
JUSTIFYIrVG CAPITAL 
NICE IS OUT, PERFORMANCE METRICS ARE IN AS 
AND NEW COMPETlTORS CLOUD THE EQUIPMEN 

Not long afier he took over as president of Seattle's Pionem- N w a p e r s  
1 

Inc., David R Lord realized that the way capital projects were approved 

didn't rnake sense. 

"There had always been a perceftion of 'Gee whiz, we get new equipment 

because it 's nice to get it, ' " says Lord, who heads the family-owned publishing 

business with newspapers in Pacijic Northwest cities including Klamath Falls, Y 
Ore., Pocatello, Idaho, and Boxeman, Mont. 

Norvarlays, evcly expenditure over $5,000 must beJusrified 
on a special cafiiq investment form stibmitted to the ho~ne 
oftice by Noc I of each ye;u If a new piece of equipment is 

ROI REMAINS KING 
(:apilal projccls gene~'al ly  

requested, the wrksheet provides space for listing the salvage co~ne  in two tlavors. 
xnlue of the old ilrm, the increased revenue genemted by the "You can't Figorc 
new equipment o\:cr its usefi~l lifk (with docnmen~ttion), and ROI on a leakirig 
d ~ e  labor caw savings. The I-esult is a tigure that wanslates to l u t ~ f ; "  say Loll. 
the toGd 1.eu1m on investment, or ROI. "With sonie 

*Nor\) we say il'yo~t ~va t~ t  a new stilcher rrinnner, do  the ROI," projects; ),ou 
Lord says. "And if yo11 say it's going to save you $10,000 a year 
in kthor, drat savings better s h ~ ~ ~ v  up in ponr opelaring I~udget. 
People say they'll save X-amount, hut when you look at 
the operating hndget, pott say, 'Well; xv1vhe1-e is it? You have 
to hold tlirm accountable.'' 

\4'lhen it comes tojustiQil~g capilill spending, ncwspa- 
per esecutives across the country agree will, 
Lorcl, From smaller-market pttMishers like 
Bliss (:ommunications' Skip Bliss, who 
admits "rve've gotten a little moi-e I-egimented 
than we trsed to he," to lai-ge gruups like Ge~inctt Co. 
of hlcLean, Vd., where Vice Presiclent of P~.oductiort Mark S. 
R.likolajcz).k says "ROI is the oltinliut:." "nice" has become just 
another Sour-letter rr.nrd. 

"I'\.e not espeiienced anyoncfustifying pn~grams on any 
thing other than the bottom line," says coconsulwnt Steven L. 
Derman of The .<tistin Company of' Clcveland. "E\:eryone 
today is cost-dliven." 
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PROJECTS 
9 CHALLENGING BUSINESS CLIMATE 
4PPROVAL PROCESS. 

don't have a d~oice." TII? tern1 
often applied to those is "cost 
avoidance," \vlie~-e thel-e is no 
true R01. I~lstcad, d ~ e  need III 

stay in bushiess is usirally,justifica-i- 
tion eno~igt~. 

T l ~ e  vast majority of p r~~jec t s ,  
though, are expected to shnw a 
return. The requi~-ernen~< rol- tlie pre- 
cise amount of return-and thr 
Ie~igh of time it ukes to trickle in- 
vaiy dl-cunnticallv, det~endincr on :ui . ' 
o~pnilation's specific needs and rill- 

1111-e. "It dmmds on 11o~\.a 
company is driven," 

says Dcrnian. 
"Ol~viously, 
some have 

~I"'ceSS 

mrnt  in 
~ n i n r l i o s t  I' 

reduction, qnality capabilities. Son~c arc 
driven by replacemr:nt of cq~iipnient." 

Still, says Vienna, \fa.. industry coil- 
s~lltant Chuck Blevins, a former Gan- 
ne t t  PI-oduction executive, one  
coinnlon denominator exis&. "It has to 
cover its o1\-11 cost." \171ile at Gannett, 
lie says, it was agreed that the ROI had 
to be Inure than a return on tlie sanlc 
money drawing intel-est in a bank 
account. Also, you harl to get yorir 
rn~~nep  hick in half' the dcpreciablc lifr 
of the item. "The bigger you are, the 
mor? standardized it is," says Blevins, 
~ v l ~ o  no\v co11s111ts wit11 11c~t~sp~13ers 011 

11ieir capital planning. 

