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PROSPECTUS SUBJECT TO COMPLETION
DATED SEPTEMBER , 1996

GRAY
COMMUNICATIONS SYSTEMS, INC.
$150, 000, 000

% SENIOR SUBORDINATED NOTES DUE 2006
INTEREST PAYABLE AND

ISSUE PRICE: %

The % Senior Subordinated Notes due 2006 (the "Notes") are being offered
(this "Offering") by Gray Communications Systems, Inc. (the "Company").
Concurrently herewith, the Company is offering (the "Concurrent Offering")
3,500,000 shares of its Class B Common Stock, no par value (the "Class B Common
Stock"). The Concurrent Offering is being made by separate prospectus. The
closing of this Offering is conditioned upon the consummation of the Concurrent
offering.

The Notes will be guaranteed, jointly and severally, fully and unconditionally
by: Gray Kentucky Television, Inc., Gray Real Estate & Development Company, KTVE
Inc., The Albany Herald Publishing Company, Inc., The Rockdale Citizen
Publishing Company, The Southwest Georgia Shopper, Inc., WALB-TV, Inc., WJHG-TV,
Inc., WRDW-TV, Inc., Gray Transportation Company, Inc., WALB Licensee Corp.,
WJHG Licensee Corp., WKYT Licensee Corp., WRDW Licensee Corp., WYMT Licensee
Corp., WKXT Licensee Corp., WCTV Operating Corp., WCTV Licensee Corp., WKXT-TV,
Inc., Gray Television Management, Inc., Porta-Phone Paging, Inc. and Porta-Phone
Paging Licensee Corp. (collectively, the "Subsidiary Guarantors"). The
Subsidiary Guarantors constitute all of the Company's subsidiaries.

The Company expects to use the net proceeds of this Offering, together with the
proceeds of the Concurrent Offering and certain other funds, to consummate the
Phipps Acquisition (as defined) and to repay certain indebtedness. If the Phipps
Acquisition is not consummated prior to December 23, 1996, the Company will be
required to redeem (the "Special Redemption") the Notes on or prior to December
31, 1996 (the "Special Redemption Date") at a redemption price (the "Special
Redemption Price") equal to 101% of the principal amount of the Notes plus
accrued and unpaid interest to the Special Redemption Date. At any time prior to
December 23, 1996, if the Phipps Acquisition has not been consummated, the
Company may, at its option, redeem the Notes, in whole but not in part, at a
redemption price equal to 101% of the principal amount thereof plus accrued and
unpaid interest to the date fixed for redemption.

The Notes mature on , 2006, unless previously redeemed. Interest on
the Notes is payable semiannually on and , commencing

, 1997. The Notes are redeemable, in whole or in part, at the option
of the Company at any time on or after , 2001, at the redemption
prices set forth herein, plus accrued and unpaid interest to the date fixed for
redemption. In addition, at any time prior to 1999, the Company, at
its option, may redeem up to 35% of the aggregate principal amount of the Notes
originally issued with the cash proceeds received by the Company from one or
more Public Equity Offerings (as defined), other than the Concurrent Offering,
at any time or from time to time, at a redemption price equal to % of the
principal amount thereof, plus accrued and unpaid interest to the date fixed for
redemption; PROVIDED, HOWEVER, that at least $97.5 million in aggregate
principal amount of the Notes remain outstanding immediately after any such
redemption. Upon a Change of Control (as defined), the Company has the
obligation to offer to purchase all outstanding Notes at a price equal to 101%
of the principal amount thereof, plus accrued and unpaid interest to the date of
purchase.

The Notes are general unsecured obligations of the Company and are subordinated
in right of payment to all existing and future Senior Debt (as defined) of the
Company, including all indebtedness of the Company under the Senior Credit
Facility (as defined). The Company does not currently have, and does not
currently intend to issue, significant indebtedness to which the Notes would be
senior. The Subsidiary Guarantees (as defined) are general unsecured obligations
of the Subsidiary Guarantors and are subordinated in right of payment to all
existing and future Guarantor Senior Debt (as defined) of the Subsidiary
Guarantors. As of June 30, 1996, on a pro forma basis after giving effect to
this Offering, the Concurrent Offering and the other transactions described
herein, the Company would have had approximately $183.3 million of indebtedness
outstanding, of which $33.3 million would be Senior Debt. There is currently no
trading market for the Notes and the Company does not intend to list the Notes
on any securities exchange.

SEE "RISK FACTORS" ON PAGE 18 FOR A DISCUSSION OF CERTAIN INFORMATION THAT
SHOULD BE CONSIDERED BY PROSPECTIVE INVESTORS.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION, NOR HAS THE SECURITIES
AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE
ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

PRICE TO UNDERWRITING PROCEEDS TO
PUBLIC (1) COMPENSATION (2) COMPANY (3)



(1) Plus accrued interest, if any, from the date of issuance.

(2) The Company and the Subsidiary Guarantors have agreed to indemnify the
Underwriters against certain liabilities, including liabilities under the
Securities Act of 1933, as amended (the "Securities Act"). See "Underwriting."
(3) Before deducting expenses payable by the Company estimated at $

The Notes are being offered by the Underwriters, subject to prior sale, when, as
and if delivered to and accepted by the Underwriters, and subject to approval of
certain legal matters by Cahill Gordon & Reindel, counsel for the Underwriters,
and certain other conditions. The Underwriters reserve the right to withdraw,
cancel or modify such offer and to reject orders in whole or in part. It is
expected that delivery of the Notes will be made through the book-entry
facilities of The Depository Trust Company, against payment therefor on or about
, 1996.

J.P. MORGAN & CO.
ALLEN & COMPANY
INCORPORATED
THE ROBINSON-HUMPHREY COMPANY, INC.

