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Momentum in lnStore

and Digital

During the first half of 2010 we began

developing and investing in new In-Store

advertising model that gives retailers better

control of shopper experiences Mid-year

marked our launch into the In-Store industry

with over 2000 stores in our network by

year-end We plan to grow our network by

another 1000 stores in 2011

While digital media represents less than

1% of total consumer packaged goods

coupon distribution consumer interest

continues to grow We developed tremendous

momentum in our
Digital

business in 2010

Our Digital portfolio includes e-mail

secure print-at-home coupons display ads

and coupon to card/ID such as frequent

shopper card or mobile phone The greatest

opportunities we see to monetize our digital

efforts in the near future are with secure

print-at-home coupons
and

coupon to card/ID

Secure coupon prints in our RedPlum Network

grew over 300% in 2010 compared to 2009

and eclipsed historical baselines in January

2011 Coupon to card/ID download volume

increased over 1000% in the second half

of 2010 over the first half of the year In the

near future we expect coupon to card/ID to

become increasingly important in the
digital

coupon arena and we are leader in building

this
digital

channel

of
digital coupon offer content across

each others online and mobile networks

This joint effort provides advertisers with

vast distribution channel capable of reaching

127 million frequent shopper cardholders

across the country on weekly basis More

than 8O% of shoppers participate in grocery

and drug frequent shopper programs and

research indicates an overwhelming majority

are interested in receiving savings from the

Internet directly to their frequent shopper

cards or unique ID

Looking Forward

It is an exciting time at Valassis While our

mission to deliver value to consumers

how when and where they want has not

changed the how we go about delivering

this value continues to evolve We continue to

invest and develop our distribution channels

to offer an even more robust blend of print

and
digital

media And more importantly our

market intelligence and unparalleled targeting

capability provide valuable insights and better

media solutions for our clients Our Integrated

Media Optimization IMO targeting tool

rapidly calculates an enormous amount of

data to design the most effective use of

Shared Mail newspapers
and online media

for advertisers These insights and tools

combined with our broad RedPlum portfolio

bring unprecedented value to our clients

Our products are performing better than ever

before providing the best ROI for clients in

Valassis history Getting fair value in return

for the exceptional value we provide is an

integral part of our plan for sustainable

growth in
profits

and shareholder value in

2011 2012 and beyond

Best Regards

Alan Schultz

Chairman President and Chief Executive Officer

In January 2011 we entered into strategic

relationship with AOL to create one of the

largest digital coupon footprints in the United

States which includes over 7500 grocery

stores The agreement enables the sharing

The Year In Numbers
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enhance their shopping experience Today 77% of consumers see Delivering hope to missing children and their families across out

themselves as price conscious ot oromotion sensitiv RedPlum portfolio in the mail the newspaper and online at edplum

corn and vaiassis.cont out signatute Have You Seen Me program has

fundamentally changed the way America seat ches for missing children

--

For more than 25 years vve have been reuniting missing children with

Valassis is in unique position to offer our clients the ability to blend their families in conjunction with the National Center for Missing

newspapei with shared mail and digital distribution for an optimized Exploited Children NCMEC and the U.S Postal Service USPS Of the

media ecommendation Our proprietaly solutions allow matketets more than 2400 childien featured in 0th photo progtam more than

the ability to blend online and offline seamlessly improving the 1300 have been tecoveted thtough this and other efforts
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Our expanding digital media channels inclLlde e-mail the destination

sftcs of edpium.com and save.com as well as our RedPlum Network More Americans now have the opportunity to answer the question

which includes retailers mobile networks and other websites In 2010 Have You Seen Me as out missing child prograti expanded through

we iaunched save corn the latest addition to the RedPium portfolio partnership with Zeta inte active digitai marketing agency The

offering more than 10000 coupon codes in 65 diverse categoties program launched in 2010 essentially creates digital inseit of the

that appeal to todays deal-seeking shopper children featured across our RedPlum portfolio that is c-mailed to

between to million homes on an ongoing basis
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2010 Financials at Glance

Millions of dollars except per share data Years ended December 31

Includes 5301.4 million gain on litigation settlement net of tax and related payments associated with the News America litigatiso settlement proceeds leqeivulent to $5.80 net earnings per common share

diluted and $14.7 million loss en extinguishment of debt net of tao related to our tender offer and
open

market repsrchaseo of $297.8 million aggregate principal am050t of oar 801% Senior Notes doe 2015

leqoivalent to $0.28 net earnings per common share dilutedl See table below

uWe define Adjusted EBITDA as net earnings before interest expense net other non-cash eopenoeo lincomel net income tases loss Igainl on extinguishment of debt depreciation amortization stock-based

compensation eopeose 000-recurring restructuring costs and News America litigation settlement cash proceeds net of related
payments

We define Adluoted Net Earnings Per Common Share Diluted as net

earsings per common share diluted before the effect of News America litigation settlement proceeds net of related payments and loss lguinl on estinguishment of debt Adjusted EBITDA and Adjusted Net

Earsisgs per
Common Share Diluted are non-GAAP financial measures hose limitations as analytical

toots and should not be considered in isolation from or as alternatives to net income EPS cash flow or

other income or cash flow data prepared in accordance with GAAP These financial measures are considered by management to be more comparable measures of Valausis performance versus prior years

For farther discussion of these oon-GAAP financial measures see Valassis fourth quarter and full-year 2010 press release dated February 17 2011 available at www.oalassis.com Reconciliati005 of these

non-GAAP measures are set forth below

RecondUaflon of Adjusted EBTDA to Net Earnngs and

Cash flow from Operafing ActMties dollars in millions

Years ended Dec 31

2010 2009

Net Earnings $385.4 $66.8

income taxes

Interest expense net

Other non-cash expenses income

Depreciation and amortization

Loss gain on extinguishment of debt
___________ ___________

EBITDA

Stock-based compensation expense 32.1

Litigation proceeds net of related payments

Restructuring costs/severance
___________ ___________

Adjusted EBITDA
_________

Interest expense net

Income taxes

Restructuring costs cash

Litigation proceeds net of related

payments

Changes in operating assets and liabilities

Reconciliaflon of Adjusted Net Earnings Per Common Share

Diluted to Net Earnings Per Common Share Diluted

Years ended Dec 31

2010 2009

Net Earnings Per Common Share Diluted $7.42 $1.36

Litigation settlement proceeds net

Loss gain on extinguishment of debt net

Adjusted Net Earnings Per Common Share

Diluted $1.90 $1.23

Cash flows from operating activities $463.3 $197.4

Calculated us debt net of cash sf8460.3 million as December 31.2010 divided by adjusted EBITDA as defined above of $318.0 million for the year ended December31 2010

Total Revenues

Net Earnings

$2333.5

$385.4

Net Earnings Per Common Share Diluted $7.42

Average Shares Outstanding in thousands 51957

Adjusted EBITDAb $318.6

$2244.2 4.0%

$66.8 476.9%

$1.36

49270

$262.7

445.6%

5.5%

21.3%

$2 381.9

$22422d

247.3

64.3

5.7

61.4

23.9

$776.6

5.80

0.28 0.13
44.2

86.5

5.0

67.8

9.4

$250.9

7.1

4.7

$262.7

86.5

44.2

4.7

70.1

4901

$318.6

64.3

247.3

490.1

33.8

Hiutorically we did not provide this adjustment to net earnings per common share diluted however

we are providing it
here to be consistent with the 201 presentation The 39.7% diluted EP5 growth

referred to earlier in this report is calculated without this item as $1.90 in 2010 compared to $1.36

in 2009

Escludes revense for ADVO Inc for the period of January 12007 through March 12007 We acquired ADVO Inc on March 22007
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PART

ITEM BUSINESS

The Company

Valassis is one of the nations leading media and marketing services companies offering unparalleled reach and scale to more than 15000

advertisers Our RedPlumTM media portfolio delivers value on weekly basis to over 100 million shoppers across multi-media platform in-

home in-store and in-motion Through our digital offering including redplum.com and save.com consumers can find compelling national and

local deals online

Our products and services are positioned to help our clients reach their customers through mass-delivered or targeted programs We provide our

clients with blended media solutions including shared mail newspaper in-store and digital delivery We offer the only national shared mail

distribution network in the industry We utilize proprietary patent pending targeting tool that provides our clients with multi-media

recommendations and optimization We are committed to providing innovative marketing solutions to maximize the efficiency and

effectiveness of promotions for our clients and to deliver value to consumers how when and where they want

We currently operate our business in the following reportable segments

Shared Mail Products that have the ability to reach out of 10 U.S households through shared mail distribution Our Shared Mail

programs combine the individual print advertisements of various clients into single shared mail package delivered primarily through

the United States Postal Service USPS
Neighborhood Targeted Products that are targeted to specific newspaper zones or neighborhoods based on geographic and

demographic characteristics

Free-standing Inserts Four-color booklets that contain promotions primarily coupons from multiple advertisers cooperative

which we publish and distribute to approximately 60 million households through newspapers and shared mail as well as customized

FSIs custom co-ops featuring multiple brands of single client

In addition all other lines of business that are not separately reported are captioned as International Digital Media Services which includes

NCH Marketing Services Inc NCH Valassis Canada Inc Promotion Watch direct mail analytics digital and in-store

Shared Mail

We distribute through our wholly-owned subsidiary Valassis Direct Mail Inc shared mail advertising products to approximately 70 million

U.S households primarily on weekly basis largely through the USPS The Shared Mail segment also includes solo mail and other products

and services

We maintain one of the most comprehensive and up-to-date residential address lists in the United States and have total reach of over

130 million U.S households Our client base for this segment consists principally of national and local grocers restaurants drug stores

discount department and home furnishing stores and other retailers

Shared Mail programs combine the individual print advertisements of various clients into single shared mail package delivered mainly

through the USPS Individual clients can select targeting levels by choosing all ZIP code zones specific ZIP code zones or sub-zip code zones

these sub-zip code zones average approximately 3500 households Our advanced targeting capabilities enable clients such as retail chains to

select areas serviced by their stores and at the same time distribute different versions of the targeted advertisements to reach their target

consumers Shared Mail clients share bulk pre-sort mailing rates for single package generating substantial savings relative to an individual

mailing In addition the Shared Mail nationwide network of state-of-the-art distribution facilities provide clients with the ability to reach

consumers within two-day window assuring timely delivery of coupons dated offers and sale-break announcements In 2010 we distributed

approximately 3.6 billion shared mail packages including 36.1 billion shared mail pieces



Our core Shared Mail program is published under our consumer brand name RedPlum The RedPlum Shared Mail Package is four-page
color booklet wrapped around individual print advertisements of various clients This

program reaches approximately 70 million U.S

households on weekly basis Shared Mail can reach an additional 34 million households that extend coverage to markets not already served

by Shared Mails core distribution network Shared Mail handles clients orders directly and manages distribution of their advertising through
its Allied National Network Extension or A.N.N.E partnership of independent shared mail companies Conversely A.N.N.E enables

participating members to offer their clients extended marketplace reach with the shared mail household coverage

Solo mail and other products and services included in this segment consist of list procurement addressing processing and the distribution of

brochures and circulars for individual clients through the USPS We also provide ancillary services to complement our mail programs such as

list rental and provide direct mail advertising solutions for local neighborhood businesses utilizing an envelope format

Distribution costs which include postage transportation and other alternative delivery costs are the largest cost component of the Shared Mail

segment For the year ended December 31 2010 distribution costs represented approximately 54% of total Shared Mail costs

Shared Mail revenues for the year ended December 31 2010 were $1307.2 million or 56.0% of our total revenue The top 10 clients

accounted for approximately 22.7% of Shared Mails revenues for the year ended December 31 2010 and no one client accounted for over

10% of the segment revenues during the same period

Neighborhood Targeted

We believe that our clients use us to place Neighborhood Targeted advertising because of our ability to negotiate favorable media rates our

experience in selecting the best newspapers to meet our clients needs our well-developed production and national network placement

capabilities and our ability to integrate Run of Press ROP programs with our other products and services Media is the major cost

component of the Neighborhood Targeted segment

Newspaper Inserts We provide our clients with print and media placement of traditional free-standing solo insert formats as well as

specialty print promotion products in various customized formats Because these promotions feature only one client the client has the ability to

create completely individualized promotion This allows clients the flexibility to run promotions any day of the week in newspapers and

through shared mail throughout the United States and to efficiently target these promotions We specialize in producing full-service promotions
for wide range of clients allowing orders to be placed on national regional or local basis

Polybag Advertising and Sampling We offer newspaper-delivered or direct-to-door sampling products that give manufacturers the ability to

cover over 60 million households Samples can either be machine-inserted into newspapers Newspac placed in polybag around the

newspaper or pre-sealed in pouch that forms part of the polybag Newspouch In addition Brand BagTM and Brand BagTM offer clients the

opportunity to deliver an impactful advertising message on newspaper polybag without including sample The bags feature the clients

advertising with the option of weather-resistant tear-off coupon

ROP We offer our clients the ability to run their promotional advertising directly on the pages of newspapers by brokering advertising

space We offer the flexibility to run promotional advertising in any number of the available newspapers in our network of over 15000

publications The short lead time associated with this business makes this medium attractive for last-minute marketing decisions by our clients

Neighborhood Targeted products generated revenues of $479.9 millionfor the year ended December 31 2010 or 20.6% of our total revenues

The top 10 clients accounted for approximately 44.6% of Neighborhood Targeted revenues for the year ended December 31 2010 and one

client accounted for 11.2% of Neighborhood Targeted revenues for the same period

Free-standing Inserts FSI
Cooperative FSIs are four-color booklets containing promotions primarily coupons from multiple clients printed by us at our own facilities

and distributed through newspapers and shared mail In 2010 we delivered our traditional cooperative FSIs via newspapers and shared mail to

approximately 60.2 million households on 42 publishing dates We also produce customized FSIs custom co-ops featuring multiple brands of

single client



The majority of cooperative FSI business is conducted under long-term contracts which currently average over two years
in duration Under

these contracts clients typically guarantee us percentage of their cooperative FSI pages at agreed upon pricing covering specified amount of

time The FSI offers product category exclusivity for our clients so that competing products in the same product category will not be printed in

the same FSI book If category is not available on the date requested the client has the option to use our competitors FSI or select another

date from us to include their promotion Due to this environment many clients reserve their space
well in advance of the actual promotion date

At the end of the selling cycle for each cooperative FSI program there is generally space in the booklet that has not been sold This remnant

space
is sold at discounted price primarily to direct response marketers who are placed on waiting list for space that may become available

We select direct response marketers as remnant space clients on the basis of number of factors including price circulation reputation and

credit-worthiness Direct response clients are subject to being bumped in favor of regular price client in need of space at the last minute

Remnant space represents approximately 20% of the total FSI pages we distribute annually and the associated revenues are included in total

cooperative FSI revenues for financial reporting purposes

The cost components of the FSI segment are media distribution paper and manufacturing/transportation costs which represented

approximately 40% 32% and 28% of total FSI segment costs respectively for the year ended December 31 2010

Total FSI segment revenues for the year ended December 31 2010 were $367.6 million or 15.8% of our total revenues The top 10 FSI clients

accounted for approximately 50.8% of FSI segment revenues for the year ended December 31 2010 and one client accounted for

approximately 22.0% of FSI segment revenues for the same period

International Digital Media Services

NCH NCH is provider of coupon clearing promotion information management products and marketing services for retailers and

consumer-packaged goods manufacturers in the United States and Europe and has production facilities in Mexico and Poland Services include

retailer coupon clearing manufacturer redemption and promotion analysis During 2010 approximately 28.0% of NCH revenues were from

Europe In 2010 consumers redeemed 3.3 billion coupons accounting for 3.1% increase over the prior year

Valassis Canada Inc Valassis Canada provides promotional products and services in Canada including FSIs which reach approximately

6.9 million Canadian households

Promotion Watch Inc Promotion Watch offers variety of promotion security and consulting services including the execution of

sweepstakes and contests Promotion Watch helps clients with the entire promotion process from preliminary planning through the writing of

official rules overseeing the printing and placement of winning pieces and conducting background investigations of winners

Direct Mail/Analytics We produce direct-mail programs based on multiple data sources including frequent shopper card data We also

provide proprietary software solutions for clients to manage and analyze frequent shopper data

Digital Our suite of digital products is positioned to extend promotions reach online and activate print media digitally Redplum.com

save.com and our RedPlum Network of affiliate sites allow clients to reach consumers as they increasingly seek value online

In-store Reaching network of over 2000 grocery stores the Valassis RedPlum In-store portfolio consists of brand equity price and

coupon-driven solutions designed to increase brand awareness and influence purchases at shelf

International Digital Media Services generated revenues of $178.8 million for the year ended December 31 2010 or 7.7% of our total

revenues The top 10 clients accounted for approximately 36.3% of International Digital Media Services revenues for the year ended

December 31 2010 and no one client accounted for over 10% of the Segment revenues during the same period



Competition

Shared Mail

Our Shared Mail segment competes for advertising dollars from clients who want the ability to target selected potential consumers on cost-

effective basis and provide superior return on their advertising investment This segments principal direct marketing competitors are other

companies with residential lists and similar cooperative mailing advertising programs These companies have significant presence in many of

our markets and represent direct competition to the RedPlum Shared Mail package in those areas Competition for market share and advertising

dollars from clients comes from other forms of print media such as newspapers magazines and other advertising printers and electronic media

such as radio broadcast the Internet and other communication media The extent and nature of such competition are in large part determined

by location and demographics of the markets targeted by particular advertiser and the number of media alternatives in those markets To the

extent our clients decide to use other forms of print and electronic media and other advertising in general it could have material adverse

effect on our business financial condition and results of operations

Neighborhood Targeted

Our Neighborhood Targeted segment competes against commercial printers and media placement agencies for solo specialized promotional

programs for single advertisers While both types of competitors have history of competing on the basis of price to increase volume and

improve economies of scale commercial printers tend to be particularly aggressive during the periods when they have unused capacity To the

extent our competitors in these businesses decide to compete more aggressively on price due to excess capacity or for other reasons it could

have material adverse effect on our business financial condition and results of operations

We also compete with several newspaper network groups in the ROP market While entering the ROP business does not require significant

investment in machinery and equipment it does require significant investment in systems and human resources in order to compete in todays
environment An increase in the number of ROP competitors could result in loss of market share

Free-standing Inserts

Our RedPlum cooperative FSI competes principally with the FSI distributed by News America Marketing FSI or News America company
owned by The News Corporation We compete for business primarily on the basis of price category availability targeting ability and customer

service and relationships Although FSI industry units increased by 4.6% in 2010 and our costs have declined profits have been impacted by

substantial pricing pressure over the last several years We believe our unique ability to blend our national shared mail network with

newspaper-delivered distribution will differentiate us in the FSI industry as newspaper circulation continues to decline

International Digital Media Services

In our International Digital Media Services segment NCH competes against Carolina Manufacturing Services and Carolina Services both

owned by Inmar Inc and International Outsourcing Services LLC for coupon clearing services in the United States To the extent that our

competitors in this business decide to compete more aggressively on price it could reduce our market share and have material adverse effect

on our business financial condition and results of operations

In Direct Mail/Analytics we compete against full-service direct mail providers commercial letter shops and direct/loyalty marketing agencies

To the extent that our competitors in this business decide to compete more aggressively on price it could reduce our market share and have

material adverse effect on our business financial condition and results of operations

Clients

No single client accounted for more than 10% of our consolidated revenues during the years ended December 31 2010 2009 or 2008



Employees

As of December 31 2010 we had approximately 6735 full-time employees worldwide Approximately 4500 are employed in the United

States One domestic and some foreign locations have employees represented by labor unions we consider labor relations with employees to be

good and have not experienced any interruption of our operations due to labor disagreements

Raw Materials

Paper is the primary raw material essential to our business variety of factors including demand capacity puip supply and general economic

conditions can affect paper prices To protect against significant price fluctuations and to maximize purchasing efficiencies including volume

discounts from time to time we enter into long-term contracts which protect us from significant near-term increases in the price of paper

During 2010 we purchased approximately 71% of our paper from single supplier pursuant to contract which expires at the end of 2011 See

Significant increases in the cost of paper which are beyond our control could adversely affect our business results of operations and financial

condition in ITEM 1A RISK FACTORS

Segment Reporting

For segment financial information for the years 2010 2009 and 2008 see ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS and Note 14 Segment Reporting to our consolidated financial statements

included in ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA of this Annual Report on Form 10-K

Availability of Filings

We make all of our reports filed under the Securities Exchange Act of 1934 as amended or the Exchange Act available free of charge on our

Web site at www.valassis.com as soon as reasonably practicable after electronically filing with the Securities and Exchange Commission or

the SEC



ITEM 1A RISK FACTORS

Beftire you make an investment decision with respect to any of our securities you should carefully consider all the information we have

included or incorporated by reference in this Annual Report on Form 10-K and our subsequent periodic filings with the SEC In particular you
should carefully consider the risk factors described below and read the risks and uncertainties related to forward-looking statements as set

forth in Item Managements Discussion and Analysis of Financial Condition and Results of Operations or MDA The risks and

uncertainties described below are not the only ones we face Additional risks and uncertainties that are not presently known to us or that we

currently deem immaterial or that are not specific to us such as general economic conditions may also adversely affect our business and

operations The following risk factors should be read in conjunction with MDA and our consolidated financial statements and related notes

included in this Annual Report on Form 10-K

Our substantial indebtedness could adversely affect our financial health and make it more difficult for us to service our debt or obtain

additional financing if necessary

Our substantial level of indebtedness could have material adverse effect on our business and make it more difficult for us to satisfy our

obligations under our outstanding indebtedness As result of our significant amount of debt and debt service obligations we face increased

risks regarding among other things the following

our ability to borrow additional amounts or refinance existing indebtedness in the future for working capital capital expenditures

acquisitions debt service requirements investments stock repurchases execution of our growth strategy or other purposes may be

limited or such financing may be more costly

we have reduced availability of cash flow to fund working capital requirements capital expenditures investments acquisitions or

other strategic initiatives and other general corporate purposes because substantial portion of our cash flow is needed to pay principal

and interest on our debt

we are more vulnerable to competitive pressures and to general adverse economic or industry conditions including fluctuations in

market interest rates or downturn in our business

we may be placed at competitive disadvantage relative to our competitors that have greater financial resources than us including

News America and its parent corporation

it may be more difficult for us to satisfy our financial obligations and

there could be material adverse effect on our business and financial condition if we were unable to service our debt or obtain

additional financing as needed

In addition the indentures governing our unsecured /8% Senior Notes due 2021 or the 2021 Notes and our Senior Secured Convertible

Notes due 2033 or the 2033 Secured Notes and our senior secured credit facility contain financial and other restrictive covenants that limit our

ability to engage in activities that may be in our long-term best interest Our failure to comply with those covenants could result in an event of

default which if not cured or waived could result in the acceleration of all of our debt We cannot assure you that our assets or cash flow

would be sufficient to fully repay such debt if accelerated or that we would be able to repay refinance or restructure the payments on such

debt See The restrictive covenants in our senior secured credit facility and the indentures governing the 2021 Notes and the 2033 Secured

Notes and any of the agreements governing our future indebtedness could adversely restrict our financial and operating flexibility and subject

us to other risks

Despite our current indebtedness levels and the restrictive covenants set forth in the agreements governing our indebtedness we and

our subsidiaries may be able to incur substantially more indebtedness This could increase the risks associated with our substantial

indebtedness

The terms of our senior secured credit facility and the indentures governing our 2021 Notes and the 2033 Secured Notes permit us and our

subsidiaries including non-guarantor subsidiaries to incur certain additional indebtedness including additional secured indebtedness and

other liabilities that do not constitute indebtedness If we or our subsidiaries are in compliance with the financial covenants set forth in these

agreements if any we and our subsidiaries may be able to incur substantial additional indebtedness including secured indebtedness



In addition the indentures governing our 2021 Notes and 2033 Notes allow us to issue additional notes and other indebtedness in certain

circumstances which may also be guaranteed by the guarantors and future domestic subsidiaries In addition under certain circumstances we

will have the right to increase the size of our senior secured credit facility and incur additional secured indebtedness thereunder As of

December 31 2010 we had $39.0 million available under the revolving line of credit portion of our senior secured credit facility after giving

effect to outstanding letters of credit If new indebtedness is added to our or our subsidiaries current indebtedness levels the related risks that

we and they now face could intensify

We may not be able to generate sufficient amount of cash flow to meet our debt obligations

Our ability to make scheduled payments or to refinance our obligations with respect to our indebtedness depends on our future financial and

operating performance which in turn will be subject to prevailing economic conditions and certain financial business competitive and other

factors beyond our control If we cannot make scheduled payments on our debt we will be in default and as result holders of our debt could

declare all outstanding principal and interest on our debt to be due and payable and we could be forced into bankruptcy or liquidation If our

cash flow and capital resources are insufficient to fund our debt obligations we would face substantial liquidity problems and may be forced to

reduce or delay scheduled expansions and capital expenditures sell material assets or operations obtain additional capital restructure our debt

or revise or delay our strategic plans In addition we cannot assure you that our operating performance cash flow and capital resources will be

sufficient for payment of our debt in the future If we are required to take any of the actions referred to above it could have material adverse

effect on our business financial condition and results of operations We cannot assure you that we would be able to take any of these actions on

terms acceptable to us or at all that these actions would enable us to continue to satisfy our capital requirements or that these actions would be

permitted under the terms of our various debt instruments In addition any refinancing of our debt could be at higher interest rates and may

require us to comply with more onerous covenants which could further restrict our business operations

The restrictive covenants in our senior secured credit facility and the indentures governing the 2021 Notes and the 2033 Secured Notes

and any of the agreements governing our future indebtedness could adversely restrict our financial and operating flexibility and

subject us to other risks

Our senior secured credit facility and the indentures governing the 2021 Notes and the 2033 Secured Notes contain affirmative and negative

covenants that limit our and our subsidiaries ability to take certain actions Our senior secured credit facility requires us to maintain specified

financial ratios and satisfy other financial conditions Our senior secured credit facility and the indentures governing the 2021 Notes and the

2033 Secured Notes also restrict among other things our and our subsidiaries ability to

incur additional debt

pay dividends and make other restricted payments

make certain investments loans and advances

create or permit certain liens

issue or sell capital interests of restricted subsidiaries

use the proceeds from sales of assets and subsidiary interests

enter into certain types of transactions with affiliates

create or permit restrictions on the ability of our restricted subsidiaries to pay dividends or make other distributions to us

enter into sale and leaseback transactions and

sell all or substantially all of our assets or consolidate or merge with or into other companies

These restrictions may limit our ability to operate our business and may prohibit or limit our ability to execute our business strategy compete

enhance our operations take advantage of potential business opportunities as they arise or meet our capital needs Furthermore future debt

instruments or other contracts could contain financial or other covenants more restrictive than those applicable to our senior secured credit

facility the 2033 Secured Notes or the 2021 Notes



The breach of any of these covenants by us or the failure by us to meet any of these conditions or requirements could result in default under

any or all of such indebtedness Our ability to continue to comply with these covenants and requirements may be affected by events beyond our

control including prevailing economic financial and industry conditions An event of default under our debt agreements could trigger events of

default under our other debt agreements and the holders of the defaulted debt could declare all of the amounts outstanding thereunder together

with accrued interest to become immediately due and payable If such acceleration occurs we would not be able to repay our debt and we may
not be able to borrow sufficient funds to refinance our debt Even if new financing is made available to us it may not be on terms acceptable to

us

Some of our debt including borrowings under our senior secured credit facility is based on variable rates of interest which could

result in higher interest expense in the event of an increase in interest rates

As of December 31 2010 $463.9 million of our $706.2 million aggregate indebtedness was subject to variable interest rates In

