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Our cover icon represents the underpinnings of Gabelli.

The Teton mountains in Wyoming represent what we believe in

in America -- that creativity, ingenuity, hard work and a global uniqueness
provide enduring values. They also stand out in an increasingly complex,
interconnected and interdependent economic world.
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INVESTMENT OBJECTIVE:

The Gabelli Equity Trust Inc. is a closed-end, non-diversified management
investment company whose primary objective is long-term growth of
capital, with income as a secondary objective.

THIS REPORT IS PRINTED ON RECYCLED PAPER.
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TO OUR SHAREHOLDERS,

Ongoing uncertainty over the strength of the economic and corporate profit
recovery, turmoil in the Middle East, renewed fear of terrorism at home,
accounting scandals, and revelations about conflicts of interest on Wall Street
combined to undermine equities in the second quarter. At the close of the
quarter, the Standard and Poor's ("S&P") 500 Index and Nasdag Composite Index
were re-testing their post-9/11 intra-day lows of 944.75 and 1,387.06,
respectively.

In general, the Gabelli Equity Trust's (the "Trust's") industrial holdings
held up relatively well in this uncompromising market. However, the dismal
performance of our media and telecommunications investments, which comprise
about 26% of our Trust, penalized overall returns.

COMPARATIVE RESULTS
AVERAGE ANNUAL RETURNS THROUGH JUNE 30, 2002 (A)

SINCE
QUARTER INCEPTION (B) 10 YEAR 5 YEAR 3 YEAR
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Gabelli Equity Trust NAV Return (C) ........... (12.67)% 11.31% 10.78%
Gabelli Equity Trust Investment Return (d) .... (6.31)% 12.79% 13.67%
Dow Jones Industrial AVEerage . .....eeeeeeeneenn. (10.74)% 10.56% 13.20%
S&P 500 TNAeX vttt teeeeeneeeeeeeeenennneees (13.39)% 9.07% 11.42%
Nasdag Composite INdexX .....uuiiiereeennnnnennn (20.71) % 8.85% 10.01%

(a) Returns represent past performance and do not guarantee future results.
Investment returns and the principal value of an investment will fluctuate.
When shares are sold, they may be worth more or less than their original
cost. The Dow Jones Industrial Average is an unmanaged index of 30 large
industrial stocks. The S&P 500 and the Nasdag Composite 1Indices are
unmanaged indicators of stock market performance. Dividends are considered
reinvested (except for the Nasdag Composite Index). Performance for periods
less than one year are not annualized.

(b) From commencement of investment operations on August 21, 1986.

(c) Total returns and average annual returns reflect changes in net asset value
("NAV"), reinvestment of distributions, adjustments for rights offerings,
spin-offs and taxes paid on undistributed long-term capital gains, and are
net of expenses. Since Inception return based on initial net asset value of
$9.34.

(d) Total returns and average annual returns reflect changes in closing market
values on the New York Stock Exchange, reinvestment of distributions,
adjustments for rights offerings, spin-offs and taxes paid on undistributed
long-term capital gains. Since Inception return based on an initial offering
price of $10.00.

PREMIUM/DISCOUNT DISCUSSION

As a refresher to our shareholders, the price of a closed-end mutual fund
is determined in the open market by willing Dbuyers and sellers. Shares of the
Trust trade on the New York Stock Exchange and may trade at a premium to (higher
than) net asset value ("NAV") (the market wvalue of the Trust's underlying
portfolio) or a discount to (lower than) net asset wvalue. O0Of the 502
publicly-traded closed-end funds in the U.S., approximately 37% currently trade
at premiums to NAV versus 26% five years ago and 61% ten years ago. For general
equity funds such as the Trust, approximately 31% currently trade at premiums to
NAV versus 33% five years and 14% ten years ago.

Ideally, the Trust's market price will generally track the NAV. The
Trust's premium or discount to NAV fluctuates over time. Over our Trust's
15-year history, the range fluctuated from a 38% premium in June 2002 to a 27%
discount in December 1987. The average variance from NAV for the Trust since
inception is a 0.3% discount to

NAV. Beginning in early 2001, the market price of the Trust exceeded the NAV and
this premium has gradually increased since. The previous extended period in
which a premium existed occurred during a 20-month period from August 1993 to
March 1995.

