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PART I. FINANCIAL INFORMATION
MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATIONS
OPERATING SUMMARY

Earnings per diluted share were $1.13 for the second quarter of 2002 versus
$1.08 per share on a comparable basis for the second quarter of 2001, a 5%
increase, despite continued challenging operating conditions. For the
year-to-date, earnings per diluted share were $2.04 versus $1.93 per share
on a comparable basis.

At the beginning of 2002, the company adopted Statement of Financial Accounting
Standards (SFAS) No. 142 ("Statement"), which changed the accounting rules for
goodwill and intangible assets. The previously reported diluted earnings per
share of 88 cents for the second quarter of 2001 reflected 20 cents per share
for goodwill amortization expense, net of tax, that would not have been required
had the new Statement been in effect. Similarly, the previously reported
earnings per share of $1.53 for the first six months of 2001 reflected 40 cents
for goodwill amortization expense, net of tax. Note 2 to the Condensed
Consolidated Financial Statements provides additional information on the impact
of this new Statement.

Operating revenues were $1.62 billion for the second quarter, which was a slight
decline of $2.9 million or less than 1%. For the first six months, operating
revenues declined $53.3 million or 2%. Operating income on a comparable basis
for the second quarter was even, and decreased $22.8 million or 2% for the
year-to-date. Newspaper publishing earnings were slightly lower for the
quarter, down $6.0 million or 1%, and decreased $37.1 million or 5% for the
year-to-date. Lower newspaper earnings resulted from a decline in advertising
revenues, most notably national advertising and domestic classified



employment, although the rate of decline for many U.S. newspapers narrowed in
the second quarter of 2002. These revenue declines were partially offset by
cost controls and significantly lower newsprint expense. Television earnings,
on a comparable basis, were up $6.9 million or 8% for the quarter and

$14.9 million or 10% for the year-to-date, benefiting from solid automotive

and better than expected political advertising in the second quarter and Winter
Olympics-related advertising in the first quarter.

Net income increased $15.0 million or 5% in the second quarter and $33.1
million or 6% for the year-to-date, on a comparable basis, reflecting the
operating factors mentioned above and significantly lower interest expense.

NEWSPAPERS

Reported newspaper publishing revenues declined $15.5 million or 1% for the
quarter and $77.5 million or 3% for the year-to-date. Newspaper advertising
revenues decreased $12.0 million or 1% for the quarter and $63.1 million or 3%
for the year-to-date, reflecting generally soft domestic advertising demand.
Refer to Note 6 of the Condensed Consolidated Financial Statements for Business
Segment Information.



The tables below provide, on a pro forma basis, details of newspaper ad revenue
for the second quarter and the first six months of 2002 and 2001. Advertising
linage and preprint distribution details are also provided below; however,
linage and preprint distribution for U.K. publications are not included. This
pro forma presentation reflects operating revenue results as if all properties
owned at the end of the second quarter of 2002 were owned throughout all periods
presented. These tables and related commentary also include the company's pro
rata portion of revenue and linage data for its newspapers participating in
joint operating agencies.

Advertising revenue, in thousands of dollars (pro forma)

Second Quarter 2002 2001 % Change
Local $ 461,764 $ 462,885 (0)
National 180,918 189,186 (4)
Classified 451,459 453,200 (0)
Total ad revenue $ 1,094,141 $ 1,105,271 (1)

Advertising linage, in thousands of inches, and preprint distribution,
in millions (pro forma)

Second Quarter 2002 2001 % Change
Local 9,717 9,894 (2)
National 1,017 1,036 (2)
Classified 14,813 13,857 7
Total Run-of-Press

linage 25,547 24,787 3
Preprint distribution 2,553 2,449 4

Advertising revenue, in thousands of dollars (pro forma)

Year-to-date 2002 2001 % Change
Local $ 889, 155 $ 896, 446 (1)
National 347,970 364,612 (5)
Classified 870,509 910, 484 (4)
Total ad revenue $ 2,107,634 $ 2,171,542 (3)

