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GRAY TELEVISION, INC.

Gray earned record profits in 2004 by focusing on local communities in mid-size markets. By providing
informative local content, Gray’s operations have earned the loyalty of its viewers and readers.

Consistent with our heritage and a strategic vision that has been implemented since 1993, Gray focuses on
three key areas to provide continuing growth:

B Extending exceptional news services to local communities

B Improving operations through innovative marketing initiatives and focused cost control

B Acquiring, on a selective basis, well-managed properties in mid-sized markets that offer excellent future
growth potential.

With the start up of WCAV-TV in Charlottesville, Virginia in August 2004 and the acquisition of KKCO-TV
in Grand Junction, Colorado in January 2005, Gray’s outstanding portfolio of full power television stations
has grown to 31.  Of these, 23 stations are ranked number 1 in local news and 22 stations are ranked number

1 overall in their respective markets. Our newspapers also continue to be news leaders in their respective markets.

Gray’s market-leading operations provide it with an excellent continuing opportunity to grow, maximize
operating performance and to increase shareholder value.
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A TELEVISION BROADCASTING

Station In Market  Television
FCC License Station News Commercial  Share of  Households
DMA Analog ——Affiliation— Expiration  Rank in Rank in Stations in  Household (@) in
Rank (a) Market Station Channel Network Expiration Date DMA (h) DMA (c) DMA (d) Viewing (b) thousands
1 59 Knoxville, TN WVLT 8 CBS 12/31/14 8/1/05 2 2 5 23% 514
2 64 Lexington, KY WKYT 27 GBS 12/31/14 8/1/05 1 1 4 36% 481
3 66 Wichita—Hutchinson, KS KAKE 10 ABC 12/31/13 6/1/06 3 3 6 23% 446
(Colby, KS) KLBY (e) 4 ABC 12/31/13 6/1/06 3 3
(Garden City, KS) KUPK (e) 13 ABC 12/31/13 6/1/06 3 3
q 76 Omaha, NE WOWT 6 NBC 1/1/12 6/1/06 1 1 5} 33% 396
5 85 Madison, WI WMTV 15 NBC 17112 12/1/05 2 2 4 26% 364
6 92 Colorado Springs, CO KKTV 11 CBS 12/31/14 4/1/06 1 1 5 34% 313
1 95 Waco-Temple-Bryan, TX  KWTX 10 CBS 12/31/14 8/1/06 1 1 5 44% 309
8 (Bryan, TX) KBTX (g) 3 CBS 12/31/14 8/1/06 1 1
9 103 Lincoln—Hastings KOLN 10 CBS 12/31/14 6/1/06 1 1 5 53% 275
Kearney, NE KGIN (h) 11 CBS 12/31/14 6/1/06 1 1
(Grand Island, NE)
10 105 Greenville—New Bern—  WITN 7 NBC 17112 12/1/040) 2 2 4 33% 270
Washington, NC
11 108 Tallahassee, FL— WCTV 6 CBS 12/31/14 4/1/050K) 1 1 4 58% 260
Thomasville, GA
12 110 Lansing, MI WILX 10 NBC 17112 10/1/05 2 1 4 34% 259
13 114 Reno, NV KOLO 8 ABC 12/31/13 10/1/06 1 1 5} 30% 247
14 115 Augusta, GA WRDW 12 CBS 12/31/14 4/1/050K) 1 1 4 39% 247
15 127 La Crosse— WEAU 13 NBC 17112 12/1/05 1 1 4 36% 206
Eau Claire, WI
16 133 Wausau— WSAW 7 CBS 12/31/14 12/1/05 1 1 4 43% 182
Rhinelander, WI
17 134 Rockford, IL WIFR 23 GBS 12/31/14 12/1/05 2 2 4 30% 181
18 137 Topeka, KS WIBW 13 CBS 12/31/14 6/1/06 1 1 4 50% 171
19 160 Panama City, FL WJHG 7 NBC 17112 2/1/05(k) 1 1 3 49% 135
20 161 Sherman, TX—Ada, OK  KXIl 12  CBS 12/31/14 8/1/06 1 1 2 68% 124
21 172 Dathan, AL WTVY 4 CBS 12/31/14 4/1/05(K) 1 1 3 73% 99
22 181 Harrisonburg, VA WHSV 3 ABC 12/31/13 10/1/12 1 1 1 96% 86
23 182 Bowling Green, KY WBKO 13 ABC 12/31/13 8/1/05 1 1 2 85% 81
24 184 Meridian, MS WTOK 11 ABC 12/31/13 6/1/05 1 1 3 67% 72
25 185 Charlattesville, VA WCAV(i) 19 CBS 8/15/14 NA() 2 2 2 (i) 70
WVAW(i) 27 ABC 12/31/13 10/1/12
26 187 Parkersburg, WV WTAP 15 NBC 17112 10/1/040) 1 1 1 96% 65
21 189 Grand Junction, CO KKCO 11 NBC 7/30/06 4/1/06 1 1 4 37% 64
28 Notelfl Hazard, KY WYMT 57 GBS 12/31/14 8/1/05 1 1 1 30% 169
.086()
(a) Based on data published by Nielsen WYMT, station rank in DMA, station news rank in DMA and in market share data is based upon our
(b) Based on the average of Nielsen data for November, July, May and February 2004 rating periods, review of the Nielsen data for the November, May and February 2004 rating periods. WYMT does not
Sunday to Saturday, 6 a.m. to 2 a.m. receive data for the July rating period.
(c) In market share data is based on our review of the Nielsen data for the November, July, May and (g) KBTX is a satellite station of KWTX under FCC rules.
February 2004 rating periods during various news hours. (h) KGIN is a satellite station of KOLN under FCC rules.
(d) We have included only stations that BIA has reported at one share or more in three of the four most (i) WCAV/WVAW began broadcasting in August 2004. Currently, there is no ranking data available.
recent rating periods. The Company considers WYMT's service area as a separate television market (j) Approximately 5% of all US television households.
(see Note f below) and does not include the station in the reported number of commercial television (k) License renewal application has been filed with the FCC and renewal is pending. As of the date of filing
stations in the Lexington, KY DMA. this Annual Report, the Company anticipates that all pending applications will be renewed in due course.
(e) KLBY and KUPK are satellite stations of KAKE under Federal Communication Commission (the “FCC") rules. (1) Original license application pending with the FCC. If license is granted as expected, the expiration
(f) Special 16 county trading area as defined by Nielsen and is part of the Lexington, KY DMA. For date of the license is expected to be October 1, 2012.
Estimated
Publication Market Market Population Households Circulation
og  Gwinnett Daily Post Gwinnett County, GA 650,000 217,000 62,000 Daily / 103,000 Sunday
gp The Albany Herald Albany, GA 325,000 119,000 26,000 Daily/ 28,000 Sunday
31  The Goshen News Goshen, IN 117,000 40,000 16,000 Daily/ 16,000 Sunday
3a  Rockdale Citizen/ Rockdale and Newton County, GA 132,000 45,000 8,000 Daily / 14,000 Sunday

Newton Citizen

@ WIRELESS MESSAGING

Operation Market Service
33 GrayLink AL, FL and GA Wireless Messaging
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FINANCIAL HIGHLIGHTS
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2004 Revenue by Segment
S347 million

Publishing
and Other
15%

Broadcasting
85%

2004 Revenue by Category
2347 million

Classifieds -
Publishing 4%

Paging 2%
Other 3%

Circulation

2004 Media Cash Flow'"
S152 million

Publishing
and Other
10%

Broadcasting
20%

Net Revenue:

Year Ended December 31,

2004 2003

% Change

(in thousands, except percentages)

Broadcasting (less agency commissions) ~ $293,273 $ 243,061

Publishing and other 53,294 52,310

Total Net Revenue $ 346,567 $295,371
Media Cash Flow®:

Broadcasting $ 137,227 $ 99,510

Publishing and other 14,964 15,115

Total Media Cash Flow® $152,191 $ 114,625
Media Cash Flow Margins®:

Broadcasting 47 % 41 %

Publishing 28 % 29 %

Total Media Cash Flow Margins® 44 % 39 %

21 %
2%
17 %

38 %
(1) %
33 %

@ See “Annual Report Notes” immediately following the enclosed Form 10-K for definitions of “Media Cash Flow” and “Media Cash Flow Margin.”



TO OUR SHAREHOLDERS

004 was a record year for Gray. Our television stations are continuing the tradition of being market

leading local news organizations in the cities where we operate. The company has continued to
maintain an industry leading portfolio of high quality television stations. Gray has 23 of 31 stations
ranked #1 in their respective local market for delivering news audiences and 22 of 31 stations that are also
ranked #1 in overall viewing audience delivery based on ratings information provided by the A.C. Nielsen
Company. We believe no other major television station owner has, on a proportional basis, as many
market leading television stations as Gray.

We were very pleased with the company’s operating results for the year ended December 31 2004. The
political advertising net revenue of $41.7 million set a new record for the company. Gray was fortunate
to have eight stations in five states that were closely contested during the 2004 Presidential campaign
helping to significantly increase the political revenues over the previous record set in 2002. Political
revenue aside, we were also especially pleased with the 7% rate of growth in our core television local time
sales excluding political revenues. With local sales the company can leverage its strong news operations to
attract large overall viewing audiences throughout the day and thereby gain a disproportionate share of the
individual market’s revenue. This growth in the core local business coupled with the very strong political
revenue helped to significantly increase 2004 total revenues and total media cash flow over the 2003
results. Total revenue increased 17% in 2004 to approximately $346.6 million compared to $295.4 million
in 2003. Gray’s 2004 media cash flow increased 33% to approximately $152.2 million compared to 2003
results of $114.6 million.

During 2004 the company continued to grow by expanding its group of television stations. In August
2004, we were proud to commence broadcast operations in Charlottesville, Virginia and begin to serve
that community with a newly constructed station operating two channels: WCAV affiliated with CBS and
WVAW affiliated with ABC. Before our stations began operations only one local station was serving the
community. We look forward to seeing both of these channels grow with the Charlottesville community
over the coming years.

We announced our acquisition of KKCO, the NBC affiliate serving Grand Junction, Colorado during 2004
and we completed this $13.5 million acquisition in January 2005. Grand Junction is a rapidly growing
area of Colorado and we look forward to this #1 rated station continuing to grow with the local area.

We also grew in 2004 by launching a UPN affiliated channel in three different markets. The UPN
programming is delivered to local cable operators using a portion of our digital television spectrum.

These new UPN channels located in Knoxville, TN, Lexington, KY and Augusta, GA, open new revenue
opportunities for the company with very low operating and capital costs. We currently plan on launching
two more UPN channels in other markets in 2005 and will continue to study the feasibility of launching
additional UPN channels in other markets that Gray already serves. We look forward to having these
local UPN channels grow and develop over the next several years.



Looking ahead to 2005, Gray is committed to maximizing its operating potential. In this “off-year” of the
two year political advertising cycle the company will continue to focus on maximizing its core advertising
revenues while controlling operating cost increases.

We believe the company has a relatively moderate level of debt with primary maturity dates in 2010

and 2011. The company’s leverage ratios decreased significantly due to the strong operating performance
in 2004. Gray’s operating strengths and current capital structure should allow the company to generate
a significant amount of cash from its operations over the near term.

Our challenge has been and will continue to be how to utilize this cash to ultimately enhance shareholder
value in the near term as well as the long term. As part of enhancing shareholder value, the company
increased its dividend in the first quarter of 2004 by 50% to three cents per common share. Also, given
the very strong operating performance of the company during 2004, we were very pleased to provide a
special dividend of twelve cents per common share that was paid in January 2005. Gray’s first quarter
2005 ordinary dividend marks the 38th year the company has been paying ordinary dividends. We
believe relatively few other broadcast companies have similar longevity in their dividend payment history.
In addition, during 2004 the company used a portion of the cash it generated from its operations to
repurchase approximately 1.7 million shares of Gray common stock thereby returning $22.4 million

of value to shareholders.

The company’s primary mission has remained unchanged for over a decade. Gray maximizes its cash flow
by striving to be the primary news and/or entertainment provider to the people living in the communities
we serve. We are proud of the community service projects we provide to the people living in the
communities we serve. Gray is also fortunate to have dedicated and professional employees who work
hard to fulfill the company’s primary mission.

Gray will continue to be a leader in delivering news and entertainment to the communities we serve.
That in turn will allow the company to continue to deliver strong results for its shareholders. Gray’s
historic focus has been on the creation of long term value. We continue to believe executing this strategy
is in the best interest of all shareholders.

As of March 14, 2005

i gty

J. Mack Robinson Robert S. Prather, Jr.
Chairman and Chief Executive Officer ~ President and Chief Operating Officer




OTHER INFORMATION

he most recent certifications by Gray Television Inc.’s Chief Executive Officer and Chief Financial

Officer pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act of 2002 regarding the quality of
the Company’s public disclosures are included as exhibits to the Company’s Annual Report on Form 10-K
for fiscal year 2004 filed with the Securities and Exchange Commission. In addition, Gray Television Inc.s
Chief Executive Officer submitted to the New York Stock Exchange the Annual CEO Certification for
2004 as required by Section 303A.12(a) of the NYSE Listed Company Manual.
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ANNUAL REPORT NOTES

Non-GAAP Financial Measures

Media Cash Flow is defined as operating income, plus depreciation and amortization (including amortization of
program broadcast rights), non-cash compensation and corporate overhead, loss on disposal of assets less payments
for program broadcast obligations.

Adjusted Media Cash Flow is defined as Media Cash Flow less corporate and administrative expenses.

Media Cash Flow Margin is defined as Media Cash Flow divided by net revenue.

A reconciliation of net income to Adjusted Media Cash Flow and Media Cash Flow follows (in thousands):

Year Ended December 31,
2004 2003
Net income $ 44,285 $ 14,024
Adjustments to reconcile to Adjusted Media Cash Flow:
Depreciation 23,656 21,715
Amortization of intangible assets 975 5,622
Amortization of restricted stock award 512 454
(Gain) loss on disposals of assets, net (451) 1,155
Miscellaneous (income) expense, net (1,016) (20)
Interest expense 41,974 43,337
Income tax expense 27,964 17,337
Amortizaton of program broadcast rights 11,137 11,136
Common Stock contributed to 401 (k) Plan
excluding corporate 401 (k) contributions 2,548 2,372
Payments on program broadcast obligations (11,055) (10,967)
Adjusted Media Cash Flow 140,529 106,165
Adjustments to reconcile to Media Cash Flow:
Corporate and administrative expenses 11,662 8,460
Media Cash Flow $ 152,191 $ 114,625

A similar reconciliation by segment is available at the Company’s website at www.graytvinc.com

The Company has included Media Cash Flow and Adjusted Media Cash Flow because such data is commonly used
as a measure of performance for media companies and is also used by certain investors and industry financial
analysts to estimate a measure for a company’s market value and ability to service debt. Media Cash Flowand
Adjusted Media Cash Floware not, and should not, be used as an indicator or alternative to operating income, net
income or cash flow from operations as reflected in the Company’s consolidated financial statements. Media Cash
Flow and Adjusted Media Cash Floware not measures of financial performance under generally accepted
accounting principles and should not be considered in isolation or as a substitute for measures of performance
prepared in accordance with generally accepted accounting principles.

Cautionary Statements for Purposes of the “Safe Harbor” Provisions of the Private Securities Litigation Reform Act:
Comments on the Company’s current expectations of future operating results contained in this annual report are
“forward looking” for purposes of the Private Securities Litigation Reform Act of 1995. Actual results of
operations are subject to a number of risks and may differ materially from the current expectations discussed in
this annual report. See the Company’s annual report on Form 10-K included in this annual report for a further
discussion of the Company’s operations.



BOARD OF DIRECTORS

William E. Mayher, III @ ©®
Chairman of the Board of Gray Television, Inc.
Retired neurosurgeon

J. Mack Robinson ©

Chairman and Chief Executive Officer of Gray
Television, Inc. and Chairman of the
Executive Committee

Chairman of the Board of Bull Run
Corporation

Chairman of the Board and President of Delta
Life Insurance Company and Delta Fire and
Casualty Insurance Company

Chairman of the Board of Atlantic American
Corporation, an insurance holding company

Director emeritus of Wachovia Corporation

Robert S. Prather, Jr. ©

President and Chief Operating Officer of Gray
Television, Inc.

President, Chief Executive Officer and a
director of Bull Run Corporation

Hilton H. Howell, Jr. ©

Vice Chairman of Gray Television, Inc.

President and Chief Executive Officer of
Atlantic American Corporation, an
insurance holding company

Executive Vice President and General Counsel
of Delta Life Insurance Company and Delta
Fire and Casualty Insurance Company

Vice President, Secretary and a director of Bull
Run Corporation

Richard L. Boger "

President and Chief Executive Officer of
Lex-Tek International, Inc., a computer and
internet software development company of
insurance and bank applications

Howell W. Newton

President and Treasurer of Trio Manufacturing
Co., a textile manufacturing company

Chairman of Gray’s Audit Committee

Hugh E. Norton @®

President of Norco, Inc., an insurance agency

Real estate developer in Destin, Florida

Chairman of Gray’s 2002 Long Term Incentive
Plan Committee

Harriett J. Robinson

Director of Atlantic American Corporation

Director of Delta Life Insurance Company and
Delta Fire and Casualty Insurance Company

Ray M. Deaver @@

Past Chairman of the CBS Television Network
Aftiliates Advisory Board

Chairman of Gray’s Management Personnel
Committee

T. L. (Gene) Elder @

Former partner of Tatum CFO Partners, L.P,
a national firm of career CFO’s

Certified Public Accountant in the state
of Georgia

Zell B. Miller
Former United States Senator
Former Governor of the state of Georgia

Committees of the Board

O Audit Committee

@2002 Long Term Incentive Plan Committee
® Executive Committee

@ Management Personnel Committee



OPERATIONS

TELEVISION BROADCASTING

WVLI-TV

6450 Papermill Drive
Knoxville, TN 37919
865.450.8888
www.volunteertv.com

WKYT-TV

2851 Winchester Road
Lexington, KY 40509
859.299.0411
www.wkyt.com

KAKE/KLBY/KUPK-TV
1500 N West Street
Wichita, KS 67203
316.943.4221
www.kake.com

WOWT-TV

3501 Farnam Street
Omaha, NE 68131
402.346.6666

WWW.wWowt.com

WMTV-TV

615 Forward Drive
Madison, WI 53711
608.274.1515

www.nbcl5.com

KKTV-TV

3100 N Nevada Avenue
Colorado Springs, CO 80907
719.634.2844

KWTX-TV

6700 American Plaza
Waco, TX 76712
254.776.1330

www.kwtx.com

KBTX-TV

4141 E 29th Street
Bryan, TX 77802
979.846.7777

www.kbtx.com

KOLN/KGIN-TV
840 North 40th Street
Lincoln, NE 68503
402.467.4321

www.kolnkgin.com

WITN-TV

Highway 17 South
‘Washington, NC 27889
252.946.3131
www.witntv.com

WCTV-TV

4000 County Road 12
Tallahassee, FL 32312
850.893.6666

www.wctv6.com

WILX-TV

500 American Road
Lansing, MI 48911
517.393.0110

KOLO-TV

4850 Ampere Drive
Reno, NV 89502
775.858.8888
www.kolotv.com

WRDW-TV

1301 Georgia Avenue
North Augusta, SC 29841
803.278.1212
www.wrdw.com

WEAU-TV

1907 South Hastings Way
Eau Claire, W1 54701
715.835.1313

www.weau.com

WSAW-TV

1114 Grand Avenue
Wausau, W1 54403
715.845.4211

WWW.Wsaw.com

WIFR-TV

2523 N Meridian Road
Rockford, 1L 61101
815.987.5300

www.wifr.com

WIBW-TV

631 SW Commerce Place
Topeka, KS 66615
785.272.6397

WJHG-TV

8195 Front Beach Road
Panama City, FL 32407-4820
850.234.7777

www.wjhg.com

KXII-TV

4201 Texoma Parkway
Sherman, TX 75090
903.892.8123
www.kxii.com

WTVY-TV

285 N Foster Street
Dothan, AL 36303
334.792.3195

www.wtvynews4.com

WHSV-TV

50 N Main Street
Harrisonburg, VA 22802
540.433.9191

www.whsv.com

WBKO-TV

2727 Russellville Road
Bowling Green, KY 42101
270.781.1313
www.wbko.com

WTOK-TV

815 23rd Avenue
Meridian, MS 39301
601.693.1441

WTAP-TV

One Television Plaza
Parkersburg, WV 26101
304.485.4588

www.wtap.com

WCAV/WVAW-TV

999 2nd Street, NE
Charlottesville, VA 22902
434.242.1919

WWW.Wcav.tv

KKCO-TV

2325 Interstate Avenue
Grand Junction, CO 81505
970.243.1111
www.nbcl1lnews.com

WYMT-TV

199 Black Gold Boulevard
Hazard, KY 41701
606.436.5757

WWW.wymtnews.com

www.kktv.com www.wilx.com www.wibw.com www.wtok.com

NEWSPAPER PUBLISHING

GWINNETT DAILY POST THE ALBANY HERALD THE GOSHEN NEWS ROCKDALE CITIZEN/
725 Old Norcross Road 126 N. Washington Street 114 South Main Street NEWTON CITIZEN

Lawrenceville, GA 30045
770.963.9205

www.gwinnettdailypost.com

Albany, GA 31701

229.888.9300

www.albanyherald.com

Goshen, IN 46526

574.533.2151

www.goshennews.com

969 South Main Street
Conyers, GA 30012

770.483.7108

www.rockdalecitizen.com
www.newtoncitizen.com

WIRELESS MESSAGING

GRAYLINK

1306 Thomasville Road
Tallahassee, FL 32303
850.841.7100

www.graylink.com

CORPORATE OFFICES

GRAY TELEVISION, INC.
Executive Offices: Administrative Offices:
4370 Peachtree Road, NE 126 N. Washington Street
Atlanta, GA 30319 Albany, GA 31701
404.504.9828 229.888.9378

WWwWw.graytvinc.com

OTHER INFORMATION

TRANSFER AGENT AND REGISTRAR
Mellon Investor Services LLC

Overpeck Center
85 Challenger Road

Ridgefield Park, NJ 07660-2108

888.835.2869
www.melloninvestor.com/isd

INDEPENDENT REGISTERED

PUBLIC ACCOUNTING FIRM
PricewaterhouseCoopers LLP
10 Tenth Street, Suite 1400

Atlanta, GA 30309

678.419.3000

TRUSTEE

For 9 1/4% Senior Subordinated Notes Due 2011
Deutsche Bank Trust Company Americas

c/o DB Services New Jersey, Inc.

100 Plaza One

Jersey City, NJ 07311
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Washington, D.C. 20549
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Fl  Annual report pursuant to Section 13 or 15(d) of the Secorities Exchange Act of 1934 for the
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PART 1
liem 1. Business,

I thix Anmual Repord, unless otherwise indicated, the words "Gray, " "Company, " “our,” "us " and
“we " refer to Gray Televizion, Tnc. and its subsidiaries. Our discussion of the television stations that we
own and operate does nof include our infevest in the stations owned by Sarkes Tarzian, Inc., which we
refer to as " Tarzian. ™

The Company s common stock, no par value, (the “Commaon Stock”) and its clazs A common stock,
no par value, {the “Clasy A Common Stock”) have been listed and traded on The New York Stock
Exchange (the "NYSE") since September 24, 1996 and June 30, 995, respectively. The ticker symbols
are “GTN" for (s Conmon Steck and "GTN.A" for its Class A Common Stock.

Unless otherwive indicated, aff station rank, fn-market share and television howsehold data heveln
are derved from reports prepared be A.C, Nielsen Company (" Nielgen ™),

General

As of the filing date of the Annual Report, the Company owns 31 television stations serving 27
television markets. Sixteen of the stations are affiliated with CBS Inc., or “CBS," eight are affiliated with
the National Broadcasting Company, Inc, or “NBC” and seven are affiliated with the American
Broadcasting Company, or “ABC.” The combined station group has 23 stations ranked #1 in local news
audience ond 22 stations ranked #1 10 overall awdience within thewr respective markets based on the
results of the average of the Nielsen February, May, July and MNovember 2004 ratings reports. The
combined TV station group reaches approximately 5.5% of total ULS. TV households. In addition, with
16 CBS affiliated stations, the Company is the largest independent owner of CBS alfiliates in the country.

The Company also owns and operates five daily newspapers, four located in Georgia and one in
Cioshen, Indiana.

In 1993, the Company implemented a strategy to foster growth through strategic scquisitions and
certain select divestitures.  Smce January 1, 1994, the Company”s significant acquisitions bave inchuded
29 television stations, three newspapers and a paging busincss and the divestiture of two television
stations.  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,

Acquisitions, Investments and Divestitures
2L Aciguisition
Omn January 31, 2005, the Company announced that it had completed the sequisition of KKOO-TV

from Eagle Il Broadeasting, LLC for approximately $13.5 million plus fees. KKCO-TV, Channel 1]
serves the Grand Junction, Colorado television market and is an NBC affiliate. The Company used a
portion of its cash on hand to fully fund this acquisition.
2004 Prrchase of Federal Communicanions Commission License

On August 17, 2004, the Company completed the acquisition of & Federal Commusmications

Commission {FCC) television license for WCAV-TV, Channel 19, in Charlottesville, Virginia from
Charlottesville Broadcasting Corporation. Gray's cost to acquire that FOU license was approximately 31



million. CBE, Inc. has apreed o a ten-vear affiliation agreement (o allow Gray 1o operate WCAV-TV as
a CBS-affiliated station.

Gray also has an FCC license (o operafe a low power felevision station, WVAW-TV, in the
Charlotiesville, Yirginia television market. The American Broadcasting Company has agreed (o an
affiliation agrecment expinng December 31, 2013 to allow Gray to operate WVAW-TV as an ABC
affiliate.

Both WCAV-TV and WVAW-TV began broadeasting in August 2004,  Gray’s total cost o
construct the combined broadeast facilities for both stations is currently estimated to be approximately
L0 million. As of December 31, 2004 the majorily of such construction costs had been incurred and

paid,
20002 Acquisitions

On October 25, 2002 the Company completed its acquisition of Stations Holding Company, Inc.
{“Stations Holding™) by acquiring all of Stations Holding's outstanding capital stock in a merger
transaction. Effective with the completion of the transaction, Stations Holding changed s name 1o Gray
MidAmerica Television, Inc. (“Gray MidAmerica Television™). With this transaction the Company
acquired 15 network affiliated television stations serving 13 television markets. On December 18, 2002
the Company completed ils acquisition of the assels of KOLO-TY, the ABC affiliate serving Beno,
Nevada.

The Company paid $516.5 million in ageregate cash consideration for Gray MidAmerica Television.
This amount incleded a base purchase price of 35025 million plus cerfain net working capital
adjustments of approximately $3.7 million and fees of $8.3 million associated with the transaction. The
Company funded the acquisiion and related fees and expenses by issuing 300 million shares of Gray
Common Stock o the public for net proceeds of 3232.7 million, issuing additional debd totaling $275.0
million and cash on hand,

For sdvisory services rendered by Bull Run Corp. (“Bull Run™) a related party, in connection with the
acquisition of Gray MidAmerica Television, the Company paid o Bull Run an advisory fee of $5.0
million. This amount is included in the fees descnbed above., The Company does not infend o engape
Bull Run for any such advisory or similar services in the fiture.

The Company paid 541.9 million in cash consideration for KOLO-TY, This purchase price included
a base purchase price of $41.5 million and related fees of approximately $400,000. The Company
financed this transaction by utilizing cash on hand and net proceeds of 5349 muillion from the ssuance of
an additional 4.5 million shares of Gray Common Stock,

Television Broadeasting
The Company s Statlons and thelr Markets

As wsed fn the tabde for the Company’s stations (1) “inemacket shave of households wewing
television ™ represents the average percentage of the station s audience as a percentage af all viewing by
howsehalds of lecal commercial stafions in the marke! from 6 am. io 2 @m Sunday throwgh Samrday, ax
reported by Niclsen for November, Julv, May & Febrvaey 20048, (1) “siaiion rank e DMA " is hased on
the average of Nielven estimates for November, July, May & February 2004 for the period from 6 a.m. to
2 am. Sunday throwgh Satreday; (0 station news rank in DMA" iy baved on management's review of
the Nielsen estimates for November, July, May & February 2004, {Iv) estimates of population, average
household income, effective buying income and retail business sales growth projections are as reported in



the BIA Guide; and (v television households are as reported by Nielsen for the 2004-2005 television
season. Desigmated Market Avea is defined herein ag “DAA. "

The following is a list of all our owned and operated television stations. In markets where we have
satellite stations and stations that serve distant communities, the fipures have been combined.

Broadeasting Summary
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(a)  Based on data published by Nielsen,
(b} Based on the average of Miclsen data for Movember, July, May and Febmary 2004 miting period, Sunday
o Satunday, 6 am. to 2 am.



(c] Except for WYMT, in market share data is based on our review of the Nielsen data for the November,
July, May and February 2004 rating period during variouns news hours, For WYMT, in market share daia
is based on our review of the Miclsen data for the November, May and February 2004 mting period during
various news hours. WYMT does nod receave data for the July period.

(dy We have included only stations that BIA has reported at one share or more m three of the four most recent
rating periods. The Company considers WYMT s service arca as a scparate television market (see Note f
helow) and does not include the station in the reported number of commercial television stations in the
Lexington, K'Y DMA,

{e) KLBY and KUPE arc satellite stations of EAKE under FOO mules,

(fy  Special 16 county irading area as defined by Nielsen and is part of the Lexington, K'Y DMA,

(g} KBTX is a satellite station of KWTX under FOC rules,

(h)  KGIM is a satellite station of KOLN under FCC rules.

1) WCAYAWYAW began broadeasting in August 2004, Currently, there i= no ranking data available.

(i) Approximately 5% of all US television households.

(k) License renewal application has been filed with the Federal Communication Commission (the
“FCC") and renewal is pending. As of the date of filing this Annual Report, the Company
anticipates that all pending applications will be renewed in due course,

(I} Datanot yet available due to the station only beginning operations in the fourth quarier of 2004,

(m) Original license application pending with the Federal Communications Commission. If license
is granted as expected, the expimation date of the license is expected to be October 1, 2012,

The percentage of the Company’s toial revenues coniributed by the Company’s television
broadcasting segmenl was approximately 85%, 82%, and 74% for the years ended December 31, 2004,
2003 and 2002, respectively.

Television fndusiry Background

There are currently a limited number of channels available for broadcasting in any one geographic
arca, and the license 1o operale a television station is granted by the FOC. Television stations which
broadcast over the very high frequency (“VHF™) band (channels 2-13) of the spectrum generally have
some compelitive advantage over television stations which broadeast over the ultra-high frequency
(“UHF") band (channels above 13} of the spectrum, because the former usually have better signal
coverage and operate at a lower transmission cost,

Television station revenues are primarily derived from local, regional and national advertising and,
lo a much lesser extent, from network compensation and revenues from studio and tower space rental and
commercial production activities. Advertising rates arc based upon a variety of factors, including a
program’s popularity among the viewers an advertiser wishes to attract, the number of advertisers
compeling for the available time, the size and demographic makeup of the market served by the station
and the avzilability of allemative advertising media in the market area. Rates are also determined by a
station’s overall ratings and in-market share, as well as the station’s ratings and share among particular
demographic groups, which an advertiser may be targeting. Because broadcast stations rely on
advertising revenues, they are sensitive to cyclical changes in the cconomy. The sizes of advertisers'
budgets, which are affected by broad economic trends, affect the broadeast industry in general and the
revenues of individual broadeast television stations.

All television stations in the country are grouped by Nielsen, a national audience measuring service,
into approximately 210 generally recognized television markets that are ranked in size according to
various formulae based upon actual or potential audience. Each DMA is an exclusive geographic area
consisting of all counties in which the home-market commereial stations receive the preatest percentage
of total viewing hours. Nielsen periodically publizhes data on estimated audiences for the television
stations in the various televizion markets throughout the country.,



Four major broadcast networks, ABC, NBC, CBS and FOX dominste broadcast television.
Additienally, United Paramount Network (“UPN™), Warner Brothers Network (“WDB") and the Pax TV
Metwork have been launched as additional television networks. An affiliate of FOX, UPN, WB or Pax
TV receives a smaller portion of each day’s programming from its network compared to an affiliate of
ABC, NBC or CBS.

