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Continental Cablevision - Southeastern Region
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July 17, 199%6

-

s J9R = TX
Ms. Blanca 5. Bayo
Director, Division of Records and Reporting
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 323199-0B850

RE: TRANSFER OF CONTROL APPLICATION--
CONTINENTAL FLORIDA TELECOMMUNICATIONS, INC.

Dear Mo. Bayo:

Enclosed for filing is the original and 6 copiea of the
Application for Authority to Transfer Control of Florida Public Service
Commission No. 4404 held by Continental Florida Telecommunicatiocns, Inc.

Also enclosed is our check in the amount of 3250 in payment of the
application fee.

A duplicate of this letter is enclosed. Please mark it to
indicate that the original was filed and return the duplicate to me.
Thank you for your assistance.
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EPSCBUREAU OF RECORDS DOCUMENT NUMBER-DATE

7800 Belfort Parkway, Suite 270 = Jacksonville, Florida 32256-6925 « {W}gﬂ?-a?ﬂﬁ' Fﬁ.{ ) 281-0342
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CONTINENTAL CABLEVISION Check No.
THOO BELFONT PAMONAY - I.I'I‘_Ilﬁ mma
VOUCH. NOJ INVOICE NO.| DATE DESCRIFTION GROSS DISCOUNT | BALANCE
D001 BRBE2 JXCKRODGT4 o7Tnees APP FEE (PSC) 250 00 280.00
VENDOR CODE VENDOR NAME
FLORIDA4T FLORIDA PUBLIC SBERVICE $250.00 $250.00
LAE ]
E%g CONTINENTAL CABLEVISION £8.  swnorsomm
SOUTHEASTERN REGION

T800 BELFORT PARKWAY - BUITE 180
JACKSONVILLE, FLORIDA 32258

VENDOR ID. CHECK NO. DATE PAY THIS AMOUNT

FLORIDA47 000178013 | 07116/98 Feseeee$250.00

PAY  Two hundred ty and 001100 Dolars

To the
order FLORIDA PUBLIC BERVICE
of COMMISSION

GUNTER BULDING

2540 BHUMARD OAK BLVD

TALLAHASSEE FL 32369-0870

00478943 K0L00B05S 57, O?7LOSH



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

APPLICATION
FOR APPROVAL OF

THE TRANSFER OF CONTROL OF

CONTINENTAL FLORIDA
TELECOMMUNICATIONS, INC.

FROM
CONTINENTAL CABLEVISION, INC.
TO

U S WEST, INC.

BOCUMENT NUMBER-DATE

07576 JuLI8%
FPSC-RECORDS/REPORTING



FLORIDA PUBLIC SERVICE COMMISSION
CAPITAL CIRCLE OFFICE CENTER - 2540 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32399-0850

APPL:CATION FORM
for

AUTHORITY TO PROVIDE ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

INSTRUCTIONS

1. This form is used for an original application for a certificate and for approval of
sale, asssignment or transfer of an existing alternative local exchange certificate.
In case of a sale, assignment or transfer, the information provided shall be for

the purchaser, assignee or transferee.

-

2. Respond to each item requested in the application and appendices. If an item is
not applicable, please explain why.

3. Use a separate sheet for each answer which will not fit the allotted space.

4.  If you have questions about completing the form, contact:

Florida Public Service Commission
Division of Communications, Certification Compliance Section
2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0866
(904) 413-6600

5.  Once completed, submit the original and six (6) copies of this form along with
a non-refundable application fee of $250 made payable to the Florida Public
Service Commission at the above address.

FORM PEC/CMU & (07/85)
Required by Chapter 364.337 F.5.




This is an application for (check one):

()
()

()

()

(X)

Original authority (new company)

Approval of transfer (1o another certificated company)

Exanple: a certificated company purchases an existing company
and desires to retain the original certificate authority.

Approval of assignment of existing certificate (1o a non-certificated
company)
Example: a non-certificated company purchases an existing
company and desires to retain the certificate of authority rather
than apply for a new certificate.

Approval for transfer of control (to another certificated
company)
Example: a company purchases 51% of a certificated company.
The Commission must approve the new controlling entity.

Approval for transfer of control (to a non-certificated

company)
Please see Attachment A for an explanation of the transfer of

control which is the subject of this application.

Name of joint applicants:

A.

A. Continental Cablevision, Inc.
B. US WEST, Inc.

National mailing address including street name, number, post office box,
city, state, zip code, and phone number.

Continental Cablevision, Inc.
Pilot House, Lewis Wharf
Boston, MA 02110

(617) 742-9500

U S WEST, Inc.

7800 East Orchard Road
Englewood, CO 80111
(303) 793-6500

FORM PSC/CHMU 8 (07/95) 2
Required by Chapter 1&64.317 F.5.




Florida mailing address including street name, number, post office box,
city, state, zip code, and phone number.

Continental Cablevision, Inc.
Snutheastern Region

7800 Belfort Parkway, Suite 270
Jacksonville, Florida 32256-6925
(904) 419-4920

Physical address of alternative local exchange service in Florida including
street name, number, post office box, city, zip code and phone number.

Continental Florida Telecommunications, Inc.
5934 Richard Street

P. O. Box 17613F

Jacksonville, Florida 32216

(904) 731-8810

(904) 636-0521 (FAX)

4. Structure of organization:

( ) Individual

( ) Foreign corporation
( ) General Partnership
( ) Joint Venture

)

) Foreign Partnership
) Limited Partnership
) Other, please explain

(X
(
(
(

S. If incorporated, please provide proof from the Florida Secretary of State that the

applicant has authority to operate in Florida.

Corporate Charter Number:

P95000047602

for Continental Florida Telecommunications, Inc.

6. Name under which the applicant will do business (d/b/a):

Not Applicable

7. If applicable, please provide proof of fictitious name (d/b/a) registration.

Fictitious name registration number:  Not Applicable

FORM PEC/CMU & {(07/95)
Required by Chapter 164,117 F.5.




8. If applicant is an individual, partnership, or joint venture, please give name, title
and address of each legal entity.

Not Applicable

9. State whether any of the officers, directors, or any of the 10 largest stockholders
have previously been adjudged bankrupt, mentally incompetent, or found guilty of
any felony or of any crime, or whether such actions may result from pending
proceedings. If so, please explain.

No
10.  Please provide the name, title, address, telephone number, internet address, and

facsimile number for the person serving as ongoing liaison with the Commission,
and if different, the liaison responsible for this application.

Donald L. Crosby Steven Miller

Regulatory Counsel Senior Attorney

Southeastern Region U S WEST, Inc.

Continental Cablevision, Inc. 7800 East Orchard Road, Suite 490

7800 Belfort Parkway, Suite 270 P. O. Box 6508

Jacksouville, Florida 32256-6925  Englewood, Colorado 80155-6508
(904) 4194920 (303) 796-6008

(904) 281-0342 (FAX) (303) 793-6244 (FAX)

11.  Please list other states in which the applicant is currently providing or has applied
to provide local exchange or aiternative local exchange service.

A. Continental Cablevision, Inc., through subsidiaries, is authorized or
has applied for authorization to provide alternative local exchange service
in the following states: Florida, Virginia, California, Massachusetts,
Michigan, Ohio, Illinois and New Hampshire.

B. U S WEST, Inc., through subsidiaries, currently provides local
exhange service in the following states: Arizona, New Mexico, Utah,
Colorado, Wyoming, Washington, Oregon, Idaho, Montana, North
Dakota, South Dakota, Nebraska, Minnesota and lowa. A subsidiary of U
S WEST, Inc. is also authorized to provide alternative local exchange
service in Georgia. i

12.  Has the applicant been denied certification in any other state? If so, please list the

state and reason for denial.

No

FORM PSC/OMU B {07/9%) 4
Regquired by Chapter 164.337 F.5.



13.

14.

15.

Have penalties been imposed against the applicant in any other state? If so, please
list the state and reason for penalty.

No

Please indicate how a customer can file a service complaint with your company.

A customer can file a service complaint with Continental Florida
Telecommunications, Inc. by contacting the business office or by writing
to the following person:

A. R. (Dick) Schlciden
Telecommunications Manager
Southeastern Region
Continental Cablevision, Inc.
7800 Belfort Parkway, Suite 270
Jacksonville, Florida 32256
(904) 448-339]

(904) 281-0342 (FAX)

Please provide all available documentation demonstrating that the applicant has

the following capabilities to provide alternative local exchange service in Florida.

A. Financial capability.

CONTINENTAL: A copy of Continental Cablevision, Inc.'s most recent
Annual Report for the period ending December 31, 1995, filed pursuant to the
Securities and Exchange Act of 1934 (Form 10-K) is attached as Attachment
B. It contains the following statements:

1. the balance sheet;
2. income statement; and
3. statement of retained eamings for the most recent 3 years.

U S WEST: A copy of US WEST, Inc.'s most recent Annual Report for the
period ending December 31, 1995, filed pursuant to the Securitizs and
Exchange Act of 1934 (Form 10-K) is attached as Attachment C. It contains
the following statements:

1. the balance sheet;
2. income statement; and
3. statement of retained earnings for the most recent 3 years.

FORM PSC/CMU 8 (07/95) 5
Regquired by Chapter 3164.317 F.S5.




B. Managerial capability

Continental Florida Telecommunications, Inc. has the managerial capability of
providing high quality telecommunications services to Florida customers und
of offering such services at competitive prices. The company’s current
management group h-s demonstrated sv *h capability during the period it has
operated the company's affiliate, Continental Fiber Technologies, Inc. d/b/a
AlterNet ("AlterNet"), which was certificated by the Commission in 1992, No
change in management is anticipated by the Applicants following the
transaction described in Attachment A, and thus experienced management will
remain in place.

H.W. Goodall, 111, is Senior Vice President of the Southeastern Region of
Continental Cablevision, Inc. He will continue to have overall managerial
responsibility for Continental Florida Telecommunications, Inc. after the
transaction. A.R. (Dick) Schleiden is Telecommunications Manager for the
Southeastern Region, and he will continue after the transaction to have day-to-
day responsibility for the company’s management. Both Mr. Goodall and Mr.
Schlciden have served in management positions with AlterNet since the
inauguration of its service or shortly thereafier.

C. Technical capability

Continental Florida Telecommunications, Inc. has the technical capability of
providing high quality telecommunications services to Florida customers. The
company's technical manager has demonstrated such capability during the
period he has has served in a similar position with AlterNet for over three
years. No change in technical personnel is anticipated by the Applicants
following the transaction described in Attachment A; therefore, experienced
technical personnel will remain in place.

Scott T. Granger is Telecommunications Operations Manager of the
Southeastern Region of Continental Cablevision, Inc. He will continue to
manage the technical facilities of Continental Florida Telecommunications,
Inc. after the transaction. Mr. Granger has mannged the technical facilities of
AlterNet since 1993,

FORM PEC/OMU 8 (07/95) 6
Required by Chapter J64.337 F.5.




AFFIDAVIT

By my signature below, I, the undersigned officer, attest to the accuracy of the
information contained in this application and attached documents and that the applicant
has the technical expertise, managerial ability, and financial capability to provide
alternative local exchange service in the State of Florida. [ have read the foregoing and
declare that to the best of my knowledge and belief, the information is true ard correct, |
attest that 1 have the authority to sign on behalf of my company and agree to comply, now
and in the future, with all applicable Conimission rules and orders.

Further, | am aware that pursuant to Chapter 837.06, Florida Statutes, *Whoever
knowingly makes a false statement in writing with the intent to mislead a public servant
in the performance of his official duty shall be guiliy of a misdemeanor of the second
degree, punishable as provided in s. 775.082 and s. 775.083.”

Official: (Véa‘é"“"éé V15/%6

Signature: H.W. Goodall, TII Date
Title: Senior Vice President Telephone Number:
Southeastern Region (904) 448-3777

Continental Cablevision, Inc.

Address: 7800 Belfort Parkway, Suite 270
Jacksonville, FL 32256-6925

FORM PSC/CMU 8 (07/95) 7
Required by Chapter 364.]17 F.S.




AFFIDAVIT

By my signature below, I, the undersigned officer, attest to the accuracy of the
information contained in this application and attached documents and that the applicant
has the technical expertise, managerial ability, and financial capability to prowvide
alternative local exchange service in the State of Florida. I have read the foregoing and
declare that to the best of my knowledge and belief, the information is true and correct. |
attest that | have the authority to sign on behalf of my company and agree to comply, now
and in the future, with all applicable Commission rules and orders.

Further, 1 am aware that pursuant to Chapter 837.06, Florida Statutes, “Whoever
knowingly makes a false statement in writing with the intent to mislead a public servant
in the performance of his official duty shall be guilty of a misdemeanor of the second
degree, punishable as provided in s. 775.082 and s, 775.083."

Official: Y P 7/f 2/5‘- F’

Signature: Mark D. Roel Date
Title: Vice President, Law and Human Resources Telephone Number:
Associate General Counsel (303) 793-6500

U S WEST, Inc

Address: 7800 East Orchard Road
Englewood, CO 80111

FORM PSC/CMU 8 (07/95) 8
Required by Chapter 1€4.1}7 F.§




ATTACHMENT A

Exolanation of the P T ,

Continental Florida Telecommunicatio..s, Inc., a Florida corporation
("Continental-FL"), holds Florida Public Service Commission Certificate No. 4404 to
provide alternative local exchange telecommunications service. See Order No. PSC-96-
0293-FOF-TX, issued February 27, 1996,

Continental-FL is a wholly-owned subsidiary of Continental Telecommunications
Corp. (Continental-TC"), which is in tun a wholly-owned subsidiary of Continental
Cablevision, Inc. ("Continental"). Continental is the third-largest cable television system
operator in the United States. Continental is a joint applicant in this application for
approval of the transfer of control of Continental-FL through the contemplated
transaction described below.

On February 27, 1996, Continental and U S WEST, Inc. ("U S WEST"), entered
into an Agreement and Plan of Merger ("Merger Agreement”) under which Continental is
to merge with and into a subsidiary of U § WEST, with the U S WEST subsidiary
continuing after the merger as the surviving corporation. U S WEST is a joint applicant
in this application; a copy of the Merger Agreement is attached hereto as Attachment B.

U S WEST is a diversified global communications company, conducting its
operations through U S WEST Media Group ("U S WEST-MG") and U S WEST
Communications Group ("U S WEST-CG"). U S WEST-CG is a Regional Bell
Operating Company, providing telecommunications services to more than 25 million
residential and business customers in the 14 states listed in response to Question No. 11
of the application. U S WEST-MG is comprised of : (i) cable and telecommunications
network operations outside of U S WEST-CG's 14-state region and internationally; (i)
domestic and international wireless communications network operations; and (iii)
domestic and international directory and information services operations, including
telephone directories.

Continental and U S WEST contemplate that Continental will be operated as a
unit of U S WEST-MG after the merger. The terms of the Merger Agreement call for U S
WEST to acquire from Continental shareholders all of the stock and assets of Cor tinental
in exchange ‘or cash or stock in U S WEST and U § WEST-MG or both cash and stock.
The Merger Agreement calls for closing of the planned transaction when the requisite
regulatory and other approvals are obtained, providing for such closing to occur as carly
as November 15, 1996.




As a result of this exchange, U S WEST will hold ail of the steck of Continental
and, necessarily, all of the stock of Continental-TC and Continental-FL. Upon
completion of the transaction as planned, control of Continental-FL will be transferred to
U S WEST. The merger will have no effect on the legal status of Continental-FL, nor on
its books and records. Continental and U S WEST intend for day-to-day operations of
Continental to continue to be handled by the sa: e experienced management group now in
control of Continental.




ATTACHMENT B

Agreement and Plan of Merger

Between

U S WEST, Inc.

and

Continental Cablevision, Inc.

Dated as of February 27, 1996




AGREEMENT AND PLAN OF MERGER
between
U § WEST, INC.
and
CONTINENTAL CABLEVISION, INC.

Dated as of February 27, 1996
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AGREEMENT AND PLAN OF MERGER

AGREEMENT AND PLAN OF MERGER, dated as of
February 27, 1996, between U S WEST, INC., & Delaware -
corporation ("Acquiror®), and CONTINENTAL CABLEVISION, INC.,
a Delaware corporation (the "Company").

HIINESSETH:

WHEREAS, upon the terms and subject to the
conditions set forth in this eement, the Company and
Acquiror will enter into a business combination transaction
pursuant to which the Company will merge with and into
Acquiror (the er”), with iror continuing as the
surviving corporation (the "Surviving Corporation®);

WHEREAS, the board of directors of the Company has
determined that the Merger would be fair to and in the best
interests of its stockholders, and such hoard of directors
has approved this Agreement and the transactions
contemplated hereby and has recommended the adoption by the
stockholders of the Company of this Agreement and the
amendment, substantially in the form of Exhibit A hereto
(the "Charter Amendment"), to the Company's Restated
Certificate of Incorporation to be effected immediately
prior to the consummation of the Merger;

WHEREAS, the board of directors of Acguiror has
determined that the Merger would be fair to and in the best
interests of its stockholders, and such board of directors
has approved this Agreement and the transactions
contemplated hereby;

WHEREAS, concurrently with the execution of this
Agreement and in order to induce Acquiror to enter into this
Agreement, certain stockholders of the Company have executed
and delivered an agreement (the "Stockholders' Agreement®)
pursuant to which, among other things, such Stockholders
have granted to Acquiror their proxy to vote all of the
votes entitled to be cast by such stockholders in favor of
the adoption of this Agreement and the Charter Amendment;

WHEREAS, for Federal income tax purposes, it is
intended that the Merger shall qualify as a reorganization
within the meaning of Section 368(a) of the Internal Revenue
Code of 1986, as amended, and the rules and regulations
promulgated thereunder (the "Code"); and

NYFS05. .. i \JS\TRSIS\00241 1530\ ACRO1219.54u



WHEREAS, Acquiror and the Company desire to make
certain representations, warranties, covenants and
agreements in connection with the Merger and also to
prescribe various conditions to the Merger.

NOW, THEREFORE, in consideration of the foregoing
and the representations, warranties, covenants and
agreements herein contained, the parties hereto agree as
follows:

ARTICLE I
DEFINITIONS

1.1 pefinitions. For purposes of this Agreement,
the following terms shall have the meanings set forth below:

"Acguiror Region" shall mean Arizona, Colorado,
Idaho, Iowa, Minnescta, Montana, Nebraska, New Mexico, North
Dakota, Oregon, South Dakota, Utah, Washington and Wyoming.

"Affiliate" shall mean, with respect to any
Person, any other Person dir-at1§ or indirectly controlling,
controlled by or under common control with such other

Person.

"Appralser” shall mean a nationally recognized

investment banking firm that is independent of the Company,
Acquiror and their respective Subsidiaries and has
significant experience and expertise in the valuation of
entities with businesses comparable to those being
appraised.

iy " shall mean as to each System
the tier of video programming service defined in 47 C.F.R.
§ 76.901(a).

" " shall mean the board of
directors of the Company.

"Business Dav" shall mean a day other than a
Saturday, Sunday or other day on which commercial banks in
New York City are authorized or reguired by law to close.

"Cable Act"™ shall mean the Cable Communications
Policy Act of 1984, as amended by the Cable Television

WYFSO5. . . :\IS\THSIS\0026\ 1530VAGRO1219, 54u




Consumer Protection and Competition Act of 1992 and the
Telecommunications Act of 1996,

"Cable Programming Service® shall mean as to each
System those video programming services defined in 47 C.F.R.
§ 76.901(b). .

"Calculation Price" shall mean the Determination
Price, Cap Price or Floor Price, as applicable, based upeon
which the Class A Common Conversion Number or Class B Common
Cﬂh?:tliﬂn Number is determined in accordance with Section
3.1{ ,. A

“cap Price" shall mean $28.175.
"Cash Consideration Amount® shall equal $1

billion; + however, that the board of directors of
Acquiror shall have the right, in its sole discretion, to
increase the Cash Consideration Amount to a maximum of $1.5
billion so long as notice of such change is given to the
Company no later than one Business Day prior to the
Effective Time; « further, that the board of
directors of iror shall have the right to increase the
Cash Consideration Amount above $1.5 billion in an amount
equal to (x) the number of shares of Company Common Stock
issued or to be issued in connection with any acquisition by
the Company approved by Acquiror pursuant to Section 6.1
hereof multiplied by (y) the Share Price; and provided,
further, that the Cash Consideration Amount may be reduced
pursuant to Section 7.7(c).

"CATV" shall mean any method, presently existing,
for the transmission and/or exhibition (whether by
microwave, fiber optics or coaxial cable) of broadband video
signals other than by means of DBS, MMDS, broadcast
television and in-home video players (and which is based on
the expectation of payment by the recipient), and shall
include without limitation cable television (basic and
premium) and pay-per-view television.

"Charter Amendment® shall have the meaning set
forth in the second recital to this Agreemeont.

“Class A Common Percentage” shall mean the
quotient (rounded to the nearest hundredth, or if there
shall not be a nearest hundredth, to the next lowest
hundredth) of (x) the Common Consideration Amount divided by
(y) the Transaction Value.
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" " shall
mean the product of (x) the Class A Preferred Percentage
multiplied by (y) the Share Price multiplied by (z) the
number of shares of Class A Common Stock outstanding
é:l:diataly prior to the Effective ™ime on a fully diluted

BlE.

b " shall mean
the quotient of (x) the product of (A) the Class A Preferred
Percentage lnltizli-d by (B) the Share Price divided by
(y) the Liquidation Value (rounded to the nearest hundredth,
or if there shall not be a nearest hundredth, to the next
lowest hundredth).

- "Class A Preferred Percentage" shall mean the
difference between (x) one and (y) the Class A Common
Percentage.

" " shall mean

the product of (x) the Class B Percentage multiplied by
(y) the Common Consideration Amount.

"Class B Common Percentage” shall mean the
quotient (rounded to the nearest hundredth, or if there
shall not be a nearest hundredth, to the next lowest
hundredth) of (x) the Class B Common Consideration Amount
divided by (y) the sum of the Class B Common Consideraticn
Amount and the Class B Preferred Consideration Amount.

"Class B Preferred Percentage” shall mean the
quotient (rounded to the nearest hundredth, or if there
shall not be a nearest hundredth, to the next highest
hundredth) of (x) the Class B Preferred Consideration Amount
divided by (y) the sum of the Class B Common Consideration
Amount and the Class B Preferred Consideration Amount.

"Class B Percentage® shall mean the quotient
(rounded to the nearest hundredth, or if there shall not be
a2 nearest hundredth, to the next lowest hundredth) of
(1) the number of shares of Class B Common Stock outstanding
immediately prior to the Effective Time on a fully diluted
basis, including giving effect to the conversion of all
outstanding shares of Company Preferred Stock divided by

(ii) the number of shares of Company Common Stock
outstanding immediately prior to the Effective Time on =z

fully diluted basis, including giving effect to the
conversion of all outstanding shares of Company Preferred

Stock.
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" * ghall
mean the difference between (x) the Preferred Consideration
Amount and (y) the Class A Preferred Consideration Amount.

"Class B Preferred Conversion Number” shall mean
the quotient of (x) the product of (A) t' e Class B Preferred
Percentage -ultigliod by (B) the Share Price divided by
(¥) the Liguidation Value (rounded to the nearest hundredth,
or if there shall not be a nearest hundredth, to the next
lowest hundredth).

"Code" shall have the meaning set forth in the
fifth recital of this Agreement. '

- "Common Consideration Amount® shall equal the
excess of (x) the Transaction Value over (y) the sum of the
Preferred Consideration Amount and the Cash Consideration
Amount.

" " shall mean the Communications

Communications Act
Act of 1934, as amended, 47 U.S5.C. §§ 151, et seq., as
amended by the Telecommunications Act of 1996.

“Copyright Office™ shall mean the United States
Copyright Office of the Library of Congress or any successor
agency that shall hold.principal responsibility for
administering the cable television compulsory license for
retransmission of broadcast signals established pursuant to
Section 111 of the Copyright Act, 17 U.S.C. § 111.

"DBES" shall mean a system providing direct~to~kome
in the broadcast satellite services authorized by the FCC.

"Retermination Price" shall mean the average of
the Intra-Day Clcsing Prices for the Random Trading Days.

"RGCL" shall mean the Delaware General Corporation
Law.

"ROJ" shall mean the Department of Justice.

"Encumbrances" shall mean any and all mortgages,
security interests, liens, claims, pledges, restrictions,
leases, title exceptions, charges or other encumbrances.

" " means any notice of

Environmental Claim
violation, action, claim, Environmental Lien, demand,
abatement or other Order or direction (conditional or
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otherwise) by any Governmental Authority or any other Person
for sonal injury (including sickness, disease or death),
tangkhlu or intangible pr damage, damage to the
environment, pollution, contamination or other adverse
effects on the envirocament, or for fines, penalties or
restrictions resulting from or based upon (i) the existence
of an Environmental Release (including, without limitation,
sudden or non-sudden accidental or non-accidental
Environmental Releases) of, or exposure to, any Hazardous
Material, noxious odor or iliegal audible noise in, into or
onto the environment (including, without limitation, the
air, soil, surface water or groundwater) at, in, by, from or
related to any property owned, operated or ieased by the
Company or its Subsidiaries or any activities or operations
thereof; (ii) the transportation, storage, treatment or
disposal of Hazardous Materials in connection with any
property owned, operated or leased by the Company or its
Subsidiaries or their operations or facilities; or (iii) the
violation, or alleged violation, of any Environmental Law or
Environmental P t of or from any Governmental Authority
relating to environmental matters connected with any
property owned, leased or operated by the Company or any of
its subsidiaries.

"Environmental Costs and Liabilities" means any
and all losses, liabilities, obligations, damages, fines,
penalties, judgments, actions, claims, costs and expenses
(including, without limitation, fees, disbursements and
expenses of legal counsel, rts, engineers and
consultants and the costs of nvestigation and feasibility
studies and Remedial Action) arising from or under any
Environmental Law or contract, agreement or similar
arrangement with any Governmental Authority or other Person
required under any Environmental Law.

"Environmental Law" means any Federal, state,
local, or foreign law (including common law) , statute, code,
ordinance, rule, regulation or other legally enforceable
requirement relating to the environment, natural resources,
or public or employee health and safety as it relates to
exposure to Hazardous Materials and includes, but is not
limited to, the Comprehensive Environmental Response,
Compensation and Liability Act, 42 U.S5.C. § 9601 et seg.,
the Hazardous Materials Transportation Act, 49 U.5.C. § 1801
et seqg., the Resource Conservation and Recovery Act, 42
U.5.C. § 6901 et seq,, the Clean Water Act, 33 U.S.C. § 1252
et seqg., the Clean Air Act, 33 U.S.C. § 2601 gt geq., the
Toxic Substances Control Act, 15 U.5.C. § 2601 et seq., the
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Federal Insecticide, Fungicide, and Rodenticide Act, 7
U.5.C. § 136 gt seg., the 0il Pollution Act of 1990, 33
U.S.C § 2701 gt seg. and the relevant portions of the
Occupational Safety and Health Act, 29 U.S.C. § 651 et geq. ,
as such laws have veen amended or supplemented as of the
date hereof, and the regulations promulgated pursuant
thereto, and all analogous state or local statutes as of the

date hereof.

"Environmental Lien" means any lien arising under
Environmental Laws. '

o " means any permit, approval,
authorization, license, variance, registration or permission
required under any applicable Environmental Law.

" " means any release, spill,
emission, leaking, pumping, pouring, dumping, emptying,
injection, deposit, disposal, discharge, dispersal,
leaching, or -1i:at1an on or into the indoor or outdoor
environment or into or out of any prap.rt{ not authorized
under any Environmental Permit and requiring notification
under any applicable Environmental Law.

"ERISA" shall mean the Employee Retirement Income
Security Act of 1974, as amended, and the applicable
regulations promulgated thereunder.

"ERISA Affiliate”™ shall mean any corpeoration or
trade or business (whether or not incorporated) which are or
have ever been treated as a single employer with or which
are or have been under common control with the Company
Highin the meaning of Section 414(b), (c), (m) or (o) of the
c a.

"Exchange Act" shall mean the Securities Exchange
Act of 1934, as amended, and the rules and regqulations
promulgated thereunder.

"FCC" shall mean the Federal Communications
Commission. .

"Final Order™ shall mean an action or actions by
any Governmental Authority or the FCC which has not been
reversed, stayed, enjoined, set aside, annulled or
suspended, and as to the FCC with respect to which the time

for filing any request, petition or appeal of such action
has expired and the time for the FCC to set aside its action
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on its own motion has passed, and as to any Franchise
Consent, when the Franchise Consent has been or is deemed to
be approved as provided in Section 617 of the Cable Act.

*Floor P-ice" shall rean $20.825.
"FIC" shall mean the Federal Trade Commission.

"GAAP" shall mean generally accepted accounting
principles in effect in the United States of America as of
the date of the applicable determination.

“Governmental Authority® shall mean any foreign,
Federal, state, municipal or other governmental department,
cnunlliinn, board, bureau, agency or instrumentality.”

“Hazardous Material" means any substance, material
or waste which is regulated by any Governmental Authority in
jurisdictions in which the Company operates, including,
without limitation, any material, substance or waste which
is defined as a "hazardous waste," "hazardous material,®
"hazardous substance," "extremely hazardous waste, "
"restricted hazardous waste," "contaminant," "toxic waste®
or "toxic subetance" under any provision of Environmental
Law, which includes, but is not limited to, petroleum,
petroleun products, asbestos, and polychlorinated biphenyls.

"Homes Passed" shall mean the number of homes to
which CATV service is currently available from the Company
or the Subsidiaries, whether or not a given household
subscribes to such service.

"HSR Act"™ shall mean the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended,

"Indebtedness™ shall mean, with respect to any
Person, any indebtedness, secured or unsecured, (i) in
respect of borrowed money (whether or not the recourse of
the lender is to the whole of the assets of such Person or .
only to a portion thereof), and evidenced by bonds, notes,
debentures or similar instruments or letters of credit, to
the extent of the face value thereof (or, in the case of
evidance of indebtedness issued at a discount, the current
accredit value thereof) or (ii) representing the balance
deferred and unpald of the purchase price of property or
services (other than accounts payable in the ordinary course
of business) and shall also include, to the extent not
otherwise included, (A) any capitalized lease obligations
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and (B) the face value of guaranties of items of other
Persons which would be included within this definitien for
such other Persons (whether or not such items would appear
upon the balance shcat of the guurantor). Ko item
constituting Indebtedness under any of the definitions set
forth above shall be counted twice by virtue of the fact
that it constitutes. "Indebtedness" under more than une of
such definitions.

"Intra-Day Closing Prices™ shall mean the volume
weighted average sale price of the Media Stock (regular wvay)
as shown on the Composite Tape of the NYSE.

“"IRS" means the United States Internal Revenue
Service.

“Enowledge of the Company" and "fo the Company's
Enowledge"” shall mean the actual knowledge of the executive
officers (as identified in the Company SEC Documents), the
Senior Vice President-Corporate & Legal Affairs and the
regional Senior Vice Presidents, in each case of the Company
after reasonable investigation and due inquiry.

"Legal Proceedingg" means judicial,
administrative or arbitral actions, suits, proceedings
(public or private) or governmmental proceedings.

"Material Adverse Effect"™ shall mean, (i) with
respect to the Company, any change or effect that is or is
reasonably likely to be materially adverse to the business,
results of operations, properties, assets, liabilities or
condition (financial or otherwise) of the Company and its
Subsidiaries taken as whole and (ii) with respect to
Acquiror, any change or effect that is or is reasonably
likely to be materially adverse to the business, results of
operations, properties, assets, 1ilabilities or condition
(financial or otherwise) of either (x) the Media Group or
(Y) Acquiror and its Subsidiaries taken as a whole;

« hovever, that Material Adverse Effect shall in
each instance exclude any e or effect due to general
economic or industry wide conditions. :

"Media Group™ shall have the meaning set forth in
Section 2.6.15 of Article V of the Restated Certificate of
Incorporation of Acquiror as in effect as of the date
hereof.
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"Merger® shall have the meaning set forth in the
first recital to this Agreement.

"MMDS" skall mean a svstem operating in the
::ltichannal Multipoint Distribution Services authorized by
e FCC.

"NXSE" shall mean the New York Stock Excaange,
Inc.

_ "Person™ shall mean an individual, corporation,
partnership, trust or unincorporated organization or a
government or any agency or political subdivision thereof.

“Breferred Consideration Amount"™ shall equal

$1 billion.

"Bandom Trading Days" shall mean the 20 Trading
Days selected by Acquiror by lot (through a method
reasonably satisfactory to the Company) from the 30 Trading
Days ending on the fourth Trading Day prior to the Closing
Date. .

“Becently Acquired Svstems" shall mean the Systems
acquired by the Company or its Subsidiaries from Providence
Journal Company, Cablevision of Chicago, Columbia of
Michigan, Consolidated Cablevision of California and N-COM
Limited Partnership II since August 1, 1995.

“Registration Rights Agreement" shall mean the
registration rights agreement, substantially in the form of
Exhibit B hereto, to be entered into by Acquiror, Amos B.
Hostetter, Jr. and the Amos B. Hostetter, Jr. 1989 Trust.

"Remedial Action® means all actions required under
any applicable Environmental Law or otherwise undertaken by
any Governmental Authority, including, without limitation,
any capital expenditures, required or undertaken to
(1) clean up, remove, treat, or in any other way address any
Hazardous Material; (ii) prevent the Release or threat of
Release, or minimize the further Release of any Hazardous
Macerial so it does not migrate or endanger or threaten to
endanger public health or welfare or the indoor or outdoor
environment; (iii) perform pre-remedial studies and
investigations or post-remedial monitoring and care; or
(iv) bring facilities on any property owned, operated or
leased by the Company or its Subsidiaries and the facilities
located and operations conducted thereon into compliance

10
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with all applicable Environmental Laws and Environmental
Permits.

"SEC" shall mean the Securities and Exchange
Commission.

"Securities Act" shall mean the Securities Act of
1933, as amended, and the rules and regulations promulgated
thereunder.

“Share Price" shall mean $30, decreased by the Per
Share Adjustment Amount, if any, plus the Additional Amount,
if any, accordance with the terms of Section 3.7.

- 'mmm:'_AT:-mm* shall have the meaning
set forth in the first recital of this Agreement.

"Subpart N of the FCC Rules" shall refer to the
Subpart N of Part 76 of the FCC's rules (47 C.F.R. §§ 76.900
through 76.985), entitled "Cable Rate Regulation," added by
order in Docket 92-266, adopted by the FCC on April 1, 1993,
as such Subpart may be amended from time to time thereafter,
as such rules were in effect on any particular date, and
shall include successor provisions if recodified or
otherwise modified.

