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PART 1
Item 1. Business.

In this Annual Report, unless otherwise indicated, the words we, us, and our referto Gray Television, Inc.
and its subsidiaries. Our discussion of the television stations that we own and operate does not include our interest in
the stations owned by Sarkes Tarzian, Inc., which we refer to as Tarzian.

Our common stock, no par value, and our Class A common stock, no par value, have been listed and traded on The
New York Stock Exchange (the NYSE ) since September 24, 1996 and June 30, 1995, respectively. The ticker
symbols are GTN for our common stock and GTN.A for our Class A common stock.

Unless otherwise indicated, all station rank, in-market share and television household data herein are derived
from reports prepared by A.C. Nielsen Company ( Nielsen ).

General

As of the filing date of this Annual Report, we own 36 television stations serving 30 television markets. Seventeen
of the stations are affiliated with CBS Inc., or CBS, ten are affiliated with the National Broadcasting Company, Inc.,
or NBC, eight are affiliated with the American Broadcasting Company, or ABC and one is affiliated with FOX
Entertainment Group, Inc. or FOX. The combined station group has 21 markets with stations ranked #1 in local news
audience and 21 markets with stations ranked #1 in overall audience within their respective markets based on the
results of the average of the Nielsen November, July, May and February 2008 ratings reports. Of the 30 markets that
we serve, we operate the #1 or #2 ranked station in 29 of those markets. The combined TV station group reaches
approximately 6.1% of total U.S. TV households. In addition, we currently operate 38 digital second channels
including one affiliated with ABC, four affiliated with FOX, seven affiliated with The CW Network, LLC ( CW ), 16
affiliated with Twentieth Television, Inc. ( MyNetworkTV or MyNet. ) and one affiliated with Universal Sports
Network or ( Univ. ) plus eight local news/weather channels and one independent channel in certain of our existing
markets. With 17 CBS affiliated stations, we are the largest independent owner of CBS affiliates in the country.

In 1993, we implemented a strategy to foster growth through strategic acquisitions and certain select divestitures.
Since January 1, 1994, our significant acquisitions have included 33 television stations. We completed our most recent
acquisition on March 3, 2006.

Acquisitions, Investments and Divestitures

We did not purchase any television stations during 2008. Our other acquisition, investment and divestiture
activities during the most recent five years are described below.
2006 Acquisition

On March 3, 2006, we completed the acquisition of the stock of Michiana Telecasting Corp., owner of WNDU-TV,
the NBC affiliate in South Bend, Indiana, from the University of Notre Dame for $88.9 million, which included
certain working capital adjustments and transaction fees. We financed this acquisition with borrowings under our
senior credit facility.

3

Table of Contents 5



Edgar Filing: GRAY TELEVISION INC - Form 10-K

Table of Contents

2005 Spinoff

On December 30, 2005, we completed the spinoff of all of the outstanding stock of Triple Crown Media, Inc.

( TCM ). Immediately prior to the spinoff, we contributed all of the membership interests in Gray Publishing, LLC
which owned and operated our Gray Publishing and GrayLink Wireless businesses and certain other assets, to TCM.
In the spinoff, each of the holders of our common stock received one share of TCM common stock for every ten
shares of our common stock and each holder of our Class A common stock received one share of TCM common stock
for every ten shares of our Class A common stock. As part of the spinoff, we received a cash dividend of
approximately $44.0 million from TCM, which we used to reduce our outstanding indebtedness on December 30,
2005.

2005 Acquisitions

On November 30, 2005, we completed the acquisition of the assets of WSAZ-TV, the NBC affiliate in
Charleston-Huntington, West Virginia from Emmis Communications Corp. for approximately $185.8 million in cash
plus certain transaction fees. We financed this acquisition with borrowings under our senior credit facility.

On November 10, 2005, we completed the acquisition of the assets of WSWG-TV, the UPN affiliate serving the
Albany, Georgia television market from P.D. Communications, LLC for $3.75 million in cash. We used a portion of
our cash on hand to fund this acquisition. Subsequent to the acquisition, we obtained a CBS affiliation for this station.

On January 31, 2005, we completed the acquisition of KKCO-TV from Eagle III Broadcasting, LL.C for
approximately $13.5 million plus certain transaction fees. KKCO-TV, Channel 11 serves the Grand Junction,
Colorado television market and is an NBC affiliate. We used a portion of our cash on hand to fully fund this
acquisition.

During 2005, we acquired a Federal Communications Commission ( FCC ) license to operate a low power television
station, WAHU-TV, in the Charlottesville, Virginia television market. The FOX broadcast network has agreed to an
affiliation agreement to allow us to operate WAHU-TV as a FOX affiliate.