"Mr. Market" often provides opportunities to invest at a discount. The
Trust has undertaken various initiatives to narrow the discount when appropriate
through distribution policies, rights offerings, share repurchase programs and

use of leverage.

The Trust's long-term investment goal is to generate a real rate of return
of 10%. We believe that our stock selection process adds to the investment
equation. We have a successful history of investment providing shareholders
average annual returns of 11% since inception. However, it is important to
remember that "Mr. Market" is a pendulum that swings both ways. As the market
moves away from momentum investing and back to basics, we Dbelieve that an
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excessive premium for the Trust is not likely to be sustainable.

PREMIUM/DISCOUNT SINCE INCEPTION
[GRAPHIC OMITTED]

JUNE 30, 2002

Net Asset Value $ 7.59

Market Price $10.03
Premium 32.15%
8/21/86 0
9/30/86 0.0067
10/31/86 0.0046
11/30/86 -0.039
12/31/86 -0.0661
1/31/87 -0.1363
2/28/87 -0.1323
3/31/87 -0.1555
4/30/87 -0.1393
5/31/87 -0.1788
6/30/87 -0.2028
7/31/87 -0.2
8/31/87 -0.2052
9/30/87 -0.2128
10/31/87 -0.2074
11/30/87 -0.2154
12/31/87 -0.2061
1/31/88 -0.2235
2/29/88 -0.1145
3/31/88 -0.1523
4/30/88 -0.1477
5/31/88 -0.1906
6/30/88 -0.0819
7/31/88 -0.0984
8/31/88 -0.0942
9/30/88 -0.1097
10/31/88 -0.1256
11/30/88 -0.1104
12/31/88 -0.1113
1/31/89 -0.1214
2/28/89 -0.1108
3/31/89 -0.1006
4/30/89 -0.0925
5/31/89 -0.0699
6/30/89 -0.0468
7/31/89 -0.0854
8/31/89 -0.0243
9/30/89 -0.0385
10/31/89 -0.0257
11/30/89 -0.0217
12/31/89 0.0076
1/31/90 0.0534
2/28/90 -0.0156
3/31/90 0.0242
4/30/90 0.0033
5/31/90 -0.0056
6/30/90 -0.0049
7/31/90 -0.0176
8/31/90 -0.018
9/30/90 -0.0348

10/31/90 -0.1187



11/30/90 -0.
12/31/90 0.
1/31/91 -0.
2/28/91 0.
3/31/91 0.
4/30/91 -0.
5/31/91 -0.
6/30/91 0.
7/31/91 -0.
8/31/91 -0.
9/30/91 -0.
10/31/91 -0.
11/30/91 -0.
12/31/91 -0.
1/31/92 -0.
2/29/92 0.
3/31/92 0
4/30/92 0
5/31/92 0
6/30/92 0
7/31/92 0
8/31/92 0
9/30/92 0.
10/31/92 -0.
11/30/92 -0.
12/31/92 -0.
1/31/93 -0.
2/28/93 -0.
3/31/93 0.
4/30/93 0.
5/31/93 0.
6/30/93 -0.
7/31/93 -0.
8/31/93 -0.
9/30/93 0.
10/31/93 0
11/30/93 0
12/31/93 0
1/31/94 0
2/28/94 0
3/31/94 0
4/30/94 -0
5/31/94 0
6/30/94 0
7/31/94 0
8/31/94 0
9/30/94 0
10/31/94 0
11/30/94 0
12/31/94 0
1/31/95 0
2/28/95 0
3/31/95 0
4/30/95 -0
5/31/95 -0
6/30/95 -0
7/31/95 -0
8/31/95 -0
9/30/95 -0
10/31/95 -0.
11/30/95 -0.

