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FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K (“2005 10-K”) of Hollinger International Inc. (the “Company”)
contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933,
Section 21E of the Securities Exchange Act of 1934 as amended (the “Exchange Act”) and the Private
Securities Litigation Reform Act of 1995, that involve a number of risks and uncertainties. These statements
relate to future events or the Company’s future financial performance with respect to its financial condition,
results of operations, business plans and strategies, operating efficiencies, competitive positions, growth
opportunities, plans and objectives of management, capital expenditures, growth and other matters. These
statements involve known and unknown risks, uncertainties and other factors that may cause the actual results,
levels of activity, performance or achievements of the Company or the newspaper industry to be materially
different from those expressed or implied by any forward-looking statements. In some cases, you can identify
forward-looking statements by terminology such as “may,” “will,” “could,” “would,” “should,” “expect,”
“plan,” “anticipate,” “intend,” “believe,” “estimate,” “predict,” “potential,” “seek,” or “continue” or the
negative of those terms or other comparable terminology. These statements are only predictions and such
expectations may prove to be incorrect. Some of the things that could cause the Company’s actual results to
differ substantially from its current expectations are:
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e changes in prevailing economic conditions, particularly as they affect Chicago, Illinois and its
metropolitan area;

« actions of the Company’s controlling stockholder;

« the impact of insolvency filings of The Ravelston Corporation Limited (“Ravelston”) and Ravelston
Management, Inc. (“RMI”) and certain related entities;

« adverse developments in pending litigation involving the Company and its affiliates, and current and
former directors and officers;

* actions arising from continuing investigations by the Securities and Exchange Commission (“SEC”)
and other government agencies in the United States and Canada principally of matters identified by a
special committee of independent directors (the “Special Committee”) formed on June 17, 2003 to
investigate related party transactions and other payments made to certain executives of the Company
and its controlling stockholder, Hollinger Inc., and other affiliates in connection with the sale of certain
of the Company’s assets and other transactions. The Company filed with the SEC the full text of the
report of the Special Committee on such investigation as an exhibit to a current report on Form 8-K on
August 31, 2004, as amended by a current report on Form 8-K/A filed with the SEC on December 15,
2004 (the “Report”).

« the resolution of certain United States and foreign tax matters;
* actions of competitors, including price changes and the introduction of competitive service offerings;

« changes in the preferences of readers and advertisers, particularly in response to the growth of Internet-
based media;

 the effects of changing costs or availability of raw materials, including changes in the cost or
availability of newsprint and magazine body paper;

 changes in laws or regulations, including changes that affect the way business entities are taxed;
 changes in accounting principles or in the way such principles are applied; and
« other matters identified in “Item 1A — Risk Factors.”

All forward-looking statements speak only as of the date of this 2005 10-K or, in the case of any
document incorporated by reference, the date of that document, and the Company does not undertake any
obligation to update or revise any forward-looking statements, whether as a result of new information, future
events or otherwise. All of the forward-looking statements are qualified in their entirety by reference to the
factors discussed under the caption “Risk Factors.”



The Company operates in a continually changing business environment, and new risks emerge from time
to time. Management cannot predict such new risks, nor can it assess either the impact, if any, of such risks on
the Company’s businesses or the extent to which any risk or combination of risks may cause actual results to
differ materially from those projected in any forward-looking statements. In light of these risks, uncertainties
and assumptions, it should be kept in mind that future events or conditions described in any forward-looking
statement made in this 2005 10-K might not occur.

PART I

Item 1. Business
Overview

The Company’s business is concentrated in the publishing, printing and distribution of newspapers in the
United States and it operates various related Internet websites under the Sun-Times News Group operating
segment in the greater Chicago, Illinois metropolitan area. The Company also holds investments largely in
companies that operate in the same business. The Sun-Times News Group represented all of the Company’s
revenue from continuing operations for the year ended December 31, 2005 and includes the Chicago Sun-
Times, Post-Tribune, Daily Southtown and other newspapers and associated websites in the Chicago
metropolitan area. In addition to the Sun-Times News Group operating segment, the Company’s segments
include its Canadian Administrative Group and the Investment and Corporate Group, which perform various
administrative and corporate functions. See “Recent Developments.”

Unless the context requires otherwise, all references herein to the “Company” are to Hollinger
International Inc., its predecessors and consolidated subsidiaries, “Publishing” refers to Hollinger Interna-
tional Publishing Inc., a wholly-owned subsidiary of the Company, and “Hollinger Inc.” refers to the
Company’s immediate parent, Hollinger Inc., and its affiliates (other than the Company).

General

Hollinger International Inc. was incorporated in the State of Delaware on December 28, 1990 and
Publishing was incorporated in the state of Delaware on December 12, 1995. The Company’s principal
executive offices are at 712 Fifth Avenue, New York, New York, 10019, telephone number (212) 586-5666.

Business Strategy

Pursue Revenue Growth by Leveraging the Company’s Leading Market Position. The Company intends
to continue to leverage its position in daily readership in the attractive Chicago market in order to drive
revenue growth. Following the sale of The Daily Telegraph, The Sunday Telegraph, The Weekly Telegraph,
telegraph.co.uk, and The Spectator and Apollo magazines (collectively, the “Telegraph Group”) and the
Palestine Post Limited (publisher of The Jerusalem Post and related publications) in 2004 and its Canadian
newspapers in 2005 and early 2006, the Company’s primary asset is the Sun-Times News Group, including its
flagship property, the Chicago Sun-Times. The Company will seek to grow revenue by taking advantage of the
extensive cluster of the combined Sun-Times News Group publications which allows the Company to offer
local advertisers geographically and demographically targeted advertising solutions and national advertisers an
efficient vehicle to reach the entire Chicago market.

Publish Relevant and Trusted High Quality Newspapers. The Company is committed to maintaining
the high quality of the Company’s newspaper products and editorial integrity in order to ensure continued
reader loyalty. The Chicago Sun-Times has been recognized for its editorial quality with several Pulitzer
Prize-winning writers and awards for excellence from Illinois’ major press organizations.

Prudent Asset Management. In addition to pursuing revenue growth from existing publications, from
time to time the Company may pursue selected acquisitions to expand the Sun-Times News Group, as well as
divestitures of non-core assets. Many of the Company’s Internet and other non-core investments remain
available for sale. The Company completed the sale of the Telegraph Group and the sale of The Jerusalem
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Post and related publications in 2004 and in 2005 and early 2006 completed the sale of its Canadian
newspapers and certain other assets. Sufficient funds were realized from the sale of the Telegraph Group to
enable the Company to repay substantially all of its outstanding long-term debt and to pay significant special
dividends.

Strong Corporate Governance Practices. The Company is committed to the implementation and
maintenance of strong and effective corporate governance policies and practices and to high ethical business
practices.

Recent Developments

On December 30, 2005, the Company completed the sale of its 70% interest in Great West Newspaper
Group Ltd. and its 50% interest in Fundata Canada Inc. (“Fundata”) for approximately $40.5 million and on
February 6, 2006, the Company completed the sale of substantially all of its remaining Canadian operating
assets, consisting of, among other things, approximately 87% of the outstanding units of Hollinger Canadian
Newspapers, Limited Partnership (“Hollinger L.P.”) and all of the shares of Hollinger Canadian Newspapers
GP Inc., Eco Log Environmental Risk Information Services Ltd. and KCN Capital News Company, for an
aggregate sale price of $106.1 million (the sold businesses are referred to collectively as the “Canadian
Newspaper Operations™). In this 2005 10-K, the results of operations and financial condition of the Canadian
Newspaper Operations and those operations sold in 2004, the largest of which was the Telegraph Group, are
reported as discontinued operations for all periods presented. Consequently, the following description of the
Company’s business excludes the Canadian Newspaper Operations, unless otherwise indicated. See
“Item 7 — Management’s Discussion and Analysis of Financial Condition — Overview”, “Developments
Since December 31, 2005”, “Significant Transactions in 2005 and Note 2 to the consolidated financial
statements.

Sun-Times News Group

The Sun-Times News Group consists of more than 100 newspapers and associated websites and news
products in the greater Chicago metropolitan area. The Sun-Times News Group’s primary newspaper is the
Chicago Sun-Times, which was founded in 1948 and is one of Chicago’s most widely read newspapers. The
Chicago Sun-Times is published in a tabloid format and has the second highest daily readership and
circulation of any newspaper in the 16-county Chicago metropolitan area, attracting approximately 1.5 million
readers daily (as reported in the 2005 Scarborough Report). The Sun-Times News Group pursues a clustering
strategy in the greater Chicago metropolitan market, covering all of Chicago’s major suburbs as well as its
surrounding high growth counties. This strategy enables the Company to offer joint selling programs to
advertisers, thereby expanding advertisers’ reach. For the year ended December 31, 2005, the Sun-Times
News Group had revenue of $457.9 million and operating income of $47.6 million.

In addition to the Chicago Sun-Times, the Sun-Times News Group newspaper properties include:
Pioneer Press (“Pioneer’”), which currently publishes 63 weekly newspapers and one free distribution paper in
Chicago’s northern and northwestern suburbs; the Daily Southtown and Star;, the Post-Tribune of northwest
Indiana; and the Naperville Sun and suburban newspapers in Joliet, Elgin, Aurora and Waukegan.



Sources of Revenue. Following the disposition of non-U.S. newspaper operations, the Sun-Times News
Group provides all of the Company’s operating revenue. The following table sets forth the sources of revenue
and the percentage such sources represent of total revenue for the Sun-Times News Group during each year in
the three year period ended December 31, 2005.

Year Ended December 31,

2005 2004 2003
(Dollars in thousands)
Advertising. ............. oL $357,820 78% $362,355 78% $352,029 78%
Circulation . ........................ 88,150 19 90,024 19 86,532 19
Job printing and other ............... 11919 3 12,060 3 12,228 3
Total ....... .. ... $457,889  100% $464,439  100% $450,789  100%

Advertising. Advertisements are carried either within the body of the newspapers and are referred to as
run-of-press (“ROP”’) advertising, which make up approximately 86% of the Sun-Times News Group
advertising revenue, or as inserts. Substantially all of our advertising revenue is derived from local and national
retailers and classified advertisers. Advertising rates and rate structures vary among the publications and are
based on, among other things, circulation, readership, penetration and type of advertising (whether classified,
national or retail). In 2005, retail advertising accounted for the largest share of advertising revenue (45%)
followed by classified (37%) and national (18%). The Chicago Sun-Times offers a variety of advertising
alternatives, including geographically zoned issues, special interest pullout sections and advertising supple-
ments in addition to regular sections of the newspaper targeted to different readers. The Chicago area
suburban newspapers also offer similar alternatives to the Chicago Sun-Times platform for their daily and
weekly publications. The Sun-Times News Group operates the Reach Chicago Newspaper Network, an
advertising vehicle that can reach the combined readership base of all the Sun-Times News Group
publications. The network allows it to offer local advertisers geographically and demographically targeted
advertising solutions and national advertisers an efficient vehicle to reach the entire Chicago market.

Circulation. Circulation revenue is derived primarily from two sources. The first is sales of single copies
of the newspaper made through retailers and vending racks and the second is home delivery newspaper sales to
subscribers. In calendar year 2005, approximately 53% of the copies of the Chicago Sun-Times reported as
sold and 61% of the circulation revenue generated was attributable to single-copy sales. Approximately 79% of
2005 circulation revenue of the Company’s suburban newspapers was derived from home delivery subscription
sales.

The average daily (i.e. Monday through Friday), Saturday and Sunday total average paid circulation of
the Chicago Sun-Times reported in the ABC audit report for the 26 week period ended March 27, 2005 was
382,796, 263,781, and 333,490 copies, respectively. As noted in “Item 3 — Legal Proceedings — The Chicago
Sun-Times Circulation Cases,” the Audit Committee initiated an internal review into practices that, in the
past, resulted in the overstatement of the Chicago Sun-Times daily and Sunday circulation and determined
that inflation of daily and Sunday single-copy circulation of the Chicago Sun-Times began modestly in the late
1990’s and increased over time. The Audit Committee concluded that the report of the Chicago Sun-Times
circulation published in April 2004 for the 53 week period ended March 30, 2003, by ABC overstated single-
copy circulation by approximately 50,000 copies on weekdays and approximately 17,000 copies on Sundays.
The Audit Committee determined that inflation of single-copy circulation continued until all inflation was
discontinued in early 2004. The inflation occurring after March 30, 2003 did not affect public disclosures of
circulation as such figures had not been published. The Company has implemented procedures to ensure that
circulation overstatements do not occur in the future.

The ABC audit reports for the 26 weeks ended September 25, 2005 for the daily and Sunday total
average paid circulation of the Post-Tribune were 65,879 and 71,517, respectively; and aggregate daily and
Sunday total average paid circulation of five daily and 13 free distribution papers largely in the western
suburbs of Chicago of approximately 120,000 and 126,000, respectively. Pioneer reported weekly paid
circulation of approximately 206,000 for the 26 weeks ended September 25, 2005. The ABC audit reports for

5



the Daily Southtown, Star and 22 bi-weekly newspapers largely in the southern and southwestern suburbs
have not been completed for 2005.

Other Publications and Business Enterprises. The Sun-Times News Group continues to strengthen its
online presence. Suntimes.com and the related Sun-Times News Group websites have approximately 3 million
unique users with approximately 48 million-page impressions per month. Additionally,
www.DriveChicago.com continues to be a leader in automotive websites. This website, which represents a
partnership with the Chicago Automobile Trade Association, pools the automotive classified advertising of
three of the metropolitan Chicago area’s biggest dailies with the automotive inventories of many of Chicago’s
new car dealerships. In 2004, the Sun-Times News Group launched www.chicagojobs.com, a partnership with
Paddock Publications and Shaker Advertising, one of the largest recruitment agencies in the Chicago market.
The website provides online users and advertisers an extremely robust employment website that management
believes to be one of the strongest in the Chicago market.

Sales and Marketing. Historically, each geographic division in the Sun-Times News Group had its own
marketing promotions department that worked closely with both advertising and circulation sales and
marketing teams to introduce new readers to the Company’s newspapers through various initiatives. The
Chicago Sun-Times marketing department uses strategic alliances at major event productions and sporting
venues, for on-site promotion and to generate subscription sales. The Chicago Sun-Times has media
relationships with local TV and radio outlets that has given it a presence in the market and enabled targeted
audience exposure. Similarly at suburban newspapers, marketing professionals work closely with circulation
sales professionals to determine circulation promotional activities, including special offers, sampling programs,
in-store kiosks, sporting event promotions, dealer promotions and community event participation. Suburban
newspapers, generally target readers by zip code and offer marketing packages that combine the strengths of
daily and bi-weekly publications.

Distribution. The Company has gained benefits from its clustering strategy. In recent years, the
Company has succeeded in combining distribution networks within the Sun-Times News Group where
circulation overlaps. The Chicago Sun-Times is distributed through both an employee and contractor network
depending upon the geographic location. The Chicago Sun-Times takes advantage of a joint distribution
program with its sister suburban publications. The Chicago Sun-Times has approximately 5,700 street
newspaper boxes and more than 8,500 newsstands and over-the-counter outlets from which single copy
newspapers are sold, as well as approximately 215 street “hawkers” selling the newspapers in high-traffic
urban areas. The Daily Southtown is distributed primarily by Chicago Sun-Times independent contractors.
Additionally, the Daily Southtown has a joint distribution program with sister publications in the western
suburbs. The Daily Southtown and The Star are also distributed in approximately 1,765 outlets and newspaper
boxes in Chicago’s southern suburbs and Chicago’s south side and downtown areas. While approximately 80%
of the Post-Tribune’s circulation is by home delivery, it also distributes newspapers through approximately 550
retail outlets and approximately 460 single copy newspaper boxes. Pioneer has a home delivery base that
represents approximately 95% of its circulation. Pioneer publications are also distributed through approxi-
mately 325 newspaper boxes and more than 1,100 newsstand locations.

Printing. The Chicago Sun-Times” 320,000 sq. ft. printing facility on Ashland Avenue in Chicago was
completed in April 2001 and gave the Sun-Times News Group printing presses with the quality and speed
necessary to effectively compete with the other regional newspaper publishers. The Sun-Times News Group
also operates a 100,000 sq. ft. printing facility in Plainfield, Illinois, and its South Harlem Avenue facility in
Chicago. Pioneer prints the main body of its weekly newspapers at its Northfield production facility. In order
to provide advertisers with more color capacity, certain of Pioneer’s newspapers’ sections are printed at the
Chicago Sun-Times Ashland Avenue facility. The Post-Tribune has one press facility in Gary, Indiana. The
Sun-Times News Group has been successful in implementing new production technology and sharing
resources and excess capacity available during certain print “windows” to achieve cost savings and effectively
compete for commercial print jobs.

Competition. Each of the Company’s Chicago area newspapers competes to varying degrees with radio,
broadcast and cable television, direct marketing and other communications and advertising media, including
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free Internet sites, as well as with other newspapers having local, regional or national circulation. The Chicago
metropolitan region comprises Cook County and six surrounding counties and is served by eight local daily
newspapers of which the Company owns six. The Chicago Sun-Times competes in the Chicago region with the
Chicago Tribune, a large established metropolitan daily and Sunday newspaper. In addition, the Chicago Sun-
Times and other Sun-Times News Group newspapers face competition from other newspapers published in
adjacent or nearby locations and circulated in the Chicago metropolitan area market.

Employees and Labor Relations. As of December 31, 2005, the Sun-Times News Group had
approximately 3,079 employees including 435 part-time employees. Of the 2,644 full-time employees, 642
were production staff, 624 were sales and marketing personnel, 348 were circulation staff, 247 were general
and administrative staff, 760 were editorial staff and 23 were facilities staff. Approximately 1,100 employees
were represented by 23 collective bargaining units. Employee costs (including salaries, wages, fringe benefits,
employment-related taxes and other direct employee costs) were approximately 39% of the Sun-Times News
Group’s revenue in the year ended December 31, 2005. Approximately 36% of the Company’s employees are
covered by collective bargaining agreements. Contracts covering approximately 15% of union employees will
expire or are being negotiated in 2006.

There have been no strikes or general work stoppages at any of the Sun-Times News Group’s newspapers
in the past five years. The Sun-Times News Group believes that its relationships with its employees are
generally good.

Raw Materials. The primary raw material for newspapers is newsprint. In 2005, approximately 115,065
metric tons were consumed. Newsprint costs were approximately 15% of the Sun-Times News Group’s
revenue. Average newsprint prices for the Sun-Times News Group increased approximately 12% in 2005 from
2004. The Sun-Times News Group is not dependent upon any single newsprint supplier. The Sun-Times
News Group’s access to Canadian, United States and offshore newsprint producers ensures an adequate
supply of newsprint. The Sun-Times News Group, like other newspaper publishers in North America, has not
entered into any long-term fixed price newsprint supply contracts. The Sun-Times News Group believes that
its sources of supply for newsprint are adequate to meet anticipated needs.

In January 2006, the Company announced a reorganization of its Sun-Times News Group. The
reorganization is designed to centralize responsibilities across the organization along functional activities as
opposed to local, geographical boundaries. The Company expects the reorganization to reduce staffing levels
by approximately 10%, largely through a voluntary separation program. The amount of any resulting
restructuring charge will be dependent on the nature and mix of employees leaving through the buyout versus
through involuntary separation and can not be estimated at this time.

Canadian Administrative Group

The Canadian Administrative Group includes administrative functions largely related to pension, post-
retirement and post-employment obligations of Hollinger Canadian Publishing Holdings Co. (“HCPH Co.”),
Southam Inc., a predecessor to HCPH Co., and other newspaper operations sold over the last several years.

The Company has a significant prepaid pension benefit recorded in respect of certain Canadian defined
benefit plans. There are uncertainties regarding the Company’s legal right to access any plan surplus and due
to the Company having few active employees in Canada, there are limitations on the ability to utilize the
surplus through contribution holidays or increased benefits.

Employees and Labor Relations. As of December 31, 2005, the Canadian Administrative Group had
2 full-time and 1 part-time employees, none of whom are unionized.

Investment and Corporate Group

The Investment and Corporate Group performs executive, administrative and corporate finance functions
for the Company including legal, treasury, accounting, tax planning and compliance, and the development and
maintenance of the systems of internal control. At December 31, 2005, the Company’s Investment and
Corporate Group operated out of offices in New York, New York, Chicago, Illinois and Tinley Park, Illinois.
During the second half of 2004 and into 2005, the Company largely relocated functions previously performed
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in Toronto, Ontario to Illinois. As of December 31, 2005, the Investment and Corporate Group had
35 employees.

Environmental

The Company, like other newspaper companies engaged in similar operations, is subject to a wide range
of federal, state and local environmental laws and regulations pertaining to air and water quality, storage tanks,
and the management and disposal of wastes at the Company’s major printing facilities. These requirements are
becoming increasingly stringent. However, the Company believes that the cost of compliance with these laws
and regulations will not have a material adverse effect on its business or results of operations.

Seasonality

The Company’s operations are subject to seasonality. Typically, the Company’s advertising revenue is
highest during the fourth quarter and lowest during the first quarter.

Intellectual Property

The Company seeks and maintains protection for its intellectual property in all relevant jurisdictions, and
has current registrations, pending applications, renewals or reinstatements for all of its material trademarks.
No claim adverse to the interests of the Company of a material trademark is pending or, to the best of the
Company’s knowledge, has been threatened. The Company has not received notice, or is not otherwise aware,
of any infringement or other violation of any of the Company’s material trademarks. Internet domain names
also form an important part of the Company’s intellectual property portfolio. Currently, there are approxi-
mately 230 domain names registered in the name of the Company or its subsidiaries, including numerous
variations on each major name. In the Chicago market, the Company participates in aggregation of advertising
information with other periodical companies whereby the Company’s advertisements are presented in an on-
line format along with advertisements of other newspapers.

Available Information

The Company files annual, quarterly and current reports, proxy statements and other information with
the SEC under the Exchange Act.

You may read and copy this information at the Public Reference Room of the SEC, Room 1024, 100 F
Street, N.E., Washington, D.C. 20549. You may obtain information about the Public Reference Room by
calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains an Internet site that contains reports,
proxy and information statements, and other information regarding issuers that file electronically through the
“EDGAR” (Electronic Data Gathering, Analysis and Retrieval) System, available on the SEC’s website
(http://www.sec.gov).

The Company also maintains a website on the World Wide Web at www.hollingerinternational.com. The
Company makes available, free of charge, on its website the annual report on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably practicable after such reports are
electronically filed with, or furnished to, the SEC. The Company’s reports filed with, or furnished to, the SEC
are also available on the SEC’s website at www.sec.gov.

The Company submitted to the New York Stock Exchange (the “NYSE”) on December 31, 2005 the
certification of the Chief Executive Officer (“CEQO”) required by Section 303.12(a) of the NYSE Listed
Company Manual, relating to compliance with the NYSE’s corporate governance standards, with no
qualifications.

The Company has implemented a Code of Business Conduct and Ethics, which applies to all employees
of the Company including each of its CEO, Chief Financial Officer (“CFO”) and principal accounting officer
or controller or persons performing similar functions. The text of the Code of Business Conduct and Ethics
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can be accessed on the Company’s website at www.hollingerinternational.com. Any changes to the Code of
Business Conduct and Ethics will be posted on the website.

Item 1A. Risk Factors

Certain statements contained in this report under various sections, including but not limited to “Business
Strategy” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,”
are forward-looking statements that involve risks and uncertainties. See ““Forward Looking Statements.” Such
statements are subject to the following important factors, among others, which in some cases have affected,
and in the future could affect, the Company’s actual results and could cause the Company’s actual
consolidated results to differ materially from those expressed in any forward-looking statements made by, or
on behalf of, the Company:

Risks Relating to Control and Improper Conduct by Controlling Stockholder

The Company’s controlling stockholder may cause actions to be taken that are not supported by the
Company’s Board of Directors or management and which might not be in the best interests of the
Company’s public stockholders.

The Company is controlled by Hollinger Inc. Through its controlling interest, Hollinger Inc. is able to
determine the outcome of all matters that require stockholder approval, including the election of directors,
amendment of the Company’s charter, adoption or amendment of bylaws and approval of significant corporate
transactions, such as a sale of all or substantially all of its assets. Hollinger Inc. can also have a significant
influence over decisions affecting the Company’s capital structure, including the incurrence of additional
indebtedness and the declaration of dividends. On April 20, 2005, Ravelston, which is the controlling
stockholder of Hollinger Inc., filed for protection from its creditors under the Companies’ Creditors
Arrangement Act (Canada) (the “CCAA”). In conjunction with that filing, the Ontario Superior Court of
Justice appointed a receiver of Ravelston’s assets. Prior to the appointment of the receiver, Hollinger Inc. and
the Company were indirectly controlled by Lord Conrad M. Black of Crossharbour (“Black™), a former
Director, Chairman and CEO of the Company, through his personal control of Ravelston.

As more fully described in its Report, the Special Committee concluded that during the period from at
least 1997 to at least 2003, Black, in breach of his fiduciary duties as a controlling stockholder and officer and
director, used his control over the affairs of the Company to divert cash and other assets from the Company
and to conceal his actions from the Company’s public stockholders. The SEC, in its complaint filed with the
federal court in Illinois on November 15, 2004, alleges that certain of the acts and omissions of Black violated
federal securities laws in several respects in the period from at least 1999 to at least 2003. In addition, the
Delaware Chancery Court found that during the period from November 2003 to early 2004, Black breached
his fiduciary and contractual duties “persistently and seriously”” in connection with the Company’s exploration
of alternative strategic transactions, and purported to adopt bylaws “disabling the Board of Directors from
protecting the Company from his wrongful acts.”

On January 16, 2004, the Company consented to the entry of a partial judgment and order of permanent
injunction (the “Court Order”’) against the Company in an action brought by the SEC in the U.S. District
Court for the Northern District of Illinois (the “January 2004 SEC Action”). The Court Order, among other
things, requires the Company to comply with its undertaking to allow the Special Committee to complete its
work and provides for the appointment of Richard C. Breeden (“Breeden’) as a special monitor (“Special
Monitor”’) of the Company under certain circumstances.

Following the appointment by the Ontario Superior Court of Justice in April 2005 of RSM Richter Inc.
(the “Receiver”) as receiver and monitor of all assets of Ravelston and certain affiliated entities (collectively
such entities, the “Ravelston Entities”’) that own, directly or indirectly, or exercise control or direction over,
approximately 78.3% of Hollinger Inc.’s common stock and the subsequent amendment of the Company’s
Shareholders Rights Plan (“SRP”) to designate the Receiver as an “exempt stockholder”, the Receiver took
possession and control over those Hollinger Inc. shares on or around June 1, 2005. The Receiver stated that it
took possession and control over those shares for the purposes of carrying out its responsibilities as court
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appointed officer. As a result of the Receiver’s control over those shares, and subject to the outcome of the
proceedings under the CCAA in Canada, Black’s ability to exercise control over Hollinger Inc. and indirectly
the Company has been effectively eliminated. See “Item 3 — Legal Proceedings — Receivership and CCAA
Proceedings in Canada Involving the Ravelston Entities.”

On January 24, 2006, at the Company’s 2005 Annual Meeting of Stockholders, Hollinger Inc. nominated
two of its directors to serve as directors of the Company. As a result of Hollinger Inc.’s controlling interest, the
two nominees, Randall C. Benson, Hollinger Inc.’s Chief Restructuring Officer and director, and Stanley M.
Beck, also a Hollinger Inc. director, were elected to the Company’s Board of Directors. Since these nominees
were not endorsed by the Company’s Board of Directors, Breeden became Special Monitor of the Company
pursuant to the Court Order, which provides for Breeden’s appointment in the event of the nomination or
election to the Board of Directors of any individual without the support of at least 80% of incumbent Board
members. The Special Monitor’s mandate, among other matters, is to protect the interests of the Company’s
non-controlling stockholders to the extent permitted by law.

Although the various protections sought and/or approved by the Company have been designed, or
otherwise serve, to prevent Hollinger Inc. and Black from engaging again in activities similar to those detailed
by the Special Committee, there can be no assurance that they will remain in place or will not be modified or
vacated in the future. If any of these events were to occur, there is a risk that Ravelston and Hollinger Inc. will
again use their control over the affairs of the Company to take actions detrimental to the non-controlling
stockholders of the Company.

The Company may face interference by its controlling stockholder that will prevent it from recovering on
its claims.

The Company, through the Special Committee, has commenced litigation against its controlling
stockholder, Hollinger Inc., as well as against other former officers and former directors of the Company and
certain entities affiliated with some of these parties. There is a risk that Hollinger Inc. could exercise its
control in a manner intended to thwart or obstruct the efforts of the Company and the Special Committee in
pursuing these claims and that the Company may not fully recover on its claims. Even without such
interference, there can be no assurance that the Company will prevail on its claims and damages allegations, or
that it will be able to collect money from any judgment it may obtain against Hollinger Inc. and its co-
defendants.

The results of ongoing SEC investigations may have a material adverse effect on the Company’s business
and results of operations.

The Company has received various subpoenas and requests from the SEC and other government agencies
in the United States and Canada seeking the production of documentation in connection with various
investigations into the Company’s governance, management and operations. The Company is cooperating fully
with these investigations and is complying with these requests. See “Item 3 — Legal Proceedings” for a more
detailed description of these investigations. On January 16, 2004, the Company consented to the entry of the
Court Order against it in the January 2004 SEC Action. The Court Order, among other things, enjoins the
Company from violating certain provisions of the Exchange Act, including the requirements to file accurate
annual reports on Form 10-K and quarterly reports on Form 10-Q and keep accurate books and records. As
part of the Court Order, the Company agreed that the SEC has the right to amend its complaint in the
January 2004 SEC Action to assert that the conduct alleged in such action also violated other federal
securities laws, including the anti-fraud provisions of the Exchange Act, and to add allegations of other
conduct the SEC believes to have violated federal securities laws. The Company cannot predict when these
government investigations will be completed, nor can the Company predict what the outcome of these
investigations may be. It is possible that the Company will be required to pay material amounts in
disgorgement, interest and/or fines, consent to or be subject to additional court orders or injunctions, or suffer
other sanctions, each of which could have a material adverse effect on the Company’s business and results of
operations.
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The Company’s controlling stockholder has taken actions that trigger the Special Monitor provisions of
the Court Ovder.

The Court Order, to which the Company consented, provides for a Special Monitor under certain
circumstances. As noted above, the Company’s controlling stockholder has taken actions that trigger the
appointment of the Special Monitor. The Special Monitor’s mandate is to protect the interests of the public
stockholders of the Company to the extent permitted by law, to prevent the dissipation of assets of the
Company, to investigate possible illegal or improper conduct by the Company or any of its current or former
officers, directors, employees and agents, to recover property of the Company and to assert claims on behalf of
the Company based upon his investigation, and he is authorized to take any steps he deems necessary to fulfill
his mandate. The Company intends to fully cooperate with the Special Monitor, to provide access to corporate
records and to pay reasonable compensation to the Special Monitor and any experts the Special Monitor
retains to assist the Special Monitor in performing his duties. Restrictions imposed on the Company by the
Special Monitor, although intended to protect the interests of the public stockholders of the Company, could
also have, at least in the near term, an adverse effect on operations.

Pending litigation could have a material adverse effect on the Company.

The Company is currently involved, either as plaintiff or as defendant, in several lawsuits, including: a
derivative action brought by Cardinal Value Equity Partners, L.P. against certain of the Company’s former
executive officers and certain of its current and former directors, entities affiliated with them and the
Company as “nominal” defendant; purported class actions brought by stockholders against it, certain former
executive officers and certain of its former directors, Hollinger Inc., Ravelston, other affiliated entities, Torys
LLP (“Torys”), the Company’s former legal counsel, and the Company’s independent registered public
accounting firm, KPMG LLP; and, several suits and counterclaims brought by Black and/or Hollinger Inc.
Tweedy, Browne & Company, LLC (“Tweedy Browne”), an unaffiliated stockholder of the Company, has
also initiated a suit against the Company for attorneys’ fees. In addition, Black has commenced libel actions
against certain of the Company’s current and former directors, officers and advisors to whom the Company
has indemnification obligations. See “Item 3 — Legal Proceedings” for a more detailed description of these
proceedings. Several of these actions remain in preliminary stages and it is not yet possible to determine their
ultimate outcome. The Company cannot provide assurance that the legal and other costs associated with the
defense of all of these actions, the amount of time required to be spent by management and the Board of
Directors in these matters and the ultimate outcome of these actions will not have a material adverse effect on
the Company’s business, financial condition and results of operations.

The Company’s senior management team is requived to devote significant attention to matters avising
from actions of prior management.

The efforts of the current senior management team and Board of Directors to manage the Company’s
business have been hindered at times by their need to spend significant time and effort to resolve issues
inherited from and arising from the conduct of the prior senior management team and the direct and indirect
controlling stockholders. To the extent the senior management team and the Board of Directors will be
required to devote significant attention to these matters in the future, this may have, at least in the near term,
an adverse effect on operations.

Risks Relating to the Company’s Business and the Industry

The Company’s revenue is cyclical and dependent upon general economic conditions in the Company’s
target markets.

Adpvertising and circulation are the Company’s two primary sources of revenue. The Company’s
advertising revenue and, to a lesser extent, circulation revenue are cyclical and dependent upon general
economic conditions in the Company’s target markets. The Company’s advertising revenue experiences
seasonality with the first quarter typically being the lowest and the fourth quarter being the highest.
Historically, increases in advertising revenue have corresponded with economic recoveries while decreases
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have corresponded with general economic downturns and regional and local economic recessions. Advertising
revenue for the Sun-Times News Group in 2005 was down by $4.5 million or 1.3% over the prior year. The
Company’s dependency on advertising sales, which generally have a short lead-time, means that the Company
has only a limited ability to accurately predict future revenue and operating results.

The Company is a holding company and relies on the Company’s subsidiaries to meet its financial
obligations.

The Company is a holding company and its assets consist primarily of investments in subsidiaries and
affiliated companies. The Company relies on distributions from subsidiaries to meet its financial obligations.
The Company’s ability to meet its future financial obligations may be dependent upon the availability of cash
flows from its subsidiaries through dividends, intercompany advances, management fees and other payments.
Similarly, the Company’s ability to pay dividends on its common stock may be limited as a result of being
dependent upon the distribution of earnings of the Company’s subsidiaries and affiliated companies. The
Company’s subsidiaries and affiliated companies are under no obligation to pay dividends and, in the case of
Publishing and its principal domestic and foreign subsidiaries, are subject to certain statutory restrictions and
may become subject to restrictions in future debt agreements that limit their ability to pay dividends.

The Company has substantial potential tax liabilities.

The Company’s Consolidated Balance Sheet as of December 31, 2005 includes $920.5 million of accruals
intended to cover contingent liabilities related to additional taxes and interest it may be required to pay in
various tax jurisdictions. A substantial portion of these accruals relate to the tax treatment of gains on the sale
of a portion of the Company’s non-U.S. operations in prior years. The accruals to cover contingent tax
liabilities also relate to management fees, “non-competition” payments and other items that have been
deducted in arriving at taxable income, which deductions may be disallowed by taxing authorities. If those
deductions were to be disallowed, the Company would be required to pay additional taxes and interest since
the dates such taxes would have been paid had the deductions not been taken, and it may be subject to
penalties. The Company will continue to record accruals for interest that it may be required to pay with
respect to its contingent tax liabilities.

Although the Company believes that it has defensible positions with respect to significant portions of
these tax liabilities, there is a risk that the Company may be required to make payment of the full amount of
such tax liabilities. Although these accruals for contingent tax liabilities are reflected in the Company’s
Consolidated Balance Sheet, if the Company were required to make payment of the full amount, this could
result in significant cash payment obligations. The actual payment of such cash amount could have a material
adverse effect on the Company’s liquidity and on the Company’s ability to borrow funds.

The Company has substantial accruals for tax contingencies in a foreign jurisdiction; if payments are
required, a portion may be paid with funds denominated in U.S. dollars.

The Company’s Consolidated Balance Sheet at December 31, 2005 includes $557.0 million of accruals
for tax contingencies in a foreign jurisdiction. The accruals are denominated in a foreign currency and
translated into U.S. dollars at the period-end currency exchange rate effective as of each balance sheet date. If
the Company were required to make payments with respect to such tax contingencies, it may be necessary for
the Company to transfer U.S. dollar-denominated funds to its foreign subsidiaries to fund such payments. The
amount of U.S. dollar-denominated funds that may need to be transferred also will depend upon the ultimate
amount that is payable to the foreign jurisdiction and the currency exchange rate between the U.S. dollar and
the foreign currency at the time or times such funds might be transferred. The Company cannot predict future
currency exchange rates. Changes in the exchange rate could have a material effect on the Company’s
financial position, results of operations and cash flows particularly as it relates to the extent and timing of any
transfers of funds.
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Newsprint represents the Company’s single largest raw material expense and changes in the price of
newsprint could affect net income.

Newsprint represents the Company’s single largest raw material expense and is the most significant
operating cost other than employee costs. In 2005, newsprint costs represented approximately 15% of revenue.
Newsprint prices vary widely from time to time and increased approximately 12% during 2005. If newsprint
prices remain at current levels or increase in the future and the Company is unable to pass these costs on to
customers, such increases may have a material adverse effect on the Company’s results of operations.
Although the Company has, in the past, implemented measures in an attempt to offset a rise in newsprint
prices, such as reducing page width where practical and managing waste through technology enhancements,
newsprint price increases have in the past had a material adverse effect on the Company and may do so in the
future.

Competition in the newspaper industry originates from many sources. The advent of new technologies
and industry practices, such as the provision of newspaper content on free Internet sites, may decrease
sales or force the Company to make other changes that harm operating performance.

Revenue in the newspaper industry is dependent primarily upon advertising revenue and paid circulation.
Competition for advertising and circulation revenue comes from local and regional newspapers, radio,
broadcast and cable television, direct mail and other communications and advertising media that operate in
the Company’s markets. The extent and nature of such competition is, in large part, determined by the
location and demographics of the markets and the number of media alternatives in those markets. Some of the
Company’s competitors are larger and have greater financial resources than the Company. The Company may
experience price competition from newspapers and other media sources in the future. In addition, newspapers
competing in certain markets have added new, free publications that target similar demographics to those that
are particularly strong for some of the Company’s newspapers. Lastly, the use of alternative means of delivery,
such as free Internet sites, for news and other content has increased significantly in the past few years. Should
significant numbers of customers choose to receive content using these alternative delivery sources rather than
the Company’s newspapers, the Company may be forced to decrease the prices charged for the Company’s
newspapers or make other changes in the way the Company operates, or the Company may face a long-term
decline in circulation, any or all of which may harm the Company’s results of operations and financial
condition.

The Company’s publications have experienced declines in circulation in the past and may do so in the
Sfuture.

Certain of the Company’s publications have experienced declines in circulation. Any significant declines
in circulation the Company may experience at its publications could have a material adverse impact on the
Company’s business and results of operations, particularly on advertising revenue. Significant declines in
circulation could result in an impairment of the value of the Company’s intangible assets, which could have a
material adverse effect on the Company’s results of operations and financial position.

The Company may experience labor disputes, which could slow down or halt production or distribution of
the Company’s newspapers or other publications.

Approximately 36% of the Sun-Times News Group employees are represented by labor unions. Those
employees are mostly covered by collective bargaining or similar agreements which are regularly renewable. A
work stoppage or strike may occur prior to the expiration of the current labor agreements or during
negotiations of new labor agreements or extensions of existing labor agreements. Work stoppages or other
labor-related developments could slow down or halt production or distribution of the newspapers, which would
adversely affect results of operations.
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A substantial portion of the Company’s operations are concentrated in one geographic area.

With the sale of the Telegraph Group in July 2004, The Jerusalem Post in December 2004, and the
Canadian newspapers in late 2005 and early 2006, all of the Company’s revenue and business activities are
concentrated in the greater Chicago metropolitan area. As a result, the Company’s revenue is dependent on
economic and competitive factors affecting the greater Chicago metropolitan area.

The Company’s internal control over financial reporting is not effective as of December 31, 2005 and
weaknesses in the Company’s internal controls and procedures could have a material adverse effect on
the Company.

The Company’s management concluded that material weaknesses existed in the Company’s internal
control over financial reporting as of December 31, 2005. See “Item 9A — Controls and Procedures.”

The SEC, in its complaint filed with the federal court in Illinois on November 15, 2004 naming Black,
F. David Radler (“Radler”’) and Hollinger Inc. as defendants, alleges that Black, Radler and Hollinger Inc.
were liable for the Company’s failure to devise and maintain a system of internal accounting controls sufficient
to provide reasonable assurance that transactions were recorded as necessary to permit preparation of financial
statements in conformity with U.S. generally accepted accounting principles (“GAAP”) from at least 1999
through at least 2003. The SEC also alleges that Black, Radler and Hollinger Inc., directly and indirectly,
falsified or caused to be falsified, books, records, and accounts of the Company in order to conceal their self-
dealing from the Company’s public stockholders.

Current management have taken steps to correct internal control deficiencies and weaknesses during and
subsequent to 2005, and believes that the Company’s internal controls and procedures have strengthened.
However, it is possible that the Company may not be able to remediate all deficiencies and material
weaknesses by December 31, 2006.

Overstatement of circulation figures in the past may result in the loss of advertisers in the future.

In June 2004, the Company announced that the Audit Committee of its Board of Directors (the “Audit
Committee”) had initiated an internal review into practices that resulted in the overstatement of circulation
figures for the Chicago Sun-Times. Following the announcement, several lawsuits were filed against the
Company. See “Item 3 — Legal Proceedings — The Chicago Sun-Times Circulation Cases.” A significant
portion of the Company’s revenue is derived from the sale of advertising space in the Chicago Sun-Times.
Should certain advertisers decide not to advertise with the Chicago Sun-Times in the future, the Company’s
business, results of operations and financial condition could be adversely affected.

Risks Related to Voting Control by a Single Stockholder

There could be a change of control of the Company through a change in control of Hollinger Inc. under
circumstances not approved by the independent directors of the Company.

Hollinger Inc. and Ravelston may be limited in their ability to sell their direct and indirect voting control
in the Company to third parties because of the terms of the Company’s SRP. In addition, the Receiver is
restricted in its ability to sell beneficial ownership of shares of Hollinger Inc. pursuant to the terms of the
Receiver’s mandate and the CCAA proceedings in Canada involving the Ravelston Entities. The Receiver’s
general restriction of sale is subject to a limited exception agreed to by the Company and the Receiver
pursuant to which the Receiver may sell a limited amount of Hollinger Inc. shares to cover costs and expenses
of the receivership.

If Hollinger Inc. and Ravelston were not restricted in their ability to sell their beneficial controlling
interest in the Company, and they chose to make such a sale, such a sale could result in a change of control of
the Company under circumstances not approved by the independent directors of the Company.

In February 2004, the Company adopted the SRP which is designed to prevent any third party from
acquiring, directly or indirectly, without the approval of the Company’s Board of Directors, a beneficial
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interest in the Company’s Class A Common Stock and Class B Common Stock that represents over 20% of
the outstanding voting power of the Company. Through its ownership of all outstanding Class B Common
Stock, Hollinger Inc. currently controls approximately 67% of the Company’s outstanding voting power, which
ownership is excluded from triggering the provisions of the SRP. However, a transaction resulting in a change
of control in Hollinger Inc., without the approval of the Company’s Board of Directors, would have the effect
of triggering the SRP. The SRP has been amended to allow for the appointment of the Receiver in respect of
the Ravelston Entities, but not for the sale by the Receiver of the Ravelston Entities’ controlling stake in
Hollinger Inc. to a third party.

On July 19, 2005, Hollinger Inc. appointed four new directors to its Board of Directors and confirmed two
existing directors pursuant to the terms of an order of the Ontario Superior Court of Justice dated July 15,
2005. At or around the same time, two former directors resigned from Hollinger Inc.’s Board of Directors. On
July 22, 2005, the two existing directors previously confirmed by Hollinger Inc. in their position also resigned
from the board. As a result of appointments during July and August 2005, the Board of Directors of Hollinger
Inc. consists of six members.

The Company is unable to determine what impact, if any, a change of control may have on the
Company’s corporate governance or operations. See “The Company’s controlling stockholder has taken
actions that trigger the Special Monitor provisions of the Court Order” above.

The Company is a party to a Business Opportunities Agreement with Hollinger Inc., the terms of which
limit the Company’s ability to pursue certain business opportunities in certain countries.

An agreement between Hollinger Inc. and the Company dated February 7, 1996 sets forth the terms
under which Hollinger Inc. and the Company will resolve conflicts over business opportunities (the “Business
Opportunities Agreement”). The Company and Hollinger Inc. agreed to allocate to the Company opportuni-
ties relating to the start-up, acquisition, development and operation of newspaper businesses and related media
businesses in the United States, Israel, the United Kingdom and other member states of the European Union,
Australia and New Zealand and to allocate to Hollinger Inc. opportunities relating to the start-up, acquisition,
development and operation of media businesses, other than related media businesses, globally and newspaper
businesses and related media businesses in Canada. For purposes of the agreement, “newspaper business”
means the business of publishing and distributing newspapers, magazines and other paid or free publications
having national, local or targeted markets, “media business” means the business of broadcast of radio,
television, cable and satellite programs, and ‘“related media business” means any media business that is an
affiliate of, or is owned or operated in conjunction with, a newspaper business. The terms of the Business
Opportunities Agreement will be in effect for so long as Hollinger Inc. holds at least 50% of the Company’s
voting power.

The Business Opportunities Agreement may have the effect of preventing the Company from pursuing
business opportunities that the Company’s management would have otherwise pursued.

If Hollinger Inc. sought protection from its creditors or became the subject of bankruptcy or insolvency
proceedings there may be harm to, and there may be a change of control of, the Company.