"Subscriber” shall mean a member of the general
public who receives video programming services distributed
by a System and does not further distribute it; ’

« that the number of Subscribers in a multi-unit
dwelling or commercial structure that obtains service on a
"bulk rate® basis shall be determined by dividing the bulk
rate charge by the rate for individual households
subscribing to the same level of service as the multi-unit
structure (e.g., if the basic subscription rate for
individual households is $10 and the multi-unit dwelling or
commercial structure paid a bulk fee of $100 for the same
level of service, then that multi-unit dwelling or structure
shall be counted as having 10 Subscribers).

"Subsidiary" shall mean, with respect to any
Person, (i) each corporation, partnership, joint venture or
other legal entity of which such Person owns, either
directly or indirectly, more than 50% of the stock or other
equity interests the holders of which are generally entitled
to vote for the election of the board of directors or
similar governing body of such corporation, partnership,
joint venture or other legal entity, (ii) each partnership

11
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in which such Person or another Subsidiary of such Person is

the sole general partner or sole -anaginq partner and

(1ii) each limited liability cnnpanx n which such Person or
another Subsidiary of such Persons is the managing member or
otherwise controls.

- "Surviving Corporation" shall have the meaning set
forth in the first recital of this Agreement.

“Systems" shall mean the cable television systems
listed in Section 4.12(a) orf the Company Disclosure Letter.

"Iax" or "Iaxes" shall mean all taxes, charges,
fees, imposts, levies or other assessments, including,
without limitation, all net income, gross receipts, capital,
sales, use, ad valorem, value added, transfer, franchise,
profits, inventory, capital stock, license, withholding,
payroll, employment, social security, unemployment, excise,
severance, stamp, occupation, property and estimated taxes,
customs duties, fees, assessments and charges of any kind
whatsoever, together with any interest and any penalties,
fines, additions to tax or additional amounts imposed by any
taxing authority (domestic or foreign) and shall include any
transferee liability in respect of Taxes.

*Third Party" shall mean a party or parties
unaffiliated with either the Company or Acquiror.

"Irading Day" shall mean a day on which (i) the
NYSE is open for the transaction of business and (ii) there
is no suspension of trading of the Media Stock.

"Iransaction Documents” shall mean the
Stockholders' Agreement and the Registration Rights
Agreement.

"Iransaction Value" shall equal the product of
(x) the Share Price multiplied by (y) the number of shares
of Company Common Stock outstanding immediately prior to the
Effective Time on a fully diluted basis, including giving
effect to the conversion of all outstanding shares of
Company Preferred Stock.

"WARN" shall mean the Worker Adjustment and
Retraining Notification Act and any similar state or local
"plant closing™ law.

12
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1.2 -
For purposes of this Agreement, the following terms have the
h-nninq- set forth in the sections indicated:

Term Section
Acceleration Eveit 7.14(c)
Acquiror Certificates 3.2(b)
Acquiror Consents 5.5
Acquiror Disclosure Letter 5.2(b)
Acquiror SEC Documents 5.7(a)
Acquiror Termination Notice 3.1(d) (i1)
Acquisition Proposal 7.10(4)
Additional Amount .
Additional Payment 7.14(c)
Additional Stockholders' Meeting 7.1(4)
Allocation Determination 3.2(4)
Applicable Laws 4.7(a)
Articles 10.7
Benefit Plans 4.11(a)
Cap Top-Up Intent Notice 3.1(d) (14)
Cash Cap «3(a)
Cash Election 3.1(c) (14)
Certificate of Merger 2.3
Certificates 3.2(b)
Class A Common Conversion Number 3.1(d)
Class A Common Stock 3.1(c) (1)
Class A Merger Consideration 3.1(c) (1)
Class B Common Conversion Number 3.1(4)
Class B Common Stock 3.1(e) (11)

Class B Cash Consideration
Class B Merger Consideration
Class B Stock Consideration

3.1(e) (i4)
3.1(e) (i1)
3.1(e) (i1)

Class B Stock Election 3.2(a)
Closing 2.2

Clos Date 2.2
Communications Stock 5.2(a)
Company Capital Stock 4.2(a)
Company Certificate J.1(c) (114)
Company Common Stock 3.1
Company Consents 4.6
Company Letter of Transmittal 3.2(c)
Company Disclosure Letter 4.1(c)
Company Preferred Stock 4.2(a)
Company Representatives 7.10(a)
Company SEC Documents 4.8(a)
Company Termination Notice 3.1(4) (L4)
Confidentiality Agreements 6.3(c)

13
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capxriqht Act
Designated Assets

Designated Asset Fair Market Value
Dissenting Shares

Effective Time

Election Deadline

Election Form ;

Equity Appreciation Rights Plans
Excess Cash Amount

Excise Tax ’

Exchange Agent

Exchange Fund

Exhibits

Floor Top~Up Intent Notice
Foreign Benefit Plans

Form S-4

Fractional Shares

Franchise Consents

Franchises

Gains Taxes

Incremental Excise Tax
Indemnified Liabilities
Indemnified Parties

Initial Stockholders' Meeting
Ligquidation Value

License Consents

« Material Franchises

Media Stock

Merger Consideration
Non-Required Franchises
Non-Required Systems
Permits '
Per Share Adjustment Amoun
Prorated Cash Amocunt
Proxy Statement .

Put Closing Date

Put Exercise Notice

Put Right

Put Shares

Requested Cash Amount
Required Franchise Consents
Restricted Company Common Stock
Rights Agreement

RSPA

Sections

Series D Preferred Stock
Social contract Amendment
Social Contract Consents

14

NTFS05. .. :\35\TESI5\0026\ 1530\AGRO1219, 54N

3.1(d) (11)
4.11(b)
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« 6
4.12(a)
7.14 (c)
7.11(b)
7.11 (b)
7.1(d)
3.1(c) (1)
4.12(c)
3.1(c) (1)
3.2(b)
7.5(b)
7.5(b)
4.7(a)




Social Contract Order 4.6

Stock Election 3.2(a)
Stockholder Approvals 4.1(b)
Stockholders' Meeting 7.1(4)
Tax Returns 4.10(a)
Termination Date 9.1(d)

1.3 « (a) The

words "hereof", "herein", and "hereunder® and words of
similar import, when used in this Agreement, shall refer to
this eement as a whole and not to any particular
provision of this Agreement.

(b) The terms defined in the singular shall have
a comparable meaning when used in the plural, and vice
versa.

(c) The terms "dollars"™ and "$" shall mean United
States dollars.

ARTICLE II
THE MERGER

: 2.1 TIhe Merger. Upon the terms and subject to
the conditions set forth in this Agreement, and in
accordance with the DGCL, the Company shall be merged with
and into Acquiror at the Effective T (as defined in
Section 2.3). At the Effective Time, the separate corporate
existence of the Company shall cease, and Acquiror shall
continue as the Surviving Corporation and shall succeed to
and assume all of the rights, properties, liabilities and
obligations of the Company in accordance with the DGCL.

2.2 Closing. Unless this Agreement shall have
been terminated and the transactions herein contemplated
shall have been abandoned pursuant to Section 9.1, the
closing of the Merger (the "Closing"™) shall take place at
10:00 a.m., New York City time, the later of (1) the fifth
Business Day after the date on which the last of the
conditions set forth in Article VIIT is fulfilled or waived,
other than conditions requiring deliveries at the Closing
and (ii) November 15, 1996 (the "Closing Date"), at the
offices of Weil, Gotshal & Manges LLP, 767 Fifth Avenue, New
York, New York 10153, unless another date, time or place is
agreed to in writing by the parties hereto.

15

NYFSQ5.. . \SS\TOSIS\0026\ 1530AAGR01219, 54



2.3 [Effective Time. Subject to the provisions of
this Agreement, the parties hereto shall cause the Merger to
be consummated by filing a certificate of merger (the
"Certificate of Merger") with the Secretary of State of the
State of Delaware, as provided in the DGCL, as soon as
practicable on or after the Closing Date. The Merger shall
become effective upon such £ilirg or at such time thereafter
a;.:- provided in the Certificate of Merger (the "Effective
Time").

2.4 [Effects of the Merger. From and after the
Effective Time, the Surviving Corporation shall possess all
the rights, privileges, powers and franchises of a public as
well as of a private nature, and be subject to all the
restrictions, disabilities and duties of each of Acquiror
and the Company; and all and singular rights, privileges,
powers and franchises of each of Acquiror and the v
and all zropczty, real, personal and mixed, and all debts
due to either of Acquiror or the on whatever
account, as well as for stock subscr ptions and all other
things in action or bcloniinq to each of Acquiror and the
Company, shall be vested in the Surviving Corporation; and
all property, rights, privileges, powers and franchises, and
a2ll and every other interest shall be thereafter as
effectually the property of the Surviving Corporation as
they were of Acquiror and the Company; and the title to any
real estate vested by deed or otherwise, in either of
Acquiror or the Company, shall not revert or be in any way
impaired; but all rights of creditors and all liens upon any
property of either of Acquiror or the Company shall be
preserved unimpaired; and all debts, liabilities and duties
of Acquiror and the Company shall thenceforth attach to the
Surviving Corporation, and may be enforced against it to the
Same extent as if said debts and liabilities had been
incurred by it.

2.5 i
Bylaws. (a) The directors of Acquiror and the officers of
Acquiror immediately prior to the Effective Time shall be
the re and officers of the Surviving Corporation
until their successors have been duly elected or appointed
and qualified, or until their earlier death, resignation or
removal in accordance with the Surviving Corporation's
certificate of incorporation and bylaws. .

(b) The Restated Certificate of Incorporation of
Acquiror as in effect immediately prior to the Effective
Time shall be the Restated Certificate of Incorporation of
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the Surviving Corporation, until duly amended in accordance
with the terms thereof and the DGCL.

(c) The Bylaws of iror as in effect
immediately prior to the Effectie Time shall be the bylaws
of the Surviving Corporation until thereafter amended as
provided by Applicable Law, the Restated Certificate of
Incorporation of the Surviving Corporation or such Bylaws.

ARTICLE III

EFFECT OF THE MERGER ON THE CAPITAL STOCK OF
THE CONSTITUENT CORPORATIONS; EXCHANGE OF CERTIFICATES

3.1 Effect on Capital Stock. At the Effective
Time, by virtue of the Merger and without any action on the
part of the holder of any shares of Company Capital Stock
(as defined in Section 4.2) or the holder of any shares of
capital stock of Acgquiror:

(a) mfmwmm; Each share of
each class of capital stock of Acquiror issued and

outstand imsediately prior to the Effective Time shall
remain an issued and outstanding share of the same class of
capital stock of the Surviving Corporation.

(b) Cancellation of Treasury Stock and Acquiror-
Owned Stock. Each share of Company Capital Stock that is
owned by the Company or any wholly owned Subsidiary of the
Company-and each share of Company Capital Stock that is
owned by Acquiror or any wholly owned subsidiary of Acgquiror
shall be canceled and retired and shall cease to exist and
no consideration shall be delivered or deliverable in
exchange therefor.

(c) <Conversion of Companvy Common Stock.

(1) Subject to Sections 3.5 and 3.6, at the
Effective Time, each issued and outstanding share (excluding
shares cancelled pursuant to Section 3.1(b)) of Class A
Common Stock, par value $.01 per share, of the Company
("Class A Common Stock") shall be converted into the right
to receive (X) a number of shares of U 8 WEST Media Group
Common Stock, par value $.01 per share, of Acquiror (the
"Media Stock"™) equal to the Class A Common Conversion Number
(as determined in accordance with Section 3.1(d)) and (y) a
number of shares of Series D Convertible Preferred Stock,
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par value $1.00 per share, of Acquiror (the "Series D
Preferred Stock"™), having the rights, preferences and terms
set forth in the Certificate o” Designation attached as
Exhibit C hereto, with a liquidation value of $50 per share
(the "Liquidation Value"), equal to the Class A Preferred
Conversion Number (collectively, the "Class A Meraer
Consideration").

_ (1i) Except as otherwise provided in Section 3.3
and subjact to Sections 3.5 and 3.6, at the Effective Time
each issued and outstanding share (excluding shares
cancelled pursuant to Section 3.1(b)) of Class B Common
Stock, par value $.01 per share, of the Company ("Class B
Common Stock"), shall be converted into, at the election of
the holder thereof, one of the following (as adjusted
pursuant to Section 1.3, the "Class B Merger
Consideration®):

(x) for each such share of Class B Common Stock
with respect to which an election to receive cash has
been effectively made and not revoked, pursuant to
Sections 3.2(c), (d) and (e) (a "Cash Election"), the
right to receive an amount in cash from Acquiror,
without interest, equal to the Share Price (the
"Class B Cash Consideration"); or

(¥) for each such share of Class B Common Stock
(other than shares as to which a Cash Election was
effectively made and not revoked), the right to receive
(1) a number of shares of Media Stock equal tc the
Class B Common Conversion Number (as determined in
accordance with Section 3.1(d)) and (2) a2 number of
shares of Series D Preferred Stock equal to the Class B
Preferred Conversion Nimber (collectively, the "Class B
Stock Consideration").

(1i1) As a result of the Merger and without any
action on the part of the hplder therecf, at the Effective
Time all shares of Company Common Stock shall cease to be
outstanding and shall be cancelled and retired and shall
cease to exist, and each holder of shares of Company Common
Stock shall thereafter cease to have any rights with respect
to such shares of Company Common Stock, except the right to
receive, without interest, the Class A Merger Consideration
or Class B Merger Consideration, as applicable, and cash for
fractional shares of Media Stock or Series D Preferred Stock
in accordance with Section 3.6(c) upon the surrender of a
certificate representing such shares of Company Common Stock
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(a "Company Certificate”). The Media Stock and Series D
Preferred Stock comprising part of the Merger Consideration,
when issued to the holders of Company Common Stock, will be
duly authorized, wvalidly issved, fully paiq, non-assessable
and not subject co preemptive rights created by statute,
Acquiror's Restated Certificate of Incorporation or Bylaws
or any agreement to which Acquiror is a party or by which
Acquiror is bound. -

d)
(1) =2f, h:tv-ln the date of this Agreement and the
Effective Time, the outstanding shares of Media Stock,
Series D Preferred Stock or Company Common Stock shall have
been changed into a different number of shares or a
different class, by reason of any stock dividend,
subdivision, reclassification, recapitalization, split,
combination or exchange of shares, the Common Conversion
Number and the Preferred Conversion Number correspondingly
shall be adjusted to reflect such stock dividend,
subdivision, reclassification, recapitalization, split,
combination or exchange of shares.

(11) The Class A Common Conversion Number and
Class B Common Conversion Number shall be determined in the
following manner:

(A) If the Determination Price is greater than or
equal to the Floor Price and less than or equal to the Cap
Price, (x) the Class A Common Conversion Number shall be
equal to the quotient of (1) the product of (I) the Class A
Common Percentage multiplied by (II) the Share Price divided
by (2) the Determination Price (rounded to the nearest
hundredth, or if there shall not be a nearest hundredth, to
the next lowest hundredth) and (Y) the Class B Common
Conversion Number shall be equal to the quotient of (1) the
product of (I) the Class B Common Percentage multiplied by
(II) the Share Price divided by (2) the Determination Price
(rounded to the nearest hundredth, or if there shall not be
a nearest hundredth, to the next lowest hundredth) .

(B) 1If the Determination Price is less than the

Floor Price, (x) the Class A Common Conversion Number shall
be equal to the quotient of (1) the product of (I) the Class
A Common Percentage multiplied by (II) the Share Price
divided by (2) the Floor Price (rounded to the nearest
hundredth, or if there shall not be a nearest hundredth, to
the next lowest hundredth) and (y) the Class B Common
Conversion Number shall be equal to the quotient of (1) the
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product of (I) the Class B Common Percentage multipliad by
(II) the Share Price divided by (2) the Floor Price (rounded
to the nearest hundredth, or if there shall not be a nearest
hundredth, to the next lowest hundredth) ; =

that in such event Acquiror shalil have the right to give
written notice to the Company (the "Floor Top-Up Intent
Notice") that the board of directors of Acquiror elects to
increase both (x) the Class A Common Conversion Number to
the quotient of (1) the product of (I) the Class A Common
Percentage multiplied by (II) the Share Price divided by
(2) the Determination Price (rounded to the nearest
hundredth, or if there shall not be a nearest hundredth, to
the next lowest hundredth) and (y) the Class B Common
Conversion Number to the quotient of (1) the product of

(I) the Class B Common Percentage multiplied by (II) the
Share Price divided by (2) the Determination Price (rounded
to the nearest hundredth, or if there shall not be a nearest
hundredth, to the next lowest hundredth). The Floor Top-Up
Intent Notice shall be delivered to the Company no later ’
than 2:00 p.m. on the second Business Day prior to the
Closing Date. If, in such case, Acquiror does not deliver a
Floor Top-Up Intent Notice, the Company shall have the right
to give written notice to Acquiror (the "Company Termination
Notice") that the Company elects to terminate this
Agreement. The Company Termination Notice shall be
delivered to Acquiror no later than 2:00 p.m. on the
Business Day prior to the Closing Date.

(C) If the Determination Price is eater than
the Cap Price, (x) the Class A Common Conversion Number
shall be equal to the quotient of (1) the product of (I) the
Class A Common Percentage multiplied by (II) the Share Price
divided by (2) the Cap Price (rounded to the nearest
hundredth, or if there shall not be a nearest hundredth, to
the next lowest hundredth) and (y) the Class B Common
Conversion Number shall be egqual to the quotient of (1) the
product of (I) the Class B Common Percentage multiplied by
(II) the Share Price divided by (2) the Cap Price (rounded
to the nearest hundredth, or if there shall not be a nearest
hundredth, to the next lowest hundredth) ; . however,
that in such event, the Company shall have the right to give
written notice to Acquiror (the "Cap Top~Up Intent Notice"™)
that the Board of Directors elects to decrease both (x) the
Class A Common Conversion Number to the quotient of (1) the
product of (I) the Class A Common Percentage multiplied by
(II) the Share Price divided by (2) the Determination Price
(rounded to the nearest hundredth, or if there shall not be
a nearest hundredth, to the next lowest hundredth) and

¥
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(y) the Class B Common Conversion Number to the quotient of
(1) the product of (I) the Class B Common Percentage
multiplied by (II) the' Share Price divided by (2) the
Determination Price (rounded to the nearest hundredth, or if
there shall not ba a nearest _.undredth, to the next lowest
hundredth). The Cap Top-Up Intent Notice shall be delivered
to Acquiror no later than 2:00 p.m. on the second Business
Day prior to the Closing Date. If, in such case, the
Company does not deliver a Cap Top-Up Intent Notice,
Acquiror shall have the right tc give written notice to the
Company (the "Acquiror Termination Notice") that Acquiror
elects to terminate this Agreement. The Acquiror
Termination Notice shall be delivered tc the Company no
later than 2:00 p.m. on the Business Day prior to the
Closing Date. .

3.2 Company Common Stock Elections: Exchange
Fund. (a) Each Person who, at the Effective Time, is a
record holder of shares of Class B Common Stock (other than
holders of shares of Class B Common Stock to be cancelled as
set forth in Section 3.1(b) or subiect to Section 3. or
3.6) shall have the right to submit an Election Form (as
defined in Section 3.2(c)) specifying the number of shares
of Class B Common Stock that such Person desires to have
converted into the right to receive the Class B Stock
Consideration (the "Stock Election") and the number of
shares of Class B Common Stock that such Person desires to
have converted into the right to receive the Class B Cash
Consideration pursuant to the Class B Cash Election.

(b) Promptly after the Allocation Determination
(as defined in Section 3.2(d)), (i) Acquiror shall deposit
(or cause to be depositad) with a bank or trust company to
be designated by Acquiror and reasonably acceptable to the
Company (the "Exchange Agent®), for the benefit of the
holders of shares of Class B Common Stock, for exchange in
accordance with this Article III, cash in the amount
sufficient to pay the aggregate Class B Cash Consideration
and (ii) Acquiror shall deposit (or cause to be deposited)
with the Exchange Agent, for the benefit of holders of
shares of Company Common Stock, certificates representing
the shares of Media Stock and Series D Preferred Stock
("Acquiror Certificates") for exchange in accordanc: with
this Acticle III (the cash and shares deposited pursuant to
clauses (i) and (ii) being hereinafter referred to as the
"Exchange Fund"). The Media Stock and Series D Preferred
Stock into which Company Common Stock shall be converted
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pursuant to the Merger shall be deemed to have been issued
at the Effective Time.

(c) As soon as reasonably practicable after the
Effective Time, the Exchange Agent shall mail to each holder
of record of Company Common Stock immediately prior to the
Effective Time (excluding any shares of Company Comaon Stock
which will be cancelled pursuant to Section 3.1(b) or which
are subject to Section 3.5 or 3.6) (A) a letter of
transmittal (the "Company Letter of Transmittal®) (which
shall specify that delivery shall be effected, and risk of
loss and title to the Company Certificates shall pass, only
upon delivery of such Company Certificates to the Exchange
Agent and shall be in such form and have such other
provisions as Acquiror shall specify) and (B) instructions
for use in effecting the surrender of the Company
Certificates in exchange for the Class A Merger
Consideration or Class B Merger Consideration, as
applicable, with respect to the shares of Company Common
Stock formerly represented thereby. The Exchange Agent
shall also mail to holders of Class B Common Stock, together
with the items specified in the preced sentence, an
election form (the "Election Form") providing for such
holders to make the Cash Election or the Stock Election.
The Election Form shall include information as to the Share
Price, the Class B Common Conversion Number, the Class B
Preferred Conversion Number and the Cash Consideration
Amount and state the pricing terms of the Series D Preferred
Stock. As of the Election Deadline (as hereinafter defined)
all holders of Class B Common Stock immediately prior to the
Effective Time that shall not have submitted to the Exchange
Agent or shall have properly revoked an effective, properly
completed Election Form shall be deemed to have made a Stock

Election.

‘(d) Any Cash Election or Stock Election (other
than a deemed Stock Election) shall have been validly made
only if the Exchange Agent shall have received by 5:00 p.m.
New York, New York time on a date (the "Election Deadline")
to be mutually agreed upon by Acquiror and the Cuupan{
(which date shall not be later than the twentieth Business
Day after the Effective Time), an Election Form properly
completed and executed (with the signature or signatures
thereof guaranteed to the extent required by the Election
Form) by such holder accompanied by such holder's Company
Certificates, or by an appropriate guarantee of delivery of
such Company Certificates from a member of any registered
national securities exchange or of the National Association
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of Securities Dealers, Inc. or a commercial bank or trust
company in the United States as set forth in such Election
Form. Any holder of Class B Common Stock (other than a
holder who has submitted an § -revocable election) who has
made an election py submitting an Election Form to the
Exchange Agent may at any time prior to the Election
Deadline ﬁhlngl such holder's election by submitting a
revised Election Form, properly completed and signed that is
received by the Exchange Agent prior to the Election
Deadline. Any holder of Class B Common Stock may at any
time prior to the Election Deadline revoke such holder's
election by written notice to the Exchange Agent received by
the Close of business on the day prior to the Election
Deadline. As soon as practicable after the Election
Deadline, the Exchange Agent shall determine the allocation
of the cash portion of the Class B Merger Consideration and
‘the stock portion of the Class B Merger Consideration and
shall notify Acquiror of its determination (the "Allocation
Determination®).

; (e) Upon surrender of a Company Certificate for
cancellation to the Exchange Agent, together with the
Company Letter of Transmittal, duly executed, and such other
documents as Acquiror or the Exchange Agent shall reasonably
request, the holder of such Company Certificate shall be
entitled to receive promptly after the Election Deadline in
exchange therefor (A) a certified or bank cashier's check in
the amount equal to tha cash, if any, which such holder has
the right to receive pursuant to the provisions of this
Article III (including any cash in lieu of fractional shares
of Media Stock and Series D Preferred Stock pursuant to
Section 3.4(c)), and (B) Acquiror Certificates representing
that number of shares of Media Stock and Series D Preferred
Stock, if any, which such holder has the right to receive
pursuant to this Article III (in each case less the amount
of any required withholding taxes, if any, determined in
accordance with Section 3.4(g)), and the Company Certificate
so surrendered shall forthwith be cancelled. Until
surrendered as contemplated by this Section 3.3, each
Company Certificate shall be deemed at any time after the
Effective Time to represent only the right to receive the
Class A Merger Consideration or Class B Merger
Consideration, as applicable, with respect to the shares of
Company Common Stock formerly represented thereby.

(£) Acquiror shall have the right to make
reasonable rules, not inconsistent with the terms of this
Agreement, governing the validity of the Election Forms, the
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manner and extent to which Cash Elections or Stock Elections
are to be taken into account in making the determinations
prescribed by Section 3.3, the issuance and delivery of
certificates for Media Stock z3d Series D Preferred Stock
into which shares of Class B Common Stock are converted in
the Merger, and the payment of cash for shares of Class B
Common Stock converted into the right to receive cash in the

Merger.

3.3 Proration. (a) The aggregate amount of cash
to be paid to holders of Class B Common Stock (the "Cash
Cap") shall not exceed the Cash Consideration Amount.

(b) In the event that the aggregate amount of
cash represented by the Cash Elections received by the
Exchange Agent (the "Requested Cash Amount®) exceeds the
Cash Cap, each holder making a Cash Eiection shall receive,
for each share of Class B Common Stock for which = Cash
Election has been made, (x) cash in an amount equal to the
product of the Class B Cash Consideration and a fraction,
the numerator of which is the Cash Cap and the denominator
of which is the Requested Cash Amount (such product, the
"Prorated Cash Amount®), (y) a number of shares of Media
Stock equal to the product of the Class B Common Percentage
and a fraction, the numerator of which is equal to the Share
Price minus the Prorated Cash Amount and the denominator of
which is the Calculation Price and (z) a number of shares of
Series D Preferred Stock equal to the product of the Class B
Preferred Percentage and a fraction, the numerater of which
is equal to the Share Price minus the Prorated Cash Amount
and the denominator of which is equal to the Liquidation
Value.

(c¢) In the event the Requested Cash Amount is
less than the Cash Cap, each holder making a Stock Election
(other than as set forth in Section 3.5) shall receive for
each share of Class B Common Stock for which a Stock
Election has been made, (%) cash in an amount equal to the
quotient of (1) the excess of the Cash Cap over the
Requested Cash Amcunt divided by (2) the number of shares or
Class B Common Stock for which such Stock Elections have
been made or have been deemed to have been made (svch
quotient, the "Excessd Cash Amount"), (y) a number of shares
of Media Stock equal to the product of the Class B Common
Percentage and a fraction, the numerator of which is equal
to the difference batween the Share Price and the Excess _
Cash Amount and the denominator of which is equal to the
Calculation Price and (z) a number of shares of Series D
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Preferred Stock equal to the product of the Class B
Preferred Percentage and a fraction, the numerator of which
is equal to the difference between the Share Price and the
Excess Cash Amount an? the denomi’ ator of which is equal to
the Liquidation Vvalue. _

3.4 Dividends. Fractional Shares., Etc.
(a) Notwithstanding any other provisions of this Agreement,
no dividends or other distributions declared after the
Effective Time on Media Stock or Series D Preferred Stock
shall be paid with respect to any whole shares of Media
Stock or Series D Preferred Stock represented by a Company
Certificate until such Company Certificate is surrendered
for exchange as provided herein. Subject to the effect of
Applicable Laws, following surrender of any such Company
Certificate, there shall be paid to the holder of the
Acquiror Certificates issued in exchange therefor, without
interest, (i) at the time of such surrender, the amount of
dividends or other distributions with a record date after
the Effective Time theretofore payable with respect to such
whole shares of Media Stock and Series D Preferred Stock and
not paid, less the amount of any withholding taxes which may
be required thereon, and (ii) at the appropriate payment
date, the amount of dividends or other distributions with a
record date after the Effective Time but prior to surrender
and a payment date subsequent to surrender payable with
respect to such whole shares of Media Stock and Series D
Preferred Stock, less the amount of any withholding taxes
which may be required thereon.

(b) At or after the Effective Time, there shall
be no transfers on the stock transfer books of the Company
of the shares of Company Common Stock which were outstanding
immediately prior to the Effective Time. If, after the
Effective Time, certificates representing any such shares
are presented to the Surviving Corporation, they shall be
cancelled and exchanged for certificates for the
consideration, if any, deliverable in respect thereof
pursuant to this Agreement in accordance with the procedures
set forth in this Article III. Company Certificates
surrendered for exchange by any Person constituting an
"affillate" of the Company for purposes of Rule 145(c) under
the Securities Act shall not be exchanged until Acquiror has
received a written agreement from such Person as provided in
Section 7.13.

(c) (i) No certificates or scrip evidencing
fractional shares of Media Stock or Series D Preferred Stock
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shall be issued upon the surrender for exchange of Company
Certificates, and such fractional share interests will not
entitle the owner thereof to vote or to any rights of a
stockholder of Acquiror. 1In lieu of any such fractional
shares, the Exchange Agent shall, on behalf of all holders
of fractional shares of Media Stock and Series D Preferred
Stock, as soon as practicable after the Effective Time,
aggregate all such fractional interests (collectively, the
"Fractional Shares") and, at Acquiror's option, such
Fractional Shares shall be purchased by Acquiror or
otherwise sold by the Exchange Agent as agent for the
holders of such Fractional Shares, in either case at the
then prevailing price on the NYSE, all in the manner
provided hereinafter. Until the net proceeds of such sale
or sales have been distributed to the holders of Fractional
Shares, the Exchange Agent shall retain such proceeds in
trust for the benefit of such holders. Acquiror shall pay
all commissions, transfer taxes and other out-of-pocke*
transaction costs, including expenses and compensation of
the Exchange Agent, incurred in connection with such sale of
the Fractional Shares.

(ii) To the extent nottg:rchllcd by Acquiror, the
sale of the Fractional Shares by Exchange Agent shall be
executed on the NYSE or through one or more member firms of
the NYSE and will be executed in round lots to the extent
practicable. 1In either case, the Exchange Agent will
determine the portion, if any, of the net proceeds of such
sale to which each holder of Fractional Shares is entitled,
by multiplying the amount of the aggregate net proceeds of
the sale of the Fractional Shares, by a fraction, the
numerator of which is the amount of Fractional Shares to
which such holder is entitled and the denominator of which
is the aggregate amount of Fractional Shares to which all
holders of Fractional Shares are entitled.

(iii) As soon as practicable after the
determination of the amount of cash, if any, to be paid to
holders of Fractional Shares in lieu of such Fractional
Shares, the Exchange Agent shall mail such amounts, without

interest, to such holders; provided, however, that no such
amount will be paid to any holder of such Fractional Shares
prior to the surrender by such holder of the Company
Certificates formerly representing such holder's shares of
Company Common Stock.

(d) Any portion of the Exchange Fund that remains
undistributed to the holders of Company Common Stock for six
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months after the Effective Time shall be delivered to

Or, upon demand, and any holders of Company Common
Stock who have not theretofore complied with this Article
III shall thereafter lock only to Acquiror for the Class A
Merger Consideratisn or Class 8 Merger Consideration, as
applicable, net cash froulldl from the sale of Fractional
Shares and id dividends and distributions on the Media
Stock and Series D Preferred Stock to which they are
entitled. All interest accrued in respact of the Exchange
Fund shall inure to the banefit of and be paid to Acquiror,

(e) None of Acquiror, the Company or the Exchangs
Agent shall be liable to any holder of shares of Company
Common Stock for any cash, shares of Media Stock or Series D
Preferred Stock, net cash proceeds from the sale of
Fractional Shares or unpaid dividends or distributions with
respect to Media Stock or Series D Preferred Stock from the
Exchange Fund delivered to a public official pursuant to any
applicable abandoned property, escheat or similar law. If
any Company Certificates shall not have been surrendered
prior to seven years after the Effective Time (or
immediately prior to such earlier date on vhich any cash,
shares of Media Stock or Series D Preferred Stock, net cash
proceeds from the sale of Fractional Shares or unpaid
dividends or distributions with respect to Media Stock or
Series D Preferred Stock in respect of such Company
Certificates would otherwise escheat to or become the
property of any Governmental Authority), any such cash,
shares or unpaid dividends or distributicns in respect of
such Company Certificates shall, to the extent permitted by
Applicable Laws, become the property of the Surviving
Corporation; provided, however, that any holder of Company
Common Stock shall thereafter have the right to demand from
Acquiror any such cash, shares or unpaid dividends or
distributions.

(£) In the event that any Company Certificate
shall have been lost, stolen or destroyed, upon the making
of an affidavit of that fact by the Person claiming such
Company Certificate to be lost, stolen or destroyed and, if
required by Acquiror, the posting by such Person of a bond
in such reasonable amount as Acquiror may direct as
indemnity against any claim that may be made against it with
respect to such Company Certificate, the Exchange Agent (or
Acquiror, as the case may be) will issue in exchange for
such lost, stolen or destroyed Company Certificate the
Class A Merger Consideration or Class B Merger
Consideration, as applicable, cash in lieu of fractional
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shares, and unpaid dividends and distributions on shares of
Media Stock and Series D Preferred Stock deliverable in
respect thereof pursuant to this Agreement.

(g) Acquiror shall be entitled to, or shall be
entitled to cause the Exchange Agenc to, deduct and withhold
from the consideration otherwise payable pursuant to this
Agreement to any holder of shares of Company Common Stock
such amounts as are required to be deducted and withheld
with respect to the making of such payment under the Code,
or any provision of state, local or foreign tax law. To the
extent that amounts are so withheld by Acquiror or the
Exchange Agent, as the case may be, such withheld amounts
shall be treated for all purposes of this Agreement as
having been paid to the holder of the shares of Company
Common Stock in respect of which such deduction and
withholding was made by Acquiror.

3.5 Restricted Stock. To the extent any Company
Common Stock that is unvested and outstanding immediately
prior to the Effective Time is subject to the terms and
conditions of a Restricted Stock Purchase Agreement ("RSPA™)
betweean the Company and any current or former employee of
the Company ("Restricted Company Common Stock"), (i) the
holder of such Restricted Company Common Stock shall not be
entitled to make a Cash Election in respect of such
Restricted Company Common Stock nor shall it receive cash
pursuant to Section 3.3 and (ii) any Media Stock or Series D
Preferred Stock received with respect to such Restricted
Company Common Stock shall be subject to the terms of such
RSPA, as amended by an Amendment to Restricted Stock
Purchase Agreement substantially in the form set forth in
Section 3.5 of the Company Disclosure Letter.