'SMALL PAPERS, 
BIG I tJEL 

In snr;u~rr marI<ers such as Janesvillc, 
M'is., it's 1101 always t11at easy. "The trou- 
blc is all revenue ideas are samewhat 
specul;iti\~<:," says Sidney 1-1. "Skip" Bliss, 

Bliss Commu~nications. Owned 11y the 
Bliss fhmily for tlie past 100 years, tile 
conlpan)' operates newspapers and 
radio stations in M'isconsin, Illi~iois and 
the Upl~er Pe~~insula of blichigzn. 

"In smaller papers, it begins to get 
fairly difficult lo track how inuch re!)- 
enue came as a direct res~~l t ,  of'nerv 
eqt~ipment," he says. "\tle t~). llarcl to 
find ways we call use equipmtvt to get 
cost r e t ~ ~ r n s  o r  adclitional revenue, 
and to identify what they are." 

For tha last several years, tile capital 
lxnjecu process ;it Bliss has hegun nu. 
lie]- all11 rarlien in July, the a~n~pany ' s  
corlmrate systems director sends a 
packet 01' infol-mation u1 managers 
and [~t~l)lishers. In Octohes approved 
projccts are subiiiittcd to the board of 
directors. 

In between, Bliss and a select corn- 
mittee i-eview each application, consist- 
ing of data entered in various co lu~ r~~ l s  

o n  a spreadsheet. 
I;residcnt and &ief executive ohccr  of One of the co lnm~~s  

has tt) do wit11 ROI. 
"That  colnmn,  for 

~llaiiy years. tended to be sort 
~f skirted," says Bliss. Now, "we 
look a liltle liarde~;" includiog 

fare-to-filrr meetings wit11 
managers I-cquesting 

"C17hat we look 

that makes 
a commit- 

anb" Bliss sa)?r. 'Tle). air 
dam on paper sa>ing, 'I a,qee we 

sliotdd produce mor-c,' ol: 'Here's ~vlhnt 
~ve'll do when ~t tlw qt~ip~nenl. '  Once 

!$2cs gel them to iilake the c~rnulim~ent, \re 
u ~ s t  our people." 

lu larger cor-po~;~lions such as Gal- 
neu, the process is sinlilal: even the 



face-to-face sit-downs wit11 
publishers. 

"In ou r  coml~any,  
ROI is generally under- 
stood pretty well," says 
Mikolajczyk. "T4"e have set 
pracedures-So~ms folle have to fill out 
to apply for a capital project. We require 
them to take a hard look at ROI, tojustify 
it, 1~11ether i t  be revenue incl-eases or In terms of revenue returns, 
labor savings. You show \+,here you are the standard rrde at Gannett is 15 per- 

cent, according to Miliolaic~yk. "The oully achievine the ravines." u ., " .  
P~tblishers rate each of their projcct things rve look tightly pn are PI-4ects that 

requests on a one-to-five scale. "One have no ROI. Things like second-genera- 
lnealrs you l~cecl it to stay in business," tion editorial system replacements-01- 
says Mikolajczyk. "Five incans you eve11 third-generation." 
~vouldn't do it if thr money were free." Such systems, with ever-changing 

"1 YOUR HOMEWORK 
Where do you start t o  convince your company t o  bu 
ment? Industry officiakkg &s$amu!ts: , . -.. Lea5 . -.- - 
do your homework. . - - .:+ . 

Rules: 

ixpensive eq 
]any's rules, 

What is  the deadline for proposing a capital expenditure? 
9 Are there forms to  fill out? 
* I s  a return on investment required within a specific time period? (Some compa 

s require a ful l  return within seven years for new equipment, 40 years for nev 
Ldings.) - 1s a specific rate of return required? (Some companies expect 15 percent.) 

* I s  there a depreciation hurdle? (Some companies expect the return on thei 
investment to  come back within, say, half the time it takes for fu l l  deprefi=S". 
on the item.) 

Homework: 
Prepare to  assess the need i n  concrete terms. ("It costs us X to do it this way 
but Y if we bought or repaired equipment." Or "If we don't do X, we won't bc 
able to  compete or stay i n  business because of Y costs.") 
Would it be cheaper to repair an old piece of equipment than buy a nev 
Prepare to  back up your answer with data. 
Talk to  key people i n  accounting to learn the kinds of information that makes o 
breaks a project i n  your company. Ask to  review forms for projects that wert 

ded i n  the past. What made them attractive? 
i much has your company spent annually on capital projects i n  past ye 

it a set amount each year, or is  it flexible? (That's important to know becausc 
you may be competing for the same pool of money as other proposed project! 
i n  the company. Be realistic about what your company can do.) 
Create a realistic time frame for researching costs savings, revenue potential 01 

cost avoidance issues. Give yourself at least three months for projects 
$500,000, and up to a year or more for those over $1 million. - Prepare to document everything. You need to prove your case with hard 
figures. not soft estimates. 
w %,our project w i l l  show a labor savings, prepare to  show an operating L-_,- 

: reflects those savings. 
~ u i t  others i n  the company who understand the process to  act as advisers. 