Hollinger Inc. has publicly stated that it owns, directly or indirectly 782,923 shares of the Company’s
Class A Common Stock and 14,990,000 shares of the Company’s Class B Common Stock (which represent
all of the issued and outstanding shares of Class B Common Stock). All of the direct and indirect interest of
Hollinger Inc. in the shares of the Company’s Class A Common Stock is being held in escrow with a licensed
trust company in support of future retractions of Hollinger Inc.’s Series 11 Preference Shares and all of the
direct and indirect interest of Hollinger Inc. in the shares of the Company’s Class B Common Stock is pledged
as security in connection with Hollinger Inc.’s outstanding 117:% Senior Secured Notes due 2011 and 1174%
Second Priority Secured Notes due 2011. Hollinger Inc. has reported that $78.0 million principal amount of
the Senior Secured Notes and $15.0 million principal amount of the Second Priority Secured Notes are
outstanding.
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Under the terms of the Series II Preference Shares of Hollinger Inc., each Preference Share may be
retracted by its holder for 0.46 of a share of the Company’s Class A Common Stock. Until the Series 11
Preference Shares are retracted in accordance with their terms, Hollinger Inc. may exercise the economic and
voting rights attached to the underlying shares of the Company’s Class A Common Stock.

Hollinger Inc. has relied on payments from Ravelston to fund its operating losses and service its debt
obligations. Ravelston financed its support of Hollinger Inc., in part, from the management fees received from
the Company under the terms of the management services agreement with RMI. The Company terminated
this agreement effective June 1, 2004.

In April 2005, the Ravelston Entities sought protection from their creditors in the CCAA proceedings
and the Receiver was appointed by the Ontario Superior Court of Justice as receiver and monitor of all assets
of the Ravelston Entities. On August 1, 2005, Hollinger Inc. commenced a change of control tender offer to
purchase any and all of its outstanding Senior Secured Notes and Second Priority Secured Notes. On
September 6, 2005, Hollinger Inc. announced that no notes were tendered pursuant to the change of control
tender offer. The offer was prompted by the Receiver’s having taken control over the common shares of
Hollinger Inc. held directly or indirectly by the Ravelston Entities, which may constitute a change of control
under the indentures governing the notes.

If Hollinger Inc. or any of its subsidiaries that own shares of Class A or Class B Common Stock of the
Company were also to commence proceedings to restructure its indebtedness in a CCAA proceeding, or
became the subject of an insolvency or liquidation proceeding under the Bankruptcy and Insolvency Act
(Canada) or enforcement proceedings by the pledgee, the collectibility of amounts owed by Hollinger Inc. to
the Company may be negatively impacted.

In any such proceedings, issues may arise in connection with any transfer or attempted transfer of shares
of the Company’s Class B Common Stock. Under the terms of the Company’s certificate of incorporation,
such transfers may constitute a non-permitted transfer. In the event of a non-permitted transfer, the Class B
Common Stock would automatically convert into Class A Common Stock as a result of which the controlling
voting rights currently assigned to the Class B Common Stock would be eliminated. There is a risk that this
result would be challenged in court by Hollinger Inc. or its insolvency representatives.

In an insolvency or secured creditor enforcement proceeding, the ownership rights, including voting
rights, attached to the shares of the Company’s Class A and Class B Common Stock would be exercised with
a view to maximizing value for the secured creditors and other stakeholders of Hollinger Inc. Since the
interests of secured creditors and other stakeholders of Hollinger Inc. may not be aligned with the interests of
the Company’s public stockholders, actions might be taken that are not in the best interests of the Company’s
public stockholders.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

Except as noted in this paragraph, the Company believes that its properties and equipment are in
generally good condition, well-maintained and adequate for current operations. The Company is in the process
of evaluating its printing operations in order to improve productivity from older, less efficient facilities,
particularly its South Harlem Avenue and Gary, Indiana printing facilities.

Sun-Times News Group

The Company owns a 320,000 square foot, state of the art printing facility in Chicago, Illinois that houses
all of the production for the Chicago Sun-Times. In October 2004, the Chicago Sun-Times relocated its
editorial, pre-press, marketing, sales and administrative activities to a 127,000 square foot leased facility in
downtown Chicago. The Company entered into a 15-year lease for this office space. The Chicago Sun-Times
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also maintains approximately twenty distribution facilities throughout the Chicago area. All but one of these
distribution centers are leased.

The Company produces its suburban newspapers at a 100,000 square foot owned plant, in Plainfield,
Illinois, a 150,000 square foot owned plant on South Harlem Avenue, in Chicago, Illinois, and a 65,000 square
foot leased building in a Chicago suburb. The Post-Tribune’s production activities take place at an owned
facility in Gary, Indiana.

The Plainfield facility houses pre-print, sales and administrative functions, as well as certain editorial
functions, and owned facilities in Aurora, Elgin, Joliet, Naperville, and Waukegan, Illinois house editorial and
sales activities for the Company’s daily and weekly newspapers in those suburbs. The Company owns a
building in north suburban Chicago at which Pioneer conducts its editorial, pre-press, sales and administrative
activities and leases several satellite offices for Pioneer’s editorial and sales staff in surrounding suburbs. The
Company also owns buildings in Tinley Park, Illinois and Merrillville, Indiana which it uses for editorial, pre-
press, marketing, sales and administrative activities.

Canadian Administrative Group

The Canadian Administrative Group leases 2,097 square feet of office space in Toronto, Ontario, which
lease expires August 31, 2006. The Canadian Administrative Group also leases storage space in Toronto,
Ontario.

Investment and Corporate Group

The Investment and Corporate Group has 3,803 square feet of office space leased at 712 Fifth Avenue in
New York, New York. This lease expires in May 2007.

Item 3. Legal Proceedings

Overview of Investigation of Certain Related Party Transactions

On June 17, 2003, the Board of Directors established the Special Committee to investigate, among other
things, certain allegations regarding various related party transactions, including allegations described in a
beneficial ownership report on Schedule 13D filed with the SEC by Tweedy Browne, an unaffiliated
stockholder of the Company, on May 19, 2003, as amended on June 11, 2003. In its Schedule 13D report,
Tweedy Browne made allegations with respect to the terms of a series of transactions between the Company
and certain former executive officers and certain former members of the Board of Directors, including Black,
Radler, the Company’s former President and Chief Operating Officer, J.A. Boultbee (“Boultbee”), a former
Executive Vice-President and a former member of the Board of Directors, and Peter Y. Atkinson
(“Atkinson”), a former Executive Vice-President and a former member of the Board of Directors. The
allegations concern, among other things, payments received directly or indirectly by such persons relating to
“non-competition” agreements arising from asset sales by the Company, payments received by such persons
under the terms of management services agreements between the Company and Ravelston, RMI, Moffat
Management Inc. (“Moffat”) and Black-Amiel Management Inc. (“Black-Amiel”), which are entities with
whom Black and some of the noted individuals were associated, and sales by the Company of assets to entities
with which some of the noted individuals were affiliated. In October 2003, the Special Committee found
references to previously undisclosed “non-competition” payments to Hollinger Inc. while reviewing docu-
ments obtained from the Company. The Special Committee also found information showing that “non-
competition” payments to Black, Radler, Boultbee and Atkinson had been falsely described in, among other
filings, the Company’s annual report on Form 10-K for the fiscal year ended December 31, 2001 (the “2001
Form 10-K”). The Special Committee and the Audit Committee each conducted expedited investigations
into these matters.

On November 15, 2003, the Special Committee and the Audit Committee disclosed to the Board of
Directors the preliminary results of their investigations. The committees determined that a total of
$32.2 million in payments characterized as “non-competition” payments were made by the Company without
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appropriate authorization by either the Audit Committee or the full Board of Directors. Of the total
unauthorized payments, approximately $16.6 million was paid to Hollinger Inc. in 1999 and 2000, approxi-
mately $7.2 million was paid to each of Black and Radler in 2000 and 2001, and approximately $0.6 million
was paid to each of Boultbee and Atkinson in 2000 and 2001. As a consequence of these findings, the Special
Committee then entered into discussions with Black that culminated in the Company and Black signing an
agreement on November 15, 2003 (the “Restructuring Agreement”). The Restructuring Agreement provided
for, among other things, restitution by Hollinger Inc., Black, Radler, Boultbee and Atkinson to the Company
of the full amount of the unauthorized payments, plus interest; the hiring by the Board of Directors of Lazard
Freres & Co. LLC and Lazard & Co., Limited (collectively, “Lazard”) as financial advisors to explore
alternative strategic transactions, including the sale of the Company as a whole or the sale of individual
businesses (the “Strategic Process”); and certain management changes, including the retirement of Black as
CEO and the resignations of Radler, Boultbee and Atkinson. In addition, Black agreed, as the indirect
controlling stockholder of Hollinger Inc., that during the pendency of the Strategic Process he would not
support a transaction involving ownership interests in Hollinger Inc. if such transaction would negatively affect
the Company’s ability to consummate a transaction resulting from the Strategic Process unless the transaction
was necessary to enable Hollinger Inc. to avoid a material default or insolvency. On August 30, 2004, the
Special Committee published the results of its investigation.

On November 19, 2003, Black retired as CEO of the Company. Gordon A. Paris (“Paris”) became the
Company’s Interim CEO upon Black’s retirement. Effective November 16, 2003, Radler resigned as President
and Chief Operating Officer of the Company and as publisher of the Chicago Sun-Times, at which time Paris
became Interim President. On November 16, 2003, Radler and Atkinson also resigned as members of the
Board of Directors. The Company terminated Boultbee as an officer on November 16, 2003. On January 17,
2004, Black was removed as non-executive Chairman of the Board of Directors and Paris was elected as
Interim Chairman on January 20, 2004. On March 5, 2004, Black was removed as Executive Chairman of the
Telegraph Group. On June 2, 2005, the Company received a letter from Black and Barbara Amiel-Black
(“Amiel Black”) informing the Company of their retirement from the Board of Directors with immediate
effect.

On March 23, 2004, Daniel W. Colson (“Colson”), who was also cited in the Report in connection with
receiving unauthorized payments, retired as Chief Operating Officer of the Company and CEO of the
Telegraph Group in accordance with the terms of his Compromise Agreement with the Company. On
April 27, 2004, Atkinson resigned as Executive Vice President of the Company under the terms of his
settlement with the Company.

Although Radler was not a party to the Restructuring Agreement, he agreed to pay the amount identified
as attributable to him in the Restructuring Agreement. During 2003, Radler paid the Company approximately
$0.9 million. During 2004, Radler paid an additional amount of approximately $7.8 million, including interest
of $1.5 million.

Although Atkinson was not a party to the Restructuring Agreement, he agreed to pay the amount
identified as attributable to him in the Restructuring Agreement. On April 27, 2004, Atkinson and the
Company entered into a settlement agreement in which Atkinson agreed to pay a total amount of
approximately $2.8 million, representing all “non-competition” payments and payments under the incentive
compensation plan of Hollinger Digital LLC that he received, plus interest. The total amount of $2.8 million
includes approximately $0.6 million identified for repayment by Atkinson in the Restructuring Agreement.
Prior to the end of December 2003, Atkinson paid the Company approximately $0.4 million. On April 27,
2004, Atkinson exercised his vested options and the net proceeds of $4.0 million from the sale of the
underlying shares of Class A Common Stock were deposited under an escrow agreement. During 2005, the
Company paid $1.2 million in estimated tax payments on behalf of Atkinson from the funds held under the
escrow agreement. Upon the Delaware Chancery Court’s approval of the settlement agreement, the Company
will receive $2.4 million and Atkinson will receive the remainder.

By Order and Judgment dated June 28, 2004, the Delaware Chancery Court found, among other things,
that Black and Hollinger Inc. breached their respective obligations to make restitution pursuant to the
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Restructuring Agreement and ordered, among other things, that Black and Hollinger Inc. pay the Company
$29.8 million in aggregate. Hollinger Inc. and Black paid the Company the amount ordered by the court on
July 16, 2004. See “— Hollinger International Inc. v. Conrad M. Black, Hollinger Inc., and 504468 N.B. Inc.”

Boultbee has not paid to the Company any amounts in restitution for the unauthorized ‘“non-
competition” payments set forth in the Restructuring Agreement, and has filed a suit in Canada against the
Company and members of the Special Committee seeking damages for an alleged wrongful dismissal. See
“— Other Matters.”

The Company was party to management services agreements with RMI, Moffat and Black-Amiel. The
Restructuring Agreement provides for the termination of these agreements in accordance with their terms,
effective June 1, 2004, and the negotiation of the management fee payable thereunder for the period from
January 1, 2004 until June 1, 2004. In November 2003, in accordance with the terms of the Restructuring
Agreement, the Company notified RMI, Moffat and Black-Amiel of the termination of the services
agreements effective June 1, 2004 and subsequently proposed, and recorded a charge for, a reduced aggregate
management fee of $100,000 per month for the period from January 1, 2004 through June 1, 2004. RMI did
not accept the Company’s offer and demanded a management fee of $2.0 million per month, which the
Company did not accept. RMI seeks damages from the Company for alleged breaches of the services
agreements in legal actions pending before the courts. See “— Hollinger International Inc. v. Ravelston, RMI
and Hollinger Inc.”

The Company is party to several other lawsuits either as plaintiff or as a defendant, including several
stockholder class action lawsuits, in connection with the events noted above and described below.

Overview of Corporate Review Committee Actions

On January 18, 2004, Black and Ravelston entered into a Tender and Stockholder Support and
Acquisition Agreement with Press Holdings International Limited (“PHIL”) for the sale of the control of
Hollinger Inc. (the “Hollinger Sale”). The Company formed the CRC, consisting of all directors at
January 18, 2004, other than Black, Amiel Black and Colson, each of whom were directly or indirectly
interested in the Hollinger Sale, to review the terms of the Hollinger Sale and supervise the Strategic Process.
The CRC adopted the SRP, described further below. On January 23, 2004, Hollinger Inc. adopted by written
stockholder consent amendments to the Company’s bylaws and attempted to dissolve all committees of the
Board of Directors, including the CRC, other than the Special Committee and the Audit Committee. On
January 26, 2004, the Company commenced legal action in Delaware seeking relief declaring that Hollinger
Inc.’s actions were invalid; that the adoption of the SRP was valid; and that Black and Hollinger Inc. breached
their fiduciary duties to the Company and the terms of the Restructuring Agreement. On March 4, 2004, the
Court of Chancery for the State of Delaware issued a decision in favor of the Company. As a result, PHIL
withdrew its offer and the Hollinger Sale was abandoned. See “— Hollinger International Inc. v. Conrad M.
Black, Hollinger Inc. and 504468 N.B. Inc.”

Stockholder Derivative Litigation

On December 9, 2003, Cardinal Value Equity Partners, L.P., a stockholder of the Company, initiated a
purported derivative action on behalf of the Company against certain current and former executive officers
and directors, including Black and certain entities affiliated with them, and against the Company as a
“nominal” defendant.

This action, which was filed in the Court of Chancery for the State of Delaware in and for New Castle
County and is entitled Cardinal Value Equity Partners, L.P. v. Black, et al., asserts causes of action that
include breach of fiduciary duty, misappropriation of corporate assets and self-dealing in connection with
certain “non-competition” payments, the payment of allegedly excessive management and services fees, and
other alleged misconduct.

On May 3, 2005, certain of the Company’s current and former independent directors agreed to settle
claims brought against them in this action. The settlement provides for $50.0 million to be paid to the
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Company. The settlement is conditioned upon funding of the settlement amount by proceeds from certain of
the Company’s directors and officers liability insurance policies, and is also subject to court approval.
Hollinger Inc. and several other insureds under the insurance policies have challenged the funding of the
settlement by the insurers and have commenced applications in the Ontario Superior Court of Justice for this
purpose. The settlement is subject to the Ontario Court’s approval of the funding and proceedings on the
matter are ongoing. In a decision dated January 13, 2006, the Ontario Court provisionally endorsed the
funding of the settlement by American Home Assurance Company and the Chubb Insurance Company of
Canada, but the Ontario Court will conduct further proceedings on April 7, 2006 to resolve certain remaining
issues concerning the approval of this funding. The settlement is also subject to approval by the Court of
Chancery of the State of Delaware. See “— Hollinger Inc. v. American Home Assurance Company and
Chubb Insurance Company of Canada” below.

The parties to the settlement include former independent directors Burt, Kissinger, Meitar, Thompson,
Dwayne O. Andreas, Raymond G. Chambers, Marie-Josee Kravis (“Kravis”), Robert S. Strauss, A. Alfred
Taubman, George Weidenfeld and Leslie H. Wexner. The plaintiff had previously dismissed Special
Committee members Graham W. Savage, Raymond G.H. Seitz, and Paris as defendants, and, under the
settlement, the plaintiff will not be able to replead the claims against them.

The other defendants named in the suit, who are not parties to the settlement, are Black, Amiel Black,
Colson, Richard N. Perle (“Perle”), Radler, Atkinson, Bradford Publishing Co. (“Bradford”) and Horizon
Publications, Inc. (“Horizon”). Bradford and Horizon are private newspaper companies controlled by Black
and Radler. The Company, through the Special Committee, has previously announced a settlement of its
claims against Atkinson, and the Company anticipates that the Atkinson settlement will be presented to the
Court of Chancery for the State of Delaware for approval in conjunction with the independent director
settlement.

The Special Committee is continuing to pursue the Company’s claims in the U.S. District Court for the
Northern District of Illinois against Black, Amiel Black, Radler, Colson, Perle, Boultbee, Hollinger Inc.,
Ravelston, and RMI. See “— Litigation Involving Controlling Stockholder, Senior Management and Direc-
tors” below.

Stockholder Class Actions

In February and April 2004, three alleged stockholders of the Company (Teachers’ Retirement System
of Louisiana, Kenneth Mozingo, and Washington Area Carpenters Pension and Retirement Fund) initiated
purported class actions suits in the United States District Court for the Northern District of Illinois against the
Company, Black, certain former executive officers and certain former directors of the Company, Hollinger
Inc., Ravelston and certain affiliated entities and KPMG LLP, the Company’s independent registered public
accounting firm. On July 9, 2004, the court consolidated the three actions for pretrial purposes. The
consolidated action is entitled In re Hollinger Inc. Securities Litigation, No. 04C-0834. Plaintiffs filed an
amended consolidated class action complaint on August 2, 2004, and a second consolidated amended class
action complaint on November 19, 2004. The named plaintiffs in the second consolidated amended class
action complaint are Teachers’ Retirement System of Louisiana, Washington Area Carpenters Pension and
Retirement Fund, and E. Dean Carlson. They are purporting to sue on behalf of an alleged class consisting of
themselves and all other purchasers of securities of the Company between and including August 13, 1999 and
December 11, 2002. The second consolidated amended class action complaint asserts claims under federal and
Illinois securities laws and claims of breach of fiduciary duty and aiding and abetting in breaches of fiduciary
duty in connection with misleading disclosures and omissions regarding: certain ‘“non-competition” payments,
the payment of allegedly excessive management fees, allegedly inflated circulation figures at the Chicago Sun-
Times, and other alleged misconduct. The complaint seeks unspecified monetary damages, rescission, and an
injunction against future violations. In January 2005, the defendants in In re Hollinger International Inc.
Securities Litigation, including the Company, filed motions to dismiss the second consolidated amended class
action complaint in the United States District Court for the Northern District of Illinois. The motions are
pending.
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On September 7, 2004, a group allegedly comprised of those who purchased stock in one or more of the
defendant corporations initiated purported class actions by issuing Statements of Claim in Saskatchewan and
Ontario, Canada. The Saskatchewan claim, issued in that province’s Court of Queen’s Bench, and the Ontario
claim, issued in that province’s Superior Court of Justice, are identical in all material respects. The defendants
include the Company, certain former directors and officers of the Company, Hollinger Inc., Ravelston and
certain affiliated entities, Torys LLP, the Company’s former legal counsel, and KPMG LLP. The plaintiffs
allege, among other things, breach of fiduciary duty, violation of the Saskatchewan Securities Act, 1988, S-
42.2, and breaches of obligations under the Canadian Business Corporations Act, R.S.C. 1985, c. C.-44 and
seek unspecified monetary damages. On July 8, 2005, the Company and other defendants served motion
materials seeking orders dismissing or staying the Saskatchewan claim on the basis that the Saskatchewan
court has no jurisdiction over the defendants or, alternatively, that Saskatchewan is not the appropriate forum
to adjudicate the matters in issue. The motion was heard by the Saskatchewan Court of Queen’s Bench on
September 6 and 7, 2005. On February 28, 2006, the court stayed the action until September 15, 2007. The
claimants may apply to have the stay lifted prior to that date if they are unable effectively to pursue their
claims by way of the Illinois or Ontario class actions or in an SEC proceeding.

On February 3, 2005, substantially the same group of plaintiffs as in the Saskatchewan and Ontario
claims initiated a purported class action by issuing a Statement of Claim in Quebec, Canada. The Quebec
claim, issued in that province’s Superior Court, is substantially similar to the Saskatchewan and Ontario
claims and the defendants are the same as in the other two proceedings. The plaintiffs allege, among other
things, breach of fiduciary duty, violation of the Ontario Securities Act and breaches of obligations under the
Canada Business Corporations Act and seek unspecified money damages.

Tweedy Browne Litigation

On December 2, 2003, Tweedy, Browne Global Value Fund and Tweedy Browne (together, the “Tweedy
Browne Plaintiffs”), stockholders of the Company, initiated an action against the Company in the Court of
Chancery for the State of Delaware in and for Castle County to recover attorneys’ fees and costs in connection
with informal inquiries and other investigations performed by and on behalf of the Tweedy Browne Plaintiffs
concerning conduct that subsequently was investigated by the Special Committee. The complaint seeks an
award of attorneys’ fees “commensurate with the corporate benefits that have been or will be conferred on the
Company as a result of the efforts undertaken by plaintiffs and their counsel.” On August 22, 2005, the
Company moved to dismiss the action. The court denied the motion on February 9, 2006, and ordered that the
application for attorneys’ fees by the Tweedy Browne Plaintiffs be consolidated with the action entitled
Cardinal Value Equity Partners, L.P. v. Black, et al. (See “Stockholder Derivative Litigation” above).
Counsel for the Tweedy Browne Plaintiffs stated in court papers that they were seeking $5.0 million. This
action is in a preliminary stage, and it is not yet possible to determine its ultimate outcome.

Litigation Involving Controlling Stockholder, Senior Management and Directors

On January 28, 2004, the Company, through the Special Committee, filed a civil complaint in the United
States District Court for the Northern District of Illinois asserting breach of fiduciary duty and other claims
against Hollinger Inc., Ravelston, RMI, Black, Radler and Boultbee, which complaint was amended on
May 7, 2004, and again on October 29, 2004. The action is entitled Hollinger International Inc. v. Hollinger
Inc., et al., Case No. 04C-0698 (the “Special Committee Action”). The second amended complaint, in which
Amiel Black, Colson and Perle are also named as defendants, seeks to recover approximately $542.0 million in
damages, including prejudgment interest of approximately $117.0 million, and punitive damages. The second
amended complaint asserts claims for breach of fiduciary duty, unjust enrichment, conversion, fraud and civil
conspiracy in connection with transactions described in the Report, including, among other transactions,
unauthorized “non-competition” payments, excessive management fees, sham broker fees and investments
and divestitures of Company assets. All defendants have answered the second amended complaint, and with
their answers defendants Black, Radler, Boultbee, Amiel Black and Colson asserted third-party claims against
Burt, Thompson and Kravis. These claims seek contribution for some or all of any damages for which
defendants are held liable to the Company. On January 25, 2006, the court dismissed those third-party claims,
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and on February 8, 2006, defendants moved for reconsideration of that decision. In addition, Black asserted
counterclaims against the Company alleging breach of his stock option contracts with the Company and
seeking a declaration that he may continue participating in the Company’s option plans and exercising
additional options. On May 26, 2005, the Company filed its reply to Black’s counterclaims.

Ravelston and RMI asserted counterclaims against the Company and third-party claims against
HCPH Co. and Publishing. Without specifying any alleged damages, Ravelston and RMI allege that the
Company has failed to pay unidentified management services fee amounts in 2002, 2003, and 2004, and
breached an indemnification provision in the management services agreements. Ravelston and RMI also
allege that the Company breached a March 10, 2003 “Consent Agreement” (“Consent”) between the
Company and Wachovia Trust Company. The Consent provided, among other things, for the Company’s
consent to a pledge and assignment by RMI to Wachovia Trust Company, as trustee, of the management
services agreements as part of the security for Hollinger Inc.’s obligations under Hollinger Inc.’s 117s% Senior
Secured Notes due 2011. The Consent also provided for certain restrictions and notice obligations in relation
to the Company’s rights to terminate the management services agreements. Ravelston and RMI allege that
they were “third-party beneficiaries” of the Consent, that the Company breached it, and that they have
incurred unspecified damages as a result. The Company believes that the Consent was not approved or
authorized by either the Company’s Board of Directors or its Audit Committee. The Company filed a motion
to dismiss these claims on August 15, 2005. On March 3, 2006, the court granted the motion to dismiss the
claim based on the Consent, ruled that Ravelston and RMI are not entitled to the same management fee that
they obtained in 2003 and denied the motion to dismiss the other claims. On January 26, 2006, Ravelston and
RMI also asserted third-party claims against Bradford and Horizon and its affiliates. These claims seek
contribution for some or all of any damages for which Ravelston and RMI are held liable to the Company.

The U.S. Attorney’s Office intervened in the case and moved to stay discovery until the close of the
criminal proceedings. On March 2, 2006, the court granted the motion over the Company’s objection.

Hollinger International Inc. v. Conrad M. Black, Hollinger Inc., and 504468 N.B. Inc.

On January 26, 2004, the Company filed a complaint against Black, Hollinger Inc. and an affiliated entity
in the Court of Chancery for the State of Delaware in and for New Castle County. In this action, the
Company sought relief declaring: (i) that a written consent by defendants purporting to abolish the CRC and
to amend the Company’s bylaws was invalid; (ii) that the SRP adopted by the CRC on January 25, 2004 was
valid; and (iii) that, under the Hollinger Sale, the shares of Class B Common Stock held by Hollinger Inc.
would convert to shares of Class A Common Stock. The Company’s complaint also asserted claims that
defendants breached their fiduciary duties to the Company and breached the terms of the Restructuring
Agreement through their activities in connection with the Hollinger Sale and the purported bylaw
amendments.

On February 3, 2004, defendants filed a counterclaim against the Company, members of the CRC, and
Breeden, advisor and counsel to the Special Committee (See “— United States Securities and Exchange
Commission v. Hollinger International Inc.” below). In their counterclaim, defendants sought declaratory
relief declaring that their bylaw amendments were valid and that the SRP and other actions by the CRC were
invalid. Defendants also asserted claims of breach of fiduciary duty, misrepresentation, tortious interference
with the Hollinger Sale, breach of the Restructuring Agreement, and violation of the just compensation and
due process provisions of the Fourteenth Amendment to the U.S. Constitution. In addition to declaratory and
injunctive relief, defendants sought unspecified damages.

On March 4, 2004, the Court of Chancery entered an order and judgment declaring that Hollinger Inc.’s
purported amendments to the Company’s bylaws were invalid, that the CRC was and remained duly
constituted, and that the SRP was valid. The Court of Chancery’s order also dismissed defendants’ breach of
fiduciary duty, tortious interference, and Fourteenth Amendment counterclaims and preliminarily enjoined
the defendants from taking any action to consummate any transaction in violation of the provisions of the
Restructuring Agreement, including the Hollinger Sale and any other breaches of the Restructuring
Agreement by defendants.
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The Company subsequently moved for summary judgment on the remaining claims and to make the
injunctive relief permanent. On June 28, 2004, the Court of Chancery entered an order and final judgment,
granting summary judgment to the Company on its breach of fiduciary duty and breach of contract claims and
dismissing the defendants’ remaining counterclaims. The order and final judgment required payments by
defendants to the Company totaling $29.8 million in respect of amounts to be reimbursed to the Company
pursuant to the Restructuring Agreement, and extended the previously entered injunctive relief through
October 31, 2004.

On October 29, 2004, the Company, Hollinger Inc. and Black entered into an extension agreement (the
“Extension Agreement”) to voluntarily extend the injunction until the earlier of January 31, 2005 or the date
of the completion of a distribution by the Company to its stockholders of a portion of the proceeds of the
Company’s sale of the Telegraph Group remaining as of October 26, 2004, net of taxes to be paid on the sale
of the Telegraph Group and less amounts used to pay down the Company’s indebtedness, through one or more
of a dividend, a self-tender offer, or some other mechanism. On October 30, 2004, the court issued an order
extending the injunction as provided in, and incorporating the other terms of, the Extension Agreement.

On July 16, 2004, defendants made the payments required under the order and final judgment but filed
notices of appeal of the court’s rulings to the Delaware Supreme Court. On April 19, 2005, the Delaware
Supreme Court denied the appeals and affirmed the Court of Chancery’s rulings. The matter is now
completed.

Black v. Hollinger International Inc., filed on March 18, 2004

On March 18, 2004, Black filed an action against the Company in the Court of Chancery of the State of
Delaware seeking advancement of legal fees and expenses he purportedly incurred and continues to incur in
connection with the SEC and Special Committee investigations and various litigation that he is involved in.
On June 4, 2004, the parties entered a stipulation and final order resolving the matter (the “June 4, 2004
Stipulation and Final Order”). The Company agreed to pay half of Black’s legal fees in certain actions in
which he is a defendant, pursuant to itemized invoices submitted with sworn affidavits and subject to his
undertaking that he will repay the amounts advanced to him if and to the extent it is ultimately determined
that he is not entitled to indemnification under the terms of the Company’s bylaws.

Black v. Hollinger International Inc., filed on April 5, 2004

On April 5, 2004, Black filed an action against the Company in the U.S. District Court for the Northern
District of Illinois alleging that the Company breached its obligations to Black under three stock option plans.
The complaint sought (i) specific performance or damages for the alleged breaches, (ii) damages for the
Company’s alleged failure to issue to Black 145,000 and 1,218,750 shares of Class A Common Stock upon
alleged exercises by Black of options on February 13, 2004 and April 2, 2004, respectively, and
(iii) declaratory judgment that Black’s removal as Chairman of the Company and from the Telegraph Group
did not constitute termination of employment under the 1997 Stock Option Plan and that his options must be
treated equally with those of other executive officers and directors of the Company. The total damages sought
were the highest value of 145,000 shares of Class A Common Stock after February 13, 2004, less the option
exercise price, plus pre-judgment interest, and the highest value of 1,218,750 shares of Class A Common
Stock after April 2, 2004, less the option exercise price, plus pre-judgment interest. On November 11, 2004,
the court dismissed the action without prejudice, granting Black leave to refile his claims as counterclaims in
Hollinger International Inc. v. Hollinger Inc., et al. which is described in “— Litigation Involving Controlling
Stockholder, Senior Management and Directors” above.

Black v. Hollinger International Inc., filed on May 13, 2005

On May 13, 2005, Black filed an action against the Company in the Court of Chancery of the State of
Delaware in regard to the advancement of fees and expenses in connection with his engagement of Williams &
Connolly LLP to represent him in the investigations of Black by the U.S. Department of Justice and the SEC.
In his initial complaint, Black sought payment of $6.8 million in legal fees allegedly already incurred, plus
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interest, and a declaration that he is entitled to advancement of 100% of Williams & Connolly’s legal fees
going forward in connection with the two investigations, notwithstanding the June 4, 2004 Stipulation and
Final Order in which the Company and Black agreed that the Company would advance only 50% of Black’s
legal fees.

In its response, filed on June 8, 2005, the Company brought counterclaims against Black for breach of
contract in failing to repay money advanced to him in connection with Hollinger International Inc. v.
Conrad M. Black, Hollinger Inc., and 504468 N.B. Inc. described above (the “Delaware Litigation”), and
seeking a declaration that the Company is no longer obligated to advance fees to Black because he repudiated
his undertaking to repay money advanced in connection with the Delaware Litigation and because of the
court’s findings in the Delaware Litigation that he breached his fiduciary and contractual duties to the
Company. In the alternative, the Company sought a declaration that Black is entitled to advancement of only
50% of the Williams & Connolly LLP fees under the June 4, 2004 Stipulation and Final Order. The Company
also filed a third-party claim against Hollinger Inc. seeking equitable contribution from Hollinger Inc. for fees
that the Company has advanced to Black, Amiel Black, Radler and Boultbee. Black filed an amended
complaint on July 11, 2005. In addition to the relief sought in the initial complaint, the amended complaint
seeks advancement of the fees of two other law firms — Baker Botts LLP and Schopf & Weiss LLP —
totaling about $435,000. On July 21, 2005, Hollinger Inc. moved to dismiss the Company’s third-party claims.

In March 2006, Black and the Company reached an agreement to settle the claims asserted against each
other. Pursuant to the settlement agreement, the Company will advance approximately $4.4 million for legal
bills previously submitted to the Company for advancement, which reflects an offset for amounts previously
advanced to Black that he was required to repay as a result of the rulings against him in the Delaware
Litigation. In connection with future legal bills, the Company will advance 75% of the legal fees of attorneys
representing Black in the criminal case pending against him in the United States District Court for the
Northern District of Illinois and 50% of his legal fees in other matters pending against him. All such
advancement is subject to Black’s undertaking that he will repay such fees if it is ultimately determined that
he is not entitled to indemnification. The settlement agreement does not affect the Company’s third-party
claim against Hollinger Inc.

Hollinger International Inc. v. Ravelston, RMI and Hollinger Inc.

On February 10, 2004, the Company commenced an action in the Ontario Superior Court of Justice
(Commercial List) against Ravelston, RMI and Hollinger Inc. This action claimed access to and possession
of the Company’s books and records maintained at 10 Toronto Street, Toronto, Ontario, Canada. The parties
negotiated and executed a Protocol dated March 25, 2004, providing for access and possession by the
Company to the claimed records.

On March 5, 2004, a statement of defense and counterclaim was issued by Ravelston and RMI against
the Company and two of its subsidiaries, Publishing and HCPH Co. The counterclaim seeks damages in the
amount of approximately $174.3 million for alleged breaches of the services agreements between the parties
and for alleged unjust enrichment and tortious interference with economic relations by reason of those
breaches. On March 10, 2004, Hollinger Inc. filed a statement of defense and counterclaim against the
Company seeking Cdn.$300.0 million, claiming that by the Company’s refusal to pay its obligations under its
services agreement with Ravelston, the Company intended to cause Ravelston to default in its obligations to
Hollinger Inc. under a support agreement between Ravelston and Hollinger Inc., and intended to cause
Hollinger Inc. to default on its obligations under its outstanding notes, with the resulting loss of its majority
control of the Company. This litigation was stayed in May 2004 pending a final resolution of the proceedings
in Illinois and Delaware.

Black v. Breeden, et al.

Five defamation actions have been brought by Black in the Ontario Superior Court of Justice against
Breeden, Richard C. Breeden & Co. (“Breeden & Co.”), Paris, James Thompson, Richard Burt, Graham
Savage and Raymond Seitz. The first case was filed on February 13, 2004; the second and third cases were
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filed on March 11, 2004; the fourth case was filed on June 15, 2004; and the fifth case was filed on October 6,
2004. The fifth case does not name James Thompson and Richard Burt as defendants but adds Paul B. Healy
as a defendant. Damages in the amount of Cdn.$850.0 million are sought in the first and second cases;
damages in the amount of Cdn.$110.0 million are sought in the third and fourth cases; and Cdn.$1.0 billion in
general damages and Cdn.$100.0 million in punitive damages are sought in the fifth case. Black has agreed to
a stay of these actions pending the determination of the proceedings and appeals described under “— Hollin-
ger International Inc. v. Conrad M. Black, Hollinger Inc. and 504468 N.B. Inc.” above. Although such matters
described above are now completed, no steps have been taken to advance the defamation actions in the
Ontario Superior Court of Justice.

On February 11, 2005, Black issued a libel notice indicating his intention to issue a sixth defamation
action, with the defendants being Breeden, Breeden & Co., Paris, James Thompson, Richard Burt, Graham
Savage, Raymond Seitz, Shmuel Meitar and Henry Kissinger. On March 9, 2005, a statement of claim in the
sixth action was issued. This action names all of the aforementioned individuals as defendants. The amount
claimed in the action is Cdn.$110.0 million.

The defendants named in the six defamation actions have indemnity claims against the Company for all
reasonable costs and expenses they incur in connection with these actions, including judgments, fines and
settlement amounts. In addition, the Company is required to advance legal and other fees that the defendants
may incur in relation to the defense of those actions.

The Company agreed to indemnify Breeden and Breeden & Co. against all losses, damages, claims and
liabilities they may become subject to, and reimburse reasonable costs and expenses as they are incurred, in
connection with the services Breeden and Breeden & Co. are providing in relation to the Special Committee’s
ongoing investigation.

United States Securities and Exchange Commission v. Hollinger International Inc.

On January 16, 2004, the Company consented to the entry of a partial final judgment and order of
permanent injunction (the “Court Order”) against the Company in an action brought by the SEC in the
U.S. District Court for the Northern District of Illinois. The Court Order enjoins the Company from violating
provisions of the Exchange Act, including the requirements to file accurate annual reports on Form 10-K and
quarterly reports on Form 10-Q and keep accurate books and records. The Court Order requires the Company
to have the previously appointed Special Committee complete its investigation and to permit the Special
Committee to take whatever actions it, in its sole discretion, thinks necessary to fulfill its mandate. The Court
Order also provides for the automatic appointment of Breeden as a special monitor of the Company under
certain circumstances, including the election of any new person as a director unless such action is approved by
80% of the incumbent directors at the time of the election. On January 24, 2006, Hollinger Inc. elected two
directors without such approval and Breeden became the Company’s Special Monitor. See “Item 1A — Risk
Factors — Risks Relating to Control and Improper Conduct by Controlling Stockholder — The Company’s
controlling stockholder may cause actions to be taken that are not supported by the Company’s Board of
Directors or management and which might not be in the best interests of the Company’s public stockholders.”

The Company has received various subpoenas and requests from the SEC and other agencies seeking the
production of documentation in connection with various investigations into the Company’s governance,
management and operations. The Company is cooperating fully with these investigations and is complying
with these requests.

United States Securities and Exchange Commission v. Conrad M. Black, et al.

On November 15, 2004, the SEC filed an action in the United States District Court for the Northern
District of Illinois against Black, Radler and Hollinger Inc. seeking injunctive, monetary and other equitable
relief. In the action, the SEC alleges that the three defendants violated federal securities laws by engaging in a
fraudulent and deceptive scheme to divert cash and assets from the Company and to conceal their self-dealing
from the Company’s public stockholders from at least 1999 through at least 2003. The SEC also alleges that
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Black, Radler and Hollinger Inc. were liable for the Company’s violations of certain federal securities laws
during at least this period.

The SEC alleges that the scheme used by Black, Radler and Hollinger Inc. included the misuse of so-
called “non-competition” payments to divert $85.0 million from the Company to defendants and others; the
sale of certain publications owned by the Company at below-market prices to a privately-held company
controlled by Black and Radler; the investment of $2.5 million of the Company’s funds in a venture capital
fund with which Black and two other former directors of the Company were affiliated; and Black’s approval of
a press release by the Company in November 2003 in which Black allegedly misled the investing public about
his intention to devote his time to an effort to sell Company assets for the benefit of all of the Company’s
stockholders and not to undermine that process by engaging in transactions for the benefit of himself and
Hollinger Inc. The SEC further alleges that Black and Radler misrepresented and omitted to state material
facts regarding related party transactions to the Company’s Audit Committee and Board of Directors and in
the Company’s SEC filings and at the Company’s stockholder meetings.

The SEC’s complaint seeks: (i) disgorgement of ill-gotten gains by Black, Radler and Hollinger Inc. and
unspecified civil penalties against each of them; (ii) an order enjoining Black and Radler from serving as an
officer or director of any issuer required to file reports with the SEC; (iii) a voting trust upon the shares of the
Company held directly or indirectly by Black and Hollinger Inc.; and (iv) an order enjoining Black, Radler
and Hollinger Inc. from further violations of the federal securities laws.

On March 10, 2005, the SEC filed an amended complaint that corrects several minor errors in the
original complaint, extends the SEC’s claim of federal securities law violations to Hollinger Inc., and amends
the relief sought to include a voting trust upon the shares of the Company that are controlled directly or
indirectly by Black and Hollinger Inc. On September 14, 2005, the court granted a motion by the
U.S. Attorney’s Office to stay discovery, other than document discovery, pending resolution of the govern-
ment’s criminal case and investigation. On December 14, 2005, the court granted the U.S. Attorney’s Office’s
motion for a complete discovery stay pending resolution of the criminal case. It is not yet possible to determine
the ultimate outcome of this action.

Receivership and CCAA Proceedings in Canada involving the Ravelston Entities

On April 20, 2005, Ravelston and RMI were placed in receivership by the Receivership Order and
granted protection by a separate order pursuant to the CCAA Order. The court appointed RSM Richter Inc.
as the Receiver to monitor all assets of Ravelston and RMI. On May 18, 2005, the court extended the orders
to include Argus Corporation and five of its subsidiaries and provided that nothing in the Receivership Order
or the CCAA Order should stay or prevent the Special Committee’s action in the United States District Court
for the Northern District of Illinois, including as against Ravelston and RMI (See “—Litigation Involving
Controlling Stockholder, Senior Management and Directors” above). According to public filings of Hollinger
Inc., the Ravelston Entities own, directly or indirectly, or exercise control or direction over, Hollinger Inc.’s
common shares representing approximately 78.3% of the issued and outstanding common stock of Hollinger
Inc. Following the amendment of the Company’s SRP to designate the Receiver as an “exempt stockholder”,
the Receiver took possession and control over those shares on or around June 1, 2005. The Receiver stated
that it took possession and control over those shares for the purposes of carrying out its responsibilities as court
appointed officer. As a result of this action, a change of control of the Company may be deemed to have
occurred.

On June 20, 2005, Hollinger Inc. filed a motion with the Ontario Superior Court of Justice in the context
of the CCAA proceedings respecting the Ravelston Entities for an order establishing a claims procedure in
respect of such entities. Hollinger Inc. says that it filed its motion to identify claims against the Ravelston
Entities, so that creditors of the Ravelston Entities may be in a position to review and consider all strategic
alternatives and options to maximize recovery from the assets and property of the Ravelston Entities. On
July 13, 2005, Hollinger Inc. filed a further motion with the Ontario Superior Court of Justice in the
receivership and CCAA proceedings respecting the Ravelston Entities for an order that certain secured claims
owing to Hollinger Inc. and one of its wholly-owned subsidiaries be satisfied in full with common shares of
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Hollinger Inc. held by the Ravelston Entities. These motions originally scheduled to be heard by the court on
July 19, 2005, have been adjourned to a date not yet fixed by the court.

On July 19, 2005, the Ontario Superior Court of Justice ordered that the Receiver is to develop a claims
process to be submitted to the court for approval by no later than August 31, 2005 and that the stay of
proceeding in the CCAA proceeding is lifted for the limited purpose of permitting Hollinger Inc. to proceed
with its application to the Ontario Securities Commission (“OSC”) to vary the cease trade order of the OSC
to allow attachment and perfection of Hollinger Inc.’s security interest in the common shares of Hollinger Inc.
held by the Ravelston Entities. The Receiver submitted a claims process to the Ontario Superior Court of
Justice on August 31, 2005 which is subject to approval by the court.

By a second order of the Ontario Superior Court of Justice on July 19, 2005, on motion by the Receiver,
the court declared that any realization on the common shares of Hollinger Inc. held directly or indirectly by
the Ravelston Entities, the ability of any holder of a security interest granted by the Receiver to realize upon
such security interest and title to the common shares acquired from the Receiver or through a realization by a
security holder, shall be free and clear of any and all forfeiture claims asserted by the United States Attorney
under the Racketeer Influenced and Corrupt Organizations Act. This order was made subject to a “comeback
clause” permitting the United States Attorney to apply to vary or amend the order. The United States
Attorney did not respond to the motion and the court was advised that the United States Attorney took the
position that it was not bound by any order made by the Ontario Superior Court of Justice.

By a third order of the Ontario Superior Court of Justice on August 25, 2005, on motion by the Receiver,
the court authorized the Receiver to enter into a settlement of a dispute between the Receiver and CanWest
Global Communications Corp. (“CanWest”) with respect to the termination of the management services
agreement among Ravelston, CanWest and The National Post Company dated November 15, 2000.
Immediately prior to the appointment of the Receiver, Ravelston gave notice that it would terminate the
management services agreement, effective six months later. The following day, after the Receiver was
appointed, CanWest terminated the management services agreement on the grounds that Ravelston had
ceased carrying on business and had become insolvent. The dispute related to whether a termination fee was
payable upon termination. The Receiver claimed that a termination fee of Cdn. $22.5 million was payable,
plus an accrued fee of Cdn.$3.0 million for 2005 (one-half of the annual fee). CanWest claimed that no
termination fee or accrued management fee was payable. The parties settled the dispute by agreeing that
CanWest would pay a termination fee of Cdn.$11.25 million, plus Cdn.$1.5 million in respect of the 2005
annual fee, for a total payment of Cdn.$12.75 million. The court approved this settlement as being fair and
reasonable.

On August 31, 2005, as mentioned above, the Receiver served a motion seeking to establish a process for
the assertion and resolution of claims against the Ravelston Entities. The purpose of the claims process is to
determine the status and quantum of creditor claims for the purpose of a distribution to creditors from the
estate of the Ravelston Entities.

On September 12, 2005, the Ontario Superior Court of Justice made an order approving a claims process
in relation to the Ravelston Entities. Pursuant to the court’s order, except for excluded claims, claimants are
required to file a proof of claim with the Receiver by December 15, 2005. The Receiver can thereafter accept
a claim in whole or in part or reject the claim. The order contains procedures for the resolution of disputed
claims. At the request of the Company, a clause was included in the order which provides that, in the event
that the Receiver wishes to accept or settle a claim for an amount that equals or exceeds Cdn.$1.0 million, the
Company is to receive notice of the claim and the Company has the right to refer the claim to the Ontario
Superior Court of Justice for resolution. Pursuant to the court’s order, the Special Committee Action is an
excluded claim. The quantum of the Company’s claim against the Ravelston Entities as asserted in the Special
Committee Action will be determined in that proceeding.