December 2009 we entered into an interest rate swap agreement with an effective date of December 31 2010 which effectively fixes the

interest rate for an initial amount of $300.0 million of this variable rate debt under our senior secured credit facility at an interest rate of 4.255%

and expires on June 30 2012 The initial notional amount of $300.0 million under the interest rate swap agreement amortizes by $40.0 million

at the end of each quarter subsequent to the effective date to $100.0 million for the quarter ended June 30 2012 Our remaining variable rate

indebtedness which was an aggregate principal amount of $163.9 million outstanding under the term loan and delayed draw portions of our

senior secured credit facility as of December 31 2010 and will increase as result of the amortization and expiration of the interest rate swap

agreement described above is subject to interest rate risk as our interest payments will fluctuate as the underlying interest rate changes If there

is 1% increase in 3-month LIBOR the interest rate currently applicable to this variable rate debt and we do not alter the terms of our current

interest rate swap agreement or enter into new interest rate swap agreement our debt service obligations on our variable rate indebtedness

would increase by total of $1 1.6 million between January 2011 and March 2014 the maturity date of the term loans under the senior

secured credit facility which would affect our cash flows and results of operations If we borrow additional amounts under the revolving loan

portion of our senior secured credit facility our interest rate risk may increase

Increased competition could reduce the demand for our products and services which could have material adverse effect on our

business financial condition results of operations and business prospects

Our products that reach large area at low cost compete in the cooperative FSI business principally with News America We compete for

business primarily on the basis of price category availability targeting ability and customer service and relationships

FSI prices have declined substantially over the last several years and are expected to continue to decline in 2011 We cannot predict when or if

FSI prices will stabilize or increase This has resulted generally in decreasing revenues and profitability for our FSI segment When PSI

contracts come up for renewal we may not be able to renew them on favorable terms or at all In addition our primary competitor News

America and its parent corporation have substantially greater financial resources than we do and may be better able to withstand changes in

conditions within the industries in which we operate and may have significantly greater operating and financial flexibility than we do This

competitor could take greater market share and cause us to lose business from our clients

In addition it is possible that alternative media or changes in promotional materials strategies or coupon delivery methods including without

limitation as result of declines in newspaper circulation could make our products less attractive to our clients and could cause loss of

demand for our products and services

Our Shared Mail segment is our largest revenue producer and most profitable segment Our Shared Mail segments media business faces

intense competition based primarily on the ability to target selected potential consumers on cost-effective basis and provide satisfactory

return on advertising investment Shared Mail products also compete for advertising dollars against other forms of print and electronic media

and other advertising in general Competition for market share advertising also comes from magazines radio broadcast and cable television

shoppers the Internet other communications media and other printers that operate in Shared Mail markets The extent and nature of such

competition are in large part determined by the location and demographics of the markets targeted by particular advertiser and the number of

media alternatives in those markets Shared Mail clients and prospective clients are operating with lower advertising budgets while trying to

allocate their spending across growing number of media channels They are increasingly faced with the challenge of doing more with less

The failure to develop new products and services could result in the loss of clients to current or future competitors In addition failure to gain

market acceptance of new products and services could adversely affect growth



Our Neighborhood Targeted segment competes against commercial printers and media placement agencies for solo specialized promotional

programs for single advertisers While both types of competitors have history of competing on the basis of price to increase volume and

improve economies of scale commercial printers tend to be particularly aggressive during periods when they have unused capacity In addition

we compete with Sunflower Marketing with respect to our polybag advertising and sampling products To the extent our competitors in these

businesses decide to compete more aggressively on price due to excess capacity or for other reasons it could have material adverse effect on

our business financial condition and results of operations

Our Neighborhood Targeted products also compete with several newspaper network groups in the ROP market While entering the ROP

market does not require significant investment in machinery and equipment it does require significant investment in systems and human

resources in order to compete effectively An increase in the number of ROP competitors could result in loss of market share

In our International Digital Media Services segment our subsidiary NCH Marketing Services Inc competes against Carolina

Manufacturing Services and Carolina Services both owned by Inmar Inc and International Outsourcing Services LLC for coupon clearing

and redemption services in the U.S To the extent that our competitors in this business decide to compete more aggressively on price it could

lower our market share and have material adverse effect on our business financial condition and results of operations

Our Shared Mail segment depends on the USPS and other third parties for delivery of its products If such third parties do not fulfill

their obligations our Shared Mail segment may lose clients and experience reduced revenues and profitability

Our Shared Mail segments products are primarily delivered through the USPS Postage expense is our Shared Mail segments largest expense

The inability of the USPS to deliver our Shared Mail segments products on timely basis or any reduction in the number of days the USPS

delivers mail could disrupt our Shared Mail segments business and in turn have material adverse effect on our business financial condition

and results of operations Furthermore USPS rates increase periodically and we have no control over increases that may occur in the future

An increase in the cost of postage combined with our Shared Mail segments inability to successfully pass through such postage rate increase

directly to its clients could have material adverse effect on our business financial condition and results of operations

Significant increases in the cost of paper which are beyond our control could adversely affect our business financial condition and

results of operations

We are dependent upon the availability of paper to print our clients advertising circulars Paper costs have historically experienced significant

fluctuations During 2010 we purchased approximately 71% of our paper from single supplier pursuant to contract that expires at the end of

2011 and the remainder of our paper purchases was subject to variable market prices We may attempt to enter into new long-term contracts in

the future however we may be unable to do so upon similar terms and conditions including price increase limitations and volume discounts

Changes in the supply of or demand for paper could affect the cost of paper or delivery times We do not engage in hedging activities to limit

our exposure to increases in paper prices and we have limited ability to pass increased costs along to our clients In the future the price of

paper may fluctuate significantly due to changes in supply and demand We cannot assure you that we will have access to paper in the

necessary amounts or at reasonable prices or that any increases in paper costs would not have material adverse effect on our business

financial condition and results of operations



The possibility of consolidation in our client base the loss of clients to alternative advertising methods or decreases in the frequency or

amount of clients mailings could impact our revenue growth and profitability

In recent years there has been growing trend toward retailer consolidation As result of this consolidation the number of retailers to which

we sell our products and services may decline and lead to decrease in our revenues In addition we may lose clients due to the acquisition of

such clients by companies that are not interested in using our products and services or that eliminate retail locations of our existing clients

Also client may decide to decrease its mailing frequency or modify the amount pages and weight and kind of advertising pieces it purchases

from us especially in light of the prolonged economic downturn Our clients may be impacted by the items detailed above and by other general

economic and business conditions that could affect their demand for our products and services and in turn choose other alternative advertising

methods Specifically significant revenue changes in our Shared Mail segment may have corresponding impact to profit due to the fixed cost

nature of postage expense Postage costs associated with advertising packages are fixed in nature for packages that weigh 3.3 ounces or less

whether or not the package is partially or completely filled Any of the foregoing could have material adverse effect on our business financial

condition and results of operations

Our clients may be susceptible to changes in general economic conditions

Our revenues are affected by our clients marketing spending and advertising budgets Our revenues and results of operations may be subject to

fluctuations based upon general economic conditions in the geographic locations where we offer services or distribute content continued

recession or slower than anticipated improvement in economic conditions in these geographic locations may reduce demand for our products

and services or depress pricing or prevent us from increasing pricing of those products and services and have material adverse effect on our

business financial condition and results of operations Changes in global economic conditions could also shift demand to products and services

for which we do not have competitive advantages and this could negatively affect the amount of business that we are able to obtain In

addition if we are unable to successfully anticipate changing economic and political conditions we may be unable to effectively plan for and

respond to those changes and our business could be negatively affected

We depend on vendors to timely supply us with quality materials at the right prices

Global economic and political conditions may affect our vendors prolonged economic downturn could limit their ability to timely provide us

with acceptable materials at affordable prices To the extent that the financial condition of our vendors changes or deteriorates including

possible bankruptcies mergers or liquidations or their sales otherwise decline we may need to find alternative vendors Our inability to acquire

suitable materials on acceptable terms or in timely manner or the loss of key vendors could have material adverse effect on our business

financial condition and results of operations

If client experiences financial difficulty or is otherwise unable to meet its obligations as they become due our financial condition and

results of operations could be adversely affected

If clients financial difficulties become severe the client may be unwilling or unable to pay our invoices in the ordinary course of business

which could adversely affect collections of both our accounts receivable and unbilled services Bankruptcy filings by or relating to one of our

clients could bar us from collecting pre-bankruptcy debts from that client client bankruptcy would delay our efforts to collect past due

balances and could ultimately preclude full collection of these amounts We may recover substantially less than the full value of any unsecured

claims in the event of the bankruptcy and there is no guarantee our allowance for doubtful accounts would adequately cover such unrecovered

amounts which could adversely impact our financial condition and results of operations

Failure to maintain adequate internal controls may affect our ability to report timely and accurate financial statements and adversely

affect our business and stock price

Section 404 of the Sarbanes-Oxley Act of 2002 requires that companies design and maintain an adequate system of internal control over

financial reporting and assess and report on such internal control structure annually Such system of controls however well designed and

operated can provide only reasonable not absolute assurance that the objectives of the system are met In addition the design of any internal

control system is based in part upon certain assumptions regarding the likelihood of future events Because of these and other inherent

limitations of control systems there can be no assurance that any design will succeed in achieving its stated goals under all potential future

conditions regardless of how remote
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There can be no assurance that our internal control systems and procedures will not result in or lead to future material weakness or that we or

our independent registered public accounting firm will not identify material weakness in our internal controls in the future material

weakness in internal control over financial reporting would require our management and independent registered public accounting firm to

evaluate our internal controls as ineffective Furthermore if we fail to maintain proper and effective internal controls our ability to report our

financial results on timely and accurate basis may be impaired If our internal control over financial reporting is not considered adequate or if

as result we are unable to report our financial results on timely and accurate basis we may among other things experience loss of public

confidence which could have an adverse effect on our business and stock price

Because we self insure number of our benefit plans unexpected changes in claim trends may negatively impact our financial

condition

We self-insure significant portion of expected losses under our workers compensation program and medical benefits claims While we

maintain third-party stop-loss insurance policies to cover certain liability costs in excess of predetermined retained amounts unexpected

changes in claim trends including the severity and frequency of claims actuarial estimates and medical cost inflation could result in costs that

are significantly different than initially reported If future claims-related liabilities increase due to unforeseen circumstances our self-insurance

costs could increase significantly

Due to uncertainty in the application and interpretation of applicable state sales tax laws we may be exposed to additional sales tax

liability

The application and interpretation of applicable state sales tax laws to certain of our products is uncertain Accordingly we may be exposed to

additional sales tax liability to the extent various state jurisdictions determine that certain of our products are subject to such jurisdictions sales

tax We have recorded liability of $10.1 million reflecting our best estimate of our potential sales tax liability While we believe all of our

estimates and assumptions are reasonable and will be sustained upon audit the actual liabilities may exceed such estimates If so it could have

material adverse effect on our business financial condition and results of operations

The uncertainty of current economic and political conditions make budgeting and forecasting difficult and may reduce sales promotion

spending

The future direction of the overall domestic and global economies could have significant impact on our business The potential for future

terrorist attacks increased global conflicts and the escalation of existing conflicts has created worldwide uncertainties that may have negative

impact on demand for our products In addition the economic downturn of the past three years has decreased the advertising budgets of our

client base which could have material impact on our business results of operations and financial condition Because all components of our

budgeting and forecasting as well as that of our clients are dependent upon estimates of growth in the markets served and demand for our

products and services the global economic downturn of the past three years and related financial market uncertainties may render estimates of

future income and expenditures even more difficult to make than usual Future events that may not have been anticipated could have material

adverse effect on our business financial condition and results of operations

These risk factors that may affect future performance and the accuracy of forward-looking statements are illustrative Accordingly all

forward-looking statements should be evaluated with the understanding of their inherent uncertainty

ITEM lB UNRESOLVED STAFF COMMENTS

None
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ITEM PROPERTIES

Our corporate headquarters are located in leased office complex in Livonia Michigan In addition throughout the United States we have 25

leased sales offices one leased office building and 26 operations facilities of which four are owned by us Internationally we have three sales

offices and eight operations facilities of which three are owned by us Below is listing of our owned facilities

Type Primary Segment

Delicias Mexico Production/Office International Digital Media Services

Durham NC USA Printing FSI/Shared Mail

Juarez Mexico Operations International Digital Media Services

Livonia MI USA Printing/Warehouse Neighborhood Targeted

Livonia MI USA Operations PSI/Neighborhood Targeted

Nuevo Laredo Mexico Operations International Digital Media Services

Wichita KS USA Printing PSI/Shared Mail

In connection with entering into the credit agreement governing our senior secured credit facility we granted security interest in these

domestic locations

We have renewal rights for most of the leases and anticipate that we will be able to extend these leases on terms satisfactory to us or if

necessary locate substitute facilities on acceptable terms We believe our facilities are in good condition and have sufficient capacity to handle

present volumes although during periods of unusual demand we may require services of contract printers

ITEM LEGAL PROCEEDINGS

News

On February 2010 we executed settlement agreement and release the Settlement Agreement settling our outstanding lawsuits against

News America Incorporated a/k/a News America Marketing Group News America Marketing FSI Inc a/k/a News America Marketing FSI

LLC and News America Marketing In-Store Services Inc a/k/a News America Marketing In-Store Services LLC collectively News The

operative complaint alleged violations of the Sherman Act and various state competitive statutes and the commission of torts by News in

connection with the marketing and sale of FSI space and in-store promotion and advertising services Pursuant to the terms of the Settlement

Agreement News paid us $500.0 million and entered into 10-year shared mail distribution agreement with our subsidiary Valassis Direct

Mail Inc which provides for our sale of certain shared mail services to News on specified terms

In connection with the settlement the parties are working with the United States District Court for the Eastern District of Michigan the

Court under the Honorable Arthur Tarnow on set of procedures to handle future disputes among the parties with respect to conduct at

issue in the litigation The precise timing and form of the relief rests with the Court

The settlement resolves all outstanding claims between us and News as of February 2010 As result the parties agreed to dismiss all

outstanding litigation between them and release all existing and potential claims against each other that were or could have been asserted in the

litigation as of the date of the Settlement Agreement

We are involved in various other claims and legal actions arising in the ordinary course of business In the opinion of management the ultimate

disposition of these matters will not have material adverse effect on our financial position results of operations or liquidity

ITEM REMOVED AND RESERVED
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PART II

ITEM MARKET FOR REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES

Our common stock is traded on The New York Stock Exchange ticker symbol VCI There were approximately 275 record holders of

Valassis common stock at December 31 2010

High and low stock prices per share during the years ended December 31 2010 and 2009 were

2910 2009

Quarter Ended High Low High Low

March 31 29.45 18.23 2.04 1.10

June30 38.43 27.19 7.10 1.53

September30 35.82 27.74 18.46 5.81

December31 37.44 30.02 21.01 4.32

Currently we have no plans to pay cash dividends In addition should we change our dividend policy the payment of future dividends would

be dependent on covenants contained in the documents governing our indebtedness future earnings capital requirements and other alternate

uses of cash Currently the documents governing our indebtedness restrict the payment of cash dividends

During the year ended December 31 2010 we repurchased 1733672 shares of our common stock at an aggregate cost of $58.2 million under

share repurchase programs which were suspended in February 2006 and reinstated on May 2010 During the year ended December 31

2010 share repurchases were limited by our senior secured credit facility to an aggregate amount of $58.4 million We did not repurchase any

shares during the years ended December 31 2009 and 2008 As of December 31 2010 we had authorization to repurchase an additional

4.4 million shares of our common stock under the share repurchase program approved by our Board of Directors on August 25 2005
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ITEM SELECTED FINANCIAL DATA

Year Ended December 31
2010 2009 2008 2007a 2006

in millions of U.s dollars except per
share data and ratios

Revenues $2333.5 $2244.2 $238l.9 $2242.2 i0435
Net earnings loss 385.4b 66.8c 209.7 52.2 45.Se
Total assets 1845.7 17440 18532 2190.5 801.4

Long-term debt less current portion 699.2 1004.9 1111.7 1279.6 259.9

Net earnings loss per share basic 7.84 1.39 4.37 109 095
Net earnings loss per share diluted 7.42 1.36 4.37 1.09 0.95

Ratio Qf earnings to Ibted ehargs 954x 2.15x I78x 4.2

Results reflect the acquisition of ADVO Inc ADVO on March 2007

Includes $301.4 million gain on litigation settlement net of tax and related payments associated with the News America litigation

settlement proceeds and $14.7 million loss on extinguishment of debt net of tax related to our tender offer and open market repurchases

of $297.8 million aggregate principal amount of our 814% Senior Notes due 2015 For further information see Note Gain from

Litigation Settlement to our consolidated financial statements included in ITEM FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA of this Annual Report on Form 10-K

Includes $6.2 million gain on extinguishment of debt net of tax related to our repurchases of an aggregate principal amount of

$133.5 million of outstanding term loans under our senior secured credit facility For further information see Note Long-Term Debt to

our consolidated financial statements included in ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA of this

Annual Report on Form 10-K

Includes $223.4 million non-cash impairment charge net of tax related to the carrying value of the goodwill and intangible assets

associated with the Shared Mail and International Digital Media Services segments For further information regarding the impairment

charge see Note Goodwill and Other Intangible Assets to our consolidated financial statements included in ITEM FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA of this Annual Report on Form 10-K

Includes $24.6 million charge net of tax incurred in relation to the ADVO acquisition $8.8 million of which was related to termination

of swap contract and the premium on swaption contract both entered into in contemplation of acquisition financing and $15.8 million

of which was related to legal and professional costs incurred in connection with the related litigation as well as $1.4 million charge net

of tax related to the close-down of both the French agency business and the eSettlement business unit of Nd
The ratio of earnings to fixed charges was computed by dividing earnings before fixed charges income taxes and extraordinary items

by fixed charges which consist of interest expense amortization of debt issuance costs and the interest portion of rent expense

Earnings for the year ended December 31 2008 were inadequate to cover fixed charges by $215.8 million

This information should be read in conjunction with our consolidated financial statements and the notes thereto appearing elsewhere in this

Annual Report on Form 10-K See also ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS
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ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward-Looking Statements

Certain statements under the caption Managements Discussion and Analysis of Financial Condition and Results of Operations as well as

statements made elsewhere in this Annual Report on Form 10-K constitute forward-looking statements within the meaning of the Private

Securities Litigation Reform Act of 1995 Such forward-looking statements involve known and unknown risks and uncertainties and other

factors which may cause our actual results performance or achievements to be materially different from any future results performance or

achievements expressed or implied by such forward-looking statements and to cause future results to differ from our operating results in the

past
For discussion of certain of these risks uncertainties and other factors see ITEM 1A RISK FACTORS There can be no assurances

that our expectations will necessarily come to pass We disclaim any intention or obligation to update or revise any forward-looking statements

whether as result of new information future events or otherwise

General

We reported revenues of $2.3 billion for the year ended December 31 2010 Historically the Free-standing Inserts FSI segment was the

largest contributor to our revenue base however as result of the acquisition of ADVO Inc ADVO in the first quarter of 2007 and our

strategy to further diversify our products and services it currently ranks third behind the Shared Mail and Neighborhood Targeted segments

We continue to blend shared mail distribution with newspaper delivery to further enhance our diversified distribution methods and offer clients

delivery of our RedPlum branded product portfolio across an expanded multi-media platform

Our efforts have been focused on the expansion of our U.S.-based business in the shared mail arena opportunities to cross-sell our portfolio of

products and services to both current and prospective clients blending of our distribution methods the shift of FSI delivery through shared

mail in particular markets and advancing targeting capabilities To further differentiate ourselves in the marketplace we utilize proprietary

targeting process that targets relevant geographies identifies consumer media usage and blends the right media to offer our clients the best

multi-media channel recommendations
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Results of Operations

Our results of operations for the years ended December 31 2010 2009 and 2008 were as follows

Year Ended December 31

2010 2009 2008

of oI ot

in ui jon dot tars .ctua Re enues duaI Res enues c1uaI Res enues

Resenues

Shared Mail SI .307.2 56.0% $1 .279.1 57.0 .370.8 57.6

Neighborhood Targeted 479.9 20.0 444.7 19.8 469.2 9.7

PSI 367.6 15.7 361.4 16.1 370.2 15.5

Inicruational Digital Mcdia

Services 178.8 7.7 159.0 7.1 171.7 7.2

lotal re eiiues 2333.5 100.0 2244.2 100.0 2381.9 100.0

Cost of sales .724.6 71.9 1693.7 75.5 1855.9 77.9

Cross profit 608.9 26.1 550.5 24.5 526.0 22.1

Selling eneraI and administrative 371 .3 15.9 154.9 15.8 16

Ainorialion expense 12.6 0.5 12.6 1.0 9.2 0.4

Impairment charge 245.7 10.3

jam from litigation settlement net 490.1 21.1

Earnings loss from operations 715.1 30.6 183.0 8.1 114.7 4.8

Other expenses and income

Interest expense net 64.2 2.8 86.5 3.9 96.0 4.0

Loss gain on extinguishment ol

debt 23.9 .1 10.0 0.4
Other income expense net 5.71 ft2.t 14.4 l0 5.1 0.2

fotal other expenses net 82.4 3.5 72 3.2 111 4.2

Earnings loss before income taxes 632.7 27.1 110.9 4.9 215.8 9.0
Income tax expense benefitt 247.3 10.6 14 1.9 6.1 0.3

Net earnings loss 385.4 16.5% 66.8 3.0% 209.7 8.8%

Net earnings loss per common
share diluted 7.42 1.36 4.37

Revenues

We reported revenues of $2.3 billion for the year ended December31 2010 compared to revenues of $2.2 billion for the year ended

December 31 2009 an increase of 4.0% This increase in revenues reflects the successful execution of our recession-based strategy to grow

volume across our product portfolio which was partially offset by decline in prices

We reported revenues of $2.2 billion for the year ended December 31 2009 compared to revenues of $2.4 billion for the year ended

December31 2008 decrease of 5.8% This decrease was primarily the result of negative general economic conditions and reduced

advertising spending as well as reduction of $23.7 million in revenues 1.0% of revenues for the year ended December 31 2008 related to

businesses divested at the end of 2008

Cost of Sales

Cost of sales was $1.7 billion for the year ended December 31 2010 compared to $1.7 billion for the year ended December 31 2009 and

$1.9 billion for the year ended December 31 2008 Gross profit as percentage of revenues for the year ended December 31 2010 was 26.1%

compared to 24.5% for the year ended December 31 2009 and 22.1% for the year ended December 31 2008 The increase in gross profit

percentage in 2010 compared to 2009 and 2008 was primarily the result of improvements made in the cost structure of our business
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Selling General and Administrative SGA Expenses

SGA expenses increased for the year ended December 31 2010 to $371.3 million from $354.9 million for the year ended December 31

2009 This increase was due primarily to an increase in stock-based compensation expense of $25.0 million for the year ended December 31

2010 compared to the year ended December 31 2009 which resulted from the following

The accelerated recognition of previously unrecognized stock-based compensation expense related to the appreciation of our stock

price which triggered the accelerated vesting of certain executives stock options and the immediate recognition of related stock-based

compensation expense

Our modification of outstanding stock option and restricted stock awards to employees and directors to provide for the continued

vesting and exercisability in accordance with the terms as originally granted of any outstanding stock options or restricted stock

awards held by grantee if the grantee has satisfied specified service and age requirements at the time the grantees employment or

directorship with the Company terminates As result of this modification we recognized previously unrecognized compensation

expense that we would have been required to expense
in future periods related to grantees who have met or will meet the specified

service and age requirements prior to the original vesting date The fair value of outstanding awards did not change based on the

modified terms With respect to future stock option and restricted stock awards stock-based compensation expense will be recognized

over the lesser of the vesting period and the requisite service period For those grantees who satisfy the specified service and age

requirements on the grant date the related stock-based compensation expense
will be recognized on the grant date and for those

grantees who will satisfy the specified service and age requirements prior to the vesting date the related stock-based compensation

expense will be recognized on straight-line basis over the period between the grant date and the date the grantee will satisfy the

specified service and age requirements and

recent years annual stock awards were granted to executives on January However the 2011 stock awards were granted as of the

close of the trading day on December 14 2010 the date of approval of the awards by the Compensation/Stock Option Committee of

our Board of Directors It is currently our intention to continue this practice of granting annual awards in December of the preceding

year

These increases were offset in part by reduced legal costs of $8.8 million for the year ended December 31 2010 compared to the year
ended

December 31 2009 related to the News America litigation settled in February 2010

SGA expenses decreased for the year ended December 31 2009 to $354.9 millionfrom $385.8 million for the year ended December 31

2008 as the result of cost containment efforts and reduction in headcount at the end of 2008

Impairment Charge

As result of the decline in the trading value of our common stock during the three months ended December 31 2008 and negative industry

and economic trends that directly affected our business at that time we performed impairment tests as of December 31 2008 of our goodwill

and intangible assets We used certain estimates and assumptions in our impairment evaluations including but not limited to projected future

cash flows revenue growth and customer attrition levels As result of this testing we recorded $245.7 million pre-tax non-cash impairment

charge related to goodwill and other intangible assets in the last quarter of 2008 This impairment charge represented an adjustment of

$226.9 million to the carrying value of the goodwill and intangible assets associated with our purchase of ADVO in 2007 and write-off of

$18.8 million of goodwill associated with our purchase and subsequent sale of Prevision our one-to-one loyalty marketing business purchased

in 2000 The impairment charge is included within costs and expenses on the consolidated statement of income for the year ended

December 31 2008 No such charge occurred in the years ended December 31 2010 or 2009 See Critical Accounting Policies and

Estimates .- Goodwill Intangible Assets and Other Long-Lived Assets for additional information
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Gain from Litigation Settlement

On February 2010 we executed settlement agreement and release the Settlement Agreement settling our outstanding lawsuits against

News America Incorporated a/k/a News America Marketing Group News America Marketing FSI Inc a/k/a News America Marketing FSI

LLC and News America Marketing In-Store Services Inc a/k/a News America Marketing In-Store Services LLC collectively News The

operative complaint alleged violations of the Sherman Act and various state competitive statutes and the commission of torts by News in

connection with the marketing and sale of FSI space and in-store promotion and advertising services Pursuant to the terms of the Settlement

Agreement News paid us $500.0 million and entered into 10-year shared mail distribution agreement with our subsidiary Valassis Direct

Mail Inc which provides for our sale of certain shared mail services to News on specified terms

During the first quarter of 2010 in connection with the successful settlement of these lawsuits we made $9.9 million in related payments

including special bonuses to certain of our employees including our executive officers identified as the named executive officers in our

proxy statement filed with the SEC on March 30 2010 in an aggregate amount of $8.1 million These expenses were netted against the