Learn what other newspapers are doing i n  similar situations. 
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teclrnology, arc olicn written off as 
the cost of doing business. "The thing is, 
there's ahvays something you can filld in 
a non-positive ROI," says Mikolajczyk. 
'You always look for potential energy 
savings o r  internal building workflow 
improvement, or  illterllal safety isslres 
that generally don't tl-ue-cash ROI, 
but contribute to fi~ture cost avoidance." 

One thing to look for in cost-avoidance 
projects are ongoing 11-ends, says Gerry 
Riley, vice president of production at The 
Journal New in White Plains, N.Y. For 
excunp1e, in deciding whether to spend 
$200,000 to rebuild a 30-yea~old irrscrtel- 
or  boy a new one, examine insert Vol- 
tunes over the past severdl )u rs .  

"Let's say they've i~~creased 5 percent 
a year," says Riley. "You then figure in 
the exu-a labor and hours. In terms of 
cost avoidance, you might think of get- 
ting a larger inserter with 30 heads." 

With 32 years in the business, Riley 
firmly believes that the key to any capi- 
tal project i s  the preparation that goes 
inio it. "Without the proper prep work, 
you can't ft~lly understand ;I projcct 01- 

du a goodjob ofJ~stifying it. Gel-tainly 
there's more of an arvarencss of that 
today than there has ever been." 

Before the pagination revol~~tion, Ire 
says, the justificatiol~ for new equip- 
ment rvas usually reduced hours. But 
today, "we have reduced expcrlses as lal- 

as we can go without adding equip- 
ment. SI, revcnuc generation is what we 
Sbcus on t h roug l~o~~ t "  

Bnt t h r o u g l i o ~ ~ t  whal? The  entire 
plant, or  just the  operations depart- 
ment? Sollletillres an expensive discon- 
nect CI-ops up  hetwren the  top and 
bottom iloors. 

"Nervspapers arc noxu becoming more 
sopl~isticated in c a l c ~ ~ l a t i ~ l g  ROI-to 
the extent that it's sometitues incorn- 
prel~ensiblc," says Blevins. "There is 



often a gap between tlie 
need and the accounting 
department. Take the peo- 
ple in the li~ailroom who hrr\l one 

nology. One is to be able to produce 
lliglier quality. fuicl one is to be more 

efficient. That means there is 
some cost retul-n attached. 

know that  the  old tying 
machine is drivine them 

u 

crazy and making life misel-- 
able every niglit. They don't 
know how to justify a new 
one." 

It's not just the mailroom. 
"Fewer and fewer production 
people are ti-aveling now," he 
says. "They are becoming less 
and less aware of rvlx~t's on the 
market.  You have more top- 
dorvn directed stuff. The middle 
people aren't  going to know what's 

Sollie new systems elimillate a 
certain amount of people get- 
ting 1111 and going back and 
for th  f rom the classified 
office to the  accoulit ing 
office. Tliose people can 
spend more time actively 
selling. That ought to pro- 
duce revenue." 

QUALIN AS 
. . 
going on. ~11eymigKt not know the 
value of an iterii. They might not quality given equal weight 
know in M'ichita that the project will in calci~latil ig ROI? Is 
increase revenue. That's becoming 1. quality some th i~ ig  you 
more and more of a problem." 

Sometimes the problerir surfaces 
with an amusing wl-inklc. Blcvins 
recalls a plant Gannett purchased 
several years back, where the CAI-- 

petilig was threadbare and full of 
lloles. Photographs were sent to 
the  accoul l t i~ig department ,  
which rejected the new carpet- 
ing request. M'hy? The  staff 
photograplier rvho'd shot the 
old caq~eting had done snch a 
nice job that it looked like a 
wo1.l~ of art. 

