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Engaging sales

> The Iraq war has been a flashpoint of the 2004 presidential campaign. Here’s
look at how a successfully fought war turned into a treacherous occupation.

WHRI WENT 2
WRONG?

By Seth Borenstein Civil enforcement of pollution laws
INQUIRER WASHINGTON BUREAU peaked when the President's father

| WASHINGTON — The Bush adminis-  was in office from 1989-93 and has fall-
viadl o S o o o

Pollution citations plumm!

Records show declines from previous administrations. The head Fm olf( h'!!f:'mu:;‘nen E?P‘:
of the EPA says his agency is getting results by working SMarter. o e ne fros oy
said he told his enforcers the
no circumstances do I want
bers to drop t's your job to)
these cases.”
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BY HANNAH ALLAM
Pioneer Press

AQUBA, Iraq — A

mournful voice singing
of dreary days and disap-
pointing harvests drifted
across a canal and onto
the hidden grounds where
Abu Abdullah teaches his
recruits to kill.

Faded Iraqi army
uniforms dried on
pomegranate trees, and
combat boots lined a dirt
path leading into the camp.

T¥: All major networks ~ State of the Union  When: Tonight,

Bush’s ownership a

Slavery is illegal, but for at least 25,000 laborers it
continues, feeding U.S. demand for cheap goods.
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important Journalism

Knight Ridder's Washington Bureau journalists and foreign correspondents play a special
role in making national and world news relevant to people in cities large and small across
the United States.That means understanding what issues are most important to those
readers, and anticipating and explaining the impact of new developments.

The stories displayed on the cover of the annual report, and those discussed in more
detail in the Quality Journalism section that begins on p.11, offer a ook at that work. They
exemplify the journalism done by reporters, editors and photographers at all of Knight

Ridder's 31 daily newspapers.
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Diluted Earnings per Share Net Income

From continuing operations From continuing operations, in millions of dollars

Cost control, reduced interest expense, a slightly lower Net income rose 10.2% in 2004, despite
effective tax rate and a reduction in the number of shares  a difficult revenue environment,
outstanding contributed to a 13.8% increase in diluted

earnings per share.
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In a year when the industry was tarnished by circulation scandals at three other major media
companies, we were able to stand behind the numbers we reported and to grow daily and Sunday
circulation at more than half of our 31 newspapers. We also sharpened our focus on growth in single
copy and home delivery. Some of the most conspicuous fallout from the scandals was advertisers'
insistence that newspapers pay attention to these “core” constituencies versus the third-party sales

and “other paid” circulation that has proliferated in recent years. We heard them, and we are responding.

Knight Ridder's Washington Bureau, celebrated for the ongoing distinction of its lraq coverage, was
widely acclaimed for the skepticism demonstrated in its prewar reporting as well. As concerns about the
reasons given for going to war proved increasingly warranted, questions raised by the bureau’s early
dispatches appeared ever mare prescient. Alsa in 2004, Miam{ Herald columnist Leonard Pitts received
the Pulitzer Prize for commentary; it was the 84th Pulitzer to go to a Knight Ridder recipient.

In August, we raised the quarterly dividend by $.025, or 7.8%, the third consecutive year for an
increase. This reflects both our optimism about the business and our confidence that the company's
net free cash can well support such tangible shareholder return. In 2004, the net free cash generated
was approximately $255 million, and for the 12th year in a row, we used that money to repurchase
shares of Knight Ridder stock - 4.3 million shares in all. We also announced in December our intent
to sell approximately 10 acres in front of The Miami Herald building. With construction of an adjacent
Performing Arts Center, real estate values in the area are soaring, and our marketing of this property
is progressing quite well.

For the year, the company earned $4.13 per diluted share, up 13.8% from the $3.63 per diluted
share earned in 2003. Included in the year's earnings per share is $.26 from the favorable resolution
of certain tax matters from prior years, including interest - as compared with $.12 for the year in 2003.
Net income for the year was $326.2 million, up 10.2% from the previous year. Overall costs in 2004 rose
just 2.1%, with FTEs down 1.2% for the year. The per-ton price of newsprint, up 5.0% over the previous
year, was less than anticipated. In addition, we benefited from both the implementation of lighter-weight
paper across most of our newspapers and from the ongoing difficulty of producers in achieving the price
increases they seek. The year also was favored by reduced interest expense.

Advertising revenue for the year was up 3.1%, with the top nine markets up 2.2% and the mid- and
smaller-sized markets up 5.9%. The explanation for this disparity lies primarily in the performances
of Philadelphia and Miami, our two largest markets, and of San Jose, the market most affected by the
dot-com downturn. In 2004, each labored under its own cloud.

Philadelphia, which is traditionally slow to come back from recessions, suffered both sustained
cutbacks in department store advertising and an employment environment unique in the tength of time
it requires to rebound. Miami experienced disproportionate retail consolidations and the effects of four
hurricane near-misses. San Jose, still reeling from the aftershock of widespread job toss in Silicon
Valley, saw retail and national revenue sharply underperform (although help wanted advertising
finally turned around - up 17.5% for the year).

The good news: By year's end, all three were showing signs of recovery. So | feel both good about
their leadership and confident in saying that 2005 gives every promise of improvement for these three
important markets.
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Dividends per Share Return on Average

From continuing operations | Shareholders’ qu."ty
The dividend per share was raised from $0.32 Average return on shareholders’ equity
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| said that Knight RidderIDigitaI’s 2004 performance was a record, Let me be specific. Revenue was

up 43.7%. Operating profit (e}><c|uding CareerBuilder and other jointly owned services) was up 136.7%.
Average monthly visitors in 2004 were up 24% over average monthly visitors in 2003

Against every apprehensfion that the Internet would cannibalize our print sales, particularly in help
wanted, we find that advertiéers averwhelmingly prefer the bundled option of print and online that only
newspapers with Web sites give them. We find that our pricing for these bundled packages remains
firm and that in each year sirﬁce the dot-com implosion, sales in this area have strengthened. Likewise,
we find that our Web sites extend the reach of our newspapers to larger, and sometimes totally new,
audiences. As Knight Ridder Digital continues to improve content on its Web sites, expand its appeal to
advertisers, faunch new services and identify new partners and new investments, [ am optimistic that

its future prosperity will be éven more dramatic.

| also said that we showéd strong gains in our Revenue Task Force initiatives and that we expanded
aggressively our other print ibublications. Stipulating that the latter are an integral part of the new
revenue initiatives, let me agjain be specific. In 2004, revenue from targeted publications and other
non-metro-newspaper print,jinciuding ethnic newspapers, jumped to $204 miflion from $173 million
—up 17.9%. Revenue from thie task force initiatives was $48.5 million, exceeding its original target of

$31.2 million by 55.6%. |
|
In an economy now witnessing the mass rebrandings, store closings and mergers of some of the

most venerable names in An;'\erican business, the importance of these new revenue initiatives cannot
be overstated. Among their successes are programs that stimulate a 30-day presence in the paper,
schedules that make it attrai:tive to appear in the paper more frequently, additional salespeople on the
street and paid-content obitLaries.Together, these have more than offset a decline in department store
advertising first noted in Méy of 2003, and we have every reason to expect more such growth going
forward. Accelerating progréams to augment our portfolio of targeted publications and other ancillary
print are greatly enhancing f;his growth already; their impact will be more pronounced in the future.
Late in the year, we con\,;ﬁened a companywide task force on circulation and readership. Modeled
on the proven successes of both our revenue and operations task forces (the latter formed in 2002
to achieve greater cost efficjiencies), this new group of approximately 50 executives from across
Knight Ridder is examining feader and advertising content, format and distribution, marketing,
customer service and metriés,While I do not expect miracles, | do expect creative proposals and
possibly some breakthrough‘;s. Solutions to tough prohlems, | often find, are as close as the right

group of people in a room. |

In the United States tod‘jay, approximately 54% of all adults read a newspaper on any given weekday;
approximately 62% do so on:any given Sunday. These numbers have declined very slowly. Relative to the
precipitous drop in prime-tlf:ne network television viewing over the past 15 years, they seem virtually
at a standstill. Clearly, the n:fumber and variety of competitors poaching for newspapers’ readers and
advertising has never been ;'so large. At the same time, the durability of newspapers amid so much
clutter is both a testament t}o their value and the foundation of my confidence in their ongoing prosperity.
Imagine if there were no newspapers, only the Internet, and then someone invented the print package
we sell every day. Genius! i

In early November, | appfointed Art Brisbane, then our publisher in Kansas City, and Hilary Schneider,
then the president and CEO] of Knight Ridder Digital, to senior vice presidents of the company. At the

1]




Dividends as a Percentage of Earnings

From continuing operations

In 2004, we increased the dividend per share for the third year in a row.
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same time, | asked Steve Rossi to become senior vice president and chief financial officer. These are
three unusually tatented individuals who, collectively, have the management experience, the people
skills, the knowledge of news and business operations, the digital perspective and the strategic vision
to lead the company for the foreseeable future. Together with Mary Jean Connors, cur other senior vice
president, they comprise an executive group that will work closely with me on all matters relating to
both the day-to-day operations and the strategic direction of Knight Ridder.

Paula Ellis, most recently our publisher in Myrtle Beach, has joined us as a vice president/operations,

with overall responsibility for most of our mid-sized and smaller newspapers.

Looking ahead, we are optimistic that advertising growth will be stronger in the coming year; our
projection is for overall ad growth in the mid single digits with earnings per share up in the mid to
high single digits. Our financial strategy — to be first among our publishing peers in total shareholder
return — remains firmly intact. Our favorite way of implementing the strategy continues to be the
repurchase of our shares; in 2004, we repurchased 4.3 million of them. Since 2000, we have reduced

- the total shares outstanding by 8.9 million, or 10.4%. We also spend some money each year to make
reinforcing acquisitions in our newspaper and Internet operations. Large, dilutive acquisitions are

not in our vocabulary.

None of this, of course, can be achieved without the support and enthusiasm of my many colleagues
throughout the company. Throughout 2004, as always, they have given both unstintingly. To all of them,
my thanks and appreciation for everything that they do.

7

P. Anthony Ridder, Chairman and Chief Executive Officer
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Ad revenue fojir the year was up 3.1%.
What went right - and what didn't?

;
|
i
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' How about some more

detail about retail?

Answeys

Share Repurchases

In millions of shares

We have repurchased an average of 4.9 millicn
shares annually over the past five years.
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For the year, retail was up 1.2%. National was up 2.9%. Classified was up 5.7%.
Help wanted and real estate were consistently strong, up 12.5% and 8.1%,
respectively, but auto was soft — down 2.3% for the year.

Broadly speaking, the larger markets fared less well than the mid-sized and smaller.
Ad revenue for the year in our “top nine” markets was up 2.2%; in our remaining 18
markets, it was up 5.9%. (Because Detroit is owned in a 50-50 partnership with
Gannett, its revenue is not included in our revenue totals; Knight Ridder’s share of
Detroit's operating profit is included in our "other revenue" line.) Part of this was
due to a secular decline in department store advertising, which disproportionately
impacted larger markets. Part of it, too, was the slow recovery of help wanted in
Philadelphia — not until the last two months of the year did it begin to catch up with
the others. A third factor affecting large markets was continuing tough business
conditions in Silicon Valley, where approximately 200,000 jobs have been lost since
2000. Alone among our newspapers, the San Jose Mercury News was down in ad
revenue (1.9%) for the year.

Advertising revenue grew stronger quarter by quarter, with the fourth quarter up
4.7% over the same period in 2003. Two very bright spots in the year were our new
revenue initiatives and online results. The former, targeted at $31.2 miilion for the
year, actually delivered $48.5 million — 55.6% ahead of goal. Online advertising,
which is largely reported in our overall print ad revenue, was up 46.3%.

Home improvement, office supplies, sporting goods and smaller local retail did well.
The larger categories — department stores, drugstores, general merchandise and

home furnishings — were soft.
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Advertising Revenue

In millions of dollars

Classified advertising showed moderate growth, up 5.7% over 2004, while national
increased 2.9% and retail rose 1.2%.
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So what happened with national?

Do you think that the 2004 trends in
classified will be sustained?

What are you looking for from new
revenue initiatives this year?

Department stores, which account for about 14% of our retail business, and which
had begun to decline in May of 2003, did not turn positive until this past December.
Reasons for the downturn are competition from general merchandisers like
Wal-Mart, Target and Costco; in the face of it, traditional department stores have
been redefining and realigning the way they do business. in 2003, we were also
negatively impacted by: (a) Kmart closings in San Jose, Fort Worth, Miami and
Charlotte; (b) the consolidation of Macy's and Burdines brands in our Florida
markets; (c) the closing of Lord & Taylor in Miami; and (d) the sale of Eckerd to CVS.

Looking ahead to 2005, we are optimistic that the cycling of these events will give
us some substantial relief. Should Federated and The May Department Stores
Company merge, which is under discussion as of this writing, there could be
adverse impact in some of our markets, notably Philadelphia.

The largest segment, telecommunications, was up approximately 3% in our largest
markets. Following a roughly 20% rise in 2003, its only real strength was in Q4, with
about a 7% rise. National auto, the second-largest segment, was up just slightly.
Entertainment, computers, airlines and travel also were soft. Pharmaceuticals, a
relatively smaller segment, had a banner year.

Clearly, there's nothing we'd like better than to see help wanted and real estate

stay on track and automotive turn sharply. Realistically, the double-digit gains most
markets experienced with help wanted will likely fall back some - say to the high
single digits. Real estate, in a rising interest rate environment, will probably not show
the same kind of gains. Auto should improve - the economy continues to strengthen
and local auto sales should follow suit. When they do, it's good for us.

We're looking for our “noncore” print products to grow from about $174 million in
revenue to about $2035 millicn. And we're looking for sustained organic growth from
other new revenue initiatives now well begun. Let's dritl down briefly on each:

Noncare print includes weekly newspapers (paid or free), shoppers, ethnic
publications and targeted publications (classified vertical publications and lifestyle
magazines). This year, we're focusing intensely on the targeted publications.

With 43 already in place, we expect to launch at least 15 more and to grow total
revenue in this sub-segment of noncore by about 20%.

We also are looking aggressively for acquisitions in both targeted and other noncore
print. We will expand upon the frequency programs, the restructured rate packages,
the additional sales staff and innovations like the paid obituaries that did so well for
us in 2004,

\
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Knight Ridder Digital Revenue

In millions of dollars

Knight Ridder Digital revenue increased 43.7% in 2004,
another record year.
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Circulationjwas a hot topic in 2004.
What ;are you doing about it?

How, speciﬁcally, did you fare with
circulation ih 2004 - and how do you
see it as an issue for the industry?

i

Your results with respect to costs
have been spectacular. Can you keep it up?

Quite a jot: We're focusing on growth in home delivery and single copy and

we'll be increasing both “start pressure” and discounting to achieve it. We're focusing
on retention, going all out to increase the percentage of our subscribers on “easy
pay,” i.e., credit-card renewal. Currently, about 16% are so enrolled, with several large
markets, including Akron, Philadelphia and San Jose, running between 25% and 30%.

We're reinforcing the integrity of our numbers. After revelations of circulation
misstatements at three other large media companies last summer, we undertook
secondary audits of our nine largest newspapers, reissued our time-tested
“circulation principles” and asked our circulation directors to sign quarterly
certifications of their numbers. Our reputation for accurate counts remains

unimpugned, and we intend to keep it that way.

We have convened a Circulation Content and Readership Task Force to look at
editorial content, advertising content, format and distribution, and customer
service. More than 70 of our “best and brightest” from across the company have
been charged with developing new approaches to these critical issues. We expect
to be implementing recommendations of the task force by midyear.

Following three years of modest circulation growth, we fell back last year 0.9% daily
and 0.7% Sunday. Declines in San Jose, where job loss since 2000 has been right
around 20%, and in Philadelphia, where population has dispersed from Center City
to the suburbs and exurbs, were primarily responsible. Glacial erosion of circulation
is very much the pattern throughout the industry. Among the 100 largest newspapers
in the U.S., only five grew home delivery and single copy, both daily and Sunday,
between mid 1999 and mid 2004. In recent years, publishers have combated this trend
with aggressive third-party sales and Newspaper in Education programs — both

of which yield considerably less revenue than traditional home delivery and single
copy sales.

We have lost circulation revenue partly because of these third-party sales and partly
because we have discounted to encourage either new starts or retention. Now, with
the four active steps detailed above, we are doing everything in cur power to build
positive circulation patterns at a cost that makes economic sense,

On this, too, we will do everything in our power. Total costs in 2004 were up 2.1%,
despite a 5% rise in the cost of newsprint and a 29.3% increase in pension expense.
Wages were up just 1.3%. Overall, FTEs were down 1.2%, despite the addition of
several dozen revenue-related jobs.

How did we do it? By managing expenses VERY carefully, Early in the year, most of
our newspapers were using a lighter-grade newsprint (27.6-1b. paper), and that helped
greatly. In 2003, we implemented some important changes in our health benefits, and
that, too, paid big dividends. For the year, we had a goal of $55 million in savings -

~
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Knight Ridder Digital Unique Visitors

In miflions

Unique monthly visitors averaged 9.9 million,
a 24% increase over 2003.
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Your Internet operations continue to be a
great story. What's going on there?

which we exceeded by 26.2% - via initiatives recommended by our Operations Task
Force. One of those, the Management Initiative, focused on creating similar salary
and honus structures, and management grids, at like-sized newspapers. Through this
effort, we achieved savings in management costs in excess of 5%, with much of it to
be realized in the current year. Overall, we have targeted savings of approximately
$48.8 million for 2005 (including the cycling of the management initiative). With wages
and emptoyee benefits up in the low single digits, and newsprint, ink and supplements
up in the high single digits, we anticipate that the percentage increase in costs for
2005 will be only modestly larger than in 2004.

Also this year, our Revenue Task Force and our Operations Task Force, which have
been so successful in finding, respectively, opportunities for top-line growth and cost
efficiencies, will be combined. The new task force, called “Step-Up," is charged with
continuous improvement on both fronts. It has senior management's strongest

attention and, no doubt, will continue to deliver well on both commitments.

Knight Ridder Digital (KRD) had another great year. Revenue of $114.6 million was up
43.7%. Operating profit of $36.0 million was up 136.7%. KRD unigue monthly visitors
averaged 9.9 million, up 24% over 2003. Real Cities unique monthly visitors averaged
21.9 million, up 37% - a combination of organic growth and the addition of 15 affiliate
market sites,

These fine results reflect year-over-year increases in all of KRD's revenue streams:
recruitment, which comprises 43% of the total, was up 58.2%; auto (15% of the total) was
up 50.5%; real estate (11% of the total) was up 40.7%. National (8% of the total) was up
31.8% and retail (10% of the total) was up 31.6%.

While KRD's management team remains tightly focused on driving both revenue and
operating profit in its existing businesses, perhaps its larger story is the commitment
to giving online customers the latest and most useful of several “local search”
options and services springing up on the Internet. As Web sites with free listings of
valuable community services (e.g., furniture for sale, where to find a nanny, who's the
best vet, etc.) have gained in popularity, we have enhanced our own classifieds to
make available online-only packages that compete on both price and content. As
“social networking” sites have buiit traction with young consumers, we have invested
in one, Tribe, and we are testing social networking functionalities as well.
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Has anything changed with respect
to allocation of cash?

Aﬁ\y‘thing | am forgetting?

In August, we announced the acquisition of CrossMedia Services, a local shopping
service that allows users to search for specific consumer goods at stores within a
defined radius; we are one-third partners with Gannett and Tribune in this venture.
And at this writing, we are closely focused on news aggregation and syndication
services as well. Typically, these services attract new advertisers and new audiences
to our Web sites, and much of the advertising they generate is monetized on a “pay
for performance” basis. Should this become, as we think it might, an increasingly
prevalent Internet modef, we will be well positioned to expand on it as further
opportunities present themselves,

CareerBuilder (CB), the online employment service that we own jointly with Gannett
and Tribune, now leads Monster, its closest competitor, in both audience share and
total listings. For the year, its average monthly unique visitors rose 119%, to 15.3 mitlion;
average weekly listings of 257,000 were 15% ahead of Monster. Revenue from its
network (defined as all online products branded “CareerBuilder” and sold by both
CB and by the newspapers of its three parent companies) rose 76.4%, to $283 million.
Classified Ventures, our online auto and real estate consortium (with five other
publishers) also had an excellent year. Franchise automobile dealers listed on
cars.com went from 40.8% of those available to 54.7%; revenue rose 40.7%, to

$56.7 million.

For 2005, we foresee continued strong growth in every area of digital endeavor.

Absolutely not. Our priorities remain: (1) buy back shares, and (2) invest in “noncore”
print and Internet businesses that will reinforce our existing franchises. This past
year, we bought a variety of free weeklies, shoppers and one daily, spread between
three markets. We bought a one-third interest in CrossMedia Services. We expect
more such activity in 2005.

Over the years, we have been very consistent in this discipline. Shares outstanding
since 2000 have been reduced by 10.4%, from 85.2 million to 76.3 mitlion. Our intention
is to purchase annually at least as many shares as the approximately 1.5 million we
issue. In fact, the pattern has been to buy significantly more than that.

We believe the per-ton price of newsprint, independent of ink and supplements, will
be up in the low double digits for the year. Interest expense will be up about 50% and
the tax rate will be 37%—38% as a result of (1) the favorable resolution of prior-years
tax matters that benefited both the income tax expense and interest expense in 2004,
and (2) a higher weighted-average interest rate on our debt due to higher short-term
rates and the $200 million debt offering completed in November 2004, Pension
expense will again be up; the discount rate is dropping from 6.25% to 5.94%. D&A
will be up slightly as we begin to depreciate the new plant in Kansas City. Capital
expenses (including Detroit) for the year will be about $133 million, or down about
$12 million, as we finish the Kansas City and Detroit plants.
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“The Knight Ridder Washington Burean has a special mission. We'te the eyes and ears for
millions of readers who live hundreds or thousands of miles from Washington but are affected
every day by decisions that are made here. Whether its the life-and-death decision to go to war
or a military procurement action that touches aircraft workers in Wichita, we're looking for the
stories that matter most to our readers. Our job is to be a watchdog, to evaluate the truth of
what government tells us, to anticipate and answer the questions that our readers will have
about events, and — always - to view Washington from an outsider’s perspective.”

Clark Hoyt, Knight Ridder Washington Editor

“We report to Knight Ridder readers in cities from Philadelphia and Wilkes-Barre to San Jose
and Monterey, from Duluth to Miami. Those readers are a diverse group, but they have one
thing in common - they live outside Manhattan and outside the Beltway — and that influences
everything we do. We report on how what happens in Washington and around the world affects
the rest of America, not just how it reflects the power struggles in the capital. We aim to
produce journalism that can make a difference in the lives of our readers. That means we try to
think about Washington from the outside in, not from the inside out.”

John Walcow, Bureau Chief Knight Ridder Washington Bureau

“We can't have just one view of the world and serve our readers. Their interests are too diverse ~
political refugees who have resertled here, businesses facing competition from outsourcing and
seeking opportunities in free trade, families whose spouses, siblings and parents are in harm’s
way. So we can't repeat only what some expert in the capital tells us. We have to see for
ourselves, and then tell our readers what we have seen so they can reach their own
understanding of what affects them in the world”

Mark Seibel, Managing Editor/International, Knight Ridder Washington Bureau




_,d SPECIAL REPORT | POSTWAR MISSTEPS

| Blunders, ignored warnings
'mire effort to rebuild Iraq

U.S. knew of instability threat, need for troops
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“We sought out — and listened to — credible sources who had things to say about Iraq policy
that the White House didn’t want to hear. The burean’s reporting filled a huge gap in the press
coverage, and, sadly, our sources turned out to be prophetic.”

Warren P. Strobel, Senior Foreign Affairs Correspondent (left)

It was clear almost from the day Baghdad fell that the United States wasn't prepared
to pacify and rebuild Irag. Why not wasn't clear until reporters from the Washington
Bureau discovered that many of the same flaws they'd exposed in the Bush
administration’s case for war, including poor intelligence, bad information from

Iraqi exiles and contempt for dissenting opinions, had also plagued its planning

for postwar Iraq.

Senior military affairs correspondent Joe Galloway, senior national security
correspondent Jonathan Landay, senior foreign affairs correspondent Warren Strobel
and bureau chief John Walcott, along with bureau researcher Tish Wells, uncovered
key planning documents and interviewed some 40 officials who'd helped plan for the
war and its aftermath. Many of them spoke publicly for the first time about the
mistakes that had left American soldiers with too little manpower and not enough
armor battling a vicious insurgency that their civilian bosses had never expected.

“Taking the country to war is the gravest decision a president can make. So we felt it was our
responsibility to examine the Bush administration’s case against Iraq. Long before a series of
official investigations confirmed our findings, we had exposed key failings that have led to a
foreign policy crisis that will impact Americans for generations to come.”

Jonathan S. Landay, Senior National Security and Intelligence Correspondent (right)

In October 2004, as attacks on U.S. troops, Iraqi security forces and private
contractors mounted, the Washington Bureau examined the U.S.-led occupation of
Irag. The documents bureau reporters unearthed, and their interviews with some

40 U.S. officials and military commanders, identified the blunders — dishanding the
Iragi army, purging all former Baath Party members, failing to restore public services
and not recognizing the seriousness of the insurgency - that undermined the
American effort to rebuild Iraq.

“...each day it got incrementally worse until it exploded,” said Army Maj, Gen. Paul

Eaton, who oversaw the training of a new Iraqi army.

“We blame the United States 100 percent for the security in Irag,” said Ghazi al-
Yawer, lraq's president. “They occupied the country, disbanded the security agencies
and for 10 months left Irag’s borders open for anyone to come in without a visa or
even a passport.”

16 read the stories, go to Special Reports at www.krwashington.com.
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Ambush in Ramadi
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(| As the war grinds

So much danger, so much to tell
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Ridder Forcign

BAGHDAD, braq — My 22t bgth-  priscn, with cvery fwmy

Ancdis 13 ity moet daya, beeguse
Ioretgn guess bre afraid of mxpors
i mortars. The hoted hes become @
atside bs

y pertect fortified Unged with mxiety.
describes BOw T TRrg o the baghtnd Bt b v becn sousber
bt whero | bhew ot i chadies o0 or Jouralies. Treacherous rmads
. oy
Iraq has never  a o docormmd by my fur ot end inpotng sqasds restrict tra.

been tougher cull to prayer, tellng stories  going with brogi poverumoch officishs
and debating the futore of 2 cRTEY IS the mafest way to legve the capliad
for those who ~ TpTrumdman Our 2ty 10 waower @ el the
A your Igier ooly one of those  truth about g ~ good = bed —
cover it. rierats s D v, The pockaite patio
where Lhey cang Heggy Brtdny” B 50 NUCH TO TELL, 24

“I have been covering wars since Vietnam and have always believed that it is the stories of
soldiers and Marines ~ risking everything at the point of the spear — that must be told so
we all understand the true cost of war.” Joseph Galloway, Senior Military Correspondent (left)

On April 6, 2004, a company of Marines in Ramadi, Irag, was ambushed. Ten of them
died that day; two more in the days that followed. Philadelphia Inquirer photographer
David Swanson was with Echo Company, and his diary and photographs became the
basis for a moving account of Americans at war.

Swanson and Joe Galloway, the Washington Bureau's senior military correspondent,
introduced Knight Ridder readers to the Marines who gave their lives in lraq and the
families they ieft behind. With 19 journalists from the Bradenton Herald, the
Columbus Ledger-Enquirer, the Contra CostaTimes, The Kansas City Star, The
Philadelphia Inquirer, the San Jose Mercury News, Knight Ridder Digital and the
Washington Bureau, they produced a multimedia package of words, pictures, letters
and sound that brought the war home to every American town where war has left an
empty room in people's houses and an empty hole in people’s hearts,

16 vead the stories, go to Special Reports at wiww. krwashington.com.

“BAGHDAD - My 26th birthday party was perfect. Stars glittered over the Baghdad hotel where
I blew out the candles on a cake decorated by my four closest Iragi friends. We stayed up until
the dawn call to prayer, telling stories and debating the future of a country Id grown to
cherish. A year later, only one of those friends is still alive. The poolside patio where they
sang ‘Happy Birthday’ in Arabic is empty most days, because foreign guests are afraid of
snipers and mortars.” Hannah Allam, Baghdad Bureau Chief (vighs), in a story in November 2004

Knight Ridder Baghdad Bureau Chief Hannah Allam turned 27 while covering

the biggest story of her young career, the war in lraq and the ongoing insurgency.
This first-person account traced the changes since she celebrated her 26th

birthday in Iraq - the gradual narrowing of life as bombings, terrorist attacks and
kidnappings required more and more security precautions. Allam, the daughter of an
Egyptian-Sudanese father and an American mother from Oklahoma, is a remarkably
perfect fit for her assignment in Iraq. She speaks Arabic and deftly straddles the
two cultures — American and Iragi. She's a sensitive observer possessing both
great courage and wise judgment beyond her years. In addition to her reporting, she
supervises a staff of other American reporters and photographers, a British security
consultant and 15 lragi employees who were hired as translators, fixers and drivers
but are learning to be journalists under Hannah's tutelage. She was named 2004
Journalist of the Year by the National Association of Black Journalists.

16 read the story, go to www.kri.comlallamiraq.
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“Having known George W. Bush for years, I never underestimated his intelligence, but I did not
anticipate the depth of his ambition to change America and the world. It's become a
journalistic cliche that this White House is one of the most buttoned-down, tight-lipped
operations in presidential history. It’s also one of the most interesting, The challenge is to break
through the carefully controlled message to give readers more insight into the president and his
policies.” Ron Huccheson, White House Correspondent (left)

Knight Ridder White House correspondent Ron Hutcheson is aTexan who knew and
followed George W. Bush well before he was elected to the White House. “Hutch,” as
the president calis him, brings to the beat a deep understanding of Bush's roots and
approach to governing. He has both a sympathetic appreciation of a fellow Texan and
a reporter's proper skepticism. This story was about the tension between the
president's pledge to unite the nation and the sense that, at the end of his first term,
the electorate was more polarized than when he took office. It displays Hutcheson's
evenhanded judgment and balanced perspective. Those are qualities that have earned
the respect and confidence of his peers, who elected Hutcheson president of the
White House Correspondents Association in 2004,

“Elections are more about the people in the country than the people in the campaigns. Long
before Election Day exit polls revealed to some that moral values were a major element of this
year’s voting, we found that a religion gap over culture, faith and morality was among the most

important political forces in the land.” Steve Thomma, Chief Political Correspondent (vight)

Knight Ridder’s chief politics writer, Steven Thomma, explained in depth what
President Bush meant by his call for an “ownership society.” As exemplified by
Bush's proposal to divert a portion of payroli taxes from the traditional Social
Security system to fund individual personal retirement accounts, the vision is of a
society less reliant on government, a society in which individuals are subject to both
the risks and potential rewards of being more in charge of their own retirement
finances. As in so much of his coverage of the 2004 presidential campaign, Thomma
elevates the story from the daily "noise” to put it in a larger perspective. He blends
history, philosophy and facts on the ground into a deeply revealing treatise on the
theme that unifies Bush's domestic policies. He weaves in detail on how such
principles translate into policies that affect the daily lives of readers — and their
politics. He helps us understand President Bush, and our times.
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Knight Ridder has 31 daily newspapers in 28 markets. Newsprint Consumption

The largest markets and their newspapers are The In thousands of metric tons

Philadelphia Inquirer and the Philadelphia Daily News,

The Miami Herald and el Nuevo Herald, the San Jose Newsprint consumption was essentially flat in
Mercury News, the Detroit Free Press, The Kansas City 2004. Approximately 52% of our newsprint is from
Star, the Fort Worth Star-Telegram, The Charlotte recycled products.

Observer, the Contra CostaTimes, the St. Paul Pioneer
Press and the Akron Beacon Journal.

04 ‘641

; 03 647

Together, these nine markets (excluding Detroit, where 0 65

Knight Ridder owns the Detroit Free Press and Gannett o1 61
owns The Detroit News in a joint operating agreement) 00 ‘ .

comprise approximately 73.3% of the company's
revenue and 78.2% of its operating profits.

