secored for
2008,

Where we currently stand we den't really see any need o change market
share from what I already Iooks 1ike loday Tar the balance of 2004 snd 2005,
The industry lookz 0 be very cirong and the supply/demend economics arc
tlawly working i owr favor and those supplhydemand economics should
create some pricing leverage in the industry, :

Jug lo refine that, where is your share now? Then on the pricing
Fmprovement that you're trying o put in place, it sounds fike thar Is a goal to
sabllize pricing from where you've gol some contract bids out right now.
Wauld you care io share what you thisk Mewacorp will do in resporse?

I certainly can't speak for Newseorp eo 1 centainky don't know what they're
guing to do In response. The approach we're taking 1 view as more than
stabilizetion though. I think it is & strategy which is designed to return priccs
al least 1o the foor level that was in plece back in May of 2001,

Mow keep In mind &t thar particular polrt in time we were scteally selling at
prices that were wall above that floor price so this is really designed to by 1o
retum pricing 1o the old floor level which would be 8 step in the fght
direction and creste a lonper term trend line of improved pricing and
therefore improve the profit picture on 3 golng forward basis,

And your curren] shareT

YALASSIS COMMLUNIC ATIONS Page &
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Chur cumrent share s pretty moch on plan for what we had snticipated. The

wiy wet mcasure our shares, we ook & all the co-op volume when we

measure shares so we inclede owr regular co-op and our cusiom co-ops in
chare. We're in tha mid-40e right now and look like we'rs up oo plas for

increasing share as we had indicaed in 20404 for 2004,

Great, Thank you very much.

Chur next question comes from Steven Barow with Prodential Equity Group.
Plesse go shesd with vour question, fir.

Thank you Could you hresk oul whal was going an in closier trpeted in
terms of was it VIP that was up or sarspling was donwm? st trying 4o get o
hendle on the picces there,

Bob, it looks Eke you heve mckassified the $13.6 million of debt kaek to long
lerm, #o | guess them's ne' thought of that being peid out besouse not
evervone went for the offer that you had. 1 just wanted 10 clarify what the
thoughts are on that,

Then; Al, you made a commem tha flat reveree on the Imemational, e,
section was on plan. 1s that your plas for the third mﬂfounhquum fortlu
sevenue in that growp to be flat? Thanks, .

The clusier targeted business when you break it out in iis companents In the
quarter, we actually sow p mid-single digk decline in preprints which is the
biggest componest. In tha polybsp eampling and adverticing, wa wers down
a larger perecmiage of that, a double-digit decline there,

Apain, that is very consistemt with what 1 instructed this group to do which
was try to filler out some of the bwer margin busineas, as 1 bad mentioned.
Las year We grew revenue in that segment by 26%. In dolng that we picked
up some customers that were ai unacceptable margins. And based on what
we get golag on in the printing industry in peseral where & looks like
volumes are picking up, margins mpkkingup,“tkduﬂmdﬂmsm
right to focus more on profitability,

With all that said, I think #i's Imponam 1o note ther this busines wnds © have
some prety wild swings on @ quarierly basis year against year. In fact, if voo
lack back st the last few years veu'll see swings fram one quarter to the next
whoe rovenues were down 12%, 14%, 15% and then come back and
increase by owver 40%. So this isn't enusual and they're really dnmr. at this
point in time what I'm acking them todo

From & debl perq::etti\-e on the §13 million, that debt does mot have an
opportunity o be putio us for anather two yeurs so therefore it would be inte

VALASSIS COMMUNICATIONS Fage 7
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" long erm classification and at this polnt n tirme we have no cumrent desire or
oo plme 1 should sayto porsue thet debt o bring it back in.

Flat revenue for our inlematinnal and serviees ac far a¢ subsequent quaners
o, the aarwer 1o that i3 oo, We aipost thal we're gaing io have myenue
growth in our infemational and services ector in the second half of thic yesr.
In fact, some of the tost programs that we're deBveriag thet will penerme
some ted revenue will f2l] into the third and fourth quarters which should
improve the revenue pictune there,

I vou rermemnber, overall if you discount the extrs momth and & half of
revenue from NCH, we eaperied low w mid-single digh revenue growih. We
think we're siill on plan 1o deliver that There's really no chenge In cur

essumption there,

5. Barlow - Just to clarify on the ene-lo-one, is thet b gross profit thet they were in the
positive termitany?

A, Schulz Mo, that & a net pretax profTt and that is on a sand-alone basis, As you know

in the past we had feh as if our one-io-one unil was in fact profitable because
when we looked ai other business from other product lines thet we were sbke
to secure from customers thal we were able to attract becauss of sur ane-to-
ane capability, we thought when we looked a1 it from the standpoint the
busisess had crossed the line imte profitsbility fast year. But now we're
looking al it totally on & stand-alone basis, not looking &t amy of the ofher
ancillary benefite aspocisted with those customers and we ire I.nl.km obout o
na profiv efter all SGRA

1 think its & very, very impertamt milestone for the business that was
achieved in the second quarter. Again, just to reiterate, it was a sipnifieant
enpcugh profit that it offset the los from the firsl quaner so thet we're mow
looking at a net pretex profit through the first s monts of the year that's
north af & half millien dollars,

&, Barlow Thanks very much,

Ciperalor Thank you. Chir next question comes from Fred Searby with JP Morgan
Pleace gn shead with your question.

F. Scarhy Good moming, everyhady, Orne or too gquestions, Alan, It sounds historcally
jlnu"\'t stid to e and you're strategizing and 1 think you've said that it really
i up 1o the market share leader to make price moves and you expocted Mews
Armerieato raise prices and then we had this circ increzse which you all were
somewhat skeptical of,

What's the reversal here in that thovght? You're tryisg 1o sctuslly mise prices
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now, Obviously Mews dmmericny not bedging Then on your existing
ecsounts, have there boca any majer arcount losses? The market share ... you
my you're in line with gvidance, aad my asurmption was in the past thai you
thought you'd get back w 50% and it sownds like youe poing W be-still in
the <40 pext year,

A, Schelz Frors un exigting sccount tandpaint there really haven't beea a lot of changes
from & mesket hare sandpoint Fram & hiswricel sundpoint the anower 1o
¥our question i yes; historically the masket share leader has always been the
price leader. With thet said 1 think a3 2 managernent wam asd &5 a
its importent thet you'ne zlways alet tv mew possibifies, Irs tlnays
important thet yeu're creative to corsider rew idems, new conoepts aad that
youre sgile encugh and flexible esouph 1o ke advamage of opportunites
that mey prasent themselves in the narketplace,

