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References to “we”, “our”, “us” and the like throughout this document refer to Lee Enterprises, Incorporated (the
"Company").

References to "2011", "2010" and the like refer to the fiscal years ended the last Sunday in September.
FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements. This
report contains information that may be deemed forward-looking that is based largely on our current expectations, and
is subject to certain risks, trends and uncertainties that could cause actual results to differ materially from those
anticipated. Among such risks, trends and other uncertainties, which in some instances are beyond our control, are our
ability to generate cash flows and maintain liquidity sufficient to service our debt, and comply with or obtain
amendments or waivers of the financial covenants contained in our credit facilities, if necessary.

Other risks and uncertainties include the impact and duration of continuing adverse economic conditions, changes in
advertising demand, potential changes in newsprint and other commodity prices, energy costs, interest rates and the
availability of credit due to instability in the credit markets, labor costs, legislative and regulatory rulings, difficulties
in achieving planned expense reductions, maintaining employee and customer relationships, increased capital costs,
competition and other risks detailed from time to time in our publicly filed documents.

LN

Any statements that are not statements of historical fact (including statements containing the words “may”, “will”, “would”,
“could”, “believe”, “expect”, “anticipate”, “intend”, “plan”, “project”, “consider” and similar expressions) generally should be
considered forward-looking statements. Readers are cautioned not to place undue reliance on such forward-looking
statements, which are made as of the date of this report. We do not undertake to publicly update or revise our

forward-looking statements.
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PART 1
FINANCIAL INFORMATION
Item 1. Financial Statements

LEE ENTERPRISES, INCORPORATED
CONSOLIDATED BALANCE SHEETS

(Unaudited)
(Thousands of Dollars)

ASSETS

Current assets:

Cash and cash equivalents
Accounts receivable, net
Inventories

Deferred income taxes

Other

Total current assets
Investments:

Associated companies
Restricted cash and investments
Other

Total investments

Property and equipment:
Land and improvements
Buildings and improvements
Equipment

Construction in process

Less accumulated depreciation
Property and equipment, net
Goodwill

Other intangible assets, net
Postretirement assets, net
Other

Total assets

December 26
2010

17,007
89,253
11,962
2,687
10,461
131,370

58,490
5,123
9,141
72,754

28,075
194,503
316,621
1,453
540,652
310,986
229,666
433,552
546,857
7,285
12,271

1,433,755

The accompanying Notes are an integral part of the Consolidated Financial Statements.

September 26
2010

19,422
77,558
10,822
2,687
11,128
121,617

58,122
9,623
9,594
77,339

28,075
194,344
316,697
811
539,927
304,527
235,400
433,552
558,140

14,068

1,440,116
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(Thousands of Dollars and Shares, Except Per Share Data)

LIABILITIES AND EQUITY

Current liabilities:

Current maturities of long-term debt

Accounts payable

Compensation and other accrued liabilities

Income taxes payable

Unearned revenue

Total current liabilities

Long-term debt, net of current maturities

Pension obligations

Postretirement and postemployment benefit obligations
Deferred income taxes

Income taxes payable

Other

Total liabilities

Equity:

Stockholders' equity:

Serial convertible preferred stock, no par value; authorized 500 shares; none
issued

Common Stock, $2 par value; authorized 120,000 shares; issued and
outstanding:

December 26, 2010; 39,239 shares;

September 26, 2010; 39,277 shares

Class B Common Stock, $2 par value; authorized 30,000 shares; issued and
outstanding:

December 26, 2010; 5,613 shares;

September 26, 2010; 5,676 shares

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income

Total stockholders' equity

Non-controlling interests

Total equity

Total liabilities and equity

December 26
2010

83,325
25,928
34,318
7,533
37,706
188,810
969,316
53,645
5,737
106,989
12,113
15,043
1,351,653

78,478

11,226

140,192
(160,249
12,136
81,783
319
82,102
1,433,755

The accompanying Notes are an integral part of the Consolidated Financial Statements.

September 26
2010

81,500
30,529
38,117
1,082
36,624
187,852
1,000,927
54,566
9,979
102,616
11,919
15,150
1,383,009

78,554

11,352

139,460

) (179,194
6,651
56,823
284
57,107
1,440,116
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LEE ENTERPRISES, INCORPORATED

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

(Unaudited)

(Thousands of Dollars, Except Per Common Share Data)

Operating revenue:

Advertising

Circulation

Other

Total operating revenue
Operating expenses:
Compensation

Newsprint and ink

Other operating expenses
Depreciation

Amortization of intangible assets
Workforce adjustments

Total operating expenses
Curtailment gains

Equity in earnings of associated companies
Operating income
Non-operating income (expense):
Financial income

Financial expense

Debt financing costs

Other, net

Total non-operating expense, net
Income before income taxes
Income tax expense

Net income

Net income attributable to non-controlling interests
Income attributable to Lee Enterprises, Incorporated

Other comprehensive income, net
Comprehensive income

Earnings per common share:
Basic
Diluted

13 Weeks Ended
December 26
2010

151,766
45,478
10,424
207,668

78,020
15,674
59,669
6,523
11,283
192
171,361
10,172
2,705
49,184

59
(13,437
(1,966
(453
(15,797
33,387
14,407
18,980
(35
18,945
5,485
24,430

0.42
0.42

The accompanying Notes are an integral part of the Consolidated Financial Statements.