3.6 Dissenting Shares. Notwithstanding any other
provisions of this Agreement to the contrary, shares of
Company Common Stock that are outstanding immediately prior
to the Effective Time and that are held by stockholders who
shall have not voted in favor of the Merger or consented
thereto in writing and who shall have demanded properly in
writing appraisal for such shares in accordance with Section
262 of the DGCL (collectively, the "Dissenting Shares")
shall not be converted into or represent the right to
receive the Class A Merger Consideration or Class B Merger
Consideration, as applicable. Such stockholders uhall be
entitled to receive payment of the appraised value of such
shares of Company Common Stock held by them in accordance
with the provisions of such Section 262, except that all
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Dissenting Shares held by stockholders who shall have failed
to perfect or who effectively shall have withdrawn or lost
their rights to appraisal of such shares of Company Common
Stock under such Section 262 shall thereupon be deemed to
have been converted into and to have become ex eable, as
of the Effective Time, for the right to receive, without any
interest thereon, the Class A Merger Consideration or

Class B Merger Consideration, as a licable, upon surrender
in the manner provided in this Article III, of the Company
Certificate or Company Certificates that formerly evidenced
such shares of Class B Common Stock.

3.7 Share Price Adjustment. If the Closing shall
nct have occurred on or prior to January 3, 1997, the Share
Price shall be increased at a rate egqual to 8% per annum
from and including January 1, 1997 to and excluding the
Closing Date calculated on the basis of the actual number of
days in the period (such amount being the "Additional
Amount®) ; + however, that no such amount shall be
added to the Share Price if (i) the Closing has not occurred
on or prior to January 3, 1997 and the last of the
conditions set forth in Article VIII to be fulfilled is the
condition set forth in Section 8.2(h) or the condition set
forth in Section 8.1(a), other than, in each case as a
result of any action taken or not taken by Acquiror or
(ii) the has taken any action that would result in
any of the conditions to the consummation of the Merger set
forth herein not being satisfied at such time; provided,
further, that upon satisfaction of the conditions described
in clause (i) above if either such condition i{s the last
condition to be fulfilled, the Additional Amount shall be
added to the Share Price and shall be calculated commencing
five Business Days after the date of such satisfaction.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company hereby represents and warrants to
Acquiror as follows:

4.1 Organization and Authority of the Company.
(a) Each of the Company and its Subsidiaries is a
corporation or partnership duly organized, validly existing
and in good standing under the laws of its jurisdiction of
incorporation or organization with all requisite power to
enable it to own, lease and operate its assets and
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properties and to conduct its business as currently being
conducted and is qualified and in good standing to do -
business in each jurisdiction in which the nature of the
business conducted by it or the character or location of the
properties owned or leased by it requires such
qualification, except to the extent the failure so to
qualify ::utg.nnt have a H.t.{ial Adverse Effect with
respect Company. Complete and correct copies of the
Restated Certificate of Incorporation and Bylaws, each as
amended to date, of the Company have been delivered to .
Acgquiror. Such Restated Certificate of Incorporation and
Bylaws are in full force and effect.

(b) The Company has all requisite corporate powver
and authority to execute and deliver this Agreement and the
Transaction Documents to which it is a party and to perform
its obligations hereunder and thereunder and, subject to
(1) the adoption of this Agreement by the holders of a
majority of the voting power of the outstanding shares of
Company Capital Stock, voting as a single class and (ii) the
adoption of the Charter Amendment by 66-2/3% of the voting
power of the outstanding shares of Company Capital Stock
voting as a single class and a majority of the voting power
of each of the outstanding shares of the Class A Common
Stock and the Class B Common Stock voting as separate
classes (collectively, the "Stockholder Approvals"™), to
consummate the transactions contemplated hereby and thereby.
The execution and delivery of this Agreement and such
Transaction Documents and the consummation of the
transactions contemplated hereby and thereby have been duly
authorized by all requisite corporate action on the part of
the Company, subject, in the case of this Agreement, the
Merger and the Charter Amendment, to the Stockholder

rovals. This Ag:-clant and each Transaction Document to
which the Company a party has been duly executed and
delivered by the Company and constitutes the legal, valid
and binding obligation of the Company, enforceable against
it in accordance with its terms, except (i) as such
enforceability may be limited by bankruptcy, insolvency,
reorganization, moratorium or similar laws affecting
creditors' rights generally and (ii) as the remedy of
specific performance and injunctive and other forms of
equitable relief may be subject to equitable defenses and to
the discretion of the court before which any proceeding
therefor may be brought.

) (c¢) Section 4.1 of the letter from the Company,
dated the date hereof, addressed to Acquiror (the "Company
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Disclosure Letter") sets forth, as of the date hereof, a
true and complete list of all of the Company's Subsidiaries,
including the jurisdiction of inecc sporation or organization
of each Subsidiary and the percentage of each Subsidiary's
outstanding capital stock.or other ownership interest owned
by the Company or another Subsidiary of the Company or by
any other Person. All of the outstanding shares of capital
stock of each Subsidiary hava been validly issued and are
fully paid and nonassessable and, except as set forth i:-
Section 4.1 of the Company Disclosure Letter, are owned by
the Company or a Subsidiary, free and clear of all
Encumbrances. Except as set forth in Section 4.1 of the

Disclosure Letter, the Company does not, directly or
indirectly, own any capital stock of or other equity
interests in any corporation, partnership or other Person
and neither the Cﬂl{lﬂr nor any of its Subsidiaries is a
member of or participant in a partnership, joint venture or
similar Person.

4.2 gCapitalization. (a) As of the date hereof,
the authorized capital stock of the Company consists of:
(1) 425,000,000 shares of Class A Common Stock, of which
(A) 38,885,385 shares are issued and outstanding, all of
which are duly authorized, validly issued, fully paid and
nonassessable and not subject to preemptive rights created
by statute, the Company's Restated Certificate of
Incorporation or Bylaws or any agreement to which the
Company is a party or which the Company is bound and
(B) no shares are held in the treasury of the Company;
(11) 200,000,000 shares of Class B Common Steock, of which
(A) 109,349,496 shares are issued and cutstanding, all of
which are duly authorized, validly issued, fully paid and
nonassessable and not subject to preemptive rights created
by statute, the Company's Restated Certificate of
Incorporation or Bylaws or any agreement to which the
Company is a party or by which the Company is bound, (B) no
shares are held in the treasury of the Company and
(C) 28,571,450 shares are issuable upon conversion of
Company Preferred Stock; and (iii) 200,000,000 shares of
Preferred Stock, par value $.01 per share, of the Company,
of which 1,142,858 shares have been designated Series A
Participating Convertible Preferred Stock (the "Company
Preferred Stock™ and, together with the Company Common
Stock, the "Company Capital Stock") and are issued and
outstanding, all of which are duly authorized, validly
issued, tull{ paid and nonassessable and not subject to
preemptive rights created by statute, the Company's
Certificate of Incorporation or Bylaws or any agreement to
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which the Company is a party or by which the Company is
bound.

- (b) Other than as described in this Section 4.2,
or as listed in Section 4.2(b) of the Company Disclosure
Letter, no shares of the capital stock of the Company are
authorized, issued or outstanding, or ‘eserved for any other
purpose, and there are no options, warrants or other rights
- (inel tag-along, right of first refusal, buy-sell,
registration or similar rights), a + &rrangements or
commitments of any character to which the Company, any of
its subsidiaries or any Person in which the Company or its
Subsidiaries own any interest is a party relating to the
issued or unissued capital stock of the Company, of its
Subsidiaries or any such Person or obligat or which could
obligate the Company or any of its Subsidiar et to grant,
issue or sell any shares of capital stock of the Company,
any of its Subsidiaries or any Person in which the
or its Subsidiaries own any interest, by sale, lease,
license or otherwise. Except as described in Section 4.2(b)
of the Company Disclosure Letter, the Company has no
outstanding bonds, debentures, notes or other obligations
the holders of which have the right to vote or that are
convertible into or exercisable for securities having the
right to vote with the stockholders of the Company on any
matter. Except as seft forth in Section 4.2(b) of the
Company Disclosure Letter, there are, to the Knowledge of
the Company, no voting trusts or other agreements or
understandings with respect to the voting of Company Capital
Stock. Except as set forth on Section 4.2 of the culganr
Disclosure Letter, none of the Company, its Subsidiaries or
any Person in which the Company or its Subsidiaries own any
interest is a party to any non-competition agreement or
other agreement or arrangement which restrains, limits or
impedes the current or contemplated business or operations
of the Company or any of its Subsidiaries or would apply to
Acquiror or any of its Affiliates following the Effective
Time

4.3 No cConflicts. Except as set forth in Section
4.3 of the Company Disclosure Letter, subject to obtaining
the Company Consents (as defined in Section 4.6), the
execution and delivery of this Agreement and each of the
Transaction Documents to which the Company is a party by the
Company do not, and the consummation of the transactions
contemplated hereby and thereby and compliance with the
terms hereof and thereof will not, conflict with, or result
in any violation of or default (with or without notice or
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lapse of time, or both) under, or give rise to a right of
termination, cancellation or acceleration of any obligation
or to loss of a material benefit under, or to increased,
additional, accelerated or guaranteed rights or entitlements
of any Person under, or result in the creation of any
Encumbrances upon any of the properties or assets of the

or its Subsidiaries under any provision of (i) the
Certificate of Incorporation, Bylaws or other organizational
document of the Company or any Subsidiary, (ii) any note,
bond, mortgage, indenture or deed of trust, deed to secure
debt or any license, lease, contract, commitment, permit,
concession, franchise,' agreement or other binding
arrangement to which the Company or any of its Subsidiaries
is a party or by which any of them or their respective
pr ies or assets are bound, including any Franchise,
(iii) any judgment, order, writ, injunction or decree of any
court, governmental body, administrative agency or
arbitrator applicable to the Company or any Subsidiary or
their respective properties or assets as of the date hereof
or (iv) any law, statute, rule, regulation or judicial or
administrative decision applicable to the Company or any
Subsidiary, except in the case of clauses (ii) and (iv),
such conflicts, violations and defaults, termination,
cancellation and acceleration rights and entitlements and
Encumbrances that in the aggregate would not hinder or
impair the consummation of the transactions contemplated
hereby or have a Material Adverse Effect with respect to the

Company.

4.4 Yote Reguired. The Stockholder Approvals are
the only votes of the holders of any class or strfu; of
Company Capital Stock necessary or required (under
Applicable Law or otherwise) to approve this Agreement and
the transactions contemplated hereby.

4.5
a) The Board of Directors at a meeting duly

Advisor. (

called and held, has by unanimous vote of those directors
present (who constituted 100% of the directors then in
office) (i) determined that this Agreement and the
transactions contemplated hereby, including the Merger, are
fair to and in the best interests of the stockholders of the
Company and has approved the same, and (ii) resolved to °
recommend that the holders of the shares of Company Capital
Stock adopt this Agreement and the transactions contemplated

hereby, including the Merger.
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(b) The Company has received the opinions of
(1) Lazard Freres & Co. LLC, dated February 27, 1996, to the
effect that, as of the date hereof, the consideration to be
received by the holders of shares of Company Capital Stock
in the Merger is fair from i financial point of view to such
holders and (ii) Allen & Company IncorpJrated, dated
February 27, 1996, to the effect that, as of the date
hereof, the consideration to be received by the holders of
the Class A Common Stock in the Merger is fair from a
financial point of view to such holders. A signed, true and
complete copy of such opinions has been delivered to :
Acquiror. ’

4.6 Congents. Not later than 30 days after the
date of this Agreement, the Company shall furnish to
Acquiror a list of each Franchise as to which notice to, or
the consent of, a Governmental Authority is required as a
condition to the transfer of control or the right to control
the Franchise in connection with the transactions
contemplated hereby (all such notices and consents being
"Franchise Consents”). Section 4.6 of the Company
Disclosure Letter lists each FCC license held by the Company
or any Subsidiary, other than private mobile radio service
licenses, as to which FCC consent is required prior to the
assignment or transfer of control of suck license in
connection with the transactions contemplated hereby (all
such notices and consents being "License Consents"). Except
for (i) the Franchise Consents and License Consents, (ii) as
set forth in Section 4.6 of the Company Disclosure Letter,
(iii) compliance with and filings under the HSR Act, -
(iv) the filing with the SEC of (A) a proxy statement under
the Exchange Act relating to the meeting (or meetings) of
the Company's stockholders to be held in connection with the
Merger, the Charter Amendment and the other transactions
contemplated by this Agreement (the "Proxy Statement®),

(B) any registration statement required to be filed in
connection with any action taken by the Company pursuant to
Section 7.7 and (C) such reports under the Exchange Act as
may be required connection with this Agreement and the
transactions contemplated hereby, (v) the filing of the
Certificate of Merger with the Secretary of State of the
State of Delaware and appropriate documents with the
relevant authorities of other states in which the Company is
qualified to do business, (vi) such filings and approvals as
may be required by any npzlicablc state securities, "blue
sky" or takeover laws, (vii) such filings in connection with
any state or local tax which is attributable to the
beneficial ownership of the Company's or its Subsidiaries'
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real property, if any (collectivnlié "Gains Taxes"), and
(viii) such filings as may be required with the FccC or any
Governmental Authority to cobtain their consent to the
assumption by the Acgquiror of the Social Contract (including
all Systems and communities cacompassed thereby) between the
Company and the FCC, as approved by Memorandum Opinion and
Order released August 3, 1995 (FCC 95-335) (the "Social
Contract Order") and as may be modified thereafter by a
Pi:ggl-dtgo:é:é E:?::l:: lllnﬁllnthrilt 1liluhltnntin11y
B ar e Company provided to Acquiror
(the "Social Contract Amendment®) (such notice and consent
being the "Social Contract Consents®) (the items in clauses
(1) through (vi) being collectively referred to herein as
» ny Consents"), no consents, approvals, licenses,

ts, orders or authorizations of, or registrations,
declarations, notices or filings with, any Governmental
Authority or any Third Party are required to be obtained or
made h{ or with respect to the Company or any of its
Subsidiaries on or prior to the Closing Date in connection
with (A) the execution, delivery and performance of this -
Agreement or any of the Transaction Documents to which the
Company is a + the consummation of the transactions
contemplated and thereby or the taking by the Company
of any other action contemplated hereby or thereby, (B) the
continuing validity and effectiveness of (and prevention of
any material default under or violation of the terms of) any
Franchise or any other material, license, permit or
authorization or any material contract, agreement or lease
to which the Company or any Subsidiary is a party or (C) the
conduct by the Company or any of its Subsidiaries of their
respective businesses following the Closing as conducted on
the date hereof, which, if not obtained or made in
connection with clauses (A), (B) and (C), would have a
Material Adverse Effect with respect to the Company.

4.7 Compliance; No Defaults. (a) Except as set
forth in Section 4.7 of the Company Disclosure Letter,
neither the Company nor any of its Subsidiaries is in
violation of, is, to the Knowledge of the Company, under
investigation with respect to any violation of, has been
given notice or been charged with violation of, or failed to
comply with any statute, law, ordinance, rule, order or
regulation of any Governmental Authority (including but not
limited to the Social Contract Order, as amended) applicable
to its business or operations ("Applicable Laws"), except
for violations and failures to comply that would not have a
Material Adverse Effect with respect to the Company. Except
as set forth in Section 4.7 of the Company Disclosure
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Letter, the Company and its Subsidiaries have all permits,
licenses, variances, exemptions, orders and approvals of all
Governmental Authorities ("Peormits") which are material to
the operation of the businesses of the Company and its
Subsidiaries, taken as a whole.

(b) Neither the Company nor any of its
Subsidiaries is in default or violation (and no event has
occurred which, with notice or the lapse of time or lkoth,
would constitute a default or violation) of any term,
condition or provision of (i) its Certificate of
Incorporation, as amended, or Bylaws or other comparable
organizational document or (ii) any note, bond, mortgage,
indenture, license, agreement or other instrument or
obligation to which the Company or any of its Subsidiaries
is now a or by which the Company or any of its
Subsidiaries or any of their respective properties or assets
may be bound, -xuurt in the case of clause (ii), for
defaults or viclations which in the aggregate would not have
a Material Adverse Effect with respect to the Company.

4.8 SEC Documents: Undisclosed Liabilities.
(a) The Company has made available to Acquiror a true and
complete copy of each report, schedule, istration
statement and definitive proxy statement filed by the
Company with the SEC since January 1, 1993 (as such
documents have since the time of their filing been amended,
the "Company SEC Documents®), which are all the documents
(other than preliminary proxy materials) that the Company
was required to file with the SEC since such date. As of
their respective dates, the Company SEC Documents (including
any financial statements filed, to be filed or required to
have been filed as a part thereof) complied in all material
respects with the requirements of the Securities Act or the
Exchange Act, as applicable, and the rules and regulations
of the SEC thereunder applicable to such Company SEC
Documents, and none of the Company SEC Documents contained
any untrue statement of a material fact or omitted to state
a material fact required to be stated therein or necessary
to make the statements therein, in light of the
circumstances under which they were made, not misleading.
The financial statements of the Company included in the
Company SEC Documents comply as to form in all material
respects with applicable accounting requirements and with
the published rules and regulations of the SEC wita respect
thereto, have been prepared in accordance with GAAP applied
on a consistent basis during the periods involved (except as
may be indicated in the notes thereto) and fairly present
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(subject, in the case of the unaudited financial statements,
to normal, recurring audit adjustments, which were not
individually or in the aggregate material) the consolidated
financial position of the Company and its consolidated
Subsidiaries as at the dates thereof and the consolidated
results of their operations and ca h flows for the periods
then ended.

(b) Except as disclosad in the Company SEC
Documents or in Section 4.8 or 4.9 of the Company Disclosure
Letter, as of the date hereof the Company and its
Subsidiaries do not have any material indebtedness,
obligations or liabilities of any kind (whether accrued,
absolute, contingent or otherwise, and whether due or to
become. due or asserted or unasserted) required by GAAP to be
reflected on a consolidated balance shest of the y and
its consolidated Subsidiaries or in the notes, exhibits or
schedules thereto.

4.9 Litigation. Except as set forth in the
Company SEC Documents or in Section 4.9 of the Compan
Disclosure Letter, there are no Legal Proceedings against or
affecting the Company or any of its sSubsidiaries or their
respective proparties or assets pending or, to the Knowledge
of the Company, threatened against the Company or any of its
Subsidiaries, that individually or in the aggregate could
(1) have a Material Adverse Effect with respect to the
Company or (ii) as of the date hereof, prevent, materially
hinder or delay the consummation of the transactions
contemplated by this Agreement or the Transaction Documents
or seek to limit the ownership or operation of the Company
by Acquiror. Except as set forth in Section 4.9 of the
Company Disclosure Letter, neither the Company nor any of
its Subsidiaries is a party or subject to or in default
under any judgment, order, injunction or decree of any
Governmental Authority applicable to it or to its respective
properties or assets, which judgment, order, injunction,
decree or default thereunder constitutes a Material Adverse
Effect with respect to the Company.

4.10 Taxes. (a) Except as set forth in Section
4.10(a) of the Company Disclosure Letter, (i) all Federal,
state, local and foreign Tax returns, declarations and
reports ("Tax Returns®) required to be filed by or on behalf
of the Company or any of its Subsidiaries have been filed on
a timely basis with the appropriate Governmental Authorities
in all jurisdictions in which such Tax Returns are req.ired
to be filed (after giving effect to any valid extensions of
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time in which to make such filings), except for Tax Returns
as to vhich the failure to file would not individually or in
the aggregate have a Material Adverse Effect with respect to
the Company, and all such Tax Returns were true, correct and
complete in all material respects; (ii) all amounts due and
payable in respect of such Tax Returns (including interest
and penalties) have been fully anu timely paid or are or
will be adequately providéd for in the appropriate financial
stateaents of the Company and its Subsidiaries, except for
amounts the failure to pay would not have a Material Adverse
Effect with res to the Company; (iii) no waivers of
statutes of limitations have been given or requested with
respect to the Company or any of its Subsidiaries in
connection with any Tax Returns covering the Company or any
of its Subsidiaries with respect to any income or franchise
Taxes or other material Taxes payable h{ any of them; and
(iv) each of the Company and its Subsidiaries has duly and
timely withheld from salaries, wages and other compensation
of its employees and paid over to the appropriate taxing
authorities all amounts required to be so withheld and paid
over for all periods not barred by applicable statutes of
limitations under all Applicable Laws, except for amounts as
to which the failure to withhold or pay would not have a
Material Adverse Effect with respect to the Company.

(b) Except as set forth in Section 4.10(b) of the
Company Disclosure Letter, all deficiencies asserted or
assessments made in an amount in excess of $300,000 by the
IRS or any other taxing authority of the Tax Returns of or
covering the Company or any of its Subsidiaries have been
fully paid or are or will be adequately provided for in the
appropriate financial statements of the Company and its
Subsidiaries.

(c) Except as set forth in Section 4.10(c) of the
Company Disclosure Letter, neither the Company nor any of
its Subsidiaries nor any other Person on behalf of the
Company or any of its Subsidiaries: (i) has filed a consent
pursuant to Section 341(f) of the Code or agreed to have
Section 341(f)(2) of the Code apply to any disposition of a
subsection (f) asset (as such term is defined in Section
341(f) (4) of the Code) owned by the Company or any of its
Suhsidiaries; (ii) has executed or entered into a closing
agreement pursuant to Section 7121 of the Code or any
predecessor provision thereof or any similar provision of
state, local or foreign law; or (iii) has agreed to or is
required to make any adjustments pursuant to Section 481(a)
of the Code or any similar provision of state, local or
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foreign law by reason of a change in accounting method
initiated by the Company or any of its Subsidiaries nor to
the Knowledge of the Company (which for purposes of this
Section 4.10 shall include the tax director) has the IRS
proposed any such adjustment or change in accounting method,
or has any application pending with any taxing authority
requesting permission for any changes in accounting methods
that relate to the business or operations of the Company or
any of its Subsidiaries.

(d) Except as set forth in Section 4.10(d) of the
Disclosure Letter, none of the assets of the Company
and its Subsidiaries is property required to be treated as
being owned by another Person pursuant to the provisions of
Section 168(f) (8) of the Internal Revenue Code of 1254, as
amended and in effect immediately prior to the enactment of
the Tax Reform Act of 1986 or is "tax-exempt use property"
within the meaning of Section 168(h) (1) of the Code.

(e) The Federal income Tax Returns of the Company
and its Subsidiaries, any of their predecessors or any
affiliated group of which the Company or any of its
Subsidiaries is or was a member have been examined by the
IRS, or the periods covered by such Tax Returns have been
closed by applicable statute of limitations, for all pericds
through December 31, 1991, except to the extent such Tax
Returns may be examined for the purpose of determining loss
or credit carryforwards to a year not so closed. The state
income or franchise Tax Returns of the Company and its
Subsidiaries, any of their predecessors or any affiliated,
combined or unitary group of which the Company or any of its
Subsidiaries is or was a member have been examined by the
relevant taxing authorities, or the iods covered by such
Tax Returns have been closed by applicable statute of
limitations, in each case through at least December 31,
1991, except to the extent such Tax Returns may be examined
for the purpose of determining loss or credit carryforwards
to a year not so closed.

(f£) Except as set forth in Section 4.10(f) of the
Company Disclosure Letter, (i) no Tax audits or other
administrative proceedings are pending with r-zlrd to any
Taxes for which the Company or any of its Subsidiuries may
be liable and (ii) no written notice of any such audit has
been received by the Company or any of its Subsidiaries.
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: (g) As of December 31, 1995, the Company had net
operating loss carryforwards for Federal income tax purposes
of no less than $900 million.

(h) Except as set forth in Section 4.10(h) of the
Company Disclosure Letter, neither the Company nor any of
its Subsidiaries ‘s a party t. or bound by any agreement
providing for the allocation or sharing of Taxes.

. (1) Except as set forth in Section 4.10(1i) of the
Company Disclosure Letter, since January 1, 1989 neither the
Company nor any of its Subsidiaries has been a member of, or
was acquired from, any "affiliated group™ (as defined in
Section 1504 of the Code) other than (i) in a transaction in
which the common parent of such affiliated group was
.acquired or (ii) the affiliated group in which the Company
is the common parent.

(J) Except as set forth in Section 4.10(j) of the
Company Disclosure Letter, the formance of the
transactions contemplated by Agreement will not (either
alone or upon the occurrence of any additional or subsequent
event) result in any payment that would constitute an
"excess parachute payment® within the meaning of Section
2B0G of the Code.

(k) The Company and each of its Subsidiaries is
not currently, has not been within the last five years and
does not anticipate becoming a "United States real property
:gldinq corporation” within the meaning of Section 897(c) of

e Code.

4.11 Emplovee Bepefits. (a) Section 4.11(a) of
the Company Disclosure Letter lists all "employee benefit
plans," as defined in Section 3(3) of ERISA, and all other
deferred compensation, bonus or other incentive
compensation, stock purchase or other Equity Appreciation
Rights Plans, severance pay, salary continuation for
disability or other leave of absence, supplemental
unemployment benefits, lay-off or reduction in force, change
in control or educational assistance arrangements or .
policies for which the Company or any of its Subsidiaries
has any material obligation or liability (each a "Benafit
Plan" and collectively, the "Benefit Plans"), including, but
not limited to, any individual benefit arrangement, policy
or practice with respect to any current or former offlicer,
employee or director of the Company or any of its
Subsidiaries.
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(b) Section 4.11(b) of the Company Disclosure
Letter lists, separately for each foreign country, all
Benefit Plans covering employees of the Company and its
Subsidiaries who zre employed Jutside of the United States
("Foreign Benefit Plans").

(c¢) The Company and its Subsidiaries have
delivered to Acquiror correct and complete copies of all
Benefit Plans, and, where applicable, each of the following
documents with respect to such plans: (i) any amendments,
(ii) any related trust documents, (iii) the two most
recently filed IRS Forms 5500 with all attachments thereto,
(iv) the last IRS determination letter, (v) the most recent
summary plan descriptions and summaries of material
modifications, (vi) the last actuarial valuation report and
(vii) written communications to employees to the extent the
substance of the Benefit Plans described therein differs
;:g:iinlly from the other documentation furnished under this

on.

(d) Except as disclosed in Section 4.11(d) of the
Disclosure Letter, none of the Benefit Plans is

subject to Title IV of ERISA or Section 412 of the Code, and
the Company and its ERISA Affiliates from time to time have
not within the preceding six years had any obligation to
make any contribution to a retirement plan subject to Title
IV of ERISA or incurred any liability (contingent or
otherwise) under Title IV of ERISA and neither the Company,
its Subsidiaries nor any of its ERISA Affiliates has any
actual or potential obligation or liability to any
multiemployer plan (as defined in Section 4001(a) (3) of

ERISA) .

(e) Each Benefit Plan, including any associated
trust, intended to qualify under Section 401 of the Code
dnga so qualify. ’

(f) Except as disclosed on Section 4.11(f) of the
Company Disclosure Letter and except as would not have a
Material Adverse Effect with respect to the Company, the
Benefit Plans have been maintained and administered in
accordance with their terms and with the provisions of
ERISA, the Code and other Applicable Lawsa.

(g) There are no pending or, to the Company's
Knowledge, overtly threatened actions, claims or lawsuits

that have been asserted or instituted against any of the
Benefit Plans, the assets of any of the trusts under such
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plans or the plan sponsor, plan administrator or fiduciary
of any of the Benefit Plans with respect to the operation of
such plans (other than routine benefit claims) that
individually or in the aggregate could have a Material
Adverse Effect with respect to the Company.

(h) The Company and its Subsidiaries do not
provide, and are not obligated to provide, retiree life
insurance or retiree health benefits to any current or
former employee after his or her termination of employment
with the Company or any Subsidiary, except as may be
required under Section 4980B of the Code and Part 6 of
Subtitle B of Title I of ERISA or as disclosed in Section
4.11(h) of the Company Disclosure Letter.

(i) Except as disclosed in Section 4.11(i) of the
Company Disclosure Letter and except with respect to
payments under the Equity Appreciation Rights Plans that
will be paid or satisfied by the Company on or prior to
Closing of all estimated payments, neither the execution and
delivery of this Agreement nor the consummation of the
transactions contemplated hereby will (i) result in any
payment becoming due to any employee (current or former) of
the Company or any Subsidiary, (ii) increase any benefits
otherwise payable under any Benefit Plan or (iii) result in
the acceleration of the time of payment or the vesting of
any benefits under any Benefit Plan. The Cozpany has also
delivered to Acquiror a schedule of all estimated payments
to be made under each Equity Appreciation Rights Plan on or
prior to the Closing. "Egquity Appreciation Rights Plans"*
are all plans or arrangements maintained by the Company or
any of its Subsidiaries that provide for a benefit based
upon the issuance of stock, restricted stock, stock options,
phantom stock or other equity appreciation rights or
incentive awards, determined by the book, fair market or
formula value of a share of stock of the Company.

(j) Except as disclosed in Section 4.11(j) of the
Company Disclosure Letter, (i) no employee of the Company or
any Subsidiary will be entitled to any severance payments
upon the sale of the Company or any Subsidiary, or any
divisionas or business units thereof, absent an employee's
actual loss of employment and (ii) none of the executives of
the Company or any Subsidiary are eligible to receive any

payment under any severance pay, stay bonus or other
retention plan, Troqrnl or arrangement of the Company or any

of its Subsidiaries.
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(k) Except as disclosed in Schedule 4.11(k) of
the Company Disclosure Latter, the projected benefit
obligation of the Company or anv Subsidiary (as calculated
using actuarial assumptions used to calculate liabilities
under FAS 87 with respect to post-employment benefits
accrued) under each Benefit Plan that is a defined benefit
pension plan is fully funded by assets of such plan or by an
adeguate reserve on the applicable balance sheet of the

Company or any Subsidiary.

4.12 cable Television Franchises. (a) Section
4.12 of the Company Disclosure Letter sets forth a list of
the Systems, and as to each such System, (i) the geographic
area and FCC community unit(s) served, (ii) the name of the
legal entity that owns such System and holds the applicable
franchise, as well as the identity, ownership interest and
relationship to the Company, if nnI, of each owner of any
interest in such legal entity, (iii) as of December 31,
1995, the number of Homes Passed and Subscribers served by
such System, and (iv) the names and addresses of the
Governmental Authorities issuing the franchises and/or
implementing such ordinances. By no later than 30 days
after the date of this Agreement, the Company shall furnish
to Acquiror a complete and accurate list and copy of all of
the franchise agreements and similar governing agreements,
instruments, resolutions, statutes and/or CATV-franchise-
related ordinances that are used, necessary or required in
order to operate, or to which the Company or its
Subsidiaries are subject by reason of their operation of,
the Systems (individually as to each System, its "PFranchise"
and collectively, the "Franchises¥), and, as of December 31,
1995, the number of Homes Passed and Subscribers served by
the Systems by Franchise. The Systems listed in Section
4.12 of the Company Disclosure Letter represent all of the
"cable television systems", as defined in Section 602(7) of
the Cable Act, owned and operated by the Company and its
Subsidiaries in the United States. The Franchises and any
related regulatory ordinances contain all material
commitments, obligations and rights of the Company and its
Subsidiaries with respect to each of the Governmental
Authorities granting such Franchises, in connection with the
construction, ownership and operation of the Systems. The
Franchises enable the Company and its Subsidiaries to
operate, and, subject to obtaining the Franchise Consents
and License Consents, immediately following the Closing will
enable the Surviving Corporation and its Subsidiaries to
continue to operate all of the Systems as and where they are
presently operated. To the Knowledge of the Company, each
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Franchise is valid under all Federal, state and local laws
and is validly held by the Company or its Subsidiaries, as
the case may be. The Company a~d its Subsidiaries have
complied with the material terms and conditions of the
Franchises and the same will not be subject to revocation or
nonrenewal as a result of the execution and delivery of this
Agreement or the Transaction Documents, or the consummation
of the transactions contemplated hereby and thereby, subject
to obtaining the Franchise Consents and License Consents.
Except as set forth in Section 4.12 of the Company
Disclosure Letter, there are no lawsuits, revocation
proceedings or disputes pending with respect to any of the
Franchises or Systems that would material affect the right
of the Company or any Subsidiary to ocperate a System, and no
Governmental Authority or other Person has notified the
Co-pani or any of its Subsidiaries in writing of its
intention to conduct or initiate the same. Neither the
Company nor any of its Subsidiaries has received any written
notice that any such Franchise is under consideration to be
revoked nor, except for Franchises that are subject to
renewal negotiations, to be modified in any material

respect.

(b) Except as set forth in Section 4.12 of the
Company Disclosure Letter, no Person other than certain
municipalities (a list of which will be provided no later
than 30 days after the date of this Agreement) has any right
to acquire any interest in any of the Systems, or to
designate any other person or entity to acquire any interest
in any of the Systems (including, without limitation, any
right of first refusal or similar right to purchase any
interest in the Systems), which right has not been validly,
properly and irrevocably (except for the right to revoke
such waiver only if this Agreement is terminated pursuant to
Article IX hereof) waived by the party entitled to assert

such right. !

(c) Section 4.12 of the Company Disclosure Letter
lists the date on which each Franchise will expire or has
expired. Except as set forth in Section 4.12 of the Company
Diszlosure Letter, there are not now pending any proceedings
of any Governmental Authority with respect to an proposal
for renewal of any Franchise. There exists no fact or
circumstance that makes it likely that any Franchise will
not be renewed or extended on commercially reasonable terms.
Except where the Company or its Subsidiaries are proceeding
under informal renewal procedures as provided for by the
Cable Act, the Company and its Subsidiaries have timely
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filed with the appropriate Governmental Authority all
appropriate requests for renewal within 30 to 36 months
under the Cable Act. Section 4,12 of the Company Disclosure
Letter sets forth trose Franchises serving 25,000 or more
Subscribers ("Material Franchises") where the Company or a
Subsidiary has not filed a written renewal notice pursuant
to § 626(a) (1) of the Cable Act. Except as set forth in
Section 4.12 of the Company Disclosure Letter, as to any
Franchise that has expired prior to the date hereof, the
Cﬂlpln{ is currently operating such Franchise under duly
authorized extensions, and the Company has no reason to
believe that such extensions will not be renewed until such
time as the Franchise itself has been renewed for an
additional term.