We cleasly believe thet besed an what's poing on from an overall indusmy
powih standpaint, it has crested somewhan of a enique epportunity for us,
We feel =5 if the pricing approach that 1 laid out i & very creative and
urusuel stritegy hat has never besn anempted or implemented in the past,

Agaln thars our job to take on that respansibility that and we have & dity to
look Jor ways ta improve the long term pricing frend in the FS1 induetry,

As far s our 0% marker share goal, [ think when you really g&l 1o the
unéerlying goal, our goal, has always teen © oesie a long tom, more
prefitable F51 industry ® oreaic a long term, mere profitsble Valassic We
fiel that's in the best isterest of all the sakeholders Imvolved [n the FSI
inchestry, certainly inchuding owr customers. We feel the current market
copditions have created & better altemative 1o schieve that goal,

We are mevely being alent in recognizing the opporumitics that cxist and
Tlexible in adjusting our srategy 1o best sccomplish cur poal, We bdiove our
goal can best be aceomplished with no further changes in merkel share o
where we're of today.

F. Seartw Speaking of creative, on the circ ismue when they raised their cire asd you
said # was somewhat dubious and would {8/l flat on it face, how has dhat
done fior them because il wis a de facle price increas, dght?

A, Schukz From the messurements we've dose 5o fir, what we tend ta book at s what s
the pyerage full nm chrculation for Valssis and what ic the aversge full run
circeletion for our competiior. What we're ween is that there are reslly no
differences berween 1§ and them in terms of what clienis ane buving in terms

afthelr full run clreulation, -

F.Searby Agpaln, congranulaions on some resulis in light of the challenging conditions,
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 Thanks, Fred, apprecita that,

Owr next quesilan cornes from Alexia Quadrani with Bear Steams. Please po
shead with your question, me'sm. .

This is Julian Choy. T have some questions oo behalf of Alesia, A coupls of
quegions here. Jus wondering how your pricing Is on contrack: today
sompered on nvcmge to pricing on convects signed lan year. And | ako
wanied t know how paper prices are trendisg for the Rl year.

Julia, we havea't really piven any guldance in terms of what't poing on on &
duy-to-day sandpain in terms of contrac! pricing o I cant really comment
an

As fer &3 paper prices, we had anticipated ther paper would Increse In terms
of pricing during the vesr and based on whet we currenily e today paper
pricet are increasing pe we had antieipeted that they would iscreass,

15 thet the 892 to 9% increase?

There's really nothing bere that is surpriing us. When you loak al paper in
termms of whet vwe had bult inte our moedels for the year we hed assumed that
we'd have a mid 1 high single digit price inersace ac 2 resuk of the comtracts
That we have In place through 2005 particularly in the FST business that have
caps o powers in them, cap quanerly increases and then cap anmuml
INCreates.

Right now ii's premy much on plan and then betause of some ol the incregsed
valumes that we've iaked sbout, same of which we hod anticipaed and some
of which we had nal anlicipaied, that increased velume has helped us fiom a
media cosl Sandpoist asd he lped us fom a production cost standpoint.

1 also want 1o make note that from a production cost slandpeint o & printing
standpoint, clearly cur manufacturing teams have done a very nice job, hed o
very good quarter in the second quarter. Then some of the capital additions
we've made on the Man Rolland presses here alao been highly efficlent
presses. As a result of that, the combination of media and printing cosis have
really offsel that price incresse in paper to basically give us a fl= cost of

govds sold in the co-op FSI.
(Given your beder than expected ghare repurchare sctivity thic quarter, 1 think

irs about rwice e amount that you purchesed hat quarter, are you
:mu_‘nnahll: with current levels?

Comfortable with what levels, Tulia?
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With the cument amount of shares that youre reparchacng?

Weve uken the approach that seys thet we wari 0 be epporumisiic from a
share repurchase standpoint, we went to ry © buy as many sheres ns we
possitly can for the money. We do have the shility per our Board to spend
74% of our free cash flow on share repurchase 17 we elect to do that. We
havent tlecied © do thet bot 1 would describe our swraegy as it relanes 1o
share reparchase as being wvery flexible kind of dependent on murket
canditions.

Thank yow

Thank you Cur next question comes from Troy Mastin with William Blair
and Company, Flease go ahead with vour gestion, Sif.

Good merniag. Belng $ik far ints the 2004 contracting seapon wnd with what
1 think are now 1oNger coniracts 4 30 months, coarred me i I'm wrong these,
whena might this etiempted price increase begin to have o meaningful mpact
en prices? When could we stan © see o effective prices on the FSI going
up In aggregate 17 this price increase works?

The way 1o look ot it, Troy, & that there's abowt 15% of the buginess that
really never gets coversd by B corporate contract, Thats what we describe as
the bid buzsinesa. In theory that | 5% of the business eould sian je be pricod at
higher levels is 3 elsfively chost peried of fime. [t has the poential, thoee

© prices, to gravitate up rear e Soor

Then when you ssumne the length of esmracte which you are corrsct, that is
Ionger then whet we've hed previously in terms of kengih of contredis, ] think

. you have to assume that somewhene berween 30% 1o 40 of the busines in

ary given year, the costmact is likely to expire and then the prices on those
contracts would slep up over fime a2t contracts expie. So | thisk that's the
way you have o ook a1

Then probsbly the one other factor to be considesed is that this is a categnry,
exclusive medinm, which means that there are Times where buEiness cannol
te plooed with the compeny thet hes the comtrect becowse of cotcgory
blockape problems and then that business vitimately goes to the non-
conracied company. typicelly al higher prices. 5o in this case fom owr
perspective that would be oer floor price.

Today that's & relatively erall persentige of the bukinets bieed an curment
indesiry practice but if the supplydemand equation continues 10 work in our
favor and we coniinue 10 see swung increases @ demend with realhy
irsignificent incrensea of supply or doys and & change in busiess practies, o
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larger percentage of the busingss could o 10 the non-contmcted
and [ would assume thar # this aere 1o all come o fruition that it would be at

those floor prices.

If you wok &l of these factors Into consideration, Tray, thet would be the
wey o fook ot it :

Can you give an ided in a reasongble or maybe even a beg tace scenario
when you might finally start o enjoy average FSI prices Incieasing?