On October 4, 2005, the Ontario Superior Court of Justice made an order upon application by the
Receiver authorizing the Receiver, on behalf of Ravelston, to accept service of the federal indictment
described in “— Federal Indictment of Ravelston and Former Company Officials” below, and to voluntarily
appear and enter a plea of not guilty to the indictment. Black filed a notice of appeal to the Ontario Court of
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Appeal. The Receiver disputed Black’s entitlement to appeal the October 4, 2005 order contending that Black
required leave to appeal to the Ontario Court of Appeal. On October 18, 2005, a panel of the Ontario Court of
Appeal heard argument on the Receiver’s motion to quash Black’s appeal and on Black’s cross-motion for
leave to appeal if required.

On November 10, 2005, a panel of the Ontario Court of Appeal quashed Black’s appeal of the October 4,
2005 order of the Ontario Superior Court of Justice which had allowed the Receiver, on behalf of Ravelston,
to accept service and to voluntarily appear and enter a plea of not guilty in relation to the federal indictment.
On November 16, 2005, Black served a motion to stay the Ontario Court of Appeal’s order quashing Black’s
appeal, pending an application for leave to appeal to the Supreme Court of Canada. On November 21, 2005,
Black served a notice of abandonment, abandoning his stay motion. Immediately after the stay motion was
abandoned, the Receiver advised that it had instructed its U.S. criminal counsel to accept service of the
federal indictment, and on November 22, 2005, Ravelston entered a not guilty plea.

On November 21, 2005, the Ontario Superior Court of Justice entered an order that, among other things,
permits the Receiver to use Cdn.$9.25 million from the settlement between the Receiver and CanWest in
relation to the dispute over the termination of the management services agreement, in which the Company
had a security interest, among Ravelston, CanWest and The National Post Company dated November 15,
2000, to fund the costs of the receivership. As part of the order, the Company was granted a replacement lien
on Ravelston’s assets in the amount of Cdn.$9.25 million. This lien is subordinate to certain other liens on
Ravelston’s assets, including liens in favor of the Receiver.

In its November 21, 2005 order, the Ontario Superior Court of Justice also extended the claims bar date
(the “Claims Bar Date™) for filing a proof of claim with the Receiver (previously set for December 15, 2005)
to February 16, 2006. The Claims Bar Date was further extended to May 19, 2006, by order of the Ontario
Superior Court of Justice dated February 6, 2006. The stay of proceedings for the Ravelston Entities was also
extended to June 16, 2006, in that February 6, 2006 Order.

On January 25, 2006, the Ontario Superior Court of Justice temporarily lifted the stay of proceedings to
permit Black, Amiel-Black, Moffat, Black-Amiel, Colson and Boultbee to issue a Statement of Claims against
the Ravelston Entities and others, seeking contribution and indemnity in relation to a number of outstanding
litigation actions.

On January 26, 2006, the Ontario Superior Court of Justice temporarily lifted the stay of proceedings to
permit Hollinger Inc. to issue a new Statement of Claim against the Ravelston Entities and others. After
granting that Order, Hollinger Inc. then issued the Statement of Claim, and at that point the stay of
proceedings was reinstated.

On February 22, 2006, the Receiver served a motion in the Ontario Superior Court of Justice seeking to
temporarily lift the stay of proceedings to permit Shefsky & Froelich Ltd. (“Shefsky”) to file, issue and serve
an Application for a Bankruptcy Order, naming the Receiver as the proposed Trustee in Bankruptcy against
each of Ravelston and RMI for the purpose of crystallizing the date of the “initial bankruptcy event”. On
February 23, 2006, the Company issued its own motion in the Ontario Superior Court of Justice seeking to
temporarily lift the stay of proceedings to permit International to file, issue and serve an Application for a
Bankruptcy Order against each of Ravelston and RMI, naming A. Farber & Partners Inc. as proposed Trustee
in Bankruptcy. The motions were heard on March 1, 2006. The court granted the Receiver’s motion and
denied the Company’s motion, stating that “the important issue here is that the bankruptcy event date be
crystallized by the issuance of a bankruptcy application” and that it “is for another day” to determine whether
the Receiver will be the Trustee in Bankruptcy. On March 2, 2006, Shefsky filed its Application for a
Bankruptcy Order, naming the Receiver as the proposed Trustee in Bankruptcy, crystallizing the “initial
bankruptcy event” at March 2, 2006.

Hollinger Inc. v. American Home Assurance Company and Chubb Insurance Company of Canada

On March 4, 2005, Hollinger Inc. commenced an application in the Ontario Superior Court of Justice
against American Home Assurance Company and Chubb Insurance Company of Canada. The relief being
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sought includes an injunction to restrain the insurers from paying out the limits of their respective policies
(which collectively amounts to $50.0 million) to fund a settlement of the claims against the independent
directors of the Company that was brought by Cardinal Value Equity Partners. Although the Company has
not been named as a party in this application, the order being sought affects its interests and, for this reason,
the Company has been participating in the proceeding. On May 4, 2005, an order was made by the Ontario
Superior Court of Justice that all parties wishing to seek relief in relation to various insurance policies issued
to the Company, Hollinger Inc. and Ravelston for the year July 1, 2002 to July 1, 2003 must issue notices of
application no later than May 13, 2005. On May 12, 2005, the Company filed an application with the Ontario
Superior Court of Justice seeking declaratory orders regarding the obligations of certain insurers with whom
the Company and its directors have coverage to fund the settlement of the Cardinal derivative action. On
May 13, 2005, applications naming the Company as a respondent were issued in the Ontario Superior Court of
Justice by American Home Assurance Company, Chubb Insurance Company of Canada, Temple Insurance
Company, Continental Casualty Company, Lloyd’s Underwriters and AXA Corporate Solutions Assurance,
and Hollinger Inc. seeking a variety of declaratory orders regarding the appropriateness of the insurers, or
some of them, being authorized or required to fund the settlement of the derivative action. Four additional
applications have been commenced by various additional parties claiming to have rights under the insurance
policies in question, but none of these applications names the Company as a respondent. No damages are
being sought in any of these proceedings.

These applications were heard by the Ontario Court on July 20-22, November 29-30 and December 1,
2005. In a decision dated January 13, 2006, the Ontario Court provisionally endorsed the funding of the
settlement by American Home Assurance Company and Chubb Insurance Company of Canada, but will
conduct further proceedings on April 7, 2006 to resolve certain remaining issues concerning approval of this
funding.

The Chicago Sun-Times Circulation Cases

On October 5, 2004, the Company announced that circulation at the Chicago Sun-Times had been
overstated during the period March 1997 to March 2004. Following the announcement, the Company
commenced a settlement program targeting approximately 500 major repeat advertisers. The Company
participated in a court-approved mediation process that culminated in a class settlement (the “Class Action
Settlement”’). The Class Action Settlement was given final approval by the Circuit Court of Cook County,
Chancery Division, on January 17, 2006. The terms of the Class Action Settlement call for payment by the
Chicago Sun-Times to advertisers of $7.6 million in cash and up to $7.3 million in value-added benefits.
Additionally, the Chicago Sun-Times will pay cash incentive payments of approximately $0.2 million,
additional relief of $50,000, and attorneys’ fees of approximately $5.6 million. The total cash to be paid out by
the Chicago Sun-Times under the Class Action Settlement (excluding defense costs and claims administrator
costs) is therefore approximately $13.4 million. The cost of value-added benefits paid by the Chicago Sun-
Times will vary depending upon the return rate of claims forms.

The Company in 2004 and early 2005 made private settlements with major advertisers and agreed to
provide value added advertising benefits, the cost of which will vary depending on the extent the advertisers
use these benefits and the nature of the benefit chosen. The Company is in settlement negotiations with the
remaining advertisers whose claims are not settled. The aggregate spend of these advertisers is equal to
approximately 9.5% of the total class spend for the relevant period. The Company had previously reserved
$27.0 million with regard to this matter. The Company evaluates the adequacy of the reserve on a regular basis
and believes the remaining reserve to be adequate, including amounts related to settlements referred to above,
as of December 31, 2005.

Federal Indictment of Ravelston and Former Company Officials

On August 18, 2005, a federal grand jury in Chicago indicted Radler, the Company’s former President
and Chief Operating Officer, Mark S. Kipnis (“Kipnis”), the Company’s former Vice President, Corporate
Counsel and Secretary, and Ravelston on federal fraud charges for allegedly diverting $32.2 million from the
Company through a series of self-dealing transactions between 1999 and May 2001. The indictment, which
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includes five counts of mail fraud and two counts of wire fraud, alleges that the defendants illegally funneled
payments disguised as “non-competition” fees to Radler, Hollinger Inc., and others, at the Company’s
expense, and fraudulently mischaracterized bonus payments to certain Company executives as ‘“‘non-
competition” fees in order to defraud Canadian tax authorities. The transactions alleged in the indictment are
among the transactions that form the basis for the Company’s civil claims against Radler, Ravelston, and
others in the Special Committee Action. On August 24, 2005, Kipnis entered a not guilty plea. On
September 20, 2005, Radler pleaded guilty to one count of fraud. Under a plea bargain, he agreed to cooperate
with federal prosecutors, accept a prison sentence of two years and five months and pay a $250,000 fine.

On November 17, 2005, the federal grand jury in Chicago returned an expanded indictment naming new
defendants and adding additional fraud charges. The new defendants named in the expanded indictment are
Black, as well as Boultbee and Atkinson, both of whom are former executive vice presidents of the Company.
The new indictment alleges two new fraud schemes in addition to realleging the scheme in the initial
indictment. The indictment alleges that, in the first new scheme, defendants fraudulently diverted an
additional $51.8 million from the Company’s multibillion-dollar sale of assets to CanWest in 2000. In the
second new scheme, the indictment alleges that Black fraudulently misused corporate perquisites. The
indictment also alleges that Black, with Boultbee’s assistance, defrauded the Company of millions of dollars in
connection with the Company’s renovation of a New York City apartment for Black and Black’s purchase
from the Company of another apartment in the same building.

On November 22, 2005, Ravelston entered a not guilty plea; on November 29, 2005, Kipnis entered a not
guilty plea; on December 1, 2005, Black and Atkinson entered not guilty pleas; and on December 7, 2005,
Boultbee entered a not guilty plea.

On December 15, 2005, the grand jury returned another expanded indictment alleging four new charges
against Black and one new charge against Boultbee. The additional charges against Black include one count
each of racketeering, obstruction of justice, money laundering, and wire fraud. Boultbee is charged with an
additional count of wire fraud. The new indictment also adds a claim for forfeiture that includes Black’s
ownership interests in Ravelston and Hollinger Inc. On December 16, 2005, Black and Boultbee entered not
guilty pleas to the additional charges.

CanWest Arbitration

On December 19, 2003, CanWest commenced notices of arbitration against the Company and others
with respect to disputes arising from CanWest’s purchase of certain newspaper assets from the Company in
2000. CanWest and the Company have competing claims relating to this transaction. CanWest claims the
Company and certain of its direct subsidiaries owe CanWest approximately Cdn.$84.0 million. The Company
is contesting this claim, and has asserted a claim against CanWest in the aggregate amount of approximately
Cdn.$80.5 million. On February 6, 2006, approximately $17.5 million of the proceeds from the sale of the
remaining Canadian Newspaper Operations was placed in escrow, to be held up to seven years, pending a final
award, judgment or settlement in respect of the arbitration (“CanWest Arbitration”). The CanWest
Arbitration is in preliminary stages, and it is not yet possible to determine its ultimate outcome.

CanWest and The National Post Company v. Hollinger Inc., Hollinger International Inc., the Ravelston
Corporation Limited and Ravelston Management Inc.

On December 17, 2003, CanWest and The National Post Company brought an action in the Ontario
Superior Court of Justice against the Company and others for approximately Cdn.$25.7 million plus interest in
respect of issues arising from a letter agreement dated August 23, 2001 to transfer the Company’s remaining
50% interest in the National Post to CanWest. In August 2004, The National Post Company obtained an
order for partial summary judgment ordering the Company to pay The National Post Company
Cdn.$22.5 million plus costs and interest. On November 30, 2004, the Company settled the appeal of the
partial summary judgment by paying The National Post Company the amount of Cdn.$26.5 million. This
amount includes payment of the Cdn.$22.5 million in principal plus interest and related costs. The two
remaining matters in this action consist of a claim for Cdn.$2.5 million for capital and operating requirements
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of The National Post Company and a claim for Cdn.$752,000 for newsprint rebates. This action has been
discontinued and claims have been transferred to the CanWest Arbitration on consent of the parties.

RMI brought a third party claim in this action against HCPH Co. for indemnification from HCPH Co. in
the event CanWest and The National Post Company were successful in their motion for partial summary
judgment as against RMI in the main action. CanWest’s motion against RMI was unsuccessful and
CanWest’s claim against RMI was dismissed on consent of the parties. RMI’s third party action against
HCPH Co. remains outstanding. The Company is seeking a discontinuance of the third party claim and an
acknowledgment and release from RMI that HCPH Co. and the Company are not liable on a promissory note
issued in connection with the sale of NP Holdings Company.

Wells Fargo Bank Northwest, N.A. v. Sugra (Bermuda) Limited and Hollinger Inc.

On November 3, 2004, Wells Fargo Bank Northwest, N.A. and Key Corporate Capital Inc. filed an
action in the Supreme Court of the State of New York, in Albany County, against Sugra (Bermuda) Limited
(“Sugra (Bermuda)”), which is a subsidiary of Publishing, and against Hollinger Inc. The action is entitled
Wells Fargo Bank Northwest, N.A. v. Sugra (Bermuda) Limited and Hollinger Inc., No. 1:04-cv-01436-
GLD-DRH (N.D.N.Y.). The action alleges that Sugra (Bermuda) defaulted under the terms of a 1995
aircraft lease agreement, and that Hollinger Inc. is a guarantor of Sugra (Bermuda)’s obligations under the
lease. In the initial complaint, the plaintiffs sought $5.1 million in damages, plus interest at the rate of
18 percent per annum and attorneys’ fees. On December 20, 2004, the action was moved from state court to
the United States District Court for the Northern District of New York.

On December 22, 2005, the Company settled this matter for $0.8 million and the parties have agreed to
dismiss all claims, cross claims, and third-party claims against one another. As a result of this settlement, the
Company has recognized a charge of $0.8 million in “Other income (expense), net” for the year ended
December 31, 2005.

Boultbee v. Hollinger International Inc., filed August 25, 2005

On August 25, 2005, Boultbee filed an action against the Company in the Court of Chancery of the State
of Delaware alleging that the Company wrongfully failed to advance to him legal fees and expenses he
allegedly incurred in connection with certain actions and investigations. He sought an order requiring the
Company to pay approximately $0.3 million in advancement for such legal fees, plus interest, and declaring
that he is entitled to such advancement going forward. He also sought an award of attorneys’ fees for bringing
the action. In September 2005, the Company filed counterclaims seeking a declaration that Boultbee was not
entitled to advancement in connection with certain proceedings and that he was liable for repayment of 50% of
amounts already advanced to him. In February 2006, the parties agreed to settle the matter. Pursuant to the
settlement, Boultbee will receive advancement for a portion of his prior legal fees, and specified percentages of
his future legal fees in connection with various matters, subject to his undertaking that he will repay such fees
if it is ultimately determined that he is not entitled to indemnification. As a result of this agreement, the
Company has recognized a charge of $2.0 million for the year ended December 31, 2005 to accrue for
estimated indemnification fees related to Boultbee.

Other Matters

The Company and members of the Special Committee have had a suit filed against them before the
Ontario Superior Court of Justice by Boultbee whose position as an officer was terminated in November 2003.
In November 2003, the Special Committee found that Boultbee received approximately $0.6 million of “non-
competition” payments that had not been properly authorized by the Company. The Company was unable to
reach a satisfactory agreement with Boultbee for, among other things, repayment of these amounts and as a
result, terminated his position as an officer of the Company. Boultbee is asserting claims for wrongful
termination, indemnification for legal fees, breach of contract relating to stock options and loss of reputation,
and is seeking approximately Cdn.$16.1 million from the defendants. The action is in its preliminary stages,
and it is not yet possible to determine its ultimate outcome. On November 18, 2004, the Company and
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Boultbee resolved Boultbee’s claim for advancement and indemnification of legal fees, as part of which
Boultbee agreed to discontinue this portion of his claim. On June 21, 2005, the Company filed a motion to stay
this action until the litigation in Illinois involving the Company, Boultbee and others has been concluded. By
consent order dated March 27, 2006, this action is stayed and Boultbee’s claim for advancement and
indemnification of legal fees in this action has been discontinued. See “— Litigation Involving Controlling
Stockholder, Senior Management and Directors.”

On June 27, 2005, Kenneth Whyte, former editor-in-chief of the National Post, filed an action against
the Company in the Supreme Court of the State of New York, County of New York, entitled Whyte v.
Hollinger International Inc., Index No. 602321/05. Whyte alleges that the Company improperly declined to
allow him to exercise his vested stock options in February 2004 and asserts damages of approximately
$0.7 million. In September 2005, the Company moved to dismiss the action. On February 28, 2006, the court
granted the motion to dismiss one count of the complaint and denied the motion to dismiss the other two
counts. This action is in a preliminary stage, and it is not yet possible to determine its ultimate outcome.

Stockgroup Information Systems Inc. and Stockgroup Media Inc. (collectively referred to as
“Stockgroup”) commenced an action in Ontario against Hollinger Inc. and HCPH Co. Stockgroup alleges
that Hollinger Inc. and HCPH Co. owe them damages in respect of advertising credits. Stockgroup is seeking,
jointly and severally, the amount of approximately $0.5 million from Hollinger Inc. and HCPH Co., plus
interest and costs. The action was commenced on January 14, 2005 against Hollinger Inc. and on May 31,
2005 Stockgroup added HCPH Co. as a defendant. Hollinger Inc. and HCPH Co. have defended the claim.
Affidavits of documents have been exchanged and examinations for discovery have been completed. It is not
possible to determine the ultimate outcome of this action.

The Company becomes involved from time to time in various claims and lawsuits incidental to the
ordinary course of business, including such matters as libel, defamation and privacy actions. In addition, the
Company is involved from time to time in various governmental and administrative proceedings with respect
to employee terminations and other labor matters, environmental compliance, tax and other matters.

Management believes that the outcome of any pending claims or proceedings described under “Other
Matters” will not have a material adverse effect on the Company taken as a whole.

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

None.

PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

The Company’s Class A Common Stock is listed on the New York Stock Exchange under the trading
symbol HLR. At December 31, 2005 there were 75,687,055 shares of Class A Common Stock outstanding,
excluding 12,320,967 shares held by the Company, and these shares were held by approximately 190 holders
of record and approximately 1,840 beneficial owners. As of December 31, 2005, 14,990,000 shares of Class B
Common Stock were outstanding, all of which were owned by Hollinger Inc.

The following table sets forth for the periods indicated the high and low sales prices for shares of the
Class A Common Stock as reported by the New York Stock Exchange Composite Transactions Tape for the
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periods since January 1, 2004, and the cash dividends paid per share on the Class A and Class B Common
Stock.

Cash
Price Range ]%i;'iigell:gs

Calendar Period High Low Share
2004
First Quarter . ......... . $19.81  $14.25 $0.05
Second QUArter. ... ..ottt 20.50 15.81 0.05
Third Quarter . ........... i 17.75 15.60 0.05
Fourth Quarter ......... ... i 18.95 15.38 0.05
2005
First Quarter ... ...t $15.93  $10.75 $5.55
Second QUarter. . ...ttt e 11.01 9.06 0.05
Third Quarter . ...... ...t 10.60 9.51 0.05
Fourth Quarter . ...... ... . i e 9.84 8.45 0.05
2006
Through March 23, 2006 . .. .....ooiutttt i, $9.70 $ 8.40 $0.05

On December 31, 2005, the closing price of the Company’s Class A Common Stock was $8.96 per share.

Each share of Class A Common Stock and Class B Common Stock is entitled to receive dividends if, as
and when declared by the Board of Directors of the Company. Dividends must be paid equally, share for share,
on both the Class A Common Stock and the Class B Common Stock at any time that dividends are paid.

As a holding company, the Company’s ability to declare and pay dividends in the future with respect to its
Common Stock will be dependent upon, among other factors, its results of operations, financial condition and
cash requirements, the ability of its subsidiaries to pay dividends and make payments to the Company under
applicable law and subject to restrictions contained in future loan agreements and other financing obligations
to third parties relating to such subsidiaries of the Company, as well as foreign and United States tax liabilities
with respect to dividends and payments from those entities. The Company has paid all dividends that have
been declared during 2005 and the regular dividend declared on March 2, 2006 is payable on April 17, 2006.

Equity Compensation Plan Information

Number of Securities
Remaining Available

(a) for Future Issuance
Number of Securities Under Equity
to Be Issued Upon Weighted-Average Compensation Plans
Exercise of Exercise Price of (Excluding
Outstanding Options, Outstanding Options, Securities Reflected
Plan Category Warrants and Rights Warrants and Rights in Column (a))

Equity compensation plans approved
by security holders............. 4,211,580 $8.19 3,047,773

Equity compensation plans not
approved by security holders. . . .. —

] 4,211,580

&>
oo
—_
O

3,047,773

See Note 14 to the Company’s consolidated financial statements herein for the summarized information
about the Company’s equity compensation plans.
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Recent Sales of Unregistered Securities

None.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

None.

Item 6. Selected Financial Data

Year Ended December 31,

2005 2004 2003 2002 2001
(In thousands, except per share amounts)

Statement of Operations Data(1):
Operating revenue:

Advertising. ....... ... ... L $357,820  $ 362,355 $ 352,029 $ 341,262 $ 377,258

Circulation ........................ 88,150 90,024 86,532 89,427 107,391

Jobprinting ............. ... ...... 9,194 8,648 7,903 7,237 7,956

Other ....... ... .. i 2,725 3,412 4,325 3,852 12,047
Total operating revenue ............... 457,889 464,439 450,789 441,778 504,652
Operating costs and expenses .......... 437,486 455,341 447,106 391,553 538,063
Depreciation and amortization(2)....... 30,721 31,109 37,683 37,975 45,156
Operating income (loss) .............. (10,318) (22,011) (34,000) 12,250 (78,567)
Interest expense. ..................... (909) (19,044) (29,332) (57,295) (77,474)
Amortization of deferred financing costs (26) (780) (1,503) (5,585) (10,367)
Interest and dividend income........... 11,625 11,427 14,557 8,782 41,011
Other income (expense), net(3)........ (3,839) (95,690) 51,985 (180,954)  (308,588)
Earnings (loss) from continuing

operations before income taxes ....... (3,467)  (126,098) 1,707 (222,802)  (433,985)
Income taxes (benefit)................ 42,467 29,462 112,168 29,194 (45,591)
Loss from continuing operations . ....... (45,934)  (155,560)  (110,461)  (251,996)  (388,394)
Earnings from discontinued operations

(net of income taxes)............... 33,965 390,228 36,153 21,367 59,888
Net earnings (loss) ................... $(11,969) $ 234,668 $ (74,308) $(230,629) $(328,506)
Diluted earnings per share:

Loss from continuing operations . . .. .. $ (051) $ (1.72) $ (1.27) $  (2.62) $ (3.88)

Earnings from discontinued operations 0.38 4.31 0.42 0.22 0.60

Net earnings (1oss)(4) .....coovnnn. $§ (0.13) $ 259 $ (085 $ (240) $ (3.28)
Cash dividends per share paid on Class A

and Class B Common Stock ......... $§ 570 $ 020 $ 020 $ 041 § 0.55
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As of December 31,
2005 2004 2003 2002 2001
(In thousands)

Balance Sheet Data(1):
Working capital (deficiency)(a) .. $(369,572) $ (153,338) $(390,403) $ (754,307) $ 92,738
Total assets(5) ................. 1,065,328 1,738,898 1,785,104 2,161,433 2,076,958
Long-term debt, less current

installments.................. 919 2,053 308,144 310,105 806,512
Redeemable preferred stock ... ... — — — 8,650 8,582
Total stockholders’ equity (deficit) (169,851) 152,186 4,926 117,933 345,656

Year Ended December 31,
2005 2004 2003 2002 2001
(In thousands)

Segment Data(1):
Operating revenue:

Sun-Times News Group................ $457,889  § 464,439  $450,789  $441,778  $442,884
Canadian Newspaper Operations ........ — — — — 60,954
U.S. Community Group................ — — — — 814
Total operating revenue .................. $457,889  § 464,439  $450,789  $441,778  $504,652
Operating income (loss):
Sun-Times News Group................ $ 47,608 $ 96,420 $ 24,358 $ 38,640 $ 5,965
Canadian Administrative Group ......... (2,619) (6,909)  (12,984) (6,805)  (65,262)
U.S. Community Group................ — — — — (121)
Investment and Corporate Group .. ...... (55,307)  (111,522)  (45,374)  (19,585)  (19,149)
Total operating income (loss) ............. $(10,318) $ (22,011) $(34,000) $ 12,250 $(78,567)
(a) Excluding escrow deposits and restricted cash, assets and liabilities of operations to be disposed of and

(1)

(2)

current installments of long-term debt.

The financial data as of December 31, 2005 and 2004 and for each of the years in the three-year period
ended December 31, 2005 are derived from, and should be read in conjunction with, the audited
consolidated financial statements of the Company and the notes thereto appearing elsewhere herein. The
financial data as of December 31, 2003, 2002 and 2001 and for the years ended December 31, 2002 and
2001 are derived from audited consolidated financial statements not presented separately herein. The
financial data for all periods has been revised to reflect discontinued operations treatment of the
Canadian Newspaper Operations, Telegraph Group and Palestine Post Limited (previously reported
under the Community Group). During 2001, the Company disposed of its remaining U.S. Community
Group Newspapers and most of its remaining Canadian Newspapers.

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards
(“SFAS”) No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”’). As a consequence, the
Company no longer amortizes goodwill and intangible assets with indefinite useful lives. See Note 1(j) of
Notes to the consolidated financial statements.
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(3) The principal components of “Other income (expense), net” are presented below:

2005 2004 2003 2002 2001
(In thousands)

Loss on extinguishment of debt ........... $ — $(60,381) $(37,291) $ (35,460) $ —
Write-down of investments ............... (298) (365)  (7,700)  (40,150)  (48,037)
Write-down and expenses related to FDR

Collection ............coviiiiiiain... (795) — (6,796) — —
Gain (loss) on Participation Trust and

CanWest Debentures, including exchange

gains and losses ...................... —  (22,689) 83,681 914 (6,938)
Foreign currency gains (losses), net ....... (2,171) 1,634 1,285 (95,337) 11,643
Losses on Total Return Equity Swap ...... — — — (15,237)  (73,863)
Loss on sales of publishing interests, net. . . . — (7,900) (6,251) — (3,230)
Legal settlement........................ (800) — — — —
Settlements with former directors and

officers. ... ... . . — 1,718 31,547 — —
Gain (loss) on sale of investments ........ 2,511 1,709 2,129 —  (147,213)
Gain on sale of non-operating assets ....... 31 1,090 — 4,295 1,074
Write-down of property, plant and

equipment . ... — — (5,622) — (1,343)
Equity in losses of affiliates, net of dividends

received . .. ... (1,752)  (3,897)  (2,957) (1,265)  (12,292)
“Non-competition” payments............. — — — — (6,100)
Other..... ... (565)  (6,609) (40) 1,286 (22,289)

$(3,839) $(95,690) $ 51,985 $(180,954) $(308,588)

(4) The Company’s diluted earnings per share is calculated on the following diluted number of shares
outstanding (in thousands): 2005 — 90,875, 2004 — 90,486, 2003 — 87,311, 2002 — 96,066 and
2001 — 100,128.

(5) Includes goodwill and intangible assets, net of accumulated amortization, of $221.1 million at Decem-
ber 31, 2005, $225.5 million at December 31, 2004, $231.9 million at December 31, 2003, $245.3 million
at December 31, 2002 and $287.7 million at December 31, 2001.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
General

As previously noted, the results of operations and financial condition of the Canadian Newspaper
Operations and those operations sold in prior years, the largest of which was the Telegraph Group, are reported
as discontinued operations for all periods presented. All amounts relate to continuing operations unless
otherwise noted.

Overview

The Company’s business is concentrated in the publishing, printing and distribution of newspapers under
the Sun-Times News Group operating segment. The Sun-Times News Group represents 100% of the
Company’s revenue and includes the Chicago Sun-Times, Post Tribune, Daily Southtown, Naperville Sun and
other city and suburban newspapers in the Chicago metropolitan area.

The Company’s revenue is primarily derived from the sale of advertising space within the Company’s
publications. Advertising revenue accounted for approximately 78% of the Company’s consolidated revenue
for the year ended December 31, 2005. Advertising revenue is largely comprised of three primary sub-groups:
retail, national and classified. Advertising revenue is subject to changes in the economy in general, on both a
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national and local level, and in individual business sectors. The Company’s advertising revenue experiences
seasonality with the first quarter typically being the lowest and the fourth quarter being the highest.
Advertising revenue is recognized upon publication of the advertisement.

Approximately 19% of the Company’s revenue for the year ended December 31, 2005 was generated by
circulation of the Company’s publications. This includes sales of publications to individuals on a single copy or
subscription basis and to sales outlets, which then re-sell the publications. The Company recognizes
circulation revenue from subscriptions on a straight-line basis over the subscription term and single-copy sales
at the time of distribution. The Company also generates revenue from job printing and other activities which
are recognized upon delivery.

Significant expenses for the Company are compensation and newsprint. Compensation expense, which
includes benefits, was approximately 41% of the Company’s total operating costs for the year ended
December 31, 2005. Compensation costs are recognized as employment services are rendered. Newsprint costs
represented approximately 15% of the Company’s total operating costs for the year ended December 31, 2005.
Newsprint prices are subject to fluctuation as newsprint is a commodity and can vary significantly from period
to period. Newsprint costs are recognized upon consumption.

Management fees paid to Ravelston, RMI and other affiliated entities and costs related to corporate
aircraft were incurred at the corporate level and allocated to the operating segments in 2003 and prior periods.
The two aircraft were grounded prior to 2004 and consequently, no costs were allocated to the operating
segments after 2003. With the termination of the management services agreements effective June 1, 2004 and
the sale of one aircraft and lease cancellation of the other, similar charges are not expected to be incurred in
future periods. However, litigation against the Company related to the lease cancellation was settled on
December 22, 2005 resulting in a charge of $0.8 million included in “Other income (expense), net” in the
accompanying Consolidated Statement of Operations for the year ended December 31, 2005. See Note 21 to
the consolidated financial statements. Management fees and aircraft costs incurred during the year ended
December 31, 2003 were approximately $26.0 million and $4.6 million, respectively, of which $9.3 million and
$1.2 million, respectively, were allocated to the Telegraph Group and The Jerusalem Post and, accordingly,
reflected in discontinued operations. No such fees were allocated to the Canadian Newspaper Operations.
Upon completion of the move of the Company’s accounting and finance functions to Chicago from Toronto
during 2005, the Company estimates that annualized compensation costs of employees engaged in activities
formerly provided under management services agreements with RMI and its affiliates will be approximately
$6.0 million.

All significant intercompany balances and transactions have been eliminated in consolidation.

Developments Since December 31, 2005

The following events may impact the Company’s consolidated financial statements for periods subsequent
to those covered by this report.

In January 2006, the Company announced a reorganization of its Sun-Times News Group. The
reorganization is designed to centralize responsibilities across the organization along functional activities as
opposed to local, geographical boundaries. The Company expects the reorganization to reduce staffing levels
by approximately 10%, largely through a voluntary separation program. The amount of any resulting
restructuring charges will be dependent on the nature and mix of employees leaving through separation
payments to be offered to those who voluntarily separate versus through involuntary separation and cannot be
estimated at this time.

On February 6, 2006, the Company completed the sale of substantially all of its remaining Canadian
operating assets, consisting of, among other things, approximately 87% of the outstanding Units of Hollinger
L.P. and all of the shares of Hollinger Canadian Newspapers GP Inc., Eco Log Environmental Risk
Information Services Ltd. and KCN Capital News Company, for an aggregate purchase price of $106.1 mil-
lion, of which approximately $17.5 million has been placed in escrow. A majority of the escrow may be held up
to seven years, in respect of contingent obligations related to the CanWest Arbitration. See “Item 3 — Legal
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Proceedings — CanWest Arbitration.” Following this sale, the Company no longer has any ownership interest
in newspaper operations outside of the Sun-Times News Group.

On March 2, 2006, the Board of Directors declared a regular quarterly dividend in the amount of
$0.05 per share payable on the Company’s Class A and Class B Common Stock on April 17, 2006 to
stockholders of record on April 3, 2006.

On March 15, 2006, the Company announced that its Board of Directors had authorized the repurchase
of up to an aggregate value of $50.0 million of the Company’s Common Stock in the open market and
privately negotiated transactions.

Significant Transactions in 2005

On December 16, 2004, the Board of Directors declared a special dividend of $2.50 per share on the
Company’s Class A and Class B Common Stock paid on January 18, 2005 to holders of record of such shares
on January 3, 2005, in an aggregate amount of approximately $226.7 million. On January 27, 2005, the Board
of Directors declared a second special dividend of $3.00 per share on the Company’s Class A and Class B
Common Stock paid on March 1, 2005 to holders of record of such shares on February 14, 2005, in an
aggregate amount of approximately $272.0 million.

Disputes, Investigations and Legal Proceedings with Former Executive Officers and Certain Current and
Former Directors — The Company is involved in a series of disputes, investigations and legal proceedings
relating to transactions between the Company and certain former executive officers and certain current and
former directors of the Company and their affiliates. The potential impact of these disputes, investigations and
legal proceedings on the Company’s financial condition and results of operations cannot currently be
estimated. Costs incurred as a result of the investigation of the Special Committee and related litigation are
reflected in “Other operating costs” in the Consolidated Statements of Operations. These costs primarily
consist of legal and other professional fees. The legal fees include those incurred directly by the Special
Committee in its investigation, the costs of litigation initiated by the Special Committee on behalf of the
Company, costs to defend the Company from litigation brought by the Company’s direct and indirect
controlling stockholders and various former members of the Company’s management and Board of Directors
following the Special Committee’s findings and the Company’s actions in November 2003, and costs to defend
the court order in the January 2004 SEC Action against challenges by Hollinger Inc. These costs also include
the expenses incurred in cooperating with the various government agencies investigating the matters discussed
in the Report, and attorneys’ and other professional fees advanced by the Company to various current and
former Company officers, directors and employees, as provided for by the Company’s by-laws, subject to the
undertaking of the recipients to repay the fees advanced should it ultimately be determined by the courts that
they are not entitled to be indemnified. The costs incurred are summarized in the following table.

Incurred Since

Year Ended December 31, Inception through

2005 2004 2003 December 31, 2005 (5)
(In thousands)
Special Committee’s work(1) .......... $ 19,044  $26,605 $ 7,072 $ 52,721
Litigation costs(2) ................... 3,601 15,522 1,446 20,569
Indemnification fees and costs(3) ...... 23,363 17,997 1,629 42,989
Recoveries(4) ..., (32,375) — — (32,375)
$ 13,633  $60,124  $10,147 $ 83,904

(1) Costs and expenses arising from the Special Committee’s investigation. These amounts include the fees
and costs of the Special Committee’s members, counsel, advisors and experts.

(2) Largely represents legal and other professional fees to defend the Company in litigation that has arisen as
a result of the issues the Special Committee has investigated, including costs to defend the counterclaims
of Hollinger Inc. and Black in the Delaware Litigation.
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(3) Represents amounts the Company has been required to advance in fees and costs to indemnified parties,
including the indirect controlling stockholders and their affiliates and associates who are defendants in
the litigation largely brought by the Company.

(4) Represents recoveries directly resulting from the Special Committee’s activities including approximately
$30.3 million in a settlement with Torys LLP and $2.1 million in recoveries of indemnification payments
from Black. Excludes settlements with former directors and officers, pursuant to a restitution agreement
reached in November 2003, of approximately $1.7 million and $31.5 million for the years ended
December 31, 2004 and 2003, respectively, which are included in “Other income expense, net” in the
Consolidated Statements of Operations. See Note 17, 21(a) and 22(a) to the consolidated financial
statements.

(5) The Special committee was formed on June 17, 2003. These amounts represent the cumulative costs of
the Special Committee investigation.

Including the amounts received pursuant to the restitution agreement, the net cost of these activities
since the Special Committee was formed aggregated approximately $50.7 million through December 31,2005.

In March 2006, the Company and Black reached an agreement over past legal fees to be paid on behalf of
Black. Under the agreement, the Company agreed to advance specified percentages of Black’s legal fees in
particular matters going forward. See “Legal Proceedings — Black v. Hollinger International Inc., filed on
May 13, 2005.”

On May 3, 2005, certain of the Company’s current and former independent directors agreed to settle
claims brought against them in Cardinal Value Equity Partners, L.P. v. Black, et al. The settlement provides
for $50.0 million to be paid to the Company. The settlement, which is conditioned upon funding of the
settlement amount by proceeds from certain of the Company’s directors and officers liability insurance
policies, is also subject to court approval.

On December 19, 2005, the Company announced that HCPH Co. entered into agreements to sell its 70%
interest in Great West Newspaper Group Ltd. and its 50% interest in Fundata for approximately $40.5 million.
The transaction closed December 30, 2005. See Note 2 to the consolidated financial statements.

Critical Accounting Policies and Estimates

The preparation of the Company’s consolidated financial statements requires it to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenue and expenses, and related disclosure
of contingent assets and liabilities. On an ongoing basis, the Company evaluates its estimates, including those
related to areas that require a significant level of judgment or are otherwise subject to an inherent degree of
uncertainty. These areas include bad debts, goodwill, intangible assets, income taxes, pensions and other post-
retirement benefits, contingencies and litigation. The Company bases its estimates on historical experience,
observance of trends in particular areas, information available from outside sources and various other
assumptions that are believed to be reasonable under the circumstances. Information from these sources form
the basis for making judgments about the carrying values of assets and liabilities that may not be readily
apparent from other sources. Actual amounts may differ from these estimates under different assumptions or
conditions.

The Company believes the following critical accounting policies reflect the more significant judgments
and estimates used in the preparation of the consolidated financial statements.

Accruals for Contingent Tax Liabilities

At December 31, 2005, the Company’s Consolidated Balance Sheet includes $920.5 million of accruals
intended to cover contingent liabilities for taxes and interest it may be required to pay in various tax
jurisdictions. A substantial portion of the accruals relates to the tax treatment of gains on the sale of a portion
of the Company’s non-U.S. operations. The accruals to cover contingent tax liabilities also relate to
management fees, ‘‘non-competition” payments and other items that have been deducted in arriving at taxable
income, which deductions may be disallowed by taxing authorities. If those deductions were to be disallowed,
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the Company would be required to pay additional taxes and interest since the dates such taxes would have
been paid had the deductions not been taken. The Company may also be subject to penalties. The ultimate
resolution of these tax contingencies will be dependent upon a number of factors, including discussions with
taxing authorities and the nature, extent and timing of any restitution or reimbursement received by the
Company.

The Company believes that the accruals that have been recorded are adequate to cover the tax
contingencies. If the ultimate resolution of the tax contingencies is more or less favorable than what has been
assumed by management in determining the accruals, the accruals may ultimately be excessive or inadequate
in amounts that are not presently determinable, but such amounts may be material to the Company’s
consolidated financial position, results of operations, and cash flows.

Allowance for Doubtful Accounts

The Company maintains allowances for doubtful accounts for estimated losses resulting from the inability
of customers to make required payments. If the financial condition of customers were to deteriorate, resulting
in an impairment of their ability to make payments, additional allowances could be required.

Potential Impairment of Goodwill

The Company has significant goodwill recorded in its accounts. The Company is required to determine at
least annually, whether or not there has been any permanent impairment in the value of these assets. Certain
indicators of potential impairment that could impact the Company include, but are not limited to, the
following: (i) a significant long-term adverse change in the business climate that is expected to cause a
substantial decline in advertising spending, (ii) a permanent significant decline in newspaper readership,
(iil) a significant adverse long-term negative change in the demographics of newspaper readership and (iv) a
significant technological change that results in a substantially more cost effective method of advertising than
newspapers.

Valuation Allowance — Deferred Tax Assets

The Company records a valuation allowance to reduce the deferred tax assets to the amount which, the
Company estimates, is more likely than not to be realized. While the Company has considered future taxable
income and ongoing tax planning strategies in assessing the need for the valuation allowance, if the Company
were to determine that it would be able to realize deferred tax assets in the future in excess of the net recorded
amount, the resulting adjustment to deferred tax assets would increase net earnings in the period such a
determination was made. Similarly, should the Company determine that it would not be able to realize all or
part of the deferred tax assets in the future, an adjustment to deferred tax assets would decrease net earnings
in the period that such a determination was made.

Defined Benefit Pension Plans and Post-Retirement Benefits

The Company sponsors several defined benefit pension and post-retirement benefit plans for domestic
and foreign employees. These defined benefit plans include pension and post-retirement benefit obligations,
which are calculated based on actuarial valuations. In determining these obligations and related expenses, key
assumptions are made concerning expected rates of return on plan assets and discount rates. In making these
assumptions, the Company evaluates, among other things, input from actuaries, expected long-term market
returns and current high-quality bond rates. The Company will continue to evaluate the expected long-term
rates of return on plan assets and discount rates at least annually and make adjustments as necessary, which
could change the pension and post-retirement obligations and expenses in the future.

Unrecognized actuarial gains and losses are recognized by the Company over a period of approximately
12 years, which represents the weighted-average remaining service life of the employee group. Unrecognized
actuarial gains and losses arise from several factors including experience, changes in assumptions and from
differences between expected returns and actual returns on assets. At the end of 2005, the Company had
unrecognized net actuarial losses of $67.1 million. These unrecognized amounts could result in an increase to
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pension expense in future years depending on several factors, including whether such losses exceed the
corridor in accordance with SFAS No. 87, “Employers’ Accounting for Pensions.”

During 2005, the Company made contributions of $6.1 million to defined benefit pension plans. Global
capital market and interest rate fluctuations could impact future funding requirements for such plans. If the
actual operation of the plans differs from the assumptions, additional Company contributions may be required.
If the Company is required to make significant contributions to fund the defined benefit pension plans,
reported results could be adversely affected, and the Company’s cash flow available for other uses would be
reduced.

Results of Operations for the Years ended December 31, 2005, 2004 and 2003

The following table sets forth, for the Company’s segments and for the periods indicated, certain items
derived from the Consolidated Statements of Operations.
Year Ended December 31,

2005 2004 2003
(Dollars in thousands)

Operating revenue:

Sun-Times News Group. ..........covviiuneiinnan... $457,889  $ 464,439  $450,789
Total operating Tevenue . ...........c.couuuieeunneennnnn. $457.889 $ 464,439  $450,789
Operating income (loss):

Sun-Times News Group. ...........c.ooviiunieiinnao... $ 47,608 §$ 96,420 $§ 24,358

Canadian Administrative Group ...................... (2,619) (6,909)  (12,984)

Investment and Corporate Group ..................... (55,307)  (111,522)  (45,374)
Total operating 10ss. . . ...t $(10,318) $ (22,011) $(34,000)

Year Ended December 31,
2005 2004 2003
(In thousands, except per share amounts)

Statement of Operations Data:
Operating revenue:

AdVertising. .. ... $357,820  $ 362,355 $ 352,029
Circulation . . ... 88,150 90,024 86,532
Jobprinting . ... ... . 9,194 8,648 7,903
Other ... 2,725 3,412 4,325
Total operating revenue . ............uieineinnennennennnnn. 457,889 464,439 450,789
Total operating costs and eXpenses .. ...........c.oouveunenn ... 468,207 486,450 484,789
Operating 1oSS . . ..ottt e (10,318) (22,011) (34,000)
Interest eXpense. . . . .ovvu it e (909) (19,044) (29,332)
Amortization of deferred financing costs ....................... (26) (780) (1,503)
Interest and dividend income. ............ .. ... .. ... ..., 11,625 11,427 14,557
Other income (€Xpense), Net. .. ......vvureinerneeneennennnnn. (3,839) (95,690) 51,985
Earnings (loss) from continuing operations before income taxes . .. (3,467) (126,098) 1,707
Income taxes . ... 42,467 29,462 112,168
Loss from continuing operations . .............c..vuiuiirnenn .. (45,934) (155,560) (110,461)
Earnings from discontinued operations (net of income taxes) ..... 33,965 390,228 36,153
Net earnings (10SS) . ..o vttt $(11,969) § 234,668 $ (74,308)
Loss per share from continuing operations...................... $ (051) $ (1.72) $§ (1.27)
Net earnings (loss) pershare ............... ... ... $ (0.13) $ 259  $  (0.85)




2005 Compared with 2004

Loss from Continuing Operations

Loss from continuing operations in 2005 amounted to $45.9 million, or a loss of $0.51 per share,
compared to a loss of $155.6 million in 2004, or a $1.72 loss per share. The decrease in loss from continuing
operations of $109.6 million was due to a decrease in Special Committee costs of $46.5 million to
$13.6 million (net of $32.4 million in recoveries resulting from a settlement with Torys and the recovery of
indemnification payments from Black) in 2005 from $60.1 million in 2004, a loss in 2004 of $60.4 million
related to premiums, fees and other costs to purchase and retire the 9% Senior Notes due 2010 (the
“9% Senior Notes”) and related derivatives, a loss in 2004 of $22.7 million related to a special purpose trust
(the “Participation Trust”) and related debentures issued by CanWest (the “CanWest Debentures™) (and for
which the Company retained foreign exchange rate risks between the Canadian and U.S. dollar), lower
interest expense of $18.1 million, largely due to the repayment of the Senior Notes and lower compensation,
insurance, legal and professional, advertising and marketing, severance and circulation restitution costs
aggregating $15.6 million (as enumerated below). These improvements were partially offset by lower revenue
in 2005 of $6.6 million, increased tax expense in 2005 of $13.0 million, and a decrease in gains on sale of
operating assets of $44.7 million.