"I tlii~lk there's stiH rducat- 
ilig to bc done," says Drnnan. "Fhlor- 
level people are minimally involved in 
oppoi . t~~~~it ies  ful- assessment vf capibil- age is intentional. Often, say the experts, 
ities, features and functions. a lack of corporate foresight can lirilit 

"In terlns of nndcrstanding the cost what hands-on employees can do to 
model, the met]-ics tliat they focus on if make the business bctte~; pal-ticulal-ly as 
it's a new pr-ess, for example, would be the lnarket conti~~nes to change. 
waste, prodnctivity and things of that "It's short-sighted to replace equip- 
nature. I 'm not sure ROI is r a l l y  in ment with things that rvill duplicate the 
their fordiont." cur ren t  equipment  and  have a life 

"The closer you get to tlie rvol-k, the expectancy of 25 to 30 yrars," says Der- 
less encuni11e1-cd thcy are with knowl- man. "If you're not looking f i t -  eno~lgh 
edge," Blcvins adds. "Some colnl~anies out, then by tlie time the decision is 
do an excellentjob at keeping their linr made to buy, and the time you get the 
people  invol\.ed. That's excelleiit, use nf the new equipment, two-and-a- 
becal~se it gets them thinking the samr halT years might have elapsed. Quite a 
way as the boss." bit ct~llld occur in the market unless 

Ultimately, ire says, ncrvspapers need somcbody lias a steady hand." 
to behave more like other busi~iesscs in iLs an exa~ilple, digital cameras havr 
keeping line workers 1111-to-date. "The become so commonplace and so inex- 
biggest difference between a nr!vspaper pensive that Irequests for traditiolial 
and a regular business?" Ulevins asks. In filrn-based cameras a r e  now the  
a traditional manufacturing plant, he ones that dl-alv scrutiny, according to 
argues, everyone knows that he or she Blevins. 
can make or bl-eak the business. Bliss agrees. "There are a variety of 

That doesn't necessarily mean bre;tk- rcaso~ls you would invrsr in new tech- 

call q"aiitify at a l l ?~ l i a t ,  
says Dario D. DiMare, president of 
Framingharn, Mass.-based Dario 
Designs Inc., is one of the most mis- 
understood parts of newspaper pro- 

jectjustification. 
"Hard costs are very easy to quan- 

tify," lie says. "If one machine replaces 
two, divide the capital in half. If one 
machine is faster and you need fewel- 
peaplc, subtract tlie labor costs." 

Soft costs are trickie~ These are the 
itelils found on nlaliy a prqjectjustifica- 
tion form, usually as bulleted points 
without an assigned dollar value. 

"Say they want to buy a new press. 
The b~~l le ted  items say we'll be able to 
get out rnore sections-but tliat doesn't 
get a nickel in ROI. M'e'll get rnore 
colol; but they won't put dollars by it. 
We'll get a tighter fold wit11 a new job 
folder, which inealls a better product 
and fewer misses and quality service," 
DiMare says. "All those things  lever get 
one dollar when justifying it." 

The reason, DiMare says, is tliat tlie 
industly has no method for quantifying 
time, quality, accur-acy, predictability 
and consistency. 

"What are those rvorth?" he asks. "The 
accountant says they're nicc, but worth 
nothing. But quality is absolutely worth 
something." 

How much? 
DiMare offers tlie case of a 300,000- 

circulation daily colisidering four new 
presses. Mkcn it got down to tlle bullcted 
itrrrls that justified the expenditurr, 
DiMare saw things like "fastel;" "a1 h o ~ ~ r  
eal-lier deli~~e~y," and "news deadlines can 
be a half-horn. later," 



"I asked the nublislirr. 'What's that 
hour in earlier de 
dollars?' He didn 
have an ans~ver, d 
So I said let's A 
take the 1-everse. 
Let's keep the 
deadlines ivliere 
they are .  Mrhy 
give it to tliem?" 

Tlie publisher, 
DiMare recalls, 

~~. iviii more neizspa- 
livei-y worth in per clients, accor-d- 
't ing to DiMare. 

More coiiimonl~ 
though, nnzrspa- 
p m  al-e t tcng the 
opposite approach, 

buying neiv presses capable 
of haidling conimercial iaork and niche 
p1-ocoducts. 

"Newspapers arc identifying needs 
and  opportuni t ies  and  cving after 

fillally realized 
tliat without tlie 
extra hour, he 'd  
need only three presses to accomplish 
all otlier goals attached to the project. 
In the end, the t1i1-ee-press operation 
~vas faster than before, generated less 
waste and still ended up saving about 20 
minutes. 

"That llour, give11 no va111e at all, was 
noit8 worth $15 to $20 million," says 
DiMal-e. "It hits yon in the face big 
time. 

"Q~~al i ty  depends on the culture of 
the pape1-," says DiMare. "If you get 
punished  fol- predicting bu t  no t  
c l~ l l l i l l ~  through, you may see cluality 
issues, bu t  you ivon't commit.  Bnt 
soiiieivhere between 'scared to buy 
anything' and 'b~lyitig the Taj Malial' is 
reality, ancl yo11 call usually figure it 
Ollt. 