A1 this point in time we're geing to cantimue te look for some type of
ronerete evidence in the marketplace. As 1 had mentionsd earlier, we've seen
v competitor malie ther intentiona known rchatively guickly and we're
going 1o moaitor that situstion on » daily basie,

Omte the one-to-one business, is there any termpirary banefit o this business
1= a resull of competilors thal have de-emphacived of shut down their
operations that MIgH 0t be recuring or would you charscierize the groead
in pne-to-one &s purely fundamestal or maybe indusry orgasic?

Troy, rou're pot a linle bl of everything poing on here. There is no doukt
tha there is organic gressth wking place in the crc-io-one busingss. Thers
being driven by a number of fartore, one af which e the maoro tends that we
have talked abaw, :

You've got the do no call registry where you've got 2 buge smoun! of dollars
that arc shifiing from ielemarkedng Imo ather promotional media, vehicks
You've pot the conpumer qvisihveres isue, the suellie mdio, the TV
fragmetation, the TIVO, the desire on clients, 1o link their mirketing spend
1o revenus generstion and ROR. All those things creae & vary positive pictore
fior our entire product portfalio snd certainly the direct mail busncs,

There's no doubt thet we arc sering weanic growih lking place there,
Clearly we're benefiting as a result of vur competitors in the marketplace
changing strategies and ther future being somewhat in question from @ chare
fandpeint, But there's no doubt that wee scing growth there and from a
eonsumer packsge gosds industry standpeinl, comswmer packege goods
companies setm 10 be very commited 1o dirert mail being pamt of their
everall marketing mic

Of course our overall strategy as = campany is to be the anly company that
offcrs mess delirered promational products, cluster targeted ar neighberhoad
trpeled products and ant-to-ome targaed product and te ity company
that has the shillity to integrate all those ino a single solytion. _

Then fismlly one more qeenion. Have you seen any negative impact 2= a
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result of the circulation issees that have come up in a few newspapers? |
know they might rot be too relevant to your circulation but mone specifically
do you semse thar advenisers are less imerested in using the freestanding
insert? Have you had mny conversstions along those lines despiie the strang
voleme rends you've been seeing?

The answer to thal is nb. We have nol heard a lot of clients, in fact we have
heard very litile if ary client discussion on the rubject of what's going on at
thest (hree newspapers, The Sum Times, Lorp Lidand Newsdny and Hoy
[inandible] in Mew York.

1 want 1o sesure you el that a5 I've discussed before wetve shvaye belisued
in a high quality market fiot. We only provide newspapers with the number of
insens that we're comfiortsble they can diswibute and tha will ultimately pet
inte the hands of the consumer.

We algo give the newspapers sn order of distribution. An example would be
we sy first we want you o cover the paid home delhvered clreulation within
the MEA_ then we want vou Lo cover paid home delivetsd eirenlotion cuteida
the MSA, then go inwo the paid bon within the MSA, then out of the M3A
and then our last choite would be 1o po isto TMC programs. Based on
everything we know woday, we believe that all of our inserts uhimatcly have
reached consumers Inthe order thet we have specified.

| would alse poim out thet we have o division called Promodon Watch which
does promolion securty consulting. That group does random audits of our
newspapers and they kave done over 20 mndom audis this yeor ond based an

what we lcam & a result of this sinatlon with the newspapers, they will
revise thelr audil precedures to make sure we're locking for ome of the
prablerns that maerlallze @ hese three newspapers, These trec

will not be awdited in the future on a random basis bt on a sperific hack, o
we're pretty comioriable with this issue.

Thanksa bt

Crur next question comes from Mark Bacurin with Robent W, Baird, Pleass
po shead with Your question, sir.

Good moming. Alan, I'm hoping | can dig in on this new pridng sraegy a
little bit. First I wanted to follow wp on a comment you made in responge Lo
Troy's question. You mid you heve yoon your competior meke their
indications known on this sew prcing strategy and you're going to continue
1o maonilor it Am ] te resd inlo that you've alrendy tricd this and you've
actually seen News Americo make some sort of response?

MNo. When 1 said that we expect News America 1o resct relatively quickly
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whai ] mesn & from what we've peen over the |ar bwo years we've ween News
Americo make their imleations known relatively quickly. We would assume,
we dort know for sure but we would assume at this peint that their Teck
record of the last bwo years would contimee.

1 understand. Then = 1 understand the strategy you will not be pushing
forward the new pricing floor on renewals with existng c]mmmlrm
buslness tha you currenthy do nox have. 1s thet cormect?

That & correct, ves.

Wikt ahomt renewals Tor mome volume? Would you implement the new Moo
on ingremental volume from those same clicats?

If it was a firct right of mia] custamer with Valacsic the anower to that is
ney, nat Bt this polnt in time. But i i was 8 client et was shared between
Valesns and Mener Arrerice thes the amswer 1o that question B yes. If they
wanted us to lake on incremental market share, incremental volume

our share percentage then the answer to that is ves, we would mplemert the
T,

Az | inderstand thit suakgy then thie will nat necessarily move pricing up
for you; the only place you would ==¢ o price increise is i you ook &
compeitve win agains News America and then vice versa, 17 they respond
with & similar increase o the price floor they theoretically shouldn't be teking
amy elients from you ot 8 higher price point unless it'e 3t o higher prics point?

Yes, that 32 correcl. | think there's snother side of this that you probably need
to consider which i if ifs & Mews drmerfca renewnl and we're quoting the
floor price and they cumently have a contract which & less than the floor
price, then they would cenalnly have an oppomaniny 1o move thelr pricing op
odso. It's herd 1o say what the Tmpect of that will be.

I mdersiand Assuming thal stoategy works o vour beoefil snd pricing
oves up on these renewals, a5 you sajd, 1 guess mos) of the contracts are
lecked in for 05 except for some spot rype business thet yeu might schicve
S0 we would actslly expect those beneliis 10 sian accruing more in the 06
timeframe?

e You'd see benefil i the spox business &nd then as 1 heve mentoned in
the comversation, 1 believe it was with Troy, where there 8 spme busines
that maves back and forth betaesn the companies if one of the eompanies i
biocked from a calepary standpeint, that business would also go up. Thats
. currenthy & relacively small pescemage based on practice bit the answer to the
:q“?miul iz you're correet. The bulk of the opporumity would matenialize in
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Aszuming there hes been seme elasticity of demend with the lower pricing,
a‘:ymmmed that if prices do move back up that the valumes youe
essumming thal you might be able to schicre ot this lowa market shere level
might actuslly decline with the kigher price point such that yos're back ina
position where you're not necessasily getting the =me kind of profimbility
aut of each book that you would hope?