December 27
2009

154,402
45,115
10,321
209,838

82,136
12,693
61,477
7,362
11,320
397
175,385
31,130
2,190
67,773

54

) (19,804

) (1,995

)—

) (21,745
46,028
18,069
27,959

)(52
27,907
793
28,700

0.63
0.62
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LEE ENTERPRISES, INCORPORATED

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(Thousands of Dollars)

Cash provided by (required for) operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Curtailment gains

Accretion of debt fair value adjustment

Stock compensation expense

Distributions less than current earnings of associated companies
Deferred income tax expense

Debt financing costs

Changes in operating assets and liabilities:

Increase in receivables

Increase in inventories and other

Decrease in accounts payable, accrued expenses and unearned revenue
Increase (decrease) in pension, postretirement and post employment benefits
Change in income taxes receivable or payable

Other, net

Net cash provided by operating activities

Cash provided by (required for) investing activities:
Purchases of property and equipment

Decrease (increase) in restricted cash

Proceeds from sales of assets

Other, net

Net cash provided by (required for) investing activities
Cash provided by (required for) financing activities:
Proceeds from long-term debt

Payments on long-term debt

Debt financing costs paid

Common stock transactions, net

Net cash required for financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents:

Beginning of period

End of period

The accompanying Notes are an integral part of the Consolidated Financial Statements.

5

A P

13 Weeks Ended
December 26 December 27
2010 2009
18,980 27,959
17,806 18,682
(10,172 )(31,130
(136 ) (155
518 682
(436 ) (192
5,968 10,588
1,966 1,995
(11,695 )(9,948
(207 )(1,161
(7,318 ) (4,806
1,614 (1,407
6,645 3,128
119 (1,312
23,652 12,923
(1,105 ) (3,254
4,500 39
452 203

68 187
3,915 (2,903
9,000 47,800
(38,650 ) (54,966
(%4 )—
(238 ) (165
(29,982 )(7,331
(2,415 )2,689
19,422 7,905
17,007 10,594

10
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LEE ENTERPRISES, INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1 BASIS OF PRESENTATION

The Consolidated Financial Statements included herein are unaudited. In the opinion of management, these financial
statements contain all adjustments (consisting of only normal recurring items) necessary to present fairly the financial
position of Lee Enterprises, Incorporated and subsidiaries (the “Company”) as of December 26, 2010 and their results of
operations and cash flows for the periods presented. The Consolidated Financial Statements should be read in
conjunction with the Consolidated Financial Statements and Notes thereto included in the Company's 2010 Annual
Report on Form 10-K.

Because of seasonal and other factors, the results of operations for the 13 weeks ended December 26, 2010 are not
necessarily indicative of the results to be expected for the full year.

References to “we”, “our”, “us” and the like throughout the Consolidated Financial Statements refer to the Company.
References to “2011”, “2010” and the like refer to the fiscal years ended the last Sunday in September.

The Consolidated Financial Statements include our accounts and those of our subsidiaries, all of which are
wholly-owned, except for our 50% interest in TNI Partners (“TNI”), 50% interest in Madison Newspapers, Inc. (“MNI”),
and 82.5% interest in INN Partners, L.C.

2 INVESTMENTS IN ASSOCIATED COMPANIES

TNI Partners

In Tucson, Arizona, TNI, acting as agent for our subsidiary, Star Publishing Company (“Star Publishing”), and Citizen
Publishing Company (“Citizen”), a subsidiary of Gannett Co. Inc., is responsible for printing, delivery, advertising, and
circulation of the Arizona Daily Star as well as the related digital operations and specialty publications. In May 2009,
Citizen discontinued print publication of the Tucson Citizen. TNI collects all receipts and income and pays
substantially all operating expenses incident to the partnership's operations and publication of the newspapers and
other media.

Income or loss of TNI (before income taxes) is allocated equally to Star Publishing and Citizen.

Summarized results of TNI are as follows:

13 Weeks Ended

December 26 ~ December 27
(Thousands of Dollars) 2010 2009
Operating revenue 17,232 17,806
Opera'tlng: expenses, excluding workforce adjustments, depreciation and 13,454 14,739
amortization
Workforce adjustments 232 783
Operating income 3,546 2,284
Company's 50% share of operating income 1,773 1,142
Less amortization of intangible assets 304 244

11
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Equity in earnings of TNI 1,469 898

Star Publishing's 50% share of TNI depreciation and certain general and administrative expenses associated with its
share of the operation and administration of TNI are reported as operating expenses (benefit) in our Consolidated
Statements of Income and Comprehensive Income. These amounts totaled $127,000 and $(135,000) in the 13 weeks
ended December 26, 2010 and December 27, 2009, respectively.