Operating Revenue and Operating Loss

Operating revenue and operating loss in 2005 was $457.9 million and $10.3 million, respectively,
compared with operating revenue of $464.4 million and an operating loss of $22.0 million in 2004. The
decrease in operating revenue of $6.6 million compared to the prior year is largely a reflection of a decrease in
advertising revenue of $4.5 million and circulation revenue of $1.9 million. The $11.7 million decrease in
operating loss in 2005 is primarily due to a decrease in Special Committee costs of $46.5 million, including the
$32.4 million recovery, decreased stock-based compensation expense of $9.5 million, a decrease in insurance
costs of $3.0 million, a decrease in legal and professional fees of $3.3 million, a reduction in advertising and
marketing expenditures of $2.3 million, lower severance costs of $1.5 million and a decrease in circulation
restitution expenses of $2.9 million. These decreases were somewhat offset by decreases of $44.7 million in
gains on the sale of operating assets, including a real estate joint venture and related assets, increased wages
and benefits of $6.9 million and the previously mentioned decline in revenue.

Operating Costs and Expenses

Total operating costs and expenses in 2005 decreased by $18.2 million to $468.2 million from
$486.5 million in 2004. The decrease is primarily related to the net decrease in the above referenced Special
Committee costs of $46.5 million, the decrease in stock-based compensation of $9.5 million, the lower other
legal and professional fees of $3.3 million, the $3.0 million decrease in insurance premiums, a reduction in
advertising and marketing expenditures of $2.3 million, and non-recurring expenses in 2004 related to
circulation restitution of $2.9 million. These decreases were partially offset by increased wages and benefits
expense of $6.9 million, increases in newsprint costs of $1.4 million and decreased gains on the sale of
operating assets of $44.7 million.

Interest Expense
Interest expense was $0.9 million and $19.0 million in 2005 and 2004, respectively. The decrease in
interest expense largely reflects the retirement of the 9% Senior Notes and related derivatives in July 2004.
Interest and Dividend Income

Interest and dividend income in 2005 of $11.6 million approximated the $11.4 million in 2004.

Other Income (Expense), Net

Other income (expense), net, in 2005 improved by $91.9 million to net expense of $3.8 million from net
expense of $95.7 million in 2004, primarily due to costs associated with the retirement of the Company’s
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9% Senior Notes of $60.4 million in 2004, a loss related to the Participation Trust and related CanWest
Debentures of $22.7 million in 2004, losses recorded in 2004 related to sales of publishing interests of
$7.9 million and lower equity in losses of affiliates of $2.1 million, partially offset by increased foreign
exchange losses of $3.8 million and a decrease in income from settlements with former officers of $1.7 million.
See Note 17 to the consolidated financial statements.

Income Taxes

Income taxes were $42.5 million and $29.5 million in 2005 and 2004, respectively. The Company’s
income tax expense varies substantially from the U.S. Federal statutory rate primarily due to provisions for
contingent liabilities to cover additional interest the Company may be required to pay in various tax
jurisdictions, changes in the valuation allowance for deferred tax assets and the impact of intercompany and
other transactions between U.S. and foreign entities. Provisions related to contingent liabilities to cover
additional taxes and interest that may be payable amounted to $54.3 million in 2005 and $54.8 million in 2004.
In addition, the Company recognized an income tax benefit of $16.2 million and $10.7 million in 2005 and
2004, respectively, related to certain contingent tax liabilities that were no longer deemed to be necessary. The
Company increased the valuation allowance related to its deferred tax assets to give effect to its assessment of
the prospective realization of certain future tax benefits by $8.9 million in 2005 and $38.6 million in 2004.
Intercompany and other transactions resulted in expense of $4.6 million and $12.3 million in 2005 and 2004,
respectively. See Note 18 to the Company’s consolidated financial statements.

2004 Compared with 2003
Loss from Continuing Operations

Loss from continuing operations in 2004 amounted to $155.6 million, or a loss of $1.72 per share
compared to a loss of $110.5 million in 2003, or a $1.27 loss per share. During 2004 and 2003, the Company
incurred costs of $60.1 million and $10.1 million, respectively, with respect to the Special Committee. The
Company also incurred costs of approximately $60.4 million related to the premiums, fees and other costs to
purchase and retire the 9% Senior Notes and related derivatives in 2004, recognized a loss of $22.7 million
related to the Participation Trust and related CanWest Debentures and recognized a gain on sale of assets of
$44.8 million. During 2003, the Company also had a number of significant items, including costs on the early
retirement of debt of $37.3 million, circulation restitution and settlement costs of $24.1 million, gains related
to the Participation Trust and related CanWest Debentures of $83.7 million, RMI management fees and
aircraft costs of $20.2 million and income from settlements with former directors and officers of $31.5 million,
all on a before tax basis. In addition, income taxes were $82.7 million lower in 2004 as compared to 2003.

Operating Revenue and Operating Loss

Operating revenue and operating loss in 2004 was $464.4 million and $22.0 million, respectively,
compared with operating revenue of $450.8 million and an operating loss of $34.0 million in 2003. The
increase in operating revenue of $13.7 million over the prior year is largely a reflection of an increase in
advertising revenue of $10.3 million. The $12.0 million decrease in operating loss in 2004 is primarily due to a
decrease in RMI management fees and corporate aircraft costs of $19.2 million, an increase of $45.0 million in
gains on the sale of operating assets, including a real estate joint venture and related assets and a decrease in
circulation restitution expenses of $21.2 million. These improvements were partially offset by an increase in
the above referenced costs incurred with respect to the Special Committee of $50.0 million, $5.4 million of
insurance premiums related to coverage of directors and officers liability for prior periods, increased stock-
based compensation expense of $3.9 million, increases in other corporate legal and professional fees of
$7.4 million, an increase in newsprint costs of $2.7 million, and a $1.8 million write-off of intangible assets,
while the revenue increase was partially offset by increases in other operating expenses.
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Operating Costs and Expenses

Total operating costs and expenses in 2004 increased by $1.7 million to $486.5 million from $484.8 mil-
lion in 2003. The increase is primarily related to an increase in the above referenced costs incurred with
respect to the Special Committee of $50.0 million and other corporate legal and professional fees of
$7.4 million, increased compensation expense of $5.3 million, including increased stock-based compensation
of $3.9 million, increases in operating expenses associated with increased operating revenue, including
newsprint of $2.7 million, $5.4 million for the previously mentioned insurance premiums and an increase of
approximately $6.4 million to increase ongoing directors and officers coverage, and higher insurance premiums
generally. These increases were partially offset by the decrease in RMI management fees of approximately
$16.2 million and corporate aircraft costs of $3.0 million, increased gains on the sale of operating assets of
$45.0 million, decreased expense related to Chicago Sun-Times circulation restitution of $21.2 million, and a
decrease in depreciation and amortization expense of $6.6 million, largely resulting from intangibles which
became fully amortized at the end of 2003 or during 2004.

Interest Expense

Interest expense was $19.0 million and $29.3 million in 2004 and 2003, respectively. The decrease in
interest expense largely reflects the retirement of the 9% Senior Notes and related derivatives in July 2004.

Interest and Dividend Income

Interest and dividend income in 2004 was $11.4 million compared with $14.6 million in 2003. This
decrease is largely due to a $7.1 million decrease in interest recognized on settlements from former officers
and directors in 2003 partially offset by income earned on cash invested from the sale of the Telegraph Group.

Other Income (Expense), Net

Other income (expense), net, in 2004 worsened by $147.7 million to net expense of $95.7 million from
net income of $52.0 million in 2003, primarily due to costs associated with the retirement of the Company’s
9% Senior Notes of $60.4 million, representing an increase in the cost of debt retirement of $23.1 million as
compared to the debt retired in 2003, a loss related to the Participation Trust and related CanWest Debentures
of $22.7 million, representing a deterioration of $106.4 million as compared to the $83.7 million in gains in
2003, a decrease in settlements with former directors and officers of $29.8 million, and an increase in losses on
sales of publishing interests, net of $1.6 million, partially offset by lower asset and investment write-downs, of
$19.8 million. See Note 17 to the consolidated financial statements.

Income Taxes

Income taxes were $29.5 million and $112.2 million in 2004 and 2003, respectively. The Company’s
income tax expense varies substantially from the U.S. Federal statutory rate primarily due to provisions for
contingent liabilities to cover additional interest the Company may be required to pay in various tax
jurisdictions, changes in the valuation allowance for deferred tax assets and the impact of intercompany and
other transactions between U.S. and foreign entities. Provisions related to contingent liabilities to cover
additional taxes and interest that may be payable amounted to $54.8 million in 2004 and $108.2 million in
2003. In both years, the Company recorded changes in the valuation allowance related to its deferred tax
assets to give effect to its assessment of the prospective realization of certain future tax benefits. The valuation
allowance was increased by $38.6 million in 2004 and decreased by $12.3 million in 2003. Intercompany and
other transactions resulted in an expense of $12.3 million in 2004 and a benefit of $3.8 million in 2003. The
remaining improvement in income taxes in 2004 versus 2003 is largely due to the tax benefit related to the loss
from continuing operations. See Note 18 to the Company’s consolidated financial statements.

Segment Results

The Company divides its business into one operating segment and two administrative segments; the Sun-
Times News Group, the Canadian Administrative Group, and the Investment and Corporate Group.
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A discussion of the results of operations of the Company by segment follows.

Sun-Times News Group

The following table sets forth, for the Sun-Times News Group, for the periods indicated, certain results of
operations and percentage relationships.

Year Ended December 31,

2005 2004 2003 2005 2004 2003
(Dollars in thousands) (Percentage)

Operating revenue:

Advertising . ........ ... ...... $357,820  $362,355  $352,029 78.1% 78.0% 78.1%

Circulation .................. 88,150 90,024 86,532 19.3 19.4 19.2

Job printing and other......... 11,919 12,060 12,228 2.6 2.6 2.7
Total operating revenue.......... 457,889 464,439 450,789  100.0 100.0  100.0
Operating costs and expenses:

Newsprint ................... 69,244 67,823 65,109 15.1 14.6 14.4

Compensation................ 179,135 174,009 170,483 39.1 37.5 37.8

Other operating costs.......... 131,665 95,662 155,141 28.8 20.6 34.5

Depreciation ................. 18,180 18,673 19,344 4.0 4.0 4.3

Amortization. . ............... 12,057 11,852 16,354 2.6 2.5 3.6
Total operating costs and expenses 410,281 368,019 426,431 89.6 79.2 94.6
Operating income . .............. $ 47,608 $ 96,420 §$ 24,358 10.4% 20.8% 5.4%

2005 Compared with 2004

Operating revenue for the Sun-Times News Group was $457.9 million in 2005 compared to $464.4 mil-
lion in 2004, a decrease of $6.6 million.

Advertising revenue was $357.8 million in 2005 compared with $362.4 million in 2004, a decrease of
$4.5 million or 1.3%. The decrease was largely a result of lower retail advertising revenue of $3.2 million, lower
classified advertising of $4.0 million and lower national advertising revenue of $0.5 million, partially offset by
increased Internet advertising revenue of $3.1 million.

Circulation revenue was $88.2 million in 2005 compared with $90.0 million in 2004, a decrease of
$1.9 million. The decline in circulation revenue was attributable primarily to discounted subscription pricing,
particularly in suburban newspapers, of $1.5 million, and volume declines in the daily single copy market.

Total operating costs in 2005 were $410.3 million compared with $368.0 million in 2004, an increase of
$42.3 million. The increase is largely reflective of increases in other operating costs, including a $44.2 million
non-recurring gain on asset sales in 2004, and newsprint expense as discussed below.

Newsprint expense was $69.2 million for 2005, compared with $67.8 million in 2004, an increase of
$1.4 million or 2.1%. Total newsprint consumption in 2005 decreased approximately 9% compared with 2004,
and the average cost per metric ton of newsprint in 2005 was approximately 12% higher than in 2004.

Compensation costs in 2005 were $179.1 million compared with $174.0 million in 2004, an increase of
$5.1 million or 2.9%. In 2005, benefits costs increased by approximately $3.1 million, primarily due to an
increase in workers compensation costs of $2.0 million. Other benefits increased largely due to medical costs
and employment taxes. Wages increased approximately $2.0 million, largely in the editorial and production
areas reflecting merit and union pay increases.

Other operating costs in 2005 were $131.7 million compared with $95.7 million in 2004, an increase of
$36.0 million. In 2004, the Sun-Times News Group recorded a non-recurring gain on sale of assets of
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$44.2 million, slightly offset by costs of $2.9 million for restitution to and settlement of litigation with
advertisers as a result of the overstatement of circulation levels in prior years. Other operating costs, excluding
those items, decreased in 2005 by $5.3 million primarily as a result of a decrease in directors and officers
insurance costs no longer allocated to the segment of $3.8 million and intangible assets written off in 2004 of
$1.8 million.

Depreciation and amortization expense in 2005 was $30.2 million compared with $30.5 million in 2004, a
reduction of $0.3 million. This expense includes $7.7 million and $7.3 million in 2005 and 2004, respectively,
related to amortization of capitalized direct response advertising costs.

As a result of the items noted above, operating income in 2005 was $47.6 million compared with
$96.4 million in 2004, a decrease of $48.8 million.

2004 Compared with 2003

Operating revenue for the Sun-Times News Group was $464.4 million in 2004 compared to $450.8 mil-
lion in 2003, an increase of $13.7 million.

Advertising revenue was $362.4 million in 2004 compared with $352.0 million in 2003, an increase of
$10.3 million. The increase was a result of higher revenue in retail advertising of $4.8 million and national
advertising of $5.6 million.

Circulation revenue was $90.0 million in 2004 compared with $86.5 million in 2003, an increase of
$3.5 million. The increase in circulation revenue is attributable to the single copy price increase at the Chicago
Sun-Times which took effect in April 2004 as the increase in price more than offset the decline in volume
attributable to the price increase. The single copy price was increased $0.15 from $0.35 to $0.50. Job printing
and other revenue was generally comparable between years amounting to $12.1 million in 2004 compared with
$12.2 million in 2003.

The inflation of circulation figures revealed through the Company’s investigation concluded that the
inflation of circulation figures did not result in the misstatement of circulation revenue recognized by the Sun-
Times News Group. See discussion of “Other operating costs,” below and “Item 3 — Legal Proceedings —
The Chicago Sun-Times Circulation Cases.”

Total operating costs and expenses were $368.0 million in 2004 compared with $426.4 million in 2003, a
decrease of $58.4 million. This decrease is largely reflective of the decrease in other operating costs as
discussed below.

Newsprint expense in 2004 was $67.8 million compared with $65.1 million in 2003, an increase of
$2.7 million. Total newsprint consumption in 2004 decreased approximately 8% with the average cost per
metric ton of newsprint approximately 10% higher than in 2003. Declines in consumption reflect the cessation
of practices relating to the overstatement of circulation and consequent reduction resulting from the printing of
excessive copies of certain publications, principally the Chicago Sun-Times, as well as volume declines
primarily resulting from the single copy price increase.

Compensation costs in 2004 were $174.0 million compared with $170.5 million in 2003, an increase of
$3.5 million. The increase is largely due to wage increases in the editorial area and approximately $1.1 million
in higher benefit costs.

Other operating costs were $95.7 million in 2004, compared with $155.1 million in 2003, a decrease of
$59.5 million. The decrease is reflective of a $44.2 million gain on the sale of assets related to a real estate
joint venture, lower circulation restitution expenses of $21.2 million and a reduction in RMI management fees
and aircraft costs of $8.2 million, somewhat offset by increases in severance expense of $0.6 million, increased
marketing and promotional spending of $6.0 million to support the Chicago Sun-Times’ single copy price
increase, increased circulation and distribution costs of $2.6 million, a write-off of intangible assets of
$1.8 million and an increase of $3.0 million in insurance costs, primarily director and officer and property
insurance.
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Depreciation and amortization expense was $30.5 million in 2004 compared with $35.7 million in 2003.
The decrease, primarily in amortization expense, reflects certain non-compete intangible assets that were fully
amortized at the end of 2003. This expense includes $7.3 million and $7.1 million in 2004 and 2003,
respectively, related to amortization of capitalized direct response advertising costs.

Operating income totaled $96.4 million in 2004 compared with $24.4 million in 2003, an increase of
$72.1 million. The increase reflects the previously noted gain on sale of assets and higher revenue combined
with the lower circulation restitution and other operating costs and depreciation and amortization expenses,
partially offset by the increases in newsprint and compensation expenses.

Canadian Administrative Group

The following table sets forth, for the Canadian Administrative Group, for the periods indicated, certain
results of operations.
Year Ended December 31,
2005 2004 2003
(Dollars in thousands)

Operating costs and expenses:

Compensation . ......... ...t $(1,249) $ 2,084 $ 8,097
Other operating Costs . ...........uiuiininenennann.. 3,753 4,740 4,828
Depreciation and amortization. .. .................... ... 115 85 59
Total operating costs and eXpenses ... ............c.c.oeeun... 2,619 6,909 12,984
Operating 1oSS . . ... $(2,619) $(6,909) $(12,984)

2005 Compared with 2004

The operating loss of the Canadian Administrative Group was $2.6 million in 2005 compared to
$6.9 million in 2004. Total operating costs and expenses decreased approximately $4.3 million compared to
2004, primarily due to a decrease in compensation costs of $3.3 million as the result of income resulting from
the actuarial adjustment of pension, post-retirement and post-employment obligations. These obligations
relate to pension and post-retirement liabilities to retired employees not assumed by the purchasers of the
related businesses when those businesses were sold in prior years. Other operating costs decreased $1.0 mil-
lion, primarily due to a decrease in legal and consulting fees.

2004 Compared with 2003

The operating loss of the Canadian Administrative Group was $6.9 million in 2004 compared to
$13.0 million in 2003. Total operating costs and expenses decreased approximately $6.1 million compared to
2003, primarily due to a decrease in compensation costs of $6.0 million as the result of lower pension, post-
retirement and post-employment obligation expense. These obligations relate to pension and post-retirement
liabilities to retired employees not assumed by the purchasers of the related businesses when those businesses
were sold in prior years. Other operating costs decreased $0.1 million as the net result of increases primarily
due to exchange rate effects and higher legal and consulting fees, offset by a decrease in RMI management
fees of $2.7 million.
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Investment and Corporate Group

The following table sets forth, for the Investment and Corporate Group, for the periods indicated, certain
results of operations.
Year Ended December 31,
2005 2004 2003
(In thousands)

Operating costs and expenses:

Compensation . ...........oiiiiiii e $ 14,110 § 18,502 $ 10,687

Other operating Costs ... .........ouiiieinninen. . 40,828 92,521 32,761

Depreciation. .. ...t 369 499 1,926
Total operating costs and expenses . ..................... 55,307 111,522 45,374
Operating 10SS . . ...\t $(55,307) $(111,522) $(45,374)

2005 Compared with 2004

Total operating costs and expenses for the Investment and Corporate Group were $55.3 million in 2005
compared to $111.5 million in 2004. Compensation costs decreased by $4.4 million, due to a decrease in stock-
based compensation of $9.5 million to $1.1 million in 2005 from $10.6 million in 2004, which was partially
offset by an increase in wages and benefits of $5.1 million, including severance expense in 2005 of $1.6 million
and duplicative accounting costs due to the transition from Toronto, Ontario to Illinois. The stock-based
compensation costs were a result of deferred stock units expensed over their vesting period, modifications
made to options granted to individuals that lengthened the period of time that their options would be
exercisable after their employment with the Company was terminated and the impact of options modified in
prior years. See Note 14 to the consolidated financial statements. Other operating costs decreased $51.7 mil-
lion, largely due to a decrease in Special Committee costs of $46.5 million to $13.6 million in 2005 from
$60.1 million in 2004. This decrease is primarily due to $32.4 million in recoveries during 2005 and lower legal
and professional fees incurred by the Committee. See Note 16 to the consolidated financial statements. In
addition, other legal and professional fees were lower by $3.6 million in 2005 primarily due to lower legal and
audit fees of $2.7 million compared to 2004.

As noted in the discussion of operating results for the Sun-Times News Group above, beginning in 2005,
D&O insurance is no longer allocated to the segments. The resulting increase in expense at the Investment
and Corporate Group was more than offset by the decrease resulting from the non-recurring D&O premium of
$5.4 million recognized in 2004 to cover prior periods.

2004 Compared with 2003

Total operating costs and expenses of the Investment and Corporate Group were $111.5 million in 2004
compared with $45.4 million in 2003. Included in other operating costs for the Investment and Corporate
Group in 2004 and 2003 were $60.1 million and $10.1 million, respectively, relating to the investigation and
review being conducted by the Special Committee and related litigation. See Note 16 to the consolidated
financial statements. The Company also incurred stock-based compensation charges of approximately
$10.6 million and $6.7 million in 2004 and 2003, respectively. These costs were largely incurred as a result of
modifications made to options granted to individuals that lengthened the period of time that their options
would be exercisable after their employment with the Company was terminated. See Note 14 to the
consolidated financial statements. The remaining increase in total operating costs and expenses in 2004 versus
2003 is largely due to additional insurance premiums of $5.4 million to cover prior periods, additional director
and officer insurance premiums of $3.4 million, increases in other legal and professional fees of $7.4 million
and increases in corporate staffing costs of $3.9 million, somewhat offset by a decrease in RMI management
fees of $6.4 million and corporate aircraft costs of $1.9 million.
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The Company terminated the management services agreements with RMI, Moffat and Black-Amiel
effective June 1, 2004. The Company proposed to pay, and accrued fees totaling approximately $0.5 million
for the five-month period ended June 1, 2004. See “Overview” for additional discussion related to
management fees.

Liquidity and Capital Resources

Hollinger International Inc. is a holding company and its assets consist primarily of investments in its
subsidiaries and affiliated companies. As a result, the Company’s ability to meet its future financial obligations
is dependent upon the availability of cash flows from its subsidiaries through dividends, intercompany
advances and other payments. Similarly, the Company’s ability to pay dividends on its common stock may be
limited as a result of its dependence upon the distribution of earnings of its subsidiaries and affiliated
companies. The Company’s subsidiaries and affiliated companies are under no obligation to pay dividends and
may be subject to or become subject to statutory restrictions and restrictions in debt agreements that limit
their ability to pay dividends or repatriate funds to the United States. The Company’s right to participate in
the distribution of assets of any subsidiary or affiliated company upon its liquidation or reorganization will be
subject to the prior claims of the creditors of such subsidiary or affiliated company, including trade creditors,
except to the extent that the Company may itself be a creditor with recognized claims against such subsidiary
or affiliated company.

With the sale of the Telegraph Group and Canadian Newspaper Operations, the Company is dependent
upon the Sun-Times News Group for operating cash flow. That cash flow in turn is dependent on the Sun-
Times News Group’s ability to sell advertising in its market. The Company’s cash flow is expected to continue
to be cyclical, reflecting changes in economic conditions.

The Company believes it has sufficient liquidity to meet its financial obligations for the foreseeable future
with liquidity available from cash on hand, the sale of assets, operating cash flows and future debt financing.

Using proceeds from the sale of the Telegraph Group on July 30, 2004, the Company fully repaid and
cancelled its Senior Credit Facility and purchased and retired substantially all of its 9% Senior Notes through
a tender offer and consent solicitation. All but $9.4 million of the $300.0 million in principal amount of the
9% Senior Notes was purchased through the tender and all covenants were removed from the untendered
notes. During September 2004, the Company purchased in the open market and retired an additional
$3.4 million in principal amount of the 9% Senior Notes. In addition, the Company repaid the remaining
$5.1 million on its 8.625% Senior Notes, due 2005, upon their maturity in March 2005.

The following table summarizes the Company’s cash, short-term investment and debt positions as of the
dates indicated:

December 31, December 31,

2005 2004
(In thousands)
Cash and cash equivalents..................iiiiiiiiinnennnn.. $198,388 $274,795
Short-term Investments .. ........... .ttt 57,650 532,050
Total cash and short-term investments .......................... $256,038 $806,845
8.625% Senior Notes, matured on March 15,2005 ................ $ — $ 5,082
9% Senior Notes due 2010 ............ i 6,000 6,000
Other debt .. ... o 2,067 3,251
Total debt .. ... . $ 8,067 $ 14,333

Cash and cash equivalents and short-term investments decreased to $256.0 million at December 31, 2005
from $806.8 million at December 31, 2004, a decrease of $550.8 million. This decrease was primarily the
result of payments of approximately $516.9 million in dividends, $184.4 million in income taxes and
$6.3 million for the repayment of debt. The 2005 dividend payments include the special dividends declared in
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both 2005 and 2004, in addition to the regular quarterly dividends. The Company received $30.3 million in a
cash settlement and $40.5 million upon closing for the sale of a portion of the Canadian Newspaper
Operations. The tax payments of $184.4 million were largely the result of taxes on the gain on the 2004 sale of
the Telegraph Group which were paid in 2005.

The Company expects that its short-term liquidity needs will be met largely through cash provided by
operations. As discussed under “Item 3 — Legal Proceedings” and “Significant Transactions in 2005 —
Disputes, Investigations and Legal Proceedings with Former Executive Officers and Certain Current and
Former Directors” above, the Company is currently involved in several legal actions as both plaintiff and
defendant and may be obligated under indemnification agreements to certain former officers and directors.
The actions are in various stages and it is not yet possible to determine their ultimate outcome. At this time,
the Company cannot estimate the impact these actions and the related legal fees and indemnification
obligations may have on its future cash requirements. However, such requirements may be significant and may
exceed amounts that may be recovered through insurance claims or otherwise.

There may be significant cash requirements in the future regarding certain currently unresolved tax issues
(both U.S. and foreign). The Company has recorded accruals to cover contingent liabilities related to
additional taxes and interest it may be required to pay in various tax jurisdictions. Such accruals reflect
additional interest and certain penalties that may become payable in respect to the contingent liabilities and
are presented as other tax liabilities classified as follows in the Company’s Consolidated Balance Sheets (see
Note 18 to the consolidated financial statements):

December 31, December 31,

2005 2004
(In thousands)
Classified as current liabilities. . ........... ... .. $557,012 $518,300
Classified as non-current liabilities . .............. ... ... ........ 363,495 349,228

$920,507 $867,528

A substantial portion of the accruals to cover contingent liabilities for income taxes relate to the tax
treatment of gains on the sale of a portion of the Company’s non-U.S. operations. Strategies have been and
may be implemented that may also defer and/or reduce these taxes but the effects of these strategies have not
been reflected in the consolidated financial statements. The accruals to cover contingent tax liabilities also
relate to management fees, ‘“non-competition” payments and other items that have been deducted in arriving
at taxable income that may be disallowed by taxing authorities. If those deductions were to be disallowed, the
Company would be required to pay additional taxes and interest from the dates such taxes would have been
paid had the deductions not been taken, and the Company may be subject to penalties. The timing and
amounts of any payments the Company may be required to make are uncertain.

Discussions are underway for a new credit facility to be used for general corporate purposes and to
provide continued liquidity. Based on responses to date and historical access to bank and bond markets, the
Company expects that it can complete a financing to meet its needs in the event those needs exceed currently
available liquidity.

Cash Flows

Cash flows used in continuing operating activities were $142.0 million for 2005, compared with
$20.4 million used in continuing operating activities in 2004, an increase of $121.6 million. The comparison of
operating cash flows between years is affected by several key factors. The net loss from continuing operations
has decreased by $109.6 million from $155.6 million in 2004 to $45.9 million in 2005. In 2005, the payment of
current tax liabilities amounted to $184.4 million, largely related to the sale of the Telegraph Group. In
addition, premiums on debt extinguishments, included in loss from continuing operations but presented in
financing activities, decreased by $50.6 million. Similarly, the gain on sales of property, plant and equipment,
included in the determination of loss from continuing operations, is excluded from operating cash flows
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because the proceeds are included in investing activities. Other than the above items, the variance was largely
attributable to changes in the timing of cash payments of payables and accruals and accounts receivable.

Working capital consists of current assets less current liabilities. At December 31, 2005, working capital
deficiency, excluding debt obligations, escrow deposits and restricted cash and assets and liabilities of
operations to be disposed of was $369.6 million compared to a deficiency of $153.3 million at December 31,
2004. Current assets, excluding escrow deposits and restricted cash and assets of operations to be disposed of,
were $366.4 million at December 31, 2005 and $921.4 million at December 31, 2004. Current liabilities,
excluding debt obligations and liabilities of operations to be disposed of, were $735.9 million at December 31,
2005, compared with $1,074.7 million at December 31, 2004. The increase in the deficiency of $216.2 million
is primarily due to the special dividend declared and paid in 2005 of $272.0 million.

Cash flows provided by investing activities in 2005 were $492.1 million compared with cash flows
provided by investing activities of $797.6 million in 2004. The decrease in cash provided by investing activities
is primarily the result of net proceeds the Company received in 2004 from the sale of the Telegraph Group and
the Palestine Post Limited of $1,204.0 million, the dissolution of the Participation Trust of $49.1 million and
$70.7 million in proceeds from the sale of a real estate joint venture. These amounts were partially offset by
the year over year variance of $987.1 million in the sale (purchase) of short-term investments and the
$38.7 million in net proceeds received from the partial sale of the Canadian Newspaper Group in 2005.
Aggregate purchases of property, plant and equipment and investments and other non-current assets in 2005
were $13.6 million lower than 2004. The Company incurred capital expenditures of approximately $17.7 mil-
lion through December 31, 2004 in relation to the relocation of the offices of the Chicago Sun-Times. See
“Capital Expenditures.”

Cash flows used in financing activities were $532.7 million in 2005 and $317.3 million in 2004. The
$215.3 million increase in cash used in financing activities primarily reflects the special dividends paid in 2005
of $498.7 million, somewhat offset by the decrease in the repayment of long-term debt in 2005 of
$340.3 million and cash received in respect of option exercises.

Debt

Long-term debt, including the current portion, was $8.1 million at December 31, 2005 compared with
$14.3 million at December 31, 2004. In March of 2005, the Company repaid the remaining $5.1 million of the
8.625% Senior Notes and reduced other debt by $1.1 million.

Leases

The Company is party to several leases for facilities and equipment. These leases are primarily operating
leases in nature.

Capital Expenditures

The Sun-Times News Group has funded its recurring capital expenditures out of cash provided by
operating activities and anticipates that it will have sufficient cash flow to continue to do so for the foreseeable
future. During 2005 and 2004, the Sun-Times News Group capitalized approximately $8.5 million and
$8.2 million, respectively, of direct response advertising costs.

Dividends and Other Commitments

On December 16, 2004, from the proceeds of the sale of the Telegraph Group, the Board of Directors
declared a special dividend of $2.50 per share on the Company’s Class A and Class B Common Stock paid on
January 18, 2005 to holders of record of such shares on January 3, 2005, in an aggregate amount of
approximately $226.7 million. On January 27, 2005, the Board of Directors declared a second special dividend
of $3.00 per share on the Company’s Class A and Class B Common Stock paid on March 1, 2005 to holders of
record of such shares on February 14, 2005, in an aggregate amount of approximately $272.0 million.
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On December 14, 2005, the Board of Directors declared a regular quarterly dividend in the amount of
$0.05 per share, paid on the Company’s Class A and Class B Common Stock on January 16, 2006. On
March 2, 2006, the Board of Directors declared a regular quarterly dividend in the amount of $0.05 per share
payable on the Company’s Class A and Class B Common Stock on April 17, 2006 to stockholders of record on
April 3, 2006.

The Company expects its internal cash flow and cash and short-term investments to be adequate to meet
its foreseeable dividend expectations.
Off-Balance Sheet Arrangements

The Company does not have any material off-balance sheet arrangements.

Commercial Commitments and Contractual Obligations

In connection with the Company’s insurance program, letters of credits are required to support certain
projected workers’ compensation obligations. At December 31, 2005, letters of credit in the amount of
$9.2 million were outstanding which are largely collateralized by restricted cash accounts.

Set out below is a summary of the amounts due and committed under the Company’s contractual cash
obligations at December 31, 2005:

Due i
1 Yl:lrl l:)r Due Between Due Between Due Over
Total Less 1 and 3 Years 3 and 5 Years 5 Years
(In thousands)
9% Senior Notes(1) ............. $ 6,000 $ 6,000 $  — $ — $  —
Other long-term debt . ........... 2,067 1,148 916 3 —
Operating leases ................ 55,653 5,935 9,449 7,818 32,451
Total contractual cash obligations $63,720  $13,083 $10,365 $7.,821 $32,451

(1) The Company intends to purchase the remaining principal of the 9% Senior Notes as they become
available on the open market. Accordingly, the $6.0 million outstanding on the 9% Senior Notes has been
reflected as “Current portion of long-term debt” in the accompanying Consolidated Balance Sheet at
December 31, 2005.

In addition to amounts committed under its contractual cash obligations, the Company also assumed a
number of contingent obligations by way of guarantees and indemnities in relation to the conduct of its
business and disposition of certain of its assets. The Company is also involved in various matters in litigation.
For more information on the Company’s contingent obligations, see “Item 3 — Legal Proceedings” and
Note 21 to the consolidated financial statements.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123 (revised 2004) ‘“Share-Based Payment”
(“SFAS No. 123R”). SFAS No. 123R addresses the accounting for transactions in which an enterprise
exchanges its equity instruments for employee services. It also addresses transactions in which an enterprise
incurs liabilities that are based on the fair value of the enterprise’s equity instruments or that may be settled by
the issuance of those equity instruments in exchange for employee services. For public entities, the cost of
employee services received in exchange for equity instruments, including employee stock options, is to be
measured on the grant-date fair value of those instruments. That cost is to be recognized as compensation
expense over the service period, which would normally be the vesting period. SFAS No. 123R was to be
effective as of the first interim or annual reporting period that began after June 15, 2005. On April 14, 2005,
the compliance date was changed by the SEC such that SFAS No. 123R is effective at the start of the next
fiscal period beginning after June 15, 2005, which is January 1, 2006 for the Company. The Company has not
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yet determined the impact that SFAS No. 123R will have on its results of operations and will adopt
SFAS No. 123R on January 1, 2006.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections”
(“SFAS No. 154”). SFAS No. 154 replaces APB Opinion No. 20, “Accounting Changes” and SFAS No. 3,
“Reporting Accounting Changes in Interim Financial Statements.” SFAS No. 154 requires that a voluntary
change in an accounting principle be applied retrospectively with all prior period financial statements
presented using the new accounting principle. SFAS No. 154 also requires that a change in method of
depreciating or amortizing a long-lived non-financial asset be accounted for prospectively as a change in
estimate, and correction of errors in previously issued financial statements should be termed a restatement.
SFAS No. 154 is effective for accounting changes and correction of errors made in fiscal years beginning after
December 15, 2005. The implementation of SFAS No. 154 is not expected to have a material impact on the
Company’s consolidated financial statements.

Item 7A. Quantitative and Qualitative Disclosure About Market Risk

Newsprint. On a consolidated basis, newsprint expense for continuing operations for the years ended
December 31, 2005, 2004 and 2003 amounted to $69.2 million, $67.8 million and $65.1 million, respectively.
Operating divisions take steps to ensure that they have sufficient supply of newsprint and have mitigated cost
increases by adjusting pagination and page sizes and printing and distribution practices. Based on levels of
usage during 2005, a change in the price of newsprint of $50 per metric ton would have increased or decreased
the loss from continuing operations for the year ended December 31, 2005 by approximately $3.5 million. The
average price per metric ton of newsprint was approximately $600 in 2005 versus approximately $540 in 2004.
Management believes that newsprint prices may continue to show significant price variation in the future.

Inflation. During the past three years, inflation has not had a material effect on the Company’s
newspaper businesses.

Interest Rates. At December 31, 2005, the Company has no debt that is subject to interest calculated at
floating rates and a change in interest rates would not have a material effect on the Company’s results of
operations.

Foreign Exchange Rates. A portion of the Company’s results are generated outside of the United States
in currencies other than the United States dollar (primarily the Canadian dollar). As a result, the Company’s
operations are subject to changes in foreign exchange rates. Changes in the value of the United States dollar
against other currencies can therefore affect net earnings. Based on earnings (including income tax expense)
and ownership levels for 2005, a $0.05 change in the Canadian dollar would have the following effect on the
Company’s reported loss from continuing operations for the year ended December 31, 2005:

Actual Average

2005 Rate Increase/Decrease
(In thousands)
Canada . ... $0.8260/Cdn. $1,685

See Item 1A — “Risk Factors — Risks Related to the Company’s Business and the Industry — The
Company has substantial accruals for tax contingencies in a foreign jurisdiction, if payments are required, a
portion may be paid with funds denominated in U.S. dollars.”
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Item 8. Financial Statements and Supplementary Data

The information required by this item appears beginning at page 67 of this 2005 10-K.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures

Pursuant to Rule 13a-15(e) under the Exchange Act, the Company’s management evaluated the
effectiveness of the design and operation of the Company’s disclosure controls and procedures with the
participation of its CEO and its CFO. Based on that evaluation, for the reasons and in respect of the matters
noted below and in the ensuing management’s report on internal control over financial reporting, management
concluded that the disclosure controls and procedures were ineffective as of December 31, 2005 in providing
reasonable assurance that material information requiring disclosure was brought to management’s attention on
a timely basis and that the Company’s financial reporting was reliable.

Procedures were undertaken in order that management could conclude that reasonable assurance exists
regarding the reliability of financial reporting and the preparation of the consolidated financial statements
contained in this filing. Accordingly, management believes that the consolidated financial statements included
in this Form 10-K fairly present, in all material respects, the Company’s financial position, results of
operations and cash flows for the periods presented.

Disclosure controls and procedures under Rules 13a-15(e) and 15d-15(e) of the Exchange Act are those
controls and other procedures of a company that are designed to ensure that information required to be
disclosed by the company in the reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls
and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by an issuer in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the issuer’s management, including its principal executive and principal
financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding
required disclosure.

(b) Management’s Report on Internal Control over Financial Reporting

Internal control over financial reporting is the process designed by, or under the supervision of, the CEO
and CFO, and effected by the Company’s Board of Directors, management and other personnel, 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, and includes those policies
and procedures that:

1. Pertain to the maintenance of records that, in reasonable detail, accurately and fairly 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 authorizations of management and
directors of the Company; and

3. Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisi-
tion, use or disposition of the Company’s assets that could have a material effect on the financial
statements.

A material weakness is defined within the Public Company Accounting Oversight Board’s Auditing
Standard No. 2 as a significant deficiency, or combination of significant deficiencies, that results in more than
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a remote likelihood that a material misstatement of the annual or interim financial statements will not be
prevented or detected.

The Company’s management is responsible for establishing and maintaining adequate internal control
over financial reporting for the Company. As of December 31, 2005, management conducted an assessment of
the effectiveness of the Company’s internal control over financial reporting using the criteria in Internal
Control — Integrated Framework, established by the Committee of Sponsoring Organizations of the Tread-
way Commission (“COSO”). Based on this assessment, management has concluded that internal control over
financial reporting was ineffective as of December 31, 2005, as a result of the following material weaknesses:

Ineffective Control Environment: The Company’s control environment did not sufficiently promote
effective internal control over financial reporting throughout the organization. Specifically, the following
deficiencies in the control environment were identified as of December 31, 2005:

e The Company lacked formal training programs, formal job descriptions or policy and procedure
manuals to clearly communicate management’s and employees’ roles and responsibilities in the
Company’s internal control over financial reporting.

 The review of account reconciliations and journal entries was not always performed prior to the filing of
the Company’s interim financial statements.

o There were no formal written or consistent policies and procedures and an ineffective assignment of
authority and responsibility for the initiation and processing of transactions in key areas. Although
certain procedures and controls were established, compliance was not effectively monitored, and
neither employees nor management demonstrated an understanding of the purpose or importance of
the controls.

e The Company did not have formal code of conduct training programs or ethics training programs in
place. In addition, a fraud reporting process had not been formalized.

e The material weaknesses in information technology (“IT”) general controls, described below,
weakened the Company’s control environment.

These deficiencies resulted in more than a remote likelihood that a material misstatement of the
Company’s annual or interim financial statements would not be prevented or detected.

Ineffective Communication: The Company’s information and communication controls, at an entity
level, did not sufficiently promote effective internal control over financial reporting throughout the organiza-
tion. Specifically, the following deficiency in information and communication was identified as of Decem-
ber 31, 2005:

e The Company did not have formal policies and procedures in place to ensure that potential accounting
or disclosure matters pertinent to financial reporting, such as the settlement of contingencies, were
communicated to the Company’s accounting and finance personnel by others within the Company in
an appropriate form or timeframe to allow for accurate financial reporting.

This deficiency resulted in a material error in the 2005 interim financial statements and in more than a
remote likelihood that a material misstatement of the Company’s annual or interim financial statements would
not be prevented or detected. This material error in the interim financial statements was corrected by
management prior to publication of the Company’s interim financial statements.

IT General Controls: The Company’s IT general controls over program development, program changes,
computer operations, and access to programs and data were ineffectively designed as of December 31, 2005.
Numerous and pervasive deficiencies were identified related to the absence of segregation of duties, an
inadequate IT staff to support multiple and incompatible applications and inappropriate access to application
source code, data and functions. In addition, formal written policies and procedures and consistent practices,
as well as formal documentation demonstrating the performance of key controls, did not exist for most areas
within the aforementioned IT general controls. These deficiencies, and their associated reflection on the
control environment, when aggregated with other deficiencies affecting the control environment, resulted in
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more than a remote likelihood that a material misstatement of the Company’s annual or interim financial
statements would not be prevented or detected.

Income Taxes: The Company’s policies and procedures relating to preparation of current and deferred
income tax provisions and related balance sheet accounts were ineffective. The Company was not able to
reasonably estimate taxable income at the time the tax provision was prepared. Staffing levels and
documentation in the Company’s tax function were inadequate and there was an absence of institutional
knowledge of numerous, complex historical transactions. In addition, there were no formal written policies and
procedures and formal documentation demonstrating the performance of key controls associated with the tax
function. These deficiencies resulted in material errors in the financial statements and in more than a remote
likelihood that a material misstatement of the Company’s annual or interim financial statements would not be
prevented or detected. These material errors in the financial statements were corrected by management prior
to publication of the Company’s financial statements.

KPMG LLP, the Company’s independent registered public accounting firm, has issued an auditors’
report on management’s assessment of the Company’s internal control over financial reporting.

(¢) Changes in Internal Control over Financial Reporting and Other Remediation

As of December 31, 2004, the Company disclosed material weaknesses in internal control over financial
reporting. These material weaknesses were also disclosed in the first three quarters of 2005, along with the
remediation management has undertaken. Changes in the Company’s internal control over financial reporting
during the quarter ended December 31, 2005, that materially affected, or are reasonably likely to materially
affect, the Company’s internal control over financial reporting include:

» The Company completed its strategic enterprise risk assessment and incorporated the findings in its
strategic plan.

Since December 31, 2005, the Company has made and continues to make additional material changes in
internal control over financial reporting, including the following:

» A significant reorganization of the Company’s operations was initiated, which includes a planned
redesign of key operational processes in the Company.

* An internal audit plan has been approved by the Audit Committee, and the execution commenced in
2006.

* A vice-president of information technology has been hired to oversee and restructure all areas of the
Company’s information technology function.

o The Company engaged an outside service provider to perform an assessment of current anti-fraud
activities and to review the methods of communication related to anti-fraud measures.

e The Company’s Audit Committee was reconstituted and all three members of the Committee possess
significant financial expertise.

Item 9B. Other Information

Not applicable.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Hollinger International Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control over Financial Reporting (Item 9A (b)), that Hollinger International Inc. and subsidiaries
did not maintain effective internal control over financial reporting as of December 31, 2005, because of the
effect of the material weaknesses identified in management’s assessment, based on criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Hollinger International 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 plan 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, evaluating
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 opinion.

A company’s internal control over financial reporting is a process designed 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. 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 fairly 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 authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, 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.

A material weakness is a control deficiency, or combination of control deficiencies, that results in more
than a remote likelihood that a material misstatement of the annual or interim financial statements will not be
prevented or detected. The following material weaknesses have been identified and included in management’s
assessment as of December 31, 2005:

Ineffective Control Environment: The Company’s control environment did not sufficiently promote
effective internal control over financial reporting throughout the organization. Specifically, the following
deficiencies in the control environment were identified as of December 31, 2005:

e The Company lacked formal training programs, formal job descriptions or policy and procedure
manuals to clearly communicate management’s and employees’ roles and responsibilities in the
Company’s internal control over financial reporting.

 The review of account reconciliations and journal entries was not always performed prior to the filing of
the Company’s interim financial statements.
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o There were no formal written or consistent policies and procedures and an ineffective assignment of
authority and responsibility for the initiation and processing of transactions in key areas. Although
certain procedures and controls were established, compliance was not effectively monitored, and
neither employees nor management demonstrated an understanding of the purpose or importance of
the controls.

e The Company did not have formal code of conduct training programs or ethics training programs in
place. In addition, a fraud reporting process had not been formalized.

e The material weaknesses in information technology (“IT”) general controls, described below,
weakened the Company’s control environment.

These deficiencies resulted in more than a remote likelihood that a material misstatement of the
Company’s annual or interim financial statements would not be prevented or detected.

Ineffective Communication: The Company’s information and communication controls, at an entity
level, did not sufficiently promote effective internal control over financial reporting throughout the organiza-
tion. Specifically, the following deficiency in information and communication was identified as of Decem-
ber 31, 2005:

e The Company did not have formal policies and procedures in place to ensure that potential accounting
or disclosure matters pertinent to financial reporting, such as the settlement of contingencies, were
communicated to the Company’s accounting and finance personnel by others within the Company in
an appropriate form or timeframe to allow for accurate financial reporting.

This deficiency resulted in a material error in the 2005 interim financial statements and in more than a
remote likelihood that a material misstatement of the Company’s annual or interim financial statements would
not be prevented or detected.

