Edgar Filing: PAXSON COMMUNICATIONS CORP - Form 10-K

PAXSON COMMUNICATIONS CORP
Form 10-K
March 14, 2002

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549-1004

FORM 10-K
(MARK ONE)

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
OR

[ 1] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED)

FOR THE TRANSITION PERIOD FROM TO
COMMISSION FILE NUMBER 1-13452

PAXSON COMMUNICATIONS CORPORATION
(Exact name of registrant as specified in its charter)

DELAWARE 59-3212788
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)
601 CLEARWATER PARK ROAD, WEST PALM BEACH, FLORIDA 33401
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: (561) 659-4122

Securities Registered Pursuant to Section 12 (b) of the Act:

NAME OF EXCHANGE
TITLE OF EACH CLASS ON WHICH REGISTERED

Class A Common Stock, $0.001 par value American Stock Exchange
10 3/4% Senior Subordinated Notes American Stock Exchange

Indicate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding twelve months (or such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. [X]



Edgar Filing: PAXSON COMMUNICATIONS CORP - Form 10-K

Indicate by check mark if disclosure of delinquent filers pursuant to Item
405 of Regulation S-K is not contained herein, and will not be contained, to the
best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. [ ]

The aggregate market value of common stock held by non-affiliates of the
registrant as of March 1, 2002 is $375,901,000 computed by reference to the
closing price for such shares on the American Stock Exchange.

The number of shares outstanding of each of the registrant's classes of
common stock, as of March 1, 2002 was: 56,423,527 shares of Class A Common
Stock, $0.001 par value, and 8,311,639 shares of Class B Common Stock, $0.001
par value.

DOCUMENTS INCORPORATED BY REFERENCE

Parts of the definitive Proxy Statement for the Registrant's Annual Meeting
of Stockholders to be held on May 3, 2002.

TABLE OF CONTENTS

PAGE

Item 1. 2= I L = = 1
Item 2. Properties and Facilities. ... .ottt iin e eeneneeenns 26
Item 3. Legal ProceedingsS . v i e ittt tne ettt eeeeeeeeeeeaneeeeenns 27
Item 4. Submission of Matters to a Vote of Security Holders......... 27
Item 5. Market for Registrant's Common Equity and Related

Stockholder MattersS. ..ttt ittt ittt ettt i 28
Item 6. Selected Financial Data. ... ittt ittt nnnnnneees 29
Item 7. Management's Discussion and Analysis of Financial Condition

and Results of OperationsS. .. ...ttt itteeeeeeeeennenns 30
Item 7A. Quantitative and Qualitative Disclosures About Market

e 41
Item 8. Financial Statements and Supplementary Financial Data....... 42
Item 9. Changes in and Disagreements With Accountants on Accounting

and Financial DisSCloSUTre. i i vttt iieeeeeeeeneeeeeeeeeneenns 42
Item 10. Directors and Executive Officers of the Registrant.......... 43
Item 11. Executive Compensation........ ittt tineeeeenneeeeeeeanns 43
Item 12. Security Ownership of Certain Beneficial Owners and

DY E= B e F= T 10 0TS o 43
Item 13. Certain Relationships and Related Transactions.............. 43
Item 14. Exhibits, Financial Statement Schedules and Reports on Form

ST 43

PART T

ITEM 1. BUSINESS
GENERAL

We are a network television broadcasting company which owns and operates
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the largest broadcast television station group in the United States, as measured
by the number of television households in the markets our stations serve. We
currently own and operate 65 full power broadcast television stations (including
three stations we operate under time brokerage agreements), 64 of which carry
PAX TV, including stations reaching all of the top 20 U.S. markets, and 41 of
the top 50 U.S. markets. We operate PAX TV, a network that provides family
oriented entertainment programming seven days per week between the hours of 1:00
p.m. and midnight, Monday through Friday, and 5:00 p.m. and midnight Saturday
and Sunday. PAX TV's programming consists of shows originally developed by us
and shows that have appeared previously on other broadcast networks which we
have purchased the right to air. PAX TV reaches approximately 85% of prime time
television households in the U.S. through our broadcast television station
group, and pursuant to distribution agreements with cable and satellite systems
and affiliates. PAX TV reaches approximately 64% of U.S. television households
through our broadcast television station group. We have agreements with cable
television system owners and satellite television providers to carry PAX TV,
through which we reach an additional 16% of U.S. television households in
markets not served by our owned and operated stations. We reach an additional 5%
of U.S. television households through affiliation agreements with 63
independently owned PAX TV affiliated stations. We have obtained audience
ratings and share, market rank and television household data set forth in this
report from the most recent information available from Nielsen Media Research.
We do not assume responsibility for the accuracy or completeness of this data.

We derive our revenues from the sale of network spot advertising time,
network long form paid programming and station advertising:

— Network Spot Advertising. We sell commercial air time to advertisers who
want to reach the entire nationwide PAX TV viewing audience with a single
advertisement. Most of our network advertising is sold under advance, or
"upfront," commitments to purchase advertising time which are obtained
before the beginning of our PAX TV programming season. The National
Broadcasting Company, Inc. ("NBC") serves as our exclusive sales
representative to sell most of our network advertising. Any remaining
inventory which is not sold by NBC is sold by us as direct response
advertising. Our network advertising sales represented approximately 33%
of our revenue during the year ended December 31, 2001.

— Network Long Form Paid Programming. We sell air time for long form paid
programming, consisting primarily of infomercials, during broadcasting
hours when we are not airing PAX TV. Infomercials are shows produced by
others, at no cost to us, principally to promote and sell products or
services through viewer direct response. Our network long form paid
programming represented approximately 33% of our revenue during the year
ended December 31, 2001.

- Station Advertising. We sell commercial air time to advertisers who want
to reach the viewing audience in specific geographic markets in which our
stations operate. These advertisers may be local businesses or regional
or national advertisers who want to target their advertising in these
markets. NBC provides national advertising sales services for a majority
of our stations. In markets in which our stations are operating under
joint sales agreements, or JSAs, our JSA partner serves as our exclusive
sales representative to sell our local station advertising. For stations
for which NBC does not provide national account representation, our JSA
partner performs this function. Our local sales forces sell this
advertising in markets without JSAs. Our station advertising sales
represented approximately 34% of our revenue during the year ended
December 31, 2001 (including 16% of our revenue during such year which
was derived from local and national long form paid programming) .