$500.0 million of proceeds received and the net proceeds of $490.1 million have been recorded as separate line item Gain from litigation

settlement in our consolidated statement of income for the year ended December 31 2010

Loss Gain on Extinguishment of Debt

On May 12 2010 we commenced cash tender offer to purchase up to $270.0 million aggregate principal amount of our 8/4% Senior Notes

due 2015 the 2015 Notes at purchase price equal to 107% of the principal amount of the 2015 Notes purchased plus accrued and unpaid

interest On June 11 2010 we purchased $269.9 million aggregate principal amount of the 2015 Notes validly tendered pursuant to the terms

of the tender offer In addition during the year ended December 31 2010 we purchased in the open market an additional $27.9 million

aggregate principal amount of the 2015 Notes at weighted-average purchase price of 105.6% of the principal amount of the 2015 Notes

purchased plus accrued and unpaid interest We recognized pre-tax loss on extinguishment of debt of $23.9 million during the year ended

December 31 2010 which represents the difference between the aggregate purchase price and the aggregate principal amount of the 2015

Notes purchased and the proportionate write-off of related capitalized debt issuance costs

During the year ended December 31 2009 pursuant to the terms of the First Amendment as defined below we repurchased at discount to

par an aggregate principal amount of $133.5 million of outstanding term loans under our senior secured credit facility for an aggregate

purchase price of $123.5 million including fees As result of these repurchases during the year ended December 31 2009 we recognized

pre-tax gain on extinguishment of debt of $10.0 million which represents the difference between the aggregate purchase price and the

aggregate principal amount of the term loans repurchased The period during which such repurchases were permitted pursuant to the First

Amendment expired on December 31 2009

Interest Expense Net

Interest expense was $64.2 million for the year ended December 31 2010 compared to $86.5 million for the year ended December 31 2009

and $96.0 million for the year ended December 31 2008 The decrease in interest expense in 2010 as compared to 2009 and 2008 was due to

lower debt balances as result of our purchases of the 2015 Notes during the year ended December 31 2010 pursuant to the terms of the tender

offer described above and open market repurchases and our voluntary repurchases of term loans under our senior secured credit facility during

the year ended December 31 2009 pursuant to the First Amendment

Income Tax Expense Benefit

Income tax expense represented 39.1% and 39.8% of earnings before income taxes for the years ended December 31 2010 and 2009

respectively For the year ended December 31 2008 we recorded tax benefit of 2.9% of our pre-tax loss as result of the effect of the

$245.7 million impairment charge taken in the fourth quarter of 2008 which was not deductible for tax purposes
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Net Earnings Loss

Net earnings were $385.4 million and $66.8 million for the years ended December 31 2010 and 2009 respectively and net loss of

$209.7 million for the year ended December 31 2008 Diluted earnings per common share were $7.42 and $1.36 for the years ended

December 31 2010 and 2009 respectively and was diluted loss per common share of $4.37 for the year ended December 31 2008

Non-GAAP Financial Measures

Net earnings loss and earnings loss per diluted common share for the years ended December 31 2010 2009 and 2008 were impacted by

certain items including an impairment charge gain from litigation settlement and extinguishment of debt Adjusted net earnings excluding

these items were $98.7 million $60.6 million and $13.7 million for the years ended December 31 2010 2009 and 2008 respectively or

$1.90 $1.23 and $0.29 respectively per diluted common share These year-over-year increases were due to volume growth and our improved

cost structure as the result of our business optimization and cost containment efforts The following table reconciles net earnings loss and

earnings loss per diluted common share for the years
ended December 31 2010 2009 and 2008 to adjusted net earnings and adjusted net

earnings per diluted common share which exclude the items described above

Year Ended

December 31

2010 2009 2008

Per U.S Per Per

U.S Diluted Dollars Diluted U.S Diluted

Dollars in Common in Common Dollars in Common

Millions Share Millions Share Millions Share

Net earnings loss 385.4 7.42 66.8 1.36 209.7 4.37

Excluding

impairment charge net of tax 223.4 4.66

Gain from litigation ettlernent net

of tax 301.4 5.80

os gain on extinguishment of

debt net of tax 14.7 0.28 6.21 0.13

Adjustednetearnings 98.7 1.90 60.6 1.23 13.7 0.29

We define adjusted net earnings and adjusted net earnings per diluted common share as net earnings loss excluding the items indicated in the

table above We present adjusted net earnings and adjusted net earnings per diluted common share because we believe that these measures are

useful to investors as they provide measures of our profitability on more comparable basis to historical periods because they exclude items we

do not believe are indicative of our core operating performance In addition we exclude these items when we internally evaluate our

companys performance

Adjusted net earnings and adjusted net earnings per diluted common share are not calculated or presented in accordance with U.S GAAP and

have limitations as analytical tools and should not be considered in isolation from or as alternatives to operating income net income cash

flow EPS or other income or cash flow data prepared in accordance with GAAP We compensate for these limitations by relying primarily on

our GAAP results and using these non-GAAP financial measures only supplementally Further other companies including companies in our

industry may calculate adjusted net earnings and adjusted net earnings per diluted common share differently and as the number of differences

in the way two different companies calculate these measures increases the degree of their usefulness as comparative measures correspondingly

decreases
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Segment Results

We currently operate our business in the following reportable segments

Shared Mail Products that have the ability to reach out of 10 U.S households through shared mail distribution Our Shared Mail

programs combine the individual print advertisements of various clients into single shared mail package delivered primarily through

the United States Postal Service USPS
Neighborhood Targeted Products that are targeted to specific newspaper zones or neighborhoods based on geographic and

demographic characteristics

Free-standing Inserts Four-color booklets that contain promotions primarily coupons from multiple advertisers cooperative
which we publish and distribute to approximately 60 million households through newspapers and shared mail as well as customized

FSIs custom co-ops featuring multiple brands of single client

In addition all other lines of business that are not separately reported are captioned as International Digital Media Services which includes

NCH Marketing Services Inc NCH Valassis Canada Inc Promotion Watch direct mail analytics digital and in-store

We evaluate reportable segment performance based on segment profit which we define as earnings loss from operations excluding unusual or

non-recurring items For additional information including reconciliation of total segment profit to earnings loss from operations see Note

14 Segment Reporting to our consolidated financial statements included in ITEM FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA of this Annual Report on Form 10-K

Shared Mail

Shared Mail revenues for the year ended December 31 2010 were $1307.2 millionincreasing $28.1 million or 2.2% over prior year revenues

of $1279.1 million The increase was due to volume gains in inserts and was offset by lower priced and lighter weight inserts

Strong volume gains in inserts were demonstrated in the Shared Mail piece growth which increased 9.4% to 36.1 billion pieces for 2010 from

2009 We assembled 3.6 billion Shared Mail packages in 2010 decreasing 4.8% from 2009 Shared Mail packages of 3.8 billion as result of

the reduction of underperforming packages in certain markets The reduction in Shared Mail packages along with the increase in Shared Mail

pieces drove the 15.8% increase in
average pieces per package for 2010 Average pieces per package were 9.7 pieces in 2010 versus 8.4 pieces

in 2009

During the year ended December 31 2010 Shared Mails gross margin as percentage of revenues improved sequentially each quarter and we
completed the fiscal year with gross margin percentage increase of 2.7 percentage points to 28.5% compared to 25.8% for the year ended

December 31 2009 Our business optimization efforts from distribution savings from newspaper alliances and fewer packages contributed to

the gross margin improvement The flow-through from the volume increases as evidenced by the increase in average pieces per package also

contributed to the gross margin improvements by reducing unused postage Unused postage as percentage of base postage decreased

3.3 percentage points to 16.6% for 2010 compared to 19.9% in 2009

For the year ended December 31 2010 Shared Mail segment profit was $156.8 million increasing $46.6 million as compared to the year

ended December 31 2009 This 42.3% increase resulted from revenue growth from insert volume newspaper alliances and package

optimization efforts Shared Mail segment profit as percentage of revenue increased 3.4 percentage points to 12.0% for the year ended

December 31 2010 from 8.6% for the year ended December 31 2009

The Shared Mail segment reported revenues of $1279.1 million for the year ended December 31 2009 compared to $1370.8 million for the

year ended December 31 2008 representing 6.7% decrease year over year The revenue decrease resulted from fewer packages due to the

reduction of underperforming packages and client shifts to lower priced and lighter weight inserts The latter reflected the challenging

economic environment during 2009 which negatively affected our clients advertising budgets The reduced client advertising spending was

apparent as five out of our top 10 advertising categories experienced year-over-year revenue declines most notably in the mass merchandising

category
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Shared Mail pieces were 33.0 billion in 2009 decreasing 0.9% from 2008 and Shared Mail packages delivered were 3.8 billion in 2009

decreasing 7.3% from 2008 Average pieces per package were 8.4 pieces in 2009 increasing 7.1% from 2008 Our business optimization efforts

and the reduction of underperforming packages in certain markets drove the decrease in Shared Mail packages and the increase in average

pieces per package

Shared Mails gross margin as percentage of revenues was 25.8% for the year ended December 31 2009 increasing 1.4 percentage points

from for the year ended December 31 2008 This increase in gross margin as percentage of revenues was due to the distribution savings from

fewer packages and from recently formed newspaper alliances which became operational during 2009 as well as lower print and paper costs

Also contributing to the improvement in gross margin as percentage of revenues was the increase in average pieces per package and resultant

efficiencies in unused postage Unused postage as percentage of base postage was 19.9% for 2009 decreasing 1.4 percentage points from the

prior year

For the year ended December 31 2009 Shared Mail segment profit was $110.2 million increasing $20.4 million or 22.7% from $89.8 million

reported of for the year ended December 31 2008 Shared Mail segment profit as percentage of revenues was 8.6% for the year ended

December 31 2009 increasing 2.0 percentage points from the year ended December 31 2008 This positive growth was largely due to year

over-year gross margin improvements and reductions in SGA spending due to cost controls

Neighborhood Targeted

Neighborhood Targeted segment revenues increased 7.9% for the year ended December 31 2010 to $479.9 million from $444.7 million for the

year ended December 31 2009 as we continued our strategy of building market share in newspaper
insert distribution with the intention of

shifting portion of the distribution to shared mail Segment profit declined to $20.6 million for the year ended December 31 2010 from

$36.3 million for the year ended December 31 2009 due primarily to pricing declines changes in product mix an increase in SGA
allocation and significant client bankruptcy

Neighborhood Targeted segment revenues decreased 5.2% for the year ended December 31 2009 to $444.7 millionfrom $469.2 million for the

year ended December 31 2008 Newspaper inserts revenues were up significantly as result of our cross-selling efforts However this increase

was more than offset by lower Run-of-Press ROP revenues due to reduced client advertising spending within the wireless and financial

verticals Despite the $24.5 millionyear-over-year decrease in revenues as the result of our business optimization and cost containment efforts

segment profit for the year ended December 31 2009 only declined by $2.5 million to $36.3 million from $38.8 million for the year ended

December 31 2008

FSI

FSI segment revenues increased 1.7% to $367.6 million for the year ended December 31 2010 from $361.4 million for the year ended

December 31 2009 Industry pages were up 4.6% for the year however our pricing declined slightly FSI segment profit increased to

$24.9 million for the year ended December 31 2010 compared to $11.5 million for the year ended December 31 2009 primarily as result of

lower costs and efficiencies gained through increased volume resulting from industry growth partially offset by lower pricing

FSI segment revenues decreased 2.4% to $361.4 million for the year ended December 31 2009 from $370.2 million for the year ended

December 31 2008 The decrease in revenues was primarily the result of decline in FSI pricing and small decline in market share

Cooperative FSI industry pages
increased 4% for the year ended December 31 2009 compared to the year ended December 31 2008 FSI unit

costs were lower for the year ended December 31 2009 than for the year ended December 31 2008 due primarily to decrease in the cost of

paper in 2009 FSI segment profit increased to $11.5 million for the year ended December 31 2009 compared to $1.8 million for the year

ended December 31 2008 primarily as result of lower costs and efficiencies gained through increased volume resulting from industry

growth partially offset by lower pricing

International Digital Media Services

International Digital Media Services segment revenues increased 12.5% to $178.8 million for the year ended December 31 2010 from

$159.0 million for the year ended December 31 2009 International Digital Media Services segment profit decreased to $22.7 million for

21



the year ended December 31 2010 from $25.0 million for the year ended December 31 2009 This decrease in segment profit primarily
resulted from reduced volume in our European business the loss of significant customer and continued investment in our Digital business

International Digital Media Services segment revenues decreased 7.4% to $159.0 million for the year ended December 31 2009 from

$171.7 million for the year ended December 31 2008 This decline is due primarily to our sale of the French and one-to-one direct mail

services businesses and the discontinuance of our media business in other European countries during 2008 which accounted for $23.7 million

of revenues in 2008 Segment profit for the year ended December 31 2009 increased to $25.0 million from $0.6 million for the year ended

December 31 2008 due primarily to increases in U.S coupon-clearing volume as well as the sale or discontinuance of less profitable

businesses in 2008

Financial Condition Liquidity and Sources of Capital

We consider such factors as current assets current liabilities revenues operating income and cash flows from operating activities investing

activities and financing activities when assessing liquidity Our liquidity requirements arise mainly from our working capital needs primarily

accounts payable inventory and debt service requirements Our senior secured credit facility and operating cash flows are our primary source

of liquidity and are expected to be used for among other things interest and principal payments on debt obligations and capital expenditures

necessary to support growth and productivity improvement

Sources and Uses of Cash

Cash and cash equivalents totaled $245.9 million at December 31 2010 increasing $116.1 million from December 31 2009 This net increase

resulted from net cash provided by operating activities of $463.3 million offset by net cash used in investing activities of $33.7 million and by

net cash used in financing activities of $313.6 million Cash flows from operating activities are our primary source of liquidity We believe we
will generate sufficient cash flows from operating activities and will have sufficient existing cash balances and lines of credit available to meet

currently anticipated liquidity needs including interest and required payments of indebtedness

In addition in 2011 we currently intend to use portion of our cash and cash equivalents to fund repurchases of common stock under our stock

repurchase program approved by our Board of Directors on August 25 2005 suspended in February 2006 and reinstated in May 2010 Our

common stock repurchases in 2011 are limited by the covenants in our senior secured credit facility to an aggregate amount of $192.7 million

we currently intend to repurchase majority of this amount in 2011 However the stock repurchase program does not obligate us to acquire

any particular amount of shares of common stock and may be modified or suspended at any time at our discretion

Operating Activities

Net cash provided by operating activities for the year ended December 31 2010 was $463.3 million due primarily to the $500.0 million cash

received approximately $301.4 million net of taxes and related payments as result of the litigation settlement with News America In

addition to the litigation settlement and other cash received related to net income the following changes in assets and liabilities affected cash

from operating activities for the year ended December 31 2010

an increase in accounts receivable of $41.3 million which was offset in part by $12.5 million increase in progress billings and

decrease of $18.3 million in accrued expenses

Investing Activities

Net cash used in investing activities of $33.7 million for the year ended December 31 2010 was primarily due to capital expenditures of

$26.7 million and additions of intangible assets of $7.6 million in both cases largely representing technology enhancements
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Financing Activities

Net cash used in financing activities during the year ended December 31 2010 was $313.6 million The following items impacted net cash used

in financing activities for the year ended December 31 2010

principal payments of long-term debt of $304.8 million which includes $297.8 million related to the tender offer completed in June

and open
market repurchases of the 2015 Notes discussed above

repurchases of 1733672 shares of our common stock at an aggregate cost of $58.2 million under the stock repurchase programs

reinstated in May 2010 and

$49.5 million of net proceeds received from stock option exercises

Current and Long-term Debt

As of December 31 2010 we had outstanding $706.2 million in aggregate indebtedness which consisted of $0.1 million of the 2033 Secured

Notes $242.2 million of the unsecured 2015 Notes and $347.7 million and $116.2 million under the term loan and delayed draw term loan

portions respectively of our senior secured credit facility all as defined below As of December 31 2010 we had total outstanding letters of

credit of approximately $11.0 million

Our Senior Secured Credit Facility

General On March 2007 in connection with our acquisition of ADVO we entered into senior secured credit facility with Bear Stearns

Corporate Lending Inc as Administrative Agent and syndicate of lenders jointly arranged by Bear Stearns Co Inc and Banc of America

Securities LLC

Our senior secured credit facility originally consisted of the following

five-year revolving line of credit in an aggregate principal amount of $120.0 million including $35.0 million available in euros

British Pounds Sterling Mexican Pesos or Canadian Dollars $40.0 million available for letters of credit and $20.0 million swingline

loan subfacility the revolving line of credit

seven-year term loan in an aggregate principal amount equal to $590.0 million with principal repayable in quarterly installments

at rate of 1.0% per year during the first six years of the term loan with the remaining balance thereafter to be paid on the seventh

anniversary of the closing date of the term loan the term loan

seven-year amortizing delayed draw term loan in an aggregate principal amount equal to $160.0 million with quarterly principal

repayment amounts equal to 0.25% of the remaining principal balance outstanding at the end of each quarter during the first six years

of the delayed draw term loan with the remaining balance thereafter to be repaid in full on the maturity date of the term loan the

delayed draw term loan and

an incremental facility pursuant to which prior to the maturity of the senior secured credit facility we may incur additional

indebtedness under our senior secured credit facility in an additional amount up to $150.0 million under either the revolving line of

credit or the term loan or combination thereof the incremental facility The obligations under the incremental facility will

constitute secured obligations under our senior secured credit facility

On January 22 2009 we entered into the first amendment to our senior secured credit facility the First Amendment As result of the First

Amendment we were permitted to use up to $125.0 million to repurchase from tendering lenders term loans outstanding under the senior

secured credit facility at prices below par acceptable to such lenders through one or more modified Dutch auctions at any time or times during

2009 In connection with the First Amendment we agreed to voluntarily permanently reduce the aggregate revolving credit commitments under

the senior secured credit facility from $120.0 million to $100.0 million in exchange for the ability to keep $20.0 million of revolving credit

loans outstanding during any modified Dutch auction The First Amendment also made certain technical and conforming changes to the terms

of our senior secured credit facility During the year ended December 31 2009 we repurchased at discount to par an aggregate principal

amount of $133.5 million of outstanding term loans under our senior secured credit facility for an aggregate purchase price of $123.5 million

including fees As result of these repurchases during the year ended December 31 2009 we recognized pre-tax gain of $10.0 million

which represents the difference between the face amounts par value of the term loans repurchased and the actual repurchase prices of the term

loans including fees The period during which such repurchases were permitted pursuant to the First Amendment expired on December 31

2009
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On April 15 2010 we entered into the second amendment to our senior secured credit facility the Second Amendment The Second

Amendment among other things

permits us to use up to $325 million to repurchase our outstanding 2015 Notes as defined below through April 15 2011 for
information regarding the repurchase of our 2015 Notes refer to the section below entitled 81/4% Senior Notes due 2015

provides us flexibility to extend the maturity of the revolving line of credit portion of the senior secured credit facility beyond the

current expiration date of March 2012

allows us additional features with respect to any future convertible or exchangeable debt securities

reduced the aggregate revolving credit commitments under the senior secured credit facility from $100 million to $50 million and

increased by 50 basis points the interest rate margins applicable to borrowings under the senior secured credit facility

All borrowings under our senior secured credit facility including without limitation amounts drawn under the revolving line of credit are

subject to the satisfaction of customary conditions including absence of default and accuracy of representations and warranties As of

December 31 2010 we had $39.0 million available under the revolving line of credit portion of our senior secured credit facility after giving
effect to the reductions in availability pursuant to the First and Second Amendments and outstanding letters of credit

Interest and Fees Borrowings under our senior secured credit facility bear interest at our option at either the base rate defined as the higher
of the prime rate announced by the commercial bank selected by the administrative agent to the facility or the federal funds effective rate plus

0.5% or at Eurodollar rate as defined in the credit agreement in each case plus an applicable interest rate margin For each of the four

quarters in the year ended December 31 2010 and the quarters ended March 31 2009 and December 31 2009 we elected three-month LIBOR
as the applicable rate on borrowings under our senior secured credit facility For the quarters ended June 30 2009 and September 30 2009 we
elected one-month LIBOR as the applicable rate on borrowings under our senior secured credit facility Pursuant to the Second Amendment
the interest rate margins applicable to the borrowings under our senior secured credit facility increased by 50 basis points See Note 11
Derivative Financial Instruments to our consolidated financial statements included in ITEM FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA of this Annual Report on Form 10-K for discussion regarding our various interest rate swap agreements

Guarantees and Security Our senior secured credit facility is guaranteed by substantially all of our existing and future domestic restricted

subsidiaries pursuant to Guarantee Security and Collateral Agency Agreement as amended In addition our obligations under our senior

secured credit facility and the guarantee obligations of the subsidiary guarantors are secured by first priority liens on substantially all of our and

our subsidiary guarantors present and future assets and by pledge of all of the equity interests in our subsidiary guarantors and 65% of the

capital stock of our existing and future restricted foreign subsidiaries

Prepayments Subject to customary notice and minimum amount conditions we are permitted to make voluntary prepayments without

payment of premium or penalty With certain exceptions we are required to make mandatory prepayments on the term loans in certain

circumstances including without limitation with 100% of the aggregate net cash proceeds from any debt offering asset sale or insurance

and/or condemnation recovery to the extent not otherwise used for reinvestment in our business or related business and up to 50% with the

exact percentage to be determined based upon our consolidated secured leverage ratio as defined in our credit agreement of our excess cash

flow as defined in the credit agreement Such mandatory prepayments will first be applied ratably to the principal installments of the term

loans and second to the prepayment of any outstanding revolving or swing-line loans without an automatic reduction of the amount of the

revolving line of credit
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Covenants Subject to customary and otherwise agreed upon exceptions our senior secured credit facility contains affirmative and negative

covenants including but not limited to

the payment of other obligations

the maintenance of organizational existences including but not limited to maintaining our property and insurance

compliance with all material contractual obligations and requirements of law

limitations on the incurrence of indebtedness

limitations on creation and existence of liens

limitations on certain fundamental changes to our corporate structure and nature of our business including mergers

limitations on asset sales

limitations on restricted payments including certain dividends and stock repurchases

limitations on capital expenditures

limitations on any investments provided that certain permitted acquisitions and strategic investments are allowed

limitations on optional prepayments and modifications of certain debt instruments

limitations on modifications to material agreements

limitations on transactions with affiliates

limitations on entering into certain swap agreements

limitations on negative pledge clauses or clauses restricting subsidiary distributions

limitations on sale-leaseback and other lease transactions and

limitations on changes to our fiscal year

Our senior secured credit facility also requires us to comply with maximum senior secured leverage ratio as defined in our senior secured

credit facility generally the ratio of our consolidated senior secured indebtedness to consolidated earnings before interest taxes depreciation

and amortization or EBITDA for the most recent four quarters of 3.501.00 and minimum consolidated interest coverage ratio as defined

in our senior secured credit facility generally the ratio of our consolidated EBITDA for such period to consolidated interest expense for such

period of 2.001.00 For purposes of calculating the minimum consolidated interest coverage ratio the First Amendment permits us to exclude

from the definition of consolidated interest expense in our senior secured credit facility swap termination and cancellation costs incurred in

connection with any purchase repurchase payments or repayment of any loans under our senior secured credit facility including pursuant to

modified Dutch auction The table below shows the required and actual financial ratios under our senior secured credit facility as of

December 31 2010

Required Ratio Actual Ratio

Maximum senior secured leverage ratio No greater than 50 00 59 00

Minimum consolidated interest coverage ratio No less than 2.001.00 12.441.00

In addition we are required to give notice to the administrative agent and the lenders under our senior secured credit facility of defaults under

the facility documentation and other material events make any new wholly-owned restricted domestic subsidiary other than an immaterial

subsidiary subsidiary guarantor and pledge substantially all after-acquired property as collateral to secure our and our subsidiary guarantors

obligations in respect of the facility

Events of Default Our senior secured credit facility contains customary events of default including upon change of control If such an

event of default occurs the lenders under our senior secured credit facility would be entitled to take various actions including in certain

circumstances increasing the effective interest rate and accelerating the amounts due under our senior secured credit facility

8/4% Senior Notes due 2015

On March 2007 we issued in private placement $540.0 million aggregate principal amount of the 2015 Notes On May 12 2010 we

commenced cash tender offer to purchase up to $270 million aggregate principal amount of the 2015 Notes at purchase price equal to 107%

of the principal amount of the 2015 Notes purchased plus accrued and unpaid interest On June 11 2010 we purchased $269.9 million

aggregate principal amount of the 2015 Notes validly tendered pursuant to the terms of such tender offer In addition during the year ended

December 31 2010 we purchased in the open market an additional $27.9 million aggregate principal amount of the 2015 Notes at weighted

average purchase price of 105.6% of the principal amount of the 2015 Notes purchased plus accrued and unpaid interest We recognized pre

tax loss on extinguishment of debt of $23.9 million during the year ended December 31 2010 which represents the difference between the

aggregate purchase price and the aggregate principal amount of the 2015 Notes purchased and the proportionate write-off of related capitalized

debt issuance costs
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On January 13 2011 we commenced cash tender offer and consent solicitation to purchase any and all of the remaining outstanding 2015

Notes and to amend the indenture governing the 2015 Notes which we refer to as the 2015 indenture to eliminate substantially all of the

restrictive covenants and certain events of default We used portion of the net proceeds from the 2021 Notes described below to fund the

purchase of the 2015 Notes and the related consent payments pursuant to the tender offer and consent solicitation We purchased approximately
$206.3 million aggregate principal amount of the 2015 Notes validly tendered pursuant to the terms of the tender offer and consent solicitation

at weighted average price of $1044.10 per $1000.00 principal amount plus accrued and unpaid interest We also received consents from

holders of the required majority of the principal amount of the 2015 Notes then outstanding to the proposed amendments to the 2015 indenture

and together with our subsidiary guarantors and the trustee under the 2015 indenture entered into supplemental indenture to the 2015

indenture effecting the proposed amendments Additionally on January 28 2011 we issued notice to redeem the remaining outstanding

$35.9 million aggregate principal amount of our 2015 Notes on March 2011 at the price of $1041.25 per $1000.00 principal amount plus

accrued and unpaid interest We will recognize pre-tax loss on extinguishment of debt of approximately $13.4 million during the first quarter

of 2011 which represents the difference between the aggregate purchase price and the aggregate principal amount of the 2015 Notes purchased

and the write-off of related capitalized debt issuance costs

6I8% Senior Notes due 2021

On January 28 2011 we issued in private placement $260.0 million aggregate principal amount of our 6/% Senior Notes due 2021 the
2021 Notes portion of the net proceeds were used to fund the purchase of the outstanding 2015 Notes and the related consent payments in

concurrent tender offer and consent solicitation as described above and the balance of the net proceeds will be used to fund the redemption of

the remaining outstanding 2015 Notes Debt issuance costs of approximately $4.8 millionwill be capitalized in the first quarter of 2011 and

will be amortized over the term of the 2021 Notes

Interest on the 2021 Notes is payable every six months on February and August commencing August 2011 The 2021 Notes are fully

and unconditionally guaranteed jointly and severally by substantially all of our existing and future domestic restricted subsidiaries on senior

unsecured basis

The 2021 Notes were issued under an indenture with Wells Fargo Bank National Association as trustee the 2021 indenture Subject to

number of exceptions the 2021 Notes indenture restricts our ability and the ability of our restricted subsidiaries as defined in the 2021

indenture to incur or guarantee additional indebtedness transfer or sell assets make certain investments pay dividends or make distributions

or other restricted payments create certain liens merge or consolidate repurchase stock create or permit restrictions on the ability of our

restricted subsidiaries to pay dividends or make other distributions to us and enter into transactions with affiliates