2004 Acquisition

On August 17, 2004, we completed the acquisition of an FCC television license for WCAV-TV, Channel 19, in
Charlottesville, Virginia from Charlottesville Broadcasting Corporation. Our cost to acquire that FCC license was
approximately $1.0 million. CBS Inc. agreed to a ten-year affiliation agreement to allow us to operate WCAV-TV as a
CBS affiliate.

4
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Our Stations and Their Markets
The following table is a list of all our owned and operated television stations.

Primary
Network
DMA Primary Secondary Broadcast Station News
Rank Rank
Rank Network Network License in in
DMA DMA
(a) Market Statioffil.(b) Exp. Affil.(b) Exp. Expiration (c) (d)
59  Knoxville, TN WVLT CBS  12/31/14 MyNet. 12/31/08 08/01/05 (h) 2 2
63  Lexington, KY WKYT CBS  12/31/14 Cw  09/17/14 08/01/05 (h) 1 1
65  Charleston/Huntington,
WV WSAZ NBC 01/01/12 MyNet. 09/05/09 10/01/12 1 1
69  Wichita/Hutchinson, KS  KAKE ABC  12/31/13 NA NA 06/01/06 (h) 2 2
(Colby, KS) KLBY (¢eABC  12/31/13 NA NA 06/01/06 (h) 2 2
(Garden City, KS) KUPK (eABC  12/31/13 NA NA 06/01/06 (h) 2 2
76  Omaha, NE WOWTNBC 01/01/12 Ind. NA 06/01/06 (h) 2 1
85  Madison, WI WMTV NBC 01/01/12  News NA 12/01/05 (h) 2 2
89  South Bend, IN WNDU NBC  12/31/11 NA NA 08/01/13 2 2
91  Colorado Springs, CO KKTV CBS 12/31/14 MyNet. 09/05/09 04/01/06 (h) 1 2
News NA 1 2
94  Waco-Temple-Bryan, TX KWTX CBS  12/31/14 Cw 12/31/14 08/01/06 (h) 1 1
(Bryan, TX) KBTX (f)CBS  12/31/14 Cw 12/31/14 08/01/06 (h) 1 1
103  Greenville/New Bern/ WITN NBC 01/01/12  News NA 12/01/04 (h) 2 1
Washington, NC
105  Tallahassee, FL/ WCTV CBS  12/31/14 MyNet. 09/05/09 04/01/13 1 1
Thomasville, GA
106  Lincoln/Hastings/Kearney,
NE KOLN CBS 12/31/14 MyNet. 09/05/09 06/01/06 (h) 1 1
Grand Island, NE KGIN (g)CBS  12/31/14 NA NA 06/01/06 (h) 1 1
108  Reno, NV KOLO ABC 12/31/13  Univ. 01/09/11 10/01/06 (h) 1 1
114 Lansing, MI WILX NBC 01/01/12  News NA 10/01/05 (h) 2 1
115  Augusta, GA WRDW CBS  12/31/14 MyNet 12/31/14 04/01/13 1 1
News NA

Table of Contents



127

132

135

138

147

151

161

172

178

Edgar Filing: GRAY TELEVISION INC - Form 10-K

La Crosse/Eau Claire, WI
Rockford, IL

Wausau/Rhinelander, WI

Topeka, KS

Albany, GA

Panama City, FL.

Sherman, TX/Ada, OK

Dothan, AL

Harrisonburg, VA

WEAU NBC

WIFR CBS

WSAW CBS

WIBW CBS

WSWG CBS

WIHG NBC

KXII CBS

WTVY CBS

WHSV ABC

01/01/12

12/31/14

12/31/14

12/31/14

12/31/14

01/01/12

12/31/14

12/31/14

12/31/13

News

News

MyNet.

News

MyNet.

MyNet.

CwW

MyNet.

FOX

MyNet.

CwW

MyNet.

ABC
FOX

MyNet.

NA

NA

09/05/09
NA

02/18/09

09/05/09

09/17/12
09/05/09

06/30/11
09/05/09

09/01/08
09/05/09

12/31/13
06/30/11
09/05/09

12/01/05 (h)
12/01/05 (h)

12/01/05 (h)

06/01/06 (h)

04/01/13

02/01/05 (h)

08/01/06 (h)

04/01/13

10/01/12
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DMA
Rank
(a) Market

182 Bowling Green, KY
183 Charlottesville, VA
184 Grand Junction, CO
185 Meridian, MS
193 Parkersburg, WV

(a)

(b)

(j) Hazard, KY

Based on data
published by
Nielsen or other
public sources
for the
2008-2009
television
season for each
designated
market area or
( DMA ).