12/31/95 -0.
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0327
029
0091
0269
015
0257
01
0138
0032
0009
0298
0083
1014
0366
0077
0141
.0045
.0069
.0092
.0032
.0165
.0309
0427
0068
0461
0257
0312
0046
0265
0436
012
0207
0093
0358
0088
.0601
.0659
.0573
.0797
.0673
.0733
.027
.0524
.0542
.0233
.0597
.0185
.0375
.0622
.0121
.0047
.03
.017
.0122
.024
.0081
.044
.0697
.0845
1206
075
0578



1/31/96 -0.
2/29/96 -0.
3/31/96 -0.
4/30/96 -0.
5/31/96 -0.
6/30/96 -0.
7/31/96 -0.
8/31/96 -0.
9/30/96 -0.
10/31/96 -0.
11/30/96 -0.
12/31/96 -0.
1/31/97 -0.
2/28/97 -0.
3/31/97 -0.
4/30/97 -0.
5/31/97 -0.
6/30/97 -0.
7/31/97 -0.
8/31/97 -0.
9/30/97 -0.
10/31/97 -0.
11/30/97 -0.
12/31/97 0.
1/31/98 0.
2/28/98 -0.
3/31/98 -0.
4/30/98 -0.
5/31/98 -0.
6/30/98 -0.
7/31/98 -0.
8/31/98 -0.
9/30/98 -0.
10/31/98 0.
11/30/98 0
12/31/98 0
1/31/99 0.
2/28/99 0
3/31/99 0
4/30/99 -0.
5/31/99 -0.
6/30/99 -0.
7/31/99 0.
8/31/99 0.
9/30/99 0.
10/31/99 -0.
11/30/99 -0.
12/31/99 -0.
1/31/00 -0.
2/29/00 -0.
3/31/00 -0.
4/30/00 -0.
5/31/00 -0.
6/30/00 0.
7/31/00 -0.
8/31/00 0.
9/30/00 -0.
10/31/00 -0.
11/30/00 0.
12/31/00 0.
1/31/01 -0.

2/28/01 -0.
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3/31/01 0.1048
4/30/01 0.0937
5/31/01 0.1453
6/30/01 0.1596
7/31/01 0.1107
8/31/01 0.1614
9/30/01 0.2041
10/31/01 0.2241
11/30/01 0.2314
12/31/01 0.2029
1/31/02 0.2497
2/28/02 0.2463
3/31/02 0.2311
4/30/02 0.248

5/30/02 0.2955
6/30/02 0.3215

SERIES C AUCTION RATE CUMULATIVE PREFERRED STOCK

On June 27, 2002, the Trust successfully completed its offering of Series
C Auction Rate Cumulative Preferred Stock ("Preferred Shares") which was rated
'Aaa'’ by Moody's Investors Service, Inc. and 'AAA' by Standard & Poor's Rating
Services. Shareholder response has been positive and we appreciate the efforts
of Salomon Smith Barney Inc. and Gabelli & Company, Inc., the underwriters, and
wish to thank and welcome all those investors who participated.

The Trust issued 5,200 Preferred Shares at $25,000 per share ($130
million) with an initial annualized dividend rate of 1.85% payable on July 3,
2002. Dividend rates for the Preferred Shares are cumulative at a rate that may
be reset every seven days based on the results of an auction. The Preferred
Shares are redeemable at the option of the Trust, in whole or in part, following
any dividend payment date with not less than 15 days and not more than 40 days

2

notice at $25,000 per share plus any accumulated or unpaid dividends. These
Preferred Shares do not trade on an exchange. Consistent with our conservative
approach, the Trust issued the Preferred Shares in a cost-effective manner at
less than an estimated $0.013 per share.