We believe that our business model benefits from many of the favorable
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attributes of both traditional television networks and network-affiliated
television station groups. Similar to traditional television networks, we
provide advertisers with nationwide reach through our extensive television
distribution system. We own and operate most of our distribution system and,
therefore, we receive advertising revenue from the entire

broadcast day (consisting of both PAX TV and long form paid programming), unlike
traditional networks, which receive advertising revenue only from commercials
aired during network programming hours. In addition, due to the size and
centralized operations of our station group, we are able to achieve economies of
scale with respect to our programming, promotional, research, engineering,
accounting and administrative expenses which we believe enable us to have lower
per station expenses than those of a typical network-affiliated station.

BUSINESS STRATEGY
The principal components of our strategy are set forth below:

— Provide Quality Family Programming. We believe there is significant
demand, including from adult demographic groups which are attractive to
advertisers, for quality family oriented programming which is free of
excessive violence, explicit sexual themes and foul language. We are
attracting viewers and establishing a nationally recognized brand by
offering quality family programming. As our PAX TV brand recognition
grows, we believe that PAX TV will increasingly be a "destination
channel" to which viewers turn regularly for family programming, and that
PAX TV will continue to attract advertisers who want to reach the viewer
demographics attracted by our programming. We are expanding the amount of
original programming we air as we believe this will further improve our
viewer demographics and our positive ratings trends by employing cost
efficient development and production techniques. We have developed
original entertainment programming for PAX TV at lower costs than those
typically incurred by other broadcast networks for original entertainment
programming.

— Benefit from a Centralized, Efficient Operating Structure. We centralize
many of the functions of our owned and operated stations, including
promotions, advertising, research, engineering, accounting and sales
traffic. Our stations average fewer than ten employees compared to an
average of 90 employees at network-affiliated stations, and an average of
60 employees at independent stations in markets of similar size to ours.
We promote PAX TV and each of our television stations by utilizing a
centralized advertising and promotional program. We also employ a
centralized programming strategy, which we believe enables us to keep our
programming costs per station significantly lower than those of
comparable stations. We provide programming for all of our stations and,
except for local news and syndicated programming provided by JSA
partners, each station offers substantially the same programming
schedule.

— Improve Local Television Station Operations by Implementing Joint Sales
Agreements. In order to improve the operations of our local stations, we
have entered into JSAs with respect to 55 of our stations, including JSAs
between 48 of our stations and NBC owned or affiliated stations.
Substantially all of those stations are currently operating under the
terms of the JSAs. Generally, JSAs are for ten year terms. Substantially
all JSA partners have the right to terminate the JSA upon a sale by the
JSA partner of its station that is the subject of the JSA. Each JSA
typically provides the following:
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— The JSA partner serves as our exclusive sales representative to sell
our station advertising, enabling our station to benefit from the
strength of the JSA partner's sales organization and existing
advertiser relationships;

- We integrate and co-locate many of our station operations with those
of the JSA partner, reducing our costs through operating efficiencies
and economies of scale, including the elimination of redundant owned
and leased facilities and staffing; and

— The JSA partner may provide local news and syndicated programming,
supplementing and enhancing our station's programming lineup.

- Expand and Improve PAX TV Distribution. We intend to continue to expand
our television distribution system through the addition of affiliated
broadcast television stations and cable systems. We intend to expand our
distribution to reach as many U.S. television households as possible in a
cost efficient manner. We continue to improve the channel positioning of
our broadcast television stations on local cable systems across the
country, as we believe the ability to view our programming on one of
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the lower numbered channel positions (generally below channel 30) on a
cable system improves the likelihood that viewers will watch our
programming.

— Develop Our Broadcast Station Group's Digital Television Platform. Our
owned and operated station group gives us a significant platform for
digital broadcasting. We have commenced construction of our digital
broadcast facilities and intend to explore the most effective use of
digital broadcast technology for each of our stations. Upon completion of
the construction of our digital facilities, we believe that we will be
able to provide a significant broadband platform on which to broadcast
digital television, including multiple additional television networks.
While future applications of this technology and the time frame within
which digital broadcasting will commence are uncertain, we believe that
our existing broadcast stations make us well positioned to take advantage
of future digital broadcasting opportunities.

DISTRIBUTION

We distribute PAX TV through a television distribution system comprised of
our owned and operated broadcast television stations, cable television systems
in various markets not served by a PAX TV station, satellite television
providers and independently owned PAX TV affiliated broadcast stations.
According to Nielsen our programming currently reaches 85% of U.S. television
households.

We seek to reach as many U.S. television households as possible in a cost
efficient manner. In evaluating opportunities to increase our television
distribution, we consider factors such as the attractiveness of specific
geographic markets and their audience demographics to potential television
advertisers, the degree to which the increased distribution would improve our
nationwide audience reach or upgrade our distribution in a market in which we
already operate, and the effect of any changes in our distribution on our
national ownership position under the Communications Act and FCC rules
restricting the ownership of attributable interests in television stations. We
have increased the number of U.S. television households which can receive our
programming by entering into agreements with cable system operators and
satellite television providers under which they carry our programming on a
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designated channel of their cable system or satellite service.

Our Owned and Operated Television Stations. We currently own and operate
65 full power broadcast television stations (including three stations we operate
under time brokerage agreements, or TBAs), 64 of which carry PAX TV, including
stations reaching all of the top 20 U.S. markets and 41 of the top 50 U.S.
markets. Our owned and operated station group reaches approximately 64% of U.S.
prime time television households, according to Nielsen. Our ownership of the
stations providing most of our television distribution enables us to receive
advertising revenue from each station's entire broadcast day and to achieve
operating efficiencies typically not enjoyed by network affiliated television
stations. As nearly all of our owned and operated stations operate in the "ultra
high frequency," or UHF, portion of the broadcast spectrum, only half of the
number of television households they reach are counted against the national
ownership cap under the Communications Act. By exercising our rights under the
Communications Act to require cable television system operators to carry the
broadcast signals of our owned and operated stations, we reach many more
television households in each station's designated market area, or DMA, than we
would if our stations were limited to transmitting their broadcast signals over
the airwaves.

