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

Recent acquisitions continued to have a significant impact on operating
results comparisons for the second quarter of 2001 versus the second quarter
of 2000. The company completed the Newscom acquisition in June 2000; the
Thomson acquisition in July 2000; and the Central acquisition in August
2000.

Operating revenues rose by $179.4 million or 12% for the second quarter and
$433.1 million or 16% for the year-to-date . Operating income from
continuing operations fell by $8.3 million or 2% for the second quarter and
increased by $2.2 million, less than 1%, for the year-to-date. Newspaper
publishing earnings were up $14.9 million or 4% for the quarter and $36.3
million or 5% for the year-to-date, reflecting the positive impact from the
recently acquired Newscom, Thomson and Central operations, tempered by lower
ad revenues in U.S. markets and higher newsprint prices. Television
earnings were down $24.9 million or 24% for the quarter and were down $36.7
million or 22% for the year-to-date due to advertising revenue declines.

Income from continuing operations declined by $32.3 million or 12% for the
quarter and $60.8 million or 13% for the year-to-date. Earnings per share
(diluted) from continuing operations were $0.88 for the second quarter and
$1.53 for the year-to-date, down 12% for each period.

Income from continuing operations for the second quarter and year-to-date was
adversely impacted by the softening of newspaper and television advertising



revenue. As noted in the pro forma newspaper revenue discussions below, all
major ad categories were down for the quarter and the year-to-date.
Classified revenues (principally employment) show the sharpest decline. The
company does not foresee changes in the general economic environment that are
likely to lead to an improvement in the newspaper revenue outlook for the
coming months.

Likewise, television revenue comparisons have suffered because of weak
demand. For the balance of 2001, television revenue comparisons are expected
to deteriorate further as the second half of 2000 benefited from strong
political advertising and the Olympics.

Because of the current revenue outlook, the company does not expect to reach
the earnings level reported for the third and fourth quarters of 2000.

NEWSPAPERS

Reported newspaper publishing revenues rose $206.1 million or 17% for the
quarter and $471.0 million or 20% for the year-to-date, reflecting increased
revenues from the newly acquired properties, tempered by softer domestic
advertising demand. Newspaper advertising revenues increased $146.0 million
or 16% for the quarter and $336.6 million or 19% for the year-to-date.

Refer to Note 6 for Business Segment Information.

The tables below provide, on a pro forma basis, details of newspaper ad
revenue, including revenues from the Newscom, Thomson and Central
properties, for the second quarter and the first six months of 2001 and
2000. Advertising linage and preprint distribution details are also
provided below; however, linage and preprint distribution for the U.K.
publications are not included.

Advertising revenue, in thousands of dollars (pro forma)

Second Quarter 2001 2000 % Change
Local $ 463,421 $ 478,591 (3)
National 189, 241 212,433 (11)
Classified 454,318 498, 865 (9)
Total ad revenue $1,106,980 $1,189, 889 (7)

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

Second Quarter 2001 2000 % Change
Local 9,996 10,394 (4)
National 1,036 1,171 (12)
Classified 13,987 14,542 (4)
Total Run-of-Press
linage 25,019 26,107 (4)
Preprint distribution 2,482 2,565 (3)

Advertising revenue, in thousands of dollars (pro forma)

Year-to-date 2001 2000 % Change
Local $ 899,132 $ 915,270 (2)
National 364,669 408,472 (11)
Classified 913,317 974,423 (6)
Total ad revenue $2,177,118 $2,298,165 (5)

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

Year-to-date 2001 2000 % Change
Local 19,284 20,275 (5)
National 1,947 2,239 (13)

Classified 27,293 28,189 (3)



Total Run-of-Press
linage 48,524 50,703 (4)

Preprint distribution 4,905 4,957 (1)

Pro forma newspaper advertising revenues decreased 7% for the quarter and 5%
for the year-to-date. Local ad revenues decreased 3% on a 4% decrease in
volume for the quarter and decreased 2% on a 5% decline in volume for the
year-to-date. National ad revenues decreased 11% for the quarter on a
volume decrease of 12%, with year-to-date revenues down by 11% on a volume
decrease of 13%. Classified ad revenues decreased 9% for the quarter on a
volume decrease of 4%, with year-to-date revenues down by 6% on a volume
decrease of 3%. Advertising results reflect advertiser reluctance to
spend in an uncertain economic environment, and the continuing economic
downturn adversely impacted revenues at most domestic Gannett operations,
particularly in the classified employment category. USA TODAY advertising
revenues declined 19% for the quarter and for the year-to-date. Reported
revenues from the company's U.K. operations benefited from strong
advertising demand, but were unfavorably impacted by a decline in the
exchange rate for Sterling. If the exchange rate had remained constant
year-over-year, total company pro forma advertising revenues would have
declined 6% for the quarter and 4% for the year-to-date.

Reported newspaper circulation revenues increased $54.5 million or 22% for
the quarter and $113.4 million or 22% for the year-to-date, reflecting the
impact of the acquisitions. On a pro forma basis, newspaper circulation
revenues decreased 1% for the quarter and for the year-to-date. Pro forma
net paid daily circulation for the company's local domestic newspapers
decreased 2% for the second quarter and 1% for the first half of the year,
with Sunday circulation down 2% for both the quarter and the year-to-date.
USA TODAY reported an average daily paid circulation of 2,291,297 in the ABC
Publisher's statement for the 27 weeks ended April 1, 2001, a 0.4% increase
over the comparable period a year ago.