The affiliation of a station with ABC, NBC or CBS has a significant impact on the composition of
the station’s programming, revenues, expenses and operstions. A typical affiliate of these networks
receives the majonty of each day's programming from the nefwork., This programming, along with cash
payments (“network compensation”} in certain instances, is provided o the affiliate by the network in
exchange for a substantial majority of the advertising time available for sale during the aining of network
programs. The network then sells this advertising time and retains the revenues. The affiliate retains the
reveriues from time sold during breaks in and between network programs and programs the affiliate
produces or purchases from non-network sources.  In acquiring programming to  supplement
programming supplied by the affiliated network, the affiliates compete primarily with other affiliates and
independent stations in their markeis, Cable systems generally do not compete with local stations for
programming, althowgh various national cable networks from time o time have acquired programs that
would have otherwise been offered to local television stations. In addition, a television station may
pequire programming through barter arrangements. Under barer arrangements, a national program
distributor may receive advertising time in exchange for the programming it supplies, with the station
paying a reduced or no fee for such programming.  Most successful commercial television stations obtain
their brand identity from locally prodoced news programs.

In contrast to a station affiliated with a netwaork, a fully independent station purchases or produces
all of the programming thet it brosdeasts, resulting in generally higher programming costs. An
independent station, however, refaing itz entire inventory of advertising lime and all the reverues obtained
therefrom. As a result of the smaller amount of programming provided by its network, an atfiliate of
FOX, UPH, WB or Pax TV must purchase or produce a greater amount of programming, resulting in
generally higher programming costs, These affiliate stations, howewver, retain a larger portion of the
inventory of advertising time and the revenues obtained therefrom compared to stations affiliated with the
s o networks.,

Cable-originated programming i= a significant competitor for viewers of brosdeast television
programming, although no single cable programming network regularly attains audience levels amounting
to more than a small fraction of any single major broadeast network, The advertizsing share of cable
networks has inereased as a result of the growth in cable penciration (the percentage of television
households which are connecied to a cable system), MNotwithstanding such increases in cable viewership
and advertising, over-the-air broadeasting remains the dominant distribution system for mass-market
television advertising.

The Company sccounts for trade barter transactions involving the exchange of tangible goods or
services with ils customers. The revenue is recorded at the time the advertisement is broadeast and the
expense s recorded at the time the goods or services are wsed, The revenue and expense associated with
these transactions are based on the fair value of the sssets or services received,

In sccordance with the Fimancial Accounting Standards Board’s Statement MNo. 63, Financial
Reporting by Broadeasters, the Company does not sccount for barter revenue and related barter expense
generated from network programming. The Company does not account for barter revenue and related
barter expense gencrated from syndicated programming. Management of the Company believes that
barter revenue and related expense generated from syndicated programming 15 immaterial. Furhermore,
any such barter revenue recognized would then require the recognition of an equal amount of barter
expense. The recognition of these amounts would have no effect upon net income.



Searonaliny

Broadeast advertising revenues are generally highest in the second and fourth quarters each vear, due
in part to increases in consumer advertising in the spring and retail advertising in the penod leading up to
and including the holiday season. In addition, broadcast advertising revenues are penerally higher during
even numbered years due to spending by political candidates, which spending typically is heaviest during
the fourth quarter. The Company has received significant political advertising revenue during the curment
year.

Network Affiliation of the Stations

Each of the Company’s stations is affilisted with a major network purssant to an affiliation
agreement. Each affiliation agreement provides the affiliated station with the right to broadcast all
programs (ransmitted by the network with which the station is affiliated. In return, the network has the
right to sell a substantial majority of the advertising time during such brondcasts. In exchange for every
hour that a station elects to broadcast network programming, the network may, in certain instances, pay
the station a specific network compensation fee, which varies with the time of day. Typically, prime-time
programming generates the highest hourly network compensation payments. Such payments are subject
to increase or decrease by the network during the term of an affiliation agreement with provisions for
advance notices and right of termination by the station in the event of a reduction in such payments,
Although network affiliation agreements have historically been renewed by the Compeny and the
respective networks, the Company can not guarantee that any agreements will be renewed in the future
under their current terms. Network compensation has declined in recent vears at certain of the Company's
tefevision stations reflecting an ongoing phase out of network compensation.  See the Broadcasting
Summary table above for each of the Company™s television stations network affiliations and the expiration
date of the current affiliation agreemenis.

MNewspaper Publishing

At December 31, 2004, the Company owned and operated five daily newspapers located in Georgia
and Indiana. The percentage of total Company revenues contributed by the newspaper publishing segment
wis approximately 13%, 15% and 22% for each of the years ended December 31, 2004, 2003 and 2002,
respoctively,

The Albany Herald

The Albany Herald newspaper is located in Albany, Georgia and is published seven days a week to
serve southwest Georgia. The Albany Herald's circulation approximates 26 000 daily subscribers and
28,000 Sunday subseribers. The Albany Herald also produces a weekly advertizing shopper and other
niche publications.

Crwinnent Daily Past and Rockdale Citizen/Newton Citizen

The Gwinnerr Daily FPost amd Rockdale CitizenNewton Citizen are newspapers that serve
communities in the metro Atlanta, Georgia area with complete local news, sports and lifestyles coverage
topether with national stories that directly impact their local communities,

The Gwimnett Daily Post is published Tuesday through Sunday and has a circulation of
approximately 62,000 daily subscrbers and 103,000 Sunday subscnibers. The Cwinnett Daily Post is
located northeast of Atlanta, Georgia in Gwinnett County, which has an estimated population of
approximately 650,000, Since the purchase of the Gwinnert Daily Post in 1995, the frequency of



publication has increased from three to six days per week and circulation has grown from 13,000 w0
62,000 weekday subscribers,

Rockdale Citizen/Wewton Citizen is published seven days per week with a circulation of
approximately 8,000 daily subscribers and 14,000 Sunday subscribers. Im 200K, the Company began
publication of the Mewvon Citizen for distribution into neighboring Newton County. The Rockdale
Citizen 15 located in Convers, Georgia, the county seat of Rockdale County, which 15 19 miles east of
downlown Atllanta. Rockdale County and Mewton County’s combined population is estimated 1o be
approximately 132,000,

The Goshen News

The Coshen News is published seven days a week with a circulation of 16,000 and serves Goshen,
Indiana and surounding areas. The Gosken News also produces a weekly advertising shopper, Since the
Company scquired The Goshen News in 1992, it has added a Sunday edition.

Tndustry Background

Newspaper publishing is the oldest segment of the media mdustry and, as a result of the focus on
local news, newspapers in general remain an important media for local advertising. Newspaper
advertising revenues are eyelical and have generally been affected by changes in national and regicnal
economic conditions. Financial instability in the retail industry, including bankruptcics of larger retailers
and consolidations among large retail chains can result in redeced retail advertising expenditures.
Clazsified advertizing, which makes up approximately one-third of newspaper advertising expenditures,
can be affected by an economic slowdown and its effect on employment, real estate transactions and
sutomotive sales.  However, growth in housing starts (the number of residential building projects
berinning in a specific pened of time) and avtoinotive sales, although cvelical in natwre, generally
provide continued growth in newspaper advertising expenditures, While the newspaper publishing
industry is impacted by the economic cycles, it is not generally affected by the evelical nature of political
advertising revenue,

Pagers and Wireless Services
The Paging Buriness

The paging business, acquired by the Company in September 1996, is based in Tallahassee, Florida
and operates in Georgia, Alabama end Florida. In 2004, the Company's paging operations had
ppproximately 41,000 unils in service compared (o approximately 53000 units in service in 2003, The
percentage of total Company revenues contributed by the paging segment was spproximately 2%, 3% and
4% for the years ended December 31, 2004, 2003 and 2002, respectively.

Additional Information on Business Segments
Reference is made to Mote L. “Information on Business Segments” to the Company’s audited

conzolidated financial statements included elsewhere heretn for addittonal fAnanecial and other information
regarding business segments.



Competition
Television fndustry

Competition in the television industry exists on several levels: competition for audience,
competition for programming (including news) and competition for advertisers.  Additional factors that
are material o a television stalion’s competlitive position include signal coverage and assigned frequency.

Audience. Stations compete for audience based on program populanty, which has a direct effect on
advertising rates. A substantial portion of the daily programming on each of the Company's stations is
supplied by the affiliated network. During those periods, the stations are dependent upon the performance
of the network programs to attrect viewers. There can be no assurance that such programming will
schieve or maintain satisfactory viewership levels in the future. Non-network time periods are
programmed by (he station with a combination of locally produced news, public affairs and ciher
entertainment programming, including news and ayndicated programs purchased for cash, cash and
barter, or barter only.

In addition, the development of methods of television transmission of video programming other than
over-the-air broadcasting, and in particular cable television, has significantly altered competition for
sudience in the television industry. These other tramsmission methods can increase competition for a
broadcasting station by bringing into its market distant broadeasting signals not otherwise available to the
station’s audience and also by serving as a distribution system for non-broadeast programming.

Oiher sources of competition include home enteriaimment svatems, “wireless cable™ services,
satellite master antenna television systems, low power television stations, television translator stations,
direct broadeast satellite (“DBS™) video distribution services and the infernet.

Programming. Competition for programming involves negotiating with national program
distnbutors or syndicators that sell frst-run and rerun packeges of programiming.  Each slation competes
against the broadcast station competitors in its market for exclusive access to off-network reruns (such as
Seinfeld) and first-run product (such as Cprak). Competition exists for exclusive news stories and
features as well. Cable sysiems senerally do nol compete with local stations for programming, although
various national cable networks from time to time have acquired programs that would have otherwise
been offered to local television stations.

Advertizing. Adventising rates are based upon the size of the market in which the station operates, a
station’s overall ratings, a program’s populanty among the viewers that an advertiser wishes to attract, the
number of advertisers competing for the available time, the demographic makeup of the market served by
the station, the availability of alternative advertising media in the market area, aggressive and
knowledgeable sales forces and the development of projects, features and programs that tie advertiser
messages o programming.  Advertising revenues comprise the primary source of revenues for the
Company’s stations. The Company's stations compete for such advertising revenues with other television
stations and other media in their respective markets. The stations alse compete for adverlising revenue
with other media, such as newspapers, radio stations, magazines, outdoor advertising, transit advertising,
yellow page directories, direct mail, internet and local cable systems. Competition for advertising dollars
in the broadeasting industry occurs primarily within individual markets,

Newspaper Indusiry
The Company’s newspapers compete for advertisers with a number of other media outlets, including

magazines, radio, television amd the internet, as well as other newspapers, which alzo compete for readers
with the Company’s publications. As a result, newspaper circulation has declined in recent vears. One of
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the Company”’s newspaper competitors is significantly larger than the Company and operates in two of its
newspaper markets. The Company differentiates its publications from the other newspaper by focusing
on local news and local sports coverage in order to compete with its larger competitor. The Company
clearly identifies the markets it wishes to target and seeks 0 become the primary source for local news
and advertising information within those markets.

Paging Tndustey

The paging industry is highly competitive. Companies in the industry compete on the basis of price,
coverage area offered (0 subscribers, available services offered in addition to basic mumeric or tone
paging, transmission quality, system reliability and customer service. The Company’s paging services
also compete with other wircless communications services such as cellular service. The Company
competes by maintaining competitive pricing of its product and service offerings, by providing quality,
reliable transmission nefworks and by [umishing subscribers a superior level of customer service.
However, due to increased competition the number of units in service has decreased over the last several
years. The Company has also begun reselling cellular telephones and cellular services.

Federal Regulation of the Company’s Business
Television Broadoasiing

FOC Regulation. Television broadcasting is subject to the junsdiction of the FOC under the
Communications Act of 1934 (the “Communications Act™), as amended by, among other statutes, the
Telecommunications Act of 1996 {the “Telecommunications Act™). The Communications Act prohibits
the operation of television broadeasting stations except under a license issued by the FCC and empowers
the FCC, among other things, (o issue, revoke and modify broadeasting licenses, determine the locations
of stations, regulate the equipment vsed by stations, adopt regulations 1o carry out the provisions of the
Communications Act and impose penalties for violation of such regulations, The Communications Act
prohibits the assignment of a license or the transfer of control of a licensee without prior approval of the
FCC,

License Grant and Renewal. Television broadcasting licenses penerally are granted or renewed for s
period of cight years, but may be renewed for a shorter period upon a finding by the FCC that the “public
interest, conventence, and necessity™ would be served thereby.,  Broadeast licenses are of ].'lE!'Eﬂ'Inun‘t
imporance o the C-l:lm;:mn_'r' & Television Broadeasting sepment. The Communications Act reguires a
broadcast license to be rencwed if the FOC finds that; (i) the station has served the public interest,
convenience and necessity; (1) there have been no seriows violations of either the Communications Act or
the FCC™s rules and regulations by the licensee; and {111) there have been no other violations which, taken
together, would constitute a pattern of abuse. At the time an application is made for renewal of a
lelevision license, parties in interest may file petitions to deny, and such parties, including members of the
puhblic, may comment upon the service the siation has provided during the preceding license term and
urge denial of the application. If the FCU finds that the licensee has failed to meet the above-mentioned
requirements, it could deny the renewal application or grant a conditional approval, including renewal for
a lesser term. The FOU will nol consider compeling applications conlemporaneously with a renewal
application. Only after denying a renewal application can the FOC accept and consider competing
applications for the license. Although in substantially all cases broadcast licenses are renewed by the
FOC even when petitions to deny are filed against broadeast license renewal applications, there can be no
assurance that the Company's stations” licenses will be renewed. The Company 15 not aware of any facts
or circumstances that could prevent the renewal of the licenses for s stations at the end of their
respective license terms. See the dates through which the current licenses are effective in the
Brovdoasiing Summary lable meluded on page 5 of this Annual Beport.
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Chumership Restrictions. Currently, the FCC's broadeast ownership rules limit the ownership,
operation or control of, as well as the “attributable™ interesis or voling power in: (1) television stations
gerving the same area; (2) televizion stations and daily newspapers serving the same aren; and (3)
television stations and redio stations serving the same area. The mules also limit the aggrepgate national
audience reach of television stations that may be under common ownership, operation and conirol, or in
which a single person or entity may hold office or have more than a specified interest or percentage of
voting power. Pursuant to the 1996 Act and recent appropriations legislation, the FCC must review all of
1ts broadeast ownership rules every four vears to determine o they remain necessary in the public inlerest.

The FCC completed a comprehensive review of its ownership mules in 2003, significantly relaxing
restrictions on the common ownership of television stations, radio stations and daily newspapers within
the same local market. However, the new rules have vet to take effect due to legal challenges, The
oulcome of litigation and legislative efforts and the uliimate landscape of FOC ownership regulation are
in flux and may not be resolved for some time,

Specifically, on June 24, 2004, a three-judge panel of the United States Court of Appeals for the
Third Circuit released a split decision rejecting much of the Commission's 2003 decision on media
ownership regulations. While affirming the FCC in certain respects, the Third Circuit found fault with the
Commission's proposed new limits on media combinations, remanded them to the agency for further
proceedings and extended a stay on the implementation of the new rules that it had imposed in September
2003, As a resull, the restrictions that were in place prior (o the FOC's 2003 decizion generally continwe
to govern media transactions, pending completion of the agency proceedings on remand and/or further

Judicial review.

The discussion below reviews the changes contemplated in the FCC's 2003 decision and the Thind
Circuit’s response to the revised ownership regulations that the Commission adopted.

Local TV Owmership Bule: In its 2003 decision, the FCC relaxed the local television ownership
regulation by eliminating its "eight voices" test, which barred co-ownership of two TV stations in a local
market unless at beast cight independently owned, full-power television stations, or "voices," remamned.
The modified rule would have permitted a company to own two commercial lelevision facilities (a
"duopoly™) in any market with at least five such stations, In the largest markets—those with at least 18
television stations—a company would, for the first time, be permitted to own three TV stations. So-called
"riopolies" would be available only in a handfal of the nation's largest markets. Under the new rules,
both duopolies and triopolies would be subject to the agency's "top four” limitation, meaning that no more
than one of the co-owned stations may be ranked among the top four in audience ratings. The new rule
would allow parties to seek waivers of the “top four™ restriction in markets with 11 or fewer stations.

The Third Circuit upheld the FCC's decision to retain a prohibition of common ownership of more
than one top-four ranked station in a given markel.  However, the Court remanded for further
consideration the other numerical limits applicable to same-market TV station combinations, and the
"eight voices" requirement of the pre-2003 rules therefore remains in effect.

Cross-Media Limits: The newspaper/broadeast cross-ownership nale, onginally adopied in 1973,
generally prohibited one entity from owning both a commercial broadeast station and a daily newspaper
in the same community, The old rmdio/television cross-ownership rule allowed a party o own one TV
station (or two, if permitted under the television duopoly rule) and a varying number of radio stations
within a single market, depending on the number of independently owned media voices that would remain
post combimation., The cross-media limits ("CMLs") adopted in the Commission’s 2003 decision would
supplant both rules with three different categories of restrictions based on the number of commercial and
noncommercial television stations in the relevant locale. First, in markets with three or Tewer TV
stations, the FOU would not permit any cross-ownership among TV stations, radio stations, and daily
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newspapers. Second, in markets with between four and eight TV stations, the agency would permit one
of the following three combinations:

» ane or more daily newspapen{s), one TV siation, and up to 50 percent of the radio stations that
would be permissible under the FCOC's separate local radio ownership limits for that
COMITUTIEY; ar

« one or more daily newspaper(s), and as many madio stations as can be owned pursuant o the
local radio ownership limits; or

« two TV stations (so long as ownership would be permissible under the duopoly rule) and as
many radio stations as the local radio ownership limits permit, but no daily newspapers.

Third, 1n local markets with nine or more TV stations, the Commussion would allow any newspaper and
broadeast cross-media combinations, so long as they comply with the local TV ownership rule and local
radio ownership rule.

Although the Third Circuit determined that the Commission's decision to eliminate its outright ban
on newspaper/broadeast cross-ownership was justified, the court also found that the new CMLs adopted
by the agency were inconsistent and based on irrational assumpiions, The CMLs consequently were
remanded to the Commission for further consideration, and the former radio/TV cross-ownership limits as
well as the newspapenbroadcast cross-ownership ban were lefl in place in the meantime,

Mational Television Station Ownership Rule; In its 2003 decision, the FCC raised the national TV
ownership cap—the percentage of national ULS. houscholds that a single owner can reach through
commonly owned television stabions—from 35 percent o 45 percenl. In that same decizsion, the
Commission decided to retain the 50 percent "discount” that it currently grants to ultra-high frequency
("UHF") stations, finding that the discount continues to be necessary to promoate entry and competition
ameng broadeast networks.

This rule change sparked considemble controversy in Congress, eventually leading lawmakers to
include a new limitation in an appropriations bill. On Jameary 22, 2004, President Bush signed into law
the Consolidated Appropriations Act of 2004. Secction 629 of that legislation set the national TV
ownership cap at 39 percent. In light of lawmakers' decision to set the limit statutorily, the Third Circuit
ruled that challenpes before it to the national television ownership cap were moot. The court also
declared that the legislative rider mooted questions about the UHF discount, which had been challenged
by several parties.

Artribution Rules. Under the FCC’s ownership rules, a direct or indirect purchaser of certain types
of securities of the Company could violate FCU regulations if that purchaser owned or sequired an
“aitributable™ interest in oiher media properties in the same areas as stations owned by the Company or in
a manner otherwise prohibited by the FCC,  Pursuant to FCC rules adopted in August 1999, as modified
slightly on January 2001, the following relationships and interests generally are considered attributable
[or purposes of the agency™s broadeast ownership resirictions:

o All officers and directors of a licensee and s direct or indirect parent(s);
«  Voting stock interests of at least five percent;

«  Stock interests of at least 200 percent, if the holder iz a passive institutional investor {investment
compames, banks, insurance companies);
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« Any equity inferest in a limited partnership or limited liability company, unless properly
“insulated™ from munagement activities; and

« Equity and‘or debt intercsts which in the aggregate excesd 33 percent of a licensee’s total
assels, if the interest holder suppliss more than 15 percent of the station’s total weekly
programming, of is a same-markel broadcast company or newspaper.

»  Time brokerage of a broadcast station by a same-market broadcast company or newspaper.

« Same market radio joint sales agreements {in addition, the Commission is considering making
same-market television joint sales agreements attributable.)

To the best of the Company’s knowledge, no officer, director or 5% stockholder of the Company
currently holds an attributable interest in another television station, radio station or daily newspaper (hal is
meonsistent with the FCC's ownership rules and policies or with ownership by the Company of its
stations,

Alien Orwnership Restrictions.  The Communications Act restricts the ability of foreign entities or
individuals 10 own or hold interests in broadeast licenses. Foreign governments, representatives of
forcign governments, non-citizens, represenfatives of non-citizens, and corporations or parinerships
organized under the laws of a foreign nation are barred from holding broadcast licenses, Non-citizens,
collectively, may directly or indirectly own or vote up to 20% of the capital stock of a licensee. In
addition, a broadcast license may not be granted 1o or held by any corporation that 1s controlled, directly
or indirectly, by any other corporation more than one-fourth of whose capital stock is owned or voted by
non-citizens or their representatives or by foreign governments or their representatives, or by non-11.5,
corporations if the FCC finds that the public interest will be served by the refusal or revocation of such
license. The Company has been advised that the FOC staff has interpreted this provision of the
Communications Act to require an affirmative public interest finding before a broadcast license may be
granted to or held by any such corporation, and the FOC has made such an affirmative finding only in
limited circumstances, The Company, which serves as a holding company for wholly-owned subsidiaries
that are licensees for its stations, therefore may be restricted from having more than one-fourth of its stock
owned or voted directly or indirectly by non-citizens, foreign governments, representatives of non-
citizens or foreign governments, or foreign corporations.

Programming and Operations. The FOC significantly reduced its regulation of the programming and
other operations of broadcast stations a number of years ago, including elimination of formal
ascertainment requirements and guidelines concerning the amounts of some types of programming and
commercial matter that may be broadcast. There are, however, FCC rules and policies, and rules and
policies of other federal agencies, that regulate matters such as network/affiliate relations, political
advertising practices, obscene and indecent programming, accessibility of television programming to
audience members who are visually or hearing disabled, children’s programming, employinent practices,
and other areas affecting the business or operations of broadeast stetions.

The Children’s Television Act of 1990 limits the permissible amount of commercial matter in
children’s television programs and requires ecach television station to present educational and
mnformational children’s programming. The FCC subsequently adopted stricter children's programming
requirernents, including a requirement that television broadcasters provide a minimum of three hours of
children’s educational programming per week. In addition, in September 2004, the FCC issued the first
in what may be a series of “public interest”™ mandates relating to the implementation of digital televigion
service ("DTY™) (which 15 discussed in detail below). Among other things, the Commizsion determined
that the amount of children’s educational progearming it would require a DTV broadeaster to air will
inerease proportionally with the number of free video programming streams broadcast simultanecusly (or
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"multicast™) by the broadcaster, In addition, the FOU extended its existing limits on the duration and
content of commercials aired during children’s programming to digital programming. The agency also
esfablished new restruints designed (o address excessive “commercialization” of children’s fare on both
analog and digital programming, including a ban on the airing of Intermet addresses to web pages
containing commercial content.

In Angust 2003, FCC Chairman Michael Powell announced the opening of a procesding to seek
cornment on a wide range of measures aimed af promoting “localism™ in broadcasting. Thiz initiative has
resulted in the creation of a Localism Task Foree to conduct studies to measure localism, organize a series
of public hearings on localism around the country and offer recommendations to both the agency and
Congress on how to promoete localism in television and radio. In July 2004, the Commission released a
wide-ranging Motice of Ingquiry into broadeasters” localism praciices, The MNOT asks whether additional
regulation is necessary to ensure that licensces satisty the programming needs and interests of their local
audiences. Among other things, the Commission suggests imposing minimum requirements for the
amount of time dedicaied to local and national political programming. This procesding remains pending,
and the Company cannod predict its outeome,

The FOU recently has alzo stepped up its enforcement with respect to broadeast indecency issues, In
doing =0, the Commission has explicitly stated its willingness to find licensees liable for repeated
violations during a single program (which can lead to significantly increased fines) and issued warnings
about possible license revocation proceedings for serious violations, The agency brought seversl
significant indecency enforcement actions in 2004 and proposed a new rule requiring broadcasters to
retain copies of their programming for a limited time, purportedly o facilitate investigation into and
prosecution of indecency violations., That proposal remains pending.

EEQ Rufes. In October 2002, the FOC adopted new Equal Employment Opportunity (*EEO™) Rules
that went into effect March 10, 2003, The new rules impose job information dissemination, recruitment
and reporting requirements.  Specifically, broadcasters must (1) widely disseminate information
concerning each full-time job vacancy; (2] provide notice of each full-time job vacancy to recruitment
organizations requesting  notice, amd (3) complete additional “recruitment indtiatives,” such as
participation in job fairs, scholarship programs and EEO training. The new rules also require licensees to
file periodic reports relating (o the EEO reguirements.  Broadeasters may be subject to random audits to
ensure eompliance with the new EEQ rules and could be sanctioned for noncompliance,

Cabfe and Satellite Transmission of Local Telewision Siewals. The FCOC has adopted varous
regulations to implement provisions of the Cable Television Consumer Protection and Competition Act of
1992, as amended by the 1996 Act, governing the relationship between broadcasters and cable operators.
Among other matters, these regulations require cable systems o devole a specified portion of their
channel capacity to the camriage of the signals of local television stations and permit TV stations to elect
between "must camry rights" or a night to restrict or prevent cable systems from carmyving the station's
signal without the station's permission ("retransmission consent”). The Communications Act and FCO
regulations also contain measures to facilitate competition among cable systems, telephone companics
and other systems in the distribution of TV signals, video programming and other services. Each of the
Company’s stations has elected “must carry™ status on certain cable systems in its DMA. On other cable
systems, the Company’s stations have entered into retransmission consent agreements.  These elections
and agreements will entitle the Company's stalions to cardage on those sysiems uniil at least December
31, 2005,

In November 1999, Congress enacted the Satellite Home Viewer Improvement Act of 1999
("SHWVIA"), which established a copyright licensing svstem for limited distribution of television
programming to DBS viewers and directed the FOC to initiate ralemaking proceedings to implement the
pew system, SHYIA alzo extended the current svstem of satellite distibution of distant network signals
o unserved howseholds (i e, thoze that do not receive a Grade B signal from a local network affiliate),
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As part of the rulemakings required under SHVIA, the FCC established a market-specific
requirerent for mandatory carriage of local televizion staticns, Similar to the obligations applicable to
cable systems, the rules require satellite operators to carry all local broadcast signals in those markets in
which they choose to provide any local signal, beginning January 1, 2002, Stations in affected markets
were required to select either must carry or retmnsmission consent nghts by July 1, 2000, This election is
effective from Jamuary 1. 2002 to December 31, 2005, Furiher, under SHVIA, those broadcasiers
selecting retranamission consent (as opposed to must carry rights) originally were required to meet certain
"gpood faith" requirements in negotisting for carriage rghts until 2006

With SHVIA zel 1o expire on December 31, 2004, Congress recently passed the Satellite Home
Viewer Extension and Reauthorization Act of 2004 (“SHVERA™), which extends the compulsory
c:n-p:.'nghl license for camage of distant signals through December 31, 2009 and addresses a variety of
other issues related to the cartage of broadcast television signals on DBES systems.  Specifically,
SHYERA requires satellite carriers to phase out the carriage of distant signals in markets where they carry
local broadeast signals. The new statute also permits satellite camers to deliver the distant signal of a
network station to consumers in unserved digiial bouseholds (also referred (o as “digtal white aress™), but
only if the local station affiliated with that network miszes the PCOC's deadlines for increasing itz digital
signal power (also discussed below), In addition, the law extends to DBS operators the obligation to
negotiate i good faith with respect to retransmission consent armangements.  Previously, only
brosdeasters were subject o the good faith requirement, which was scheduled 1o sunsel on December 31,
2005 but will now sunset on December 31, 2009,  The Company cannot predict the impact of DES
service upon the Company’s business. It has, however, entered a retransmission consent agreement with
EchoStar and Direct TV for the retransmission of its television stations’ sigmals into the local markets that

they serve,

Digital Televivion Service. In April 1997, the FOC adopted rules for implementing DTV service in
the United States, which will improve the technical quality of television signals received by viewers and
give television broadeasters the ability to provide new services, including high-definition television.

O April 3, 1997, all broadeasters holding a license or construction permil for a full-power television
station were assigned & second channel in order to provide either separate DTV programming or a
simulcast of their analog programming. These second channels were assigned for an eight-year transition
period scheduled o end in 2006, Siations were required (o construct their DTV facilities and be on the air
with a digital signal according to & schedule set by the FOC based on the type of station and the size of the
market in which it 15 located. Generally, under current FOC rules each of the Company's stations was
required to constroct DTV facilities and commence operations by May 2002, Except as noted below, all
other commercial broadeasters were required to follow suit by May 1, 2002, As of the date of filing this
Annual Repor, the Company was in compliance with the FCC's digital broadeasting requirements at all
of its stations.

At the end of the DTV transition period, analog television transmissions will cease and DTV
channels will be reassigned (o a smaller segment of the broadeasting spectrum comprising channels 2-51.
Although the FOC has targeted December 31, 2006 as the date by which all television broadcasters must
refurn their analog licenses, the Balanced Budpeet Act of 1997 allows broadeasters to maintain both their
analog and digital licenses in a market until ot least 835 percent of the television househiolds in that market
can receive a digital signal. In 2004, the agency's Media Burean proposed a plan (dubbed the "Ferree
Plan" after FOC Medis Bureau Chief Ken Ferree) that would allow the 85 percent threshold to be met
nationwide on Jamuary 1, 2009, In addition, there have been legislative proposals designed to speed up
the end of the transition. The Company cannot predict the outcome of either the Commission’s or the

legislative proposals.

When the FOC adopted service rules for the digital television transition, it stated that it would
peniodically review the transition’s progress. In its first review, completed in 2001, the Commission
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decided to permuit broadcasters to construct indtial minimal DTV facilittes (e, facilities that cover only
their cities of license) while retaining interference protection for their allotted and maximized facilities,

In September 2004, the FCC issued & decision in its second periodic review of the DTV transition,
in which it revisited several of the issues addressed in 2000 and considered a number of new matiers.
Among other things, the decision:

« Set deadlines by which broadcasters operating with minimal (e.g., reduced power) DTV facilitics
must cither provide DTV service to their full authorized coverage areas or else lose interference
protection to the unserved areas. For top 4 network affiliated stations in the top 100 markets, the
deadline 15 July 1, 2005; for all remaining commercial amd non-commercial stations, the deadline
iz July 1, 2006,

« Established a multi-step process by which broadcasters may select their post-transiion DTV
channel within the core DTV spectrum (Channels 2-31); this process began i Movember 2004,
with a goal of having all channel assignments finalized by the end of 2006,

The FCC will continue to review the progress of DTV periodically and make adjustmentzs to the
transition schedule, as necessary,

The FOC alse is considering whether and how (o extend cable svstems” oblizations for mandatory
cartiage of broadeast stations” DTV channels. In January 2001, the FOC issued a preliminary decision
regarding the carriage ("must carmy") rights of digital television broadcasters on local cable and certain
DBS systems.  Although the FCC deferred making a decision as to whether broadcasiers are entitled 1o
simultaneous carriage of both their digital and analog signals during the transition to DTV, the FOC did
determine the following;

= [Migital-only television stations may immediately assert carmiage rights on local cable systems;

»  Television stations that retum their analog spectrum and convert o digital operations are entitled
to must carry rights; and

« A digital-only station asserting muest carry rights 15 entitled only o cardage of a single
programming stream and other "programe-related” content, regardless of the number of programs
it multicasts on its digital spectram.”

Several parties filed petitions for reconsideration of various parts of the FCC's DTV must carry
decision. Those petitionz rernain pending before the Commission and the Company cannot predict what
changes, if any, the FOU will make to ita DTV must carry rules on reconsideration.