The majority of
our stations are
affiliated with a
network. These
networks are
abbreviated as
follows: CBS
Inc., or CBS;
National
Broadcasting
Company, Inc.,
or NBC;

Table of Contents

Primary

Network
StationAffil.(b) Exp.
WBKO ABC 12/31/13
WCAV CBS 12/31/14
WVAW ABC 12/31/13
WAHU FOX 06/30/11
KKCO NBC 01/01/16
WTOK ABC 12/31/13
WTAP NBC  01/01/12
WYMT CBS 12/31/14
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Secondary
Network
Affil.(b) Exp.
FOX  06/30/08
CwW 09/01/08
NA NA
NA NA
MyNet.  09/05/09
NA NA
CwW 09/17/08
MyNet.  09/05/09
FOX  06/30/11
MyNet.  09/05/09
NA NA

Broadcast
License
Expiration

08/01/05 (h)

10/01/12
10/01/12
10/01/12
04/01/06 (h)

06/01/05 (h)

10/01/04 (h)

08/01/05 (h)

Primary
Network
Station News
Rank Rank
in in
DMA DMA
(0 (d)
1 1
2 2
4 4
3 3
1 1
1 1
1 1
1 1



(©)

(d)

(e

American
Broadcasting
Company, or
ABC; FOX
Entertainment
Group, Inc., or
FOX; The CW
Network LLC,
or CW;
Twentieth
Television, Inc.,
or MyNet.;
Universal
Sports, or Univ.
We also have
independent or
Ind. stations and
stations
broadcasting
local news and
weather which
are identified as
News.

Based on the
average of
Nielsen data for
November, July,
May and
February 2008
rating periods,
Sunday to
Saturday, 6 a.m.
to 2 a.m.

Based on our
review of
Nielsen data for
November, July,
May and
February 2008
rating periods
for various news
programs.

KLBY-TV and
KUPK-TYV are
satellite stations
of KAKE-TV
under FCC rules
and retransmit
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(2)

(h)

the signal of the
primary station
and may offer
some locally
originated
programming
such as local
news.

KBTX-TVisa
satellite station
of KWTX-TV
under FCC rules
and retransmits
the signal of the
primary station
and may offer
some locally
originated
programming
such as local
news.

KGIN-TV is a
satellite station
of KOLN-TV
under FCC rules
and retransmits
the signal of the
primary station
and may offer
some locally
originated
programming
such as local
news.

License renewal
application has
been filed with
the FCC and
renewal is
pending. As of
the date of filing
this Annual
Report, we
anticipate that
all pending
applications will
be renewed in
due course.
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This station
does not
currently
broadcast local
news.

We consider
WYMT-TV s
service area as a
separate
television
market. This
area is a special
17 county
trading area as
defined by
Nielsen and is
part of the
Lexington, KY
DMA.
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Television Industry Background

channels available for broadcasting in any one geographic area.

Television station revenues are primarily derived from local, regional and national advertising and, to a much
lesser extent, from retransmission consent fees, network compensation and revenues from

6

Licenses to operate a television station are granted by the FCC. Historically, there have been a limited number of
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studio and tower space rental and commercial production activities. Advertising refers primarily to advertisements
broadcast by stations, but it also includes advertisements placed on a station s websites. Advertising rates are based
upon a variety of factors, including a program s popularity among the viewers an advertiser wishes to attract, 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 alternative 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 economy. The sizes of advertisers budgets, which are affected by broad economic trends, affect
the broadcast industry in general and the revenues of individual broadcast 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 commercial stations receive the greatest percentage of total viewing hours. Nielsen periodically
publishes data on estimated audiences for the television stations in the various television markets throughout the
country.

Four major broadcast networks, ABC, NBC, CBS and FOX, dominate broadcast television. FOX, CW and
MyNetworkTV provide their affiliates with a smaller portion of each day s programming, compared to affiliates of
ABC, NBC and CBS.

Network Affiliation of the Stations

The affiliation of a station with ABC, NBC, CBS and FOX has a significant impact on the composition of the
station s programming, revenues, expenses and operations. A typical affiliate of these networks receives the majority
of each day s programming from the network. This programming, along with cash payments ( network compensation )
in certain instances, is provided to the affiliate by the network in exchange for a substantial majority of the advertising
time available for sale during the airing of network programs. The network then sells this advertising time and retains
the revenues. The affiliate retains the revenues from time sold during breaks between network programs and in
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 markets. Cable systems generally do not 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. In addition, a television station may acquire programming through barter arrangements.
Under barter arrangements, a national program distributor will retain a fixed amount of advertising time within the
program in exchange for the programming it supplies, with the station paying a fixed fee (or in certain instances no
fee) for such programming. Most successful commercial television stations obtain their brand identity from locally
produced news programs.