Newspapers receive approximately 78% of their revenue

Capital Spending

. , . o , )
from print and online advertising, 18% from circulation In millions of dollars

and the balance from other sources. Advertising

revenue is divided into three sectors; retail (local), Major capital expenditures in 2004 included

national and classified. In 2004, retail accounted for construction of production plants in Kansas
46.3% of the total. National was 16.8%. Classified was City and Detroit and production equipment
36.9%. Within classified, we track four segments: replacement in Philadelphia.
employment, auto, real estate and other. In 2004, s 153
employment accounted for 29.8% of total classified. 0 | 145
Auto was 29.3%. Real estate was 25.1%. Other 03 = —
classified was 15.8%. 02 %

01 [~ 95

00 1 \108

*Estimated




CIRCULATION AND
CITY ZONE HOUSEHOLD PENETRATION Yo

i PUBLICATION DAILY SUNDAY
‘ (Aberdeen) American News 16493 1 70.2% 18061 | 777%
1 Akron Beacon Journal 142,715 494% 186,702 629%
? Belleville News-Democrat? 53,967 477% 64,283 58.7%
The (Biloxi} Sun Heraldt 48,562 410% 56,696 48.6%
Bradenton Heraldt 47117 404% 53,881 46.1%
The Charlotte Observert 231,336 41.2% 284478 51.0%
The (Columbia) Statef 116,294 381% 149,871 51.7%
| Columbus Ledger-Enquirer 47,291 39.7% 58,629 495%
! Contra Costa Times? 185036 42.3% 194,301 44.5%
i Detroit Free Press (a) 353,644 158% 712,658 3L7%
; Duluth News Tribune 46,185 50.2% 68,771 701%
* Circulation number:)are based on .
- - 2549
the most recent ABC audit, Daily The (Fort Wayne) News-Sentinel-PM7 (b) 41435 54%
penetration is computed based on the Fort Worth Star-Telegram 235194 32.0% 329,320 45.0%
weighted average of daily circulation, Grand Forks Herald 32,110 577% 34,831 66.6%
as reported to the ABC On average, X o o
71.8% of daily circub:zt‘ion and The Kansas City Star 271,510 36.3% 382,760 50.2%
66.9% of Sunday cireulation were Lexington Herald-Leader} 115,833 434% 146,803 55.1%
i
home-delivered in 2004. The Macon Telegraph 66,334 36.3% 88464 48.2%
t 2004 ABC audit not; yet finalized; cami) el d i 0 6 0
2003 ABC audst is ised, (Miami) el Nuevo Heraldt 89,2 9.8% 98,635 10.8%
(a) Knight Ridder reports 100% of the The Miami Herald} 316,158 244% 431,654 34.6%
total circulation for the daily Free The Monterey County Herald 34,552 516% 37685 575%
Press and 100% of the combined o 0
Sunday edition. The;a”emge daily The (Myrtle Beach) Sun News 50,369 58.8% 60,176 725%
circulation figure in this table The Olathe News 4,210 11.3% 5,146 10.8
includes only Mondgy through Philadelphia Daily News (c) 141868 14.8%
Friday, because the Saturday paper . . .
is a combined edition. The JOA The Philadelphia Inquirer 372,297 16.2% 759,524 359%
partner (The Detroit News-PM) had St. Paul Pioneer Press 189,899 313% 253,126 42.3%
cireulation of 226,412 daily. San Jose Mercury Newst 274,382 36.8% 304,814 415%
(b) The News-Sentinel does not publish
« Sunday edition. ﬂe]OApartner The (San Luis Obispo) Tribunet 39,286 429% 44,918 46.0%
(The Journal Gazef:te—AM) had (State College) Centre Daily Timest 25,612 476% 33,389 578%
daily circulation of 60,666 and Tallahassce Democrat 50,264 376% 65932 475%
Sunday circulation of 128,538.
() The Philadelphia Diily News does The Wichita Eaglet 90,648 39.3% 149,320 58.8%
not publish a Sunddy edition. (Wilkes-Barre) Times Leadert 44,086 40.2% 62,775 50.8%
Totals/Averages 3,773,931 5,137,603
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PART 0

itern 1. Busimess

FORWARD-LOOKING STATEMENTS

In addition to historical information, this Annual Report on
Form 10-K contains forward-looking statements within the
meaning of the Private Securities Litigation Reform Act, In
particular, these include statements related to future actions,
future performance or results of current and anricipated
initiatives and the outcome of contingencies and other
uncertainties. We try, whenever possible, to identify such
statements by using the words such as “anticipate,” “believe,”
“estimate,” “expect,” “plan,” “project” and similar expressions.
These forward-looking statements are subject to certain risks
and uncertainties that could cause actual results and events to
differ materially from those anticipated.

Potential risks and uncertainties that could adversely affect
our ability to obrain these results include, without limitation,
the following factors: (a) increased consolidation among major
retailers or other events that may adversely affect business
operations of major customers and depress the level of local and
national advertising; (b) an economic downturn in some or all
of our principal newspaper markets that may lead to decreased
circulation or decreased local or national advertising; (c) a
decline in general newspaper readership patterns as a result of
competitive alternative media or other factors; (d) an increase
in newsprint costs over the levels anticipated; (e) labor disputes
or shortages that may cause revenue declines or increased labor
costs; (f) disruptions in electricity and natural gas supplies and
increases in energy costs; (g) our ability to actract and retain
qualified employees, including senior management; (h)
increases in health and welfare, pension and postretirement
costs; (i) increases in business insurance costs; (j) a decline in
the value of companies that we invest in that must be recorded
as a charge to earnings; (k) acquisitions of new businesses or
dispositions of existing businesses; (1) increases in interest or
financing costs or availability of credit; (m) rapid rechnological
changes and frequent new product introductions prevalent in
electronic publishing, including the evolution of the Internet;
and, {n) acts of war, terrorism, natural disaster or other events
that may adversely affect our operations or the operations of
our key suppliers.

GENERAL

Knight Ridder was formed in 1974 by a merger berween
Knight Newspapers, Inc. and Ridder Publications, Inc. Charles
Landon Knight purchased the Akron Beacon Journal in 1903,
John S. Knight, who inherited the Beacon Journal from his
father in 1933, founded Knight Newspapers. Ridder
Publications was founded in 1892 when Herman Ridder
acquired the German-language Staats-Zeitung in New York.
Both groups flourished, each taking its stock public in 1969.
The 1974 merger created a company with operations coast-to-
coast. Knight Ridder was reincorporated in Florida in 1976
and along with its consolidated subsidiaries is referred to
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collectively in this Report on Form 10-K as “we,” “our” and
“us.”

We are the nation’s second-largest newspaper publisher
based on circulation, with products in print and online. We
publish 31 daily and 53 nondaily newspapers in 28 U.S.

markets, with a readership of approximately 9.0 million daily

and 12.7 million on Sunday. Our Internet operations develop
and manage our online properties, including Real Cities
(www. Realcities.com), the largest national network of city and
regional Web sites in more than 105 U.S. markets. The online
city sites for markets in which we have newspapers are highly
integrated with the related newspaper operations. Financial
information about our business segments is provided in “Note
5. Business Segments” in the “Notes to Consolidated Financial
Statements” included in this Form 10-K. We also have
investments in a variety of Internet and technology companies,
and two newsprint companies. :

Our executive offices are located at 50 West San Fernando
Streer, Suite 1500, San Jose, CA 95113, and our telephone
number at this address is (408) 938-7700.

RECENT EVENTS

In February 2004, we completed the acquisition of Alliance
Newspapers. Alliance is a group of seven weekly newspapers
and one monthly newspaper serving the area north of Fort
Worth in Denton and Northeast Tarrant Counties. Alliance
offers total market coverage with circulation of approximarely
25,000.

In April 2004, Broad Street Community Newspapers
(BSCN) acquired certain assets of the News Star and Publiset.
The Star products will help grow BSCN’s community
newspapers in the Philadelphia metro area.

In May 2004, Knight Ridder, Gannett Co., Inc. and
Tribune Company each acquired a one-third interest in
CrossMedia Services, Inc., a provider of Web-based marketing
solutions for national and local retailers. We also acquired the
assets of four community newspapers and three shopper
publications previously owned by Superior Publishing
Corporation. The acquired newspapers include the (Duluth,
MN) Budgeteer News, The (Cloquet, MN) Pine Journal, The
Daily Telegram in Superior, W1, and the Lake County News-
Chronicle in Two Harbors, MN. The purchase also included
the Manney’s Shopper zones in Superior, Cloquet and Two
Harbors.

In June 2004, we acquired a 35.6% undiluted ownership
interest in CityXpress, a provider of online auctions for
newspapers. The remaining interests are owned by Lee
Enterprises, management and employees of CityXpress and
other shareholders.

In August 2004, we acquired the assets of The (Flower
Mound) Messenger, the leading bi-weekly in the Flower
Mound suburb of Fort Worth. The paper is published every
two weeks and mailed o approximately 28,500 households in
Flower Mound and the surrounding communities of Highland
Village, Copper Canyon, Double Oak and Lantana.

In November 2004, we issued $200 million of 10-year
senior notes at a coupon rate of 4.625%. Proceeds were used to
reduce the company’s outstanding commercial paper.

Also, in November 2004, we announced the following
management changes, which became effective on January 1,
2005. Art Brisbane, formerly president & publisher of The
Kansas City Star, and Hilary Schneider, formerly president and
CEO of Knight Ridder Digital (KRD), became senior vice
presidents of the company. Steve Rossi, formerly president of
the Newspaper Division, became the senior vice president/CFO.
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In February 2005, we ai‘cquired the assets of Priceless, LLC, a
group of five free-distribution newspapers with a combined daily
circulation of more than 53,000, located in the Peninsula south
of San Francisco, CA. Thé five newspapers are the Palo Alto
Daily News, San Mateo Daily News, Redwood City Daily News,
Burlingame Daily News and Los Gatos Daily News.

Today, our newspaper sales teams serve the needs of local
advertisers by selling a I‘lCh mix of media products, including the
newspaper, online, niche publications and direct mail. In the
help-wanted arena, the vast majority of recruiters recognize the
value of our joint print and online recruitment products in the
local marketplace. This reﬂects the efforts of our sales teams to
integrate print and onlmezand our local sales approach. In the
automotive category, we have seen similar gains from a focused
sales effort across a portfolio of products, including print,
Cars.com and niche publications. We closed 2004 with a 60%
online market share in the important franchise dealer category.
Another example of the power of local print and online is
CityXpress. Working with this new print/online model, we
implemented a unique event auction that drives advertising
revenue and store traffic for participating merchants.

CrossMedia, a prov1der of Web-based marketing solutions for
national and local retailers, provides online shopping with the
ability to use the Web to find items to purchase in stores.
CrossMedia, together with our project Catalyst, an online listings
platform thar offers person to-person listings for merchandise,
pets and other categories, are important vehicles to develop local
opportunities and leverage our core assets in local sales, brands
and marketing.

By leveraging our strong sales force with true local
relationships and knowl edge, and our investments to localize
advertising, we are uniquely positioned to serve our advertisers,
readers and online users by bringing extensive reach through our
branded print and online jproducts.
I

NEWSPAPERS

We are the nation’s second largest newspaper publisher based on
circulation. We have 31 dally and 53 nondaily newspapers in 28
U.S. markets, with a readérshlp of approximately 9.0 million
daily and 12.7 million on Sunday.

Approximately 78.0% of our newspaper operating revenue
comes from the sale of newspaper advertising. The newspaper
business is seasonal, with the strongest advertising revenue
coming in the fourth quatter, followed by the second — and
then by the remaining two.

Local management appointed by our executive management
in San Jose operates each of our newspapers. Each newspaper
manages its own news coverage, sets its own editorial policies and
establishes local business practices. The corporate staff, however,
sets the basic business, accounting, financial and reporting
policies. The corporate staff also provides editorial services and
quality control.

The company—owned news bureau in Washington, D.C.,
serves each newspaper. Supplemental news, graphic and
photographic services arejprovided by Knight Ridder/Tribune.

All of our newspapers compete for advertising and readers’ time
and artention with broaddéast, satellite and cable television, the
Internet and other compuiter services, radio, magazines, suburban
newspapers, free shoppers, billboards and direct mail. In some
cases, the newspapers alsolcompete with other newspapers
published in nearby citiesiand towns — particularly in Miami, St.
Paul and Fort Worth. In Detroir and Fort Wayne, we have joint

operating agreements with a second newspaper. Qur other
newspapers are the only daily and Sunday papers of general
circulation published in their communities.

Our newspapers rely on local sales operations for local retail
and classified advertising. Our larger newspapers are assisted by
our national sales team for retail and national advertising, the
Newspaper National Network and by Newspapers First.
Newspapers First, a national advertising sales cooperative, is the
primary sales representative for many of our newspapers, many of
the leading newspaper groups and several leading independent
newspapers. It acts as an interface to national advertisers across
the country. We own 27.5% of the voting stock of Newspapers
First. Newspaper National Network, the sales arm of the
Newspaper Association of America, was established in 1994 to
focus national selling on behalf of the newspaper industry. It
represents all our newspapers and more than 500 others. Like
Newspapers First, it offers one-stop shopping and “one order,
one bill.”

The following newspapers are our largest based on revenue:

THE PHILADELPHIA INQUIRER AND
PHILADELPHIA DAILY NEWS

Philadelphia Newspapers, Inc. publishes two of the most
respected and nationally acclaimed newspapers in the country:
The Philadelphia Inquirer and the Philadelphia Daily News. The
Inquirer, Philadelphia’s largest newspaper, is long renowned for
its excellence in reporting and has won 18 Pulitzer Prizes. The
Daily News, the city’s second largest paper, is embraced by
readers for its in-depth sports coverage, local investigative
reporting and editorial flair. Both newspapers are available on the
Internet at www,philly.com.

The primary market area for these two papers spans nine
counties throughout southeastern Pennsylvania and southwestern
New Jersey. The Philadelphia region contains more than 2.9
million households, making it the nation’s fourth-largest
Designated Market Area (DMA).

THE MiIAMI HERALD AND EL NUEVO HERALD

The Miami Herald Publishing Co. is Florida’s largest newspaper
company. It publishes The Miami Herald, el Nuevo Herald, in-
flight magazines, hotel tourist books, real estate magazines, the
Florida Keys Keynoter and The (Tavernier, FL) Reporter.

The Miami Herald has won 18 Pulitzer Prizes, and it is sold in
South Florida. Its International Edition circulates in the
Caribbean basin and is available in most Latin American capitals.
El Nuevo Herald, serving the growing number of Spanish
readers in South Florida, is one of the largest Spanish-language
newspapers in the United States. Both newspapers are available
worldwide through PEPC Worldwide, Newspapers Direct and
the Internet at www.herald. com and www.elbherald.com.

South Florida, which includes the Miami and Fort Lauderdale
metropolitan areas, is one of the top retail markets in the United
States. Total retail sales surpassed $57.5 billion in 2004 and on a
per household basis exceeded those of many major markets,
including Chicago, Washington, D.C. and New York. Tourism
is a major driver of the economy in South Florida, attracting
more than 20 million visitors a year from all over the world.

THE KANSAS CITY STAR

The Kansas City Star, founded in 1880 is one of the largest
newspapers in the Midwest. The Star has won eight Pulitzer
Prizes and serves the Kansas City metropolitan area,




encompassing 11 counties in Missouri and Kansas. The Star is
available on the Internet at www. KansasCity.com.

NEWSPRINT

We consumed approximately 641,000 metric tons of newsprint
in 2004, excluding newsprint consumed by Detroit
Newspapers (described below). Approximately 13.2% of our
total operating expenses during the year were for newsprint.
Purchases are made under long-term agreements with 14
newsprint producers, each having one or more newsprint mills.
In 2004, we purchased approximately 60.8% of our newsprint
consumption from eight mills in the United States, 33.8%
from 13 mills in Canada and 5.5% from other offshore sources.
We believe that the current sources for newsprint are adequate
to meet our current and foreseeable demand:

Approximately 92% of the newsprint we consumed
contained some recycled content. The average content was
56% recycled fiber, which translates into an overall recycled
newsprint average of 52%.

Knight Ridder, Cox Enterprises and Media General, each
owns a third interest in SP Newsprint Co. (SP Newsprint). SP
Newsprint is the fifth-largest newsprint manufacturing
company in North America. SP’s mill in Dublin, GA, produces
more than 562,000 metric tons per year of 100% recycled-
content newsprint. Its plant in Newberg, OR, produces more
than 396,000 metric tons per year of newsprint with at least
40% of recycled content. SP Newsprint provides recycled-
content newsprint to its owners and more than 250 publishers
and commercial printers. Its SP Newsprint Recycling Corp.
subsidiary recycles more than 1.1 million short tons of
recovered material each year.

We also own a 13.5% equity interest in Ponderay Newsprint
Company in Usk, WA, which produced more than 260,000
metric tons of newsprint in 2004.

Our ownership in SP Newsprint and Ponderay provides a
natural hedge against price volatility for approximately 50% of
our newsprint expense. In 2004, these two companies provided
approximately 20% of our total newsprint consumption. We
enter into firm purchase commitments annually with these two
companies. We estimate these purchase commitments will total
approximately $53 million of newsprint in 2003, at current
market prices. We have included a hypothetical effect on
newsprint expense from a 10% increase in the average price per
ton of newsprint under the caption “Newsprint,” in Item 7A of
this report.

SHARED SERVICES

We have a Shared Services Center located in Miami, FL.
Through this operation, which reports directly to our corporate
headquarters, we have centralized the maintenance of our
financial systems and processing, purchasing and strategic
sourcing activities as well as many internal consulting initiatives
for all Knight Ridder companies. Centralized purchasing
includes commodities such as newsprint, ink, computers/
software, newspaper delivery bags, credit card processing, office
supplies, travel, employee relocation and telecommunications.

TECHNOLOGY

We will continue to drive our systems and technology
infrastructure toward the current state of the art, to remain
competitive. Expense reduction initiatives helped reduce

telecommunications and data transmission costs while
increasing capacity. We continue to enhance the consumer
experience and capabilities act KRD’s Web sites, including
registration and email marketing, enhance online classified
capabilities, an improved e-commerce engine, and a new retail
shopping experience provided through CrossMedia Services.
Ensuring our systems are compliant with the Sarbanes-Oxley
404 guidelines, where relevant, was a major focus at all our
business units.

OWNERSHIP INTERESTS IN MINORITY INTEREST AND
UNCONSOLIDATED COMPANIES, JOINT VENTURES AND
PARTNERSHIPS

For strategic and operational reasons, we invest in various
companies with ownership percentages ranging from 13.5% to
75%. Following are the more significant investments in
unconsolidated companies, joint ventures and partnerships.

Knight Ridder, Tribune and Gannett own CareerBuilder,
LLC, and CrossMedia Services, Inc. in equal parts.
CareerBuilder is in the online recruitment and career
development business. CrossMedia is a provider of Web-based
marketing solutions for national and local retailers, effectively
serving as an advertising and marketing service provider that
enables us to localize the Internet. We also own 20.2% of
Classified Ventures, a consortium of six newspaper publishing
companies that provides online classified listing services.

We own a 50% equity interest in Detroit Newspapers, a
joint operating agency for Detroit Free Press, Inc., our wholly-
owned subsidiary, and The Detroit News, Inc., a wholly-
owned subsidiary of Gannett. In 1989, business operations of
the Detroit Free Press and The Detroit News were transferred
o Detroit Newspapers under a joint operating agreement that
expires in 2089. We show our share of revenue and expenses as
a net amount in the “Other” line, under Operating Revenue in
the Consolidated Income Statement. Under our agreement, we
are committed to supply 50% of their annual newsprint
requirements. We intend to fulfill this commitment and we
have the necessary means and resources available to meet this
obligation.

We own a 75% equity interest in the Fort Wayne
Newspapers Agency and consolidate the results of its
operations. The minority shareholders’ interest in the income
has been reflected as an expense in the Consolidated Statement
of Income in the caption “Minoriry interest in earnings of
consolidated subsidiaries.” Also included in this caption is a
contractual minority interest resulting from a joint operating
agreement that runs through 2021 berween The Miami Herald
Publishing Co. and Cox Newspapers, Inc., covering the
publication of The Miami Herald and The Miami News. The
Miami News ceased publication in 1988.

We own a 49.5% equity interest in the voting stock of the
Seattle Times Company, based in Seattle, WA. We also own a
65% interest in the nonvoting stock of the Seattle Times
Company.

We are a one-third partner with Cox Enterprises and Media
General in SP Newsprint Co. (SP Newsprint). SP Newsprint is
the fifth-largest newsprint manufacturing company in North
America. We also own a 13.5% equity interest in Ponderay
Newsprint Company in Usk, WA, which produced more than
260,000 metric tons of newsprint in 2004. We account for our
investment in Ponderay under the equity method, since we
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exercise significant influence, as defined by generally accepted
accounting principles. We purchase newsprint from these
companies. Our investment in these newsprint mills provides a
natural hedge for about 50% of our exposure to price changes.

Newspapers First, a national advertising sales cooperative, is
the primary sales representative for many of our large
newspapers, many of the leading newspaper groups and several
leading independents, as described above. We own 27.5% of the
voting stock of Newspapérs First.

Knight Ridder/Tribune, a joint venture of Knight Ridder and
Tribune, offers stories, gréphics, illustrations, photos and
paginated pages for printjpublishers and Web-ready content for
online publishers. All our newspapers, our Washington, D.C.
bureau and our foreign b%lreaus produce Knight Ridder/Tribune
editorial marterial, which is also supplied by a number of other
newspapers. The joint venture also includes the NewsCom
e-commerce platform that licenses photos and other editorial
material from more than 60 content providers to print, broadcast
and other media organizations.

EMPLOYEES :
We have approximately 1]8,000 full time equivalent employees
(FTEs). Approximately 28% are represented by 67 local unions
and work under mulriyeaFr collective bargaining agreements.
Individual newspapers that have one or more collective
bargaining agreements are in Akron, Detroit, Duluth, Fort
Wayne, Grand Forks, Kahsas City, Lexington, Monterey,
Philadelphia, St. Paul, San Jose, State College, Superior and
Wichita. These agreements are renegotiated in the years in which
they expire. During 2005, there will be negortiations for new
collective bargaining agreements in Grand Forks, Kansas City,
Monterey, St. Paul, State%College, Superior and Wichita,

representing approximately 800 employees.

RISK FACTORS :

Credit losses. We extend}unsecured credit to most of our
customers. We recognize [that extending credit and setting
appropriate reserves for receivables is largely a subjective decision
based on knowledge of the customer and the industry. Credit
exposure also includes the amount of estimated unbilled sales.
Credit limits, setting and?maintaining credit standards, and
managing the overall quality of the credit portfolio is largely
decentralized. The level of credit is influenced by the customer’s
credit history with us and other available information, including
industry-specific data.

We maintain a reserve account for estimated losses resulting
from the inability of our c%ustomers to make required payments. If
the financial condition ofiour customers were to deteriorate,
resulting in an impairment of their ability to pay, additional
allowances might be required. We use a combination of the
percentage-of-sales, specific identification and the aging-of-
accounts-receivable methods to establish allowances for losses on
accounts receivable. Payn}ent in advance for some advertising and
circulation revenue has assisted us in maintaining historical bad
debr losses at less than 1% of revenue.

Newsprint, We consumed approximately 641,000 metric tons
of newsprint in 2004, excluding Detroit. This expense
represented 13.2% of our 2004 total operating expenses. A
sustained increase in newé}:prim prices could adversely affect our
profitability. Newsprint prices for the past five years have ranged
from approximately $425 to $625 per metric ton. We anticipate a
low double-digir increase in newsprint prices in 2005.

!
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Debt. By balancing the mix of variable-versus fixed-rate
borrowings, we manage the interest-rate risk of our debt. “Note
3. Debt” on pages 38 and 39 of this report includes information
related to the contractual interest rates and fair value of the
individual borrowings. At various times, we have entered into
interest rate swap agreements to manage interest rate exposure in
order to achieve a desired proportion of variable-rate versus
fixed-rate debe. The fair value of the swaps at December 26,
2004 and December 28, 2003 was $34.2 million and $46.9
million, respectively. As of the end of fiscal 2004, approximately
60% of our borrowings were variable-rate. We do not trade or
engage in hedging for speculative purposes and hedging activities
are transacted only with highly rated financial institutions,
reducing the exposure to credit risk.

A hypothetical 50 basis point increase in LIBOR would
increase interest expense associated with variable-rate borrowings
by approximately $5.3 million and $4.6 million in 2004 and
2005, respectively. The fair value of our fixed-rate debt and
interest rate swaps is sensitive to changes in interest rates. A
hypothetical 50 basis points increase in interest rates would
decrease the fair value of the fixed-rate debt and interest rate
swaps by $20.8 million in 2005. This change in fair value of debt
obligations excludes commercial paper and other short-term
variable-rate borrowings, as changes in interest rates would not
significantly affect the fair market value of these instruments.

Senior management. Our ability to maintain our competitive
position is dependent on the services of our senior management
team. If we were unable to retain the existing senior management
personnel, develop future senior management within our existing
ranks or attract other qualified senior management personnel,
our business would be adversely affected.

Employee benefits. Health insurance costs have increased
significantly faster than inflation on an annual basis over the past
few years. We also anticipate that in coming years, the cost of
health care will continue to escalate, causing an increase to our
expenses and employee contributions. In response to these
trends, we have restructured and consolidated our health
insurance plans.

Our pension and other retirement benefit costs have increased
in recent years largely due to stock marker and interest rate
conditions. We will continue to reassess our benefits offering to
remain competitive and manage our costs. Under our discussion
of Critical Accounting Policies and Estimates in Item 7,
Management’s Discussion and Analysis of Financial Condition
and Results of Operations, we provide an estimate of the impact
from a change in the discount rate used in the valuation of our
pension plans.

Competition and customer consolidation. We are subject to
aggressive competition in all areas of our business. Our
newspapers compete for advertising and readers with other
newspapers, broadcast, satellite and cable television, the Internet
and other computer services, radio, magazines, suburban
newspapers, free shoppers, billboards and direct mail. We could
also be adversely affected by continued customer consolidation in
the retail and national sectors, where we have experienced
increased merger activity.

Circulation. The newspaper publishing industry was widely
affected this past year by the enacted do-not-call rules and a
series of circulation copy count restatements, which were isolated
to certain other newspaper companies, but affected the credibilicy
of our industry. Moreover, the newspaper publishing industry
has experienced difficulty in recent years in sustaining circulation



copy and revenue growth. A prolonged decline in circulation
copies could have a marerial effect on the rate and volume of
advertising revenue. We have implemented and strengthened
various actions aimed at compliance with industrywide
accepted practices in accounting and reporting of circulation
copies and revenue. We have also established a companywide
circulation and content task force to find solutions to reverse
industry trends.

Self-insurance and deductibles on casualty insurance. We
are self-insured for the majority of our health insurance costs,
including claims filed and claims incurred but not reported.
We also have deductibles of up to $1 million on various
casualty insurance programs, which we have determined to be
adequate for the type of risk. We estimate the liability under
our health insurance and casualty programs on an actuarial
undiscounted basis using individual case-based valuations and
statistical analysis that are based upon judgment and historical
experience. The final cost of many of these claims may not be
known for several years, however. We rely on the advice of
consulting actuaries and administrators in determining an
adequate liability for self-insurance claims. At December 26,
2004 and December 28, 2003, self-insurance and casualty
insurance accruals totaled $72.6 million and $73.2 million,
respectively. In connection with our insurance program, letters
of credit totaling $56.5 million are required to support certain
projected workers’ compensation obligations. We continuously
review the adequacy of our insurance coverage.

WEB SITE ACCESS TO CUR REPORTS

Our annual reports on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K and all amendments to
those reports are available free of charge on our Web site,
www. kri.com, as soon as reasonably practicable after such
reports are electronically filed with or furnished to the
Securities and Exchange Commission.

Information regarding corporate governance at Knight
Ridder, including our corporate governance principles, code of
business ethics and information regarding our officers, directors
and board committees (including our Audit, Compensation,
and Nominating and Corporate Governance committee
charters) is also available on our Web site. The information on
our Web site is not incorporated by reference into, or as part
of, this Report on Form 10-K.

item 2. Properties

We have newspaper facilities in 28 markets located in 17 states.
These facilities vary in size from 39,300 square feet at State
College, PA, to 1.8 million square feet in Philadelphia, PA. In
total, they occupy about 11.0 million square feet.
Approximately 2.3 million of the square feet are leased from
others. All of the owned property is owned-in-fee. We own
substantially all of our production equipment, although certain
office equipment is leased. We also own land in Kansas City
and Detroit, where new production plants are under
construction.

In 2004, we listed for sale certain land adjacent to our
facility in Miami. As a condition of the sale, the buyer agrees to
provide parking and rruck access sufficient to accommodate
our operational needs. The sale of the land is expected to be
completed in 2005.

The following table sets forth our principal properties by
location:

APPROXIMATE AREA
IN SQUARE FEET

OWNED LEASED
Administration — 5an JOse, CA s 331908
Publishing, including printing plants,

”s‘pace _!_gca{gd in;_"-‘

Akron, O | o3 3,939
.. 465,240 151,755
245,000 34,875

254,958

_ Miami, FL L B1877
__Philadelphia, 1501011
v___Sa_rj‘Jose‘ CA 410,000

” v‘\l_\‘/_gvsﬁ'ingtor'w, DC

Internet Operations — KRD —SanJose, CA__ - 65507

* Expiration of leases range from 2005 to 2051.°

Our facilities are maintained in good condition and are suitable
for current and foreseeable operations. During the three years
ended December 26, 2004, we spent $260.5 million (excluding
Detroit) for additions to property, plant and equipment.

[tem 3. Legal Proceedings
Knight Ridder’s wholly-owned subsidiary, MediaStream, Inc.
(“MediaStream”), was named as one of a number of defendants
in two separate class action lawsuits that have been consolidated
with one other similar lawsuit by the Judicial Panel on Multi-
Disrice Lidigation under the caption “In re Literary Works in
Electronic Databases Copyright Litigation,” M.D.L. Docket
No. 1379 (the “Mulu-District Litigation”). The two lawsuics
originally filed against MediaStream in September 2000 were:
The Authors Guild, Inc. et al. v. The Dialog Corporation et al.,
and Posner et al. v. Gale Group Inc. et al. These lawsuits were
brought by or on behalf of free-lance authors who allege that
the defendants have infringed plaintiffs’ copyrights by making
plaintiffs’ works available on databases operated by the
defendants. The plaintiffs are seeking to be certified as class
representatives of all similarly situated free-lance authors. In the
Muld-District Litigation, plaintiffs seek actual damages,
statutory damages and injunctive relief, among other remedies.
The two lawsuits were initially stayed pending disposicion by
the U.S. Supreme Court of New York Times Company et al. v.
Tasini et al., No. 00-21. On June 25, 2001, the Supreme
Court ruled that the defendants in Tasini did not have a
privilege under Section 201 of the Copyright Act to republish
articles previously appearing in print publications absent the
author’s separate permission for electronic republication. The
judge has ordered the parties in the Muld-District Litigation to
try to resolve the claims through mediation, which cominenced
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November 2001, and the parties have agreed to a limited stay to
respond to the complaint during such mediation, which may be
terminated by the plaintiffs upon 30-days prior written notice. In
September 2001, the plamtlffs submitted an amended
complaint, which named Knight Ridder as an additional
defendant and made reference to Knight Ridder Digital.
Settlement discussions that originally commenced during the
mediation are continuing, and plaintiffs and defendants in the
Multi-District Litigation are in the process of obtaining and
exchanging signatures to a proposed settlement agreement. In the
event that the foregoing parties are unable to finally settle this
matter and the litigation tesumes, Knight Ridder and
MediaStream intend to contest liability and v1gorously defend
their positions in the litigation, including opposing class
certification. In add1t10n,,MedlaStream has indemnity
agreements from various content providers supplying articles to
MediaStream’s databases that could mitigate its potential
exposure. If the settlement agreement is not finally concluded
and the litigation resumes, there can be no assurance that we will
prevail in the above legal proceedings and management cannot

PART I |

ftem 5. Varket for Registrant’s Common
Eguity and Relatefd Stockhelder Matters

Our common stock is listed on the New York Stock Exchange
(NYSE) under the symb(iﬂ KRI. Qur stock is also traded on

COMIMON STOCK MARK;ET PRICE AND DIVIDENDS

estimate the exposure if we do not prevail. In such case, a ruling
against us in the proceedings described above may have a
material adverse effect on our financial condition and results of
operation. In addition to the matters described above, we are also
involved in litigation and administrative proceedings, primarily
libel and copyright infringement actions, bankruptcy
proceedings involving the company’s advertisers, and
environmental and other legal proceedings that have arisen in the
ordinary course of business. In the opinion of management,
except as set forth above, our liability, if any, under any other
pending litigation or administrative proceedings, will not
materially affect our consolidated financial position or results of
operations.

itern 4. Submission of Matters to a Vote of
Security Holders

No matter was submitted to a vote of shareholders through the
solicitation of proxies or otherwise during the fiscal quarter
ended December 26, 2004.

exchanges in Philadelphia, Chicago, Boston, San Francisco, Los
Angeles and Cincinnati and through the Intermarket Trading
System. Options are traded on the Philadelphia Exchange.