We may redeem all or portion of the 2021 Notes at our option at any time prior to February 2016 at redemption price equal to 100% of

the principal amount of 2021 Notes to be redeemed plus make-whole premium as described in the 2021 indenture plus accrued and unpaid

interest to the redemption date if any At any time on or after February 2016 we may redeem all or portion of the 2021 Notes at our option

at the following redemption prices expressed as percentages of the principal amount thereof if redeemed during the twelve-month period

commencing on February of the years set forth below

sear Percentage

2016 103.313%

2017 102.208%

2118 101.104%

19 and thereafter 00.000%
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In addition we must pay accrued and unpaid interest to the redemption date if any On or prior to February 2014 we may also redeem at our

option up to 35% of the principal amount of the outstanding 2021 Notes with the proceeds of certain equity offerings at the redemption prices

specified in the 2021 indenture plus accrued and unpaid interest to the date of redemption if any Upon the occurrence of change of control

as defined in the 2021 indenture we must make written offer to purchase all of the 2021 Notes for cash at purchase price equal to 101% of

the principal amount of the 2021 Notes plus accrued and unpaid interest to the date of repurchase if any

In connection with the offering of the 2021 Notes we and our subsidiary guarantors entered into registration rights agreement dated as of

January 28 2011 which we refer to as the Registration Rights Agreement Pursuant to the Registration Rights Agreement we and our

subsidiary guarantors must file an exchange offer registration statement within 180 days after the issue date of ihe 2021 Notes enabling

holders of the 2021 Notes to exchange the privately placed notes and related subsidiary guarantees for publicly registered exchange notes and

related subsidiary guarantees with substantially identical terms use commercially reasonable efforts to cause the exchange offer registration

statement to become effective under the Securities Act of 1933 as amended within 240 days after the issue date of the 2021 Notes and use

commercially reasonable efforts to consummate the exchange offer within 30 business days after the effective date of the exchange offer

registration statement We and our subsidiary guarantors have also agreed to file under certain circumstances shelf registration statement to

cover resales of the 2021 Notes If we do not comply with our obligations under the Registration Rights Agreement under certain

circumstances we and our subsidiary guarantors will be required to pay liquidated damages in the form of additional interest to holders of the

2021 Notes

Senior Secured Con verfible Notes due 2033 2033 Secured Notes

In May 2003 we issued $239794000 aggregate principal amount of the 2033 Secured Notes in private placement transaction at an issue

price of $667.24 per note resulting in gross proceeds to us of $160.0 million During the second quarter of 2008 we conducted cash tender

offer for the 2033 Secured Notes that was intended to satisfy the put rights of the holders of such notes that were exercisable on May 22 2008

under the indenture governing such notes Pursuant to the tender offer we repurchased an aggregate principal amount of $239.7 million or

$159.9 million net of discount for an aggregate of $159.9 million We used the delayed draw term loan portion of our senior secured credit

facility to finance the tender offer As of December 31 2010 an aggregate principal amount of $85000 or approximately $58000 net of

discount of the 2033 Secured Notes remained outstanding pursuant to the 2033 Secured Notes indenture

Additional Provisions

The indenture governing the 2033 Secured Notes contains cross-default provision which becomes applicable if we default under any

mortgage indenture or instrument evidencing indebtedness for money borrowed by us and the default results in the acceleration of such

indebtedness prior to its express maturity and the principal amount of any such accelerated indebtedness aggregates in excess of $25.0 million

The indenture governing the 2021 Notes contains cross-default provision which becomes applicable if we fail to pay the stated principal

amount of any of our indebtedness at its final maturity date or default under any of our indebtedness and the default results in the

acceleration of indebtedness and in each case the principal amount of any such indebtedness together with the principal amount of any other

such indebtedness under which there has been payment default or the maturity of which has been so accelerated aggregates $50.0 million or

more Our credit agreement contains cross-default provision which becomes applicable if we fail to make any payment under any

indebtedness for money borrowed by us other than the obligations under such credit agreement and such default continues beyond the grace

period provided in the instrument or other agreement under which such indebtedness was created or otherwise default under any such

indebtedness the effect of which default is to cause such indebtedness to be accelerated or to become subject to mandatory offer to purchase

and in either instance such defaults are continuing with respect to indebtedness in an aggregate outstanding principal amount in excess of

$25.0 million

Subject to applicable limitations in our senior secured credit facility and indentures we may from time to time repurchase our debt in the open

market through tender offers exchanges for debt or equity securities by exercising rights to call satisfying put obligations or in privately

negotiated transactions or otherwise
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Other Indebtedness

We have entered into an interest rate swap agreement For further detail regarding this agreement see Note 11 Derivative Financial

Instruments to our Consolidated Financial Statements included in ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA

Covenant Compliance

As of December 31 2010 we are in compliance with all of our indenture and senior secured credit facility covenants

Future Commitments and Contractual Obligations

Our contractual obligations as of December 31 20101 were as follows

Iu inents due Period

less Thaii \lot Iha rj

milhon Total Year 1-3 Years 3-5 ears ears

Debt 706.2 7.1 14.0 68S.0 0.1

Intcrct on debt 132.4 36 86.3 10.0

Operating leases 124.1 23.2 39.8 25.9 35.2

Lnrecogniicd tax heneiis2 2.4 0.5 .9

965.1 66.9 142.0 721.9 35.3

The table above does not give effect to the refinancing of our 2015 Notes and the issuance of 2021 Notes which we completed during the

first quarter of 2011

Valassis has an additional $12.3 million in gross unrecognized tax benefits for which the amount or period of related future payments

cannot be reasonably estimated

Off-balance Sheet Arrangements

As of December 31 2010 we did not have any off-balance sheet arrangements as defined in Item 303a4ii of SEC Regulation S-K

Capital Expenditures

Capital expenditures were $26.7 million for the year ended December31 2010 largely representing technology enhancements Management

expects future capital spending to meet the business needs of enhancing technology and replacing equipment as required It is expected these

expenditures will be made using funds provided by operations

New Accounting Pronouncements

Recently Adopted

In January 2010 the Financial Accounting Standards Board FASB issued Accounting Standards Update ASU No 20 10-06 Improving
Disclosures about Fair Value Measurements ASU No 2010-06 require companies to disclose separately the amounts of significant

transfers between Level and Level of the fair value hierarchy disclose activity in Level fair value measurements including transfers

into and out of Level and the reasons for such transfers and present separately in its reconciliation of recurring Level measurements

information about purchases sales issuances and settlements on gross basis The adoption of these new disclosure requirements is reflected

in Note 13 Fair Value of Financial Instruments to our consolidated financial statements included in ITEM FINANCIAL STATEMENTS
AND SUPPLEMENTARY DATA of this Annual Report on Form 10-K

In February 2010 the FASB issued ASU No 2010-09 Amendments to Certain Recognition and Disclosure Requirements to eliminate the

requirement for public companies to disclose the date through which subsequent events have been evaluated We will continue to evaluate

subsequent events through the date of the issuance of the financial statements however consistent with this guidance the date will no longer

be disclosed
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Yet-to-be Adopted

In October 2009 the FASB issued ASU No 2009-13 Multiple-Deliverable Revenue Arrangements which addresses the accounting for

multiple-deliverable arrangements to enable vendors to account for products or services deliverables separately rather than as combined

unit ASU No 2009-13 is effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning on or

after June 15 2010 We are currently evaluating the impact if any of the adoption of ASU No 2009-13 on our financial statements and will

adopt ASU No 2009-13 in the first quarter of 2011

Critical Accounting Policies and Estimates

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires

management to make estimates and assumptions that affect the amounts reported in the accompanying consolidated financial statements and

notes Generally matters subject to estimation and judgment include amounts related to accounts receivable realization useful lives of

intangible and fixed assets fair value of reporting units for goodwill impairment testing and income taxes Due to the inherent uncertainty

involved in making estimates actual results reported in future periods may differ from those estimates

Revenue Recognition

Our revenue recognition policies vary by product and are summarized as follows

Revenues for newspaper-delivered promotions are recognized in the period the product is distributed in the newspaper In accordance

with industry practice we generally bill clients in advance of the related distribution date However these billings are reflected as

progress billings liability until the distribution date

Products and services not distributed via newspapers are recognized as revenues when the product is shipped accepted by the USPS os

the service is performed

Coupon processing fee revenues are recognized on completion of coupon processing and do not include the face value of the coupon

or the retailer handling fee

Taxes collected from clients are reported on net basis and as such excluded from revenues

Shared Mail Revenues are recognized when persuasive evidence of sales arrangement exists and when services are rendered Shared Mail

services are considered rendered when all printing sorting labeling and ancillary services have been provided and the package has been

shipped and accepted by the USPS There is no risk pertaining to customer acceptance and the sales arrangement specifies fixed and

determinable price and collectibility is reasonably assured We provide for an allowance for sales adjustments to estimate claims resulting from

billing and sales adjustments in the event of incorrect invoicing pricing disputes or untimely mailings of clients advertising material The

amount of this reserve is evaluated monthly taking into account historical trends specific items and trended sales adjustments

Neighborhood Targeted The majority of Neighborhood Targeted products are newspaper delivered and revenues are recognized in the

period that the product is distributed within the newspaper For non-newspaper-delivered products revenues are recognized when the product

is shipped to the customer or distributed to the consumer via direct to door

ROP revenues are recognized on the date that the advertisement runs in the newspaper Some clients have contracts whereby we earn

transaction fee and the media costs are pass-through costs to the client In such cases we only recognize the transaction fee as revenue on the

date the advertisement runs in the newspaper Client contracts can vary which may lead to material changes in revenues recognized for this

segment while not materially affecting absolute gross margin dollars

FSI Revenues from FSIs and custom cooperative FSIs are recognized in the period that the product is distributed in the newspaper or shared

mail package In accordance with industry practice we generally pre-bill FSI customers except remnant space in advance of the related

distribution date However these billings are reflected as progress billings liability until the appropriate distribution period Provision for

rebates or pricing adjustments is made at the time that the related revenues are recognized
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International Digital Media Services Revenues for coupon clearing do not include the face value of the coupons processed or the retailer

service fee However clients are billed for the face value and retailer fee which are included in both accounts receivable and accounts payable
Once coupon processing has been completed fee revenues are recognized

Revenues for solo direct-mail products are recognized when the product is accepted by the USPS for insertion into the mail stream In most

cases postage costs are passed through directly to the client and are not recognized as revenues Revenues from software products are

recognized per installation and revenues from services are recognized on percent-complete method

i-tccounts Receivable

Accounts receivables are stated at amounts estimated by management to be the net realizable value An allowance for doubtful accounts is

recorded when it is probable amounts will not be collected based on specific identification of customer circumstances or age of the receivable

Accounts receivable are written off when it becomes apparent such amounts will not be collected Generally we do not require collateral or

other security to support client receivables

Client Contract Incentives

We occasionally provide upfront cash incentives to key clients to secure the value of long-term contract The cost of such incentives is

capitalized and amortized as reduction to revenues using the straight-line method over the life of the client contract

Goodwill Intangible Assets and Other Long-Lived Assets

Our long-lived assets consist primarily of plant property and equipment mailing lists customer relationships trade names and goodwill An

intangible asset with finite useful life is amortized an intangible asset with an indefinite useful life is not amortized but is evaluated at least

annually as of December Pt for impairment and more frequently if events or changes in circumstances indicate that the carrying value may
not be recoverable Reaching determination on useful life requires significant judgments and assumptions regarding the future effects of

obsolescence competition and other economic factors We have determined that our trade names have indefinite useful lives and therefore we

do not amortize them We periodically review the carrying amounts of all of our long-lived assets We undertake this review when facts and

circumstances suggest that cash flows emanating from those assets may be diminished The identification of units of accounting and the

allocation of intangible assets by unit of accounting during 2010 were consistent with prior periods

For goodwill our annual impairment evaluation compares the fair value of each of our reporting units to its respective carrying amount and

consists of two steps First we determine the fair values of each of our reporting units as described below and compare them to the

corresponding carrying amounts Second if the carrying amount of reporting unit exceeds its fair value an impairment loss is recognized for

any excess of the cartying amount of the reporting units goodwill over the implied fair value of the goodwill The implied fair value of

goodwill is determined by allocating the fair value of the reporting unit in manner equivalent to purchase price allocation The residual fair

value after this allocation is the implied fair value of the reporting units goodwill

We perform our impairment testing at the reporting unit level The following table provides summary of our goodwill by reporting unit as of

December 31 2010

U.S dollars in millions

Shucd Mail 534.2

NCH Marketing Sers tcc Inc 64.9

Freestanding Inserts 22.4

Neighborhood 5.3

Valassis Relationship Marketing Syslems 6.1

Solo Direct Mail

Total Goodwill 636.5
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We estimate the fair values of our reporting units based on projected future debt-free cash flows that are discounted to present value using

factors that consider the timing and risk of the future cash flows We believe this approach is appropriate because it provides fair value

estimate based upon the expected long-term operations and cash flow performance of each reporting unit We estimate future cash flows for

each of our reporting units based on our operating result projections for the respective operating unit These projected cash flows are discounted

to present value using weighted average cost of capital thought to be indicative of market participants

Based on the valuation approach described above our estimated fair values substantially exceeded the carrying values for all reporting units

and no impairment charge was warranted as of December 31 2010 1% change in any of the assumptions used in our analysis would not

have material effect on this conclusion

Consistent with the prior year we tested the value assigned to our trade names utilizing an estimated market royalty rate representing the

percentage
of revenues market participant would be willing to pay as royalty for their use As of December 31 2010 the resulting fair value

based on this calculation indicated no impairment

Income Taxes

Deferred income tax assets and liabilities are computed annually for differences between the consolidated financial statement and tax bases of

assets and liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates applicable to the periods

in which the differences are expected to affect taxable income Valuation allowances are established when necessary to reduce deferred tax

assets to the amount more likely than not to be realized Income tax expense is the tax payable or refundable for the period plus or minus the

change during the period in deferred tax assets and liabilities

Derivatives and Hedging Transactions

We use derivative financial instruments including forward foreign exchange and interest rate swap contracts to manage our exposure to

fluctuations in foreign exchange rates and interest rates The use of these financial instruments mitigates exposure to these risks with the intent

of reducing the variability of our operating results We are not party to leveraged derivatives and do not enter into derivative financial

instruments for trading or speculative purposes All derivatives are recorded at fair value and the changes in fair value are immediately included

in earnings if the derivatives are not designated and do not qualify as effective hedges If derivative is fair value hedge then changes in the

fair value of the derivative are offset against the changes in the fair value of the underlying hedged item If derivative is cash flow hedge

then changes in the fair value of the derivative are recognized as component of accumulated other comprehensive earnings loss until the

underlying hedged item is recognized in earnings

Foreign Currency Translation

The financial statements of foreign subsidiaries have been translated into U.S dollars All balance sheet accounts have been translated using

the exchange rates in effect at the balance sheet date Income statement amounts have been translated using the average exchange rate for the

year The gains and losses resulting from the changes in exchange rates from year-to-year have been reported as component of stockholders

equity in accumulated other comprehensive income/loss

Concentrations of Credit Risk

Financial instruments that potentially subject our Company to concentrations of credit risk consist principally of temporary cash investments

and accounts receivable We place our cash in short-term high credit quality securities Concentrations of credit risk with respect to accounts

receivable are limited due to the large number of clients comprising our client base and their dispersion across many different industries and

geographies No single client accounted for more than 10% of our consolidated revenues during the years ended December 31 2010 2009 and

2008 Generally we do not require collateral or other security to support client receivables

Off-Balance Sheet Arrangements

We do not have off-balance sheet arrangements financings or other relationships with unconsolidated entities or other persons also known as

variable interest entities
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We also have other key accounting policies which involve the use of estimates judgments and assumptions For additional information see

Note Basis of Presentation and Significant Accounting Policies to our consolidated financial statements included in ITEM FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA to this Annual Report on Form 10-K

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our principal market risks are interest rates on various debt instruments and foreign exchange rates at our international subsidiaries

Interest Rates

Our borrowings under our senior secured credit facility are subject to variable rate of interest calculated on either prime rate or Eurodollar

rate In December 2009 we entered into an interest rate swap agreement with an effective date of December 31 2010 which effectively fixes

the interest rate for an initial amount of $300.0 million of this variable rate debt under our senior secured credit facility at an interest rate of

4.255% and expires on June 30 2012 As of December 31 2010 the fair value of this derivative was liability of $4.6 million The initial

notional amount of $300.0 million under the interest rate swap agreement amortizes by $40.0 million at the end of each quarter subsequent to

the effective date to $100.0 million for the quarter ended June 30 2012 Our remaining variable rate indebtedness which was an aggregate

principal amount of $163.9 million outstanding under the term loan and delayed draw portions of our senior secured credit facility as of

December 31 2010 and will increase as result of the amortization and expiration of the interest rate swap agreement described above is

subject to interest rate risk as our interest payments will fluctuate as the underlying interest rate changes If there is 1% increase in 3-month

LIBOR the interest rate currently applicable to this variable rate debt and we do not alter the terms of our current interest rate swap agreement

or enter into new interest rate swap agreement our debt service obligations on our variable rate indebtedness would increase by total of

$11.6 million between January 2011 and March 2014 the maturity date of the term loans under the senior secured credit facility

Foreign Currency

Currencies to which we have exposure are the Mexican peso Canadian dollar Polish zloty British pound and Euro Currency restrictions are

not expected to have significant effect on our cash flows liquidity or capital resources Certain of our Mexican peso forward exchange

contracts were originally designated as cash flow hedges upon inception and accordingly the effective portion of any fair value change was

recorded as component of other comprehensive loss and any ineffective portion was reflected in the statement of income Actual exchange

losses or gains are recorded against production expense when the contracts are executed As of December 31 2010 we had commitments to

purchase $10.8 millionin Mexican pesos and $0.6 million in Polish zlotys over the next twelve months
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ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

VALASSIS COMMUNICATIONS INC
Consolidated Balance Sheets

U.S dollars in thousands

December 31

2010 2009

Assets

Current assets

Cash and cash equivalents 245.935 129.846

Accounts receivable net 45995 428.836

Inventories Nole 41.987 40.472

Prepaid expenses and other 38.657 49.624

Total current assets 786531 648778

Property plant and eqwpment net Note 75.567 197.90

Goodwill Note 63647 640373

Other intanihle assets net Note 233.8 238.859

Other assets 13272 184
Total assets $1845658 $1744022

Liabilities and Stockholders Equity

Current liabi it ies

Current portion long-term debt Note 7058 6.197

Accounts payable 329.602 338.41$

Progress billings 5300 40.532

Accrued expenses Note 99.612 127.658

fotal current liabilities 489273 512805

Longterm debt Note 699.169 .004.875

Deferred income taxes Note 78.764 87.9 14

Other non-current liabilities 49.568 40.567

Total liabilities 1316774 1646.161

Commitments and contingencies Notes and

Stockholders equity

Preferred stock S.0 par aloe 25.000.00 shares authoriied no shares issued or outstandiiig at

December 210 and 2009

Common sli 5.0 par salue 100000.000 shares authoried 65.283.749 and 64.241359 shares issued

at Decem 2010 and respectively 50.361.749 and 48.762.242 shares outstanding at

Deeeinbe 31 2010 and 00 respectively 653 642

Additional paidin capita 24.988 98.927

Retained earniligs 908136 522.73

Accumulated other comprehensive earnings loss 3211 4.269

Treasury stock at cost 14.922000 and 54791 17 shares at December 2010 and 2009 respectis el 508.1 92 5201 70

Total stockholders equity 528884 97.86

Total liabilities and stockholders equity $1845658 $1744022

See accompanying notes to consolidated financial statements
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AIASSIS COM\.ltNICATIONS IN
Consolidated Statements of Income

U.S dollars in thousands except per share data

car Eiidid December 31

2010 2009 2008

Revenues $2333512 $2244248 $2.38 1907

Costs and expenses

Cost of sales 1.724606 1.693652 1.855.894

Selling general and administrati 371 .264 354.933 385826

Amortiation expense 12624 12.624 9.223

Inipairmeni charge 245.700

Total costs and expenses 108.494 2.061 .209 2.496.643

Gain from litigation scitlcwcni net Note 490.085

Farnings loss froni operations 715103 183.039 114736

Other expenses and ncome
Interest expense 64.904 87.041 9890

Interest mcome 653 546 2.913
oss gain on extinguishment of debt Note 23.873 10028

Other income expense net 5.676 4.371 5.111

Total other expenses net 82.448 72.096 101 01

larnings loss before income taxes 632655 110943 215837
laconic tax expenSe benefIt 247.250 44175 185
Net earnings loss 385405 66768 209652

Net earnings Uoss per common share basic Note 7.84 1.39 t4.37

Net earnings loss per common share diluted Note 7.42 1.36 4.37

Weighted average common shares basic Note 49140 48129 47977

Weighted average common shares diluted Note 51957 49270 47977

See accompanying notes to consolidated financial statements
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VALASSIS COMMUNICATIONS INC
Consolidated Statements of Stockholders Equity

U.S dollars in thousands

Accumulated

Other

Additional Comprehensive Total

Common Paid.in Retained Earnings Treasury Stockholders

Stock Capital Earnings Loss Stock Equity

Net loss 209.652 209652
Olher comprchcnsive loss

Foreign currency translation 1.934 1.934
Lnrealized changes in lair aIuc of

cash l1 hedges net of tax 12.124 12.124

lotal coniprchcnsive loss 223710
Grant/exercise of stock awards 29 57 29

Stockbased compensal ion opl ion

expense 7.043 7.043

Balances at December 31 2008 635 87305 455963 183l9 520170 5414
Net earnines 66768 66.768

Other comprehensive earnings

Foreign currency translation 1.786 1.786

Losses on cash flow hedges net of

tax 10146 10146

Unreal iíed changes in fair value of

cash flow hedges net of tax 2.1 18 2.1 18

lotal comprehensive earnings 80818

Grant/exercise of stock awards 4.5 13 4520
Stockbased compensation option

expense 7.109 7109

Balances at December 31 2009 642 98927 522731 4269 520170 97861

Net earnings 385405 385.405

0111cr comprehensi earnings

Foreign currency translation

Losses on cash how hedges net of

tax 10.721 10.721

Unrealized changes in fair value of

cash flow hedges and available

for sale securities net of tax 3159 3159
Total coin prehensi earnings 392.973

Grant/exercise of stock awards 11 6064 70203 64150

Stock-based compensation option

expense 32.125 32.125

Repurchases of common stock 58225 58225
Balances at December 31 2010 653 $124988 908136 3299 $508192 528884

See accompanying notes to consolidated financial statements
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VALASSIS COMMUNICATIONS INC
Consolidated Statements of Cash Flows

Year Ended December 31

in thousands of U.S dollars 2010 2009 2008

Cash flows from operating activities

Net earnings loss 385405 66768 $209652

Adjustments to reconcile net earnings to net

cash provided by operating activities

Depreciation and amortization 61446 67848 69368

Amortization of debt issuance costs 2353 3281 6564

Provision for losses on accounts receivable 10138 5732 8602

Loss gain on debt extinguishment net 3429 10028
Writeclown of impaired assets 245700

Loss on derivatives net 18816 2513

Gain loss on equity investments 5123 4561 2172

Stock-based compensation expense 32125 7109 7.043

Gain loss on sale of property plant and equipment 47 228 3326

Deferred income taxes 3520 10965 26467

Changes in operating assets and liabilities

Accounts receivable 41254 45181 25045

Inventories 1515 7701 4582
Prepaid expenses

and other 4297 5810 11856
Other assets 3864 7360 5735

Other liabilities 7522 10571 1630

Accounts payable 8817 1059 2365

Progress billings 12469 4007 1077
Accrued expenses 18262 7889 24399

Total adjustments 77921 130645 305909

Net cash provided by operating activities 463326 191413 96257

Cash flows from investing activities

Additions to property plant and equipment 26678 19104 24659
Additions to intangible assets 7582
Proceeds from sales of property plant and equipment and available-for-sale securities 564 96 33123

Proceeds from sale of French business 3605

Net cash used in provided by investing activities 33696 19008 12069

Cash flows from financing activities

Borrowings of long-term debt 20000 160000

Repayment of long-term debt 304845 200134 268008

Other debt related payments 1335

Repurchase of common stock 58225
Proceeds from issuance of common stock 49461 4520 29

Net cash used in financing activities 313609 176949 107979

Effect of exchange rate changes on cash 68 1834 970

Net increase in cash and cash equivalents 116089 3290 1317

Cash and cash equivalents at beginning of the year 129846 126556 125239

Cash and cash equivalents at end of the year 245935 129846 126556

Supplemental disclosure of cash flow information

Cash paid during the
year

for interest 72394 79501 103401

Cash paid during the year for income taxes 237674 43518 36234

Non-cash investing and financing activities

Stock issued under stock-based cOmpensation plan 7634 68 1296

See accompanying notes to consolidated financial statements
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BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the

United States of America

Gain on extinguishment of debt of $10.0 million for the year ended December 31 2009 which was previously included in Other income net in

the consolidated statement of income has been reclassified as separate line item to conform to the current presentation

Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of Valassis Communications Inc referred to herein as Valassis we and

our and domestic and non-U.S subsidiaries in which we hold controlling financial interest Our share of the earnings or losses of non-

controlled affiliates over which we exercise significant influence generally 20% to 50% ownership interest is included in the consolidated

statements of income as Other income expense net using the equity method of accounting All intercompany balances and transactions

between consolidated entities have been eliminated

Revenue Recognition

Our revenue recognition policies vary by product and are summarized as follows

Revenues for newspaper-delivered promotions are recognized in the period the product is distributed in the newspaper In accordance

with industry practice we generally bill clients in advance of the related distribution date However these billings are reflected as

progress billings liability until the distribution date

Products and services not distributed via newspapers are recognized as revenues when the product is shipped accepted by the USPS or

the service is performed

Coupon processing fee revenues are recognized on completion of coupon processing and do not include the face value of the coupon

or the retailer handling fee

Taxes collected from clients are reported on net basis and as such excluded from revenues

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally accepted in the United States of

America requires management to make estimates and assumptions that affect the amounts reported in the consolidated financial statements and

accompanying notes Generally matters subject to estimation and judgment include amounts related to accounts receivable realization useful

lives of intangible and fixed assets fair value of reporting units for goodwill impairment testing and income taxes Due to the inherent

uncertainty involved in making estimates actual results reported in future periods may differ from those estimates

Cash Equivalents

All highly-liquid investments with maturity of three months or less when purchased are considered cash equivalents
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4ccounts Receivable