How do the additional Preferred Shares benefit Common Shareholders? The
Trust has earned an 11.31% average annual total return from inception on August
21, 1986 through June 30, 2002. The Preferred Shares were issued with an initial
annualized dividend rate of 1.85%. Going forward, the dividend rate will
fluctuate weekly based on market conditions. Additionally, the Trust was able to
leverage the current low interest rate environment and protect the Trust from
increases in such interest rates by entering into a five-year interest rate swap
agreement with Citibank at a rate of 4.494%. Any return earned in excess of the
stated 4.494% swap rate would benefit Common Shareholders; however, any
shortfall from the stated swap rate would have an adverse effect on the Common
Shareholder. Therefore, Dby taking advantage of the historically low interest
rate environment and achieving our long-term investment objectives, the
Preferred Share issuance offers what we believe 1is a method of potentially
adding wealth for our Common Shareholders. Similar to the Trust's previous
preferred offerings, the Adviser will not earn any management fee on the
incremental assets during any year in which the net asset value total return on
the Trust does not exceed the stated five-year swap rate related to the

Preferred Shares. Following the expiration of the swap agreement, the variable
dividend rate on the Preferred Shares will serve as the hurdle rate for the
Adviser to earn any management fee on the incremental assets, unless the Trust

enters into a new swap agreement. Coupled with the Trust's existing Preferred
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Stock outstanding, the effective dividend rate for the Trust's three classes of
Preferred Stock is 6.40%.

Realized long-term capital gains of the Trust are passed through to all
shareholders. In 2001, 87.89% of the common and preferred distributions was
classified as long-term capital gains, taxable at a maximum rate of 20%.
Accordingly, the ordinary income equivalent yield on the preferred stock at the
initial dividend rate of 1.85%, for a shareholder in the 38.6% tax bracket,
would be 2.35%.

COMMENTARY
THE ECONOMY: THE RECOVERY IS FOR REAL

Although consumer confidence readings and retail sales softened in May,
most other economic data has been encouraging. Industrial production and
productivity continued to trend higher, new housing starts approached record
levels, and there was a modest up-tick in business investment. Importantly,
inflation remained dormant, most likely postponing any Federal Reserve Board
("Fed") interest rate hikes. We believe full year 2002 Gross Domestic Product
("GDP") growth will be above the 3% to 3.5% range we expected at the Dbeginning
of the year and that capital spending plus a recovery in Europe and Japan in
2003 will help sustain economic growth in the year ahead.

Presently, investors appear to be questioning whether corporate earnings
will meet expectations in the coming quarters. We believe profits will be up
sharply this year as a result of the economic expansion, increased productivity,

cost cutting, financial re-engineering, and big decline in the "everything
including the kitchen sink" write-offs taken in 2001. Financial Accounting
Standards Board ("FASB") Rule 142, which does not require companies to amortize
goodwill, will also help earnings for many companies. In addition, a gradual

weakening of the dollar will boost profits for the large U.S.-based
multinationals in the S&P 500 Index. Although stocks are still not cheap by
historical standards, rising earnings will make equity valuations considerably
more reasonable.

THE MARKET: A CRISIS IN CONFIDENCE

Unfortunately, over the short term, a recovering economy, a rebound in
corporate profits, and more reasonable equity wvaluations may not do much to
improve investor psychology, which has been battered by geopolitical tensions
and a crisis in confidence 1in the integrity of corporate America and Wall
Street.

It has become apparent that our quick wvictory over the Taliban in
Afghanistan has not eliminated the threat of terrorism at home or abroad. The
seemingly never—-ending cycle of violence in the Middle East has further unnerved
investors. For a few tense weeks, investors also worried about a nuclear
confrontation between Pakistan and India over Kashmir. Clearly, it's a dangerous
world out there.

Investors have come to believe the stock market is a dangerous place as
well. Not only have they lost a pile of money over the last two vyears, but
"Enronitis," "Tycosis," "Marthritis" (the insider trading investigation of
Martha Stewart), and most recently "WorldCon" have many investors wondering what
malady will strike their portfolios next. Following the revelations (to some)
that Wall Street research 1s not what it's cracked up to be, investors are
reluctant to go to their broker for a portfolio check-up, fearing the cure may
be worse than the disease.
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REALITY CHECK

At this stage, some perspective on the recent scandals in corporate
America and Wall Street 1s in order. I've spent nearly 40 years grilling
corporate managers about their businesses. Most have been honest, albeit with a
tendency to "accentuate the positives and de-centuate the negatives." Some have
been disingenuous, doing their best to sweep the bad news under the rug. While
I've seen many incompetent managements run good companies into the ground, I've
only encountered a few who have been outright crooks.