Annual amortization of intangible assets is estimated to be $1,215,000 in the 52 week period ending December 2011
and the 53 week period ending December 2012, $1,036,000 in the 52 week period ending December 2013

6

12
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and $911,000 in the 52 week periods ending December 2014 and December 2015.

Madison Newspapers, Inc.

We have a 50% ownership interest in MNI, which publishes daily and Sunday newspapers, and other publications in
Madison, Wisconsin, and other Wisconsin locations, and operates their related digital platforms. Net income or loss of
MNI (after income taxes) is allocated equally to us and The Capital Times Company (“TCT”’). MNI conducts its

business under the trade name Capital Newspapers.

Summarized results of MNI are as follows:

13 Weeks Ended

December 26 December 27
(Thousands of Dollars) 2010 2009
Operating revenue 20,200 20,597
Opera'tlng: expenses, excluding workforce adjustments, depreciation and 15.685 15,823
amortization
Workforce adjustments 16 —
Depreciation and amortization 515 576
Operating income 3,984 4,198
Net income 2,472 2,584
Equity in earnings of MNI 1,236 1,292

3 GOODWILL AND OTHER INTANGIBLE ASSETS
There was no change in the carrying value of goodwill in the 13 weeks ended December 26, 2010.

Identified intangible assets consist of the following:

December 26 ~ September 26
(Thousands of Dollars) 2010 2010
Nonamortized intangible assets:
Mastheads 44,754 44,754
Amortizable intangible assets:
Customer and newspaper subscriber lists 885,713 885,713
Less accumulated amortization 383,615 372,337
502,098 513,376
Noncompete and consulting agreements 28,658 28,658
Less accumulated amortization 28,653 28,648
5 10
546,857 558,140

In assessing the recoverability of goodwill and other nonamortized intangible assets, we make a determination of the
fair value of our business. Fair value is determined using a combination of an income approach, which estimates fair
value based upon future revenue, expenses and cash flows discounted to their present value, and a market approach,
which estimates fair value using market multiples of various financial measures compared to a set of comparable
public companies in the publishing industry. A non-cash impairment charge will generally be recognized when the

13



Edgar Filing: LEE ENTERPRISES, INC - Form 10-Q

carrying amount of the net assets of the business exceeds its estimated fair value.

The required valuation methodology and underlying financial information that are used to determine fair value require
significant judgments to be made by us. These judgments include, but are not limited to, long term projections of
future financial performance and the selection of appropriate discount rates used to determine the present value of
future cash flows. Changes in such estimates or the application of alternative assumptions could produce

7
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significantly different results.

We analyze goodwill and other nonamortized intangible assets for impairment on an annual basis, or more frequently
if impairment indicators are present. Such indicators of impairment include, but are not limited to, changes in business
climate and operating or cash flow losses related to such assets.

We review our amortizable intangible assets for impairment when indicators of impairment are present. We assess
recoverability of these assets by comparing the estimated undiscounted cash flows associated with the asset or asset
group with their carrying amount. The impairment amount, if any, is calculated based on the excess of the carrying
amount over the fair value of those assets.

We also periodically evaluate our determination of the useful lives of amortizable intangible assets. Any resulting
changes in the useful lives of such intangible assets will not impact our cash flows. However, a decrease in the useful
lives of such intangible assets would increase future amortization expense and decrease future reported operating
results and earnings per common share.

Annual amortization of intangible assets for the 52 week period ending December 2011, 53 week period ending
December 2012 and for each of the 52 week periods ending December 2013, December 2014 and December 2015 is
estimated to be $44,316,000, $41,496,000, $39,088,000, $38,950,000 and $37,607,000, respectively.

4 DEBT
Credit Agreement

In 2006, we entered into an amended and restated credit agreement (“Credit Agreement”) with a syndicate of financial
institutions (the “Lenders”). The Credit Agreement provided for aggregate borrowing of up to $1,435,000,000 and
replaced a $1,550,000,000 credit agreement consummated in 2005. In February 2009, we completed a comprehensive
restructuring of the Credit Agreement, which supplemented amendments consummated earlier in 2009 (together, the
“2009 Amendments™).

Security

The Credit Agreement is fully and unconditionally guaranteed on a joint and several basis by substantially all of our
existing and future, direct and indirect subsidiaries in which we hold a direct or indirect interest of more than 50% (the
“Credit Parties”); provided however, that our wholly-owned subsidiary Pulitzer Inc. (“Pulitzer”) and its subsidiaries will
not become Credit Parties for so long as their doing so would violate the terms of the Pulitzer Notes discussed more
fully below. The Credit Agreement is secured by first priority security interests in the stock and other equity interests
owned by the Credit Parties in their respective subsidiaries.