Operating costs for the newspaper segment increased $191.2 million or 22%
for the quarter and $434.7 million or 25% for the year-to-date, largely due
to the added costs from the new properties and higher newsprint prices,
offset by tight cost controls. Total pro forma newspaper segment expense,
excluding newsprint, declined approximately 7% for the quarter and 6% for
the year-to-date. 1In total, newsprint expense increased by 27% for the
quarter and 31% for the year-to-date due to a 6% and 9% increase in
consumption for the quarter and year-to-date, respectively, reflecting usage
by the new properties, and substantially higher year-over-year prices. The
company expects newsprint prices to remain higher for the rest of 2001 as
compared to the prior year, but the year-over-year increases are expected
to be at a reduced level.

Newspaper operating income increased $14.9 million or 4% for the second
quarter and $36.3 million or 5% for the year-to-date, reflecting the
positive impact of earnings from recently acquired properties, partially
offset by softer domestic advertising demand and higher newsprint prices.

TELEVISION

Reported television revenues decreased $26.7 million or 13% for the second
quarter and $37.9 million or 10% for the year-to-date, mainly due to the
reluctance of advertisers, principally national advertisers, to spend in
this uncertain economic environment. National advertising revenues
decreased 21% for the quarter and 18% for the year-to-date, while local
advertising revenues decreased 8% for the quarter and 6% for the year-to-
date.

Television operating costs for the quarter decreased $1.9 million or 2% and
decreased $1.2 million or 1% for the year-to-date. Reported television
operating income declined by $24.9 million or 24% for the quarter and $36.7
million or 22% for the year-to-date.

NON-OPERATING INCOME AND EXPENSE/PROVISION FOR INCOME TAXES

Interest expense was $61.7 million in the second quarter of 2001 versus
$22.7 million in the second quarter of 2000 and was $142.2 million for the
first half of 2001 versus $42.8 million for the first half of 2000 due to
increased commercial paper borrowings for the 2000 acquisitions and share
repurchases, tempered by lower interest rates. The daily average commercial
paper outstanding balance was $5.31 billion during the second quarter of
2001 and $1.25 billion during the second quarter of 2000. For the first
half of 2001 and 2000, the daily average commercial paper outstanding



balance was $5.36 billion and $1.18 billion, respectively. The weighted
average interest rate was 4.4% for the second quarter of 2001 and 6.4% for the
second quarter of 2000. For the first half of 2001 and 2000, the weighted
average interest rate was 5.16% and 6.13%, respectively.

The company's effective income tax rate was 39.4% for the second quarter of
2001 versus 39.6% for the same period last year, reflecting lower state taxes
and lower taxes on foreign operations.

NET INCOME

Income from continuing operations was down $32.3 million or 12% for the
quarter and $60.8 million or 13% for the first half of 2001. Diluted
earnings per share from continuing operations decreased to $0.88 from $1.00
for the second quarter and to $1.53 from $1.73 for the first half of the
year, both 12% declines.

In the first half of 2000, after-tax income from the operation of the
discontinued cable business of $2.4 million and an after-tax gain from the
sale of the cable business of $744.7 million contributed $2.75 per share
(diluted).

The weighted average number of diluted shares outstanding in the second
quarter of 2001 totaled 266,754,000, compared to 266,294,000 for the second
quarter of 2000. The weighted average number of diluted shares outstanding

in the first half of 2001 totaled 266,585,000, compared to 271,234,000 for the
first half of 2000.

In February 2000, the company announced authorizations to repurchase up to

$1 billion of its common stock and during the first six months of 2000, the
company repurchased approximately 14.7 million shares of common stock at a
cost of approximately $967.2 million. There were no stock repurchases during
the first half of 2001. 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, totaled $556.9 million for the
second quarter of 2001, compared with $537.1 million for the same period of
2000, a 4% increase. The company's consolidated operating cash flow for the
year-to-date totaled $1,037.5 million for the first half of 2001, compared with
$975.0 million for the first half of 2000, a 6% increase. The increase in

cash flow reflects the solid operating cash flow contributions from the
recently acquired properties and lower interest rates on related borrowings.

Capital expenditures totaled $146.4 million for the first half of 2001,
compared to $122.2 million for the first half of 2000. During the first
half of 2001, the company made payments of $133.0 million related to several
small acquisitions and additional share purchases of WKYC-TV. The company's
debt decreased by $330.7 million during the first six months of 2001,
reflecting the pay-down of commercial paper borrowings from operating cash
flow.

The company's foreign currency translation adjustment, included in
accumulated other comprehensive income and reported as part of shareholders'
equity, totaled ($134.5 million) at the end of the second quarter versus ($66.4
million) at the end of 2000, reflecting a weakening of Sterling against the
U.S. dollar since the end of the year 2000. Newsquest's assets and
liabilities at July 1, 2001 were translated from Sterling to U.S. dollars at
an exchange rate of $1.42 versus $1.49 at the end of 2000. Newsquest's
financial results were translated at an average rate of $1.42 for the second
quarter of 2001 versus $1.54 for the second quarter of 2000, and at an
average rate of $1.44 for the first half of 2001 versus $1.57 for the first
half of 2000.

The company's regular quarterly dividend of $0.22 per share was declared in
the second quarter of 2001, totaling $58.2 million.

OTHER MATTERS

Refer to Note 2 for a discussion of new accounting standards.

CERTAIN FACTORS AFFECTING FORWARD-LOOKING STATEMENTS

Certain statements in the company's 2000 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; (i) an increase in interest rates; (j) a
weakening in the Sterling to U.S. dollar exchange rate; and (k) general
economic and business conditions.
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