A, Schulz As | had meotioned, ggain 1 think it was i the cmuerﬂ.ﬁmniﬂ:.'hu}-,]
think #erehe some macro trends that are really moving dollars in our fiver
and that it the desire by clients to link merketing spend © revenue
penerstion.

M. Bacunn

The FSI has by far the bent retarm on investment ber none. It an cutstanding
wvehicle for o retwmn op nvesiment gasdpoint. Even a1 the floar pricing it't an
owtstanding retum on investment versus where we're pricing ot todmy. Then
there's of course these issises with telévision thal we are all well aware of
with TIVO and the perscnal recording devices and the populerity of smellie
Imemet radio which 1s commercial free.

Consumers these days want 10 be in charge of when thay receive messapes

and what mesapes they receive. The bottom line is that consumers invert

time thest dars, thoy want vahee for that time and our products E"Ff[u“?'
provide some tpe of value.,

Then we've got & number of clients that have had tremendous success in the
industry amd in their biziness by uwing owr producs lnd]ﬂiInl:lhm]uua
posithve impac! on other products.

We reed w 8lso keep In mind thar we experienced strong unit growth in this
mdustry for the last eipht quartérs and when you go back in time, that's whes
priees were relatively sable. When mices were higher than whar they are
today, when wou lock at the possibility of eruming this ndustry to the flaar
priting that existed back in May of 2001, pleese kecp in mind tat we were
selling &t that time a prices that were significantly higher than the floar. That
wes 2ill providing ¢lients with @ grest retum on investment and at that time
we replly didn't have clients that were complaining about the price level.

1 think that there 15 some price elasticity in our industry end some of the
growth we bave seen as @ result of price but [ clearly dont think that
returning 10 aur fleor price with all these other macro trends 1aking place will
dampen demand in a significant way,

M. Becurin Then, Al, m terms of how you see e resporse from Mewa Ameries, i it a
funetion of whatever confracts are up fght sow vou go oot with a new floor
price. If it's & Mews America clien end thes vou leam beck from thet cliemt
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what the pricing sctually was dose with News dmerica sssuming they kegp
it, but at & higher price point? [s that how it works or what & the feedhadk

you pet?

We ry to monitor the maket in a number of different ways. We will we
every means ot our disposal to try to monitor the sinsros. What you Just
described is censinly coe way to deerming whafs taking place I the
markerplace bun there are & number of different ways that we would moniter
the market.

Greal Thenks & bot,

COuwr nen question comes fram Edward Atorine with Fultrum. Please go
ahead with your question. '

My question's been basically anywered ahout seven times 5o wont Ty w go
over @ again. Ose other question, on the refinancing, what doss that de

yor iterest cxpense poing forward? | presume It takes I down 1 noich ar
ael?

Ed, the first thing I want to do is correct the name. If's Ed Atorine,

Close enough,

1 just want w0 make sure everybody's clear about that Wih thal sid I'm
faing to let Bob pgive you the snewer in terme of intersst expense and the
impac: that the swap will have on en anticipeted besis Tor the back half of his
vear

Ed, it will 1ake down cur oversll interest expense obvicusly depending upon
whai rates do going forward. But immediately it reduces our inlerest axpence
fram the 6-5/Bths down by a couple of percentage points phus.

It should be under 3 then for the balanee of the year?

Percenm?

Dollars, millions. You were 83 millon inthe tecond, $3.1 wag it7 £3 million
for the sorond quarter.

Tt should come under 33 million for the next two guariers, that's corress,

Thanks. 1M ialk to Shery afffine and go through some mare staff, Thanks.
Thanks, B4,

VALASEIE COMMUNICATIONS Fazel6



Operator

R Diamaond

A Schultz

R Diamand

Opemator

J. Kostell

A, Schule

B. Recchia

VALASSIS COMMUNICATIONS, INC. 269

Complaint

EXHIBIT A

Crur next guestion comes from Rickard Diamond with Inwood Capital.
Plenase o shend with your question, sir.

Hi, Al What happens if Newsearp decides 0 contirme to be irmational in the
co-0p advenising business? The reason | mention this s thax the price war
hes been imatiosal from the g, What's the downside case and how does
that play out?

When you consider the increased client demand for eo-op FS1 pages and you
couple that with really no sgnificant incrense in date supply, we think we're
at a poimt where we believe both F31 companies can schieve significant
violume with their current market chare positinne.

Generally his type af supplyidemand equalion typically leads to increased
pricing power and logic would supgest that this conditien provides an
cppomiunity 1o create a positive lng term pricing tend, So clearly that
pricing trend could lead 1o increased profilability.

Clearly #2 we asscss the situation we think it makes semse. If it doesoit work,
wie will continue to look for creative idess and oppormiunities to improve our
prafitebility. We'll Ty 10 do so soaner a8 opposad 1o lnter_

We believe ioday's marker it very fuid and dynamic and this type of market
presents opportunities bul you've got 1o be constanthy alen‘and you've got to
quickly identify the opportenities and then of sourse you need to be agile
enqugh © develgp and execuie a sraegy in the makesplace, 1 think our
objective's clear + how do we create an FS] industry that will improve our
profitability. That's cur cngoing responsibility not anly in the FSI industry
but it's oar ongring responzibility in every business we panicipae In.

Thank vau urjrmueh. Al

Our next question comes from Jim Kogell with Cuvahoga Capital. Please go
shead with your question.

Hi. Its Am Kosell A couple of questions. First of all I may have this
siatistically incorrect becsuss it been a long day and my typing isn't so poed
bt i appears that the accouns receivable relatve 10 days salés have gone up
here a bit, Isthat comect and could you sddress why that is?

I'm going 1o let Bob handle the acoounts receivable geestion.

Its up ot sbout 358 million m the end of the quarter end ence again Hs
moshy timing. We bad a couple of major programs where monies came in
the first week of July and that threw us up higher. When veu Jock al schual
duys sales and receivables it hasm't moved all that much.
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The ether part of it is some Increased volume o1 NCH thet we're seeing drive
up the receivables number aswell.