The average daily stock tfading volume for the years 2004 and 2003 was 422,000 and 429,000 shares, respectively. The following table
presents the high and low sales price of our common stock (as reported by the NYSE) and the cash dividends declared on our common

stock by fiscal quarter for the two most recent fiscal years:

) L2008 2003
L R T -
e — | oweewos | owioees
. HIGH LOW DECLARED HIGH LOW DECLARED
rdQuarter 8°°°.,H L7196 | 0320 |71 05‘... 58 50 027
3¢ Quarter 1. 7349 52 a4 | 0345 _______ L 7° 45 55 8 032
4th Quarter i 71.07 64.96 0 345 76 49 66 22 0.32

]

During the fiscal years ended 2004 and 2003, we paid $103.6
million and $94.9 mllhon, respectwely, in cash dividends. We
expect to continue our pOlle of paying regular cash dividends,
although there is no assurance as to future dividends because they
are dependent on futurelearnings, capital requirements and

financial condition. |

As of February 25, 2005, we had 75.5 million shares
outstanding, net of treasury stock, which were held in all 50
states by 7,435 shareholders of record. The closing price of our
common stock on February 25, 2005, was $65.79 as reported by
the NYSE.




PURCHASES OF EQUITY SECURITIES

On July 27, 2004, the Board of Directors approved the repurchase of up to 6 million shares of our common stock. The following sets
forth our common stock repurchases, both open market and private transactions, for the fourth quarter of 2004:

TOTAL HUMBER

TOTAL NUMBER OF MAXIMUM

SHARES PURCHASED NUVBER OF SHARES

AS PART OF PUBLICLY THAT MAY YET BE

AVERAGE PRICE

e ..OF SHARES e ... AMNOUNCED ~ PURCHASED UNDER
FISCAL PERIOD PURCHASED PAID PER SHARE PROGRAMN THE PROGRAM
September 27 through October 31 68,000 $67.30 68,000 5,845,300
oo 1 throsan Novembar 28 1 D B e “ee e eas00
November 29 through December26(1) " 'gg1,023 66.20 856,000 4,913,300
Total 1,005,923 1,000,000

(1) in December 2004, we repurchased 738,000 shares of our common stock pursuant to a contract, which will settle within nine months from the purchase date, The estimated cost of repurchasing the
shares was paid in advance. We pay based on the closing price as reported by the NYSE at the beginning of the contract and the difference between that price and the volume weighted-average price
(VWAP) over the life of the contract is settled at the end of the contract period in cash or shares, at our option (limited to the number of shares multiplied by the change in share price). Had we settied as of

December 26, 2004, we would have received $4.7 miilion, or 71,202 shares of our common stock.

Ourtside of the stock repurchase program, we acquired 5,923
shares of our common stock in 2004 with an aggregate cost of
$397,848 and an average price of $67.17 per share as a resule of
certain stock options exercised. The difference between the
aggregate market value of the options exercised and the exercise
value of the options was recorded in additional capital. The
difference in the aggregate market value of the repurchased shares
and the exercise price of the options was recorded in treasury
stock in the accompanying Consolidated Balance Sheet.

COMMON STOCK GRANTS

During the fiscal years ended 2004, 2003 and 2002, we issued
4,739 shares, 5,429 shares and 4,666 shares, respectively, of our
common stock to our nonemployee directors pursuant to an
annual retainer fee payable half in common stock and haif in
cash or common stock, at a director’s election.

For information regarding our equity compensation plans,
please refer to Irem 12 — Security Ownership of Certain
Beneficial Owners and Management and Related Stockholder
Matters, and Note 6, Capital Stock in our consolidated financial
statements, included in this repore.



Item 6. Selected Fﬁnancial Data

5-YEAR FINANCIAL HIGHLBGHTS
The following mformanom was compiled from our audited consolidated financial statements. The accompanying consolidated financial
statements and Management s Discussion and Analysis of Financial Condition and Results of Operations for the year ended December

26, 2004 should be read to obrain a betrer understanding of this information. Amounts are in thousands, except per share data, ratios
and 5-year compounded annual growth rate (1999 — 2004 CAGR).

Syear | . Bew26

SUMMARY OF OPERATIONS CAGR (%) 2004

Operating Revenue | e
|

] ) - 43,9

Gty . | e e e G e g

Total Operating Revenue (0.1) 3,014,149
Operating Costs i ‘ )

Lsbor and employee beneflts . . i
Newsprint mcand spplements g e
Deprematlon and amor’(lzatlon(6 (11.3) 100 685 B
Total Operating Costs | 0.1 2,428,909
Operating Income | e 2 ) 585,240
nterestexpense net | e S0 (54599 |

Other net . (7.8) (29,350)
lncome taxes

Income before cumul

62) ~ (175,051)
effect of change un accoummg ‘ - o o h ) )
prmclpﬂe of unconsolldated company T B
e ey o change o accountmug'pnncupﬁe g . e ot DSR2
unconsolidated company, net of taxes®”

Net e e e s e MMM(O.'B) e
Operating income margm‘“’ 19.4%
SHARE DATA 1

_Basic weighted-averagejnumber of shares 1900

Diluted weighted-average number of shares 78950

Income before éumulatuve effect of changﬂe‘ in account g
principle of unconsolidated company B, e, 0B 8 A9

Cumutative effect of change in accountmg prmcnple of
»__unconsohdated]companym o

Netincome | : Y AR IO A

" Diluted: Income before cumulative effect of change in accountmgw
__principle of unconsolidated company o - 3.4
Cumulative effect of change in accountmg prmuple of
. unconsolidatedicompany®
Netincome .

are

Pruce/earnlngs ratio®®
OTHER FINANCIAL DATA!
Numbef.“.’f.#?ﬁ.revs.’..E.PF.‘.FFi‘h?S.e.‘,’.. e

4,287

530838 |
L3103817

saa2218 |
1,497,907 |
1,447,156

Return On average sharehoiders equny(w) I R PP ON - | ‘22‘2%

Total debtjtotal cap;tal i R R OO PSSO 509%




.$,2.280322

§2547.4%

559234 572,973 594726 605,074
e S e BB
2,945,991 2,926,835 2,982,626 3,292,985
e i i e
et o e e
L To8217 7183 7i7sez 755932
: o R o e
2,378,384 2,321,473 2,520,871 2,624,213
L. 207807 805,382 L ABLT5S o OEBTT2
L Goreay o 0A%es) o (0083)  (16652)
................... (3799 @723 (3523)  (26830)
R (186943 (66943 G257 @10927)
L 20T ez 1eAR4 314363
............................................................ ALy
$ 296,071 s 257,448 § 184,824 § 314,363
19.3% 20.7% 15.5% 20.3%

0,401 B3

1453560
L A89.285

. 1502,105

03 823,587
L BBTATS

1,560,288

Notes to Selected Financial Data

Certain amounts presented as retail revenue in prior years have been

reclassified as national revenue to conform to the 2004 presentation. We

made this change in the second quarter of 2004 to make our reporting
consistent with peer newspaper companies. Additionally, certain amounts
presented in the 2003 Consolidated Balance Sheet have been reciassified to
conform to the 2004 presentation, specifically refated to the Annual

Incentive Deferral Plan and to Pension assets and Employee benefits.

(1) In 2003, we wrote-off $1.6 million representing the remaining balance
of our cost basis Internet-related investments, as an cther-than-
temporary decline.

(2) In 2002, we recorded pre-tax charges totaling $25.5 million related to
our investment in CareerBuilder. The charges were for the relocation of
offices and abandonment of certain assets ($7.5 miflion) and $18.0
mitlion for the conversion of CareerBuilder from a corporation intc a
limited liability company. We sold our stock in MatchNet plc, and
recorded a pre-tax loss of $4.3 million. Additionally, we recorded other-
than-temporary declines in a number of other cost basis Internet-related
investments of $3.1 million pre-tax.

(3) in 2001, we had a $78.5 million pre-tax restructuring charge relating to
a work force reduction program. Afso in this year, we sold our holdings
in InfoSpace, Inc., AT&T, Webvan Group, Inc. and other smaller Internet-
related investments at a pre-tax loss of $11.9 million. We recorded
other-than-temporary declines in a number of other cost basis Internet-
related investments of $16.1 million pre-tax.

(4) We report on a fiscal year ending on the last Sunday in the calendar

year. Results for each of the fiscal years presented are for 52 weeks,

except for the year ended 2000, which includes 53 weeks.

Beginning in 2000, certain newspaper delivery costs, which were

previously reported as contra-revenue, were reclassified to other

operating costs consistent with the provisions of E/TF 39-189.

Accordingly, the 5-year compound annual growth rate for circulation

revenue, calculated from 1999 as the base year, is not meaningful as

the 1999 amount is not camparable to the 2000 through 2004 amounts.
Beginning in 2002, we discontinued the amortization of goodwill and
indefinite-lived intangible assets under the provisions of Statement of

Financial Accounting Standard (SFAS) 142.

(7) The cumulative effect of change in accounting principle in 2002 relates
to the implementation of SFAS 142 — Goodwill and Other intangible
Assets by our equity method investee, CareerBuilder.

(8) Operating income margin is defined as Operating income divided by
Total Operating Revenue.

(5,

2

(6,

=

(9) Price/earnings ratio is computed by dividing the closing market price as
reported by the NYSE by diluted earnings per share.

(10) Return on average shareholders’ equity is computed by dividing net
income before the cumulative effect of change in accounting principle
in 2002. Average shareholders’ equity is the average of shareholders’
equity on the first day and the last day of the fiscal year.
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item 7. Mlanagement’s Discussion and
Analysis of Financial Condition and Results
ef Operations
The following discussion should be read in conjunction with
Item 6. Selected Financiali Data, and with the consolidared
financial statements that appear elsewhere in this Form 10-K.

Certain amounts preserited as retail revenue in prior years have
been reclassified as national revenue to conform to the 2004
presentation. We made this change in the second quarter of 2004
to make our reporting conjsistent with peer newspaper
companies. Additionally, certain amounts presented in the 2003
Consolidared Balance Sheet have been reclassified to conform to
the 2004 presentartion, spéciﬁcally related to the Annual
Incentive Deferral Plan and to Pension assets and Employee
benefits. |

|
GLOSSARY OF TERMS |
The following defined terins are used in our Management’s
Discussion and Analysis of Financial Condition and Results of
Operations. :

Classified Locally placed advertisements listed together and
organized by category, such as real estate sales, employment
opportunities ot automobxle sales, and display-type
advertisements in these same categories.

Content Syndication Revenue generated from the distribution
of news and other content by third-party providers.

Full-run Advertising appearing in all editions of a newspaper.

Home Delivery Circuldtion newspapers sold by subscription
and delivered to a speaﬁciaddress

Linage A measure of the volume of space sold as newspaper
advertising; refers to the ngmbcr of column-inches in a six-
column newspaper layout:

National Display advertising by national advertisers that
promotes products or brand names on a nationwide basis.

News Hole The POI‘thIl of the newspaper designated for
editorial and news content.

Newspaper In Educatl(pn (nie) A newspaper-sponsored
program that recruits business sponsors to underwrite the cost of
providing, at a discounted price, papers to be used in classrooms.
Many programs also offer!teacher training, ready-made
curriculum and special- top1c sections geared to particular age
groups.

Part-run Advertising appearmg in select editions or zones of a
newspaper’s market. Part-run advertising is translated into
full-run equivalent linage (also referred to as factored) based on
the ratio of the circulation in a particular zone to the toral
circulation of a newspapet.

Preprint Advertising supplements prepared by advertisers and
inserted into a newspaper.

Recruitment Packages Special help wanted advertising
packages, often combining print and online, which offer a variety
of features: in-newspaper advertlsements, expanded listings on
the Web, online or by—telephone job applications and screening
of résumés.

Retail Display advemsmg from local merchancs, such as
department and grocery stores, selling goods and services to the
public.

Run-Of-Press (ROP) 1 advertising printed on our presses
and appearing within a newspapcr

Single Copy Circulation Newspapers sold by street vendors,
in news racks or at stores gnd other businesses.
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Supplements (as in Newsprint, Ink and Supplements) All
special sections purchased for distribution in the newspaper,
including TV books and Sunday magazines and comics.

Total Market Coverage Products (TMC) Advertising
material packaged, often in special printed covers (also known as
jackets) for delivery to non-subscribing households; especially
appealing to advertisers who want high household penetration in
specific neighborhoods, ZIP codes or zones.

Unique Visitors Number of persons who visited a Web site or
network of sites at least once in the month. Visitors to multiple
Web sites in 2 network in a given month are counted only once
as a unique visitor for that network. In separate individual Web
site totals, they are counted once as a unique visitor for each site
visited.

Upsell Incremental advertsing sold in conjunction with
another product, such as primarily newspaper ads republished on
the Web for an additional charge. An example of an upsell is a
recruitment newspaper ad that is packaged with an online job
posting.

Verticals All the advertising in print and online in a category
(for example, recruitment, automotive or real estate). A variety of
advertising products are offered within each vertical, including
print classified listings and upsells to enhanced services, such as
expanded information online, résumé databases or job fairs.

Web Width The width of the rolls of newsprint used on a
printing press, which affects newsprint consumption.

Zoning Defining newspaper delivery areas in a way that allows
customers to purchase advertising to be distributed only within a
specified geographic area; zoned ads cost less than full-run
advertising and are particularly attractive to businesses that draw
their customers from specific neighborhoods. See “Part-Run.”

CRITICAL ACCCUNTING POLICIES AND ESTIMATES

General. Management’s discussion and analysis of the financial
condition and results of operations are based upon the
consolidated financial statements, which have been prepared in
accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements
requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenue and expenses, cash
flows and related disclosure of contingent assets and liabilities.
On an ongoing basis, we evaluate our estimates, including those
related to incentives, bad debts, inventories, investments,
intangible assets, income taxes, financing arrangements,
restructurings, long-term service contracts, pensions and other
postretirement benefits, and contingencies and litigation. We
base our estimates on historical experience and on various other
assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that
are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or
conditions.

We have identified the following accounting policies as critical
to our business operations and the understanding of our results
of operations. Refer to the Notes to the Consolidated Financial
Statements included in Part IV, Trem 15 of this Form 10-K, for a
detailed description of our accounting policies.

Revenue recognition. Revenue recognition varies by source.
Advertising revenue is recognized when advertisements are
published. Circulation revenue is recognized when the newspaper
is delivered to the customer. Other revenue is recognized when



the related product or service has been delivered. Revenue is
recorded net of estimated incentive offerings, including special
pricing agreements, promotions and other volume-based
incentives. Revisions to these estimares are charged to income
in the period in which the facts that give rise to the revision
become known.

Allowance for bad debts. We maincain a reserve account for
estimated losses resulting from the inability of our customers to
make required payments. If the financial condition of our
customers were to deteriorare, resulting in an impairment of
their ability to make payments, additional allowances may be
required. We use a combination of the percentage-of-sales,
specific identification and the aging-of-accounts-receivable
methods to establish allowances for losses on accounts
receivable. Payment in advance for some advertising and
circulation revenue and credit background checks, have assisted
us in maintaining historical bad debrt losses of less than 1% of
revenue.

Barter Transactions. We enter into barter transactions with
other businesses and we exchange our advertising and
circulation for advertising products and distribution rights for
our newspapers. We also donate space to nonprofit
organizations as part of our community outreach commitment.
The barter transactions, typically with terms of one year or less,
are valued at fair market value based on our advertising rates for
the particular type of advertisement.

At December 26, 2004, we had approximately $9.5 million
of future media advertisement, products and setvices arising
from bartered transactions in net accounts receivable, which
will be charged to expense as they are used. We also have as of
year end $20.6 million in deferred advertising and circulation
revenue asising from bartered transactions, which will be
recorded as revenue when the advertisements are published
and/or the copies are delivered, respectively. During the fiscal
years ended 2004, 2003 and 2002, we recognized $15.1
million, $8.9 million and $6.2 million, respectively, in bartered
advertising and circulation revenue.

We periodically assess the recoverability of our barter credits
and receivables. Factors considered in evaluating recoverability
include management’s plans with respect to advertising,
circulation and other expenditures for which barter credits and
receivables can be used. Any impairment losses are charged to
operations, as they are determined.

Equity and cost method investment valuation and
accounting. We hold minority interests in companies having
operations or technology in areas within our strategic focus and
we record these investments at cost. We record an investment
impairment charge when we believe an investment has
experienced a decline in value that is other than temporary.
Future adverse changes in market conditions or poor operating
resules of underlying investments could result in losses or an
inability to recover the carrying value of the investments. In
these cases, an impairment charge could be required in the
future,

Goodwill and Other Identified Intangible Asset
Impairment. Goodwill and other identified intangible assets
arising from our acquisitions are subjected to periodic review
for impairment. SFAS No. 142 requires an annual evaluation at
the reporting unit level of the fair value of goodwill and
compares the calculated fair value of the reporting unit to its
book value to determine whether an impairment has occurred.
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Impairment is the condition that exists when the carrying
amount of goodwill or other identified intangible asset exceeds
its implied fair value. Any impairment charge would be based
on the most recent estimates of the recoverability of the
recorded goodwill and intangibles balances. If the remaining
book value assigned to goodwill and other intangible assets
acquired in an acquisition is higher than the amounts we
currently would expect to realize based on updated financial
and cash flow projections from the reporting unit, we would
write down these assets. We also record our share of
impairment charges recorded by our equity method investees.
No impairment charges have been recorded to date relating to
goodwill and other identified intangibles, except for an
impairment recorded in 2002 for CareerBuilder, one of our
equity method investee.

Pension and postretirement benefits. We have significant
pension and postretirement benefit costs and credits that are
developed from actuarial valuations. These valuation
assumptions include health care cost trend rates, salary growth,
long-term return on plan assets, discount rates and other
factors. Our health care cost trend assumptions are developed
based on historical cost data, the near-term outlook and an
assessment of likely long-term trends. The salary growth
assumptions reflect our long-term actual experience and future
and near-term outlook. Long-term return on plan assets is
determined based on historical results of the portfolio and
management’s expectation of the current economic
environment. The discount rate assumption is based on current
investment yields on AA-rated corporate long-term bond
yields. Actual results thac differ from these assumptions are
accumulated and amortized over the future life of the plan
participants. For an explanation of these assumptions, see
“Note 10. Pension and Other Postretirement Benefit Plans” on
pages 45 through 48. While we believe that the assumptions
used are appropriate, significant differences in actual experience
or significant changes in assumptions would affect the pension
and other postretirement benefits costs and obligations.

Self-insurance and deductibles on casualty insurance. We
are self-insured for the majority of our health insurance costs,
including claims filed and claims incurred but not reported.
We also have deductibles of up to $1 million on various
casualty insurance programs, which we have determined to be
adequate for the type of risk. We estimate the liability under
our health insurance and casualty programs on an actuarial
undiscounted basis using individual case-based valuations and
statistical analysis and are based upon judgment and historical
experience; however, the final cost of many of these claims may
not be known for several years. We also rely on the advice of
consulting actuaries and administrators in determining an
adequate liabilicy for self-insurance claims. At December 26,
2004 and December 28, 2003, self-insurance and casualty
insurance accruals totaled $72.6 million and $73.2 million,
respectively. In connection with our insurance program, lecters
of credit totaling $56.5 million are required to support certain
projected workers’ compensation obligations. We continuously
review the adequacy of our insurance coverage.

Income taxes. Income taxes are accounted for in accordance
with SFAS 109 — “Accounting for Income Taxes,” which
requires the liabilicy method of accounting for income raxes
whereby deferred income taxes are recorded for the future tax
consequences attributable to differences between the financial
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statement and tax bases of assets and liabilities. Deferred tax
assets and liabilities are determined using tax rates expected to
apply to taxable income inthe years in which those temporary
differences are expected to reverse. Deferred tax assets and
liabilicies are revalued to reflect new tax rates in the period
changes are effective. T

We file a federal conso 1dated income tax return and state
consolidated, combined oszeparatc income tax returns
depending upon state requirements. Each of these filing
jurisdictions may audit the tax returns filed and propose
adjustments. We mainrain a liability to cover the cost of
additional tax exposures on the filing of federal and state income
tax returns. Adjustments atise from a variety of factors, including
different incerpretation of $tatutes and regulations.

Legal. We are involved i m certain claims and litigation related
to our operations, mcludmg ordinary routine litigation incidental
to our business. See “Note!13. Commitments and
Contingencies” on pages 49 through 51 for further information.
Our management reviews and determines which liabilities, if
any, arising from these claims and litigation could have a
material adverse effect on our consolidated financial position,
liquidity, results of operarions or properties. Management
assesses the likelihood of any adverse judgments or outcomes as
well as potential ranges of probable losses. Determination of the
amount of reserves required for these contingencies is made after
analysis and discussion with legal counsel.

Commitments and contingencies. We have ongoing purchase
commitments with SP Newsprint and Ponderay, our two
newsprint mill investment§ These future commitments are for
the purchase of a minimum of $37.9 million and $15.8 million
of newsprint in 2005 w1th SP Newsprmt and Ponderay,
respectively, at current market prices. We also have a sales
commitment with DetrOLt?Ncwspapers to supply 50% of their
newsprint requirements, which in 2005 will be approximately
$24.8 million. We have thie resources necessary to fulfill these
commitments in 2005. |
BUSINESS SUMMARY |
We report two operating Susiness segments: Newspaper and
Online. The Newspaper ségment represented 96.2% of total
operating revenue. Advertising revenue within this segment
represented 74.5% of total operating revenue. Retail, Classified
and National advertising revenue represented 46.3%, 36.9% and
16.8%, respectively, of total advertising revenue. Circulation
revenue comprised 18.0%!of total operating revenue. For further
information, please refer to “Note 5. Business Segments” under
the Consolidated Financial Statements contained in this report.

Advertising revenue is primarily determined by the linage, rate
and mix of advertisement. The advertising rate depends largely
on our market reach, primarily through circulation, and
competitive factors. Circulation revenue is based on the number
of copies sold and the subscription rate charged to customers.

Our overall circulation makes us the second largest newspaper
company in the United States We operate in several Iargc
metropolitan areas, and ours are the leading newspapers in most
of the locations we serve. |

To expand our core revenue sources we launched a Revenue
Task Force in 2003 to ideintify new sources of revenue. We have
been implementing those initiatives that we believe best fit our
strategy and have the highest return, We focused on the
following areas: national, automotive and help wanted, sales
force staffing, paid content, niche publications, retail majors and
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ROP zoning. We also established a national marketing group in
response to the rapidly evolving retail and national
environments. Together, these initiatives added over $55 million
of advertising revenue in 2004.

From 2001 through 2003, our larger markets were particularly
hard hit in the classified employment category, the result of the
nationwide downturn in hiring. In 2004, classified employment
revenue was up 12.5%. The major increases compared to 2003
were in Contra Costa 23.1%, St. Paul 20.8%, San Jose 17.5%,
Miami 13.5% and Fort Worth 13.4%.

Our Retail category increased 1.2% compated to last year.
Department store advertising was soft. Traditional department
stores, like Macy’s and Dillard’s face strong competition from
large department stores and they are working hard to realign and
redefine their business strategies.

National advertising increased 2.9% compared to the prior
year. The largest increase was in telecommunications, up 2.9%
for the year. Telecommunications was up 20.4% in 2003 and its
only real strength was a 7.4% increase in the fourth quarter of
2004. National auto, the second largest segment, was up slightly.
Entertainment, computers, airlines and travel were soft.
Pharmaceuticals, a relatively small segment, was up 90.2%.

During 2005, we expect advertising revenue to grow in the
mid single digits, with half of this increase coming from core
business and the other half from new initiatives. We expect
national and classified revenue to be somewhat stronger than
retail revenue. Rerail revenue is generally healthy, with the
exception of department stores. National revenue continues to be
solid. Classified revenue assumes some rebound in auto revenue
and sustained strength in employment and real estate revenue.

In recent years, many newspapers nationwide have experienced
declines in circulation copies. Increased compertition, particularly
from the Internet, has caused the decline in copies. We have
increased discounting as a primary tactic to grow circulation,
which caused our revenue to decline. Nevertheless, growing both
circulation copies and growing revenue remains a challenge to
our industry and us.

Our plans for the coming year include telemarketing and
selective discounting, along with increased use of crew sales,
kiosks, single-copy insert coupons and direct mail promotions.
Telemarketing rules adopted by the Federal Trade Commission
and Federal Communications Commission, including the
National Do-Not-Call Registry and regulations, have had an
impact on our ability to source subscriptions through
telemarkering, buc we have expanded our use of other sources of
new subscribers to offset much of that impact. There are two
favorable factors: (a) not everyone elected to be included on the
register, and (b) our newspapers will still be able to contact
persons with whom they have an established business
relationship or from whom they obtained express consent.

In response to the economic downturn, newspapers have
focused attention on cost reduction. In 2001, we implemented a
work force reduction program. In 2002, we launched an
Operations Task Force to identify savings that could be applied
companywide. The Task Force teams investigated opportunities
for cost reductions throughout the company in content,
production, technology, people, administration, vendor
management, smaller papers and circulation. We began
implementing their recommendations in 2003. To date, we have
realized incremental savings of more than $100 million.

In 2004, overall operating costs were up 2.1%, due to a 3.4%
rise in newsprint, ink and supplement costs and a 2.6% increase




in labor and employee benefits. FTEs were down 1.2% in 2004,
following declines of 5.6% and 1.8% in 2002 and 2003,
respectively. For the coming year, we anrticipate increases in
newsprint and benefits (primarily pension and postretirement
benefits) in the low double digits. During 2005, we expect health
care costs to be up and we anticipate an increase in pension costs
due to a lower discount rate. FTEs should be down about 1%,
despite additions for various Revenue Task Force initiatives.
During 2005, we expect the price of newsprint to rise in the low
double digits, but we expect the newsprint, ink and supplements
line will increase only in the high single digits due to decreases in
consumption and lower increases in ink and supplements.

Our online segment performed very well in 2004. Revenue of
$114.6 million was up 43.7% and operating income of $36.0
million was up 136.7% from 2003. KRD unique visitors
averaged 9.9 million per month, up 23.6%. The strong results
reflect increases in all of KRD’s revenue streams. KRD
management is focused on growing revenue, expanding product
offerings, managing costs and increasing unique visitors. The
team is also focused on maximizing the benefit of the recent
AOL and MSN traffic agreements with CareerBuilder. We
project a solid trajectory of growth for online in 2005.

We have entered into interest rate swap agreements to adjust
the mix of fixed and floating rate debt. Our weighted-average
cost of debt, including the benefit of swaps, was 4.3% at the end
of fiscal 2004. Our debt balance increased by $44.3 million from
$1.454 billion in 2003 to $1.498 billion in 2004.

Losses from investees decreased over the past year and we
expect further improvement in 2005 as the price per ton of
newsprint is projected to increase, benefiting our newsprine mill
investees.

Our effective tax rate was lower in 2004 than in 2003, mainly
due to the favorable resolution of tax matters from prior years.
We anticipate our effective tax rate to be in the 36% to 37%
range in 2005.

Our shares outstanding decreased in 2004, the result of our
continued commitment to allocate free cash flow to share
repurchases.

Our businesses continue to provide sufficient cash for our
operations and capital expenditures. Moreover, we intend to use
future cash flow for the payment of dividends and repurchase of
shares, as well as strategic acquisitions.

CONSOLIDATED RESULTS OF OPERATIONS: FOR THE FISCAL YEARS ENDED DECEMBER 26, 2004, DECEMBER 28, 2003 AND DECEMBER

29, 2002:

Our fiscal year ends on the last Sunday of the calendar year. The following table sets forth the consolidated results of operations for the
52-week periods ended December 26, 2004, December 28, 2003 and December 29, 2002 (in thousands, except per share data):

I oo CHANGE

2004 2003 2002 04-03 03-02

““““““ $3,014,149 | $2945091 $2926835 23 07

585240 | 567607 605362 0 31 62)

accountlng prmcnple of unconsohdated company o 326,243 : 281,727 102 51

,,,,,,,,,, Cumulative effect of change in accounting principle S

of unconsolidated company - - (24,279) * *

Net income $ 326,243 $ 296,071 $ 257,448 10.2 15.0
Diluted earnmgs per share before cumulatlve effectof

5%

of unconsohdated company - - (0.29) >

Diluted earnings per share $ 4.13 $ 3.63 $ 3.04 19.4

* Percent not meaningful

Diluted earnings per share for 2002 included charges of $0.29
per share for the cumulative effect of change in accounting
principle of Career Holdings, an equiry method investee, related
to its adoption of SFAS 142.

In 2004, we earned $4.13 per diluted share, up 13.8% from
the $3.63 per diluted share earning in 2003. Included in this
year’s carnings per share was $0.26 from the favorable resolution
of tax matters from prior years, including interest. Net income
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for the year was $326.2 million, up 10.2% from the previous
year. Overall operating costs in 2004 rose just 2.1%, with FTEs
down 1.2% for the year. The price per ton of newsprint was up
5.0% over the previous year, less than anticipated and reflecting
our implementation of lighter-weight newsprint across most of
our newspapers. In addition, we benefited from reduced interest
expense and lower weighted average shares outstanding.
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NEWSPAPER DIVISION

Operating Revenue. The following table summarizes the results of the Newspaper Division for the fiscal years ended December 26,

2004, December 28, 2003 and December 29, 2002 (in thousands):

\
!

............................................................................ % CHANGE
1 2004 2003 2002 04-03 03-02
Retall o $1,066,227 .
" Classified 785,350 66713 joggas T 2 (4.0
Total 2,246,480 2,208,867 2,207,128 1.7 0.1
Circulation 543,933 559,234 572,973 @n @4
et B B R 3
Total operating revenue $2,899,559 $2,866,254 $2,871,532 1.2 (0.2)
Average circulation e B S N e e e et e e
B e T o
sunday ) 5142....,__ ,”,.
Advemsmg I|nage (fuII run) - e et e e
 Retail 14,166 8527 o ’
_ Nationa 325 2
B aamer L e
Total 36,007 36,099

i
Total advertising revenue for 2004 was 1.7% higher than for
2003. All advertising reveriue categories increased: a 2.4%
increase in classified revenue, a 0.9% increase in retail revenue
and a 2.4% increase in namonal revenue. Total advertising
revenue for 2003 was 0.1% higher than for 2002. A 15.6%
increase in national revenue in 2003 compared to 2002 was
offset by a 4.0% decline in classified revenue and a 1.6% decline
in retail revenue.

Retail revenue mcreased 0.9% from 2003 to 2004 due to an
8.3% increase in part-run retail revenue and a 2.1% increase in
preprint revenue, partiallyjoffset by a 2.5% decrease in full-run
linage. Specialized publications revenue, up 7.3%, and
alternative distribution revenue, up 4.5%, also contributed to the
increase in retail revenue. Contra Costa, Charlotte, Kansas City,
Philadelphia and Fort Worth were responsible for most of the
increase, up 5.5%, 4.4%, i2.9%, 1.6% and 1.1%, respectively.
Compared with 2002, retdil advertising revenue in 2003
decreased 1.6% due to an 8.0% full-run retail revenue decrease, a
5.3% decrease in part-run jretail revenue and a 30.9% decrease in
database marketing revenue, partially offset by a 10.1% increase
in preprint revenue. Phil adelphla, Contra Costa and San Jose
were responsible for most of the decrease, down 11.5%, 3.7%
and 1.6%, respectively. |

National revenue increa‘jsed primarily in Akron, Charlotte, St.
Paul, Fort Worth and Miami in 2004 compared to 2003, up
6.7%, 6.5%, 5.3%, 5.2% and 3.9%, respectively. An 18.4%
increase in preprint revenue and a 24.5% increase in part-run
ROP linage drove the 2004 increase over 2003. The increase in
national was due to telecommunication, travel, health,
automotive, enterramment and financial. National advertising
revenue increased 15.6% i m 2003 from 2002 due to a 26.0%
increase in preprint revenue and a 349.4% increase in database
marketing revenue. Akron, Contra Costa, Philadelphia, San Jose
and Charlotte had the largest increases, up 50.1%, 43.9%,
30.3%, 23.1% and 11.0%, respectively.
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Classified revenue increased 2.4% in 2004 compared to 2003.
Increases in classified real estate and employment drove the
overall increase in classified revenue, up 6.6% and 5.4%,
respectively, partially offset by classified auto, down 4.8%. St.
Paul, Miami, Contra Costa, Philadelphia and Akron were
responsible for most of the increase in classified real estate, up
33.2%, 15.9%, 14.9%, 14.1% and 13.1%, respectively. Contra
Costa, St. Paul, San Jose, Miami, Fort Worth and Charlotte were
responsible for most of the increase in classified employment, up
23.1%, 20.8%, 17.5%, 13.5%, 13.4% and 12.1%, respectively.
Classified other revenue also drove the increase in classified
revenue, increasing 5.6%, with Miami up 7.6%, Fort Worth up
6.8%, Kansas City up 5.1%, Philadelphia up 4.3% and Akron
up 3.8%.