We operate an additional three stations (WPXL, New Orleans; WPXX, Memphis;
and WBNA, Louisville) pursuant to TBAs with the station owners. Under these
agreements, we provide the station with PAX TV programming and retain the
advertising revenues from the sale of advertising time during PAX TV programming
hours. We have options to acquire two of these stations (WPXL and WPXX) and a
right of first refusal to acquire the third (WBNA). The owners of the two
stations for which we have options have the right to require us to purchase
these stations at any time after January 1, 2003 through December 31, 2005. We
may enter into additional TBAs to operate stations that we intend to acquire or
to enable us to operate additional stations that we might not be able to own
under the current ownership restrictions of the Communications Act.

3

The table below provides information about our owned and operated stations,
stations we operate pursuant to TBAs, and stations subject to pending
acquisition transactions. Upon completion of the pending acquisition
transactions and construction projects noted in the table, we will own 66
stations, 65 of which will carry PAX TV, including stations reaching all of the
top 20 U.S. markets and 41 of the top 50 markets.

MARKET STATION BROADCAST TOTAL MARKET TV

MARKET NAME RANK (1) CALL LETTERS CHANNEL HOUSEHOLDS (2)

New York 1 WP XN 31 7,301,060

Los Angeles 2 KPXN 30 5,303,490

Chicago 3 WCPX 38 3,360,770

Philadelphia 4 WPPX 61 2,801,010

San Francisco 5 KKPX 65 2,426,010 Gran
Boston (4) 6 WPXB 60 2,315,700

Boston (3 stations) 6 WBPX 68 2,315,700

Dallas 7 KPXD 68 2,201,170

Washington D.C. 8 WPXW 66 2,128,430

Washington D.C. 8 WWPX 60 2,128,430

Atlanta 9 WPXA 14 1,990,650

Detroit 10 WPXD 31 1,878,670 Post-
Houston 11 KPXB 49 1,831,680 Post-
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Seattle 12 KWPX 33 1,647,230
Minneapolis 13 KPXM 41 1,573,640
Tampa 14 WXPX 66 1,568,180
Miami 15 WP XM 35 1,549,680
Phoenix 16 KPPX 51 1,536,950
Cleveland 17 WVPX 23 1,513,130
Denver 18 KPXC 59 1,381,620
Sacramento 19 KSPX 29 1,226,670 Hearst
Orlando 20 WOPX 56 1,182,420 Hearst
Portland, OR 23 KPXG 22 1,069,260
Indianapolis 25 WIPX 63 1,013,290 Dis
Hartford 28 WHPX 26 953,130
Raleigh-Durham 29 WEPX 62 939,000
Raleigh-Durham 29 WRPX 47 939,000
Nashville 30 WNPX 28 879,030
Kansas City 31 KPXE 50 849,730 Scripps
Milwaukee 33 WPXE 55 832,330 Journ
Salt Lake City 35 KUPX 16 782,960
San Antonio (5) 37 KPXL 26 710,030 Clear C
Grand Rapids 38 WZPX 43 702,210 I
Birmingham 39 WPXH 44 683,830
West Palm Beach 40 WPXP 67 681,100 Scripps
Memphis (6) (7) 41 WPXX 50 655,210 R
Norfolk 42 WPXV 49 654,150 L
New Orleans (6) (7) 43 WPXL 49 653,020 Hearst
Greensboro 44 WGPX 16 634,130 Hearst
Oklahoma City 45 KOPX 62 623,760 The
Buffalo 47 WPXJ 51 616,610
Albuquerque 48 KAPX 14 607,170 Hubb
Providence 49 WPXQ 69 600, 730
Louisville (6) (8) 50 WBNA 21 598,940
Wilkes Barre 52 WQPX 64 567,810 The
Jacksonville-Brunswick 53 WPXC 21 563,510 Post-
Fresno-Visalia 55 KPXF 61 524,970 Gran
Albany 57 WYPX 55 514,770 Hubb
Tulsa 59 KTPX 44 502,500 Scripps
Charleston, WV 61 WLPX 29 478,910
Knoxville 63 WPXK 54 478,190 R
Lexington 66 WUPX 67 435,780
Roanoke 67 WPXR 38 422,760
4

MARKET STATION BROADCAST TOTAL MARKET TV
MARKET NAME RANK (1) CALL LETTERS CHANNEL HOUSEHOLDS (2)
Des Moines 70 KFPX 39 404,910 The
Honolulu 72 KPXO 66 398,460
Spokane 78 KGPX 34 380,480
Shreveport 79 KPXJ 21 372,490
Portland-Auburn, ME 80 WMPX 23 372,470
Syracuse 81 WSPX 56 363,340 R
Cedar Rapids 89 KPXR 48 317,980 Second
Greenville—-N. Bern 106 WEPX 38 250,780 C
Greenville—-N. Bern 106 WP XU 35 250,780 C
Wausau (9) 137 WTPX 46 168,510
St. Croix NR WPXO 15 - Alpha
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(1) Market rank is based on the number of television households in the
television market or Designated Market Area, or "DMA," as used by
Nielsen, effective as of September 2001.

(2) Refers to the number of television households in the DMA as estimated by
Nielsen, effective as of September 2001.

(3) Indicates the company with which we have entered into a JSA for the
station.

(4) Currently carries the home shopping programming of ValueVision
International, Inc.

(5) JSA is scheduled to terminate August 13, 2002.

(6) Station is independently owned and is operated by us under a time
brokerage agreement.

(7) We have the option to acquire the station and the current owner has the
right to require us to purchase the station at anytime after January 1,
2003 through December 31, 2005.

(8) We have a right of first refusal to acquire the station.
(9) The station has been constructed but is not yet operational.

Cable and Satellite Distribution. In order to increase the distribution of
our programming, we have entered into carriage agreements with the nation's
largest cable multiple system operators, as well as with other cable system
operators and satellite television providers. These cable and satellite system
operators carry our programming on a designated channel of their service. These
carriage agreements enable us to reach television households in markets not
served by our owned or affiliated stations. Our carriage agreements with cable
system operators generally require us to pay an amount based upon the number of
additional television households reached. Our carriage agreements with satellite
television providers allow the satellite provider to sell and retain the
advertising revenue from a portion of the non-network advertising time during
PAX TV programming hours. Some of our carriage agreements with cable operators
also provide this form of compensation to the cable operator. We do not pay
compensation for reaching households in DMAs already served by our broadcast
stations, even though the cable operator may provide our programming to these
households because we have exercised our "must carry" rights under the
Communications Act. We believe that the ability to view our programming on one
of the lower numbered channel positions (generally below channel 30) on a cable
system improves the likelihood that viewers will watch our programming, and we
have successfully negotiated favorable channel positions with most of the cable
system operators and satellite television providers with whom we have carriage
agreements. Through cable and satellite distribution, we reach approximately 16%
of U.S. prime time television households in DMAs not already served by a PAX TV
station.