Accounts receivables are stated at amounts estimated by management to be the net realizable value An allowance for doubtful accounts is

recorded when it is probable amounts will not be collected based on specific identification of customer circumstances or age of the receivable

The allowance for doubtful accounts was $12.1 million and $7.6 million as of December 31 2010 and 2009 respectively Accounts receivable

are written off when it becomes apparent such amounts will not be collected Generally we do not require collateral or other security to support

client receivables

Inventories

Inventories are accounted for at the lower of cost determined on first in first out FIFO basis or market Inventories included on the

consolidated balance sheets consist of

December 31

In thousands ot U.S dii IaN 2010 2009

Raw materials 27.035 23.263

Work in progress 14952 17 209

Fotal inventories 41 .987 40.472

Client Contract Incentives

We occasionally provide upfront cash incentives to key clients to secure the value of long-term contract The cost of such incentives is

capitalized and amortized as reduction to revenues using the straight-line method over the life of the client contract

Property Plant and Equipment

Property plant and equipment are stated at cost less accumulated depreciation Improvements that add significantly to the productive capacity

or extend the useful life of an asset are capitalized Expenditures for repairs and maintenance are charged to expense as incurred Depreciation

is computed using the straight-line method over the estimated useful lives of the related assets Leasehold improvements are amortized over the

shorter of the estimated life of the related asset or the lease-term using the straight-line method The following table summarizes the cost and

ranges of useful lives of the major classes of property plant and equipment and the total accumulated depreciation related to the Property plant

and equipment net included on the consolidated balance sheets

December 31

Useful Lives 2010 2009

in years in thousands of U.S dollars

Land at cost N/A 7195 7.195

Buildings at cost 30 37.657 37.090

Machinery and equipment at cost 20 225762 219663

Office furniture and equipment at cost 10 221 .804 206.93

easehold improvements at cod 10 28174 8896

520.592 499.775

ess accumulated depreciation 345.025 301.874

Property plant and equipment net 175.567 197.901

Depreciation expense was $48.8 million $55.2 million and $60.1 million for the years ended December 31 2010 2009 and 2008 respectively
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Goodwill Intangible Assets and Other Long-Lived Assets

Our long-lived assets consist primarily of plant property and equipment mailing lists customer relationships trade names and goodwill An

intangible asset with finite useful life is amortized an intangible asset with an indefinite useful life is not amortized but is evaluated at least

annually as of December 31St for impairment and more frequently if events or changes in circumstances indicate that the carrying value may
not be recoverable Reaching determination on useful life requires significant judgments and assumptions regarding the future effects of

obsolescence competition and other economic factors We have determined that our trade names have indefinite useful lives and therefore we

do not amortize them We periodically review the carrying amounts of all of our long-lived assets We undertake this review when facts and

circumstances suggest that cash flows emanating from those assets may be diminished The identification of units of accounting and the

allocation of intangible assets by unit of accounting during 2010 were consistent with prior periods

For goodwill our annual impairment evaluation compares the fair value of each of our reporting units to its respective carrying amount and

consists of two steps First we determine the fair values of each of our reporting units as described below and compare them to the

corresponding carrying amounts Second if the carrying amount of reporting unit exceeds its fair value an impairment loss is recognized for

any excess of the carrying amount of the reporting units goodwill over the implied fair value of the goodwill The implied fair value of

goodwill is determined by allocating the fair value of the reporting unit in manner equivalent to purchase price allocation The residual fair

value after this allocation is the implied fair value of the reporting units goodwill

We estimate the fair values of our reporting units based on projected future debt-free cash flows that are discounted to present value using

factors that consider the timing and risk of the future cash flows We believe this approach is appropriate because it provides fair value

estimate based upon the expected long-term operations and cash flow performance of each reporting unit We estimate future cash flows for

each of our reporting units based on our operating result projections for the respective operating unit These projected cash flows are discounted

to present value using weighted average cost of capital thought to be indicative of market participants

Consistent with the prior year we tested the value assigned to our trade names utilizing an estimated market royalty rate representing the

percentage of revenues market participant would be willing to pay as royalty for their use

Income Taxes

Deferred income tax assets and liabilities are computed annually for differences between the consolidated financial statement and tax bases of

assets and liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates applicable to the periods

in which the differences are expected to affect taxable income Valuation allowances are established when necessary to reduce deferred tax

assets to the amount more likely than not to be realized Income tax expense is the tax payable or refundable for the period plus or minus the

change during the period in deferred tax assets and liabilities

Derivatives and Hedging Transactions

We use derivative financial instruments including forward foreign exchange and interest rate swap contracts to manage our exposure to

fluctuations in foreign exchange rates and interest rates The use of these financial instruments mitigates exposure to these risks with the intent

of reducing the variability of our operating results We are not party to leveraged derivatives and do not enter into derivative financial

instruments for trading or speculative purposes All derivatives are recorded at fair value and the changes in fair value are immediately included

in earnings if the derivatives are not designated and do not qualify as effective hedges If derivative is fair value hedge then changes in the

fair value of the derivative are offset against the changes in the fair value of the underlying hedged item If derivative is cash flow hedge

then changes in the fair value of the derivative are recognized as component of Accumulated other comprehensive earnings loss until the

underlying hedged item is recognized in earnings
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Accumulated other comprehensive earnings loss included the following

III tIILNdIid .S doIhu 2011 2009

Unreal i/CL1 changes in lair aluc of cash flo hedges and ailable for sale securities 2.67W 489

nrc ted o.s di seon in Lied as Ii II ow hedges 0.72

oreign eurrenc\ translation 5.969 5963

Accuniuhiled toher comprehensive earnings loss $3.29 4.69

Foreign Currency Translation

The financial statements of foreign subsidiaries have been translated into U.S dollars All balance sheet accounts have been translated using

the exchange rates in effect at the balance sheet date Income statement amounts have been translated using the average exchange rate for the

year The gains and losses resulting from the changes in exchange rates from year-to-year have been reported as component of stockholders

equity in Accumulated other comprehensive earnings loss

Concentrations of Credit Risk

Financial instruments that potentially subject us to concentrations of credit risk consist principally of temporary cash investments and accounts

receivable We place our cash in short-term high credit quality securities Concentrations of credit risk with respect to accounts receivable are

limited due to the large number of clients comprising our client base and their dispersion across many different industries and geographies No

single client accounted for more than 10% of our consolidated revenues during the years ended December 31 2010 2009 and 2008

New Accounting Pronouncements

Recently Adopted

In January 2010 the Financial Accounting Standards Board FASB issued Accounting Standards Update ASU No 2010-06 Improving

Disclosures about Fair Value Measurements ASU No 2010-06 requires companies to disclose separately the amounts of significant

transfers between Level and Level of the fair value hierarchy disclose activity in Level fair value measurements including transfers

into and out of Level and the reasons for such transfers and present separately in its reconciliation of recurring Level measurements

information about purchases sales issuances and settlements on gross basis The adoption of these new disclosure requirements is reflected

in Note 13 Fair Value of Financial Instruments

In February 2010 the FASB issued ASU No 20 10-09 Amendments to Certain Recognition and Disclosure Requirements to eliminate the

requirement for public companies to disclose the date through which subsequent events have been evaluated We will continue to evaluate

subsequent events through the date of the issuance of the financial statements however consistent with this guidance the date will no longer

be disclosed

Yet-to-be Adopted

In October 2009 the FASB issued ASU No 2009-13 Multiple-Deliverable Revenue Arrangements which addresses the accounting for

multiple-deliverable arrangements to enable vendors to account for products or services deliverables separately rather than as combined

unit ASU No 2009-13 is effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning on or

after June 15 2010 We are currently evaluating the impact if any of the adoption of ASU No 2009-13 on our financial statements and will

adopt ASU No 2009-13 in the first quarter of 2011
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GOODWILL AND OTHER INTANGIBLE ASSETS

The changes in the carrying amount of goodwill by segment for the years ended December 31 2010 and 2009 were as follows

International

Neighborhood Free-standing Digital Media

in thousands of U.S dolIar Targeted Inserts Ser%ices Total

January 2009 $534184 5.325 18257 83173 $640939

Purchase accounting adjustment 866 866
Reclassifications 4.100 4100l

December 2009 534.184 5.325 22357 78.207 640.073

Disposal of reporting unit 3602 3602
December31 2010 $534.l$4 5325 22.357 74.605 $636471

During the year ended December 31 2009 we recorded reclassification to correct an immaterial error in the allocation of goodwill

between segments

During the year ended December 31 2010 we disposed of reporting unit within the International Digital Media Services segment

which resulted in $3.6 millionreduction in goodwill and the cancellation of related note payable No material gain or loss was

recognized related to this transaction

We performed annual impairment tests of goodwill as of December 31 2010 2009 and 2008 As of December 31 2010 and 2009 the

estimated fair values of our reporting units were in excess of the carrying values of the reporting units therefore we concluded goodwill was

not impaired as of these dates Our annual impairment test of goodwill as of December 31 2008 resulted in pre-tax non-cash charge of

$245.7 million to reflect impairment of goodwill and intangible assets in the Shared Mail and International Digital Media Services

segments The impairment was due to decrease in the market value of our business and decrease in the fair value of forecasted cash flows

reflecting the deterioration of macroeconomic conditions which accelerated and became apparent during the fourth quarter of 2008

The components of intangible assets were as follows

December 31.2010

Weighted

December 31 2009

Non-amortizing intangible

assets

Valasic name tradenames

trademarks and other 87641 87641 87641 87.641

S275.678 41861 S233.8l7 S268.096 29.237 S23$.859

The associated amortization for the amortizable intangible assets was approximately $12.6 million $12.6 million and $9.2 million for the years

ended December 31 2010 2009 and 2008 respectively Amortization related to these intangible assets is expected to be approximately

$13.2 million for the year ending December 31 2011 $13.4 million for the years ending December 31 2012 2013 2014 and 2015 and

$79.4 million thereafter

Sbared

Mail

Average

Remaining
Useful Life

Mailing lists non compete

agreements patents and

other 48037 7871 40166 15.0 40455 5847 34608 17.1

Weighted

Average

Remaining
Useful Life
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Long-term debt is summarized as follows

December 31

in thou and t_ .S dol Iar 2010 2009

Senior Secured Revolving credit Facility

Senior Secured Cons ertibic Notes due 2033 net of discount 58 58

8/4% Senior Notes due 2015 242224 540.000

Senior Secured Term Loan 347.723 353.624

Senior Secured Delayed Dra Term Loan lh222 117.390

$706227 $1011072

Less current portion 058 197

Total long-term debt $699169 $1004875

Maturities of long-term debt are $7.1 million $7.0 million $7.0 million $442.8 million and $242.2 million for the years ended December 31

2011 2012 2013 2014 and 2015 respectively and $0.1 million thereafter

Credit Facility and Other Debt

Our Senior Secured Credit Facility

General On March 2007 in connection with our acquisition of ADVO Inc ADVO we entered into senior secured credit facility

with Bear Stearns corporate Lending Inc as Administrative Agent and syndicate of lenders jointly arranged by Bear Stearns Co inc and

Bane of America Securities LLC

Our senior secured credit facility originally consisted of the following

five-year revolving line of credit in an aggregate principal amount of $120.0 million including $35.0 million available in euros

British Pounds Sterling Mexican Pesos or canadian Dollars $40.0 million available for letters of credit and $20.0 million swingline

loan subfacility the revolving line of credit

seven-year term loan in an aggregate principal amount equal to $590.0 million with principal repayable in quarterly installments

at rate of 1.0% per year during the first six years of the term loan with the remaining balance thereafter to be paid on the seventh

anniversary of the closing date of the term loan the term loan

seven-year amortizing delayed draw term loan in an aggregate principal amount equal to $160.0 million with quarterly principal

repayment amounts equal to 0.25% of the remaining principal balance outstanding at the end of each quarter during the first six years

of the delayed draw term loan with the remaining balance thereafter to be repaid in full on the maturity date of the term loan the

delayed draw term loan and

an incremental facility pursuant to which prior to the maturity of the senior secured credit facility we may incur additional

indebtedness under our senior secured credit facility in an additional amount up to $150.0 million under either the revolving line of

credit or the term loan or combination thereof the incremental facility The obligations under the incremental facility will

constitute secured obligations under our senior secured credit facility
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On January 22 2009 we entered into the first amendment to our senior secured credit facility the First Amendment As result of the First

Amendment we were permitted to use up to $125.0 million to repurchase from tendering lenders term loans outstanding under the senior

secured credit facility at prices below par acceptable to such lenders through one or more modified Dutch auctions at any time or times during

2009 In connection with the First Amendment we agreed to voluntarily permanently reduce the aggregate revolving credit commitments under

the senior secured credit facility from $120.0 million to $100.0 million in exchange for the ability to keep $20.0 million of revolving credit

loans outstanding during any modified Dutch auction The First Amendment also made certain technical and conforming changes to the terms

of our senior secured credit facility During the year ended December 31 2009 we repurchased at discount to par an aggregate principal

amount of $133.5 million of outstanding term loans under our senior secured credit facility for an aggregate purchase price of $123.5 million

including fees As result of these repurchases during the year ended December 31 2009 we recognized pre-tax gain on extinguishment of

debt of $10.0 million which represents the difference between the aggregate purchase price and the aggregate principal amount of the term

loans repurchased The period during which such repurchases were permitted pursuant to the First Amendment expired on December 31 2009

On April 15 2010 we entered into the second amendment to our senior secured credit facility the Second Amendment The Second

Amendment among other things

permits us to use up to $325 million to repurchase our outstanding 2015 Notes as defined below through April 15 2011 for

information regarding the repurchase of certain of our 2015 Notes refer to the section below entitled 1/4% Senior Notes due 2015

provides us flexibility to extend the maturity of the revolving line of credit portion of the senior secured credit facility beyond the

current expiration date of March 2012

allows us additional features with respect to any future convertible or exchangeable debt securities

reduced the aggregate revolving credit commitments under the senior secured credit facility from $100 million to $50 million and

increased by 50 basis points the interest rate margins applicable to borrowings under the senior secured credit facility

All borrowings under our senior secured credit facility including without limitation amounts drawn under the revolving line of credit are

subject to the satisfaction of customary conditions including absence of default and accuracy of representations and warranties As of

December 31 2010 we had $39.0 million available under the revolving line of credit portion of our senior secured credit facility after giving

effect to the reductions in availability pursuant to the First and Second Amendments and outstanding letters of credit

Interest and Fees Borrowings under our senior secured credit facility bear interest at our option at either the base rate defined as the higher

of the prime rate announced by the commercial bank selected by the administrative agent to the facility or the federal funds effective rate plus

0.5% or at Eurodollar rate as defined in the credit agreement in each case plus an applicable interest rate margin For each of the four

quarters in the year ended December 31 2010 and the quarters ended March 31 2009 and December 31 2009 we elected three-month LIBOR

as the applicable rate on borrowings under our senior secured credit facility For the quarters ended June 30 2009 and September 30 2009 we

elected one-month LIBOR as the applicable rate on borrowings under our senior secured credit facility Pursuant to the Second Amendment
the interest rate margins applicable to the borrowings under our senior secured credit facility increased by 50 basis points See Note 11

Derivative Financial Instruments for discussion regarding our various interest rate swap agreements

Guarantees and Security Our senior secured credit facility is guaranteed by substantially all of our existing and future domestic restricted

subsidiaries pursuant to Guarantee Security and Collateral Agency Agreement as amended In addition our obligations under our senior

secured credit facility and the guarantee obligations of the subsidiary guarantors are secured by first priority liens on substantially all of our and

our subsidiary guarantors present and future assets and by pledge of all of the equity interests in our subsidiary guarantors and 65% of the

capital stock of our existing and future restricted foreign subsidiaries

43



VALASSIS COMMUNICATIONS INC
Notes to Consolidated Financial StatementsContinued

I-repayments Subject to customary notice and minimum amount conditions we are permitted to make voluntary prepayments without

payment of premium or penalty With certain exceptions we are required to make mandatory prepayments on the term loans in certain

circumstances including without limitation with 100% of the aggregate net cash proceeds from any debt offering asset sale or insurance

and/or condemnation recovery to the extent not otherwise used for reinvestment in our business or related business and up to 50% with the

exact percentage to be determined based upon our consolidated secured leverage ratio as defined in our credit agreement of our excess cash

flow as defined in the credit agreement Such mandatory prepayments will first be applied ratably to the principal installments of the term

loans and second to the prepayment of any outstanding revolving or swing-line loans without an automatic reduction of the amount of the

revolving line of credit

Covenants Subject to customary and otherwise agreed upon exceptions our senior secured credit facility contains affirmative and negative

covenants including but not limited to

the payment of other obligations

the maintenance of organizational existences including but not limited to maintaining our property and insurance

compliance with all material contractual obligations and requirements of law

limitations on the incurrence of indebtedness

limitations on creation and existence of liens

limitations on certain fundamental changes to our corporate structure and nature of our business including mergers

limitations on asset sales

limitations on restricted payments including certain dividends and stock repurchases

limitations on capital expenditures

limitations on any investments provided that certain permitted acquisitions and strategic investments are allowed

limitations on optional prepayments and modifications of certain debt instruments

limitations on modifications to material agreements

limitations on transactions with affiliates

limitations on entering into certain swap agreements

limitations on negative pledge clauses or clauses restricting subsidiary distributions

limitations on sale-leaseback and other lease transactions and

limitations on changes to our fiscal year

Our senior secured credit facility also requires us to comply with maximum senior secured leverage ratio as defined in our senior secured

credit facility generally the ratio of our consolidated senior secured indebtedness to consolidated earnings before interest taxes depreciation

and amortization or EBITDA for the most recent four quarters of 3.501.00 and minimum consolidated interest coverage ratio as defined

in our senior secured credit facility generally the ratio of our consolidated EBITDA for such period to consolidated interest expense for such

period of 2.001.00 For purposes of calculating the minimum consolidated interest coverage ratio the First Amendment permits us to exclude

from the definition of consolidated interest expense in our senior secured credit facility swap termination and cancellation costs incurred in

connection with any purchase repurchase payments or repayment of any loans under our senior secured credit facility including pursuant to

iiiodified Dutch auction The table below shows the required and actual financial ratios under our senior secured credit facility as of

December 31 2010

Required Ratio Actual Ratio

iviaximum senior secured leverage ratio No greater than 50 00 59 00

Minimum consolidated interest coverage ratio No less than 2.001.00 12.441.00

In addition we are required to give notice to the administrative agent and the lenders under our senior secured credit facility of defaults under

the facility documentation and other material events make any new wholly-owned restricted domestic subsidiary other than an immaterial

subsidiary subsidiary guarantor and pledge substantially all after-acquired property as collateral to secure our and our subsidiary guarantors

obligations in respect of the facility

Events of Deftmult Our senior secured credit facility contains customary events of default including upon change of control If such an

event of default occurs the lenders under our senior secured credit facility would be entitled to take various actions including in certain

circumstances increasing the effective interest rate and accelerating the amounts due under our senior secured credit facility
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Senior Secured Convertible Notes due 2033 2033 Secured Notes

In May 2003 we issued $239794000 aggregate principal amount of the 2033 Secured Notes in private placement transaction at an issue

price of $667.24 per note resulting in gross proceeds to us of $160.0 million During the second quarter of 2008 we conducted cash tender

offer for the 2033 Secured Notes that was intended to satisfy the put rights of the holders of such notes that were exercisable on May 22 2008

under the indenture governing such notes Pursuant to the tender offer we repurchased an aggregate principal amount of $239.7 million or
$159.9 million net of discount for an aggregate of $159.9 million We used the delayed draw term loan portion of our senior secured credit

facility to finance the tender offer As of December 31 2010 an aggregate principal amount of $85000 or approximately $58000 net of

discount of the 2033 Secured Notes remained outstanding pursuant to the 2033 Secured Notes indenture

8/4% Senior Notes due 2015 2015 Notes

On March 2007 we issued in private placement $540.0 million aggregate principal amount of the 2015 Notes Interest on the 2015 Notes is

payable every six months on March and September commencing September 2007 The 2015 Notes are fully and unconditionally

guaranteed jointly and severally by substantially all of our existing and future domestic restricted subsidiaries on senior unsecured basis In

August 2007 in accordance with the terms of the registration rights agreement between us and the initial purchasers of the 2015 Notes we

completed an exchange offer to exchange the original notes issued in the private placement for like principal amount of exchange notes

registered under the Securities Act of 1933 as amended An aggregate principal amount of $539925000 original notes were exchanged for

exchange notes in the exchange offer The remaining $75000 principal amount of the original notes was not exchanged The exchange notes

are substantially identical to the original notes except that the exchange notes are not subject to certain transfer restrictions

Subject to number of exceptions the 2015 Notes indenture restricts our ability and the ability of our subsidiaries to incur or guarantee

additional indebtedness transfer or sell assets make certain investments pay dividends or make distributions or other restricted payments

create certain liens merge or consolidate repurchase stock and enter into transactions with affiliates

We may redeem all or portion of the 2015 Notes at our option at any time prior to March 2011 at redemption price equal to 100% of the

principal amount of 2015 Notes to be redeemed plus make-whole premium as described in the 2015 indenture plus accrued and unpaid

interest to the redemption date At any time on or after March 2011 we may redeem all or portion of the 2015 Notes at our option at the

following redemption prices expressed as percentages of the principal amount thereof if redeemed during the twelve-month period

commencing on March of the years set forth below

ear Percentage

2011 104.125%

2012 102.063i

2013 and thereafter 100.000%

In addition we must pay accrued and unpaid interest to the redemption date Upon the occurrence of change of control as defined in the 2015

indenture holders have the right to require us to purchase all or portion of their 2015 Notes at purchase price equal to 101% of the principal

amount of the 2015 Notes plus accrued and unpaid interest and liquidated damages if any to the date of repurchase

On May 12 2010 we commenced cash tender offer the Tender Offer to purchase up to $270 million aggregate principal amount of the

2015 Notes at purchase price equal to 107% of the principal amount of the 2015 Notes purchased plus accrued and unpaid interest On
June 11 2010 we purchased $269.9 million aggregate principal amount of the 2015 Notes validly tendered pursuant to the terms of the Tender

Offer In addition during the year ended December 31 2010 we purchased in the open market an additional $27.9 million aggregate principal

amount of the 2015 Notes at weighted-average purchase prices of 105.6% of the principal amount of the 2015 Notes purchased plus accrued
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and unpaid interest We recognized pre-tax loss on extinguishment of debt of $23.9 million during the year ended December 31 2010 which

represents the difference between the aggregate purchase price and the aggregate principal amount of the 2015 Notes purchased and the

proportionate write-off of related capitalized debt issuance costs

Additional Provisions

The indenture governing the 2033 Secured Notes contains cross-default provision which becomes applicable if we default under any

mortgage indenture or instrument evidencing indebtedness for money borrowed by us and the default results in the acceleration of such

indebtedness prior to its express maturity and the principal amount of any such accelerated indebtedness aggregates in excess of $25.0 million

The indenture governing the 2015 Notes contains cross-default provision which becomes applicable if we fail to pay the stated principal

amount of any of our indebtedness at its final maturity date or default under any of our indebtedness and the default results in the

acceleration of indebtedness and in each case the principal amount of any such indebtedness together with the principal amount of any other

such indebtedness under which there has been payment default or the maturity of which has been so accelerated aggregates $25.0 million or

more Our credit agreement contains cross-default provision which becomes applicable if we fail to make any payment under any

indebtedness for money borrowed by us other than the obligations under such credit agreement and such default continues beyond the grace

period provided in the instrument or other agreement under which such indebtedness was created or otherwise default under any such

indebtedness the effect of which default is to cause such indebtedness to be accelerated or to become subject to mandatory offer to purchase

and in either instance such defaults are continuing with respect to indebtedness in an aggregate outstanding principal amount in excess of

$25.0 million

Subject to applicable limitations in our senior secured credit facility and indentures we may from time to time repurchase our debt in the open

market through tender offers exchanges of debt securities by exercising rights to call satisfying put obligations or in privately negotiated

transactions

Other Indebtedness

We have entered into various interest rate swap agreements For further detail regarding these agreements see Note 11 Derivative Financial

Instruments

Covenant Compliance

As of December 31 2010 we are in compliance with all of our indenture and senior secured credit facility covenants

ACCRUED EXPENSES

Accrued expenses included on the consolidated balance sheets consist of

December 31

in thousands of tJ.S dollaN 2010 2009

Accrued interest 6710 15103

Accrued compensation and benefits 57.78 53.258

Other accrued expenses 35.121 59297

Total accrued expenses $99612 $127658
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The components of earnings before income taxes for our domestic and foreign operations are as follows

Year Ended Deeemher 31

in houands of U.S dollars 2010 2009 2008

Pre-tax income loss
United States $626755 $106237 $211.815

Foreign 5900 4706 40221

$632655 $110943 $215.837

Income takes have been charged to earnings as follows

Year Ended December 31

in thouand of U.S. dollars 2010 2009 2008

current

Federal $228683 43839 15855

Foreign 1825 1122 510

State 35.028 10175 6494

Total current taxes $265536 55136 22859

Deferred

Federal $19647 7009 $27990

Foreign 1.743 410 802
State 382 4362 252
Total deferred taxes 18286 $10961 $29044

Income tax expense benefit $247250 44175 6185

Undistributed earnings of foreign subsidiaries that are deemed to be permanently reinvested amounted to $25.0 million and $18.6 million at

December 31 2010 and December 31 2009 respectively As such we have not provided U.S income taxes on these reinvested earnings

The actual income tax expense differs from expected amounts computed by applying the U.S federal income tax rate to earnings before

income taxes as follows

Year Ended December 31

in thousands of U.S doIlars 2010 2009 2008

Increase decrease in taxes resulting from

Goodwill impairment 65055

ADVO acquisition expenses
96

Domestic production activities 2.625 1050 1548
Valuation allowance 27 500

State and local income taxes net of federal benefit 22.275 3759 4057

Tax credits 140 109 168
Tax exempt interest income 81 371
Olher items net 6313 2799 1737

Income tax expense benefit $247250 $44175 6185
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Significant components of our deferred tax assets and liabilities are as follows

December 31

Long-term deferred income tax liahi1ities assets

Intangibles 585.538 588147
Depreciation on plant and equipment 36826 .236

Defcrrcd compensation 17.537 .04

ancellation of indebtedness income 3858 .812

Loss and tax credit carryforwards 5.957 10.012

tock compensation 3510 518

Partnership losses 2.849 1.980

Investment impairments 5663 5.905

Foreign 285 248

Acquisition costs 13778 13837

Interest rate swaps 1.752 6288

Allowance for uncollectible accounts 397 1335

Other reserves 10.334 10.606

Long-term deferred income tax liabilities 63.160 70425
Valuation allowance 15.604 17.489

Net long-term deferred income tax liabilities $78764 $87914

Current deferred income tax liabilities assets

Inventory 894 883

Accrued expense 5.50 3.558

Allowance for uncollectible accounts 9.306 7225

Other reserves 794 376

Prepaid expense 4487 7100
Intangibles 3.560 4.964

Current deferred income tax liabilities assets 6.860 22
Valuation allowance 2.278