, 1996



[The graphic material to be included is a map of the southeastern part of the
United States with logos of the television stations owned by the Company or that
are part of the Phipps Business marking where the stations are located.]

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE NOTES AT A
LEVEL

ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING,
IF

COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

2



FOR CALIFORNIA RESIDENTS:

WITH RESPECT TO SALES OF THE NOTES OFFERED HEREBY TO CALIFORNIA RESIDENTS, AS OF
THE DATE OF THIS PROSPECTUS, SUCH NOTES MAY BE SOLD ONLY TO: (1) "ACCREDITED
INVESTORS" WITHIN THE MEANING OF REGULATION D UNDER THE SECURITIES ACT OF 1933,
(2) BANKS, SAVINGS AND LOAN ASSOCIATIONS, TRUST COMPANIES, INSURANCE COMPANIES,
INVESTMENT COMPANIES REGISTERED UNDER THE INVESTMENT COMPANY ACT OF 1940,
PENSION AND PROFIT-SHARING TRUSTS, CORPORATIONS OR OTHER ENTITIES WHICH,
TOGETHER WITH THE CORPORATION'S OR OTHER ENTITY'S AFFILIATES, HAVE A NET WORTH
ON A CONSOLIDATED BASIS ACCORDING TO THEIR MOST RECENT REGULARLY PREPARED
FINANCIAL STATEMENTS (WHICH SHALL HAVE BEEN REVIEWED, BUT NOT NECESSARILY
AUDITED, BY OUTSIDE ACCOUNTANTS) OR NOT LESS THAN $14,000,000 AND SUBSIDIARIES
OF THE FOREGOING OR (3) ANY PERSON (OTHER THAN A PERSON FORMED FOR THE SOLE
PURPOSE OF PURCHASING THE NOTES OFFERED HEREBY) WHO PURCHASES AT LEAST

$1,000, 000 AGGREGATE AMOUNT OF THE NOTES OFFERED HEREBY. THE INDENTURE DOES NOT
CONTAIN A SINKING FUND.

No person has been authorized to give any information or to make any
representation other than those contained in this Prospectus and, if given or
made, such information or representation must not be relied upon as having been
authorized by the Company or by any of the Underwriters. This Prospectus does
not constitute an offer to sell, or a solicitation of an offer to buy, the Notes
in any jurisdiction to any person to whom it is unlawful to make such offer or
solicitation. Neither the delivery of this Prospectus nor any sale made
hereunder shall, under any circumstances, create any implication that there has
been no change in the affairs of the Company since the date hereof.

THIS PROSPECTUS CONTAINS CERTAIN FORWARD LOOKING STATEMENTS WITHIN THE MEANING
OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995 WITH RESPECT TO THE
FINANCIAL CONDITION, RESULTS OF OPERATIONS AND BUSINESS OF THE COMPANY,
INCLUDING STATEMENTS UNDER THE CAPTIONS "PRO FORMA FINANCIAL DATA,"
"MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS" AND "BUSINESS." THESE FORWARD LOOKING STATEMENTS INVOLVE CERTAIN
RISKS AND UNCERTAINTIES. NO ASSURANCE CAN BE GIVEN THAT ANY OF SUCH MATTERS WILL
BE REALIZED. FACTORS THAT MAY CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY FROM
THOSE CONTEMPLATED BY SUCH FORWARD LOOKING STATEMENTS INCLUDE, AMONG OTHERS, THE
FOLLOWING POSSIBILITIES: (1) COMPETITIVE PRESSURE IN THE COMPANY'S INDUSTRY
INCREASES; (2) COSTS RELATED TO THE PHIPPS ACQUISITION ARE GREATER THAN
EXPECTED; AND (3) GENERAL ECONOMIC CONDITIONS ARE LESS FAVORABLE THAN EXPECTED.
FOR FURTHER INFORMATION ON OTHER FACTORS WHICH COULD AFFECT THE FINANCIAL
RESULTS OF THE COMPANY AND SUCH FORWARD LOOKING STATEMENTS, SEE "RISK FACTORS."
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AVAILABLE INFORMATION

The Company has filed with the Securities and Exchange Commission (the
"Commission") a Registration Statement on Form S-1 (the "Registration
Statement") under the Securities Act. This Prospectus does not contain all of
the information set forth in the Registration Statement and the schedules and
exhibits thereto. For further information with respect to the Company and the
Notes, reference is hereby made to the Registration Statement and to the
schedules and exhibits thereto. Statements contained in this Prospectus as to
the contents of any contract or other document referred to herein are not
necessarily complete and where such contract or other document is an exhibit to
the Registration Statement, each such statement is qualified in all respects by
the provisions of such exhibit, to which reference is hereby made for a full
statement of the provisions thereof.

The Company is subject to the informational requirements of the Securities
Exchange Act of 1934, as amended (the "Exchange Act") and, in accordance
therewith, files reports, proxy statements and other information with the
Commission. Such Registration Statements, reports, proxy statements and other
information filed by the Company with the Commission may be inspected and copied
at the public reference facilities of the Commission at its principal office at
Room 1024, Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549, and
at the Commission's regional offices at Seven World Trade Center, 13th Floor,
New York, New York 10048 and at Room 3190, Citicorp Center, 500 West Madison
Street, Suite 1400, Chicago, Illinois 60061. Copies of each such document may be
obtained at prescribed rates from the Public Reference Section of the Commission
at its principal office at Judiciary Plaza, 450 Fifth Street, N.W., Washington,
D.C. 20549. The Company is required under the terms of the Indenture to furnish
the holders of the Notes with copies of the annual reports and other reports and
information required by Sections 13 and 15(d) of the Exchange Act for so long as
any Notes remain outstanding.