Our PAX TV Affiliated Stations. To increase the distribution of PAX TV, we
have entered into affiliation agreements with stations in markets where we do
not otherwise own or operate a broadcast station. These stations include full
power and low power television stations. Each affiliation agreement gives the
particular station the right to broadcast PAX TV programming, or portions of it,
in the station's market. Although the majority of the affiliation agreements
provide for the distribution of PAX TV prime time programming, some affiliates
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do not carry all of our PAX TV programming. In addition, some affiliates do not
air PAX TV programming in the exact time patterns that the programming is
broadcast on our network because of issues related to their specific markets.
Our affiliation agreements provide us with additional distribution of our PAX TV
programming without the expense of acquiring a station or paying compensation to
cable system operators in the markets reached. Under our affiliation agreements,
we are not required to pay

cash compensation to the affiliate, and the affiliate is entitled to sell and
retain the revenue from all or a portion of the non-network advertising time
during the PAX TV programming hours. We have affiliation agreements with respect
to 63 television stations which reach approximately 5% of U.S. prime time
television households.

PROGRAMMING

During our PAX TV network hours, which are between 1:00 p.m. and midnight,
Monday through Friday, and 5:00 p.m. and midnight Saturday and Sunday, we offer
family entertainment programs that are free of excessive violence, explicit
sexual themes and foul language. We produce original shows to air during PAX
TV's prime time hours. The balance of our PAX TV lineup consists of syndicated
programs and a limited amount of entertainment and sports programming provided
by NBC under cross programming agreements with us. We began PAX TV with a lineup
of syndicated programming that had experienced successful first runs in terms of
audience ratings, giving us the ability to offer a full programming schedule
immediately upon the launch of PAX TV. Since our launch, we have sought to
develop and increase our original PAX TV programming, as our operating
experience with PAX TV has shown that quality original programs can generate
higher ratings and deliver a greater return to us, in terms of advertising
revenues, than syndicated programs of comparable cost.

We have developed original entertainment programming for PAX TV at lower
costs than those typically incurred by other broadcast networks for original
entertainment programming. We have done this by employing cost efficient
development and production techniques, such as the development of program
concepts without the use of pilots, and by entering into production arrangements
with foreign production companies through which we are able to share production
costs, gain access to lower cost production labor and participate in tax
incentives. In addition, we generally pre-sell the foreign and other
distribution rights to our original PAX TV programming and thereby are able to
recover a significant portion of the program's production costs, while retaining
all of the domestic exploitation rights. Our agreements for syndicated
programming generally entitle us to exclusive nationwide distribution rights
over our entire television distribution system for a fixed cost, without regard
to the number of households that receive our programming. As our syndicated
programming licenses expire, we intend to replace that programming with less
costly original programming.

During non-network hours, our stations broadcast long form paid
programming, consisting primarily of infomercials, which are shows produced at
no cost to us to market and sell products and services through viewer direct
response, and paid religious programming. Pursuant to an agreement with The
Christian Network, Inc., or CNI, our broadcast stations carry CNI's programming
during the hours of 1:00 a.m. and 6:00 a.m., seven days per week. For additional
details on our relationship with CNI, see "Certain Relationships and Related
Transactions."

Under many of our JSAs, the JSA partner provides our station with late
evening local news broadcasts, which we believe enhances our station's appeal to
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viewers and advertisers. This news programming may be a rebroadcast of the JSA
partner's news in a different time slot or a news broadcast produced for PAX TV.

RATINGS

The advertising revenues from our PAX TV operations are largely dependent
upon the popularity of our programming, in terms of audience ratings, and the
attractiveness of our PAX TV viewing audience to advertisers. Higher ratings
generally will enable us to charge higher rates to advertisers. Nielsen, one of
the leading providers of national audience measuring services, has grouped all
television stations in the country into approximately 210 DMAs that are ranked
in size according to the number of television households, and periodically
publishes data on estimated audiences for the television stations in the various
DMAs. The estimates are expressed in terms of the percentage of the total
potential audience in the market viewing a station (the station's "Rating") and
of the percentage of the audience actually watching television (the station's
"Share"). Nielsen provides this data on the basis of total television households
and selected demographic groupings in the DMA.

Some viewer demographic groups are more attractive to advertisers than
others, such as adults of working age who typically have greater purchasing
power than other viewer demographic groups. Many products and services are
targeted to consumers with specific demographic characteristics, and a viewer
demographic group containing a concentration of these types of consumers
generally will be more attractive to advertisers. Based on our experiences with
PAX TV, advertisers often will pay higher rates to advertise during programming
that reaches demographic groups that are targeted by that advertiser. In
general, we believe that advertisers for many products and services, consider
adults from ages 25-54 to be one of the most desirable viewer demographic
groups. A significant component of our original programming strategy is to
develop and air programming that will increase PAX TV's ratings among the
demographic groups that are most attractive to advertisers.

ADVERTISING

We sell commercial air time to advertisers who want to reach the entire
nationwide PAX TV viewing audience with a single advertisement. Most of our
network advertising is sold under advance, or "upfront," commitments to purchase
advertising time, which are obtained before the beginning of our PAX TV
programming season. NBC serves as our exclusive sales representative to sell
most of our network advertising. Network advertising represented approximately
33% of our revenue during the year ended December 31, 2001. The central
programming signal through which we supply PAX TV and other programming to our
stations and to cable and satellite viewers includes advertising, generally of a
direct response nature, which reaches our cable and satellite viewers (during
both PAX TV and other viewing hours) in markets not served by our stations
during time that is otherwise allocated to station spot advertising, and which
reaches viewers in local markets during unsold station spot advertising time. We
include the revenue from this advertising in our network advertising revenues.

We also sell commercial air time to advertisers who want to reach the
viewing audience in specific geographic markets in which we operate. These
advertisers may be local businesses or regional or national advertisers who want
to target their advertising in these markets. NBC provides national advertising
sales services for a majority of our stations. In markets in which our stations
are operating under JSAs, our JSA partner serves as our exclusive sales
representative to sell our local station advertising. For stations for which NBC
does not provide national account representation, our JSA partner performs this
function. Our local sales force sells this advertising in markets without JSAs.