Classified adverrtising revenue decreased 4.0% in 2003 from
2002 due to a full-run ROP classified revenue decrease of 6.4%,
driven by declines in the recruitment category. San Jose, Contra
Costa, Philadelphia, St. Paul and Kansas City were responsible
for most of the decrease in classified employment, down 33.1%,
24.0%, 19.2%, 17.2% and 16.2%. Declines in classified auto in
our largest markets were responsible for most of the decrease,
with Charlotte down 7.4%, Fort Worth down 3.3% and Akron
down 2.8%.

Circulation revenue declined by 2.7% in 2004 compared with
2003 largely due to a 1.9% reduction in the average subscription
rate resulting from increased discounts. Including Detroit and
Fort Wayne, circulation copies decreased 0.9% for both daily
and Sunday. The increase in Kansas City, St. Paul, Fort Worth,
Akron and Contra Costa were more than offset by decreases in
Philadelphia and San Jose for daily circulation, while increases in
St. Paul, Miami, Fort Worth and Akron were more than offset
by decreases in San Jose and Philadelphia for Sunday circulation.
Circulation revenue decreased 2.4% in 2003 from 2002 due to a
3.3% reduction in the average subscription rate resulting from
increased discounts on subscription rates. Circulation copies were




down 0.8% daily and down 0.1% Sunday. Increases in St. Paul,
Fort Worth, Kansas City, Miami and Akron were more than
offset by decreases in Philadelphia and Charlotte for daily
circulation. Increases in Fort Worth, Contra Costa, St. Paul and
Kansas City were offset by decreases in Charlotte for Sunday
circulation.

From 2003 to 2004, other revenue increased by 11.2% as a
result of increases in augmentation, alternate distribution
revenue, earnings from Detroit, newsprint waste and photo
reprint revenue. Other revenue increased 7.4% in 2003 from
2002 due to an increase in augmentation, alternate distribution,
commercial print and newsprint waste revenue.

Operating Costs. The following table summarizes operating costs for the periods ended December 26, 2004, December 28, 2003 and

December 29, 2002 (in thousands):

% CHANGE

2003 04-03 03-02

393,747

92,658

103,595

113,941 (10.6) 9.1)

Total operating costs

$2,303,889 $2,274,323 $2,221,295 1.3

Labor and employee benefits increased 2.1% in 2004 compared
with 2003. A 2.3% increase in the average wage rate per
employee was partially offset by a 1.7% reduction in FTEs. In
addition, employee benefits increased by 1.4%. Pension costs
increased by 18.2% ($10.7 million) and health insurance
expenses decreased by 10.1% ($11.0 million). The increase in
pension cost was due to a lower discount rate and a decline in the
market value of pension plan assets.

Labor and employee benefits increased 4.8% in 2003
compared with 2002. A 1.1% increase in the average wage rate
per employee was partially offset by a 1.8% reduction in FTEs,
In addition, employee benefits increased by 19.6% due wo a
$15.4 million favorable adjustment in 2002 to postretirement
benefit expenses in Philadelphia related to a structural change in
the Guild’s severance plan. Within employee benefits, pension
costs increased by 21.9% ($10.6 million) and health insurance
expenses increased by 13.3% ($12.8 million). The increase in
pension cost was due to declines in market value of pension plan
assers.
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Newsprint, ink and supplements expense increased 3.3% in
2004 compared with 2003. This increase was driven largely by a
4.9% increase in the average cost per ton of newsprint. The
increase in 2003 from 2002 resulted from a 5.4% increase in the
average cost per ton of newsprint and a 1.5% increase in ink
expense.

Other operating costs increased 0.6% in 2004 when compared
with 2003, due to tight cost controls in all areas. Other operating
costs decreased by 1.0% in 2003 from 2002.

Depreciation and amortization expense decreased 10.6% in
2004 compared with 2003 due to lower levels of capital spending
in recent years. Depreciation and amortization expense decreased
9.1% in 2003 compared to 2002.



ONLINE DIVISION f

Operating Revenue and Costs. The following table summarizes operating revenue and costs for the periods ended December 26, 2004,

December 28, 2003 and December 29, 2002 (in thousands):

% CHANGE
2004 2003 2002 04-03 03-02
Operating revenue |

_ T Csamee | seen  sarsme  a
CNational L9319 | 7088 4706 31 8”.,_, A.5°2
Classn‘(ed 1 83 829 55 723 39 293 50.4 41.8
Total 104,548 71,455 48 755 46. 3 B 46.6
e e SO SO OURSTY W so0az |7 aams T eeas T ava T aee
Total operating revenue 114,590 79,737 55,303 43.7 44.2
Operating costs R .
~ Labor and em;{lc&"yee benefuts 30,211 | 26363 27,087 146 @.7)
" Depreciation and amortization T, 345 ” 3 677 ' 5 154 . 0) s
Total operating costs 78,583 64,523 64,176 21.8 0.5
Operating income (loss) $ 35,007 $15,214 $(8,873) 136.7 *
Average monthly unigue visitors 9,908 8,016 6,738 23.6 19.0

i

* Percent not meaningful '
i

Revenue for the Online DlVlSlon was up 43.7% in 2004
compared with 2003, driven largely by increases in recruitment
and upsell revenue categornes. Revenue in 2003 compared with
2002 was up 44.2%, driven by increases all upsell revenue
categories, resulting from|the implementation of a new upsell
strategy and launching ofjretail upsell packages. Reach for KRD
properties, defined as the|percentage of all online users in the
nation who used any of KRD’s Web sites, increased from 5.5%
in 2002 to 5.9% in 2003%and t0 6.6% in 2004. Average monthly
unique visitors increased from 6.7 million in 2002 to 8.0 million
in 2003 and t0 9.9 ml]hon in 2004. Our audience grew by 29%
in our top markets in 2004 and by 9% in all of our other
markets compared with 2003 The growth resulted from
enhancements to our local Web sites, making them more user-
friendly to our advertisers and readers. Highly valuable and
frequently updated content increased visibility of our sites in
Web search engines. Stragegles that combined print with online
ads drew people to classifieds and other areas of our sites.

The cost of labor and émployee benefits increased by 14.6%
in 2004 compared with 2003, driven largely by a 12.8% increase
in FTEs. Labor and employee benefits expenses declined 2.7% in
2003 from 2002 due to a 5.8% reduction in FTEs. Other
operating costs increased 30.6% in 2004 compared with 2003 as

a result of fees for sales, other professional fees, and technology
consultants. In 2003 other operating costs increased from 2002
due to fees for sales, technology consultants and other
professmnal fees. The decrease in depreciation and amortization
- expense in 2004 was dueko write-offs of assets in 2003.
Depreciation and amortization expense decreased in 2003 from
2002 due to write-offs ofjcertain assets, including a significant
amount of outdated software, in the second half of 2002.

i
i

|
|
1
1
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CORPORATE EXPENSES AND CTHER NON-CPERATING ITEMS
Interest expense decreased $16.2 million, or 22.9%, in 2004
compared with 2003 and by $4.2 million, or 5.6%, in 2003
from 2002. The decrease in each year was due primarily to lower
weighted-average interest rates and a decline in che average debt
balance in 2003 compared to 2002. During 2003 interest rates
were at historically low levels and it is anticipated that as the U.S.
economy improves, interest rates will increase, resulting in higher
interest expense in the future. Capitalized interest expense, which
reduced net interest expense for 2004, increased by $2.7 million
in 2004 over 2003 due largely to the construction of our new
Kansas City production plant.

For the year 2004, losses from equity investments decreased
slightly to $23.9 million from $24.1 million in 2003. Income
from newsprint mill investments, due to the increase in the cost
per ton of newsprint, was offset by increased losses from our
investment in the Seattle Times and CareerBuilder.

For the year 2003, losses from equity investments declined to
$24.1 million from $62.3 million in 2002. The improved results
in 2003 were attributable to an $8.3 million reduction in losses
from our newsprint mill investments due to the increase in the
cost per ton of newsprint that began in the latter part of 2003. In
addition, our loss from our equity investment in CareerBuilder
declined by $27.5 million as one-time charges, described below
for 2002, did not recur in 2003. The Seattle Times also added to
the losses from equity investments in 2003, offset somewhat by
income from Classified Ventures and Knight Ridder/Tribune

Information Services.




One-time charges in 2002 related to our investment in
CareerBuilder LLC were: (a) a $7.5 million charge in the first
quarter for severance expense and other costs resulting from the
relocation of offices and abandonment of certain assets, and (b)
an $18 million charge ($0.13 per share after tax) associated
with the conversion of CareerBuilder from a corporation into a
limited liability company. The conversion resulted in a taxable
gain to CareerBuilder to the extent the fair value of its assets
was greater than the tax basis on the date of the conversion.
There was no gain recognized for financial accounting purposes
upon this conversion. Accordingly, CareerBuilder recorded a
tax expense and paid taxes of approximately $36.0 million. We
recorded our 50% share of this expense as part of the loss from
equity investments.

CareerBuilder’s conversion to an LLC also triggered che
recognition of a tax loss in 2002. Since the acquisition of our
interest in CareerBuilder, we had recorded tax benefits in the
form of deferred taxes for our share of the losses arising from
CarecrBuilder’s operating results. The conversion allowed us to
recognize these losses for income tax purposes as the conversion
was treated as a sale of the stock of CareerBuilder for its fair
markert value. This capital loss was carried back and applied
against taxes paid in prior years. We received a tax refund of
$36.0 million related to the loss carry-back claim. Because we
had previously recorded the losses for financial statement
reporting, the recognition of the tax loss did not affect our
results of operations. Following the conversion to an LLC, our
share of CareerBuilder’s operating results is included in our
consolidated tax returns. Unlike “C” corporations, which are
separate entities subject to income tax, LLCs generally are not
taxable entities, and their operating results are included in chose
of its members.

ACQUISITIONS AND DISPOSITIONS

In November 2001, CareerBuilder acquired Headhunter.net,
an online recruitment and career development business, for
$9.25 per share in cash, or approximately $217 million. The
acquisition was funded by capital contributions from both
Knight Ridder and Tribune. Our share was $108.5 million.
On October 2, 2002, we and Tribune each sold one-third of
our respective interest in CareerBuilder to Gannetr for $98.2
million. Our share of the proceeds was approximately $49
million. The sale price was equal to our carrying value and no
gain or loss was recorded on the sale. We currently own a
33.3% interest in CareerBuilder, through KRD.

On January 8, 2002, we sold our stock in MatchNet ple,
realizing proceeds of $651,000 and recording an aggregate pre-
tax loss of approximately $4.3 million. Additionally, we
recorded other-than-temporary declines in a number of other
cost-basis Internet-related investments of $3.1 million in 2002.
As of December 29, 2002, the carrying value of the remaining
cost-basis investments was $1.6 million.

On March 3, 2003, we sold our one-third share of InfiNet
Company to Gannett for approximately $4.5 million, and
recorded a $1.0 million pre-tax gain on the sale.

On May 5, 2003, we amended our agreement with the
Journal Gazette Company to extend our joint operating
agreement in Fort Wayne, IN, to the year 2050. Under the
amended terms, we increased our partnership interest from
55% to 75%. The joint operating agreement governs the
partnership and operation of Fort Wayne Newspapers, the
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agency that handles advertising sales, printing, distribution and
administration of the two daily newspapers. The transaction
resulted in a $42 million increase in our goodwill balance on
the Consolidated Balance Sheet.

During 2004, we made $43.7 million in acquisitions
consisting of the following:

In February 2004, we completed the acquisition of Alliance
Newspapers. Alliance is a group of seven weekly newspapers
and one monthly newspaper serving the area north of Fort
Worth in Denton and Northeast Tarrant Counties. Alliance
offers total market coverage with circulation of approximately
25,000.

In April 2004, Broad Street Community Newspapers
(BSCN) acquired certain assets of the News Star and Publiset.
The Star products will help grow BSCN’s community
newspapers in the Philadelphia metro area.

In May 2004, Knight Ridder, Gannett and Tribune each
acquired a one-third interest in CrossMedia Services, Inc., a
provider of Web-based marketing solutions for national and
local retailers. We also acquired the assets of four community
newspapers and three shopper publications previously owned
by Superior Publishing Corporation. The acquired newspapers
include the (Duluth MN) Budgeteer News, The (Cloquet MN)
Pine Journal, The Daily Telegram in Superior, W1, and the
Lake County News-Chronicle in Two Harbors, MN. The
purchase also included the Manney’s Shopper zones in
Superior, Cloquet and Two Harbors.

In June 2004, we acquired a 35.6% undiluted ownership
interest in CityXpress, a provider of online auctions for
newspapers. The remaining is owned by Lee Enterprises,
management and employees of CityXpress and other
shareholders.

In August 2004, we acquired the assets of The (Flower
Mound) Messenger, the leading bi-weekly in the Flower
Mound suburb of Fort Worth. The paper is published every
two weeks and mailed to approximately 28,500 households in
Flower Mound and the surrounding communities of Highland
Village, Copper Canyon, Double Oak and Lantana.

LIQUIDITY AND CAPITAL RESOURCES

Cash was $24.5 million at December 26, 2004, compared with
$33.5 million at December 28, 2003. During 2004, cash flows
from operating activities were used to fund treasury stock
purchases of $305.2 million and pay dividends of $103.6
million. During 2003, cash flows from operating activities were
used to fund treasury stock purchases of $286.0 million and
pay dividends of $94.9 million and to reduce debt by $49.6
million.

Cash provided by operating acrivities was $457.5 million in
2004, compared with $443.5 million in 2003. The increase
was due to lower cash contributions in excess of pension and
other retirement benefit plan expenses, lower change in
accounts receivable and higher net income. Cash provided by
operating activities was $443.5 million in 2003, compared with
$409.6 million in 2002. The increase was due to contribution
in excess of pension and other postretirement benefit expenses
and an increase in other assets and accounts payable.

At December 26, 2004, working capital was $70.0 million,
compared with $71.0 million at December 28, 2003. Increases
in net accounts receivable, inventories, prepaid expenses and
other current assets (primarily the recording of the land held
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for sale in Miami, FL) and a decrease in the current portion of
long-term debt, were essentially offset by increases in accrued
expenses and other liabilities, accrued compensation and
withholdings, deferred ciréulation revenue and income taxes
payable. The increase in working capital from 2003 to 2004 was
due primarily to an increase in prepaid expenses of $11.3
million, an increase in accounts receivable of $9.7 million and an
increase in inventory of $6.2 million, partially offset by an
increase in federal and state income taxes payable of $14.5
million and an increase injother current liabilities of $13.8
million. At December 26,/2003, working capital was $71.0
million, compared with $72.4 million at December 28, 2002.
The decrease in working capital from 2002 to 2003 was due
primarily to a decline in accrued compensation of $30.3 million
and a decline in short-term borrowmgs of $19.8 million,
partially offset by an increase in federal and state income raxes
payable of $16.4 million. |

During 2004, cash requlrcd for investing activities was
primarily for the purchase of $117.3 million of property, plant
and equipment, and the acquisition and additional investment in
businesses of $43.7 million. During 2003, cash required for
investing activities was primarily for the purchase of $73.2
million of property, plantland equipment, and the acquisition
and additional investment in businesses of $44.5 muillion.

We invest excess cash 11;1 short-term investments, depending
on projected cash needs from operations, capital expenditures
and other business purposes. We supplement our internally
generated cash flow with a combination of short- and long-term
borrowings. Average outs;andmg commercial paper during the
year was $210.7 million, with an average effective interest rate of
1.9%. At December 2004‘ our $1 billion revolving credit
agreement, which supports the commercial paper and our letters
of credit outstanding, had remaining availability of $789 million.
The revolving credit faahty matures in 2009.

In 2001, 2002 and 2004 we entered into certain interest rate
swap agreements. We entq:red into these agreements to manage
interest rate exposure by achieving a desired proportion of fixed
rate versus variable rate debt. The swap agreements expire at
various dates in 2005, 20@7 2009 and 2011 and effectively
convert an aggregate prin¢ipal amount of $700 million of fixed-
rate long-term debr into variable-rate borrowmgs The variable
interest rates are based on, ‘the three- or six-month London

InterBank Offering Rate (LIBOR) plus a rate spread. For the
year ended December 26, 2004, the weighted-average variable
interest rates under these agreements were 4.3% versus the fixed
rates of 8.0%. The fair value of the swap agreements at
December 26, 2004 and December 28, 2003, totaled $34.2
million and $46.9 million, respectively, recorded on the
consolidated balance sheet as other noncurrent assets, wich the
offsetting adjustment to the carrying value of the long-term debr.
We do not trade or engage in hedging for speculative or trading
purposes, and hedging activities are transacted only with highly
rated financial institutions, reducing the exposure to credit risk.

In 2004, we issued $200 million in 10-year fixed rate senior
notes, which we used to pay down our outstanding commercial
paper. As of the end of December 26, 2004, our percentage of
variable rate borrowings stands at approximately 60%.

At December 26, 2004, our short- and long-term debt was
rated by the three major credit-rating agencies listed below.
There was no change from 2003:

_ SHORT-TERM LONG-TERM

DEBT DEBT
Moody's ) P1 A2
‘Standard 8 Poors I e

We have a $1 billion revolving credit facility and term loan
agreement, which support our commercial paper. We also have
$200 million in extendable commercial notes. Our future ability
to borrow funds and the interest rates on those funds could be
adversely impacted by a decline in our debt ratings and by
negative conditions in the debt capital markets.

During 2004, we repurchased 4.3 million common shares at a
total cost of $305.2 million and an average cost of $71.30 per
share. At the end of fiscal 2004, authorization remained to
purchase 4.9 million shares.

Our operations have historically generated strong positive cash
flow that along with our commercial paper program, revolving
credit lines and our ability to issue public debt, have provided
adequate liquidity to meet short- and long-term cash
requirements, including requirements for working capital and
capital expenditures.

The following table summarizes our contractual obligations and other commercial commitments as of December 26, 2004 {in thousands):

T e Cebeere e B P R T b LESS THAN 1 P e T L TTT T T PR TR PPRR
Contractual Obligations TOTAL YEAR 1-3 YEARS 3-5 YEARS AFTER 5 YEARS
_Longtermdebt $1287208 8 - 899352 9299195 6 888,681
Commercial Paper @ | e 210879, et e 20 0878
Operating leases ‘ 93 130 21,866 32,027 17,459 21,778
Total contractual obligations $1,591,037 $21,866 $131,379 $316,654 $1,121,138
|
e PAYMENTS DUE BY PERIOD
s o ST e
Other Commercial Commithents TOTAL YEAR 1-3 YEARS 3-5 YEARS AFTER 5 YEARS
Standby letters of credit ™ i 3, 56300 856500 S S U SUU, :
Guarantees © U522 S - SN i e
Capital lease obl|gat|ons !
Total commercial commitments $ 66,153 $66,153 $ - $ - $ -

{a) Commercial paper is supported by 31 bittion revolving credit facility, which matures in 2008.

(b) In connection with our insurance program letters of credit are required to support certain projected workers’ cornpensation obligations.

{c) We guarantee 13.5% of the debt of Ponderay Newsprint Company, a newsprint mill investment. For the years ended December 26, 2004 and December 28, 2003, these guarantees totaled $9.7 miliion and
$13.2 million, respectively.
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We have ongoing purchase commitments with SP Newsprint
and Ponderay, our two newsprint mill partnership investments.
These future commitments are for the purchase of a minimum
of 77,000 metric tons and 28,400 metric tons of newsprint
annually with SP Newsprint and Ponderay, respectively. In
2004 and 2003, we paid SP Newsprint $60.4 million and
$62.4 million, respectively, and paid Ponderay $15.7 million
and $14.9 million, respectively.

Qur capital-spending program includes normal
replacements, productivity improverments, capacity increases,
building construction and expansion and purchase of printing
press equipment. Over the past three years, capital expenditures
have totaled $260.5 million (excluding Detrolr) for additions
and improvements to properties.

Additions to property, plant and equipment amounted to
$117.3 million ($145.6 million, including Detroit) in 2004.
This was a $44.1 million increase over the $73.2 million
(899.2 million, including Detroit) we spent in 2003.
Expenditures in 2004 included $74.1 million for a new
production plant in Kansas City scheduled for completion in
2006, $29.7 million for our share of the cost of the new
production plant in Detroit scheduled for completion in 2005,
$3.7 million for production equipment replacement in
Philadelphia, $2.3 million for a cart loading system in San Jose
and $2.2 million for an inserting machine in Akron. In 2003,
we expect approximately $111.2 million ($132.6 million,
including Detroit) in capital expenditures, primarily for the
new plant in Kansas City and our share of the Detroit plant
investment.

OFF-BALANCE SHEET ARRANGEMENTS

We guarantee 13.5% of the debt of Ponderay Newsprint
Company’s credit facility in connection with a 2000
restatement of Ponderay’s credit facility. We guarantee the
portion of the credit facility that matures in April 2006. The
guarantee could be triggered by Ponderay’s failure to meet any
of its bank covenants, at which time we could be liable for the
full portion of this guarantee. We account for these guarantees
as off-balance sheet instruments, that for 2004 and 2003
totaled $9.7 million and $13.2 million, respectively.

We are a one-third partner of SP Newsprint Co. In
November 2002, SP Newsprint amended and restated its credit
agreement with certain lenders. The agreement stipulates that if
SP’s consolidated liquidity falls below $5 million, it would be
in default of the agreement. We and the other partners would
be required to make an equity contribution, in sufficient
amount to cure the default. Our contribution is limited to
approximately $6.7 million. The obligation ends when S§P
Newsprint first meets certain conditions including, but not
limited to, predetermined leverage and fixed-charge coverage
ratios and certain liquidity requirements. We also had a
demand obligation to SP Newsprint Co. for $6.7 million. The
obligation arose in August 1985 in connection with an advance
to us (and the other partners) by SP. In 2003, SP Newsprint
requested and we repaid this obligation.

RECENT PRONOUNCEMENTS

In June 2001, the FASB issued SFAS No. 143, “Accounting
for Asset Retirement Obligations” (SFAS 143). Under these
rules, a liability for a long-lived asset retirement obligation
should be recognized in the period in which it is incurred and
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should be initially measured at its fair value. Changes in the
liability due to the passage of time are recognized as operating
expenses in the income statement and referred to as accretion
expenses. SFAS 143 is required to be implemented for fiscal
years beginning after June 15, 2002. The adoption of SFAS
143 did not have a material impact on our results of operations
or financial position.

In June 2002, the FASB issued SFAS No. 146 —
“Accounting for Costs Associated with Exit or Disposal
Activities.” SFAS 146 requires recording costs associated with
exit or disposal activities at fair value when a liability has been
incurred. Under previous guidance, certain exit costs were
accrued upon our commitment to an exit plan, which is
generally before an actual liability has been incurred. The
requirements of SFAS 146 are effective prospectively for exit or
disposal activities initiated after December 31, 2002. The
adoption of SFAS 146 did not have a material impact on our
results of operations or financial position.

In April 2003, the FASB issued SFAS No. 149 —
“Amendment of Statement No. 133 on Derivative
Instruments and Hedging Activities.” SFAS 149 is effective for
contracts with derivative instruments and hedging relationships
entered into or modified after June 30, 2003. SFAS 149
requires that contracts with comparable characteristics be
accounted for similarly. This statement also amends the
definition of an underlying security to conform it to language
used in the FASB’s Financial Interpretation (FIN) 45 —
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others.” We account for our hedges with comparable
characteristics similarly; accordingly, the adoption of SFAS 149
did not have a material impact on our results of operations or
financial position.

In May 2003, the FASB issued SFAS No. 150 —
“Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity,” which
addresses how to classify and measure certain financial
instruments with characteristics of both liabilities (or an asset,
in some circumstances) and equity. SFAS 150 requirements
apply to issuers’ classification and measurement of freestanding
financial instruments, including those that comprise more than
one option or forward contract. SFAS 150 is effective for
financial instruments entered into or modified after May 31,
2003, and otherwise is effective at the beginning of the first
interim period beginning after June 15, 2003. The adoption of
SFAS 150 did not have a material impact on our results of
operations or financial position.

In December 2003, the FASB issued SFAS No. 132 (revised
2003} — “Employers’ Disclosures about Pensions and Other
Postretirement Benefits.” This Statement revises employers’
disclosures about pension plans and other postretirement
benefit plans. It does not change the measurement or
recognition provisions of SFAS Statements No. 87, Employers’
Accounting for Pensions, No. 88, Employers’ Accounting for
Settlements and Curtailments of Defined Benefit Pension Plans
and for Termination Benefirs, and No. 106, Employers’
Accounting for Postretirement Benefits Other Than Pensions. This
Statement retains the disclosure requirements contained in the
original version of SFAS Statement No. 132, Employers’
Disclosures abour Pensions and Other Postretirement Benefits. It
requires additional disclosures about the assets, obligations,
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cash flows and net periodic benefit cost of defined benefit
pension plans and other postretirement benefit plans. It requires
that information be provnded separately for pension plans and for
other postretirement beneﬁt plans. The revised Statement is
effective for financial statements with fiscal years ending after
December 15, 2003, Thel adoption of SFAS No. 132 (revised
2003) did not have a matFrial impact on our results of operations
or financial position.

In November 2002, the FASB issued FASB Interpretation
No. 45 — “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others” |(FIN 45). FIN 45 requires that upon
issuance of a guarantee, a|guarantor must recognize a liability for
the fair value of an obligation assumed under a guarantee. FIN
45 also requires additional disclosures by a guarantor in its
interim and annual financial statements about the obligations
associated with guarantee$ issued. The recognition provisions of
FIN 45 are effective for aiiy guarantees issued or modified after
December 31, 2002, The; disclosure requirements are effective
for financial statements of interim or annual periods ending after
December 15, 2002. We ihave certain existing guarantees that
when modified will require us to record a liability on our balance
sheet for the fair market value of the guarantee. The adoption of
FIN 45 did not have a mgterial impact on our results of
operations or financial condition.

In January 2003, the F;ASB issued FIN No. 46 —
“Consolidation of Variable Interest Entities.” In December
2003, the FASB issued Interpretation No. 46 (revised December
2003) (FIN 46R), whichireplaces FIN 46. This interpretation of
Accounting Research Bulletin No. 51, “Consolidated Financial
Statements,” defines what these variable interest entities are and
provides guidelines on identifying them and assessing an
enterprise’s interests in a variable interest entity to decide
whether to consolidate that entity. Generally, application of FIN
46R is required in ﬁnanaal statements of public entities that
have interests in variable mterest entities or potential variable
interest entities commoniy referred to as special-purpose entities
for periods ending after December 15, 2003. Application by
public entities for all other types of entities is required in
financial statements for penods ending after March 15, 2004.
The adoption of FIN 46 or FIN 46R did not have a material
impact on our results of operations or financial condition.

In May 2004, the FASB issued FASB Staff Position (FSP)
106-2 — “Accounting and Disclosure Requirements Related to
the Medicare Prescription Drug, Improvement and
Modernization Act.” Wthh provides guidance on how
companies should account for the impact of the Medicare
Prescription Drug, Improvement and Modernization Act of
2003 (the “Act”) on its postretirement health care plans. To
encourage employers to fetain or provide postretirement drug
benefits, beginning in 2006 the federal government will provide
non-taxable subsidy payrments to employers that sponsor
prescription drug benefits to retirees that are “actuarially
equivalent” to the Medicare benefit. Although formal guidance
in determining actuarial 'equivalence has not been provided, we
expect that our prescription drug plan will qualify for the
government subsidy. Effective]uly 1, 2004, Knight Ridder
prospectively adopted FSP 106-2. Adoption of FSP 106-2
reduced the accumulated postretirement benefit obligation by
approximately $9.2 million and resulted in an unrecognized
actuarial gain of a similat amount. The unrecognized actuarial
gain will be amortized over the estimated expected service life of
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the participants. Adoption resulted in a $600,000 reduction in
postretirement benefits cost for the two fiscal quarters ended
December 26, 2004.

On December 16, 2004, the FASB issued SFAS No. 123
(revised 2004), Share-Based Payment, which is a revision of
SFAS 123, Accounting for Stock-Based Compensation. Generally,
the approach in SFAS 123(R) is similar to the approach
described in SFAS 123. However, SFAS 123(R) requires all
share-based payments to employees, including grants of
employee stock options, to be recognized in the income
statement based on their fair values. Pro forma disclosure is no
longer an alternative. The new standard will be effective for
public entities (excluding small business issuers) in the first
interim or annual reporting period beginning after June 15,
2005, irrespective of the entity’s fiscal year. Early adoption is
permitced in periods in which financial statements have not yet
been issued. SFAS 123(R) allows for two transition alternatives
for public companies: (a) modified-prospective transition or (b)
modified-retrospective transition. Under the modified-
prospective transition method, companies are required to
recognize compensation cost for share-based payments to
employees based on their grant-date fair value from the
beginning of the fiscal period in which the recognition provisions
are first applied. Measurement and attribution of compensation
cost for awards that were granted prior to, but not vested as of
the date SFAS 123(R) is adopted would be based on the same
estimate of the grant-date fair value and the same attribution
method used previously under SFAS 123 (either for financial
statement recognition or pro forma disclosure purposes). Prior
periods are not restated. For periods prior to adoption, the
financial statements are unchanged (and the pro forma
disclosures previously required by SFAS 123 continue to be
required under the new Standard to the extent those amounts
differ from those in the income statement). For periods
subsequent to adoption, the impact of this transition method
generally is the same as if the modified-retrospective method
were applied. Accordingly, pro forma disclosure will not be
necessary for periods after the adoption of the new Standard.
Under the modified-retrospective transition method, companies
are allowed to restate prior periods by recognizing compensation
cost in the amounts previously reported in the pro forma
footnote disclosure under the provisions of SFAS 123. New
awards and unvested awards would be accounted for in the same
manner as the modified-prospective method. Because of the mid-
year effective date, companies are permitted to apply the
modified-retrospective transition alternative either (a) to all
periods presented or (b) to the start of the fiscal year in which
SFAS 123(R) is adopted. We are currently evaluating the
alternative transition methods and expect to adopt SFAS 123(R),
as required, for our third quarter beginning June 27, 2005. Had
we adopted SFAS 123 in 2004, our diluted earnings per share
would have been $0.19 lower.

Item 7A. Quantitative and Qualitative
Disclesures About Market Risk

Borrowings. By balancing the mix of variable- versus fixed-rate
borrowings, we manage the interest-rate risk of our debt. “Note
3. Debt” on pages 38 and 39 of this report includes information
related to the contractual interest rates and fair value of the
individual borrowings. At various times, we have entered into
interest rate swap agreements to manage interest rate exposure in
order to achieve a desired proportion of variable-rate versus




fixed-rate debt. The fair value of the swaps at December 26,
2004 and December 28, 2003 was $34.2 million and $46.9
million, respectively. As of the end of fiscal 2004,
approximately 60% of our borrowings were variable-rate. We
do not trade or engage in hedging for speculative purposes and
hedging activities are transacted only with highly rated financial
institutions, reducing the exposure to credir risk.

A hypothetical 50 basis point increase in LIBOR would
increase interest expense associated with variable-rate
borrowings by approximately $5.3 million and $4.6 million in
2004 and 2005, respectively. The fair value of our fixed-rare
debt and interest rate swaps is sensitive to changes in interest
rates. A hypothetical 50 basis points increase in interest rates
would decrease the fair value of the fixed-rate debt and interest
rate swaps by $20.8 million in 2005. This change in fair value
of debr obligations excludes commercial paper and other short-
term variable-rate borrowings as changes in interest rates would
not significantly affect the fair marker value of these
instruments.

Newsprint. We consumed approximately 641,000 metric
tons of newsprint in 2004, excluding Detroir. This represented
13.2% of our 2004 total operating expenses. Under the caption
“Newsprint” on page 3 of this report, we have included
informarion on our suppliers, the long-term purchase
agreements used to manage the related risk of price increases,
and natural hedges we have in place through our investment in
newsprint mills. We have also in the past entered into
newsprint hedges to take advantage of market conditions and
further manage the risk of price increases. As of the end of fiscal
2004, we do not have any outstanding newsprint hedges.