IT General Controls: The Company’s IT general controls over program development, program changes,
computer operations, and access to programs and data were ineffectively designed as of December 31, 2005.
Numerous and pervasive deficiencies were identified related to the absence of segregation of duties, an
inadequate IT staff to support multiple and incompatible applications and inappropriate access to application
source code, data and functions. In addition, formal written policies and procedures and consistent practices,
as well as formal documentation demonstrating the performance of key controls, did not exist for most areas
within the aforementioned IT general controls. These deficiencies, and their associated reflection on the
control environment, when aggregated with other deficiencies affecting the control environment, resulted in
more than a remote likelihood that a material misstatement of the Company’s annual or interim financial
statements would not be prevented or detected.

Income Taxes: The Company’s policies and procedures relating to preparation of current and deferred
income tax provisions and related balance sheet accounts were ineffective. The Company was not able to
reasonably estimate taxable income at the time the tax provision was prepared. Staffing levels and
documentation in the Company’s tax function were inadequate and there was an absence of institutional
knowledge of numerous, complex historical transactions. In addition, there were no formal written policies and
procedures and formal documentation demonstrating the performance of key controls associated with the tax
function. These deficiencies resulted in material errors in the financial statements and in more than a remote
likelihood that a material misstatement of the Company’s annual or interim financial statements would not be
prevented or detected.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Hollinger International Inc. and subsidiaries as of
December 31, 2005 and 2004, and the related consolidated statements of operations, comprehensive income
(loss), stockholders’ equity (deficit) and cash flows for each of the years in the three-year period ended
December 31, 2005. The aforementioned material weaknesses were considered in determining the nature,
timing and extent of audit tests applied in our audit of the 2005 consolidated financial statements, and this
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report does not affect our report dated March 31, 2006, which expressed an unqualified opinion on those
consolidated financial statements.

In our opinion, management’s assessment that Hollinger International Inc. and subsidiaries did not
maintain effective internal control over financial reporting as of December 31, 2005, is fairly stated, in all
material respects, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Also, in our opinion, because
of the effect of the material weaknesses described above on the achievement of the objectives of the control
criteria, Hollinger International Inc. has not maintained effective internal control over financial reporting as of
December 31, 2005, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

/s/ KPMG LLP

Chicago, Illinois
March 31, 2006
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PART III

Item 10. Directors and Executive Officers of the Registrant

The response to this Item required by Item 401 of Regulation S-K, with respect to the Company’s
directors and executive officers, incorporates by reference the information under the caption “Directors and
Executive Officers” of the Company’s Proxy Statement for the Annual Meeting of Stockholders to be held on
June 13, 2006 (the “Proxy Statement”) and, with respect to the audit committee, incorporates by reference
the information under the caption “The Board of Directors and its Committees” in the Proxy Statement.

The response to this Item required by Item 405 of Regulation S-K incorporates by reference the
information under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy
Statement.

The response to this Item also incorporates by reference the information under the caption “Election of
Directors” in the Proxy Statement.

The Company has implemented a Code of Business Conduct and Ethics, which applies to all employees
of the Company including each of its CEO, CFO and principal accounting officer or controller or persons
performing similar functions. The text of the Code of Business Conduct and Ethics can be accessed on the
Company’s website at www.hollingerinternational.com. Any changes to the Code of Business Conduct and
Ethics will be posted on the Company’s website.

Item 11. Executive Compensation

The response to this Item required by Item 402 of Regulations S-K incorporates by reference the
information under the caption “Compensation of Executive Officers and Directors” of the Company’s Proxy
Statement and under the captions “Directors’ Compensation,” “Summary Compensation Table for Named
Executive Officers,” “Stock Option Plans”, “Employment and Change of Control Agreements” and
“Aggregate Option Exercises During Fiscal 2005, Fiscal Year-End Option Values” and “Compensation
Committee Report on Executive Compensation” in the Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The response to this Item required by Item 201(d) of Regulation S-K incorporates by reference the
information under the captions “Security Ownership of Certain Beneficial Owners and Management” in the
Proxy Statement.

Item 13. Certain Relationships and Related Transactions

The response to this Item required by Item 404 of Regulation S-K incorporates by reference the relevant
information under the caption “Director Compensation” and “Overview of Investigation of Certain Related
Party Transactions” in the Proxy Statement.

Item 14. Principal Accountant Fees and Services

The response to this Item incorporates by reference the information under the caption ‘““Principal
Accountant Fees and Services” in the Proxy Statement.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) Documents filed as part of this report

(1) Consolidated Financial Statements and Supplemental Schedules.

(2) List of Exhibits

The consolidated financial statements filed as part of this report appear beginning at page 67.

Exhibit
No.

3.1

3.2

4.1

4.2

4.3

4.4

10.1

10.2

10.3

10.4

Description of Exhibit

Restated Certificate of Incorporation

Bylaws
amended

of Hollinger International Inc., as

Rights Agreement between Hollinger Interna-
tional Inc. and Mellon Investor Services LLC as
Rights Agent, dated as of January 25, 2004

Amendment No. 1 to the Rights Agreement
between Hollinger International Inc. and Mellon
Investor Services LLC as Rights Agent, dated
May 10, 2005

First Supplemental Indenture among Hollinger
International Publishing Inc., the Company and
Wachovia Trust Company, dated as of July 13,
2004

Indenture dated as of December 23, 2002 among
Hollinger International Publishing Inc., the
Company and Wachovia Trust Company,
National Association

Stock Purchase Agreement by and among
Mirkaei Tikshoret Ltd., American Publishing
Holdings, Inc. and Hollinger International Inc.
dated as of November 16, 2004

Facilitation Agreement by and between Hollinger
International Inc., Hollinger Canadian Newspa-
pers, Limited Partnership, 3815668 Canada Inc.,
Hollinger Canadian Publishing Holdings Co.,
HCN Publications Company and CanWest
Global Communications Corp. dated as of Octo-
ber 7, 2004

Agreement for Sale and Purchase of Shares in
the Telegraph Group Limited, by and between
DT Holdings Limited, First DT Holdings Lim-
ited, Second DT Holdings Limited, the Com-
pany, Press Acquisitions Limited dated June 22,
2004

Agreed Form of Tax Deed relating to Sale and
Purchase of Shares in Telegraph Group Limited,
by and between DT Holdings Limited, First
DT Holdings Limited, Second DT Acquisitions
Limited
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Prior Filing

Incorporated by reference to Exhibit 3.1 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 3.1 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 4.1 to
Item 5 of Current Report on Form 8-K dated
January 26, 2004.

Incorporated by reference to Exhibit 4.1 to
Item 1.01 of Current Report on Form 8-K dated
May 11, 2005.

Incorporated by reference to Exhibit 99.1 to
Item 5 of the Current Report on Form §-K dated
August 2, 2004.

Incorporated by reference to Exhibit 10.21 to
Annual Report on Form 10-K for the year ended
December 31, 2002.

Incorporated by reference to Exhibit 10.1 of
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 10.2 of
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 2.1 to
Item 2 of Current Report on Form 8-K dated
June 23, 2004.

Incorporated by reference to Exhibit 2.2 to
Item 2 of Current Report on Form 8-K dated
June 23, 2004.



Exhibit
No.

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

Description of Exhibit

Agreement dated November 15, 2003 between
Conrad M. Black and Hollinger International
Inc.

Business Opportunities Agreement between
Hollinger Inc. and Hollinger International Inc.,
as amended and restated as of February 7, 1996

Agreement, dated as of May 12, 2005, by and
between Hollinger International Inc. and RSM
Richter Inc., in its capacity as court appointed
receiver and monitor of Ravelston Corporation
Limited and Ravelston Management Inc.

Amended Agreement of Compromise and Re-
lease of Outside Director Defendants Condi-
tioned on Entry of Appropriate Order dated
June 27, 2005

Release and Settlement Agreement between
Peter Y. Atkinson and Hollinger International
Inc. dated April 27, 2004, as amended

Option Exercise and Escrow Agreement between
Peter Y. Atkinson and Hollinger International
Inc. dated as of April 27, 2004

Consulting Agreement between Peter Y. Atkin-
son and Hollinger International Inc. dated as of
April 27, 2004

Second Consulting Agreement between Peter Y.
Atkinson and Hollinger International Inc. dated
as of February 23, 2005

Compromise Agreement among Hollinger Inter-
national Inc., Telegraph Group Limited and
Daniel William Colson dated March 23, 2004

Amended and Restated Employment Agreement
by and between Gordon A. Paris and Hollinger
International Inc. dated as of January 31, 2006

Employment Agreement by and between Paul B.
Healy and Hollinger International Inc. dated as
of January 1, 2005

Separation Agreement between Hollinger Inter-
national Inc. and Paul B. Healy dated Decem-
ber 20, 2005

Amended and Restated Employment Agreement
by and between James R. Van Horn and
Hollinger International Inc. dated as of Janu-
ary 31, 2006

Amended and Restated Employment Agreement
by and between John Cruickshank and Hollinger
International Inc. dated as of January 31, 2006
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Prior Filing

Incorporated by reference to Exhibit 99.1 to
Item 5 of Current Report on Form 8-K dated
January 6, 2004.

Incorporated by reference to Exhibit 10.19 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 10.20 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005 and
to Exhibit 10.1 to Quarterly Report on
Form 10-Q for the quarterly period ended
March 31, 2004 filed on May 19, 2005.

Incorporated by reference to Exhibit 10.21 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 10.22 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 10.23 to
Annual Report on Form 10-K for the year ended
December 31, 2003 filed on January 18, 2005.

Incorporated by reference to Exhibit 10.2 to
Item 1.01 of Current Report on Form 8-K dated
February 2, 2005.



Exhibit
No.

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

Description of Exhibit

Amended and Restated Employment Agreement
by and between Gregory A. Stoklosa and
Hollinger International Inc., dated as of Janu-
ary 31, 2006

Separation Agreement between Hollinger Inter-
national Inc. and Peter K. Lane dated Decem-
ber 20, 2005

Amended and Restated Deferred Stock Unit
Agreement between Gordon A. Paris and
Hollinger International Inc. dated as of Janu-
ary 31, 2006

Form of Hollinger International Inc. Deferred
Stock Unit Agreement

Amended Form of Hollinger International Inc.
Deferred Stock Unit Agreement

Summaries of Principal Terms of 2004 Key
Employee Retention Plan and Key Employee
Severance Program

Notice dated April 13, 2004 to Option Plan
Participants under Hollinger International Inc.
1994 Stock Option Plan, 1997 Stock Incentive
Plan, and 1999 Stock Incentive Plan

Hollinger International Inc. 1999 Stock Incentive
Plan

Hollinger International Inc. 1997 Stock Incentive
Plan

American Publishing Company
Option Plan

1994 Stock

Agreement of Compromise and Release among
Cardinal Value Equity Partners, L.P., Hollinger
International Inc., Dwayne O. Andreas, Richard
R. Burt, Raymond G. Chambers, Henry A. Kis-
singer, Marie-Josee Kravis, Shmuel Meitar, Rob-
ert S. Strauss, A. Alfred Taubman, James R.
Thompson, Lord Weidenfeld of Chelsea, Leslie
H. Wexner, Gordon A. Paris, Graham W. Savage
and Raymond G.H. Seitz dated May 4, 2005

Release and Settlement Agreement between
Hollinger International Inc. and Torys LLP
dated December 6, 2005

Share Purchase Agreement between HCPH
Canadian Newspaper Holdings Co., Glacier Ven-
tures International Corp., 6490239 Canada Inc.,
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this 10-K to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 31, 2006

HOLLINGER INTERNATIONAL INC.

(Registrant)

By: /s/  GORDON A. PARIS

Gordon A. Paris

Chairman and President and
Chief Executive Officer

Pursuant to the requirements 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 on the dates indicated.
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/s/  GORDON A. PARIS

Gordon A. Paris

/s/  GREGORY A. STOKLOSA
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Vice President and Chief Financial
Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Hollinger International Inc.:

We have audited the accompanying consolidated balance sheets of Hollinger International Inc. and
subsidiaries as of December 31, 2005 and 2004, and the related consolidated statements of operations,
comprehensive income (loss), stockholders’ equity (deficit) and cash flows for each of the years in the three-
year period ended December 31, 2005. These consolidated financial statements 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 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Hollinger International Inc. and subsidiaries as of December 31, 2005 and
2004, and the results of their operations and their cash flows for each of the years in the three-year period
ended December 31, 2005, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Hollinger International Inc. and subsidiaries’ internal control over
financial reporting as of December 31, 2005, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO),
and our report dated March 31, 2006 expressed an unqualified opinion on management’s assessment of, and an
adverse opinion on the effective operation of, internal control over financial reporting.

/s/ KPMG LLP

Chicago, Illinois
March 31, 2006
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
December 31, 2005 and 2004

2005

2004

(In thousands, except
share data)

ASSETS
Current assets:
Cash and cash equivalents . .......... ... e $ 198,388
Short-term INVEStIMENTS . . ...ttt ittt et e e e e e e 57,650
Accounts receivable, net of allowance for doubtful accounts of $11,756 in 2005 and $11,654
1N 2004 . .o 90,951
INVENTOTIES . . ..o 12,600
Escrow deposits and restricted cash .......... . 13,350
Assets of operations to be disposed of ........ ... 21,418
Other CUITENT ASSELS . . . ot vttt ettt ettt ettt e e e e e e e e e e et 6,785
Total CUITENT ASSELS . . . . vttt ettt et e e e e e e e e 401,142
Loan to affiliate. . ... ... . 29,284
INVeStMENTS .« . ..o 23,037
Property, plant and equipment, net of accumulated depreciation .......................... 194,354
Intangible assets, net of accumulated amortization of $38,933 in 2005 and $34,575 in 2004 . .. 96,981
GoodWIll. . .o e 124,104
Prepaid pension benefit .. ... ... .. e 95,346
Non-current assets of operations to be disposed of . ........... ... ... ... ... ... 73,391
Other ASSEES . . ottt 27,689
TOtal @SSt . o\ttt e $1,065,328

LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
Current liabilities:

Current installments of long-term debt ......... ... ... . . . .. i $ 7,148
Accounts payable and accrued €Xpenses . ... ... ... e 125,007
Dividends payable . ... ... 4,534
Amounts due to related parties . .. ... 7,987
Income taxes payable and other tax liabilities. ........... ... .. ... ... ... .. ... 586,734
Liabilities of operations to be disposed of ....... .. ... .. . . i 12,531
Deferred TeVeNUE . . . .. .ottt e 11,684
Total current lHabilities . .. ... ... 755,625
Long-term debt, less current installments . ............. ... .. i it 919
Deferred income taxes and other tax liabilities . . ........ ... ... . 360,524
Non-current liabilities of operations to be disposed of .. ....... ... ... ... .. ... ... ... ... 15,141
Other Habilities . . .. ..ottt e e e e e e e 102,970
Total Habilities. . . . ..ot 1,235,179

Stockholders’ equity (deficit):
Class A common stock, $0.01 par value. Authorized 250,000,000 shares; 88,008,022 shares

issued and 75,687,055 shares outstanding in 2005 and 2004 .. ....... ... ... ... .. 880
Class B common stock, $0.01 par value. Authorized 50,000,000 shares; 14,990,000 shares
issued and outstanding in 2005 and 2004 . . . .. ... ... 150
Additional paid-in capital. ... ... ... 493,385
Accumulated other comprehensive income:
Cumulative foreign currency translation adjustment. ........... ... ... ... oiiin.... 20,095
Unrealized gain (loss) on marketable securities .. .............c.o i, (820)
Minimum pension liability adjustment . ........... . . (18,777)
Accumulated deficit ... ... . e (515,955)
(21,042)
Class A common stock in treasury, at cost — 12,320,967 shares in 2005 and 2004 ........... (148,809)
Total stockholders’ equity (deficit) ......... ... i (169,851)
Total liabilities and stockholders’ equity (deficit) .. ....... ... ... ... ... $1,065,328

See accompanying notes to these consolidated financial statements.

68

$ 274,795
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130,039
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2005, 2004 and 2003

2005

2004

2003

(In thousands, except per share data)

Operating revenue:

AdVertiSINg . . . oot $357,820 $ 362,355 $ 352,029
Circulation . . ... . 88,150 90,024 86,532
Job printing . ... 9,194 8,648 7,903
Other ... 2,725 3,412 4,325
Total operating revenue . .............c.uiuieunennennaennn.. 457,889 464,439 450,789
Operating costs and expenses:
NEWSPIINt. . oot 69,244 67,823 65,109
Compensation . .. ....vutt e e 191,996 194,595 189,267
Other operating CoStS ... ......uuirtie et ie e 176,246 192,923 192,730
Depreciation. .. ...t 18,664 19,257 21,329
AmOrtization . . ... ... 12,057 11,852 16,354
Total operating costs and eXpenses . ... ........c..ouueeneen.... 468,207 486,450 484,789
Operating 1oss . . ........... (10,318) (22,011) (34,000)
Other income (expense):
Interest eXpense. .. ..ottt (909) (19,044) (29,332)
Amortization of deferred financing costs ...................... (26) (780) (1,503)
Interest and dividend income. .. .......... ... ... .. .. ... .. ... 11,625 11,427 14,557
Other income (eXpense), Net. .. .........uuiinenennenenennnn. (3,839) (95,690) 51,985
Total other income (EXPense) .. ....ovverninenenerenenennnn. 6,851 (104,087) 35,707
Earnings (loss) from continuing operations before income taxes . ... (3,467)  (126,098) 1,707
Income taxes . ... 42,467 29,462 112,168
Loss from continuing operations .................couuiuneenen... (45,934)  (155,560)  (110,461)
Discontinued operations (net of income taxes):
Earnings from operations of business segments disposed of and to
be disposed of . ... .. ... 1,062 7,378 36,153
Gain from disposal of business segments . ..................... 32,903 382,850 —
Earnings from discontinued operations........................ 33,965 390,228 36,153
Net earnings (10SS) . ..o vttt e e $(11,969) $ 234,668 $ (74,308)
Basic and diluted earnings per share:
Weighted average shares outstanding . ........................ 90,875 90,486 87,311
Loss from continuing operations . ................c.uuveuneun... $ (0.51) $ (1.72) $ (1.27)
Earnings from discontinued operations........................ 0.38 4.31 0.42
Net earnings (10SS) ..o oottt $ (0.13) $ 259 $  (0.85)

See accompanying notes to these consolidated financial statements.

69



HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
For the Years Ended December 31, 2005, 2004 and 2003

2005 2004 2003
(In thousands)

Net earnings (10SS) . ..o oottt e $(11,969) $234,668  $(74,308)
Other comprehensive income (loss):
Foreign currency translation adjustments, net of related tax provision of

$757 (2004 — $176; 2003 — $1,526) . . ..ot (17,215)  (24,796)  (24,275)
Reclassification adjustment for realized foreign exchange losses upon

the substantial reduction of net investment in foreign operations . . .. 1,241 114,111 —

(15,974) 89,315 (24,275)

Unrealized gain (loss) on marketable securities arising during the year,
net of a related tax benefit of $616 (2004 — net of related tax
provision of $2,250; 2003 — net of related tax provision of $3,952
and minority interest of $2,053) ...... ... ... ... (951) 3,993 13,872

Reclassification adjustment for realized gains reclassified out of
accumulated other comprehensive income (loss), net of related tax
benefit of $1,851 (2004 — net of related tax benefit of $3,544 and
recovery of $1,665; 2003 — net of related tax benefit of $842 and
recovery of minority interest of $193) .............. ... ........ (3,212) (11,825) (2,003)

(4,163) (7,832) 11,869

Minimum pension liability adjustment, net of related tax benefit of
$1,430 and minority interest of $36 (2004 — net of related tax
provision of $12,665 and recovery of minority interest of $119;

2003 — net of related tax provision of $101 and minority interest of

STL) oo (821) 28,463 (1,710)
(20,958) 109,946 (14,116)
Comprehensive income (10SS) ........ ..., $(32,927) $344,614  $(88,424)

See accompanying notes to these consolidated financial statements.
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)

For the Years Ended December 31, 2005, 2004 and 2003

Balance at January 1, 2003 ... ..
Stock options exercised ........
Stock-based compensation

Dividends payable in cash —
Class A and Class B,
$0.20 per share .............

In-kind dividends .............
Minimum pension liability
adjustment.................
Translation adjustments........
Change in unrealized gain on
securities, net
Purchase of Class A Common
Stock ... ...
Redemption of Class A
Common Stock.............

Balance at December 31, 2003 . .
Stock options exercised . .......
Stock-based compensation

Dividends payable in cash —
Class A and Class B,
$2.70 per share .............
Minimum pension liability
adjustment.................
Translation adjustments........

Change in unrealized gain on
securities, net

Net earnings .. ...............

Balance at December 31, 2004 . .
Stock-based compensation

Dividends payable in cash —
Class A and Class B,
$3.20 per share .............
Minimum pension liability
adjustment.................
Translation adjustments........

Change in unrealized loss on
securities, net

Netloss......ooovviiiin...
Balance at December 31, 2005 . .

Accumulated
Common Additional Other
Stock Paid-In  Comprehensive Accumulated Treasury
Class A & B Capital Income (Loss) Deficit Stock Total
(In thousands)
$1,008  $439,242  $(74,374)  $(107,983) $(139,960) $ 117,933
11 12,104 — — — 12,115
— 6,722 — — — 6,722
— — — (17,403) — (17,403)
— 3,906 — (3,906) — —
— — (1,710) — — (1,710)
— (668)  (24,275) — — (24,943)
— — 11,869 — — 11,869
_ _ _ — (8,849) (8,849)
(20) (16,480) — — — (16,500)
_ _ — (74,308) — (74,308)
999 444,826  (88,490)  (203,600) (148,809) 4,926
31 36,915 — — — 36,946
— 10,588 — — — 10,588
_ — — (244,888) —  (244388)
— — 28,463 — — 28,463
— 89,315 — — 89,315
— — (7,832) — — (7,832)
— — — 234,668 — 234,668
1,030 492,329 21,456 (213,820) (148,809) 152,186
— 1,056 — — — 1,056
— — — (290,166) — (290,166)
— — (821) — — (821)
— —  (15974) — — (15,974)
— — (4,163) — — (4,163)
— — — (11,969) — (11,969)
$1,030 $493,385 § 498 $(515,955) $(148,809) $(169,851)

See accompanying notes to these consolidated financial statements.
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2005, 2004 and 2003

2005 2004 2003
(In thousands)

Cash Flows From Continuing Operating Activities:

Net earnings (10SS) ..ottt e $ (11,969) $ 234,668 $ (74,308)
Earnings from discontinued operations ................ ..., (33,965) (390,228) (36,153)
Loss from continuing operations. . ................iiiuieineennneon.. (45,934) (155,560)  (110,461)

Adjustments to reconcile loss from continuing operations to net cash
provided by (used in) continuing operating activities:

Depreciation and amortization . ........... .. ... i 30,721 31,109 37,683
Deferred InCOME taXeS . ... vttt e e 29,903 19,708 29,824
Amortization of deferred financing costs............. ... . ... ... ..... 26 780 1,503
Premium on debt extinguishments ........... ... ... .. ... ... ... . .... — 50,617 19,657
Equity in losses of affiliates, net of dividends received ................... 1,752 3,897 2,957
Gain on sales of INVESTMENTS. . ...ttt e (2,511) (1,709) (2,129)
Loss (gain) on sales of property, plant and equipment ................... (202) (45,918) 156
Write-down of Investments .. ... ...t 298 365 14,496
Write-down of property, plant and equipment .......................... — — 5,622
Loss (gain) on Participation Trust and CanWest Debentures ............. — 22,689 (83,681)
OtheT .t 1,656 15,285 25,199
Changes in current assets and liabilities, net of dispositions:
Accounts receivable . ... ... (6,028) 7,458 7,356
INVENtOTICS . . o oottt s (1,147) (2,141) (528)
Other Current assets . .. .....oouttu it 8,366 (1,728) (2,220)
Accounts payable and accrued expenses . ..., (8,464) 24,104 11,677
Income taxes payable and other tax liabilities ........................ (142,089) 23,839 94,891
Deferred revenue and other.......... ... i i (8,347) (13,232) (14,291)
Cash provided by (used in) continuing operating activities ................. (142,000) (20,437) 37,711
Cash Flows From Investing Activities:
Purchase of property, plant and equipment............................. (16,626) (29,331) (7,725)
Proceeds from sale of property, plant and equipment .................... 281 87,207 338
Investments and other non-current assets ...............coiiuiinain... (9,174) (10,106) (19,737)
Sale (purchase) of short-term investments, net ......................... 474,400 (512,650) (19,400)
Proceeds on disposal of investments and other assets .................... 4,550 57,837 12,286
Proceeds from the sale of newspaper operations, net of cash disposed . ..... 38,677 1,204,036 —
[ TS — 588 68
Cash provided by (used in) investing activities .................coveuen... 492,108 797,581 (34,170)
Cash Flows From Financing Activities:
Repayment of debt and premium on debt extinguishment ................ (6,304) (346,593)  (525,955)
Change in borrowings with related parties ............. ... ... ........ (6,966) 21,020 (49,053)
Escrow deposits and restricted cash ............... ... ... ... ... ... ... (2,569) (10,781) 545,952
Net proceeds from issuance of equity securities......................... — 36,946 12,115
Repurchase of common shares .......... ... ... ... . i, — — (8,849)
Dividends paid ... ... ... (516,358) (17,940) (17,403)
[T — — (4,328)
Cash used in financing activities .............ouuiirninninenennnnenn.. (532,697) (317,348) (47,521)
Net cash provided by (used in) discontinued operations (See Note 1(r)):
Operating cash flows ......... ... i 54,622 (49,807) 69,641
Investing cash flows .. ... ... .. . (4,680) 82,127 14,188
Financing cash flows . ... . . . . 53,717 (276,412) (77,552)
Effect of exchange rate changes oncash........... ... ... ... . ... ..... 2,523 369 3,535
Net increase (decrease) in cash and cash equivalents...................... (76,407) 216,073 (34,168)
Cash and cash equivalents at beginning of year ........................... 274,795 58,722 92,890
Cash and cash equivalents at end of year ........... ... ... ... .......... $ 198,388 $ 274,795 $ 58,722

See accompanying notes to these consolidated financial statements.
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2005, 2004 and 2003

(1) Significant Accounting Policies
(a) Description of Business

Hollinger International Inc. (“the Company”) operates principally as a publisher, printer and distributor
of newspapers and other publications through subsidiaries and affiliates in the greater Chicago, Illinois
metropolitan area. The Company’s operating subsidiaries and affiliates in the United Kingdom and Israel were
sold during 2004 and the Company’s Canadian newspaper operations and certain affiliates were sold in late
2005 and early 2006. (See Note 2). In addition, the Company has developed Internet websites related to its
publications. The Company’s raw materials, principally newsprint and ink, are not dependent on a single or
limited number of suppliers. Customers primarily consist of purchasers of the Company’s publications and
advertisers in those publications and Internet websites.

(b) Principles of Presentation and Consolidation

The Company is a subsidiary of Hollinger Inc., a Canadian corporation. At December 31, 2005, Hollinger
Inc. owned approximately 17% of the combined equity and approximately 67% of the combined voting power
of the outstanding common stock of the Company.

The consolidated financial statements include the accounts of the Company and its majority-owned
subsidiaries and other controlled entities. All significant intercompany balances and transactions have been
eliminated in consolidation.

(c) Use of Estimates

The preparation of consolidated financial statements in accordance with U.S. generally accepted
accounting principles requires the Company to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenue and expenses, and related disclosure of contingent assets and liabilities.
On an on-going basis, the Company evaluates its estimates including those related to matters that require a
significant level of judgment or are otherwise subject to an inherent degree of uncertainty. These matters
include bad debts, goodwill, intangible assets, income taxes, pensions and other post-retirement benefits,
contingencies and litigation. The Company bases its estimates on historical experience, observance of trends,
information available from outside sources and various other assumptions that are believed to be reasonable
under the circumstances. Information from these sources form the basis for making judgments about the
carrying values of assets and liabilities that may not be readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions.

(d) Cash Equivalents and Short-Term Investments

Cash equivalents consist of certain highly liquid investments with original maturities of three months or
less.

Short-term investments primarily consist of auction rate securities with original maturities of 91 days or
more. The interest rate under these securities is reset through an auction process generally occurring every 7 to
35 days. These securities are reported at cost which approximates fair value.
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(e) Accounts Receivable, Net of Allowance for Doubtful Accounts

Accounts receivable are stated net of the related allowance for doubtful accounts. The following table
reflects the activity in the allowance for doubtful accounts for the years ended December 31:

2005 2004 2003
(In thousands)
Balance at beginning of year ............ ... . ... ... ... $11,654 $14,381  $15,792
Provision. ... ... 4,598 2,241 4,746
Write-offs . ... (5,886)  (7,336)  (7,364)
RECOVETIES . .ot 1,390 2,368 1,207
Balance atend of year ........... ... ... ... $11,756  $11,654  $14,381

(f) Inventories

Inventories consist principally of newsprint that is valued at the lower of cost or market. Cost is
determined using the first-in, first-out (FIFO) method.

(g) Long-Lived Assets

Property, plant and equipment are recorded at cost. Routine maintenance and repairs are expensed as
incurred. Depreciation is calculated under the straight-line method over the estimated useful lives of the
assets, principally 25 to 40 years for buildings and improvements, 3 to 10 years for machinery and equipment
and 20 years for printing press equipment. Leasehold improvements are amortized using the straight-line
method over the shorter of the estimated useful life of the asset and the lease term. Property, plant and
equipment categorized as construction in progress is not depreciated until the items are in use.

Direct response advertising costs associated with efforts to obtain new subscribers, which efforts enhance
the Company’s subscriber lists, are capitalized. These costs are capitalized in accordance with Statement of
Position 93-7 “Reporting on Advertising Costs.” The capitalized amounts are amortized over an 11-year
period based on historical subscriber retention experience. Based on such data, an accelerated amortization
period has been adopted whereby approximately 61% of the amount capitalized is amortized in the first year
and an additional 17% is amortized in year two. The remaining 22% is amortized over the subsequent nine
years on a declining basis.

The Company assesses the recoverability of the carrying value of all long-lived assets including property,
plant and equipment whenever events or changes in business circumstances indicate the carrying value of the
assets, or related group of assets, may not be fully recoverable. The assessment of recoverability is based on
management’s estimate of undiscounted future operating cash flows of its long-lived assets. If the assessment
indicates that the undiscounted operating cash flows do not exceed the carrying value of the long-lived assets,
then the difference between the carrying value of the long-lived assets and the fair value of such assets is
recorded as a charge against income in the Consolidated Statements of Operations.

Primary indicators of impairment include significant permanent declines in circulation and readership;
the loss of specific sources of advertising revenue, whether or not to other forms of media; and an expectation
that a long-lived asset may be disposed of before the end of its useful life. Impairment is generally assessed at
the segment level (being the lowest level at which identifiable cash flows are largely independent of the cash
flows of other assets).
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HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(h) Derivatives

The Company is a limited user of derivative financial instruments to manage risks generally associated
with interest rate and foreign currency exchange rate market volatility. The Company does not hold or issue
derivative financial instruments for trading purposes. All derivative instruments are recorded on the
Consolidated Balance Sheets at fair value. Derivatives that are not classified as hedges are adjusted to fair
value through earnings. Changes in the fair value of derivatives that are designated and qualify as effective
hedges are recorded either in “Accumulated other comprehensive income (loss)” or through earnings, as
appropriate. The ineffective portion of derivatives that are classified as hedges is immediately recognized in
net earnings (loss). See Note 11 for a discussion of the Company’s use of derivative instruments.

(i) Investments

Investments largely consist of corporate debt and equity securities. Marketable debt and equity securities
which are classified as available-for-sale are recorded at fair value. Unrealized holding gains and losses, net of
the related tax, on available-for-sale securities are excluded from earnings and are reported as a separate
component of “Accumulated other comprehensive income (loss)” until realized. Realized gains and losses
from the sale of available-for-sale securities are determined on specific investments and recognized in the
Consolidated Statements of Operations under the caption of “Other income (expense), net.”” Other corporate
debt and equity securities are recorded at cost less declines in market value that are other than temporary
(other than those investments accounted for under the equity method as discussed below).

A decline in the market value of any security below cost that is deemed to be other than temporary results
in a reduction in the carrying amount to fair value. Any such impairment is charged to earnings and a new cost
basis for the security is established.

Dividend and interest income is recognized when earned.

Investments in the common stock of entities for which the Company has significant influence over the
investee’s operating and financial policies, but less than a controlling voting interest, are accounted for under
the equity method. Significant influence is generally presumed to exist when the Company owns between 20%
and 50% of the investee’s voting stock.

Under the equity method, the Company’s investment in an investee is included in the Consolidated
Balance Sheets (under the caption “Investments’) and the Company’s share of the investee’s earnings or loss
is included in the Consolidated Statements of Operations under the caption “Other income (expense), net.”

(j) Goodwill and Other Intangible Assets

Goodwill represents the excess of acquisition costs over the estimated fair value of net assets acquired in
business combinations.

Intangible assets with finite useful lives include subscriber and advertiser relationships, which are
amortized on a straight-line basis over 30 years.

The Company follows the provisions of Statement of Financial Accounting Standards (“SFAS”)
No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”). The standard requires that goodwill
and intangible assets with indefinite useful lives no longer be amortized, but instead be tested for impairment
at least annually. The standard also specifies criteria that intangible assets must meet to be recognized and
reported apart from goodwill. In addition, SFAS No. 142 requires that intangible assets with finite useful lives
be amortized over their respective estimated useful lives to their estimated residual values and reviewed for
impairment in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (“SFAS No. 144”).

75



HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Company is required to test goodwill for impairment on an annual basis. The Company is also
required to evaluate goodwill for impairment between annual tests if an event occurs or circumstances change
that would more likely than not reduce the fair value of a segment below its carrying amount. Certain
indicators of potential impairment that could impact the Company include, but are not limited to, the
following: (i) a significant long-term adverse change in the business climate that is expected to cause a
substantial decline in advertising revenue, (ii) a permanent significant decline in newspaper readership, (iii) a
significant adverse long-term negative change in the demographics of newspaper readership and (iv) a
significant technological change that results in a substantially more cost effective method of advertising than
newspapers. The Company has determined that the fair value of all reporting units is in excess of the
respective carrying amounts at December 31, 2005 and 2004 for purposes of the annual impairment test.

(k) Deferred Financing Costs

Deferred financing costs consist of costs incurred in connection with debt financings. Such costs are
amortized to interest expense on a straight-line basis over the remaining terms of the related debt.

(1) Pension Plans and Other Post-retirement Benefits
General

The Company provides defined benefit pension, defined contribution pension, post-retirement and post-
employment health care and life insurance benefits to eligible employees under a variety of plans (Note 15).

Pension costs for defined contribution plans are recognized as the obligation for contribution arises and at
expected or actual contribution rates for discretionary plans.

In general, benefits under the defined benefit plans are based on years of service and the employee’s
compensation during the last few years of employment.

Health care benefits are available to eligible employees meeting certain age and service requirements
upon termination of employment. Post-retirement and post-employment benefits are accrued in accordance
with  SFAS No. 106, “Employers’ Accounting for Post-retirement Benefits Other than Pensions”
(“SFAS No. 106”), and SFAS No. 112, “Employers’ Accounting for Post-employment Benefits”
(“SFAS No. 1127).

The annual pension expense is based on a number of actuarial assumptions, including expected long-term
return on assets and discount rate. The Company’s methodology in selecting these actuarial assumptions is
discussed below.

Long-Term Rate of Return on Assets

In determining the expected long-term rate of return on assets, the Company evaluates input from various
sources which may include its investment consultants, actuaries and investment management firms including
their review of asset class return expectations, as well as long-term historical asset class returns. Returns
projected by such consultants are generally based on broad equity and bond indices.

The Company regularly reviews its actual asset allocation and periodically rebalances its investments to
its targeted allocation when considered appropriate.

The Company’s determination of net pension expense is based on market-related valuation of assets,
which reduces year-to-year volatility. This market-related valuation of assets recognizes investment gains or
losses over a three-year period from when they occur. Investment gains or losses for this purpose reflect the
difference between the expected return calculated using the market-related value of assets and recognized
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gains or losses over a three-year period. The future value of assets will be affected as previously deferred gains
or losses are recorded.

Discount Rate

The discount rate for determining future pension obligations is determined by the Company using various
input including the indices of AA-rated corporate bonds that reflect the weighted average period of expected
benefit payments.

The Company will continue to evaluate its actuarial assumptions, generally on an annual basis, including
the expected long-term rate of return on assets and discount rate, and will adjust them as appropriate. Actual
pension expense will depend on future investment performance, changes in future discount rates, the level of
contributions by the Company and various other factors related to the populations participating in the pension
plans.

(m) Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to the
difference between financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Deferred tax assets are also recognized for the tax effects attributable to the carryforward of net
operating losses. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that
includes the enactment date. The Company considers future taxable income and ongoing tax strategies in
assessing the need for a valuation allowance in relation to deferred tax assets. The Company records a
valuation allowance to reduce deferred tax assets to a level where they are more likely than not to be realized
based upon the above mentioned considerations.

(n) Revenue Recognition

The Company’s principal sources of revenue are comprised of advertising, circulation and job printing. As
a general principle, revenue is recognized when the following criteria are met: (i) persuasive evidence of an
arrangement exists, (ii) delivery has occurred and services have been rendered, (iii) the price to the buyer is
fixed or determinable and, (iv) collectibility is reasonably assured or is probable. Advertising revenue, being
amounts charged for space purchased in the Company’s newspapers, Internet websites or for inserts
distributed with the newspapers, is recognized upon publication. Circulation revenue from subscribers, billed
to customers at the beginning of a subscription period, is recognized on a straight-line basis over the term of
the related subscription. Deferred revenue represents subscription receipts that have not been earned.
Circulation revenue from single copy sales is recognized at the time of distribution. In both cases, circulation
revenue is recorded net of an allowance for returned copies. Fees and commissions paid to distributors are
recorded as a component of other operating costs. Job printing revenue, being charges for printing services
provided to third parties, is recognized upon delivery.

(o) Foreign Currency Translation

Foreign operations of the Company have been translated into U.S. dollars in accordance with the
principles prescribed in SFAS No. 52, “Foreign Currency Translation.” All assets and liabilities are translated
at period end exchange rates, stockholders’ equity is translated at historical rates, and revenue and expense are
translated at the average rate of exchange prevailing throughout the period. Translation adjustments are
included in the “Accumulated Other Comprehensive Income (Loss)” component of stockholders’ equity.
Translation adjustments are not included in earnings unless they are actually realized through a sale or upon
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complete or substantially complete liquidation of the Company’s net investment in the foreign operation.
Gains and losses arising from the Company’s foreign currency transactions are reflected in net earnings (loss).

(p) Earnings (Loss) Per Share

Earnings (loss) per share is computed in accordance with SFAS No. 128, “Earnings per Share.” See
Note 19 for a reconciliation of the numerator and denominator for the calculation of basic and diluted earnings
(loss) per share.

(q) Stock-based Compensation

In December 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 148,
“Accounting for Stock-Based Compensation — Transition and Disclosure, an Amendment of FASB State-
ment No. 123 (“SFAS No. 148”) to provide alternative methods of transition for a voluntary change to the
fair value based method of accounting for stock-based employee compensation. In addition, SFAS No. 148
amends the disclosure requirements of SFAS No. 123, “Accounting for Stock-Based Compensation”
(“SFAS No. 123”) to require prominent disclosure in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of the method used on reported
results.

The Company accounts for stock-based employee compensation arrangements in accordance with the
provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”
(“APB No. 25”) and complies with the disclosure provisions of SFAS No. 123, as amended. Under APB
No. 25, compensation expense is based on the difference, if any, on the date of grant between the quoted
market price of the Company’s stock and the exercise price.

On March 31, 2000, the FASB issued Financial Interpretation No. 44, “Accounting for Certain
Transactions involving Stock Compensation” (“FIN 44”), which provided guidance on several implementa-
tion issues related to APB No. 25. The most relevant to the Company was the clarification of the accounting
for stock options that have been repriced or otherwise modified and the measurement of options granted to
employees of The Ravelston Corporation Limited (“Ravelston”), the parent company of Hollinger Inc.

The Company uses the intrinsic value based method of accounting for its stock-based compensation
arrangements. Stock options granted to employees of Ravelston were recorded using the fair value based
method and are reflected in the Consolidated Statements of Stockholders’ Equity as dividends in-kind. See
Note 14 for discussion of the accounting treatment for modifications of these options.

The Company uses the Black-Scholes option-pricing model, which was developed for use in estimating
the fair value of traded options that have no vesting restrictions and are freely transferable. All available
option-pricing models require the input of highly subjective assumptions including the expected stock price
volatility.
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Had the Company determined compensation costs based on the fair value of its stock options at the grant

date under SFAS No. 123, the Company’s loss from continuing operations and loss from continuing operations
per share would have been adjusted to the pro forma amounts indicated in the following table:

2005 2004 2003
(In thousands, except per share amounts)
Loss from continuing operations, as reported ............ $(45,934) $(155,560) $(110,461)
Add: stock-based compensation expense, as reported. . . ... 1,056 10,588 6,722
Deduct: pro forma stock-based compensation expense. . . .. (1,845) (5,566) (9,336)
Pro forma loss from continuing operations. .............. $(46,723) $(150,538) $(113,075)

Basic loss from continuing operations per share, as reported $ (0.51) $ (1.72) $ (1.27)

Diluted loss from continuing operations per share, as
TEPOTTEA . . oo e et e $ (051) $ (L.72) $ (1.27)

Pro forma basic loss from continuing operations per share $ (051) $ (1.66) $ (1.30)
Pro forma diluted loss from continuing operations per share $ (0.51) $ (1.66) $  (1.30)

The fair value of each stock option granted was estimated on the date of grant for pro forma disclosure
purposes using the Black-Scholes option-pricing model with the following weighted-average assumptions used
for grants in fiscal 2003: dividend yield of 3.39%, expected volatility of 36.18% and risk-free interest rates of
2.69%, expected lives of five years. Weighted average fair value of options granted by the Company during
2003 was $2.41 on a per share basis. No options were granted in 2005 or 2004.

(r) Reclassifications

Certain amounts in the consolidated financial statements for prior periods have been reclassified to
conform with the 2005 presentation.

For 2004 and 2003, the Company has separately disclosed, in the Consolidated Statements of Cash
Flows, the operating, investing and financing portions of the cash flows attributable to its discontinued
operations, which in prior periods were reported on a combined basis as a single amount.

(s) New Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123 (revised 2004) “Share-Based Payment” (“SFAS
No. 123R”). SFAS No. 123R addresses the accounting for transactions in which an enterprise exchanges its
equity instruments for employee services. It also addresses transactions in which an enterprise incurs liabilities
that are based on the fair value of the enterprise’s equity instruments or that may be settled by the issuance of
those equity instruments in exchange for employee services. For public entities, the cost of employee services
received in exchange for equity instruments, including employee stock options, is to be measured on the grant-
date fair value of those instruments. That cost will be recognized as compensation expense over the service
period, which would normally be the vesting period. SFAS No. 123R was to be effective as of the first interim
or annual reporting period that began after June 15, 2005. On April 14, 2005, the compliance date was
changed by the Securities and Exchange Commission (“SEC”) such that SFAS No. 123R is effective at the
start of the next fiscal period beginning after June 15, 2005, which is January 1, 2006 for the Company. The
Company has not yet determined the impact SFAS No. 123R will have on its results of operations and will
adopt SFAS No. 123R on January 1, 2006.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections” (“SFAS
No. 154”). SFAS No. 154 replaces APB Opinion No. 20, “Accounting Changes” and SFAS No. 3,
“Reporting Accounting Changes in Interim Financial Statements.” SFAS No. 154 requires that a voluntary
change in an accounting principle be applied retrospectively with all prior period financial statements
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presented using the new accounting principle. SFAS No. 154 also requires that a change in method of
depreciating or amortizing a long-lived non-financial asset be accounted for prospectively as a change in
estimate, and correction of errors in previously issued financial statements should be termed a restatement.
SFAS No. 154 is effective for accounting changes and correction of errors made in fiscal years beginning after
December 15, 2005. The implementation of SFAS No. 154 is not expected to have a material impact on the
Company’s consolidated financial statements.

(2) Dispositions and Discontinued Operations

In November 2003, the Company announced that the Board of Directors had retained Lazard Freres &
Co. LLC and Lazard & Co., Limited (collectively, “Lazard”) as financial advisor to explore alternative
strategic transactions on the Company’s behalf (the “Strategic Process”), including a possible sale of the
Company as a whole, the sale of one or more of its individual businesses, or other transactions.

As part of the Strategic Process, in June 2004, the Company agreed to terms and signed an agreement to
sell The Daily Telegraph, The Sunday Telegraph, The Weekly Telegraph, telegraph.co.uk, and The Spectator
and Apollo magazines (collectively, the “Telegraph Group”). Under the terms of the agreement, Press
Acquisitions Limited acquired all of the outstanding shares of the Telegraph Group, representing substantially
all of the Company’s U.K. operations, for a purchase price of £729.6 million in cash (or approximately
$1,323.9 million at an exchange rate of $1.8145 to £1). This purchase price was subject to adjustment
depending on certain working capital levels in the Telegraph Group, but such adjustment was not material
(less than one-half of one percent of the purchase price). The transaction closed on July 30, 2004. The
Company has reflected the Telegraph Group as discontinued operations in accordance with SFAS No. 144.

The Company fully repaid all amounts outstanding under its senior credit facility with Wachovia Bank,
N.A. (the “Senior Credit Facility”) on July 30, 2004 ($213.4 million) with proceeds from the sale of the
Telegraph Group. The Company paid approximately $2.1 million in fees for early termination of the Senior
Credit Facility and expensed the related deferred financing costs of $5.2 million. These costs are reflected in
“Gain from disposal of business segments” in the Consolidated Statement of Operations for the year ended
December 31, 2004. See Note 11(b) for information related to early termination of related cross-currency
interest rate swaps.

For the year ended December 31, 2004, the Company recognized a gain on the sale of the Telegraph
Group of $370.4 million, net of taxes of $208.8 million. For the years ended December 31, 2004 and 2003,
revenue was $346.8 million (for the seven months ended July 30, 2004) and $519.5 million, respectively, and
earnings before taxes from operations of the Telegraph Group were $32.4 million and $13.8 million,
respectively.