10
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Our station spot advertising represented approximately 34% of our revenue during
the year ended December 31, 2001 (including 16% of our revenue during such year
which was derived from local and national long form paid programming) .

Our advertising rates are based upon:

— the size of the market in which a station operates;

— the ratings of the show during which the advertising will appear;
— the number of advertisers competing for a time slot; and

— the demographic composition of the market served by the station.

We offer advertisers the opportunity to reach PAX TV's nationwide viewing
audience with a single commercial and to target their advertising to the
demographic groups with which our programming is most popular.

We also sell long form paid programming, consisting primarily of
infomercials. This programming may appear on our entire television distribution
system or it may be aired only in specific markets. Network and regional paid
programming time is sold by our national long form sales team. Local paid
programming may be sold by our national sales team or by the local sales team at
each station.

NBC RELATIONSHIP

On September 15, 1999, we entered into an investment agreement with NBC
under which wholly-owned subsidiaries of NBC purchased shares of our Series B
preferred stock and warrants to purchase shares of our

7

common stock for an aggregate purchase price of $415 million. At the same time,
a wholly-owned subsidiary of NBC entered into an agreement with Mr. Paxson and
entities controlled by Mr. Paxson, under which the NBC subsidiary was granted
the right to purchase all, but not less than all, of the 8,311,639 shares of our
Class B common stock beneficially owned by Mr. Paxson. This right is exercisable
through September 15, 2009. These shares of Class B common stock are entitled to
ten votes per share on all matters submitted to a vote of our stockholders and
are convertible into an equal number of shares of Class A common stock. The
purchase price per share of Class B common stock is equal to the higher of:

- the average of the closing sale prices of the Class A common stock for
the 45 consecutive trading days ending on the trading day immediately
preceding the exercise of NBC's call right, provided that the average
price shall not be more than 17.5% higher or 17.5% lower than the six
month trailing average closing sale prices; and

- $22.50 per share for any shares purchased on or before September 15,
2002, and $20.00 per share for shares purchased after that date.

The owners of the shares that are subject to the call right have agreed not
to transfer those shares before September 15, 2005, and not to convert those
shares into any of our other securities, including shares of Class A common
stock. NBC's exercise of the call right is subject to compliance with applicable
provisions of the Communications Act and the rules and regulations of the FCC.

Under the investment agreement, a wholly-owned subsidiary of NBC acquired
$415 million aggregate liquidation preference of our Series B preferred stock,
which accrues cumulative dividends at an annual rate of 8% and is convertible,
subject to adjustment under the terms of the Series B preferred stock, into

11
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31,896,032 shares of our Class A common stock at an initial conversion price of
$13.01 per share ($15.40 per share as of December 31, 2001). The Series B
preferred stock is exchangeable at the option of the holder at any time, subject
to various conditions, into our 8% exchange debentures. A wholly-owned
subsidiary of NBC also acquired a warrant ("Warrant A") to purchase up to
13,065,507 shares of Class A common stock at an exercise price of $12.60 per
share, and a warrant ("Warrant B") to purchase up to 18,966,620 shares of Class
A common stock at an exercise price equal to the average of the closing sale
prices of the Class A common stock for the 45 consecutive trading days ending on
the trading day immediately preceding the warrant exercise date, provided that
the average price shall not be more than 17.5% higher or 17.5% lower than the
six month trailing average closing sale price, subject to a minimum exercise
price during the three years ending September 15, 2002, of $22.50 per share. The
warrants are exercisable until September 2009 subject to various conditions and
limitations. In addition:

— Warrant B may not be exercised before the exercise in full of Warrant A;
and

— Warrant B may not be exercised to the extent that, after giving effect to
the exercise, Mr. Paxson would no longer constitute our "single majority
stockholder" unless Warrant B is exercised in full and at the same time
NBC exercises its right to purchase all the shares of our Class B common
stock held by Mr. Paxson.

NBC has the right, at any time that the FCC renders a final decision that
NBC's investment in us is "attributable" to NBC (as that term is defined under
applicable rules of the FCC), or for a period of 60 days beginning on September
15, 2002 and on each September 15 thereafter, to demand that we redeem, or
arrange for a third party to acquire, any shares of our Series B preferred stock
then held by NBC (an "Involuntary Redemption"). If NBC exercises this right, we
will have up to one year to consummate the redemption, except that if at any
time during the one year period, the terms of our outstanding debt and preferred
stock do not prohibit the redemption and we have sufficient funds on hand to
consummate the redemption, we must consummate the redemption at that time. NBC
may not exercise Warrant A, Warrant B or its right to purchase shares of Class B
common stock beneficially owned by Mr. Paxson during the one year redemption
period.

NBC also has the right to require that we redeem any Series B preferred
stock and Class A common stock issued upon conversion of the Series B preferred
stock then held by NBC upon the occurrence of various events of default (a
"Default Redemption"). If NBC exercises this right, we will have up to 180 days
to

consummate the redemption, except that if at any time during the 180 day period,
the terms of our outstanding debt and preferred stock do not prohibit the
redemption and we have sufficient funds on hand to consummate the redemption, we
must consummate the redemption at that time. NBC may not exercise Warrant A,
Warrant B or its right to purchase shares of Class B common stock beneficially
owned by Mr. Paxson during the 180 day redemption period.

Our ability to effect any redemption is restricted by the terms of our
outstanding debt and preferred stock. Were NBC to exercise its right to demand
that we redeem its Series B preferred stock, in order to be able to do so we
would need to not only raise sufficient cash to fund payment of the redemption
price, but would also need to obtain the consents of the holders of our
outstanding debt and preferred stock or repay, redeem or refinance these
securities in a manner that obviated the need to obtain the consents of the
holders. Alternatively, we would need to identify a third party willing to
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purchase NBC's Series B preferred stock directly from NBC or to enter into a
merger, acquisition or other transaction with us as a result of which NBC's
Series B preferred stock would be redeemed or acquired at the stated redemption
price.

Should we fail to effect an Involuntary Redemption within one year after
NBC has exercised its right to demand that we redeem its securities, NBC will
again be permitted to exercise Warrant A and Warrant B and its right to acquire
Mr. Paxson's Class B common stock, and generally will be permitted to transfer,
without restriction, any of our securities acquired by it, its right to acquire
Mr. Paxson's Class B common stock, the contractual rights described below, and
its other rights under the related transaction agreements, provided that Warrant
A, Warrant B and the right to acquire Mr. Paxson's Class B common stock shall
expire, to the extent unexercised, 30 days after any such transfer.