A hypothetical 109% increase in newsprint costs would increase
newsprint expense by approximately $36 million. Our ownership
in SP Newsprint and Ponderay provide a hedge against price
volatility for approximately 50% of our newsprint expense. This
$36 million increase in newsprint costs would be partially offset
by $18 million in earnings from our newsprint mill investments,
and would increase our Earnings from Equity Investees on our
Consolidated Statement of Income. Therefore, our pre-tax
earnings would decrease by approximately $18 million.

ttem 8. Financial Statements and
Supplementary Bata

The consolidated financial statements, together with the

report thereon of our Independent Registered Public
Accounting Firm, Ernst & Young, LLP, dated February 21,
2005, the Selected Quarterly Financial Data (unaudited) and
Schedule II — Valuation and Qualifying Accounts are set forth
in Item 15 of this Form 10-K.

ftem 9. Changes in and Disagreements with
Accountants on Accounting =nd Finarcial
Bisclosure

None.
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[tem 2R. Controls and Procedures

CONCLUSION REGARDING THE
EFFECTIVENESS OF DISCLOSURES CONTROLS AND
PROCEDURES

As of the end of the period covered by this report, we carried
out an evaluation of the effectiveness of the design and
operation of our disclosure controls and procedures pursuant to
Exchange Act Rule 13a-15, under the supervision and with the
participation of management, including the chief executive
officer and chief financial officer. That evaluation revealed no
significant deficiencies or marerial weaknesses in our disclosure
controls and procedures. It confirmed thar these current
practices are effective in alerting us, within the time periods
specified by the Securities and Exchange Commission, to any
material information regarding Knight Ridder and its
consolidated subsidiaries. Moreover, it confirmed our ability to
record, process, summarize and report such information on an
equally timely basis. Our management, including the chief
executive officer and chief financial officer, also conducted an
evaluation of our internal control over financial reporting to
determine whether any changes occurred during the period
covered by this report that have materially affected, or are
reasonably likely to materially affect, our internal control over
financial reporting. Based on that evaluation, the chief
executive officer and chief financial officer concluded that there
has been no such change during the period covered by this
report.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Our management is responsible for establishing and
maintaining adequate internal control over financial reporting,
as such term is defined in Exchange Act Rules 13a-15(f).
Under the supervision and with the participation of our
management, including our principal executive officer and
principal financial officer, we conducted an evaluation of the
effectiveness of our internal control over financial reporting
based on the framework in Inzernal Conirol — Integrated
Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on our
evaluarion under the framework in Tnternal Control —
Integraved Framework, our management concluded thar our
internal control over financial reporting was effective as of
December 26, 2004.

Our management’s assessment of the effectiveness of our
internal control over financial reporting as of December 26,
2004 has been audited by Ernst & Young LLP, an independent
registered public accounting firm, as stated in their report
which is included herein.




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of Knight-Ridder, Inc.

We have audited managerment’s assessment, included in the accompanying Management’s Report on Internal Control Over Financial
Reporting, that Knight-Ridder, Inc. maintained effective internal control over financial reporting as of December 26, 2004, based on
criteria established in Intetnal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO kriteria). Knight-Ridder, Inc.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
an opinion on management’s assessment and an opinion on the effectiveness of the company’s internal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we i)lan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, evaluatmg management’s assessment, testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opmlon \

1
A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliabilicy of

financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that in reasonable detail, accurately and faitly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally; accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizdtions of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unduthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements. |

Because of its inherent Jimitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management s assessment that Knight-Ridder, Inc. maintained effective internal control over financial reporting as of
December 26, 2004, is fairly stated, in all material respects, based on the COSO criteria. Also, in our opinion, Knight-Ridder, Inc.
maintained, in all materlaj respects, effective internal control over financial reporting as of December 26, 2004, based on the COSO
criteria. !

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
2004 consolidated ﬁnanaal statements of Knight-Ridder, Inc. and our report dated February 21, 2005 expressed an unqualified opinion

thereon. i

/s/ Ernst & Young LLP

San Jose, California ‘
February 21, 2005 !
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PART Bt

item 10. Directors and Executive @fficers of ethics will be disclosed on our Web site promptly following the
the Registrant date of such amendment or wajver.

We have adopted a written code of ethics that applies to our The following table includes certain information regarding the
principal executive officer, principal financial officer, principal Company’s executive officers. Each holds the offices indicated
accounting officer or controller, or persons performing similar until his or her successor is chosen and qualified at the regular
functions. This code of ethics is posted on our Web site, meeting of the Board of Directors to be held immediately
www.kri.com, on the “Corporate Governance” page, under the following the 2005 Annual Meeting of Shareholders. Unless
Investing section. Any amendments to, or waivers of, this code of otherwise indicated, the age of each executive officer listed below

is as of February 1, 2005.

Information regarding Mr. Ridder is incorporated by reference from the discussion under the heading “Nominees for Election for a
Three-Year Term Expiring in 2008” in our Proxy Statement for the 2005 Annual Meeting of Shareholders.

Mame Age Recent Positions Held as of February 11, 2005

Marshall Anstandig 56 Mr. Anstandig joined us in 1998 as Vice President/Senior Labor and Employment Counsel. He previously served as
e e o o 2 PATINET I the law firm of Brown & Bain, P.A. from 199610 1998, e .
Art Brisbane 54 Mr. Brisbane has served as our Senior Vice President since January 2005. He previously served as Publisher of The
S Kansas City Star from 1997 to 2004 and Editor from 199210 1997.

Jerome Ceppos 58 Mr. Ceppos has served as our Vice President/News since 1999. He prevcously served as Vice President and
et EXECUTIVE Editor of the San Jose Mercury News from 1995101999,
Mary Jean Connors 52 Ms. Connors has served as our Senior Vice President since April 2003. She previously served as Vice President/
.................................................................... Human Resources from 198910 2003, | e
Arden Dickey 51 Mr. Dickey has served as our Vice President/Circulation and Regional Call Centers since 2002. He previously served

as Assistant Vice President/Circulation and Regional Call Centers from 2000 to 2002 and Vice President/
Circulation of The Miami Herald from 1992 to 2000.

Gary R. Effren 48 Mr. Effren has served as our Vice President/Finance since January 2005. Previously, Mr. Effren served as Senior
Vice President/Finance and Chief Financial Officer from 2001 to 2004, and Vice President/Controller from 1995 to
2001,

Polk Laffedn lV o ' ______________ 59 M r__}_effgkgrrhas served as oer Vice Pre§rgenr]Corporate ﬁelatlons smce 1994 and Corporate Secretary smce 1999 )

TaIIy C. Liv 54 Mr. Liu became our Vice President/Internal Audit in 2002. He prewously served as Senior Vice President/Finance

and Operations of Knight Ridder Digital, the Company’s Internet operation, from 2000 to 2002 and Vice
President/Finance of the Company from 1990 to 2000.

Sharon Mandell 41 Ms. Mandell joined us as Vice President/Technology in February 2004. She previously served as Chief Technology
Officer of Knight Ridder Digital from 2002 to 2004, Vice President of Technology of Tribune Publishing from
2001 to 2002 and Vice PreSIdent and Chlef Technology Officer of Trlbune Interactive from 1999 to 2001.

LéFEQ’b’iiﬁ;iééd """"""""""""""""""" 47" Mr. Olmstead has served s our Vice P}é's'.'dé'ﬁi'/étaf?bé'\)éibbfﬁe’ﬁi”é’r’id’b’ii)ér'si{y"s'rr&’é’é’i’db’z'”’b#é”ﬁ’éé'wau;ly served
as Assistant Vice President/News of Knight Ridder from 2001 to 2002 and Managing Editor of The Miam/i Herald
~ from 1996 to 2001.

Michael Petrak 46  Mr. Petrak has served as our Vice Pre5|dent/Market|ng since 2001, He prevrously served as Executive Vice
........................................................................... President and General Manager of The Kansas City Star from 1997 to 2001.
Steven B. Rossi 55 Mr. Rossi has served as our Senior Vice President and Chief Financial Officer since January 2005. He prevnously

served as President/Newspaper Division from 2001 to 2004, Senior Vice President/Operations from 1998 to 2001
__and Executive Vice President and General Manager of Philadelphia Newspapers from 1992 to 1998.

Hilary Schneider 43 Ms. Schneider has served as our Senior Vice President since January 2005, She prewously served as Vice President
of Knight Ridder and President and Chief Executive Officer of Knight Ridder Digital, the Company’s Internet
operations, since 2002. Served as Chief Executive Officer of Red Herring Communications from 2000 to 2002,
President and Chief Executive Officer of Times Mirror Interactive from 1999 to 2000 and General Manager of The

i n Company from 1998 to 1999.

y has served as our Vice President/Shared Services since 2002.
,.‘.BUS'”ESS Consulting FrOm 1996 80 2002, oottt e

T35 M. Wang joined us as our Vice Pre5|dent/Corporate Development in May 2003. She was previously employed by
Credit Suisse First Boston Corporation as Director/ Media and Telecommunications Group in 2002 and Vice
_President from 1999t0 2001.

749 Mr. Yamate has served as our Vice President and General Counsel since . He prewously served as Vice
President, General Counsel and Corporate Secretary of Liberate Technologies from 1993 to 2000 and a partner in
the law firm of McCutchen, Doyle, Brown & Enersen from 1988 to 1999.

previously a partner at Andersen

The balance of the information required by this section is compliance, our Audit Committee and our audit committee
incorporated by reference from the Proxy Statement for the 2005 financial experts is incorporated by reference from our Proxy
Annual Meeting of Shareholders under the captions “Item 1: Statement for the 2005 Annual Meeting of Shareholders under
Election of Directors,” and “Section 16(a) Beneficial Ownership the captions “Item 1: Election of Directors,” “Section 16(a)
Reporting Compliance.” Beneficial Ownership Reporting Compliance” and “Audit

The information required by this item with respect to our Committee.”

directors, Section 16(a) beneficial ownership reporting
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Item 11. Executive fCompensation

The information required by this item is incorporated by
reference from our Proxy Statement for the 2005 Annual
Meeting of Shareholders under the captions “Director
Compensation,” and * Executwe Compensation,” but only up to
and including the section entltlcd ‘Performance of Knight

Ridder Stock.”

Item 12. Security Ownership of Certain
Beneficial Owners and Management and
Related Stockholder Matters
The information set forth undcr the captions “Principal Holders
of the Company’s Stock” and “Stock Ownership of Directors
and Officers” under the heading “Information About Knight
Ridder Stock Ownership” ?nd “Equity Compensation Plan
Information” included in our Proxy Statement for our 2005
Annual Meeting of Shareholders is incorporated herein by
reference. i

|

PART IV f

1tem 15. Exhibits, Iémancual Statement Schedules
(a)(1) The following consolidared financial scatements of Knight-Ridder, Inc. and its subsidiaries are filed as part of this Form 10-K:
(i)  Report of Independent Registered Public Accounting Firm

(i)
(iii)
2002 !
(iv)
29, 2002

Item 13. Certain Relationships and Related
Transactions

The sections entitled “Compensation Committee Interlocks and
Insider Participation” and “Certain Relationships and Related
Transactions” in the Proxy Statement for our 2005 Annual
Meeting of Shareholders are incorporated herein by reference.

item: 14. Principal Accounting Fees and
Services

The information required by this item is incorporated by
reference from the Proxy Scatemenc for our 2005 Annual
Meeting of Shareholders under the captions “Fees and Services of
Ernst & Young” and “Audit Committee Pre-approval Policies
and Procedures.”

Consolidated/Balance Sheet as of December 26, 2004 and December 28, 2003
Consolidated|Statement of Income for the fiscal years ended December 26, 2004, December 28, 2003 and December 29,

Consolidated|Statement of Cash Flows for the fiscal years ended December 26, 2004, December 28, 2003 and December

) Consolidared|Statement of Shareholders’ Equity for the fiscal years ended December 26, 2004, December 28, 2003 and

December 29, 2002
(vi) Notes to Consolidated Financial Statements
(a)(2)

Schedule IT — Valuation and qualifying accounts

Financial statement schedule required to be filed by Item 8 of this Form, and by Item 15(d) is shown below:

All other schedules for which provision is made in the applicable accounting regulation of the SEC are not required under the
related i msrrucnons, or are inapplicable, or have been shown in the consolidated financial statements or notes thereto, and

therefore have been omitted from this section.

(a)(3) The list of exhxblts is incorporated by reference as pare of this Form 10-K.

|
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Report of independent Registered Public Accoumnting Firm

The Board of Directors and Shareholders of Knight-Ridder, Inc.

We have audited the accompanying consolidated balance sheets of Knight-Ridder, Inc. as of December 26, 2004 and December 28,
2003, and the related consolidated statements of income, shareholders’ equity, and cash flows for each of the three years in the period
ended December 26, 2004. Qur audits also included the financial statement schedule listed in the Index at Item 15d. These financial
statements and schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
Kaight-Ridder, Inc. at December 26, 2004 and December 28, 2003, and the consolidated results of its operations and its cash flows for
each of the three years in the period ended December 26, 2004, in conformity with U.S. generally accepted accounting principles. Also,
in our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of Knight-Ridder, Inc.’s internal control over financial reporting as of December 26, 2004, based on criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our
report dated February 21, 2005 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

San Jose, California
February 21, 2005
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Knight Ridder Consolidateﬂ Balance Sheet
(In thousands, except share data)

DEC. 28, 2003

Accounts rece:vable, net of allowances of $23 987 m 2004 R

Other current assets

ASSETS DEC. 26, 2004
B L I A, S F
Cash | $..24483 | s 33536

‘410 303 RN I

16,204

Total Current Assets |

549,795

_INVESTMENTS AND OTHER ASSETS
Eqwty in unconsohdated compames and Jomt ventures e

Other o

343,471
137,614

71 423

Total Investments and Other Assets

586,732

612,187

PROPERTY, PLANT AND EQUIPMENT

. 79 251 RO I

Buildings and easehold improvements T s asgeas
e Equipment ‘ OO SOOI . 1,281,463 o . 1 293 866
" Construction and e eqmpment installations in progress e 173, 205 | 87 663
, ) 2,027,275 1,964,549
Lessaccumulateddepreclatlonanda e (1080129) ,,,,,,,,,,,,,,,,,,,, (1035 902) ,,,,,,,,,
Property, Plant and Equipment, net 947,146 928,647

GOODW!LL AND OTHER IDENTIFIED INTANGIBLE ASSETS

Other net of accumulated amortization of $56 703 in 2004 and $49 g72in2003 7

17990t |
288296 |

51,248

1,790,229 |
284,284
52,203

2,138,605

2,126,716

Total Goodwill and Other Identified Intangible Assets, net
Total Assets !

$4,222,278

$ 4,190,026

See Notes to Consolidated Financial Statements.
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Knight Ridder Consolidated Balance Sheet
(in thousands, except share data)

LIABILITIES AND SHAREHOLDERS' EQUITY

Dec. 26, 2004

Dec. 28, 2003

_CURRENT LIABILITIES
Accounts payable

Current porti'o'n of long-term debt

L3 te2627 |

(%045
.
78,078

20,000

Total Current Liabilities

451,461

NONCURRENT LEABILITIES

111,988

C1A3se0

113419 JEOTS R ostv(ei e

146,970

SHAREHOLDERS' EQUITY

Treasury st&k, atcost20000 shares in 2004 and 25,000 shares in 2003

| 489258

m(.1>36,050) I P

Total Noncurrent Liabilities 2,293,741 2,249,010
MINORITY INVEREST IN CONSOLIDATED SUBSIDIARIES e A5 ..310
(COMMITMENTS AND CONTINGENCIES s s s : :

107458
512,99

Total Shareholders’ Equity

1,489,245

Total Liabilities and Shareholders’ Equity

$4,222,278

$4,190,026

See Notes to Consolidated Financial Statements.
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Knight Ridder Consolidated Statement of income
(in thousands, except per share data)

i

_OPERATING REVENUE
: Ad"e’t's'”g e

| FOR THE FISCAL YEARS ENDED
; DEC. 26, 2004 DEC. 28, 2003 DEC. 29, 2002

Total .

|
)
1
|
T
i
1
i
|

Retail 51,087,684 |  $1,074891 | $1,087,783
CNatonsl 1 394,165 | 382,995 | 329,958
TClassified | 869,179 | 822,436 | 838142

2,351,028 2,280,322 2255883

 Other ! 110188 435 | 97979
Total Operating Revénue 3,014,149 2,945,991 2,926,835
OPERATING COSTS ’ . . R S P
b g employee beneflts 1207 376 1 176 627 ........ i 484
“”Newspr\nt |nk and supplements» o 396075 383 099 """ 353 331

Other Income (Expense); )
Interest expense

.,.‘(54 596)”““ o ’

Other operatqu R N 724 773 o 706 217.: ... 718963
"""" Depreciation and amortization o 100,685 112441 124,695
Total Operating Costs 2,428,909 2,378,384 2,321,473
. OPERATING INCOME ..585,240 367,607 605,362

Interest expense capitalized : 4,746 2,079 ' N 8
e Ly s Jon 361
Interest expense, net ! (49,620) (68,465) (73,870)
_Equity in losses, net of earnmgs of unconsolidated companies and joint ventures (23,883) {2a077) | (62,262)
______ ™M |nor|ty__|_ﬁiefest m”éérnlngs of consohdated substdlarles (9,911) ” (10391) (11103)
Other, net (532) (1,660) (9.457)
Total Other Expensé (83,946) (104,593) (156,692)
Income before income taxes and cumulative effect of change in accounting
principle of unconsolidated company _ ‘ 501,294 ) 463014 ) 448,670
“Income taxes ‘ | 175,051 166,943 166,943
Net income before cumulative effect of change in accounting principle of
unconsolidated company 326,243 296,071 281,727
Cumulative effect of change in accounting principle of unconsolidated company,
net of tax ! (24,279)
Net Income ; $ 326,243 $ 296,071 $ 257,448

NET INCOME PER SHARE — BEFORE CUMULATIVE EFFECT OF CHANGE IN
_ ACCOUNTING PRINCIPLE OF UNCONSOLIDATED COMPANY

CUMULATIVE EFFECT OFICHA“GE IN ACCOUNTING PRINCIPLE OF UNCONSOUDATED ‘
COMPANY

Bamc'”

Comed

_ AVERAGE SHARES OUTSTANDING
B Bamc

e

" DIVIDENDS PER SHARE "

a3

. v77 910 s

780 | 8
1.33 $

At s 3

80, 401

1 18

:
|

See Notes to ConsolidatediFinancial Statements.
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Knight Ridder Consolidated Statement of Cash Flows
(In thousands)

FOR THE FISCAL YEARS ENDED

DEC. 26, 2004

DEC. 28, 2003

DEC 29 2002

Noncash |tems deducted from (mcluded m) mcome

acqmsmon of businesses

Inventories

Other assets )
nts payable )
fncome taxes payable

Other liabilities

33529

17,350

10,391

(16,384)

22279
7435
11,103

(15 a25)

Net Cash Provided by Operating Activities

443,540

408,641

_CASH REQUIRED FOR INVESTING ACTIVITIES |
Purchase of property, plant and equment

(84,533)

1340 st

Other items, net Thaea | (2,463)
Net Cash Required for investing Activities (158,396) (106,693)

(154,725)

(49,647)

(94,937) @as3y
) 77,216
Other items, net 28 | 212y (11,255)
Net Cash Required for Financing Activities (308,138) (342,641) (388,919)
............ Net Increase (Decrease) in Cash e ... 18:053) e N2 794) 2083
P beglnnmgof e K yasss | Segsg Sraer
Cash at end of year $ 24,483 $ 33,536 $ 39,330

SUPPLEMENTAL CASH FLOW INFORMATION

Additional cé'pitar

See Notes to Consolidated Financial Statements.
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Knight Ridder Consolidated Statement of Shareholders’ Equity
(in thousands, except share data)

e COMMON TREASURY

‘ SHARES SHARES
BALANCE AT DECEMBER 30, 2001 - D v  8a012749  (34,757)
. e e
226267

(3,839,789) 3,839,789

"ﬁﬁ'ﬁ'ssuanceofopﬂonstoemp'oveesofequ'tv method investee e
Comprehensive income:,

" Additional minimum pen5|on Ilablllty, net of tax of 561 E
Comprehensive income
Cash dividends declared!
_ BALANCE AT DECEMBER 29, 2002 - 81,817,410 (223,833)
wsuance of common sha T e .
Issuance of common shares under stock purchase plan 216910

Issuance of ‘treasury shares under long-term incentive plan o T _ 194,658

"ffOther_ e

.‘ Change in additional mlmmum pensxon liability, net.of tax of .514 367
_Change in add;t;onal mlmmum ‘pension liability of o - o
e companles R e e e e
Comprehensive income
Cash dividends declared;

BALANCE AT DECEMBER 28, 2003 e 2263775 (24,641)
1,084,508

mlssuance oftreasury'shares ‘o nonemployee d”eaors .. - H v . s
_ _‘Purchase of common shares from employees - o

Change in addmonal mlmmum pen5|on I|ab|llty, net of tax of $20 983 o

“unconsolidated companles net of tax of $364 R
Comprehensive income

Cash dividends declared
BALANCE AT DECEMBER 26, 2004 76,276,421 (19,202)

See Notes to Consolidated Financial Statements.
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Knight Ridder Consolidated Statement of Shareholders’ Equity, continued
(in thousands, except share data)

ACCUMULATED

COMMON ADDITIONAL .. RETAINED COMPREHENSIVE . TREASURY o

STOCK CAPITAL EARNINGS INCOME (LOSS) sTocK TOTAL
§1.750 $ 984,830 § 575,649 S SO S 1 § 1,560,288

(103,667)

153,781

(84,832) (84,832)
.5 549,509 $ (103,667) $ (13,787)  § 1,461,479

$027718
LLTBAB2
12,583

o e
(5,025)

301,229
(94,937) (94,937)
$ 1,651 $ 1,074,483 $ 512,997 $ (98,509) $ (1,377) $ 1,489,245

L A302:238)

60497) ¢ 305,492

288,692

(103,617) (103,617)
$1,589 $1,093,486 $489,254 $(136,060) $ (1,113) 1,447,156

See Notes to Consolidated Financial Statements.
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Notes to Consolidzinted Financial Statements

NOTE 1. SUMMARY OF SIjGNﬂFICANT ACCOUNTING POLICIES
We report on a fiscal year ending on the last Sunday in the
calendar year. Results for ¢ach of the fiscal years presented are
for 52 weeks. |

Our basis of consolldaq.lon is to include in the consolidated
financial statements all of our accounts and those of our more-
than-50%-owned subsidiaries. All significant intercompany
transactions and account balances have been eliminated.

We own a 75% equity interest in the Fort Wayne
Newspapers Agency and ¢onsolidate the results of its
operations. The minority shareholders’ interest in the partners’
income has been reflectedjas an expense in the Consolidated
Statement of Income in the caption Mmorlty interest in
earnings of consolidated sub51dlar1es Also included in this
caption is a contractual minority interest resulting from a joint
operating agreement that runs through 2021 berween The
Miami Herald Publishingf Co. and Cox Newspapers, Inc.,
covering the publication of The Miami Herald and The Miami
News. The Miami News ceased publication in 1988.

We own a 50% equity interest in Detroit Newspapers, a
joint operating agency between Detroit Free Press, Inc., our
wholly-owned subsidiary,jand The Detroit News, Inc., a
wholly-owned subsidiary of Gannett. In 1989, business
operations of the Detroit Free Press and The Detroit News
were transferred to Detroit Newspapers under a joint operating
agreement that expires in :2089. We show our share of revenue
and expenses as a net amount in the “Other” line, under
Operating Revenue in the Consolidated Statement of Income.

Investments in entities in which we have an equity interest of
at least 20% but not morf¢ than 50% are accounted for under
the equity method. We also account for our 13.5% investment
in Ponderay Newsprmt Company under the equity method,
since we exercise significant influence over the operating and
fiscal policies of Ponderay. We record our share of earnings or
losses and increase or dectease the investment by the equivalent
amount. Dividends are recorded as a reduction to our
investment. ;‘

Revenue recognition. Revenue recognition varies by source.
Advertising revenue is redognized when advertisements are
published. Circulation revenue is recognized when the
newspaper is delivered toithe customer. Other revenue is
recognized when the related product or service has been
delivered. Revenue is recorded net of estimated incentive
offerings, including special pricing agreements, promotions and
other volume-based incentives. Revisions to these estimates are
charged to income in thelperiod in which the facts that give rise
to the revision become known.

“Cash” includes cash 4nd cash equivalents, consisting of
highly liquid investments with maturities of 12 months or less
from the date of purchase, overnight repurchase agreements of
government securities and investment-grade commercial paper.

“Accounts receivable” are mostly from advertisers and
newspaper subscribers. We extend unsecured credit to most of
our customers. We recognize that extending credit and setting
appropriate reserves for receivables is largely a subjective
decision based on knowlédge of the customer and the industry.
Credit limits, setting and maintaining credit standards, and
managing the overall qudlity of the credit portfolio is largely
decentralized. The level of credit is influenced by the
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customer’s credit history with us and other available
information, including industry-specific data.

We maintain a reserve account for estimated losses resulting
from the inability of our customers to make required payments.
If the financial condition of our customers were to deteriorate,
resulting in an impairment of their ability to pay, additional
allowances might be required. We use a combination of the
percentage-of-sales, specific identification and the aging-of-
accounts-receivable methods to establish allowances for [osses
on accounts receivable. Payment in advance for some
advertising and circulation revenue has assisted us in
maintaining historical bad debt losses at less than 1% of
revenue.

We also maintain a reserve for estimated adjustments to
customer invoices resulting mostly from disputes, in the normal
course of business, related to size, placement, or color of the ad.
We base our estimates on historical trends and current
customer-specific information.

We enter into barter transactions with other businesses and
we exchange our advertising and circulation for advertising
products and distribution rights for our newspapers. We also
donate space to non-profit organizations as part of our
community outreach commitment. The barter transactions,
typically with terms of one year or less, are valued at fair market
value based on our advertising rates for the particular type of
advertisement.

At December 26, 2004, we had approximately $9.5 million
of future media advertisement, products and services arising
from bartered transactions in net accounts receivable, which
will be charged to expense as they are used. We also have as of
year end $20.6 million in deferred advertising and circulation
revenue arising from bartered transactions, which will be
recorded as revenue when the advertisements are published
and/or the copies are delivered, respectively. During the fiscal
years ended 2004, 2003 and 2002, we recognized $15.1
million, $8.9 million and $6.2 million, respectively, in bartered
advertising and circulation revenue.

We periodically assess the recoverability of our barter credits
and receivables. Factors considered in evaluating recoverabilicy
include management’s plans with respect to advertising,
circulation and other expenditures for which barter credits and
receivables can be used. Any impairment losses are charged to
operations, as they are determined.

“Inventories” are priced at the lower of cost (first-in, first-
out method) or market value. Most of the inventory consists of
newsprint. Newsprint inventory varies from approximately a
30-day to a 45-day supply, depending on availability and
market conditions. Damaged newsprint is generally recurned to
the manufacturer or supplier within 30 days for full credit.
Obsolete inventory is generally not a factor. Inventories also
include ink and other supplies used in printing newspapers.

“Other assets” includes investments in companies in which
we own less than a 20% incerest and are recorded at the lower
of cost or estimated fair value. These investments are reviewed
for appropriate classification at the time of purchase and
re-evaluated as of each balance sheet date.

“Property, Plant and Equipment” is recorded at cost, and
depreciation and amortization is computed principally by the




straight-line method over the estimated useful lives of the assets
as follows:

..... DEPRECIATION OR

TYPE OF ASSET AMORTIZATICON PERIOD
Land improvements 5 to 10 years

Equipment 3 to 25 years

We capitalize interest expense as part of the cost of constructing
major facilities and equipment. For the years ended 2004, 2003
and 2002, capitalized interest amounted to $4.7 million, $2.1
million, and $718,000, respectively. Expenditures for
maintenance, repairs and minor renovations are charged to
expense as incurred. Upon sale or disposition of property and
equipment, the cost and related accumulated depreciation and
amortization are eliminated from the accounts and any resulting
gain or loss is recognized.

In November 2004, we announced our intent to sell
approximately 10 acres of land in downtown Miami, adjacent to
The Miami Herald. The land is being marketed and we expect
the sale to be completed in 2005. In accordance with SFAS No.
144 “Accounting for the Impairment or Disposal of Long-Lived
Assets,” at December 26, 2004, the land held for sale of $10.3
million is included in the caption “Orther current assets.” In
accordance with SFAS No. 144, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of,” the land held for sale is carried on the balance

sheet at the lower of its carrying amount or fair value less cost to
sell.

“Deferred circulation revenue” arises as a normal part of
business from advance subscription payments for newspapers.

“Current portion of long-term debt” represents the portion of
long-term debt payable within our next fiscal year. Long term
debt payable within the next fiscal year is classified as “Long-
term debt” if management has the ability and intent to refinance
for a period in excess of one year. Commercial paper is classified
as “Long-term debr” as the commercial paper is supported by a
revolving credit facility maturing more than one year after the
end of the last fiscal period.

“Income Taxes” are accounted for in accordance with SFAS
109 — “Accounting for Income Taxes,” which requires the
liabilicy method of accounting for income taxes. Deferred tax
liabilities and assets are future tax consequences attriburable to
differences between the financial statement and tax basis of assets
and liabilities. Deferred tax assets and liabilities are measured
using tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered
or settled. Deferred tax assets and liabilities are revalued to reflect
new tax rates in the period changes are enacted.

“Long-term debt” represents the carrying amounts of
debentures, notes payable, other indebtedness with maturities
longer than one year, and commercial paper backed by a
revolving credit agreement and debt maturing within the next
fiscal year thac management has the ability and intent to
refinance at maturity for a period in excess of one year.

In accordance with SFAS 107 — “Disclosures about Fair Value of Financial Instruments,” the following table presents the carrying
amounts and estimated fair values of our financial instruments as of December 26, 2004 and December 28, 2003 (in thousands):

2004 e 2003

(CARR
AMOUNT

FAIR VALUE FAIR VALUE

AMOUNT
Long-term debt : : ... 31,497,907 31,667,079 | 81453560 31,647,544
T o PRI gt Goiges
Total $1,532,131 $1,701,303 $1,500,441 $1,694,425

“Fair value of interest rate swap agreements” are shown
separately in our Consolidated Balance Sheet. Fair value of long-
term debrt and interest rate swap agreements are estimated using a
discounted cash flow analysis based on our current incremental
borrowing rates for similar types of borrowing arrangements.

“Comprehensive income” is defined as net income or loss and
other changes in shareholders’ equity from certain other
transactions and events from sources other than shareholders.
Comprehensive income is reflected in the Consolidated
Statement of Shareholders’ Equiry. “Accumulated other
comprehensive loss” is reported in the Consolidated Balance
Sheet. Additional information regarding other comprehensive
loss is contained in Note 12, Accumulated Other
Comprehensive Loss.

In accordance with the SFAS 144 — “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of,” we review long-lived assets and related
intangibles for impairment whenever events or changes in
circumstances indicate that the carrying amount of such assets

may not be fully recoverable. To date, no such impairment has
been indicated. If a review indicates that the carrying value of
these assets would not be recoverable as measured based on
estimated undiscounted cash flows over their remaining life, the
carrying amount would be adjusted to fair value. The cash flow
estimates used contain our best estimates, using appropriate and
customary assumptions and projections.

We account for stock-based compensation plans using the
intrinsic value method in accordance with APB Opinion 25 —
“Accounting for Stock Issued to Employees” and disclose the
general and pro forma financial information required by SFAS
123 and SFAS 148.

In December 2002, the Financial Accounting Standards
Board (FASB) issued Statement of Financial Accounting
Standard (SFAS) 148 — “Accounting for Stock-Based
Compensation — Transition and Disclosure.” SFAS 148
amends SFAS 123 —“Accounting for Stock-Based
Compensation” to require prominent disclosures in both annual
and interim financial statements about the method of accounting




for stock-based employeel compensation and the effect of the
method used on reported results. SEAS 148 was effective for
financial statements issued beginning in 2003. As allowed by
SFAS 123, we follow the|disclosure requirements of SFAS 123,
but continue to account for our employee stock option plans in

Disclosures required by S]FAS 123 and SFAS 148 are as follows:

Option value information

accordance with Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” which results in
no charge to earnings when stock options are issued at fair
market value.