Internal Revenue Code Section 965 (“Section 965”), enacted as part of the American Jobs Creation Act
of 2004 in October 2004, allows U.S. companies to repatriate earnings from their foreign subsidiaries at a
reduced tax rate. Section 965 provides that U.S. companies may elect, for one tax year, an 85% dividends
received deduction for eligible dividends from their foreign subsidiaries. Repatriated funds must be invested by
the company in the United States pursuant to a domestic reinvestment plan approved by company
management before the funds are repatriated.

Pursuant to this legislation, in November 2004, the Company’s management approved a domestic
reinvestment plan and received a dividend from a U.K. subsidiary. Accordingly, the Company recognized an
income tax benefit of approximately $16.0 million as a result of this legislation. The Section 965 benefit is
included in “Gain from disposal of business segments” in the Consolidated Statement of Operations for the
year ended December 31, 2004.

On November 16, 2004, the Company announced that as part of the Strategic Process, it had entered into
a definitive agreement to sell the Palestine Post Limited, the publisher of The Jerusalem Post, The Jerusalem
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Report and related publications (collectively, the “JP”’). The transaction involved the sale by the Company of
its debt and equity interests in the JP to Mirkaei Tikshoret Ltd. for $13.2 million. The transaction closed on
December 15, 2004 and the Company recognized a gain on the sale of approximately $12.4 million, net of a
$9.9 million tax benefit, which is included in “Gain from disposal of business segments” in the Consolidated
Statement of Operations for the year ended December 31, 2004. The Company has reflected the JP,
representing substantially all of the operations of the former Community Group segment, as discontinued
operations in accordance with SFAS No. 144. For the years ended December 31, 2004 and 2003, operating
revenue was $9.1 million and $10.4 million, respectively, and loss from operations was $8.3 million and
$5.2 million, respectively.

On December 19, 2005, the Company announced that its subsidiary, Hollinger Canadian Publishing
Holdings Co. (“HCPH Co.”), entered into agreements to sell its 70% interest in Great West Newspaper
Group Ltd. and its 50% interest in Fundata Canada Inc. (‘“Fundata™) for approximately $40.5 million. The
transaction closed on December 30, 2005. Great West Newspaper Group Ltd. is a Canadian community
newspaper publishing company which publishes 16 titles, mostly in Alberta. Fundata is a Toronto-based
provider of mutual fund data and analysis. The Company recognized a gain on sale of approximately
$17.1 million, net of taxes, which is included in “Gain from disposal of business segments” in the Consolidated
Statement of Operations for the year ended December 31, 2005. The gain on sale also includes the recognition
of a deferred tax asset of $15.8 million at December 31, 2005 related to the Company’s investment in
Hollinger Canadian Newspapers, Limited Partnership (“Hollinger L.P.”), which will be realized upon
completion of the sale in February 2006.

On February 6, 2006, the Company completed the sale of substantially all of its remaining Canadian
operating assets, consisting of, among other things, approximately 87% of the outstanding Units of Hollinger
L.P. and all of the shares of Hollinger Canadian Newspapers GP Inc., Eco Log Environmental Risk
Information Services Ltd. and KCN Capital News Company, for an aggregate sale price of $106.1 million, of
which approximately $17.5 million has been placed in escrow. A majority of the escrow may be held up to
seven years, and will be released to either the Company, Glacier Ventures International Corp. (the purchaser)
or CanWest Global Communications Corp. (“CanWest”) upon a final award, judgment or settlement being
made in respect of certain pending arbitration proceedings involving the Company, its related entities and
CanWest (see Note 21).

The Company has reflected the Canadian operating assets sold on December 19, 2005 and February 6,
2006, representing substantially all of the remaining Canadian newspaper assets, or the “Canadian Newspaper
Operations”, as discontinued operations in accordance with SFAS No. 144. Remaining administrative
activities, assets and liabilities, largely related to pension, post-employment and post-retirement plans, are
reflected in continuing operations under the “Canadian Administrative Group” segment.

81



HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following table presents information about the operating results of the Canadian Newspaper
Operations through December 31, 2005:
Year Ended December 31,
2005 2004 2003
(In thousands)

Operating revenue:

AdVertiSing. . ... $ 75,246  $66,286  $58,854
Circulation . ........ ... 12,908 12,504 11,688
Job printing and other ............ .. .. ... ... ... ... 12,684 10,709 10,000
Total operating revenue . ............oouieinernennennnnn.. 100,838 89,499 80,542
Operating costs and expenses:
NeWSPIINt. . ot e 8,624 7,640 6,810
Compensation . ..........iuiiiini 41,653 38,806 35,414
Other operating Costs . .........couuiinirnernenennann.. 31,404 30,422 28,815
Depreciation and amortization........................... 2,493 1,631 1,502
Total operating costs and eXpenses . ...............oeuunnn.. 84,174 78,499 72,541
Operating iNCOME . .. ...ttt ittt $ 16,664 $11,000 §$ 8,001

Assets of the Canadian Newspaper Operations included $57.3 million and $61.6 million of goodwill as of
December 31, 2005 and 2004, respectively. For the years ended December 31, 2005, 2004 and 2003, earnings
(loss) before taxes for the Canadian Newspaper Operations were earnings of $18.6 million, a loss of
$1.0 million and earnings of $42.4 million, respectively.

(3) Other Current Assets

At December 31, 2005, “Other current assets” on the Consolidated Balance Sheet consisted largely of
prepaid insurance costs.

At December 31, 2004, “Other current assets” consisted largely of prepaid insurance costs and amounts
due from the acquirer of the Telegraph Group in respect of recoverable tax losses (which were collected in
2005).
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(4) Investments

December 31,
2005 2004
(In thousands)

Available-for-sale securities, at fair value:
Equity SeCUTIties . . .. ..ottt $ 6,265 § 7,824
Other non-marketable investments, at cost:
Internet and technology related companies........................... 3,089 10,401
Other . .o 11,540 11,057

14,629 21,458

Internet related companies ..............oi i 184 305
Other . . 1,959 1,792
2,143 2,097

$23,037  $31,379

December 31,
2005 2004
(In thousands)

Gross unrealized holding gains (losses) on available-for-sale securities:
Equity securities. ................. .. . . $(1,469) $ 5,160
Less — deferred tax benefit (expense) ..............ccoviiiinenen.... 649 (1,817)

Unrealized gain (loss) on available-for-sale securities included in
stockholders” equUity ... ...ttt $ (820) $ 3,343

The following description includes amounts related to the Canadian Newspaper Operations which are
reflected as discontinued operations.

On November 16, 2000, the Company sold a substantial portion of its Canadian assets to CanWest and
received in return, in addition to cash and shares in CanWest, 12'x% Fixed Rate Subordinated Debentures due
November 15, 2010 (the “CanWest Debentures”). The CanWest Debentures were issued by a wholly-owned
subsidiary of CanWest and were guaranteed by CanWest. These debentures were denominated in Canadian
dollars. Interest on the CanWest Debentures was calculated, compounded and payable semi-annually in
arrears at a rate of 12'4% per annum. At any time prior to November 5, 2005, CanWest was allowed to pay
interest on the debentures by way of non-voting shares of CanWest, debentures in substantially the same form
as the CanWest Debentures, or cash. The debentures were due November 15, 2010, but were redeemable at
any time prior to May 15, 2003 for cash at CanWest’s option at 100% of the principal amount.

The Company was prohibited from selling the CanWest Debentures prior to May 15, 2003. In order to
monetize this investment, the Company entered into a participation agreement in August 2001 pursuant to
which it sold participation interests in Cdn.$540.0 million ($350.0 million) principal amount of CanWest
Debentures to a special purpose trust (“Participation Trust”) administered by an arm’s length trustee. That
sale of participation interests was supplemented by a further sale of Cdn.$216.8 million ($140.5 million) in
December 2001 for a total of Cdn.$756.8 million ($490.5 million). Both sales were conducted at a contracted
rate of exchange of $0.6482 for each Cdn.$1. The Company remained the record owner of the participated
CanWest Debentures and was required to make payments to the Participation Trust with respect to those
debentures if and to the extent it received payment in cash or kind on the debentures from CanWest. These
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payments were not reflected in the Company’s accounts. At the time the Participation Trust was established,
the Company retained a beneficial interest in CanWest Debentures that was not subject to the interests of the
Participation Trust.

Coincident with the Participation Trust’s purchases of the participation interests, the Participation Trust
sold senior notes to arm’s length third parties (“Trust Notes) to finance the purchase of the participation
interests. These transactions were accounted for as sales in accordance with SFAS No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.”

Under the terms of the Participation Trust, the interest payments received by the Company in respect of
the underlying CanWest Debentures were immediately paid to the Participation Trust. However, after
May 15, 2003, the Company may have been required to deliver to the Participation Trust, CanWest
Debentures with a value equivalent to $475.3 million based on the contracted rate of exchange. The CanWest
Debentures were denominated in Canadian dollars and consequently, there was a foreign currency exposure on
the debentures subject to the delivery provision.

On May 11, 2003, CanWest redeemed Cdn.$265.0 million principal amount of the CanWest Debentures
plus interest accrued to the redemption date of Cdn.$8.8 million for a total of Cdn.$273.8 million
($197.2 million), of which Cdn.$246.6 million was payable to the Participation Trust. This amount, converted
at the fixed rate of $0.6482 for each Canadian dollar, totaled $159.8 million and was delivered to the
Participation Trust on May 11, 2003. The balance of the proceeds of $37.4 million, less the amounts paid
under the cross currency swap of $9.8 million, or $27.6 million, was retained by the Company in respect of its
interest in debentures, in which Participations were not sold, a portion of which it was unable to transfer to an
unaffiliated third party before November 4, 2005.

The Company received additional CanWest Debentures in the amount of Cdn.$9.6 million ($7.4 million)
and Cdn.$10.0 million ($7.2 million) in 2004 and 2003, respectively, in payment of the interest due on
debentures held by the Company, a portion of which related to interest accrued during previous periods. These
debentures were recorded at their fair value.

On October 7, 2004, the Company and Hollinger L.P. entered into an agreement (the “Facilitation
Agreement”’) with CanWest, pursuant to which the parties agreed to redeem the CanWest Debentures and
dissolve the Participation Trust. CanWest exchanged the Trust Notes for new debentures issued by CanWest
(the “CanWest Exchange Offer”). In the Facilitation Agreement, the Company agreed, among other things,
to sell to CanWest, for cash, all of the CanWest Debentures beneficially owned by the Company. The
Company’s obligation to sell the CanWest Debentures to CanWest, and CanWest’s obligation to purchase the
CanWest Debentures from the Company, was conditioned upon the closing of the CanWest Exchange Offer.
The CanWest Exchange Offer closed on November 18, 2004. The Company received approximately
$133.6 million, of which Hollinger L.P. received approximately $84.5 million, in respect of CanWest
Debentures owned and their residual interest in the Participation Trust that was attributable to foreign
currency exchange. As a result of the completion of the transaction, the Participation Trust was dissolved and
the Company has no further ownership interest in the CanWest Debentures. The Company recorded a
realized loss of approximately $30.9 million on this transaction largely due to foreign currency gains
recognized in prior years which were not ultimately realized, of which $22.7 million is included in “Other
income (expense), net” and $8.2 million is included in “Earnings from operations of business segments
disposed of and to be disposed of” in the Consolidated Statement of Operations for the year ended
December 31, 2004.
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(5) Property, Plant and Equipment
December 31,

2005 2004
(In thousands)
Land ... $ 9819 §$ 9819
Building and leasehold interests ............ ... .. .. .. ... 106,891 106,761
Machinery and equipment . ............. .o 192,742 172,842
Construction in PrOZIESS . .. v v vt vttt ettt et e et 2,262 6,545
Less: accumulated depreciation ............... ... .. ... ... (117,360)  (99,500)

$ 194,354  $196,467

Depreciation of property, plant and equipment totaled $18.7 million, $19.3 million and $21.3 million in

2005, 2004 and 2003, respectively.

(6) Goodwill and Intangible Assets

The changes in the carrying amount of goodwill for the years ended December 31, 2005 and 2004 are as

follows:

Total

(In
thousands)
Balance as of January 1, 2004 . .. ... ... . $124,397
Adjustments of excess aCqUISItion TESEIVES . ... .. v it ttn e ie it (231)
Balance as of December 31, 2004 . . ... ... . $124,166
Adjustments of excess acquUISItion IESEIVES . ... ...vu ittt (62)
Balance as of December 31, 2005 . . ... .. $124,104

The Company’s amortizable intangible assets consist of subscriber and advertiser relationships. In 2004,
the Sun-Times News Group combined two of its local divisions. The advertiser and subscriber lists of these
two divisions were largely duplicative and were not deemed to have incremental value. Thus, the Company
wrote off approximately $1.8 million of intangible assets. This amount has been reflected in “Other operating
costs” in the Consolidated Statement of Operations for the year ended December 31, 2004. The components

of amortizable intangible assets at December 31, 2005 and 2004 are as follows:

December 31,
2005 2004
(In thousands)

Subscriber and advertiser relationships:

Gross Carrying amoUNt .. ...ttt ittt $135914  $135914
Accumulated amortization . ............... i (38,933)  (34,575)
Net book value . . ..ot $ 96,981 $101,339

Amortization of intangible assets for the years ended December 31, 2005, 2004 and 2003 was
$4.4 million, $4.6 million and $9.7 million, respectively. Future amortization of intangible assets is expected to

approximate $4.4 million per year from 2006 through 2010.
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Other Assets

December 31,

2005 2004
(In thousands)
Deferred financing Costs .. ...... ...t $ 150 $ 176
Capitalized telemarketing costs, net of accumulated amortization.......... 16,203 15,408
Receivable from Bradford Publishing Co. (Note 22(j))......vvvvven. .. 3,430 3,430
Receivable from Horizon Publications Inc. (Note 22(k)) ................ 4,700 4,700
Intangible asset — pension (Note 15)......... .. ... 1,464 1,614
Other . o 1,742 1,751
$27,689  $27,079

Accounts Payable and Accrued Expenses

December 31,

2005 2004
(In thousands)

Accounts payable . ... ... $ 42860 $ 48,714
Accrued expenses:

Labor and benefits . . ... ... 23,261 23,818

Accrued Interest . . ... vttt 71 153

Accrued restitution and settlement costs — circulation matters(a) .. ... 14,357 25,694

Payable to purchaser of the Telegraph Group(b) ................... — 4,051

Professional fees .. ... 23,233 15,675

Other . o 21,225 18,925

$125,007  $137,030

As disclosed in Notes 16 and 21, the Company’s Audit Committee of its Board of Directors (the “Audit
Committee”) completed its investigation of circulation matters at the Chicago Sun-Times. The Company
has reached settlements with a majority of its advertisers regarding restitution and recognized charges of

$2.9 million and $24.1 million for the years ended December 31, 2004 and 2003, respectively.

On February 15, 2005, the Company made a payment totaling $1.7 million to the purchaser of the
Telegraph Group. The payment was comprised of approximately $4.1 million accrued for a working
capital adjustment partially offset by approximately $2.4 million in receivables related to the partial

surrender of tax losses to be utilized by the Telegraph Group. See Note 2.
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(9) Long-Term Debt

December 31,
2005 2004
(In thousands)

Hollinger International Publishing Inc.:

8.625% Senior Notes due 2005(a) ..o vvviret it $ — $5082
9% Senior Notes due 2010(b) . .....ooi i 6,000 6,000
Other debt ... 2,067 3,251
8,067 14,333

Less:
Current portion included in current liabilities. ......................... 7,148 12,280

$ 919 $ 2,053

The following table summarizes the terms of the Hollinger International Publishing Inc. (‘“Publishing’)
notes:

Early Early

Interest Redemption Redemption
Principal Rate Issue Date Status Maturity Date Price
(In thousands)
$6,000 ........... 9% (b) December 23, Senior December 15, December 15, 2006-104.50%
2002 2010 2006 or 2007-102.25%

thereafter 2008-100.00%
(a) 8.625% Senior Notes due 2005 (“8.625% Senior Notes”)
On March 15, 2005, the Company retired the 8.625% Senior Notes upon their maturity.
(b) 9% Senior Notes due 2010

On December 23, 2002, Publishing issued $300.0 million of 9% Senior Notes guaranteed by the
Company. Net proceeds of $291.7 million plus cash on hand and borrowings under the Senior Credit
Facility were used in January 2003 to retire, in their entirety, Publishing’s outstanding Senior Subordi-
nated Notes due 2006 and 2007 (the “Senior Subordinated Notes”), to retire the Company’s equity
forward purchase agreements in December 2002 and to repay amounts borrowed under a term facility
maturing December 31, 2003 with the balance available for general corporate purposes.

On December 23, 2002, Publishing gave notice of redemption to the holders of existing Senior
Subordinated Notes. Such notes were retired in January 2003. Including early redemption premiums and
accrued interest, $543.8 million was paid upon retirement of the Senior Subordinated Notes.

On January 22, 2003 and February 6, 2003, Publishing entered into interest rate swap agreements to
convert $150.0 million and $100.0 million, respectively, of the 9% Senior Notes to floating rates through
December 15, 2010, subject to early termination notice. See Note 11.

Approximately $290.6 million, or 97%, of the 9% Senior Notes were tendered for retirement on July 30,
2004 and all covenants were removed from the untendered notes. The Indentures relating to the
9% Senior Notes contained financial covenants and negative covenants that limited Publishing’s ability
to, among other things, incur indebtedness, pay dividends or make other distributions on its capital stock,
enter into transactions with related companies, and sell assets including stock of a restricted subsidiary. In
addition, $3.4 million in principal of the remaining 9% Senior Notes was purchased on the open market
for approximately $3.9 million and retired during September 2004. The cost of these early retirements
was $60.4 million, including expensing of related deferred financing costs of $9.2 million, which is
reflected in “Other income (expense), net” in the Consolidated Statement of Operations for the year
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ended December 31, 2004 (See Note 17). See Note 11 regarding termination of the related swap
arrangements.

On March 31, 2005, the Company notified the SEC of the termination of the registration of the
9% Senior Notes under Section 12(g) of the Securities Exchange Act of 1934 (the “Exchange Act”) and
the suspension of the Company’s duty to file reports under Section 13 and 15(d) of the Exchange Act in
respect of the 9% Senior Notes. Accordingly, the Company no longer provides supplemental condensed
consolidating financial information.

The following table presents principal repayments to be made during the next five years. These amounts
are based on the contractual repayment period except for the 9% Senior Notes which are included in 2006
based on the Company’s plans to repurchase and retire the notes.

(In thousands)

2000 . . . $7,148
2007 . o 878
2008 . . 38
20000 . L 3

$8,067

Interest paid in 2005, 2004 and 2003 was $1.0 million, $15.0 million and $66.0 million respectively.

(10) Leases

The Company leases various facilities and equipment under non-cancelable operating lease arrangements.
Rental expense under all operating leases was approximately $6.5 million, $4.8 million and $4.1 million in
2005, 2004 and 2003, respectively.

Minimum lease commitments at December 31, 2005 are as follows:
(In thousands)

2006 . e $ 5,935
2007 4,885
2008 e 4,564
2000 . 4,384
2000 . 3,434
Thereafter . ... .. . 32,451

$55,653

(11) Financial Instruments

(a) Fair Values
The Company has entered into various types of financial instruments in the normal course of business.

For certain of these instruments, fair value estimates are made at a specific point in time, based on
assumptions concerning the amount and timing of estimated future cash flows and assumed discount rates
reflecting varying degrees of perceived risk and the country of origin. These estimates are subjective in nature
and involve uncertainties and matters of significant judgment and, therefore, may not represent actual values
of the financial instruments that could be realized in the future.
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At December 31, 2005 and 2004, the comparison of the carrying value and the estimated fair value of the
Company’s financial instruments are as follows:

2005 2004
Carrying Fair Carrying Fair
Value Value Value Value
(In thousands)
Long-term debt (Note 9) ......................... $8,067  $7.874  $14,333  $14,699

The carrying values of all other financial instruments at December 31, 2005 and 2004 approximate their
estimated fair values.

(b) Derivative instruments

The Company may enter into various swap, option and forward contracts from time to time when
management believes conditions warrant. Such contracts are limited to those that relate to the Company’s
actual exposure to commodity prices, interest rates and foreign currency risks. If, in management’s view, the
conditions that made such arrangements worthwhile no longer exist, the contracts may be closed.

On January 22, 2003 and February 6, 2003, Publishing entered into interest rate swap agreements to
convert $150.0 million and $100.0 million, respectively, of the 9% Senior Notes issued in December 2002 to
floating rates through December 15, 2010, subject to early termination notice. The change in the value of
derivatives comprising the interest rate swap agreements amounted to a loss of $4.9 million in 2004 and a loss
of $5.6 million in 2003. This change is reported in “Interest expense” in the Consolidated Statements of
Operations.

On April 11, 2003 the Company entered into a cross-currency swap transaction to hedge the Canadian
denominated proceeds expected to be received on the redemption of the CanWest Debentures (See Note 4).
The contract had a total foreign currency obligation notional value of $187.4 million, fixed at a rate of
US$0.6845 for each Cdn.$1.00 and expired as to Cdn.$273.8 million on May 13, 2003. Changes in the value of
the cross-currency swap amounted to a loss in 2003 of $9.8 million. These changes are reported in “Other
income (expense), net” in the Consolidated Statement of Operations.

The Company had cross-currency interest rate swaps on its Senior Credit Facility and interest rate swaps
on the 9% Senior Notes. Upon completion of the sale of the Telegraph Group and the repayment of the Senior
Credit Facility and the completion of the tender offer for the 9% Senior Notes, the Company terminated these
swap agreements. The Company paid $32.3 million, including $29.7 million previously recognized in mark-to-
market adjustments, upon early termination of the cross-currency interest rate swaps on the Senior Credit
Facility and $10.5 million related to the interest rate swaps on the 9% Senior Notes (See Note 9). The
termination costs on the cross-currency interest rate swaps have been included in the “Gain from disposal of
business segments” and the termination costs on the interest rate swaps on the 9% Senior Notes have been
included in “Interest expense” in the Consolidated Statement of Operations for the year ended December 31,
2004.

(12) Redeemable Preferred Stock

Shares of Series E Preferred Stock, all of which were owned by a wholly-owned subsidiary of Hollinger
Inc., were redeemable at the option of the holder or the Company at a price of Cdn.$146.63 ($92.80 based on
December 31, 2002 exchange rates) plus accrued dividends. The holder of these shares could, at any time,
convert such shares into shares of Class A Common Stock of the Company at a conversion price of $14.00 per
share of Class A Common Stock. The Series E Preferred Stock was non-voting and was entitled to receive
cumulative cash dividends, payable quarterly. The amount of each quarterly dividend per share was equal to
the product of (a) the redemption price of Cdn.$146.63 divided by the Canadian dollar equivalent of the
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conversion price and (b) the per share amount of the regularly scheduled dividend on Class A Common
Stock.

During the first quarter of 2003, all of the 93,206 outstanding shares of the Series E Preferred Stock were
redeemed at the fixed redemption price of Cdn.$146.63 per share for a total of $9.3 million (Note 22(c)).

(13) Stockholders’ Equity
Preferred Stock

The Company is authorized to issue 20,000,000 shares of preferred stock in one or more series and to
designate the rights, preferences, limitations and restrictions of and upon shares of each series, including
voting, redemption and conversion rights.

Class A and Class B Common Stock

Class A Common Stock and Class B Common Stock have identical rights with respect to cash dividends
and in any sale or liquidation, but different voting rights. Each share of Class A Common Stock is entitled to
one vote per share and each share of Class B Common Stock is entitled to ten votes per share on all matters,
where the two classes vote together as a single class, including the election of directors. Class B Common
Stock is convertible at any time at the option of Hollinger Inc. into Class A Common Stock on a share-for-
share basis and is transferable by Hollinger Inc. under certain conditions. Where Hollinger Inc. does not meet
these conditions, and there is a change of control of the Company, the Class B shares are automatically
converted on a share-for-share basis into Class A shares.

Shareholder Rights Plan (“SRP”)

On February 27, 2004, the Company paid a dividend of one preferred share purchase right (a “Right”)
for each share of Class A Common Stock and Class B Common Stock held of record at the close of business
on February 5, 2004. Each Right, if and when exercisable, entitles its holder to purchase from the Company
one one-thousandth of a share of a new series of preferred stock at an exercise price of $50.00.

The SRP provides that the Rights will separate from the Class A Common Stock and Class B Common
Stock and become exercisable only if a person or group beneficially acquires, directly or indirectly, 20% or
more of the outstanding stockholder voting power of the Company without the approval of the Company’s
directors, or if a person or group announces a tender offer which if consummated would result in such person
or group beneficially owning 20% or more of such voting power. The Company may redeem the Rights at
$0.001 per Right or amend the terms of the plan at any time prior to the separation of the Rights from the
Class A Common Stock and Class B Common Stock.

Under most circumstances involving an acquisition by a person or group of 20% or more of the
stockholder voting power of the Company, each Right will entitle its holder (other than such person or group),
in lieu of purchasing preferred stock, to purchase shares of Class A Common Stock of the Company at a 50%
discount to the current per share market price. In addition, in the event of certain business combinations
following such an acquisition, each Right will entitle its holder to purchase the common stock of an acquirer of
the Company at a 50% discount from the market value of the acquirer’s stock.

Lord Conrad M. Black of Crossharbour (“Black”) and each of his controlled affiliates, including
Hollinger Inc., are considered “exempt stockholders” under the terms of the plan. This means that so long as
Black and his controlled affiliates do not collectively, directly or indirectly, increase the number of shares of
Class A and Class B Common Stock above the level owned by them when the plan was adopted, their
ownership will not cause the Rights to separate from the Common Stock. This exclusion would not apply to
any person or group to whom Black or one of his affiliates transfers ownership, whether directly or indirectly,
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of any of the Company’s shares. Consequently, the Rights may become exercisable if Black transfers sufficient
voting power to an unaffiliated third party through a sale of interests in the Company, Hollinger Inc.,
Ravelston or another affiliate. As a result of the filing on April 22, 2005 by Ravelston and Ravelston
Management, Inc. (“RMI”), seeking court protection under Canadian insolvency laws, and the appointment
of a court-appointed receiver for Ravelston and RMI, on May 10, 2005, the Board’s Corporate Review
Committee (“CRC”) amended the SRP to include the receiver, RSM Richter Inc., as an “exempt
stockholder” for purposes of the SRP.

The SRP provides that on or before January 25, 2005, the Special Committee of Independent Directors
(the “Special Committee”) (or any other committee of independent directors of the Board of Directors who
were not the subject of the report delivered by the Special Committee as filed with the SEC as an exhibit to a
current report on Form 8-K on August 31, 2004, as amended by a current report on Form 8-K/A filed with
the SEC on December 15, 2004 (the “Report”)) would re-evaluate the plan to determine whether it
remained in the best interests of the Company’s stockholders and whether to recommend amendments to the
terms of the plan, or redemption of the Rights. Unless earlier redeemed, exercised or exchanged, the Rights
will expire on January 25, 2014. On January 27, 2005, the Special Committee reaffirmed the SRP following
the re-evaluation and it remains in effect.

Dividends and Dividends Payable

On December 16, 2004, from the proceeds of the sale of the Telegraph Group, the Board of Directors
declared a special dividend of $2.50 per share on the Company’s Class A and Class B Common Stock paid on
January 18, 2005 to holders of record of such shares on January 3, 2005, in an aggregate amount of
approximately $226.7 million. On January 27, 2005, the Board of Directors declared a second special dividend
of $3.00 per share on the Company’s Class A and Class B Common Stock paid on March 1, 2005 to holders of
record of such shares on February 14, 2005, in an aggregate amount of approximately $272.0 million.

On December 14, 2005, the Board of Directors declared a regular quarterly dividend in the amount of
$0.05 per share, paid on the Company’s Class A and Class B Common Stock on January 16, 2006.

The Company is a holding company and its assets consist primarily of investments in its wholly-owned
direct and indirect subsidiaries. As a result, the Company’s ability to meet its future financial obligations and
its ability to pay dividends is dependent on the availability of cash flows from its subsidiaries through
dividends, intercompany advances and other payments.

(14) Stock Option Plans

During May 1994, the Company adopted the Hollinger International Inc. 1994 Stock Option Plan (the
“1994 Plan”). The 1994 Plan was amended in September 1996 to increase the number of shares authorized
for issuance up to 1,471,140 shares. In 1997, the Company adopted the 1997 Stock Incentive Plan (the
“Incentive Plan”). The Incentive Plan provided for awards of up to 5,156,915 shares of Class A Common
Stock. The Incentive Plan is administered by the Compensation Committee. The Committee has the
authority to determine the employees to whom awards will be made, the amount and type of awards, and the
other terms and conditions of the awards. In 1999, the Company adopted the 1999 Stock Incentive Plan
(“1999 Stock Plan”) which replaced the previous two plans.

The 1999 Stock Plan provides for awards of up to 8,500,000 shares of Class A Common Stock. The 1999
Stock Plan authorizes the grant of incentive stock options and nonqualified stock options. The exercise price
for stock options must be at least equal to 100% of the fair market value of the Class A Common Stock on the
date of grant of such option. The maximum term of the options granted under the 1999 Stock Plan is 10 years
and the options vest evenly, over two or four years.
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In 1999, the Company repriced a series of stock options which had originally been issued in 1998. Under
FIN 44, these repriced options effectively change to a variable stock option award and are subject to
accounting as a compensation expense. Accordingly, the stock based compensation determined for this
repriced series of options for 2005 amounted to income of $0.3 million, for 2004 an expense of $1.2 million and
for 2003 an expense of $3.2 million.

Under FIN 44, stock options granted to employees of the parent company must be measured at fair value
and recorded as a dividend “in kind.” On February 6, 2003, the Company granted 1,279,850 stock options to
employees of Ravelston with an exercise price of $9.45 per share. The aggregate fair value of these options was
$3.9 million and this was recorded as an in-kind dividend in 2003.

During 2003, several employees had the lives of their options extended upon termination. FIN 44 requires
that the option values be remeasured at the date of the modification and that compensation expense be
recognized for the difference between the original intrinsic value of the stock options awarded and the intrinsic
value on the modification date. The Company recognized compensation expense in 2003 of $2.7 million in
relation to these modifications.

On November 16, 2003, F. David Radler (“Radler”) resigned his position as Chief Operating Officer. As
a non-employee holder of the Company’s options, Radler’s option awards had previously been accounted for as
in-kind dividends as discussed above. Upon termination, the life of Radler’s options was extended from
30 days from his date of resignation to June 1, 2004. The Company recognized a compensation charge of
$0.8 million in 2003 related to the modification of these options. This charge was calculated in accordance
with Emerging Issues Task Force (“EITF”) Issue 96-18, “Accounting for Equity Instruments That Are
Issued to Other Than Employees for Acquiring, or in Conjunction with Selling, Goods or Services.”
(“EITF 96-187).

The Company has not granted any new stock options during 2005 or 2004. Stock compensation expense
recognized during 2005 and 2004 represents the variable expense of the stock options modified in prior
periods, the value of deferred stock units (“DSU’s”) issued, the amortization of DSU’s over the vesting period
and the modification of certain options as discussed below.

On January 14, 2004, the Company issued 100,764 DSU’s pursuant to the 1999 Stock Incentive Plan.
Each DSU is convertible into one share of Class A Common Stock upon the earliest to occur of (i) the
grantee’s resignation from the Company or termination of employment, (ii) the date falling one business day
before the date of any change in control, as defined, or (iii) the death of the grantee. The value of the DSU’s
on the date of issuance ($1.1 million) was recognized as employee compensation expense with an increase to
additional paid in capital on such date. On November 16, 2004, the Company issued an additional 100,764
DSU’s under similar terms to those issued on January 14, 2004 and recognized $1.2 million in employee
compensation expense and additional paid-in capital. The DSU’s are reflected in the basic earnings per share
computation upon vesting (immediately for all DSU’s issued in 2004). As of December 31, 2004, there was a
total of 201,528 DSU’s issued and outstanding with a weighted average grant date fair value of $11.38. The
above quoted DSU’s have been adjusted to reflect the special dividends paid on January 27, 2005 and
March 1, 2005.

Effective May 1, 2004, the Company suspended option exercises under its stock option plans until such
time that the Company again becomes current with its reporting obligations under the Exchange Act and the
Company’s registration statement with respect to these shares becomes effective (the “Suspension Period”).
The suspension does not affect the vesting schedule with respect to previously granted options. In addition, the
terms of the option plans generally provide that participants have 30 days following the date of termination of
employment with the Company to exercise options that were exercisable on the date of termination. If the
employment of a participant is terminated during the Suspension Period, the Company will extend the 30-day
exercise period to provide participants with 30 days after the conclusion of the Suspension Period to exercise
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vested options. The extension of the exercise period does not affect, or extend, the contractual life of the
options.

As a result of the Company’s inability to issue common stock upon the exercise of stock options during
the Suspension Period, the exercise period with respect to those stock options which would have been forfeited
during the Suspension Period has been extended to a date that is 30 days following the Suspension Period.
These extensions constitute amendments to the life of the stock options, for those employees expected to
benefit from the extension, as contemplated by FIN 44. Under FIN 44, the Company is required to recognize
compensation expense for the modification of the option grants. The additional compensation charge for the
affected options, calculated as the difference between the intrinsic value on the award date and the intrinsic
value on the modification date, amounted to $0.5 million for 2005 and $5.6 million for 2004.

On December 16, 2004, from the proceeds of the sale of The Daily Telegraph, The Sunday Telegraph,
The Weekly Telegraph, telegraph.co.uk, and The Spectator and Apollo magazines (collectively, the “Tele-
graph Group”), the Board of Directors declared a special dividend of $2.50 per share on the Company’s
Class A and Class B Common Stock paid on January 18, 2005 to holders of record of such shares on
January 3, 2005, in an aggregate amount of approximately $226.7 million. On January 27, 2005, the Board of
Directors declared a second special dividend of $3.00 per share on the Company’s Class A and Class B
Common Stock paid on March 1, 2005 to holders of record of such shares on February 14, 2005, in an
aggregate amount of approximately $272.0 million. Following the special dividends paid in 2005, pursuant to
the underlying stock option plans, the outstanding grants under the Company’s stock incentive plans, including
DSU’s, have been adjusted to take into account this return of cash to existing stockholders and its effect on the
per share price of the Company’s Class A Common Stock. As a result, DSU’s increased from 262,488 to
355,543 units and the number of shares potentially issuable pursuant to outstanding options increased from
approximately 3.2 million shares before the adjustment to approximately 4.6 million shares after the
adjustment.

On January 26, 2005, the Company granted 134,015 DSU’s (adjusted for special dividends), on
March 14, 2005, the Company granted 20,000 DSU’s and on December 9, 2005, the Company granted
253,047 DSU’s that vest in 25% increments on each anniversary date with immediate vesting upon: a change
in control as defined in the agreement; retirement (with certain restrictions); or death or permanent disability.
These DSU’s, with a fair value on the dates granted of approximately $3.9 million, will be expensed over the
vesting period or through the grantee’s eligible retirement date, if shorter. The Company was ratably expensing
100,764 DSU’s during 2005, which were to be issued in January 2006 with an estimated value of $1.0 million,
pursuant to an employment contract covering the year ended December 31, 2005. The employment contract
was amended in December 2005, such that the DSU’s will no longer be issued. The Company reversed the
expense associated with these DSU’s in the fourth quarter of 2005. In addition, the Company expensed
approximately $0.1 million in 2005 related to 12,424 DSU’s pursuant to this contract, which were
unconditionally issuable in November 2005. The Company recognized $0.9 million in stock based compensa-
tion in 2005 related to DSU’s.

Certain former non-employee directors and officers were granted similar extensions in 2004. The
compensation charges for those modifications were calculated in accordance with EITF 96-18. The
compensation charges for the affected options amounted to $1.9 million for the year ended December 31,
2004.
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Stock option activity with respect to the Company’s stock option plans was as follows:

Options outstanding at December 31, 2002

Options granted

Options exercised

Options forfeited

Options outstanding at December 31, 2003

Options granted
Options exercised

Options forfeited

Options outstanding at December 31, 2004

Adjustment for special dividends
Options granted

Options exercised

Options forfeited

Options outstanding at December 31, 2005

Options exercisable at December 31, 2003

Options exercisable at December 31, 2004

Number of Weighted-Average
Options Exercise Price
10,395,338 $12.03
2,055,100 9.45
(1,085,450) 11.22
(1,690,875) 11.73
9,674,113 11.62
(3,108,277) 11.89
(3,325,700) 11.45
3,240,136 11.54
1,338,824 (3.38)
(367,380) 7.93
4,211,580 $ 8.19
5,684,513 $12.01
2,652,735 $11.72
3,952,082 $ 8.26

Options exercisable at December 31, 2005

The following table summarizes information about the stock options

2005:
Options
Number Outstanding
Outstanding at Weighted-Average
December 31, Remaining Weighted Average

outstanding as of December 31,

Options Exercisable

Number
Exercisable at
December 31,

Weighted-Average

Range of Exercise Prices 2005 Contractual Life Exercise Price 2005 Exercise Price
$6.69 - $8.67 ......... 3,286,817 5.11 years $ 7.60 3,027,319 $ 7.65
$10.17-$11.54 ....... 924,763 5.04 years $10.25 924,763 $10.25
$6.69-$11.54 ........ 4,211,580 5.10 years $ 8.19 3,952,082 $ 8.26

(15) Employee Benefit Plans

Defined Contribution Plans

The Company sponsors six domestic defined contribution plans, three of which have provisions for
Company contributions. For the years ended December 31, 2005, 2004 and 2003, the Company contributed

$2.5 million, $2.5 million and $2.3 million, respectively.

Defined Benefit Plans

The Company has seven domestic and seven Canadian single-employer defined benefit pension plans.
The Company’s contributions to these plans for the years ended December 31, 2005, 2004 and 2003 were
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approximately $6.1 million, $4.8 million and $3.2 million, respectively, and it expects to contribute
approximately $3.1 million to these plans in 2006.

The benefits under subsidiary companies’ single-employer pension plans are based primarily on years of
service and compensation levels. The Company funds the annual provision deductible for income tax purposes.
The plans’ assets consist principally of marketable equity securities and corporate and government debt
securities.

The components of net periodic benefit costs for the years ended December 31, 2005, 2004 and 2003 are
as follows:

2005 2004 2003
(In thousands)
SEIVICE COSt .« v v vttt e e e e e $ 2,169 $ 1,805 $ 1,593
Interest cost ... .. ... .. .. . 17,625 17,496 17,358
Expected return on plan assets ................... ... ... (22,471)  (19,518)  (17,029)
Amortization of losses ......... ... . .. . 3,126 4,897 5,927
Special termination benefits (see below) .................. — 154 —
Amortization of transitional obligation .................... 112 121 111
Amortization of prior service costs .. ........... .. ..., 190 181 173
Net periodic benefit cost ............................... $ 751 $ 5,136 $ 8,133
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The table below sets forth the reconciliation of the benefit obligation as of December 31, 2005 and 2004:

December 31,

2005 2004
(In thousands)
Benefit obligation at the beginning of the year........................ $331,584  $310,823
SeIVICE COST. .« ottt e e e 2,169 1,805
Interest CoSt ... ... i 17,625 17,496
Participant contributions . ............. it 335 285
Special termination benefits (see below) ........... ... ... .. ... ..... — 154
Net transfer in . ... ... — 35
Currency translation differences .. ............. ... ... ... ... ... 7,704 16,432
Actuarial 10Ss . ... 10,883 10,298
Benefits paid. . ... ... (28,264)  (25,744)
Benefit obligation at the end of the year............... ... . ... .. .... 342,036 331,584
Fair value of plan assets at the beginning of the year .................. 323,770 282,412
Actual return on plan assets .. ...t 37,488 45,774
Other, including currency translation differences ...................... 8,870 16,235
Employer contributions . ........... ... i 6,097 4,808
Participant contributions . ........... . i 335 285
Benefits paid. . ... ... (28,264)  (25,744)
Fair value of plan assets at the end of the year ....................... 348,296 323,770
Funded status . ....... ... i 6,260 (7,814)
Unrecognized net actuarial loss . ........... ... ... ... 67,094 73,189
Unrecognized prior SErviCe COSt . ... .vuun ettt 1,464 1,614
Unrecognized net transition obligation ............... ... ... . ...... 1,147 1,259
Prepaid benefit cost . ... .. $ 75,965 $ 68,248

There was a partial wind-up of the HCPH Co. Retirement Plan effective January 1, 1993. In 2004, a
Supreme Court of Canada decision established that the Ontario Pension Benefits Act requires surplus to be
distributed in respect of historical partial wind-ups of a registered pension plan. Consequently, the Company
recognized a charge of approximately $0.2 million in 2004, which represents the estimated partial wind-up
surplus distribution in respect of Ontario membership.

The above prepaid benefit costs are classified on the Consolidated Balance Sheets as follows:
December 31,

2005 2004
(In thousands)
Prepaid pension benefit .......... ... . ... .. $ 95,346 $ 88,280
Accrued benefit liability, included in other liabilities .................. (51,863)  (50,449)
Intangible asset, included in other assets ............................ 1,464 1,614

Minimum pension liability adjustment, included in accumulated other
comprehensive income (loss) ........ ...t 31,018 28,803

$ 75,965 $ 68,248
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Discontinued Operations

At December 31, 2005 and 2004, the Company included certain amounts in the minimum pension
liability adjustment that is included in “Accumulated other comprehensive income (loss)” that represent the
Company’s share of the minimum pension liability adjustment related to the Canadian Newspaper Operations
which will be recognized upon consummation of the sale of those operations in 2006. A majority of the
Company’s Canadian pension obligations relate to former employees of operations sold prior to 2003.

At December 31, 2003, the Company included $39.2 million in the minimum pension liability adjustment
that is included in “Accumulated other comprehensive income (loss),” representing the Company’s 50%
share of West Ferry’s minimum pension liability adjustment. West Ferry was included in the sale of the
Telegraph Group in 2004, therefore, the previously recorded minimum pension liability adjustment was
included in the “Gain from disposal of business segments” in the Consolidated Statement of Operations for
the year ended December 31, 2004.

The minimum pension liability adjustment included in “Accumulated other comprehensive income
(loss)” is summarized as follows:

December 31,

2005 2004
(In thousands)
Company pension plans. . ...........oiiuneeinee i, $ 29,845 $ 27,354
Canadian Newspaper Operations . .. ..........oouirirneninenannenann. 1,173 1,449
Less — Deferred tax benefits .......... .. .. ... .. .. . . (12,089)  (10,659)
Less — Canadian Newspaper Operations minority interest.............. (152) (188)

$ 18,777 $ 17,956

The change in the minimum pension liability adjustment included in “Accumulated other comprehensive
income (loss)” was an increase of $0.8 million for the year ended December 31, 2005, a decrease of
$28.5 million for the year ended December 31, 2004 and an increase of $1.7 million for the year ended
December 31, 2003, respectively. The decrease in 2004 was largely attributable to the sale of the Telegraph
Group.

Information for pension plans with an accumulated benefit obligation in excess of plan assets as of
December 31:

December 31,

2005 2004
(In thousands)
Projected benefit obligation .............. ... ... . .. i $133,635  $127,390
Accumulated benefit obligation ................ ... .. ... .. ... . ... .. $127,873  $122,135
Fair value of plan assets . ........... .. ... i, $ 77,612 $ 73,996

Information for pension plans with plan assets in excess of the accumulated benefit obligation as of
December 31:

December 31,

2005 2004
(In thousands)
Projected benefit obligation ........... .. ... .. .. .. i $208,401  $204,194
Accumulated benefit obligation ........... ... ... . i $207,098  $203,164
Fair value of plan assets ............. ittt $270,684  $249,774
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Assumptions

The ranges of assumptions are as follows:
December 31,

2005 2004 2003
Discount rate ...............iiiiiiiii... 5.50 - 6.25% 5.75% - 7.0%  5.75% - 7.0%
Expected return on plan assets ............... 525-825% 6.25% - 8.25%  6.5% - 8.25%
Compensation increase ..................... 3.0 - 4.0% 3.0% - 4.0% 3.0% - 4.0%

Weighted-average assumptions used to determine plan benefit obligations at December 31:

Pension Benefits

2005 2004
DISCOUNT TALE . .ottt ettt et e e e e e e e e 549%  5.75%
Rate of compensation inCrease . .......ovvirnen e 3.02%  3.09%

Weighted-average assumptions used to determine plan net periodic benefit cost for the years ended
December 31:

Pension Benefits

2005 2004 2003
Discount rate .. ... 549%  5.75%  5.84%
Expected long-term return on plan assets . .................c....... 723% 1.21%  7.25%
Rate of compensation inCrease . .............ouuiuereunenenenn... 3.02% 3.09% 3.16%

The Company used a building block approach to determine its current assumption of the long-term
expected rate of return on pension plan assets. Based on historical market studies, the Company’s long-term
expected returns range from 5.25% to 8.25%. The Company’s current target asset allocation for pension plan
assets is 50% in equity securities and 50% in debt and other securities.

Pension Plan Assets

The Company’s pension plan weighted-average asset allocations at December 31, 2005 and 2004, by asset
category are as follows:

Plan Assets at
December 31,

Asset Category 2005 2004
Equity SeCUIIties . ..o\ttt 58.0% 57.5%
Debt SECUTItIeS . ..\ v it 35.5% 37.1%
OtheT . oo 6.5% 5.4%
Total .. 100.0%  100.0%

The defined benefit plans’ (the “Plans™) pension investment objectives have been designed to provide a
long-term investment return greater than the actuarial assumption and maximize investment return commen-
surate with appropriate levels of risk.

The Plans’ strategies are predicated on the Plans’ investment objectives noted above. Risk is intended to
be minimized through the use of diverse asset classes, which will stabilize the portfolio and thereby reduce the
level of volatility for each level of expected return.
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Investment funds are selected on the basis of:

« Historically competitive investment return and risks;

« Stability and financial soundness of companies offering funds;
 Desirability of offering funds run by different managers; and
e Manager’s investment philosophy and style.