As a result of the 2009 Amendments, the Credit Parties pledged substantially all of their tangible and intangible assets,
and granted mortgages covering certain real estate, as collateral for the payment and performance of their obligations
under the Credit Agreement. Assets of Pulitzer and its subsidiaries, TNI, our ownership interest in, and assets of, MNI
and certain employee benefit plan assets are excluded.

Interest Payments
Debt under the A Term Loan, which has a balance of $620,515,000 at December 26, 2010, and the $375,000,000

revolving credit facility, which has a balance of $279,425,000 at December 26, 2010, bear interest, at our option, at
either a base rate or an adjusted Eurodollar rate (“LIBOR”), plus an applicable margin. The base rate for the facility is

15
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the greater of (i) the prime lending rate of Deutsche Bank Trust Company Americas at such time; (ii) 0.5% in excess
of the overnight federal funds rate at such time; or (iii) 30 day LIBOR plus 1.0%. The applicable margin is a
percentage determined according to the following: for revolving loans and A Term Loans maintained as base rate
loans: 1.625% to 3.5%, and maintained as Eurodollar loans: 2.625% to 4.5% depending, in each instance, upon our
total leverage ratio at such time.

Minimum LIBOR levels of 1.25%, 2.0% and 2.5% for borrowings for one month, three month and six month periods,
respectively, are also in effect. At December 26, 2010, all of our outstanding debt under the Credit Agreement is based
on one month borrowing. At the December 26, 2010 leverage level, our debt under the Credit Agreement will be
priced at 1.25%, plus a LIBOR margin of 3.0% beginning in February 2011.

8
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Under the 2009 Amendments, contingent, non-cash payment-in-kind interest expense of 1.0% to 2.0% will be accrued
in a quarterly period only in the event our total leverage ratio exceeds 7.5:1 at the end of the previous quarter. At
December 26, 2010, this provision is not applicable. Such non-cash charges, if any, will be added to the principal
amount of debt and will be reversed, in whole or in part, in the event our total leverage ratio is below 6.0:1 in
September 2011 or we refinance the Credit Agreement in advance of its April 2012 maturity.

Principal Payments

We may voluntarily prepay principal amounts outstanding or reduce commitments under the Credit Agreement at any
time, in whole or in part, without premium or penalty, upon proper notice and subject to certain limitations as to
minimum amounts of prepayments. We are required to repay principal amounts, on a quarterly basis until maturity,
under the A Term Loan. Total A Term Loan payments in the 13 weeks ended December 26, 2010 were $15,150,000.
The 2009 Amendments reduce the amount and delay the timing of mandatory principal payments under the A Term
Loan. At December 26, 2010, remaining payments in 2011 total $50,325,000. Payments in 2012 prior to the April
2012 maturity total $70,000,000. The scheduled payment at maturity is $500,190,000, plus the balance of the
revolving credit facility outstanding at that time.

In addition to the scheduled payments, we are required to make mandatory prepayments under the A Term Loan under
certain other conditions. The Credit Agreement requires us to apply the net proceeds from asset sales to repayment of
the A Term Loan. In January 2011, a payment of $325,000 was made related to this provision. In the 13 weeks ended
December 26, 2010, we made a $150,000 payment related to this provision.

The Credit Agreement also requires us to accelerate future payments under the A Term Loan in the amount of 75% of
our annual excess cash flow, as defined. We had no excess cash flow under the Credit Agreement in 2010 and 2009.
We had excess cash flow of approximately $62,000,000 in 2008 and, as a result, paid $46,325,000 originally due
under the A Term Loan in March and June 2009. The acceleration of such payments due to future asset sales or excess
cash flow does not change the due dates of other A Term Loan payments prior to the April 2012 maturity.

Covenants and Other Matters

The Credit Agreement contains customary affirmative and negative covenants for financing of its type. At

December 26, 2010, we are in compliance with such covenants. These financial covenants include a maximum total
leverage ratio, as defined. The total leverage ratio is based primarily on the sum of the principal amount of debt, which
equals $1,051,940,000 at December 26, 2010, plus letters of credit and certain other factors, divided by a measure of
trailing 12 month operating results, which includes several elements, including distributions from TNI and MNI and
curtailment gains.

The 2009 Amendments amended our covenants to take into account economic conditions and the changes to
amortization of debt noted above. Our total leverage ratio at December 26, 2010 was 5.25:1. Under the 2009
Amendments, our maximum total leverage ratio limit will decrease from 7.5:1 in December 2010 to 7.25:1 in March
2011, decrease to 7.0:1 in June 2011, decrease to 6.75:1 in September 2011 and decrease to 6.50:1 in December 2011.
Each change in the maximum total leverage ratio noted above is effective on the last day of the quarter.

The Credit Agreement also includes a minimum interest expense coverage ratio, as defined, which is based on the
same measure of trailing 12 month operating results noted above. Our interest expense coverage ratio at December 26,
2010 was 3.11:1. The minimum interest expense coverage ratio is 1.6:1 in December 2010 and will increase
periodically thereafter until it reaches 2.25:1 in March 2012.

