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week. neither could Bobbitt, a Little 
Rock resident who is a former presi-
dent of Alltel Corp., or Morton, who 
remains aboard as chairman, president 
and CeO of equity Media’s Retro 
Programming Services Inc. subsidiary.

The same goes for two other defen-
dants who helped establish the com-
pany: Greg W. Fess, the company’s 
chief operating officer and senior vice 
president, and Max W. Hooper, a 
former SVP with equity Broadcasting 
Corp., equity Media’s predecessor.

While the lawsuit plods forward and 
the company’s losses mount, equity 
Media risks delisting on nASDAQ 
after its stock price lost 85 percent of its 
value, plummeting below $1 per share 
less than a year after going public.

Shares that began trading at $5 on 
April 27 last year first dipped below 
$1 on April 2 and dropped as low as 
35 cents on May 21. The closing price 
was 67 cents per share on May 28.

equity Media, which owns a chain 
of low-power TV stations, could be 
relegated to trading in the backwater 
of penny stocks if the price fails to 
rebound above $1 and hold for 10 con-
secutive trading days by nov. 10.

Correcting the situation could 
require a reverse stock split, which 
effectively reduces the number of out-
standing shares while pumping up the 
per-share price.

Class Struggle
While equity Media continues its 

long search for profitability, some of 
its shareholders have banded together 
to challenge the structure of the trans-
actions that converted the privately 
held equity Broadcasting into the pub-
licly traded equity Media.

Led by Max Bobbitt, investors in 
equity Broadcasting class A common 
stock allege that company manage-
ment breached its fiduciary duties in 

setting a higher exchange ratio for 
class B common stock shareholders.

Both classes held voting rights. 
However, the much smaller number 
of class B shares held 51 percent of 
the voting rights versus 49 percent 
for the much larger number of class 
A shares.

Bobbitt was unable to stop the pub-
lic conversion with the lawsuit, and the 
resulting stock exchange transformed 
the class B shareholders’ 7.06 percent 
stake in equity Broadcasting to 18.89 
percent in equity Media.

Ownership of the class B shares 
was divided between Arkansas Media 
LLC, owned by Larry Morton, Greg 
Fess and Max Hooper, 75 percent; and 
Henry Luken III, 25 percent.

Class A shareholders, meanwhile, 
saw their overall 72.06 percent stake 
watered down to 60.23 percent. The 
defendants have argued the difference 
in value reflects the difference in vot-
ing power.

“They have settled upon the notion 
that the dissimilar exchange ratios are 
the result of some control premium,” 
the complaint alleges.

“In truth, there is no reasonable 
explanation for the inequity, and any 
attempt to create one will inevitably 
appear to be as artificial and contrived 
as it actually is.”

The plaintiffs also have argued the 
company’s articles of incorporation 
don’t support a valuation distinction: 
“except as set forth relative to voting 
power, the class A common and class 
B common stock shall enjoy the same 

preferences, limitations and relative 
rights.”

The shareholders are being repre-
sented by Cauley Bowman Carney & 
Williams of Little Rock, and equity is 
being represented by Friday eldredge 
& Clark of Little Rock. 

The unbalanced exchange rate 
comes on top of a buyout of Arkansas 
Media’s management agreement that 
gave Morton, Fess and Hooper a com-
bined $3.2 million and 640,000 shares 
of class A stock.

The lawsuit portrays the manage-
ment agreement as an “incredible and 
unprecedented 60-year contract for 
services” that entitled Morton, Fess 
and Hooper to collect millions annu-
ally regardless of the company’s profit-
ability.

Along the way, the company lost 
$393,000 in 2006 and $240,000 in 
2005 from its ownership stake in 
the Arkansas Twisters arena football 
team.

The defendants have countered that 
the management contract was dis-
closed to investors, and anyone who 
didn’t like the arrangement shouldn’t 
have invested. 

“To be more exact, the so-called 
‘disclosure’ [that] defendants trumpet 
never mentioned that the management 
agreement purported to bind eBC and 
its shareholders to a 20-year term … 
with an automatic renewal for two 
additional 20-year terms each,” the 
complaint alleges.

The most lucrative pieces of the 
agreement called for Arkansas Media 

to collect $1,000 a month for each 
radio or TV station owned or operated 
and 5 percent of all operating revenue. 
In recent years, each of those compo-
nents has generated more than $1 mil-
lion a year for Arkansas Media — that 
is, Morton, Fess and Hooper.

The management contract was 
deemed a “significant impediment” to 
obtaining equity financing when the 
company tried to attract new invest-
ment, according to information uncov-
ered during discovery.

Settlement Derailed
Bobbitt thought a settlement of 

the investors’ suit was reached in 
September 2006, and the company 
sent a letter to shareholders a month 
later indicating a settlement was in the 
works.