Advertising linage, in thousands of inches, and preprint distribution,
in millions (pro forma)

Year-to-date 2002 2001 % Change
Local 18,767 19,024 (1)
National 1,936 1,942 (0)
Classified 28,145 26,995 4
Total Run-of-Press

linage 48,848 47,961 2
Preprint distribution 5,028 4,885 3




Pro forma newspaper advertising revenues decreased 1% for the quarter and 3% for
the year-to-date. Local ad revenues were flat on a 2% decrease in volume for
the quarter and decreased 1% on a 1% decline in volume for the year-to-date.
National ad revenues decreased 4% for the quarter on a volume decrease of 2%,
while year-to-date revenues were down by 5% with volume nearly even with last
year. Classified ad revenues were flat for the quarter on a volume increase of
7% and down 4% on volume increase of 4% for the year-to-date. Newspaper ad
revenue results reflect a continuing challenging domestic advertising
environment, particularly in the employment category. The company's

U.K. operations also experienced softer employment advertising in the second
quarter of 2002; however, overall classified results for U.K. properties
continue to be stronger than domestic results for both the second quarter and
year-to-date. USA TODAY advertising revenues declined 9% for the quarter and
the year-to-date primarily reflecting the continued diminished demand for
financial, technology and travel-related advertising.

Reported newspaper circulation revenues decreased $923,000 or less than 1%

for the quarter, with year-to-date revenues down $3.2 million or less than 1%.
Pro forma newspaper circulation revenues increased less than 1% for the quarter
and decreased less than 1% for the year-to-date. Pro forma net paid daily
circulation for the company's newspapers, excluding USA TODAY, declined 1%

for the second quarter and the year-to-date, while Sunday circulation was down
less than 1% for both the quarter and the year-to-date. USA TODAY reported

an average daily paid circulation of 2,211,370 in the ABC Publisher's Statement
for the 26 weeks ended March 31, 2002, a 3% decrease over the comparable period
a year ago.

Operating costs for the newspaper segment declined $9.6 million or 1% for the
quarter and $40.3 million or 2% for the year-to-date (on a comparable
accounting basis for goodwill and intangible assets - SFAS 142), largely due
to lower newsprint expense and cost controls, partially offset by increased
pension and other employee benefit expenses. Reported newsprint expense
decreased by 24% for the quarter and 21% for the year-to-date as a result of
significantly lower prices. Newsprint consumption increased 1% for the quarter
and decreased 1% for the year-to-date. Newsprint prices for the remainder of
2002 are expected to be significantly lower on average than in 2001.

Cost savings related to recent employee count reductions will be realized but
offset by increased pension and other employee benefit expenses.

Excluding the positive impact of SFAS 142, newspaper operating income declined
$6.0 million or 1% for the quarter and $37.1 million or 5% for the year-to-date,
reflecting lower advertising revenues partially offset by strong cost controls
and significantly lower newsprint expense. The impact of SFAS No. 142 on the
newspaper segment was to improve operating income by $47.0 million and $94.1
million for the second quarter and year-to-date, respectively.
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TELEVISION

Reported television revenues increased $12.6 million or 7% for the second
quarter and $24.2 million or 7% for the year-to-date. Television revenues
benefited from strong automotive and better than expected political advertising
in the second quarter and Winter Olympics-related advertising in the first
quarter. National advertising revenues increased 12% for the quarter and 10%
for the year-to-date, while local advertising revenues increased 4% and 6% for
the quarter and year-to-date, respectively. Operating costs increased $5.7
million or 6% on a comparable basis for the quarter and $9.2 million or 5% for
the year-to-date, reflecting increased selling, pension and other employee
benefit costs. Excluding the positive impact of SFAS No. 142, television
operating income increased by $6.9 million or 8% for the quarter and $14.9
million or 10% for the year-to-date. The impact of SFAS 142 on the television
segment was to improve operating income by $10.6 million and $21.0 million for
the quarter and year-to-date, respectively.