In contrast to a station affiliated with a network, a fully independent station purchases or produces all of the
programming that it broadcasts, resulting in generally higher programming costs. An independent station, however,
retains its entire inventory of advertising time and all the revenues obtained therefrom. As a result of the smaller
amount of programming provided by its network, an affiliate of FOX, CW or MyNetworkTV must purchase or
produce a greater amount of programming, resulting in generally higher programming costs. These affiliate stations,
however, retain a larger portion of the inventory of advertising time and the revenues obtained therefrom compared to
stations affiliated with the major networks.

Cable-originated programming is a significant competitor for viewers of broadcast television programming,
although no single cable programming network regularly attains audience levels amounting

7
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to more than a small fraction of any single major broadcast network. The advertising share of cable networks has
increased as a result of the growth in cable penetration (the percentage of television households which are connected
to a cable system). Notwithstanding such increases in cable viewership and advertising, as well as growth in direct
broadcast satellite, or DBS, and other multichannel video program distribution services, over-the-air broadcasting
remains the dominant distribution system for mass-market television advertising.

We account for trade or barter transactions involving the exchange of tangible goods or services with our
customers. The revenue is recorded at the time the advertisement is broadcast and the expense is recorded at the time
the goods or services are used. The revenue and expense associated with these transactions are based on the fair value
of the assets or services received.

In accordance with the Financial Accounting Standards Board s ( FASB ) Statement of Financial Accounting
Standards ( SFAS ) No. 63, Financial Reporting by Broadcasters, we do not account for barter revenue and related
barter expense generated from network or syndicated programming.

Seasonality

Broadcast advertising revenues are generally highest in the second and fourth quarters each year, due in 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, broadcast advertising revenues are generally higher during even numbered years due to
spending by political candidates, political parties and special interest groups, and this spending typically is heaviest
during the fourth quarter.

Competition

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 to a television
station s competitive position include signal coverage and assigned frequency.

Audience

Stations compete for audience based on program popularity, which has a direct effect on advertising rates. A
substantial portion of the daily programming on each of our stations is supplied by the affiliated network. During
those periods, the stations are dependent upon the performance of the network programs to attract viewers. There can
be no assurance that such programming will achieve or maintain satisfactory viewership levels in the future.
Non-network time periods are programmed by the station with a combination of locally produced news, public affairs
and other entertainment programming, including news and syndicated 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 and/or satellite television, has significantly altered competition for audience in
the television industry. These other transmission methods can increase competition for a broadcasting station by
bringing into its market distant broadcasting signals not otherwise available to the station s audience and also by
serving as a distribution system for non-broadcast programming.

Other sources of competition include home entertainment systems, wireless cable services, satellite master antenna
television systems, low power television stations, television translator stations, DBS video distribution services and
the internet.

Recent developments by many companies, including internet service providers, are expanding the variety and
quality of broadcast content on the internet. Internet companies have developed business

8
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relationships with companies that have traditionally provided syndicated programming, network television, production
studios for news and live content, as well as motion picture studios.
Programming

Competition for programming involves negotiating with national program distributors or syndicators that sell
first-run and rerun packages of programming. Each station competes against the broadcast station competitors in its
market for exclusive access to off-network reruns (such as Friends) and first-run product (such as Oprah).
Competition exists for exclusive news stories and features as well. Cable systems generally do not 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.
Advertising

Advertising rates are based upon the size of the market in which the station operates, a station s overall ratings, 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, aggressive and knowledgeable sales forces and the development of projects,
features and programs that tie advertiser messages to programming. Advertising revenues comprise the primary source
of revenues for our stations. Our stations compete for such advertising revenues with other television stations in their
respective markets. The stations also compete for advertising 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 broadcasting industry occurs primarily within individual
markets.
Federal Regulation of the Company s Business
General

Our television broadcast operations are subject to the jurisdiction of the FCC under the Communications Act of
1934, as amended (the Communications Act ). Among other things, the Communications Act empowers the FCC to:
(1) issue, revoke and modify broadcasting licenses; (2) regulate stations operations and equipment; and (3) impose
penalties for violations of the Communications Act or FCC 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

The FCC grants television station licenses for terms of up to eight years. Broadcast licenses are of paramount
importance to the operations of our television stations. The Communications Act requires a broadcast license to be
renewed if the FCC finds that: (1) the station has served the public interest, convenience and necessity; (2) there have
been no serious violations of either the Communications Act or the FCC s rules and regulations; and (3) there have
been no other violations which, taken together, would constitute a pattern of abuse. Although in substantially all cases
broadcast licenses are renewed by the FCC, there can be no assurance that our stations licenses will be renewed. We
are not aware of any facts or circumstances that could prevent the renewal of the licenses for our stations at the end of
their respective license terms. See the dates through which the current licenses are effective and the status of the
renewal applications in the table Our Stations and Their Markets included on pages five and six of this Annual Report.
Under FCC rules, a license expiration date is automatically extended pending review and grant of the renewal
application.