Net current deferred income tax assets liabilities 4582 22

Our net current deferred income tax asset of $4.6 million as of December 31 2010 is recorded in Prepaid expenses and other in the

consolidated balance sheet Our net current deferred income tax liability of $22000 as of December 31 2009 is recorded in Accrued expenses

in the consolidated balance sheet

Our net deferred tax assets and liabilities are summarized as follows in thousands

December 31

in thousands of U.S dollars 2010 2009

Total deferred tax assets 76.432 75379

Total deferred tax liabilities 150.614 163.315

Net deferred income tax liabilities 74182 87936

For financial statement purposes the tax benefits of net operating/capital loss and tax credit carryforwards are recognized as deferred tax assets

subject to appropriate valuation allowances when we determine that the likelihood of recovering the deferred tax asset falls below the more

likely than not threshold We evaluate our net operating loss and credit carryforwards on an ongoing basis As of December 31 2010 the

expiration periods for $6.0 million of deferred tax assets related to net operating/capital loss and tax credit carryforwards are as follows $0.7

millionbetween calendar years 2011 and 2015 $0.4 million between calendar years 2016 and 2025 $0.9 million between calendar years 2026

and 2030 and $4.0 million can be carried forward indefinitely We have provided valuation allowances on these deferred tax assets of

approximately $0.4 million for deferred tax assets expiring between calendar years 2011 and 2015 $0.2 millionbetween calendar years 2016

and 2025 $0.8 million between calendar years 2026 and 2030 and $3.2 million for deferred tax assets with an indefinite life valuation

allowance of $13.3 million exists for capitalized costs associated with the ADVO acquisition

in thousands of U.S dollars 2010 2009
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We recognize tax benefits only for tax positions that are more-likely-than-not to be sustained based solely on its technical merits as of the

reporting date The more-likely-than-not threshold represents positive assertion by management that company is entitled to the economic

benefit of tax position If tax position is not considered more-likely-than-not to be sustained based solely on its technical merits the

company cannot recognize any benefit for the tax position In addition the tax position must continue to meet the more-likely-than-not

threshold in each reporting period after initial recognition in order to support continued recognition of benefit

reconciliation of the beginning and ending balances for the total amounts of gross unrecognized tax benefits is as follows

in thousands of U.S dollars 2010 2009 2008

Gross unrecognized tax benefits January 11124 7713 9125

Gross increases in tax positions for prior years 3383 352 824

Gross decreases in tax positions for prior years 189 165 195
Gross increases in tax positions for current year 367 121 65

Settlements 899 255
Lapse of statute of limitations 1250 1642 2.106

Gross unrecognized tax benefits December 31 12536 11124 7713

portion of our unrecognized tax benefits would if recognized reduce our effective tax rate The remaining unrecognized tax benefits relate

to tax positions for which only the timing of the benefit is uncertain As of December31 2010 and 2009 the amounts of gross unrecognized

tax benefits that would reduce our effective income tax rate were $11.2 million and $9.3 million respectively

We file tax returns in various federal state and local jurisdictions In many cases our liabilities for unrecognized tax benefits relate to tax

years that remain open for examination by jurisdictions taxing authority The following table summarizes open tax years by major

jurisdiction

Jurisdiction Open Tax Years

United States 9/2005 2010

California 9/2006 2010

Connecticut 3/2/2007 2007 2010

Illinois 2007 2010

Kansas 3/2007 2007 2010

Massachusetts 9/2005 9/2006 2007 2010

Michigan 2008 2010

North Carolina 2007 2010

Pennsylvania 912006 2010

Texas 9/2006 2010

As of December 31 2010 we anticipate events may occur over the next twelve months that could have significant effect on the liabilities for

unrecognized tax benefits These anticipated events include the settlement or payment of ongoing state audits These events could result in

decrease in our liability for unrecognized tax benefits of $0.4 million to $1.1 million Other events may occur over the next twelve months that

could impact our unrecognized tax benefits however it is not possible to reasonably estimate the expected change for these events
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Our policy for recording interest and penalties associated with liabilities for unrecognized tax benefits is to record these items as part of income

tax expense which is consistent with prior periods We recorded $1.2 million in gross interest for the year ended December 31 2010 Gross

interest of $2.1 million and penalties of $0.1 million were accrued for as of December 31 2010 and gross interest of $1.7 million and penalties

of $0.2 million were accrued for as of December 31 2009

COMMITMENTS

Total operating lease rentals for various office space
and equipment charged to expense were $27.5 million $28.5 million and $31.3 million

for the years ended December 31 2010 2009 and 2008 respectively Minimum rental payments required under noncancelable operating leases

as of December 31 2010 are as follows

Year Ended December 31

in thousands of U.S dollars 2011 2012 2013 2014 2015 Thereafter Total

$23216 $22035 $17745 $14794 $11126 35155 $124071

During the second quarter of 2008 we completed sale and leaseback transaction with an independent third party involving our three

properties located in Windsor Connecticut Simultaneously with the closing of the sale of the properties we entered into long-term agreements

to lease two of the properties back from the purchaser for period of 15 years The terms of the leases provide for annual rent cost escalations

The rental payments will be expensed in an aggregate annual amount of $2.4 million on straight-line basis over the lives of the leases The

future minimum rental payments for the two properties that were leased are included in the schedule above

Our net proceeds from the sale of the properties were approximately $28.8 million The $4.2 million gain on the sale of the two properties that

are being leased has been deferred and will be recognized as reduction to rent expense over the 15-year leaseback period The $0.1 million

gain associated with of the sale of the third property was recorded as gain on sale of assets during the second quarter of 2008

In July 2008 proceeds from the sale and leaseback transaction of $21.6 and $7.2 million were used to pay down the term loan and delayed

draw term loan portions of our senior secured credit facility respectively as required under the terms of such senior secured credit facility

Future commitments pursuant to senior executive employment agreements which include non-compete clauses and excluding any

discretionary bonuses are as follows

Year Ended December 31
2013in thousands of U.S dollars 2011 2012 2014 2015 Thereafter Total

Base Salary 2342 1731 1515 1515 500 1500 9103

Maximum Cash Bonus 3342 731 4.073

Total 5684 2462 1515 1515 500 1500 13176

Our obligation to pay the maximumcash bonus is based on Valassis attaining certain earnings and/or sales and cost targets In addition we

have commitments to certain former and current senior executives under supplemental executive retirement plan SERP The present value

of expected payments under the SERP were $10.1 million and $8.4 million at December 31 2010 and 2009 respectively and benefits are

payable over the ten years following the cessation of employment by the executive In addition the employment agreement of former

executive provides for supplemental benefits for period of 10 years similar to those provided under the SERP plan The present value of

expected payments under this employment agreement was $1.5 million and $1.3 million at December 31 2010 and 2009 respectively

We have an agreement with International Business Machines to provide customer support center and systems application development and

maintenance The agreement extends through December 31 2015 and allows for cancellation beginning in 2012 subject to termination charges

ranging from $0.1 to $0.5 million These termination charges are not included in the minimum rental payment table above as we currently have

no intention of terminating the agreement
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CONTINGENCIES

Upon completion of our acquisition of ADVO in March 2007 we assumed responsibility for ADVO pending securities class action lawsuits

In September 2006 three securities class action lawsuits Robert Kelleher ADVO Inc et al Jorge Cornet ADVO Inc et al Richard

Field ADVO Inc et al were filed against ADVO and certain of its officers in the United States District Court for the District of Connecticut

by certain ADVO shareholders seeking to certify class of all persons who purchased ADVO stock between July 2006 and August 30 2006

The cases were consolidated under single action titled Robert Kelleher et al ADVO Inc et al Civil Case No 306CV01422AVC and

consolidated amended complaint was filed on June 2007 The complaint generally alleges ADVO violated federal securities law by making

series of materially false and misleading statements concerning ADVOs business and financial results in connection with the proposed merger

and as result the price of ADVOs stock was allegedly inflated

On August 24 2007 the defendants filed Motion to Dismiss the complaint which was denied On August 29 2008 plaintiff moved for

certification of the case as class action This motion was granted on March 27 2009 On October 28 2009 the parties entered into an

agreement providing for the settlement of the action and filed papers seeking preliminary approval of settlement agreement in the United

States District Court for the District of Connecticut Following preliminary approval of the settlement and notice on March 2010 the United

States District Court for the District of Connecticut issued its order of final approval of the settlement No appeal was filed from the final order

and the settlement amount of $12.5 million was paid from the proceeds of ADVO directors and officers insurance policy with no adverse

impact to Valassis financial statements

The application and interpretation of applicable state sales tax laws to certain of our products is uncertain Accordingly we may be exposed to

additional sales tax liability to the extent various state jurisdictions determine that certain of our products are subject to such jurisdictions sales

tax We have recorded liability of $10.1 million reflecting our best estimate of our potential sales tax liability

We are involved in various other claims and legal actions arising in the ordinary course of business In the opinion of management the ultimate

disposition of these matters will not have material adverse effect on our financial position results of operations or liquidity

GAIN FROM LITIGATION SETTLEMENT

On January 30 2010 we announced that we had reached an agreement to settle our outstanding lawsuits against News America Incorporated

a/k/a News America Marketing Group News America Marketing FSI Inc a/k/a News America Marketing FSI LLC and News America

Marketing In-Store Services Inc a/k/a News America Marketing In-Store Services LLC collectively News The operative complaint

alleged violations of the Sherman Act and various state competitive statutes and the commission of torts by News in connection with the

marketing and sale of FSI space
and in-store promotion and advertising services

On February 2010 we executed settlement agreement and release the Settlement Agreement with News and pursuant to the terms of

the Settlement Agreement News paid us $500.0 million News America Inc also entered into 10-year shared mail distribution agreement

with our subsidiary Valassis Direct Mail Inc which provides for our sale of certain shared mail services to News on specified terms

In connection with the settlement the parties are working with the United States District Court for the Eastern District of Michigan the

Court under the Honorable Arthur Tarnow on set of procedures to handle future disputes among the parties with respect to conduct at

issue in the litigation The precise timing and form of the relief rests with the Court

The settlement resolves all outstanding claims between us and News as of February 2010 As result the parties agreed to dismiss all

outstanding litigation between them and release all existing and potential claims against each other that were or could have been asserted in the

litigation as of the date of the Settlement Agreement

During the first quarter of 2010 in connection with the successful settlement of these lawsuits we made $9.9 million in related payments

including special bonuses to certain of our employees including our executive officers identified as the named executive officers in our

proxy statement filed with the SEC on March 30 2010 in an aggregate amount of $8.1 million These expenses were netted against the

$500.0 million of proceeds received and the net proceeds of $490.1 million have been recorded as separate line item Gain from litigation

settlement in our consolidated statement of income for the year ended December 31 2010

51



VALASSIS COMMUNICATIONS INC
Notes to Consolidated Financial StatementsContinued

EARNINGS LOSS PER SHARE

Earnings loss per common share EPS data was computed as follows

Year Ended December 31
in thousands of U.S dollars except per share data

--
2010 2009 2008

Basic EPS

Net earnings loss per common share basic 7.84 1.39 4.37

Diluted EPS

Weighted average common shares outstanding 49140 48 129 47.977
Shares issued on assumed exercise of dilutive options 8178 3490
Shares purchased with assumed proceeds of options and unearned restricted shares 5370 2363
Shares contingently issuable 14

Shares applicable to diluted earnings 51957 49270 47977

Net earnings loss per common share diluted 7.42 1.36 4.37

Unexercised employee stock options to purchase 1.4 million shares 7.1 million shares and 84 million shares of Valassis common stock as of

December 31 2010 2009 and 2008 respectively were not included in the computations of diluted EPS because the options exercise prices

were greater than the average market price of our common stock during the respective periods

10 STOCK-BASED COMPENSATION PLANS

The 2008 Omnibus Incentive Compensation Plan authorizes 7.3 million shares to be issued by way of stock options stock appreciation rights
restricted stock restricted stock units or other equity-based awards Stock options must be awarded at exercise prices at least equal to the fair

market value of the shares on the date of grant and expire not later than 10 years from the date of grant with vesting terms ranging from six

months to five years from the date of grant The 2008 Omnibus Incentive Compensation Plan was approved by our shareholders on April 24
2008 as successor to the

2002 Long-Term Incentive Plan as amended

Broad-based Incentive Plan as amended

2005 Executive Restricted Stock Plan and

2005 Employee and Director Restricted Stock Award Plan

Although awards remain outstanding under these predecessor plans no additional awards may be granted under these plans commencing with

the approval of the 2008 Omnibus Incentive Compensation Plan In addition substantially all shares available under the ADVO Inc 2006
Incentive Compensation Plan which we assumed as part of the March 2007 acquisition were transferred to the 2008 Omnibus Incentive

Compensation Plan

At December 31 2010 there were outstanding stock options held by 1516 participants for the purchase of 9157633 shares of our common
stock and there were 990833 shares available for grant under the 2008 Omnibus Incentive Compensation Plan
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summary of Valassis stock option activity for the year ended December 31 2010 is as follows

Shares

Outstanding at beginning of year
9703940 $18.31

Granted 2818998 $22.68

Exercised 3044.693 $16.31

Forfeited/Expired 320612 $28.70

Outstanding at end of year 9157.633 $19.96 5.51 $117.6

Options exercisable at year end 5203363 $22.69 3.80 53.3

Options expected to vest 3682076 $16.55 7.72 59.2

The intrinsic value of options exercised the amount by which the market price of the Companys stock on the date of exercise exceeded the

exercise price was $47.0 million $9.4 million and negligible for the years
ended December 31 2010 2009 and 2008 respectively

The weighted average fair value per option at date of grant during the years ended December 31 2010 2009 and 2008 was $11.89 $0.86 and

$4.80 respectively The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model with the

following weighted-average assumptions for options granted

Year Ended December 31

20092010 2008

Expected option life 4.9 years 5.8 years 5.5 years

Expected annual voltility
61 59% 36%

Risk-free interest rate 2.6% 1.8% 3.0%

Dividend yield
0% 0%

sunimary of restricted stock activity for the year ended December 31 2010 is as follows

Weighted Average

Grant Date

Shares Fair Value

Non-vested at beginning of year
151300 $10.11

Granted 289900 $30.93

Vested .232 $11.18

Forfeited 1.746 $15.79

Non vested at end of year 222 $27.98

Weighted Average per

Share Exercise Price

Remaining
Contractual Life

in years

Aggregate

Intrinsic Value

in millions
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Total stock-based compensation expense was $32.1 million $7.1 million and $7.0 million for the years ended December 31 2010 2009 and

2008 respectively The increase in stock-based compensation expense for the year ended December 31 2010 resulted from the following

The accelerated recognition of previously unrecognized stock-based compensation expense related to the appreciation of our stock

price which triggered the accelerated vesting of certain executives stock options and the immediate recognition of related stock-based

compensation expense

Our modification of outstanding stock option and restricted stock awards to employees and directors to provide for the continued

vesting and exercisability in accordance with the terms as originally granted of any outstanding stock options or restricted stock

awards held by grantee if the grantee has satisfied specified service and age requirements at the time the grantees employment or

directorship with the Company terminates As result of this modification we recognized previously unrecognized compensation

expense that we would have been required to expense in future periods related to grantees who have met or will meet the specified

service and age requirements prior to the original vesting date The fair value of outstanding awards did not change based on the

modified terms and

In recent years annual stock awards were granted to executives on January 1St However the 2011 stock awards were granted as of the

close of the trading day on December 14 2010 the date of approval of the awards by the Compensation/Stock Option Committee of

our Board of Directors

As of December 31 2010 there was total of $19.0 million of unrecognized stock-based compensation expense related to unvested stock

options and restricted stock awards which is expected to be recognized over weighted average period of approximately two years

11 DERIVATIVE FINANCIAL INSTRUMENTS

We use derivative financial instruments including forward foreign exchange and interest rate swap contracts to manage our exposure to

fluctuations in foreign exchange rates and interest rates The use of these financial instruments mitigates our exposure to these risks and the

variability of our operating results We are not party to leveraged derivatives and do not enter into derivative financial instruments for trading

or speculative purposes

We formally document our hedge relationships including the identification of the hedging instruments and the hedged items as well as our risk

management objectives and strategies for undertaking the hedge transaction This process includes linking derivatives that are designated as

hedges of specific assets liabilities firm commitments or forecasted transactions We also formally assess both at inception and at least

quarterly thereafter whether derivative used in hedging transaction is highly effective in offsetting changes in either the fair value or cash

flows of the hedged item When it is determined that derivative ceases to be highly effective hedge we discontinue hedge accounting

Hedge ineffectiveness did not have material impact on operations for 2010 2009 or 2008
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Derivatives financial instruments are recorded at fair value in other current and long-term assets and other current and long-term liabilities in

the consolidated balance sheets The notional amounts and fair values of the derivative instruments measured on recurring basis in the

consolidated balance sheets were as follows

Notional Amounts Fair Value

December 31 December 31 December 31 December 31

in millions of U.S Dollars 2010 2009 2010 2009 Balance Sheet Location

Derivatives designated as cash flow

hedging instruments

Interest Rate Swap Contracts 300.0 300.0 4.6 0.8 Other non-current

liabilities/Other assets

Foreign Exchange Contracts 2.7 Prepaid expenses and other

300.0 302.7 4.6 0.8

Derivatives not receiving hedge

accounting treatment

Interest Rate Swap Contracts 447.2 19.8 Accrued expenses

Foreign Exchange Contracts 11.4 6.9 0.7 0.4 Prepaid expenses and other

11.4 454.1 0.7 19.4

Total derivatives 311.4 756.8 18.6

The following table summarizes the impact of derivative instruments on the consolidated financial statements

Year Ended December 31

2010 2009
________ ________

2010 2009

Amount of Pre-Tax

Amount of Pre-Tax Gain Amount of Pre-Tax Gain Gain Loss Reclassified

Loss Recognized in Loss Recognized in OCI on from AOCI into

in millions of U.S Dollars Earnings on Derivatives Derivatives Earnings

Derivatives designated as cash flow

hedging instruments

Interest Rate Swap Contracts 5.4 0.8

Foreign Exchange contracts 1.6

5.4 0.8 1.6

Recognized in Cost of products sold

Represents amount recognized in OCI during the first quarter of 2009 related to interest rate swaps
for which hedge accounting was

discontinued on April 2009 however these derivative financial instruments were effective as cash flow hedges until that date

Interest Rates During the second quarter of 2007 we entered into two interest rate swap agreements with an aggregate notional principal

amount of $480.0 million which expired on December 31 2010 These interest rate swaps effectively fixed three-month LIBOR at 5.045% for

then-effective interest rate of 6.795% including the applicable margin for $480.0 million of our variable rate debt under our senior secured

credit facility We initially designated the swaps as hedging instruments through March 31 2009 and recorded changes in the fair value of these

interest rate swaps as component of accumulated other comprehensive income

2010 2009

Recognized in Interest expense
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In February 2009 we reduced the notional principal amount of the interest rate swaps by $32.8 million and paid termination fees of

approximately $2.6 million The termination fees or deferred losses related to the terminated portion of the swaps were amortized to interest

expense over the original life of the interest rate swaps through December 31 2010 As result of the reduced notional amount of the swaps
three-month LIBOR was effectively fixed at 5.026% for then-effective interest rate of 6.776% including the applicable margin

On April 2009 we elected to change the interest rate on our variable rate debt under our senior secured credit facility from three-month

LIBOR to one-month LIBOR This election was in place for the quarters ended June 30 2009 and September 30 2009 after which we elected

to revert to the three-month LIBOR interest rate In conjunction with the initial interest rate change from three-month LIBOR to one-month

LIBOR we discontinued cash flow hedge accounting treatment for the interest rate swap agreements effective April 2009 The deferred

losses on the interest rate swaps previously charged to accumulated other comprehensive loss were amortized to interest expense and any

subsequent changes in the fair value of the swaps were recognized in earnings as component of interest
expense until the swaps expired on

December 31 2010

On December 17 2009 we entered into an interest rate swap agreement effective as of December 31 2010 with an initial notional amount of

$300.0 million to fix three-month LIBOR at 2.005% for an effective rate of 4.255% including the applicable margin for $300.0 million of our

variable rate debt under our senior secured credit facility The effective date of this agreement corresponds to the expiration date of the existing

interest rate swap agreements described above The notional amount of $300.0 million amortizes by $40.0 million at the end of
every quarter

until it reaches $100.0 million for the quarter ended June 30 2012 the expiration date The swap is designated as and qualifies as cash flow

hedge

Foreign Currency The functional currencies for our foreign operations are the applicable local currencies Accounts of foreign operations
are translated into U.S dollars using the spot rate of the local currency on the balance sheet date for assets and liabilities and average monthly

exchange rates for revenues and expenses Currencies to which we have exposure are the Mexican peso Canadian dollar Polish zloty British

pound and Euro Currency restrictions are not expected to have significant effect on our cash flows liquidity or capital resources We
purchase the Mexican peso and Polish zloty under forward foreign exchange contracts to stabilize the cost of production Certain of our
Mexican peso forward exchange contracts were originally designated as cash flow hedges upon inception and accordingly the effective

portion of any fair value change was recorded as component of other comprehensive loss and any ineffective portion was reflected in the

statement of income Actual exchange losses or gains are recorded against production expense when the contracts are executed As of

December 31 2010 we had commitments to purchase $10.8 million in Mexican pesos and $0.6 million in Polish zlotys over the next twelve

months

12 FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is generally determined based on quoted market prices in active markets for identical assets or liabilities If quoted market prices are

not available we use valuation techniques that place greater reliance on observable inputs and less reliance on unobservable inputs In

measuring fair value we may make adjustments for risks and uncertainties if market participant would include such an adjustment in its

pricing

FASB ASC 820 Fair Value Measurements and Disclosures establishes fair value hierarchy that distinguishes between assumptions based on
market data referred to as observable inputs and our assumptions referred to as unobservable inputs Determining where an asset or liability

falls within that hierarchy depends on the lowest level input that is significant to the fair value measurement as whole An adjustment to the

pricing method used within either Level or Level inputs could generate fair value measurement that effectively falls in lower level in the

hierarchy The hierarchy consists of three broad levels as follows

Level Quoted market prices in active markets for identical assets and liabilities

Level Inputs other than level inputs that are either directly or indirectly observable and

Level Unobservable inputs developed using internal estimates and assumptions which reflect those that market participants would

use
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The following table presents the fair values for those assets and liabilities measured on recurring basis as of December 31 2010

Fair Value Measurements

Quoted Prices in Significant

Active Markets for Significant Other Unobservable

Identical Assets Observable Inputs Inputs

Level fl Level Level
in millions of U.S dollars

interest Rate Swap Contracts 4.6 4.6

Foreign Exchange Contracts 0.7 0.7

Total
3.9

The foJiowing table presents the fair values for those assets and liabilities measured on recurring basis as of December 31 2009

Fair Value Measurements

Quoted Prices in Significant

Assetl Active Markets for Significant Other Unobservable

Liability Identical Assets Observable Inputs Inputs

in millions of U.S dollars
Total Level Level Level

interest Rate Swap contracts
U9.Q

Other Assets Warranh 0.7 0.7

Foreign Exchange Contracts 0.4 0.4

Total 17.9 17.9

The fair value of our interest rate swaps
is determined based on third party valuation models which utilize quoted interest rate curves to

calculate the forward value and then discount the forward values to the present period The fair value of warrants is determined based on

underlying quoted stock price and associated implied volatility The fair value of our foreign exchange contracts is based on observable foreign

exchange forward contract rates

The estimated fair market value of our debt was $10.6 million above and $18.4 millionbelow carrying value as of December 31 2010 and

December 31 2009 respectively Our 2015 Notes are traded in the market and are classified as Level measurement with the fair value

determined based on the quoted active market values Our Senior Secured Term Loan and Senior Secured Delayed Draw Term Loan are

classified as Level measurement as these securities are not traded in the market but are observable based on transactions associated with

bank loans with similar terms and maturities

The carrying amounts of cash and cash equivalents and accruals approximate fair value because of the near-term maturity of these instruments

13 REPURCHASES OF COMMON STOCK

During the year ended December 31 2010 we repurchased 1733672 shares of our common stock at an aggregate cost of $58.2 million under

share repurchase programs which were suspended in February 2006 and reinstated on May 2010 During the year ended December 31

2010 share repurchases were limited by our senior secured credit facility to an aggregate amount of $58.4 million We did not repurchase any

shares during the years ended December 31 2009 and 2008 As of December 31 2010 we had authorization to repurchase an additional

4.4 million shares of our common stock under the share repurchase program approved by our Board of Directors on August 25 2005

Assetl

Liability

Total
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14 SEGMENT REPORTING

Our segments meeting the quantitative thresholds to be considered reportable are Shared Mail Neighborhood Targeted and Free-standing
Inserts FSI All other lines of business fall below materiality threshold and are therefore combined together in an other segment named
International Digital Media Services These business lines include NCH Marketing Services Inc direct mail software analytics security

services digital and in-store Our reportable segments are strategic business units that offer different products and services and are subject to

regular review by our chief operating decision-maker They are managed separately because each business requires different executional

strategies and caters to different client marketing needs

The accounting policies of the segments are the same as those described in Note Basis of Presentation and Significant Accounting Policies
We evaluate reportable segment performance based on segment profit which we define as earnings from operations excluding unusual or

infrequently occurring items reconciliation of total segment profit to earnings loss from operations is provided below Assets are not
allocated in all cases to reportable segments and are not used to assess the performance of segment

Year Ended December 31

International

Neighborhood Digital Media

Taeaeted Services
in millions of U.S dollars Shared Mail FSI Total

2010

Revenues from external customers 1307.2 479.9 $367.6 178.8 $2333.5
intersegment revenues 16.8 27.6 0.4 84.5

Depreciation/amortization 41.0 4.3 12.8 3.3 61.4

Segment profit 156.8 20.6 I. 22.7 225.0

2009

Revenues from external customers 1279.1 444.7 $361.4 159.0 $2244.2

intersegment revenues 18.6 26.1 37.0 1.6 83.3

Depreciation/amortization 49.2 4.1 12.0 2.5 67.8

Segmentprofit 110.2 36.3 11.5 25.0 183.0

2008

Revenues from external customers 1370.8 469.2 $370.2 171.7 2.38i.9

Intersegment revenues 14.1 22.0 39.3 0.4 75.8

Depreciation/amortization si .7 2.4 12.9 2.4 69.4

Segmentprofit 89.8 38.8 1.8 0.6 131.0

The following table provides reconciliation of total segment profit to earnings loss from operations

Year Ended December 31
in millions of U.S dollars 2010 2009 2008

Total segment profit 225.0 183.0 131.0

Unallocated amounts

Impairment charge 245.7
Gain from litigation settlement 490.1

Earnings loss from operations 715.1 183.0 114.7
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Year Ended December 11

in millions of U.S dollars
2010 2009 2008

United States $2282.0 $2193.0 $2.3 10.9

Foreign
51.5 51.2 71.0

$2333.5 $2244.2 $2381.9

Domestic and foreign long-lived ascts property plant and equipment net were as follows

December 31

in millions of U.S dollars
2010 2009

United States
166.8 188

Foreign
8.8 9.7

175.6 197

15 SUBSEQUENT EVENTS

2021 Notes Offering and 2015 Notes Tender Offer

On January 28 2011 we completed the private placement of $260 million aggregate principal amount of unsecured 6I8% senior notes due