The Company currently has outstanding Class A common stock, no par value (the
"Class A Common Stock"), which is listed on the New York Stock Exchange (the
"NYSE"). Reports, proxy statements and other information concerning the Company
can be inspected at the offices of the NYSE, 20 Broad Street, New York, New York
10005.



PROSPECTUS SUMMARY

THE FOLLOWING INFORMATION IS QUALIFIED IN ITS ENTIRETY BY, AND SHOULD BE READ IN
CONJUNCTION WITH, THE MORE DETAILED INFORMATION AND FINANCIAL STATEMENTS
APPEARING ELSEWHERE IN THIS PROSPECTUS. AS USED HEREIN, UNLESS THE CONTEXT
OTHERWISE REQUIRES, THE "COMPANY" MEANS GRAY COMMUNICATIONS SYSTEMS, INC. AND
ITS SUBSIDIARIES. THE COMPANY HAS NOT YET CONSUMMATED THE PHIPPS ACQUISITION (AS
DEFINED) AND THERE CAN BE NO ASSURANCE THAT THE PHIPPS ACQUISITION WILL BE
CONSUMMATED. HOWEVER, EXCEPT WITH RESPECT TO HISTORICAL FINANCIAL STATEMENTS AND
UNLESS THE CONTEXT INDICATES OTHERWISE, THE PHIPPS BUSINESS (AS DEFINED) IS
INCLUDED IN THE DESCRIPTION OF THE COMPANY. SEE "THE PHIPPS ACQUISITION, THE
KTVE SALE AND THE FINANCING." UNLESS OTHERWISE INDICATED, THE INFORMATION IN
THIS PROSPECTUS ASSUMES THAT THE UNDERWRITERS' OVER-ALLOTMENT OPTION GRANTED BY
THE COMPANY TO THE UNDERWRITERS IN THE CONCURRENT OFFERING IS NOT EXERCISED. ALL
INFORMATION IN THIS PROSPECTUS HAS BEEN ADJUSTED TO GIVE EFFECT TO A 3-FOR-2
SPLIT OF THE CLASS A COMMON STOCK, EFFECTED IN THE FORM OF A STOCK DIVIDEND
DECLARED ON OCTOBER 2, 1995. UNLESS OTHERWISE INDICATED, ALL STATION RANK,
IN-MARKET SHARE AND TELEVISION HOUSEHOLD DATA IN THIS PROSPECTUS ARE DERIVED
FROM THE NIELSEN STATION INDEX, VIEWERS IN PROFILE, DATED NOVEMBER 1995, AS
PREPARED BY A.C. NIELSEN COMPANY ("NIELSEN").

THE COMPANY

The Company owns and operates seven network-affiliated television stations in
medium-size markets in the southeastern United States, six of which are ranked
number one in their respective markets (which includes two television stations
that are part of the Phipps Business). Five of the stations are affiliated with
the CBS Television Network, a division of CBS, Inc. ("CBS") and two are
affiliated with the NBC Television Network, a division of the National
Broadcasting Company, Incorporated ("NBC"). In connection with the Phipps
Acquisition (described below), the Company will be required under current
regulations of the Federal Communications Commission (the "FCC") to divest its
NBC affiliates in Albany, Georgia and Panama City, Florida. For a discussion of
the Company's plans regarding such divestiture, see "Risk Factors -- FCC
Divestiture Requirement" and "The Phipps Acquisition, the KTVE Sale and the
Financing." The Company also owns and operates three daily newspapers, two
weekly, advertising only publications ("shoppers"), and a paging business (which
is part of the Phipps Business), all located in the Southeast. The Company
derives significant operating advantages and cost saving synergies through the
size of its television station group and the regional focus of its television
and publishing operations. These advantages and synergies include (i) sharing
television production facilities, equipment and regionally oriented programming,
(ii) the ability to purchase television programming for the group as a whole,
(iii) negotiating network affiliation agreements on a group basis and (iv)
purchasing newsprint and other supplies in bulk. In addition, the Company
believes that its regional focus can provide advertisers with an efficient
network through which to advertise in the fast-growing Southeast.

In 1993, after the acquisition of a large block of Class A Common Stock by a new
investor, the Company implemented a strategy to foster growth through strategic
acquisitions. Since 1994, the Company's significant acquisitions have included
three television stations and two newspapers, all located in the Southeast. As a
result of the Company's acquisitions and in support of its growth strategy, the
Company has added certain key members of management and has greatly expanded its
operations in the television broadcasting and newspaper publishing businesses.
On September 10, 1996, J. Mack Robinson, a director of the Company, was
appointed President and Chief Executive Officer of the Company on an interim
basis, to succeed Ralph W. Gabbard, who had died suddenly. The Company expects
to commence a search to locate a new President as soon as practicable following
this Offering. On September 11, 1996, Robert S. Prather, Jr., a director of the
Company, was appointed Executive Vice President-Acquisitions on an interim
basis.

In January 1996, the Company acquired (the "Augusta Acquisition") WRDW-TV
("WRDW"), a CBS affiliate serving Augusta, Georgia (the "Augusta Business"). In
December 1995, the Company entered into an asset purchase agreement to acquire
(the "Phipps Acquisition") two CBS-affiliated stations, WCTV-TV ("WCTV") serving
Tallahassee, Florida/Thomasville, Georgia and WKXT-TV ("WKXT") in Knoxville,
Tennessee, a satellite broadcasting business and a paging business
(collectively, the "Phipps Business"). The Company believes that the Phipps
Acquisition will further enhance the Company's position as a major regional
television broadcaster and is highly attractive for a number of reasons,
including (i) the stations' strategic fit in the Southeast, (ii) WCTV's leading
station market position and WKXT's significant growth potential, (iii) strong
station broadcast cash flows, (iv) opportunities for revenue growth utilizing
the Company's extensive management expertise with medium-size stations and (v)
opportunities for synergies



between WCTV and WKXT and the Company's existing stations with regard to revenue
enhancement and cost controls. The consummation of the Phipps Acquisition is
currently expected to occur by September 30, 1996, although there can be no
assurance with respect thereto.