17
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The 2009 Amendments require us to suspend stockholder dividends and share repurchases through April 2012. The
2009 Amendments also limit capital expenditures to $20,000,000 per year, with a provision for carryover of unused
amounts from the prior year. Further, the 2009 Amendments modify other covenants, including restricting our ability
to make additional investments and acquisitions without the consent of the Lenders, limiting additional debt beyond
that permitted under the Credit Agreement, and limiting the amount of unrestricted cash and cash equivalents the
Credit Parties may hold to a maximum of $10,000,000 for a five day period. Such covenants require that substantially
all of our future cash flows are required to be directed toward debt reduction. Finally, the 2009 Amendments
eliminated an unused incremental term loan facility.

18
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Pulitzer Notes

In conjunction with its formation in 2000, St. Louis Post-Dispatch LLC ("PD LLC") borrowed $306,000,000 (the
“Pulitzer Notes”) from a group of institutional lenders (the ‘“Noteholders™). The aggregate principal amount of the Pulitzer
Notes was payable in April 2009.

In February 2009, the Pulitzer Notes and the Guaranty Agreement described below were amended (the “Notes
Amendment”). Under the Notes Amendment, PD LLC repaid $120,000,000 of the principal amount of the debt
obligation using substantially all of its previously restricted cash, which totaled $129,810,000 at December 28, 2008.
The remaining debt balance of $186,000,000, of which $152,000,000 remains outstanding at December 26, 2010, was
refinanced by the Noteholders until April 2012.

The Pulitzer Notes are guaranteed by Pulitzer pursuant to a Guaranty Agreement dated May 1, 2000 (the “Guaranty
Agreement”) with the Noteholders. The Notes Amendment provides that the obligations under the Pulitzer Notes are
fully and unconditionally guaranteed on a joint and several basis by Pulitzer's existing and future subsidiaries
(excluding Star Publishing and TNI). Also, as a result of the Notes Amendment, Pulitzer and each of its subsidiaries
pledged substantially all of its tangible and intangible assets, and granted mortgages covering certain real estate, as
collateral for the payment and performance of their obligations under the Pulitzer Notes. Assets and stock of Star
Publishing, our ownership interest in TNI and certain employee benefit plan assets are excluded.

The Notes Amendment increased the rate paid on the outstanding principal balance to 9.05% until April 28, 2010, at
which time it increased to 9.55%. The interest rate will increase by 0.5% per year thereafter.

Pulitzer may voluntarily prepay principal amounts outstanding or reduce commitments under the Pulitzer Notes at any
time, in whole or in part, without premium or penalty, upon proper notice and consent from the Noteholders and the
Lenders, and subject to certain limitations as to minimum amounts of prepayments. The Notes Amendment provides
for mandatory scheduled prepayments, including quarterly principal payments of $4,000,000 beginning on June 29,
2009 and an additional principal payment from restricted cash of $4,500,000 in October 2010. In 2011, 2010 and
2009, all payments due were made prior to the end of the previous fiscal quarter.

In addition to the scheduled payments, we are required to make mandatory prepayments under the Pulitzer Notes
under certain other conditions. The Notes Amendment requires us to apply the net proceeds from asset sales to
repayment of the Pulitzer Notes. In January 2011, a payment of $1,000,000 was made related to this provision.

The Notes Amendment establishes a reserve of restricted cash of up to $9,000,000 (which was reduced to $4,500,000
in October 2010) to facilitate the liquidity of the operations of Pulitzer. All other previously existing restricted cash
requirements were eliminated. The Notes Amendment allocates a percentage of Pulitzer's quarterly excess cash flow
(as defined) between Pulitzer and the Credit Parties and requires prepayments to the Noteholders under certain
specified events. In 2010, a principal prepayment of $1,000,000 was made under the Pulitzer Notes from excess cash
flow of Pulitzer for the 13 weeks ended March 28, 2010.

The Pulitzer Notes contain certain covenants and conditions including the maintenance, by Pulitzer, of the maximum
ratio of debt to EBITDA (limit of 3.5:1 at December 26, 2010), as defined in the Guaranty Agreement, minimum net
worth and limitations on the incurrence of other debt. The Notes Amendment added a requirement to maintain
minimum interest coverage (limit of 2.8:1 at December 26, 2010), as defined. The Notes Amendment amended the
Pulitzer Notes and the Guaranty Agreement covenants to take into account economic conditions and the changes to
amortization of debt noted above. At December 26, 2010, Pulitzer is in compliance with such covenants.
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Further, the Notes Amendment added and amended other covenants including limitations or restrictions on additional
debt, distributions, loans, advances, investments, acquisitions, dispositions and mergers. Such covenants require that
substantially all future cash flows of Pulitzer are required to be directed first toward repayment of the Pulitzer Notes
and that cash flows of Pulitzer are largely segregated from those of the Credit Parties.