In addition, because it determined that the leck of DTV receiver capability in television scts was
delaying the transition, the FOC issued a decision in August 2003 adopting a plan to phase in the
inelusion of digital uning and decoeding devices in televizion sets, Specifically, the decision requires all
new television sets with screens 13 inches and larger and all TV interface devices (VCRs, etc.) to include
the capability of tuning and decoding over-the-air digital signals by 2007,

Ancther major eoncem for the DTV transition mvolves the technical standards needed to ensure that
digital televiston sets can connect o cable syslems. On Seplember 10, 2003, the FCC adopted “plug-and-

" T its Seprember 2004 decision, the Commission also climinared a requirement that broadcasters simulcast a certain
percentage of the video progrmmming of their anabop channel on their DTV channel. The FOC noted, bowever, that
it will continue to monitor tee ransition’s progress and, if necessary, re-imposs the requirement at a later date.
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play™ rules for cable adapiability, Under these rules, consumers will be able to plug their cable directly
into their digital televisions, without the need for a set-top box. These niles cover one-way programming
only; the cable and electronics industries are working toward an agreement on two-way “plug-and-play™
slandards that would eliminate the need for sel-lop boxes for advanced services such as video on demand,
impulse pay-per-view and cable operator-enbanced electronic programming guides.  The Company
cannot predict the outcome of those negotiations.

The FCC also has issued a decision regarding the protection of over-the-air digital broadcasts from
unanthorized copying and distribution. Specifically, on November 4, 2003, the Commission adopted anti-
piracy protection for digital television in the form of a “broadeast flag™ A broadeast flag is a digital code
that can be embeddead into a digital broadeasting stream. This will allow a broadcaster, at its diseretion, to
prevent mass distribution of its digital signal over the Internet, withowt affecting consumers” ability to
make digital copies. Digital television equipment must comply with the FOC's broadcast flag
requirements by July 1, 2005.

Additionally, the FCC recently adopted rules and procedures to facilitate the digital conversion of
Low Power Television (“LFTV™) stations, TV translator stations and TV booster stations. Under these
ruleg, existing, LPTV and TV translator stations may converd to digital operations on their current
channels., Altermatively, LPTV and translator licenses may seek a digital “companion™ channel for their
analog station operations, At a later date, the FCC will determine the date by which those stations
oblaining a digital companion channe] must surrender one of their channels.

Broadcasters are permitted either to use their digital spectrum to provide a single HDTV signal or to
mullicasl several progrom stréams in lower resolution formats, known as standard definition television
(“SDTV")., Broadcasters also may use some of their digital spectrum to provide non-broadeast

“ancillary™ services—such as subscription video, data transfer or audio mgnnls—pmwd:d such services
do oot interfere with the mandatory free digital broadeasts,  Stations using their DTV spectrum for
subscription services must pay the government a fee of 5 percent of gross revenues received from such
use of the digital spectrum.  Because of the flexibility of the ULS. digital system, moreover, licenseces are
able 10 shifi between different quality services (including dada) in different tme periods.

Moreover, broadcasters currently are not required to provide a minimum amount of HDTV
programming. Thus, licensees may use their digital channels according to their best business judgment,
provided they continue to offer at least one free programming service wilh a resolution comparable (o or
better than today’s service. Network-aftiliated DTV broadcasters in the top 30 television markets must
broadeast a DTV sipnal at any time they broadeast an analog signal.  All other stations: currently must air
a DTV gignal for an amount of time equivalent to 75 percent of the time they provide an analog zignal,
increasing to 100 percent on April 1, 2005, The DTV signal must always be in operation during prime
firme howurs.

I addition, as discussed above, in September 2004, the FOC issued an order specifically addressing
the children's programming obligations of DTV broadcast licensces.  5till under consideration in a
proceeding initially launched during the Clinton Administration are such issues as whether a licensee's
public inferest ohligations attach 1o the DTV channel as a whole or to each program stream ofTered by the
licensee; whether broadcasters should be required to report their public interest programming and
activities on a quarter]ly basiz; whether the Commission should establish more specific minimum public
interest requirements for broadeasters; and how broadeasters could improve candidate access to
television. Also under consideration is the extent to which DTV broadeasters should be required to
participate in the Emergency Alert Sysiem. The Company cannot predict the oulcomes of these
proceedings.
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Paging

Federal Regulation. The Company’s paging operations, acquired by the Company in September
1996, are subject (o regulation by the FCC under the Communications Act, The FCOU has issuved the
Company licenses to use the radio frequencies necessary to conduct its paging operations.

License Urand and Renewal, The FOC paging licenses iszued (o the Company are for varying terms
of up to 10 ycars, at the end of which license renewal applications must be pranted by the FCC. The
Company holds various FCC radio licenses that are used in comnection with its paging operations. These
licenses are issued in the Paping and Radidtelephone Service and the Commercial Conwventional
Industrial Business Pool Service, The Company’s various paging licenses thai are ssued in the
Commercial Conventional Industrial/Business Pool Service will expire during calendar years 2007, 2009
and 2010, while the Company’s various paging licenses issued in the Paging and Radiotelephone Service
will expire during calendar year 2009, Licensees in the paging services normmally enjoy & license renewal
expoctancy and the vast majority of license renewal applications are pranted in the normal course.
Although the Company is unaware of any circumstances that would prevent the grant of renewal
applications, no assurance can be given that any of the Company’s paging licenses will be free of
competing applications or will be renewed by the FOC. Furthermore, the FOC has the autharity to restnct
the operations of licensed facilities or to revoke or modify licenses. None of the Company’s licenses has
ever been revoked or modified myvoluntanly.

Employees

As of January 31, 2005, the Company had 2228 full-ime employees, of which 1,822 were
employees of the Company’s broadcast operations, 326 were employees of the Company's publishing
operations, 56 were employees of the Company’s paging operations and 24 were corporatc and
administrative personnel. The Company has 171 full time employees and 35 part time employees that are
represented by unions. The Company believes that its relations with its emplovees are satisfactory.

Available Information

The Company's Internet address is hitpi‘'www . graytvine.com. We make the following reports filed
by the Company with the Securities and Exchange Commission (the “SEC™) available, free of charge, on
our website under the heading "SEC Filings":

Annual Reports on Form 10-K;

Cruarterly Beports on Form 10-C);

Current Eeporis on Form B-KE;

Initial Statements of Beneficial Ownership of Securities on Form 3;

Statements of Changes in Beneficial Ownership on Form 4;

Annual Statements of Bencficial Ownership of Ownership on Form 5; and

Amendmientis to the foregoing reports filed or furnished pursuant to Section 13 {a) ar 13 {d)
of the Exchange Act.

These filings are also available at the SEC"s website located at http2fwww . sec.gov. The public may
read and copy any materials filed with the SEC at the SEC’s public reference room at 450 Fifth Street,
MN.W., Washington, DC 20549. The public may obtain information on the Company from the SEC's
public reference room by calling the SEC at 1-800-SEC-0330.

The foregoing reports are made available on the Company's website as soon as practicable after they

are filed with, or fumished to, the SEC. The information found on our web site is nod part of this or any
other report we file with or furmish to the SEC.
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The Company has adopted a Code of Ethics that applies to all of its directors, executive officers and
employees. The Code is available on the Company's website at http/www_graytvinc.com under the
heading of Corporate Governance, If any waivers of the Code are pranted, the waivers will be disclosed
in 4 SEC filing on Form 8-K. The Company has also filed the Code as an exhibit to the Annual Report
filed on Form 10-K for the year ended December 31, 2004 and is incorporated by reference to this report.

The Company’s website alzo includes the Company’s Corporate Governance Principles, as well as
the Charter of the Aodit Committee, the Nominating and Corporate Governance Committee and the
Compensation Committes,

All such information is also available to any sharcholder upon request by telephone at (229) §88-
9374,

Item 2. Propertics.

The Company's principal executive offices are located at 4370 Peachiree Road, NE, Atlanta,
Georgia, 30319,

The types of properties required to support television stations include offices, studios, transmitter
sites amed antenna sites. A station's studios are penerally housed with its offices in business distnicts. The
iransmitter sites amd antenna are generally located in elevated areas 1o provide optimal signal strength and
coverage. The types of properties required to suppart newspaper publishing include offices, facilities for
printing presses and production amd storage. Paging properties include leased retul, office and fower
space.

The following table sets forth cerain information regarding the Company’s properties as of
December 31, 2004,

(See property table starting at the top of the following page, the remainder of this page is
intentionally left blank.)
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Television Broadcasting

Approximate  Height(fit.)/ Lease
Ohned ar Size Analog Expiration
Market Area, Station and Use Leased {5q. T} a) Power Dhate

Knoxville, Tennessee, WVLT

Office and studio Cramned 18,000

Tmnsmission tower site Leased Tower space  1,078/316 kw 62028
Lexington, Kentucky, WEYT

Office and studio Crhamned 34,500

Transmission tower site Chamed 1,023/ — -
Hazard, Kentucky, WYMT

Office and studio Crwned 21,200 — —

Transmission tower site Leased 1029263 kw 062003

Transmitter buildings and improvements Cramed B16 and Bod —
Waco, Texas, KWTX

Office and studio Chaned 34,000 —_
Moody, Texas, KWTX

Transmission lower site Chwned B56 1679209 kw —
Killeen, Texas, KWTX

Office Space Leased 3,000 72006

Tower Belay Chwned 10 —
Bryan, Texas, KBTX

(fice and studio Crhamed 7000 374 -
Grimes County, Texas, KBETX

Transmission tower site Lensed L3og 170570 kw 03,2023
Calvert, Texas, KBTX

Transmizsion Tower Chwned B0 and 96 252
Falls County, Texas, KBTX

Transmizsion Tower Chamed 128 200
Beaver Crossing, Nebraska, KOLM

Transmission tower site Chamed 120 acres  1,500/5302 kw
Lincoln, Nebraska, KOLN

CyTice and studio Chwned 28044 400
Cirand Island, Mebrazka, KGIN

OTice and studio Leased i6l6 —_ 12720608
Washington, Morth Carolina, WITH

Office and studio Cramied 9,600 198 —
Greenville, North Caroling, WITN

Office and studio Leased 2,822 1 1/2005
Grifton, North Carolina, WITN

Transmitter building Chwned 4,190 2,000 —

Transmission tower site Leased 9 acres 36 kw 0172029
Tallahassee, Flomda, WCTV

Office and studio Chwned 20,000 —

Transmission tower site Leased 37 acres 310 12,2004
Metcalf, Georgia, WCTV

Transmizsion tower gite Crarned 182 acres  2,000/100 kw -
Naorth Augusta, South Carclin, WRDW

C¥fice and studio Chwned 17,000 SO1/20 kw —
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Approximate  Height(ft.)/ Lease
(Owned or Size Analog Expiration
Market Area, Station and Use Leased (s Ft.)ia) Povwer Thate

Beech Island, South Caroling, WEREDW

Transmission tower site Dwned 143 peres  1,4540346 kw _

1,591/316 kw

Eau Claire, Wisconsin, WEAU

Office and studio Owned 16,116 1,006 =
Township of Fairchild, Wisconsin, WEALU Owned
Transmitter building and transmission site With 2,304 2000316 kbw

casement

Panama City, Flosda, WIHG

Office and studio Owned 14,000 400 —
Youngstown, Florida, WIHG

Transmission lower sile Crwned 17 acres ROE316 koo —
Sherman, Texas, KXII

Office and studio Orwned 12,813 202 —
Madill, Oklahorma, KXII

Transmission tower site Divried L2000 1604316 kw =E
Ardmore, Oklahoma, KXI1

Studio and offices Orwmed 3,000 fil
Paris, Texas, KXII

Translator Tower Crwned &l J00VT 0 kewr
Wichita-Hutchinson, Kansas, KAKE-TV

Office and Studio Ovred 46,762 == =

Tower Transmitter site Crovned 2076 10795310 kw —
Colby, Kansas, KLBY-TV

Tower Transmittcr site Leaszed 1 00 ToR 00 kw 042007
Garden City, Kensas, KUPK-TV

Office and Studio Ohwned 1,831 — —

Tower/ Transmitter site Dwvned 4,655 RE0224 bw —
Omaha, Nebraska, WOWT-TV

Office and Studio Orwned SE.B20  S2RAO0 kowr —

Tower Transmittcr site Drovped 2500 1342100 kw —_
Mauadison, Wisconsin, WMTV-TV

Office and Studio Owrvesd 16,485(b) = =

Tower Leased 1 209/891 kow 52103

Tratistnitber site Orovped ALt
Colorade Springs-FPueblo, Colorado, KKTV

Office and Studio Crwned 30465 — -—

TowerTransmitter site Leased BOD 3500234 kw 0242059
Lanzing, Michigan, WILX-TV

Office and Studio Owned 13,700 e —

TowerTransmitter site Leased 5000 9UI00 ke 120048
Fockford, linois, WIFR-TV

Office and Studio Owvned 15,858(k) =4, O

Tower Transmitter site Drweried T29562 kw —

Wavsau-Rhinelander, W1 WEAW-TV

Office and Studio Owned 24,400 — —

Tower Transmitter site Leased 1440 650/316 kw 082017
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Approximate  Height{ft.\ Lease
Orwnied or Sire Analog Expiration
Market Area, Station and Lse Leased (50. fr.Wa) Power Date

Topeka, Kansas, WIBW-TV

Office and Studio Crorned 19 800 —_ —

TowenTransmitter site Leased 2338 1.249/316 kw 022062
Dothan, Alabama WTVY-TY

Office and Studio Leased 20,440 — 12/2010
Bonifay, FL. WTVY-TV

Towen Transmitter site Crwned 2500 1LBE0V100 kw
Harrisonburg, Virginia, WHSV-TV

Office and Studio Leased 18,000 — 047201 8(c)

Tower/ Transmitter site Lensed 20le 337832 kw 12720010d)
Bowling Green, Kentucky, WBEO-TV

Office and Studio Crwned 17,598 — —

TowerTransmitter site Crwned 1,175 603/316 kw —
Mendian, Misstssippl, WTOR-TV

Office and Studio Crovmed 34,061 — —

Tower Transmitter site Crevned 1,504 19316 kw —
Parkersburg, West Virginia, WTAP-TV

Office amd Stedio Orwmed 17,300 — —

Tower Transmitter site Crwned 3600 60216 kw —
Rene, Nevada, KOLO-TY

Office amd studio O 20,6040 — —

Transmission tower site [Leased B 20kw 1272030

Transmitter building and improvements Crwmed 1018 amd 864
Charlottesville, WA, WCAV-TV

Office and Studio Leased 8,900 042008

Transmission Tower £ 2 Antennas Leazed L0000 195/34.91

190/15.74 (2000

(a) Approximate size is for building space only and does not include the land on which the facilities are

located.

(b} The tower/transmitter is located at and included within the size of the office and studio premises.

{c) The Company has an option to purchase this property during the term of the lease. The purchase

price is subject to adjustment depending upon the date the option 15 exercised.

{d) The United States Department of Agriculture Forest Service granted us a Special Use Permit to

occupy this land.
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Publishing

Mewspaper and Owned or Approximate Lease
Property Location Use Leased Size (sq. ft.)  Expiration Date
The Albany Herald Offices and production Oramed 83,000 —
Albany, GA Bacility for The Albany
Herald
Conyers, GA Oiffices for Chaned 20,008 —
Rockdale Citizen
Covington, GA Office for Leased 3,750 2007
Newiom Citizen
Lawrenceville, GA Offices and production Leased 72,000 12/2013
facility for the
Crwidmrell Daily  Post
and Rockdale Cirizen/
Newdon Citizen
Croshen, TM Ofices and production Orwned 21,000 —
facility for the
Goshen News

Item 3. Legal Proceedings.
Settlement of Income Tax Mamer

In Oetober 2001, the Company received a notice of deficiency from the Internal Revenue Service
{the “IRS™) with respect to its 1996 and 1998 federal income tax returns. The notice of deficiency alleged
that the Company recognized a significant amount of taxable gain from the sale of certain assets in 1996
in connection with a business acquisition from First American Media, Inc. The notice of deficiency also
alleged that the Company's 1996 acquisition of certain assets from First American Media, Inc. should be
characterized for tax purposes as an acquisition of stock. On January 18, 2002, the Company filed a
petition to contest the matter in the United States Tax Court.

In January 2004, the Company seftled its litigation with the [R5 reparding all deficiencies related to the
IRS" audit of the Company’s 1996 and 1998 federal income tax retumns. The settlement required no cash
payments from the Company. The Company agreed in the settlement to forego certain claimed
depreciation and amortization deductions relating (o the 1995 through 1999 tax vears, which in tum
resulted in a reduction of the federal income tax net operating loss carryforwards by approximarely 516.3
million. Dunng the three months ended December 31, 2003, the Company recorded a non-cash charge to
decrease itz deferred tax assets by approximately 35,8 million to refllect g setilement.  During 2004 and
as @ result of the settlement, the Company collected & previously claimed federal tax cash refund of
approximately $1.1 million, plus statmtory interest, that related o 15996,

her Legal Proceedings

The Company is not a party to any legal proceedings in which an adverse outcome would have a
material adverse effect, either individually or in the aggregate, upon the Company except as described
below.
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frvestment in Broadeasting Company

The Company bas an equity investmeni in Sarkes Tarzian, Ine. (“Tarsian™) representing shares in
Tarzian which were originally held by the estate of Mary Tarzian (the “Estate™). As described more fully
below, the Company’s ownership of the Tarzian shares is subject to certain litigation.

On February 12, 1999, Tarzian filed suit in the United States District Court for the Southern District of
Indiana against U.S. Trust Company of Flonda Savings Bank as Personal Representative of the Estate,
claiming thal Tarzian had a binding and enforceable contract to purchase the Tarzian shares from the Estate.
On February 3, 2003, the Court entered judgrment on a jury verdict in favor of Tarzian for breach of contract
and awarding Tarzian $4.0 million in damages. The Court denied the Estate’s renewed motion for judgment
as a matter of law, and allenatively, for a new toal on the issue of Lhability, dented Tacdan's motion to
amend the judgment to award Tarzian specific performance of the contract and tile 1o the Tarzian shares;
and granted Tarzian's motion to amend the judgment to include pre-judgment interest on the 54,0 million
damage award. The Estate appealed the judgment and the Court’s rulings on the post-trial motions, and
Tarzian cross-appealed. Cm February 14, 20035, the U5, Court of Appeals for the Seventh Circuit issued a
decision concluding that no contract was ever created between Tarzian amd the Estate, reversing the
judgment of the District Court, and remanding the case to the District Court with instructions to enter
judgment for the Estate. On February 25, 2005, Tarsan fled a petition for a rehearng.  The Company
cannot predict when the final resolution of this litigation will occur,

On March 7, 2003, Tarzian filed suit in the United States District Court for the Northern District of
(Georgia against Bull Run Corporation and the Company for tortious interference with contract and
conversion. The lawsuit alleges that Bull Run Corporation and Gray purchased the Tarzian shares with
actual knowledge thal Tarcian had a binding agreement 1o purchase the stock from the Estate. The
lawsuit secks damages in an amount equal to the liguidation value of the interest in Tarzian that the stock
represents, which Tarrian claims to be as much as $75 million, as well as attornevs” fees, expenses, and
punitive damages. The lawsuil also seeks an order requiring the Company and Bull Run fﬂrpﬂn‘l.hun )
tum over the stock certificates to Tarzian and relinquish all claims to the stock. The stock purchase
agreement with the Estate would permit the Company to make a claim against the Estate m the event that
fithe to the Tarzian Shares is ultimately awarded o Tarzian. There is no assurance thal the Estate would have
sufficient asscts to honor any or all of such potential claims. The Company filed its answer 1o the lawsuit on
May 14, 2003 denying any liability for Tarzian's claims. On February 23, 2005, the Court granted the
parties” consent motion staving discovery pending & ruling from the Seventh Circuit on any petition for
rehearing filed by Tarman in the Indiana litigation referenced above. The Company believes it has
meritorious defenses and inlends to viporously defend the lawsuil. The Company cannot predict when the
final rezolution of this litigation will occur,

liem 4. Submission of Matiers to a vote of Security Holders.

No matters were submitted to a vote of secunty holders of the Company during the fourth guarter of
the fiscal year covered.,

ltem 4A. Executive Officers of the Registrant.

Set forth below is certain information with respect to the executive officers of the Company as of
February 9, 2005;

J. Mack Robinson, age &1, has been our Chairman and Chief Executive Officer since Seplember
20M¥2. Prior to that, he was our President and Chief Executive Officer since 1996, He has served as one of
our directors since 1993, He is the Cheirman of the Executive Committee of our board of directomrs. Mr.
Robinson has served as Chairman of the Board of Bull Bun Corporation since 1994, Chairman of the
Board and President of Delta Life Insurance Company and Delta Fire and Casualty Insurance Company
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sinee 1958, President of Atlantic American Corporation, an msurance holding company, from 1988 until
1505 and Chairmian of the Board of Atlantic American Corporation since 1974, Mr. Robinson also serves
as a director of the following companies: Bankers Fidelity Life Insurance Company, American
Independent Life Insurance Company, Georgia Casuslty & Surety Company, American Southern
Insurance Company and American Safety Insurance Company. He is a director emerifus of Wachovia
Corporation. Mr. Eobinson is the busband of Mrs, Harriett J, Robinzson and the father-in-law of Mr.
Hilton H. Howell, Ir., both members of our board of dircctors.

Hilton H. Howell, Jr., age 42, has been our Viee Chairman since September 2002, Prior to that, he
was our Executive Vice President since September 2000, He has served as one of our directors since
1993, He 15 a member of the Executive Commmuttes of our board of directors. He has served gs President
and Chiel Executive Oflicer of Atlantic American Corporation, an insurance holding company, since
1995 and Executive Vice President from 1992 1o 1995, He has been Executive Vice President and
General Counsel of Delta Life Insurance Company and Delta Fire and Casualty Insurance Company since
1991, and Vice Chairman of Bankers Fidelity Life Insurance Company and Georgia Casualty & Surety
Company since 1992, He haz been a director, Vice President and Secrefary of Bull Bun Corporation,
since 1994, Mr. Howell also serves as a director of the following companies; Atlantic American
Corporation, Bankers Fidelity Life Insurance Company, Dielta Life Insurance Company, Delta Fire and
Casually Insurmnce Company, Georga Casually & Surely Company, American Southern Insurance
Company, American Safety Insurance Company, Association Casusalty Insurance Company  and
Association Risk Management General Agency. He is the son-in-law of Mr. I. Mack Robinson and Mrs,
Hamett J. Eobinson, both members of our board of directors.

Robert 5. Prather, Jr., age 60, has served 83 our President and Chief Operating Officer since
Seplember 2002, Pror to that, he served as our Executive Vice President — Acquisitions since 1996, He
has served as one of our directors since 1993, He is a member of the Executive Committee of our board of
directors, He has served as President and Chief Executive Officer and a director of Bull Run Corporation,
since 1992, He serves as an advisory director of Swiss Army Brands, Inc., and serves on the Board of
Trestees of the Georgia World Congress Center Authority and also serves as a member of the Board of
Directors for Gabelli Asset Management and Victory Ventures, Inc.

James T, Ryvan, age 44, has served as our Senior Vice President and Chief Financial Officer zince
September 2002 Prior to that, he was our Vice President and Chief Financial Officer since October 1998,
He was the Chief Financial Officer of Busse Broadeasting Corporation from 1987 until it was acguired by
the Company in 1998,

Robert A. Betwer, age 65, has served as our Vice President for Law and Development and Secretary
gince 1996, From June 1994 to February 1996 he was of counsel to Venahle, Baetjer, Howard & Civiletti,
a law firm, in its regulatory and legislative practice group. From 1990 to 1994, Mr. Beizer was a partner
it the law frm of Sidley & Auvstin and was head of their communications practice group in Washington,
D.C. He is a past president of the Federal Communications Bar Association and has served &s a member
of the Amencan Bar Association House of Delegates,
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FART I

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

The Company's commeon stock, no par value (the “Commaon Stock™), and its class A common stock,
ne par value (the “Class A Common Stock™), have been listed and traded on The New York Stock
Exchange (the “WNYSE”) since Sepiember 24, 1996 and June 30, 1995, respectively. Prior to Seplember
[ &, 20002, the Common Stock was named class B common stock.

The following table sets forth the high and low sale prices of the Commen Stock and the Class A
Common Stock as well as the cash dividend declared for the periods indicated. The high and low sales
prices of the Common Stock and the Class A Common Stock are as reported by the NYSE.

Common Stock Class A Commuon Stock
Cash Dividends Cach Dividends
eclared Fer Decllared Per
II'Il]_: Law Shnre Illnj L.ow Share
2004
First Quarter £16.22 E1352 80,03 £15.940 §13.42 2003
Second Quarter 16.19 13.62 0.03 14.98 12.10 003
Third Quarter 13,95 11.20 (.03 13.12 10,66 .03
Fourth Quarter 15.74 12.00 0.15 14.41 10,50 (.15
2003
First Quarter $10.28 £8.62 8002 £12.23 1000 2002
Second Quarter 13,38 201 002 15.22 1045 a.02
Third Quarier 14,59 10.55 002 14.79 [1.05 002
Fourth Quarier 15.7a 11.35 .02 15.70 11.63 .02

As of February 1, 2005, the Company had 42,872,904 outstanding shares of Common Stock held by
approximately 608 stockholders and 5,763,220 outstanding shares of Class A Common Stock held by
approximately 2,815 stockholders. The number of siockholders includes stockholders of record amd
individual participants in security position listings as furnished to the Company pursuant to Rule 17Ad-B
unmder the Exchange Act.

The Company has paid a dividend on its Common Stock since its initial offering in 1996 and on its
Class A Common Stock since 1967, The Company declared a special dividend of 12 cents per share in
the fourth quarter of 2004, The Company’s Anticles of Incorporation provide that each share of Common
Stock is entitled to one vote and each share of Class A Common Stock is entitled to 10 votes. The
Articles of Incorporation regquire that the Commen Stock and the Class A Common Stock receive
dividends on a peri passu basis, There can be no assurance of the Company’s ability to continue to pay
any dividends on either class of common stock.

The Company's senior credit facility and its 9%% Notes due 2011 each contain covenants that
restrict the amounl available to the Company to pay dividends on its capital stock. However, the
Company does not believe that such covenanis currently limif s ability to pay dividends at the recent
quarterly rate of $0.03 per share. In addition to the foregoing, the declaration and payment of dividends
on the Common Steck and the Class A Common Stock are subject o the discretion of the Board of
Directors.  Any future payments of dividends will depend on the earnings and financial position of the
Company and such other faclors as the Board of Directors deems relevant. See Note [D. “Long-term
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D™ to the Company”s audited consolidated Gnancial statements included elsewhere herein for further
discussion of restrictions on the Company’s ability to pay dividends.

Tssuer Purchases of Equity Securities

The following tables provide information about Gray's repurchase of its common stock (ticker:
GTN) and its class A common stock (ticker: GTN.A) during the quarter ended December 31, 2004,

Issuer Purchases of Common Stock and Class A Common Stock

Maximum Number
Total Number of of Shares thai
shares Furchased May Yot Be

NYSE Total Namber Average as Part of Purchased Unider
Ticker  of Shares  Price Paid Publicly the Plans or
Period Symbol  Purchased  per Share’" Anncunced Plans Programs "'
October 1, 2004 through
October 31, 2004; GTH 1,205,400 512467 1,205,400
GTH.A (- S D000 - 2483 600
Nowvember 1, 2004 through
KNovember 30, 2004 GTH 3400 (W) 51344 30,000
GTNA [} £ 00,00 - 2453 600
Drecember 1, 2004 through
December 31, 2004; GTH Al IR £15.19 200,000
GTH.A -0- S 0,00 = 2,253 600
Taotal 1,435, 4060 51304 1,435 400 2, 253600

(1) Amount excludes standard brokerage commissions.

(2} On Movember 3, 2004, the Company’s Board of Directors increased, from 2 million to 4 million, the
aggregate number of shares of its Common Stock or Class A Common Stock authorized for repurchase.
Cm March 3, 2004, Gray's Board of Directors had previously authorized the repurchase, from time to
time, of up to an aggregate of 2 million shares of the Company’s Commeon Stock or Class A Common
Stock. As of December 31, 2004, 2,255 600 shares of the Company’s Common Stock and Class A
Common Stock are available for repurchase under the moreased lirmt of 4 million shares. There 15 no
expiration date for thia repurchase plan.

Equity Compensation Man Information
See "ltem 12 - Secunty Ownership of Certain Beneficial Owners and Management and Related

Stockholder Matters - Equity Compensation Plan Information" for disclosure reganding the Company's
equity compensation plans.
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Item 6, Selected Financial Data,

Set forth below is certain selected histoncal consolidated financial data of the Company. This
information should be read in conjunction with the Company's audited consolidated financial statements
and related notes thereto appearing elsewhere herein and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations.”

Year Ended December 31,
2004 2003 20021 2001 2000

{in thousands except per share data)
Statements of Operations Data

Revenues § 346567 % 205371 F198640 %156344 5171213
Operating income 113,207 74,678 55,229 16,765 20,748
Loss on early extinguishment of debt (2) -0- 0= (16,8338) -[}- -
Cumulative effect of accounting change, net
of income tax benefit of $13.215 (3) {1- 0-  (26,646) - -
Net income (loss) 34,285 14024 (23,941) (13,318) (6,212)
Met income (loss) available to common
stockholders 41,013 10,737 (30,371)  (13,934) (9,384)
Met income (loss) available to commmon
stockholders per common share:
Basic 0.53 0.21 (1.37) {0.89) {0.61)
Driluted (.82 0.21 (1.37) {0.89) {0.61)
Cash dividends per common share (4) 0.24 0.08 008 0,08 (.08
Balance Shect Data (at end of period):
Total assets £1,373 469 $£1,325320 51,332,048 5 830,056 %673,450
Long-term debt (including current portion) 655,905 653,902 658,220 551444 374,887
Redeemable serial preferred stock 39,003 19,276 39,190 - ()=
Total stockholders’ equity 378,237 362,775 373,366 142,196 155961

{1) Reflects the acquisitions of Gray MidAmerica Television, completed October 25, 2002 and KOLO-
TV, completed December 18, 2002, as of their respective acquisition dates. For further information
concerning these acquisitions, see Pan 1, ftem 1. Business included elsewhere herein.

(2) The Company recorded a loss on carly extinguishment of debt related to the amendment of its senior
eredit facility and the redemption of its 10 5/8 % Senior Subordinated Notes due 2(06.

(3) Upon adoption of Statement of Financial Accounting Standard No.142 “Goodwill and Other
Intangible Assets™, the Company recorded a non-cash charge of approximately $39.9 million ($26.6
million after income taxes) as a cumulative effect of accounting change.

{4) Cash dividends for 2004 include a Special Cash Dividend of 12 cents per share approved in the
fourth quarter of 2004 and paid in the first quarter of 2005,
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.
Exccutive Overview
Introduction

The following analysis of the financial condition and results of operations of Gray Television, Inc.
(the “Company™) should be read in cenjunction with the Company’s audited consolidated financial
statements and notes thereto included elsewhere herein,

Chaervien

The Company derives its revenues primarily from its television broadcasting operations and to a
lesser extent, from its newspaper publishing and paging operations, The operating revenues of the
Company’s television stations are derived from broadcast advertising revenues and, to a much lesser
extent, from ancillary services such as production of commercials and tower rentals as well as
compensation paid by the networks to the stations for broadeasting network programming. The operating
revenues of the Company”s newspaper publishing operations are derived from advertising, circulation and
classified revenue. Paging revenue is derived primarily from the sale of pagers, cellular telephones and
related services. Certain information concerning the refative contributions of the Company's television
broadeasting, publishing and paging operations is provided in Mote L. “Information on Business
Segments™ to the Company™s audited consolidated fimancial statements included elsewhere herein.

In the Company’s broadcasting operstions, broadcast advertising is sold for placement either
preceding or following a television station’s network programming end within local and syndicated
programming. Broadeast advertising is sold in time increments and is priced primarily on the basis of a
program’s popularity ameng the specific audience an advertiser desires to reach, &z measured by Nielsen.
In addition, broadeast advertising rates are affected by the number of advertisers competing for the
available time, the size and demographic makeup of the market served by the station and the availability
of altermative advertising media in the market area. Broadeast advertising rates are the highest during the
most desirable viewing hours, with comesponding reductions during other hours. The mtings of a local
station affiliated with a major network can be affected by ratings of network programming.

Muost broadcast advertising contracts are short-term, and generally run only for a few weeks.
Approximately 69% of the ne! revenues of the Company's television stations for the year ended
December 31, 2004, were generated from local advertising (including political advertising revenues),
which is sold primarily by a station’s sales staff directly to local aceounts, and the remainder represented
primarily by national advertizing, which is sold by a station’s national advertising sales representative.
The stations generally pay commissions to advertising agencies on local, regional and national advertising
and the stations also pay commissions to the national sales representative on national advertising.