The Plans’ fund manager reviews the investment funds quarterly for consistency of style and competitive
investment performance.

Post-retirement and Post-employment Benefits

The Company sponsors three foreign post-retirement plans that provide post-retirement benefits to
certain employees. These and other benefits are accrued in accordance with SFAS No. 106 and
SFAS No. 112. The Company has no domestic post-retirement benefit plan.

The components of net periodic post-retirement benefit cost for the years ended December 31, 2005,
2004 and 2003 are as follows:

2005 2004 2003
(In thousands)
SEIVICE COSE .+ v vttt et et e e e e e e e $ 21 $ 18 §$ 14
Interest CoOSt . ..ottt 1,325 1,273 1,273
Amortization of losses (gaiNS) . ..........oouiiriinninnennenn.. (907) (649) 66
Net periodic post-retirement benefit cost........................ $ 439 § 642  $1,353

The table below sets forth the reconciliation of the accumulated post-retirement benefit obligation:

December 31,
2005 2004
(In thousands)

Accumulated post-retirement benefit obligation at the beginning of the year  $35,430  $33,259

SEIVICE COSL. o v vttt ettt et e e e e e e e 21 18
Interest COSt . ..ot 1,325 1,273
Actuarial gains . ... ... . 1,176 615
Benefits paid. .. ... ... (2,355)  (2,169)
Otbher, including currency translation differences ........................ 1,157 2,434
Accumulated post-retirement benefit obligation at the end of the year .. ... $36,754  $35,430

The table below sets forth the plan’s funded status reconciled to the amounts recognized in the
Consolidated Balance Sheets:

December 31,

2005 2004
(In thousands)
Unfunded status . ... $34,145  $32,710
Unrecognized net 10SS ... ... 4,150 6,309
Accrued post-retirement benefit cost, included in other liabilities .......... $38,295  $39,019

99



HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The weighted average discount rate used in determining the accumulated post-retirement benefit
obligation was 5.0% and 5.5% as of December 31, 2005 and 2004, respectively. The weighted average discount
rate used in determining the net periodic benefit cost was 5.50% and 5.75% for 2005 and 2004, respectively.
Generally, benefits under the plan are paid for by the Company’s contributions to the Plan and the Company
expects the contributions in 2006 to approximate those in 2005.

2005 2004
Healthcare cost trend assumed next year ...............oiuirnininnnnnnnn.. 8% 9%
Rate to which the cost trend is assumed to decline (the ultimate trend rate) ... .. 5% 5%
Year that rate reaches ultimate trend rate ........... ... ... ... ... ... ... ... 2009 2009

Assumed health care cost trend rates have a significant effect on the amounts reported for heath care
plans. If the health care cost trend rate was increased 1%, the accumulated post-retirement benefit obligation
as of December 31, 2005 would have increased $2.5 million (2004 — $1.9 million) and the effect of this
change on the aggregate of service and interest cost for 2005 would have been an increase of $0.1 million
(2004 — $0.1 million). If the health care cost trend rate was decreased 1%, the accumulated post-retirement
benefit obligation as of December 31, 2005 would have decreased by $2.1 million (2004 — $1.7 million) and
the effect of this change on the aggregate of service and interest cost for 2005 would have been a decrease of
$0.1 million (2004 — $0.1 million).

Pension and Other Benefit Payments

The following table represents the expected future benefit payments to be paid by the pension and post-
retirement plans during the ensuing five years and five years thereafter:

Post-

Pension Retirement

Year Benefits Benefits
(In thousands)

2006 . . $ 28,396 $ 2,529
2007 . $ 28,023 $ 2,568
2008 . $ 27,625 $ 2,592
2000 . . $ 27,417 $ 2,600
2000 . $ 26,840 $ 2,602
200 1-2005 Lo $126,979 $12,893
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(16) Other Operating Costs

Included in “Other Operating Costs” are the following amounts that the Company believes may make
meaningful comparison of results between periods difficult based on their nature, magnitude and infrequency.

Year Ended December 31,

2005 2004 2003
(In thousands)
Special Committee and related costs(a) .................... $13,633 $ 60,124  $10,147
Management fees . ...........i i — 500 16,717
Adreraft Costs . ..o — 449 3,439
Restitution and settlement costs — circulation matters(b) ..... — 2,880 24,120
(Gain) loss on sale of assets(C) .........ooviiiin... (171)  (44,828) 156
Write-down of intangible assets (Note 6) ................... — 1,833 —
Wind-down of aircraft operations .......................... — — 1,445
Directors and officers insurance fee(d) ..................... — 5,400 —

$13,462 § 26,358  $56,024

(a) Special Committee and related costs

The Company is involved in a series of disputes, investigations and legal proceedings relating to
transactions between the Company and certain former executive officers and certain former directors of the
Company and their affiliates. The potential impact of these disputes, investigations and legal proceedings on
the Company’s financial condition and results of operations cannot currently be estimated. See Note 21(a).
These costs primarily consist of legal and other professional fees as summarized in the following table. Such
costs are accrued as services are rendered.

Incurred Since

Year Ended December 31, Inception through

2005 2004 2003 December 31, 2005(5)
(In thousands)
Special Committee’s work(1) .......... $ 19,044  $26,605 $ 7,072 $ 52,721
Litigation costs(2) ............coou... 3,601 15,522 1,446 20,569
Indemnification fees and costs(3) ...... 23,363 17,997 1,629 42,989
Recoveries(4) ............ ... (32,375) — — (32,375)
$ 13,633  $60,124  $10,147 $ 83,904

(1) Costs and expenses arising from the Special Committee’s investigation. These amounts include the fees
and costs of the Special Committee’s members, counsel, advisors and experts.

(2) Largely represents legal and other professional fees to defend the Company in litigation that has arisen as
a result of the issues the Special Committee has investigated, including costs to defend the counterclaims
of Hollinger Inc. and Black in the Delaware Litigation.

(3) Represents amounts the Company has been required to advance in fees and costs to indemnified parties,
including the indirect controlling stockholders and their affiliates and associates who are defendants in
the litigation largely brought by the Company.

(4) Represents recoveries directly resulting from the Special Committee’s activities including approximately
$30.3 million in a settlement with Torys LLP and $2.1 million in recoveries of indemnification payments
from Black. Excludes settlements with former directors and officers, pursuant to a restitution agreement
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reached in November 2003, of approximately $1.7 million and $31.5 million for the years ended
December 31, 2004 and 2003, respectively. See Note 17, 21(a) and 22(a).

(5) The Special Committee was formed on June 17, 2003. These amounts represent the cumulative costs of
the Special Committee investigation.

(b) Restitution and settlement costs — circulation matters

On October 5, 2004, the Company’s Audit Committee announced the results of an internal review into
practices that resulted in the overstatement of circulation figures for the Chicago Sun-Times. The Chicago
Sun-Times announced a plan to make restitution to its advertisers. To cover the estimated cost of restitution
and settlement of related lawsuits, the Company recorded pre-tax charges of $2.9 million and $24.1 million for
the years ended December 31, 2004 and 2003, respectively. See Note 21(a).

(c) (Gain) loss on sale of assets

On June 21, 2004, the Company entered into an agreement to sell its 50% interest in the joint venture for
the development of the property on which a portion of the Chicago Sun-Times operations was then situated.
Immediately prior to the sale of the interest in the joint venture, the Company contributed to the joint venture
its property in downtown Chicago where the Chicago Sun-Times had conducted its editorial, pre-press,
marketing, sales and administrative activities. Under the terms of the agreement, the Company received
$4.0 million upon entering into the agreement and the balance of approximately $66.7 million, net of closing
costs and adjustments, was received in cash at closing on October 15, 2004. As a result, the Company
recognized a gain before taxes of approximately $44.2 million for the year ended December 31, 2004. The
Company attributes a majority of the value received upon the sale to the land contributed to the joint venture.

(d) Directors and officers insurance fee

During the year ended December 31, 2004, the Company paid a fee of $5.4 million in respect of its
directors and officers insurance policy to obtain additional coverage for the Company’s directors and officers
relating to periods prior to 2004.
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(17) Other Income (Expense), Net

(a)

(b)

(©)

(d)

(e)

December 31,

2005 2004 2003
(In thousands)
Loss on extinguishment of debt(a)........................ $ — $(60,381) $(37,291)
Write-down of investments .............................. — (365) (7,700)
Write-down and expenses related to FDR Collection(b) ... ... (795) — (6,796)
Gain (loss) on Participation Trust and CanWest Debentures,
including exchange gains and losses(c) (Note 4) ......... — (22,689) 83,681

Foreign currency gains (losses), net....................... (2,171) 1,634 1,285
Losses on sales of publishing interests, net(d) .............. — (7,900) (6,251)
Legal settlement (Note 21(a))....cvvvvininnnnenn... (800) — —
Settlements with former directors and officers (Note 22(a)) .. — 1,718 31,547
Gain on sale of investments. ..., 2,254 1,709 2,129
Write-down of property, plant and equipment(e) ............ — — (5,622)
Equity in losses of affiliates, net of dividends received. ....... (1,752) (3,897) (2,957)
Other ... (575) (5,519) (40)

$(3,839) $(95,690) $ 51,985

In 2004, the Company retired $294.0 million of its 9% Senior Notes and recognized losses, including the
write-off of deferred financing fees of approximately $60.4 million. See Note 9. In January 2003, the
Company paid premiums of approximately $19.7 million on the early redemption of the Senior
Subordinated Notes and wrote off related deferred financing fees of approximately $17.6 million.

The Company has made several acquisitions of papers and other memorabilia of President Franklin
Delano Roosevelt (the “FDR Collection”). In 2003, the Company recorded an impairment in the value
of the FDR Collection of $6.8 million. The U.S. National Archives has asserted an ownership claim to a
portion of the collection known as the Grace Tully Collection. In addition, in 2005 the Company paid the
State of New York approximately $0.8 million to settle a claim that the Company was liable for sales
taxes related to these acquisitions.

During 2003, the Company recorded foreign exchange mark-to-market gains on the Participation Trust of
$93.5 million. The Company had a loss of $22.7 million related to the Participation Trust and CanWest
Debentures in 2004 (excluding $8.2 million included in “Earnings from operations of business segments
disposed of and to be disposed of””). This loss was largely due to foreign exchange gains recorded in prior
years and not ultimately realized upon liquidation in 2004. The Company had a loss of $9.8 million
related to the redemption of derivatives related to the CanWest Debentures in 2003. See Note 4.

Amount recorded in 2004 represents adjustments in estimated net proceeds to be received related to the
sale of publishing interests in prior years.

Amount recorded in 2003 largely represents write-down of a corporate aircraft sold in 2004.
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(18) Income Taxes

Total income taxes for the years ended December 31, 2005, 2004, and 2003 were allocated as follows:

2005 2004 2003
(In thousands)

Income taxes (benefit) allocated to:
Earnings (loss) from continuing operations before income

BAKES © o vt ettt e e e e e e $42,467 $ 29,462  $112,168
Earnings from discontinued operations................... 13,778 213,424 9,470
Other comprehensive income (loss) — foreign currency

translation adjustments. ............. ... ... ... 757 176 1,526
Other comprehensive income (loss) — unrealized holding

gain (loss) on marketable securities ... ................ (2,467) (1,294) 3,110
Other comprehensive income (loss) — minimum pension

liability adjustment ........ ... ... ... ... .. .. (1,430) 12,665 101

$53,105  $254,433  $126,375

Income taxes (benefit) allocated to earnings (loss) from continuing operations before income taxes for
the years shown below consists of:

Current Deferred Total
(In thousands)

Year ended December 31, 2005

US. federal . ..o $ (4,279) $ 22,327 $ 18,048
Foreign ... ... 19,442 4,327 23,769
State and local.......... .. .. ... .. . (2,599) 3,249 650

$ 12,564 $ 29,903 § 42,467

Year ended December 31, 2004:

US. federal ...... ... i $(10,873) $ (4,283) $(15,156)
Foreign ... ... 25,622 24,630 50,252
State and local.......... .. .. ... .. . (4,995) (639) (5,634)

$ 9,754 $ 19,708 $§ 29,462

Year ended December 31, 2003:

US. federal .. ..o $ (8,331) $ 56,125 $ 47,794
Foreign ... ... 85,461 (29,831) 55,630
State and local. . .......... ... ... ... ... . . ... .. ... . ... 5,214 3,530 8,744

$ 82,344 $ 29,824  $112,168
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U.S. and foreign components of earnings (loss) from continuing operations before income taxes are

presented below:

U S,
Foreign ... ...

2005 2004 2003
(In thousands)
$(6,644) $(144,526) $ 32,087
3,177 18,428 (30,380)
$(3,467) $(126,098) $ 1,707

Income tax expense (benefit) allocated to earnings (loss) from continuing operations differed from the
amounts computed by applying the U.S. federal income tax rate of 35% for 2005, 2004 and 2003 as a result of

the following:

Income tax expense (benefit) at federal statutory rate ......
Impact of taxation at different foreign rates ...............

U.S. state and local income tax expense (benefit), net of
federal tax impact ........ ... ..

Settlement of state tax matters, net of federal tax benefit . . ..

Tax impacts of the disposition and liquidation of Canadian
operations, including book and tax basis differences, foreign
exchange differences and related items .................

Provision for tax contingencies, principally related to potential
non-deductibility of management fees ..................

Reduction of tax contingency accruals due to the resolution
of uncertainties ........... .. .. ... .

Interest on tax contingency accruals, net of federal tax
benefit on a portion thereof ...........................

Items non-deductible or non-includible for income tax
PUTPOSES &+ & e v ettt ettt e et et e et

U.S. income tax expense (benefit) on intercompany and
other transactions involving foreign operations ...........

Non-U.S. tax impacts related to Telegraph Group, principally
surrender of tax losses ........... ... ... . ...

Increase (decrease) in valuation allowance ................
Other, net. ... ... . .

2005 2004 2003
(In thousands)
$ (1,214) $(44,134) $ 597
143 383 (909)
(550)  (5,413) 1,762
— — 4,082
(7,431)  (10,472) 1,545
607 6,520 61,442
(16,194)  (10,695) —
53,680 48,236 46,738
(2,676) 5,906 2,962
4,621 12,290 (3,797)
—(10,526) 12,056
8,894 38,639 (12,269)
2,587 (1,272)  (2,041)
$ 42467 $ 29,462 $112,168

“Income taxes payable and other tax liabilities” presented as current liabilities in the Consolidated

Balance Sheets are summarized as follows:

Income taxes payable ........... . ... ... i,
Other tax liabilities ......... .. .. .. i
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December 31,
2005 2004
(In thousands)

$ 29,722 $168,640
557,012 518,300

$586,734  $686,940
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“Deferred income taxes and other tax liabilities” presented as non-current liabilities in the Consolidated
Balance Sheets are summarized as follows:

December 31,

2005 2004
(In thousands)
Deferred tax liabilities . .. .. ...t $ 115613 $ 116,811
Other tax liabilities ... ... i e 363,495 349,228
Deferred tax assets, net of valuation allowance ..................... (118,584)  (119,850)

$ 360,524 $ 346,189

Other tax liabilities in the above tables represent accruals to cover contingent liabilities related to
additional taxes and interest the Company may be required to pay in various tax jurisdictions.

The tax effects of temporary differences that give rise to the deferred tax assets and deferred tax liabilities
are presented below:
December 31,
2005 2004
(In thousands)

Deferred tax assets attributable to:
Accounts receivable, principally due to allowance for doubtful

ACCOUNES v v vt et e e e e e e e e e e $ 2,004 § 1,968
ACCTUCA EXPENSES - -« v v vt ettt et e e e e 17,500 23,961
Post-retirement obligation . ........... ... ... . i, 21,601 22,270
Investments. . ... e 23,966 25,893
Net operating loss carryforwards ........... ... ... ... 6,820 10,292
Claims for restitution. .. ...ttt 58,252 58,375
U.S. tax benefit related to disposition and liquidation of Canadian

OPETALIONS . vt ettt e e e e et e et e e 167,532 144,355
Other . . 11,161 13,521

Deferred tax assetS. . ...t ti 308,836 300,635
Less valuation allowance . ..., (190,252)  (180,785)
Net deferred tax assets ... ...ttt $ 118,584 $ 119,850

Deferred tax liabilities attributable to:
Property, plant and equipment, principally due to differences in

depreciation. .. ... .ot $ 41,216 $ 40,676
Pension asset .. ...t 30,124 28,524
Deferred gain on exchange of assets ............................ 33,277 34,291
Other . ..o 10,996 13,320

Deferred tax liabilities .. .......... .. ... . $ 115613 $ 116,811

The valuation allowance relates principally to the U.S. tax benefit related to disposition and liquidation of
Canadian operations. Management believes that it is more likely than not that such benefits will not be fully
realized, due to the application of capital loss limitation rules and uncertainties as to the timing of future
deductions. The valuation allowance also relates to the tax benefits of net operating loss carryforwards and
other deferred tax assets, which management does not expect will be realized.
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The “Other tax liabilities” presented in the tables above, aggregating $920.5 million at December 31,
2005 and $867.5 million at December 31, 2004, are comprised of accruals to cover contingent tax liabilities. A
substantial portion of the accruals to cover contingent tax liabilities relate to the tax treatment of gains on the
sale of a portion of the Company’s non-U.S. operations. Strategies have been and may be implemented that
may also defer and/or reduce these taxes, but the effects of these strategies have not been reflected in the
accounts. The accruals to cover contingent tax liabilities also relate to management fees, “non-competition”
payments and other items that have been deducted in arriving at taxable income, which deductions may be
disallowed by taxing authorities. If those deductions were to be disallowed, the Company would be required to
pay additional taxes and interest since the dates such taxes would have been paid had the deductions not been
taken, and it may be subject to penalties.

At December 31, 2005, the Company had approximately $19.6 million of Canadian net operating loss
carryforwards, which will expire in varying amounts through December 31, 2012.

Total income taxes paid during the years ended December 31, 2005, 2004 and 2003 amounted to
$184.4 million, $25.6 million and $17.3 million, respectively.

(19) Loss per Share

The following tables reconcile the numerator and denominator for the calculation of basic and diluted loss
per share from continuing operations:

Year Ended December 31, 2005

Loss Shares Per-Share
(Numerator) (Denominator) Amount

(In thousands, except per share amounts)

Basic EPS
Loss from continuing operations ..................... $(45,934) 90,875 $(0.51)
Effect of dilutive securities:

Diluted EPS

Loss from continuing operations available to common
stockholders . ........ ... ... . .. ... $(45,934) 90,875 $(0.5

—_—

)

The effect of stock options has been excluded from the calculations for 2005 because they are anti-
dilutive as a result of the loss from continuing operations. The number of potentially dilutive securities,
comprised of shares issuable in respect of stock options, at December 31, 2005 was 4,211,580.

Year Ended December 31, 2004

Loss Shares Per-Share
(Numerator) (Denominator) Amount

(In thousands, except per share amounts)

Basic EPS
Loss from continuing operations ..................... $(155,560) 90,486 $(1.72)
Effect of dilutive securities:

Diluted EPS

Loss from continuing operations available to common
stockholders . ....... ... o i $(155,560) 90,486 $(1.72)
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The effect of stock options has been excluded from the calculations for 2004 because they are anti-
dilutive as a result of the loss from continuing operations. The number of potentially dilutive securities,
comprised of shares issuable in respect of stock options, at December 31, 2004 was 3,240,136.

Year Ended December 31, 2003

Loss Shares Per-Share
(Numerator) (Denominator) Amount
(In thousands, except per share amounts)

Basic EPS
Loss from continuing operations ..................... $(110,461) 87,311 $(1.27)
Effect of dilutive securities:

None. ... — — —
Diluted EPS
Loss from continuing operations available to common

stockholders . ........ ... ... . . ... . $(110,461) 87,311 $(1.27)

The effect of stock options has been excluded from the calculations for 2003 because they are anti-
dilutive as a result of the loss from continuing operations. The number of potentially dilutive securities,
comprised of shares issuable in respect of stock options, at December 31, 2003 was 9,674,113.

(20) Segment Information

As described in Note 2, the Company completed the sale of the Telegraph Group on July 30, 2004. The
Telegraph Group comprised substantially all of the operations of the U.K. Newspaper Group. The remainder
of the U.K. Newspaper Group, consisting largely of the holding companies which held investments in the
Telegraph Group, is now included in the Investment and Corporate Group. Also as described in Note 2, the
Company completed the sale of the Palestine Post Limited (publisher of The Jerusalem Post) on
December 15, 2004. The Palestine Post Limited comprised substantially all of the operations of the
Community Group. Remaining, immaterial, amounts of the Community Group are now included in the
Investment and Corporate Group. In addition, as also described in Note 2, the Company completed the sale of
its Canadian Newspaper Operations, which comprised substantially all of its Canadian operating assets in late
2005 and early 2006. The remaining assets, which largely represent retirement, post-employment and post-
retirement plans for certain retired employees of Southam Inc., a predecessor to HCPH Co., are included in
the Canadian Administrative Group.

The Sun-Times News Group (previously the Chicago Group) newspaper properties include: The
Chicago Sun-Times, Pioneer Press, which publishes 63 weekly newspapers and one free distribution paper in
Chicago’s northern and northwestern suburbs; the Daily Southtown and Star; the Post-Tribune of northwest
Indiana; and the Naperville Sun and suburban newspapers in Joliet, Elgin, Aurora and Waukegan.

Substantially all of the assets of the Investment and Corporate Group are held within the United States.
Corporate overhead costs are included in the Investment and Corporate Group.
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Segmented results and other financial data are as follows:
Year Ended December 31, 2005

Investment
Canadian and
Sun-Times Administrative Corporate
News Group Group Group Total
(In thousands)

Total operating revenue . ................ $457,889 $ — $ — $ 457,889
Depreciation and amortization ........... $ 30,237 $ 115 $ 369 $ 30,721
Operating income (loss) ................ $ 47,608 $ (2,619)  $(55,307) $ (10,318)
Equity in losses of affiliates ............. $ (1,752) $ — $ — $ (1,752)
Total assets(1) ........................ $520,020 $327,184 $218,124  $1,065,328
Capital expenditures.................... $ 16,375 $ 6 $ 245 $§ 16,626

Total assets of the Canadian Administrative Group includes $94,809 of assets of operations to be disposed
of.

Year Ended December 31, 2004

Investment
Canadian and
Sun-Times Administrative Corporate
News Group Group Group Total
(In thousands)

Total operating revenue . ............... $464,439 $ — $ — $ 464,439
Depreciation and amortization .......... $ 30,525 $ 85 $ 499 $§ 31,109
Operating income (loss) (1) ............ $ 96,420 $ (6,909)  $(111,522) $ (22,011)
Equity in losses of affiliates ............ $ (2,679) $ — $ (1,218) $ (3,897)
Total assets(2) ... ... $521,879 $338,295 $ 878,724  $1,738,898
Capital expenditures................... $ 28,981 $ 128 $ 222§ 29,331

Increase in 2004 for the Sun-Times News Group is largely related to gain on sale of assets. See
Note 16(c¢).
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(2) Total assets of the Canadian Administrative Group include $212,554 of assets of operations to be
disposed of.

Year Ended December 31, 2003

Investment
Canadian and
Sun-Times Administrative Corporate
News Group Group Group Total
(In thousands)
Total operating revenue .................. $450,789 $ — $ —  $450,789
Depreciation and amortization............. $ 35,698 $ 59 $ 1,926 $ 37,683
Operating income (loss) (1)............... $ 24,358 $(12,984)  $(45,374) $(34,000)
Equity in earnings (losses) of affiliates ... .. $ (1,854) $ 206 $ (1,309) $ (2,957)
Capital expenditures ..................... $ 7,289 $§ 142 $ 294 $§ 7725

(1) Sun-Times News Group includes circulation restitution and settlement costs of $24.1 million. See
Note 16(b).

(21) Commitments and Contingencies
(a) Litigation
Overview of Investigation of Certain Related Party Transactions

On June 17, 2003, the Board of Directors established the Special Committee to investigate, among other
things, certain allegations regarding various related party transactions, including allegations described in a
beneficial ownership report on Schedule 13D filed with the SEC by Tweedy Browne, an unaffiliated
stockholder of the Company, on May 19, 2003, as amended on June 11, 2003. In its Schedule 13D report,
Tweedy Browne made allegations with respect to the terms of a series of transactions between the Company
and certain former executive officers and certain former members of the Board of Directors, including Black,
Radler, the Company’s former President and Chief Operating Officer, J.A. Boultbee (“Boultbee”), a former
Executive Vice-President and a former member of the Board of Directors, and Peter Y. Atkinson
(“Atkinson”), a former Executive Vice-President and a former member of the Board of Directors. The
allegations concern, among other things, payments received directly or indirectly by such persons relating to
“non-competition” agreements arising from asset sales by the Company, payments received by such persons
under the terms of management services agreements between the Company and Ravelston, RMI, Moffat
Management Inc. (“Moffat”) and Black-Amiel Management Inc. (“Black-Amiel”), which are entities with
whom Black and some of the noted individuals were associated, and sales by the Company of assets to entities
with which some of the noted individuals were affiliated. In October 2003, the Special Committee found
references to previously undisclosed “non-competition” payments to Hollinger Inc. while reviewing docu-
ments obtained from the Company. The Special Committee also found information showing that “non-
competition” payments to Black, Radler, Boultbee and Atkinson had been falsely described in, among other
filings, the Company’s annual report on Form 10-K for the fiscal year ended December 31, 2001 (the “2001
Form 10-K”). The Special Committee and the Audit Committee each conducted expedited investigations
into these matters.

On November 15, 2003, the Special Committee and the Audit Committee disclosed to the Board of
Directors the preliminary results of their investigations. The committees determined that a total of
$32.2 million in payments characterized as “non-competition” payments were made by the Company without
appropriate authorization by either the Audit Committee or the full Board of Directors. Of the total
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unauthorized payments, approximately $16.6 million was paid to Hollinger Inc. in 1999 and 2000, approxi-
mately $7.2 million was paid to each of Black and Radler in 2000 and 2001, and approximately $0.6 million
was paid to each of Boultbee and Atkinson in 2000 and 2001. As a consequence of these findings, the Special
Committee then entered into discussions with Black that culminated in the Company and Black signing an
agreement on November 15, 2003 (the “Restructuring Agreement”). The Restructuring Agreement provided
for, among other things, restitution by Hollinger Inc., Black, Radler, Boultbee and Atkinson to the Company
of the full amount of the unauthorized payments, plus interest; the hiring by the Board of Directors of Lazard
as financial advisors to explore alternative strategic transactions, including the sale of the Company as a whole
or the sale of individual businesses; and certain management changes, including the retirement of Black as
Chief Executive Officer (“CEO”) and the resignations of Radler, Boultbee and Atkinson. In addition, Black
agreed, as the indirect controlling stockholder of Hollinger Inc., that during the pendency of the Strategic
Process he would not support a transaction involving ownership interests in Hollinger Inc. if such transaction
would negatively affect the Company’s ability to consummate a transaction resulting from the Strategic
Process unless the transaction were necessary to enable Hollinger Inc. to avoid a material default or
insolvency. On August 30, 2004, the Special Committee published the results of its investigation.

On November 19, 2003, Black retired as CEO of the Company. Gordon A. Paris (“Paris”) became the
Company’s Interim CEO upon Black’s retirement. Effective November 16, 2003, Radler resigned as President
and Chief Operating Officer of the Company and as publisher of the Chicago Sun-Times, at which time Paris
became Interim President. On November 16, 2003, Radler and Atkinson also resigned as members of the
Board of Directors. The Company terminated Boultbee as an officer on November 16, 2003. On January 17,
2004, Black was removed as non-executive Chairman of the Board of Directors and Paris was elected as
Interim Chairman on January 20, 2004. On March 5, 2004, Black was removed as Executive Chairman of the
Telegraph Group. On June 2, 2005, the Company received a letter from Black and Barbara Amiel Black
(“Amiel Black”) informing the Company of their retirement from the Board of Directors with immediate
effect.

On March 23, 2004, Daniel W. Colson (“Colson”), who was also cited in the Report in connection with
receiving unauthorized payments, retired as Chief Operating Officer of the Company and CEO of the
Telegraph Group in accordance with the terms of his Compromise Agreement with the Company. On
April 27, 2004, Atkinson resigned as Executive Vice President of the Company under the terms of his
settlement with the Company.

Although Radler was not a party to the Restructuring Agreement, he agreed to pay the amount identified
as attributable to him in the Restructuring Agreement. During 2003, Radler paid the Company approximately
$0.9 million. During 2004, Radler paid an additional amount of approximately $7.8 million, including interest
of $1.5 million.

Although Atkinson was not a party to the Restructuring Agreement, he agreed to pay the amount
identified as attributable to him in the Restructuring Agreement. On April 27, 2004, Atkinson and the
Company entered into a settlement agreement in which Atkinson agreed to pay a total amount of
approximately $2.8 million, representing all “non-competition” payments and payments under the incentive
compensation plan of Hollinger Digital LLC (“Hollinger Digital”’) that he received, plus interest. The total
amount of $2.8 million includes approximately $0.6 million identified for repayment by Atkinson in the
Restructuring Agreement. Prior to the end of December 2003, Atkinson paid the Company approximately
$0.4 million. On April 27, 2004, Atkinson exercised his vested options and the net proceeds of $4.0 million
from the sale of the underlying shares of Class A Common Stock were deposited under an escrow agreement.
Upon the Delaware Chancery Court’s approval of the settlement agreement, the Company will receive
$2.4 million and Atkinson will receive the remainder. See Note 22(a).

By Order and Judgment dated June 28, 2004, the Delaware Chancery Court found, among other things,
that Black and Hollinger Inc. breached their respective obligations to make restitution pursuant to the
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Restructuring Agreement and ordered, among other things, that Black and Hollinger Inc. pay the Company
$29.8 million in aggregate. Hollinger Inc. and Black paid the Company the amount ordered by the court on
July 16, 2004. See “— Hollinger International Inc. v. Conrad M. Black, Hollinger Inc., and 504468 N.B. Inc.”

Boultbee has not paid to the Company any amounts in restitution for the unauthorized “non-
competition” payments set forth in the Restructuring Agreement, and has filed a suit in Canada against the
Company and members of the Special Committee seeking damages for an alleged wrongful dismissal. See
“— Other Matters.”

The Company was party to management services agreements with RMI, Moffat and Black-Amiel. The
Restructuring Agreement provides for the termination of these agreements in accordance with their terms,
effective June 1, 2004, and the negotiation of the management fee payable thereunder for the period from
January 1, 2004 until June 1, 2004. In November 2003, in accordance with the terms of the Restructuring
Agreement, the Company notified RMI, Moffat and Black-Amiel of the termination of the services
agreements effective June 1, 2004 and subsequently proposed, and recorded a charge for, a reduced aggregate
management fee of $100,000 per month for the period from January 1, 2004 through June 1, 2004. RMI did
not accept the Company’s offer and demanded a management fee of $2.0 million per month, which the
Company did not accept. RMI seeks damages from the Company for alleged breaches of the services
agreements in legal actions pending before the courts. See “— Hollinger International Inc. v. Ravelston, RMI
and Hollinger Inc.”

The Company is party to several other lawsuits either as plaintiff or as a defendant, including several
stockholder class action lawsuits, in connection with the events noted above and described below.

Overview of Corporate Review Committee Actions

On January 18, 2004, Black and Ravelston entered into a Tender and Stockholder Support and
Acquisition Agreement with Press Holdings International Limited (“PHIL”) for the sale of the control of
Hollinger Inc. (the “Hollinger Sale”). The Company formed the CRC, consisting of all directors at
January 18, 2004, other than Black, Amiel Black and Colson, each of whom were directly or indirectly
interested in the Hollinger Sale, to review the terms of the Hollinger Sale and supervise the Strategic Process.
The CRC adopted the SRP, described further in Note 13. On January 23, 2004, Hollinger Inc. adopted by
written stockholder consent amendments to the Company’s bylaws and attempted to dissolve all committees
of the Board of Directors, including the CRC, other than the Special Committee and the Audit Committee.
On January 26, 2004, the Company commenced legal action in Delaware seeking relief declaring that
Hollinger Inc.’s actions were invalid; that the adoption of the SRP was valid; and that Black and Hollinger
Inc. breached their fiduciary duties to the Company and the terms of the Restructuring Agreement. On
March 4, 2004, the Chancery Court for the State of Delaware issued a decision in favor of the Company. As a
result, PHIL withdrew its offer and the Hollinger Sale was abandoned. See “— Hollinger International Inc. v.
Conrad M. Black, Hollinger Inc. and 504468 N.B. Inc.”

Stockholder Derivative Litigation

On December 9, 2003, Cardinal Value Equity Partners, L.P., a stockholder of the Company, initiated a
purported derivative action on behalf of the Company against certain current and former executive officers
and directors, including Black and certain entities affiliated with them, and against the Company as a
“nominal” defendant.

This action, which was filed in the Court of Chancery for the State of Delaware in and for New Castle
County and is entitled Cardinal Value Equity Partners, L.P. v. Black, et al., asserts causes of action that
include breach of fiduciary duty, misappropriation of corporate assets and self-dealing in connection with
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certain “non-competition” payments, the payment of allegedly excessive management and services fees, and
other alleged misconduct.

On May 3, 2005, certain of the Company’s current and former independent directors agreed to settle
claims brought against them in this action. The settlement provides for $50.0 million to be paid to the
Company. The settlement is conditioned upon funding of the settlement amount by proceeds from certain of
the Company’s directors and officers liability insurance policies, and is also subject to court approval.
Hollinger Inc. and several other insureds under the insurance policies have challenged the funding of the
settlement by the insurers and have commenced applications in the Ontario Superior Court of Justice for this
purpose. The settlement is subject to the Ontario Court’s approval of the funding and proceedings on the
matter are ongoing. In a decision dated January 13, 2006, the Ontario Court provisionally endorsed the
funding of the settlement by American Home Assurance Company and the Chubb Insurance Company of
Canada, but the Ontario Court will conduct further proceedings on April 7, 2006 to resolve certain remaining
issues concerning approval of this funding. The settlement is also subject to approval by the Court of Chancery
of the State of Delaware. See “— Hollinger Inc. v. American Home Assurance Company and Chubb
Insurance Company of Canada” below.

The parties to the settlement include former independent directors Burt, Kissinger, Meitar, Thompson,
Dwayne O. Andreas, Raymond G. Chambers, Marie-Josee Kravis (“Kravis”), Robert S. Strauss, A. Alfred
Taubman, George Weidenfeld and Leslie H. Wexner. The plaintiff had previously dismissed Special
Committee members Graham W. Savage, Raymond G.H. Seitz, and Paris as defendants, and, under the
settlement, the plaintiff will not be able to replead the claims against them.

The other defendants named in the suit, who are not parties to the settlement, are Black, Amiel Black,
Colson, Richard N. Perle (“Perle”), Radler, Atkinson, Bradford Publishing Co. (“Bradford”’) and Horizon
Publications, Inc. (“Horizon”). Bradford and Horizon are private newspaper companies controlled by Black
and Radler. The Company, through the Special Committee, has previously announced a settlement of its
claims against Atkinson, and the Company anticipates that the Atkinson settlement will be presented to the
Court of Chancery for the State of Delaware for approval in conjunction with the independent director
settlement.

The Special Committee is continuing to pursue the Company’s claims in the U.S. District Court for the
Northern District of Illinois against Black, Amiel Black, Radler, Colson, Perle, Boultbee, Hollinger Inc.,
Ravelston, and RMI. See “— Litigation Involving Controlling Stockholder, Senior Management and Direc-
tors” below.

Stockholder Class Actions

In February and April 2004, three alleged stockholders of the Company (Teachers’ Retirement System
of Louisiana, Kenneth Mozingo, and Washington Area Carpenters Pension and Retirement Fund) initiated
purported class actions suits in the United States District Court for the Northern District of Illinois against the
Company, Black, certain former executive officers and certain former directors of the Company, Hollinger
Inc., Ravelston and certain affiliated entities and KPMG LLP, the Company’s independent registered public
accounting firm. On July 9, 2004, the court consolidated the three actions for pretrial purposes. The
consolidated action is entitled In re Hollinger Inc. Securities Litigation, No. 04C-0834. Plaintiffs filed an
amended consolidated class action complaint on August 2, 2004, and a second consolidated amended class
action complaint on November 19, 2004. The named plaintiffs in the second consolidated amended class
action complaint are Teachers’ Retirement System of Louisiana, Washington Area Carpenters Pension and
Retirement Fund, and E. Dean Carlson. They are purporting to sue on behalf of an alleged class consisting of
themselves and all other purchasers of securities of the Company between and including August 13, 1999 and
December 11, 2002. The second consolidated amended class action complaint asserts claims under federal and
Illinois securities laws and claims of breach of fiduciary duty and aiding and abetting in breaches of fiduciary
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duty in connection with misleading disclosures and omissions regarding: certain ‘“non-competition” payments,
the payment of allegedly excessive management fees, allegedly inflated circulation figures at the Chicago Sun-
Times, and other alleged misconduct. The complaint seeks unspecified monetary damages, rescission, and an
injunction against future violations. In January 2005, the defendants in In re Hollinger International Inc.
Securities Litigation, including the Company, filed motions to dismiss the second consolidated amended class
action complaint in the United States District Court for the Northern District of Illinois. The motions are
pending.

On September 7, 2004, a group allegedly comprised of those who purchased stock in one or more of the
defendant corporations initiated purported class actions by issuing Statements of Claim in Saskatchewan and
Ontario, Canada. The Saskatchewan claim, issued in that province’s Court of Queen’s Bench, and the Ontario
claim, issued in that province’s Superior Court of Justice, are identical in all material respects. The defendants
include the Company, certain former directors and officers of the Company, Hollinger Inc., Ravelston and
certain affiliated entities, Torys LLP, the Company’s former legal counsel, and KPMG LLP. The plaintiffs
allege, among other things, breach of fiduciary duty, violation of the Saskatchewan Securities Act, 1988,
S-42.2, and breaches of obligations under the Canadian Business Corporations Act, R.S.C. 1985, ¢. C.-44 and
seek unspecified monetary damages. On July 8, 2005, the Company and other defendants served motion
materials seeking orders dismissing or staying the Saskatchewan claim on the basis that the Saskatchewan
court has no jurisdiction over the defendants or, alternatively, that Saskatchewan is not the appropriate forum
to adjudicate the matters in issue. The motion was heard by the Saskatchewan Court of Queen’s Bench on
September 6 and 7, 2005. On February 28, 2006, the court stayed the action until September 15, 2007. The
claimants may apply to have the stay lifted prior to that date if they are unable effectively to pursue their
claims by way of the Illinois or Ontario class actions or in an SEC proceeding.

On February 3, 2005, substantially the same group of plaintiffs as in the Saskatchewan and Ontario
claims initiated a purported class action by issuing a Statement of Claim in Quebec, Canada. The Quebec
claim, issued in that province’s Superior Court, is substantially similar to the Saskatchewan and Ontario
claims and the defendants are the same as in the other two proceedings. The plaintiffs allege, among other
things, breach of fiduciary duty, violation of the Ontario Securities Act and breaches of obligations under the
Canada Business Corporations Act and seek unspecified money damages.

Tweedy Browne Litigation

On December 2, 2003, Tweedy, Browne Global Value Fund and Tweedy Browne (together, the “Tweedy
Browne Plaintiffs”), stockholders of the Company, initiated an action against the Company in the Court of
Chancery for the State of Delaware in and for Castle County to recover attorneys’ fees and costs in connection
with informal inquiries and other investigations performed by and on behalf of the Tweedy Browne Plaintiffs
concerning conduct that subsequently was investigated by the Special Committee. The complaint seeks an
award of attorneys’ fees “commensurate with the corporate benefits that have been or will be conferred on the
Company as a result of the efforts undertaken by plaintiffs and their counsel.” On August 22, 2005, the
Company moved to dismiss the action. The court denied the motion on February 9, 2006, and ordered that the
application for attorneys’ fees by the Tweedy Browne Plaintiffs be consolidated with the action entitled
Cardinal Value Equity Partners, L.P. v. Black, et al. Counsel for the Tweedy Browne Plaintiffs stated in court
papers that they were seeking $5.0 million. This action is in a preliminary stage, and it is not yet possible to
determine its ultimate outcome.

Litigation Involving Controlling Stockholder, Senior Management and Directors

On January 28, 2004, the Company, through the Special Committee, filed a civil complaint in the United
States District Court for the Northern District of Illinois asserting breach of fiduciary duty and other claims
against Hollinger Inc., Ravelston, RMI, Black, Radler and Boultbee, which complaint was amended on
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May 7, 2004, and again on October 29, 2004. The action is entitled Hollinger International Inc. v. Hollinger
Inc., et al., Case No. 04C-0698 (the “Special Committee Action”). The second amended complaint, in which
Amiel Black, Colson and Perle are also named as defendants, seeks to recover approximately $542.0 million in
damages, including prejudgment interest of approximately $117.0 million, and punitive damages. The second
amended complaint asserts claims for breach of fiduciary duty, unjust enrichment, conversion, fraud and civil
conspiracy in connection with transactions described in the Report, including, among other transactions,
unauthorized “non-competition” payments, excessive management fees, sham broker fees and investments
and divestitures of Company assets. All defendants have answered the second amended complaint, and with
their answers defendants Black, Radler, Boultbee, Amiel Black and Colson asserted third-party claims against
Burt, Thompson and Kravis. These claims seek contribution for some or all of any damages for which
defendants are held liable to the Company. On January 25, 2006, the court dismissed those third-party claims,
and on February 8, 2006, defendants moved for reconsideration of that decision. In addition, Black asserted
counterclaims against the Company alleging breach of his stock option contracts with the Company and
seeking a declaration that he may continue participating in the Company’s option plans and exercising
additional options. On May 26, 2005, the Company filed its reply to Black’s counterclaims.

Ravelston and RMI asserted counterclaims against the Company and third-party claims against
HCPH Co. and Publishing. Without specifying any alleged damages, Ravelston and RMI allege that the
Company has failed to pay unidentified management services fee amounts in 2002, 2003, and 2004, and
breached an indemnification provision in the management services agreements. Ravelston and RMI also
allege that the Company breached a March 10, 2003 “Consent Agreement” (“Consent”) between the
Company and Wachovia Trust Company. The Consent provided, among other things, for the Company’s
consent to a pledge and assignment by RMI to Wachovia Trust Company, as trustee, of the management
services agreements as part of the security for Hollinger Inc.’s obligations under Hollinger Inc.’s 117:3% Senior
Secured Notes due 2011. The Consent also provided for certain restrictions and notice obligations in relation
to the Company’s rights to terminate the management services agreements. Ravelston and RMI allege that
they were “third-party beneficiaries” of the Consent, that the Company breached it, and that they have
incurred unspecified damages as a result. The Company believes that the Consent was not approved or
authorized by either the Company’s Board of Directors or its Audit Committee. The Company filed a motion
to dismiss these claims on August 15, 2005. On March 3, 2006, the court granted the motion to dismiss the
claim based on the Consent, ruled that Ravelston and RMI are not entitled to the same management fee that
they obtained in 2003 and denied the motion to dismiss the other claims. On January 26, 2006, Ravelston and
RMI also asserted third-party claims against Bradford and Horizon and its affiliates. These claims seek
contribution for some or all of any damages for which Ravelston and RMI are held liable to the Company.

The U.S. Attorney’s Office intervened in the case and moved to stay discovery until the close of the
criminal proceedings. On March 2, 2006, the court granted the motion over the Company’s objection.

Hollinger International Inc. v. Conrad M. Black, Hollinger Inc., and 504468 N.B. Inc.

On January 26, 2004, the Company filed a complaint against Black, Hollinger Inc. and an affiliated entity
in the Court of Chancery for the State of Delaware in and for New Castle County. In this action, the
Company sought relief declaring: (i) that a written consent by defendants purporting to abolish the CRC and
to amend the Company’s bylaws was invalid; (ii) that the SRP adopted by the CRC on January 25, 2004 was
valid; and (iii) that, under the Hollinger Sale, the shares of Class B Common Stock held by Hollinger Inc.
would convert to shares of Class A Common Stock. The Company’s complaint also asserted claims that
defendants breached their fiduciary duties to the Company and breached the terms of the Restructuring
Agreement through their activities in connection with the Hollinger Sale and the purported bylaw
amendments.
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On February 3, 2004, defendants filed a counterclaim against the Company, members of the CRC, and
Richard C. Breeden (“Breeden”), advisor and counsel to the Special Committee (See “— United States
Securities and Exchange Commission v. Hollinger International Inc.” below). In their counterclaim,
defendants sought declaratory relief declaring that their bylaw amendments were valid and that the SRP and
other actions by the CRC were invalid. Defendants also asserted claims of breach of fiduciary duty,
misrepresentation, tortious interference with the Hollinger Sale, breach of the Restructuring Agreement, and
violation of the just compensation and due process provisions of the Fourteenth Amendment to the
U.S. Constitution. In addition to declaratory and injunctive relief, defendants sought unspecified damages.

On March 4, 2004, the Court of Chancery entered an order and judgment declaring that Hollinger Inc.’s
purported amendments to the Company’s bylaws were invalid, that the CRC was and remained duly
constituted, and that the SRP was valid. The Court of Chancery’s order also dismissed defendants’ breach of
fiduciary duty, tortious interference, and Fourteenth Amendment counterclaims and preliminarily enjoined
the defendants from taking any action to consummate any transaction in violation of the provisions of the
Restructuring Agreement, including the Hollinger Sale and any other breaches of the Restructuring
Agreement by defendants.

The Company subsequently moved for summary judgment on the remaining claims and to make the
injunctive relief permanent. On June 28, 2004, the Court of Chancery entered an order and final judgment,
granting summary judgment to the Company on its breach of fiduciary duty and breach of contract claims and
dismissing the defendants’ remaining counterclaims. The order and final judgment required payments by
defendants to the Company totaling $29.8 million in respect of amounts to be reimbursed to the Company
pursuant to the Restructuring Agreement, and extended the previously entered injunctive relief through
October 31, 2004.