‘ (d) To the Company's Knowledge, the Systems and
all related businesses of the Company and its Subsidiaries
are, and have been, operated in compliance with the
Communications Act and all regulations of the FCC
established pursuant thereto, and the Company and its
Subsidiaries have submitted to the FCC all filings that are
required under the rules, orders and regulations of the FCC
or other Governmental Authorities with jurisdiction. Except
as set forth in Section 4.12 of the Company Disclosure
Letter, the operation of the Systems has been, and is, in
compliance with the rules and regulations of the FCC or
other Governmental Authorities with jurisdiction and the
Company and its Subsidiaries have not received any written
notice from the FCC or other Governmental Authorities with
jurisdiction with respect to any material violation of its
rules and regulations or from any cther Governmental
Authorities with jurisdiction with respect to any material
violation of any Franchise.

(e) To the Company's Knowledge, for each relevant
semi-annual reporting period, the Company has timely filed
with the United States Copyright Office all required
Statements of Account in true and correct form in all
material respects, and has paid when due alil required
copyright royalty fee payments in the correct amount,
relating to the Systems' carriage of television broadcast
signals and appropriately classifying the applicable tiers
on.which the Systems carry television broadcast signals. To
the Company's Knowledge, carriage of all broadcast signals
is in compliance with the Copyright Act of 1976, as amended
(the "Copyright Act™) and the rules and regulations of the
Copyright Office and is eligible for the compulsory license
under Section 111 of the Copyright Act. Except as set forth
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in Section 4.12 of the Company Disclosure Letter, neither
the Company nor any of its Subsidiaries has received any
inquiry from the Copyright Office or any Third Party
challenging or questioning the information submitted in any
Statement of Account or the amount of any royalty payment,
for which the Company has not provided adequate reserves in
its reasonable business judgment, nor are the Company or its
Subsidiaries aware of any basis for such inquiry. Except as
set forth in Section 4.12 of the Company Disclosurs Letter,
to the Company's Knowledge, no claim or copyright
infringement has been made against the Company or any of its
Subsidiaries that has not been settled, nor is any such
claim pending or threatened.

(£) Other than as set forth in Section 4.12 of
the Company Disclosure Letter, neither the Company nor any
of its Subsidiaries is subject to any Fcc proceeding
challenging the rights of the Company or its Subsidiaries to
carry or not carry any signal, nor has the Company or any of
its Subsidiaries received any written notice or demand to
carry or not carry any signal, the carriage or non-carriage
of which could have a material adverse effect on any System.

(g) The Systems (other than the Recently Acquired
Systems) are, and have been, operated in material compliance
with the Social Contract Order and the Company and its
Subsidiaries have submitted to the FCC and any relevant
Governmental Authority all forms, notices and other written
material required thereunder for implementation of the
Social Contract. Each such filing has been prepared and
filed in compliance with the Social Contract Order and is
complete and accurate in all material respects. Neither the
Company nor any Subsidiary has received written notice from
the FCC as to any non-compliance with the Social Contract
Order. The Company shall use its reasonable best efforts to
seek amendment of the Social Contract Order to bring the
Recently Acquired Systems under terms substantially the same
as those contained in the proposed Social Contract
Amendment.

(h) Section 4.12 of the Company Disclosure Letter
lists each of the Governmental Authorities that (i) has been
certified by the FCC pursuant to 47 C.F.R. § 76.910 to
regulate Basic Cable Service and associated equipment of a
System or (ii) has petitioned the FCC to regulate the rates
for Basic Cable Service and asscciated equipment pursuant to
47 C.F.R. § 76.913; Section 4.12 of the Company Disclosure
Letter also lists each complaint filed against cable
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Programming Service rates on FCC Form 329 that has not been
settled by the Social Contract Order. Of those listed, the
Form 329 complaints pertaininc to the Recently Acquired
Systems would be settled by the proposed Social Contract
Amendment.

(1) To the extent that the Company's and/or its
Subsidiaries' rates have not been settled pursuant to the
Social Contract or would not be settled by the proposed
Social Contract Amendment, the Company and/or its
Subsidiaries are in compliance in all material respects with
FCC rate requirements.

(}) Except as set forth in Section 4.12 of the
Company Disclosure Letter, neither the Company nor any of
its Subsidiaries (x) is under any investigation by the Fcc
or any Governmental Authority with respect to any of its
rates for Basic Cable Service or any Cable Programming
Service (including but not limited to rates for associated
equipment) or (y) is a party to any proceeding before the
FCC or any other Governmental Authority the collective
outcome of which could result in the Company or any of its
Subsidiaries being ordered to make refunds to Subscribers in
excess of $2,000,000 (exclusive of potential Social Contract
Amendment refunds) or reduce the rates currently charged to
Subscribers when netted against any increases to which the
Company is entitled.

(k) Section 4.12 of the Company Disclosure Letter
lists each System, and the Franchise(s) by which it is
authorized, that is subject to effective competition (as
that term is defined in Section 623(1) (1) of the Cable Act)
and the basis for the Company's determination that the
System operating under that Franchise is subject to
effective competition.

4.13 Epvironmental Matters. Except as set forth
in Section 4.13 of the Company Disclosure Letter:

-~

(i) the operations of the Company and its
Subsidiaries are in material compliance with all applicable
Envircnmental Laws;

(ii) to the Company's Knowledge, all real
property owned, operated or leased by the Company and its
Subsidiaries are free from contamination by any Hazardous
Material that is reasonably likely to result in
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Environmental Costs and Liabilities to the Company in excess
of $2,000,000;

(iii) to the Knowledg~ of the Company, the
Company and its Subsidiaries have cbtained and currently
maintain all material Environmental Permits necessary for
their operations and are in material compliance with such
Environmental Permits;

(iv) except to tne extent such matters are the
subject matter of other representations and warranties of
the Company contained herein, there are no Legal Proceedings
or Environmental Claims pending, or to the Knovledge of the
Company, threatened against the Company or its Subsidiaries
alleging the violation of any Environmental Law or asserting
claims regarding Environmental Costs and Liabilities under
any Environmental Law;

(v) neither the Company nor its Subsidiaries nor
to the Knowledge of the Company, any predecessor of the
Company or its Subsidiaries or any owner of premises leased
or operated by the Company or its Subsidiaries with respect
to such property, has filed any formal notice under Federal,
state, local or foreign law indicating past or present
generation treatment, storage, or disposal of or reporting a
Release of Hazardous Material into the environment; and

(vi) to the Knowledge of the Company, there is
not now, nor has there been in the past, on, in or under any
real property owned, leased or operated by the Company or
its subsidiaries (A) any underground storage tanks, above-
ground storage tanks, dikes or impoundments, (B) any friable
asbestos-containing materials or (C) any polychlorinated
biphenyls which, in each case, is material to the operation
of its business at such real property.

4.14 [Labor. (a) Except as set forth in Section
4.14(a) (1) of the Company Disclosure Letter, neither the
Company nor any of its Subsidiaries is a party to any labor
or collective bargaining agreement and there are no labor or
collective bargaining agreements that govern the terms and
conditions of employment with the Company or its
Subsidiaries with respect to employees of the Company or its
Subsidiaries. Section 4.14(a)(2) of the Company Disclosure
Letter lists all employment, management, consulting,
management retention or other personal service, or
compensation agreements or arrangements covering one or more
non-employees (including severance, termination or change-
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of-control arrangements) and all material employment,
management, consulting, management retention or other
personal service, rr compensat.on agreements or arrangements
covering one or more employees (including severance,
termination or change-of-control arrangements) in each case,
entered into by the Company or any of its Subsidiaries and a
copy of each such agreement has been delivered to Mequiror.

(b) Except as set forth in Section 4.14(b) of the
Company Disclosure Letter, no employees of the Company or
any of its Subsidiaries are represented by any labor
organization; no labor organization or group of employees of
the Conpanxn:r any of its Subsidiaries has made a pending
demand aga t the Company or any Subsidiary for
recognition, and there are no representation proceedings or
petitions seeking a representation proceeding presently
pending against or, to the knowledge of the Company,
threatened to be brought or filed against the Company or any
Subsidiary, with the National Labor Relations Board or other
labor relations tribunal; there is no organizing activity
involving the Company or any of the Subsidiaries pending or,
to the Knowledge of the Company, threatened by any labor
organization or group of employees of the Company or any its
Subsidiaries.

(c) There are no (i) strikes, work stoppages,
slowdowns, lockouts or arbitrations (in the case of
arbitrations which if adversely decided would reasonably be
expected to involve the payment of damages of more than
$500,000) or (ii) material grievances or other material
labor disputes pending or, to the Knowledge of the Company,
threatened against or involving the Company or any of its
Subsidiaries. There are no unfair labor practice charges,
grievances or complaints pending or, to the Knowledge of the
Company, threatened by or on behalf of any employee or group
of employees of the Company or any of its Subsidiaries that
individually or in the aggregate involve more than $500,000.

(d) Except as set forth in Section 4.14(d) of the
Company Disclosure Letter, there are no material complaints,
charges or claims against the Company and its Subsjdiaries
pending or, to the Knowledge of the Company, threatened to
be brought or filed with any Governmental Authority or in
which an employee or former employee of the Company or any
of its Subsidiaries is a party or a complainant based on,
arising out of, in connection with, or otherwise relating to
the employment or termination of employment by the Company
or a Subsidiary of any individual, including any claim for
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workers' compensation or under the Occupational Safety and
Health Act of 1970, as amended. In the aggregate, the
complaints and charges set forth in Section 4.14(d) of the
Company Disclosure Letter would not have, singly or in the
aggregate, a Material Adverse Effect with respect to the
Company even if each were resolved adversely to the Company
and its Subsidiarias.

(e) Hours worked and payments made to
employees of the Company and its Subsidiaries have nct been
in material vioclation of the Federal Fair Labor Standards
Act or any other Applicable Law dealing with such matters.

(f) The Company and its Subsidiaries are in
material compliance with all Applicable Laws relating to the
FCC-Equal Employment Opportunity Commission standards and
‘employment or termination of employment of labor (including,
but not limited to, leased workers and independent
contractors), including all such Applicable Laws and WARN
ralatini to wages, hours, collective bargaining, employment
discrimination, civil rights, safety and health, workers'
compensation, pay equity and the collection and payment of
withholding and/or social security taxes and similar Taxes.

4.15 « Except as set
forth in Section 4.15 of the Company Disclosure Letter or
disclosed in the Company SEC Documents, since the date of
the most recent audited financial statements included in the
Company SEC Documents, the Company and its Subsidiaries have
operated their respective businesses only in the ordinary
and usual course and in substantially the same manner as
previously conducted and there has not been:

(i) any damage, destruction or loss with respect
to the properties or assets of the Company or its
Subsidiaries whether covered by insurance or not, which
has had or would have, individually or in the
aggregate, a Material Adverse Effect with respect to

the Company;

(ii) any change, occurrence or circumstance that
had a Material Adverse Effect with respect to the
Company ;

(1ii) any change in the accounting principles,
methods, practices or procedures followed by the

Company in connection with the business of the Company
or any change in the depreciation or amortization
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policies or rates theretofore adopted by the Company in
connection with the business of the Company and its
Subsidiaries;

(iv) any declaration or payment of any dividends,
or other distributions in respect of the outstanding
shares of Capital Stock of the Company or any of its
Subsidiaries (other than dividends declared or paid by
wholly-owned Subsidiaries);

(v) any split, combination or reclassification of
the Company's capital stock or any issuance of shares
of capital stock of the Company or any Subsidiary or
any other change in the authorized capitalization of
the Company or any Subsidiary, except as contemplated
by this Agreement;

(vi) any repurchase or redemption by the Company
of shares of its capital stock or any issuance by the
Company of any other securities in exchange or in
substitution for shares of its capital stock except
pursuant to employee benefit plans, programs or
arrangements in existence on the date hereof, in the
ordinary course of business consistent with past
practice; or i

(vii) any grant or award of any options, warrants,
conversion rights or other rights to acquire any shares
of capital stock of the Company or any Subsidiary,
except as contemplated by this Agreement or except
pursuant to employee benefit plans, programs or
arrangements in existence on the date hereof, in the
ordinary course of business consistent with past
practice.

4.16 Unlawful Payments and Contributions.
Neither the Company nor, to the Knowledge of the Company,
any of its directors, officers or any of its other employees
or agents has (a) used any Company funds for any unlawful
contribution, endorsement, gift, entertainment or other
unlawful expense relating to political activity; (b) made
any Jdirect or indirect unlawful payment to any government
official or employee from Company funds; (c) violated or is
in violation of any provision of the Foreign Corrupt
Practices Act of 1977, as amended, in connection with the
Company's and its Subsidiaries' business; or (d) made any
bribe, rebate, payoff, influence payment, kickback or other
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unlawful payment to any Person or entity with respect to
matters pertaining to the Company.

4.17 Brokers and Intermedi ries. Neither the
Company nor any of its officers, directors or employees has
employed any broker or finder or incurred any liability for
any brokerage fees, commissions or finder's fees in
connection with the transactions contemplated by this
Agreement and the Transaction Documents, except that the
Company has retained Lazard Freres & Co. LLC and Allen &
Company Incorporated as its financial advisors, whose
respective fees and expenses shall be paid by the Company.
The Company has delivered to Acquiror a copy of the
retention agreement related thereto.

ARTICLE V
REPRESENTATIONS AND WARRANTIES OF ACQUIROR

Acquiror represents and warrants to the Company
that:

5.1 Organization and Authority of Acquiror.
(a) Each of Acquiror and its Subsidiaries is a corporation
or partnership duly organized, validly existing and in good
standing under the laws of its jurisdiction of incorporation
or organization with all requisite power to enable it to
own, lease and ocperate its assets and properties and to
conduct its business as currently being conducted and is
qualified and in good standing to do business in each
jurisdiction in which the nature of the business conducted
by it or the character or location of the properties owned
or leased by it requires such qualification, except to tie
extent the failure so to qualify would not have a Material
Adverse Effect with respect to Acquiror. Complete and
correct copies of the Certificate of Incorporation and
Bylaws, each as amended to date, of Acquiror have been
delivered to the Company. Such Restated Certificate of
Incorporation and Bylaws are in full force and effect.

(b) Acquiror has all requisite corporate powver
and authority to execute and deliver this Agreement and the
Transaction Documents to which it is a party and to perform
its obligations hereunder and thereunder and to consummate
the transactions contemplated hereby and thereby. The
execution and delivery of this Agreement and such
Transaction Documents and the consummation of the
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transactions contemplated hereby and thereby have been duly
authorized by all requisite corporate action on the par: of
A iror. This Agreement and each Transaction Document to
which Acquiror is a party has been duly executed and
delivered by Acquiror and constitutes the legal, valid and
binding obligation of Acquiror, raforceable against it in
accordance with its terms, except (i) as such enforceability
may be limited by bankruptcy, insolvency, reorganization,
moratorium or similar laws affecting creditors' rights
generally and (ii) as the remedy of specific performance and
injunctive and other forms of equitable relief may be
subject to equitable defenses and to the discretion of the
court before which any proceeding therefor may be brought,

5.2 gCapitalization. (a) As of the date hereof,
the authorized capital stock of Acquiror consists of
(i) 2,000,000,000 shares of U § WEST Communications Group
Common Stock, par value $.01 per share ("Communications
Stock"), of which 475,604,443 shares were issued and
outstanding as of February 23, 1996, all of which are duly
authorized, validly issued, fully paid and nonassessable and
not subject to preemptive rights created by statute,
Acquiror's Restated Certificate of Incorporation or any
agreement to which Acquiror is a party or by which Acquiror
is bound, (ii) 2,000,000,000 shares of Media Stock, of which
473,225,728 shares were issued and outstanding as of
February 23, 1996, all of which are duly authorized, wvalidly
issued, tullI paid and nonassessable and not subject to
preemptive rights created by statute, Acquiror's Restated
Certificate of Incorporation or any agreement to which
Acquiror is a party or by which Acquiror is bound, and
(iii) 200,000,000 shares of Preferred Stock, par value $1.00
per share, of which (A) 10,000,000 shares have been
designated as Series A Junior Participating Cumulative
Preferred Stock, none of which are issued and ocutstanding
and all of which are reserved for issuance in connection
with rights to purchase Communications Stock pursuant to the
Amended and Restated Rights Agreement, dated as of Octobar
31, 1995 (the "Rights Agreement"), by and between Acquiror
and State Street Bank and Trust Company, as rights agent,
(B) 10,000,000 shares have been designated as Series B
Junior Participating Cumulative Preferred Stock, none of
which are issued and outstanding and all of which are
reserved for issuance in connection with rights to purclase
Media Stock pursuant to the Rights Agreement, and (C) 50,000
shares have been designated as Series C Cumulative
Recdeemable Preferred Stock and are issued and outstanding,
all of which are duly authorized, validly issued, fully paid
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and nonassessable and not subject to preemptive rights
created by statute, Acquiror's Restated Certificate of
Incorporation or Bylaws or any agreement to which Acquiror
is a party or by which Acquiror is bound. As of the date
hereof, the Number of Shares Irsuable with Respect tG the
InterGroup Interest (as defined in Section 2.6.19 of Article
V of Acquiror's Restated Certificate of Incorporation) is
=.ru -

(b) Other than as described in the Acquiror SEC
Documents or in Section 5.2 of the Letter from Acquiror,
dated the date hereof, addressed to the Company (the
"Acquiror Disclosure Letter"), no shares of the capital
stock of Acquiror are authorized, issued or outstanding, or
reserved for any other purpose, and there are no options,
warrants or other rights (including registration rights),
agreements, arrangements or commitments of any character to
which Acquiror is a party relating to the issued or unissued
capital stock of Acquiror or any obligation of Acquiror to
grant, issue or sell any shares of capital stock of Acquiror
by sale, lease, license or otherwise. Except as disclosed
in the Acquiror SEC Documents or in Section 5.2 of the
Acquiror Disclosure Letter, Acquiror has no outstanding
bonds, debentures, notes or other obligations the holders of
which have the right to vote or which are convertible into
or exercisable for securities having the right to vote with
the stockholders of Acquiror on any matter. Except as set
forth in Section 5.2 of the Acquiror Disclosure Letter there
are no voting trusts or other agreements or understandings
with respect to the voting of the capital stock of Acquiror.

5.3 No Conflicts. Subject to obtaining the
Acquiror Consents (as defined in Section 5.5), the execution

and delivery of this Agreement and each of the Transaction
Documents to which Acquiror is a party do not, and the
consummation of the transactions contemplated hereby and
thereby and compliance with the terms hereof and thereof
will not, conflict with, or result in any vioclation of or
default (with or without notice or lapse of time, or both)
under, or give rise to a right of termination, cancellation
or acceleration of any obligation or to loss of a material
benefit under, or to the increased, additional, accelerated
or guaranteed rights or entitlements of any Person unier, or
result in the creation of any Encumbrances upon any of the
properties or assets of Acquiror under, any provision of
(i) the Restated Certificate of Incorporation and Bylaws of
Acquiror, (ii) any note, bond, mortgage, indenture or deed
of trust, deed to secure debt or any license, lease,
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contract, commitment, permit, concession, franchise,
agreement or other binding arrangement to which Acquiror is
a party or by which any of it' properties or assets may be
bound or subject, (iii) any judgment, order, writ,
injunction or decree of any court, governmental kady,
administrative agency or arbitrator applicable to Acquiror
or its properties or assets, or (iv) any law, statute, rule,
requlation or judicial or administrative decision applicable
to Acquiror; except in the case of clauses (1) and (iv),
such conflicts, violations and defaults, termination,
cancellation and acceleration rights and entitlements and
Encumbrances that in the aggregate would not hinder or
impair the consummation of the transactions contemplated
hereby or have a Material Adverse Effect with respect to

Acquiror.

5.4 pStockholder Vote. At such time as all
conditions to the Merger have otherwise been satisfied, no
vote of the holders of any class or series of Acquiror's
capital stock not theretofore obtained will be necessary or
required (under Applicable Law or otherwise) to approve this
Agreement and the transactions contemplated hereby.

5.5 cConsents. Except for (i) as set forth in
Section 5.5 of the Acquiror Disclosure Letter,
(ii) compliance with and filings under the HSR Act,
(iii) the filing with the SEC by Acquiror of a registration
statement on Form S-4 registering under the Securities Act
the shares of Media Stock and Series D Preferred Stock to be
issued in the Merger (the "Form S-4") and such reports under
the Exchange Act as may be required in connection with this
Agreement and the transactions contemplated hereby, (iv) the
filing of the Certificate of Merger with the Secretary of
State of the State of Delaware and appropriate documents
with the relevant authorities of other states in which the
Company is qualified to do business, (v) such filings and
approvals as may be required by any applicable state
securities, "blue sky" or takeover laws, and (vi) such
filings in connection with Gains Taxes (the items in clauses
(i) through (vi) being collectively referred to herein as
"Acquiror Consents"), no consents, approvals, licenses,
permits, orders or authorizations of, or registrations,
declarations, notices or filings with, any Governmental
Authority or any Third Party are required to be obtained or
made by or with respect to Acquiror in connection with the
execution, delivery and performance of this Agreement or any
of the other agreements, contemplated hereby to which it is a
party or the consummation of the transactions contemplated
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hereby and thereby or the taking by Acgquiror of any other
action contemplated hereby or thereby, which, if not
obtained or made, would have a Material Adverse Effect with

respect to Acquiror.

5.6 gCompliance: No Defaults. (a) Except as set
forth in Section 5.6 of the Acquiror Disclosure Letcter,
neither Acquiror nor any of its Subsidiaries is in violation
of, is, to the knowledge of Acquiror, under investigation
with respect to any violation of, has been given notice or
been charged with viclation of, or failed to comply with any
Applicable Laws, except for violations and failures to
comply that would not have a Material Adverse Effect with
respect to Acquiror. Except as set forth in Section 5.6 of
the Acquiror Disclosure Letter, Acquiror and its
Subsidiaries have all Permits which are material to the
operation of the businesses of Acquiror and its
Subsidiaries.

(b) HNeither Acquiror nor any of its Subsidiaries
is in default or violation (and no event has occurred which,
with notice or the lapse of time or both, would constitute a
default or violation) of any term, condition or provision of
(1) its Restated Certificate of Incorporation or Bylaws or
other comparable organizational document or (ii) any note,
bond, mortgage, indenture, license, agreement or other
instrument or obligation to which thuiror or any of its
Subsidiaries is now a party or by which Acquiror or any of
its Subsidiaries or any of their respective properties or
assets may be bound, except in the case of clause (ii), for
defaults or violations which in the aggregate would not have
a Material Adverse Effect with respect to Acgquiror.

5.7 Acquiror SEC Documents: Undisclosed
- (a) Acguiror has filed all required reports,

schedules, registration statements and definitive proxy
statements with the SEC since January 1, 1993 (as such
documents have since the time of their filing been amended,
the "Acquiror SEC Documents™). As of their respective
dates, the Acquiror SEC Documents (including any financial
statements filed, to be filed or required to have been filed
as a part thereof) complied in all material respects with
the requirements of the Securities Act or the Exchange Act,
as applicable, and the rules and requlations of the SEC
thereunder applicable to such Acquiror SEC Documents, and
none of the Acquiror SEC Documents contained any untrue
statement of a material fact or omitted to state a material
fact required to be stated therein or necessary to make the
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statements therein, in light of the circumstances undar
which they were made, not misleading. The financial state-
ments of Acquiror included in the Acquiror SEC Documents
comply as to form in all materjal respects with applicable
accounting requirewents and with the published rules and
regulations of the SEC with respect thereto, have been
prepared in accordance with GAAP applied on a consistent
basis during the periods involved (except as may be
indicated in the notes thereto) and fairly present (subject,
in the case of the unaudited financial statements, to
normal, recurring audit adjustments, which were not
individually or the aggregate material) the consolidated
financial position of Acquiror and its consolidated
Subsidiaries as at the dates thereof and the consolidated
results of their operations and cash flows for the periods .
then ended.

(b) Except as disclosed in the Acquiror SEC
Documents or in Section 5.7 of the Acquiror Disclosure
Letter, as of the date hereof, Acquiror and its Subsidiaries
do not have any material indebtedness, obligations or .
liabilities of any kind (whether accrued, absolute,
contingent or otherwise, and whether due or to become due or
asserted or unasserted) required by GAAP to be reflected on
a consolidated balance sheet of the Acguiror and its
consolidated Subsidiaries or in the notes, exhibits or
schedules thereto.

5.8 Litigation. Except as set forth in the
Acquiror SEC Documents or .in Section 5.8 of the Acquiror
Disclosure Letter, there are no Legal Proceedings against or
affecting Acquiror or any of its Subsidiaries or their
respective properties or assets pending or, to the knowledge
of Acquiror, threatened, that individually or in the
aggregate could (i) have a Material Adverse Effect with
respect to Acquiror or (ii) prevent, hinder or materially
delay the consummation of the transactions contemplated by
this Agreement or the Transaction Documents. Except as set
forth in Section 5.8 of the Acquiror Disclosure Letter,
neither Acquiror nor any of its Subsidiaries is a party or
subject to or in default under any judgment, order,
injunction or decree of any Governmental Authority
applicable to it or to its respective prcperties o: assets,
which judgment, order, injunction, decree or default
thereunder constitutes a Material Adverse Effect with
respect to Acquiror.
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5.9 -« Except as
disclosed in the Acquiror SEC Documents, since the date of
the most recent audited financial statements included in the
Acquiror SEC Documents, Acquiror and its Subsidiaries have
conducted their business ope: ations only in the ordinary
course and there has not occurred (1) any change, occurrence
or circumstance that had any Material Adverse Effect with
respect to Acquiror or (ii) other events or conditions of
any character that, individually or in the aggregate, have
or would reasonably be expected to have, a Material Adverse
Effect with respect to Acquiror or on the ability of
Acquiror to perform its material obligations under this
Agreement and the Transaction Documents to which it is a

party.

5.10 . Neither Acquiror
nor any of its officers, directors or employees has employed
any broker or finder or incurred any liability for any
brokerage fees, commissions or finders' fees in connection
with the transactions contemplated by this Agreement and the
Transaction Documents, except that Acquiror has retained
Lehman Brothers Inc., as its financial advisor, whose fees
and expenses shall be paid by Acquiror.

5.11 « Neither

Acquiror nor any of its Subsidiaries owns, directly or
indirectly, any shares of Company Capital Stock.

ARTICLE VI
COVENANTS RELATING TO CONDUCT OF BUSINESS

6.1 « Except
as otherwise expressly permitted by the terms of this
Agreement, from the date hereof to the Effective Time, the
Company shall, and shall cause its Subsidiaries to, carry on
their respective businesses in the ordinary course in
substantially the same manner as presently conducted
(including with respect to advertising, promotions and
capital expenditures) and in compliance in all material
respects with Applicable Laws, use their reasonable best
efforts consistent with past practices to keep available the
services of the present employees of the Company and its
Subsidiaries and to preserve their relationships with
customers, suppliers and others with whom the Company and
its Subsidiaries deal to the end that their goodwill and
ongoing businesses shall not be materially impaired in any
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material respect at the Closing Date. The Company shall
not, and shall cause its Subsidiaries not to, take any
action that would, or that ir reasonably likely to, result
in any of the rejresentations and warranties of the Company
set forth in Article IV being untrue in any material respect
as of the date made or in any of the conditions to the
consummation of the Merger set forth herein not being
satisfied. 1In addition, and without limiting the generality
of the foregoing, except as otherwise expressly permitted by
the terms of this Agreement or as set forth in section 6.1
of the Company Disclosure Letter, during the pericd from the
date hereof to the Effective Time, the Company shall not
(and shall cause its Subsidiaries not to), without the
written consent of Acquiror, which decision regarding
consents shall be made promptly (in light of its
circumstances) after receipt of notice seeking such consent:

(i) except for the Charter Amendment, amend its
Certificate of Incorporation, Bylaws or other
comparable organizational documents;

(1i) subject to Sections 7.7 and 7.14(b), redeem
or otherwise acquire any shares of its capital stock,
or issue any capital stock or any option, warrant or
right relating thereto or any securities convertible
into or exchangeable for any shares of its capital
stock, or split, combine or reclassify any of its
capital stock or issue any securities in exchange or in
substitution for shares of its capital stock;

(iii) subject to Section 7.14(b), (A) grant or
agree to grant to any employee any increase in wages or
bonus, severance, profit sharing, retirement, deferred
compensation, insurance or other compensation or
benefits, or establish any new compensation or benefit
plans or arrangements, or amend or agree to amend any
existing Benefit Plans or Equity Appreciation Rights
Plans, except as may be required under existing
agreements or in the ordinary course of business
consistent with past practices or (B) enter into any
new RSPA or amend the terms of any existing RSPA or
accelerate the vesting of any shares of Class B Common
Stock issued thereunder;

(iv) merge, amalgamate or consolidate with any
other entity in any transaction in which the Company is
not the surviving corporation (other than mergers
between Subsidiaries of the Company), sell all or
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substantially all of its business or assets, or acquire
all or substantially all of the business or assets of

any other Person;

(v) enter into or amend any employment,
consulting, severance or similar agreement with any
individual, except with respect to severance gifts or
payments of a nominal nature to persons holding non-
officer/executive level positions in the ordinary
course of business consistent with past practice;

(vi) subject to Section 7.7, declare, set aside or
make any dividends, payments or distributions in cash,
securities or property to the stockholders of the
Company, whether or not upon or in respect of any share
of Company Capital Stock;

(vii) incur or assume any Indebtedness other than
as specifically set forth in Section 6.1(vii) of the
Company Disclosure Letter;

(viii) voluntarily grant any material Encumbrance
on any of its material assets, other than Encumbrances
that are incurred in the ordinary course of business;

(ix) make any change in any method of accounting
or accounting practice or policy, except as required by
Applicable Laws or by GAAP;

(x) make or incur any capital expenditures that
are not set forth in Section 6.1(x) of the Company
Disclosure Letter or that, individually, are in excess
oi 515 million or, in the aggregate, in excess of $50
million;

(xi) subject to Section 7.7, sell, lease, swap or
otherwise dispose of any assets, other than (A) sales,
leases, swaps or other dispositions of such assets not
having a fair market value in excess of $15 million
individually or $30 million in the aggregate (so long
as the Company provides notice to Acquiror of any sale,
lease, swap or other disposition of any asset having a
fair market value of greater than $5 million) or
(B) swaps of Systems or assets of Systems in order to
facilitate the clustering of Systems or dispose of
Systems located in the Acquiror Region; provided,
however, that (1) such swaps shall not in the aggregate
involve more than 500,000 Subscribers of the Company or
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its Subsidiaries, (2) any cable television systems
acquired by the Company or any of its Subsidiaries in
any such swap shall not be located in the Acquiror
Region, (3) any cable telavision systenms acquired by
the Company i3 any such swap shall not be in a
franchise area where there El a substantial overbuild
with any other caTV system owned by the Company,
Acquiror or any of their respective Affiliates, (4) the
aggregate amount of cash paid by the Company or any of
its Subsidiaries in any such swap shall not exceed $50
million in the aggregate, (5) any such swap shall
require the approval of Acquiror, which approval shall
not be unreasonably withheld and Acquiror shall be
reasonably satisfied that the Company has received
substantially equivalent value including cash or other
assets and (6) to the extent that the Company or any
Subsidiary must apply for the consent of the
Governmental Authority as a condition to the transfer
of control or assignment of any Franchise associated
with any such Swap, such application shall include an
application to the Governmental Authority, and relevant
information relating te the proposed transaction,
requesting contemporaneous approval for the anticipated
acquisition of the Company or its Subsidiary b
Acquiror as contemplated herein and the transfer of
control of said Franchise to the Surviving Corporation
in accordance with the terms hereof; and ’
Iurther, that any consent required from a Governmental
Authority as a condition to consummating such swap
shall be deemed a Required Franchise Consent;

(xii) acquire or agree to acquire by merging or
consolidating with, or by purchasing all or a
substantial portion of the assets of or equity in, or
by any other manner, any business of any Person or
acquire or agree to acquire any assets (other than
supplies, raw materials and inventory in the ordinary
course, capital expenditures pernitted by clause (x)
above and asset swaps pPermitted by clause (xi) above);

(xiii) abandon, avoid, dispose, surrender, fail to
file for timely renewal, terminate or amend in any
materially adverse manner the terms of any material
Franchises, any FCC license that would have a material
adverse effect on the operation of a System or the
Social Contract Order, except as amended by virtue of
the proposed Social Contract Amendment, or, with
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respect to any Material Franchise, fail to file far
renewal pursuant to Saction 626(a) of the Cable Act;

(xiv) delete any programmi service on the
Systems or make material ci.ange the programming
services offered on the Systems other than in the
ordinary course of business or as required by the Cable
Act, the Social Contract Order or any amendments
thereto;

(xv) except as otherwise permitted by clauses (xi)
and (xii), modify, amend, terminate, renew or fail to
use reasonable efforts to renew any material contract
or agreement necessary to continue the Company's
business in the ordinary course or waive, release or
assign any material rights or claims, other than in the
ordinary course of business;

(xvi) offer free or reduced-price service as an
inducement to any Person, except in the ordinary course
of business consistent with past practice;

(xvii) except as permitted by Applicable Law,
including the Social Contract Order and any amerdments
thereto, and (A) as disclosed to Acquiror in writing at
least 30 days prior to any rate change, implement any
rate change, retiering or repackaging of CATV
programming offered by any of its Subsidiaries, (B) and
as disclosed in writing to Acquiror at least 30 days
prior to any cost-of-service rate change make any cost-
of-service election under the rules and regulations
adopted under the Cable Act, (C) determine a method of
refund pursuant to 47 C.F.R. Section 76.942(d) or
76.961(c) or (D) amend any Franchise or agree to make
any payments or commitments, including commitments to
make future capital improvements or provide future
services, in connection with any renewal of any
Franchise other than that which the Company would make
in the ordinary course of business;

(xviii) enter into any agreement, understanding or
commitment that rectrains, limits or impedes the
Company's or Acquiror's ability to compete with or
conduct any business or line of business;

(xix) invest or enter into any agreement,
understanding or commitment, whether written or oral,
by or on behalf of the Company or its Subsidiaries, to
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invest or provide additional capital in respect of
assets, businesses or entities; provided, however, that
the restrictions contained in this clause shall not
apply to existing commitments as set forth in Section
6.1(xix) of the Company Disclosure Letter or to any
investments in excess of $10 million individually or
$20 million in the aggregate;

(¥x) except as otherwise provided in clause (xix)
above or Section 7.14, enter into any material contract
or agreement with, or make any loan or advance to, any
Affiliate (other than a wholly owned Subsidiary) of the
Company or any stockholder or Affiliate thereof;

(xxi) enter into, or amend the terms of, any
agreement relating to interest rate swaps, caps or
other hedging or derivative instruments relating to
Indebtedness of the Company and its Subsidiaries,
except as required under agreements r-latin? to
existing Indebtedness and Indebtedness permitted by
clause (vii) above;

(xxii) conduct its business in a manner or take,
or cause to be taken, any other action (including,
without limitation, effecting or agreeing to effect or
announcing an intention or proposal to effect, any
acquisition, business combination, merger,
consolidation, restructuring or similar transaction)
that would or might reasonably be expected to prevent
Acquiror or the Company from consummating the
transactions contemplated hereby in accordance with the
terms of this Agreement (regardless of whether such
action would otherwise be permitted or not prohibited
hereunder), including, without limitation, any action
which may limit the ability of Acquiror or the Company
to consummate the transactions contemplated hereby as a
result of antitrust or other regulatory concerns;

(xxiii) purchase, sell or trade (or announce any
intention or proposal to purchase, sell or trade) any
shares of Media Stock, or take any other action a
principal purpose of which is to affect the calculation
of the Determination Price; or

(xxiv) agree, whether in writing or otherwvise, to
do any of the foregoing.
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Prior to the date hereof, Acquiror has delivered to the
Company a list (which the Acquiror may update from time to
time) designating certain individuals of the Acguiror to
whunithn Company may ~irect reque ts for consents under this
Section 6.1.