Political advertising is expected to be strong in the second half of 2002, and
overall television earnings for that period, on a comparable accounting basis,
are expected to be above prior year levels.

NON-OPERATING INCOME AND EXPENSE/PROVISION FOR INCOME TAXES

Interest expense was $41.1 million in the second quarter of 2002 versus $61.7
million in the second quarter of 2001 due to significantly lower interest rates
and lower debt levels. 1Interest expense for the first six months of 2002 was
$69.9 million compared to $142.2 million for the same period in 2001. The daily
average commercial paper balance outstanding was $2.79 billion during the second
quarter of 2002 and $5.31 billion during the second quarter of 2001. The daily
average commercial paper balance outstanding was $3.66 billion during the first
half of 2002 and $5.36 billion during the first half of 2001. The weighted
average interest rates on commercial paper were 1.82% for the second quarter of
2002 and 4.43% for the second quarter of 2001. For the first six months of 2002
and 2001, the weighted average interest rates on commercial paper were 1.82% and
5.16%, respectively.

In March 2002, the company issued $1.8 billion aggregate principal amount of
unsecured global notes. These notes consist of $600 million aggregate
principal amount of 4.95% notes due 2005, $700 million aggregate principal
amount of 5.50% notes due 2007 and $500 million aggregate principal amount of
6.375% notes due 2012. The net proceeds of the offering were used to pay down
commercial paper borrowings. The company's average borrowing rates are
expected to be higher for the remainder of 2002 over the first half average
due to the fixed rate notes. However, overall interest expense for the third
quarter of 2002 is expected to be below prior year levels because of the
favorable spread in commercial paper borrowing rates and lower debt levels.

The company's effective income tax rate was 34.4% for the second quarter and
first half of 2002 versus the reported rate of 39.4% for the same periods
last year. The reduction in the effective rate is primarily a result of the
adoption of SFAS No. 142. On a comparable basis, the effective tax rate for
the second quarter and first half of 2001 would have been 34.8%.
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NET INCOME

Net income, on a comparable basis, increased $15.0 million or 5% for

the quarter, and diluted earnings per share increased to $1.13 from $1.08, also
a 5% increase. For the first six months, net income, on a comparable basis,
increased $33.1 million or 6%, while diluted earnings per share increased 6%

to $2.04 from $1.93. The 2001 earnings used in these comparisons includes a
positive adjustment of $0.20 and $0.40 per diluted share for the quarter and the
year-to-date, respectively, for goodwill amortization expense, net of tax,

that would not have been required had SFAS No. 142 been in effect that year.

The weighted average number of diluted shares outstanding for the second quarter
of 2002 totaled 269,473,000, compared to 266,754,000 for the second quarter of
2001. For the first six months of 2002 and 2001, the weighted average number of
diluted shares outstanding totaled 269,013,000 and 266,585,000, respectively.
Exhibit 11 of this Form 10-Q presents the weighted average number of basic

and diluted shares outstanding and the earnings per share for each period.

LIQUIDITY AND CAPITAL RESOURCES

The company's consolidated operating cash flow (defined as operating income plus
depreciation and amortization of intangible assets), as reported in the
accompanying Business Segment Information, increased less than 1% to $559.4
million for the second quarter of 2002, compared with $556.9 million for the
same period of 2001. The company's consolidated operating cash flow for the
first six months of 2002 and 2001 was $1.02 billion and $1.04 billion,
respectively, a 2% decrease. The operating cash flow results reflect lower
newspaper advertising revenues, partially offset by reduced newspaper expenses
and an increase in television segment advertising revenues and earnings.

The company's consolidated after-tax cash flow (defined as after-tax income plus
depreciation and amortization) increased $15.1 million or 4% for the quarter and
$26.7 million or 4% for the year-to-date, reflecting the operating factors
discussed above, along with significantly lower interest expense.

Working capital declined from the end of the year by $209.5 million, reflecting
lower receivables due to seasonal trends in revenues, lower inventories

due to lower newsprint prices, the pay-down of long-term debt with cash and
marketable securities, and higher current tax liabilities.