In August 1996, the Company sold the assets (the "KTVE Sale") of KTVE Inc.
("KTVE"), a television station serving Monroe, Louisiana/El Dorado, Arkansas for
approximately $9.5 million in cash plus the amount of the accounts receivable on
the date of the closing.

For the year ended December 31, 1995, on a pro forma basis, the Company had net
revenues, Media Cash Flow (the sum of broadcast cash flow, publishing cash flow
and paging cash flow), operating cash flow and net (loss) of $90.6 million,
$30.3 million, $28.1 million and $(3.4) million, respectively. For the six
months ended June 30, 1996, on a pro forma basis, the Company had net revenues,
Media Cash Flow, operating cash flow and net income of $47.3 million, $17.9
million, $16.3 million and $322,000, respectively. Net revenues, Media Cash Flow
and operating cash flow on a pro forma basis for the year ended December 31,
1995 increased 148.2%, 188.4% and 227.9%, respectively, while net income
decreased 224.7% from the historical amounts for the year ended December 31,
1994. Net revenues, Media Cash Flow and operating cash flow on a pro forma basis
for the six months ended June 30, 1996 increased 67.1%, 114.7% and 122.8%,
respectively, while net income decreased 72.8% from the historical amounts for
the six months ended June 30, 1995. The Company's pro forma net income for its
television stations for the year ended December 31, 1995 and for the six months
ended June 30, 1996 was $1.7 million and $1.4 million, respectively.

The following table sets forth certain information for each of the Company's
television stations.

STATION SHARE

RANK HOUSEHOLDS

NETWORK YEAR DMA CHANNEL/ IN VIEW
STATION AFFILIATION MARKET ACQUIRED RANK(1) FREQUENCY DMA(2)
WKYT CBS Lexington, KY 1994 68 27/UHF(3) 1
WYMT CBS Hazard, KY 1994 68  57/UHF(3) 1(4)
WRDW CBS Augusta, GA 1996 111 12/VHF 1
WALB (5) NBC Albany, GA 1954 152 10/VHF 1
Panama City,
WJIHG (5) NBC FL 1960 159 7/VHF 1
PHIPPS
ACQUISITION
WKXT CBS Knoxville, TN 62 8/VHF 3
Tallahassee,
WCTV CBS FL/ 116 6/VHF 1
Thomasville,
GA

(1) Ranking of designated market area as defined by Nielsen ("DMA") served by a
station among all DMAs is measured by the number of television households
within the DMA based on the November 1995 Nielsen estimates.

(2) Represents station rank in DMA as determined by November 1995 Nielsen

estimates of the number of television sets tuned to the Company's station

as a percentage of the number of television sets in use in the market for
the Sunday through Saturday 6 a.m. to 2 a.m. time period.

All stations in the market are UHF stations.

The market area served by WYMT is an 18-county trading area, as defined by

Nielsen, and is included in the Lexington, Kentucky DMA. WYMT's station

rank is based upon its position in the 18-county trading area.

(5) The Company will be required under current FCC regulations to divest WALB
and WJHG in connection with the Phipps Acquisition. For a discussion of the
Company's plans, see "Risk Factors-FCC Divestiture Requirement" and "The
Phipps Acquisition, the KTVE Sale and the Financing."

(6) Represents pro forma income before miscellaneous income (expense),
allocation of corporate overhead, interest expense and income taxes.

—_~—
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The Company's three newspapers, THE ALBANY HERALD, THE ROCKDALE CITIZEN and the
GWINNETT DAILY POST and two shoppers had net revenues and operating income
(income before miscellaneous income (expense), allocation of corporate overhead,
interest expense and income taxes) on a pro forma basis of $21.9 million and
$660,000, respectively, for the year ended December 31, 1995, and $11.3 million
and $1.3 million for the six months ended June 30, 1996, respectively. The
satellite broadcasting business and paging business, which are a part of the
Phipps
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Business, had net revenues and operating income (income before miscellaneous
income (expense), allocation of corporate overhead, interest expense and income
taxes) on a pro forma basis of $6.2 million and $542,000 for the year ended
December 31, 1995 and $3.5 million and $467,000 for the six months ended June
30, 1996, respectively.

BUSINESS STRATEGY

The Company's business strategy includes the following key elements:

- STRONG LOCAL PRESENCE. Each of the Company's television stations seeks to
achieve a distinct identity through its emphasis on local programming. A
key objective is to build audience loyalty through the development of a
strong local news franchise. Strong local news generates high viewership
and results in higher ratings for programs both preceding and following
the news, which increases revenues and Media Cash Flow.

- REGIONAL FOCUS. The Company believes its regional focus has competitive
advantages, including the ability to purchase and produce programming that
can be used by multiple Company-owned stations as well as the opportunity
to sell advertising on multiple stations as a single buy. In addition, the
proximity of the Company's operations allows the sharing of equipment,
management and marketing expertise.

- TARGETED MARKETING. The Company seeks to increase its advertising
revenues and Media Cash Flow by expanding existing relationships with
local and national advertisers and by attracting new advertisers through
targeted marketing techniques and carefully tailored programming. The
Company works closely with advertisers to develop advertising campaigns
that match specifically targeted audience segments including sponsoring
and staging various special events such as fishing tournaments, boat shows
and bridal expositions.