Unfortunately, corporate skullduggery was on the rise, 1in part due to
"momentum" investing, which focuses on short-term earnings dynamics, as well as
the widespread wuse of stock options —-- the cocaine of the corporate elite ——
that reward managements on the basis of their companies' stock prices rather
than improving business fundamentals. It is little wonder that some managements
are willing to cook the books to enhance and/or protect the value of these
enormous options packages.

We are a little more cynical regarding Wall Street's improprieties. We
have always been wary of Wall Street research, primarily because we feel most
sell-side analysts do not do as thorough a job as we do. Also, although the
conflict of interest between investment banking and equity research may be
front-page news to the investor public, it is old hat to investment
professionals. Writing a negative research report on the stock of one of your
firm's investment Dbanking clients has always been a sure-fire way for sell-side
analysts to end up on the unemployment line.

Although corporate accounting has never been transparent -- we have been
fighting our way through pages of footnotes attached to corporate financial
statements for years -- we would welcome reform in this area as well. We expect

a certain amount of accounting gimmickry will always be the norm, as the bean
counters figure out how to skirt whatever new rules are put in place. However,
separation of auditors from management consultants would be the first step in
resolving potential conflicts of interest.

Hopefully, we will make some progress on all these fronts. In the coming
quarters, we may continue to see negative headlines further denting investor
confidence. However, we believe that as the economic recovery unfolds and
corporate earnings meet or beat consensus expectations, investors will refocus
on an expanding number of excellent opportunities in the stock market.

BACK TO BASICS

In an economic dynamic and stock market turmoil like this we want to go
back to basics. The stock market 1is a function of several inter-related
elements:

o Earnings/Economy

o Inflation/Interest Rates

o Mr. Market/Psychology
DOUBLE-DIGIT RETURNS - ARE THEY ACHIEVABLE?

Many corporate sponsors (public companies tied to liabilities with plan
assets) have made certain assumptions about inflation. In the 1990s, stocks
returned 18.2% and in the 1980s, 17.5%. Those lofty returns were not sustainable

and the past couple years have proved that premise. Expectations for returns in
the future should be more in line with the historical numbers. 9% to 9.5% is the
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number that most have migrated to over the past several vyears. Is this
sustainable? What portfolio mix is necessary to achieve these results if rates
on fixed income instruments are under 6%? To help guide us on a going-forward
basis, Dbelow is a road map of returns over the last seventy-five years prepared
by Ibbotson Associates, a data services firm that provides historical research
information.

Chart I compares the returns by decade of three separate asset classes and
the rate of inflation. The "Stocks" category consists of the S&P 500 Composite

Index with dividends reinvested. The "Bonds" consist of Long Term Government
Bonds with a maturity of 20 years. The "Bills" represent the total return of
30-day Treasury bills. "Inflation" reflects the Consumer Price Index of all

Urban consumers and is not seasonally adjusted.

CHART I: A CENTURY OF INVESTING
COMPOUNDED ANNUAL RATES OF RETURN

STOCKS BONDS BILLS INFLATION
02 (YTD) -13.2% 3.6% 0.9% 1.8%
01 -11.9 3.6 4.1 2.0
00 -9.1 21.5 5.9 3.4
90's 18.2 8.8 4.9 2.9
80's 17.5 12.6 8.9 5.1
70's 5.9 5.5 6.3 7.4
60's 7.8 1.4 3.9 2.5
50's 19.4 -0.1 1.9 2.2
40's 9.2 3.2 0.4 5.4
30's 0.0 4.9 0.6 -2.0
1926-2002 10.6% 5.9% 3.8% 3.0%

SOURCE: IBBOTSON ASSOCIATES AS OF 6/30/2002

Chart II details returns on the S&P 500 Index. Note the number of
declines.