Omee again it's mainly a dmisg issue. There's no real major trends or
prodlems with colleciabiity. It bas & Jol o do with the volere of business
we're taking through in i ROP busiess and the volume were laking
through at NCH as well, :

Is my addlitlon hete of 90 diys versus 66 cormeat?

Well, if you take n simpke point in time and measure ft you can pet that but
we mezsure it an & solling basis and unfortunately when yeu just grab the end
of the momth It can lock realy good and really bad, What 1 would tel] you
that the numbers are up slightly because of the Dpe of bisinestes that we've
ventured into and the receivebl dynumics in getting pald bun nowhere near

90 days.

Scrondiy, it's beem 30 long sinee May of 01 1 can't even remember whers 1
warked then. Could you 1l mie, the $6 and the $3.54, thafs up ahout 20%
froen where prices are now?

I canit get into that with you, Jim.

Cat vou make any ¢omument as o the germ;]]mlnd"lﬂ-ﬁ'irigmrﬁm
period of ime?

What we can sy i that we've been in a declining price srvironment sinc
beslcally Jume of 2001, T guess il was relatively sable at that period and then
we wert through o period of decline and clearly this is an atempt to change
that trend line and ereste 2 positive tend line in terma of pricisg and reverse
hat negative trend line.

I was sitting here trying o think about hew a cusiomer wonld fee] about this
in 2 sence that i I'e got a costrct with you and 1 come 1o you and =y Id
Iihcll:ldnBﬂﬂtnﬂ:whmmuiﬂiywmiymﬂyuhybutil':upu.nmﬁ.i
ot in terms of price ... have you gone and talked to agy of vour costoemers
about this and felt them out ahead of just implamenting tis?

We have talked (o cusiomers on an ongoing hasie and have 1old them that we
fecl ik the currem pricing envirenment |s not a realistic pricing environmant
and that prices will nood 1o ukimately at some point return 1o more higtarieal
levels. 1 don't think theres any clients that Ive come acros thar would
disagree with that- Ceriainly clients sppraciate the Jomer prices, certaindy
clienls want o take advaniage of the lower prices a5 anyvone would but we've
b trying to do 2 good Job on an ongoing basis 10 educate cur eBents that
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EXHIBIT A

this i5 a mapshot s time, an oppartenity in time: for them o ke advastags
of lower prices and a1 some polnt in the future that windew's going to close
and that opportunity is no longer going to exist. Cerainly every chiont I've
talked to understands that.

In terms of your comment about youll see the response pretty quick, is preity
quick generally speaking defined in days, wesks, @ month? What does the

word pretty quick mean?
Twould think in this shuatios we're alking shout weeks.

Thank you very much,

Managemnent. a1 this time we have no questions, Fleass continue with asy
furhier remarks orclosing comments that you would Tike to make.

Thank yoi. Jus! i closing I'd like o point out the fact that cur first half

periomnnce wos strong el 03 a roult of that stong performance in the first
half it's allowed us 1o tightes up cur annoal easmings guidance and we have

updnted our 2004 camings per share range which was 31,83 0 51.55 0 5173
1o 81 RS

It is our cence that the mrenpthesing econemy hea remubted in growing
marketing budgets and incressed demsand for our producte. We elearly
believe thase conditions create an opporunity to improve mangins across our
entire product portfolio while at the same time encouraging customers 1o
eonzider our integrated sclutions for which we have atready sold 25 this year.

We're encouraged by what we've sen through the first six months of this
year. Wa're at the halfway point, we clearly have » lot of werk o do but we

are optimistic about the fumure.

I'd like to thénk you for your tiree, vour guestions and pour interest and have
4 great day,

Ladjes and pentlemen, this congludes the Valassis Communications Serand
Quarie: 2004 Esrnings conference call, I you wauld like to listen 1o & replay
of ioday*s conference plesse dial in o 1-B00-405.2236 or 303-500.1000 end:
usc the acccss code of 366833, X

We thank you for your participation. You may now disconnect and thank you
forusing ACT Teleconfirencing,

¥ALASSIS COMMUMICATIONS Fage19
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DECISION AND ORDER

The Federal Trade Commission having initiated an investigation
of certain acts and practices of Valassis Communications, Inc.
(hereinafter referred to as “Respondent”), and Respondent having
been furnished thereafter with a copy of the draft of Complaint that
the Bureau of Competition proposed to present to the Commission
for its consideration and which, if issued by the Commission, would
charge Respondent with violations of Section 5 of the Federal Trade
Commission Act, as amended, 15 U.S.C. § 45; and

Respondent, its attorneys, and counsel for the Commission
having thereafter executed an Agreement Containing Consent Order
(“Consent Agreement”), containing an admission by Respondent of
all the jurisdictional facts set forth in the aforesaid draft of
Complaint, a statement that the signing of said Consent Agreement
is for settlement purposes only and does not constitute an admission
by Respondent that the law has been violated as alleged in such
Complaint, or that the facts as alleged in such Complaint, other than
jurisdictional facts, are true, and waivers and other provisions as
required by the Commission’s Rules; and

The Commission having thereafter considered the matter and
having determined that it had reason to believe that Respondent has
violated the said Act, and that a Complaint should issue stating its
charges in that respect, and having accepted the executed Consent
Agreement and placed such Consent Agreement on the public record
for a period of thirty (30) days for the receipt and consideration of
public comments, now in further conformity with the procedure
described in Commission Rule 2.34, 16 C.F.R. § 2.34, the
Commission hereby makes the following jurisdictional findings and
issues the following Order:

1. Proposed Respondent Valassis Communications, Inc. is
a corporation organized, existing, and doing business
under and by virtue of the laws of the State of Delaware,
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with its office and principal place of business located at
19975 Victor Parkway, Livonia, Michigan 48152.

The Federal Trade Commission has jurisdiction of the
subject matter of this proceeding and of the Respondent,

and the proceeding is in the public interest.

ORDER

IT IS ORDERED that, as used in this Decision and Order, the
following definitions shall apply:

A.

“Valassis” or “Respondent” means Valassis
Communications, Inc., its directors, officers, employees,
agents, representatives, successors, and assigns; its
subsidiaries, divisions, groups, and affiliates controlled,
directly or indirectly, by Valassis Communications, Inc.;
and the respective directors, officers, employees, agents,
representatives, successors, and assigns of each.