6.2 - Exccpt as
set forth in Section 6.2 of the Acguiror Disclosure Letter,
from the date hereof to the Effective Time, Acquiror shall
not (and shall cause its Subsidiaries not to):

(1) issue shares of Media Stock or any option,
warrant or right relating thereto or any securities
convertible into or exchangeable for any shares of
Media Stock at less than fair market value as
determined by the Board of Directors of Acquiror (other
than pursuant to the terms of existing options or
benefit plans), or split, combine, redeem, convert or
reclassify the Media Stock or issue any securities in
exchange or in substitution for shares of Media Stock;

(i1) amend its Certificate of Incorporation or
Bylaws (other than the filing of a Certificate of
Designations for the issuance of any seriee of
Preferred Stock of Acquiror) in any manner adverse to
the holders of Media Stock;

(iii) declare, set aside or make any dividends or
distributions in cash, securities or property to
holders of Media Stock;

(iv) conduct its business in a manner or take, or
cause to be taken, any other action (including, without
limitation, effecting or agreeing to effect or
announcing an intention or proposal to effect, any
acquisition, business combination, merger, consolida-
tion, restructuring or similar transaction) that would
or might reasonably be expected to prevent Acquiror or
the Company from consummating the transactions
contemplated hereby in accordance with the terms of
this Agreement (regardless of whether such action would
otherwise be permitted or not prohibited hereunder) ,
including, without limitation, any action which may
limit the ability of Acquiror or the Company to
consummate the transactions contemplated hereby as a
result of antitrust or other regulatory concerns;
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(v) take any action that would, or that is
reasonably likely to, result in any of the representa-
tions and warranties of Acquiror set forth in Article V
being untrue in any material respect as of the date
made or any of the conditions to the Merger set forth
herein not being satisfied;

(vi) purchase, sell (other than thro primary
issuances) or trade (or announce any intention or
proposal to purchase, sell or trade) any shares of
Media Stock, or take any other action a principal
purpose of which is to affect the calculation of the
Determination Price, other then pursuant to benefit
plans in the ordinary course of business;

(vii) sell all or substantially all of the
properties and assets of the Media Group (within the
meaning of Section 2.4.1(B) of Article V of the
Restated Certificate of Incorporation of Acquiror); or

(viii) acquire, or agree to acquire, any shares
of Company Capital Stock so long as, after giving
effect to the purchase of the Put Shares pursuant to
Section 9.4, Acquiror would beneficially own less than
10% of the Company Capital Stock.

6.3 Access to Information. (a) From the date
hereof until the Closing Date, the Company shall permit
Acquiror and its representatives to have full access to the
management, facilities, suppliers, accounts, books, records
(including, without limitation, budgets, forecasts and
personnel files and records), contracts and other materials
of the Company and its Subsidiaries reasonably requested by
Acquiror or such representatives and to make available to
Acquiror and its representatives the directors, officers,
employees and independent accountants of the Company for
interviews for the purpose, among other things, of verifying
the information furnished to Acquiror, developing transition
pPlans and integrating the operations of the Company and its
Subsidiaries with the operations of Acquiror and its
Subsidiaries and Affiliates. Such access shall be subject
to existing confidentiality agreements and shall be
conducted by Acquiror and its representatives durinc normal
business hours, upon reascnable advance notice and in such a
manner as not to interfere unrnaannahlx with the business or
operations of the Company and its Subsidiaries.

65

KYFS05. ..\ 35\ T8SIS\00261 1530\ ACRO 1219, 56M




(b) From the date hereof until the Closing Date,
Acquiror shall permit the Company and its representatives to
have full access to the management, facilities, suppliers,
accounts, books, records (including, without limitation,
budgets and forecastr), contractr and other materials of the
Media Group reasonably requested by the Company or such
representatives and toc make available to the Company and its
representatives the directors, officers, employees and
independent accountants of the Media Group for interviews
for the purpose, among other thinge, of verifying the
information furnished to the Company. Such access shall be
subject to existing confidentiality agreements and shall be
conducted by the Company and its representatives during
normal business hours, upon reasonable advance notice and in
such a manner as not to interfere unreasonably with the
business or operations of the Media Group.

(c) Each of the Company and Acquiror agrees that
it will not, and will cause each of their respective
Affiliates and representatives not to, use any information
obtained pursuant to this Section 6.3 for any purpose
unrelated to the consummation of the transactions
contemplated by this Agreement. The Confidentiality
Agreement, dated as of September 26, 1994, as amended on
January 11, 1596, between Acquiror and the Company and the
Confidentiality Agreement, dated as of April 19, 1995,
between Acquiror and the Company (the "Confidentiality
Agreements™) shall apply with respect to information
furnished thereunder or hereunder and any other activities
contemplated thereby.

ARTICLE VII
ADDITIONAL AGREEMENTS

7.1 Preparation of Form S-4 and the Proxy
(a) Promptly following the date of this Agreement, the
Company shall prepare and file with the SEC the Proxy
Statement and Acquiror shall prepare and file with the SEC
the Form S-4, in which the Proxy Statement will be included
as a prospectus. Each of the Cowpany and Acquiror shall use
its reascnable best efforts to have the Form 5-4 declared
effective under the Securities Act as promptly as
practicable after such filing. The Company shall use its

reasonable best efforts to cause the Proxy Statement to be
mailed to the Company's stockholders, as promptly as
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practicable after the Form S-4 is declared effective under
the Securities Act. Acquiror shall also take any action
(other than qualifying to do business in any jurisdiction in
which it is not now so qualified or consenting to service of
process in an{ujurildiction in which it has not previously
80 consanted any action othe ' than one arising out of the
offering of the Media Stock and the Series D Preferred Stock
in such jurisdiction) required to be taken to qualify the
Media Stock and Series D Preferred Stock to be issued in the
Merger under any applicable state securities or "blue sky"
laws prior to the Effective Time, and the Company shall
furnish all information concerning the Company and the
holders of the Company Cagltal Stock as may be reasonably
requested in connection with any such action.

.(b) None of the information supplied or to be
supplied by the Company, on the one hand, or Acquiror, on
the other hand, for inclusion or incorporation by reference
in (i) the Form S-4 will, at the time the Form S5-4 is filec
with the SEC, at any time it is amended or supplemented or
at the time it becomes effective under the Securities Act,
contain any untrue statement of a material fact or omit to
state any material fact required to be stated therein or
necessary to make the statements therein not misleading, or
(11) the Proxy Statement will, at the date it is first
mailed to the stockholders of the Company or at the time-of
each Stockholders' Meeting (as defined in Section 7.1(4)),
contain any untrue statement of a material fact or omit to
state any material fact required to be stated therein or
nec--uaririn order to make the statements therein, in light
of the circumstances under which they are made, not
misleading. The Proxy Statement and the Form S-4 will
comply as to form in all material respects with the
requirements of the Exchange Act or the Securities Act, as
the case may be. Notwithstanding the foregoing, (i) no
representation is made by the Company with respect to
statements made or incorporated by reference therein based
on information supplied in writing by Acquiror specifically
for inclusion or incorporation by reference in the Proxy
Statement and (ii) no representation is made by Acquiror
with respect to statements made or incorporated by reference
therein based on information supplied in writing by the
Company specifically for inclusion or incorporation by
reference in the Form 5-4.

(¢) The Company and Acquiror shall cooperate with
each other and provide to each other all information
necessary in order to prepare the Proxy Statement and the
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Form S-4. The Company and Acquiror shall notify each other
promptly of the receipt of any comments from the SEC or its
staff and of any requests by the SEC or its staff for
amendments or supplements to the Form S-4 or the Proxy
Statement or for additional info:sation and shall supply the
other parties with copies of all correspondence between the
Company or any of its representatives, or Acquiror or any of
its representatives, as the case may be, on the one hand,
and the SEC or its staff, on the other hand, with respect
thereto. The Company and Acquiror shall use their
respective reascnable best efforts to respond to any
comments of the SEC with respect to the Form S-4 and the
Proxy Statement as promptly as practicable. If at any time
prior to the Effective Time there shall occur (i) any event
with respect to the Company or any of its Subsidiaries, or
with respect to other information supplied by the Company
for inclusion in the Proxy Statement or (ii) any event with
respect to Acquiror, or with respect to information supplied
by Acquiror for inclusion in the Form S-4, in either case
which event is required to be described in an amendment of,
or a supplement to, the Proxy Statement or Form S-4, such
event shall be so described, and such amendment or
supplement shall be promptly filed with the SEC and, as
required by law, disseminated to the stockholders of the
Company. Acquiror shall notify the Company promptly upon
(1) the declaration by the SEC of the effectiveness of the
Form S-4, (ii) the issuance or threatened issuance of any
stop order or other order preventing or suspending the use
of any prospectus relating to the Form S-4, (iii) any
suspension or threatened suspension of the use of any
prospectus relating to the Form S-4 in any state, (iv) any
proceedings commenced or threatened to be commenced by the
SEC or any state securities commission that might result in
the issuance of a stop order or other order or suspension of
use or (v) any request by the SEC to supplement or amend any
prospectus relating to the Form S-4 after the effectiveness
thereof. Acquiror and, to the extent applicable, the
Company, shall use its reasonable best efforts to prevent or
promptly remove any stop order or other order preventing or
suspending the use of any prospectus relating to the

Form 5-4 and to comply with any such request by the SEC or
any state securities commission to amend or supplement the
Form 5-4 or the prospectus relating therato.

(d) The Company shall, as promptly as practica-
ble, duly call, give notice of, convene and hold a meeting

of its stockholders (the "Initial Stockholders' Meeting™)
for the purpose of obtaining the Stockholder Approvals. The
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Company shall use its reasonable best efforts to hold such
meeting as soon as practicable. 1In the event the Charter
Amendment is not approved at the Initial Stockholders'
Meeting, the Company shall, as promptly as practicable
following the date of the Initial Stockholders' Meeting,

duly call, give noticc of, convene and hold another meeting
of its stockholders (the "Additional Stockholders® Meeting"
and, ether with the Initial Stockholders' Meeting,
collectively, the "Stockholders' Meetings" and individually,
a "Stockholders' Meeting”) for the purpose of obtaining the
Stockholder Approvals. The Company shall, as promptly as
practicable after the date of the Initial Stockholders'
Meeting, hold the Additional Stockholders' Meeting. Subject
to the fiduciary duties of the Board of Directors of the
Company under Applicable Laws and to Secticn 9.1(g), the
Company shall, through the Board of Directors, recommend to
its stockholders adoption of this Agreement, the Charter
Amendment and the other transactions contemplated hereby and
shall use its best efforts to solicit from stockholders
proxies in favor of adoption of this Agreement and the
Charter Amendment and to take all other action necessary to
secure the Stockholder Approvals at the Initial
Stockholders' Meeting or the Additicnal Stockholders'
Meeting, as the case may be. Without limiting the
generality of the foregoing, the Company agrees that its
obligations pursuant to the first and third sentences of
this Section 7.1(d) shall not be altered by the commence-
ment, public proposal or communication to the Company of any
Acquisition Proposal (as defined in Section 7.10).

(e) Subject to receipt of the Stockholder
Approvals, the Company shall take all actions necessary to
cause the Charter Amendment to be executed, acknowledged and
filed and to become effective no later than immediately
prior to the Effective Time in accordance with the DGCL as
soon as practicable after the approval thereof at a
Stockholders' Meeting.

(f) The Company shall make stock transfer records
relating to the Company available to Acquiror to the extent
reasonably necessary to effectuate the intent of this
Agreement.

T.2 ! « The
Company shall use its reasonable best efforts to cause to be
delivered to Acquiror letters of (i) Deloitte & fouche LLP,
the Company's independent public accountants and (ii) any
other independent public accountants whose reports are
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included or incorporated by reference in the Form S§-4, each
dated a date within two business days before the date on
which the Form S-4 shall become effective and addressed to
Acquiror, in form ind substance reasonably satisfactory to
Acquiror and customary in scope and substance for letters
delivered by independent public accountants in connection
with registration statements similar to the Form 5-4.

7.3 ! « Acquiror
shall use its reasonable best efforts to cause to be
delivered to the Company a letter of Coopers & Lybrand
L.L.P., Acquiror's independent public accountanis, dated a
date within two business days before the date on which the
Form S-4 shall become effective and addressed to the
Company, in form and substance reasonably satisfactory to
the Company and customary in scope and substance for letters
delivered by independent public accountants in connection
with registration statements similar to the Form S5-4.

7.4 Reasonable Best Efforts. Subject to the
terms and conditions of this Agreement, including, without
limitation, Section 7.6, each of the parties hereto agrees
to use its reasonable best efforts to take, or cause to be
taken, all action and to do, or cause to be done, all things
necessary, proper or advisable under Applicable Laws and
regulations to consummate and make effective the
transactions contemplated by this Agreement (including the
execution of the Transaction Documents to which they or any
of their Affiliates are a party), subject to the Stockholder
Approval, including (a) the obtaining of all necessary
actions or nonactions, waivers, consents and approvals from
Governmental Authorities and the making of it all necessary
registrations and filings (including filings with
Governmental Authorities, if any), and the taking of all
reasonable steps as may be necessary to obtain an approval
or waiver from, or to avoid an action or proceeding by, any
Governmental Authorities, (b) the obtaining of all necessary
consents, approvals or waivers from Third Parties and
(c) the execution and delivery of any additional instruments
necessary to consummate the transactions contemplated by
this Agreement and the Transaction Documents. In
furtherance of the foregoing, Acquiror and the Company each
shall furnish to the other such necessary information and
reasonable assistance as the other may request in connection
with obtaining any consents required to be obtained by it

hereunder.
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7.5 » (a) Without
limiting the generality of Section 7.4, the Company and
Acquirer shall each use their respective reasonable best
efforts to obtain all Franchise Consents and License
Consents, including taking the actions specified herein. 1In
order to secure the Franchise Consents and License Consents
from Governmental Authorities and the FcC, the Company shall
proceed immediately in good faith and using its reasonable
best efforts, to prepare, file and prosecute each Franchise
Consent and License Consent from the relevant Governmental
Authority and the FCC, with the full right of participaticn
by Acquiror including, without limitation, the right of
prior review and approval of correspondence or forms of
transfer resolutions, applications, ordinances or agreements
to be submitted to Governmental Authorities and the FeC
(which approval shall not be unreasonably withheld or 1
delayed) and to be represented at all meetings or hearings
as may be scheduled to consider such submissions. The
Company shall send notice of the transactions contemplated
in this Agreement to all Governmental Authorities. The
Company shall submit to each Governmental Authority whose
consent is required a form of ordinance or resolution, as
appropriate, relating to the transfer of the Franchise,
which ordinance or resclution shall be in a form reasonably
acceptable to Acquiror and the Company. The Company shall
consult with Acquiror and promptly and regularly notify
Acquiror with regard to all material developments of the
Franchise Consent and License Consent process, and shall
give Acquiror reasonable prior notice of all meaetings
scheduled with the Governmental Authorities and the FCC.
Acquiror shall use its reasonable best efforts to promptly
assist the Company and shall take such prompt and
affirmative actions as may reasonably be necessary in
obtaining such approvals and shall cooperate with the
Company in the preparation, filing and prosecution of such
applications as may reasonably be necessary, including the
preparation, filing and prosecution of any joint
applications required to be filed with the Governmental
Authorities or tha FCC, and agrees to use its reasonable
best efforts to furnish all information as is reasonably or
as is customarily required by the approving entity, and, if
required by a Governmental Authority or the FCC upon
reasonauble notice, Acquiror shall have the obligation to be
represented at such meetings or hearings as may be scheduled
to consider such applications. Any administrative filing
fees imposed or expenses for which reimbursement is required
by the Governmental Authority in connection with obtaining
the Franchise Consents or the License Consents shall be
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borne by the Company and each of the parties shall bear its
own legal fees or other costs of professional advisors
incurred in the filing and prosection of such applications.
If, in connection with obtaining PFranchise Consents or the
License Consents from a Governmental Authority or the FCC, a
Governmental Authority or the FCC impose new, material
Franchise or license condit.ons as a condition to granting
its consent, Acquiror and the Company shall negotiate
jointly with such Governmental Authority or the FCC with
respect to such conditions, with such conditions to be
accepted only if consented to by Acquiror and the Company,
which consent shall not be unreasonably withheld, iror
agrees that prior to the Closing Date, it will not, without
the prior written consent of the Company, seek amendments,
modifications or other chanicn to Franchises and shall not
institute any discussions with Governmental Authorities or
the FCC without the prior written consent of the Company and
without offering a representative of the Company an
opportunity to participate or observe such discussions. To
the extent such request would not, in the reasonable
judgment of the Company, delay or impair the ability to
obtain any Franchise Consents, any application to any
Governmental Authority for any Fr se Consent necessary
for the transfer of control of any Franchise shall request
that the relevant Governmental Authority also agree that no
further Franchise Consent shall be required for the
subsequent transfer of control of, or assignment of, such
Franchise to a specified Person identified in such
application who is an Affiliate of Acquiror to which
Acquiror intends to transfer or assign the Franchise
immediately prior to Closing. 1In addition, the Company will
use reascnable best efforts to cbtain necessary transfers of
all private mobile radio service licenses.

(b) To the extent that any Franchise Consents
listed in Section 4.6 of the Company Disclosure Letter have
not been obtained by Final Order prior to Closing (such
Franchises hereinafter referred to as the "Non-Required
Franchises"™), Acgquiror and Company shall enter into
negotiations to determine the disposition of the Non-
Required Franchises after Closing. In the event that the
parties agree to transfer any part of a System which
includes, in part, areas covered by a Non-Required Franchise
(hereinafter the "Non-Required Systems®), the parties shall
continue to be subject to Section 7.5(a) until such time as
all Franchise Consents are obtained and the Non-Required
Franchises are transferred to Acquiror.
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7.6 Antitrust Notification. (a) The Coapany and
Acquiror shall as promptly as practicable, but in no event
later than 30 Business Days following the execution and
delivery of this Agreement, file with the FTC and the DOJ
the notification and rewort form required for the
transactions contemplated hereby an . any supplemental
information requested in connection therewith pursuant to
the HSR Act. Each of Acquiror and the Company shall furnish
to each other's counsel such necessary information and
reasonable assistance as the other may raquest in connaction
with its preparation of any filing or submission that is
necessary under the HSR Act. The Company and Acquiror
acknowledge that more than one filing may be required under
the HSR Act in order to consummate the transactions
contemplated by this Agreement, and agree to cooperate and
furnish to each other's counsel such necessary information
and reasonable assistance as the other may request in
connection with its preparation of any subsequent filing,

(b) The Company and Acquiror shall keep each
other apprised of the status of any communications with, and
any inquiries or requests for additional information from,
the FTC and the DOJ and shall comply promptly with any such

inquiry or request.

(c) Each of the Company and Acquiror shall use
its reasonable best efforts to obtain any clearance required
under the HSR Act for the consummation of the Merger, which
efforts, for purposes of this Agreement shall not, except as
provided in Section 7.6(d), require Acquiror in order to
obtain any consent or clearance from the DOJ or any other
Governmental Authority to (i) hold separate, sell or
otherwise dispose of any assets, including assets of the
Company, the effect of any of which, in the reasonable
judgment of Acquiror, would be to materially impair the
value of the Merger to Acquiror or (ii) contest any suit
brought or threatened by the FTC or DOJ or attempt to 1lift
or rescind any injunction or restraining order obtained by
the FTC or DOJ adversely affecting the ability of the
parté;l hereto to consummate the transactions contemplated
hereby.

(d) For purposes of Section 7.6(c), "reasonable
best efforts™ ghall include entry into a consent decree in
any action brought by the DOJ or into a consent order with
the FTC where such decree or order requires the divestiture
of the Designated Assets and of the assets set forth in
Section 7.6(d) of the Company Disclosure Letter, if and only
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if, such decree or order does not require, either abuolutely
or conditionally, the divestiture of any other assets or of
the stock of any other corporation, or (except for
reasonable and curtomary comp! lance and other requirements
ancillary to the required divestiture) impose any additional
requirement or limitation on Acquiror, on its ablility to
operate its current and contemplated businesses, »r con its
ability to acquire assets or stock in any corporation; and
only if such decree or order provides that Acquiror shall
have a period of at least 12 months to effect such
divestiture itself and an additional 12 months to divest
pursuant to a reasonable and customary trusteeship
provision.

7.7 Certain Actions. (a) Except as otherwise
specifically limited by this Agreement, each of the Company
and Acquiror agrees to use its reasonable best efforts and
to take, or cause to be taken, all actions and to do, or
cause to be done, all things necessary, proper or advisable
to ensure that there shall be no regulatory impediments,
pursuant to the Communications Act, the rules and
regulations of the FCC, or otherwise, to the closing of the
transactions contemplated hereby and the Cungnny agrees not
to acquire any assets or engage in any activities prior to
the Closing of a type which Acquiror would be precluded from
acquiring or engaging in pursuant to the Communications Act,
the rules and regulations of the FCC or otherwise.

(b) On or prior to the Closing Date, the Company
shall sell, distribute to stockholders or otherwise dispose
of the properties of the Company and its Subsidiaries listed
in Section 7.7 of the Company Disclosure Letter (the
"Designated Assets"™) in a manner acceptable to Acquireor, in
its sole discretion.

(c) Not later than one hundred and twenty (120)
days following the date hereof, the Company and Acquiror
shall agree to the fair market value of the Designated
Assets (the "Designated Asset Fair Market Value"). In the
event of a sale or other disposition of the Designated
Assets for an amount less than the Designated Asset Fair
Market Value, the Share Price shall be reduced by the
quotient of (i) the excess of (x) the Designated Asset Fair
Harket Value over (y) the amount of consideration received
by the can:nI in respect of such sale or disposition
divided by (ii) the number of shares of Company Common Stock
outstanding immediately prior to the Effective Time on a
fully diluted basis, including giving effect to the
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conversion of all outstanding shares of Company Preferrad
Stock. In the event of a distribution of the Designated
Assets to the stockholders of the Company, the Share Price
shall be reduced by an amount equal to the quotient of

(1) the Designated Asset Fair Macrket Value divided by

(ii) the number of shares of Company Common Stock
outstanding immediately prior to the Effective Time on a
fully diluted basis, including giving effect to the
conversion of all ocutstanding shares of Company Preferred
Stock. The amount of any adjustment to the Share Price
pursuant to this Section 7.7(c) shall be referred to as the
"Per Share Adjustment Amount”™ and the Cash Consideration
Amount shall be reduced by the Per Share Adjustment Amount
multiplied by the number of shares of Company Common Stock
outstanding immediately prior to the Effective Time on a

fully diluted basis, including giving effect to the

conversion of all outstanding shares of Company Preferred
Stock.

7.8 gSupplemental Digclosure. The Company shall
confer on a regular and frequent basis with Acquiror, report
on operational matters and promptly notify Acquiror of, and
furnish Acquiror with, any information it may reasonably
request with respect to, any event or condition or the
existence of any fact that would cause any of the conditions
to Acquiror's obligation to consummate the Merger not to be
completed, and Acquiror shall promptly notify the Company
of, and furnish the Company any information it may
reasonably request with respect to, any event or condition
or the existence of any fact that would cause any of the
conditions to the Company's obligation to consummate the
Merger not to be completed.

7.9 Announcements. Prior to the Closing, neither
the Company nor Acquiror will issue any press release or
otherwise make any public statement with respect to this
Agreement and the transactions contemplated hereby without
the prior consent of the other (which consent shall not be
unreasonably withheld), except as may be required by
Applicable Law or stock exchange regulations (including,
without limitation, pursuant to the United States Federal
securities laws in connection with any registration
statement or report filed thereunder), in vhich even“ the
party required to make the release or announcement shall, if
possible, allow the other party reasonable time to comment
on such release or announcement in advance of such issuance.
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7.10 No Solicitation. (a) From the date hereor
until the Effective Time, the Company shall not, nor shall
it permit any of its Subsidiaries to, nor shall it authorizes
or permit any of its orficers, dirwctors, employees, agents,
investment bankers, attorneys, financial advisors or other
representatives or those of any of its Subsidiaries
(collectively, "Company Representatives") to, directly or
indirectly, solicit, initiate or encourage (including by way
of furnishing information or assistance) or take other
action to facilitate any inquiries or the making of any
proposal that constitutes or II{ reasonably be expected to
lead to, an Acquisition Proposal from any Third Party, or
engage in any discussions or negotiations relating thereto
or in furtherance thereof or accept or enter any agreement
with respect to any Acquisition Proposal; provided, however,
that, notwithstanding anything to the contrary in this
Agreement, (i) prior to the approval of this Agreement by
the Stockholders of the Company, the Company may engage in
discussions or negotiations with, and may furnish
information concerning the Company and its business,
properties and assets to, a Third Party who, without any
solicitation, initiation, encouragement, discussion or
negotiation, directly or indirectly, by or with the Company
or any Company Representatives, or in furtherance thereof
makes a written, bona fide Acquisition Proposal that is not
subject to any material contingencies relating to financing
and that is reasonably capable of being financed and is
financially superior to the consideration to be received by
the Company's stockholders pursuant to the Merger (as
determined in good faith by the Board of Directors after
consultation with the Company's financial advisors) if
(1) the Board of Directors determines in its good faith,
after receipt of written advice of the Company's outside
legal counsel, that such action is advisable for the Board
of Directors to act in ‘a manner consistent with its
fiduciary duties under Applicable Law and (2) prior to
furnish information with respect to the Company and its
Subsidiaries to, such Third Party, the Company shall receive
from such Third Party an executed confidentiality agreement
in reasonably customary form on terms not more favorable to
such Person or entity than the terms contained in the
Confidentiality Agreements, or (ii) the Board of Directors
may take and disclose to the Company's stockholders a
position with regard to a tender offer or exchange offer to
the extent required by Rule 14e-2(a) under the Exchange Act.
Without limiting the rornzoinq, it is understood that any
violation of the restrictions set forth in the preceding
sentence by any investment banker or financial advisor
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retained by the Company, whether or not such Person is
purporti to act of behalf of the Company of any of its
Subsidiaries or otherwise, shall constitute a breach of this

Section 7.10 by the Company.

(b) The Company shall promptly notify Acquiror
orally and in writing of any Acgquisition P:opolzl or any
inquiry with respect to or which could lead to an
Acquisition 1, within 24 hours of the receipt
thereof, incl the identity of the Third Party making
any such Acquisition Proposal or inquiry and the material
terms and conditions of any Acguisition Proposal, and if
such Acquisition Proposal or ingquiry is in writing, sh«ll
deliver to Acquiror a copy of such Acquisition Proposal or
inquiry. The Company shall keep iror informed of the
status and details of any such Acquisition Proposal or

inquiry.

(c) The Company shall immediately cease and cause
to be terminated any existing solicitation, initiation,
encouragement, activity, discussion or negotiation with any
parties conducted heretofore by the Company or an Company
Representatives with respect to any of the foregoing.

(d) As used in this Agreement, "Acquisition
Proposal"™ shall mean any proposal or offer, other than a
proposal or offer by Acquiror or any of its Affiliates, for
a tender or exchange offer, merger, consolidation or other
business combination involving the Company or any of its
material Subsidiaries or any proposal to acgquire in any
manner a substantial equity interest in or a substantial
portion of the assets of the Company or any of its material
Subsidiaries; provided, however, that, the term "Acgquisition
Proposal" shall not include any acquisition by the Company
or any of its Subsidiaries of any assets, businesses or
entities in any transaction or series of related
transactions in exchange for other assets, businesses or
entities of any Third Party.

7-.11 i ’
Insurance. (a) The Restated Certificate of Incorporation
and Bylaws of the Surviving Corporation at the Effective
Time suall not be amended, repealed or otherwvise modified
for a period of six years after the Effective Time in any
manner that would adversely affect the rights thereunder of
individuals vho at any time prior to the Effective Time were
directors or officers of the Company or its Subsidiaries in
respect of actions or omissions occurring at or prior to the
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Effective Time (including, without limitation, the
transactions contemplated by this Agreement), unless such
modification is required by law.

(b) From and after the Effective Time, the

Surviving Corporation shall, indemnify, defend and hold
harmless each Person who is now, or has been at any time
prior to the date hereof or who becomes prior to the
Effective Time, an officer or director of the Company or any
of its Subsidiaries (the "Indemnified Parties™) against all
losses, claims, damages, costs, expenses (including
attorneys' fees and l!g;ﬂlll], liabilities or judgments or
amounts that are paid settlement with the approval of the
indemnifying party (which approval shall not be unreasonably
withheld) of or in connection with any threatened or actual
claim, action, suit, proceeding or investigation based in
whole or in part on or arising in whole or in part out of
the fact that such Person is or was a director or officer of
the Company or any of its Subsidiaries or served as a
director of any Third Party on behalf of the Company or any
of its Subsidiaries whether pertaining to any matter

or occurring at or prior to the Effective Time and
vhether asserted or claimed prior to, or at or after, the
Effective Time ("Indemhified Liabilities"), including,
without limitation, all Indemnified Liabilities based in
whole or in part on, or arising in whole or in part out of,
or pertaining to this Agreement or the transactions
contemplated hereby, in each case to the fullest extent a
corporation is permitted under the DGCL to indemnify its own
directors or officers as the case may be (and the Company or
the Surviving Corporation, as the case may be, will pay
expenses in advance of the final disposition of any such
action or proceeding to each Indemnified Party to the full

extent permitted by law).

(c) The provisions of this Section 7.11 are
intended to be for the benefit of, and shall be enforceable
by, each Indemnified Party, his or her heirs and his or her
personal representatives and shall be binding on all
successors and assigns of Acquiror and the Company.

7.12 NYSE Listing. Acquiror shall use its best
efforts to cause the shares of Media Stock and Series D
Preferred Stock to be issued in the Merger to be approued
for listing on the NYSE, subject only to notice of official
issuance, prior to the Effective Time. If, for any reason,
Acquiror shall not be able to list the shares of the Seriee
D Preferred Stock to be issued in the Merger on the NYSE,
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Acquiror shall use its best efforts to, prior to the
Effective Date, list 3uch shares “n such other stock
exchange, or cause such shares to be eligible for trading on
such other trading facility, as the Company may request.

7.13 Affiliates. Prior to the Closing Date, the
Company shall deliver to Acguiror a letter identifying all
Persons who are, at the time this Agreement is submitted to
the stockholders of the Company, "affiliates” of the Company
for purposes of Rule 145 under the Securities Act. The
COnpnni shall use its best efforts to cause each such Person
to deliver to Acquiror on or prior to the Closing Date a
writt;n agreement substantially in the form attached as
Exhibit D.

7.14 Empplovee Benefits. (a) For a period of one
year following the Effective Time, Acquiror shall maintain
in effect for employees of the Company and its Subsidiaries
benefits (other than RSPAs or similar benefits) no less
favorable in the aggregate than the benefits offered by the
Company immediately prior to the Effective Time. Acquiror
agrees to honor and perform all severance, employment and
similar agreements of the Company disclosed in Section 4.11
of the Company Disclosure Letter and each RSPA and related
Tax Liability Financing Agreement.

(b) Following the date hereof, the Company shall,
after consultation with Acquiror, be permitted to
(i) forgive up to $35.7 million principal amount of
outstanding locans made by the Company to employees to enable
such employees to pay income Taxes incurred by such
employces as a result of the purchase of shares of Company
Common Stock by such employees pursuant to the RSPAs in
accordance with the terms of an amendment to the Tax
Liability Financing Agreement substantially in the form set
forth in Section 7.14 of the Company Disclosure Letter;
provided, however, that any loan to an employee of the
Company who is, or reasonably can be expected to become, a
"covered employee" (within the meaning of Section 162(m) of
the Code) shall in no event be forgiven, in whole or in
part, prior to the day following the Closing Date,
(ii) issue up to 350,000 shares of Company Common Stock
pursuant to RSPAs substantially in the form heretofore
provided to Acgquiror to employees of the cﬂ:panI or any of

n

its Subsidiaries; and provided, further, that, each case,
such forgiveness or issuance acts as incentive for the

purpose of retaining and motivating such employee to
continue in the employment of the Company following the
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Effective Time and is implemented in a manner consistent
with such purpose.

(c) If, following the Effective Time, the
termination of the em.loyee's emp”oyment with the Company or
any of its Subsidiaries results in the acceleration of the
vesting of an award under any RSPA or the forgiveness of a
loan related to an RSPA pursuant to a Tax Liability
Financing Agreement (other than as a result of termination
of employment by reason of the employee's death or
disability) (an "Acceleration Event®) and as a result of
such Acceleration Event, the employee either (i) becomes
subject to an excise tax (the "Excise Tax") under Section
4999 of the Code that such employee would not have been
subject to without the occurrence of such Acceleration Event
.or (ii) the amount of the Excise Tax imposed on such
employee is greater than the amount of the Excise Tax that
would have been imposed without the occurrence of such
Acceleration Event (the "Incremental Excise Tax"), Acquiror
shall pay or shall cause to be paid to the employee, at the
time specified below, an additional amount (the "Additional
Payment"™) sufficient to (a) in the case of clause (i) above,
reimburse the employee for the Excise Tax and in the case of
clause (ii) above, reimburse the loyee for the
Incremental Excise Tax and (b) in either case, reimburse the
employee for any federal, state or local income tax or any
additional excise tax under Section 4999 of the Code payable
with respect to any Additicnal Payment made pursuant to this
Section 7.14(c). The Additional Payment provided for in
this Section 7.14(c) shall be made no later than the due
date for the Excise Tax or Incremental Excise Tax (as the
case may be) imposed. In the event of any dispute in the
calculations made pursuant to this Section 7.14(c), an
independent big six accounting firm shall be selected to
resolve any such dispute and the decision of such accounting
firm shall be final and binding on the Company and the
employee. The fees and costs of such accounting firm shall
be shared equally among the Company and the employee.