Should we fail to effect a Default Redemption within 180 days after NBC has
exercised its right to require us to redeem its securities, NBC will have 180
days within which to exercise Warrant A and Warrant B and its right to acquire
Mr. Paxson's Class B common stock, and generally will be permitted to transfer,
without restriction, any of our securities acquired by it, its right to acquire
Mr. Paxson's Class B common stock, the contractual rights described below, and
its other rights under the related transaction agreements, provided that Warrant
A, Warrant B and the right to acquire Mr. Paxson's Class B common stock shall
expire, to the extent unexercised, 30 days after any such transfer. If NBC does
not effect any of these transactions within the 180 day period, we will have the
right, for 30 days, to redeem NBC's securities. If we do not effect a redemption
during this period, NBC will have the right to require us to effect, at our
option, either a public sale or a liquidation of our company and may participate
as a bidder in any such transaction. If the highest bid in any public sale of
our company would be insufficient to pay NBC the redemption price of its
securities, NBC will have a right of first refusal to purchase our company for
the highest bid amount. NBC will not be permitted to exercise Warrant A, Warrant
B or its right to acquire Mr. Paxson's Class B common stock during the public
sale or liquidation process.

The investment agreement also provides that we must obtain the consent of
NBC for wvarious actions, including:

- approval of annual budgets;

- expenditures materially in excess of budgeted amounts;

— material acquisitions of programming;

- material amendments to our certificate of incorporation or bylaws;

- material asset sales or purchases, including, in some cases, sales of our
television stations;

— business combinations where we would not be the surviving corporation or
as a result of which we would experience a change of control;

— issuances or sales of any capital stock, with some exceptions;

- stock splits or recombinations;

— any increase in the size of our board of directors other than any
increase resulting from provisions of our outstanding preferred stock of
up to two additional directors; and
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- joint sales, joint services, time brokerage, local marketing or similar
agreements as a result of which our stations with national household
coverage of 20% or more would be subject to those agreements.

In connection with its investment in us, we also granted NBC various rights
with respect to our broadcast television operations, including:

— the right to require the conversion of our television stations to NBC
network affiliates, subject to various conditions;

- a right of first refusal on proposed sales of television stations; and

- the right to require our television stations to carry NBC network
programming that is preempted by NBC network affiliates.

We also entered into a stockholders agreement with NBC, Mr. Paxson and
entities controlled by Mr. Paxson under which we are permitted (but not
required) to nominate persons named by NBC for election to our board of
directors upon request by NBC if NBC determines that its nominees are permitted
under the Communications Act and FCC rules to serve on our board. Mr. Paxson and
his affiliates agreed to vote their shares of common stock in favor of the
election of those persons as our directors. The stockholders agreement further
provides that we will not, without the prior written consent of NBC, enter into
certain agreements or adopt certain plans which would be breached or violated
upon the acquisition of our securities by NBC or its affiliates or would
otherwise restrict or impede the ability of NBC or its affiliates to acquire
additional shares of our capital stock.

We also granted NBC demand and piggyback registration rights with respect
to the shares of Class A common stock issuable upon:

— conversion of the Series B preferred stock;

— conversion of the debentures for which the Series B preferred stock is
exchangeable;

- exercise of the warrants; or
- conversion of the Class B common stock.

In connection with these transactions, we entered into a number of business
arrangements with NBC that were intended to strengthen our operations. As part
of these arrangements and our relationship with NBC:

— NBC provides network advertising sales, marketing and network research
services for PAX TV;

- NBC provides national advertising sales services for a majority of our
stations;

— NBC provides some of its programming, including movies and sporting
events, for broadcast on PAX TV; and

— We have entered into JSAs with NBC with respect to 13 of our stations
serving 11 markets also served by an NBC owned and operated station, and
with 35 independently owned NBC affiliated stations serving our markets.
Under the JSAs, the NBC stations sell all non-network advertising of our
stations and receive commission compensation for those sales, and each of
our stations may carry one hour per day of NBC syndicated programming,
subject to compliance with our family programming content standards.
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In December 2001, we commenced a binding arbitration proceeding against NBC
in which we asserted that NBC has breached its agreements with us and has
breached its fiduciary duty to us and to our shareholders. We have asserted that
NBC's proposed acquisition of Telemundo Communications Group, Inc. ("Telemundo
Group") violates the terms of the agreements governing the investment and
partnership between us and NBC. We also made two filings with the FCC, one of
which requests a declaratory ruling as to whether conduct by NBC, including
NBC's influence and apparent control over certain members of our board
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of directors selected by NBC (all of whom have since resigned from our board),
has caused NBC to have an attributable interest in us in violation of FCC rules
or has infringed upon our rights as an FCC license holder. The second FCC filing
seeks to deny FCC approval of NBC's acquisition of the Telemundo Group's
television stations. In addition, in January 2002, we filed a petition to deny
with the FCC arguing that NBC was ineligible under FCC regulations to acquire
control of television station KNTV-TV, San Jose, California from Granite
Broadcasting Corp. due to NBC's attributable interest in the Company.

The initiation of these proceedings by us casts significant uncertainty
over the future direction of our relationship with NBC. The hearing in the
arbitration proceeding is currently scheduled to occur in April 2002, and we
expect that, under the applicable arbitration rules, the arbitrator will render
a decision by the end of May 2002. If we do not prevail in the arbitration
proceeding, and our position expressed in the FCC filings is not accepted by the
FCC, NBC could consummate the acquisition of the Telemundo Group and thereby
render it highly unlikely that NBC would be able to acquire control of our
company under the terms of the existing agreement, while at the same time
retaining its investment in us and its ability to exercise a significant
influence over our operations.

COMPETITION

We compete for audience and advertisers and our television stations are
located in highly competitive markets and face strong competition on all levels.

Audience. Television stations compete for audience share principally on
the basis of program popularity, which has a direct effect on advertising rates.
Our PAX TV programming competes for audience share in all of our markets with
the programming offered by other broadcast networks, and competes for audience
share in our stations' respective market areas with the programming offered by
non-network affiliated television stations. Our other programming also competes
for audience share in our stations' respective market areas principally with the
non-network programming offered by other television stations. We believe our
stations also compete for audience share in their respective markets on the
basis of their channel positions on the cable systems which carry our
programming, and that the ability to view our programming on the lower numbered
channel positions (generally below channel 30) generally improves the likelihood
that viewers will watch our programming.