9
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Ownership Rules

The FCC s broadcast ownership rules affect the number, type and location of broadcast and newspaper properties
that we may hold or acquire. The rules now in effect limit the common ownership, operation or control of, as well as
the attributable interests or voting power in: (1) television stations serving the same area; (2) television stations and
daily newspapers serving the same area; and (3) television stations and radio stations serving the same area. The rules
also limit the aggregate national audience reach of television stations that may be under common ownership, operation
and control, or in which a single person or entity may hold an official position or have more than a specified interest
or percentage of voting power. The FCC s rules also define the types of positions and interests that are considered
attributable for purposes of the ownership limits, and thus also apply to our principals and certain investors. Pursuant
to the Communications Act and recent appropriations legislation, the FCC must review all of its broadcast ownership
rules every four years to determine if they remain necessary in the public interest.

The FCC completed a comprehensive review of its ownership rules in 2003, significantly relaxing restrictions on
the common ownership of television stations, radio stations and daily newspapers within the same local market.
However, in 2004, the United States Court of Appeals for the Third Circuit rejected many of the FCC s 2003 rule
changes. The Court remanded the rules to the FCC for further proceedings and extended a stay on the implementation
of the new rules.

In December 2007, the FCC adopted a Report and Order addressing the issues remanded by the Third Circuit and
fulfilling the FCC s obligation to review its media ownership rules every four years. That Order left most of the FCC s
pre-2003 ownership restrictions in place, but made modifications to the newspaper/broadcast cross-ownership
restriction. A number of parties appealed the FCC s order; those appeals were consolidated in the Third Circuit in
November 2008 and remain pending.

Local TV Ownership Rule

The FCC s December 2007 action generally reinstates the FCC s pre-2003 local television ownership rules. Under
those rules, one entity may own two commercial television stations in a DMA as long as no more than one of those
stations is ranked among the top four stations in the DMA and eight independently owned, full-power stations will
remain in the DMA.

Cross-Media Limits

The newspaper/broadcast cross-ownership rule generally prohibits one entity from owning both a commercial
broadcast station and a daily newspaper in the same community. The radio/television cross-ownership rule allows a
party to own one or two TV stations and a varying number of radio stations within a single market. The FCC s
December 2007 decision leaves the newspaper/broadcast and radio/television cross-ownership prohibitions in place,
but provides that the FCC will evaluate newly proposed newspaper/broadcast combinations under a non-exhaustive
list of four public interest factors. The FCC will apply a presumption that the combination is in the public interest if it
is located in a top 20 DMA and involves the combination of a newspaper and only one television station or radio
station. If the combination involves a television station, the positive presumption will only apply where the station is
not among the top four in the DMA and at least eight independently owned and operated major newspapers and/or
full-power commercial television stations remain in the DMA. All other combinations will be presumed not in the
public interest. That negative presumption can be reversed if the combination will result in at least seven hours of new
local news programming or if the property being acquired has failed or is failing.

National Television Station Ownership Rule
10
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The maximum percentage (or cap ) of U.S. households that a single owner can reach through commonly owned
television stations is 39 percent. This limit was specified by Congress in 2004 and is not affected by the
December 2007 FCC decision. The FCC applies a 50 percent discount for ultra-high frequency ( UHF ) stations, but the
FCC indicated in the December 2007 decision that it will conduct a separate proceeding to determine how or whether
the UHF discount will operate in the future.

As indicated above, the FCC s latest actions concerning media ownership will be subject to further judicial review,
but we cannot predict the outcome of potential appellate litigation.