2004 2003 2002

Fair value per option (a)(b) | e s12z2 $14.16 $11.65

Valuatnon assumptions o '
Exp'é&édﬂaptlon ter_m (y'é'érs) """ 4.3 43 43
FHFExpected volatility ‘ e 182% '20.7% 214%
'Expected diidend yleld , R 19% ........ e 16%
e e 81 RS e e e P i Soo

{a) Weighted averages of option gran;:s during each period
(b) Estimated using Black-Scholes option pricing mode! under the valuation assumptions indicated

The Black-Scholes optlom valuation model was developed for use
in estimating the fair value of traded options that have no vesting
restrictions and are fully transferable. In addition, option
valuation models require!the input of subjective assumptions,
including the expected stock price volatility. Because our stock
options have characteristics significancly different from those of

traded options, and because changes in the subjective input
assumptions can materially affect the fair value estimate, the
existing models, in management’s opinion, do not necessarily
provide a reliable single measure of the fair value of our stock
options.

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the options’ vesting period. In
addition, the 15% discount in market value under the Employees Stock Purchase Plan is treated as compensation expense for pro forma
purposes. Our reported and pro forma information is as follows (in thousands, excepe for earnings per share data):

!

\ 2004 2003 2002

A e B SRR $326,243 | $296,071 $257,448
L_g_gs Stock-based employée compensatlon expense determmed under falr value o 1o o o
based methaod for all aw.;r.ds net of related tax effects ‘14947 | 14‘631 o 15,040
Pro forma net income i $311,296 $281,440 $242,408
Basic earnings per share, asreported S.419 8 368§ 310
Pro forma basic earnings per share 4.00 3.50 292
Diluted earnings per share, asreported s 413 | 0§ 363 8 304
Pro forma diluted earnings fger share T304 345 2.86

On December 16, 2004, the FASB issued SFAS No. 123
(revised 2004), Sbare-Bésed Payment, which is a revision of
SFAS 123, Accounting for Stock-Based Compensation. Generally,
the approach in SFAS 123(R) is similar to the approach
described in SFAS 123. However, SFAS 123(R) requires all
share-based payments to employees, including grants of
employee stock options, to be recognized in the income
statement based on their/fair values. Pro forma disclosure is no
longer an alternative. The new standard will be effective for
public entities (excluding small business issuers) in the first
interim or annual reportfng period beginning after June 15,
2005, irrespective of the entity’s fiscal year. Early adoption is
permitted in periods in whlch financial statements have not yet
been issued. SFAS 123( ) R) allows for two transition alternarives
for public companies: (a )“ modified-prospective transition or (b)
modified-retrospective transition. Under the modified-
prospective transition meéthod, companies are required to
recognize compensation cost for share-based payments to
employees based on then; grant-date fair value from the
beginning of the fiscal period in which the recognition provisians
are first applied. Measurément and attribution of compensation
cost for awards that were granted prior to, but not vested as of

!
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the date SFAS 123(R) is adopted would be based on the same
estimate of the grant-date fair value and the same attribution
method used previously under SFAS 123 (either for financial
statement recognition or pro forma disclosure purposes). Prior
periods are not restated. For periods prior to adoption, the
financial statements are unchanged (and the pro forma
disclosures previously required by SFAS 123 continue to be
required under the new Standard to the extent those amounts
differ from those in the income statement). For periods
subsequent to adoption, the impact of this transition method
generally is the same as if the modified-retrospective mechod
were applied. Accordingly, pro forma disclosure will not be
necessary for periods after the adoption of the new Standard.
Under the modified-retrospective transition method, companies
are allowed ro restate prior periods by recognizing compensation
cost in the amounts previously reported in the pro forma
footnote disclosure under the provisions of SFAS 123. New
awards and unvested awards would be accounted for in the same
manner as the modified-prospective method. Because of the mid-
year effective date, companies are permitted to apply the
modified-retrospective transition alternative either (a) to all
periods presented or (b) to the start of the fiscal year in which



SFAS 123(R) is adopted. We are currendy evaluating the
alternative transition methods and expect to adopt SFAS
123(R), as required, for our third quarter beginning June 27,
2005. Had we adopted SFAS 123 in 2004, our diluted earnings
per share would have been $0.19 lower.

Shares used to calculate earnings per share are as follows (in
thousands):

Basic weighted-average shares |
tstandip}}g

Effect of dilutive stock options | 1,0 1,076 1,660
Diluted weighted-average shares | ) o
outstanding 78,950 | 81,477 84,726

Weighted average shares of stock

a;ic_m of commo equiV§!¢nt s
the calculation of diluted

sexcluded fromthe Lo
calculation of diluted earnings 4 4

Advertising costs are expensed when incurred. Advertising
expense for the years ended December 26, 2004, December 28,
2003 and December 29, 2002, was $15.4 million, $17.8
million and $18.6 million, respectively.

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
requires us to make estimates and assumptions that affect the
amounts reported in the financial statements and
accompanying notes. Actual results could differ materially from
those estimates.

Cerrain amounts in prior years have been reclassified to
conform to the 2004 presentation related primarily to the
presentation of certain categories of what was formerly retail
revenue as national revenue. We made this change in the
second quarter of 2004 so that our reporting would be
consistent both internally and among peer newspapers.
Additionally, certain amounts presented in the 2003
Consolidated Balance Sheet have been reclassified to conform
to the 2004 presentation, specifically related to the Annual
Incentive Deferral Plan and to Pension assets and Employee
benefics.

RECENT ACCOUNTING PRONOUNCEMENTS
In June 2001, the FASB issued SFAS No. 143, “Accounting
for Asset Retirement Obligations” (SFAS 143). Under these
rules, a liability for a long-lived asset retirement obligation
should be recognized in the period in which it is incurred and
should be initially measured at its fair value. Changes in the
liability due to the passage of time are recognized as operating
expenses in the income statement and referred to as accretion
expenses. SFAS 143 is required to be implemented for fiscal
years beginning after June 13, 2002. The adoption of SFAS
143 did not have a material impact on our results of operations
or financial position.

In June 2002, the FASB issued SFAS No. 146 —
“Accounting for Costs Associated with Exit or Disposal
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Activities.” SFAS 146 requires recording costs associated with
exit or disposal activities at fair value when a liability has been
incurred. Under previous guidance, certain exit costs were
accrued upon our commitment to an exit plan, which is
generally before an actual liability has been incurred. The
requirements of SFAS 146 are effective prospectively for exit or
disposal activities initiated after December 31, 2002. The
adoption of SFAS 146 did not have a material impact on our
results of operations or financial position.

In November 2002, the FASB issued FASB Interpretation
No. 45 — “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others” (FIN 45). FIN 45 requires that
upon issuance of a guarantee, a guarantor must recognize a
liability for the fair value of an obligation assumed under a
guarantee. FIN 45 also requires additional disclosures by a
guarantor in its interim and annual financial statements about
the obligations associated with guarantees issued. The
recognition provisions of FIN 45 are effective for any
guarantees issued or modified after December 31, 2002. The
disclosure requirements are effective for financial statements of
interim or annual periods ending after December 15, 2002. We
have cerrain existing guarantees that when modified will require
us to record a liability on our balance sheer for the fair market
value of the guarantee.

In January 2003, the FASB issued FIN No. 46 —
“Consolidation of Variable Interest Entities.” In December
2003, the FASB issued Interpretation No. 46 (revised
December 2003) (FIN 46R), which replaces FIN 46. This
interpretation of Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” defines whart these
variable interest entities are and provides guidelines on
identifying them and assessing an enterprise’s interests in a
variable interest entity to decide whether to consolidate that
entity. Generally, application of FIN 46R is required in
financial statements of public entities that have interests in
variable interest entities or potential variable interest entities
commonly referred to as special-purpose entities for periods
ending after December 15, 2003. Application by public entities
for all other types of entities is required in financial statements
for periods ending after March 15, 2004. The adoption of FIN
46 or FIN 46R did not have a material impact on our results of
operations or financial condition.

In April 2003, the FASB issued SFAS No. 149 —
“Amendment of Statement No. 133 on Derivative
Instruments and Hedging Activities.” SFAS 149 is effective for
contracts with derivative instruments and hedging relationships
entered into or modified afrer June 30, 2003. SFAS 149
requires that contracts with comparable characteristics be
accounted for similarly. This statement also amends the
definition of an underlying security to conform it to language
used in the FASB’s Financial Interpretation (FIN) 45 —
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others.” We account for our hedges with comparable
characteristics similarly; accordingly, the adoption of SFAS 149
did not have a material impact on our results of operations or
financial position.

In May 2003, the FASB issued SFAS No. 150 —
“Accounting for Certain Financial Instruments with
Characteristics of both Liabilitiesand Equity,” which addresses




how to classify and measure certain financial instruments with
characteristics of both xabx ities (or an asset, in some
circumstances) and equlry} SFAS 150 requirements apply to
issuers’ classification and measurement of freestanding financial
instruments, including those that comprise more than one
option or forward contract. SFAS 150 is effective for financial
instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period
beginning after June 15, 2003 The adoption of SFAS 150 did
not have a material impact on our results of operations or
financial position. ‘

In December 2003, the,FASB issued SFAS No. 132 (revised
2003) — “Employers’ Disclosures about Pensions and Other
Postretirement Benefits.” This Statement revises employers’
disclosures about pension plans and other postretitement benefit
plans. It does not change the measurement or recognition
provisions of SFAS Statements No. 87, Employers’ Accounting for
Pensions, No. 88, Employers’ Accounting for Settlements and
Curtailments of Defined Benefit Pension Plans and for Termination
Benefits, and No. 106, Employers’ Accounting for Postretirement
Benefits Other Than Pensigns. This Statement retains the
disclosure requirements contamcd in the original version of
SFAS Statement No. 132, Employers” Disclosures abour Pensions
and Other Postretirement Benefis. It requires additional
disclosures about the assets, obligations, cash flows and net
periodic benefit cost of defined benefit pension plans and other
postretirement benefit plans. It requires thart information be
provided separately for pension plans and for other
postretirement benefit plans. The revised Statement is effective
for financial statements with fiscal years ending after December
15, 2003. The adoption of SFAS No. 132 (revised 2003) did not
have a material impact on* our results of operations or financial
position.

In May 2004, the FASB issued FASB Staff Position (FSP)
106-2 — “Accounting and Disclosure Requirements Related to
the Medicare Prescription Drug, Improvement and
Modernization Act.” which provides guidance on how
companies should account for the impact of the Medicare
Prescription Drug, Improvement and Modernization Act of
2003 (the “Act”) on its postretirement healch care plans. To
encourage employers to retain or provide postretirement drug
benefirs, beginning in 2006 the federal government will provide
nontaxable subsidy payments to employers that sponsor
prescription drug benefits to retirees that are “actuarially
equivalent” to the Medicare benefit. Although formal guidance
in determining actuarial equivalence has not been provided, we
expect that our prescription drug plan will qualify for the
government subsidy. Effective July 1, 2004, Knight Ridder
prospectively adopted FSP 106-2. Adoption of FSP 106-2
reduced the accumulated postretirement benefit obligation by
approximately $9.2 million and resulted in an unrecognized
actuarial gain of a similar amount. The unrecognized actuarial
gain will be amortized over the estimated expected service life of
the participants. Adoption resulted in a $600,000 reduction in
postretirement benefits cost for the six months ended December
26, 2004.

NOTE 2. INCOME TAXES

Our income tax expense is determined under the provision of

Statement of Financial Accounting Standards 109, Accounting

for Income Taxes, which requires the use of the liability method.
Substantially all of our earnings are subject to domestic

taxation. No material foreign income taxes have been imposed

on reported earnings.

Federal, state and local injtome raxes (benefits) consist of the following (in thousands):

R SR . < O . .. SN 2002
l CURRENT DEFERRED CURRENT DEFERRED CURRENT DEFERRED
Federal income taxes [T 5166,673 |  5(3,694) | $145701 82,725 $45218 § 98825
State and local income taxesé 12 690 (624) 22,287 1,680 17,793 5 107
Total ’ $179,369 $(4,318) $167,988 $(1,045) $63,011 $103,932

Cash payments of | 1ncome taxes for the years 2004, 2003 and 2002 were $171.0 million, $114.1 million and $114.4 million,

respectively. i

The differences between income tax expense shown in the financial statements and the amounts determined by applying the federal

statutory rate of 35% in cach year are as follows (7% thousands):

2004 2003 2002
Federal statutory income tax $175453 |  $162,055 $157,034
State and tocalmcome taxesr het oftax bene‘ N N inees 1"
Tax settlements and other, net ' ' (16,090) (10,691) (4,976)
Total 1 $175,051 $166,943 $166,943

Our effective tax rate was lower in 2004 than in 2003, mainly due to the favorable resolution of tax matters from prior years.

i
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The deferred tax asset and liability at the fiscal year end is comprised of the following components (in thousands):

2004

Other nondeductible accruals

Deferred Tax Assets $218,614 $207,887
Valuation allowance on carryforward items 12,392 13,060
Net Deferred Tax Assets $206,222 $194,827

DEFERRED TAX LIABILITIES

and inv

5,309
52,905

Other
Deferred tax liabilities $457,583 $471,360
Net deferred tax liability $251,361 $276,533
The components of deferred taxes included in the Consolidated Balance Sheet are as follows (in thousands):
2004 2003
L D $ 16116 | § 19,899
Noncurrent liability 267,477 296,432
Net deferred tax liability $251,361 $276,533

We also mainrtain a liability to cover the cost of additional tax exposure items on the filing of the federal and state income tax returns. As
of December 26, 2004 and December 28, 2003, this liability amounted to $31.8 million and $63.9 million, respectively.
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NOTE 3. DEBT l
In January 2004, we entcped into additional interest rate swap
agreements, converting $200 million of fixed rate debt for
variable rate debt. We entered into these agreements to manage
interest rate exposure by achieving a desired proportion of fixed
rate versus variable rate debt.

|
1

Debrt consisted of the foll(j;vwing (in thousands):

In July 2004, we amended and restated our revolving credic
facility. We extended its maturity to July 2009 and increased our
credit capacity to $1 billion from $895 million.

In November 2004, we issued $200 million of senior notes
payable. The 10-~year notes were issued at a coupon rate of
4.625%. Proceeds were used to reduce the company’s
ourtstanding commercial paper.

DEC. 26, _ DEC.28,
2004 2003

. unamortlzed dlscount of S] 857 in 2004 and $2 147 in 2003

Senlor notes payable due on November 1 2014 bearlng mterest at

Semor notes payable due on December 15 2005 bearlng mterest at

8 210679 | s 365,,404‘

st |

298148 | 297853

6.3%, net of unamortized dlscount of $96 in 2004 and $196 in 2003®) 99,904 99,804
Total debt ) 1,497,907 1,453,560
Less amounts payable in one year - 20,000
Total long-term debt ‘ $1,497,907 $1,433,560

(a) Commercial paper is supported by a $1 billion revolving credit facility, which matures in July 2009. Debt covenants of the facility require us to maintain certain debt-to-cash flow ratio. Other provisions

place restrictions on liens and prohibit tross-default.

(b) This amount has been excluded from "less amounts payable in one year” because management has the ability and intent to refinance this debt with commercial paper, which is supported by our $1

billion revolving credit facility, which matures in 2009.
Interest payments during 2004 and 2003 were $64.0 million and
$65.6 million, respectively.

We enter into certain ifiterest rate swap agreements to manage
interest rate exposure by achlevmg a desired proportion of fixed-
rate versus variable-rate debrt. In accordance with SFAS 133 —
“Accounting for Derivative Instruments and Hedging
Activities,” we account for our interest rate swap agreements as
fair-value hedges. Accordingly, changes to the fair market value
of these agreements (due to movements in the benchmark
interest rate) are recordedias both an asset and offsettmg liability
on the Consolidated Balance Sheet in the caption “Fair value of
interest rate swap agreeménts.” There was no ineffectiveness
associated with the swaps during fiscal years 2004 and 2003.
Also, we do not trade or e;jngage in hedging for investment
purposes. |

The swap agreements explre at various dates in 2005, 2007,
2009 and 2011, matchmg the expiration and nominal value of
the underlying debt, and effectwely convert an aggregate
principal amount of $700 million of fixed-rate, long-term debt
into variable-rate borrowings. The variable interest races are

based on three- or six-month LIBOR, plus a rate spread. For the
year ended December 26, 2004, the weighted-average variable
interest rate under these agreements was 4.3% versus a fixed rate
of 8.0%. The fair value of the swap agreements at December 26,
2004 and December 28, 2003, totaled $34.2 million and $46.9
million, respectively, and were recorded on the Balance Sheet as
other noncurrent assets, with an offsetting noncurrent liability.

We guarantee 13.5% of the debt of Ponderay Newsprint
Company’s credit facility, which amounted to $9.7 million as of
December 26, 2004. The guarantee arose in April 2000 when
Ponderay restated its credit agreement with a bank consortium to
replace a facility used to finance construction of the newsprint
mill. We guarantee the portion of the credit facility that matures
in April 2006. The guarantee could be triggered by Ponderay’s
failure to meet any of its bank covenants, at which time we could
be liable for the full portion of this guarantee. This guarantee,
accounted as an off-balance sheet instrument, totaled $9.7
million and $13.2 million for 2004 and 2003, respectively.

We are a one-third partner of SP Newsprint Co. In November
2002, SP Newsprint amended and restated its credit agreement




with certain lenders. The agreement stipulates that should SP’s
consolidated liquidity fall below $5 million, it would be in
default of its covenant and we and the other partners would be
required to make a sufficient equity contribution (limited to
approximately $6.7 million), in sufficient amount to cure the
default. As of December 2004, we contributed equity of $2
million in connection with this agreement. The obligation ends
when SP Newsprint first meets certain conditions including, but
not limited to, predetermined leverage and fixed-charge coverage
ratios and certain liquidity requirements. We also had a demand
obligation to SP Newsprint Co. for $6.7 million. The obligation
arose in August 1985 in connection with an advance to us (and
the other partners) by SP. In 2003, SP Newsprint requested and
we repaid this obligation.

The following table presents the approximate annual
maturities of debt, net of discounts and excluding the fair market
value of interest rate swaps, for the years after 2004 (in
thousands):

Thereafter

888,681

Total $1,497,907

NOTE 4. UNCONSOLIDATED CONMPANIES AND JOINT VENTURES
The caption “Equity in unconsolidated companies and joint
ventures” in the Consolidated Balance Sheet represents our
equity in the net assets of Detroit Newspapers; Seattle Times and
subsidiaries; Newspapers First, a company responsible for the
sales and servicing of retail, national and classified advertising
accounts for a group of newspapers; SP Newsprint Co. and

Ventures, LLC, an online classified listings services; Knight
Ridder/Tribune Information Services, Inc., a provider of online
access to news wires, features, graphics and photographic content
to different media markets; Tribe, an online knowledge-sharing
community; CityXpress, Corp., a company that provides online
marketplaces, including event auctions, continuous business-to-
consumer marketplaces, and ecommerce-enabled classifieds;
CrossMedia Services, Inc., an online advertising and marketing
agency that enables us to localize the Interner; Media
Consortium LLC, a purchasing consortium; Newscom, LLC, a
company that provides online access to news wires, features,
graphics and photographic content to the media; Wave South
Florida, a company devoted to the recreational boating and water
sport industry through specialized publications and online
auctions.

Following is our ownership interest in unconsolidated
companies and joint ventures as of December 26, 2004:

% OWNERSKIP

COMPANY
CareerBuilder, LLC

Kn.lght Rldder/Terune Informatvon Services,Inc. 5
Med|a Consomum e

Ponderay Newsprint Company, two newsprint mill partnerships; Tribe Networks,Inc.
CareerBuildey, LLC, a company in the business of providing Wave South Florida _ 400
online recruitment and career development services; Classified
Summary financial information for our unconsolidated companies, joint ventures and partnerships accounted for under the equity
method is as follows (in thousands):
2004 2003 2002
e 3,337,946 $,.312.075 5,308,005
P e 7 30 e Y
poPeTY, b AN SAUPMENL ISR ANE O ssooss | ssss e 076
620 976
ROy I e e e e 1759494 | 1500202 1,423,174
e S e . ‘li'(')',Aé“?“i‘
Earnings (losses) before cumulative effect of change in accounting principle of unconsolidated
company 39,600 41,129 (31,818)

Dividends and cash dlstrlbunons received
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On June 25, 2004, The Séattle Times sold certain parcels of land
for net proceeds of $30 million. The Searttle Times used the
proceeds to reduce its debt. Currendly, the entire pre-tax gain of
$24 million has been defefred due to certain unresolved
contingencies. When resol}vcd, Knight Ridder, as a 49.5% owner
of The Seattle Times, willjrecord its pro-rata share of the gain for
accounting purposes. We did not receive any cash in connection
with this transaction. ‘

NOTE 5. BUSINESS SEGMENTS

We report the results of olir operations in two segments:
newspapers and online. W,:'e also report certain administrative
activities under the corporate segment. Our operations are in the
U.S. and no single customer accounted for 10% ot more of our
consolidated operating revenue.

Our newspapers segment is comprised of 31 daily and 53
nondaily newspapers in 28 U.S. markets, with a readership of
approximately 9.0 million daily and 12.6 million on Sunday.
Revenue is principally der:ived from advertising and newspaper
sales. Advertising revenuejaccounted for about 78.0% of
newspaper revenue in 2004. Advertising revenue comes from the
three basic categories — rétail, national and classified.
Circulation revenue results from the sale of newspapers,
Circulation of daily and Sunday newspapers accounted for
18.0% of consolidated rcy[(enue in 2004. Other revenue is
generated from commercial job printing, niche and book
publications, newsprint waste sales and other miscellaneous
sources. We believe that dur newspapers are economically similar
and that the long-term prospects for our newspapers support this
conclusion. We have established an operating profit objective in
the mid-20% range for otixr newspapers. We also believe that the
nature of the products and services, production processes,
customers, and distribution methods are identical for our
newspapers and support aggregation of our newspapers as a
single segment. !

.
i
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Ouline. Online revenue, which represents approximately
3.8% of consolidated revenue for 2004, consists primarily of
online recruitment and other classified advertising, Web banner
advertising and revenue from content syndication.
Approximately 69% of the online segment revenue is attributable
to sales made by, or in combination with, our newspapers.

The profitability measure employed by management and our
chief operating decision maker for making decisions about
allocating resources to segments and assessing segment
performance is operating profit. Operating profit excludes
interest income and expense, equity in losses of unconsolidated
companies and joint ventures, minority interest in earnings of
consolidated subsidiaries, income tax expense and other non-
operating income and expense items. Also, inter-segment revenue
of $1.6 million is excluded from the computation of operating
profit.

We centrally manage key aspects of our operations through
our shared-service center, established to realize economies of
scale, to use our resources efficiently and to promote common
business fundamentals, policies and procedures. Our newspapers
also have access to news stories from our centrally managed
Washington and foreign bureaus. Nearly 50% of our
newspapers’ non-labor operating expenses are allocated by
corporate, directly or through our shared services center in
Miami. That operation, which reports directly to corporate
headquarters, negotiates procurement contracts for products and
services used by all of our newspapers. Allocated expenses include
pension, health and welfare self-insurance, workers’
compensation, and casualty and property insurance.
Procurement under our shared services contracts include
expenditures for newsprint, ink, computer sofrware and
hardware, office supplies and telecommunications, among others.
The cost to operate our shared services center and other
corporate operations managed on a common basis are allocated
to the segments.




The accounting policies of the reportable operating segments are the same as those described in the Summary of Significant Accounting
Policies (see Note 1). Financial data for our segments are as follows (in thousands):

DEC. 26, 2004 DEC. 28, 2003  DEC. 29, 2002

Operating revenue
Newspapers e 52899559 .............. $2866254 ........ $2871532
e K ; ﬁ;ggﬁ ......................... ?5,73“'7‘ ................. ‘55’3.05
Total $3,014,149 $2,945,991 $2,926,835

Operating income

15,214 (8,873)
o e P gt
Total $ 585,240 $ 567,607 $ 605,362
Depreciation and amortization - .
e ertten. o | i

Corparate s
Total $ 100,685
Assets

_ Corporate

$3,776,862 $3,701,790

3
220,682 275184 372,541

Total

$4,133,709 $4,096,679 $4,164,658

$ 111,97

$ 117,260 $ 73,187 $ 70,012

The newspaper segment reports all goodwill and indefinite-lived
intangible assets.

NOTE 6. CAPITAL STOCK

At year-end 2004, we had 20 million shares of preferred stock
authorized and available for future issuance. No preferred stock
was issued or outstanding,

We have a shareholder rights agreement. The agreement
grants each holder of a common share a right, under certain
conditions, to purchase from us a unit consisting of one one-
hundredth of a share of preferred stock at a price of $150,
subject to adjustment. The rights provide that in the event we are
a surviving corporation in a merger, each holder of a right will be
entitled to receive, upon exercise, common shares having a value
equal to two times the exercise price of the right. In the event we
engage in a merger or other business combination transaction in
which we are not the surviving corporation, the rights agreement
provides that proper provision shall be made so that each holder
of a right will be entitled to receive, upon the exercise thereof at
the then-current exercise price of the right, common stock of the
acquiring company having a value equal to two times the exercise
price of the right. No rights certificates will be distributed until
10 days following a public announcement that a person or group
of affiliated or associated persons has acquired, or obtained the
right to acquire, beneficial ownership of 20% or more of our
ourtstanding common stock, or 10 business days following the
commencement of a tender offer or exchange offer for 20% or
more of our outstanding stock. Until such time, the common
share certificates of the company evidence the rights. The rights
are not exercisable until distributed and will expire on July 10,
2006, unless we redeem or exchange them sooner. We have the
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option to redeem the rights in whole, but not in part, at a price
of $0.01 per right, subject to adjustment. Our Board of
Directors has reserved 1,500,000 preferred shares for issuance
upon exercise of the rights.

The Employees Stock Purchase Plan provides for the sale of
common stock to our employees at a price equal to 85% of the
market value at the end of each purchase period. Participants
under the plan received 213,153 shares in 2004, 216,910 shares
in 2003 and 226,267 shares in 2002. The purchase price of
shares issued in 2004 under this plan ranged from $54.88 to
$64.70, and the market value on the purchase dates of such
shares ranged from $64.56 to $76.12.

The Employee Stock Option Plan provides for the issuance of
nonqualified stock options and incentive stock options. Options
are issued at prices not less than fair market value at date of
grant. Options vest over three years from the date of grant
(except for grants of 100 shares, which vest in one year). Options
vesting over three years vest annually in three equal installments,
and all options expire no later than 10 years from the darte of
grant. The option plan provides for the discretionary grant of
stock appreciation rights (SAR’s) in tandem with previously
granted options, which allow a holder to receive in cash, stock or
combinations thereof the difference berween the exercise price
and the fair market value of the stock at date of exercise. As of
December 26, 2004, there were no SAR’s granted. Shares of
common stock relating to options outstanding under this plan
are reserved at the date of grant.

Proceeds from the issuance of shares under the Employees
Stock Purchase Plan and the Employee Stock Option Plan are
included in shareholders’ equity and did not affect earnings in

-any of the three fiscal years ended 2004.



Transactions under the Em;'ployee Stock Option Plan are summarized as follows:

.. WEIGHTED-AVERAGE

EXERCISE PRICE PER

NUMBER OF SHARES SHARE

_ (1 416 183)

(258 258)
Granted o137

Outstanding December 29, 2002 10,440,496
~2003: Exercised L (1,529,026) o »
. Fon‘ened/explred . ‘ ............... ................ ..................................................... .................................. '('é'id"z'éé) e
B Granted S RO ags e T G

10,562,970

(1,0

Granted

1,801,907

Outstanding December 26, 2004

11,061,259

1
|

We also maintain a Compensation Plan for Nonemployee
Directors. The purpose of the plan is to attract and retain the
services of qualified individuals who are not employees to serve as
members of the Board of Directors. In 1997, there were 200,000
shares authorized for issuatice under the plan. As of December
26, 2004, there were 176,997 shares available for issuance under
the Plan. Nonemployee directors receive the following
compensation: (1) an annual retainer fee payable half in our

!
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common stock and half in cash or stock, at the director’s
election; (2) board and committee meeting attendance fees; (3)
an annual stock option grang; and (4) for certain directors,
annual phantom shares and retirement benefits. All options vest
in three equal installments over a three-year period from the date
of grant and expire no later than ten years from the date of grant.
The expiration dates for options granted range from December

16, 2007, to December 13, 2014.

Stock transactions under tl{le Compensation Plan for Nonemployee Directors are summarized as follows:

_ WEIGHTED-AVERAGE

NUMBER OF SHARES

SHARE
Outstanding December 3,1..(2001 432000 95559
2002 Exercised (2 000) 51 72

Forfeuted/explred

Granted i 28,000 62.16
Outstanding December 29,.2002 158,000 $56.80
2003: Exercised : (22,002) $ 54.31
_ FortaR e T BT oo o
ity b aoaae o
Outstanding December 29,2003 162,000 $61.47
~ 2004: Exercised : ~ (20,000) 53.79
. Forieiedisipied e e et T s
came e Casaeg gl
Outstanding December 26,2004 179,000 $64.28
The following table summarizes information about stock options outstanding under the Employee Stock Option Plan and the
Compensation Plan for Nonemployee Direcrors at December 26, 2004:
......... OUTSTANDING oo EXERCISABLE

WEIGHTED-

LAVERAGE

Exercise Price Range ! SHARES LIFE(A) EXERCISE PRICE SHARES EXERCISE PRICE

$32.38 - $52.38 ' ‘ 1613012 31 $47.01 1,613,012 “$47.01

§32.38 - 852,38 e s e e ..‘1 o 2034'......_.. <%
" 1,098,003 52

586942 B0

Cisoeise T oa 6773 150625
1,866,492 9.0 : 583,503
11,240,259 7.0 $61.58 7,692,588

(a) Average contractual life remaining in years
h
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At year-end 2004, options with an average exercise price of
$57.95 were exercisable on 7.7 million shares; at year-end
2003, options with an average exercise price of $54.54 were
exercisable on 7.0 million shares; at year-end 2002, options
with an average exercise price of $51.86 were exercisable on 6.7
million shares.

At December 26, 2004, our stock option plans and stock
purchase plan had the following shares available for issuance:

SHARES

Empioyee Stock Option Plan e 1,631,092
Employees Stock Purchase Plan 470362
Nonemployee Directors Plan 176,997
Total 2,278,451

See “Note 1. Summary of Significant Accounting Policies” on
pages 32 through 36 of this report for the pro forma
information, as required by SFAS 123 and SFAS 148,
regarding net income and earnings per share determined as if
we had accounted for our stock options under the fair-value
method of those statements.

In 1997, shareholders approved a long-term incentive plan.
Under the plan, an executive’s ability to receive a stock award
was contingent upon and related directly to the total
shareholder return (TSR) in the company’s stock over a three-
year period, compared to the return received by holders of
stock in the other peer companies. The plan originally covered
a three-year performance period from January 1, 1997, through
December 31, 1999. The initial performance period ended on
December 31, 1999, and no shares vested because we did not
meet the specified performance targets. The plan was extended
for an additional three-year period beginning on January 1,
2000, and ending on December 31, 2002, with an initial grant
of 342,012 restricted shares for participants. The grant of such
shares was restricted, as the vesting of these shares was triggered
upon the achievement of certain performance goals, as
described above. The total number of shares vested, including
dividends, was 343,707. The performance goals were achieved
and, in accordance with the plan, 194,658 shares were
distributed to participants in January 2003. The remaining
number of shares was withheld to cover the related income tax
expense and these shares were subsequently retired. The
original plan was not extended after December 31, 2002.

We accrued compensation expense for the plan over the
performance period when it appeared probable that
performance goals would be met. Toral compensation expense
recognized in 2002 was approximately $6.4 million and the
total accrual related to the plan was approximately $21.7
million, which was included in accrued compensation at
December 29, 2002.

NOTE 7. RELATED PARTY TRANSACTIONS

We generate revenue from CareerBuilder and Classified
Ventures products for online advertisements placed in our
markets. In 2004, we recorded $49.1 million in revenue related
to CareerBuilder products, and $16.2 million related to
Classified Ventures products. We also had $4.4 million and
$9.0 million in expenses for products and services provided by
CareerBuilder and Classified Ventures, respectively, related to
the uploading and hosting of online advertising on behalf of
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our newspapers’ advertisers. During 2003, we recorded $31.0
million in revenue related to CareerBuilder and $10.3 million
related to Classified Ventures products. The expenses recorded
related o services provided by CareerBuilder and Classified
Ventures were $2.9 million and $6.4 million.