7.15 Registration Rights Agreement. Acquiror
shall execute and deliver to the other parties thereto the
Registration Rights Agreement at or prior to the Closing.

7.16 Tax Treatment. (a) Each of Acquiror and the
Company shall use its reasonable best efforts to cause the
Merger to qualify as a reorganization under the provisions
of Sections 368(a) of the Code and to obtain the opinions of
counsel referred to in Sections 8.2(c) and 8.3(c).
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(b) The Company and Acqguiror agree that if a
ruling satisfactory to the Company, Acquiror and The
Providence Journal Company is obtained from the IRS, this
Agreement shall be amended to permit the creation of a
newly-formed holding company to arquire the capital stock of
the Company and Acquiror.

7.17 Serjes D Preferred Stock. Prior to the -
Effective Time, Acquiror shall file with the SecretaiLy of
State of the State of Delaware a Certificate of Designation,
in the form of Exhibit C hereto, with respect to the shares
of Series D Preferred Stock issuable pursuant to Section
3'1.

7.18 Company Indebtedness. The Company shali
assist Acquiror, and shall take such actions as Acquiror may
reasonably request at Acquiror's sole expense in order to
facilitate with respect to the amendment, repayment, redemp-
tion, refinancing or other restructuring of outstanding
Indebtedness of the Company on or after the Effective Time
in connection with the Merger.

7.19 Authorization of Issuance of Merger

« Acquiror shall obtain any authorizations and
consents necessary, and shall take such further actions as
may be required, for the issuance of the Media Stock and the
Series D Preferred Stock to holders of Company Common Stock
pursuant to the terms of this Agreement.

7.20 Attribution. Following the Effective Time,
the board of directors of Acquiror shall attribute all of
the assets and liabilities of the Company and its Subsidi-
aries to the Media Group pursuant to Sections 2.5.1 and
2.6.15 of Article V of the Restated Certificate of Incorpo-
ration of Acquiror as in effect as of the date hereof.

7.21 Further Assurances. Each of the parties
hereto shall execute such documents and other instruments
and take such further actions as may be reasonably required
or desirable to carry out the provisions hereof and consum-
mate and evidence the transactions contemplated hereby or,
at and after the Closing Date, to evidence the consummation
of tne transactions contemplated by this Agreement. Upon
the terms and subject to the conditions hereof, each of the
parties hereto shall take or cause to be taken all actions
and to do or cause to be done all other things necessary,
proper or advisable to consummate and make effective as
promptly as practicable the transactions contemplated by
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this Agreement and to obtain in a timely manner all
necessary waivers, consents and approvals and to effect all
necessary registrations and filings.

ARTICLE VIII
CONDITIONS PRECEDENT

8.1 gConditions to Each 2.::¥1. Obligation to
- The respective obligation of each party

Effect the Merger
to effect the Merger shall be subject to the satisfaction
prior to the Clos Date of the following conditions:

(a) gStockholder Approvals: Charter Amendment.
The Company shall have obtained the Stockholder
Approvals and the Charter Amendment shall have been
executed, acknowledged and filed and shall have become
effective in accordance with the DGCL.

(b) HSR Mgt. (i) The waiting periods (and any
extension thereof) applicable to the Merger under the
HSR Act shall have expired or been terminated;

(ii) neither the FTC nor DOJ shall have authorized the
institution of enforcement proceedings (that have not
been dismissed or otherwise disposed of) to delay,
prohibit, or otherwise restrain the transactions
contemplated by the Agreement; (iii) no such proceeding
will be pending as of the Closing Date and (iv) other
than as contemplated by Section 7.6(d), no injunction
or order shall have been issued by a court of competent
jurisdiction and remain in effect as of the Closing
Date.

(c) « No statute,
rule, regulaticn, injunction, restraining order or
decree of any court or Governmental Authority of
competent jurisdiction shall be in effect that
restrains or prevents the transactions contemplated

hereby.

(d) Form S-4. The Form S-4 shall have been
declared effective under the Securities Act anu shall
not be the subject of any stop order or proceedings
seeking a stop order, and any material "blue sky" and
other state securities laws applicable to the issuance
of the Media Stock and Series D Preferred Stock shall
have been complied with.
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(e) NYSE Listing. The shares of Media Stock
issuable to the Company's stockholders pursuant to this
Agreement shall have been approved for listing on the
NYSE, subject only to official notice of issuance.

(f) Conversion of Company Preferred Stock:
- The holders of shares of Company
Preferred Stock shall have converted such shares into
shares of Company Common Stock, effective no later than
immediately prior to the Effective Time. '

8.2 Conditions of Obligations of Acguiror. The
obligations of Acquiror to effect the Merger are subject to
the satisfaction of the follow conditions, any or all of
which may be waived in whole or in part by Acguiror:

(a) = There shall
be no breach of any representation or warranty of the
Company made hereunder that, individually or together
with all other such breaches, results in a Material
Adverse Effect with respect to the Company. Acquiror
shall have received a certificate from the Company
dated the Closing Date signed by an authorized officer
ar“§E|1Cunpnny certifying to the fulfillment of this
co tion.

(b) Agreements. The Company shall have performed
and complied in all material respects with all of its
respective undertakings, covenants, conditions and
agreements required by this Agreement to be performed
or complied with by it prior to or at the Closing.
Acquiror shall have received a certificate from the
Company dated the Closing Date signed by an authorized
officer of the Company and certifying to the
fulfillment of this condition.

(c¢) Tax Opinion. Acquiror shall have received an
opinion of Weil, Gotshal & Manges LLP, dated the
Closing Date, to the effect that (i) the Merger should
be treated for Federal income tax purposes as a
reorganization within the meaning of Section 366(a) of
the Code; (ii) each of Acquiror and the Company should
be a party to the reorganization within the meaning of
Section 368(b) of the Code; and (iii) no gain or loss
should be recognized by the Company or Acguiror as a
result of the Merger. 1In rendering such opinion, Weil,
Gotshal & Manges LLP may receive and rely upon
representations contained in certificates of the
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Company, Acquiror, and certain stockholders of the
Company.

(d) Letters from Affiliates. Acguiror shall have
received from each Person in the letter referred to in
Section 7.13 =~n executed _opy of an agreenment
substantially in the form of Exhibit D.

(e) Consents. All Company Consents (other than
Franchise Consents) and Acquiror Consents shall have
been obtained, except where the failure to obtain any
such consent would not have a Material Adverss Effect
with respect to the Company or Acquiror, as the case
may be.

(f) ZIransaction Documents. Each of the
Transaction Documents which were not executed on the
date hereof shall have been duly authorized and
executed by the parties thereto other than Acquiror.

(9) nizl:n:in?_ﬁhn:nn- Acquiror shall have
received evidence, in form and substance reasonably
satisfactory to it, that the number of Dissenting

Shares shall constitute no greater than 10% of the
total number of shares of Company Common Stock

(ass conversion of the Company Preferred Stock)
outstand immediately prior to the Effective Time.

(h) Other Actions. The Company shall have
disposed of the Designated Assets as provided in
Section 7.7.

(1) Litigation. Except as described in Section
7.6(c), there shall not be pending or threatened by any
Governmental Authority any suit, action or proceeding,
(i) seeking to restrain or prohibit the Merger or
seeking to obtain from Acquiror or the Company or any
of their respective Subsidiaries in connection with the
Merger any material damages, (ii) seeking to prohibit
or limit the ownership or operation by Acquiror, the
Company or any of their respective Subsidiaries of any
material portion of the business or assets of Acquiror
and its Subsidiaries taken as a whole or the Company
and its Subsidiaries taken as a whole, or to coupel
Acquiror, the Company or any of their respective
Subsidiaries to dispose of or hold separate any
material portion of the business or assets of Acquiror
and its Subsidiaries taken as a whole or the Company
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and its Subsidiaries taken as a whole, in each case as
a4 result of the Merger or any of the other transactions
contemplated b, this Agreer ant or the Transaction
Documents, (iii) seeking to impose limitations on the
ability of Acquiror to acquire or hold, or exercise
full rights of ownership of, the shares of Corpany
Capital Stock, including the right to vote such shares
of Company Capital Stock on all matters properly
presented to the stockholders of the Company or

(iv) seeking to prohibit Acquiror from effectively
controlling in any material respect any portion of the
business or operations of the Company or any of its
Subsidiaries taken as a whole, which, in each case, has
a reasonable likelihood of success and if determined in
a manner adverse to the Company or Acquiror, could
reasonably be expected to result in a Material Adverse
Effect with respect to Acquiror or the Company.

(3) - The Company
shall have obtained, in accordance with the terms of
Section 7.5, (i) all Franchise Consents required
pursuant to this Section 8.2(3j) (the "Required
Franchise Consents"); (ii) all License Consents for
each FCC license set forth in Section 4.6 of the
Company Disclosure Letter and (iii) to the extent
required by the FCC or any Governmental Authority with
jurisdiction, the Social Contract Consent; provided,
however, that each Franchise Consent and License
Consent and the Social Contract Consent required to be
obtained hereunder shall be a Final Order. The
aggregate number of Subscribers covered by the Required
Franchise Consents (i) as to which Franchise Consents
are obtained in accordance with the terms of Section
7.5 and (ii) that do not require Franchise Consents,
shall equal at least ninety percent (90%) of the total
number of Subscribers covered by all Franchises and
shall equal at least ninety-five percent (95%) of the
total number of Subscribers covered by Franchisea
located within the thirty largest Metropolitan
Statistical Areas (as ranked on the basis of the 1994
U.S. Census by Rand McNally) in which the Company or
its subsidiaries operates a Franchise, in eacn case as
of March 31, 1996 based on the Company's month=end
billing report as of such date, as adjusted to reflect
any acquisitions or dispositions of Systems. The
aggregate number of Required Franchise Consents (i) as
to which Franchise Consents are obtained in accordance
with the terms of Section 7.5 and (ii) that do not
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require Franchise Conscnts, shall equal at least
eighty-five percent (85%) of the total number of
Franchises as of the date hereof.

(k) . All
corporate proceedings taken by the Company in
connection with the transactions contemplated hareby
and all documents incident thereto shall be reasonably
satisfactory in all material respects to Acquiror and
Acquiror's counsel, and Acquiror and Acquiror's Counsel
shall have received all such counterpart originals or
certified or other copies of such documents as they may
reasonably request.

8.3 Conditions of Obligations of the Company.
The cbligation of the Company to effect the Merger is
subject to the satisfaction of the following conditions, any
or all of which may be waived in whole or in part by the

Company':

(a) « There shall
be no breach of any representation or warranty of
Acquiror made hereunder that, individually or together
with all other such breaches, results in a Material
Adverse Effect with respect to Acquiror. The Company
shall have received a certificate dated the Closing
Date -1Tnnd by an authorized officer of Acquiror
certifying to the fulfillment of this condition.

(b) Agreements. Acquiror shall have performed
and complied in all material respects with all of their
respective undertakings, covenants, conditions and
agreements required by this Agreement to be performed
or complied with by Acquiror prior to or at the
Closing. The Company shall have received a certificate
dated the Closing Date signed by an authorized officer
of Acquiror certifying to the fulfillment of this
condition. ;

(c) Iax opinion. The Company shall have received
an opinion of Sullivan & Worcester LLP, dated the
Closing Date, to the effect that (i) the Merger will be
treated for Federal income tax purposes as a
reorganization within the meaning of Section 368(a) of
the Code; (ii) each of the Acquiror and the Company
will be a party to the reorganization within the
meaning of Section 368(b) of the Code; and (iii) gain,
if any, realized will be recognized by a stockholder of
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the Company as a result of the Merger, but not in
excess of the amount of cash received by such
stockholder. In rendering such opinion, Sullivan &
Worcester LLP, may receive and rely upon representa-
tions contained in certificates of Acquiror, the
Company, and certain stockholders of the Company.

(d) cConsents. All Company Consents and Acquiror
Consents shall have been obtained, except where the
failure to obtain any such consent would not have a
Material Adverse Effect with respect to the Company or
Acquiror, as the case may be. .

(e) Iransaction Documents. Each of the
Transaction Documents shall have been duly authorizecd
and executed by the parties thereto other than the

Company.

(f) Preferred Stock Listing. The shares of
Series D Preferred Stock issuable to the Company's
stockholders pursuant to this Agreement shall have been
approved for listing on the NYSE or otherwise approved
for listing or eligible for trading as provided in
fcction 7.12 hereof, subject only to official notice of

ssuance.

(g) Corporate Proceedings and Documents. All
corporate proceedings taken by Acquiror in connection
with the transactions contemplated hereby and all
documents incident thereto shall be reasonably
satisfactory in all material respects to the Company
and the Company's counsel, and the Company and the
Company's counsel shall have received all such
counterpart originals or certified or other copies of
such documents as they may reasonably request.

ARTICLE IX
TERMINATION AND AMENDMENT

9.1 Termination. This Agreement may be

terminated and the Merger may be abandonea at any time prior
to the Effective Time, whether before or after approval of
the matters presented in connection with the Merger by the
stockholders of the Company:
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(a) by mutual written consent of the Company, on
the one hand, and Acquiror, on the other hand, or by
mutual action of their raspective boards of directors;

(b) by Acquirer, if any of the conditions set
forth in Section 8.1 or 8.2 shall have becowe incapable
of fulfillment, and shall not have been waived by
Acquiror, or if the Company shall breach in any
material respect any of its representations, warranties
or obligations hereunder and such breach shall not have
been cured in all material respects or waived and the
Company shall not have provided reasonable assurance
that such breach will be cured in all material respects
on or before the Closing Date, but only if such breach,
singly or tng.thar with all other such breaches, would
have a Material Adverse Effect with respect to the

Company;

(c) by the Company, if any of the conditions set
forth in Section 8.1 or 8.3 shall have become incapable
of fulfillment, and shall not have been waived by the
Company, or if Acquiror shall breach in any material
respect any of its representations, warranties or
obligations hereunder and such breach shall not have
been cured in all material respects or waived and
Acquiror shall not have provided reasonable assurance
that such breach will be cured in all material respects
on or before the Closing Date, but only if such breach,
singly or together with all other such breaches, would
have a Material Adverse Effect with respect to

Acquiror;

(d) by either the Company or Acguiror, if the
Merger shall not have been consummated on or before
August 31, 1997 (the "Termination Date"); provided,
however, that if all the conditions set forth in
Article VIII (other than the conditions set forth in
Sections 8.1(a), B.1(b), 8.1(c), 8.2(e), 8.2(h), B.2(1)
and 8.2(j)) have been satisfied at the Termination
Date, either Acquiror or the Company may, by notice to
the other prior to such date, extend the Termination
Date to the latest date so extended by either party but
in no event later than December 31, 1997;

(e) by eaither the Company or Acquiror if the
Stockholder Approvals shall not have been obtained by

reason of the failure to obtain the required vote upon
a vote held at the Stockholders' Meetings (including
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any postponements or adjournments thereof); Provided,

+ that if the Stockholder Approvals are not
obtained at the Initial Stockholders' Meeting solely by
reason of a failure to rbtain approval of the Charter
Amendment, then this Agreement shall not be terminable
unless the Stockholder Approvals shall not have been
obtained by reason of a failure to obtain the required
vote upon a vote held at the Additional Stockholders'

Meeting;

(f) by Acquiror, if the Company shall have
(1) withdrawn or modified, in a manner adverse to
Acquiror, its approval or recommendation of this Agree-
ment or any of the transactions contemplated hereby,
(11) failed to include such recommendation in the Proxy
Statement, (iii) approved or recommended any
Acquisition Proposal from a Third Party or
(iv) resolved to do any of the foregoing;

(9) by the Company, prior to the approval of this
Agreement by the stockholders of the Company, if the
Board of Directors shall approve, and the Company shall
enter into, a definitive agreement providing for the
implementation of an Acquisition Proposal; provided,
hewever, that (i) the Company is not then in breach of
Section 7.10, (ii) prior to such termination, the
Company has negotiated with Acquiror in good faith to
make such adjustments in the terms and conditions of
this Agreement as would enable the Company to proceed
with the transactions contemplated hereby and (iii) the
Board of Directors, has determined in good faith (on
the basis of the terms of such Acquisition Proposal and
the terms of this Agreement, after giving effect to any
concessions offered by Acquiror pursuant to clause
(ii) above), after receipt of written advice from the
Company's outside legal counsel, that such termination
is advisable for the Board of Directors to act in a
manner consistent with its fiduciary duties to
stockholders under Applicable Law and (iv) the Company
shall provide to Acquiror prior written notice of such
termination, which notice shall advise Acquiror of the
matters described in clauses (ii) and (iii) above;

(h) by the Company pursuant to Section
3.1(d) (1i)(B); or

(1) by Acquiror pursuant to Section
3.1(d) (1) (0).
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Notwithstanding the foregoing, a party shall not be
permitted to terminate this Agreement pursuant to clause
(b), (c) or (d) hereof if such party is in breach of any of
its material representations, warranties, covenants or
agreements contained in this Agreement.

9.2 Effect of Terpination. In the event of
termination by the Company or Acquiror pursuant to Section
9.1, written notice thereof shall promptly be given to the
other parties and, except as otherwise provided herein, the
transactions contemplated by this Agreement shall be
terminated, without further action by any party.
Notwithstanding the foregoing, nothing in this Section 5.2
shall be deemed to release any party from any liability for
any breach by such party of the terms and provisions of this
Agreement or to impair the right of the Company, on the one
hand, and Acquiror, on the other hand, to compel specific
performance of the other party of its or their obligations
under this Agreement.

9.3 Fees and Expenges. In order to induce
Acquiror to, among other things, enter into this Agreement,
the Company agrees that if this Agreement is terminated
(A) by Acquiror pursuant to Section 9.1(f) hereof, (B) by
the Company pursuant to Section 9.1(g) hereof, or (C) by the
Company or Acquiror pursuant to Section 9.1(e) hereof and
the Board of Directors shall have materially modified or
withdrawn its approval, determination or recommendation of
this Agreement or any of the transactions contemplated -
hereby prior to the Initial Stockholders' Meeting or there
shall have been an Acquisition Proposal and such proposal
shall not have been withdrawn prior to the Initial
Stockholders' Meeting and within one year thereafter the
Company enters into a definitive agreement with respect to
such Acquisition Proposal (including any definitive
agreement relating to an Acquisition Proposal offered by the
same proponent or its Affiliate as such Acquisition
Proposal), then the Company shall promptly pay Acguiror a
fee of $125 million, plus an amount equal to the actual
reasonable fees and expenses paid or payable by or on behalf
of Acquiror to its attorneys, accountants, environmental
consultants, management consultants, and other consultants
and advisors in connection with the negotiation, execution
and delivery of this Agreement and the transactions
contempiated hereby; provided, howsver, that payment for
fees and expenses shall in no event exceed $15 million. Any
payment required by this Section 9.3 shall be made in same
day funds to Acquiror by the Company no later than five
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Business Days following termination of this Agreement by
Acquiror or the Company, as the case may be.

9.4 : . (a) In order
to induce the Company to, among other things, enter into
this Agreement, Acquiror agrees that if this Agre~ment is
terminated by the Company pursuant to Section 9.1(h), then
the Company shall have the right, for a period of 10 days
thereafter, to require Acquiror to purchase from the Company
(the "Put Right"™) 5,650,000 shares of Series B Convertible
Preferred Stock, par value $.01 per share, of the Company,
having the rights, preferences and terms set forth in the
Certificate of Designations attached as Exhibit E hereto
(E?Ii-put Shares") for an aggregate purchase price of $282.5
m on.

(b) Following termination by the Company of this
Agreement pursuant to Section 9.1(h), the Company may
exercise the Put Right by delivering to Acquiror a written
notice of such exercise (the "Put Exercise Notice"), which
shall specify a date not less than 90 days from the date of
such notice for the closing of the purchase of the Put

Shares by Acquiror.

: (c) The closing with respect to the purchase of
the Put Shares shall take place on the earlier of (i) the
date specified in the Put Exercise Notice and (ii) the
second Business Day following the date on which the last of
the conditions set forth in Section 9.4(d) is fulfilled or
waived, unless another date, time or place is agreed to in
writing by the parties hereto (the "Put Closing Date"). At
such closing, the Company shall deliver to Acquiror
certificates representing the Put Shares and Acquiror shall
deliver to the Company $282.5 million by wire transfer of
immediately available funds to an account designated by the

Company.

(d) The obligations of Acquiror to purchase the
Put Shares shall be subject to the satisfaction prior to the
Put Closing Date of the following conditions:

(1) HSR Act. The waiting periods (and arny
extension thereof) applicable to the purchase of the
Put Shares under the HSR Act shall have expired or been
terminated and there shall be no authorized or pending
action by a Governmental Authority seeking to restrain
or prevent the purchase of the Put Shares.
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(i1) + No statute,
rule, regulation, injunction, restraining order or
decree of any nature of any court or Governmental
Authority srall be in ef’ect that restrains or prevents
the purchase of the Put Shares.

(1i1i) . There
shall be no breach of any representation or warranty of
the Company made hereunder that, individually or
together with all other such breaches, results in a
Material Adverse Effect with respect to the Company.
Acquiror shall have received a certificate from the
Company dated the Put Closing Date signed by an
authorized officer of the Company certifying to the
fulfillment of this condition.

(iv) Agreements. The Company shall have
performed and complied in all material respects with
all of its respective undertakings, covenants,
conditions and agreements required by this Agreement to
be performed or complied with by it prior to or at the
Put Closing Date. Acgquiror shall have received &
certificate from the Company dated the Put Closing Date
signed by an authorized officer of the Company and
certifying to the fulfillment of this condition.

(v) [Exanchise Consents. To the extent any
Franchise(s) individually or collectively representing
more than 5% of total Subscribers of the Company and
its subsidiaries require notice to, or the consent of,
a Governmental Authority in connection with the
purchase by Acquiror of the Put Shares, the consent of
each such Governmental Authority shall have been
obtained by the Company.

(vi) . The Company
and Acquiror shall have entered into a Registration
Rights Agreement substantially in the form of Exhibit F
hereto.

(e) From and after the Put Closing Date, for so

long as Acquiror owns any of the Put Shares, Acquiror shall
not acquire, or agree to acquire, directly or indirectly,
any shares of Company Capital Stock, or any rights or
options to acquire shares of Company Capital Stock, if as a
result of any such acquisition, Acquiror would beneficially
own 10 percent or more of the Company Capital Stock.
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9.5 Apmendment. Subject to Applicable Law, this
Agreement may be amended, modified or supplemented only by
written agreement of Acquiror and the Company at any time
prior to the Effective Time :ith respect to any of the terms
contained herein; provided, however, that, after this
Agreement is approved by the Company's stockholders, no such
amendment or modification shall (i) alter or change the
amount or kind of consideration to be delivered to the
stockholders of the Company or (ii) alter or change any of
the terms and conditions of this Agreement, if such
alteration or change would adversely affect the holders of
any class of capital stock of the Company.

9.6 Extension: Wajver. At any time prior to the
Effective Time, the parties hereto, by action taken or
authorized by their respective boards of directors, may, to
the extent legally allowed: (i) extend the time for the
performance of any of the obligations or other acts of the
other parties hereto; (ii) waive any inaccuracies in the
representations and warranties contained herein or in any
document delivered pursuant hereto; and (iii) waive
compliance with any of the agreements or conditions
contained herein. Any agreement on the part of a party
hereto to any such extension or waiver shall be valid only
if set forth in a written instrument signed on behalf of
such party. The failure of any party hereto to assert any
of its rights hereunder shall not constitute a waiver of
such rights nor in any way effect the validity of this
Agreement or any part hereof or the right of such party
thereafter to enforce each and every provision of this
Agreement. No waiver of any breach of or non-compliance
with this Agreement shall be held to be a waiver of any
other or subsequent breach or non-compliance.

ARTICLE X
GENERAL PROVISIONS

10.1 .
Neither the Company nor Acquiror may rely on the failure of
any condition precedent set forth in Article VIII “o be
satisfied if such failure was caused by such party's (or
parties') failure to act in good faith or to use its
reasonable best efforts to consummate the transactions
contemplated by this Agreement in accordance with Section

7.4.
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10.2
- The representations, warranties and agree-

ments in this Agreement shall terminate at the Effective
Time or upon the termination »f this Agreement pursuant to
Article IX, except that the agreements set forth in Articles
I, II and III and Section 7.11, 7.14 and 7.20 shall survive
the Effective Time and those set forth in Secticas 9.2; 9.3;
9.4 and Article X hereof shall survive termination.

10.3 Expenses. Except as otherwise provided
herein, including in Sections 7.5 and 9.3, each of the
parties hereto shall pay the fees and expenses of its
respective counsel, accountants and other experts and shall
pay all other costs and expenses incurred by it in
connection with the negotiation, Preparation and execution
of this Agreement and the Transaction Documents and the
consummation of the transactions contemplated hereby and
thereby; provided, however, that the Company shall pay, with
funds of the Company and not with funds provided by
Acquiror, any and all property or transfer Taxes imposed on

the Company or any Gains Taxes.

10.4 Applicable Law. This Agreement shall be
governed by, and construed in accordance with, the laws of
the State of Delaware without reference to choice of law
principles, including all matters of construction, validity
and performance.

10.5 Notices. Notices, requests, permissions,
waivers, and other communications hereunder shall be in
writing and shall be deemed to have been duly given if
signed by the respective Persons giving them (in the case of
any corporation the signature shall be by an officer
thereof) and delivered by hand, deposited in the United
States mail (registered or certified, return receipt
requested), properly addressed and postage prepaid, or
delivered by telecopy:

If to the Company, to:

Continental cablevision, Inc.

The Pilot House

Lewis Whart

Boston, Massachusette 02110
Telephone: (617) 742-9500
Telecopy: (617) 742-05130
Attention: Amos B. Hostetter, Jr.
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with a copy to:

Chadbourne & Parke LLP

30 Rockefeller Plaza

New York, New York 10112

Telephore: (212) 408-5100

Telecopy: (212) 541-5369
Attention: Dennis J. Friedman, Esq.

and:

Sullivan & Worcester LLP

One Post Office Square

Boston, Massachusetts 02109
Telephone: (617) 338-2800
Telecopy': (617) 338-2880
Attention: Patrick K. Miehe, Esq.

If to Acquiror, to:

U 8 WEST, Inc

7800 East Orchard Road
Englewood, Colorado 80111
Telephone: (303) 793-6310
Telecopy: (303) 793-6707
Attention: General Counsel

with a copy to:

Weil, Gotshal & Manges LLP

767 Fifth Avenue

New York, New York 10153
Telephone: (212) 310-8000
Telecopy: (212) 310-8007
Attention: Dennis J. Block, Esqg.

Such names and addresses may be changed by notice given in
accordance with this Section 10.5.

10.6 Entire Agreement. This Agreement and the
Transaction Documents (including the Exhibits attached
hereto, all of which are a part hereof) contain the entire
understanding of the parties hereto and thereto with respect
to the subject matter contained herein and therein,
supersece and cancel all prior agreements, negotiations,
correspondence, undertakings and communications of the
parties, oral or written, respecting such subject matter.
There are no restrictions, promises, representations,
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warranties, agreements or undertakings of any party hereto
or to IHI of the Transaction Documents with respect to the
transactions contemplated by this Agreement and the

Transaction Documents other th:n those set forth herein or
therein or made hereunder or thereunder. Notwithstanding
the foregoing, the Confidentiality Agreements shall remain
in full force and effect and shall survive any termination

of this Agreement.

10.7 H « The article, section
and paragraph headings contained in this Agreement are for
reference purposes only and shall not affect in any way the
meaning or interpretation of this Agreement. All references
herein to "Articles™, "Sections" or "Exhibits" shall be
deemed to be references to Articles or Sections hereof or
Exhibits hereto unless otherwise indicated.

10.8 Counterparts. This Agreement may be executed
in one or more counterparts and each counterpart shall be
deemed to be an original, but all of which shall constitute

one and the same original.

10.9 » Neither
this Agreement nor any of the rights, interest or
obligations hereunder shall be assigned by any of the
parties hereto without the prior written consent of the
other parties. This Agreement shall inure to the benefit of
and be binding upon the Company and Acquiror and shall inure
to the sole benefit of the Company and Acquiror and their
respective successors and permitted assigns. Except as set
forth in Section 7.11 and Section 7.14(c), nothing in this
Agreement, express or implied, is intended to confer upon
any other Person any rights or remedies under or by reason

of this Agreement.

10.10 Severability; Enforcement. The invalidity
of any portion hereof shall not affect the validity, force
or effect of the remaining portions hereof. If it is ever
held that any restriction hereunder is too broad to permit
enforcement of such restriction to its fullest extent, each
party agrees that a court of competent jurisdiction may
enforce such restriction to the maximum extent permi%ted by
law, and each party hereby consents and agrees that such
scope may be judicially modified accordingly in any
proceeding brought to enforce such restriction.

10.11 . The parties hereto
agree that the remedy at law for any breach of this
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Agreement will be inadequate and that any party by whom this
Agreement is enforceable shall be entitled to specific
performance in addition to any other appropriate relief or
remedy. Such party may, in its sole discretion, apply to a
court of competent jurisdiction for specific performance or
injunctive or such other relief as such court may deem just
and proper in order to enforce this Agreement or prevent any
violation hereof and, to the extent permitted by Appii=zable
Law, IIGE gcrty waives any objection to the imposition of
such relief.

10.12 Jurisdiction. Each party to this eement
hereby irrevocably agrees that any leqal action, suit or
proceeding arising out of or relating to this Agreement, the
Transaction Documents or any other agreements or
transactions contemplated hereby shall be brought in the
Chancery Court of the State of Delaware and each party
hereto agrees not to assert, by way of motion, as a defense
or otherwise, in any such action, suit or proceeding any
claim that it is not subject personally to the jurisdiction
of such court, that the acticn, suit or proceeding is
brought in an inconvenient forum, that the venue of the
action, suit or proceeding is improper or that this
Agreement, any Transaction Document, any other agreemant or
transaction or the subject matter hereof or thereof may not
be enforced in or by such court. Each party hereto further
and irrevocably submits to the jurisdiction of such court in
any action, suit or proceeding.
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IN WITNESS WHEREOF, the parties hereto have duly
executed this Agreement as of the date firsi above written.

U S WEST, INC.

By: CzﬁiﬂmeJ :k{-éfgiéffi

Name: Charles M. Lillis

Title: Executive Vice President;
President and chief
Executive Officer of the
U § WEST Media Group

CONTINENTAL CABLEVISION, INC.

By :

Name: Amos B. Host ter, Jr.
Title: Chairman of @ Board and
Chief Executive Officer
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PART |
Item 1. Business.

(a) Development of Business.

Continental Cablevision, Inc. (**Continental'* or the **Company,”’ which terms include its consolidated
subsidiaries unless the context indicates otherwise) is a leading provider of broadband communications services.
As of December 31, 1995, the Company's systems and thos: of its US. affiliates passed approximately 7.2
million homes and provided service (o approximately 4.2 million basic_cable subscribers, making te Company
the third-largest cable television system operator in the United States. In addition, Continental has pursued
iovestments in sectors that are complementary to its core business, including (i) intemational broadband
communications; (ii) interests in telecommunications aad technology, including competitive-access telephony
and direct broadcast satellite (**DBS'") service; and (iii) interests in programming services.

Effective October 5, 1995, Continental acquired the cable television businesses and assets of Providence
Journal Company (*'Providence Journal''), serving approximately 779,000 basic subscribers, through the merger
of Providence Journal into Continental and relsted transactions (the *'Providence Journal Merger''). The
Company also completed during the year ended December 31, 1995: (i) acquisitions of systems serving
approximately 88,000 basic subscribers in Chicago, Illinois (**Cablevision of Chicago'’), 74,000 basic
subscribers in Michigan (**Columbia Cable of Michigan'") and 12,000 basic subscribers in Northern California
(**Consolidated Cablevision of California’') and (ii) the acquisition of the remaining 66.2% imerest in N-COM
Limited Parmership I (**N-COM'"), which owned systems serving approximately 56,000 basic subscribers in
Michigan (the **N-COM Buyout'' and, collectively, the **Recent Acquisitions'). See **Description of Business
—U.S. Acquisitions and Investments."’

On February 27, 1996, the Company entered into a definitive Agreement and Plan of Merger (the **Merger
Agreement’”) with U § WEST, Inc. (**U § WEST"') providing for the merger of the Company with and into
U S WEST (the “*Merger''). As a result of the Merger, Coatinental's operations will become part of U S WEST
Media Group (*"UMG"’), a leading global media and telecommunications company. UMG is one of two major
groups that comprise U § WEST, U § WEST's other major group, U 5§ WEST Communications, provides
telecommunications services to more than 25 million customers in 14 western and mid-western states.

If the Merger is consummated, UMG will acquire all of Continental's outstanding capital siock for
aggregate consideration of approximately $5.3 billion, consisting of the following: shares of a pew class of U S
WEST Series D Convertible Preferred Stock (the "§-nf:lﬂDPr:fmr.d Stock"') valued at §1 billioa, shares of
U S WEST Media Group Common Stock (""'UMG Common Stock') valued at $3.3 billion and $] billion in
cash. The Common Stock, $.01 par value per share, of the Company (the **Common Stock'’) has been valued at
530 per share for purposes of the Merger. At U 5 WEST's election, the cash consideration may be increased,
and the consideration to be paid in UMG Common Stock may be reduced, by up to $500 million. As part of the
Merger, US WEST will also assume Continental's outstanding indebledness and other liabilities, which are
currently approximately $5.5 billion.

Iheuugububaumudwhum-fmmuuinﬁm;mumjmy.mpmahyll:*:munemal
stockholder will be taxable only to the extent of any cash received. In the Mesger, each holder of Class A
Common Stock of the Company (the **Class A Common Stock®’) is entitled w0 receive shares of UMG Common
Stock and shares of Scries D Preferred Stock, and each holder of Class B Common Stock of the Company (the
*Class B Common Stock"") (including those issued upon conversion of the Series A Participating Convertible
Preferred Stock of Continental (the **Series A Preferred Stock'")) is entitied 1o receive, at the holder's election,
cither cash or shares of UMG Common Stock and shares of Series D Preferred Stock, or a combination thereof.
In order to maintain the tax-free status of the Providence Journal Merger, bolders of Class A Common Stock,
mnmmrdfmmlmmmhanmmmmmﬂw
mrmmmwmammmmmmmmumnw
ouly by holders of Class B Common Stock.