“News America” means News America Marketing and
The News Corporation Limited, their directors, officers,
employees, agents, representatives, successors, and
assigns; their subsidiaries, divisions, groups, and
affiliates controlled, directly or indirectly, by either
News America Marketing or The News Corporation
Limited; and the respective directors, officers,
employees, agents, representatives, successors, and
assigns of each.

“Commission” means the Federal Trade Commission.
“Competitor” means News America and any other

person engaged in the business of publishing, producing,
distributing, or selling FSI’s.
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E. “Consultant” means any person retained by Valassis to
provide advice or assistance to Valassis relating to its
pricing or marketing strategy.

F. “Designated Employees” means each employee of
Valassis with direct or supervisory responsibility for
investor relations, sales, or marketing.

G. “Federal Securities Laws” means the securities laws as
that term is defined in § 3(a)(47) of the Securities
Exchange Act of 1934, 15 U.S.C. § 78c(a)(47), and any
regulation or order of the Securities and Exchange
Commission issued under such laws.

H. “FSI” means free-standing insert, and includes any
multi-page booklet or other publication containing
coupons or advertisements that is inserted into a
newspaper for distribution to consumers.

L. “Insider” means a Consultant, officer, director,
employee, agent, or attorney of Valassis; provided,
however, that a Competitor shall not be considered to be
an “Insider.”

J. Person” means both natural persons and artificial
persons, including, but not limited to, corporations,
partnerships, and unincorporated entities.

II.

IT IS FURTHER ORDERED that in connection with the
publication, production, distribution, offering for sale, or sale of any
FSI in or affecting commerce, as “commerce” is defined by the
Federal Trade Commission Act, Respondent shall cease and desist
from, either directly or indirectly, or through any corporate or other
device:
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Communicating, publicly or privately, to any Person
who is not an Insider, that Respondent is ready or
willing:

1. to forbear from competing for any customer,
contract, sale, or business opportunity, conditional
upon a Competitor also forbearing from competing
for any customer, contract, sale, or business
opportunity; or

2. to raise, fix, maintain, or stabilize prices or price
levels, conditional upon a Competitor also raising,
fixing, maintaining, or stabilizing prices or price
levels.

Entering into, participating in, implementing, continuing,
or otherwise facilitating any combination, agreement, or
understanding, either express or implied, with any
Competitor:

1. to allocate or divide markets, customers, contracts,
lines of commerce, or territories; or

2. to raise, fix, maintain, or stabilize prices or price
levels, or to engage in any other pricing action.

Provided, however, that it shall not, of itself, constitute
a violation of Paragraph II of this Decision and Order for
Respondent: (1) to communicate to any actual or
prospective FSI customer Respondent’s price for that
customer and/or that Respondent is ready or willing to
lower its price in response to a Competitor’s price; or (2)
publicly to disclose any information where and at such
time as the public disclosure of this information by
Respondent is required by the Federal Securities Laws.
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1.

IT IS FURTHER ORDERED that:

A.

Within sixty (60) days after the date this Decision and
Order becomes final, Respondent shall submit to the
Commission a verified written report setting forth in
detail the manner and form in which that Respondent has
complied and is complying with this Order.

One (1) year after the date this Decision and Order
becomes final, annually for the next four (4) years on the
anniversary of the date this Decision and Order becomes
final, and at other times as the Commission may require,
Respondent shall file with the Commission a verified
written report setting forth in detail the manner and form
in which it has complied and is complying with this
Decision and Order.

Iv.

IT IS FURTHER ORDERED that Respondent shall notify the
Commission at least thirty (30) days prior to:

A.

B.

Any proposed dissolution of Respondent,

Any proposed acquisition, merger, or consolidation of
Respondent, or

Any other change in Respondent that may affect
compliance obligations arising out of this Order,
including but not limited to assignment, the creation or
dissolution of subsidiaries, or any other change in
Respondent.
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V.

IT IS FURTHER ORDERED that, for the purpose of
determining or securing compliance with this order, upon written
request, Respondent shall permit any duly authorized representative
of the Commission:

A.

Access, during office hours and in the presence of
counsel, to all facilities and access to inspect and copy
all books, ledgers, accounts, correspondence,
memoranda and other records and documents in the
possession or under the control of Respondent relating to
any matters contained in this Decision and Order; and

Upon five (5) days' notice to Respondent and without
restraint or interference from it, to interview officers,

directors, or employees of Respondent.

VI

IT IS FURTHER ORDERED that Respondent shall:

A.

Within thirty (30) days after the date on which this
Decision and Order becomes final, send a copy of this
Decision and Order by first class mail to each of its
directors, officers, and Designated Employees.

Mail a copy of this Decision and Order by first class
mail to each person who becomes a director, officer, or
Designated Employee, no later than (30) days after the
commencement of such person’s employment or
affiliation with Respondent.

Require each person to whom a copy of this Decision
and Order is furnished pursuant to subparagraphs VI.A
and VI.B of this Decision and Order to sign and submit
to Respondent within thirty (30) days of the receipt
thereof a statement that: (1) acknowledges receipt of the
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Decision and Order; (2) represents that the undersigned
has read and understands the Decision and Order; and (3)
acknowledges that the undersigned had been advised and
understands that non-compliance with the Decision and
Order may subject Valassis to penalties for violation of
the Decision and Order.

VII.
IT IS FURTHER ORDERED that this Decision and Order
shall terminate twenty (20) years from the date the Decision and

Order is issued.

By the Commission.
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Analysis of Agreement Containing Consent Order to Aid
Public Comment

The Federal Trade Commission has accepted, subject to final
approval, an agreement containing a proposed consent order with
Valassis Communications, Inc. (“Valassis” or “Respondent”), a
publisher of co-operative free-standing inserts (“FSIs”) with its
principal place of business located at 19975 Victor Parkway,
Livonia, Michigan 48152. The agreement settles charges that
Valassis violated Section 5 of the Federal Trade Commission Act,
15 U.S.C. § 45, by inviting its only FSI rival to collude so as to
eliminate competition. The proposed consent order has been placed
on the public record for 30 days to receive comments from
interested persons. Comments received during this period will
become part of the public record. After 30 days, the Commission
will review the agreement and the comments received, and will
decide whether it should withdraw from the agreement or make the
proposed order final.

The purpose of this analysis is to facilitate comment on the
proposed order. The analysis does not constitute an official
interpretation of the agreement and proposed order, and does not
modify their terms in any way. Further, the proposed consent order
has been entered into for settlement purposes only, and does not
constitute an admission by Respondent that it violated the law or
that the facts alleged in the complaint (other than jurisdictional facts)
are true.