Broadeast advertising revenues are generally highest in the second and fourth quarters each year, due
it part to increases in consumer advertising in the spring and retail advertising in the period leading up to
and including the holiday season. In addition, broadeast advertising revenues are generally higher during
even numbered years due to spending by political candidates, which spending typically is heaviest during
the fourth quarter. The Company has received significant political advertising revenue during the current
year,

The Company’s publishing operations” advertising contracts are generally entered into annually and
provide for a commitment a8 to the volume of advertising to be purchased by an advertiser during the
wear, The publishing operations” advertising revenues are primarily generated from local advertising and
are generally highest in the second and fourth quarters of each year.
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The Company’s paging subscribers either own pagers, thereby poayving solely for the use of the
Company's paging services, or lease pagers, thereby paving a periodic charge for both the pagers and the
paging services. The terms of the lease contracts are month-to-month, three months, six months or twelve
months in duration. Paging revenues are generally equally distributed throughout the year,

The broadcasting operstions” primary operating expenses are employee compensation, related
benefils and programming costs. The publishing operations” primary operating expenses are employes
compenzation, related benefits and newsprint costs, The paging operations’ primiry operaling expenses
are employee compensation and other communications costs, In addition, the broadcasting, publishing
and paging operations incur overhead expenses, such as maintenance, supplies, insurance, rent and
utilifies, A large portion of the cperating expenses of the broadcasting, publishing and paging operations
is fixed, although the Company has experienced significant variability in its newsprint costs in recent
YEETS.

Recent Acquisition Aciivity

On January 31, 2005, the Company completed the acquisition of KKCO-TV for approximately
5135 million plus related transaction costs, KRECO-TY, Channel 11 serves the Grand Junction, Colorado
television market and is an NBC affiliate. The Company used a portion of its cash on hand o fully fund
this acquisition. Due to the acquisition of KKCO-TVY occurring in 2005, the operating results of KKCO-
TV are not reflected in the Company's Consolidated Financial Statements a5 of and for the years ended
December 31, 2004, 2003 and 2002 included clsewhere herein.

On August 17, 2004, the Company completed the acguisition of a Fedeml Communications
Commisgion (FCC) television license for WCAV-TV, Channel 19, in Charlottesville, Virginia from
Charlottesville Broadeasting Corporation. Gray’s cost to acquire that FCC license was approximately $1
million, See Mote B, “Purchase of Federal Communications License™ o the Company's audited
consplidated financial statements included elsewhere herein, There were no acquisitions or dizpositions
during 2003,

The Company acquired Gray MidAmerica Television (formerly Stations Holding Company) and
KOLO-TV (the *2002 Acquisitions") during the fourth quarter of 2002. The scquisitions were accounted
for under the purchase method of accounting. The operating results of the television stations acquired in
the 2002 Acquisitions were included in the 2002 operating results from the date of their sequisitions
forward, See Mote C. “Business Acquisiions” o the Company's audited consolidated finaneial
statements included elsewhere herein,

Browdeasting, Publishing and Other Revenwes
Set forth below are the principal types of revenues camed by the Company’s broadcasting,

publishing and other operations for the pericds indicated and the percentage contnbution of each to the
Company s total revenues (dollars in thousands);
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Year Ended December 31,

2o 2003 o
- Amount Y Amount Yo Amoumt Yo
Broadcasting
Met Revenues:
Local 5160648  46.4% 150,105 508% % 79,631 40.1%
Mational TOA1IT  20.4% 70,798 24.0% 35,268 19.8%
Metwork compensation 9,951 2.9% B,A78 2.8% 6,422 3.2%
Political 41,706 12.0% 5,068 1.9% 16,612 B.4%
Production and other 10,151 2.9% 2,112 2.8% 4,761 2.4%

5203273 B4.6% 5243061 B23%  SI46714 T19%

Publishing and other operations

Revenues:
Fetail 5 24489 T.1% F 22,908 T80 T 21,953 11.1%
Classifieds 13,284 3.8% 12,515 4,25 12,590 6.3%
Circulation 7,400 2.1% 3.060 2.7% 2,083 4.1%
Paging lease, sales and service 7,070 2.1% 7,944 2. 7% B.209 4.1%
Other 51 i0.3% T3 0.3% 1,031 0.5%
2 53204 154% § 52310 177%  E3L%6 261%
Total 2346567 100.0%  §29537]1 1000% 198640 100.0%

Results of Operations of the Company

Year Ended December 31, 2004 1o Year Ended December 311, 2003

Revenuwes. Total revenues for the vear ended December 31, 2004 increased 17% to $346.6 million,

Broadeasting revenues mcreased 21% over the same period of the prior vear to $293.3 million,
The increage in broadeasting revenues reflects increased political adverlising revenves as well as
increased non-political broadcasting advertising revenues,  Political advertising revenues
increased to $41.7 million from 55.7 million. Political advertising revenuea for 2004 primarily
reflect the cyclical influence of the 2004 Presidential election. Excluding political advertising
revenues, local broadcasting advertising revenues increased 7% to $160.7 million from $150.1
million and national broadeasting advertising revenues remamed at $70.8 milhon, We attribute
the increases in nop-political Iocal broadeasting advertising revenues o improved economic
conditions and broad based demand for commercial time by local advertisers in the markets in
which we operate. ' We believe thal commercial time used for political advertising limited, in part,
the amount of commercial time available for sale by the Company to national advertisers during
the year ended December 31, 2004, Although the Company’s network compensation increased in
the current year, these revenues will decrease in future periods due to the Company's new
network affiliation contracts which will generate lower revenues in future periods,

Publishing and other operations include the operating results of the newspaper publishing and
paging operations. These revenues increased 2% to $53.3 million. Retail sdvertising revenue
and classified advertizing revenue were the primary conlributors (o the increase in these revenues.
Retail advertising increased 7% and classified advertising revenue increased 6%. The increase in
retail advertising revenue was due largely to systematic account development, market growth and
rate incrcases. The increase in classified advertising revenue waz due to increases in help wanted

32



advertisements. Circulation revenue decreased 8%, Circulation revenuve decreased largely due to
a rate decrease at one of the Company’s nowspapers, The mtes were decreased in order to
promate long-term sales and to increase subscription retention.  Paging revenue decreased 10% to
7.2 million, The decrease was due pramanly o price competition amd a reduction of units in
service. The Company had approximately 41,000 amd 53,000 pagers in service at December 31,
2004 and 2003, respectively.  The number of units in service decreased as a result of increased
competition from other communication services and products such as cellular relephones. The
number of pagers in service has declined over the past several vears, The decrease in revenue
from the sale and leasing of pagers has been partially offset by reselling of cellular telephone
services. The trend of decreasing paging revenue is expected to continue in the future,

Operating éxpenses. Operating expenses for the year ended December 31, 2004 increased 6% to $233.4

milliom,

™

Broadeast operpting expenses for all stations, before depreciation and amontization, increased 9% to
£158.3 million. Payroll expense, excluding incentive based compensation, increased $4.8 million
due to an increase in the number of emplovees, annual salary increases for existing emplovees
and emplovee benefit costs. The increase in the number of employees is primarily attritatable o
the commencement of broadcast operations at WCAY-TV, the Company”s new station located in
Charlottesville, Virginia which begen operations in August of 2004, Employee incentive based
compensation ncreased $51.4 million as a result of increased revenues produced by the
Company’s broadeast stations., Professional services increased $2.8 million including a $1.7
million increase in sales commissions paid to neational sales representative firms which is
sttributable to the increase m political advertising in 2004,

Publishing and other operating expenses, before depreciation and amortization, increased 3% o
$38.7 million. WNewsprint expenses increased 18% to $5.2 million while payroll expenses
increased 3% to 518.7 million. The mcrease in newsprint expense was due o an merease in the
cosl per ton of newsprint. The increase in payroll expense is due to an increase in salaries for

existing emplovees,

Corporate and administrative expenses, before depreciation and amortization, increased 38% to
$11.7 million due primarily to increased employee payroll expense and other professional service
expenses. Pavroll expense, excluding incentive based compensation, increased approximately
$249.000 due to the addition of an internal anditor, payroll increases and increased employee
benefits for existing personnel. Employee incentive based compensation increased by
approximately 31 mullion as a result of the improved operating results of the Company. The
increase in professional fees iz due prinarily to increased accounting costs of approximately $1.0
million incurred in our efforts to comply with Section 404 of the Sarbanes-Oxley Act of 2002,

Depreciation of property and equipment totaled 523.7 million and 521.7 million for the years
ended December 31, 2004 and 2003, respectively. The increase in depreciation was due to newly

acguired cquipment,

Amortization of intangible assets was 5975000 for the year ended December 31, 2004, as
compared to $5.6 million for the same period of the prior vear, o decrease of $4.6 million, or
£3%. The decresse in amorization expense was due o certain definite lived infangible azsets that
were acquired in 2002, becoming fully amortized,

Amortization of restricted stock awards inereased 13% to 5512000, Amortization of restricted
stock awards tncreased due to the granting of additional restncted stock m the current vear. The
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Company awarded 15,000 and 145,000 shares of restricted stock in 2004 and 2003, respectively,
These shares were awarded to its board of directors and president.

= A gain on disposal of assets of $451,000 was recorded for the year ended December 31, 2004, as
opposed to a loss on disposal of assets of $1.2 million for the year ended December 31, 2003,
These amounts refllect disposals of equipment during the respective periods,

Miscellaneous income, net, Miscellaneous income, net increased to $1.0 million in the current vear,
Included in miscellansous income was interest income of 3818000, The majority of this interest income
was received from interest on the Companys cash and cash equivalents balances.

Intevest expense.  Interest expense decreased $1.4 million to 3420 million. This decrease is
primarily attributable to lower average interest rates in 2004 compared (o 2003, The wotal average debt
balance was 3656.9 million and $657.0 million for the vears ended December 31, 2004 and 2003,
respectively. The total average interest rates were 6.08% and 6.16% for the years ended December 31,
2004 and 2003, respectively.

fncome tax expense. The effective tax rate decreased to 38.7% from 55.3%. Income tax expense for
2003 included an additional $5.8 million in expense resulting from settlement of Lihigation with the [R5
relating to the acquizition of certain television assets in 1999, See Mote H. “Income Taxes" to the
Company’s audited consolidated financial statements included herein for further discussions of this
mutler.

Preferred dividends, Preferred dividends were $3.3 million for each of the vears ended December
31, 2004 and December 31, 2003,

Year Ended December 31, 2003 to Year Ended December 31, 2002

Revenwes. Total revenues for the year ended December 31, 2003 increased 49% w0 § 2954 million as
compared to the prior year due primarily to the television stations acquired in the 2002 Acquisitions.

= Broadcasting revenucs increased $96.3 million, or 66%, to $ 243.1 million. The acquired stations
had revenue of $127.9 million for the yvear ended December 31, 2003 compared to the $25.4
million for the period subsequent to the acquisitions in 2002, an increase of 3102.5 million. With
respect to our television stations that were owned continuously for 2003 and 2002, revenue for the
vear ended December 31, 2003, decreased 56,2 million, or 5%, This decrease was primarly the net
result of increases in local advertizing revenwe of 3% and national advertising revenwe of 4% offset
by decreases in political advertising revenue of 82% and network revenue of 13%. Local
advertising revenues increased due 1o local secount development., National advertising revenue
increased due, in par, 1o slowly improving general economic conditions and commercial
inventory being available for use by national customers rather than being used for political
advertizing. The decrease in cyclical political adveriising revenue is due o 2003 being an “off
yvear” in the political cycle which results in fewer political races. Network compensation declined
reflecting the ongoing phase out of network compensation at certain of our television stations.

¢ Publishing and other operations include the operating results of the newspaper publishing and
paging operations. These revenues increased 1% to $52.3 million. Retail advertising increased
5%. Classified advertising and circulation revenues decreased less than 1% respectively., The
increase i retal advertizing revenue 15 atinbulable to systematic aceount development and rate
increases. Paging revenue decreased 4% to $7.9 million. The decrease was due primanily to

price competition and a reduction of units in service. The Company had approximately
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53,000 and 66,000 pagers i service al December 21, 2003 and 2002, respectively. The number of
units in service decreased as a resuli of increased competition from other communication services
and products such as cellular telephones.

Operafing expenses. Operaling expenses for the vear ended December 31, 2003 increased 54% o
B220.7 million, The increase resulted primarily from increases in broadeasting expenses, amortization,
depreciation, and corporate overhead.

Broadeast operating expenses for all stations, before depreciation and amortization, increased 78%
to 5145.7 million. The 2002 Acquisitions were the primary reason for the increase in broadcast
expenses.  The acguired stations had broadeast expenses of 5704 million for the vear ended
December 31, 2003 compared to 313.2 million for the period subsequent o the acquisitions in
2002, With respect to our television stations that were owned continuously for the vear ended
December 31, 2003 and 2002, broadcast expenses increased 1%, For the continuously owned
stations, payroll expense increased 3%, or 51.3 million. For these continuously owned stations,
syndicated programming costs increased 1%, or $39,000, and other broadcast expense decreased
A%, or 3817000, primarily due to a decrease in fees paid to national sales representation firms.

Publishing and other operations expenses, before depreciation and amortization, were essentially
flat with an merease of 185,000, or less than 1%, to 337.6 million. Publishing payroll expense
incregsed 3382000, or 3% Mewsprint expense increased 5105000, or 2% primarily due to an
increase in the cost of newsprint. Newsprint cost per ton increased 3%, Paging expenses, before
depreciation and amortization, remained essentially unchanged in total for the year ended
December 31, 2003 as compared (o that of the poor year, These increases were offsel by
decreases in various other expenses aggregating $290,000,

Corporate and administrative expenses, before depreciation and amortization, increased 51% to
$8.5 million with increased payroll related costs and professional fees accounting for the majority
of the overall imcrease. The increase in compensation related costs was due o increased

compensation for existing employees and the hiring of additional employees to help manage the
operations of the stations acquired in the 2002 Acquisitions. The increase in other professional
Fees was due primarily to kigher legal, accounting and banking lees.

Depreciation of property and equipment tolaled 321.7 million and 515.6 million for the years
ended December 31, 2003 and 2002, respectively. The $6.1 million increase is primarily due to
the asscts acquired with the 2002 Acquisitions in the fourth quarer of 2002 and the purchase of

digital television equipment in the current and prior year,

Amortization of imangible assets otaled $5.6 million and $2.2 million for the vears ended
December 31, 2003 and 2002, respectively. The $3.5 million increase is primarily the result of
the intangible assets subject to amortization acquired in the 2002 Acquisitions and the subsequent
amoriizaiion thereol

Amortization of restricted stock awand of 454,000 waz due 1o the amortization of restricted stock
awards granted to the Company’s board of directors and president during 2003,

Apprectafion in wlie of derfvaiives, mel. Dunng 2002, the Company had an interest rate swap
agreement that expired on October 9, 2002, During the vear ended December 31, 2002, the Company
recognized appreciation on this inberest rate swap agreement. This apreement expired in 2002 and oo
similar appreciation was recorded in 2003, The Company has entered into new interest rale swap
agreements beginning in the first quarter of 2003; however, these agreements qualify for hedge
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accounting treatment and the Company is not required to recond appreciation {depreciation) on these new
interest rate swap agreements in the Company™s stalement of operations.  Appreciation {depreciation) on
these new interest rate swap agreements has been recorded in the Company’s Consolidated Statement of
Stockholders” Equity and Comprehensive Income as other comprehensive income.

Tnterest expense,  Interest expense increased 7.7 million to 5433 million. This increase is
attnibutable to a higher total average debt balance in 2003 compared to 2002, mitigated somewhat by
lower average interest rates in 2003 compared to 2002, The total avernge debt balance was $657.0
millicn and 54539 million for the vears ended December 31, 2003 and 2002, respectively. The total
average inferest rates were 0.16% and T.01% for the vears ended December 31, 2003 and 2002,
respectively.  These rates do not include the effect of the interest rate swap agreements that generated
interesl expense of $324,000 in the cumrent vear.

Loss on Early Extinguwishment of Debt. As a result of implementing Statemnent of Financial
Accounting Standards No. 145, “Rescission of Financial Accounting Standards Board (“FASB™)
Sfatemenis Mo, 4, 44, and 62, Amendment of FASB Statement MNo. 13, and Technical Comections™
("SFAS 145"), the Company has reclassified 5168 million in expenses associated with the early
extinguishment of debt from an extraordinary charge as previously reported for 2002 to a loss on early
extinguizhment of debt in the cwrent presentation. A similar loss did not occur in the year ended
December 31, 2003,

Income tax expense. The effective tax rate increased from 41.2% to 55.3% primarily as a result of
recording 25,8 million of income (ax expense in 2003 as a resull of seitling Litigation with the IRS relating

o the acquisition of cerain television assets in 199G, See Mote H, Income Taxes inclhuded hercin for
further discussions of this matter.

Cumulative effect of accounting change, net of income fax benefit, Upon adoption of SFAS 142 in
2002, the Company ceased amortization of goodwill and performed the first of the required impairment
lests for poodwill and intongible assels deemed to have an indefinite vseful life. As a result of the
required impairment test, in the quarter ended March 31, 2002, the Company recognized a non-cash
impairment of goodwill and other intangible assets of 5399 million ($26.6 million net of Icome taxes).
Such charge is reflected as a cumulative effect of an accounting change in the accompanying consolidated
statement of operations.

Preferved dividends, Preferred dividends increased 3826,000 to 33.3 million for the vear ended
December 31, 2003, The increase was attributable to the additional preferred stock outstanding that was
isswed in April 2002,

Preferved dividends associated with the vedemption af preferved stock On April 22, 2002, the
Company issued 340 million {4,000 shares) of a redeemable and convertible preferred stock 1o a group of
private investors and designated it as Series O Preferred Steck, As part of the transaction, holders of the
Company's Series A and Series B Preferred Stock exchanged all of the outstanding shares of each

respective series, an ageregate fir value of approximately $3.6 million, for an equal number of shares of
the Serics C Preferred Stock. In connmection with this exchange, the Company recorded a non-cash
constructive dividend of $4.0 million during the year ended December 31, 2002.

Liquidity and Capital Resources

Cencral

The [ollowing tables present cerain data that the Company believes is helplul in evaluating the
Company’s liquidity and capital resources (in thousands):
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Year Ended December 31,

2004 2003
Med cash provided by operating activities 3 102,736 $ 62317
Met cash used in investing activities (37.552) (32,996)
Met cash used in financing activities (26,565) _ {30,289}
Met increase (decrease) in cash and cash equivalents 3 33619 5 (968)

December 31,

2004 2003
Cash and cash equivalents $ 50,566 § 11,947
Long-term debd including current portion 655,905 655,902
Redeemable serial preferred stock 19,003 39,276
Available credit under senior credit agreement 71,250 75,000

The Company and its subsidiaries file a consolidated federal income tax returm and such state or local
tax retums as are required, Although the Company may eamn taxable operating income, as of December 31,
2004 the Company anticipates that through the use of its available loss carryforwards it will not pay
significant amounts of federal or state income taxes in the next several vears.

Munagement believes that current cash balances, cash flows from operations and available funds
under its senior revolving credit facility will be adequate to provide for the Company’s capital
expenditures, debt service, cash dividends and working capital requirements for the forseeable future.

The senior credit facility provides the Company with a 3375.0 million term facility and a reducing
revolving credit facility. As of December 31, 2004, available capacity to borrow under the revolving
[acality was 371.3 million; however, no amounts were outstanding on the revolving facilitv. In addition,
the agreement provides the Company with the ability to access up to 830000 million of incremental senior
secured term loans upon the consent of the lenders,

The senior credit facility is collateralized by substantially all of the assets, excluding real estate, of
the Company and its subsidiaries. In addition, the Company’s subsidiaries are joint and several guarantors
of the obligations and the Company®s ownership interests in its subsidiaries are pledged to collateralize
the obligations, The agrecment containg certain restrictive provisions which include but are not limited
to, reguiring the Company to maintain certain financial ratios and limits upon the Company's ability to
incur additional indebedness, make ceriain acquisitions or investments, sell assets or make other
restricted  payments, including dividends, (all as are defined in the loan agreement). The senior
subordinated notes also contain similar restrictive provisions limiting the Company’s ability to, among
other things, incur additional indebiedness, make certain acquisitions or investments, sell assefs or make
certain restricted payments that inchude but are not limited to purchases or redemptions of the Companys
capital stock.

Management docs not believe that inflation in past years has had a significant impact on the
Company”s resulls of operations nor is inflation expected to have a significant effect upon the Company”s
business in the near future,

Met cash provided by operating activities increased 5404 million. An increase of $30.3 million was
due to growth in operating income, which includes the impact of political advertising in a Presidential
election year, An increase of $9.3 million is due to an increase non — cash deferred taxes resulting from
changes in timing differences between the Company’s reported income and the Company's taxable

imeome,
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Net cash used in investing activities increased 54,6 million. In 2004, cash used for purchases of
property &nd equipment increased by $14.0 million. Purchases of property and equipment were higher in
2004 as compared to 2003 due prmarily to an increase of 56.1 million in payvments for digital
broadeasting equipment, payments of $5.3 million of property and eguipment for the construction of
WCAV-TV and $2.8 million for a new press at one of the Company’s newspapers. ' WCAV-TV is the
Company's newly constructed television station in Charlottesville, Virginia which began operating in
August of 2004, The increase in the purchases of property and equipment was partially offset by a
decrease in payments of $6.6 million on purchase liabilities. Certain liabilities were recorded with the
purchase of Gray MidAmerica Television dunng 2002. The majonty of these liabilities were paid during
2003 with fewer similar payments being made during 2004,

MNet cash used in financing activities decreased $3.7 million doe to lower repayments net of
borrowings of long-term debt, increased dividends paid partially offset by increased proceeds from the
issuance of Common Stock.  The Company’s repavments net of borrowings of long-term debt decreased
by 32.4 million. Certain liabilities were assumed during the acquisition of Gray MidAmerica Television
in 2002. During 2003, an effort was made to accelerate the repayment of all such liabilities with above
markef interest rates, These efforts were completed in 2003 and no similar accelerated paymenis were
made in 2004, Dividends paid to Common Stock sharcholders increased by $2.0 million due to an
increase in the dividend paid from $0.08 per share to $0.12 per share. Proceeds from the issuance of
Common Stock increased 32,9 million due largely (o increased exercises of siock options by employees,

Dwuring the year ended December 31, 2004, the Company purchased 65,000 shares of the Company’s
Class A Common Stock and 1,681,400 shares of the Company’s Common Stock for a total of 522.4
million. During the year ended December 31, 2003, the Company purchased 1,017,647 shares of the
Company’s Class A Common Stock and 11,750 shares of the Company's Common Stock for a total of
3176 million. Also duning the vear ended December 31, 2003, the Company purchased warranis for the
purchaze of 1,106,250 shares of the Company’s Class A Common Stock and 100,000 shares of the
Company’s Common Stock. The total cost of the warrants was 55.3 million. The purchases of the stock
and the warrants during 2004 and 2003 were funded from cash on hand,

Diigital Television Conversion

The FCC required that all commercial stations begin broadcasting a digital signal. The Company paid
approximately $1 1.8 million and 5.6 million for digital transsmission equipment capital expenditures for the
vears ending December 31, 2004 and 2003, respectively, The Company is in compliance with the FCC’s
digital broadcasting requirements at all of its stations.

In the future, the Company may increase the power cutput of its digital broadcast signals of certain
stations. These enhancements will be phased i by July 2006 to meet cerain FOU regulations. As of the
date of fling this Anmual Report, the Company estimates that it will pay $8.3 million for these capital
expenditures o comply with this new FCC requirement during 2005.

Seftlement of Tntermal Revenue Service Auadli

In January 2004, the Company settled its litigation with the IRS regarding the IRS" audit of the
Company’s 1996 and 1998 federal income tax refurns, The settlement required no cash payments from the
Company. The Company agreed in the settlement to forego certain claimed depreciation and amortization
deductions relating to the 1996 through 1999 @ax years, which in tum resulted in a reduction of the
Company’s current federal income tax net operating loss carryforwards by approximately $16.3 million.
Duringe 2004 and as & result of the settlement, the Company collected a previously clamed federal tax
cash refund for 1996 of approximately $1.1 million, plus statutory interest.

38



Retiremment Plan

The Company has a defined benefil pension plan that it considers its primary pension plan and this
plan covers substantially all fulltime emplovees. Retirement benefits are based on years of service and
the employees” highest average compensation for five consecutive years during the last ten years of
emplovment. The Company’s funding policy is consistent with the funding requirements of existing
federal laws and regulations under the Emploves Retirement Income Security Act of 1974,

During the vear ended December 31, 2004, the Company decreased the discount rate on its pension
plans to 5.75%. The Company believes this mte to be reasonable based upon published high quality bond
indices. As a result of this decrease, the Company anticipates that its pension expense will increase from
$2.5 million for the vear ended December 31, 2004 to $3.5 million for the year ended December 31, 2005,
As of the date of filing this Annual Report, the Company does not anticipate any further changes o the
discount rate during the year ended December 31, 2005,

During the vears ended December 31, 2004 and 2003, the Company contributed 51.8 million and
£1.4 million, respectively, to its pension plans and anticipates making a contribution of $3.0 million in the
year ended December 31, 2005,

Sce Mote [ “Retirement Plans™ to the Company’s audited consolidated financial statements included
elsewhere herein for further information comeerming the Company™s retiremsent plans.

(fi-Balance Sheet Arrangements

The Company has various operating lease commitments for equipment, land and office space, The
Company also has commitments for varous syndicated television programs and for digital television
DTV} equipment.

The Company has two types of syndicated television program contracts: first mun programs and off
network reruns. The first run programs are programs such as Gprah and the off network programs are
programs such as Seinfeld, A difference between the two types of syndicated television programming is
that the first un programs have not been produced at the time the contract is signed and the off network
progroms have been produced. The amounts for syndicated television programming in the table below
are for contracts that are not recorded on the Company’s balance sheet as of December 31, 2004,

Future minimum payments under operating leases with initial or remaining noncancelable lease
terms in excess of onc year, obligations for syndicated television programs as described above and
commitments for DTV equipment thal had been ordered bul nol vel been received are as follows {in
thousands):

Syndicated

DTV Operating Television
Year Equipment Lease Programming  Total
2008 § 438 $2,136 $ 2,874 § 5448
2006 -0 1,303 9,415 11,218
2007 =} 1,398 8877 10,275
2008 (- Log 6,173 7192
2009 =} G494 542 1,236
Thereafter -0- 1.736 357 2093
3438 5 8,786 528,238 337462
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The DTV equipment, operating lease and syndicated television programming amounts in the table
above are estimates of commitments that are in addition to lishilities accrued for on the Company’s
balance sheet az of December 31, 2004,

Through a rights-sharing agreement with Host Communications, Inc. (*Host™), a wholly owned
subsidiary of Bull Run, a related party, the Company participates jointly with Host in the marketing,
selling and broapdcasting of certain collegiate sporting events and in related prograomming, production and
other associated activitics related to the University of Kentucky., The agreement commenced April 1,
2000 and terminates April 15, 2005, The Company shares with Host the profit or loss from these
activities, Individual revenues and expenses under this agreement are nol separately recorded in the
Company's statement of operations, rather the net amount received is inchuded in broadeasting revenues,
The Company's operating results for 2004, 2003 and 2002 include net profit (loss) from these activities of
5101475, 510439 and 5(168307). As a result of the nights-shaning agreement, in certain
gircumstances, the Company may be called upon for payment of a share of certain upfront rights fiees.
During 2003, the Company paid $1.5 million under this provision. No similar payments were made in
2004, and none are anticipated under this rights-sharing sgreement in 2005, During 2004, the Company
received 300,000 of the amount that it had paid mn 2003, As of December 31, 2004, the Company is due
£0.2 million of undistributed earnings from the contract as well as the remaining $1.2 million outstanding
portion of the cash advanced to Host during 2003, The balance of $1.4 million iz recorded as a current
related party receivable in the consolidated balance sheet at December 21, 2004, This amount 15 non-
interest-bearing and has no due date; however, the Company expects the amount to be received prier (o
December 31, 2005,

On October 12, 2004, the University of Kentucky jointly awarded a new sporls marketing agreement
to the Company and Host. The new agreement will commence on April 16, 2005 and has an initial term
of seven vears with the option 10 extend the hoense for three additional years. Agrpregate license fees to
be paid o the University of Kentucky over a full ten vear term for the agreement will approximate £30.5
million. The Company and Host will share equally the cost of the license fees. As of the date of filing
this Annual Beport, the Company does ool believe that this contract will require copsolidation by the
Company under the Financial Accounting Standards Board’s Financial Interpretation No. 46. However,
the Company confinues fo research this matter.
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Tabular Disclosure of Contractual Obfigations as of December 31, 2004 (in thousamnds)

Pavment due by period
Laegs ilamn 1 More than
Year 1-3 Years 3-5 Yenrs 5 Years

Contractual Obligations Total  _ (2005) (20Mp-2007)  (2008-2009)  {after 200%)
Long-term debt ohligations' 5656914 2§ 3813 § 7,652 § 7,758 5637681
Capital lease obligations */ 06 34 43 19 0-
Operating lease obligations ™ 8,786 2,136 3,201 1,713 1,736
Purchase obligations currently

accrued 4,236 4,236 - - -
Purchsze obligations nod

currently accrued ™’ 438 438 -0 (- -0-
Programming obligations

currently accrued 10,077 9225 800 43 £-
Programming ohligations not

currently accrued 28,238 2,874 18,292 6,715 357
Acquisition related liabilities ™ 2,723 1,231 651 505 336
Obligation to University of

Kentucky 80,475 4,387 15,500 15,163 45,425
Total 791,983 5258384 46,148  £31916 2685,535

{1} “Long-term deht obligations™ represent the current and all future payment obligations under long-
term bommowings referenced in FASB Statement of Financial Accounting Standands Mo, 47
Disclosure of Long-Term Obligations, as may be modified or supplemented. This obligation
consists primarily of obligations under the Company’s senior credit facility and the Company's
senior suberdinated notes, These amounts are recorded as linbilities as of the current balance
sheet date. Interest on these obligations have been excluded. As of December 31, 2004, the
Company's senior subordinated notes had a coupon of 9%% and were priced at a discount o
yield 9 3/8%. The weighted average interest rate on the balance outstanding under the senior

credit facility at December 31, 2004 was 3_83%.

{2) “Capital lease obligations™ represent payment obligations under non-cancelable lease agreements
classified as capital leases and disclosed pursuant 10 FASB Statement of Financial Accounting
Standards No. 13 dccounting for Leases, as may be modified or supplemented.  These amounts

are recorded as liabilities as of the current balance sheet date.

{3) "Operating lease obligations” represemt payment obligations under non-cancelable lease
agrreements classified as operating leases and disclosed pursuant 1o FASE Statement of Financial
Accounting Standards No. 13 decounting for Leases, as may be modified or supplemented.

These amounts are nol recorded as liakilities as of the current balance sheet date.

{4} “Purchase obligations currently acerued” generally represent payment obligations for DTV
equipment. It is the Company’s policy to accrue for these obligations when the equipment is
received and the vendor has completed the work required by the purchase agreement, These

amounts are recorded as liabilities as of the current balance sheet date,

(5) “Purchase obligations not currently accrued” penerally represent payment obligations for DTV
equipment. [t is the Company's policy 1o accrue for these obligations when the equipment is
received and the vendor has completed the work required by the purchase agreement. These

amounts are not recorded as labiliies as of the current balance sheet date,
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(6) “Programming obligations cumrently accrued” represent chligations for syndicated television
programming whose license period has begun and the product is available. These amounts are
recorded as liabilities as of the current balance sheet date,

(7} “Programming cbligations not currently accrued™ represent obligations for syndicated television
programming whose license period has not vet begun or the product is not yet available, These
amounts are not recorded as liabilities as of the current balance sheet date.