Attribution Rules

Under the FCC s ownership rules, a direct or indirect purchaser of certain types of our securities could violate FCC
regulations if that purchaser owned or acquired an attributable interest in other media properties in the same areas as
stations owned by us. Pursuant to FCC rules, the following relationships and interests generally are considered
attributable for purposes of broadcast ownership restrictions: (1) all officers and directors of a corporate licensee and
its direct or indirect parent(s); (2) voting stock interests of at least five percent; (3) voting stock interests of at least
20 percent, if the holder is a passive institutional investor (investment companies, banks, insurance companies);

(4) any equity interest in a limited partnership or limited liability company, unless properly insulated from
management activities; (5) equity and/or debt interests which in the aggregate exceed 33 percent of a licensee s total
assets, if the interest holder supplies more than 15 percent of the station s total weekly programming, or is a
same-market broadcast company or daily newspaper publisher; (6) time brokerage of a broadcast station by a
same-market broadcast company; and (7) same market radio joint sales agreements. In addition, the FCC is
considering making same-market television joint sales agreements attributable.

To our knowledge, no officer, director or five percent stockholder currently holds an attributable interest in another
television station, radio station or daily newspaper that is inconsistent with the FCC s ownership rules and policies or
with ownership by us of our stations.

Alien Ownership Restrictions

The Communications Act restricts the ability of foreign entities or individuals to own or hold interests in broadcast
licenses. Foreign governments, representatives of foreign governments, non-citizens, representatives of non-citizens,
and corporations or partnerships 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 percent of the capital stock of a
licensee. In addition, a broadcast license may not be granted to or held by any corporation that is controlled, directly
or indirectly, by any other corporation more than 25 percent of whose capital stock is owned or voted by non-U.S.
citizens if the FCC finds that the public interest will be served by the refusal or revocation of such license. We serve
as a holding company of wholly owned subsidiaries, of which one is a licensee for our stations; therefore we may be
restricted from having more than one-fourth of our stock owned or voted directly or indirectly by non-citizens, foreign
governments, representatives of non-citizens or foreign governments, or foreign corporations.
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Table of Contents 17



Edgar Filing: GRAY TELEVISION INC - Form 10-K

Table of Contents

Programming and Operation

Rules and policies of the FCC and other federal agencies regulate certain programming practices and other areas
affecting the business or operations of broadcast stations.

The Children s Television Act of 1990 limits commercial matter in children s television programs and requires
stations to present educational and informational children s programming. Broadcasters have been required for several
years to provide at least three hours of children s educational programming per week on their analog channels. The
FCC has determined that the amount of children s educational programming a digital ( DTV ) broadcaster must air will
increase proportionately with the number of free video programming streams it broadcasts simultaneously (or

multicasts ).

In November of 2007, the FCC adopted an Order imposing new public file and public interest reporting
requirements on broadcasters. These new requirements must be approved by the Office of Management and Budget
before they become effective, and the OMB has not yet approved them. Therefore, it is unclear when, if ever, these
rules will be implemented. Pursuant to these new requirements, stations that have websites will be required to make
certain portions of their public inspection files accessible online. All stations will be required to notify their audiences
twice daily during regular station identification announcements that the public file is available for viewing at the main
studio and, if applicable, the station website. Stations also will be required to electronically file quarterly a new,
standardized form that will track various types and quantities of local programming. The form will require information
about programming related to local news and community issues, local civic affairs, local electoral affairs, and
underserved communities as well as public service announcements, independently produced programming and
religious programming. Stations will also have to detail any efforts made to assess the programming needs of their
station s community, whether the station is providing required close captioning, efforts to make emergency
information accessible to persons with disabilities and, if applicable, any local marketing or joint sales agreements
involving the station. The new standardized form will significantly increase recordkeeping requirements for television
broadcasters. Several station owners and other interested parties have asked the FCC to reconsider the new reporting
requirements and have sought to postpone their implementation. In addition, the Order imposing the new rules is
currently on appeal in the U.S. Court of Appeals for the District of Columbia Circuit.

In December of 2007, the FCC issued a Report on Broadcast Localism and Notice of Proposed Rulemaking or the
Report. The Report tentatively concluded that broadcast licensees should be required to have regular meetings with
permanent local advisory boards to ascertain the needs and interests of the communities. The Report also tentatively
adopted specific renewal application processing guidelines that would require broadcasters to air a minimum amount
of local programming. The Report sought comment on a variety of other issues concerning localism including
potential changes to the main studio rule, network affiliation rules and sponsorship identification rules. We cannot
predict whether the FCC will codify some or all of the specific localism initiatives discussed in the Report.

The FCC has increased its enforcement efforts regarding broadcast indecency and profanity over the past few
years. In June 2006, the statutory maximum fine for broadcast indecency material increased from $32,500 to $325,000
per incident. Several judicial appeals of FCC indecency enforcement actions are currently pending, and their outcomes
could affect future Commission policies in this area.