The Credit Agreement contains a cross-default provision tied to the terms of the Pulitzer Notes and the Pulitzer Notes
have limited cross-default provisions tied to the terms of the Credit Agreement.

The 2005 purchase price allocation of Pulitzer resulted in an increase in the value of the Pulitzer Notes in the amount
of $31,512,000, which was recorded as debt in the Consolidated Balance Sheets. At December 26, 2010, the

unaccreted balance totals $701,000. This amount is being accreted over the remaining life of the Pulitzer

10
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Notes, until April 2012, as a reduction in interest expense using the interest method. This accretion will not increase
the principal amount due, or reduce the amount of interest to be paid, to the Noteholders.

Liquidity

At December 26, 2010, we had $279,425,000 outstanding under the revolving credit facility, and after consideration
of the 2009 Amendments and letters of credit, have approximately $81,677,000 available for future use. Including
cash and restricted cash, our liquidity at December 26, 2010 totals $103,807,000. This liquidity amount excludes any
future cash flows. At December 26, 2010, remaining mandatory principal payments on debt in 2011 total $59,325,000.
Since February 2009, we have satisfied all interest payments and substantially all principal payments due under our
debt facilities with our cash flows. We expect all interest and principal payments due in 2011 will be satisfied by our
continuing cash flows, which will allow us to maintain, or increase, the current level of liquidity.

Our ability to operate as a going concern is dependent on our ability to remain in compliance with debt covenants and
to refinance or amend our debt agreements as they become due, or earlier if available liquidity is consumed. We are in
compliance with our debt covenants at December 26, 2010.

There are numerous potential consequences under the Credit Agreement, and Guaranty Agreement and Note
Agreement related to the Pulitzer Notes, if an event of default, as defined, occurs and is not remedied. Many of those
consequences are beyond our control, and the control of Pulitzer and PD LLC, respectively. The occurrence of one or
more events of default would give rise to the right of the Lenders or the Noteholders, or both of them, to exercise their
remedies under the Credit Agreement and the Note and Guaranty Agreements, respectively, including, without
limitation, the right to accelerate all outstanding debt and take actions authorized in such circumstances under
applicable collateral security documents.

In 2010, we filed a Form S-3 shelf registration statement ("Shelf") with the Securities and Exchange Commission
("SEC"), which has been declared effective. The Shelf gives us the flexibility to issue and publicly distribute various
types of securities, including preferred stock, common stock, secured or unsecured debt securities, purchase contracts
and units consisting of any combination of such securities, from time to time, in one or more offerings, up to an
aggregate amount of $750,000,000. The Shelf enables us to sell securities quickly and efficiently when market
conditions are favorable or financing needs arise. Net proceeds from the sale of any securities must be used generally
to reduce debt subject to conditions of existing debt agreements.

Other

In 2009, we paid fees to the Lenders and Noteholders for the 2009 Amendments and Notes Amendment which, along
with the related legal and financial advisory expenses, totaled $26,061,000. $15,500,000 of the fees were capitalized
and are being expensed over the remaining term of the Credit Agreement and Pulitzer Notes, until April 2012. At
December 26, 2010, we have total unamortized financing costs of $9,976,000.

Debt is summarized as follows:
Interest Rates
December 26 ~ September 26  December 26

(Thousands of Dollars) 2010 2010 2010
Credit Agreement:

A Term Loan 620,515 635,665 4.125
Revolving credit facility 279,425 285,425 4.125

Pulitzer Notes:
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Principal amount 152,000 160,500 9.55
Unaccreted fair value adjustment 701 837

1,052,641 1,082,427
Less current maturities 83,325 81,500

969,316 1,000,927

At December 26, 2010, our weighted average cost of debt was 4.91%.

11

22



Edgar Filing: LEE ENTERPRISES, INC - Form 10-Q

Table of Contents

Aggregate maturities of debt in the 52 week period ending December 2011 and 53 week period ending December
2012 are $83,325,000 and $968,615,000, respectively.

5 PENSION, POSTRETIREMENT AND POSTEMPLOYMENT DEFINED BENEFIT PLANS

We have several noncontributory defined benefit pension plans that together cover selected employees. Benefits under
the plans are generally based on salary and years of service. Our liability and related expense for benefits under the
plans are recorded over the service period of active employees based upon annual actuarial calculations. Plan funding
strategies are influenced by government regulations. Plan assets consist primarily of domestic and foreign corporate
equity securities, government and corporate bonds, and cash.

In addition, we provide retiree medical and life insurance benefits under postretirement plans at several of our
operating locations. The level and adjustment of participant contributions vary depending on the specific plan. In
addition, PD LLC provides postemployment disability benefits to certain employee groups prior to retirement. Our
liability and related expense for benefits under the postretirement plans are recorded over the service period of active
employees based upon annual actuarial calculations. We accrue postemployment disability benefits when it becomes
probable that such benefits will be paid and when sufficient information exists to make reasonable estimates of the
amounts to be paid. Plan assets may also be used to fund medical costs of certain active employees.