S&P 500 TOTAL RETURNS
ONLY TWICE HAS THE S&P 500 HAD TOTAL RETURN DOWN THREE OR MORE YEARS. IT LOOKS
LIKE WE'RE POISED FOR THE THIRD, BUT NOTE THE MARKET GAINS IN THE YEARS

FOLLOWING CONSECUTIVE DECLINES.

[GRAPHIC OMITTED]
[GRAPHIC OF ARROWS OMITTED]

YEAR TOTAL RETURNS
2001 -11.9%
2000 -9.1
1999 21.0
1998 28.6
1997 33.4
1996 23.1
1995 37.4
1994 1.3
1993 10.0
1992 7.7
1991 30.6
1990 -3.2
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1989 31.5
1988 16.8
1987 5.2
1986 18.5
1985 32.2
1984 6.3
1983 22.5
1982 21.4
1981 -4.9
1980 32.4
1979 18.4
1978 6.6
1977 -7.2
1976 23.8
1975 37.2
1974 -26.5
1973 -14.7
1972 19.0
1971 14.3
1970 4.0
1969 -8.5
1968 11.1
1967 24.0
1966 -10.1
1965 12.5
1964 16.5
YEAR TOTAL RETURNS
1963 22.8%
1962 -8.7
1961 26.

1960 0.
1959 12.
1958 43.
1957 -10.
1956 6.
1955 31.
1954 52.
1953 -1.
1952 18.
1951 24.
1950 31.
1949 18.
1948 5.
1947 5.
1946 -8.
1945 36.
1944 19.
1943 25.
1942 20.
1941 -11.
1940 -9.
1939 -0.
1938 31.
1937 -35.
1936 33.
1935 47.
1934 -1.
1933 54.
1932 -8.
1931 -43.
1930 -24.
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1929 -8.4
1928 43.6
1927 37.5
1926 11.6

SOURCE: ISI GROUP

As we have said in our previous shareholder reports, we believe that the
economy in the decade of the aughts will grow at 3% to 3.5% and that inflation
will be about 3% (don't get concerned with our country's ability to deal with
guns and Guccis). As a result, the overall markets should return 6% to 8% to
investors. We Dbelieve that our Trust will be able to continue to generate
double-digit returns.

CORPORATE GOVERNANCE

It has become fashionable for institutional investors to talk about
corporate governance. Some are focusing on compensation, some are focusing on
stock options. We want to share with you the following table labeled "The Magna
Carta of Shareholder Rights," which we published in 1988. In it, we indicated
what we believe as ombudsman for our shareholders -- we are not for management
or against management, we are for shareholders. This is our long-standing tenet.

655 Third Ave. Gabelli & Company, Inc.
New York, N.Y. 10017 May 16, 1988

MAGNA CARTA
OF
SHAREHOLDER RIGHTS

There has been a great deal of dialogue among fund sponsors, especially among
corporate sponsors, about the voting of proxies. The U.S. Department of Labor
has focused on this as well. We thought it timely to share with you our thought
process on the voting of proxies.

THE MAGNA CARTA (A) OF SHAREHOLDER RIGHTS

As we have stated in the past, we are neither for nor against management. We are
for shareholders.

As security analysts we are best informed (sic!) to make the decisions on
matters that will affect the economic value of investments. We believe a Magna
Carta of Shareholder Rights should exist. What do you as a professional in the
investment business think?

We feel there are issues that affect corporate governance. The following list
outlines our position on these issues:

WE ARE IN FAVOR OF': WE WILL VOTE AGAINST:

o Cumulative Voting o Greenmail

o Golden Parachutes o Poison Pills

o One Share: One Vote o Supermajority Voting

o Cash Incentives o Blank Check Preferreds

o Pre-emptive Rights o Super-Dilutive Stock Options

This is our policy. We will make exceptions when we encounter management that
demonstrates superior sensitivity to the needs of shareholders. What are you
doing?

11
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(a) The MAGNA CARTA (L. great charter) was signed in June 1215 at Runnymede on
the Thames. It was the decisive step forward in the establishment of
constitutional government in England.