On October 29, 2004, the Company, Hollinger Inc. and Black entered into an extension agreement (the
“Extension Agreement’’) to voluntarily extend the injunction until the earlier of January 31, 2005 or the date
of the completion of a distribution by the Company to its stockholders of a portion of the proceeds of the
Company’s sale of the Telegraph Group remaining as of October 26, 2004, net of taxes to be paid on the sale
of the Telegraph Group and less amounts used to pay down the Company’s indebtedness, through one or more
of a dividend, a self-tender offer, or some other mechanism. On October 30, 2004, the court issued an order
extending the injunction as provided in, and incorporating the other terms of, the Extension Agreement.

On July 16, 2004, defendants made the payments required under the order and final judgment but filed
notices of appeal of the court’s rulings to the Delaware Supreme Court. On April 19, 2005, the Delaware
Supreme Court denied the appeals and affirmed the Court of Chancery’s rulings. The matter is now
completed.

Black v. Hollinger International Inc., filed on March 18, 2004

On March 18, 2004, Black filed an action against the Company in the Court of Chancery of the State of
Delaware seeking advancement of legal fees and expenses he purportedly incurred and continues to incur in
connection with the SEC and Special Committee investigations and various litigation that he is involved in.
On June 4, 2004, the parties entered a stipulation and final order resolving the matter (the “June 4, 2004
Stipulation and Final Order”’). The Company agreed to pay half of Black’s legal fees in certain actions in
which he is a defendant, pursuant to itemized invoices submitted with sworn affidavits and subject to his
undertaking that he will repay the amounts advanced to him if and to the extent it is ultimately determined
that he is not entitled to indemnification under the terms of the Company’s bylaws.
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Black v. Hollinger International Inc., filed on April 5, 2004

On April 5, 2004, Black filed an action against the Company in the U.S. District Court for the Northern
District of Illinois alleging that the Company breached its obligations to Black under three stock option plans.
The complaint sought (i) specific performance or damages for the alleged breaches, (ii) damages for the
Company’s alleged failure to issue to Black 145,000 and 1,218,750 shares of Class A Common Stock upon
alleged exercises by Black of options on February 13, 2004 and April 2, 2004, respectively, and
(iii) declaratory judgment that Black’s removal as Chairman of the Company and from the Telegraph Group
did not constitute termination of employment under the 1997 Stock Option Plan and that his options must be
treated equally with those of other executive officers and directors of the Company. The total damages sought
were the highest value of 145,000 shares of Class A Common Stock after February 13, 2004, less the option
exercise price, plus pre-judgment interest, and the highest value of 1,218,750 shares of Class A Common
Stock after April 2, 2004, less the option exercise price, plus pre-judgment interest. On November 11, 2004,
the court dismissed the action without prejudice, granting Black leave to refile his claims as counterclaims in
Hollinger International Inc. v. Hollinger Inc., et al. which is described in “— Litigation Involving Controlling
Stockholder, Senior Management and Directors” above.

Black v. Hollinger International Inc., filed on May 13, 2005

On May 13, 2005, Black filed an action against the Company in the Court of Chancery in the State of
Delaware in regard to the advancement of fees and expenses in connection with his engagement of Williams &
Connolly LLP to represent him in the investigations of Black by the U.S. Department of Justice and the SEC.
In his initial complaint, Black sought payment of $6.8 million in legal fees allegedly already incurred, plus
interest, and a declaration that he is entitled to advancement of 100% of Williams & Connolly’s legal fees
going forward in connection with the two investigations, notwithstanding the June 4, 2004 Stipulation and
Final Order in which the Company and Black agreed that the Company would advance only 50% of Black’s
legal fees.

In its response, filed on June 8, 2005, the Company brought counterclaims against Black for breach of
contract in failing to repay money advanced to him in connection with Hollinger International Inc. v. Conrad
Black, Hollinger Inc., and 504468 N.B. Inc. described above (the “Delaware Litigation”), and seeking a
declaration that the Company is no longer obligated to advance fees to Black because he repudiated his
undertaking to repay money advanced in connection with the Delaware Litigation and because of the court’s
findings in the Delaware Litigation that he breached his fiduciary and contractual duties to the Company. In
the alternative, the Company sought a declaration that Black is entitled to advancement of only 50% of the
Williams & Connolly LLP fees under the June 4, 2004 Stipulation and Final Order. The Company also filed a
third-party claim against Hollinger Inc. seeking equitable contribution from Hollinger Inc. for fees that the
Company has advanced to Black, Amiel Black, Radler, and Boultbee. Black filed an amended complaint on
July 11, 2005. In addition to the relief sought in the initial complaint, the amended complaint seeks
advancement of the fees of two other law firms — Baker Botts LLP and Schopf & Weiss LLP — totaling
about $435,000. On July 21, 2005, Hollinger Inc. moved to dismiss the Company’s third-party claims.

In March 2006, Black and the Company reached an agreement to settle the claims asserted against each
other. Pursuant to the settlement agreement, the Company will advance approximately $4.4 million for legal
bills previously submitted to the Company for advancement, which reflects an offset for amounts previously
advanced to Black that he was required to repay as a result of the rulings against him in the Delaware
Litigation. In connection with future legal bills, the Company will advance 75% of the legal fees of attorneys
representing Black in the criminal case pending against him in the United States District Court for the
Northern District of Illinois and 50% of his legal fees in other matters pending against him. All such
advancement is subject to Black’s undertaking that he will repay such fees if it is ultimately determined that
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he is not entitled to indemnification. The settlement agreement does not affect the Company’s third-party
claim against Hollinger Inc.

Hollinger International Inc. v. Ravelston, RMI and Hollinger Inc.

On February 10, 2004, the Company commenced an action in the Ontario Superior Court of Justice
(Commercial List) against Ravelston, RMI and Hollinger Inc. This action claimed access to and possession
of the Company’s books and records maintained at 10 Toronto Street, Toronto, Ontario, Canada. The parties
negotiated and executed a Protocol dated March 25, 2004, providing for access and possession by the
Company to the claimed records.

On March 5, 2004, a statement of defense and counterclaim was issued by Ravelston and RMI against
the Company and two of its subsidiaries, Publishing and HCPH Co. The counterclaim seeks damages in the
amount of approximately $174.3 million for alleged breaches of the services agreements between the parties
and for alleged unjust enrichment and tortious interference with economic relations by reason of those
breaches. On March 10, 2004, Hollinger Inc. filed a statement of defense and counterclaim against the
Company seeking Cdn.$300.0 million, claiming that by the Company’s refusal to pay its obligations under its
services agreement with Ravelston, the Company intended to cause Ravelston to default in its obligations to
Hollinger Inc. under a support agreement between Ravelston and Hollinger Inc., and intended to cause
Hollinger Inc. to default on its obligations under its outstanding notes, with the resulting loss of its majority
control of the Company. This litigation was stayed in May 2004 pending a final resolution of the proceedings
in Illinois and Delaware.

Black v. Breeden, et al.

Five defamation actions have been brought by Black in the Ontario Superior Court of Justice against
Breeden, Richard C. Breeden & Co. (“Breeden & Co.”), Paris, James Thompson, Richard Burt, Graham
Savage and Raymond Seitz. The first case was filed on February 13, 2004; the second and third cases were
filed on March 11, 2004; the fourth case was filed on June 15, 2004; and the fifth case was filed on October 6,
2004. The fifth case does not name James Thompson and Richard Burt as defendants but adds Paul B. Healy
as a defendant. Damages in the amount of Cdn.$850.0 million are sought in the first and second cases;
damages in the amount of Cdn.$110.0 million are sought in the third and fourth cases; and Cdn.$1.0 billion in
general damages and Cdn.$100.0 million in punitive damages are sought in the fifth case. Black has agreed to
a stay of these actions pending the determination of the proceedings and appeals described under
“— Hollinger International Inc. v. Conrad M. Black, Hollinger Inc. and 504468 N. B. Inc.” above. Although
such matters described above are now completed, no steps have been taken to advance the defamation actions
in the Ontario Superior Court of Justice.

On February 11, 2005, Black issued a libel notice indicating his intention to issue a sixth defamation
action, with the defendants being Breeden, Breeden & Co., Paris, James Thompson, Richard Burt, Graham
Savage, Raymond Seitz, Shmuel Meitar and Henry Kissinger. On March 9, 2005, a statement of claim in the
sixth action was issued. This action names all of the aforementioned individuals as defendants. The amount
claimed in the action is Cdn.$110.0 million.

The defendants named in the six defamation actions have indemnity claims against the Company for all
reasonable costs and expenses they incur in connection with these actions, including judgments, fines and
settlement amounts. In addition, the Company is required to advance legal and other fees that the defendants
may incur in relation to the defense of those actions.

The Company agreed to indemnify Breeden and Breeden & Co. against all losses, damages, claims and
liabilities they may become subject to, and reimburse reasonable costs and expenses as they are incurred, in
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connection with the services Breeden and Breeden & Co. are providing in relation to the Special Committee’s
ongoing investigation.

United States Securities and Exchange Commission v. Hollinger International Inc.

On January 16, 2004, the Company consented to the entry of a partial final judgment and order of
permanent injunction (the “Court Order”) against the Company in an action brought by the SEC in the
U.S. District Court for the Northern District of Illinois. The Court Order enjoins the Company from violating
provisions of the Exchange Act, including the requirements to file accurate annual reports on Form 10-K and
quarterly reports on Form 10-Q and keep accurate books and records. The Court Order requires the Company
to have the previously appointed Special Committee complete its investigation and to permit the Special
Committee to take whatever actions it, in its sole discretion, thinks necessary to fulfill its mandate. The Court
Order also provides for the automatic appointment of Breeden as a special monitor (“Special Monitor”) of the
Company under certain circumstances, including the election of any new person as a director unless such
action is approved by 80% of the incumbent directors at the time of the election. On January 24, 2006,
Hollinger Inc. elected two directors without such approval and Breeden became the Company’s Special
Monitor.

The Company has received various subpoenas and requests from the SEC and other agencies seeking the
production of documentation in connection with various investigations into the Company’s governance,
management and operations. The Company is cooperating fully with these investigations and is complying
with these requests.

United States Securities and Exchange Commission v. Convad M. Black, et al.

On November 15, 2004, the SEC filed an action in the United States District Court for the Northern
District of Illinois against Black, Radler and Hollinger Inc. seeking injunctive, monetary and other equitable
relief. In the action, the SEC alleges that the three defendants violated federal securities laws by engaging in a
fraudulent and deceptive scheme to divert cash and assets from the Company and to conceal their self-dealing
from the Company’s public stockholders from at least 1999 through at least 2003. The SEC also alleges that
Black, Radler and Hollinger Inc. were liable for the Company’s violations of certain federal securities laws
during at least this period.

The SEC alleges that the scheme used by Black, Radler and Hollinger Inc. included the misuse of so-
called “non-competition” payments to divert $85.0 million from the Company to defendants and others; the
sale of certain publications owned by the Company at below-market prices to a privately-held company
controlled by Black and Radler; the investment of $2.5 million of the Company’s funds in a venture capital
fund with which Black and two other former directors of the Company were affiliated; and Black’s approval of
a press release by the Company in November 2003 in which Black allegedly misled the investing public about
his intention to devote his time to an effort to sell Company assets for the benefit of all of the Company’s
stockholders and not to undermine that process by engaging in transactions for the benefit of himself and
Hollinger Inc. The SEC further alleges that Black and Radler misrepresented and omitted to state material
facts regarding related party transactions to the Company’s Audit Committee and Board of Directors and in
the Company’s SEC filings and at the Company’s stockholder meetings.

The SEC’s complaint seeks: (i) disgorgement of ill-gotten gains by Black, Radler and Hollinger Inc. and
unspecified civil penalties against each of them; (ii) an order enjoining Black and Radler from serving as an
officer or director of any issuer required to file reports with the SEC; (iii) a voting trust upon the shares of the
Company held directly or indirectly by Black and Hollinger Inc.; and (iv) an order enjoining Black, Radler
and Hollinger Inc. from further violations of the federal securities laws.
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On March 10, 2005, the SEC filed an amended complaint that corrects several minor errors in the
original complaint, extends the SEC’s claim of federal securities law violations to Hollinger Inc., and amends
the relief sought to include a voting trust upon the shares of the Company that are controlled directly or
indirectly by Black and Hollinger Inc. On September 14, 2005, the court granted a motion by the
U.S. Attorney’s Office to stay discovery, other than document discovery, pending resolution of the govern-
ment’s criminal case and investigation. On December 14, 2005, the court granted the U.S. Attorney’s Office’s
motion for a complete discovery stay pending resolution of the criminal case. It is not yet possible to determine
the ultimate outcome of this action.

Hollinger Inc. v. American Home Assurance Company and Chubb Insurance Company of Canada

On March 4, 2005, Hollinger Inc. commenced an application in the Ontario Superior Court of Justice
against American Home Assurance Company and Chubb Insurance Company of Canada. The relief being
sought includes an injunction to restrain the insurers from paying out the limits of their respective policies
(which collectively amounts to $50.0 million) to fund a settlement of the claims against the independent
directors of the Company that was brought by Cardinal Value Equity Partners. Although the Company has
not been named as a party in this application, the order being sought affects its interests and, for this reason,
the Company has been participating in the proceeding. On May 4, 2005, an order was made by the Ontario
Superior Court of Justice that all parties wishing to seek relief in relation to various insurance policies issued
to the Company, Hollinger Inc. and Ravelston for the year July 1, 2002 to July 1, 2003 must issue notices of
application no later than May 13, 2005. On May 12, 2005, the Company filed an application with the Ontario
Superior Court of Justice seeking declaratory orders regarding the obligations of certain insurers with whom
the Company and its directors have coverage to fund the settlement of the Cardinal derivative action. On
May 13, 2005, applications naming the Company as a respondent were issued in the Ontario Superior Court of
Justice by American Home Assurance Company, Chubb Insurance Company of Canada, Temple Insurance
Company, Continental Casualty Company, Lloyd’s Underwriters and AXA Corporate Solutions Assurance,
and Hollinger Inc. seeking a variety of declaratory orders regarding the appropriateness of the insurers, or
some of them, being authorized or required to fund the settlement of the derivative action. Four additional
applications have been commenced by various additional parties claiming to have rights under the insurance
policies in question, but none of these applications names the Company as a respondent. No damages are
being sought in any of these proceedings.

These applications were heard by the Ontario Court on July 20-22, November 29-30 and December 1,
2005. In a decision dated January 13, 2006, the Ontario Court provisionally endorsed the funding of the
settlement by American Home Assurance Company and Chubb Insurance Company of Canada, but will
conduct further proceedings on April 7, 2006 to resolve certain remaining issues concerning approval of this
funding.

The Chicago Sun-Times Circulation Cases

On October 5, 2004, the Company announced that circulation at the Chicago Sun-Times had been
overstated during the period March 1997 to March 2004. Following the announcement, the Company
commenced a settlement program targeting approximately 500 major repeat advertisers. The Company
participated in a court-approved mediation process that culminated in a class settlement (the “Class Action
Settlement””). The Class Action Settlement was given final approval by the Circuit Court of Cook County,
Chancery Division, on January 17, 2006. The terms of the Class Action Settlement call for payment by the
Chicago Sun-Times to advertisers of $7.6 million in cash and up to $7.3 million in value-added benefits.
Additionally, the Chicago Sun-Times will pay cash incentive payments of approximately $0.2 million,
additional relief of $50,000, and attorneys’ fees of approximately $5.6 million. The total cash to be paid out by
the Chicago Sun-Times under the Class Action Settlement (excluding defense costs and claims administrator

120



HOLLINGER INTERNATIONAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

costs) is therefore approximately $13.4 million. The cost of value-added benefits paid by the Chicago Sun-
Times will vary depending upon the return rate of claims forms.

The Company in 2004 and early 2005 made private settlements with major advertisers and agreed to
provide value added advertising benefits, the cost of which will vary depending on the extent the advertisers
use these benefits and the nature of the benefit chosen. The Company is in settlement negotiations with the
remaining advertisers whose claims are not settled. The aggregate spend of these advertisers is equal to
approximately 9.5% of the total class spend for the relevant period. The Company had previously reserved
$27.0 million with regard to this matter. The Company evaluates the adequacy of the reserve on a regular basis
and believes the reserve to be adequate, including amounts related to settlements referred to above, as of
December 31, 2005.

CanWest Arbitration

On December 19, 2003, CanWest commenced notices of arbitration against the Company and others
with respect to disputes arising from CanWest’s purchase of certain newspaper assets from the Company in
2000. CanWest and the Company have competing claims relating to this transaction. CanWest claims the
Company and certain of its direct subsidiaries owe CanWest approximately Cdn.$84.0 million. The Company
is contesting this claim, and has asserted a claim against CanWest in the aggregate amount of approximately
Cdn.$80.5 million. See Note 2 regarding funds held in escrow in respect of this arbitration. The arbitration
(“CanWest Arbitration”) is in preliminary stages, and it is not yet possible to determine its ultimate outcome.

CanWest and The National Post Company v. Hollinger Inc., Hollinger International Inc., the Ravelston
Corporation Limited and Ravelston Management Inc.

On December 17, 2003, CanWest and The National Post Company brought an action in the Ontario
Superior Court of Justice against the Company and others for approximately Cdn.$25.7 million plus interest in
respect of issues arising from a letter agreement dated August 23, 2001 to transfer the Company’s remaining
50% interest in the National Post to CanWest. In August 2004, The National Post Company obtained an
order for partial summary judgment ordering the Company to pay The National Post Company
Cdn.$22.5 million plus costs and interest. On November 30, 2004, the Company settled the appeal of the
partial summary judgment by paying The National Post Company the amount of Cdn.$26.5 million. This
amount includes payment of the Cdn.$22.5 million in principal plus interest and related costs. The two
remaining matters in this action consist of a claim for Cdn.$2.5 million for capital and operating requirements
of The National Post Company and a claim for Cdn.$752,000 for newsprint rebates. This action has been
discontinued and claims have been transferred to the CanWest Arbitration on consent of the parties.

RMI brought a third party claim in this action against HCPH Co. for indemnification from HCPH Co. in
the event CanWest and The National Post Company were successful in their motion for partial summary
judgment as against RMI in the main action. CanWest’s motion against RMI was unsuccessful and
CanWest’s claim against RMI was dismissed on consent of the parties. RMI’s third party action against
HCPH Co. remains outstanding. The Company is seeking a discontinuance of the third party claim and an
acknowledgment and release from RMI that HCPH Co. and the Company are not liable on a promissory note
issued in connection with the sale of NP Holdings Company (“NP Holdings”).

Wells Fargo Bank Northwest, N.A. v. Sugra (Bermuda) Limited and Hollinger Inc.

On November 3, 2004, Wells Fargo Bank Northwest, N.A. and Key Corporate Capital Inc. filed an action
in the Supreme Court of the State of New York, in Albany County, against Sugra (Bermuda) Limited (“Sugra
(Bermuda)”), which is a subsidiary of Publishing, and against Hollinger Inc. The action is entitled Wells Fargo
Bank Northwest, N.A. v. Sugra (Bermuda) Limited and Hollinger Inc., No. 1:04-cv-01436-GLD-DRH
(N.D.N.Y.). The action alleges that Sugra (Bermuda) defaulted under the terms of a 1995 aircraft lease
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agreement, and that Hollinger Inc. is a guarantor of Sugra (Bermuda)’s obligations under the lease. In the initial
complaint, the plaintiffs sought $5.1 million in damages, plus interest at the rate of 18 percent per annum and
attorneys’ fees. On December 20, 2004, the action was moved from state court to the United States District
Court for the Northern District of New York.

On December 22, 2005, the Company settled this matter for $0.8 million and the parties have agreed to
dismiss all claims, cross claims, and third-party claims against one another. As a result of this settlement, the
Company has recognized a charge of $0.8 million in “Other income (expense), net” for the year ended
December 31, 2005.

Boultbee v. Hollinger International Inc., filed August 25, 2005

On August 25, 2005, Boultbee filed an action against the Company in the Court of Chancery of the State
of Delaware alleging that the Company wrongfully failed to advance to him legal fees and expenses he
allegedly incurred in connection with certain actions and investigations. He sought an order requiring the
Company to pay approximately $257,000 in advancement for such legal fees, plus interest, and declaring that
he is entitled to such advancement going forward. He also sought an award of attorneys’ fees for bringing the
action. In September 2005, the Company filed counterclaims seeking a declaration that Boultbee was not
entitled to advancement in connection with certain proceedings and that he was liable for repayment of 50% of
amounts already advanced to him. In February 2006, the parties agreed to settle the matter. Pursuant to the
settlement, Boultbee will receive advancement for a portion of his prior legal fees, and specified percentages of
his future legal fees in connection with various matters, subject to his undertaking that he will repay such fees
if it is ultimately determined that he is not entitled to indemnification. As a result of this agreement, the
Company has recognized a charge of $2.0 million for the year ended December 31, 2005 to accrue for
estimated indemnification fees related to Boultbee.

Other Matters

The Company and members of the Special Committee have had a suit filed against them before the
Ontario Superior Court of Justice by Boultbee whose position as an officer was terminated in November 2003.
In November 2003, the Special Committee found that Boultbee received approximately $0.6 million of “non-
competition” payments that had not been properly authorized by the Company. The Company was unable to
reach a satisfactory agreement with Boultbee for, among other things, repayment of these amounts and as a
result, terminated his position as an officer of the Company. Boultbee is asserting claims for wrongful
termination, indemnification for legal fees, breach of contract relating to stock options and loss of reputation,
and is seeking approximately Cdn.$16.1 million from the defendants. The action is in its preliminary stages,
and it is not yet possible to determine its ultimate outcome. On November 18, 2004, the Company and
Boultbee resolved Boultbee’s claim for advancement and indemnification of legal fees, as part of which
Boultbee agreed to discontinue this portion of claim. On June 21, 2005, the Company filed a motion to stay
this action until the litigation in Illinois involving the Company, Boultbee and others has been concluded. By
consent order dated March 27, 2006, this action is stayed and Boultbee’s claim for advancement and
indemnification of legal fees in this action has been discontinued. See “— Litigation Involving Controlling
Stockholder, Senior Management and Directors.”

On June 27, 2005, Kenneth Whyte, former editor-in-chief of the National Post, filed an action against
the Company in the Supreme Court of the State of New York, County of New York, entitled Whyte v.
Hollinger International Inc., Index No. 602321/05. Whyte alleges that the Company improperly declined to
allow him to exercise his vested stock options in February 2004 and asserts damages of approximately
$0.7 million. In September 2005, the Company moved to dismiss the action. On February 28, 2006, the court
granted the motion to dismiss one count of the complaint and denied the motion to dismiss the other two
counts. This action is in a preliminary stage, and it is not yet possible to determine its ultimate outcome.
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Stockgroup Information Systems Inc. and Stockgroup Media Inc. (collectively referred to as “Stock-
group”) commenced an action in Ontario against Hollinger Inc. and HCPH Co. Stockgroup alleges that
Hollinger Inc. and HCPH Co. owe them damages in respect of advertising credits. Stockgroup is seeking,
jointly and severally, the amount of approximately $0.5 million from Hollinger Inc. and HCPH Co., plus
interest and costs. The action was commenced on January 14, 2005 against Hollinger Inc. and on May 31,
2005 Stockgroup added HCPH Co. as a defendant. Hollinger Inc. and HCPH Co. have defended the claim.
Affidavits of documents have been exchanged and examinations for discovery have been completed. It is not
yet possible to determine the ultimate outcome of this action.

The Company becomes involved from time to time in various claims and lawsuits incidental to the
ordinary course of business, including such matters as libel, defamation and privacy actions. In addition, the
Company is involved from time to time in various governmental and administrative proceedings with respect
to employee terminations and other labor matters, environmental compliance, tax and other matters.

Management believes that the outcome of any pending claims or proceedings described under “Other
Matters” will not have a material adverse effect on the Company taken as a whole.

(b) Guarantees or Indemnifications
(i) Dispositions

In connection with certain dispositions of assets and/or businesses, the Company has provided customary
representations and warranties whose terms range in duration and may not be explicitly defined. The Company
has also retained certain liabilities for events occurring prior to sale, relating to tax, environmental, litigation
and other matters. Generally, the Company has indemnified the purchasers in the event that a third party
asserts a claim against the purchaser that relates to a liability retained by the Company. These types of
indemnification guarantees typically extend for a number of years.

The Company is unable to estimate the maximum potential liability for these indemnifications as the
underlying agreements do not always specify a maximum amount and the amounts are dependent upon the
outcome of future events, the nature and likelihood of which cannot be determined at this time.

Historically, the Company has not made any significant indemnification payments under such agree-
ments and does not expect to in the future; accordingly no amount has been accrued in the accompanying
consolidated financial statements with respect to these indemnification guarantees. The Company continues to
monitor the conditions that are subject to guarantees and indemnifications to identify whether it is probable
that a loss has occurred, and would recognize any such losses under any guarantees or indemnifications if and
when those losses become probable and estimable. See Item (c¢) following.

(ii)  Letters of Credit

In connection with the Company’s insurance program, letters of credit are required to support certain
projected workers’ compensation obligations. At December 31, 2005, letters of credit in the amount of
$9.2 million ($4.9 million in 2004) were outstanding and the Company maintained compensating deposits
with the issuer of $8.0 million ($4.9 million in 2004).

(iii)  Other

The Company licenses some of the content it publishes for use by third parties. In doing so, the Company
warrants that it is entitled to license that content and indemnifies the licensee against claims against improper
use. The number or potential magnitude of such claims cannot be reasonably estimated. Historically, claims of
this nature have not been significant.
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(¢) Canadian Ownership Matters

The Company has indemnified the buyer of the Canadian Newspaper Operations against any losses
related to the following or similar Canadian ownership issues as discussed below.

Under the Canadian Income Tax Act (“ITA”), there are limits on the deductibility by advertisers of the
cost of advertising in newspapers that are not considered Canadian-owned under the ITA. The status of
certain of the newspapers within the Canadian Newspaper Operations as Canadian-owned was affected by
Black’s renunciation of his Canadian citizenship in June 2001. Although the Company believes that it had a
structure in place that meets the ITA Canadian ownership rules for at least a portion of the period since June
2001, that structure may be challenged by the Canadian income tax authorities. Should any challenge be
successful, advertisers in Canada might seek compensation for any advertising costs disallowed as a deduction.
The amount of exposure, if any, cannot presently be determined. Additionally, one or more of the entities
within the Canadian Newspaper Operations has received funding under a Canadian governmental program
that is intended to benefit entities that are Canadian owned or controlled. It is possible that the Canadian
government could seek the return of these funds as a result of Black’s renunciation of his Canadian
citizenship. The total amount received under such grants from January 1, 2001 through December 31, 2005
was approximately Cdn.$3.9 million.

On October 27, 2005, a claim was filed in the Court of Queens Bench of Alberta by the operator of a
weekly magazine in Edmonton, Alberta, Canada against the Company, certain of its subsidiaries, the Minister
of National Revenue for Canada, and others. The plaintiff alleges that one title within the Canadian
Newspaper Operations made certain misrepresentations to customers regarding the title’s ownership, resulting
in damage to the plaintiff. This action is in a preliminary stage, and it is not yet possible to determine its
ultimate outcome.

(22) Related-party Transactions

The following is a description of certain relationships and related-party transactions for the three years
ended December 31, 2005. Most of the findings of the Special Committee set forth in the Report are the
subject of ongoing litigation and are being disputed by the former executive officers and certain of the former
directors of the Company who are the subject of the Report.

(a) On November 15, 2003, the Special Committee and the Audit Committee disclosed to the Board of
Directors the preliminary results of their investigations. The Committees determined that a total of
$32.2 million in payments characterized as “non-competition” payments were made by the Company without
appropriate authorization by either the Audit Committee or the full Board of Directors. According to the
Report, of the total unauthorized payments, approximately $16.6 million was paid to Hollinger Inc. in 1999
and 2000, approximately $7.2 million was paid to each of Black and Radler in 2000 and 2001, and $0.6 million
was paid to each of Boultbee and Atkinson in 2000 and 2001. As a consequence of these findings, the Special
Committee then entered into discussions with Black that culminated in the Company and Black signing the
Restructuring Agreement. The Restructuring Agreement provides for, among other things, restitution by
Hollinger Inc., Black, Radler, Boultbee and Atkinson to the Company of the full amount of the unauthorized
payments, plus interest.

As of December 31, 2003, the Company had received $0.8 million from Radler and $0.4 million from
Atkinson in accordance with the Restructuring Agreement. In 2004, the Company received $32.1 million, plus
interest of $8.2 million, from Hollinger Inc., Black, Radler and Atkinson. During the year ended Decem-
ber 31, 2003, approximately $31.5 million was recorded as “Other income (expense), net” and approximately
$7.1 million was recorded as “Interest and dividend income.” During the year ended December 31, 2004, the
Company recorded approximately $1.7 million in “Other income (expense), net,” which was received from a
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settlement with Atkinson and approximately $1.1 million as “Interest and dividend income” related to the
amounts due at December 31, 2003.

(b) The Company was party to management services agreements with Ravelston, pursuant to which
Ravelston provided advisory, consultative, procurement and administrative services to the Company. These
services agreements were assigned on July 5, 2002 to RMI. The Company and its subsidiaries expensed fees
from Ravelston and RMI (including amounts reflected in discontinued operations), totaling $nil, $0.5 million
and $23.9 million for 2005, 2004 and 2003, respectively, pursuant to these agreements. Moffat and Black-
Amiel had separate services agreements with the Company. The Company expensed $2.1 million in 2003 in
fees under these agreements (including amounts reflected in discontinued operations). The Restructuring
Agreement provided for the termination of these agreements in accordance with their terms, effective June 1,
2004, and the negotiation of the management fee payable thereunder for the period from January 1, 2004 until
June 1, 2004. In November 2003, in accordance with the terms of the Restructuring Agreement, the Company
notified RMI, Moffat and Black-Amiel of the termination of the services agreements effective June 1, 2004
and subsequently proposed, and recorded a charge for, a reduced aggregate management fee of $100,000 per
month for the period from January 1, 2004 through June 1, 2004. RMI did not accept the Company’s offer
and demanded a management fee of approximately $2.0 million per month, which the Company did not
accept. RMI seeks damages from the Company for alleged breaches of the services agreements in legal
actions pending before the courts. See Note 21 “— Hollinger International Inc. v. Ravelston, RMI and
Hollinger Inc.”

Amounts due to related parties amounted to $8.0 million and $8.2 million at December 31, 2005 and
2004, respectively, largely representing amounts payable in respect of management fees which are no longer
being accrued (since June 2004).

(¢) On March 10, 2003, the Company repurchased for cancellation, from a wholly owned subsidiary of
Hollinger Inc., 2,000,000 shares of the Company’s Class A Common Stock at $8.25 per share for a total of
$16.5 million. The Company also redeemed, from the same subsidiary of Hollinger Inc., pursuant to a
redemption request, all of the 93,206 outstanding shares of Series E Redeemable Convertible Preferred Stock
of the Company at the fixed redemption price of Cdn.$146.63 per share or approximately $9.3 million.

(d) On January 1, 2003, Canadian Classified Network (“CCN”) was sold to Horizon Operations
(Canada) Ltd. (“HOCL”), for cash consideration of approximately Cdn.$0.2 million. HOCL is controlled by
Black and Radler. CCN places classified advertising in newspapers participating in a joint advertising group
managed by CCN. Until disposed of, CCN was a division of HCPH Co. During the year ended December 31,
2003, the Company earned management fees of approximately Cdn.$0.1 million from CCN under a profit
sharing arrangement whereby Hollinger L.P. is entitled to 50% of the profits of CCN. In addition, the
Company received approximately Cdn.$0.1 million with respect to advertising related activities with CCN.
This transaction was not approved by the Company’s independent directors.

(e) On July 11, 2000, the Company loaned $36.8 million to a subsidiary of Hollinger Inc. to fund the
cash purchase by Hollinger Inc. of HCPH Special Shares. The loan was originally payable on demand but on
March 10, 2003, the due date for repayment was extended to no earlier than March 1, 2011. It has been
classified as “Loan to affiliate” (a long-term asset) on the Consolidated Balance Sheet. Effective January 1,
2002, the interest rate was changed from 13.0% per annum to LIBOR plus 3.0% per annum, without review by
or approval of the Company’s independent directors. As of December 31, 2002, the balance, including accrued
interest at the new unapproved rate, was $45.8 million. Payments for the above mentioned repurchase and
redemption (Note 22(c)) were applied against this debt due from the Hollinger Inc. subsidiary resulting in a
calculation of net outstanding debt due to the Company of approximately $20.4 million as of March 10, 2003,
the date of the repayment. At December 31, 2005, approximately $29.3 million of debt (including interest)
remains outstanding, based on the promissory note the Hollinger Inc. subsidiary was required to sign on
March 10, 2003, for the outstanding balance as then calculated, and based on the lower of two potentially
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applicable interest rates, as described below. The debt, since the date of the partial repayment, bears interest
at 14.25% or, if paid in additional notes, 16.5% and is subordinated to the Hollinger Inc. Senior Secured Notes
(so long as the Senior Secured Notes are outstanding), guaranteed by Ravelston, the controlling stockholder
of Hollinger Inc., and secured by certain assets of Ravelston. Following the receipt of an independent fairness
opinion and a review of all aspects of the transaction relating to the changes in the debt arrangements with
Hollinger Inc., including the subordination of this remaining debt, by a committee of the Board of Directors of
the Company, composed entirely of independent directors, the committee approved the new debt
arrangements.

The Company previously reported that the committee of independent directors referred to above had
agreed to a partial offset to the $20.4 million debt against amounts owed by the Company to RMI, a subsidiary
of Ravelston, and further stated that the offset was effected April 30, 2003. The amounts contemplated in the
partial offset are further described in Note 22(f). Although the former management of the Company
maintained that it believed final approval had been given to the offset by the committee of independent
directors, according to the Report, the committee had not given such approval. The committee of independent
directors later agreed to approve the requested partial offset on certain terms and conditions, but these terms
and conditions were not acceptable to Hollinger Inc. and Ravelston, and the offset was not completed.

Neither the Hollinger Inc. subsidiary nor Ravelston has complied with the terms of the new debt
arrangements. Under the terms of the promissory note, the Hollinger Inc. subsidiary is permitted to make
interest payments with additional notes if interest payments to the Company are prohibited under the
indenture governing Hollinger Inc.’s 117/ Senior Secured Notes. The Hollinger Inc. subsidiary made only
partial cash interest payments on the note until August 2003, when it discontinued payments altogether. At
this time, the Company cannot ascertain which interest rate is the appropriate one to apply to the debt.
Although as set forth in the Report, the Special Committee believes interest should be accrued at the higher
rate, to be conservative, the Company has accrued interest at the lower rate. At December 31, 2005, the
Company calculates that based on the amount in the promissory note Hollinger Inc.’s subsidiary was required
to sign and using the lower interest rate, unpaid interest amounts to $8.9 million. Ravelston was required to
fund a cash collateral account to secure the Hollinger Inc. subsidiary’s repayment obligation. Ravelston has
funded approximately $0.1 million to this cash collateral account as of December 31, 2005. The Hollinger Inc.
subsidiary’s debt is guaranteed by Ravelston.

The Company has not yet sought to collect on the Ravelston guarantee or attach the receivables. Instead,
the Company has sued Hollinger Inc. and Ravelston seeking to rescind the loan entirely and have it repaid in
full. The Company claims that Black, Radler, Boultbee and Hollinger Inc. and its subsidiary made material
misrepresentations to the Audit Committee in order to obtain its approval for the loan in July 2000 and,
therefore, the Company is entitled to rescind the loan. The Company seeks repayment of the entire loan
balance, properly calculated without regard to the unauthorized interest rate reduction. (See Note 21(a)).

(f) On July 3, 2002, NP Holdings, a subsidiary of the Company, was sold to RMI for $3.8 million
(Cdn.$5.8 million). The Company, through the Special Committee, has sued RMI and others for breach of
fiduciary duty and fraud in connection with the transaction (See Note 21(a)). Before the sale, NP Holdings
had no significant assets or liabilities other than unutilized tax loss carryforwards. Prior management asserted
that NP Holdings potentially had an obligation from a letter agreement executed by Hollinger Inc. purporting
to obligate the Company to pay The National Post Company Cdn.$22.5 million in connection with the sale to
CanWest of The National Post Company, which owned the Company’s remaining 50% interest in the
National Post newspaper. Immediately prior to the sale, prior management caused the Company to contribute
Cdn.$22.5 million as equity to NP Holdings and then borrow that amount from NP Holdings by way of a
demand promissory note bearing interest at the three month bankers acceptance rate plus 4%. The note is
payable by the Company’s subsidiary, HCPH Co., and was originally in favor of NP Holdings but was later
assigned to RMI. Notwithstanding these transactions and absent consent from CanWest or the National Post
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Company to the assumption of the obligation by any party other than the Company, the Company was
required to pay Cdn.$22.5 million plus interest on November 30, 2004 to satisfy a judgment obtained against
the Company by the National Post Company for that amount. (See Note 21(a)). RMI brought a third party
claim in the action commenced by CanWest and the National Post Company in the Ontario Superior Court of
Justice (action number 03-CV-260727CMA1) against HCPH Co., a subsidiary of the Company, for
indemnification from HCPH Co. in the event CanWest and The National Post Company were successful in
their motion for partial summary judgment as against RMI in the main action (action number
03-CV-260727CM). CanWest’s motion against RMI was unsuccessful and CanWest’s claim against RMI
was dismissed on consent of the parties. RMI’s third party action against HCPH Co. remains outstanding. The
Company is seeking a discontinuance of the third party claim and an acknowledgment and release from RMI
that HCPH Co. and the Company are not liable on the note. In addition, since the sale, the Company has
learned that NP Holdings had greater loss carryforwards than the parties believed at the time of the sale.
Therefore, the Company has requested that RMI pay a higher price in recognition of the greater value of
NP Holdings, but the Company does not have a contractual right to receive any such additional amount.

(g) The Company has recorded $23.4 million, $18.0 million and $1.6 million of expenses on behalf of
current and former executive officers and directors of the Company during the years ended December 31,
2005, 2004 and 2003, respectively. The majority of these expenses relate to payments of fees for legal counsel
representing former executive officers and directors of the Company in their dealings with the Special
Committee, while conducting its investigations or with respect to litigation as described in Note 21(a).
Payments of such fees were made pursuant to indemnification provisions of the Company’s Certificate of
Incorporation and the Company’s by-laws.

(h) The Company billed Hollinger Inc. $nil, $nil and $1.2 million for the years ended December 31,
2005, 2004 and 2003, respectively, for use of its aircraft and applied the income against operating expenses.

(i) The Company owns an investment company, Hollinger Digital. Certain former directors and officers
of the Company are former directors and officers of Hollinger Digital, including Perle. Perle, who is a former
member of the Board of Directors, initiated the formation of Hollinger Digital with Black. Hollinger Digital
was ostensibly created to make investments in new media companies on the Company’s behalf. Perle received
a salary of approximately $0.1 million in 2003.

(j) Included in “Other assets” at December 31, 2005 and 2004, is $3.4 million, owing to the Company
from Bradford. Bradford is controlled by Black and Radler. Bradford granted a non-interest bearing note
receivable to the Company in connection with a “non-competition” agreement entered into on the sale of
certain operations to Bradford during 2000. This note is non-interest bearing, and accordingly, the Company
established the amount receivable at the net present value at the time of the agreement. The remaining
balance represents that net present value less any payments received. The note receivable is unsecured and due
over the period to 2010, and subordinated to Bradford’s lenders although, under an acceleration clause, it may
be due immediately due to default.

(k) Included in “Other assets” at December 31, 2005 and 2004, is $4.7 million owed by Horizon. Such
amounts represent the balance outstanding, on a loan receivable granted by the Company in connection with
the sale of certain operations to Horizon during 1999. The loan receivable is unsecured, bears interest at the
lower of LIBOR plus 2% and 8% per annum and matures in 2007. At December 31, 2005 and 2004,
respectively, $0.2 million and $0.1 million of interest due on this loan is included in “Accounts receivable.”

(1) The Company recorded management fees payable to Horizon of approximately $0.1 million in 2003
in connection with certain administrative services provided by Horizon.

(m) In 2003, the Company made an investment of $2.5 million in Trireme Associates LLC (“Trireme
LLC”) which is the general partner of Trireme Partners LP (“Trireme LP”), a venture capital fund. Trireme
LLC, as general partner of Trireme LP, receives 20% of the profits of Trireme LP (“the Distribution™) after
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repayment of invested capital. The remaining 80% of the profits of Trireme LP will be distributed to Trireme
LLC and the limited partners of Trireme LP based upon their invested capital. Perle, a former director of the
Company, has an equity interest in Trireme LLC. In addition, Trireme Management LLC is the designated
manager of Trireme LP. As Manager, Trireme Management LLC receives a management fee from Trireme
LP. Perle is a member of management of Trireme Management LLC. Black and a former director of the
Company, Dr. Henry A. Kissinger, are former members of the Strategic Advisory Board of Trireme LP.

(n) In June 2001, the Company, through a non-profit organization of which it was a member, purchased
the publication The National Interest, for approximately $0.1 million. The publication includes Black, and
former members of the Company’s Board of Directors, Henry A. Kissinger and Perle, as its advisors. In 2003,
the Company contributed $0.1 million to the non-profit organization which owned The National Interest. In
October 2004, the Company, with a final contribution of approximately $0.1 million, withdrew as a member of
the non-profit organization which owned The National Interest.

(o) The Company had an informal agreement with Hollinger Inc. whereby Hollinger Inc. would pay the
costs of computer equipment and related products and services at Hollinger Inc.’s corporate offices in Toronto,
Canada in 2002 and the Company would pay the costs in 2003. The Company and Hollinger Inc. were to
reconcile the spending and share the combined costs equally. Based upon the evaluation of the combined costs
under this arrangement, the Company is owed approximately Cdn.$0.2 million by Hollinger Inc. Hollinger
Inc. has not yet paid its share of the costs incurred and continues to retain possession of the computer and
related equipment acquired by the Company.

(p) The Company entered into a consulting agreement with Atkinson under the terms of which
Atkinson was engaged to assist the CEO of the Company with respect to the Company’s ongoing relationship
with CanWest and to perform such other functions and tasks as assigned by the CEO of the Company from
time to time. During the term of the agreement, the Company agreed to pay Atkinson $30,000 per month for
services rendered through February 28, 2005 and permit continued vesting during the term of the agreement of
any unvested stock options previously granted to Atkinson by the Company that would have vested during
such term but for Atkinson’s resignation from the Company on April 27, 2004. The Company also agreed to
provide Atkinson with suitable office space and appropriate secretarial and administrative assistance at the
Company’s expense and to reimburse him for reasonable travel and other expenses approved in advance by the
Company during the term of the agreement.

On February 23, 2005, the Company entered into a second consulting agreement with Atkinson effective
from March 1, 2005 to September 30, 2005. The Company agreed to pay Atkinson an hourly rate of
Cdn.$350.00 and reimburse him for reasonable travel and other expenses approved in advance by the
Company. During the duration of this contract, the Company paid Atkinson $18,365.

(q) During the year ended December 31, 2005, the Company paid $1.2 million in estimated tax
payments on behalf of Atkinson. The funds were applied against the amounts held under the escrow
agreement as described in Note 21(a) “Overview of Investigation of Certain Related Party Transactions.”
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(23) Quarterly Financial Data (Unaudited)

Quarterly financial data for the years ended December 31, 2005 and 2004 is as follows:

2005
First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share data)
Total operating revenue . ..................... $109,383  $117,718  $113,590 $117,198
Operating income (loss) ..................... $(15,839) $ (4,165) $ (7,830) $ 17,516
Earnings (loss) from continuing operations . . ... $(20,543) $(20,247) $(10,652) $ 5,508
Net earnings (1osS) ............coviiinoo... $(18,509) $(15,542) $ (9,124) $ 31,206
Earnings (loss) per basic and diluted share from
continuing operations(1) ................... $ (023) $ (022) $ (0.12) $ 0.06
Net earnings (loss) per basic and diluted
share(1) .......... ... .. ... ... . .. $ (020) $ (0.17) $ (0.10) $ 034
2004
First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share data)
Total operating revenue . ..................... $108,771  $120,975 $116,009 $118,684
Operating income (loss) ..................... $(28,607) $ (5,868) $(18,302) $ 30,766
Loss from continuing operations. .............. $(37,143) $(24,024) $(39,750) $(54,643)
Net earnings (1osS) ............covviinnoi... $(26,701) $(18,587) $334,938  $(54,982)
Loss per share from continuing operations(1) ... $ (042) $ (0.27) $ (0.44) $ (0.60)
Net earnings (loss) per basic share(1) ......... $ (030) $ (021) $ 369 $ (0.61)
Net earnings (loss) per diluted share .......... $ (030) $ (021) $ 363 $ (0.61)

(1) Earnings (loss) per share is computed independently for each of the quarters presented. Therefore, the
sum of the quarterly earnings (loss) per share does not necessarily equal the total for the year.

(24) Subsequent Events

(a) In January 2006, the Company announced a reorganization of its Sun-Times News Group. The
reorganization is designed to centralize responsibilities across the organization along functional activities as
opposed to local, geographical boundaries. The Company expects the reorganization to reduce staffing levels
by approximately 10%, largely through a voluntary separation program. The amount of any resulting
restructuring charge will be dependent on the nature and mix of employees leaving through the buyout versus
through involuntary separation and can not be estimated at this time.

(b) On February 6, 2006, the Company completed the sale of substantially all of its remaining Canadian
operating assets, consisting of, among other things, approximately 87% of the outstanding Units of Hollinger
L.P. and all of the shares of Hollinger Canadian Newspapers GP Inc., Eco Log Environmental Risk
Information Services Ltd. and KCN Capital News Company, for an aggregate sale price of $106.1 million.
See Note 2.

(¢c) On March 15, 2006, the Company announced that its Board of Directors had authorized the
repurchase of up to an aggregate value of $50.0 million of the Company’s Common Stock in the open market
and privately negotiated transactions.
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