"These are the tiebl-eakers, the ones 
when it  seems tliat tlle pa-oject isn't 
good enough to Lo  orw ward that you 
can [use quality] to show that it really 
should-if ~ I L I  get dollai-s on the bullet -. . .. 
Lltems].' 

The rise of quality as a justification 
for ROI dates to tlie fotniding of USA 
Today, say irialiy observers. 

"Before that,  quality ivas a tough 
sell," says Blevins. "Al'ter it, people 
f (~und  they nceded special equipment 
lo rnatcli USA Today. Insirad of getting 
a discount proofer, tliey'd say go buy a 
good one so you can really niatcll t l~ar 
p1-"of." 

Tlic dl-ive for better color rep,-oduc- 
tion of pliotugraplis has been a major 
p11s1i behind quality, as newspapel-s try 
to mee t  the raised expectations of 
arl\~ertisrrs and readc1.s. 

"T't1e live in a colol- i ~~~~1-1d  today," says 
Dcnnan. "Tl~c bal- has hern I-aised." 

But quality, Derman says, goes 
bCy0nd thr ahiliq to print good c ~ l c ~ r .  
"11's cnnsistmcy that nexvspapel-s ncerl 
to gct t11ri1- arms ax-r~und-predictable 

ROI INA - 

DEPRESSED ECONOMY 
Speaking of the market, industry 

o11servr1-s offel- differing takes on tlie 
recession's effects on capital spending. 
"In bad times, companies try to con- 
serve cash," says Blevins. "Tlie trust-me 
value, ivliere I tell you I need it and you 
believe me, shrinks. Everybody lias to 
justify up and doivn." 

Derman says lie's seen projects 
deferred and delayed in recent months. 
Holvrver, "ir~lien projects get kicked off 
die list, it causes people to I-etliink their 
tinling," he adds. "I don't brlieve the 
need has gone aivay." 

For example, Lord says a ah-ee-yearuld 
plan calling for a nerv press at one ofthe 
Pioneer papers was deferred fol- 12 
months. "Whm tlie economy went south, 
it made us look at assessnients in a diilcl-- 
ent liglit," he says. That press, hoiveve~; is 
still scheduled for purchase this yea1-. 

"We lia\,en't sloived dolvn, we haven't 
sped up," says Rilcy "The process is the 
same. M'ith tlie economv the wav it is. 
ROI projects become eveti more impor- 
rant. M'r're always looking at ways to 
reduce expenses." 

One  thing that lias changed, Riley 
says, is tlie need for papers to beconie 
more market savvy. "In years past, a lot 
of projects were reactive to ad\lertisn. 
needs and circulation needs," he says. 
"Today, rve have to be proactive, to stay 
on  the lcading rdge and be  ready for 
~i,hatevrr they throw at IIS." 

Actually, tlie market ha thl-oiv~i quite a 
bit at the newspaper industl-y, ~iiost of it 
coming in the So~in olincreascd cornpet- 
itive pressure fi-om nontl-aditional area?. 
"Most nei\zslxipers don't realize the depth 
of services they can oSSer,"says DiMae. "1 
tell tliem if they don't start pel-fol-~iiing 
tlie way business ivants to pcrform, some- 
one else lwl l  do it Sbr them." 

TCI wit, a Canadian coinrnel~cial printer 
called Transcontinental no\<$ 1~1.int.s The 

. . - 
tliem," says Dern~an .  To succrssfully 
compete with the sophisticated corn- 
mercial sector, lie says, neivspapers are 
delving deeper into the finalicial   nod el 
of perfo~iiial~ce metrics, the fancy ner\r 
temi for ROI. 

"They are re-equipping themselves 
and I-econtigu~ing their products," says 
D~I-man. "Neivspapers 211-e looking at not 
only lxnducts but senice capabilities- 
things like contl-act pl-inting, or printing 
!regional editions of Tlie Neiv York 
Times, or distl-ibnting otlier neivspal>e~-s 
likc The M'all Sti-cer.Jouma1. No one is 
burying [Ilis or  11e1-I Iie;~cl in the sand, 
hoping these issnrs irill go aiv;lyS 

DiMare likes to call tlie tl-end toivard 
expanded press use tlie "go big or go 
homr" coiicrpt. 

"Either be real good at it, ol- let some- 
ollr else goor1 at it do it lor you. But my 
message is this: Don't hire '1i.aiisconri- 
nental, do ivliat tltcy'rc doing. They rvill 
teach you the Ira,-cl ivay ilycnl don't.". 
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