Capital expenditures totaled $66.8 million for the second quarter of 2002,
compared to $82.3 million for the second quarter of 2001. For the first six
months of 2002 and 2001, capital expenditures were $124.6 million and $146.4
million, respectively.

In March 2002, as discussed above, the company issued $1.8 billion aggregate
principal amount of unsecured global notes in an underwritten public offering.
The net proceeds of the offering were used to repay outstanding commercial paper
obligations. 1In total, the company's long term debt decreased by $350.5 million
during the second quarter of 2002 and $581.0 million during the first six months
of 2002, reflecting the pay-down of commercial paper borrowings from operating
cash flows.



Also in March 2002, the company entered into a $2.775 billion revolving credit
agreement providing for up to $1.41 billion in 364-day revolving credit loans
and up to $1.365 billion in 5-year revolving credit loans. The company
terminated its $3.0 billion revolving credit agreement, and its $1.53 billion
revolving credit facility which was due to expire in July 2002. At June 30,
2002, the Company had $4.3 billion of credit available under two revolving
credit agreements.

Under a shelf registration that became effective with the Securities and
Exchange Commission in April 2002, an additional $2.5 billion of unsecured debt
securities can be issued. Any proceeds from the sale of such securities could be
used for general corporate purposes, including capital expenditures, working
capital, securities repurchase programs, repayment of long term and short term
debt and the financing of future acquisitions. The company may also invest funds
that are not required immediately in short term marketable securities.

The company's foreign currency translation adjustment, included in accumulated
other comprehensive income and reported as part of shareholders' equity, totaled
($49.3 million) at the end of the second quarter versus ($104.9 million) at the
end of 2001, reflecting an overall strengthening of Sterling against the U.S.
dollar since the end of the year 2001. Newsquest's assets and liabilities at
June 30, 2002 were translated from Sterling to U.S. dollars at an exchange rate
of $1.53 versus $1.45 at the end of 2001. Newsquest's financial results were
translated at an average rate of $1.46 for the second quarter of 2002 versus
$1.42 for the second quarter of 2001, and at an average rate of $1.44 for the
first half of both years.

The company's regular quarterly dividend of $0.23 per share was declared in the
second quarter of 2002, totaling $61.4 million and paid on July 1, 2002.

OTHER MATTERS

Refer to Note 2 of the Condensed Consolidated Financial Statements for further
discussion of new accounting standards and their impact on reporting of earnings
beginning in 2002.

CERTAIN FACTORS AFFECTING FORWARD-LOOKING STATEMENTS

Certain statements in the company's 2001 Annual Report to Shareholders, its
Annual Report on Form 10-K, and in this Quarterly Report contain forward-looking
information. The words "expect", "intend", "believe", "anticipate", "likely",
"will" and similar expressions generally identify forward-looking statements.
These forward-looking statements are subject to certain risks and uncertainties
that could cause actual results and events to differ materially from those
anticipated in the forward-looking statements.

Potential risks and uncertainties which could adversely affect the company's
ability to obtain these results include, without limitation, the following
factors: (a) increased consolidation among major retailers or other events which
may adversely affect business operations of major customers and depress the
level of local and national advertising; (b) a continued economic downturn in
some or all of the company's principal newspaper or television markets leading
to decreased circulation or local, national or classified advertising; (c) a
decline in general newspaper readership patterns as a result of competitive
alternative media or other factors; (d) an increase in newsprint or syndication
programming costs over the levels anticipated; (e) labor disputes which may
cause revenue declines or increased labor costs; (f) acquisitions of new
businesses or dispositions of existing businesses; (g) a decline in viewership
of major networks and local news programming; (h) rapid technological changes
and frequent new product introductions prevalent in electronic publishing; (1)
an increase in interest rates; (j) a weakening in the Sterling to U.S. dollar
exchange rate; and (k) general economic, political and business conditions.
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CONDENSED CONSOLIDATED BALANCE SHEETS
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