Our stations also compete for audience share with other forms of
entertainment programming, including home entertainment systems and direct
broadcasting satellite video distribution services which transmit programming
directly to homes equipped with special receiving antennas and tuners. Further
advances in technology may increase competition for household audiences.

Advertising. Television broadcast advertising rates are based upon:

— the size of the market in which the station operates;
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- a program's popularity 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; and

- development of projects, features and programs that tie advertiser
messages to programming.

PAX TV competes for advertising revenues principally with other television
broadcast networks and to some degree with other nationally distributed
advertising media, such as print publications. During the annual "up front"
process, broadcast networks seek to obtain advance commitments from advertisers
to purchase network commercial air time, and competition occurs principally on
the basis of the advertisers' perception of the anticipated popularity (i.e.,
ratings) of a network's programming for the upcoming broadcast season and the
demographic groups to which the programming is expected to appeal.
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Our television stations also compete for advertising revenues with other
television stations in their respective markets, as well as with other
advertising media, such as newspapers, radio stations, magazines, outdoor
advertising, transit advertising, yellow page directories, direct mail and local
cable systems. Competition for advertising dollars at the television station
level occurs primarily within individual markets. Generally, a television
station in one market does not compete with stations in other market areas.

FEDERAL REGULATION OF BROADCASTING

The FCC regulates television broadcast stations under the Communications
Act. The following is a brief summary of certain provisions of the
Communications Act and the rules of the FCC.

License Issuance and Renewal. The Communications Act provides that a
broadcast station license may be granted to an applicant if the public interest,
convenience and necessity will be served thereby, subject to certain
limitations. Television broadcast licenses generally are granted and renewed for
a period of eight years. Interested parties including members of the public may
file petitions to deny a license renewal application but competing applications
for the license will not be accepted unless the current licensee's renewal
application is denied. The FCC is required to grant a license renewal
application if it finds that the licensee (1) has served the public interest,
convenience and necessity; (2) has committed no serious violations of the
Communications Act or the FCC's rules; and (3) has committed no other violations
of the Communications Act or the FCC's rules which would constitute a pattern of
abuse. Our licenses are subject to renewal at various times between 2004 and
2007.

General Ownership Matters. The Communications Act requires the prior
approval of the FCC for the assignment of a broadcast license or the transfer of
control of a corporation or other entity holding a license. In determining
whether to approve such an assignment or transfer of control, the FCC considers,
among other things, the financial and legal qualifications of the prospective
assignee or transferee, including compliance with rules limiting the common
ownership of certain attributable interests in broadcast, cable and newspaper
properties.
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The FCC's multiple ownership rules may limit the acquisitions and
investments that we may make or the investments that others may make in us. The
FCC generally applies its ownership limits to attributable interests held by an
individual, corporation, partnership or other association or entity. In the case
of corporations holding or controlling broadcast licenses, the interests of
officers, directors and those who, directly or indirectly, have the right to
vote five percent or more of the corporation's stock are generally attributable.
The FCC treats all partnership and limited liability company interests as
attributable, except for those interests that are insulated under FCC rules and
policies. For insurance companies, certain regulated investment companies and
bank trust departments that hold stock for investment purposes only, stock
interests become attributable with the ownership of 20% or more of the voting
stock of the corporation holding or controlling broadcast licenses.

In December 2000, the FCC eliminated its "single majority shareholder"
exception to its attribution rules prospectively. Under that exception, the FCC
generally did not treat any minority voting shareholder as attributable if one
person or entity (such as Mr. Paxson in the case of our company) held more than
50% of the combined voting power of the common stock of a company holding or
controlling broadcast licenses. Under the FCC's new rule, a person who acquired
a minority voting interest in a company holding or controlling broadcast
licenses before December 14, 2000, will not have that interest treated as
attributable for purposes of the FCC's ownership rules so long as a majority
shareholder of the corporation (such as Mr. Paxson in the case of our company)
continues to hold more than 50% of the combined voting power of the corporation.
This exception for a minority interest acquired before December 14, 2000, will
be permanent until the interest is transferred or assigned. We filed with the
FCC a petition for reconsideration of the decision, and in March 2001, the U.S.
Court of Appeals for the D.C. Circuit reversed and remanded a decision by the
FCC to eliminate the single majority shareholder exception as it applies to the
ownership of cable systems. On December 14, 2001, the FCC suspended the repeal
of the single majority shareholder exception for broadcast attribution rules
pending resolution of certain ownership issues being considered in a separate
rulemaking
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proceeding. We cannot predict at this time the rules the FCC may adopt or how
they will affect the single majority shareholder exception as it applies to the
ownership of broadcast stations.

The FCC treats as attributable debt and equity interests which combined
exceed 33% of a station licensee's total assets, defined as the total amount of
debt and equity capital, if the party holding the equity and debt interests (1)
supplies more than 15% of the station's total weekly programming or (2) has an
attributable interest in another media entity, whether television, radio, cable
or newspaper, in the same market. Non-voting equity, loans, and insulated
interests count toward the 33% equity/debt threshold. Non-conforming interests
acquired before November 7, 1996, are permanently grandfathered for purposes of
the equity/debt rules and thus do not constitute attributable ownership
interests.

Television National Ownership Rule. Under FCC rules, no individual or
entity may have an attributable interest in television stations reaching more
than 35% of the national television viewing audience. The FCC applies a 50%
discount for purposes of calculating a UHF station's audience reach. If a
broadcast licensee has an attributable interest in a second television station
in any of its markets, the audience for that market will not be counted twice
for the purposes of determining compliance with the national cap. The
constitutionality of the television national ownership rule was challenged in
federal court and in February 2002, the U.S. Court of Appeals for the District
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of Columbia Circuit held that the reasons the FCC gave for deciding not to
repeal or modify its national ownership cap rule as part of its biennial rules
review were inadequate and therefore not in compliance with a provision of the
Communications Act that requires the FCC to review its rules every two years and
to repeal or modify any that are no longer in the public interest. The court did
not find the rule to be unconstitutional, but instructed the FCC to consider
what further action it should take with respect to the 35% cap and what reasons
it will provide to support its decision.