- COST CONTROLS. Through its strategic planning and annual budgeting
processes, the Company continually seeks to identify and implement cost
savings opportunities at each of its stations and publications in order to
increase Media Cash Flow. The Company's ownership of multiple stations and
publications also benefits each operation in negotiating favorable terms
with programming syndicators, newsprint suppliers, national sales
representatives and other vendors.

- SELECTIVE ACQUISITIONS. The Company has focused on acquiring television
stations where the Company believes there is the potential for
improvements in revenue share, audience share and cost control. The
Company focuses on southeastern markets of medium size because the Company
believes these markets offer superior opportunities in terms of projected
population and economic growth, leading to higher advertising and
circulation revenues. In assessing acquisitions, the Company targets
stations and publications where it sees specific opportunities for revenue
enhancement while controlling expenditures, utilizing management's
significant experience with local and national advertising sales and in
operating similar businesses. In appropriate circumstances, the Company
will dispose of assets that it deems non-essential to its operating or
growth strategy.

THE PHIPPS ACQUISITION, THE KTVE SALE AND THE FINANCING

The Company has entered into an agreement to acquire WCTV and WKXT, a satellite
broadcasting business and a paging business in the Southeast. The purchase price
for the Phipps Acquisition is approximately $185 million, including fees,
expenses and working capital and other adjustments. The consummation of the
Phipps Acquisition is expected to occur by September 30, 1996, although there
can be no assurance with respect thereto. See "Risk Factors -- Possible
Non-Consummation of the Phipps Acquisition."

Pursuant to an agreement, dated as of May 15, 1996 (the "KTVE Agreement"), with
GOCOM Television of Ouachita, L.P., in August 1996, the Company sold the assets
of KTVE for approximately $9.5 million in cash plus the amount of the accounts
receivable on the date of the closing (approximately $870,000), to the extent
collected by the buyer, to be paid to the Company 150 days following the date of
closing. For the year ended December 31, 1995, KTVE had net revenues, Media Cash
Flow and operating income (income before miscellaneous income (expense),
allocation of corporate overhead, interest expense and income taxes) of $4.2
million, $916,000 and $437,000, respectively, and $2.3 million, $598,000 and
$360, 000, respectively, for the six months ended June 30, 1996. The Company
estimates that the gain, net of estimated taxes, on the KTVE Sale was
approximately $2.8 million.

In addition to the KTVE Sale and the consummation of this Offering, the
Concurrent Offering and the Phipps Acquisition, the Company intends to implement
a financing plan (the "Financing") to increase liquidity and improve



operating and financial flexibility. Pursuant to the Financing, the Company will
(i) retire approximately $49.5 million aggregate principal amount of outstanding
indebtedness under its senior secured bank credit facility (the "0ld Credit
Facility"), together with accrued interest thereon, (ii) retire approximately
$25.0 million aggregate principal amount of outstanding indebtedness under its
senior note due 2003 (the "Senior Note"), together with accrued interest thereon
and a prepayment fee, (iii) issue $10.0 million liquidation preference of its
Series A preferred stock (the "Series A Preferred Stock") in exchange for its
outstanding $10.0 million aggregate principal amount 8% subordinated note (the
"8% Note") issued to Bull Run Corporation ("Bull Run"), a principal shareholder
of the Company, (iv) issue to Bull Run, J. Mack Robinson, the President, Chief
Executive Officer and a director of the Company, and certain of his affiliates
$10.0 million liquidation preference of its Series B preferred stock (the
"Series B Preferred Stock" and together with the Series A Preferred Stock, the
"Preferred Stock") with warrants to purchase up to 500,000 shares of Class A
Common Stock (representing 10.1% of the currently issued and outstanding Class A
Common Stock after giving effect to the exercise of such warrants) for cash
proceeds of $10.0 million and (v) enter into a new senior secured bank credit
facility (the "Senior Credit Facility") to provide for a term loan and revolving
credit facility aggregating $125.0 million. The cash required for the
consummation of the Phipps Acquisition, the repayment of indebtedness and
related transaction costs will be provided by the net proceeds of this Offering,
the Concurrent Offering and the sale of the Series B Preferred Stock and the
warrants, borrowings under the Senior Credit Facility and the Company's working
capital. For a description of the Senior Credit Facility and the Preferred
Stock, see "Description of Certain Indebtedness" and "Management--Compensation
Committee Interlocks and Insider Participation-Issuances of Preferred Stock."
The consummation of this Offering is conditioned upon the consummation of the
Financing and the Concurrent Offering but is not conditioned upon the
consummation of the Phipps Acquisition. However, the Notes are subject to a
mandatory redemption on the Special Redemption Date at the Special Redemption
Price if the Phipps Acquisition is not consummated prior to December 23, 1996.
See "Description of the Notes-Redemption-Special Redemption."

The Financing described above will be implemented in connection with the closing
of this Offering, but the Senior Credit Facility will provide that no borrowings
may be made thereunder until the closing of the Phipps Acquisition. Accordingly,
if the Phipps Acquisition is not consummated, the Notes will be redeemed by the
Company, the 0ld Credit Facility will remain in place and the Company will not
borrow under the Senior Credit Facility.