The proposed settlement included 
reducing Arkansas Media’s cash pay-
ment from $3.2 million to $2.95 mil-
lion, slashing its award of 640,000 
class A shares to 33,333 shares and 
reallocating the difference (606,666 
shares) on a pro-rata basis to non-
defendant class A shareholders. 

However, a final agreement never 
materialized, and the company laid the 
blame on the plaintiffs. The plaintiffs 
said the impasse was caused because 
the defendants holding class A shares 
wanted to share in the proposed redis-
tribution of stock.

Bobbitt et al also allege the defen-
dants paid for the cooperation of the 
preferred shareholders in the public 
conversion by awarding them $25 mil-
lion in cash and assets to repay their 
investment in equity Broadcasting plus 
allowing them to retain their combined 
20.88 percent stake in the company 
and shift it to equity Media.

“It was evidently the hope of eBC’s 
management to secure the silence of 
preferred shareholders on principles of 
anti-dilution with the apparent belief 
they could then count on the class A 
shareholders, perceived as a less privy 
group of investors, to lack the where-
withal to raise similar concerns,” the 
complaint alleges. “The defendants are 
grossly mistaken.”                          n
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All dollar figures in thousands
 2007 2006 2005 2004 2003 2002 2001
Revenue $28,264 $30,395 $27,471 $22,402 $19,617 $17,588 $12,909
Operating expenses (62,106) (45,279) (43,327) (37,021) (29,555) (24,204) (21,552)
Income (loss) from operations (33,842) (14,884) (15,856) (14,619) (9,938) (6,616) (8,643)
Interest expense (7,908) (7,377) (5,085) (3,189) (1,622) (1,263) (4,406)
Gain on sale of assets (loss) 414 18,775 7,676 11,282 3,075 (221) 11,302
Net income (loss) (40,742) (3,228) (12,717) (6,062) (8,028) (8,490) (484) 

Source: U.S. Securities & Exchange Commission
*Originally founded as Equity Broadcasting Corp. in 1998. Fiscal year ends Dec. 31.

Equity Media Holdings Corp.*

Jan. 22: Patrick Doran 
is named chief finan-
cial officer, replacing 
Glenn Charlesworth, 
Equity Media’s interim 
CFO since May 2, 2007. 
Charlesworth, who had 
served as CFO for Equity’s 
predecessor since 2001, 
stayed aboard as the com-
pany’s vice president and 
chief accounting officer. 
He became interim CFO 
after George W. Blank was 
unable to join the com-
pany as CFO for “personal 
reasons.”

Feb. 11: The Equity 
Media board of directors 
“determined” that Henry 
Luken III of Chattanooga, 
Tenn., chairman of the 
board and leading share-
holder, would “assume 
the roles” of president and 
CEO. Larry Morton, the 
previous holder of those 
titles and a company 
founder, became chair-
man, president and CEO 
of Retro Programming 
Services Inc., a subsid-
iary.

April 1: As part of its audit 
opinion in Equity Media’s 
annual report, the Little Rock 
accounting firm of Moore 
Stephens Frost expresses 
doubt about Equity Media’s 
ability to continue as a 
“going concern” based on 
its current financial resourc-
es. Moore Stephens Frost 
was named as the com-
pany’s independent regis-
tered public accountant on 
May 21, 2007, when Equity 
Media dismissed Eisner 
LLP of New York after two 
years service.

April 3: Equity Media 
announces an agreement to 
sell five low-power television 
stations in Naples and Fort 
Myers, Fla., for $8 million to 
Luken Communications LLC, 
owned by CEO Luken. The 
move is portrayed as stav-
ing off lenders from pursuing 
foreclosure action against 
Equity Media, which has 
defaulted on a $50.4 million 
credit agreement adminis-
tered by Silver Point Finance 
LLC of Greenwich, Conn., 
and Wells Fargo Foothill Inc. 
of Santa Monica, Calif.

April 8: Equity Media 
announces it has hired 
Thomas Weisel Partners 
of San Francisco to review 
and evaluate the compa-
ny’s strategic options.

May 15: Luken resigns 
as the chairman, president 
and CEO of Equity Media. 
He is the largest sharehold-
er in the company with a 
17.3 percent stake and was 

a shareholder 
in Equity 
Media’s pre-
decessor, Eq- 
uity Broad-
casting Corp.

May 22: Richard C. 
Rochon, who resigned from 
the Equity Media board of 
directors on June 1, 2007, 
is named chairman of the 
board. Rochon of Boca 
Raton, Fla., is consid-
ered the beneficial owner 
of 7.7 percent of Equity 
Media through his 54 per-
cent ownership of RPCP 
Investments LLLP.

May 23: Michael T. Flynn 
resigns from the Equity 
Media board of direc-
tors, nominating com-
mittee and compensation 
committee “due to other 
personal and professional 
commitments.” Flynn, 
who worked 24 years with 
Southwestern Bell rising 
to president of Arkansas 
operations, retired as 
assistant to Alltel Corp. 
president and CEO Scott 
Ford in 2004 after 10 years 
with the company.
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