Television Duopoly Rule. The FCC's television duopoly rule permits a party
to own two television stations without regard to signal contour overlap if each
of the stations is located in a separate designated market area, or DMA. A party
may own two television stations in the same DMA so long as (1) at least eight
independently owned and operating full-power commercial and non-commercial
television stations remain in the market at the time of acquisition and (2) at
least one of the two stations is not among the four top-ranked stations in the
market based on audience share. Without regard to numbers of independently owned
television stations, the FCC permits television duopolies within the same DMA so
long as the stations' Grade B service contours do not overlap. Satellite
stations that are authorized to rebroadcast the programming of a "parent"
station located in the same DMA are also exempt from the duopoly rule. The FCC's
television duopoly rule has been challenged by another broadcasting company in a
proceeding currently pending in the U.S. Court of Appeals for the District of
Columbia Circuit.

Television Time Brokerage and Joint Sales Agreements. Over the past few
years, a number of television stations, including certain of our television
stations, have entered into agreements commonly referred to as time brokerage
agreements and joint sales agreements. Under these agreements, separately owned
and licensed stations agree to function cooperatively subject to the
requirements of antitrust laws and compliance with the FCC's rules and policies,
including the requirement that each party maintain independent control over the
programming and operations of its own station. The FCC's attribution and
television duopoly rules apply to time brokerage agreements in which one station
brokers more than 15% of the broadcast time per week of another station with an
overlapping Grade B contour. Time brokerage agreements that were in effect on
August 5, 1999, are exempt from the television duopoly rule for a limited period
of time of either two or five years, depending on the date of the time brokerage
agreement.

Alien Ownership. Under the Communications Act, no FCC broadcast license
may be held by a corporation of which more than one-fifth of its capital stock
is owned or voted by aliens or their representatives or by a foreign government
or its representative, or by any corporation organized under the laws of a
foreign country (collectively "Aliens"). Furthermore, the Communications Act
provides that no FCC broadcast license may be granted to any corporation
controlled by any other corporation of which more than one-fourth of its capital
stock is owned of record or voted by Aliens if the FCC should find that the
public interest would be served by the refusal of the license.
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Cross Ownership Rules. The FCC's rules prohibit a party from holding
attributable interests in (1) a television station and a cable television
system, or (2) a television or radio station and a daily newspaper, in each
case, in the same local market. The FCC rules also limit the number of commonly
owned radio and television stations in the same market depending upon the number
of independently owned media voices in that market. In February 2002, the U.S.
Court of Appeals for the District of Columbia Circuit held that there was no
basis for the FCC's refusal to repeal or modify the rule prohibiting local cross
ownership of television stations and cable television systems. The court's
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decision vacating the rule will take effect on April 5, 2002, unless any party
files a petition for rehearing by that date, in which case the effectiveness of
the decision is likely to be postponed pending the outcome of the petition for
rehearing. While the FCC will be free to undertake a rulemaking proceeding to
adopt a new version of the rule, unless and until it does adopt a new rule,
there will be no prohibition on television station and cable television system
cross ownership in local markets. The FCC has issued a notice that it intends to
consider proposing new rules modifying the prohibition on broadcast station and
daily newspaper cross ownership. We are unable to predict the outcome of the
foregoing or the effect, if any, changes would have upon our business.

Dual Network Rule. FCC rules permit any of the four major networks (ABC,
CBS, Fox or NBC) to acquire the UPN or WB networks. Nothing in the rules
presently prohibits one of the four major networks from establishing a new
network or from purchasing a network ranking below the top six networks. The
dual network rule continues to prohibit a merger between any two or more of the
top four networks.

Biennial Review of Broadcast Ownership Rules. The Communications Act
requires the FCC to undertake a biennial review of its broadcast ownership
rules. In the review completed in June 2000, the FCC declined to amend the
national television ownership and the local television station and cable
television system cross ownership rules, but stated it would begin rule making
proceedings to relax the standards for waiving the daily newspaper/broadcast
cross ownership rule. In February 2002, the U.S. Court of Appeals for the
District of Columbia Circuit held that the reasons the FCC gave for declining to
amend the national ownership cap rule and its failure to repeal or modify the
rule prohibiting local television station and cable television system cross
ownership were not in compliance with the biennial review provisions of the
Communications Act. The court vacated the local television station and cable
television system cross ownership prohibition and instructed the FCC to consider
what further action it should take with respect to the 35% national ownership
cap. The FCC has issued a notice of proposed rule making to determine whether
and to what extent the daily newspaper/broadcast cross ownership rules should be
revised. Our expansion of our broadcast operations on both a local and national
level and the level of competition we face will continue to be subject to the
FCC's ownership rules and any changes that may be adopted. We cannot predict the
ultimate outcome of the FCC's ownership proceedings or the effect of these or
other changes on our business operations.

Programming and Operation. The Communications Act requires broadcasters to
present programming that responds to community problems, needs and interests and
to maintain certain records demonstrating its responsiveness. Stations also must
follow various rules that regulate, among other things, obscene and indecent
broadcasts, sponsorship identification, the advertising of contests and
lotteries and technical operations, including limits on radio frequency
radiation.

The FCC's rules limit the amount of advertising in television programming
designed for children 12 years of age and under and require that television
broadcast stations air specified amounts of programming during specified time
periods to serve the educational and informational needs of children 16 years of
age and under.

The Communications Act and FCC rules also regulate the broadcasting of
political advertisements by television stations. Stations must provide
"reasonable access" for the purchase of time by legally qualified candidates for
federal office and "equal opportunities" for the purchase of equivalent amounts
of comparable broadcast time by opposing candidates for the same elective
office. Before primary and general elections, legally qualified candidates for
elective office may be charged no more than the station's "lowest unit charge"
for the same class of advertisement, length of advertisement and daypart.
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The U.S. Congress presently is considering amending the political
advertising law by changing the statutory definition of "lowest unit charge" in
a manner which would require television stations to sell time to
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federal political candidates at lower rates. We are unable to predict whether
changes to the law will be enacted or the effect, if any, such changes would
have upon our business.

Equal Employment Opportunity Requirements. In early 2000, the FCC adopted
revised rules requiring broadcast licensees to develop and implement programs
designed to promote equal employment opportunities and submit reports on these
matters to the FCC. The United States Court of Appeals for the District of
Columbia Circuit has struck down the recruitment, outreach and reporting
portions of these rules as unconstitutional and the FCC has suspended the
enforcement of the rules pending further developments. In December 2001, the FCC
issued a rulemaking notice proposing new equal employment opportunity rules
requiring broadcast