We have ongoing purchase commitments with SP
Newsprint and Ponderay, our two newsprint mill partnership
investments. These future commitments are for the purchase of
a minimum of 77,000 metric tons and 28,400 metric tons of
newsprint in 2005 with SP Newsprint and Ponderay,
respectively, at current markert prices. For 2004, 2003 and
2002, we had purchases from SP Newsprint of approximately
$60.4 million, $63.7 million and $62.8 million, respectively.
We had purchases from Ponderay of approximately $15.7
million, $14.5 million and $13.1 million for 2004, 2003 and
2002, respectively. We also have a sales commitment with the
Detroit Newspapers to supply them with 50% of their
newsprint requirements, which in 2005 will be approximately
$23.8 million. In 2004, 2003 and 2002, we supplied
approximately $25.5 million, $24.0 million and $24.1 million,
respectively, of newsprint to Detroit Newspapers. We have the
resources necessary to fulfill these commitments in 2005.

We sell products provided by some of our investees and
incur marketing expenses to promote these branded products.
These marketing expenses include radio, billboards, newspaper
advertisements, direct mail campaigns and other promotional
items. We do not record revenue related to these cross-
branding promotions. Also, from time to time, we may engage
in transactions with other equity investees bug, in the aggregate,
they are not considered significant.

NOTE 8. GOODWILL AND OTHER IDENTIFIED INTANGIBLE
ASSETS

In June 2001, the FASB issued SFAS 142 — “Goodwill and
Other Intangible Assets.” Under SFAS 142, goodwill and
other indefinite-lived intangible assets are no longer amortized,
but are reviewed at least annually for impairment. Goodwill
and other indefinite-lived intangible assets are required to be
tested for impairment between annual tests if an event occurs
or circumstances change that would indicate the carrying
amount may be impaired. Separable intangible assets that are
not deemed to have an indefinite life continue to be amortized
over their useful lives. The amortization provisions of SFAS
142 apply to goodwill and intangible assets acquired after June
30, 2001. Beginning December 31, 2001, we have applied the
new accounting rules and have ceased amortization of goodwill
and other indefinite-lived intangible assets.

We completed our initial evaluation of goodwill and other
indefinite-lived intangible assets during the second quarter of
2002 and no impairment was indicated. We perform our
annual review for impairment during the fourth quarter of each
year. Impairment testing is done at a reporting unit level.
Reporting units are one level below the business segment level,
but can be combined when reporting units within the same
segment have similar economic characteristics. Under the
criteria set forth by SFAS 142, we have 29 reporting units. An
impairment loss generally would be recognized when the
carrying amount of the reporting unit’s net assets exceeds the
estimated fair value of the reporting unit. The estimated fair
value of a reporting unit is determined using a discounted cash
flow analysis. As of October 1, 2004, we performed our annual



evaluation of goodwill and other indefinite-lived intangible assets
and determined that no impairment exists.

We owned 50% of CaréerBuilder (formerly Career Holdings,
Inc.), when it completed its evaluation of goodwill in the second
quarter of 2002. Our investment in CareerBuilder is recorded
under the equity method of accounting. We reflected our share
of CareerBuilder’s impairment of goodwill, $24.3 million, or
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$0.29 per diluted share, arising from its adoption of SFAS 142 in
the second quarter ended June 30, 2002, as a year- to-date
cumulative effect of a change in accounting principle consistent
with CareerBuilder’s characterization of the write-down. No
further impairment has been identified as a result of
CareerBuilder’s annual evaluation of goodwill and other
indefinite-lived intangible assets.

Goodwill and other identifiable intangible assets, along with their original weighted-average lives, at December 26, 2004, consisted of the

following (in thousands): ’

I
|
|
.

GROSS  ACCUMULATED . NET WEIGHTED-

AMOUNT AMORTIZATION AMOUNT AVERAGE LIFE

Intangible assets continuing T° be amortized: e

 Advertiser I o 843,558  $29,707 122
" Other | A, 460 614 846 7.9
Total ! $78,669 $56,703 $ 21,966 11.0

Goodwill and other |dent|f|ed intangible assets

_hot bemg amortlzed_”_ R

 Gooduil o $1799061

”Newspaper mastheads o ‘28'3,296““.

”‘Intanglble bensio assef 28612 .

oy .y B
Total $2,116,639

Total goodwill and other identifiable intangible assets $2,138,605

Estimated annual aggregate amount of amortization of other
identified intangible assets expense will be approximately $6.8
million for 2005 through 2006, $4.1 million in 2007 and $1.3
million for 2008 through 2009.

The defined benefit pension plans we sponsored were affected
by increased benefit obligations due to declines in interest rates.
The accumulated benefit ¢bligation exceeded the fair value of

plan assets for many of our pension plans. SFAS 87 —
“Employers’ Accounting for Pension Plans” required
recognition of an additional minimum liability for those
deficient plans. We recorded $28.6 million and $23.3 million at
December 2004 and 2003, respectively, as an intangible pension
asset which is not amortized.

The following is a summary of the balances of goodwill and other identified intangible assets as of December 28, 2003 and December

26, 2004 (in thousands):

ADDITIONS TO

GOCDWILL AND

A o EHANGEIN T
i . BALANCE Of | AMORTIZATION OF  OTHER IDENTWFIED
L _DECEMBER 28, . [NTANGIBLE ... OTHER ..  INTANGIBLE DECEMSER 26,
_ 2003 PENSION ASSET INTANGIBLES ASSETS 2004
Goodwill et 31,790,229 8 e ST 8 8832 81,799,061
Newspapermastheads . o 284284 e L4012 28829
Other ’ 52 203 5,276 (6,831) 600 51,248
Total $2,126,716 $5,276 $(6,831) $13,444 $2,138,605

The $13.4 million increase in goodwill and other identified
intangible assets relared to certain acquisitions in the second and
third quarters of 2004.

NOTE 9. ACQUISITIONS AND DISPCSITIONS
In January 2002, we sold our stock in MatchNet plc, realizing
proceeds of $651,000 and recording an aggregate pre-tax loss of
approximately $4.3 million.

On Ocrober 2, 2002, we and Tribune each sold one-third of
our respective interests in CareerBuilder to Gannett for $98.2
million. Our share of the proceeds was approximately $49

million. The sale price was our carrying value and no gain or loss
was recorded on the sale. We currently own a 33.3% interest in
CareerBuilder through Knight Ridder Digital.

In March 2003, we sold our one-third share of InfiNet
Company to Gannett for approximately $4.5 million. We
recorded a $1.0 million pre-tax gain on the sale.

In May 2003, we amended our agreement with the Journal
Gazerte Company to extend the joint operating agreement in
Fort Wayne, Indiana, to the year 2050. Under the amended
terms we increased our partnership interest from 55% to 75%.
The joint operating agreement governs the partnership and




operation of Fort Wayne Newspapers, the agency that handles
advertising sales, printing, distribution and administration of the
two daily newspapers. The transaction resulted in a $42 million
increase in our goodwill balance on the Consolidated Balance
Sheet.

During 2004, we made $43.7 million in acquisitions
consisting of the following:

In February 2004, we completed the acquisition of Alljance
Newspapers. Alliance is a group of seven weekly newspapers and
one monthly newspaper serving the area north of Forc Worth in
Denton and Northeast Tarrant Counties. Alliance offers total
market coverage with circulation of approximately 25,000.

In April 2004, Broad Street Community Newspapers (BSCN)
acquired certain assets of the News Star and Publiset. The Star
products will help grow BSCN’s community newspapers in the
Philadelphia metro area.

In May 2004, Knight Ridder, Gannett and Tribune each
acquired a one-third interest in CrossMedia Services, Inc., a
provider of Web-based marketing solutions for national and local

NOTE 10. PENSION AND OTHER POSTRETIREMENT BENEFIT PLANS

retailers. We also acquired the assets of four community
newspapers and three shopper publicacions previously owned by
Superior Publishing Corporation. The acquired newspapers
include the (Duluth MN) Budgeteer News, The (Cloquet MN)
Pine Journal, The Daily Telegram in Superior, W1, and the Lake
County News-Chronicle in Two Harbors, MN. The purchase
also included the Manney’s Shopper zones in Superior, Cloquet
and Two Harbors.
In June 2004, we acquired a 35.6% undiluted ownership
interest in CityXpress, a provider of online auctions for
newspapers. The remaining is owned by Lee Enterprises,
management and employees of CityXpress and other

shareholders.

In August 2004, we acquired the assets of The (Flower
Mound) Messenger, the leading bi-weekly in the Flower Mound
suburb of Fort Worth. The paper is a tabloid published every
two weeks and mailed to approximarely 28,500 households in
Flower Mound and the surrounding communities of Highland

Village, Copper Canyon, Double Oak and Lantana.

The following is a summary of the components of net periodic benefit cost for the defined benefit pension plans and defined benefie
postretirement plans (other benefits), along with the toral amounts charged to pension expense for multi-employer defined benefit

pension plans, defined contribution plans and other agreements. We use a measurement date of the last day of our fiscal year for the
majority of our pension and other postretirement benefit plans (in thousands).

PENSION BENEFITS

OTHER BENEFITS

2003

2003 2002

Adjustments

L3 8 2958

(3,8

LT

Net expense

Defined
Other

11,659

Net periodic benefit cost

$

46,781

$ 40,632

$10,721

$11,659 $ 2,055

Service cost in 2002 included approximately $6.7 million related to accelerating the retirement of certain employees under a work force
reduction program and sertlement cost related to the termination of a plan for which benefits were replaced by a multi-employer pension

plan.

Weighted-average assumptions used each year in accounting for defined benefit plans were:

PENSION BENEFITS

OTHER BENEFITS

2004

2003

2002

Discount rate as of year end

Expected return on plan assets

6.25%

3.80
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The Expected Long-term Rate of Return on Assets assumption
was developed through anlalysis of historical market returns,
current long-term expectattions by asset class and expected
allocation of plan assets. G)verall for 2004 it was projected that
our plans would achieve an 8.74% net annual long-term future
rate of return.

Beginning with 2004, the discount rate as of year-end directly
reflects each plan’s expected future cash flows and the available
yields on high quality fixed income investments with durations
appropriate for those projected cash flows. Weighted by each
plan’s obligation, the overall discount rate’is 5.94% as of
December 26, 2004 for pension obligations, and 5.20% for
other benefit obligations.:

We sponsor a defined contribution retirement plan under
section 401(k) of the Internal Revenue Code. The provisions of
this plan allow for voluntary employee contributions on a pre-tax
basis of up to 75% of an employee’s salary (20% on an after-tax
basis), subject to certain annual limitations. The plan allows
participants to invest their savings in various investments,
including our commeon stock. We make matching contributions,
which are allocated o eligible participants. Non- union and
certain union employees are eligible after meeting certain service
requirements. We made contributions to this plan of $11.7
million, $12.2 million and $11.9 million in 2004, 2003, and
2002, respectively.

The assumed health-care-cost trend rate has a significant effect on the amounts reported. A one-percentage-point change in the assumed
health-care-cost trend rate would have the following effects (in thousands):

ONE-PERCENTAGE- ONE-PERCENTAGE-

POINT INCREASE POINT DECREASE

Effect on total of service and interest cost components in 2004 $ 521 $ (449)
Effect on postretirement beriefit obligation as of December 26, 2004 5,358 (4,704)
The following table sets forth the funded status and amounts recogmzed in the Consolidated Balance Sheet for our benefit plans,
excluding liabilities of Detroit Newspapers that are reported net in the Consolidated Balance Sheet under the caption “Equity in
unconsolidated companigs and joint ventures” (in thousands):
PENSION BENEFITS GTHER BENEF!TS

2004 2003 2002 2004 2003 2002
Change in benefit °bl'gat'°“ e Y I, B e v
Benefit obligation at beglnmng of year 81,459,050 | $1 289 876 _— $1 124 854 | .s1es109 | § 156 495‘ . $133621
Service cost 38779 | 34238 3 1507 1741 2,95
Interest cost N BT589 8706 10785 11526
P!an partmpants contnbutlons - - ) 1 901

Benefitspaid Cesosn [ sy

Effect of plan settl T . (19,341)

B e Ad ustment OO TSROSO BTSS0S TOTN BT s RS AN I 1,691

Benefit obligation at end of year $1,577.736 $1.459,050 $1,289,876 $ 130,678 $ 166,109 $ 156,495
Change in plan assets - . . .
Fair valiue of plan assets at begmnmg of year”” o i $1,045143 ...$1 079 956 ' S - . $ - $ 10892

S 2077 1901
(65081 | (6058 (63808) | (16 L7109 (0,523)
I Jxosen) | 3,253) 12835 e e :
e p|an e | : 1. ' i S e P G675
Fair value of plan assets at end of year $1,314,150 $1,240,603 $1,045,143 $ - $ -
Funded status of plan - $(263,586) | § (218447) § (244733) ... 30166,109)  $(156,495)
324,99 - 7na290
...... . 255 . : | | » (22 2”).., .

Unrecogmzed e asset B s S
86,964 $ 108,470 $ 100,601 $(113,022) $(117,030) $£(120,397)

Net prepaid (accrued) beneflt cost $

In mid-2004, the Company amended its postretirement benefit
provisions to make changes effective January 1, 2005 to medical
benefits for future retirees, medical benefits for certain existing
retiree groups, and to exchange existing retiree life insurance
benefits for employer-funided Health Reimbursement Accounts.
The net impact of these changes was to reduce the obligation by
$29.4 million as of July 1, 2004 and to reduce expense for the
third and fourth quarters by $1.9 million in total.

Effective July 1, 2004 the Company also recognized the
impact of the Medicare Prescription Drug, Improvement and
Modernization Act of 2003. Under the Act, beginning in 2006
the government will provide non-taxable subsidy payments to
employers who maintain prescription drug benefits for retirees
covered by Medicare, as long as those benefits are “actuarially
equivalent” to the prescription drug benefits to be offered by
Medicare. The Company will qualify for these payments. The
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impact was to reduce the obligation by an additional $9.2
million as of July 1, 2004, and to reduce expense for the third
and fourth quarters by an additional $600,000 in total.

Certain changes to postretirement benefit provisions were
made in late 2003. Retiree life insurance benefits were eliminated
for substantially all employees retiring after January of 2004. In
addition, changes were made in the cost-sharing arrangement for
retiree medical benefits for certain collectively bargained

employees of the Detroit Free Press. There was no effect on the
postretirement expense recorded for fiscal year 2003. The effect
of these changes was to reduce the future benefit obligation by
$20.5 million as of the beginning of 2004, and to reduce 2004
expense by $4.0 million.

In 2002, we amended the LA Guild plan, which increased the
benefit by $7.3 million. A prior service cost was not established
for this amendment because of plan termination.

At the end of 2004 and 2003, the projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the
pension plans and pension plans with an accumulated benefic obligation in excess of plan assets, were as follows (in thousands):

THOSE PLANS WHOSE ACCUMULATED
BENEFIT OBLIGATION EXCEEDS THE

ALL PENSION PLANS FAIR VALUE OF PLAN'S ASSETS

Year ended 2004 2003 2004 2003
Projected benefit obligation $1,5772,736 $1,459,050 $1,524,034 $1,273,451
Accumulated benefit obligation i 1,449,048 334855 1396592 1,158,263
Falrvalueofplanassets .......................................................................... Yriatse 1240603 i e g1 659 330

Amounts recognized in the Consolidated Balance Sheet for plans we sponsor consist of {in thousands):

PENSION BENEFITS

OTHER BENEFITS

2004 2003 2002
Prepaid benefit cost $ 139,064 $ 157,310 $
T R e R o
Additional minimum liability | @ogo1y | aso523)  qges7) |
Additional minimum liabitity L e B
......... e | e
Accumulated other comprehensive loss 111,847 79,619 103,667
Net prepaid (accrued) benefit cost $ 86,964 $ 108,470 $ 100,601 $(113,022) | $(117,030)  $(120,397)

During recent periods, the defined benefit pension plans we
sponsor were affected by increased benefit obligations due to the
decline in interest rates used to measure these obligations. As a
result, for each of the three years ended in fiscal 2004, the
accumulated benefit obligation exceeded the fair value of plan
assets for many of our plans. SFAS 87 requires recognition of an
additional minimum liability for those deficient plans and, as a
result, the accumulated other comprehensive losses recorded as of
2004, 2003, and 2002 were $111.8 million, $79.6 million, and
$103.7 million, respectively.

In addition, as of December 26, 2004, we reflected our share
of the Detroit News Agency’s, Seattle Times Company’s and SP
Newsprints’ minimum pension liability by recording a decrease
in our investment in the unconsolidated subsidiaries, and by
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recognizing an Accumulated Other Comprehensive Loss, net of
tax effect, of $23.2 million.

In 2002, with the concurrence of the Philadelphia Guild
employees, we transferred certain severance obligations formerly
accounted for as postretirement benefits under a company-
sponsored plan to a multi-employer pension plan. Concurrent
with the transfer, we contributed $3 million to the multi-
employer plan. An employer participating in a multi-employer
plan recogndzes as net pension expense the required contribution
each period and a liability solely for any contributions due and
unpaid. Accordingly, upon the transfer we recognized a gain of
$15 million, consisting of the previously recorded $18 million
postretirement benefit obligation for the Guild plan at the date
of the transfer, net of the $3 million contribution.



Our asset allocation for out pension plans at the end of 2004 and 2003 and our target allocation range, by asset category, are as follows:

o TARGET ALLOCATION | ) PERCENTAGE CF PLAN ASSETS AT YEAR END
Asset Category ; RANGE 2004 2003
Equity securities ! ) 40% - 70% 68% 66%

o B%-a5% 27%
Real estate 0% - 8% A%
Other j 0% - 10% 3%
Total i 100% 100%
These results represent a weighted average, taking into account a Use of derivatives is permitted only where the manager meets
number of different plans and investment policies. Statements of special guidelines. Pension investment committees are
investment policy covering the plans outline the governance responsible for monitoring compliance with the policies.
structure for making decisions, set objectives and restrictions, The pension funds do not hold Knight Ridder securities
. . . . | . . . T .
including policy allocation ranges and outline criterta for (common stock or other) directly or in separately managed
selecting and evaluating managers. Investment managers are accounts.
given tailored directives that take their capabilities into account.
EXPECTED CASH FLOWS
Information about the expected cash flows for the pension and other postretirement benefit plans are as follows (in thousands):
Employer Contributions e e e PENSION BENEFITS
FUNDED PLANS UNFUNDED PLANS OTHER BENEFITS
2005 (expected) ! $7,059 $2,926 $15,269

Information about the expected benefit payments for the next 10 years are as follows (in thousands):

Benefit Payments ! o o PENSION BENEFITS

FUNDED PLANS QOTHER BENEFITS
$ 63,860

20102014 ' L ' 463,301 121,433
Knight Ridder makes contributions to its funded pension plans, Individual newspapers that have one or more collective
and benefits are paid from plan assets. In the case of unfunded bargaining agreements are in Akron, Detroit, Duluth, Fort
pension plans and other bénefits plans, Knight Ridder pays Wayne, Grand Forks, Kansas City, Lexington, Monterey,
benefits directly to participants. Philadelphia, St. Paul, San Jose, State College, Superior and

, Wichita. These agreements are renegotiated in the years in which
EMPLOYEE LABOR ARRANGEMENTS they expire. During 2003, there will be negotiations for new
We have approximately 18,000 FTEs. Approximately 28% of collective bargaining agreements in Grand Forks, Kansas City,
our full time emp'loyees ar;e r<?presente.ci !JY 67 local unions and Monterey, St. Paul, State College, Superior and Wichira,
work under multiyear collective bargaining agreements. representing approximately 800 employees.

i
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NOTE 11. QUARTERLY OPERATIONS (UNAUDITED)

The newspaper business is seasonal, with the strongest advertising revenue coming in the fourth quarter, followed (at some distance) by
the second — and then by the remaining two. Classified advertising revenue in the past has been a reflection of the overall economy and
has not been significantly affected by seasonal trends. The following table summarizes our quartetly results of operations (in thousands,
except per share data):

QUARTER
Description FIRST SECOND THIRD FOURTH
2004 Operating revenue e ST1ZZTV O $760,216 8722213 $819,449
Operating income ) ) 111,059 155,009 134,018 185,154

B 0T A0 139
Diluted 0.70 1.08 0.99 1.38
2003 Operating revenue e SE99313 L STA3852 8707218 $795.512

Operating income
me

177,267

110551 150,794 128,995
99,032

NOTE 12. ACCUMULATED OTHER COMPREHENSIVE LOSS
A minimum pension liability adjustment is required when the actuarial present value of accumulated pension benéfit obligation exceeds
plan assets and accrued pension liabilities, less allowable intangible assets. Minimum pension liability adjustments, net of income rtaxes,
are recorded as a component of other comprehensive loss.

The following table presents the components of other comprehensive income for 2004, 2003 and 2002 as shown in the Statement of
Shareholders’ Equity (in thousands):

2004 2003 2002
RN | .§326,243 | $296,071 $ 257,448
Change in additional minimum pvevrysjon liability (32,228) 24048 o _(‘IH(_)__??_,€5_167‘)

 (18,890)

(37.551) (103,667)
Total $288,692 $301,229 $ 153,781

Included in accumulated other comprehensive loss is $111.8 million, net of tax of $68.6 million, for our additional minimum pension
liability. The additional minimum pension liability for our unconsolidated companies included in total accumulated comprehensive loss
is $23.2 million, net of tax of $12.8 million. Also included in total accumulated comprehensive loss is $1.0 million, net of tax of
$364,000, for the unrealized loss on derivartive instruments for the Seattle Times.

NOTE 13. COMMITMENTS AND CONTINGENCIES

Lease commitments

We lease office and warehouse space under noncancelable lease agreements with expiration dates ranging from 2005 through 2051.

Certain leases include renewal provisions at our option and require us to pay for certain common area maintenance and other costs.
At December 26, 2004, we had lease commitments currently estimated to aggregate approximately $93.1 million, as follows (in

thousands):

2005 521866

Thereafter

Total
Payments under the lease contracts were $25.1 million in 2004, are entitled to receive the following, if after a change in control
$25.3 million in 2003 and $25.9 million in 2002. (as defined in the agreements), an executive’s employment is
terminated for any reason other than (a) death, (b) disabilicy, ()

Agreement with Officers and Others retirement, (d) cause, or (¢} resignation by the participant for any
The Compensation Committee of the Board of Directors reason other than good reason, each as defined in the agreement:
authorized us to enter into income security agreements with o Lump sum cash severance payment equal to three times
certain key executives designated by the Committee. Participants the greater of (i) the sum of the salary and cash bonus

49




payable to the participant for the last full calendar year
preceding the severance payment or (ii} the sum of the
participant’s annualized salary and the maximum cash
bonus the participant could have earned for the then
current calendar|year.

°  Three years of life insurance and health plan coverage.

®  Accelerated vesting of stock issued and stock options
granted, in accordance with the provisions of Knight
Ridder’s ESOP.’

* A gross-up payment for any excise taxes related to the
above compensation.

fncentive Compensation Plans:

The Board of Directors aéproved and adopted a cash-based long-
term incentive plan in 2003. This plan is intended to motivate
and reward executives for achieving Total Shareholders Return
(TSR) equal to or greater than the median TSR of the companies
in our comparison group.;Under the plan, participants were
selected to participate in the plan prior to the commencement of
the three-year performance period ending December 2005;
however, participants may be added due to subsequent
promotions and removed if they leave the company before the
end of the three-year term, as specified by the plan. Participants
are eligible to receive a cash award at the end of cach
performance period if certain specified performance targets are
achieved. ‘

For the three year plan ending in December 2005, we
recognized compensation expense of $4.8 million and $5.5
million for 2004 and 2003, respectively, totaling $10.3 million
accrued under the current plan. The accrued compensation
represents 50.4% of the maximum payout, based on our
standing as of December 26, 2004 and our assessment of the
likelihood that we will meet the performance goals at the end of
the three-year term.

Participants in the MBO bonus plan may defer a portion or
the entire amount due, subject to IRS guidelines and net of
certain taxes. The deferred amounts are fully funded. As of 2004
and 2003, we showed a liability of $36.8 million and $35.4
million, respectively, for amounts deferred, with a corresponding
asset, both classified as noncurrent.

Seff-insurance and deductible$ on casualty insurance

We are self-insured for the majority of our health insurance costs,
including claims filed and claims incurred but not reported. We
also have deductibles of up to $1 million on various casualty
insurance programs, which we have determined to be adequate
for the type of risk. We estimace the liability under our health
insurance and casualty pragrams on an actuarial undiscounted
basis using individual case-based valuations, statistical analysis,
judgment and historical experience; however, the final cost of
many of these claims may:not be known for several years. We
also rely on the advice of ¢onsulting actuaries and administrators
in determining an adequate liability for self-insurance claims. At
December 26, 2004 and December 28, 2003, self-insurance and
casualty insurance accruals totaled $72.6 million and $73.2
million, respectively. In connection with our insurance program,
letters of credit totaling $56.5 million are required to support
certain projected workers” compensation obligations. We
continuously review the adequacy of our insurance coverage.

1
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Rebate reserve .

We record accruals for customer rebates in the period the
adverrisement is published, based upon contractual obligations
and historical experience. These accruals may increase or decrease
if future rebates differ from historical experience. In accordance
with advertising contracts, if a customer does not meet the
required contractual spending levels, we have the right 1o “short
rate” the customer. Short rate means that a customer may be
charged a higher rate for their actual volume. Rebates are
recognized as a reduction of revenue.

Purchase and sales commitments

We have ongoing purchase commitments with SP Newsprint
and Ponderay, our two newsprint mill investments. These future
commitments are for the purchase of 2 minimum of $37.9
million and $15.8 million of newsprint in 2005 witch SP
Newsprint and Ponderay, respectively, at current market prices.
We also have a sales commitment with Detroit Newspapers to
supply 50% of their newsprint requirements, which in 2005 will
be approximately $24.8 million. We have the resources necessary
to fulfill these commitments in 2005.

Legal matters

Knight Ridder’s wholly-owned subsidiary, MediaStream, Inc.
(“MediaStream”), was named as one of a number of defendants
in two separate class action lawsuits that have been consolidated
with one other similar lawsuit by the Judicial Panel on Multi-
District Litigation under the caption “In re Literary Works in
Electronic Databases Copyright Litigation,” M.D.L. Docket No.
1379 (the “Muldi-District Litigation”). The two lawsuits
originally filed against MediaStream in September 2000 were:
The Authors Guild, Inc. et al. v. The Dialog Corporation et l., and
Posner et al. v. Gale Group Inc. et al. These lawsuits were brought
by or on behalf of free-lance authors who allege that the
defendants have infringed plaintiffs’ copyrights by making
plaintiffs’ works available on databases operated by the
defendants. The plaintiffs are seeking to be certified as class
representatives of all similarly situated free-lance authors. In the
Multi-District Litigation, plaintiffs seek actual damages,
statutory damages and injunctive relief, among other remedies.

The two lawsuits were initially stayed pending disposition by
the U.S. Supreme Court of New York Times Company et al. v.
Tasini et al., No. 00-21. On June 25, 2001, the Supreme Court
ruled that the defendants in Tasini did not have a privilege under
Section 201 of the Copyright Act to republish articles previously
appearing in print publications absent the author’s separate
permission for electronic republication. The judge has ordered
the parties in the Muld-District Litigation to try to resolve the
claims through mediation, which commenced November 2001,
and the parties have agreed 1o a limited stay to respond to the
complaint during such mediation, which may be terminated by
the plaintiffs upon 30-days prior written notice. In September
2001, the plaintiffs submitted an amended complaint, which
named Knight Ridder as an additional defendant and made
reference to Knight Ridder Digital.

Settlement discussions that originally commenced during the
mediation are continuing, and plaintiffs and defendants in the
Muld-District Litigation are in the process of obtaining and
exchanging signatures to a proposed settlement agreement. In the




event that the foregoing parties are unable to finally settle this
matter and the litigation resumes, Knight Ridder and
MediaStream intend to contest liability and vigorously defend
their positions in the litigation, including opposing class
certification. In addition, MediaStream has indemnity
agreements from various content providers supplying articles to
MediaStream’s databases that could mitigate its potential
exposure. If the settlement agreement is not finally concluded
and the litigation resumes, there can be no assurance that we will
prevail in the above legal proceedings and management cannot
estimate the exposure if we do not prevail. In such case, a ruling
against us in the proceedings described above may have a
material adverse effect on our financial condition and results of
operation. In addition to the matters described above, we are also
involved in litigation and administrative proceedings, primarily
libel and copyright infringement actions, bankruptcy
proceedings involving the company’s advertisers, and
environmental and other legal proceedings that have arisen in the
ordinary course of business. In the opinion of management,
except as set forth above, our liability, if any, under any other
pending litigation or administrative proceedings, will not
materially affect our consolidated financial position or results of
operations.
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NOTE 4. DETAIL OF “OTHER, NET”

The “Other, net” line within “Other income (expense)” on the
consolidated statement of income for the fiscal years ended 2004,
2003 and 2002 is summarized in the table below (in millions):

2004 2003 2002

Realized gain/(loss) on sale of
investment

B
0.
5(1.7)

S
@.1)
$(9.5)

In December 2004, we sold the domain name for Cars.com and
recorded a gain of approximately $800,000.

In June 2003, we wrote off $1.6 million representing the
remaining balance of our cost basis internet-related investments,
as an other-than-temporary decline.

In January 2002, we sold our stock in MatchNet ple, for
$651,000 and recorded a pre-tax loss of approximately $4.3
million. Additionally, we recorded other-than-temporary declines

in a number of other cost-basis Internet-related investments of
$3.1 million in 2002.




Signatures

Pursuant to the requireménts of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused chis report to

be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: March 2, 2005
i

Knight-Ridder, Inc.
Registrant

By: /s/ P. Anthony Ridder

P. Anthony Ridder
Chairman and Chief Executive Officer

Pursuant to the requireménts of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

|
Date i

Signer Title

March 2, 2005

March 2, 2005 ]

March 2, 2005

/s/ P. Anthony Ridder

P. Anthony Ridder
Chairman and Chief Executive Officer
(Principal Executive Officer)

/s/ Steven B. Rossi

Steven B. Rossi
Chief Financial Officer and Senior Vice
President/Finance

(Principal Financial Officer)

/s/ Gary R. Effren

Gary R. Effren
Vice President/Finance
(Principal Accounting Officer)

Mark A. Ernst*

Mark A. Ernst
Director

Kathleen Foley Feldstein*

Kathleen Foley Feldstein
Director

Thomas P. Gerrity*

Thomas P. Gerrity

Director

Ronald D. Mc Cray*

Ronald D. Mc Cray

Director

Kathleen Foley Feldstein*

Kathleen Foley Feldstein
Director

Pat Micchell*

Pat Mitchell
Director
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Date Signer Title

M. Kenneth Oshman*

M. Kenneth Oshman
Director

Vasant Prabhu*

Vasant Prabhu
Director

P. Anthony Ridder*

P. Anthony Ridder
Director

Gonzalo F. Valdes-Fauli*

Gonzalo F. Valdes-Fauli
Director

John E. Warnock*

John E. Warnock
Director

The Board of Directors

By: * /s/ Steven B. Rossi

Steven B. Rossi

Arttorney-in-fact
March 2, 2005
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Exhibit index

Exhibits marked with an asterisk are management contracts or compensatory plans or arrangements filed pursuant to Irem
601(b)(10)(iii)(A) of Regulation S-K. Unless otherwise indicated, all other documents listed are filed with this report.

Exhibit Description

2 Disposition of Assets, dared as of March 18, 1998, is incorporated by reference to the Registrant’s Report on Form 8-K filed
March 31, 1998.

3.1 Amended and Restated Articles of Incorporation of Registrant (amended and restated as of February 3, 1998), are
incorporated by reference to the Registrant’s Report on Form 10-K filed March 13, 1998,

3.2 Bylaws of Re‘:gistrant (as amended to date) is incorporated by reference to the Registrant’s Report on Form 10-K filed March
5,2003. |

4.1 Indenture, dated as of February 15, 1986, between Registrant and Manufacturers Hanover Trust Company, as Trustee, is
incorporated by reference to Exhibit 4 to the Registrant’s Registration Statement on Form S-3 (No. 33-28010).

4.2 First Supplemental Indenture, dated as of April 15, 1989, to the Indenture, dated as of February 15, 1986, between
Registrant and Chase Manhattan Bank (as successor to Manufacturers Hanover Trust Company), as Trustee, is incorporated
by reference to the Registrant’s Report on Form 8-X, filed April 30, 1989.

4.3 Rights Agreement, dated as of June 21, 1996, berween Registrant and Chase Mellon Shareholder Services, LLC, is
incorporated by reference to the Registrant’s Report on Form 8-K filed July 10, 1996.