The following table sets forth the estimated sources and uses of funds relating
to this Offering, the Concurrent Offering, the Phipps Acquisition and the
Financing:

(IN MILLIONS) AMOUNT

SOURCES OF FUNDS:

The Notes offered hereby $150.0
The Concurrent Offering 73.5
Sale of Series B Preferred Stock and Warrants 10.0
Borrowings under the Senior Credit Facility 32.6
Working capital (1) 9.5

TOTAL $275.6

USES OF FUNDS:

Consummation of Phipps Acquisition $185.0
Retire indebtedness under the 0ld Credit Facility (2) 49.5
Retire indebtedness under the Senior Note (3) 25.0
Fees and expenses (4) 16.1

TOTAL $275.6

(1) The source of these funds was the KTVE Sale.

(2) Borrowings under the 0ld Credit Facility bear interest at formula rates
based upon the applicable London inter-bank offered rate ("LIBOR") or prime
rate at the time of borrowing plus a fixed spread and have a final maturity
of 2003. As of June 30, 1996, the weighted average interest rate was 8.94%.

(3) The indebtedness under the Senior Note bears interest at 10.7%.

(4) Fees and expenses include underwriting costs for the Notes and the
Concurrent Offering, fees payable in connection with the negotiation and
execution of the Senior Credit Facility, fees payable in connection with
the retirement of the Senior Note and legal, accounting and other
transaction fees.






Prior to the consummation of the Phipps Acquisition, the net proceeds of this
Offering, together with an amount sufficient to permit the Company to redeem the
Notes on the Special Redemption Date at the Special Redemption Price, will be
held by and pledged to the Trustee for the benefit of the holders of the Notes.
The Trust Funds will be invested in cash equivalents. Prior to the consummation
of the Phipps Acquisition, the proceeds of the Concurrent Offering will be used
to fund part of the Trust Funds, to repay indebtedness under the 01ld Credit
Facility and to retire the Senior Note.

THE OFFERING

SECURITIES OFFERED. .......ctuiinrnninnnnnnn $150, 000,000 aggregate principal amount of %
Senior Subordinated Notes due 2006.

MATURITY DATE. ..ottt it i e i , 2006.

INTEREST PAYMENT DATES........ ot and , commencing , 1997.

SPECIAL REDEMPTION BY THE COMPANY........... If the Phipps Acquisition is not consummated

prior to December 23, 1996, the Company will
be required to redeem (the "Special
Redemption") the Notes on or prior to December
31, 1996 (the "Special Redemption Date") at a
redemption price (the "Special Redemption
Price") equal to 101% of the principal amount
of the Notes plus accrued and unpaid interest
to the Special Redemption Date. At any time
prior to December 23, 1996, if the Phipps
Acquisition has not been consummated, the
Company may, at its option, redeem the Notes,
in whole but not in part, at a redemption
price equal to 101% of the principal amount
thereof plus accrued and unpaid interest to
the date fixed for redemption. Prior to the
consummation of the Phipps Acquisition, the
net proceeds of this Offering, together with
an amount sufficient to permit the Company to
redeem the Notes on the Special Redemption
Date at the Special Redemption Price, will be
held by and pledged to the Trustee for the
benefit of the holders of the Notes and the
obligation of the Company to consummate the
Special Redemption will be secured by such
funds (the "Trust Funds").

OPTIONAL REDEMPTION BY THE COMPANY.......... The Notes will be redeemable, in whole or in
part, at the option of the Company at any time
on or after , 2001, at the

redemption prices set forth herein, plus
accrued and unpaid interest to the date fixed
for redemption. In addition, at any time prior
to , 1999, the Company, at its
option, may redeem up to 35% of the aggregate
principal amount of the Notes originally
issued with the cash proceeds received by the
Company from one or more Public Equity
Offerings, other than the Concurrent Offering,
at any time or from time to time, at a
redemption price equal to % of the principal
amount thereof, plus accrued and unpaid
interest to the date fixed for redemption;
PROVIDED, HOWEVER, that at least $97.5 million
in aggregate principal amount of the Notes
remain outstanding immediately after any such
redemption.



CHANGE OF CONTROL OFFER.........oiviviunnnnn Upon a Change of Control, the Company has the
obligation to offer to purchase all the
outstanding Notes at a price equal to 101% of
the principal amount thereof, plus accrued and
unpaid interest to the date of purchase. See
"Description of the Notes -- Change of
Control" for a discussion of the circumstances
in which the Company may not be required to
make a Change of Control Offer (as defined).

OFFERS TO PURCHASE. .. ... ittt i iiian e ns In the event of certain asset sales, the
Company will be required to offer to
repurchase the Notes at 100% of their
principal amount plus accrued and unpaid
interest, if any, to the date of repurchase
with the net proceeds of such asset sales.

SUBORDINATION. . v vttt iiiiineieeanann The Notes will be general unsecured
obligations of the Company and will be
subordinated in right of payment to all
existing and future Senior Debt of the
Company, including all indebtedness of the
Company under the Senior Credit Facility. As
of June 30, 1996, on a pro forma basis after
giving effect to this Offering, the Concurrent
Offering, the KTVE Sale, the Financing and the
application of the net proceeds therefrom, and
to the Phipps Acquisition, the Company would
have had approximately $183.3 million of
indebtedness outstanding, of which $33.3
million would be Senior Debt.

SUBSIDIARY GUARANTEES.........ciiiiininnnnn The Notes will be guaranteed, jointly and
severally, fully and unconditionally, on a
senior subordinated basis by the Subsidiary
Guarantors (the "Subsidiary Guarantees"). The
obligations of any Subsidiary Guarantor with
respect to its Subsidiary Guarantee will be
subordinated in right of payment, to the same
extent as the obligations of the Company in
respect of the Notes, to all existing and
future Guarantor Senior Debt of such
Subsidiary Guarantor, which will include any
guarantee by such Subsidiary Guarantor of the
Company's indebtedness under the Senior Credit
Facility.