We use a fiscal year end measurement date for all of our pension and postretirement medical plan obligations.

The net periodic cost (benefit) components of our pension and postretirement medical plans are as follows:

PENSION PLANS 13 Weeks Ended
December 26  December 27
(Thousands of Dollars) 2010 2009
Service cost for benefits earned during the period 60 333
Interest cost on projected benefit obligation 2,071 2,227
Expected return on plan assets (2,397 ) (2,365 )
Amortization of net loss 213 113
Amortization of prior service benefit (34 )(34 )
(87 )274
POSTRETIREMENT MEDICAL PLANS 13 Weeks Ended
December 26  December 27
(Thousands of Dollars) 2010 2009
Service cost for benefits earned during the period 241 190
Interest cost on projected benefit obligation 523 1,076
Expected return on plan assets (562 ) (547 )
Amortization of net gain (646 ) (633 )
Amortization of prior service benefit (336 ) (554 )
Curtailment gains (10,172 )(31,130 )
(10,952 ) (31,598 )

Based on our forecast at September 26, 2010, we expect to contribute $2,137,000 to our pension plans in 2011. Based
on our forecast at December 26, 2010, we do not expect to make significant contributions to our postretirement plans
in 2011.
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2011 Changes to Plans
In November 2010, we notified certain participants in our postretirement medical plans of changes to be made to the

plans, including increases in participant premium cost-sharing and elimination of coverage for certain participants.
The changes resulted in a non-cash curtailment gain of $10,172,000 which was recognized in the 13
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weeks ended December 26, 2010, will reduce 2011 net periodic postretirement medical cost by $769,000 beginning in
the 13 weeks ending March 27, 2011, and reduced the benefit obligation liability at December 26, 2010 by
$15,065,000.

2010 Changes to Plans

In December 2009, we notified certain participants in our postretirement medical plans of changes to be made to the
plans, including increases in participant premium cost-sharing and elimination of coverage for certain participants.
The changes resulted in non-cash curtailment gains of $31,130,000, which were recognized in the 13 weeks ended
December 27, 2009, reduced 2010 net periodic postretirement medical cost by $1,460,000 beginning in the 13 weeks
ended March 28, 2010, and reduced the benefit obligation liability at December 27, 2009 by $28,750,000.

In March 2010, members of the St. Louis Newspaper Guild voted to approve a new 5.5 year contract, effective April
1, 2010. The new contract eliminated postretirement medical coverage for active employees and defined pension
benefits were frozen. The elimination of postretirement medical coverage resulted in non-cash curtailment gains of
$11,878,000, which were recognized in the 13 weeks ended March 28, 2010 and reduced the benefit obligation
liability at March 28, 2010 by $6,576,000. The freeze of defined pension benefits resulted in non-cash curtailment
gains of $2,004,000, which were recognized in the 13 weeks ended March 28, 2010, reduced 2010 net periodic
pension expenses by $668,000 beginning in the 13 weeks ended June 27, 2010, and reduced the benefit obligation
liability at March 28, 2010 by $2,004,000.

Increases in participant premium cost-sharing discussed more fully above were treated as negative plan amendments.
Curtailment treatment was utilized in situations in which coverage was eliminated. Curtailment gains were calculated
by revaluation of plan liabilities after consideration of other plan changes.

The Patient Protection and Affordable Care Act, along with its companion reconciliation legislation (together, the
“Affordable Care Act”), were enacted into law in March 2010. We expect the Affordable Care Act will be supported by
a substantial number of underlying regulations, many of which have not been issued. Certain provisions are now
subject to judicial challenges on constitutional and other grounds. Accordingly, a complete determination of the

impact of the Affordable Care Act cannot be made at this time. However, we do not expect the Affordable Care Act
will have a significant impact on our postretirement medical benefit obligation liability.

6 INCOME TAXES

The provision for income taxes includes deferred taxes and is based upon estimated annual effective tax rates in the
tax jurisdictions in which we operate.

Income tax expense differs from the amounts computed by applying the U.S. federal income tax rate to income before
income taxes. The reasons for these differences are as follows:

13 Weeks Ended
December 26 ~ December 27
(Percent of Income Before Income Taxes) 2010 2009
Computed “expected” income tax expense 35.0 35.0
State income taxes, net of federal tax benefit 3.0 3.0
Stock compensation 4.2 2.9
Curtailment gains 0.3 —
Increase in uncertain tax positions 1.0 0.5
Other 0.3 )(2.1 )
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We file income tax returns with the IRS and various state tax jurisdictions. From time to time, we are subject to
routine audits by those agencies, and those audits may result in proposed adjustments. We have considered the
alternative interpretations that may be assumed by the various taxing agencies, believe our positions taken regarding
our filings are valid, and that adequate tax liabilities have been recorded to resolve such matters. However,
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the actual outcome cannot be determined with certainty and the difference could be material, either positively or
negatively, to the Consolidated Statements of Income and Comprehensive Income in the periods in which such
matters are ultimately determined. We do not believe the final resolution of such matters will be material to our
consolidated financial position or cash flows.