For purposes of determining the number of shares of UMG Common Stock to be delivered in the Merger,
such stock will be valued on the basis of the average last reported intra-day sale price of UMG Commeon Stock
during the 20 trading days selected by lot from the 30 trading days ending oo the fourth trading day before the
effective date of the Merger (the “UMG Share Price’’). Continental and U § WEST will be required to
consummate the Merger if the UMG Share Price as so determined is no less than $20.825 and no greater than
$28.175. If the UMG Share Price is below $20.825. Continental will heve the right to terminate the Merger
mmusmchmmm:huuufumamsmmwmumwasm
mugswnsrdmmmehumwmnummw-mm
the right to require U S WEST to purchase 5,650,000 shares of a new Series B Convertible Preferred Stock of
Continental for a purchase price of $282.5 million. Conversely, if the UMG Share Price is above $28.175, U §
WEST will have the right to terminate the Merger Agreement unless Continental elects 1o accept shares of UMG
Common Stock in the Mezger based on the actual UMG Share Price.

The Merger is expected 10 close in the “ourth quarter of 1996. The consummation of the Merger is subject
to various conditions to closing, including, but not limited o, regulatory approvals and Continental stockholder
votes. Certain major stockholders have agreed to vote in favor of the Merger and other related matiers. However,
no assurances can be given that the Merger will occur, or occur in the foregoing manner.

Unless otherwise indicated, all industry data set forth herein are based upon information compiled by the
National Cable Television Association (""NCTA""), Paul Kagan Associstes and/or Warren Publishing Co., and
median household income data are derived from demographic information provided by Equifax Marketing
Decision Systems, Inc. The demographic information was provided by zip code arca and was averaged b~
Continental (weighted by the number of basic subscribers in each zip code area) (i) for all of the zip code arcas
Continental serves and (ii) for the zip code areas in each of Continental’s five U.S. cable television management
regions. Equifax Marketing Decision Systetus, Inc. developed the 1995 demographic information by adjusting
1990 census data to take into account estimated growth rates which were developed by the WEFA Group
(formerly Wharton Econometric Forecasting Associates and Chase Econometrics).

The share information contained herein, except as otherwise provided, gives effect o a stock dividend of 24
shares, which was effective September 29, 1995, on each share of Class A Common Stock and Class B Common
Stock of the Company outstanding on the record date for such stock dividend.

The Company logo is a trademark of the Company. All other brand names and trademarks appearing herein
are the prpperty of their respective holders.

MCmpnymhmwmdhhSmdDehmh1963mdhnbunpum'ﬂingbuiclndpny
cable television services since its inception.

(b) Description of Business.

U.S. Cable Television Business
MW'lmmnﬁmmemmmnmnhnmh
20 states, As of December 31, 1995, approximately 55.0% of Continental's total basic subscribers were located
hmmy'smwmmmmwummmmwm
increased the total number of subscribers in these clusters by approximaitely 33.0%, w0 more than 2.3 milliou.
wmmmnmmhmmmwmhﬂmm
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metropolitan markets, as well as in mid-sized cities, that generally have atractive demographics and are
geographically diverse. These systems serve communities with 3 median household income of approximately
$42,300 versus the national median of approximately $37,900. Continental believes that its technolosically
advanced broadband metworks and the demographic profile of its subscriber base, coupled with s effective
marketing, are essential to its ability to sustain pay-to-basic penctration rates and total monthly revenue per
average basic subscriber that are among the highest in the cable television industry. Continental belicves that the
geographic diversity of its system clusters reduces its exposure to conomic, competitive or regulatory factors in
any particular region.

Cable television is a service that delivers a wide variety of channels of television programming. consisting
primarily of video entertainment, sports and news, as weli as informational services, locally originated
programming and digital audio programming, to the homes of subscribers who pay 8 moathly fee for the service.
Television and radio signals are received by off-air anteanas, microwave relay systems, satellite earth stations
and fiber-optic cables and then distributed to subscribers’ homes over networks of coaxial and fiber-optic cables.

m&mmy'smcﬁumhmihmMM(m"ﬁus“)dmbkmmmﬂ
broadcast television signals available off-air in any locality, television signals from so-called **superstations’
originating in distant cities (such as WTBS, WGN and WWOR), various satellite-delivered, non-broadcast
channels (such as Entertainment and Sports Programming Network (*'ESPN""), Cable News Network (“"CNN""),
the USA Network (*'USA"") and Music Television (""MTV"")), displays of information featuring news, weather
and stock market reports and programming criginated locally by the sysiems (such as public, educational and
governmental access channels). The Company's systems also provide premium services o basic subscribers for
an extra monthly charge. These premium services include Home Box Office (**HBO"), Cinemax, Showtime,
The Movie Channel, Encore, The Disney Channel and cerain regional sports petworks, which are satellite-
delivered channels that consist principally of feature films, live sporting events and other special entertainment
features, usually presented without comme.cial interruption. Certain of the Company's systems also camy
“‘multiplexed”’ premium services, which arc svailable from certain premium-service providers such as HBO.
Multiplexing allows a premium-service supplier to offer its programming on two or more channels
simultaneously, but scheduled differently, so as to provide the subscriber with an expanded choice of programs
at any given time.

Although services vary from system to sysiem because of differcnces in channel capacity and viewer
interest, most of Continental's systems offer a Basic Broadcast Tier (“BBT'') as the lowest-priced tier
{mﬁum&dwwﬂpﬁwﬂﬁkmuyoﬂw.mmudwbﬁc.
educational and govemnmental access channgls), one or more Cable Programming Service (*'CPS"") tiers (which
include -delivered cable programming services) and several premium and pay-per-view channels.
Subscribers may choose various combinations of such gervices, Certain Continental systems offer satellite-
delivered, non-broadcast services as a New Product Tier (**NFT"*), which the FCC has indicated it will forebear
from regulating. See **Lagislation and Regulation’ for a description of recent legislation and regulation, which
limits Continental’s ability to price and tier cenain programming services. Coatinental may offer such NPTs to
subscribers in additional systems as it expands channel capacity in such systems. As & result of a social contract
(the **Social Contract’’) adopted by the Federal Communications Commission (the *'FCC"’), Continental is
muﬂmmheﬂm;m{muurmhﬂn;ummwhmhwﬂmlmum
mmenmmummmmupmrwummﬂnmuu(u)mm;hu&umlmm
hﬁmme.pwidndnmhﬁﬁhoﬂuﬁﬂMmqﬂﬂummmmrﬁummmhﬁﬂT.
mummmmymdmmmuwmmummwlm 1997 and then
myummmrm;umapwmumwmmmmwm
public comment by the FCC (the *'Social Contract Amendment'*), former Providence Journal systems and
lquﬂhﬁthﬂAﬂdﬂﬁmwﬂdﬂhmﬂMnWLﬂmﬁmm.h
“U.S. Operating Strategy—U.S. Regulatory Strategy; Social Contract.”

Ammlmﬂypcpmin.lﬁllhmﬂ:ﬁmﬂmﬂﬁmm,m{muﬂﬂ,mﬁﬂ;m.
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revenues from additional fees paid by customers for pay-per-view programming of movies and special events
and from the sale of available advertising spots on adveriser-supporied programming. Continental's syst>ms also
offer home shopping services, from which Continental receives a share of revenues from sales of merchandise in
its service areas.

U.S, Operating Strategy

w'smhmmmﬂhwmmﬂmﬂmmmuﬁumhﬁbcmam
range of enhasced video, high-speed data, telephony and other telecommunications services. Execution of this
strategy involves the following key operating principles'

Operating Scale. Continental is commitied w preserving and further expanding its operating scale in key
markets (as measured by the number of homes passed) through internal growth and strategic acquisitions and
exchanges of systems. Continental believes that operating scale is critical to its ability to meet the growing capital
and technical requirements that are vital 1o its long-term competitiveness and will enable it to realize operating
efficiancies, enhance its ability to develop and deploy new technologies and provide new services.

Large Regional System Clusters. Since its inception, Continental has conceatrated ts operations in large
uﬁﬂmdmwmﬂyhmmwﬂ:dﬁmwmwﬂmm.u
well as in mid-sized cities, that generally have stractive demographics and are geographically diverse.
Coantinental believes that clustering creates operating efficiencies through reduced marketing and persoanel costs
and lower capital expenditures, particularly in systems where cable service can be delivered to several
communities within a single region through a ceatral headend reception facility. Regional system clusters are
attractive to advertisers in that they maximize the scope and effectivencss of advertising expenditures. Large
system clusters also enable Continental to attract and retain high-quality management at the system level and to
meﬂmﬂvﬂyﬂﬂuywyﬂnmnﬂwﬂm.hdﬂiﬁmm:hﬁvdyqﬁﬁqm.ﬂmﬁaﬂu
wwmummmmqmmwmmmﬂmmhm
of other cable television operators. See **U.S. Acquisitions and Investments."’

As of December 31, 1995, approximately 55.0% of Continental’s total basic subscribers were located in the
My'smmwmmmm:mmﬂdmm.
mmmmmmmmmﬂummmwwwummw
of basic subscribers in these operating clusters by spproximately 33.0%, to more than 2.3 millicn.

Cotamunities that are served by Contint#til's systems have a median household income of approximately
$42,300, versus the national median of pproximately $37,900. Continental's five managemeat regions operale
mmemnmthmmmmmmmhmmnm
of total basic subscribers. Continental believes that this geographic diversity reduces its exposure to economic,
competitive or regulatory factors in any particular region.

Technologically Advanced Systems. Continental strives to maintain the highest technological standards in
mmmummymmmnywmwwmum
mehhwmwmmmwurmmwmw
m.mmamﬂMWmmymmmmm
mmmmummnmmmmwm.mmm
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mmmmwmmwmwmmmmm
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subscribers. In addition, Continental had addressable technology in systems serving approximately 88.0% of its
basic subscribers. Continental will also begin to deploy digital converter boxes, as they become commercially
available, to certain basic subscribers. Digital compression significantly increases the number of video channels
that can be carried on a system and greatly increases Continental's ability (o provide enhanced video, high-speed
data, wlephony and other welecommunications services. In addition to upgrading its systems, Continental is
deploying an information technology sysem in onder 1o increuse operating efficiencies (including billing and
customer service).

Continental has recently installed digital advertising insertion cquipment in several markets including
Boston, Richmond, Jacksonville, Pompano, Dayton, Fresno and Detroit. This equipment allows Continental to
download advertisements electronically to certain headends, thereby siguificantly enhancing the flexibility and
reliability of Continenta!’s advertising sales. Continental's Northeast region employs high-speed Asynchronous
Transfer Mode switches, which, in addition to facilitating advertising insertion, have other potential uses,
including improving Continental’s ability to provide enhanced video, voice and high-speed data offerings.
Asynchronous Transfer Mode is a new high-speed data transport and packaging protocol that allows data, video
and voice to be sent simultaneously over the same communication line.

Decentralized and Locally Responsible Management. Continental has developed & decentralized and
locally responsive management structure that brings significant management expertise and stability 10 every
region and allows Continental to respond effectively to the specific needs of the communities it serves. Broad
operating authority has been delegated to the Senior Vice President managing each region, who has, on average,
13 years of experience with Continental and 20 years within the cable industry. Certain employees, including the
regional Senior Vice Presidents, are awarded equity compensation in the form of restricted stock grants, which
vest over time, as an additional incentive to maximize stockholder value. Continental believes that the expertise,
stability and commitment of its regional management is integral to its ability to provide superior customer
service, maintain strong community and Jocal regulatory relations and maximize growth potential.

Effective Marketing. Continental secks 0 maximize revenues by increasing subscriptions to its BBT,
CPS, NPT, Migrated Product Tier, premium and pay-per-view programming services through effective
marketing, combined with a local focus on customer service and community relations. Continental markets cable
television services through telemarketing, direct mail and door-to-door solicitation, reinforced by radio, cable
television, off-air television and newspaper advertising. Continental seeks to attract and retain long-term
subscribers and increase the percentage of homes in its service areas that subscribe to expanded service offerings.
Continental believes that its technologically advanced systems and the demographic profile of its subscriber base,
mmmmmmmdmmmuwmmwwmmw
monthly revenue per average basic subscriber that are among the highest in the cable industry. As of
December 31, 1995, Continental's ratio of premium service subscriptions o basic subscribers was 90.0%, and
its total monthly cable revenue per average basic-subscriber was $35.99.

Customer Service and Community Relations. Continental believes that it is an industry leader in
addressing the needs of its local customers. Through the use of surveys, focus groups, and other research tools,
and by continually investing in information technology and employee training, Continental belleves it has created
one of the most extensive customer service programs in the cable television industry, supported by training
cepiers in each of its regions. To improve its customer service efforts, Continental is in the process of
incorporating information technology into its customer service functions, which will enable customer service
representatives to more effectively interact with the customer. Continental's emphasis oo cusiomer service has
belped to foster and sustain good relationships with the communities it serves.

Continental believes that its focus on customer service and community relations and reputation for quality
will provide a competitive advantage as it plans 0 market a broad range of enhanced video, high-speed data,
telephony and other telecommunications services (o homes in s operating regions, frequently in competiton
with other providers of these services. See **Competition.'
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Leadership in Regulatory and Other Indusry Matters. Continental has fostered strong regulatory
rcluiumntthefndu-almdh:dhwhhudummlusv;ﬁﬂyofdplﬁmmummumdm
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before the FCC, was released for public comment on March 6, 1996. See ““U.S. Regulatory Strategy; Social
M"Wmmmmmmmmmm-wum
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Expanded Service Offerings. Continental believes that its operating strategy has generated and will
mﬁwnhmdﬂdmﬂmﬁmmmumﬂuﬂ%mﬂu‘umm
mwmmmmmwmnﬁmmmm
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offerings such as HBO.

WMMMMHHGMMNWM
networks such as ESPN, MTV and ONN, as well as on locally originated programming. Continental's advertising

qu-thhnﬂuﬂmmmmhﬁWMMmdthdmﬂy
mmuwmwmmmmmmy.w
mﬂiudu.ﬂm:hpmdmﬂgwﬂ:inm-pm&wmmwn. 1990 to December 31,
1995; for the year ended December 31, 1995, pay-per-view revenues sccounted for approximately 2.3% of
Continental’s total revenues. .

mwmummmmwmmmudmhmmdp}w-mﬂ
mwr*won'qm.mmmmmumuwmm 1996 and will cover

ldmmnmdmmmhdmwcmﬂnmdmmmmrwmu
NVOD services in certain of its other systems in 1997,

wmm;mﬂmmmmﬂwwdwmﬂm
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rate of 20.2% from December 31, 1990 to December 31, 1995. Continental believes that these and other services
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In addition, Continental has created an advanced broadband telecommunications ne:work for Boston
College in Newton, Massachusetts, which is a fully interactive, 750 MHz network providing service 1o 150
classrooms, 250 administrative Jocations and over 8,000 outlets in dormitory locations on campus, The network
provides video and high-speed data services, including full access 1o library resources and the Internet from cach
cutlet, and will provide “‘cable-commuting'” services o faculty, administrators and students. The project
represents an opportunity for Continental 1o capitalize on its existing petwork infrastructure to provide
comprehensive broadband network services. Based on its experience providing theze services to Boston College,
Contincntal may make these services available on its systems in other markets.

Continental carrently provides competitive-access telephony service to business customers in Jr-ksonville,
Florida and Richmond, Virginia. Continental is currently certificated to provide residentis] telephony service in
Florida and Californis and has already installed telephou = switching equipment in Jacksoaville, Florida. The
Company plans to provide residential telephone service initially to multiple-dwelling units in selected Florida
communities in 1996 and introduce residential telephooe service to single-family bomes by the end of 1997,
Continental has applied for cenification to provide telepbony services in New Hampshire and will likely apply
for certification in Massachusetts, [llinois, Ohio, Virginia and Michigan during 1996,

Finally, the Company currently acts as a local distributor of the PrimeStar Partners, L.P. (*'PrimeStar’")
DBS service. In this role, it sells to, services, and collects monthly fees from consumers. PrimeStar, of which
Continental owns a 10.4% interest, currently offers a wide range of programming, including 73 channels of cable
and network television, sports and movies as well as several audio channels. As of December 31, 1995,
Continental served spproximately 80,000 of PrimeStar's spproximately 961,000 customers. In addition,
Continental’s DBS-service business generated revenue of $37.0 million and operating income before depreciation
mmummhmmmmn. 1995, Ea:"hlmum:ﬂilmuhulnd
Analysis of Financial Condition and Results of Operations'* and **Telecommunications and Technology.'*

US. Regulatory Strategy; Social Contract. In October 1992, Congress enacted the Cable Television
Consumer Protection and Competition Act of 1992 (the **1992 Cable Act''), which, smong other things,
authorized the FCC to set standards for governmental anthorities to regulate the rates for certain cable television
services and equipment and gave local broadcast stations the option 1o elect wandatory carriage or require
retransmission consent.

After extensive evaluation of cost-of-service principles and economic and Jegal analyses by expens in the

rate regulation area, Continental decided to defend ceruin of its service rates using the FCC's benchmark
mewmmdhmmn%pmafmmm

On August 3, 1995, the FCC adopted a Social Contract with Continental, which covered all of Continental’s
franchises, regulated or unregulated (excluding the franchises acquired in the Providenss Journal Merger and the
Recent Acquisitions). It was the first comprehensive rate agreement involving cable television ever approved by
the FCC. Continental's Social Contract resolved 377 cable rate cases; provided $9.5 million of in-kind refunds
10 affected subscribers; created low-priced life-line BETs in all Continental systems in a manner thal was
revenue-neutral to the Company; committed Coatinental to invest $1.35 billion in system rebyilds and upgrades
from 1995 through 2000 to expand channel capacity and improve technical reliability and picture quality; and
established a plan to stabilize rates for the BBT and for CPS tiers in all Continental franchises, including
franchises that are not subject 10 mie regulation.

In establishing low-priced life-line BBTs, Continental was permitted to adjust its CPS-tier rates to offset the
15% to 20% reductions in its BBT rates and to allow for external cost increases, inflation and channel additions
permitted by the FCC's *'going forward'* rules (the **Going Forward Rules'’). Under the Going Forward Rules,
Continental, along with other cable operators, during the two-year period beginning January 1, 1995, is permitied
to add new services to the CPS tier and 1o reflect the cost of those new services by an amount not to exceed $.20
per added channel up to an aggregate of $1.20, plus the actual licease fecs for the added channels not o exceed

a total of $.30. In 1997, a seventh channe! may be added atf a nute of $.20 plus the liccase fee.
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Pursuant to the Social Contract, Continental is permisied 1o conduct a second round of channe! additions
during the three-year period commencing January 1, 1998 ca the same terms as the first round under the Going
Forward Rules,

Continental is also permitied to sverage broad categorics of equipment and various installation costs for all
its systems on a state or region-wide basis, rather *han oa a franchise-by-franchise basis. This averaging is now
also permitted by the Telecommunications Act of 1996 (the **1996 Tele.ommunications Act™"), discussed herein.
Such rates will be reviewed and approved by the FCC, subject 1o enfogoemeant by local franchise suthorities.

Finally, Continental is permitied on cach system to move up to four existing services on CPS teis) o a
single Migrated Product Tier, provided the Migrated Product Tier is offered without requiring customers (o
purchase any tier other than the BBT. The rates of the Migrated Product Tier will be regulated in accordance
with price limits contained in the Social Contract until January 1, 1997, at which pciat Continental systems may
elect to convert their Migrated Product Tiers into NPTs, as defined by the Going Forward Rules, provided the
tiers continue to be offered without requiring customers 1o purchase any tier other than the BBT, The rates for
the NPTs are regulated by market forces. See ‘‘Legislation and Regpulation—Federal Regulation—Rate
Regulation.”” In addition, Continental has the right to add an uclimited number of new channels to its Migrated
Product Tier at $.20 per channel, plus the actual license fees for the added channels.

Continental has the right to petition the FOC to incorporate acquisitions of cable television systems under
the Social Contract. The Social Contract Amendment was released by the FCC for public comment on March 6,
1996,

The Social Contract Amendment, if adopted, would incorporate into the Social Contract all franchises
mmmum:mwmhmmmmmmummm
wnmmhmwmwmmwmmhth
the form of bill credits to affected customers totaling approximately $1.6 million; and find that current rates being
Wﬁummumm&mnmhMMnﬂm.m
mmuw.mmwuchmmmmmmxmw.mummm
Wmamwmmﬁmunmmmmmmm.mummm
in the Providence Journal Merger and the Recent Acquisitions, Continental would establish a life-live BET
ﬁudii*mﬁ%hhmmﬁvﬂhmhmﬁﬂmbynwmm
CPS-tier sérvices, a3-in the original Social Contract.

The Company would be able to continue to offer all packages of a la cante channels that are curreatly offered
hfmrhwiﬁmlmﬂsyﬁm:n:hythmﬂhumduhﬁamﬁhﬁmﬁunhm]y
wmidhﬂlpiu.mwmﬁndmmmmlhmmﬂmuhmuhe
moved 1o the CPS tier. New channels would be added to the Migrated Product Tier at a price.of $.20 per channel
mmﬂmmmwymmmmmmumywumﬁmmmm.
um.ummmmmmmwmmmumdmm
wmmmhmwumlmwmmmmmmm”m
ahmﬂm&&mmﬂhmmmwmmmdupmfmumm
migrated from regulated CPS tiers.

L@&uﬁ:ﬁ;mﬁumyeﬁwmmdmnjmﬂ!ﬂmmuw
Contract Amendment, but would be bound by the other terms of the Social Contract Amendment. Further, if &
wmmhmﬂmmmehmnmmnrmmmmmm
franchise area would not receive their share of the $250,000 prospective rate reduction.




The resolution of pending rate cases is without any finding by the FCC of any wrongdoing by the Company,
Providence Journal or any of the entities from which the Company purchased systems in the Recent Acquisitions,

In addition, the proposed Social Contract Amendment would effect certain changes to the original Social
Coatract, such as an increase in the capital investment commitment from $1.35 billion to $1.7 billion for the
upgrade of Continental's systems, including the systems acquired k the Providence Joumnal Merger and the
Recent Acquisitions. In addition, instead of using the Going Forward Rules and the second round of Going
Forward Rules permitted by the Social Contract, Continental would agree to add, on average, 10 additional
regulated-services to the CPS tier during the life of the Social Contract and would be able to increase monthly
rates for the CPS tier by $1.00 each year in the sysiems acquired in the Providence Journal Merger and the
Recent Acquisitions from 1996 through 1999 (net of any Geing Forward increases taken in 1996) and by $1.00
each year in all other Continental systems from 1997 through 1999. During the life of the Social Coctract, the
only other permitted CPS-tier increases would be for inflation and increases in external costs. The Company
would provide a free cable connection to public schools (K-12) and a cable connection at cost to secondary
private schools whose students receive funding under Title I of the Elementary and Secondary Education Act
and would provide free cable service 1o all connected schools. Within one year of the commercial availability of
a Continental on-line service for personal computers, the Company would, upon request, provide the cable-
connected schools with one frec modem and free on-line service during the school year. Additional modems
would be made available at cost. The Company would also provide teacher training and support.

The rate restructuring, Migrated Product Tier and **Going Forward™ adjustments that Coatinental has
i under the Social Contract and the Social Contract Amendment, if adopted, will coatinue to apply
to systems divested by Continental through & system sale or exchange. Other rights and obligations will apply
only if the new owner notifies the FCC that it agrees 1o be bound by the same or similar terms and conditions as
those contained in the Social Contract and the Social Contract Amendment, if adopted. Continental will not be
relieved of its total capital investment requirement under the Social Contract and the Social Contract
Amendment, if adopted, by reason of these divestitures. The Social Contract also provides for its termination in
the future if the laws and regulations applicable to services offered in any Continental franchise change in a
manner that would have a material favorable financial impact on Continental. In that instance, the Company may
petition the FCC to terminate the Social Contract.

In February 1996, the 1996 Telecommunications Act was enacted into law, The 1996 Telecommunications

Act modifies various provisions of the Communications Act of 1934, the Cable Communications Policy Act of
1984 (the **1984 Cable Act'') and the 1992 Cable Act, with the intent of eswblishing a pro-competitive,
dm:ulam policy framework for telecommygjcations. Among other provisions, discussed below, the 1996
Act sets a date for removal of CPS-tier rate regulations, allows telephone companies to

build and operate cable systems in their local markets, and sets forth the conditions for voice and data
mmummmchﬁdukﬂmmmmynmuwmpm&nmm:ﬂmm&u 1996
T:hmmmmﬁnwﬂ::FCC:mpkmmu regulations may have on Continental’s operations. See

*‘Legislation and Regulation."




U.S. Systems
mrmmm:mm&mcmymmmmmeUﬂmdSmm
December 31, 1993,

As of December 31,
1993 1994 1995
Homes passed by cable (1) «ecovvriianirnrinnirnssrasesanins 5,192,000 5372000 7,191,000
Number of basic subscribers (2) .....ccovrmrrrnrsrervenss 2,895000 3,081,000 4,190,000
Basic penetration (3) s.eesressnsssssisnasanrans AP i 55.8% 57.4% 58.3%
Number of premium subscriptions (4) ...... KPP g 2,454,000 2,635,000 3,770,000
Premium penetration (5) «.oovieviiiiiiinnnninisisnciciesnes 3 B48% 85.5% 90.0%
Monthly cable revenue per uverage basic subscriber () SRR 535.69 $35.06 $35.99

(1) wmmddunh;mﬂhmdnm&mﬂychuumm‘lnbhﬁmhpﬂuMy
connected without any further extension of principal transmission lines.

(@) A **basic subscriber”’ means a person who, at a minimum, subscribes to the Company's BBT which consists
of troadcast television signals available off-air locally, local origination and public, educational and
wmmnmmthmu-uﬁvmmm"m
dividing aggregate BBT revenues by the stated BBT rate.

(3) Basic subscribers as a percentage of homes passed by cable.

4 mmmammmmmwmmmmmmmmmy
Mwmﬂﬂhlm&pﬂmlwdouWde
offered for a single monthly fee.

(5) mwu.mammamﬂmmumymmm
mmmmdﬁﬁhmﬂuammmmmmu
greater than 100% if the average customer subscribes to more than one premium service.

(6) &bhmm{uzh&bannsmmm}dmddbthw“mpmhuurmt
mmmruucmy'umﬂmﬂmmummwmw
31 for each year presented.

-
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The following table sets forth operating information pertaining to Continental's U.S. systems and the

systems of certain U.S. affiliates as of December 31, 1955,

Homes Number of Number of
Passed By Baxic Basic Fremium Premium
Management Region Cabis Pesetration M
Northeast Reglon
Eastern New England (MA)...vvvnvnnrnnnaae., 473,638 327,757  69.2% 306,567 93.5%
Southern New England (RI, MA)............... 386406 266399  68.9% 250,831 942%
232,762 1T 265 762% 114,963 64.9%
221888 152976 68.9% 132,412 86.6%
149,645 119,604 _T.?_E"lr 98,329 8L1%
Tﬂ-l]u Tl R R e .‘ﬂﬁag lqwml 111:3*‘ m!.lm m*
Western R
Southern S R A e g e 1,419,184 559,761 19.4% 645,934 115.4%
Greater Metropolitan Presno. .- ..ovvvvvisnnnas 334,197 158,084 413% 167,242 105.8%
Greater Metropolitan Stock100. «vvvsuinivananas 194,625 112415  57.8% 62,215 553%
Yuba City, Californis. ...uvvevivirinrennnans 44,215 32,664 TI9% 44,108 135.0%
Reno, Nevada ....ocvvevnsnnnurscnsnasnnnaas 13,748 9915 7L1% 6,453 65.1%
Northern California/Washington/Idsho . ......... 52,897 35,185 66.5% 15822 45.0%
TOM i o vsinvanviamisises s ereiaeisaas 2,058,866 908024 1% 941,794 103.7%
Southeast Region
Jacksonville, Florida, ......ccvvvvvvinnnnnnans 416,997 242,636 58.2% 254,134 104.7%
Pompano/Hialeah, Florda ........ovvvvenanns 386,633 231,611 39.9% 171,741 74.2%
Naples, Florida . .covvvvvecrscnssnsssssrssas . 178,446 121,246 68.0% 61,085 50.4%
Richmond, Virginia........ UL . 246,425 166932  61.7% 140,421 B84.1%
Tabll v vt T i s tas 1,228,501 762425 6L1% 627,381 823%
Midwest Region
mmm f‘t‘iittiiidiilil!titllt" - @ mjal lnlls m* Inm n“
Detrolt ococsvsncnniaes 394231 259,784  659% 223,868 B62%
Lanm; hmi:u; T 125,412 85986  6B.6% 54,437 63.3%
Cleve vesssnnnas 122,706 86,697 70.7% 62,33 71.9%
N«ﬂ:tmuﬂﬂhin ......... R 121,156 83874 69.2% 56,673 67.6%
Tm]tCCilliidi‘tttltiilil!tl!!tﬁtill"li lnlsmﬁ “a;‘ss‘ 6"!“ 52]'19‘5 1—5'7*
Ceatral Reglon
Greater Metropolitan Chicago (West),.......... 630,425 348,085 55.2% 408,202 1173%
Southern NILDOIS. . vvvvvverrnanrassncsomennss 85,477 61,657 TL1% 35,731 58.0%
St. Louis, 1 ) e veenrenegs * 174297 100,393 5746% 119,879 119.4%
i is/SL Paul, Minnesota . ..... cevennans 311785 153721 49.3% 135,883 BB.4%
TOl ivsernsanporennpemsnnsnnnnssrrenes 1,201,984 663,856 5352% 699,695 105.4%
Affiliated Companies (2) .....cooveruvnennanas 13411 123397 55.2% T3 62.7%
Total voveess AISTSTR ST O  — 7,190,937 4,190,159  583% 3,770,492 90.0%
e et e [ = e} e
Systems Designation:
Consolidated SYSIEME ... ovvvvvenvrsiereaenaa. 6967526 4,066,761 58.4% 3,693,170 90.8%
Affiliated Companies (2) .......... MR 23411 123397 55.2% 15322 62.7%
Total .ocvvunes S R A — ‘?.190,93? 4,190,159 SI.J*I- 3,770,492 90.0%
f s e —— 1 === == = E————1
(1) CﬂpyrnMMmemmmfwmﬂmhﬂww
See “*U.S. Acquisitions and Investments—Other
(2) Affilisted Companies are those companies not -ownnd or controlled th:
held by Affiliated consist of systems Iiam
and Investments—U.S. nfu%w ah b‘.\"m ﬂﬁl outstanding
limited parmership interests partnership. -wm ﬂwﬂd Affiliated Companies
&re nrg Company. In subscriber and ud:ﬂ'dm for systems not controlled ntm.mpd

by the - dytﬂpuﬂmﬁﬁﬂmwmdh:mh&npuy:mmﬁb
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Management Regions, A description of Continental's five U.S. cable television management regions and
their significant operating clusters is set forth below.

Northeast. The Northeast region is Continental's largest management region based on the number of basic
ubummibuhmmﬁumhmdym.ﬁdmﬂmuﬂ'luﬂmpnwdmd:l.ﬂ:ofinuﬂ
basic subscribers as of December 31, 1995, This :.gion includes syste: s in the New England states of Maine,
mmwmmmm"nﬂuhmmwmcm.
mrmswmmmmmmmmmmmu
city of Springfield and the surrounding communities in the western part of the state, represent approxiaately
H.ﬂidhuﬁm‘:mﬂhﬁcwﬂh&ﬂeﬂuﬁmnﬁmmﬂ.ﬂwmrﬂﬂumh
1994, which upon completion will result in a combination of 550 MHz and 750 MHz capacity for most of the
ummmmmhumwumwwnmwmh
approximately $47,700, versus the national median housebold income of $37,900. .

Western. The Western region represented approximately 28.6% of Continental's total homes passed and
21.7% of its total basic subscribers as of December 31, 1995. This region includes systems in the city and county
dmmMMWhhmmhw.%mMyMMdhm
subscribers clustered in geographically contiguous franchises served by two headends. This region also includes
Continental's Northern California systems, which include the cities of Fresno, Visalia, Stockton, and Yuba City,
as well as Reno, Nevada. An upgrade of the Los Angeles systems, that will bring capacity to 750 MHz, is
mmm.mmwmmmmemmmwcmmmumﬁm
region is approximately $41,300.

Southeast, ‘The Southeast region represented approximately 17.1% of Continental's total homes passed and
18.2% of its total basic subscribers as of December 31, 1995. This region includes significant operating clusters
mumm:mmmmmmmv&m
Jacksoaville cluster is one of Continental's largest, serving over 240,000 basic subscribers. In 1994, the
Imhmvﬂhud?mpnoqﬂmmdmhﬂdmhmwhhhﬁnm?ﬂmmmﬁbu
nodes serving approximately 1,000 or fewer homes by 1997, The median household income for the communities
served by Continental in the Southeast region is approximately $35,600.

Midwest. The Midwest region represented spproximately 14.1% of Continental's total homes passed and
16.4% of- its total basic subscribers as of 31, 1995. This region includes systems in greater
mmmmmmumﬁdwmmwﬂm
and Jackson. In Ohio, Continental's systems serve the greater Dayton and Cleveland communities, as well as
several communities throughout North Central Ohio. The Dayton systems have recently been rebuilt to provide
smmwmmmmmmymmmmmmwm
for the communities served by Continental in the Midwest region is approximately $40,000.