I. The Complaint
The allegations of the complaint are summarized below:

FSIs are multi-page coupon booklets commonly found in Sunday
newspapers across the country. FSIs are an efficient means for
consumer packaged goods manufacturers and other firms to
distribute coupons on a mass scale. For more than a decade, there
have been only two U.S. publishers of FSIs: Valassis and News
America Marketing (“News America”). On a typical Sunday, both
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Valassis FSIs and News America FSIs are distributed by hundreds
of newspapers to over 50 million households.

A. The FSI Price War

Between 1998 and 2001, Valassis and News America each
published approximately 50 percent of FSI pages. In June 2001,
Valassis notified its clients of a five percent price increase, bringing
Valassis’ floor price from $6.00 for a full page per thousand inserts
to $6.30. News America did not follow the Valassis price move. As
a result, News America captured additional customers and built a
substantial market share lead. In February 2002, Valassis abandoned
its efforts to increase prices and sought to regain a 50 percent share
of FSI pages, leading to FSI prices falling below $5.00 per page by
2004.

B. Valassis Invites its Competitor to Collude

In mid-2004, Valassis determined that its aggressive pursuit of
greater market share was no longer serving the company’s interests.
Company executives developed a new strategy. Valassis decided to
communicate to News America an offer to cease competing for
News America customers, provided that News America ceased
competing for Valassis customers. Valassis intended this offer to
enable the firms to raise FSI prices within their respective
uncontested domains and to end the FSI price war.

As a publicly traded corporation, Valassis holds a conference
call with securities analysts on a quarterly basis. Any person may
listen to the call live over the Internet or obtain a transcript of the
call from the Valassis website. Valassis held its second quarter
analyst call on July 22, 2004'. Valassis executives were aware that
News America representatives would be monitoring the call, and
they determined to use this conference call as the vehicle to

! A transcript of the earnings conference call is

annexed to the complaint as Exhibit A.



VALASSIS COMMUNICATIONS, INC. 281

Analysis to Aid Public Comment

communicate Valassis’ offer to News America. To ensure that News
America clearly understood the terms of the Valassis offer,
including what Valassis expected in return from News America, the
President and Chief Executive Officer of Valassis, Alan Schultz,
opened the earnings conference call by proposing the following:

1.

Valassis would abandon its 50 percent market share goal.
The company would be content to maintain the share (mid-
40s percent) that it then held.

Valassis would aggressively defend its existing customers
and price at whatever level was necessary to retain its
existing market share.

With regard to customers with expiring contracts with News
America, effective July 26, 2004, Valassis would observe a
floor price of $6.00 per page and $3.90 per half page. This
was the floor price that had been in effect prior to the price
war. That meant that for News America’s historical
customers, Valassis would submit bids at a level
substantially above prevailing market prices.

With regard to the small number of customers that divide
their FSI business between Valassis and News America,
Valassis would price its share at whatever level was
necessary to retain its historical share of that customer’s
business. If the customer wanted Valassis to take more than
its historical share, however, Valassis would price that
portion of the business at the new ($6.00) price floor.

As to four bids that Valassis already had outstanding to
News America customers, Valassis would honor those bids
only until August 1, 2004, and thereafter all News America
customers would be quoted at the new higher price.

Finally, Valassis would monitor News America’s response
to this invitation, looking for ‘“concrete evidence” of
reciprocity in “short order.” If News America continued to
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compete for Valassis customers and market share, then
Valassis would return to its previous pricing strategy, and
the price war would resume.

According to the allegations of the complaint, Valassis made the
foregoing proposal with the intent to facilitate collusion and without
a legitimate business purpose. Although the proposal was made in
the context of an analyst call, Valassis’ statements provided
information that would not ordinarily have been disclosed to the
securities community, and the company would not have made the
statements except in the expectation that its sole competitor would
be listening. Far from being normal guidance to its investors or the
marketplace with respect to the company’s future business plans,
Valassis’ statements described with precision the terms of its
invitation to collude to News America. If the invitation had been
accepted by News America, the result likely would have been higher
FSI prices and reduced output®.

II. Legal Analysis of Invitations to Collude

Invitations to collude have been judged unlawful under Section
2 of the Sherman Act as acts of attempted monopolization,’ as well
as under the federal wire and mail fraud statutes®. In addition, the
Commission has entered into consent agreements in several cases

2 Evidence reviewed in the course of the

Commission’s investigation did not support a charge that the
anticompetitive agreement proposed by Valassis was
consummated.

3 United States v. American Airlines, 743 F.2d 1114
(5th Cir. 1984), cert. dismissed, 474 U.S. 1001 (1985).

N United States v. Ames Sintering Co., 927 F.2d 232
(6th Cir. 1990).
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alleging that an invitation to collude — though unaccepted by the
competitor — violated Section 5 of the FTC Act.’

The preceding line of authority rejects the proposition that
competition would be adequately protected if antitrust enforcement
were directed only at consummated cartel agreements. Several legal
and economic justifications support the imposition of liability upon
firms that communicate an invitation to collude where acceptance
cannot be proven. First, it may be difficult to determine whether a
particular solicitation has or has not been accepted. Second, even an
unaccepted solicitation may facilitate coordinated interaction by
disclosing the solicitor’s intentions or preferences. Third, the anti-
solicitation doctrine serves as a useful deterrent against conduct that
is potentially harmful and that serves no legitimate business

purpose.’

Previous FTC actions challenging invitations to collude
generally have addressed private conversations between the
respondent and its competitor’. The complaint here alleges that
Valassis chose to communicate its offer through a public means. The
Commission has concluded that the fact of public communication
should not, without more, constitute a defense to an invitation to
collude, particularly where market conditions suggest that collusion,
if attempted, likely would be successful (here, a durable duopoly).
Private negotiation — in a proverbial smoke-filled room — may well

> MacDermid, Inc., F.T.C. _ (C-3911) (1999);
Stone Container Corp., 125 F.T.C. 853 (1998); Precision
Moulding Co., 122 F.T.C. 104 (1996); YKK (USA) Inc., 116
F.T.C. 628 (1993); A.E. Clevite, Inc., 116 F.T.C. 389 (1993);
Quality Trailer Products Corp., 115 F.T.C. 944 (1992).

6

See generally P. Areeda & H. Hovenkamp, VI
ANTITRUST LAW 41419 (2003).