EEO Rules

The FCC s Equal Employment Opportunity ( EEO ) rules impose job information dissemination, recruitment,
documentation and reporting requirements on broadcast station licensees. Broadcasters are subject to random audits to
ensure compliance with the new EEO rules and could be sanctioned for noncompliance.

12
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Cable and Satellite Transmission of Local Television Signal

Under FCC regulations, cable systems must devote a specified portion of their channel capacity to the carriage of
the signals of local television stations. Television stations may elect between must carry rights or a right to restrict or
prevent cable systems from carrying the station s signal without the station s permission ( retransmission consent ).
Stations must make this election once every three years, and did so most recently on October 1, 2008. All broadcast
stations that made carriage decisions on October 1, 2008 will be bound by their decisions throughout the 2009-2011
cycle. Our stations generally have elected retransmission consent and are in the process of negotiating or have entered
into carriage agreements with cable systems serving their markets.

The FCC also has established a market-specific requirement for mandatory carriage of local television stations by
direct broadcast satellite ( DBS ) operators similar to that applicable to cable systems, for those markets in which a
DBS carrier provides any local signal. In addition, the FCC has adopted rules relating to station eligibility for DBS
carriage and subscriber eligibility for receiving signals. There are also specific statutory requirements relating to
satellite distribution of distant network signals to unserved households (i.e. households that do not receive a Grade B
signal from a local network affiliate). We cannot predict the impact of DBS service on our business. We have,
however, entered into retransmission consent agreements with EchoStar DirectTV for the retransmission of our
television stations signals into the local markets that each of these DBS providers respectively serves.

Digital Television Service

In 1997, the FCC adopted rules for implementing DTV service, which will improve the technical quality of
television signals received by viewers and give broadcasters the ability to provide new services including high
definition television. With certain limited exceptions, broadcasters holding licenses or construction permits for
full-power television stations were temporarily assigned a second channel in order to provide DTV programming.
Currently, all full-power stations licensed to us are broadcasting digitally.

At the end of the DTV transition, analog television transmissions will cease, television broadcasters will surrender
their analog spectrum to the government, and DTV channels will be reassigned to a smaller segment of the broadcast
spectrum. In December 2007, the FCC established policies to facilitate broadcasters construction of their final digital
facilities by the transition deadline. Additionally, the FCC finalized most broadcasters post-transition DTV channel
assignments in the Spring of 2008. The FCC also imposed consumer education requirements on broadcasters,
effective March 31, 2008. Further, Congress charged the National Telecommunications and Information
Administration (NTTA) with implementing a $1.5 billion program to provide digital converter boxes to American
households that do not have DTV sets or television sets connected to cable or satellite.

Congress recently postponed the deadline for completion of the DTV transition from February 17, 2009 to June 12,
2009. Stations generally had the option to cease broadcasting in analog on or before February 17, 2009, and
twenty-eight of Gray s stations did so. Currently, eight Gray television stations are still broadcasting an analog signal.
Certain of these stations may be permitted to cease analog broadcasting prior to June 12, 2009 by seeking
authorization from the FCC and airing specified viewer notifications. Otherwise, these stations must continue
broadcasting an analog signal until June 12, 2009.

Broadcasters may use their digital spectrum to either provide a single DTV signal or multicast several program
streams. Broadcasters also may use some of their digital spectrum to offer non-broadcast ancillary services (i.e.
subscription video, data transfer or audio signals), provided that they pay the government a fee of five percent of gross
revenues received from such ancillary services. Under the FCC s rules relating to must carry rights of digital
broadcasters, which apply to cable and certain DBS
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systems: (1) broadcasters are not entitled to carriage of both their analog and their digital streams during the transition;
(2) digital-only television stations are entitled to must-carry rights; and (3) a digital-only station asserting must carry
rights is entitled only to carriage of a single programming stream and other program-related content even if it
multicasts. In November of 2007, the FCC decided that after the transition, cable operators will have two options to
ensure that all analog cable subscribers will continue to be able to receive the signals of stations electing must-carry
status. Cable operators can choose to either broadcast the signal in digital format for digital customers and

down-convert the signal to analog format for analog customers, or the cable operator may deliver the signal in digital
format to all subscribers as long as the cable operator has ensured that all subscribers with analog service have set-top
boxes that will convert the digital signal to analog format.

The FCC has adopted rules and procedures regarding the digital conversion of Low Power Television ( LPTV )
stations, TV translator stations and TV booster stations. Under these rules, existing LPTV and TV translator stations
may convert to digital operations on their current channels. Alternatively, 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 obtaining a digital companion channel must surrender one of their channels.

Beginning December 31, 2006, DTV broadcasters were required to comply with Emergency Alert System ( EAS )
rules and ensure that viewers of all programming streams can receive EAS messages.