2021 the 2021 Notes We used the net proceeds from the 2021 Notes to fund the purchase of approximately $206.3 million of our

outstanding 2015 Notes pursuant to tender offer at weighted average price of $1044.10 per $1000.00 principal amount plus accrued and

unpaid interest Additionally on January 28 2011 we issued notice to redeem the remaining outstanding $35.9 million aggregate principal

amount of our 2015 Notes on March 2011 at the price of $1041.25 per $1000.00 principal amount plus accrued and unpaid interest We will

recognize pre-tax loss on extinguishment of debt of approximately $13.4 million during the first quarter of 2011 which represents the

difference between the aggregate purchase price and the aggregate principal amount of the 2015 Notes purchased and the write-off of related

capitalized debt issuance costs In addition debt issuance costs of approximately $4.8 million will be capitalized in the first quarter of 2011 and

will be amortized over the term of the 2021 Notes

Ultimate Electronics Bankruptcy

On January 26 2011 Ultimate Acquisition Partners L.P parent company of Ultimate Electronics Valassis client filed for Chapter 11

bankruptcy As result of this development we recorded additional bad debt expense of $4.5 million for the year
ended December 31 2010

related to amounts receivable from Ultimate Electronics as of December 31 2010

16 GUARANTOR AND NON-GUARANTOR CONDENSED CONSOLIDATING FINANCIAL STATEMENTS

The following information is presented in accordance with Rule 3-10 of Regulation S-X The operating and investing activities of the separate

legal entities included in the consolidated financial statements are fully interdependent and integrated Revenues and operating expenses of the

separate legal entities include intercompany charges for management and other services The 2015 Notes issued by Valassis referred to for

purposes of this note only as the Parent Company are guaranteed by substantially all of the Parent Companys existing and future domestic

wholly-owned subsidiaries collectively the Guarantor Subsidiaries on senior unsecured basis Each of the Guarantor Subsidiaries is 100%

owned directly or indirectly by the Parent Company and has guaranteed the 2015 Notes on joint and several full and unconditional basis

Non-wholly-owned subsidiaries joint ventures partnerships and foreign subsidiaries collectively the Non-Guarantor Subsidiaries are not

guarantors of these obligations The Guarantor Subsidiaries also guarantee the Parent Companys senior secured credit facility

Domestic and foreign revenues were as follows
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The following tables present the condensed consolidating balance sheets as of December 31 2010 and 2009 and the related condensed

consolidating statements of income and of cash flows for the years ended December 31 2010 2009 and 2008 As result of combining our

general ledgers of record into an existing single general ledger module within our enterprise resource planning system during the year ended
December 31 2010 the condensed consolidating financial statements as of and for the year ended December 31 2010 below reflect certain

intercompany receivables payables revenues and costs and expenses between the Parent Company and the Guarantor Subsidiaries differently

than the comparative historical periods presented herein Although it is not practicable to reclassify the amounts presented for the comparative
historical periods to reflect these changes in presentation if such reclassifications could be made they would have no effect on any of the

Consolidated Total amounts included below and would have no effect on the net assets or net income of the Parent Company or the Non-
Guarantor Subsidiaries

Condensed Consolidating Balance Sheet

December 31 2010

in thousands of U.S dollars

Parent

Comoanv

Guarantor Non-Guarantor

Subsidiaries Subsidiaries

Consolidating Consolidated

Adiustments Total

Current assets

cash and cash equivalents 21 1.933 8.026 25976 245935
Accounts receivable net 175.115 259.001 25.836 459952
Inventories 33.305 8679 41.987

Prepaid expenses and other 278489 630972 2.083 872887 38.657

Total current assets 698842 906678 53898 872887 786531

Property plant and equipment net 31475 142.006 2.086 175567
Goodwill and other intangible assets net 42.745 820554 6989 870288
Investments 400.404 12486 409744 3.146

Intercompany loan and note receivable/payable 479365 460369 89
Other assets 6982 3130 10126

Total assets $1659813 $1424485 43 $1282631 $1845658

Liabilities and Stockholders Equity

current liabilities

Current portion long-term debt 7.058 7.058
Accounts payable and intercompany payable 323.277 6614 12.598 872887 329602
Progress billings 26353 11751 14.897 53001
Accrued expenses 51035 1300 7277 99612

Total current liabilities 407723 919665 34772 872887 489273

Long-term debt 699.169 699169
Deferred income taxes 4.044 86804 3996 78.764
Other non-current liabilities 28.081 19575 1912 49568

Total liabilities 1130929 1026044 32688 872887 1316774
Stockholders equity 528884 398441 11303 409744 528884

Total liabilities and stockholders equity $1659813 $1424485 43991 $1282631 $1845658
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Condensed Consolidating Balance Sheet

December 31 2009

in thousands of U.S dollars

Parent Guarantor

Company SubsidiariesAssets

Non-Guarantor

Subsidiaries

Consolidating Consolidated

Adjustments Total

Current assets

Cash and cash equivalents 104477 7614 17.755 29.846

Accounts receivable net 158093 23921 31526 428836

Inventories 33082 7390 40.472

Prepaid expenses and other 98773 185831 2.250 45.394J 37046

Income taxes refundable 63989 50998 413 12.578

Total current assets 458414 184640 51118 45394 648778

Property plant and equipment net 30.500 164468 2.933 197.901

Goodwill and other intangible assets net 35.169 836775 6988 878932

Investments 310.182 17642 325.526 2298

Intercompany loan and note receivable/payable 534.259 524540 971

Other assets 10.795 53 14 161 13

Total assets $1379319 684299 5132 370920I 817

Parent Guarantor Non-Guarantor consolidating tonsolidated

Liabilities and Stockholders Equity Company Subsidiaries Subsidiaries Adjustments Total

current liabilities

Current portion long-term debt 6.197 197

Accounts payable and intercompany payable 174701 190317 18796 45396 338 18

Progress billings
25 .242 6796 8494 40.532

Acenied expenses
58634 59.812 9.212 127.658

Total current liabilities 264774 256925 36502 453961 512805

Long-term debt 1004.875 1004.875

Deferred income taxes 7.862 99770 3.994 87.914

Other non-current liabilities 19671 18542 2354 40.567

Total liabilities 1281458 375237 34862 45396 1.646161

Stockholders equity 97861 309062 16462 325.524 97861

Total liabilities and stockholders equity $1379319 684299 51324 370920I $1744022
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Cost and e\penses

Cost of sales

Selling general and administralive

Amorti7ation expense

Total costS atìd cpenses

VALASSIS COMMUNICATIONS INC
Notes to Consolidated Financial StatementsContinued

Condensed Consolidating Statement of Income

Year Ended December 31 2010

in thousands of U.S dollars

Parent Guarantor

Company Subsidiaries

Non-Guarantor Consolidating Consolidated

Adjustments Total

153294

23

919124

85

517556

295.677

12.601

.405.296

191096

14704

64.047

92411

279973

371.264

12624

2.108.494

490.085

7i5.103

Gain from litigation settlement net 490

Earnings from operations 6451

Other expenses and income

Interest expense 64.904 64.904

Interest income 589 67 653
Intercompany interest 156.786 56.553 233

Loss on extinguishment of debt 23.873 23.873

Other income expense net 2.217 3.244 215 5.676
Total other expenses net 29.185 53312 491 82 448

Earnings loss before income taxes 488371 137784 6500 632655
Income tax expense 196948 48208 2.094 247.250

Equity in net earnings loss of subsidiaries 93.982 4406 98.388

Net earnings lossl $385405 93982 4406 98388 385405

Condensed Consolidating Statement of Income

Year Ended December 31 2009

in thousands of U.S dollars

Parent Guarantor Non- uaranlor Consolidating Consolidated

Company Subsidiaries Subsidiaries Adjustments Total

Revenues $801219 $1473551 69595 l00.117 $2244248
Cost and expenses

cost of sales 632619 11 1526 49.624 000.1 17 l69.652

Selling eneraI and administrative 126.695 214364 13.874 354.933

Amortizalion expense 23 12.601 12.624

Total costs and e\penses 759.337 1.338.491 63.498 100 17 2.061 209

Earnings from operations 41882 135.060 6097 183039

Otlìer expenses and income

Interest expense 87.041 87 041

Interest income 467 12 67 546
Intercompany interest 69.556 69241 315

Gain on extinguishment of debt 10.02% I0.028
Other income expense net 1.931 3.337 897 437

Total other expenses net 5.059 65.892 1.145 72.096

Earnings before income taxes 36823 69168 4952 110943
Income tax expense 18.430 24.506 1.239 44.175

Equity in net earnings loss of subsidiaries 48375 3.713 52.088

Net earnings loss 66768 48375 3713 52088 66768
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Condensed Consolidating Statement of Income

Year Ended December 31 2008

in thousands of U.S dollars

Parent Guarantor

Comnanv Subsidiaries

Condensed Consolidating Statement o1 Cash Flows

Year Ended December 31 2010

in thousands of U.S dollars

Parent Guarantor Non-Guarantor Consolidating Consolidated

Corn pany Subsidiaries Subsidiaries Adjustments Total

Net cash provided by operating activities 315019 139.822 8485 463326

Cash flo%%s from investing activities

Additions to properly plant and equipment 12.282 14064 332 26.678

Additions of intangible assets 7.582 7.582

Proceeds from sales of property plant and equipmenl

and available-for sale securities 564 564

Net cash used in investing activities 19300 14064 332 33696

Cash flows from financing activities

Repayment of long-term debt 304.845 304845

Repurchase ol common stock 58225 58225

Proceeds lroiii issuance of common stock 49.461 49.461

Cash pro\ ided by used in inlercompany activity 125346 125.346

Net cash provided by used in financing activities 188263 125346 313609

Effect of exchange rate changes on cash 68 68

Net increase in cash and cash equivalents 107456 412 8221 116.089

Cash and cash equisalents at beginning of year 34.477 7.614 17755 129 846

Cash and cash equivalents at end of year 211933 8026 25976 245935

Non-Guarantor Consolidating Consolidated

Subsidiaries Adjustments Total

Revenues 828818 $1557851 89382 94.144 $2381907

Cosl and expenses

os1of sales 663747 1216.798 69493 94.144 1.855894

Selling general and administratise 126.849 237.9 12 21065 385.826

Amortization of intangible assets 2.22 9.001 9223

Impairment charge 17993 227.707 245700

Total costs and expenses 808.811 1691418 90558 94144 2.496.643

Earnings loss from operations 20.007 133567 1176 114736

Other expenses and income

Interest expense
98.895 98.903

Interest income 1924 428 56 2913

Intercompany interest 71985 71.985

Other income expense net 7291 13.855 11.675 5.1 lI

Total other expenses net 32.277 57702 11.122 10 101

Loss before income taxes 22701 191269 U2298 215.837

Encome tax benefit expense 735 230 936 6.185

Fguily in net earnings loss of subsidiaries 1.733 13.234 217967

Net earnings loss $2O9652 204733 13234 217967 209652
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Condensed Consolidating Statement of Cash Flows

Year Ended December 31 2009

in thousands of U.S dollars

Parent Guarantor

Comanv Subsidiaries

Cash flows from investing activities

Additions to property plant and equipment 7321 1028 755 19 104
Proceeds rum sales of property plant and equipment 96 96

Net cash used in investing activities 7321 10932 l7551 19008

Cash flows from financing activities

Borrowings of long-term debt 20000 20.000

Other debt related payments 1.335 1335
Proceeds from issuance of common stock 20 4.520

Repayment oh longterm debt 200.134 200.134
Cash provided by tused in intercompany activity 126 75 126.275

Net cash used in financing activities 50674 126275 176949h

Effect of exchange rate changes on cash 1834 .834

Net increase decrease in cash and cash equisalents 2.036 1.677 423 3.290

cash and cash equivalents at beginning of the year 102441 5937 18178 12 556

Cashandcasheguivalentsatendoftheyear 104477 7614 17755 129846

Condensed Consolidating Statement of Cash Flows

Year Ended December 31 2008

in thousands of U.S dollars

Parent Guarantor Non.Cuarantor Consolidating Consolidated

Company Subsidiaries Subsidiaries Adjustments Total

Net cash provided by used in operating activities 840311 109874 52141 96257
Cash flows from investing activities

Additions to property plant and equipment 13860 18785 2014 11246591

Proceeds from sales of property plant and equipment 28897 4226 33123
Proceeds Irom sale of French business 3605 605

Net cash provided by used in investing activities 13860 20112 5817 12069

Cash flows from financing activities

Borrowings of longterm debt 160.000 160000

Repayment of long-term debt 8008 268008.1
Proceeds from issuance of common stock 29 29

rash provided by used in interconipany activity 228.084 1219.803 8.28

Net cash provided by used in financing activities 120105 219803 8281 107979
Effect of exchange rate changes on cash 970 970

Net increase decrease in cash and cash equivalents 97.842 89.817 6.708 1.3 17

Cash and cash equivalents at beginning of year 4599 95754 24886 125239

Cash and cash equivalents at end of year 102441 5937 18178 126556

Non-Guarantor

Subsidiaries

Consolidating Consolidated

Adjustments Total
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17 QUARTERLY FINANCIAL INFORMATION UNAUDITED

The following is summary of the quarterly results of operations for the years ended December 31 2010 2009 and 2008

Three Months Ended

in millions of U.s dollars except per
share data March 31 2010 June 302010 30.2010 31 2010

Includes $301.4 million gain on litigation settlement net of tax and related payments associated with the News America litigation

settlement proceeds For further information see Note Gain from Litigation Settlement

Includes $14.7 million loss on extinguishment of debt net of tax related to our tender offer and open market repurchases of

$297.8 million aggregate principal amount of our 81/4% Senior Notes due 2015 For further information see Note Long-Term Debt

Includes $6.2 million gain on extinguishment of debt net of tax related to our repurchases of an aggregate principal amount of

$133.5 million of outstanding term loans under our senior secured credit facility For further information see Note Long-Term Debt

Includes $223.4 millionnon-cash impairment charge net of tax related to the carrying value of the goodwill and intangible assets

associated with the Shared Mail and International Digital Media Services segments For further information regarding the impairment

charge see Note Goodwill and Other Intangible Assets

Revenues 550.0 580.0 572.4 631.1

Costof sales 403.4 423.8 421.5 475.9

Gross profit
146.6 156.2 150.9 155.2

Net earnings
322.5a 11.1h 27.0 24.8

Net earnings per common share diluted 6.26a 1b 0.52 0.47

Three Months Ended

in millions of U.S dollars except per share data March 31 2009 June 30 2009 ptember 30 2009 December 31 2009

Revenues 551.2 544.0 544.1 605.0

Costof sales 427.5 410.0 407.6 448.5

Gross profit
123.7 134.0 136 156.5

Net earnings 13.0 15.9 13 24.0

Net earnings per common share diluted tc.1
0.27 0.33 0.48

Three Months Ended

in millions of U.S dollars except per share data March 31 2008 june 30 2008 September 30 2008 December 31 2008

Revenues 597.1 594.9 563.7 626.2

Cost of sales 455.4 461.0 453.0 486.5

Gross profit
141.7 133.9 110.7 139.7

Net earnings
10.9 6.6 5.2 222.0d

Net earnings per common share diluted 0.23 0.14 0.1 4.63d
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of

Valassis Communications Inc

Livonia Michigan

We have audited the accompanying consolidated balance sheets of Valassis Communications Inc and subsidiaries the Company as of

December 31 2010 and 2009 and the related consolidated statements of income stockholders equity and cash flows for each of the three

years in the period ended December 31 2010 Our audits also included the financial statement schedule listed in the Index at Item 15 These

financial statements and financial statement schedule are the responsibility of the Companys management Our responsibility is to express an

opinion on the financial statements and financial statement schedule 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 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 reasonable basis for our opinion

In our opinion such consolidated financial statements present fairly in all material respects the financial position of Valassis

Communications Inc and subsidiaries at December 31 2010 and 2009 and the results of their operations and their cash flows for each of the

three years in the period ended December 31 2010 in conformity with accounting principles generally accepted in the United States of

America Also in our opinion such financial statement schedule when considered in relation to the basic consolidated financial statements

taken as whole presents fairly in all material respects the information set forth therein

We have also audited in accordance with the standards of the Public Company Accounting Oversight Board United States the Companys
internal control over financial reporting as of December 31 2010 based on the criteria established in Internal ControlIntegrated Framework

issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 2011 expressed an

unqualified opinion on the Companys internal control over financial reporting

Is Deloitte Touche LLP

Detroit Michigan

March 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of

Valassis Communications Inc

Livonia Michigan

We have audited the internal control over financial reporting of Valassis Communications Inc and subsidiaries the Company as of

December 31 2010 based on criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission The Companys management is responsible for maintaining effective internal control over

financial reporting and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying

Managements Report on Internal Control Over Financial Reporting Our responsibility is to express an opinion on the Companys 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 assessing the risk

that material weakness exists testing and evaluating the design and operating effectiveness of internal control based on the assessed risk and

performing such other procedures as we considered necessary in the circumstances We believe that our audit provides reasonable basis for

our opinion

companys internal control over financial reporting is process designed by or under the supervision of the companys principal executive

and principal financial officers or persons performing similar functions and effected by the companys 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 companys internal control over financial reporting includes

those policies and procedures that pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the

transactions and dispositions of the assets of the company 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 provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the companys assets that could have

material effect on the financial statements

Because of the inherent limitations of internal control over financial reporting including the possibility of collusion or improper management

override of controls material misstatements due to error or fraud may not be prevented or detected on timely basis Also projections of any

evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may

become inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

In our opinion the Company maintained in all material respects effective internal control over financial reporting as of December 31 2010

based on the criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission

We have also audited in accordance with the standards of the Public Company Accounting Oversight Board United States the consolidated

financial statements and financial statement schedule as of and for the year ended December 31 2010 of the Company and our report dated

March 2011 expressed an unqualified opinion on those consolidated financial statements and financial statement schedule

Is Deloitte Touche LLP

Detroit Michigan

March 12011
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ITEM CHANGES AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable

ITEM 9A CONTROLS AND PROCEDURES

As of the end of the period covered by this Annual Report on Form 10-K we carried out an evaluation under the supervision and with the

participation of our Disclosure Committee including our Chief Executive Officer and Chief Financial Officer of our disclosure controls and

procedures pursuant to Rules 13a-15 of the Exchange Act Based on this evaluation our Chief Executive Officer and Chief Financial Officer

concluded that as of the end of such period the disclosure controls and procedures are effective in ensuring that the information required to be

disclosed in the reports that we file or submit under the Exchange Act is recorded processed summarized and reported within the time

periods specified in the SECs rules and forms and ii is accumulated and communicated to our management including our Chief Executive

Officer and Chief Financial Officer as appropriate to allow timely decisions regarding required disclosure

There has been no change our in internal control over financial reporting that occurred during the fourth fiscal quarter that has materially

affected or is reasonably likely to materially affect our internal control over financial reporting

Managements Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining an adequate system of internal control over financial reporting Our system of

internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the

preparation of financial statements for external purposes in accordance with accounting principles generally accepted in the United States of

America

Our internal control over financial reporting includes those policies and procedures that

Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect our transactions and dispositions of our

assets

Provide reasonable assurance that our transactions are recorded as necessary to permit preparation of our financial statements in

accordance with accounting principles generally accepted in the United States of America and that our receipts and expenditures are

being made only in accordance with authorizations of our management and our directors and

Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of our assets

that could have material effect on the financial statements

Because of its inherent limitations system of internal control over financial reporting can provide only reasonable assurance and may not

prevent or detect misstatements Further because of changes in conditions effectiveness of internal control over financial reporting may vary

over time Our system contains self-monitoring mechanisms and actions are taken to correct deficiencies as they are identified

Our management conducted an evaluation under the supervision and with the participation of our Disclosure Committee including our Chief

Executive Officer and Chief Financial Officer of the effectiveness of the system of internal control over financial reporting based on the

framework in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission

The evaluation included review of the documentation of controls evaluation of the design effectiveness of controls testing of the operating

effectiveness of controls and conclusion on this evaluation Based on this evaluation our management concluded that our system of internal

control over financial reporting was effective at the reasonable assurance level described above as of December 31 2010 Our internal control

over financial reporting has been audited by Deloitte Touche LLP an independent registered public accounting firm as stated in their report

which is included herein

ITEM 9B OTHER INFORMATION

None
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PART III

Certain information required by Part III is omitted from this report as we will file definitive proxy statement pursuant to Regulation 14A the

Proxy Statement not later than 120 days after the end of the fiscal year
covered by this Annual Report on Form 10-K and certain

information included therein is incorporated herein by reference

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this Item is set forth in our Proxy Statement for the 2011 Annual Meeting of Stockholders which information is

hereby incorporated herein by reference On March 2004 the Corporate Governance/Nominating Committee adopted as its policy that we

will consider recommendations from shareholders of candidates for election as member of our board of directors and that the
process

for

evaluating potential candidates recommended by shareholders and derived from other sources shall be substantially the same Prior to this

action the policy of the Committee had been not to consider candidates recommended by our shareholders

We have adopted Code of Business Conduct and Ethics that applies to all of our employees including our Chief Executive Officer our Chief

Financial Officer and our Corporate Controller The text of this Code is available on the Internet in the Investors/Corporate Governance

section of our Web site at www.valassis.com We will disclose any future amendments to or waivers from certain provisions of this code on

our Website following such amendment or waiver

ITEM 11 EXECUTIVE COMPENSATION

The information required by this Item is set forth in our Proxy Statement for the 2011 Annual Meeting of Stockholders which information is

hereby incorporated herein by reference excluding the Compensation/Stock Option Committee Report on Executive Compensation

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDER MATTERS

The information required by this Item is set forth in our Proxy Statement for the 2011 Annual Meeting of Stockholders which information is

hereby incorporated herein by reference

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item is set forth in our Proxy Statement for the 2011 Annual Meeting of Stockholders which information is

hereby incorporated herein by reference

ITEM 14 PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is set forth in our Proxy Statement for the 2011 Annual Meeting of Stockholders which information is

hereby incorporated herein by reference
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PART IV

ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

The following documents are filed as part of this Annual Report on Form 10-K

Financial Statements The following consolidated financial statements of Valassis Communications Inc and subsidiaries are included
in Item

Consolidated Balance Sheets as of December 31 2010 and 2009

Consolidated Statements of Income for the Years Ended December 31 2010 2009 and 2008

Consolidated Statements of Stockholders Equity for the Years Ended December 31 2010 2009 and 2008

Consolidated Statements of Cash Flows for the Years Ended December 31 2010 2009 and 2008

Notes to Consolidated Financial Statements and

Reports of Independent Registered Public Accounting Firm

Financial Statement Schedules The following consolidated financial statement schedule of Valassis Communications Inc for the

years ended December 31 2010 2009 and 2008

Schedule II Valuation and Qualifying Accounts Page S-2

Schedules not listed above have been omitted because they are not applicable or are not required or the information required to be set

forth therein is included in the Consolidated Financial Statements or Notes thereto

Exhibits The Exhibits on the accompanying Index to Exhibits immediately following the financial statement schedules are filed as

part of or incorporated by reference into this Annual Report on Form 10-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the Registrant has duly caused this Report to be

signed on its behalf by the undersigned thereunto duly authorized

VALASSIS COMMUNICATIONS INC

By Is/Alan Schultz March 2011

Alan Schultz President and Chief Executive Officer Date

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 and on the dates indicated

Signature Title
Date

Is Alan Schultz Chairman of the Board of Directors March 2011

Alan Schultz
President and Chief Executive Officer

Principal Executive Officer

Is Robert Recchia Chief Financial Officer and Director March 2011

Robert Recchia Principal Financial and Accounting Officer

Is Joseph Anderson Director March 2011

Joseph Anderson

Is Patrick Brennan Director March 2011

Patrick Brennan

Is Kenneth Darish Director March 2011

Kenneth Darish

1st Walter Ku Director March 2011

Walter Ku

Is Thomas Reddin Director March 2011

Thomas Reddin

Is Wallace Snyder Director March 2011

Wallace Snyder

Is Faith Whittlesey Director March 2011

Faith Whittlesey
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Schedule II

Accounts deemed to be uncollectible

VALASSIS COMMUNICATIONS INC

VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31 2010 2009 and 2008

Charged to

Costs and
Balance at

End of

Period

Balance at

Beginning of

Periodin thousands of IfS dojlars Deductions

Allowance for doubtful accounts deducted from accounts receivable

Yearcnded December31 2010 7593 10138 5618 12113
Year ended December 31 2009 9.887 5.72 8.026 7.593

Year ended December31 2008 16460 8.602 15175 9.887
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and Wells Fargo Bank National Association as trustee relating to the 814% Senior Notes due 2015 incorporated by reference to

Exhibit 4.3 to Valassis Form 8-K SEC File No 001-10991 filed on February 2011
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National Association as trustee relating to the 6I% Senior Notes due 2021 incorporated by reference to Exhibit 4.1 to
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10 1e Amendment to Employment Agreement of Robert Recchia dated March 14 2001 incorporated by reference to Exhibit 10.3e
to Valassis Form 10-K SEC File No 001-10991 for the year ended December 31 2000 filed on March 27 2001

10.10 Amendment to Employment Agreement of Robert Recchia dated December 20 2001 incorporated by reference to

Exhibit 10.3f to Valassis Form 10-K SEC File No 001-10991 for the year ended December 21 2001 filed on March 29
2002

lo.lg Amendment to Employment Agreement of Robert Recchia dated July 2002 incorporated by reference to Exhibit 10.3g to

Valassis Form lO-Q SEC File No 001-10991 for the quarter ended June 30 2002 filed on August 14 2002
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on June 24 2008

10.25 235 Great Pond Lease dated June 19 2008 by and between 235 Great Pond LLC Smith CT LLC Smith CT LLC and
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EXHIBIT 10.22

VALASSIS COMMUNICATIONS INC

SUMMARY OF NON-EMPLOYEE DIRECTOR COMPENSATION

On December 14 2010 the Board of Directors the Board of Valassis Communications Inc the Corporation on recommendation of the

Compensation/Stock Option Committee approved the compensation program described below to compensate non-employee directors for

service on the Board and its committees The compensation program described below became effective January 2011 and replaced the

compensation program previously in effect

The Corporations non-employee directors are entitled to receive the following fees in connection with their participation on the Board and

related Board committees an annual cash retainer fee of $49500 ii an annual award of 3000 shares of restricted stock of the Corporation

pursuant to the Corporations 2008 Omnibus Incentive Compensation Plan that becomes fully vested one year from the date of grant iii

$2500 per Board meeting attended in person and $1300 per Board meeting attended by telephone and iv $1300 per Board committee

meeting attended in person and $650 per Board committee meeting attended by telephone

The annual cash retainer and annual award of restricted stock are paid quarterly to the non-employee directors The Board committee

attendance fees are payable only if the committee meeting is not scheduled in conjunction with just before or after Board meeting and

telephonic meeting fees are paid on pro-rated basis if non-employee director does not participate via telephone for the entire meeting

In addition each year the Corporations non-employee directors are eligible to receive non-qualified stock options to purchase an aggregate of