(8) “Acquisition related liabilities™ represent cerfain obligations associated with acquisitions of
television stations that were completed in prior years, These amounts are recorded as lighilities as
of the current balance sheet date,

(9 “Obligation to University of Kentucky™ represents total obligations and excluding any potential
revenues under a sports marketing agreement awarded joinily to the Company and Host
Communications, Inc., a related pady. Under this agreement, the Company and Host
Comeunications, Inc, will share equally in all revenwes and obligations under the agreement.
These amounts are not recorded as liabilities as of the current balance sheet date. See Off-
Bolance Sheet Arrangements immediately precedime this table for addiional  mformation

concerning this obligation.
Certain relationships

J. Mack Robinson, Chairman, Chiel Executive Officer and a director of Gray, is Chairman of the
Hoard of Bull Run Carporation, a former principal stockholder of Gray. Robert 8. Prather, Jr,, President,
Chiel Operating Officer and a director of Gray, 1s President, Chiel Executive Officer and a director of
Bull Bun, Hilton H. Howell, Jr., Viee Chairman and a director of Gray, is Vice President, Secretary and a
director of Bull Run,  Messrs Robinson, Howell and Prather are stockholders of Bull Run. Sec page 40
for discussion of the Company’s apreement with Host Communications, Inc., a wholly owned subsidiany
of Bull Run Corporation,

J. Mack Robingon, Chairman, Chiel Executive Officer and a director of Gray and cerfain of his
affiliates are the holders of approximately $8.2 million liquidation value of Gray’s currently outstanding
Redeemable Series C Preferred Stock.

During 2004, the Company repurchased 36 shares of the Company's Redecmable Scries C Preferred
Stock from Mr. J. Mack Robinson, the Company’s Chairman and CEO, for its hquidation value of
£10,000 per share or $360,000.

Dunmg 2004, the Company purchased 735,000 shares of the Company’s Common Stock from Mr.
Ray M. Deaver, 2 member of the Company™s Board of Directors, for $1.1 million or an average price of
%1520 per share. The price paid to Mr. Deaver was the market value of the shares on the New York
Stock Exchange on the date of sale.

Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted
in the Uniled States of America reguires management (o make judpments and estimations that affect the
amocunts reporied in the financial statements and sccompanying notes.  Actual resulis could differ from
those estimates. The Company considers the following sccounting policies to be critical policies that
require judpments or estimations in their application where variances in those judgments or estimalions
could make a significant difference to future reported results,
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Fafuation of FOC Licenses and Network Affiliation Agreemenis

Broadcast licenses of television stations scquired by the Company prior to January 1, 2002 were
valued using a residual basis methodology (analogous to “goodwill™) where the excess of the purchase
price over the fair value of all identified tangible and intangible aszsels was atiributed (o the broadcast
license,

The Company values the broadeast licenses of any television station acquired after 2001 using an
income approach, Under this approach, a broadcast license is valeed based on analyvzing the estimated
after-tax discounted future cash flows of the station, assuming an initial start-up operation maturing into
an average performing station in a specific television market and giving consideration to other relevant
factors such as the technical qualities of the broadeast license amd the number of compeling broadcast
licenses within that market. The Company adopted this methodology to value broadcast licenses as the
Company believes this methodology has, in recent vears, become the methodology generally used within
the broadeast industry to value broadeast licenses.

Some broadcast companies may use methods to value acquired broadeast licenses and their related
netwaork affiliations different than those that are used by the Company. These different methods may
resull in signdficant variances in the amount of purchazse prce allocated to these assels among broadcast
COmpanies.

The Company believes that the value of a television station is denved primanly from the attributes
of its broadeast license, These aftribuies have a significant impact on the audience for network
programming in a local television market compared to the national viewing patterns of the same network
programming. These attributes and their impact on audiences can include:

# The scarcity of broadeast licenses assigned by the FOC to a particular market determines how
many lelevizion nelworks and other program scurces are viewed in a paricular market,

= The length of fime the broadeast license has allowed a station to operate. Television stations that
have been broadcasting within a market for longer periods of time arc generally viewed more
often than newer television stations.

s  VHF stations (generally channels two to thireen) are typically viewed more often than UHF
stations (generally channels ffieen o sixiyv-nine) because (1) VHF stations have been
broadeasting lomger than UHF stations, (ii) UHF signals are generally weaker than VHF signals
and (i1} because historically, in the early years of UHF operations, UHF stations had
disadvaniaged channel positions on TV receivers and cable svstems compared (o VHF slations,

»  The guality of the brosdcast signal and geogpraphic location of the broadcast station within a
market impacts viewership, The viewership of & television station is influenced by a television
station’s physical location. As an exemple, the value of being licensed to the largest city within a
multi-city market has more value than being licensed (o the smallest city within that marker, A
atation’s broadcast power level, antenna height and antenna location all influence the overall
quality of a television signal and therefore potential viewership of the station. All of these
attributes are ultimately conirolled by the broadeast license izsued by the FOC,

# The audience acceptance of the broadeast licensee’s local news programming and commumnity
involvement. A local television station’s news programming that attracts the largest audience ina
market menerally will provide a larger audience for s own network programming,
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* The quality of the other non-network programming carried by the television station. A Jocal
television station’s syndicated programming that aftracts the largest audiences in a market
generally will provide larger audience lead-ins 1o its network programming.

A local television station can be the mumber one station in a market, regardless of the national
ranking of its affiliated network, depending on these factors or attributes listed above, ABC, CBS, NBC
and FOX each have affilistions with local television stations that have the largest prime time audience in
the local market in which the station operates,

Some broadeasting companies account for network affiliations as a significant component of the
value of a station. These companies believe that stations are popular because they have generally been
affiliating with networks from the inception of network broadcasts, stations with network affiliations have
the most successful local news programming and the network affilistion relationship enhancea the
audience for local syndicated programming. As a resull, these broadeast companies allocate a significant
portion of the purchase price for any station that they may acquire to the network affiliation relationship.

Inn connection with the Company”s purchase of Gray MidAmenca Television in October 2002 and of
KOLO-TY in December 2002 the Company acquired 16 television stations serving 14 markets. The
methodology the Company used to value these stations was based on the Company’s evaluation of the
broadcast licenses acquired and the charscteristics of the markets in which they operated. The Company
belicves that in these specific markets the Company would be able to replace a network affiliation
agreement with little or no economic loss to the television station. The Company bases this belief in pan
on the following:

= Of the 14 markets that these newly acquired stations operate in, 10 of these markets have four or
fewer commercial television stations inchuding the station owned by the Company. In the
remaining four markets, the Company’s stations operate on VHF channels; see the discussion of
VHF channels below. Also, in those four remaining markets the Company’s stations all rank
among the top three most viewed stations in the markel for both local news viewing and for
overall viewing of programming; see the discussion of andience viewing below. (The Company
defines a cotmmercial television station as a commercial broadeast station that BIA has reported
receiving at least a 1% share of viewers, or more, in three of the four most recent cating periods.)

= Of these 16 stations, the average length of time the broadcast license has allowed these stations o
operate is 48 years with the shortest time period being 39 years and the longest time period being
54 years, Generally, networks desire to affiliate with established stations that have performed at a
high level over time. Each of the stations acquired in 2002 have been continucusly affiliated with
at least one of the following major networks, ABC, CBS or NBC, for substantially all of the yvears
the regpective sialion has been broadeasting and have been consistently affiliated with the same
major network on average for 42 years with the shortest time period being 17 years and the
longest time period being 50 vears.

= O these 16 stations, 13 stations broadeast on WHF channels and three stations broadcast on UHF
chanmels. In the three markets in which the Company broadeasts on a UHF chamnel, there are
four or fewer commercial television stations including the station owned by the Company in the
markel {see the discussion of the number of stations im a market above),

® O these |4 markets, iwo are considered by the Company to be multi-city markets and each of the

Company™s station’s are licensed o the largest city within the multi-city market. Generally, a
network would rather affiliate with a station that is licensed to the largest city within a multi-city
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market, because there are likely to be more viewers interested in the local news product of that
station in comparison to stations leensed 1o smaller cities within the same market.

& All 16 stations broadcast using power levels, antenna heighis and anfenna locations that produce
high quality television signals that cover large geographic areas.

«  Within these 14 markets, each of the Company's stations rank among the top three viewed
stations in each market for both local news and also for overall programming. More specifically,
of the 16 stations, the stations’ local news programming ranking and the stations® owverall
audience ranking within the station’s market was number one or two at 13 of the stations and
number three at three of the stations. The stations thal have a number three ranking are all in a
single market and operate as a parent station with two satellite stations (to better service smaller
towns geographically distant from the primary station). (These audience rankings are based upon
the Company's review of market data for the November, July, May and February 2004 rating
periods. )

(Given the Company’s assumptions and the specific attributes of the stations the Company acquired
in 2002 (see discussion above), the Company ascribed oo incremental value to the incumbent network
affiliation relationship in each market beyond the cost of pegotiating a new agreement with another
nerwork and the value of any terms of the affiliation agreement that were mare favorable or unfavorable
than those generally prevailing in the market.

Certain other broadeasting companies have valued network affiliations on the basis that it is the
affiliation and not the other attributes of the station, neluding its broadcest leense, which contribules 1o
the operational performance of that station. As a result, the Company believes that these broadcasting
companies include in their network affiliation valuation amounts related to attributes that the Company
belizves are more appropriately reflected in the value of the broadeast license or goodwill.

If the Company were to assign higher values to all of its network affiliations and less value to its
browdeast licenses and if 1t 1s further assumed that such higher values of the network affiliations are
definite lived intangible assets, this reallocation of value might have a significant impact on the
Company’s operating results. However, it should be noted that there is o diversity of practice and some
broadeast companies have considered such an infangible asset to have a life ranging from 15 to 40 vears
depending on the specific assumptions utilized by those broadcast companies.

The following table reflects the hypothetical impact of the hypothetical reassignment of value from
broadeast licenses to network affiliations for all prior acquisitions of the Company (the first acquisition
being in 1994) and the resulting increase in amortization expense assuming a hypothetical 15-year
amortization perod.
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Fercentage of Total
Value reassigned fo

Network
As Affiliation Agreements
Reported 50%5 25%,

{In thousands, except per share data)
Balance Sheet (As of December 31, 2004):

Broadeast licenses $926,739 $599,861 $753,300
Other intangible asscts, net (including network affiliation

agreements) 2,832 329,710 166,271

Statement of Operations

(For the year ended December 31, 200:4):
Amortization of intangible assets 975 32,387 16,931
Operating Income 113,207 §1,296 97,251
Met income before cumulative effect of accounting change 44 285 12,374 28,329
Net Income 41,013 20,027 30,520
Met Income per share, basic 5§ 033 3 040 § 061
Net Income per share, diluted ¥ 082 $ 040 i 061

See Recent Accounting Pronouncemenis — Valuation of Intangitde Asseis below for clarification of
the Securities and Exchange Commission (the “SEC™) Staff’s position conceming the use of the residual
method.

In future acquisitions, the valuation of the broadcast licenses and network affiliations may differ
from the values of previous acquisitions due to the different characteristics of each station and the market
it which it operates,

Tneome Taxes

The Company has approximately $161 million in federal operating loss carryforwards, which expire
during the vears 2020 through 2024, Additionally, the Company has an aggregate of approximately $193
million of various state operating loss carmvforwards. The utilization of a significant portion of the net
operating losses is limited on an annual basis due to a change in ownership of both the Company and
Gray MidAmerica Television, Management dees not believe that these limitations will significant]y
impact the Company’s ability to utilize the federal net operating losses before they expire. Limitations on
utilization may epply to approximately 3854 million of certam state operating loss carmyforwards.
Accordingly, a valuation allowance has been provided to account for the potential limitations on
utilization of certain state tax benefits.

Recent Accounting Pronouncements
Falwation of Intangible Assels

At the September 2004 meeting of the Emerging Issues Task Force (“EITF™), the Securities and
Exchange Comimission (the “SEC™) observer clanified the SEC Siaff™s position on the use of the residual
method for valuation of acquired assets other than goodwill which is referred to as topic D-108. The SEC
Siall believes that the residual method does not comply with the requirements of SFAS No. 141 when
used to value cerain intangible assets that arise from legal or contractual rights. Accordingly, the SEC
Staff believes that the residual method should no longer be used to value inlangible assets other than
poodwill. Registrants should apply the income approach to such assels acquired in business combinations
compleled afier September 29, 2004, and registrants who have applied the residual method to the
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valuation of intangible assets for the purpose of impairment testing shall perform an impaimrment test using
an income approach on all intangible assets that were previously valued using the residual method no later
than the beginning of their Grst fscal year beginning afier December 15, 2004, Impairment of infangible
assets recognized wpon application of an income approach, including the associated deferred tax cffects,
should be recorded as a cumulative effect of a change in accounting principle.  Early edoption of an
income approach is encouraged.  As mentioned above, television broadcast licenses acquired by the
Company prior to January 1, 2002 were valwed using the residual value methodology, Effective January
1, 2003, the Company will adopt the provisions of this announcement and perform a valuation assessment
of its Federal Communication Commission licenses using the meome approsch.  The Company is
continuing to evaluate the impact of the change in accounting principal. However, based on preliminary
valuation analysis reports from an independent third party, the Company does not expect that the adoption
of this pronouncement will require the Company to record an impairment charge in the first quarter of
2005,

Shere-Fased Pavmient

In December 2004, the FASE 1ssued SFAS No. 123 (revised 2004), Share-Based Payment (SFAS
123(R)), that addresses the accounting for share-based payment transactions in which an enterprise
receives employee services in exchange for (a) equity instruments of the enterpnise or (b) liabilities that
are based on the fair value of the enterprise’s equity instruments or that may be sefiled by the issuance of
such equity instruments. SFAS 12ME) eliminates the ability to account for share-based compensation
transactions using the intrinsic value method under Accounting Principles Board (APB) Opinion No. 25,
Accounting for Stock fssued ro Employees, and generally would require instead that such transactions be
accounted for using a fair-value-based method. The Company is currently evaluating 5FAS 123(R) to
determine which fair-value-based model and transitional provision it will follow upon adoption. The
options for transition methods as prescribed in SFAS 123(R) include either the modified prospective or
the medified refrospective methods, The modified prospective method requires ihal compensation
expense be recorded for all unvested stock options and restricted stock as the requisite service is rendered
beginning with the fimst quarer of adopbion, while the modified retrospective method would record
compensation expense for stock options amd restricted stock beginning with the first period restated.
Under the modified retrospective method, prior periods may be restated either az of the beginning of the
year of adoption or for all periods presented. SFAS 123(R) will be effective for the Company beginning
in its third quarter of fiscal 2005. Although the Company will continue to evaluate the application of
SFAS 123(R}, based on options issued and outstanding at present, the Company expects that the expense
will be between 3250,000 and 3400,000 [or the vear ended December 31, 2005,

American Jobs Creation Act of 2004

Cin Oxctober 22, 2004, the President signed the American Jobs Creation Act of 2004 (the “Act™). The
Act provides a deduction for income from qualified domestic production activities, which will be phased
in from 2005 throwgh 2000, The Company 18 currently evaluating which of its operations may qualify as
“qualified domestic production activities™ under the Act and thus the financial effect that the Act may or
may not have upon the Company.

Cautionary Statements for Purposes of the ¥Safe Harbor™ Provisions of the Private Securities
Litigation Reform Act

This Annual Report on Form 10-K contains “forward-looking statements™ within the meaning of the
Private Securities Litigation Beform Act of 1995, When used in this Annual Report, the words
“believes,” “expects,” “anticipates,” “estimates” and similar words and expressions are generally intended
to identify forward-looking staternents.  Statements that describe the Company’s [uture strategic plans,
poals, or objectives are also forward-looking statements. Readers of this Annual Report are cautioned
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that any forward-looking statements, including those regarding the intent, belief or current expectations of
ihe Company of management, are nol puarantees of future performance, resulis or events and involve
risks and uncertainties, and that actual results and events may differ materially from those in the forward-
looking statements as a result of vanous factors incloding, but not limited to, (1) general economic
conditions in the markets in which the Company operates, (1) compelitive pressures in the markets in
which the Company operates, (iii) the effect of future legislation or regulatory changes on the Company”s
operations, (iv) high debt levels, (v) certain other risks relating to our business, including, among others,
our dependence on adverlising revenues, our nesd Lo acquire non-networking television programming, the
impact of a loss of any of our FCC broadcast licenses, increased competition and capital cosis relating to
digital advanced television, pending litigation, our significant level of intangible assets, any potential
write downs with respect to our intangible assets that may be required as a result of new accounting
standards, and owur ability to identify and integrate acquisitions successfully or on commercially
acceptable terms, (vi) other factors described from time to time in the Company’s filings with the
Securities and Exchange Commission. The forward-looking statements included in this Annual Report
are made only as of the date hereol, The Company undertakes no obligation to update such forward-
Iooking statements 1o reflect subsequent events or circumsiances,

Item TA. Quantitative and Qualitative Disclosures About Market Risk.

Based on the Company’s floating rate debt outstanding at December 31, 2004, a 100 basis poimt
increase in market interest rates would increase the Company’s interest expense and decrease the
Company’s income before income faxes for the vear by approgimately 53,8 million.

The fair market value of long-term fixed interest rate debt 1s also subject to interest rate nsk.
Cenerally, the fair market value of fixed interest rate debd will increase as interest rates fall amd decrease
as interest rates rise. The estimated fair value of the Company's total long-term debt at December 31,
2004 was approvimately 5694.5 million, which was approximately 538.6 million more than 1ts camying
walue, A hypothetical 100 bagis point decrease in the prevailing interest rates al December 31, 2004
would result in an increase in fair value of total long-term debt by approximately $10.3 million. Fair
market values are determined from quoted market prices where available or based on estimates made by
investment bankers.
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Iiem 8, Financial Statements and Supplementary Data.

Management™s Report on Intemal Contral Over Financial Reporting
Audited Consolidated Financial Statements of Gray Television, Inc.
Report of Independent Registered Public Accounting Firm
Consolidated Balance Shects at December 21, 2004 and 2003

Consolideted Statements of Operations for the years ended December 31, 2004, 2003 and
2002

Consolidated Statements of Stockholders” Equity and Comprebensive Income for the
vears ended December 31, 2004, 2003 and 2002

Consolidated Statements of Cash Flows for the vears ended December 31, 2004, 2003 and
2002

Motes to Consolidated Financial Statements
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Management®s Report on Internal Control Over Financial Reporting

Cur management is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Exchange Act Rules 13a-15(f). Under the supervizion and
with the participation of our management, including our CEQ and CFO, we conducted an evaluation of
the effectiveness of our intemal control over financial reporting based on the framework v frternal
Confrod — Tntegrated Framework issued by the Committes of Sponsoring Organizations of the Treadway
Commission. Based on our evaluation under the framework in fnrernal Control — Integrared Framework,
our management concluded that our intermal control over financial reporting was effective as of December
31, 2004, Our management’s assessment of the effectivensss of our miemal control over financial
reporting as of December 31, 2004 has been audited by PricewaterhouseCoopers LLP, an independent
registered public accounting firm, as stated in their report which is inchaded herein,
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Sharcholders of
Gray Television, [nc.:

We have completed an integrated audit of Gray Television, Inc.'s 2004 consolidated financial statements
and of its internal control over financial reporting as of December 31, 2004 and audits of its 2003 and
2002 comsolidated financial statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial staternents listed in the index appearing under Item 15(a)(1)
present fairly, in all matenal respects, the financial position of Gray Televizsion, Inc. and its subsidiaries at
December 31, 2004 and 2003, and the results of their operations and their cash flows for each of the three
vears in the period ended December 11, 2004 in conformity with accounting principles generally accepted
in the United States of America. In addition, in our opinion, the financial statement schedule listed in the
index appearing under ltem 15(a}{2) presents fairly, in all material respects, the information set forth
therein when read in conjunction with the related consolidated financial statements. These financial
statements and financial staternent schedule are the responsibility of the Company’s management. Cur
responsibility is to express an opinion on these financial statements and financial statement schedule
based on our audits. We conducted our audits of these statements 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 of financial statements includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
uscd and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note A, the Company adopted Statement of Financial Accounting Standard No, 142,
Goodwill and Other fnfangilile Assety, effective January 1, 2002 and, accordingly, changed its method of
accounting for goodwill and other intangible assets.

Internal control over financial reponting

Also, in our opinion, management's assessment, inchuded in Management™s Report on Internal Control
Ower Financial Reporting appearing herein, that the Company maintained effective internal control over
finangial reporting as of December 31, 2004 based on critena established in fnfernal Congrof - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0), is fairly stated, in all material respects, based on those eriteria. Furthermore, in our opinion, the
Company maintained, in all material respecis, effective internal control over financial reporting as of
December 31, 2004, based on criteria established in fetermal Contral - Inteprated Framework 1ssued by
the CO50, The Company’s management is responsible for maintaining effective internal control over
financial reporting and lor its assessment of the effectiveness of internal control over financial reporting.
Chur responsibility is to express opinions on management’s assessment and on the effectiveness of the
Company’s internal control over financial reporting based on our audit. We conducted our audit of
internal control over [inancial reporting in accordance with the standards of the Public Company
Aceounting 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
marmntained in all material respects. An audit of intermnal control over financial reporting inchades
obtaining an understanding of internal control over financial reporting, evaluating management’s
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assessment, testing and evaluating the design and operating effectiveness of internal controls, and
performing such other procedures as we consider necessary in the circumstances, We believe thal our
audit provides a reasonable basis for our opinions.

A company’s intemal control over financial reporling is a process designed Lo provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally acospted accounting principles, A company’s internal
contro] over financial reporting includes those policies and procedures that (1) perain to the mainienance
of records that, in reascnable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of fnancial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with autherizations
of manggement and directors of the company; and (iii) provide reagonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could
have a material effect on the financial statements,

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

fsPricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP
Atlanta, Georgia
March 14, 2005
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GRAY TELEVISION, INC,

CONSOLIDATED BALANCE SHEETS

{in thousands)

Asseis
Current assefs.
Cash and cash equivalents
Trade accounts receivable, less allowance for doubeful accounds of
3947 and 51,145, respectively
Inventories
Current portion of program broadcast rights, net
Related party receivable
Other current assets
Toial current assets

Property and equipmment:
Land
Buildings and improvements
Equipment

Accumulated depreciation

Deferred loan costs, net
Broadeast licenses
Croodwill
Other intangible gssets, net
Investment in broadcasting company
Related party receivable
Other
Total assets

53

December 31,
2004 2003

5 50,566 i 11547
56,964 55,215
1,101 1,521
7,679 TA37
1411 -{)-
2,188 1865
119,203 78,035
18,394 17,606
37,225 34,325
201,474 186,225
256,093 238,156
(113.884)  _ (104,197)
142,209 133,959
12,101 13,112
926,739 925,711
153,858 153,858
2,832 3,807
13,599 13,599

- 1,610
222 — L.b63%
51473463 1,325,329



GRAY TELEVISION, INC.

CONSOLIDATED BALANCE SHEETS (Continued)

[in thousands)

Liabilities and stockholders” equity
Current liabilities;

Trade accounts payable

Employee compensation and benefits

Current portion of accrued pension costs

Accrued imterest

Other accroed expenses

Dividends payable

Federal and state income taxes

Current porlion of program broadeast obligations

Acquisition related liahilities

Defered revenue

Unrealized loss on derivatives

Current portion of long-term debt

Total current Liabalitics

Long-term debt, less current portion
Program broadcast obligations, less current portion
Deferred income taxes
Other
Total liabilitics

Commitments and contingencies (Note I)

Fedeemable Serial Preferred Stock, no par value; cumulative; convertible;
designated 5 shares, issued and outstanding 4 shares ($39 640 and
340,000 agerepate lquidation value, respectively)

Stockhalders' equity:

Common Stock, no par value; avthorized 100,000 and 50,000 shares,
respectively; issued 44,787 and 44,032 shares, respectively

Clazs A Common Stock, no par value; authonized 15,000 shares; 1ssued
T.332 shares, respectively
Retained earnings {deficit)
Accumitlated other comprehensive loss, net of tax
Uneamed compensation

Treasury Stock at cost, Comimeon, 1,693 and 12 shares, respectively
Treasury Stock at cost, Class A Common, 1,566 and 1,501 shares,
respectively
Total stockholders” equity
Total labilities and stockholders” equity

SeC ACCOmPAanying notes.
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December 31,
ik 2003
§ 127 § 23E3
12,389 10,229
2,685 1,593
4233 4040
7.710 10,083
5,871 -
1,063 0-
9225 8,976
1,231 1,678
2386 3,022
- 210
3823 124
53,892 42338
632,082 655,778
852 1,014
242988 217,666
6415 6,452
956,229 923,278
39,003 39.276
402,162 392,436
11,037 11,037
11,669 (17,500)
{1,414) (126)
_ (LO36) __ (L357)
422 308 384,490
(21,934) [2060)
(22227 __(21.515)
38237 _ LTI
$1.373.469 $1.325329



GRAY TELEVISION, INC,
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands excepd for per share data)

Year Ended December 31,
2004 2003 2002
Chperating revenues:
Broadcasting (less agency commissions) § 293,273 § 243,061 $ 146,714
Publishing and other 53,294 52,310 51,924
6,567 205371 198,640
Expenses:
Oiperating expenses before deprecintion, amortization
and (gain) loss on disposal of agsers, et
Broadeasting 158,305 145,721 E1.9%6
Publishing and other 18,701 17 566 37381
Corporate and admimistrative 11,662 B 460 5,607
Depreciation 13,656 21,715 15,564
Amortization of mtangible assets 975 5622 21464
Amortization of restricted slock award 512 454 «l)
{Ciain} boss on disposals of assets, net [451) —Ll55 699
233,360 _ 220,693 _ 143411
Crperating income 113,207 4678 55229
Appreciation in value of dervatives, net L - 1,581
Miscellaneous income, net L1 20 303
Interest expense {41,974) (43.337) (35,674)
Loss on enrly extinguishment of debd - - (16 838)
Income before income taxes and cumulative effect of
accounting change 72,249 31,361 4 6]
Tncomne tax expese £7 964 17,337 LR%
Met income before cumulative effect of accounting change 44 285 14,024 2,05
Cumulative effect of accounting change, net of imcome fax
benefit of $13,215 — - _{26.646)
Met income (loss) g 285 14,024 (23.941)
Preferred dividends (includes acoretion of issuance cost of 587,
£87 and £58 For 2004, 2003 and 2002, respectively) 3,272 3,287 2461
Preferred dividends associated with the redemption of preferred
atisck g1 PR |- 1960
Met income (loss) available to common stockhobders £ 41013 E 10,737 E (30371
Basic per share information:
Met income (loss) before cumulative effiect of aceounting
change available to common stockholders £ 083 £ 02 5 (017
Cumulative effect of accounting change, net of incone taxes {10, () i, (WY {120
Met income {loss) pvatlable to common stockholders £ 021 g (13D
Weighted averape shares outstanding 40 647% 00111 224
Diluged per share information:
Med income {lozs) before cumulative effect of accounting
change available o common steckholders £ D3j2 £ 02 5 (01T
Cumulative effect of accounting change, net of income taxes {0,080y A0 {120
et incomes (loss) available to common stockholders £ 0§ £ 02 & (L3N
Weiphted average shares outstanding M 70 S0L5335 22,127

S gooompanying noies
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GRAY TELEVISION, INC,
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thowsands)

Orperating sctivities
Met income {loss)
Adjustments to recomeile net ineome (losg) to wet cash
providedl by opearating sctivities:
Depreciation
Arnorizzsibon of intangible asseis
Amorttion of deferred loan costs
Amortization of restricted stock award
Amorizestion of progrmm breadeast cghis
Payments on program brondeast ohlipations
Write off loan acquisition costs from carly extinguishment of debi
Common 5tnck contnbuted 1o 401{K) Plan
Creferred income tanes
Dupmnl:ial'inn i wadue of derivatives, met
Intangible sljustment, net
{Gain) loss on disposal of seEs, nel
Other
Chanpes in operating assets and liohilities, pet of business pcquisitions:
Trade scomanis receivable
Recovemble income tnxes
Inwenbories
Uther current assets
Trnde acooumes payable
Employvee compersation, benelfits sd ponsion coss
Accrued expenses
Accrued interest
Income laxis payable
Deferred reverue, incloding non=current poction
Met cash provided by opernting nctivities

Investing actlvities
Restricted cash for redemption of long-tenm debt
Aqusition of whevision businesses snd licenses, net of cash acquared
Purchnses of property and equipment
Procesds from asset anles
Fa.:rmmla oan punﬂwu lnbdlilies
Citheer
Met cash wsed in investing activities

Finameing sctivities
Procesds from borrowings oa bong-term debit
Repayments of bormvaings on bong-term debl
Dizferred loan costs
Drividends paid, net of aceretsd prefermed dividend
Ircome tax benahit relating fo stock plans
Froceesds from issusnce of Commaon Stock
Proceeds from izaemee of Seral Redecmable Prefered Stock
Merchase of Commoen S:0ck
Redemption af Preferred Stock
Purchase of Common Stock from related party
Furchuse of Preferred Saock from related party
Furchase of worranis from relnted party

Met cash provided by (used in) finansing activities

Lincruise [docnme]) n cash and cash equivalents

Cash ond cash equivalents at beginning of year

Cach aml cash equivalents ot end of year

SEe accompanying noles
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Year Ended December 31,

2004 20013 2002
¥ 44285 §o14034 § 025540
23,656 21,715 15504
475 5622 2 14
1,831 1,754 1,526
52 454 -{i-
11,137 11,135 6,324
(11.055) {10967 (5,420
-k -} 503
2,559 2,495 753
Iism2 16,205 1,2
i i {1,581}
- {1 26,546
{451) 1,155 0
] 1% 55
{1,749} (628) (1,732)
18 216 a
420 {343 (415
(167 {154) i+
B3 {3,660 &0
307 56l 340
T {371) (282}
193 2,920 (6,753
1,733 =i -ii-
(174) [ 144
102734 £2.317 A RE
- - 168,557
{1,023} (£19) (554 205)
[M6,255) (Z2.306) (14,970)
| Aoz 435 FAF]
(1,518) {B.384) (55%)
192 {1,921 (37
_LFT5F2) (L 904) —{A00.936)
LET 16,4000 481,272
{1079} (18491 (379.031)
(819 {1,152} {95700
{9.158) {7.207] [£350)
£ 414 {1
5,540 2,658 267,265
EIs - 30532
(21,306} il il
A - ()
{1,140 (17.581) -fi-
(360} Ak N
A {4.933) -l
26,565} (2R} 86020
8610 {UEH) 12357
11,5947 12915 558
550560 311947 R



A.  Description of Business and Summary of Significant Accounting Policies
Deseription of Business

As of December 31, 2004, the Company operated in three reporiable sepments: broadcasting,
publishing and paging. The broadcasting segment consists of 30 television stations serving 26 markets in
1% states, The publishing segment consists of five daily newspapers. Four of the five newspapers are
located in Georgia and the fifth newspaper is located in Indiana. The paging segment consists of a
wireless messaging and paging business operating in Georgia, Florida and Alabama, The Company’s
executive offices are located in Atlanta, Georgia.

Principles of Consolidaiion

The consolidated financial statements include the accounts of the Company and its subsidiaries. All
significant intercompany accounts and transactions have been eliminated.

Fevente Recognition

Brosdeasting advertising revenue is generated primarily from the zale of television advertizing time.
Broadeast network compensation is generated by payments from the broadeast networks to the Company.
Publishing revenue is generated primarily from circulation and advertising revenve. Paging revenue
resuls primarily from the sale of pagers, cellular telephones and related services, Advertising revemue is
hilled to the customer and recognized when the advertisement is aired or published. Broadcast network
compensation is recognized on a straight line basis over the life of the contract. The Company bills its
customers in advance for newspaper subscriplions and paging services and the related revenues are
recognized over the period the service is provided on the straight-line basis. Revenue from the sale of
cellular telephones and pagers is recognized at the time of sale.

Farter Transactions

The Company accounts for trade barer fransactions invelving the exchange of tangible goods or
services with its customers. The revenue is recorded at the time the advertisement is broadeast and the
expense is reconded at the time the goods or services are used. The revenue and expense associated with
these transactions are hased on the fair value of the assets or services received. Trade barter revenue and
expense recognized by the Company for each of the years ended December 31, 2004, 2003 and 2002 is as
follows (amounts in thousands):

—Year Ended December 31,

2004 2003 2002

Trade barier revenue £ 3017 S 2988 8§ 2222
Trade barter expense {2.345) _(2.213) _(2.104}

& 72 & 73 & __ 3%

In accordance with the Financial Accounting Stendards Board’s (the “FASBE™) Statement No,
63, Financial Reporting by Broadcasters, the Company does not account for harter revenue and related
barter expense generated from network programming. The Company does not account for barter revenue
and related barler expensze gpenerated from syndicated programming. Manogement of the Company
believes that barter revenue and related expense generated from syndicated programming is immaterial,
Furthermore, any such barter revenue recognized would then require the recognition of an equal amount
of barter expense, The recognition of these amounis would have no effect upon net income,
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A, Description of Business and Summary of Significant Accounting Policies (Continued)
Use of Estimates

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

Cash and Cash Equivalents

Cash equivalents consist of highly liquid investments that are readily convertible o known amounts
of cash and have a matunity of three months or less when purchased.