We have various income tax examinations ongoing and at various stages of completion, but generally the income tax

returns have been audited or closed to audit through 2005.
7 EARNINGS PER COMMON SHARE

The following table sets forth the computation of basic and diluted earnings per common share.

13 Weeks Ended
December 26 December 27
(Thousands of Dollars and Shares, Except Per Share Data) 2010 2009
Income attributable to Lee Enterprises, Incorporated: 18,945 27,907
Weighted average common shares 44,939 44,892
Less non-vested restricted Common Stock 259 361
Basic average common shares 44,680 44,531
Dilutive stock options and restricted Common Stock — 228
Diluted average common shares 44,680 44,759
Earnings per common share:
Basic 0.42 0.63
Diluted 0.42 0.62

For the 13 weeks ended December 26, 2010 and December 27, 2009, we have 2,027,000 and 204,000 weighted
average shares, respectively, subject to issuance under our stock option plan that have no intrinsic value and are not
considered in the computation of diluted earnings per common share.

8 STOCK OWNERSHIP PLANS

Stock Options
A summary of stock option activity during the 13 weeks ended December 26, 2010 follows:
Weighted
Weighted Average Acoresate
(Thousands of Dollars and Shares, Except Per Share Average Remaining EETCS
Shares . Intrinsic
Data) Exercise Contractual
. Value
Price Term
(Years)
Outstanding, September 26, 2010 940 8.77
Granted 1,105 2.57
Cancelled (29 )13.78
Outstanding, December 26, 2010 2,016 5.30 8.8 286
Exercisable, December 26, 2010 403 16.87 6.7 86
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Total unrecognized compensation expense for unvested stock options as of December 26, 2010 is $2,525,000, which
will be recognized over a weighted average period of 2.4 years.

Determining Fair Value
We determine the fair value of stock options using the Black-Scholes option-pricing formula. Key inputs to this
formula include expected term, expected volatility and the risk-free rate. Each assumption is discussed below. This

fair value is amortized using the straight-line method over the requisite service periods of the awards, which

14

28



Edgar Filing: LEE ENTERPRISES, INC - Form 10-Q

Table of Contents
is generally three years.

The expected term represents the period that our stock-based awards are expected to be outstanding, and is determined
based on historical experience of similar awards, giving consideration to contractual terms of the awards, vesting
schedules and expectations of future employee behavior. The volatility factor is calculated using historical market data
for our Common Stock. The time frame used is equal to the expected term. We base the risk-free interest rate on the
yield to maturity at the time of the stock option grant on zero-coupon U.S. government bonds having a remaining term
equal to the option's expected term. When estimating forfeitures, we consider voluntary termination behavior as well
as actual option forfeitures.

The following assumptions were used to estimate the fair value of 2011 option awards:

Volatility (percent) 111
Risk-free interest rate (percent) 1.01
Expected term (years) 4.7
Estimated fair value (dollars) 2.00

Restricted Common Stock

A summary of restricted Common Stock activity during the 13 weeks ended December 26, 2010 follows:

Weighted
(Thousands of Shares, Except Per Share Data) Shares Average Grant Date
Fair Value
Outstanding, September 26, 2010 299 15.02
Vested (297 )15.02
Forfeited (2 )15.02

Outstanding, December 26, 2010 — —
The fair value of restricted Common Stock vested during the 13 weeks ended December 26, 2010 totals $723,000.
9 FAIR VALUE MEASUREMENTS

FASB ASC Topic 820 establishes a three-level hierarchy of fair value measurements based on whether the inputs to
those measurements are observable or unobservable which consists of the following levels:

Level 1 - Quoted prices for identical instruments in active markets;
Level 2 - Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs are observable in active
markets; and
Level 3 - Valuations derived from valuation techniques in which one or more significant inputs are unobservable.
The following table summarizes the financial instruments measured at fair value in the accompanying Consolidated
Financial Statements as of December 26, 2010:

(Thousands of Dollars) Level 3 Total

Herald Value - liability (see Note 10) 2,300 2,300
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The following methods and assumptions are used to estimate the fair value of each class of financial instruments for
which it is practicable to estimate value. The carrying amounts of cash equivalents, accounts receivable, and accounts
payable approximate fair value because of the short maturity of those instruments. Investments totaling $8,155,000,
including our 17% ownership of the nonvoting common stock of TCT, are carried at cost. The fair value of floating
rate debt cannot be determined as an active market for such debt does not exist. Our fixed rate debt
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consists of the $152,000,000 principal amount of Pulitzer Notes, as discussed more fully in Note 4, which is not traded
on an active market and is held by a small group of Noteholders. Coupled with the volatility of substantially all
domestic c