2000 shares of the Corporations common stock pursuant to the Corporations 2008 Omnibus Incentive Compensation Plan or such other plan

applicable to the Corporations non-employee directors in effect from time to time These options are granted in two semi-annual installments

consisting of 1000 stock options on April and October of each year have an exercise price equal to the fair market value as defined in the

Corporations applicable stock option plan of the Corporations common stock on the date of grant and become fully vested one year
from the

date of grant with the same terms and conditions as the Corporations standard non-qualified stock option agreement for non-employee

directors
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EXHIBIT 10.30

FORM OF
PERFORMANCE-BASED RESTRICTED STOCK AGREEMENT

Insert Date

FirstName LastName
Title

Valassis Communications Inc

19975 Victor Parkway

Livonia MI 48152

Dear Mr/Ms LastName

This Agreement confirms the grant of an Award of Performance-Based Restricted Stock to you effective as of Insert Date the Grant
Date under the Valassis Communications Inc 2008 Omnibus Incentive Compensation Plan as the same may be amended from time to time
the Plan upon the following terms and conditions Capitalized terms used in this Agreement but not defined herein shall have the

meanings set forth in the Plan

Award Grant Valassis Communications Inc the Company hereby grants to you an Award of Performance-Based Restricted Stock
under the Plan for an aggregate of Insert Share Amount shares of Stock the Restricted Shares

Restrictions

The Restricted Shares are being awarded to you subject to the transfer and forfeiture restrictions set forth below the Restrictions
You may not directly or indirectly by operation of law or otherwise voluntarily or involuntarily alienate attach sell assign pledge
encumber charge or otherwise transfer any of the Restricted Shares still subject to the Restrictions Notwithstanding the foregoing Restricted

Shares may be transferred to family member as defined in the Form S-8 Registration Statement under the Securities Act of 1933 as gift or

by domestic relations order only if in each case the transferee executes written consent to be bound by the terms of this Agreement

Except as otherwise provided in this Agreement the Restrictions shall lapse to the extent that the Restricted Shares vest in accordance
with the following performance metrics subject to you remaining continuously employed by the Company Subsidiary or an Affiliate on
the applicable vesting date

one-third of the Restricted Shares shall vest and the Restrictions with respect to those Restricted Shares shall lapse if the

Companys for its 201- Fiscal Year as certified by the Committee for the 201- Fiscal Year or
exceeds specified metric determined by the Committee before the end of the first quarter of the 201 Fiscal Year

ii one-third of the Restricted Shares shall vest and the Restrictions with respect to those Restricted Shares shall lapse if the

Companys for its 201- Fiscal Year as certified by the Committee for the 201- Fiscal Year or

exceeds specified metric determined by the Committee before the end of the first quarter of the 201 Fiscal Year and

iii the remaining one-third of the Restricted Shares shall vest and the Restrictions with respect to those Restricted Shares shall

lapse if the Companys for its 201- Fiscal Year as certified by the Committee for the 201- Fiscal Year
or exceeds specified metric determined by the Committee before the end of the first quarter of the 201 Fiscal

Year

provided however that vesting may occur earlier or later than the vesting dates set forth above in Paragraph 2bA in accordance with the

following metrics subject to you remaining continuously employed by the Company Subsidiary or an Affiliate on the following applicable

vesting date

one-third of the Restricted Shares shall vest and the Restrictions with respect to those Restricted Shares shall lapse if shares of
common stock of the Company the Common Shares achieve market price of five dollars $5.00 per share greater than
the Fair Market Value of the Common Shares on the Grant Date
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ii one-third of the Restricted Shares shall vest and the Restrictions with respect to those Restricted Shares shall lapse if

Common Shares achieve market price of ten dollars $10.00 per share greater than the Fair Market Value of the Common

Shares on the Grant Date and

iii one-third of the Restricted Shares shall vest and the Restrictions with respect to those Restricted Shares shall lapse if

Common Shares achieve market price of fifteen dollars $15.00 per share greater than the Fair Market Value of the

Common Shares on the Grant Date

provided however that the market price targets described above must be achieved within three years
from the Grant Date

it being understood and agreed that in the event that vesting occurs pursuant to clause ii or iii of Paragraph 2bB no vesting shall

be permitted to occur pursuant to the correspondingly numbered clause of Paragraph 2bA and in the event that vesting occurs pursuant

to clause ii or iii of Paragraph 2bA no vesting shall be permitted to occur pursuant to the correspondingly numbered clause of

Paragraph 2bB
All Restricted Shares for which the Restrictions have not lapsed at such time shall be immediately forfeited by you and shall be returned to or

canceled by the Company as applicable

Notwithstanding Paragraph 2b subject to Paragraph hereof all Restricted Shares unless earlier forfeited in accordance with the

terms hereof shall vest and the Restrictions shall lapse with respect to the Restricted Shares as follows

Change in Control if you
remain continuously employed on the effective date of Change in Control with the Company

Subsidiary an Affiliate or such other Person that acquires more than 50% of the combined voting power of the Companys

then outstanding securities in connection with such Change in Control in which case all of the Restricted Shares shall vest

and all of the Restrictions shall lapse or

ii termination of your employment with the Company and its Subsidiaries and Affiliates under the following conditions in

which case you shall continue to be eligible to vest in the Restricted Shares and the Restrictions shall lapse to the extent the

performance metrics set forth in Paragraph 2b above are satisfied

by reason of death or Disability as Disability is defined in your employment agreement with the Company

Subsidiary or an Affiliate if no Disability definition exists in your employment agreement or no employment

agreement exists Disability shall be deemed to occur if you are absent from your
duties with the Company

Subsidiary or an Affiliate for period of at least 180 days during any 12 month period as result of incapacity due to

mental or physical illness as determined solely in the discretion of the Committee

by the Company other than for Cause as Cause is defined in your employment agreement with the Company

Subsidiary or an Affiliate if no Cause definition exists in your employment agreement or no employment agreement

exists Cause shall have the following meaning conviction of any felony or misdemeanor violation of any

Company policy including but not limited to the Companys Drug and Alcohol policies code of conduct and/or

employee handbook the commission of any act detrimental to the best interests or reputation of the Company the

failure to follow the reasonable directives of your supervisory personnel failure to relocate if so requested or the

failure to meet applicable performance standards

by you for Good Reason if and only if termination for Good Reason is permitted under your employment agreement with

the Company Subsidiary or an Affiliate and only to the extent defined in your employment agreement or

by reason of your retirement under the Valassis Employees Retirement Savings Plan
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Notwithstanding Paragraph 2b subject to Paragraph hereof if your employment with the Company and its Subsidiaries and
Affiliates terminates for any reason other than termination of employment described in Paragraph 2cii above and excluding any
termination for Cause as defined above and if as of such termination of employment the sum of your age plus your years of service with
the Company and its Subsidiaries and Affiliates including partial years of age and service as determined by the Companys employment
records equals or exceeds seventy-five the Rule of 75 Termination then the Restricted Shares to the extent the Restricted Shares remain
outstanding and the Restrictions have not lapsed in accordance with the terms hereof shall be eligible to continue to vest and the Restrictions
shall lapse to the extent the performance metrics set forth in Paragraph 2b above are satisfied notwithstanding your termination of
employment provided that all such Restricted Shares shall become fully vested and the Restrictions shall lapse upon subsequent Change in
Control prior to the end of the Companys 201-- Fiscal Year

Forfeiture Conditions to Qualify for Rule of 75 Termination

Except as otherwise expressly provided in Paragraph hereof upon termination of your employment with the Company Subsidiary or
an Affiliate for any reason all Restricted Shares for which the Restrictions have not lapsed at such time shall be immediately forfeited by you
and shall be returned to or canceled by the Company as applicable

You shall not be eligible to qualify for the special provisions herein attributable to the Rule of 75 Termination in respect of the
Restricted Shares unless during the period beginning with the Grant Date and ending on the applicable vesting date on which the Restrictions

lapse in respect of each of the Restricted Shares the Restriction Period you satisfy all of the
following conditions

You do not offer or sell any products or services that compete in any market with the businesses of the Company any Subsidiary or

any Affiliate

ii You do not render services to any firm person or corporation that competes in any market with the businesses of the Company any
Subsidiary or any Affiliate each Competitor

iii You do not have any interest direct or indirect in any Competitor provided however that
ownership of five percent or less of any

class of debt or equity securities which are publicly traded securities shall not be violation of this condition and

iv You do not directly or indirectly solicit
any employee of the Company any Subsidiary or any Affiliate with view to inducing

or encouraging such employee to leave the employ of the Company Subsidiary or an Affiliate respectively for the purpose of being hired

by you or any employer affiliated with you or ii solicit take away attempt to take away or otherwise interfere with the business relationship
between the Company any Subsidiary or any Affiliate and

any of its respective customers

Notwithstanding any other provision in this Agreement to the contrary in the event of breach of this Paragraph 3b during the
Restriction Period then the Restricted Shares to the extent the Restrictions have not lapsed shall be immediately forfeited by you and shall be
returned to or cancelled by the Company as applicable and upon the occurrence of an event covered by the Companys compensation
recovery policies as in effect from time to time then the Restricted Shares to the extent the Restrictions have not lapsed shall be immediately
forfeited by you and shall be returned to or cancelled by the Company as applicable and to the extent the Restrictions have lapsed the
Restricted Shares shall be returned to the Company

Upon forfeiture of
your Restricted Shares pursuant to and in accordance with this Paragraph the Company will not be obligated to

pay you any consideration whatsoever for the forfeited Restricted Shares

Issuance and Custody of Certificates

The Company shall cause the Restricted Shares to be issued in your name either by book-entry registration or issuance of stock
certificate or certificates which certificate or certificates shall be held by the Company The Shares shall be restricted from transfer during the

period during which the Restrictions exist and shall be subject to an appropriate stop-transfer order If any certificate is issued the certificate
shall bear an appropriate legend referring to the Restrictions applicable to the Restricted Shares

If any certificate is issued you shall be required to execute and deliver to the Company stock power or stock
powers relating to the

Restricted Shares
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Upon vesting the Company shall promptly cause your Vested Shares less any Shares that may have been withheld to pay taxes to

be delivered to you free of the restrictions and/or legend described in Paragraph 4a hereof either by book-entry registration or in the form of

certificate or certificates registered in your name or in the names of your legal representatives beneficiaries or heirs as applicable

Withholding Taxes

You acknowledge that you will consult with your personal tax advisor regarding the federal state and local tax consequences
of the

grant
of the Restricted Shares payment of dividends on the Restricted Shares if any the vesting of the Restricted Shares and any other

matters related to this Agreement You are relying solely on your advisors and not on any statements or representations of the Company or any

of its agents You understand that you are responsible for your own tax liability that may arise as result of this grant of the Restricted Shares

or any other matters related to this Agreement

In order to comply with all applicable federal state or local income tax laws or regulations the Company may take such action as it

deems appropriate to ensure that all income and payroll taxes which are your
sole and absolute responsibility are withheld or collected from

you at the minimum required withholding rate

In accordance with the terms of the Plan and such rules as may be adopted by the Committee administering the Plan in the discretion

of the Committee you may elect to satisfy any applicable tax withholding obligations arising from the receipt of or the lapse of restrictions

relating to the Restricted Shares by

delivering cash including check draft money order or wire transfer made payable to the order of the Company

ii having the Company withhold portion of the Vested Shares having Fair Market Value equal to the amount of the

minimum statutory withholding obligations

iii delivering to the Company shares of Common Stock having Fair Market Value equal to the amount of such taxes The

Company will not deliver any fractional Share but will pay in lieu thereof the Fair Market Value of such fractional Share

Your election must be made on or before the date that the amount of tax to be withheld is determined or

iv using such other methods of payment that the Committee in its discretion deems appropriate from time to time

Conditions to Issuance of Stock Certificates The Company shall not be required to issue or deliver any Shares pursuant to this

Agreement prior to fulfillment of all of the following conditions

The admission of such Shares to listing on all stock exchanges on which such Shares are then listed

The completion of any registration or other qualification of such Shares under any state or federal law or under rulings or regulations

of the Securities and Exchange Commission or of any other governmental regulatory body which the Committee shall in its absolute

discretion deem necessary or advisable

The obtaining of any approval or other clearance from any state or federal governmental agency which the Committee shall in its

absolute discretion determine to be necessary or advisable and

The receipt by the Company of any applicable withholding tax with respect to such Shares subject to any minimum statutory

withholding limits

Incorporation of Plan Provisions This Agreement is made pursuant to the Plan and is subject to all the terms and provisions of such

Plan as if the same were fully set forth herein In the event of conflict between the terms of this Agreement and the terms of the Plan the Plan

shall control

Shareholder Rights With respect to the Restricted Shares you shall be entitled effective as of the Grant Date to exercise the rights of

shareholder of Stock of the Company including the right to vote the Restricted Shares and the right to receive dividends on the Restricted

Shares unless and until the Restricted Shares are forfeited under Paragraph above Notwithstanding the foregoing you shall be subject to the

transfer restrictions in Paragraph Your
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rights with respect to the Restricted Shares shall remain forfeitable at all times prior to the date or dates on which the Restrictions lapse with

respect to the Restricted Shares

Counterparts This Agreement may be executed in two or more counterparts each of which shall be deemed an original but all of which
together shall constitute one and the same instrument

10 Entire Agreement This Agreement represents the complete understanding with respect to the Restricted Shares granted hereunder and

supersedes and cancels all prior written or oral agreements and understandings relating to the terms of this Agreement and the Restricted

Shares

11 Severability Whenever feasible each provision of this Agreement will be interpreted in such manner as to be effective and valid under

applicable law but if any provision of this Agreement is held to be prohibited by or invalid under applicable law such provision will be
ineffective only to the extent of such prohibition or invalidity without invalidating the remainder of this Agreement

12 Miscellaneous This Agreement shall be binding upon and inure to the benefit of any successor of the Company and your
successors assigns and estate including your executors administrators and trustees shall be governed by the laws of the State of Delaware
and

any applicable laws of the United States and may not be amended except in writing It is intended that this Award will be exempt from
Section 409A of the Code However nothing in the Agreement shall be construed to result in guarantee of this tax treatment and you shall be

responsible for all of your federal state and local taxes and any related liabilities All actions or proceedings arising out of or related to this

Agreement shall be brought only in an appropriate federal or state court in Michigan and the Parties hereby consent to the jurisdiction of such
courts over themselves and the subject matter of such actions or proceedings

To confirm your acceptance of the foregoing please sign and return this Agreement to Todd Wiseley General Counsel Senior Vice
President Administration and Secretary Valassis Communications Inc 19975 Victor Parkway Livonia Michigan 48152

VALASSIS COMMUNICATIONS INC

By ___________________________
Todd Wiseley

General Counsel Senior Vice President

Administration and Secretary

AGREED

Insert Name

Date
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EXHIBIT 12.1

Year Ended December 31

in thousands of U.S dollars
2010 2009 2008 2007 2006

Fixed charges

Interest expense
64904 87.041 98903 93779 $198622

Potioii tent expense representative of interest 9174 9513 10419 8967 290Q

Total fixed charges 74078 96554 109322 $102746 $22762

Earnings LQss
Earnings loss before income taxes $632655 $110943 $215837 79996 $74674

Fixed charges per above 74078 96554 109322 102746 2276Z

Total earnings loss $706733 $207497 $106515 $182742 $97436

Ratio of earnings to fixed charges 9.54 2.15 .78 4.28

Earnings for the year ended December 31 2008 were inadequate to cover fixed charges by $215.8 million

Excludes $13751 of interest expense for premiums and losses on swap and swaption contracts These contracts are unrelated to our

indebtedness
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EXHIBIT 21.1

SUBSIDIARIES OF VALASSIS COMMUNICATIONS INC

Name Under Which Business is State or Country of

Subsidiary Legal Name Conducted Incorporation
Valassis Manufacturing Company Valassis Manufacturing Company Delaware
Valassis Sales and Marketing Services Inc Valassis Sales and Marketing Delaware
NCH Marketing Services Inc NCH Delaware
Promotion Watch Inc Promotion Watch Delaware
Valassis Relationship Marketing Systems LLC VRMS Delaware
Valassis Data Management Inc Valasssis Data Management Delaware
Valassis Canada Inc Valassis of Canada Canada
VCI Fulfillment Group VCI Fulfillment Mexico
Valassis Direct Mail Inc Valassis Direct Mail Delaware
Valassis In-Store Solutions Inc Valassis In-Store Solutions Delaware

MailCoups Inc MailCoups Delaware
Valassis Interactive Inc Valassis Interactive Delaware

This list excludes sixteen subsidiary companies of which six are domestic and ten are foreign
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference of our reports dated March 2011 relating to the consolidated financial statements and financial

statement schedule of Valassis Communications Inc and subsidiaries the Company and the effectiveness of the Companys internal

control over financial reporting appearing in this Annual Report on Form 10-K of the Company for the year ended December 31 2010 in the

following Registration Statements

Fonn Registration No

FormS-8 33-59760

Form S-8
333-00022

Form S-8
333-00024

FormS-8 333-50466

FormS-8 333-52919

Form S-8
333-74263

Form S-8
333-87162

FormS-8 333-104072

Form S-8 333-128 158

FormS-8 333-142661

FormS-8 333-152026

Form S-8
333-171150

FormS-3 333-107787

Is Deloitte Touche LLP

Detroit Michigan

March 2011
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EXHIBIT 31.1

Alan Schultz certify that

have reviewed this Annual Report on Form 10-K of Valassis Communications Inc

Based on my knowledge this annual report does not contain any untrue statement of material fact or omit to state material fact

necessary to make the statements made in light of the circumstances under which such statements were made not misleading with

respect to the period covered by this annual report

Based on my knowledge the financial statements and other financial information included in this annual report fairly present in all

material respects the financial condition results of operations and cash flows of the registrant as of and for the periods presented in

this annual report

The registrants other certifying officer and are responsible for establishing and maintaining disclosure controls and procedures as
defined in Exchange Act Rules l3a-15e and 15d-15e and internal control over financial reporting as defined in Exchange Act

Rules 13a-15 and 15d-15f for the registrant and have

designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our

supervision to ensure that material information relating to the registrant including its consolidated subsidiaries is made known to

us by others within those entities particularly during the period in which this annual report is being prepared

designed such internal control over financial reporting or caused such internal control over financial reporting to be designed
under our supervision to provide reasonable assurance regarding the reliability of financial reporting and the preparation of

financial statements for external purposes in accordance with generally accepted accounting principles

evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this annual report our

conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by this report

based on such evaluation and

disclosed in this report any change in the registrants internal control over financial reporting that occurred during the registrants

most recent fiscal quarter the registrants fourth fiscal quarter in case of an annual report that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial reporting and

The registrants other certifying officer and have disclosed based on our most recent evaluation of internal control over financial

reporting to the registrants auditors and the audit committee of the registrants board of directors or persons performing the

equivalent function

all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrants ability to record process summarize and report financial information and

any fraud whether or not material that involves management or other employees who have significant role in the registrants
internal control over financial reporting

Date March 2011

Is ALAI4 SCHULTZ

Alan Schultz

Chief Executive Officer
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EXHIBIT 31.2

Robert Recchia certify that

have reviewed this Annual Report on Form 10-K of Valassis Communications Inc

Based on my knowledge this annual report does not contain any untrue statement of material fact or omit to state material fact

necessary to make the statements made in light of the circumstances under which such statements were made not misleading with

respect to the period covered by this annual report

Based on my knowledge the financial statements and other financial information included in this annual report fairly present in all

material respects the financial condition results of operations and cash flows of the registrant as of and for the periods presented in

this annual report

The registrants other certifying officer and are responsible for establishing and maintaining disclosure controls and procedures as

defined in Exchange Act Rules 3a- 15e and 5d- 15e and internal control over financial reporting as defined in Exchange Act

Rules 13a-15 and 15d-15f for the registrant and have

designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our

supervision to ensure that material information relating to the registrant including its consolidated subsidiaries is made known to

us by others within those entities particularly during the period in which this annual report is being prepared

designed such internal control over financial reporting or caused such internal control over financial reporting to be designed

under our supervision to provide reasonable assurance regarding the reliability of financial reporting and the preparation of

financial statements for external purposes in accordance with generally accepted accounting principles

evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this annual report our

conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by this report

based on such evaluation and

disclosed in this report any change in the registrants internal control over financial reporting that occurred during the registrants

most recent fiscal quarter the registrants fourth fiscal quarter in case of an annual report that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial reporting and

The registrants other certifying officer and have disclosed based on our most recent evaluation of internal control over financial

reporting to the registrants auditors and the audit committee of the registrants board of directors or persons performing the

equivalent function

all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrants ability to record process summarize and report financial information and

any fraud whether or not material that involves management or other employees who have significant role in the registrants

internal control over financial reporting

Date March 12011

Is ROBERT RECCHIA

Robert Recchia

Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C 1350

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 the undersigned officer of Valassis Communications Inc the Company
does hereby certify to the best of his knowledge and belief that

The Annual Report on Form 10-K for the year ended December 31 2010 the Report fully complies with the requirements of

Section 13a or 15d of the Securities Exchange Act of 1934 as amended and

The information contained in the Report fairly presents in all material respects the financial condition and results of operations of the

Company

Date March 2011

Is Alan Schultz

Alan Schultz

Chief Executive Officer

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 10-K and shall not be

considered filed at part of the Form 10-K
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C 1350

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 the undersigned officer of Valassis Communications Inc the Company
does hereby certify to the best of his knowledge and belief that

The Annual Report on Form 10-K for the year ended December 31 2010 the Report fully complies with the requirements of

Section 13a or 15d of the Securities Exchange Act of 1934 as amended and

The information contained in the Report fairly presents in all material respects the financial condition and results of operations of the

Company

Date March 12011

1st Robert Recchia

Robert Recchia

Chief Financial Officer

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 10-K and shall not be

considered filed at part of the Form 10-K
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Stock Performance Graph

The following performance graph compares the annual cumulative total stockholder return on our common stock

with the annual cumulative total returns of the Standard Poors 500 Stock Index and peer group for the five years

ending December 31 2006 2007 2008 2009 and 2010 based on an assumed investment of $100 on December 31

2005 with all dividends being reinvested Our peer group
consists of the following companies R.R Donnelley

Sons Interpublic Group of Companies Acxiom Corporation and Harte-Hanks Inc

Valassis Comunications Inc SP 500 Index Peer Group

Company Name/Index

Valassis Communications Inc $100 $49.88 $40.21 $4.54 $62.81 $111.28

SP 500 Index $100 $115.79 $122.16 $76.96 $97.33 $111.99

PeerGroup $100 $112.88 $93.38 $39.99 $71.53 $80.52

The stock price performance graph and related information shall not be deemed to be soliciting material or incorporated

by reference by any general statement into any filing under the Securities Act of 1933 as amended or the Securities

Exchange Act of 1934 as amended and shall not otherwise be deemed filed under such Acts

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN
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VALASSIS WORLD HEADQUARTERS

19975 Victor Parkway Livonia Ml 48152

734 591-3000

www.valassis.com www.redplum.com

www.save.com

U.S LOCATIONS
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Kentucky Foicroft Pennsylvania Houston

Texas Independence Ohio Indianapolis Indiana
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INDEPENDENT AUDITORS

Deloitte Touche LLP

CORPORATE GOVERNANCE

Valassis remains committed to the high standards

of corporate governance Our corporate governance

guidelines code of business conduct and ethics

and detailed information about our board committees

and charters are available on the Investors

section of www.valassis.com

BOARD OF DIRECTORS

Joseph Anderson Jr chairperson

Chairman and CEO

TAG Holdings LLCTroy Michigan

Patrick Brennan chairperson

Retired President and CEO Consolidated Papers Inc

Kenneth Darish
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Dr Walter Ku Ph.D
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Thomas Reddin
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Wallace Snyder chairperson

Retired President and CEO

American Advertising Federation

Ambassador Faith Whittlesey

Chairman Emeritus of the Board American Swiss

Foundation New York President Maybrook

Associates Inc

Valassis would like to paytribute to William

Hogg Jr who retired as Executive Vice President

Manufacturing Client Services in 2011 after 32

years of service Vince Giuliano co-founder of

Valassis Americas Looking For Its Missing Childrerla

program who retired as Senior Vice President of

Government Relations in 2011 after 38 years of

service and Marcella Sampson Former Dean

of Students Central State University who served

on the Board of Directors from 1998-2010
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Chairman of the Board President and CEO
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Richard Herpich
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Valassis Sales Marketing Services Inc

Brian Husselbee

President and CEO

NCH Marketing Services Inc

Robert Mason

Executive Vice President Sales Marketing

Valassis Sales Marketing Services Inc

Robert Recchia

Executive Vice President Treasurer and CFO

OTHER bFFICERS

Suzanne Brown

Chief Marketing Officer

Valassis Sales Marketing Services Inc

John Lieblang

President Digital
Media

Todd Wise ley

General Counsel Senior Vice President

Administration and Secretary
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CAUTIONARY STATEMENTS REGARDING

FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements

within the meaning of the Private Securities Litigation

Reform Act of 1995 Such forward-looking statements

involve known and unknown risks and uncertainties and

other factors which may cause our actual results performance

or achievements to be materially different from any future

results performance or achievements expressed or implied

by
such forward-looking statements Such factors include

among others the following price competition from our

existing competitors new competitors in any of our

businesses shift in client preference for different

promotional materials strategies or coupon delivery

methods including
without limitation as result of

declines in newspaper circulation an unforeseen

increase in paper or postal costs changes which affect

the businesses of our clients and lead to reduced sales

promotion spending including
without limitation decrease

of marketing budgets which are generally discretionary
in

nature and easier to reduce in the short-term than other

expenses our substantial indebtedness and
ability to

refinance such indebtedness if necessary and our ability

to incur additional indebtedness may affect our financial

health the financial condition including bankruptcies of

our clients suppliers senior secured credit facility lenders

or other counterparties certain covenants in our debt

documents could adversely restrict our financial and

operating flexibility ongoing disruptions in the credit markets

that make it difficult for companies to secure financing

fluctuations in the amount timing pages weight and kinds

of advertising pieces from period to period due to change

in our clients promotional needs inventories and other

factors our failure to attract and retain qualified personnel

may affect our business and results of operations rise in

interest rates could increase our borrowing costs we may

be
required

to recognize additional impairment charges

against goodwill and intangible assets in the future possible

governmental regulation or litigation affecting aspects
of

our business the credit and liquidity
crisis in the financial

markets could continue to affect our results of operations

and financial condition uncertainty in the application and

interpretation of applicable state sales tax laws may expose

us to additional sales tax liability and general economic

conditions whether nationally internationally or in the

market areas in which we conduct our business including

the adverse impact of the ongoing economic downturn on

the marketing expenditures and activities of our clients

and prospective clients as well as our vendors with whom

we rely on to provide us with quality materials at the right

prices and in timely manner These and other risks and

uncertainties related to our business are described in

greater detail in our filings with the United States Securities

and Exchange Commission including our reports on Forms

10-K and 10-0 and the foregoing information should be read

in conjunction with these filings We disclaim any intention

or obligation to update or revise any forward-looking

statements whether as result of new information

future events or otherwise
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