Allowance for Dowbifil Accownts Receivable

The Company records a provision for doubtful accounts based on a percentage of local revenue
receivables that are over sixty days old and a percentagre of national revenue receivables that are over
ninety days old. The Company recorded expenses for this allowance of $613,000, $536,000 and
S£72,000 for the vears ended December 31, 2004, 2003 and 2002, respoctively,

Inventories

Inventories, principally newsprint and supplics, are stated at the lower of cost or market. The
Company uses the first-in, first=out method of determining costs for substantially all of it imventornes.

Program Broadoast Rights

Rights to programs available for broadeast under program license agreements are initially recorded
at the beginning of the license period for the amounts of total hicense fees payable under the license
agreements and are charged to operating expense over the period that the episodes are broadeast. The
portion of the unamortized balance expected to be charged to operating expense in the succeeding year is
classified as a current asset, with the remainder classified as a non-current asset. The liability for the
license fees payable under the program license agreements is classified as current or long-term, in
accordance with the payment terms of the various license agreements.

Property and Equipment

Property and equipment are carried at cost. Depreciation 15 compuled principally by the straight-line
method. Buildings, towers, improvements and equipment are generally depreciated over estimated useful
lives of approximately 35 years, 20 years, 10 years and 5 vears, respectively, Maintenance, repairs and
mingr replacements are charged (o operations as incurred; major replacements and betterments are
capitalized. The cost of any assets sold or retired and related accumulated depreciation are removed from
the accounts atl the time of disposition, and any resulting profit or loss is reflected in income or cxpense
for the period.

Digferred Loan Cosis

Loan acquisition costs are amortized over the life of the applicable indebtedness using a straight-line
method which approximates the effective inferest method.
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A, Deseription of Business and Summary of Significant Accounting Policies (Continued)

fmecome Taxes

The Company accounts for income taxes under Statement of Financial Accounting Standards No.
109, *“Accounting for Income Taxes™ (“SFAS 109”). Under SFAS 109, deferred tax assets and liabilities
are recopnized for future tax consequences attributable to differences between the financial statement
carrving amounts of existing gasets and liahilities and their respective tax bases, Deferred tax assets and
liahilities are measured using enacted tax mates expected to apply to taxable income in the years in which
those temporary differences are expecied o reverse. The effect on deferred tax assets and liabilities of &
change in tax rates is recognized in income in the period that includes the enactment date,

Stock-Based Compensation

FASH Statement No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure,
an amendment of FASH Statement No. 123 (*5FAS 148"), amends the disclosure requirements of FASE
Statermnent Mo, 123, Accounting for Stock-Based Compensation (“SFAS [23™), (o require more prominent
dis¢losure in both anmual and interim financial staternents regarding the method of accounting for stock-
based employee compensation and the effect of the method used on reported results.

The Company currently applies APE Opinion No. 23, Accounring for Stock [ssued to Emplovees
(APB 23) and rclated interpretations in accounting for its stock option plans. Under APB 25,
compensation expense is based on the difference, if any, on the date of grant, between the fair value of the
Company's stock and the exercise price. Had compensation expense related to the Company’s
outstanding options been determined based on the fair value at the grant dates consistent with SFAS 123,
net meome (loss) available to common stockholders and earnings per share would be as reflected below
(in thousands, excepd per cominon share data):

Year Ended December 31,
2004 2003 2002

MNet income (loss) available to common stockholders, as reported £ 41,013 5 10,737 S(30.371)
Add: Stock-based emploves compensation expense included in

reported net income, net of related tax effects - - 4-
Dieduct: Total stock-based emploves compensation expense

determined under fair value based method for all awards, net of

related tax effects (908) _ (1.477) (RT7)
Net meome (loss) available to common stockholders, pro [omma 5 40105 5 9260 5(31.248)

Met income (loss) available to common stockholders per share:

Bagic, as reported £ 083 % 021 § (130
Basic, pro forma § 081% 018 § (141)
Diluted, as reported £ 082% 021 § (1.37)
Diluted, pro forma g 080 F 008 5 (141)

61



A.  Description of Business and Summary of Significant Accounting Policies (Continued)
Stock-Based Compensation (Confineed)

The fair value for the options was estimated at the date of grant using a Black-Scholes option pricing
model with the following weighted-average assumplions for 2004, 2003 and 2002 respectively: risk-free
interest rates of 3.53%, 3.14% and 2,07%; dividend yields of 0.90%, 0,71% and 0.81%; volatility factors
of the expected market price of the Company’s Common Stock of 0,30, 0030 and 0.37; and a weighted-
average expected Life of the options of 3.4, 4.1 and 4.5 vears.

Accounting for Derivatives

The Company may use swap agreemenis (o convert a portion of its variable rate debd (o a fxed rate
bagiz, thus hedging against interest rate fluctuations. These hedging activities may be transacted with one
or more highly-rated institutions, reducing the exposure to credit sk in the event of nonperformance by
the counter-party.

As of December 31, 2004, the Company 15 not engaged in any interest rate swap agreements. During
2003, the Company enlered mto four interest role swap agreements which expired in Movember 2004,
These agreements converted a combined notional amount of 350.0 million of floating rate debt under the
senior credit facility to fixed rate debt. These swap agreements fixed the LIBOR component of the total
interest rate charged on this portion of the Company’s debt at a weighted avernge fixed mte of 1 87%.

The Company recognizes interest differentials from the interest rate swap agreements as adjustments
to interest expense in the period they occur. The differential paid or received as interest rates change is
acerued and recognized as an adjustment 1o interest expense, The amount pavable to, or receivable from,
counter-parties is included in liahilities or assets. The fair value of the swap agreements is recognized in
the financial statements as a current lability,

Concentration of Credit Risk

The Company provides print advertising and advertising air-time to national and local advertisers
within the peographic areas in which the Company operates. Credit 15 extended based on an evalustion of
the customer’s financial condition, and generally advance payment is nol required. Credit losses are
provided for in the financial statements and consistently have been within management’s expectations.

For the yvear ended December 31, 2004, approximately 25% and 1084 of the Company’s broadcast
revenue was obtained from advertising sales to awtomotive and restaurant customers, respectively.
Although, the Company s revenues could be affected by chamges within these industnies, this rsk is in
part mitigated by the diversity of companies from which these revenues are obtained. Furthermore, the
Company’s large geographic operating area partially mitigates the effect upon the Company from
regional economic changes.

The Company’s cash and cash equivalents are held by a single major financial institution; however,
risk of loss is mitigated by the size and the financial healih of the institution,

Fair Value of Finawncial Instruments

The estimated fair value of the Company’s long-term debt at December 31, 2004 and 2003 was
6% 5 million and $692.8 million, respectively. Estimated fir markel value of the 9% % semor
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A, Deseription of Business and Summary of Significant Accounting Policies (Continued)
Fuair Falwe of Financial Insirumenis (Continued)

subordinated notes is based upon recent trading activity. The estimated fair market value of the senior
credit facility approximates recorded value as a resull of the facility’s market interest rate. Currently, the
Company does not anticipate settlement of long-term debt at other than book value. The fair value of
other financial instruments classified as current assets or liabilities approximates their carrying value.

Earnings Per Share

Basic earnings per share are computed by dividing net income by the weighted-average number of
common shares outstanding during the penod.  The weighted-average number of common shares
outstanding does not include unvested restricted shares. These shares, although classified as issued and
outstanding, are considered contingently returnable until the restrictions lapse and will not be included in
the basic eamings per shere calculation until the shares are vested. Diluted earnings per share is
computed by piving effect (o all dilutive potential common shares, incloding restricted stock and stock
aptions. A reconciliation of the numerator and denominator used in the caleulation of historical basic and
diluted earnings per share follows (in thousands):

Year Ended December 31,
2004 2003 2 2002

Met income before cumulative effect of accounting change £ 44285 5 14024 5 2705
Preferred dividends 3272 3287 2461
Preferred dividends azsociated with redemption of prefermed stock =)= ={}= 3,969
Net income (loss) before cumulative effect of accounting change

availlable to common stockholders £41.013 510737 § (3.723)
Weighted average shares outstanding — basic 49 643 50,111 22127
Stock options, restricted stock and warrants 527 424 -0-
Weighted average shares cutstanding - diluted S0170 50535 22,127

For the years ended December 31, 2004 and 2003, the Company generated net income; therefore,
common stock equivalents related to employvee stock-based compensation plans, warrants and convertible
preferred stock were included in the computation of diluted eamnings per share to the extent that their
exercise costs and conversion prices excesded market value. For the year ended December 31, 2002, the
Company incurred a net loss before cumulative effect of accounting change available to comimon
stockholders. As & result, all common stock equivalents related to employee stock-based compensation
plans, warrants and converible prefemred stock that could potentially dilute basic earnings per share in the
future were not included in the computation of diluted camings per share as they would have an
antidilutive effect for the period. The number of antidilutive common stock equivalents excluded from
diluted eamings per share for the respective periods are as follows (in thousands):

_Year Ended December 31,
24 2003 202
Antidilutive common stock equivalents excluded from diluted eamnings
per share 4,477 5,120 6,003
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A.  Description of Business and Summary of Significant Accounting Policies (Continued)
Investment in Broadcasting Company

The Company has an imvestment in Sarkes Tarzian, Inc, (“Tarzian™) whose principal business is the
ownership and operation of two television stations. The investment represents 33.5% of the total
outstanding common stock of Tarzan (both in terms of the number of shares of common stock
outstanding and m terms of voling nights), but such nvestment represents 73% of the equity of Tarsan
for purposes of dividends if paid as well as distribations in the event of any liquidation, dissolution or
other sale of Tarzian. This investment is accounted for under the cost method of accounting and reflected
as a non-current asset. The Company has no commitment to fund operations of Tardan and has neither
representation on Tarzian's board of directors nor any other influence over Tarzian's management. The
Company believes the cost method is appropriate to account for this investment given the existence of a
single voting majority sharcholder, the lack of management influence and litigation concerning the
Tarzian shares. See Mote J. “Commitments and Contingencies” for further discussion of the Tarsan
investment.

Falwation and Impairment Testing of Intangible Aszets

Approximately 51,1 billion, or 79%, of the Company’s total assets as of Docember 31, 2004 consist
of unamortized intangible assets, principally broadcast licenses and goodwill.

Effective January 1, 2002, the Company adopied Statement of Financial Accounting Standards No.
142, "Goodwill and (Mher Intangible Assets™ (“SFAS 1427). SFAS 142 requires companies o
discontinue amortizing poodwill and certain intangible azsets with indefinite vseful lives, Insiead, SFAS
142 requires that goodwill and intangible assets deemed to have indefinite useful lives be reviewed for
impairment upon adoption of SFAS 142 and annually thereafter. The Company performs its annual
impairment review during the fourth quarter of each year or whenever events or changes in circumstances
indicate that such assets might be impaired. Upon adoption of SFAS 142, the Company recorded a one-
time, non-cash charge of approximately 399 million (526.6 million afler income taxes) to reduce the
carrying valuee of its goodwill and broadcast licenses. Such charge is reflected as a cumulative effect of
an accounting change in the accompanving consolidated statements of operations for the year ended
December 31, 2002.

The Company has relatively few intangible assets aside from its broadcast licenses and goodwill,
each of which is an indelinite lived asset.  Accordingly, upon adoption of SFAS 142 on January 1, 2002,
the Company ceased amortizing these assets, Other separately identified definite lived intangible assets
include certain consulting and or non-compete agreements, advertising contracts, employment
agreements, trademarks and network affiliation agreements.

Broadeast licenses of television stations acquired by the Company prior to January 1, 2002 were
vilued using a residual value methodelogy where the excess of the purchase price over the fair value of
all identified tangible and intangible assets was attributed to the broadcast license.

The Company values the broadcast licenses of any televizion stations acquired after 2001 using an
income approach. Under this approach, a broadeast license is valued based on analyzing the estimated
alter-tax discounted fubure cosh fows of the stalion, assuming an inilial star-up operation maturng inio
an average performing station in a specific television market and giving consideration to other relevant
factors such as the technical qualities of the broadcast license and the number of competing broadeast
licenses within that markef, The Company adopted this methodology 1o value broadeast licenses as the
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A, Description of Business and Summary of Significant Accounting Policies (Continued)
Faluwation and fmpairment Testing of (ntangible Assets (Continued)

Company believes this methodology has, in recent years, become the methodology penerally used within
the broadcast industry to value broadcast licenses,

For purposes of testing poodwill impairment, each of the Company's individual television slations
and each of its individual newspapers is a separate reporting unit and its paging segment is one reporting
umit.

The Company reviews the paging business, each newspaper amd each television station acquired
after January 1, 2002 for possible goodwill impainment by comparing the estimated market value of each
respective reporting unit to the carrying value of that reporting unit’s net assets. If the estimated market
values exceed the net assets, no poodwill impairment 15 deemed to exist, I the fair value of the reporting
unit does o exceed the carrving value of that reporting wnit’s net assets, poodwill impairment is deemed
to exist. The Company then performs, on a notional basis, a purchase price allocation applying the
putdance of Statements of Financial Accounting Standards Mo, 141, “Business Combinations™ [(“SFAS
141™) by allocating the reporting wnit’s fair valee to the fair value of all tangible and identifiable
intangihle asscts with residual fair value representing the implied fair value of goodwill of that reporting
unit. The carrying value of goodwill for the reporting unit is written down to this implied value.

The Company tests the broadcast license of any television station acquired after 2001 for impairment
using an income approach, which is consistent with the manner in which such licenses are velued when
they were pequired. As discussed above, prior to January 1, 2002 the Company valued the broadeast
licenses of its acquired televizion stations as the residual asset, analogous to “goodwill”. For those
television stations and paging scgment, the Company tests the broadcast licenses for possible impairment
by performing, on a nolional basis, a purchase price allocation applying the guidance of SFAS 141 by
allocating the reporting unit’s fair value to the fair value of all tangible and identifiable intangible assets
{other than the license) with residusl fair value representing the implied fair value of the license. If the
carrying value of the broadcast license exceeds the implied value, an impaicment charge 18 recognized,
See Recemt Accounting Pronouncements — Faluation of Tntangible Aspets of this note for clarification of
the Securities and Exchange Commission (the “SEC") Staff’s position concerning the use of the residual
method.

Recent Accounting Pronouncements

Valwation of fntangible Assets - At the Scptember 2004 meeting of the Emerging Issucs Task Force
(“EITT™), SEC Observer clarified the SEC Stafls position on the use of the residual method for valuation
of acquired assets odher than goodwill which iz referred 1o as topic D=108, The SEC Staff believes that
the residuzl method does not comply with the requirements of SFAS No. 141 when wsed to velue certain
intangible assels that arise from legal or contractual dghts. Accordingly, the SEC Staff believes that the
residual method should no longer be used to value intangible assets other than goodwill, Registranis
should apply the ncome approach to such assets acquired in business combinations completed after
September 29, 2004, and registrants who have applied the residual methed to the valuation of infangible
assets for the purpose of impairment testing shall perform an impairment test using an income approach
on all imtangible assets that were previously valued vsing the residual method no later than the beginning
of their first fiscal year beginning after December 15, 2004, TImpairment of inftangible assets recognized
upon application of an income approach, including the associated deferred tax effects, should be recorded
as o curmulative effect of a change n accounting principle.  Early adoption of an income approach 1s
encouraged, As mentioned above, television broadeast licenses acquired by the Company prior to
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A.  Description of Business and Sommary of Significant Accounting Policies {Continued)
Recent Accounting Pronouncements{Continwed)

Janmuary 1, 2002 were valued using the residual value methodology. Effective January 1, 2005, the
Company will adopt the provisions of this announcement and perform a valeation assessment of its
Federal Communications Commission (the “FCOC™) licenses using the income approach. The Company is
continuing to cvaluate the impact of the change in accounting principal. However, based on preliminary
valuation analysis reports from an independent third party, the Company does not expect that the adoption
of this pronouncement will require the Company to record an impairment charge in the first quarter of
2005.

Share-Based Paymeni - In December 2004, the FASB izsued SFAS Mo, 123 (revizsed 2004), Shore-
Based Pavment (SFAS 123(R)), that addresses the accounting for share-based payment transactions in
which an enterprise receives employee services in exchange for (a) equity instruments of the enterprise or
(b} liabilities that are based on the fair value of the enterprise’s equily instruments or that may be settled
by the issuance of such equity instruments, SFAS 123{R) eliminates the ability to account for share-
based compensation transactions using the intrinsic value method under Accounting Principles Board
(APB) Opinton No. 25, Accownting for Stock Issued fo Employees, and generally would require instead
that such transactions be accounted for using a fair-value-based method, The Company is currently
evaluating SFAS 123(R) to determine which fair-value-based model and transitional provision it will
follow upon adoplion. The oplions for transition methods as prescribed in SFAS 123(R) inclode esther the
modified prospective or the modified retrospective methods, The modified prospective method reguires
that compensation expense be recorded for all unvested stock options and restricted stock as the requisite
service is rendered beginning with the Grst quarter of adoption, while the modified retrospective method
would record compensation expense for stock options and restricted stock beginning with the first period
restated. Under the modified retrospective method, prior periods may be restated either as of the
bepinning of the vear of adoption or for all periods presenied. SFAS 123(E) will be effective for the
Company heginning in its third quarter of fiscal 2005. Although the Company will continue to evaluate
the application of SFAS 123(R), based on options issued and outstanding at present, the Company expects
that the expense will be between S230,000 and 5400000 for the yvear ended December 31, 2005,

American Jobs Creation Act off 2004 - On Oglober 22, 2004, the President sipned the American Jobs
Creation Act of 2004 (the "Act™), The Act provides a deduction for income from qualified domestic
production activities, which will be phased in from 2005 through 2010. The Company is currently
evaluating which of 115 operations may qualify as “qualified domestic production sctivities” under the Act
and thus the financial effect that the Act may or may not have upon the Company,

Reclussifications

Certain prior vear amounis in the accompanying condensed consolidated Anancial stetements have
been reclassified to conform with the 2004 presentation.

B. Purchase of Federal Communieations License

On August 17, 2004, the Company complefed the acquisition of a FOC lelevision license for
WOAN-TV, Channel 19, in Charlottesville, Yirginia from Charlottesville Broadeasting Corporation,
Gray's cost to acquire that FCC license was approximately $1 million. CBS, Inc. has agreed to a ten-year
affiliation agreement to allow Gray 1o operate WCAV-TV as a CBS-afiliated station,
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B. Purchase of Federal Communications License (Continwed)

Gray also has an FCC license to operate a low power television station, WWYAW-TV, in the
Charlottesville, Virginia television market. The American Broadeasting Company has agreed fo an
affiliation agreement expinng December 31, 2013 to allow Gray to operste WYAW-TV as an ABC
affiliate,

Both WCAV-TV and WVAW-TV began broadeasting in August 2004,  Gray's total cost to
construct the combined broadeast facilities for both stations 15 currently estimated to be approximately
7.0 million. As of December 31, 2004 the majority of such construction costs had been incurred and

prid.,
. Business Acquisitions
2002 Acquisitions

On October 25, 2002 the Company completed its acquisiion of Stations Holding Company, Ine.
(“Stations Holding™) by acquiring all of Stations Hoelding’s outstanding capital stock in a8 merger
transaction. Effective with the completion of the transaction, Stations Holding changed its name to Gray
MidAmerica Television, Inc. (*Grey MidAmerca Television™), With this transaction the Company
acquired 15 network affiliated televizion stations serving 13 television markets.  On December 18, 2002
the Company completed its acquisition of the assets of KOLO-TY, the ABC affiliate serving Reno,
MNewvada,

The Company paid $516.5 million in aggregate cash consideration for Gray MidAmerica Television.
This amount incleded a base purchase price of £502.5 million plus certain net working capital
adjustmenis of approximately 35,7 million and fees of 58,3 million associated with the transaction. The
Company funded the acquisition and related fees and expenses by issuing 30,000,000 shares of Gray
Common Stock (GTH) to the public for net proceeds of 32327 million, issuing additional debt otaling
52750 million and using cash on hand,

Far sdvisory services rendered by Bull Run Comporation (“Bull BEun™), a relaled parly, in connection
with the merger, the Company paid an advisory fee of 5.0 million to Bull Run. This amount is included
in the fees described above. The Company does not intend to engage Bull Run for any such advisory or
sirmilar services in the fulure.

The Company paid 541.% million in cash consideration for KOLO-TY. This purchase price included
a base purchase price of $41.5 million and related fees of 5400000, The Company financed this
transaction by utilizing cash on hand and net proceeds of $34.9 million from the issuance of an additional
4,500,000 shares of Gray Common Stock {(GTH).

The acquisitions of Gray MidAmerica Television and KOLO-TV have been accounted for under the
purchase method of accounting. Under the purchase method of accounting, the resulls of operations of
the acquired businesses are included in the accompanying consolidated financial statements as of their
respoctive acquisition dates.  The identifiable assetz and liabilities of acquired businesses are recorded at
their estimated fair values with the excess of the purchase price over such identifiable net assets allocated
1o goodwill.

The following table summarizes the fair values of the assets acquired and the liabilities assumed at
the respective dates of the acquisitions for KOLO-TY and Gray MidAmerica Television (in thousands):
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C. Business Acquisitions (Continued)

2002 Acguisitions (Constinued)
Garay
MidAmerica
Television KOLO-TY
Cash £ 1254
Accounts receivable 21284 3 2032
Current portion of program broadeast rights 4,288 400
Other current assels 1,249 30
Property and equipment 60,425 4,185
Other long-tenm assels 966 10
Intangibles S64,491 33,498
Trade pavables and accrued expenses {3,954) (Tad)
Current portion of program broadcast obligations {5,841 (551}
Deferred revenue (H95) {163
Current portion of notes payable i -
Defered tax liabilities (111.048) -
Other acquisition liabilities (10,752) (1,860)
Long-term portion of program broadeast obligations (712} e
Long-term portion of notes payable [3.673) — e
Total purchase price including expenses 516464 5 41895
Detanl of intangible assets:
Intangible assets nol subject to amorlization:
Broadeast licenses 5419,762 5 30465
Cioodwill 134,561 2517
Intangible assets subject to amortization 10,168 316
5 564451 5 33498

Of the total goodwill recorded in association with the acquisitions of Gray MidAmerica Television
and KOLO-TV, 38,7 million 15 expected to be deductible for income tax purposes. The weishted averapge
ugeful life for all intangible azsets subject to amortization that were acquired in 2002 is 5.4 years,

Pro Forma Operating Results {Unandited)

This unaudited pro forma operating data does not purport to represent what the Company’s actual
resulis of operations would have been had the Company acquired Gray MadAmenca Television and
KOLC-TV on Jaruary 1. 2002, and should not serve as a forecast of the Company’s operating results for
any future periods. The pro forma adjustments are based solely upon certain assumptions that
management believes are reasonable under the circumstances at this time. Unaudited pro forma operating
data for the yvear ended December 31, 2002, are as follows (in thousands, except per common share data):
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C. Business Acquisitions (Continued)

Fro Forma Operating Resulis (Unaedited W Continued)

Oiperating income

Met income before cumulative effect of accounting change

Curmulative effect of accounting change, net of income tax benefit of $13,215
Met loss

Preferred dividemnds

Preferred dividends associated with the redemption of preferred stock

Met loss available to common steckholders

Bagic per share information:

Met income before cumulative effect of accounting change available to common
stockholders

Cumulative effect of accounting change, net of income taxes

Loss available to common stockholders

Weiehied average shares oulstanding

Diluted per share information:

Met income belore cumulative effect of accounting change available 1o common
stockholders

Cumulative effect of accounting change, net of income taxes

Loss available to common stockholders

Weighted average shares outstanding

Pro Forma
Year Ended
December 31, 2002

(Unaudited)

$ 305,750
89,560
15,460

(26,646)

(11,186)
2,461
3,069

§ (17.616)

5 0.1%
{0.53)

g (0.35)
50,462

The pro forma resulis presented above include adjustments to reflect (i) additional inferest expense
azsociated with debt to finance the respective acquisitions, (ii) depreciation and amortization of asscts
acquired, (iii) the elimination of certain redundant corporate expenses and (iv) the income tax effect of
sich pro forma adjustments. Average outsianding shares used to calculate pro forma earnings per share
data for 2002 include the 345 million shares of Common Stock issued in connection with the

Bequisibions.
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D. Long-term Debt

Long-term debt consists of the following {in thousands):

December 31,

2004 wnx
Senior credit facility £ 375,000 £ 375,000
94 % Senior Subordinated Motes due 2001 1 280,000 280,000
Citfer 1,914 2.056

656,914 657,056
Less unamortized discount {1,009) (1.154)

655,005 655,902
Less current portion (3.827) {124)

§_652,082 $_655,778
Senior Credit Facility

The senior credit facility provides the Company with a $375.0 million term facility and a reducing
revolving credit facility. As of December 31, 2004, available capacity to bormow under the revolving
facility was $71.3 million; however, no amounts were outstanding on the revolving facility. In addition,
the agreement provides the Company with the ability to acoess up to $300.0 million of incremental senior
secured term loans upon the consent of the lenders. Under the revolving and term facilities, the Company,
al its option, can borrow funds af an interest rate equal to the London Interbank Offered Rate (‘ LIBCR™)
plus a margin or at the lenders’ base rate, generally equal to the lenders"prime rate, plus a margin.

As of May 23, 2004, the Company amended the senior credit facility to reduce the interest rate by
0.5% on its currently u:-utataru:]ing $375.0 million term facility. The amendment also extended the final
term facility maturity date six moaths to June 30, 2011, Under the amended agreement, the Company
will pay interest only until March 31, 2005, E.epa}rme:us of principal on the term facility by the Company
will be as follows (dollars in thowsands):

Term Facility Quarterly Principal
Repayment Dates Payments
March 31, 2005 through June 30, 2010 £ 938
September 30, 2010 and December 31, 2010 BE.125
March 31, 2011 and June 30, 2001 B9.062

Certain loan covenants and other (erms of the sendor credit facility were also moedified by the
amendment to provide the Company with more favorable temms,

The amended interest pricing on the term facility is presented below with cerfain terms as defined in
the loan agreement. The Company’s interest rate is based on the lender’s base rate (generally reflecting
the lender’s prime rate) plus the specified margin or the LIBOR plus the specified margin.

Applicable Margin for Applicable Margin for
Base Hate Advances LIBOR Advances
1.0%% [.75%
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0. Long-term Debt (Continoed)
Senior Credit Facility (Continued)
The Company incurred approximately 3820,000 in lender and legal fees Tor the amendment in 20804,

The weighted pverspe inderest rate on the balance outstanding under the semior credit facility at
December 31, 2004 and 2003 was 3.83% amd 3.40%, respectively. As of December 31, 2004, the
Company was charged & commitment fee equal to 0.375% per anmum of the excess of the aggregate
average daily svailable credit limit less the amount outstanding, This commitment fee can range between
0.375% and 0.5% per annum.

In June of 2003, the Company had amended the senior credit facility 1o reduce the interest rate on
the term facility by 0.5% annually at a cost of approximately $1.0 million in fees. No other provisions or
terms of the credit facility chamged.,

In Dctober of 2002, the Company amended and restated its senior credit facility. Proceeds from the
amended and restated [acilily were used in the acquisition of Gray MidAmerica Television, Ine. and (o
refinance existing senior secured indebtedness, to pay transaction fees and for other general corporate
purposes. The Company incurred $5.5 million in lender fees and other costs 1o amend and restate the
facility.

The senior credit facility is collateralized by substantially all of the assets, excluding real estate, of
the Company and its subsidiaries. In addition, the Company’s subsidiaries are joint and several gusrantors
of the obligations and the Company’s ownpership inferesis in its subsidiaries are pledged o collateralize
the obligations. The agreement containg certain restrictive provisions which include but are not limited
lo, requiring the Company o0 mainiain certain foancial ratios and limits wpon the Company's ability to
incur addifional indebiedness, make cerfain acquisitions or invesiments, sell assets or make other
restricted payments, including dividends, (all as are defined in the loan agreement). The senior
subordinated notes alzo contain similar restrictive provisions limiting the Company”s ability to, among
other things, incur additional indebtedness, make cerfain acquisitions or imvestments, sell assets or make
certain restricted payments that include but are not limited to purchases or redemptions of the Company’s
capital stock.

255 % Semior Suhordinaled Notex

O December 21, 2001, the Company completed its sale of 5180 million aggregate principal amount
of its senior subordinated notes. The net proceeds from the sale of these notes were approximately $173.6
million. These senjor subordinated noles have a coupon of 9%4% and were priced al a discount 1o vield
9 3/8 %. On September 10, 2002, the Company completed the sale of an additional $100 million principal
amount of senior subordinated notes. The coupon on these additonal notes was 9%% and they were
issued ai par. These additional notes were izsued under the same indenture and have the same terms a3 (he
Company’s previously existing senior subordinated notes. The additional senior subordinated notes form
o single series with the Company’s then existing senior subordinated notes and are collectively referred o
as the 914% Notes,

Interest on the 9%% Notes is payable semi-anmually on December 15 and June 15, commencing June
15, 2002. The 9%% Notes mature on December 15, 2011 and are redeemable, in whole or in part, at the
Company’s oplion after December 15, 2006, [f the 9%4% Notes are redeemed during the twebve-month
pericd beginning on December 15 of the vears indicated below, they will be redeemed at the redernption
prices set forth below, plus sccrued and unpaid interest to the date fixed for redemption.

71



D. Long-term Debt (Continued)

PE%s Sewioy Subowrdinated Notes (Conllanied)

Percentage of the Principal

Year Amount Outstanding
2006 104.625%
2007 103.083%
2008 101.542%
2009 and thereafier 100.000%

Under certain circumstances, the Company at its option can redeem all or a portion of the 9%%
MNotes prior to December 15, 2006, If the 94% Notes were to be redeemed prior to December 15, 2006,
the Company would have to pay the principal amount, accroed bul unpaid inlerest and cerlain premiums,

The 914% Motes are jointly and severally guaranteed (the “Subsidiary Guarantees™) by all of the
Company's subsidiaries (the “Subsidiary Guaraniors™). The obligations of the Subsidiary Guarantors
under the Subsidiary Guarantees is subordinated, to the same extent as the obligations of the Company in
respect of the 914% Notes, to the prior payment in full of all existing and future senior debt of the
Subsidiary Guarantors (which will include any guarantee issued by such Subsidiary Guarantors of any
senior debt},

The Company is a holding company with no material independent assets or operations, other than its
imvestment in its subsidiaries. The aggregate assets, liabilities, earnings and equity of the Subsidiary
Guarantors are substantially equivalent to the assets, liabilities, eamings and equity of the Company on a
consolidated basis. The Subsidiary Guarantors are, directly or indirectly, wholly owned subsidianes of
the Company and the Subsidiary Guarantees are full, unconditional and joint and several. All of the
current and future direct and indirect subsidiaries of the Company are guarantors of the senior
subordinated notes. Accordingly, separate fnancial statemnents and other disclosures of each of the
Subsidiary Guarantors are not presented because the Company has no independent assets or operations,
the guarantees are full and unconditional and joint and several and any subsidiaries of the parent company
other than the Subsidiary Guaraniors are minor, The senior credit facility 15 collateralized by substandially
all of the Company’s existing and hereafter acquired assets except real estate.

Tnterest Rate Swap Agreemenis

As of December 31, 2004, the Company 15 not engaged in anv interest mte swap agreements. During
2003, the Company entered info four inferest rale swap agreements which expired in November 2004,
These agreements converted a combined notional amount of $50.0 million of floating rate debs under the
senior credit facility to fixed rate debt. These swap agreements fixed the LIBOR component of the total
interest rate changed on this portion of the Company’s debl at & weighted average fixed rate of 1.87%.
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.  Long-term Debt (Continued)
Muaturities

Aggregate minimum principal maturities on long-term debt as of December 31, 2004, were as
follows (in thousands):

Year Minimum Principal Maturities
2005 $ 3823
206G 3527
2007 3,825
208 3,931
2009 31,827
Thereafter 637681
£ 656,914

The Company made interest payments of approximately 339.8 million, 538.5% million and 336.6
million during 2004, 2003 and 2002, respectively.