The foregoing does not purport to be a complete summary of the Communications Act, other applicable statutes, or
the FCC s rules, regulations or policies. Proposals for additional or revised regulations and requirements are pending
before, and are considered by, Congress and federal regulatory agencies from time to time. We cannot predict the
effect of existing and proposed federal legislation, regulations or policies on our business. Also, several of the
foregoing matters are now, or may become, the subject of litigation, and we cannot predict the outcome of any such
litigation or the effect on our business.

Employees

As of January 31, 2009, we had 1,988 full-time employees, of which 1,965 were employed in our broadcast
operations and 23 were corporate and administrative personnel. We have 106 full-time employees and 23 part-time
employees that are represented by unions. We believe that our relations with our employees are satisfactory.
Available Information

Our Internet address is http://www.gray.tv. We make the following reports filed with the Securities and Exchange
Commission (the SEC ) available, free of charge, on our website under the heading SEC Filings :

Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
amendments to the foregoing reports filed or furnished pursuant to Section 13 (a) or 15 (d) of the Securities
Exchange Act of 1934, as amended, or the Exchange Act;

Our proxy statements; and

Initial Statements of Beneficial Ownership of Securities on Form 3, Statements of Changes in Beneficial
Ownership on Form 4 and Annual Statements of Beneficial Ownership on Form 5, in each case as filed by
certain of our officers, directors and large stockholders pursuant to Section 16 of the Exchange Act.
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These filings are also available at the SEC s website located at http://www.sec.gov. The public may read and copy
any materials filed with the SEC at the SEC s public reference room at 100 F Street, N.E., Washington, DC 20549. The
public may obtain information about us from the SEC s public reference room by calling the SEC at 1-800-SEC-0330.

The foregoing reports are made available on our website as soon as practicable after they are filed with, or
furnished to, the SEC. The information found on our website is not incorporated by reference or part of this or any
other report we file with or furnish to the SEC.

We have adopted a Code of Ethics that applies to all of its directors, executive officers and employees. The Code is
available on our website at http://www.gray.tv under the heading of Corporate Governance. If any waivers of the
Code are granted, the waivers will be disclosed in an SEC filing on Form 8-K. We have also filed the Code as an
exhibit to the Annual Report filed on Form 10-K for the year ended December 31, 2004 and it is incorporated by
reference to this report.

Our website also includes our Corporate Governance Principles, the Charter of the Audit Committee, the
Nominating and Corporate Governance Committee and the Compensation Committee.

All such information is also available to any shareholder upon request by telephone at (404) 504-9828.
Certification with the NYSE and SOX Certification

On July 17, 2008, our Chief Executive Officer filed with the NYSE the annual written affirmation certifying
compliance with the NYSE s corporate governance listing standards as required by Listed Company Manual
Rule 303A.12.

The certifications of our Chairman and Chief Executive Officer, and of our Senior Vice President and Chief
Financial Officer required by Section 302 of the Sarbanes-Oxley Act of 2002 are filed as Exhibits 31.1 and 31.2 to
this Annual Report on Form 10-K.

Item 1A. Risk Factors.

Risks Related to Our Business

We depend on advertising revenues, which fluctuate as a result of a number of factors and also experience
seasonal fluctuations.

Our main source of revenue is sales of advertising time and space. Our ability to sell advertising time and space
depends on:

the health of the economy in the areas where our stations are located and in the nation as a whole such as the
national economic recession which began in 2008 and is continuing as of the date of this filing;

the popularity of our programming;

changes in the makeup of the population in the areas where our stations are located;

pricing fluctuations in local and national advertising which can be impacted by the availability of
programming, the popularity of that programming, the relative supply of and demand for commercial

advertising and general national or local economic conditions;
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the activities of our competitors, including increased competition from other forms of advertising based
mediums, particularly network, cable television, direct satellite television and the Internet;

the outbreak and duration of hostilities or the occurrence of terrorist attacks and the duration and extent of
network preemption of regularly scheduled programming and decisions by advertisers to withdraw or delay
planned advertising expenditures as a result of military action or terrorist attacks; and

other factors that may be beyond our control.

For example, a labor dispute or other disruption at a major national advertiser, programming provider or network,
or a recession nationally and/or in a particular market, would make it more difficult to sell advertising time and space
and could reduce our revenue.

In addition, our results are subject to seasonal fluctuations, which typically result in second and fourth quarter
broadcast operating income being greater than first and third quarter broadcast operating income. This seasonality is
primarily attributable to increased expenditures by advertisers in the spring and in anticipation of holiday season
spending and an increase in viewership duri