4.4 First Amendment to Rights Agreement, dared as of July 25, 2000, berween Registrant and Chase Mellon Shareholder
Services, LLC. as Rights Agent, is incorporated by reference to the Registrant’s Report on Form 8-A/A filed August 10,
2000.

4.5 Indenture, d,%ated as of November 4, 1997, between Registrant and The Chase Manhattan Bank of New York, as Trustee, is
incorporated by reference to Exhibit 4.1 to the Registrant’s Registration Statement on Form S-3 (No. 333-37603).

4.6 First Supplemental Indenture, dated as of June 1, 2001, between Registrant; The Chase Manhatran Bank of New York, as
original Trustee; and The Bank of New York, as series Trustee, is incorporated by reference to Exhibit 4 to the Registrant’s
Report on Form 8-K filed June 1, 2001.

4.7 Second Supplemental Indenture, dated as of November 1, 2004, among Registrant, JPMorgan Chase Bank (formerly
known as The Chase Manharttan Bank), as rrustee, and The Bank of New York Trust Company, N.A,, as series trustee for
the Notes islincorporated by reference to the Registrant’s Report on Form 8-K filed on November 4, 2004.

10.1 Registrant’s Employee Stock Option Plan (as amended through January 28, 2003} is incorporated by reference to the
Registrant’s Report on Form 10-K filed March 3, 2003.*

10.2 Registranc’s Compensation Plan for Nonemployee Directors (as amended through April 22, 2003) is incorporated by
reference to ?Exhibit 99 to the Registrant’s Registration Statemnent on Form $-8 filed November 26, 2003 (No. 333-
110794).* ¢

10.3 Registrant’s Annual Incentive Plan (as amended and restated effective as of January 1, 2004).*

10.4 Registrant’s[Long-Term Incentive Plan (as adopted effective as of January 1, 2003) is incorporated by reference to the
Registrant’s Report on Form 10-K filed March 5, 2003.

10.5 Executive Officer’s Retirement Agreement dated as of December 19, 1991, is incorporated by reference to the Registrant’s
Form 10-K ﬁled March 23, 1994.*

10.6 Executive Income Security Agreement {as amended effective as of October 24, 2000) is incorporated by reference to the
Registrant’siForm 10-K filed March 28, 2001.*

10.7 Registrant’siAnnual Incentive Deferral Plan (effective as of November 1, 1996) is incorporated by reference to the
Registrant’siForm 10-K filed March 29, 2002.

10.8 First Amendment to the Knight-Ridder, Inc. Annual Incentive Deferral Plan is incorporated by reference to the Registrant’s
Form 10-K ffiled March 29, 2002.*

10.9 Second Amendment to the Knighe-Ridder, Inc. Annual Incentive Deferral Plan (as amended effective as of January 1, 2000)
is incorporated by reference to the Registrant’s Form 10-K filed March 29, 2002.*

10.10 Third Amendment to the Knight-Ridder, Inc. Annual Incentive Deferral Plan (as amended effective October 1, 2001) is
incorporated by reference to the Registrant’s Form 10-K filed March 29, 2002.*

10.11 Commercial Paper Dealer Agreement dated as of December 13, 2004, between Registrant, as Issuer and SunTrust Capital
Markers, Int., as Dealer is incorporated by reference to the Registrant’s Report on Form 8-K filed on December 17, 2004.

12 Compurtation of earnings-to-fixed-charges ratio.

14 Registrant’s Code of Business Ethics (as amended through January 27, 2004) is incorporated by reference to Exhibit 14 to
the Registrant’s Report on Form 8-K filed January 4, 2004,

21 Subsidiaries of Registrant.

23 Consent of[[ndependent Certified Public Accountants.

24 Powers of Attorney.

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-15(a) and Rule 15d-15(a) of the Securities Exchange Act, as

amended. -

54




Exhibit Description

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-15(a) and Rule 15d-15(a) of the Securities Exchange Act, as
amended.
32 Cerrtification of Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14(b) and Rule 15d-14(b) of the

Securities Act, as amended.

* Denotes a management contract or compensatory plan or arrangement.
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Schedule 1

item 15{<d)
Knight-Ridder, Inc. and Subsidiaries
Valuation and Qualifying Accounts

For the Three Years Ended December 26, 2004

(in thousands)

COLUMN A COLUMN B

COLUMN C

COLUNMN D

COLUMN E

BEGINNING OF

Description .

. ADDITIONS
CHARGED TO
 €osTS AND.

EXPENSES

BALANCES AT

Resewe for rebates e (o e 1 5’704 e

17,852

‘ $ 35,069 $ 44,318

$46,724

‘ Accounts recexvable —

14321

5297

17,945

$ 39,674 $

39,086

$43,691

’ Allowance for bad debts S s 3607 |
. Reserve for ad;ustments
' ' Accrued expenses and other llabnlmes —

Reserve for rebates 6518 RO 19,511

21,908

soms | s 2,
5057 |

| $ 44,365 $ 52,723

$57,414

$ 39,674

Exhibits

‘ CONVIPUTATION OF EARNINGS TO FIXED CHARGES RATIOC
(i THOUSANDS OF DOLLARS, EXCEPT RATIO DATA)

YEAR ENDED

Exhibit i2

DEC. 28,

2003 2002

DEC. 29,

DEC.30,  DEC. 31,

2001 2000

Fixed charges computation
Interest expense 1

b cap|ta||zed mteregt [ OO POT TR o v4,74”5 IR

3 98ET2

$114.422

1,961 2,230

Gross interest expense O .t AW

Propomonate share of |nterest expense of 50% owned persons e

Interest component of]rent expense 8,179

100833

116,652

8678 8763

Total fixed charges

$109,511  $125,415

Earnings computatlon
Income before income; taxes and

_ effect of change in accountmg prmcnple of

Earmngs of mvesteeg

@ 746)“

o)

71

$525,290
Q61 (2 230)

19,624 (36,353)

Total earnings as adjusted $533,649

$516,093  $570,595

$434,573  $612,122

8.5:1

6.5:1 6.9:1

4.0:7 4.9:1

RATIOC OF EARNBNGS TO FIXED CHARGES
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Erleibit 29

SUBSIDIARIES OF RWIGHT-RIDDER, INMEC.

Company Name

State of Incorporation

Aberdeen News Company

Aboard Publishing, Inc.

The Beacon Journal Publishing Company
Belton Publishing Company, Inc.
Biscayne Bay Publishing, Inc.

The Bradenton Herald, Inc.

Cass County Publishing Company, Inc.
The Charlotte Observer Publishing Company
Circom Corporation

Columbia State, Inc.

Columbus Ledger-Enquirer, Inc.
Consumer & Community Publishing, Inc.
Contra Costa Newspapers, Inc.

Cypress Media, Inc.

Dagren, Inc.

Detroit Free Press, Incorporated

Double A Publishing, Inc.

The Gables Publishing Company, Inc.
Grand Forks Herald, Incorporated

Gulf Publishing Company, Inc.

Hills Publications, Inc.

HLB Newspapers, Inc.

Keltatim Publishing Company, Inc.
Keynoter Publishing Company, Inc.
Knight Ridder News Services, Inc.
Knight Ridder Community Newspapers, Inc.
Knight Ridder Digital

Knight-Ridder International, Inc.
Knight-Ridder Investment Company
Knight-Ridder Leasing Company
Knight-Ridder Newspaper Sales, Inc.
Knight Ridder Resources, Inc.
Knighe-Ridder Shared Services, Inc.
Knight Ridder Salés, Inc.

Knight Ridder Targeted Publications, Inc.
KR Net Ventures, Inc.

KR Newsprint Company

KR U.SA, Inc

KR Video, Inc.

KRI Property, Inc.

Lee’s Summit Journal, Inc.

Lexingron H-L Services, Inc.

Lexington Press Inc.

The Macon Telegraph Publishing Company
Mail Advertising Corporation of Abilene
Marketplace Advertising, Inc.
MediaStream, Inc.

Monterey Newspapers, Inc.

News Publishing Company

Nictany Printing and Publishing Company
Nort-Tex Publishing, Inc.

Northwest Publications, Inc.

Delaware
Florida
Ohio
Missourt
Florida
Florida
Missouri
Delaware
Pennsylvania
Delaware
Georgia
Delaware
California
New York
Florida
Michigan
Florida
Florida
Delaware
Mississippi
California
Missouri
Kansas
Florida
Michigan
Delaware
Delaware
Delaware
Delaware
Florida
New York
Florida
Florida
Delaware
Delaware
Delaware
Florida
Delaware
Delaware
Florida
Missouri
Kentucky
Kentucky
Georgia
Texas
Pennsylvania
Delaware
Colorado
Indiana
Pennsylvania
Texas
Delaware



Company Name

State of Incorporation

Philadelphia Newspapers, Inc.
Phillytech, Inc. ‘

ProMedia Publishihg Company
Quad County Publishing, Inc.
Richwood, Inc.

Runways Pub., Inc!

San Jose Mercury News, Inc.
Sun Publishing Cofmpany, Inc.
Tallahassee Democrat, Inc.
Tribune Newsprint Company
Twin Cities Newspaper Services, Inc.
Twin Ciies Shoppeér, Inc.

Wichita Eagle and ;{Beacon Publishing Company, Inc.

1

Pennsylvania
Pennsylvania
Delaware
Illinois
Florida
Delaware
California
South Carolina
Florida

Utah
Minnesota
Delaware
Kansas




Exbhibit 23
Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in Registration Statement on Form S-8 dated December 1, 1998, in Registration
Statement on Form S-8 dated June 8, 1999, in Registration Statement on Form S-3 dated April 6, 2000, in Registration Statement
on Form S-3 dated June 29, 2001, in Registration Statement on Form S-8 dated May 24, 2002, in Registration Statement on Form
S-8 dated June 25, 2003, in Registration Statement on Form S-8 dated November 26, 2003 of Knight-Ridder, Inc. and in the related
Prospectuses, of our reports dated February 21, 2005, with respect to the consolidated financial statements and schedule of Knight-
Ridder, Inc., Knight-Ridder, Inc. management’s assessment of the effectiveness of internal control over financial reporting, and the
effectiveness of internal control over financial reporting of Knight-Ridder, Inc., included in this Annual Report (Form 10-K) for the
year ended December 26, 2004.

San Jose, California
February 25, 2005

/s! Ernst & Young LLP



Exhibit 24

POWER OF ATTORNEY

Each of the undersigned ditectors of Knight-Ridder, Inc., a Florida corporation, hereby constitutes and appoints each of STEVE ROSSI,
GARY R. EFFREN, POLK LAFFOON AND GORDON YAMATE, acting individually or jointly, his or her true and lawful attorney-
in-fact and agent, with full power of substitution and resubstitution, for him or her and in his or her name, place and stead in any and all
capacities, to sign one or more Annual Reports for the Company’s fiscal year ended December 26, 2004, on Form 10-K under the
Securities Exchange Act of 1934, as amended, or such other form as any such attorney-in-fact may deem necessary or desirable, any
amendments thereto, and all additional amendments thereto, each in such form as they or any one of them may approve, and to file the
same with all exhibits thereto and other documents in connection therewith with the Securities and Exchange Commission, granting
unto said attorneys-in-fact and agents, and each of them, full power and authority to do and perform each and every act and thing
requisite and necessary to be done so that such Annual Report shall comply with the Securities Exchange Act of 1934, as amended, and
the applicable rules and regulations adopted or issued pursuant thereto, as fully and to all intents and purposes as he or she might or
could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or any of them or their substitute or
resubstitute, may lawfully do or cause to be done by virtue hereof.

IN WITNESS \WHERQF, the undersigned has signed his/her name hereto on the date set forth opposite his or her name.

Dated.February 7, 2005 /s/ Kathleen Foley Feldstein

Kathleen Foley Feldstein
Director

Dated-January 28, 2005 /s/ Thomas P. Gerrity

Thomas P. Gerrity
Director

DaredJanuary 25, 2005 : /s/ Ronald D. Mc Cray

Ronald D. Mc Cray
Director

i

Dated:January 31, 2005 : /s/ Patricia Mitchell
Patricia Mitchell

Director

Dated:January 25, 2005 /s/ M. Kenneth Oshman

M. Kenneth Oshman
Director

(Page 1 of 2)




Dated:March 1, 2005 /s/ Vasant Prabhu

Vasant Prabhu
Director

Dated:January 24, 2005 /s/ Gonzalo F. Valdes-Fauli

Gonzalo F. Valdes-Fauli
Director

Dated:February 23, 2005 /s! John Warnock

John Warnock
Director

Dated:January 25, 2005 /s/ Mark A. Ernst

Mark A. Ernst
Director

THE BOARD OF DIRECTORS
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Exhibit 31.1

Certification of Chief Executive Officer Pursuant to Rule 13a-15(a) and Rule 15d-15(a)

of the Securities Exchange Act, as amended.

I, P. Anthony Rndder, certify thac:

1. Thave rev1ewed this Annual Report on Form 10-K of Knight-Ridder, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect tojthe period covered by this report;

3. Based on my kinowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrantis other certifying officer and [ are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a- 15(f) and 15d-15(f) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supetvision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

b) Desxgned such internal control over financial reporting, or caused such internal control over financial reportmg to be
designed| lunder our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparauon of financial statements for external purposes in accordance with generally accepted accounting principles;

¢)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this reporr any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal ¢ontrol over financial reporting; and

5. The registrant’s other cerrifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial repotting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing
the equlvalent functons):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

i

March 2, 2005 /s/ P. Anthony Ridder

J P. Anthony Ridder
Chairman and Chief Executive Officer




Erlbiteit 31.2

Certification of Chief Financial Officer Pursuant ro Rule 13a-15(a) and Rule 15d-15(a)
of the Securities Exchange Act, as amended.

1, Steven B. Rossi, certify chat:

1.

I have reviewed this Annual Report on Form 10-K of Knight-Ridder, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit ro state a marerial fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this reporg;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report; )

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

a)  Designed such disclosure controls and procedures, ot caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

¢} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s fourth fiscal quarter that has macterially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing
the equivalent functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

March 2, 2005 /s/ Steven B. Rossi

Steven B. Rossi

Senior Vice President/Finance and
Chief Financial Officer




Exhibit 32

: Certification of Chief Executive Officer and Chief Financial Officer
. Pursuant to Rule 13a-14(b) and Rule 15d-14(b) of the Securities Exchange Act, as amended.

In connection withjthe Annual Report of Knight-Ridder, Inc. (the “Company”) on Form 10-X for the fiscal year ended December
26, 2004, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), P. Anthony Ridder, Chairman
and Chief Executivée Officer and Steven B. Rossi, Senior Vice President/Finance and Chief Financial Officer of the Company, hereby
certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

of the Compafly.

March 2, 2005 f /s/ P. Anthony Ridder

P. Anthony Ridder
Chairman and Chief Executive Officer

/s! Steven B. Rossi

Steven B. Rossi
Senior Vice President/Finance and
Chief Financial Officer




3o0ard of Directors

f

1. P.ANTHONY RIDDER

2. MARK A ERNST

3. KATHLEEN FOLEY FELDSTEIN
4. THOMAS P. GERRITY

5. RONALD D. MC CRAY

6. PAT MITCHELL

7. M. KENNETH OSHMAN

8 VASANTPRABHU

9. GONZALO F.VALDES-FAULI
10. JOHN E. WARNOCK

1. P. ANTHONY RIDDER, 84 Chairman and CEO, and chairman of the
Management Committee of Knight Ridder; a director since 1987. Chairman of
Executive Committee and member of Environmental Committee. B.A,, economics,
University of Michigan, 1962.

2. MARK A. ERNST, 46 Chairman, president and CEO of H&R Biock, Inc., a leading
provider of tax and accounting services, mortgage services and financial products
and services; a director since 2004, Member of Audit Committee. M.B.A.,
University of Chicago Graduate School of Business, 1986; B.S., finance and
accounting, Drake University, 1980; CPA.

3. KATHLEEN FOLEY FELDSTEIN, 83 President of Economics Studies, Inc., a
private consulting firm; a director since 1988, Chair of Nominating{Corporate
Governance Committee and member of Audit and Executive committees. Ph.D,,
economics, Massachusetts Institute of Technology, 1977; B.A., Russian literature,
Radcliffe College, 1962,

4. THOMAS P. GERRITY, 63 Professor and former dean of The Wharton
School of the University of Pennsylvania; a director since 1998. Member of
Compensation and Nominating/Corporate Governance committees. Ph.D.,
management, Massachusetts Institute of Technelogy, 1970; M.S., electrical
engineering, MiT, 1864; B.S,, electrical engineering, MIT, 1963.

5 RONALD D. MC CRAY, 47 Senior vice president/law and government affairs
of Kimberly-Clark Corporation, a global health and hygiene leader with such

well-known consumer brands as Kleenex, Huggies and Kotex; a director since 2003,

Member of Environmental and Nominating/Corporate Governance committees.
J.D., Harvard Law School, 1983; B.A, government, Cornell University, 1979.

6. PAT MITCHELL, 62 President and CEQ, Pubiic Broadcasting Service, the
nation's only noncommercial media enterprise; a director since 2002. Chair of
Environmental Committee and member of Compensation Committee. Honorary
doctorate of arts and letters, Emerson College, Hollins University, Converse
College; M.A., English, University of Georgia, 1968; B.A., English/drama,
University of Georgia, 1965.

7. M. KENNETH OSHMAN, 64 Chairman and CEO of Echelon Corporation, a
leading provider of networks connecting everyday devices to each other and the
Internet; a director since 1996. Chair of Compensation Committee and member

of Executive and Nominating/Corporate Governance committees. Ph.D., electrical
engineering, Stanford University, 1968; M.S., electrical engineering, Stanford, 1965;
B.S., electrical engineering, Rice University, 1963; B.A., electrical engineering,
Rice, 1962.

8. VASANT PRABHU, 45 Executive vice president/CFO and president of Starwood
Hotels and Resorts, a leading owner, manager and franchisor of hotels and resorts
worldwide under such brand names as Sheraton, Westin, St. Regis, Luxury
Collection and W.; a director since 2003. Member of Audit and Compensation
committees. M.B.A. in marketing and finance, University of Chicago, 1983; B.S.,
engineering, Indian Institute of Technology, 1981.

9. GONZALO F.VALDES-FAULI, 58 Retired vice chairman, Barclays Capital
(Latin America), and former CEQ, Barclays Group Latin America, an international
bank; a director since 1992. Chair of Audit Committee and member of Compensa-
tion Committee. Master's in international finance, Thunderbird Graduate School
for International Management, 1970; B.S., economics, Spring Hill College, 1968.

10. JOHN E. WARNOCK, 64 Co-founder and co-chairman of Adobe Systems,
Inc., a leading software development firm; a director since 2001. Member of
Environmental and Nominating/Corporate Governance committees. Ph.D.,
electrical engineering (computer science), 1969; M.S., mathematics, 1964; B.S.,
mathematics and philosophy, 1961, University of Utah; honorary degree, science,
University of Utah, 1997,
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1. P. ANTHONY RIDDER

2. ART BRISBANE

3. JERRY CEPPCS

4. MARY JEAN CONNORS
5. PAULAELLIS

6. MIKE PETRAK

7. STEVEN B. ROSSI

8. HILARY SCHNEIDER
9. GORDONYAMATE

/

1. P. ANTHONY RIDDER, 64 Chairman of the Management Committee since 1995;
Knight Ridder chairman and CEO since 1995. Served as president 1989 to 1995;
president of the Newspaper Division 1988 to 1995. Served as publisher, San Jose
Mercury News, 1977 to 1986. B.A., economics, University of Michigan, 1962.

2. ART BRISBANE, 54 Senior vice president since January 2005. Jointly responsible
for all Knight Ridder newspaper operations with specific responsibility for news,
circulation and production. Directly oversees newspapers in Biloxi, Charlotte, Fort
Worth, Kansas City, Philadelphia, St. Paul and San Luis Obispo; publishers report
to him. Has oversight of 15 mid-size and small-market newspapers. Served as
publisher, The Kansas City Star 1997 to 2004 and editor 1992 to 1897. B.A., general
studies, Harvard College, 1973,

3. JERRY CEPPOS, 58 Vice president/news since 1999. Oversees news operations
of Knight Ridder's 31 daily newspapers; responsible for the Knight Ridder
Washington Bureau and the content of Knight Ridder/Tribune Information
Services. Served as vice president and executive editor, San Jose Mercury News,
1995 t0 1999. B.S., journalism, University of Maryland, 1969.

4. MARY JEAN CONNORS, 52 Senior vice president since 2003; vice president/
human resources 1989 to 2003. Oversees human resources for Knight Ridder;
manages annual strategy and goal-setting. Stanford Executive Program, Stanford
University, 1999; B.A., English, Miami University in Oxford, Ohio, 1973,

5. PAULA ELLIS, 50 Vice president/operations since January 2005. Oversees
operations for newspapers in Aberdeen, Belleville, Columbia, Duluth, Fort Wayne,
Grand Forks, Myrtle Beach, State College, Tallahassee, Wichita and Wilkes-Barre;
publishers report to her. Served as publisher, The (Myrtle Beach) Sun News, 1997
to 2004; various roles, The (Columbia) State 1990 to 1997. M.S., journalism,
Northwestern University, 1977, B.A., government and politics, University of
Maryland, 1976,

6. MIKE PETRAK, 46 Vice president/marketing since 2001. Oversees planning
and implementation of strategic marketing initiatives including sales, branding
efforts, reader and advertising research, new product initiatives and database
marketing across the company. Served as executive vice president and general

1982; B.A., journalism, University of lowa, 1980.

7. STEVEN B. ROSSI, 55 Senior vice president/CFO since January 2005. Oversees
all finance functions of the company and helps develop strategy and evaluate
business opportunities. Responsible for audit; jointly responsible for investor
relations. Served as president/Newspaper Division 2001 to 2004; senior vice

1992 to 1998. M.B. A, The Wharton School of the University of Pennsylvania, 1974;
B.A., economics, Ursinus College, 1971,

8. HILARY SCHNEIDER, 43 Senior vice president since January 2005, Jointly
responsible for all Knight Ridder newspaper operations and for technology.
Directly oversees newspapers in San Jose, Miami, Detroit, Akron and Lexington;
publishers report to her. Has oversight of Knight Ridder Digital {(KRD) and its
partnerships. Served as vice president/Knight Ridder and president and CEQ of
KRD 2002 to 2004; CEO, Red Herring Communications, 2000 to 2002; president and
CEQ, Times Mirror Interactive, 1999 to 2000; general manager, The Baltimore Sun
Company, 1998 to 1999. M.B.A., Harvard Business School, 1986; B.A., economics,
Brown University, 1982.

9. GORDON YAMATE, 49 Vice president and general counse! since 2000.
Manages companywide legal atfairs. Served as vice president, general counsel
and corporate secretary at Liberate Technologies, 1999 to 2000; partner in the law
firm of McCutchen, Doyle, Brown & Enersen, LLP, in Palo Alto and San Jose,
1988 to 1999. J.D., Santa Clara University School of Law, 1980; B.A., economics
and political science, University of California, Davis, 1977.

Ages as of Feb, 1, 2005
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manager, The Kansas City Star, 1997 to 2001. M.B.A., marketing, University of lowa,

president/operations 1998 to 2001; general manager, Phitadelphia Newspapers, Inc.
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Officers
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MARSHALLW. ANSTANDIG
ARDEN DICKEY

GARY R. EFFREN
ROBERTT. GODFREY
LYNDA HAUSWIRTH

POLK LAFFOON IV

TALLY C. LIU

8, SHARON MANDELL
9. LARRY D. MARBERT
10. BRYAN MONROE

11. LARRY OLMSTEAD
12. BYRON TRAYNOR
13. ALICEWANG

—
w

}oday jenuuy Jappy by 5007

1. MARSHALLW. ANSTANDIG, 56 Vice president/senior labor and employment
counsel since 1998. Advises and assists Knight Ridder and its companies on legal
matters related to labor relations and employment law.

2. ARDEN DICKEY, 51 Vice president/circulation and regional call centers
since 2002. Oversees circulation operations at all newspapers and directly
manages Knight Ridder's two regional customer service centers,

3. GARY R. EFFREN, 48 Vice president/tinance since January 2005. Has
oversight of financial reporting, corporate accounting, taxation and Shared
Services Center.

4, ROBERTT. GODFREY, 57 Assistant vice president/risk management since 2003,
Responsible for negotiating workers' compensation, auto and general liabilities
and property coverage.

5. LYNDA HAUSWIRTH, 42 Assistant vice president/taxation since 1998.
Responsible for all tax-related items, including income, salesf/use and
property taxes, tax planning and research; assists individual companies
with audits and minimizing local taxes.

6. POLK LAFFOON 1V, 59 Vice president/corporate relations since 1984 and
corporate secretary since 1999. Oversees the investor relations, public and
media relations and corporate secretary functions, including contact with the
financial community.

7.TALLY C. LIU, 54 Vice president/internal audit since 2002. Oversees the internal
audit function for Knight Ridder and its subsidiary companies; reports directly to
the Audit Committee of the Knight Ridder Board of Directors on these matters.

8. SHARON MANDELL, 41 Vice president/technology since 2004. Responsible for
creating the vision and setting standards for technology across Knight Ridder.

9. LARRY D. MARBERT, 51 Vice president/production and facilities since 1998.
Oversees capital investments in facilities and manufacturing systems and tracks
and promotes advances in newspaper production technology.

10. BRYAN MONROE, 39 Assistant vice president/news since 2002. Oversees news
operations of many daily newspapers; helps set overall news direction.

11. LARRY OLMSTEAD, 47 Vice president/staff development and diversity since
2002. Oversees recruiting, training, ieadership development and diversity.

12. BYRONTRAYNOR, 47 Vice president/shared services since 2002. Leads the
Knight Ridder Shared Services Center (SSC), which consalidates all financial
systems and purchasing and provides internal consuiting.

13. ALICE WANG, 35 Vice president/corporate development and treasurer
since January 2005. Responsible for mergers and acquisitions activity and

treasury functions.

Ages as of Feb. 1, 2005
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Annual Meeting

Shareholders of Knight Ridder are invited to attend the annual meeting of
' shareholders at 9:30 a.m. on April 26, 2005, at the Fairmont Hotel, 170 South
| Market Street, San Jose, CA.

i Knight Ridder Stock
Knight Ridder common stock is listed on the New York Stock Exchange
| under the symbol KRI.

| The stock also is traded on exchanges in Philadelphia, Chicago, Boston,
San Francisco, Los Angeles and Cincinnati and through the Intermarket
Trading System. Options are traded on the Philadelphia Exchange and the
American Stock Exchange.

: Knight Ridder stock split two-for-one in 1996, 1983 and 1978. Knight Newspapers,
Inc., stock split two-for-one in 1972. At year end, the company’s 76.3 million

;fSJla_l’_Qh.o_m__eiLs.e‘r_\LIQ.eL__ common shares were held in all 50 states by 7,499 shareholders of record.

i Stock Transfer Agent

: The Bank of New York is the stock transfer agent, registrar and dividend disbursing
| agent and maintains shareholder accounting records. The agent will respond to

! questions on change of ownership, lost stock certificates, consolidation of

:: accounts and change of address. Direct inquiries to:

|

I

The Bank of New York Shareholder Relations Dept.
P.O. Box 11258

i Church Street Station

1 New York, NY 10286

800-524-4458

( . \ email: shareowner-sves@bny.com
Company Headquarters Information www.stockbny.com

The company is headquartered in San Jose, Calif,

and employs about 18,000 p}eople. Dividend Reinvestment

Knight Ridder offers a dividend reinvestment plan that automatically reinvests
shareholder dividends for the purchase of additional shares of stock. For more

1
i

Corporate Headquarters

Knight Ridder ‘ information or to join the plan, contact:
50 West San Fernando Street, Suite 1500
San Jose, CA 95113 : The Bank of New York Dividend Reinvestment Dept.
408-938-7700 i P.O. Box 1958
. Newark, NJ 07101-1958
Publications/ information 800-524-4458
We are pleased to honor re;quests for copies of our email: shareowner-sves@bny.com
annual report. The annua! report contains substantially www.stockbny.com
all of the information required by Form 10-K except for
certain miscellaneous sch-%du\es and information. Employee Stock Purchase
Shareholders may request a free copy by calling Employees with questions may call 800-524-4458 for shares held by The Bank of
408-938-7878. To view the annual report, proxy, press New York and 800-838-0908 for shares held by E*Trade.
releases, earnings releases, statistical reports,
SEC filings and corporate governance guidelines, CEO Certification
visit our Web site at www.Knightridder.com. in accordance with Section 303A.12(a) of the NYSE Listed Company Manual,
! Tony Ridder, our CEQ, is required to make, and he has made as of June 2, 2004,
For other information, please contact: an annual certification to the NYSE stating that he was not aware of any violations

; by Knight Ridder of the NYSE corporate governance listing standards.
Polk Laffoon IV j
Vice President/Corporate Relations
1

and Corporate Secretary |
408-938-7838 Fax: 408-938-7813 j

For information concerniné stock certificates, \
dividend checks or lost cer}tificates, please contact:
Sharon Orlando 1

Manager, Shareholder Seryices and Records
408-938-7713 Fax: 409+938-7813




Knight Ridder is a communications company engaged in

newspaper publishing, news and information services, electronic

retrieval services, and graphics and photo services. It publishes 31 daily

newspapers in the United States that reach 9.0 million readers every

day, and more th

1 100 affiliated Real Cites regional Web sites.

2005 Knight Ridder Goals
>Journalism - Improve reader perceptions

>Circulation/Audience Growth - Increase daily and Sunday home
delivery and single copy; consistently grow online audience

>Strategic Revenue Growth - Create or acquire targeted publications
in KR markets; grow revenue from online investments

>Leadership/Diversity - Increase number of successors; increase
diversity of leadership pipeline

>Financial - Achieve profit targets

Knight Ridder Strategy
>To he the dominant provider of news, information and advertising,
in print and online, in our markets

>To perform financially within the top tier of our industry

>To outperform the industry in Total Shareholder Return
(stock price appreciation plus dividends)

Values

Our historic mission, to inform our communities, is a privilege,
responsibility and source of competitive strength. We will be worthy
of its First Amendment protection. Qur commitment to our customers
and to the people of Knight Ridder is fundamental to our success.
We will reflect the diversity of the audiences we serve, including
viewpoints and cultures, in our content and in our work forces.

The Company
Knight-Ridder, Inc., was formed in 1974 by a merger between Knight
Newspapers, Inc., and Ridder Publications, Inc.

In 1803, Charles Landon Knight purchased the Akron Beacon Journal.
Knight Newspapers was founded by John S. Knight, who inherited the
Beacon Journal from his father in 1933. Ridder Publications was
founded in 1892 when Herman Ridder acquired the German-language
Staats-Zeitung in New York. Both groups flourished, each taking its
stock public in 1969, The merger created a company with operations
coast to coast.

Knight-Ridder, Inc., was incorporated in Ohio in 1974. The company
was reincorporated in Florida in 1976. Knight-Ridder, Inc., which
does business under the name Knight Ridder, is headquartered in
San Jose, Calif.

KNIGHT RIDDER

50 W. San Fernando St.
San Jose, CA 95113
408-938-7700
www.knightridder.com

Daily Newspapers

(Aberdeen, S.D.} American News
Akron (Ohio) Beacon Journal
Belleville (l1l.) News-Democrat

The (Biloxi, Miss.) Sun Herald
Bradenton (Fla.) Herald

The Charlotte (N.C.) Observer

The (Columbia, S.C.) State
Columbus (Ga.) Ledger-Enquirer
Contra CostaTimes

Detroit Free Press

Duluth (Minn.} News Tribune

The (Fort Wayne, Ind.) News-Sentinel
Fort Worth Star-Telegram

Grand Forks (N.D.) Herald

The Kansas City Star

Lexington (Ky.) Herald-Leader

The Macon (Ga.) Telegraph

(Miami) el Nuevo Herald

The Miami Herald

The Monterey County (Calif.) Herald
The (Myrtle Beach, S.C.) Sun News
The Olathe (Kan.) News
Philadelphia Daily News

The Philadelphia inquirer

St. Paul (Minn.) Pioneer Press

San Jose Mercury News

The (San Luis Obispo, Calif.) Tribune
(State College, Pa.) Centre Daily Times
Tallahassee (Fla.) Democrat

The Wichita (Kan.) Eagle
(Wilkes-Barre, Pa.) Times Leader

Internet Qperations
Knight Ridder Digital, San Jose, Calif.

ceabegrns O NHONT-Kidder. InC. and iiswholly ]
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So much danger, so mt

As the war grinds
on, a reporter

BY HANNAH ALLAM Arat
Knight Ridder Foreign Service fore!
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