Mario J. Gabelli, C.F.A. [COPYRIGHT] GAMCO Investors, Inc.

Where art thou now, White Knight? Today our focus is to suggest that we
need to eliminate the poison pill. Why? We believe in an old maxim, that "power
corrupts and absolute power corrupts absolutely."

The introduction of the poison pill weakened a discipline to management's
errant activities -- a takeover by someone who could marshal and energize the
assets better. The second part was that with all of us desiring to align
management's interests with shareholders, we want to reframe that with this
premise: Management's responsibility 1is to grow the intrinsic value of the
enterprise as well as to make sure that the public price tracks that intrinsic
value. Another basic premise of the free market system is that capital has to
move to its highest returns. Lazy assets and lazy managements have to be
energized. A takeover that attempts to narrow the spread acts as a powerful
cleansing tool and a powerful catalyst to stimulate management.

Poison pills are major deterrents that have to be eliminated. Our adviser
and its affiliate, Gabelli Asset Management Company, are initiating actions to
have companies remove their poison pills.

We will again refocus our energies, as we have identified in our Magna
Carta, on stock options. If companies want to issue them in lieu of cash, then
account for them as an expense! We will also echo comments of other observers
that the accounting for these options has to be reexamined, namely they should
flow through the P&L (profit and loss statement) as opposed to just the balance
sheet. Obviously, the issues with stock options will be resolved.

THE BEAUTY AND THE BEAST

Many of the shares in our portfolio, which we view as princely, turned out
to be beasts because they weren't capable of making love (i.e. nobody would make
love to them).

In other words, the consolidation we thought would occur in broadcasting,
cable, wireless and telecom did not unfold. The culprit: constraints were not

lifted as readily as we anticipated at the Federal Communications Commission
(Ichcll) .

FEDERAL COMMUNICATIONS COMMISSION DEEP SIXING THE BIG 6°?
On September 17th, 2001, we published a report entitled REGULATORY CHANGE =
CATALYST. In it, we laid out our bullish case for a sweeping near-term media and
telecommunications regulatory overhaul, led by FCC Chairman Michael Powell (See

Exhibit 1 below and our September report).

EXHIBIT 1: SEPTEMBER 2001 BULL CASE
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— Cable Ownership Cap

- Affiliated Programming Cap

— Cable/Broadcast Cross-
ownership

— Cable Dual Must Carry

— Cable Open Access

- Satellite Must Carry

— Broadcast/Newspaper Cross-—

ownership

— National TV Ownership Cap

— TV Duopolies

- Wireless Spectrum Cap

- Wireline - Section 271

30% of pay TV subscribers

Affiliated content <40% of first 75
channels

No cable and broadcast TV in same
Designated Market Area (DMA)

Must carry analog broadcast signal

Notice of Inquiry

Must carry all local analog broadcasts
if carry one

No newspaper and broadcast station in
same DMA

35% of television audience
Can own two stations in one market if
only one is in top four and eight

independent voices exist

45 MHz in urban and 55 MHz in rural
markets

Regional Bell Operating Companies (RBOCs)
cannot offer in-region Long Distance (LD)

Above 50% or no cap

No cap

Removal of ban

Not forced to carry
digital and analog

No forced open acce

DBS Co. chooses whi

stations to carry

Removal of ban

Above 50% or no cap

Eliminate rating an

No cap

RBOCs can offer in-

While the deregulation roadmap we laid out for the media and telecom industries

in our report (see the "Bull Case" above) is still wvalid, progress is taking
longer than we had originally expected. Whether this delay is political or due
to a cautious FCC is a subject of debate. Considerable friction has developed

between Michael Powell and vocal
are that on June 17th, 2002,

Democratic Senator Fritz Hollings.

The facts
the FCC announced that it was combining the rule

making proceedings of six key media rules that were moving along separate tracks

into one. According to the FCC,

2003.
THE "BIG 6"
The six rules to be reviewed together are as follows (The first

addressed in September - see Exhibit 1.):

TV Duopoly Rule

O O O O O

markets)

o Dual Network Rule (No company can own two of the top four national

broadcast networks.)