E. Stockholders® Egquity

On May 26, 2004, the sharcholders of the Company voted to amend the Company’s articles of
incorporation o allew for an increase in the authorzed oumber of shares of Common Stock from 50
million to 100 million,

The Company is authorized to issue 135 million shares of all classes of stock, of which 15 million
shares are designated Class A Common Stock, 100 million shares are designated Comumon Stock, and 20
million shares are designated “blank check™ preferred stock for which the Board of Directors has the
authority 1o determing the rights, powers, limitations and restrictions. The nghts of the Company’s
Common Stock and Class A Common Stock are identical, except that the Class A Common Stock has 10
voles per share and the Common Stock has one vote per share. The Common Stock and Class A
Comimon Stock receive cash dividends on an equal per share basis.

In transactions completed in April 2003, the Company purchased, and cancelled, all of the warrants
held by Bull Bun, a related party, for a todal price including the Company’s expenses, of 553 million
which was paid using cash on hand. The warrants were initially granted in association with the Sarkes
Tarzian transaction and the issuance of Series A and Senes B Preferred Stock.  The purchase of the
warrants has been recorded as an increase in the Sarkes Tarzian investment of $395,000 and a decrease in
Class A Common Stock of $4.9 million. The independent directors of the Company approved this
tramsaction with Bull Fun after receiving an opinion as to the fairness of the transaction from an
independent and nationally recognized investment-banking firm.

Al December 31, 2004, warrants to purchase 375,000 shares of Class A Common Stock al 516.00
per share were outstanding and fully vested. The warrants expire if not exercised by September 24, 2006.

In August of 2003, the Company purchased 1,007,647 shares of the Company’s Class A Common
Stock and 11,750 shares of the Company’s Common Stock from Bull Run for $16.95 per share, or a total
of $17.6 million including expenses, which was [unded using cash on hand. An independent Special
Committee of the Company’s Board of Directors approved this rransaction after receiving an opinion as
to the faimess of the transaction from an independent and nationally recognized investment-banking firm,
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E. Stockholders’ Equity (Continued)

{n March 3, 2004, the Board of Directors authonized the Company to repurchase up to an aggregate
of two million shares of the Company's Common Stock or Class A Commoen Stock. On Movember 3,
2004, the Board of Directors increased, from two million to four million, the aggregate number of shares
of its Common Stock or Class A Common Stock authorized for repurchase. This authorization supercedes
any previously authorized share repurchases. There 15 o expiration for this suthorzation.  Shares
repurchased umder this authorization will be held as treasury shares and wsed for general corporate
purposes including, but not limited to, satisfying obligations under the Company’s employee benefit plans
and long term incentive plan.

During the year ended December 31, 2004, the Company purchased 65,000 shares of the Company”s
Class A Common Stock for $10.95 per share and purchased 1,681,400 shares of the Company’s Common
Stock for an averape price of 51293 per share for a combined cost of 5224 million. Included in the
currenl vear purchases were 75,000 shares of the Company’s Common Stock which were purchased from
a member of the Company’s Board of Directors, for $15.20 per share. The price paid was the market
value of the shares on the New York Stock Exchange on the date of sale. At December 31, 2004, the
remaining shares authorized for purchaze tofal 2,253,600, As of December 31, 2004, the Company had
declared but unpaid common stock dividends of $5.9 million which remained a liability of the Company
as of December 31, 2004, For the years ended December 31, 2003 and 2002, all common stock dividends
declared by the Company were paid during the vear that the commuon steck dividends were declared.

F. Redeemahble Preferred Stock

In April of 2002, the Company izsued $40 million of a redeemable and convertible preferred stock to
a group of private investors. The preferred stock was designated as Series C Preferred Stock and has a
Liquidation value of 210,000 per share, The issuance of the Series C Preferred Stock generated net cash
proceeds of approximatelv $30.5 million, atter transaction fees and expenses and excluding the value of
the Series A and Series B preferred stock exchanged into the Series C Preferred Stock.  As part of the
transaction, holders of the Company’s Series A and Series B Preferred Stock have exchanged all of the
outstanding shares of cach respective serics, an aggregate liquidation value of approximately $8.2 million,
for an equal number of shares of the Series C Preferred Stock. Upon closing this transaction, the Series C
Preferred Stock is the only currently cutstanding preferred stock of the Company.

The Series C Preferred Stock s converlible into the Company’s Common Stock at a conversion
price of §14.39 per share, The Series C Preferred Stock is redeemable at the Company’s option on or
after April 22, 2007 and 15 subject to mandatory redemption on April 22, 2012 at a value of $10,000 per
share. Therefore, the Company does nod have any Series C Preferred Stock redemplion requirements for
the five vears subsequent to December 31, 2004, Dividends on the Series C Preferred Stock will accrue at
8% per annum unti] Apnl 22, 2009 after which the dividend rate shall be 8.5% per anmum. Dividends,
when declared by the Company’s Board of Directors may be paid al the Company™s oplion in cash or
additional shares of Series C Preferred Stock.

Ag of December 31, 2004, the carrving value and the liquidation value of the Series C Preferred
Stock was $39.0 million and $39.6 million, respectively. The difference between these two values is the
unsceredited portion of the onginal issuance cosl. The onginal issuance cost, prior o accrelion, was
SEGE000 and it is being accreted over the estimated ten-vear life of the Series C Preferred Siock,
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F. Redecmable Preferred Stock (Continued)

Om August 4, 2004, the Company repurchased 36 shares of the Company's Redeemable Senial
Preferred Stock from the Company”s Chairman and CEO, al the liquidation price of $10,000 per share.
The Company chose to repurchase these shares when they became availlable and afler considering the
preferred stock’s dividend rate in companson to the interest camed on the Company’s cash investments.
By repurchasing the preferred stock, the Company retired stock with a dividend accnung at an annueal rate
of 8.0%0 while it used cash that was earning inferest al a sipnificantly lower annual rate.

;. Long-term Incentive Plan

Om September 16, 2002, the shareholders of the Company approved the 2002 Long Term Incentive
Plan (the *“2002 Incentive Plan™), which replaced the prior long-term incentive plan, the 1992 Long Term
Incentive Plan. Originally, the 2002 Incentive Plan had 2.8 million shares of the Company’s Common
Siock reserved for grants 1o key personmel for (i) incentive stock oplions, (11} non-qualified stock options,
{iii} stock appreciation nghts, (iv) restricted stock awards and (v) performance awards, as defined by the
2002 Incentive Plan. Om May 26, 2004, the shareholders of the Company approved an amendment to the
2002 Incentive Plan, which increased the number of shares reserved for issuance thersunder by btwo
million shares to a tofal of 4.8 million shares. At December 31, 2004, 3.5 million shares were available
for issuance under the 2002 Incentive Plan. Shares of Common Stock underlying outstanding options or
performance awards are counted against the 2002 Incentive Plan's maximum shares while such options or
awards are outstanding. Under the 2002 Incentive Plan, the options granted typically vest afier a two-vear
perind and expire three years after full vesting. However, options will vest immediately upon 2 “change
in control™ of the Company as such term 15 defined in the 2002 Incentive Plan,  All options have been
granted ab prices that approximate fair market value on the date of the grant. Dunng 2003, the Company
granted 100,000 shares of restricted stock to the Company’s president of which 40,000 shares were fully
vesled as of December 31, 2004, During 2003 and in connection with this grant, the Company recorded a
liability for unearned compensation of $1.4 million that iz being amortized as an expense over the four-
year vesting pertod of the stock, The total amount of uneamed compensation is equal to the market value
of the shares as of the date of grant.

Om May 14, 2003, the Company’s shareholders approved a restricted stock plan for its Board of
Directors {the “Directors” Restricted Stock Plan™). The Company has reserved 1.0 million shares of the
Company’s Common Stock for issuance under this plan and as of December 31, 2004 there were 240,000
shares available for award. The Directors” Restricted Stock Plan replaces the Company’s non-employes
director stock option plan, Under the Directors” Restricted Stock Plan, each director can be awarded up
to 10,000 shares of restricted stock each calendar year. Under this plan, the Company granted 15,000 and
45,000 shares of restricted Common Stock, in total, to its directors during 2004 and 2003, respectively. OF
these shares, 19000 shares were fully vested as of December 31, 2004, In connection with this grant, the
Company recorded liabilities for unearned compensation of $211,000 and $439,000 for 2004 and 2003,
respectively. The uneamed compensation is being amortized as an expense over the vesting period of the
stock, The todal amount of unearned compensation is equal to the market value of the shares as of the
date of grant.
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;. Long-term Incentive Plan {Continoed)

A summary of the Company’s stock option activity for Class A Common Stock, and related
information for the vears ended December 31, 2004, 2003 and 2002 15 as follows (in thousands, except

welrhted averaee data):

Year Ended December 31,
2004 - 2003 20012
Weighted Weighted Weighted
Avernge Average Avernge
Exercise Exercise Exercise
Options ~ Price  Oplions  Price  Oplions ~ Price
Stock options outstanding —
beginnimg of year 16 £17.81 16 £17.81 19 L1781
Oplions granted (e [k -
Options exercised 0- - -
Crptions forferted -0 [ (-
Orplions expired - - -

stock options outstanding — end of vear 19 517.51 1% 817.51 g 517.81

Exercisable at end of year 19 517.81 ) 517.81 19 517.81

The exercise price for Class A Common Stock options outstanding as of December 31, 2004 is
¥17.81. The weighted-average remaining contractual life of the Class A Common Stock options
oulstanding is 3.9 years,

A summary of the Company’s stock option activity for Common Stock, and related information for
the vears ended December 31, 2004, 2003 and 2002 is as follows (in thousands, except weighted average
data):

Year Ended December 31,

2004 2003 2002
Wekghted Welghted Welghted
Average Avernge Average
Exercise Exercise Exercize
Options  Price tioms  Price  Options _ Price
Stock options outstanding —
beginning of year 2,245 1049 2632 EI04T7 1,634 E11.81
Options granted 151 14.07 177 11.44 1,320 10,02
Options exercised (525) 10,56 (279) 982 (TE) 10,16
Options forfeited (el 9.18 (139) 9.53 (0} 11.96
Options expired (57) 12.75 (126} 1409  (348) Td.44
Stock options outstanding — end of year 753 $1075 2245 51049 2632 $10.47
Exercisable at end of year 1,435 £10.3] T 1080 1,078 £11.10
Weighted-average fair value of
options granted durnng the year £ 3144 ¥ 315 £ 335

Information concerning Common Stock options cutstanding has been segregated into three groups
with similar option prices and is disclosed as follows:
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G, Long-term Incentive Plan (Continued)

As of December 31, 2004

Weighted
Weighted AVerage
Average Average Exercise Price
Exercise Price Fer  Number of  Exercise Remaining Number of Options  Per Share of
Share options Price Per Contractual Owuistanding that Opilions that are
High  Low outstanding Share Life are Exercisable Exercisable
{in thousands) (in years) {in thousands)
§ B89 31012 783 3 957 1.6 730 $ 958
§10,75 31123 690 31102 2.2 690 £11.02
$1250 31419 _ 280 $1337 33 15 51292
1733 L33

H. Income Taxes

Federal and state income tax expense attributable to mecome before cumulative effect of accounting
change is summarized as follows (in thousands):

Year Ended December 31,

2004 2003 2002

Current
Federal £ 1,154 8§ - 5 -
State and local 1,338 1,132 550
Deferred 25472 16,205 1,337

$ 27964 § 17337 3 1896

Significant components of the Company’s deferred tax liabilities and aszets are as follows (in
thousands):
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H. Income Taxes (Continued)

Dreferred tax liabilities:
Net book value of property and equipment

Broadcast licenses, goodwill and other intangibles

Total deferred tax liabilities

Deferred tax assets:
Liability under supplemental retirement plan
Allvwante for doubLiul accounts
Liability under severance and leases
Liability under health and welfare plan
Liability for pension plan
Federal operating loss carryforwands
State and local operating loss carmyforwards
Alternative minimum tax carmyforward
Mher
Total deferred tax assets
Valuation allowance for deferred tax assets
Mel deferred tax assets

Deferred tax liabilitics, net

December 31,
2004 2003
8 20342 % 17617
287,033 276,123
_MTATS 293,740
127 144
369 447
im 491
134 653
Ok ==
36,258 e, G0E
7800 8,585
62o 556
_ 1288 ___ L7135
6, 109 79,1594
(3.722) (3.125)
64387 76074
2242088 5217060

The Company has approximately $161 million in federal operating loss carryforwards, which expire
during the years 2020 through 2023, Additionally, the Company has an aggregate of approximately 5193
million of vanous state operating loss carryforwards, The wtilization of a significant portion of the net
operating losses is limited on an annual basis due to a change in ownership of both the Company and
Gray MidAmerica Television. Management does not believe that these limitations will sipnificantly
impact the Company's ability to utilize the federal net operating losses before they expire.

A valuation allowance has been provided for approximately 5854 million in stale ned operating loss
carmylorwards, The Company believes there may be limitations on the utilization of certain state net
operating losscs due to the uncertainty of gencrating sufficient income in certain states.

A reconciliation of income tax expense at the statutory federal income tax rate and income taxes as
reflected in the consolidated financial statements 15 as follows {in thousands):

Stanutory federal rate applied to income before income taxes and

cumulative effect of saccounting change
State and local taxes, net of federal tax benefit
Settlement of IRS audit
Chanpe in valuation allowance
Change in deferred tax rate
Other items, net

Effective tax rate

Year Ended December 31,
2014 20003 2002
325287 10,976 31,564
1,572 2424 208
40- 5,837 -
(597 (3,125) -
-{- 1,147 -
(208) 74 124
$27.964  B17.337 3 1,596
I8. 7% 23,3% 41.2%



H. Income Taxes (Continued)

During the vear ended December 31, 2003, the Company changed its statutory federal incoime tax
rate applied to current and deferred taxes to 35% from 34% due to the tax rate expected to be incumred on
future income. As a result of this change on deferred taxes, a tax charge of $1.1 million was recorded.

The Company recorded income tax benefits related to employee stock plans of $820,000, $416,000
and $109,000 for the years ended December 31, 2004, 2003 and 2002, respectively. These benefits were
recorded directly to equity.

The Company recorded a gain on derivatives as other comprehensive income in the year ended
December 31, 2004 which was net of an 384,000 tax expense. The Company reconded a loss on denvatives
as other comprehensive expense in the year ended December 31, 2003 which was net of an 584,000 tax
benefit. In the yvear ended December 31, 2004, the Company reconded a minimum pension liability as other
comprehensive expense which was net of a $904,000 tax benefit.

The Company made income tax payments (oel of refunds) of approximately 542,000, 5635000 and
$639,000 in 2004, 2003 and 2002, respectively. At December 31, 2004 and 2003, the Company had
current income taxes payable of approximately $1.1 million and net recovemable income taxes of
approximately B18,000 respectively, The December 31, 2003 receivable amount included a previously
claimed federal tax cash refund of approximately $1.1 million that related to 1996,  As a result of the
settlement with the IRS sudit as detailed below, the Company received in 2004, this previously claimed
federal tax cash refund, plus statulory interest.

In October 20801, the Company received a notice of deficiency from the Internal Revenue Service
(the “TRS™) with respect toits 1996 and 1998 federal income lax returns, The notice of deficiency alleged
that the Company recognized a significant amount of taxable gain from the sale of certain assets in 1996
in connection with a business acquisition from First American Media, Inc. The notice of deficiency also
alleged that the Company”s 19% acquisition of cerfain azsets from First American Media, Inc, should be
characterized for tax purposes as an acquisition of stock. On Jamuary 13, 2002, the Company filed a
petition to contest the matter in the United States Tax Court.

In January 2004, the Company settled its litigation with the IRS regerding all deficiencies related to the
RS audit of the Company's 1996 and 1993 federal mcome tax refums. The setilement required no cash
pavments from the Company. The Company agreed in the seiflement to forego cerain claimed
depreciation and amortization deductions relating to the 1996 through 1999 tax years, which in tum
resulted in a reduction of the federal income tax nel operating loss carryforwards by approxmately 3163
mmillion, During the three months ended December 31, 2003, the Company recorded a non-cash charge to
decrease its deferred tax assets by approximately $5.8 million to reflect this settlement. During 2004 and
as a result of the settlement, the Company collected a previously claimed federal tax cash refund of
approximately 1.1 million, plus statutory interest, that related to 1996,

[. Retircment Plans
Pensian Plan

The Company has a defined benefit pension plan covering substantially all full-time employees.
Betirement benelits are based on years of service and the employees' highest average compensation for
five consecutive years during the last ten years of employment. The Company’s funding policy is

consistent with the funding requirements of existing federal laws and regulations under the Emploves
Retirement Income Security Act of 1974,
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I. Retirement Plans (Continued)

Pervion Plan {Contimued)

The following summarizes the plan’s funded status and amounts recognized in the Company’s
consolidated balance sheels ol December 31, 2004 and 2003, respectively (doellars in thousands):

Change in projected benefit obligation:
Projected benefit obligation at beginning of vear
Service cost
Inlerest cost
Actuarial (gains) losses
Benefits paid
Projected benefit obligation at end of year

Change in plan assefs;
Fair value of plan assets at beginming of year
Actual retum on plan assels
Company contributions
Benefits paid
Fair value of plan assels af end of vear

Funded status:
Underfunded status of the plan
Unrecognized net actuarial loss
Unrecopnized net transition amount
Unrecopnized prior service cost
Net liability
Unfunded accumulated benefit obligation al end of year
Additional minirum liability

December 31,
20004 2003
£14,423 E13,153
2,184 1,257
1,035 B45
4,661 (405)
(487} (427
$2L816 S14422

§11,331 % 9466

559 969
1,592 1,323
(487) __{427)
212995 BlLA3L

§(8,821) §(3,092)

5,740 587
0- 0-
0. -0-

(3,081) (2,205
(5311) $(1.163)
2(2.230) __NA

The accumulated benefit obligation for the defined benefit pension wasz 3183 million and £12.5
million at December 31, 2004 and 2003, respectively. The increases in the accumulated benefit
obligation and the actuarial {gains) loss are due primarily to the change in the discount rate used to project
benefit abligations and an increase in the number of emplovees coveraed by the plan. The long-term rale
of return on assets assumption was chosen from 2 best estimate range based upon the anticipated long-
term relums for asset catepories in which the plan is invested. The long term rate of refurn may be
viewed as the sum of 3% inflation, 1% risk-free rate of refurn, and 3% risk premium. The estimated rafe
of increase in compensation levels is based on historical compensation increases for the Company’s

emplovess,

Weighted-average assumptions used to determmne net periodic benefit cost:
Dviscount rate
Expected long-term rate of refurn on plan assets
Eztimated rate of increase in compensation levels
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I. Retirement Plans (Continoed)

Pergion Plan (Continied)

As of December 31,
2004 20403
Weighted-average assumptions used to determine benefit obligations:
Discount rate 5.75% 6.75%
Estimated rate of increase in compensalion levels 5007 S00%%

Pension expense is computed using the projected unit credit actuarial cost method. The net perodic
pension cost includes the following components (in thousands):
Year Ended December 3,
2014 2003 2002

Components of net periodic pension cost:

Service cost 12,184 $1.257 £1.267
Interest cost 1,035 245 763
Expected retum on plan assets (208} (672 (624)
Amortization of prior service cost - <[}- «[}-
Amortization of transition asset - (- (-
Recognized net actuarial (gain) loss 55 (- 27
Net periedic pension cost 22,468  3L430  BL3TD
Estimated future benefit payments are as follows (in thousands):
_Amount
Estimated future benefit payments for subsequent ten years:

2005 h
2006 542
2007 570
2008 all
2009 67l
2010-2014 £4.307

The Company’s pension plan weighted-average assct allocations by asset category are as follows:

As of December 31,
2004 2003
Asset Catepory:

Insurance general account 43% 43%%
Equity accounts 1%, 2404,
Fixed income account 21% 19%%
Cash equivalents 15% 14%%
Total 1008y _100%
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L.  Retirement Plans (Continued)
Pengion Plan (Continued)

The investment objective is (o achieve a consistent total rate of return {income, appreciation, and
reinvested funds) that will equal or exceed the actuarial assumption with aversion to significant volatility.

The following is the target asset allocation:

_Target Range
Investment tvpe:
Equity funds 209 to  T0%
Fixed income funds 5% 1w T
Cash equivalents 1% o 30%%

The equity strategy is a diversified portfolio of attractively priced, financially sound companies. The
fixed income stralegy 15 a portfolio of obligations generally rated A or befter with no matunty restrictions
and an actively managed duration. The cash equivalents strategy uses secunties of the highest credit
quality. The Company expects to contribute $3.0 million to its pension plans during fiscal year 2005.

Acguired Penston Plans

In past years the Company has acquired several companies and the assumption of two underfunded
pension plans (the “acquired pension plans™). The acquired plans were frozen by their prior plan sponsors
and no new participants can be added to the acquired pension plans. Combined, the acquired pension
plans have 135 participants as compared to the Company’s active plan which has approximately 2,200
participants and is described above, As of December 31, 2004 for the acquired pension plans, the
combined plan assets were $3.8 million and the combined projected benefit obligation was $5.0 million.
The net hability for the two acquired pension plans 15 recorded as 2 lability in the Company’s financial
statemens as of December 31, 2004 and 2003,

Cupital Accwmedation Plan

The Gray Television, Inc. Capital Accumulation Plan {the “Capital Accumulation Plan™) provides
additional retirement benefits for substantially all employees. The Capital Accumulation Plan is infended
to meet the requirements of section 401(k) of the Intemal Revenue Code of 1986,

The Capital Accumulation Plan allows an investment option in the Company’s Common Stock and
Class A Common Stock. [t also allows for the Company s percentage match to be made by a contnbution
of the Company'’s Common Stock. The Company reserved 1,300,000 shares of the Company’s Common
Stock for issuance under the Capital Accummlation Plan. As of December 31, 2004, 647,772 shares were
available for the plan.

Employee contributions to the Capital Accumulation Plan, not to excoed 6% of the employees” gross
pay, are matched by Company contributions. The Company s percentage match amount is declared by the
Company's Board of Directors before the beginning of each plan vear and is made by a contribution of
the Company’s Common Stock. The Company's percentage match was 50% for the three years ended
December 31, 2004, The Company contributions vest, based upon each emplovee's number of years of
service, over a period nof to excead five years,

82



I. Retirement Plans (Continued)
Copiial Aocwmdatton Plan (Confineed)

In addition to the Company’s matching contributions, the Company authorized a wvoluntary
contribution for 2004, 2003 and 2002 for active paicipants in the Capital Accumulation Plan. This
voluntary contribution was equal to 2% of each active participant’s earnings for 2004, and 1% of each
active participant’s earmings for 2003 and 2002. The Company's matching and voluntary contnbutions
are as follows (in thousands):

Year Ended December 31,
2004 2003 2002

Shares Amount Shares Amount Shares Amount

Contributions to the
Capital Accumulation Plan
Matching contnbutions | 51,301 112 $1,331 b3 £753
Voluntary contributions 81 £1,259 19 $ 595 59 5 568

Employee Stock Purchase Plan

On May 14, 2003, the Company”™s shareholders approved the adoption of the Gray Television, Inc.
Employee Stock Purchase Plan (the "Stock Purchasze Plan"). The Stock Purchase Plan is intended to
gqualify as an "employee stock purchase plan" under Section 423 of the Internal Revenue Code and (o
provide eligible employvees of the Company with an opportunity to purchase the Common Stock through
payroll deductions. An aggregate of 500,000 shares of the Common Stock are reserved for issuance
under the Stock Purchase Plan and available [or purchase, subject to adjustment in the event of a stock
split, stock dividend or other similar change in the Common Stock or the capital structure of the
Company. As of December 31, 2004, 446,412 shares were available under the plan. The price per share
al which shares of Common Stock may be purchased under the Stock Purchase Plan during any purchase
period is 85% of the fair market value of the Common Stock on the last day of the purchase period. The
Compaeny's board of directors has the discretion to establish 8 different purchase price for a purchase
period provided that such purchase price will nol be less than 85% of the fair market value of the
Common Stock on the transaction date,

J.  Commitments and Contingencies

The Company has varous operating lease commitments for equipment, land and office space. The
Company also has commitments for various syndicated television programs and for digital television
(*DTV™) equipment.

The Company has two types of syndicated television program contracts: first mun programs and off
network reruns.  The first mn programs are programs such as Oprah and the off network programs are
programs such as Sefnfeld. The two program types are different in that the first run programs have not
been produced at the time the contract is signed and the off network programs have been produced. The
amounts for syndicated televizsion programming in the table below are for contracts that are nof recorded
on the Company”s balance sheet as of December 31, 2004,

Future minimmwm payiments under operating leases with initial or remsmining noncancelable lease
terms in excess of one year, obligations for syndicated television programs as described sbove and
cammitments for DTV equipment that had been ordered but not vet been received are as follows (in
thousands}.
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J. Commitments and Contingencies (Continued)

Syndicated

Year DTV Operating Television
o Equipment Lease Programming Total
2065 $ 438 £2,136 2,874 § 5,448
K6 - 1,803 0415 11,218
2007 A= 1,398 B.877 10,275
208 - 1,019 6,173 192
2009 - S 542 1,236
Thereafter - L7136 337 2093
3438 5 8,756 528,238 537,462

The DTV equipment, operating lesse and syndicated lelevision programming amounds in the table
above are estimates of commitments that are in addition o labilities accrued for on the Company’s
balance sheet as of December 31, 2004,

Rent expense resulling from operating leazes for the vears ended December 31, 2004, 2003 and 2002
were 2.3 million, $2.1 million and 51.6 million, respectively,

Through a mghts-sharing apreement with Host Commumications, Inc. (“Host™), a wholly owned
subsidiary of Bull Run, a related party, the Company paricipates jointly with Host in the marketing,
selling and broadeasting of certain collegiate sporting events and in related programming, production and
other associated activities related (o the University of Kentucky., The agreement commenced Apnl 1,
2000 and terminates April 15, 2005, The Company shares with Host the profit or loss from these
activities, Individual revenues and expenses under this agreement are not separately recorded in the
Company's statement of operations, rather the net amount received 15 included in broadeasting revenues.
The Company’s operating results for 2004, 2003 and 2002 include net profit (loss) from these activitics of
BL01.475, 3104396 and 168307 As a result of the npghts-sharing agreement, In certain
circumstances, the Company may be called upon for payvment of a share of certain upfront rights fees.
During 2003, the Company paid $1.5 million under this provision. Mo similar payments were made in
2004, and none are anticipated under this rghts-shanng agreement in 2005, During 2004, the Company
received 300,000 of the amount that it had paid in 2003, As of December 31, 2004, the Company is due
50.2 million of undistnbuted eamings from the contract as well as the remaining $1.2 million outstanding
portion of the cash advanced to Host durning 2003, This balance of £1.4 million is recorded as a current
related party reccivable in the consolidated balance sheet at December 31, 2004, This amount is non-
interest-bearing and has no due date; however, the Company expects the amount to be received prior to
December 31, 2005,

On October 12, 2004, the University of Kentucky jointly awarded & new sports marketing agreement
o the Company and Hest, The new agreement will commence on April 16, 2005 and has an initial term
of seven years with the option to extend the license for three additional years. Aggregate license fees to
be paid to the Umiversity of Kentucky over a [ull ten vear term for the agreement will approximate 380.5
millicon. The Company and Host will share equally the cost of the license fees, As of the date of filing
this Annual Report, the Company does not believe that this contract will reguire consolidation by the
Company under the Financial Accounting Standards Board's Financial Interpretation No. 46, Howewver,
the Company contimues to rescarch this matter,

The Company is subject to legal proceedings and claims that arise in the mnormal course of ifs

business. In the opinton of management, the amount of ultimate linbility, if any, with respect to these
actions will nod materially affect the Company”s Onancial postiion.
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J.  Commitments and Contingencies (Continued)

The Company has an equity investment in Sarkes Tacsan, Inc. (“Tarzian™) representing shares in
Tarzian which were originally held by the estate of Mary Tarzian (the “Estate™). As described more fully
below, the Company’s ownership of the Tarzian shares is subject to certain litigation.

On February 12, 1999, Tarzian filed suit in the United States District Court for the Southern District of
Indiana against 1.5, Trust Company of Florida Savings Bank as Personal Representative of the Estate,
claiming that Tarxian had a hinding and enforceable contract to purchase the Tardan shares from the Estate.
Om Felruary 3, 2003, the Court entered judgment on a jury verdict in favor of Tarzian for breach of contract
and awarding Tarzian 34.0 millicn in damages, The Court denied the Estate’s renewed motion for judgment
as a matter of law, and alternatively, for a new trial on the issue of liability; denied Tarzian's motion to
amend the judgment to award Tarzian specific performance of the contract and title to the Tardan shares;
and granted Tarsian's motion 0 amend the judgment o include pre<judgment inferest on the $4.0 million
damage award. The Estate appealed the judgment and the Court’s rulings on the post-trial motions, and
Tarzian cross-appealed. On February 14, 2005, the US. Court of Appeals for the Seventh Circuit issued a
decision concluding that mo contract was ever created betwesn Tarzian and the Estate, reversing the
judgment of the District Court, ard remmanding the case to the District Court with instructions o enter
judgment for the Estate. Omn February 23, 2005, Tarzian filed a petition for & rehearing. The Companmy
cannot predict when the final resolution of this litigation will occur.

On March 7, 2003, Tarzian filed suit in the United States District Court for the Northem District of
Georgia against Bull Run Corporation and the Company for tortious interference with contract and
conversion. The lawsuit alleges that Bull Bun Corporation and Gray purchased the Tarzian shares with
actual knowledge that Tarzian had a binding agreement to purchase the stock from the Estate. The
lwarsint seeks damages inoan amount equal to the hguwidaton value of the interest in Tarzian that the stock
represents, which Tarzian claims (0 be az musch as 375 million, as well as attomeys® fees, expenses, and
punitive damages, The lawsuit also seeks an order requiring the Company and Bull Run Corporation to
tumn ower the stock certificates o Tardan and relinguish all elaims o the stock. The stock purchase
apreement with the Estate would permil the Company 10 make a claim against the Estate in the event that
title 1o the Tarzian Shares is ultimately awarded to Tarzian. There is no assumance that the Estate would have
sufficient assets to honor any or all of such polential claims, The Company filed its answer (o the lowsuit on
May 14, 2003 denying any liability for Tarzian’s claims., On February 23, 2005, the Court granted the
partics” consent motion staying discovery pending a ruling from the Seventh Circuit on any petition for
rehearing fled by Tarzian in the Indiana litigation referenced above, The Company believes it has
meritorious defenses and intends to vigorously defend the lawsuit, The Company cannot prediet when the
final resolution of this litigation will oocur.