PRINCIPAL COVENANTS. .. iiiiiiiiiinn s The Indenture for the Notes (the "Indenture")
will impose certain limitations on the ability
of the Company and its subsidiaries to, among
other things, incur additional indebtedness,
pay dividends or make certain other restricted
payments, consummate certain asset sales,
enter into certain transactions with
affiliates, incur indebtedness that is
subordinate in right of payment to any Senior
Debt or Guarantor Senior Debt and senior in
right of payment to the Notes or any
Subsidiary Guarantee, incur liens, impose
restrictions on the ability of a subsidiary to
pay dividends or make certain payments to the
Company, merge or consolidate with any other
person or sell, assign, transfer, lease,
convey or otherwise dispose of all or
substantially all of the assets of the
Company .
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USE OF PROCEEDS

See "Risk Factors"

RISK FACTORS

considered by prospective investors.

The Company intends to use the proceeds from
the sale of the Notes, together with the
proceeds of the Concurrent Offering, the other
proceeds of the Financing and the Company's
working capital, to (i) consummate the Phipps
Acquisition, (ii) retire indebtedness under
the 0ld Credit Facility and the Senior Note
and (iii) pay related fees and expenses.
However, in the event the Phipps Acquisition
is not consummated prior to December 23, 1996,
the Company will be obligated to redeem the
Notes. See "The Phipps Acquisition, the KTVE
Sale and the Financing" and "Description of
the Notes-Redemption-Special Redemption."

for a discussion of certain information that should be

The Company was incorporated in Georgia in 1897. The principal executive offices
of the Company are located at 126 North wWashington Street, Albany, Georgia
31701, telephone number (912) 888-9390.
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SUMMARY PRO FORMA FINANCIAL DATA

The following table sets forth (i) unaudited condensed consolidated historical
financial information of the Company and certain data derived therefrom and (ii)
unaudited condensed consolidated pro forma combined financial information of the
Company and certain data derived therefrom. The unaudited condensed consolidated
pro forma combined financial statements of the Company give effect to the
Augusta Acquisition, the KTVE Sale, the Concurrent Offering, the Phipps
Acquisition, the Financing and this Offering as if such transactions had
occurred as of January 1, 1995 with respect to the statement of operations and
data derived therefrom for the year ended December 31, 1995 and as of January 1,
1996 with respect to the statement of operations and data derived therefrom for
the six months ended June 30, 1996 and as of December 31, 1995 and June 30, 1996
with respect to the balance sheet data derived therefrom as of such dates.

The Augusta Acquisition and the Phipps Acquisition are reflected using the
purchase method of accounting for business combinations. The pro forma financial
information is provided for comparative purposes only and does not purport to be
indicative of the results that actually would have been obtained if the events
set forth above had been effected on the dates indicated or of those results
that may be obtained in the future. The pro forma financial statements are based
on preliminary estimates of values and transaction costs. The actual recording
of the transactions will be based on final appraisals, values and transaction
costs. Accordingly, the actual recording of the transactions can be expected to
differ from these pro forma financial statements.

YEAR ENDED DECEMBER SIX MONTHS ENDED

31, 1995 JUNE 30, 1996
HISTORICAL PRO FORMA HISTORICAL PRO FORMA

(IN THOUSANDS EXCEPT RATIOS AND PER SHARE DATA) COMPANY COMBINED COMPANY COMBINED
STATEMENT OF OPERATIONS DATA:
Operating revenues:

Broadcasting (less agency commissions) $36, 750 $ 63,874 $ 24,252 $ 33,295

Publishing 21,866 21,866 11,262 11,262

Paging -- 4,897 -- 2,744
Total revenues 58,616 90, 637 35,514 47,301
Total expenses 51,756 75,224 28,203 36,603
Operating income 6,860 15,413 7,311 10,698
Miscellaneous income (expense), net 143 36 81 75
Income before interest expense and income taxes 7,003 15, 449 7,392 10,773
Interest expense 5,438 20,664 4,445 10,236
Income (loss) before income taxes 1,565 (5,215) 2,947 537
Income tax expense (benefit) 634 (1,766) 1,146 215
Net income (loss) 931 (3,449) 1,801 322
Preferred stock dividends -- 1,400 -- 700
Net income (loss) available to common stockholders $ 931 $ (4,849) $ 1,801 $ (378)
Average shares outstanding 4,481 7,854 4,657 7,954
Earnings (loss) per common share $ 0.21 $ (0.62) $ 0.39 $ (0.05)
BALANCE SHEET DATA (AT END OF PERIOD):
Working capital (deficiency) $ (222) $ 7,161 $ 3,538 $ 7,116
Total assets 78,240 299,786 112,516 299,267
Total debt 54,324 186,103 82,846 183,351
Total stockholders' equity $ 8,986 $ 95,609 $ 13,813 $ 98,217
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SIX MONTHS ENDED
JUNE 30, 1996

YEAR ENDED DECEMBER

PRO FORMA
COMBINED

31, 1995
HISTORICAL PRO FORMA HISTORICAL

(IN THOUSANDS EXCEPT RATIOS) COMPANY COMBINED COMPANY
OTHER DATA:
Media Cash Flow (1) $15, 559 $ 30,345 $ 12,004
Operating cash flow (2) 13,309 28,094 10,442
EBITDA (3) 13,140 28,134 10,332
Cash flows provided by (used in):

Operating activities 7,600 9,136 6,801

Investing activities (8,929) (8,011) (37,490)

Financing activities 1,331 (2,945) 31,416
Capital expenditures $ 3,280 $ 6,390 $ 1,317
Ratio of Media Cash Flow to interest expense 2.9 1.5 2.7
Ratio of operating cash flow to interest expense 2.4 1.4 2.3
Ratio of total debt to Media Cash Flow 3.5 6.1 4.3(5)
Ratio of total debt to operating cash flow 4.1 6.6 5.0(5)
Ratio of earnings to fixed charges (4) 1.3 -- 1.6

(3)

(4)

(5)

Media Cash Flow represents operating income plus depreciation and
amortization (including amortization of program license rights), non-cash
compensation and corporate overhead, less payments of program license
liabilities.