KEY POINTS

- THE OPTIMIST: STRONGER

35% National TV Ownership Cap

Newspaper/Broadcast Cross—Ownership Rule
Cable/Broadcast Cross Ownership

Radio Concentration Rule (limited to eight stations within the largest

the new universal rule should be ready by Spring

four we

THEORETICAL UNDERPINNINGS. There will now be one
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coherent, well thought out rule that should stand the test of intense judicial
scrutiny. A series of rulings by the United States Court of Appeals for the
District of Columbia Circuit have brought into focus the wunderpinnings of the
FCC rules. We specifically refer to the Court's comments on the 35% TV
Ownership Cap, Cable/Broadcast Cross—-Ownership and the Local TV Ownership

Rules (Duopoly). In general, the court felt the rules were arbitrary. We
believe the new merger rule will require a rational market analysis of the
broad competitive landscape in each specific media market, similar to what
takes place today in an FTC anti-trust review. There will be one fabric, as

opposed to six rules.

- THE PESSIMIST: DEEP SIX? Again, 1t remains open for debate what is being
driven by politics and what is being driven by the theoretical underpinnings.
The cynical side in us tells us that Powell is pushing off the tough decisions
until after the 2002 election. If the Republicans take control of the Senate,
he may be able to push through the rules without having to Jjoust with
Hollings.

— OVERALL MOMENTUM REMAINS POSITIVE. Regardless of what the real driver may be,

we believe change is still coming and that remains evident. Given the Court's
recent decisions severely criticizing the FCC's rules, we continue to expect
more than ever that the industry will be deregulated. (See our Broadcast

Deregulation reports dated 3/11/02 and 4/5/02.)

— CONCLUSION OF ENTIRE REVIEW POSSIBLY MOVED FORWARD. Though new regulatory
rules were expected to be promulgated in 2002, most industry watchers did not
expect all six of the above issues to be addressed this year. Thus, instead of
several relatively smaller catalysts hitting the market over the next several
years, we believe the unified rule will provide one powerful catalyst in 2003.

— UNCERTAINTY. There still exists a level of wuncertainty in the media mergers
and acquisitions marketplace.

CONCLUSION

Since a notice of ©proposed rule making (NPRM) was i1nitiated Dby the FCC in
September 2001 for the Newspaper/Broadcast Cross-Ownership rule and the comment
periods have ended, we believe that this rule was the furthest along in the FCC
review process and therefore slowed down the most by this event. However, we
think that this new process will speed up the time frame for a wider-ranging
review of media rules. We note that the rule making process on the 30% cable
ownership cap is unaffected here.

More importantly, we believe that this decision by the FCC may have little to no
effect on companies' long-term acquisition strategies. The powerful need for
consolidation to achieve economies of scale for the global marketplace remains
the driver behind the propensity to merge. Several companies have indicated that
when faced with an attractive acquisition opportunity they may very well go
ahead with it and challenge the rules instead of waiting for the FCC. The FCC's
rule changes will provide more fuel to drive natural consolidation. Deals should
surface asset value and should therefore drive higher valuations for many
companies in the media space.

Evan Carpenter Andrew Rittenberry
(914) 921-6595 (914) 921-6592

[COPYRIGHT]Gabelli & Company, Inc. 2002
ONE CORPORATE CENTER RYE, NY 10580 GABELLI & COMPANY, INC.

TEL (914) 921-3700 FAX (914) 921-5098
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This report has been prepared as a matter of general information. It is not
intended to be a complete description of any security or company mentioned and
is not an offer to buy or sell any security. Unless otherwise noted, stock
prices for 2002 reflect the closing price through the business day immediately
prior to the date of this report. All facts and statistics are from sources
believed reliable, Dbut are not guaranteed as to accuracy. The firm and its
affiliates, employees, and clients may have recently established or disposed of,
or may be establishing or disposing of, positions in securities mentioned in
this report. Since portfolio managers make individual investment decisions in
the accounts wunder their supervision, transactions in such accounts may be
inconsistent with r