K. Goodwill and Intangible Assets

A summary of changes in the Company's goodwill and other intangible assets for the vears ended
December 31, 2004 and 2003, by business segment is as follows (in thousands):
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K. Goodwill and Intangible Assets (Continued)

Net Balance Met Balance
at Acquisitions al
December 31, Amnd December 31,
03 Adjestments Impairments  Amertization 2004
Goodwill:
Broadeasting £ 137079 % 4 % - 5 -- 5 137,079
Publishing 16,779 -[- - =01 16,779
Paging - (- - -- -0-
£ 153,858 £ - % oA} i =[1- 5 153,858
Broadeast licenses:
Broadcasting £ 920882 ¥ 1028 b -0- 5 -0- 8 921,010
Paging 4829 =[] A} - 4,829
925711 E___1.028 b - b (- 8926730
Definite Lived Intangible
Asaais:
Broadcasting 5 3,752 £ -0- % -{)- 5 (920] 5 2,832
Publishing 50 - - {(50] -0-
Paging 5 ~[l- = (5] ==
£ 3807 b -k - b {973 ] 2,832
Total intangrible ssseis net of
accumulated amorization B ORI 3T B 1028 b3 e} 3 {975 51085420
Mot Balance Met Balance
at Acquisitions at
December 31, And December 11,
202 Adjustments Impairments  Amortization 2003
Cioodwdll:
Broadeasting 3 120,19 ¥ 16389 3 - h 3 - g 137079
Publishing 16778 -0- (- ={) 16,779
Paging 4)- -0- i A)- -
3136269 & 16880 & _____-0- § -0 5 _153R3R
Broadeast licensea
Broadeasting § 4549, £ 248100 3% A b - 5 §20.EE2
Paging 4 820 -0- - =) A4 820
3 950321 £ 481 % - b3 - B_925711
Definite Lived Intangible
Assets
Broadcasting § 0 Ba25 b 523 h 3 L 5 (5.196) b 5,752
Publishing 475 -0- - (425) S0
Pazing 5 <[l e} - 3
i Bo05 3 523 i (- B (5e21) 5 3807

Total infangible assets net of
accumulated amortization 31.096,195 g8 & 0 £ __(5621) 51,083,376
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K. Goeodwill and Intangible Assets (Continued)

As of December 31, 2004 and 2003, the Company’s intangible assets and related accumulated
amortization consisted of the following (in thousands):

—As of December 31, 2004 As of December 31,2003
Accnmulated Apcumulated
_Gross =~ Amortization _ Net = _Gross = Amorfizatiom _ Net
Intangible s=sets not subject
o amortization;

Broadcast licenses £ 982935 5 (56,196) § 926739 % 981907 £ (56,196 % 925711
Croodwil] 155857 (1.999) [33858 _ 136853 _ (2995 __ 153858
SL133. 792 §_(38,195) SLO080597 SL138760 3 (59,191 $L079.569
Intangible assels subject
Fetwork affiliation
agreements £ 523 5 (343) § 180 % 523 % (18T % 335
Oither defimite lved
intangible ety 13,265 {L0513) 2652 13,270 (9.7 147
15788 5 _(10956) §__ 2832 E 13793 % __(3.986) R __ 3807
Total intangibles ELISZ5B0 5_(69.151) S§L083429 ELI152.553 % {69177y RLO833T6

The Company recorded amorization expense for the vears ended December 31, 2004, 2003 and
2002 of 5975,000, 55.6 million and $2.2 million, respectively. Based on the current amount of intangible
assets subject to amortization, the amortization expense for the sueceeding five years is as follows: 2005:
$670,000; 2006: $316,000; 2007: $259.000; 2008: $254,000 and 2009: 3232,000. As scquisitions and
dispositions ccour in the future, actual amounts may vary from these estimates,

See Recent Accovmting Promoumcemenits = Falwation of Intangible Asseds of Nole A, “Description of
the Busimess and Significant Accounting Policies™ for clarification of the SEC Staff™s pogition concerning
the use of the residual method.

L. Information on Business Segments

The Company operates in three business sepmenis:  broadcasting, publishing and paging, The
broadcasting segment operates 30 television stations located in the United States, The publishing segment
operates four daily newspapers in five different markets located in Georgia and Indiana. The paging
operations are located in Florda, Georgia, and Alabama. Corporate and administrative expenses are
allocated to the segment based on net segment revenues, The following tables present certain financial
information concerning the Company's three operating serments (in thowsands):

Year Ended December 31,
2004 2003 2002
Operating revenues:
Broadcasting 3 293273 5 243061 % 146,714
Publishing 46,124 44,366 43,657
Paging 7170 7944 8,269
Total operating revenses 3 346,567 B 205371 E 198640
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L. Information on Business Segments (Continued)

{in thousands)

Oiperating income:
Broadeasting
Publishing
Paging
Total operating income
Appreciation in value of dervatives, nel
Miscellanecus income, net
Interest expense
Loss on early extinguishment of debt
Income before income taxes

Depreciation and amortization expense:
Broadeasting
Publishing
Paging

Corporate
Total depreciation and amortization expense

((Gain) loss on disposal of asscts, net:
Broadcasting
Publishing
Paging

Corporate
Total (gain) loss on disposal of assets, net

Capital expenditures:
Broadcasting
Publishing
Paging

Corporale
Total capital expenditures

Identifinble assets:
Broadoasting
Publishing
Paging
Clorporate

Total identifiable assets
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Year Ended December 31,

2004 2003 2002
§ 102321 § 64267 § 45018
10,162 9461 0,073
724 B30 1,138
113,207 74,678 55,229
<= - 1,581
1,014 20 303
(41,974) (43,337) (15,674)
- - (16,838)
§ 72249 §_ 31361 5 4601
3 22485 § 4423 0§ 14,7
o7 1,500 1,583
Ta4 G4 1,073
24,241 26,867 17,393
Qi G324 135
2 25143 27701 § 1728
5 (328 % 638 % 624
43 161 20
2 3 [5)
(283) g02 h30
(168) 353 i
g (4510 % L1535 & fiik
£ 3273 0% 20333 0% 12833
2,986 1,243 491
393 4646 B2
36,101 22042 14,146
194 264 R2d
36295 522300 £ _14.970

December 31,

2004 2003 2002
§1,257.006  $1,247.357  $1,249,139
31674 28919 2877
4,443 83118 [ 350
1,291 123 1,284,504 1,288,215
80346 40735 43,833
$1,373,469 £1,325.329 $1,332.048



M. Selected Quarterly Financial Data (Unaodited)

Fiscal Quarters
First Second Third Fourth
(In thousands, except for per share data)

Year Ended December 31, 2004;

Operating revenucs $74720 $84353 586,912 5100573
Operating income 19374 M,284 20620 33,929
Net income 3,502 12,197 11,782 14,504
Met income available to common stockholders 4,680 11,376 10,967 13,990
Basic net income available to common stockholders per

share g 0.09 $ 023 0F 022 % 029
Diluted net income available 1o common stockholders per

share $§ 009 § 022 % 022 § 028
Year Ended December 31, 2003:
Operating revenucs 5 64,975 276047 373352 3E0397
Operating income 11,652 22341 19,445 21,240
Met income 171 7032 3556 1,265
Met income (loss) available to common stockholders (651) 6,211 4,734 443
Basic net mcome (loss) available to common stockholders

per share F o001y 5 12 5 009 £ 001
Driluted net income (lozs) available to common

stockholders per share $ (001) § 012 5 009 § 001

Because of the method used in ealculating per share data, the quarterly per share data will not
nocessarily add to the per share data as computed for the year.

N. Subsequent Event
O January 21, 2005, the Company completed the acquisition of certain assets and assumpdion of
certain liahilities of KKCO-TV from Eagle [l Broadcasting, LLC for approximately $13.5 million plus

related transaction costs. KECO-TV, Channel 11 serves the Grand Junction, Colorado television market
and is an NBC affiliate. The Company used a portion of its cash on hand to fully fund this acquisition.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None

Ttem 9A, Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

An evaluation as of December 31, 2004 was carried out under the supervision and with the
paricipation of management, including the Chief Executive Officer (“CEO™) and the Chief Financial
Officer (“CFO™), of the effectivencss of the Company's disclosure controls and procedures (as defined in
Fule 138-15(e) of the Securities Exchange Act of 1934, as amended). Based on that evaluation, the CED
and the CFO have concluded that the Company’s disclosure comtrols and procedures are effective, as of
the end of the period covered by this report, to ensure that information required to be disclosed by the
Company in reports that it files or submits under the Securities Exchange Act of 1934, as amended, is
recorded, processed, summuarized and reported within the time periods specified in Securities and
Exchange Commission rules and forms, Subsequent to this evaluation, there were no significant changes
in the Company’s internal control over financial reporting that could significantly affect the disclosure
conirels, including any corrective actions with regard to significant deficiencies and material weaknesses.

Changes in Internal Control Over Financial Reporting

No change in the Company’s internal control over financial reporting occurred during the quarter
endad December 31, 2004 that materially affected, or 15 reasonably likely (o materially affect, the
Company”s intemal control over financial reporting,

Management®s Report on Internal Control Over Financial Reporting and Attestation Report of our
Independent Registered Public Accounting Firm

Cur Management’s Report on Intemmal Control over Financial Reporting and Attestation Report of
our Independent Registered Public Accounting Firm thereon are set forth in Item 8. of this Anmual Report
on Form 10-E.

Item 9B, Other Information.
Mone
PART 111
Item 10, Directors and Executive Ofificers of the Registrant.

The information relating to our directors and audit committee, compliance with Section 16(z2) of the
Exchange Act, and our code of ethics applicable to our chief executive, financial and accounting officers
set forth in the Company's definitive Proxy Statement for the 2005 Annual Meeting of Shareholders (1o be
filed within 120 days afler December 31, 2004) iz incorporated herein by reference.  In addition, the

information set forth under "Executive Officers of the Registrant” in Part | of this Report is incorporated
herein by reference.
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[tem 11. Executive Compensation.

The information set forth in “Proposal Mo, One: Election of Directors” under the headings
"Executive Compensation,” “Compensation of Directors," "Employment  Apreements”  and
"Compensation Commitiee Inferlocks and Insider Participation" in the Company's definilive Proxy
Staterment for the 2005 Annual Mecting of Sharcholders is incorporated herein by reference,

[tem 12, Security Owoership of Certain Bepeficial Owners and Management and Related
Stockholder Matters.

The mformation set forh in "Proposal Mo, One: Election of Directors”" under the heading "Share
Ownership” in the Company's definitive Proxy Statement for the 2005 Annual Meeting of Shareholders is
incorporated herein by reference,

Equity Compensation Plan Information
The following table gives mformation about the Common Stock and Class A Common Stock that

may be issued upon the exercise of options, warrants and rghts under all existing equity compensation
plans as of December 31, 2004,

Equity Compensation Plan Information

MNomber of securitics remaining

Mumber of securities 1o Welghted-average available for fufure ssnanee
be issued apon exercise exercise price of under equity compensation
of outstanding options, outstandlng optons, plans (excluding securities
Flan Category warrants and rights warrants and rights reflected in 17 column)
Commaon
Equity compensation
plans approved
seeurity holders ' 1,673,455 % 10.75 3,447,560
Equity compensation
plans mol approved
by security holders ™! 80000 51075 MR
Total 1,753,435 347,560
Class A& Commaon
Equity compensation
plans approved b
security holders ) 19,337 21781 L350
Equity compensation
plans nol approved
by security holders -0- 5-0- -
Tioal 19,337 —L3sd

(1) Includes securities available for future issnance under the 2002 Long-Term Incentive Plan.

{2) On September 21, 2000, we issued to Hilton H. Howell, Jr, a director and Vice Chairman of
Giray, an option to purchase 30,000 shares of Gray Common Stock at an exercise price of $10.75,
which represented the fair market value of the Gray Common Stock on the date of grant. The
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option became exercisable in equal 30% annual increments on the first and second anniversaries
of date of grant, The option expires on September 20, 20035,
(3) Includes securities available for future issuance under the 2002 Long-Term Incentive Plan.
Btemy 13, Certain Relationships and Related Transactions.

The information set forth in "Proposal Mo, One: Election of Directors” under the beadings "Cerlain
Relationships and Related Transactions” and "Compensation Committee Interlocks and Insider
Participation” in the Company's definitive Proxy Statement for the 2005 Annual Mecting of Sharcholders
i5 incorporated herein by reflerence,

Item 14. Principal Accountant Fees and Services,

The information set forth in the Company's definitive Proxy Statement for the 2005 Annual Meeting
of Sharcholders concerning principal accountant fees and services is incorporated herein by reference,

PART IV
Item 15, Exhibits and Financial Statement Schedules.
(a) (1) and (2) List of Financial Statements and Financial Statement Scheduales.
(1) Financial Statements.
Management's Report on Internal Control Over Financial Reporting
The following consolidated financial statements of Gray Television, Inc. are included in Iem B:
Report of Independent Registered Public Accountimg Firm
Consolidated Balance Sheets at December 31, 2004 and 2003
Consolidated Statements of Operations for the years ended December 31, 2004, 2003 and 2002

Consolidated Statements of Stockholders” Equity and Comprehensive Inceme for the vears ended
December 31, 2004, 2002 and 2002

Consolidated Statements of Cash Flows for the years ended December 31, 2004, 2003 and 2002
Motes to Consolidated Financial Statemenis
{2} Financial statement schedules.

The following financial statement schedule of Gray Television, Inc. and subsidiaries is included in
Item 15(c):

Schedule [1 - Valuation and qualifying accounts.
All other schedules for which provision is made in the applicable accounting regulation of the

Securilies and Exchange Commission are not reguired under the related mstructions or are inapplicable
and theretore have been omitted.
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(b) Exhibits,

il

3.2

33

34

15

4.1

4.2

4.3

44

4.5

4.6

47

Restated Articles of Incorporation of Gray Television, Inc. (incorporated by reference o
Exhibit 3.1 of the Company’s Annual Beport on Form 10-K for the fiscal year ended
December 31, 1996, File No. 0-13796)

Amendment to the Restated Articles of Incorpomtion, dated April 15, 2002 (incorporated
by reference to Exhibit 3.1 of the Company’s Quarterly Report on Form 10-0) for the
fiscal quarter ended March 31, 2002, File No. 0-137946)

Amendment (o the Restated Articles of Incorporation of Gray Television, Inc,, dated Tuly
24, 2002 {incorporated by reference to Exhibit 3.1 of the Company's Quarterly Report on
Form 10-0) for the fiscal quarter ended June 30, 2002, File No. 0-137%6)

Amendment to the Restated Articles of Gray Television, Inc., dated September 16, 2002
(incorporated by reference to Exhibit 3.4 of the Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2002, File No. 1-13796)

Bylaws of Gray Television, [nc., as amended (incorporated by reference to Exhibit 3.2 of
the Company's Annual Report on Form 10-K for the fiscal year ended December 31,
1998, File MNo. 0-13796})

See Exhibits 3.1 and 3.2 for provisions of the Articles of Incorporation and Bylaws
defining rights of bolders of the Common Stock

Indenture, for the Company's % %% Senior Subordinated Notes due 2011, dated as of
Septembser 15, 2001 {incorporated by reference to Exhibit 4.13 of the Company's Annual
Report on Form 10-K for the fiscal year ended December 31, 2001, File No. 0-13796)

Supplemental Indenture, for the Company's 9 4% Senior Subordinated Notes due 2011,
dated as of September 10, 2002 (incorporated by reference to Exhibit 4.2 of the
Company”s Current Beport on Form 8-K, filed on September 9, 2002, File No. 0-137948)

Warrant, dated January 4, 1996, to purchase 487,500 shares of Class A Common Stock
(incorporated by reference to Exhibit 10,13 of the Company’s BEegistration Statement on
Form 5-1, Registration No, 333-04340)

Form of Warrant, to purchase 500,000 shares of Class A Common Stock {incorporated by
reference to Exhibit 1018 of the Company's Registration Statement on Form S-1,
Registration Mo, 333-04338)

Registration Rights Agreement, deted as of December 21, 2001, by and among CGiray
Television, Inc., First Union Securities, Inc., Banc of America Secanties, LLC, and Allen
& Company, Incorporated (incorporated by reference to Exhibit 4.2 of the Company's
Registration Statement on Form 5-4, Registration Mo, 333-86068)

Registration Rights Agreement, dated as of April 22, 2002, by and among Gray

Television, Inc. and Certain Invesiors (incorporated by reference to Exhabit 4.1 of the
Company's Registration Statement on Form 5-3, Registration No, 333-886%4)
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101

10.2

10.3

0.4

10.5

10.6

10.7

10.8

10.9

10.10

1011

1012

Fourth Amended and Restated Loan Agreement, dated October 25, 2002, by and among
Gray Television, Ine., as Borrower, Wachovia Bank, National Association, a5
Administrative Agent, Bank of America, M.A, a8 Syvodication Agent, and Deutsche Bank
Trust Company Americas, as Documentation Agent (incorporated by reference to Exhibit
94.1 of the Company's Current Report on Form B-K, filed on November £, 2002, File No.
1-13796)

Preferred Stock Purchase Agreement, dated as of April 22, 2002, by and among Cray
Television, Inc. and Certain Investors (incorporated by reference to Exhibit 4.2 of the
Company's Registration Statement on Form 5-3, Registration Mo, 333-E86%4)

Exchange Agreement, dated as of Aprl 22, 2002, by and among Gray Television, Inc.
and cerlain holders of the Compeany's preferred stock (incorporated by reference to
Exhibit 4.3 of the Company's Registration Statement on Form 8-3, Registration No. 333-
85604)

Agreement and Plan of Merger, dated as of June 4, 2002, by and among the Company,
Giray MidAmerica Televizsion, Ine, and Stations Holding Company, Inc. (incorporated by
reference to Exhibit 2.1 of the Company's Bepistration Statement on Form 5-3,
Registration No. 333-88694)

Aszet Purchase Agreement, dated as of June 4, 2002, by and among Chelsey
Brosdeasting Company, LLC, Benedek Broadeasting Corporation and Benedek License,
Inc. (incorporated by reference to Exhibit 10,5 of the Company's Registration Statement
on Form 5-3, Registration Mo, 333-83654)

Form of Preferred Stock Exchange and Purchaze Agreement, between the Company and
Bull Run Corporation (incorporated by reference to Exhibit 10.17 to the Company's
Registration Statemment ont Form 5-1, Registration Mo, 333-04338)

Supplemental Pension Plen (incorporated by reference to Exhibit 10{a) of the Company's
Registration Statement on Form 10, File Mo, 0-13796)*

1992 Long-Term Incentive Plan, as amended (incorporated by reference to Exhibit 1001
of the Company’s Registration Statemnent on Form 5-4, Repistration No, 333-853321)*

2002 Long-Term Incentive Plan (incorporated by reference to the Company's definitive
Proxy Statement on Schedule 14A, filed on August 15, 2002)%

Reserved

Capital Accumulation Plan (incorporated by reference to Exhibat 10(1) to the Company’s
Annual Feport on Form 10K for the Discal year ended December 31, 1994, File Na. 0=
13796)*

Dvireciors' Resiricted Siock Plan (incorporated by reference to Exhibit 10,12 of the

Company’s Annuzl Report on Form 10-K for the fiscal year ended December 21, 2002,
File No. 1-13796)*
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10.13

10.14

10.15

10.16

10.17

10.18

14.1

31.1

3.2

32.1

Employment Agreement, dated February 12, 1996, between the Company and Robert AL
Beizer (incorporated by reference to Exhibit 10.28 of the Company's Registration
Statement on Form S-1, Registration Mo, 333-04340)#

Form of Amendment to Employment Agreement, dated December 12, 1996, between the
Company and Bobert A Beizer {incorporated by reference to Exhibit 10,19 of the
Company’s Annual Report on Form 10-K for the fiscal vear ended December 31, 1996,
File No. 0-13796)*

Asset Purchase Agreement, dated as of Seplember 3, 2002, by and among Smith
Television Group, Inc., Smith Television Holdings, Ine. and Gray Television, Ine.
(incorporated by reference to Exhubit 10-15 of the Company™s Annual Report on Form
10-K for the fiscal vear ended December 31, 2002, File No., 1-13796)

First Amendment, dated June 9, 2003, to the Fourth Amended amnd Restated Loan
Agreement dated October 25, 2002, by and among the Company as Borrower, Wachovia
Bank, National Association, as Admimstrative Acent, Bank of America, N_A., as
Syndication Agent, and Deutsche Bank Trust Company Americas, as Documentation
Agenl (incorporated by reference to Exhibit 9.1 of the Company’s Current Report on
Form 8-K, filed on June 13, 2003, File No. 1-13796)

Warrant Purchaze Agreement, dated April 15, 2003, between Bull Run Corporation and
the Company (incorporated by reference to Exhibit 10.1 of the Company’s Quarterly
Report on Form 10-0) for the fiscal quarter ended September 30, 2003, filed on
November 12, 2003, File No. 1-13796)

Stock Purchase Agreement, dated August 19, 2003, between Bull Run Corporation and
the Company (incorporated by reference to Exhibit 10.2 of the Company’s Quarterly
Eeport on Form 100} for the facal quarter ended September 30, 2003, filed on
Movember 12, 2003, File No, 1-13796)

Code of Ethics as approved by the Company's beard of directors on March 3, 2004,
(incorporated by reference to Exhibit 14.1 of the Company™s Annual Report on Form 10-
K for the fiscal vear ended December 31, 2003, filed on March 12, 2004, File Mo, 1-
13794)

Letter re: Change in Certifving Accountant (incorporated by reference to the Company”s
Current Eeport on Form 8-K, filed on January 8, 2002, File No. 0-13796)

Subsidiaries of the Registrani

Consent of PricewaterhouseCoopers LLP

Power of Attormey (contained in the signature page of this Report)
Rule 13 (a) — 14 {a) Centificate of Chief Executive Officer

Rule 13 (a) - 14 {a) Centificate of Chief Financial Officer

Section 1350 Certificate of Chief Executive Officer
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322 Scction 1350 Certificate of Chief Financial Officer
* Compensation Plan or Arrangement

{c) Financial Statement Schedules — The response to this section is submitted as & part of (a)(1) and
(2).
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SIGNATURES

Pursuani fo the reguirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thercunto duly
authorized.

Giray Television, Inc.

Date: March 14, 2005 By: is! J. MACK ROBINSON
J. Mack Robinson,
Chaitrman and Chiel Executive Officer

POWER OF ATTORNEY

EMOW ALL MEM BY THESE PRESEMTS, that each person whose signature appears below
constitutes and appoints J. Mack Robinson, Robert 5. Prather, Jr. and James C. Ryan, and each of them,
as ks trus and lawful attomeys-in-fact and agents, with full powers of substitution and resubstitulion for
him, in his name place and stead, in any and all capacities, to sign any and all amendments to this Annual
Report on Form 10-K, and to file the same, with all exhibits thereto, and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-faet and agents
full power and avthority to do and perform each and every act and thing requizite and necessary o be
done in and about the premises as fully and to all intents and purposes as he might or could do in person,
hereby ratifying and confirming all that said attorneys-in-fact and agents may lawfully do or cause to be
done by virtue hereofl

Pursuant to the requirements of the Secunties Exchange Act of 1934, this report has been signed

below by the following persons on behalf of the Registrant and in the capacitics and on the dates
indicated.

Date; March 14, 2005 By: /! WiLLIaM E. MAYHER, 111
William E. Mayher, III,
Chairman of the Board

Date: March 14, 2005 By: s/ MACK ROBINSON

1. Mack Robinson, Director, Chairman and
Chief Executive Officer

Date: March 14, 2005 By: /s RICHARD L. BOGER
Richard L. Boger, Direcior

Date: March 14, 2005 By: /s RAY M. DEAVER.
Bay M. Deaver, Director

Date: March 14, 2005 By 0T, L. ELDER
T. L. Elder, Director

Date: March [4, 2005 Bw: faf HILTON H. HOWELL, JR,
Hilton H, Howell, It Drecior

Date: March 14, 2005 By: s ZELL B, MILLER
Zell B, Miller, Dyrector
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Dhate;

Date:

Dite:

Dato;

Date:

Date:

March 14, 2005

March 14, 2005

March 14, 2005

March 14, 2003

March 14, 2005

March 14, 2003

By:

By:

By:
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/5! HOWELL W. MEWTOM

Haowell W, Mewton, Direcior

faf HuGH NORTOMN

Hugh Norton, Director

/&' ROBERT 5. PRATHER, JR.

Robert 8. Prather, Ir., Direcior

/& HARRIETT J. ROBINSOM

Harriett 1, Robinson, Director

faf JamES C. By AN

James C. Ryan,
&r. Fice President & Chief Financial Officer

J/ad TACKSON S5, COWART, IV

Jackzon 3, Cowart, TV,
Chief Accounting Officer



GRAY TELEVISION, INC.

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
(amounts in thousands)

Col. A Col. B Col.  Col.D Col. E
L Additions
Charged Charged to
Balance at to Diher Balance at
Beginning Costs and  Accounts  Deductions End of
Description Of Period Expenses (2} 1) Period
Year Ended December 31, 2004
Allwance for doubtful accounts £1.145 § 613 $ 35 3 346 T 47
Valuation allowance fior defermad
tax asset $3,125 § 597 £ G- £ -0 $ 3722
Year Ended December 31, 2003
Allowance for doubtful accounts 1,339 5 536 - 2 T % 1,145
Valuation allowance for defermed
tax assel b -{1- §3,125 2 -0 POl 3,125
Year Ended December 31, 2002
Allovwance for doubtful accounts 743 $ 872 £ 636 3 962 5 1339
Valuation allowance for deferred
tax asset £ - § -0 £ -0- F 0 b3 0

(1) Deductions are write-offs of amounts not considered collectible.

{(2) Represents amounts recorded in connection with acquisitions.
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Exhibit

EXHIBIT INDEX

Number Description

21.1

231

al.1

312

321

322

Subsidiaries of the Registrant

Consent of PricewaterhouseCoopers LLP
Rule 13 (a) — 14 {a) Certificate of the Chief Executive Officer

Bule 13 (a) — 14 {a) Centificate of the Chief Financial OMficer

Section 1350 Cenificate of the Chief Executive Officer

Section 1350 Cerlifeate of the Chief Financial Officer
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List of Subsidiaries

Gray Television, Inc.

Mome of Subaidiary

Exhibit 21.1

Jurisdiction of Incorparation

WYLT-TV, Inc,

Cirny Telewision Ciroap, Inc.

Cirny Publishing, LLC

Ciry Link LLC

Poren-Fhane Paging Licensee Carp.
Girny MidAmercn Television, Inc.
Cirny Telewision Licensee, Inc.
Gy Texns LLEC

Groy Texns LP
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Delnaare
Delnaarns
Delnaare
Delpware
Dhelnware
Delnware
Dhelnware
Delpware



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on
Forms S-B (Nos, 333-117248, 333-346536, 333-17773, 333-15711, 333-B9855, 333-09098, 333-
42377, 333-106753, 333-106752 and 333-106751) and Form 8-3 (No. 333-88694) of Gray
Television, Inc. of cur report dated March 14, 2005 relating to the financial statements, financial
statement schedule, management’s assessment of the effectiveness of internal control owver
financial reporting and the effectiveness of intermal control over financial reporting, which
appears in this Form 10-K.,

fs/PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Atlanta, Georgia
March 14, 2005
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EXHIBIT 31.1

CERTIFICATION
I, ). Mrck Eobinson, certify that;

2.

5.

I have reviewed this anmual report on Form 10-K of Gray Television, Inc;

Based on my knowledge, this report does not contain any untrue stafement of o material fact or omit to stale
a material Fact necessary b make the stalements made, m light of dee circumstances wnder which such
statements were made, not misleading with respect (o the period covered by this report;

Based on my knowledge, the financial statements, and other financial imformation included in this report,
fairly present in all material respects the fnancial condition, results of operations and cash Nows of the
registrant ag of and for, the pericds presented o this peport;

The registrant's otler cerifying officers) and | are responsibie for cstablishing and maintaining disclosure
controls and procedures (as defined i Exchange Act Reles 130-15(e) and 15d-15{e)) and internal control
over financial reporting (a8 defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
hawve:

al Designed such disclosure contrels and procedures, or caused such disclosure controls and
procedures 0 be designed under our supervision, 1o ensure that material information relating 1o the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entites, partivularly during the period in which thds report 15 being prepared,

by Designed swch internal control over financial reporting, or caused such internal control owver
financial reporting to be designed under our supervision, lo provide reasonable assurance
regarding the relinbility of financinl reporting and the preparation of financial statements for
external purposes in sccordance with generally accepted accounting principles;

2] Ewvalunied the effectiveness of the registrant’s disclosure controls and procedures and presented in
ihis reporl our conclugions about the efectiveness of the disclosure controlz and procedures, s of
the end of the period covered by this report based on such evaloation; and

di  Disclosed in this report any change in the registrant’s milemnal conirol over Noancial reporting that
occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in
ihe case of an annual report) that has materally affected, or 15 reasonably likely o materially
affect, the registrant’s mtermal condrol over financial reporting; and

The registrant’s other cerfifying officen(=) and 1 have disclozed, based on our most recent evaluation of
internal control ever financial reporting, to the registrant’s auditers and the audit commitiee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) Al significant deficiencies and material weaknesses i the design or operation of mternal control
over financial reporting which are reasonably hikely to adversely affect the registmnt’s ability to
record, process, sumpsarize and repodt finascial information; and

bB)  Any fraud, whether or not material, that involves management or other emplovess who have o
significant role in the registrant's nternal comtrol over financial reporting.

Date: March 14, 2005 By:_ = ), Mack Rohinson
Chairman and Cheel Executive Officer
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EXHIBIT 31.2

CERTIFICATION
[, James C, Ryan, certify that:

1.

2,

Ll
.

I have reviewed this anmual report on Form 10-K of Gray Television, Inc;

Based on miy knowledge, this report does not contain any uniree statement of a material fact or omit to staie
a raderial fact necessary o make the statements made, in Lght of the circnmstances wvnder which such
statements were made, not misleading with respect to the period covered by this report;

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

The registrant's other centifying officen(s) and [ are responsible For establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(2) and 15d4-15(e)) and internal control
over financial reporting (25 defined i Exchange Aot Boles 13- 1501 and 15d-13(6)) for the registrant and

have:

a)

b)

Designed such dischosure controls and procedures, o caused such disclosure controls and
procedures o be designed wber our supervision, fo ensure that material information relating to the
registrant, including its consolidated subsidiarics, is made known 1o ws by others within tsoee
entities, particularky during the period i which this report &s being prepared;

Diesigned such internal contrel over financial reporting, or caused swuch internal control over
financial reporting o be designed wnder our supervision, fo provide reasomable assurance
regarding the reliability of financial reporting and the preparation of finascial statements for
external purposes in accordance with generally accepted accounting principles;

Ewaluated the effectiveness of the regiatrant's disclogure comtrols and procedises and presemted in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the pericd covered by this report based on such evaluation; and

Dasclosed m this report any chamge in the registrants intemnal control over financial reporting that
occurred during the registrant's most recent fiscal guarter (the registrant's fourth fiscal quarier in
the case of an annual report) that has materially affected, or is rensonnbly likely to materially
affect, the registrant's internal control over financial reporting; and

5. The registrant’s other certifving officer(s) and 1 have disclosed, based on our most recent evaluation of
mnternal control over financial reporting, to the registrant’s auditors and the audit commities of the
regiztrant’s board of directors {or persons performing the eguivalent functions):

aj)

b)

All zignificant deficiencies and material weaknesses in the design or operation of intemal control
over financial reporting which are reasonably likely 1o adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

Any frand, whether or not material, that nvolves management or other employvees who have o

significant robe in the registrant™s internal control over finnncial reporting.

Date: Muarch 14, 2005 By_{

Senior Viee Pressdent and Chiel Financial Officer
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EXHIBIT 32.1
I 1 I ; ; 5

In connection with the acoompanying annual report on Form [ 0-K of Gray Television, Inc. (ihe “Company™}
for the year ended December 31, 2004 (the “Perindic Repon™). the undersigned Chief Executive Officer of the
Company, hereby certifies pursuant to Title 13, Section 1350 United States Code, as adopied pursuant o Section
Q06 of the Sarbanes-Cxley Act of 2003, to the best of his individual knowledge and belicf, that the Pericdic Report
fully complies with the requirements of Section 13(a) or 15(d) of the Secunties Exchange Act of 1934 and that the
mnformation contained in the Periodic Feport fairly presents, in all material respects, the financial condition and
resulis of operations of the Company.,

Datest: March 14, 2005

fad 1. Mac hi
1. Mack Bobinson,
Chairmean and Chiel Executive Officer

A signed original of this written statement requined by Section TG has been provided 1o Gray Tebevision, Inc,
and will be retained by Giray Television, Inc. and furnizshed to the Securities and Exchange Commission or s stafT
upon request.
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EXHIBIT 332

CERTIFICATION PURSUANT TO 18 U.S.C, SECTION 1350

In connection with the accompanying annual report on Form 10-K of Gray Television, Ine. (the *Company™)
for the vear ended December 31, 2004 (the “Perodic Beport™), the undersigned Chief Financial Officer of the
Company, hereby centifies pursnant to Title 18, Section 1330 United States Code, as adopied pursuant to Section
G046 of the Sarbanes-Oxley Act of 2003, 10 the best of his mdividual knowledge and belef, that the Periodic Report
fully complies with the requirements of Section 13(a) or 15(d) of the Secaritics Exchange Act of 1934 and that the
mformation confained in the Periodic Beport fairly presents, in all material respects, the financial condition and
peaults of operations of the Company.

Dinded: March 14, 2005
Tamea C. Foyan,
Semior Vice President and Chief Finanain] Officer

A signed onginal of this writien statement required by Section 906 has been provided to Gy Television, Ine,
amwld will be retained by Gray Television, Inc. and furnished o the Securities and Exchange Cominission or its staff

WPON Tequeest,
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TELEVISION, INC.

Executive Offices: Administrative Offices:
4370 Peachtree Road, NE | 126 N. Washington Street
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