Operating cash flow represents operating income plus depreciation,
amortization (including amortization of program license rights) and non-cash
compensation less payments for program license liabilities.

EBITDA represents operating income plus (i) depreciation and amortization
(excluding amortization of program license rights) and (ii) non-cash
compensation paid in common stock (excluding such payments made to the
401(k) plan). EBITDA is presented not as a measure of operating results, but
rather to provide additional information related to the Company's ability to
service debt. EBITDA should not be considered as an alternative to either
(x) operating income determined in accordance with generally accepted
accounting principles ("GAAP") as an indicator of operating performance or
(y) cash flows from operating activities (determined in accordance with
GAAP) as a measure of liquidity.

For purposes of this item "fixed charges" represent interest, the interest
element of rental expense, capitalized interest and amortization of debt
issuance costs and "earnings" represent income (loss) before income taxes,
discontinued operations, extraordinary items, cumulative effect of change in
accounting principles and fixed charges. Pro forma combined earnings would
be insufficient to cover fixed charges for the year ended December 31, 1995
by $5.2 million.

Represents applicable ratios for the 12 month period ended June 30, 1996.

13



SUMMARY HISTORICAL FINANCIAL DATA
GRAY COMMUNICATIONS SYSTEMS, INC. AND SUBSIDIARIES

Set forth below are certain selected historical consolidated financial data of
the Company. This information should be read in conjunction with the
consolidated financial statements of the Company and related notes thereto
appearing elsewhere herein and "Management's Discussion and Analysis of
Financial Condition and Results of Operations-Results of Operations of the
Company." The selected consolidated financial data for, and as of the end of,
each of the years in the four-year period ended December 31, 1995 are derived
from the audited consolidated financial statements of the Company. The selected
consolidated financial data for, and as of the year ended December 31, 1991 are
derived from unaudited financial statements since the Company had a June 30
fiscal year end. The selected consolidated financial data for, and as of the six
months ended June 30, 1995 and 1996 are derived from the unaudited accounting
records of the Company and have been prepared on the same basis as the audited
consolidated financial statements and, in the opinion of the management of the
Company, include all normal and recurring adjustments and accruals necessary for
a fair presentation of such information.

1991 1992 1993 1994
(IN THOUSANDS) (UNAUDITED)
STATEMENT OF INCOME DATA:
Operating revenues:
Broadcasting (less agency commissions) $13,553 $15,131 $15, 004 $22,826
Publishing 8,968 9,512 10,109 13,692
Total revenues 22,521 24,643 25,113 36,518
Expenses:
Broadcasting 9,672 9,753 10,029 14,864
Publishing 6,444 6,752 7,662 11,198
Corporate and administrative 1,889 2,627 2,326 1,959
Depreciation 1,487 1,197 1,388 1,745
Amortization of intangible assets 14 44 177 396
Non-cash compensation paid in common
stock -- -- -- 80
Total expenses 19,506 20,373 21,582 30,242
Operating income 3,015 4,270 3,531 6,276
Miscellaneous income (expense), net 778 (1,519) 202 189
Income from continuing operations before
interest expense and income taxes 3,793 2,751 3,733 6,465
Interest expense 787 1,486 985 1,923
Income from continuing operations before
income taxes 3,006 1,265 2,748 4,542
Income tax expense 1,156 869 1,068 1,776
Income from continuing operations 1,850 396 1,680 2,766
Discontinued business:
Income (loss) from operations of
discontinued business, net of
applicable income tax expense
(benefit) of ($55), ($79) and $30,
respectively (90) (129) 48 --
Gain on disposal of discontinued
business, net of applicable income
tax expense of $501 -- -- 818 --
Net income $ 1,760 $ 267 $ 2,546 $ 2,766
BALANCE SHEET DATA (AT END OF PERIOD):
Working capital (deficiency) $ 6,740 $ 2,976 $ 2,579 $ 1,075
Total assets 31,548 24,173 21,372 68,789
Total debt 20,378 12,412 7,759 52,940
Total stockholders' equity $ 5,853 $ 4,850 $ 7,118 $ 5,001
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21,866

$ (222)
78,240
54,324
$ 8,986

1995 1996
(UNAUDITED)
$18, 261 $24, 252
10, 046 11,262
28,307 35,514
11,410 14,418
8,590 9,193
1,012 1,571
1,234 1,648
588 1,253
816 120
23,650 28,203
4,657 7,311
69 81
4,726 7,392
2,768 4,445
1,958 2,947
776 1,146
1,182 1,801
$ 1,182 $ 1,801
$ 237 $ 3,538
73,932 112,516
54,319 82,846
$ 7,375 $13,813
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1991 1992 1993 1994 1995 1995 1996
HOUSANDS EXCEPT RATIOS) (UNAUDITED) (UNAUDITED)
DATA:
cash Flow (1) $ 6,405 $ 8,079 $ 7,371 $10, 522 $15, 559 $ 8,333 $12, 004
ting cash flow (2) 4,516 5,452 5,044 8,567 13,309 7,329 10, 442
A (3) 4,516 5,512 5,095 8,498 13,140 7,296 10,332
flows provided by (used in):
perating activities $ 3,499 $ 4,832 $ 1,324 $ 5,798 $ 7,600 $ 3,828 $ 6,801
nvesting activities (2