7 In Stone Container Corp., 125 F.T.C. 853 (1998),
the Commission alleged that an invitation to collude consisting of
both public and private communications was illegal.
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be the most efficient route for would-be cartelists wishing to reach
an accommodation. But it is clear that anticompetitive coordination
also can be arranged through public signals and public
communications, including speeches, press releases, trade
association meetings and the like®. Given the obligation under the
securities laws not to make false and misleading statements with
regard to material facts, Valassis’ invitation to collude, made in the
context of a conference call with analysts, may have been viewed by
News America as even more credible than a private communication.
If such public invitations to collude were per se lawful, then covert
invitations to collude would be unnecessary.

In evaluating cartels, antitrust law does not afford immunity to
agreements that are brokered in public; courts recognize that a
public venue does not necessarily mitigate the threat to competition’.
The same approach should govern invitations to collude. Liability
should depend upon the substance and context of the
communication, including issues of intent, likely effect, and
business justification, and should not turn solely on the arena in
which the communication occurs.

In its earnings call, Valassis communicated to rival News
America proposed terms of coordination for the FSI market, a
longstanding duopoly, and did so with extraordinary specificity:
Valassis would cease competing for News America customers,
provided that News America likewise ceased competing for Valassis
customers. In addition, Valassis proposed that prices should be
restored by both firms to the pre-price war level of $6.00 per page

8

See, e.g., David F. Lean, Jonathan D. Ogur, and
Robert P. Rogers, Does Collusion Pay . . . . Does Antitrust Work?,
51 SOUTHERN JOURNAL OF EcoNomics 828, 839 (1985).

’ See FTC v. Superior Court Trial Lawyers Ass’n,

493 U.S. 411 (1990); In re Petroleum Products Antitrust Litig.,
906 F.2d 432 (9™ Cir. 1990); San Juan Racing Assoc. v.
Asociacion de Jinetes, Inc., 590 F.2d 31, 32 (1* Cir. 1979).
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and $3.90 per half page per thousand booklets and described how
business with shared customers and outstanding bids to News
America’s customers would be handled. Much of this information
would not have been publicly communicated, even to investors and
analysts interested in Valassis’ business strategy, but for Valassis’
effort to induce collusion. Under such limited circumstances, the
Commission may challenge an invitation to collude under Section
5 of the FTC Act even where the conduct did not result in
competitive harm.

Corporations have many obvious and important reasons for
discussing business strategies and financial results with
shareholders, securities analysts, and others. For this reason, the
Commission is extremely sensitive to the fact that antitrust
intervention involving a corporation’s public communications must
take great care not to unduly chill legitimate speech'’.

In this case, the public statements made by Valassis went far
beyond a legitimate business disclosure and presented substantial
danger of competitive harm. The Commission’s complaint alleges
that Valassis made a strategic decision to use and did use its analyst
call to communicate to News America information that was essential
for News America to understand how Valassis proposed to divide up
the market and how it proposed to transition from competition to
coordination. For example, Valassis specified how it proposed to
split the business of those customers it shared with News America
and explained what its pricing would be with regard to pending bids
to four News America customers. Valassis historically had not
provided information of this type to the securities community,
analysts had no need for the information and did not report it, and

10 For example, the Commission would likely not

interfere with a public communication that is required by the
securities laws. Here, the Commission has been cited to no other
instance where a corporation disclosed publicly in securities
filings or other fora the detailed descriptions of its future pricing
plans and business strategies alleged in this complaint.
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Valassis had no legitimate business justification to disclose the
information. Valassis would not have disclosed the detailed
information except in the expectation that News America would be
monitoring the call and except for the purpose of conveying its
proposal to News America.

III. The Proposed Consent Order

Valassis has signed a consent agreement containing the proposed
consent order. The proposed consent order enjoins Valassis from
inviting collusion and from actually entering into or implementing
a collusive scheme.

More specifically, Valassis would be enjoined from inviting an
FSI competitor to divide markets, to allocate customers, or to fix
prices. The proposed consent order also prohibits Valassis from
entering into, participating in, implementing, or otherwise
facilitating an agreement with any FSI competitor to divide markets,
to allocate customers, or to fix prices.

The proposed order would not interfere with Valassis’ efforts to
negotiate prices with prospective customers, and it would permit
Valassis to provide investors with considerable information about
company strategy. The proposed order also includes a safe harbor
provision permitting Valassis to communicate publicly any
information the public disclosure of which is required by the federal
securities laws.

The proposed order will expire in 20 years.
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IN THE MATTER OF

DYNAMIC HEALTH OF FLORIDA, LLC

CONSENT ORDER, ETC., IN REGARD TO ALLEGED VIOLATIONS OF
SEC. 5 OF THE FEDERAL TRADE COMMISSION ACT

Docket D-9317; File No. 0423002
Complaint, June 15, 2004--Decision, May 15, 2006

This consent order addresses the respondents’ marketing of a purported children’s
weight loss product called “Pedia Loss” and a purported female libido enhancer
called “Fabulously Feminine.” The order requires that the respondents possess and
rely on competent and reliable scientific evidence to support representations that
Pedia Loss or any other covered product causes weight loss, suppresses appetite,
increases fat burning, or slows carbohydrate absorption in overweight children
ages 6 and over. Similarly, the order requires that the respondents possess and rely
on competent and reliable scientific evidence to support representations that
Fabulously Feminine or any other covered product increases a woman’s libido,
sexual desire, or sexual satisfaction. The order prohibits the respondents from
misrepresenting the existence, contents, validity, results, conclusions, or
interpretations of any test or studies, but permits them to make certain claims for
food or drugs that are permitted in labeling under laws and/or regulations
administered by the U.S. Food and Drug Administration. Additional provisions are
requirements that respondents maintain copies of advertising making
representations covered by the order and any materials relied upon in
disseminating these representations; distribute copies of the order to certain
company officials; notify the Commission of changes in corporate structure or
changes in the individual respondent’s business or employment; and file one or
more reports detailing their compliance with the order.

Participants

For the Commission: Richard Cleland, Mary K. Engle, Janet M.
Evans, and Sydney Knight.

For the Respondents: Max Kravitz, Kravitz & Kravitz;, and
Debra Bass and Tony Martinez, Martinez and Bass.

COMPLAINT

The Federal Trade Commission, having reason to believe that
Dynamic Health of Florida, LLC, Chhabra Group, LLC, DBS