Fl

Central. mcmmﬁmmmwmymnofcmﬂ'swmmm
lSJ%ofiumﬂhukmudmll,lﬂS.Thhmﬂmhcluduthmﬂmpoum
MMMMWMMMSLMMM'I
mdmmm.mmummwmmmmmmm
Bmmwwm.mwmnmuw-:mmwy
MMMMWWMMMNMMM'lmmMnhM
urupgndedwlm.u'mmmmmmwmhuhMHMMhMHOmm.m
Cumpuyhumwdhmﬂwumpmmhsunﬂshumumhﬂnw
m--us.wmmdmw—mmmﬁm"mmﬂummmmm
Wmmwhuwmﬁmﬁmuwm
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Franchises. Continental believes it has maintained good relations with its Jocal franchise authorities,
Continental has never had a franchise revoked, and to date all of its franchises have been remewed or extended at
their expirations, frequently on modified but satisfactory terms. Continental's franchises establish the terms and
conditions under which the systems are operated. Typically, they establish certain performance and safety
standards related 1o the Company's constructic and maintenance o” facilities in, under and over public streets
and rights-of-way in the franchise areas. Some, but not all, of these franchises specify the services to be offered.
Nearly all of the Company's franchises provide for the payment of fees to the local franchising suthorities, which
currently average approximately 3.2% of gross revenues. The 1984 Cable Act prohibits local fronchising
authoritie$ from imposing annual franchis+ fees in excess of 5.0% of gross revenues and also permits the cable
system operator to seck renegotistion and modification nf franchise requirements if warranted by changed
circumstances. The Company's franchises are usually issued for fixed terms ranging from 10 to 15 years and
must periodically be renewed. Most of such franchises can be terminated prior to their stated expirations for
breach of material provisions.

L]

Franchises representing approximately 1.7 million basic subscribers are scheduled to expire through 2000.
The 1984 Cable Act provides, among other things, for an orderly franchise renewal process in which a franchise
renewal will not be uoreasonably withheld or, if renewal is withheld and the system is acquired by the franchise
authority or & third party, the franchise suthority must pay the operator the "*fair market value'’ of the system
covered by such franchise. In addition, the 1984 Cable Act establishes comprehensive renewal procedures which
require that an incumbent franchisee's renewal application be assessed on its own merit and pot as part of 2
comparative process with competing applications. See *’Legislation and Regulation—Cable Communications
Policy Act of 1984."

Programming. The Company provides programming to its subscribers pursuant o contracts with
programming suppliers. The Company generally pays a flat monthly fee per subscriber for programming on its
basic and premium services. Some programming suppliers provide volume discount pricing structures and/or
offer marketing support to the Company. The Company'’s programming contracts are generally for fixed periods
of time ranging from 3 to 10 years and are subject to pegotiated renewal. The costs to the Company to provide
cable programming have increased in recent years and are expected to continue to increase due o additional
programming being provided 1o basic subscribers, increased costs to produce or purchase cable programming,
inflationary increases and other factors. Increases in the cost of programming services have been offset in pan
by additional volume discounts as a result of the growth of Continental and its success in selling such services o
its customers. Effective in May 1994, the FCC's rate regulations under the 1992 Cable Act permit operators 1o

pass mmmhpmmmhmdumm.w&mﬂx
that will contioue to have access 1o programming services at reasonable price levels. See
*'Legislation and Regulation.”'

The *‘program-access™ provisions of the 1992 Cable Act require that much of the cable metwork
programming in which Continental has an ownership interest be sold, under cerain circumstances, to
multichanne! video programming providers that compets with Coantinental's local cable systems. The 1996
Telecommunications Act extends the program-access requirements of the 1992 Cable Agt to a telephone
company that provid.s video programming by soy means directly to subscribers, and to programming in which
such a company holds an attributable ownership interest, thus allowing Continental's cable systems similar
sccess to programming developed by their telephone company competitors.

Must Carry/Retransmission Consent. The 1992 Cable Act contains broadcast signal carriage
requirements, and the FCC has adopted regulations which are currently in force implementing such statutory
carriage requirements. These new rules allow local commercial television broadcast stations, commencing oo
June 17, 1993 and every three years thereafter, either to elect required camiage (*'must-carry’ status), or to
require a cable television system (0 negotiste for “‘retransmission consent'’ rights. A cable television system
genenally is required to devote up to one-third of its activated channel capacity for the mandatory carriage of

13
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MdmmHuhvmmm“mmiﬂuhﬁMmMmm;immumu:
rights on cable television systems under the 1992 Cable Act and the FCC's rules; however, such stations are not
ﬁmmmmumhmm:ﬁmmﬂmwnnﬂmm 1993, cable
mmmmmmmmmm"w"wmm
(mmwww--wm-'nuumsx.mmm

mnmmmhwumMﬂmumhmmm
yw.m;mwalmm"u;hhﬁmndmm" .

US., Acquisitions and Investments
wmmmwwwmmmmmummam
mm.nmmMmmmmmwmum

mm'wus.mm"mmmwmmmm
quiﬂﬂundmﬂmuﬂhwdmhmﬂdmm&mm

The Providence Journal Merger. mmymﬂrmldudmmthdm
Smhmdﬂ&mduﬁﬂmhmﬂmﬂumwmndmnr
mﬂmlmmms*lm.pumwumﬂmWMde.Mnar
November 18, IMumdﬂmdudel.lm.wmmmm
Jmmmmw.mmmﬂmnmm.w
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Continental systems. o
Other U.S. Acquisitions. mfdbuh:hlmwdamﬂmmﬂquiﬂﬂmdus.nhhqmm
Wmuwwwsr.lmummm

In August lM.WMﬁWdW‘lmwﬂqmwmm
mmhuwm“m-mmdwwyﬂmmmmn
h:lmepmdmuywnnnﬁmw:mﬂn;umhhmnﬂm

EWIM.WMWMMJW'IMM
1mmmummmuwwnn.ommmm
nhch:pmﬁqmtmﬁﬂl‘suﬁhtrmhhw“nmﬁu

14




In October 1995, Continental purchased Columbia Cable of Michigan's systems serving approximately
74,000 basic subscribers in Michigan for approximately $155.0 million. In December 1995, Continental acquired
the remaining parmership interests and discharged certain liabilities of N-COM, a limited partnership that
operates cable television systems serving approximately 56,000 basic subscribers in greater metropolitan Detroit
for approximately $88.0 million. The Columbia Cable of Michigan and N-COM systems are in close proximity
1o other Continental systems in its Midwest region.

In March 1996, Continental entered into a purchase agreement Lo acquire the remaining partnership interests
(the *‘Pending M/NH Buyout'’) in MeredityNew Heritage Strategic Parmers L.P. (*"M/NH''). The purchase
agreement remains subject to the completion of cermin schedules and exhibits thereto. Continental currently
owns a 37.9% interest in M/NH. Under the current terms of the transaction, Continental would acquire the
remaining interests in M/NH for a cash purchase price of approximately $129.2 million, plus the assumption or
repayment of approximately $90.0 million of indebtedness. As of December 31, 1995, M/NH owned and
operated cable television systems serving approximately 126,000 basic subscribers in the Minneapolis/St. Paul.
Minnesota arca. These systems are in close proximity to Continental's other systems in the Minneapolis/St. Paul
area. The closing of the Peading M/NH Buyout is expected 10 occur in the third quarter of 1996,

In December 1995, Continental and TCI Cable Partners of St. Louis L.P. (**TCI Cable Partners'") agreed to
a tax-free exchange of the Company's sysiems in and around St. Louis County, Missouri for TCI Cable Partners’
systems in and around Andover, Bamnstable, Nantucket and Waltham, Massachusetts. The systems of each party
cover approximately 100,000 basic subscribers. The Company expects to consummate this transaction in the
second quarter of 1996.

U.S. Minority Cable Investments, ‘The acquisitions of minority ownership interests in various U.S. cable
television companies has contributed to Continental's nationwide operating scale. As of December 31, 1994
Continental held minority ownership positions in the following U.5. cable companies:

A of December 11, 1995
(dallary ln thoussnds)
Insight Communications Company, L.P. ......ccc0000 304,261 163,923 $172,915 34.4%
Meredith/New Heritage Strategic Parners, LP(1) ..... 240,786 126,047 88,732 37.9%
Prime Cable of Hickory, LP. «oovvavvens A 53,047 36,535 38342 A%
l:llmdBl)fClhhT\"Atm:hu ....... LRI Ny 19922 14,361 4,639 49.0%

(1) Continental has entered into & purchase agreement 10 acquire the remaining ownership interests in M/INH
from the other partners and discharge or assume certain liabilities for total consideration of approximately
$219.2 million. No assurances can be made at this time that such transaction will be consummated. See
**{1.S. Acquisitions and Investments—Other U.S. Acquisitions."’

International Operations d

Continental has made investments in international broadband communications networks, principally in Latin
America and the Pacific Rim. These investments represent opportunities for Continental 1o capitalize on its
managerial, technica) and marketing expertise in international markets.

Argentina. Continental owns an spproximate 50% interest in Fintelco, 5.A. (“‘Fintelco™) an Argentine
cable television operator. Fintelco is the largest cable television operator in Argentina, with approximately
616,000 subscribers in regional system clusters in the Argentine provinces of Buenos Aires, Cordoba and Santa
Fe. These wmmmﬂymmdhhﬁuﬂ'immw.mmmmm
by Continental.
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Fintelco's operating stralegy focuses on creating large regional sysiem clusters in key markets. As of
December 31, 1995, Fintelco had approximately 315,000 subscribers in the province of Buenos Aires, 179,000
subscribers in the province of Cordoba and 122,000 subscribers in the province of Santa Fe. Average monthly
subscriber rates for Fintelco's cable television services are the equivalent of approximately US330. Most systems
in Argentina provide a single package of services, which typically includes premium movie channels such as
HBO OJ&. For the fiscal year ended November 23, 1995, Fintelco recw.ded revenues of approximaiely US$244.0
mmmwwwmmmamumw.nwnm

There is currently no regulation of cable subscription rates in Argeatina. Cable operators in Argentina are
issued non-exclusive broadcast licenses for the carriage of their programming services, and may compete with
mhunbkopmmfwﬂmnlmﬂhm.ﬁmuld-dami television industry in Argenting is extremely
competitive. Fintelco competes in certain areas of Buenos Aires, Cordoba and Santa Fe. Fintelco believes that
competition is primarily based on price, program offerings, customer satisfaction and quality of the system
network. Other cable operators in Buenos Aires include: Cablevision, S.A. (which is cumrently 51% owned by an
affiliate of U.S. cable operator Tele-Communications, Inc. (“TCI'")), Grupo Clarin (d/b/a Multicanal) and Fin
Cable S.A. (d/a Telefe).

In November 1990, the Argentine telephone system was privatized and rwo companies, Telefdnica de
Argentine S.A. (**Telefénica'") and Telecom Argentina STET- France Telecom S.A. (**Telecom''), were granted
exclusive licenses 1o provide local and long-distance telephony service. The exclusivity of these licenses is
scheduled to expire in 1997, but may be extended for an additional three-year period if the licensees have met
certain mandatory standards for the expansion of their telephone networks and improvements in quality of
service. No assurance can be given, however, that cable operators in Asgentina will be permitted to offer
ul:phmym\fiminlﬂ?,h!ﬁﬂwummmhuhmmﬁ;mmﬂmﬁhﬂmyumx
are exclusive, Telefénica and Telecom are not permitied to provide cable television on a commercial basis over
their networks.

Australia. Continental bas entered into an agreement with Optus Communications Pty Limited (*'Optus’’),
the second licensed carrier in Australia, providing long-distance and cellular welephone services, Publishing and
Broadcasting Limited (**Nine'’), the parent company of Kemy Packer's Nine Network, and Seven Network
Limited (**Seven'") to create a broadband communications network in Australia. The veature (**Optus Vision™')
is owned 46.5% by Continental, 46.5% by Optus, 5% by Nioe and 2% by Seven. Nine and Seven represent two
of Australia's three major commercial teleyision networlks. Each of Nine and Seven has an option to increase at
fair t value its sharcholding to 20% and 5%, respectively, at any time prior to July 1, 1957, Optus Vision
is provid cable television, and will provide local telephone and a variety of advanced broadband interactive
services 1o business and residential customers in Australia’s major markets. Optus Vision anticipates that it will
begin to offer local telephone service in the second half of 1996,

Australia has a population of approximately 17.8 million, with over 5.6 million television houscholds and
vmwdmwy?lﬁ.mmammvmmmmhm1995.0pm
Vision's plan anticipates passing spproximately 2.9 million bousecholds throughout Ausmralia by mid- 1998,
beginning with the major metropolitan ceaters of Sydney, Melbourne and Brisbanc.

mmmm«mmmfwﬂmmvmmmnm;
mm&mwlm.whﬂmmtﬁmuw;mmm.mwmmu
and a variety of local and international programming.

mwmmhmmmmnwmmnumﬁm.
Dmnvmﬂmwmmhwmmmmmmmmmmnm
wmuwmmmmﬂmmmm.mmm
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television services under the name FOXTEL over a cable television network, and (ii) Australis Media Lid.
(**Australis'"), which currently provides subscription television services by way of Multi-channel, Multi-paint
Distribution Services (**MMDS""), commonly called wireless cable systems, under the name Galaxy and will
provide services by way of both MMDS and DBS technology in the future,

FOXTEL has entered into a long-term programming agreement for the exclusive distribution of Australis’
programming. FOXTEL and Australis announced & proposed merger of their operations in October 1995. In
February 1996, the Australian Competition and Consumer Commission announced that the proposed merger
would breach cerin provisions of the Trade Practices Act As a resujt, the merger of FOXTEL and Australis

has not proceeded as proposed.

Optus Vision currently employs approximately 1,600 people, including several former Continental
employees. H. Franklin Anthooy I, the former Senior Vice President and General Manager of Coatinental's
Northeast region, serves as the Chief Operating Officer of Optus Vision. .

Singapore. Continental has a 25% equity interest in Singapore Cablevision Pte Ltd (“'SCV"'), a joint
venture tht is constructing a high-capacity network to provide cable television and a variety of interactive
services to substantially all of Singapore's spproximate 820,000 bouscholds. SCV has the exclusive right,
through June 2002, to provide traditional cable television service in Singapore. Cable television service has not
previously been available in Singapore. Continental’s partners in this venture are Singapore Technologies
Venture Pte. Lid., Singapore International Media Pte. Lid. and Singapore Press Holdings Limited, each of which
is affiliated with the govemnment of Singapore. The system activated its first subscribers in June 1995, and by
1999, when construction is expected to be completed, it is anticipated that there will be nearly one million
households in Singapore. SCV's service offerings include both Mandarin and English language programming.
Continental js managing the system's coastruction and ongoing operations under a five-year agreement, for
which it receives management fees based upon the gross revenues generated by the system.

Telecommunications and Technology

Continental is currently rebuilding and upgrading its U.S. systems to create advanced hybrid fiber-optic and
coaxial cable networks that will serve as the infrastructure for the provision of enhanced video, high-speed data,
telephony and other telecommunications services. Although Continental believes that demand exists to suppon
the entry of cable television companies into the telephony business, the offering of these services will require the
removal of existing regulatory and legislative barriers to local telephone competition. See **Competition’* and
"Lzzi:l::i;unlndﬂ.eluhﬁm." " "

1

TCG. Continental currently has a 20% equity interest in Teleport Communications Group, Inc. (*"TCG""),
a leading *‘competitive-access provider’ in the United States. TCG is a local telecommunications services
provider and a leading fiber-optic-based competitor to local telephone companies nationwide. TCG provides local
tzlecommunications services primarily over high-capacity fiber-optic networks (which it owns or leases from
ubl:upuﬂmmchnﬂonttnmtﬂJM:mutﬂuwiu.dmmvideuuuminlmmadsnfhiﬂ-vnlume
business customers in major metropolitan areas throughout the United States. TCG's customers include long-
distance carriers and resellers, international telephone carriers, financial services firms, banking and brokerage
institutions, media cocipanies and other welecommunications-intensive businesses. In competition with the
WMMC@M("M“)MWLnﬂlEtchnp(hriu:(‘*L.E&"}.TﬂGoﬂmiu
customers vendor diversity for local service, superior quality, competitive pricing and state-of-the-art technology.

Since 1985, TOG has owned and operated the nation's largest non-LEC local telecommunications network
in the New York City metropolitan area, the country’s leading telecommunications market. Beginning in 1988
with the construction of a Boston network, TCG has expanded its network operations to 26 telecommunications
markets in the United States, including Los Angeles, Chicago, San Francisco, Dallas, Detroit, Miami, Houstoa,
Sunk,mnhpmmmmmuﬂdmmcmmmmm.mm

provider for TCG.
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In addition to Continental, the other partners in TCG include Cox Cable Communicatians, Inc. (*'Cox™),
TCI and Comcast Corporation (**Comcast"'), which currently have interests of approximately 30%, 0% and
20%, respectively.

Other Telecommunications Activities. Continental also owns an 80.0% interest in Continental Fiber
Tmlmm.m.ﬂ.ummmummvumm, which both have fiber-optic networks that
lhcymnrhseﬁnmi:mﬁmnls:nhmhpwide Jocal ‘elephony service to business customers in
Jacksonville, Florida and Richmond, Virginia, respectively.

Cmmmummdymﬂﬁnmdmprmideuﬁﬁmﬁnulqhmymbmmmcuumm
MMyWuWylmqumhlmvﬂhmmeMWﬁwﬂc
mmmmmlymmwmummmmmm
introduce residential telephone service to single-family homes by 1997. Continental has applied for certification
wmvidemkphmymin:hﬂewﬂmpshhmdwﬂlmumly for certification in Massachusetts, lllinois,
Ohio, Virginia and Michigan during 1996.

PrimeStar. Continental curreatly owns a 10.4% interest in PrimeStar, a nationwide provider of DBS
mine."l‘her:mﬂmimmhhﬁ:ﬁw“bﬂdw&Em&nm.m.{udﬁﬁmd&m
Elu-uic)wi:hlﬁ.ﬁmdﬁwnﬂurnhhmhvhionwmﬁﬂmdﬂmWmu&hlemm.%u:h:
Comcast, Cox and Newhouse Broadcasting Corp. own 10.4% each).

Mwmmmwnﬁmwmmh%tmmmm as of
DanmhuSl.lHﬁ.PﬁmeSu:manmdDBsmm:mmh;miaulwwmmﬂ
MmmmmfummummmmmeMuu
Mymmmwmummmmmmpmmwm.mmc@mm
mluomunbhm'hhmnunm&mmmufmﬁmm.tmﬁmm
served mimmlywmudmtmmunfnmhun. 1995. During the year ended
Deumhern.1W5.Cmﬁnmﬂmdbdbﬂ$—mﬂ¢¢mmutﬂ?ﬂnﬂﬁmmdopmﬁuhmebﬂm
ammmdmmm&wnmmﬁm-mwammmu
TS@mhdnﬁhmmmﬂmemh.umRuumﬂmmnmw
umndhlmﬂm.ﬁimﬁhﬂpuﬁﬂhunpﬂdhwhdpﬂm:h&hmpﬁhhmwbﬁs
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considering its options for the delivery of high-powered DBS service following the conclusion of an FCC
mcﬁm,wﬁﬁhﬂ?ﬂmﬁwﬁhﬂﬁmﬂmﬂu@@@kmmmw

service.

Thac[oﬂwin;h-mmmurdﬂnmﬁﬂmdop:uﬂnsmﬂsﬁufmhiuﬂﬂmhhhmmcmﬁop:nﬁm
in 1991.

Year Ended December 31,
1993 1994 1995
. {dollars in (housands)
REVEDDLS +ovvensosssasnssssnnns B S 510,900 £17,800 $180,595
Growthrmale ....conrs e e LR L T 110% 155% 550%
CUSIOMETS . < canvnnns e e D S R R 66,800 230,800 261,200
GIOWHH FALE o uvvsvreeasessnesnssnsnsnaunarsrssrassssssss 51% 246% 116%

Programming and Other Investments

MMMMWhWMMMMWW'sMEfm
mu-mdmwmmumemmmmmmm
of Continental's programming investments:

18




Turner Broadcasting System, Inc. and Home Shopping Network, Inc. Continental holds marketable
equity securities of Turmmer Broadcasting System, Inc. (**Tumer'') and HSN. As of December 31, 1995, the
approximate market values of Cootinental's investments in Turner and HSN were $147.0 miilion and $4.4
million, respectively. On September 22, 1995, Turner and Time Wamner, Inc. (*"Time Warner'') entered into a
merger agreement providing for the merger of Turner into a wholly owned subsidiary of Time Wamer. The
merger agreement provides that all outstanding shares of Twiner capital stock will be converted into shares of
Time Wamner common stock. If the merger is consummated under its current terms, the Company will receive
approximately 4.4 million shares of Time Warner common stock in exchange for its shares of Turner capital
stock. The merger is subject 0 a number of conditions, including segulatory approvals. There can be no
assurances that all of the conditions to the consummation of the mergar will be satisfied or that, as a condition 1o
the grant of regulatory approvals, changes will not be required to the terms of the merger. The approximate
market value of the Time Warner shares that Continental would have received had the merger taken place as of
March 11, 1996 would have been approximately $189.8 million. See **Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Liquidity and Capital Resources." Tinfothy P. Neher,
Director and Vice Chairman of the Board of Continental, serves on the Board of Directors of Turner.

E! Entertainment Television, Inc. Continental owns a 10.4% interest in E! Enteriainment Television, Inc.
(*'E!""), whose programming includes entertainment related news, information and features. E! has agreements
with every major U.S. cable television operator and, as of December 31, 1995, was distributed to approximately
37.3 million customers, representing more than 50% of US. multi-channel television bouseholds. Other
shareholders in E! include Comeast, Cox and TCI. each with an approximate 10.4% interest, and Time Wamner
Cable, with a 48% interest. Robert A. Steagel, a Senior Vice President of Continental, serves on the Board of
Directors of El.

The following is a summary of financial and operating statistics for El:

Year Ended December 31,
1993 1994 1935
(In thoussnds, exorpt percentages)
REVEDULS. ..cccavernnnaannansnnnns A R A £31,700 $49,100 $74.300
Growthrate .....ounee I 43.4% 34.9% 51.3%
SUBBETIBETE - i i e 25,800 27,800 37,300
Growth Tale ...c..cvvvcncnanncacccsnans seesareansssienans 30.1% TE% 342%

A o il
National Cable Communications, L.P. Continental has a 12.5% limited partnership interest in NCC, the
largest representation firm in spot cable advertising sales. The other limited partners in NCC are Cox, Time
Warner Cable and Comcast, cach with a 12.5% interest. NCC's managing partner is Katz Cable Corporation,
with a 50.0% interest. Robert A. Stengel, a Senior Vice President of Continental, serves on the management
committee of NCC, Ses¢ ‘‘Management's Discussion and Analysis of Financial Condition and Results of

Operations—Liquidity and Capital Resources."

New England Cable News, Continental and The Hearst Corporation each own 50% of New England
Cable News, a regional cable news network featuring news, sports and weather programming on an exclusive
basis 1o cable television systems in the New England area. New England Cable News had revenues of 35.5
million for the year ended December 31, 1995, Russell Stephens, a Senior Vice President of Continental's
Northeast region, serves on the Board of Directors of New England Cable News.

Viewer's Choice. PPVN Holding Co. (*'PPVN'"), which operates under the brand-pame Viewer's Choice,
is a cable operator-controlled buying cooperative and distributor for pay-per-view progmmming. Continental
holds a 10.0% interest in PPVN. William T. Schleyer, the President and Chiefl Operating Officer of Continental,
serves oo the Board of Directors of PPVN.
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The Golf Channel. Mmmmmwmmmaimmmmmn.-mh
programming mmmwmmﬂmmnhannm.m P, Neher, Director and
Vice Chairman of the Board of Continental, serves on the Board of Directors of The Golf Channel.

TV Food Network. cmummmmmmmbimmmmwmmm;mk
mawmdpmmh;mhﬁkbﬂﬁpoﬁmmmmdmmmmumm
mm.nm&ﬁM-mvuﬁm&mm”mmwcmo{u
TV Food Network.

The Sunshine Network. Continental owns an spproximate 7.5% interest in The Sunshine Network, 8 joint
mmmwmdmmmwmmmm.u
wellummemmLJMT.mevemmmaCMmum
the Board of Directors of The Sunshine Network.

Music Choice. Digital Cable Radio Associates (*“*Music Choice'") distributes audio programming in
digital format over coaxial cable. The service allows cable television customers to receive compact disc-quality
sound in several music formats. Continental owns an approximate 10.1% interest in Music Cholce. Robert A.
smﬁ-smvnhmamdcmﬂmmmamamm

Outdoor Life Network and Speedvision. Continental owns an approximate 23.0% and 22.1% interest in
wmmawmsmmy.mﬂumwmmw

rwmmumuhmmmm&mwmmmeh
IMMLSMIMMHW&C&MWM@MHM&MW

Life and Speedvision.

Competition

cmrmmw*;-mmmmwm
mmmmw«mmmm.mmm.
Hv:muﬁ;cﬂdhmvﬂwmﬁﬂ&bhﬂvhhmhmhﬂuﬂuﬁulmdw
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other alternative delivery sources.

mmwmmumm«mhmm%umm
mmmmwmmmwhmmmummum.mm
may have on Cuntinental in the future.




point microwave service 1o distribute video enterainment programming 1o their SMATV systems. A private
cable television system normally is free of the regulatory burdens imposed on franchised cable television
systems. Although a number of states have enacted laws to afford operators of franchised cable welevision
systems access to private complexes, the U.S. Supreme Court has held that cable companies cannol have such
access without compensating the property owner. The access statutes of several states have been challenged
successfully in the courts, including those of states in which Continent ' operaies,

mm:ymmmmwmwmmemwm.m
favorable operating environment for certain existing technologies and tb create substantial additional competition
to cable television systems. These technologies include, among others, DBS services, which ransmit signals by
muimmmuivh;hmMMMm'mwmmu-&uvmmm
been available to backyard earth stations for some time, new, high-powered direct-to-home saiellites make
possible the wide-scale delivery of programming to individuals throughout the United States using roof-top or
wall-mounted antennas. Companies offering DBS services use video compression technoiogy to increase channel
capacity and to provide a package of movies, broadcast and other program services highly competitive with thase
of cable television systems. Two companies began offering high-powered DBS service in 1994 and a third
company begin service in 1996 in competition with cable television operators and PrimeStr. Continental has
invested in PrimeStar, a medium-powered DBS-service provider, which currently offers 73 channels of video
and audio service. In order to expand its service, PrimeStar’s partners have agreed in principle on a long-term
path for medium-powered DBS service with the option for a fifteen-year transponder lease from GE Americom
Communications Inc., which would give PrimeStar the potential to deliver approximately 150 channels of
programming. Other companies intend to offer expanded service over high-powered satellites using video
compression technology. DBS service providers may be able to offer new and highly specialized services using
a national base of subscribers. The ability of DBS-service providers 1o compete with the cable television industry
mpenmmm;mhunum.ummudmmqmummmmwmnmss
services indicate that it may offer substantial competition to cable television operators. PrimeStar is stll
coasidering its options for the delivery of high-powered DBS service following the conclusion of an FCC
auction, which left PrimeStar without the assured use of certain desirable spectrum frequencies for high-powered
service. See **Telecommunications and Technology."

Clblctclevishuqmmuhomrmmﬂhwhﬂnummdkuhﬁmmﬂmm&nms.
memmemmmmmwwmmwmm
programmuag over-the-air 1o subscribers. MMDS systems’ ability to compete with cable television systems has
wmlgﬂﬁﬂuﬂmnﬂdﬁmﬂﬂ.#hﬁﬁqm#ﬂwmﬁ;dm&hﬁ.
However, NYNEX Corp. and Bell Atlantic Corporation have agreed (o invest up to £100.0 million in CAl
Wirtll:l:Syimlnc.uluﬂ-[DSupm.Inlddiliun.hdﬂ:Tduuerphutquh!dthCmm
Wireless Inc., another MMDS operator, A series of actions taken by the FCC, including reallocating ceriun
Mnhwﬁ%mﬂmhﬂﬂfﬂmh&u@wldmwukﬂﬁm
:yﬂ:mumdu:m:ﬁvemdmmwwu.mmmwwnmk-nuﬁng
proceeding 1o allocate frequencies in the 28 GHz band for a new multi-channel wireless video service.
Cmﬁnmﬂhuubkmpmdlﬁhummwﬂ:hﬂdiﬂmﬂmpeﬂﬁmﬁmhumwmmmﬁu
in the future or the impact such competition would have on Continental's operations.

The Company belicves that as a result of its investment in technologically advanced systems, it is wall-
pmﬁmdwqﬂummhnmhum-hmm.dmmmlndukﬁmy.cmm
beliemlhntd:enhmtymnﬂ«hﬁﬂnmhnmﬁlmw.mmum provides a distinct
competitive dvmmmnmmm.wm“mmﬂymnym
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mmeulmmWMwmhum.mFﬂcmmucmmmdmmw
FM stations to use their subcarrier frequencies to provide non-broadcast services, including data transmissions.
Thﬁ:cemﬂkhdmwwlmutﬁu?mmnmsﬂvhmuﬁllpumhmmm
ﬁmmmdummmmmmmmmwmﬁmmmmnwmw
and other common carriers also provide facilities for the transmission and distribution of data and other non-
video services.

hmmmemhumehmmmhy
mﬂymmmummmnammmmnmhm
mmmmummmuy.-mwmﬂwumnm&u
o eater the cable television and telecommunications business. The 1996 Telecommunications Act repeais the
1984 Cable Act's prohibition against telco-cable cross-ownership and provides that a local exchange telephone
m.MMnlmmmmmemuﬂmMamﬂ
means, including: (1) as & radio-based (MMDS or DBS) multichanne! video programming distributor; (2) 25 a
cable operator, Mymﬁabuw;mmmdmmnfﬁe 1984 Cable Act and the
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mmnpmdmo{md:mlmdghmﬂlhmdmmmjmmymwpﬁm
ofhnnuﬂmqﬁmhbmwmhhdmmymﬂymh"m
ofvﬁenpop:mhf'm;munhb&ﬁkﬁmemmhhmuﬂdhmy':ﬁm
areas have applied for franchises 1o offer cable service. Ameritech Corporation, for example, has obtained 2
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The 1996 Telecommunications Act also prohibits 2 telephone company or a cable system operator in the
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Telephony Competition. mmmumuymmmmmm
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by large end-users.
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Telecommunications Regulation. The 1996 Telecommunications Act removes barriers o entry in the
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first time.
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The 1996 Telecommunications Act also eliminates or streamlines many of the requirements applicable to
LECs, and requires the FCC and states to review universal service programs and encourage access 10 advanced
telecommunications services provided by all entities, including cable companies, by schools, libraries and other
public institutions. The FCC and, in some cases, states are required to conduct numerous rulemaking proceedings
to implement these provisions.

Legislation and Regulation

The cable television industry is regulated by the FCC, some stz governments and substantially all local
governments. In addition, various legislative and regulatory proposals under consideration from time to time by
Congress and various federal agencies may materially affect tie cable television industry. The following is a
summary of federal laws and regulations affecting the growth and operation of the cable television industry and
a description of certain state and local laws.

Cable Communications Policy Act of 1984. The 1984 Cable Act became effective in December 1984,
Thus federal statute, which amended the Communications Act of 1934, created uniform national standards and
guidelines for the regulation of cable television sysiems. Violations by a cable television system operator of
provisions of the 1984 Cable Act, as well as of FCC regulations, can subject the operator to substantial monetary
penalties and other sanctions. Among other things, the 1984 Cable Act affirmed the right of franchising
authorities (state or local, depending on the practice in individual states) to award one or more franchises within
their jurisdictions. It also prohibited pon-grandfathered cable wlevision systems from operating without a
franchise in such jurisdictions. In connection with new franchises, the 1984 Cable Act provides that in granting
or renewing franchises, franchising authorities may establish requirements for cable-related facilities and
equipment, but may not establish or enforce requirements for video programming or information services other
than in broad categories. The 1996 Telecommunications Act preempted the ability of franchising authorities w
umpose any oversight of cable operators’ technical standards.

Cable Television Consumer Protection and Competition Act of 1992. 1n October 1992, Congress enacted
the 1992 Cable Act. This legislation made significant changes to the legislative and regulatory environment in
which the cable industry operates. It amended the 1984 Cable Act in many respects. The 1992 Cable Act became
effective in December 1992, although certain provisions, most notably those dealing with rate regulation and
retransmission consent, became effective at later dates. The legislation required the FCC to initiate a number of
rule-making proceedings to implement various provisions of the statute, the majority of which, including certain
of those related to rate regulation, have been compleied. The 1992 Cable Act allows for a greater degree of
regulation of the cable industry with respect 1o, among other things: (i) cable system rates for both the BET and
cerain CP§ tiers; (i) programming access and. exclusivity armangements; (iii) access to cable channels by
unaffiliated programming services; (iv) leased-access terms and conditions; (v) horizontal and vertical ownership
of cable systems; (vi) customer service requirements; (vii) franchise renewals; (viii) television broadcast signal
carriage and retransmission consent; (ix) technical standards; (x) customer privacy; (xi) consumer protection
issues; (xii) cable equipment compatibility; (xiii) obscene or indecent programming: and (xiv) subscription to
tiers of service other than the BBT as a condition of purchasing premium services. Additionally, the 1992 Cable
Act encourages competition with existing cable television systems by: allowing municipalities to own and
operate their own cable television systems without a franchise; preventing franchising authorities from granting
exclusive franchises or unreasonably refusing to award additional franchises covering an existing cable system's
service arca; and prohibiting the common ownership of cable systems and co-located MMDS of SMATV
systems. The 1992 Cable Act also precludes video programmers affiliated with cable television companies from
favoring cable operators over competitors and requires such programmers to sell their programming to other
multi-channe] video distributors.

Various cable operators have filed actions in the United States District Court in the District of Columbia
challenging the constitutionality of several sections of the 1992 Cable Act. Pursuant to special jurisdictional
provisions in the 1992 Cable Act, a challenge 1o the must-cary provisions of the 1992 Cable Act was heard by a
three-judge panel of the district court. In April 1993, the three-judge court granted summary judgment for the
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government, upholding the constitutional validity of the must-carry provisions of the 1992 Cabie Act. That
deciskmwn:ppukddhﬁﬂyNMUﬂwdSmSuprmCmmwhlminIm 1994, remanded the case o
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decisions. The FCC's rate regulations were substantially upheld in June 1995, and the United States Supreme
Court has refised to hear an appeal of that decision. -

Telecommunications Act of 1996, As noted sbove, the 1996 Telecommunications Act was enacted into
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remote controls, converier boxes and additional outlets; and allows the FCC w impose restrictions on the re-
tiering and rearrangement of cable services under cenain limited circumstances.

The 1992 Cable Act authorizes the FCC to, among other things, set standards for governmental suthorities
to regulate the rates for certain cable television services and equipment and gives local broadcast stations the

option to clect mandatory camiage or require retransmission consentl

Pursuant 10 authority granted under the 1992 Cable Act, the FCC in April 1993 promulgated rate regulations
that established maximum allowable rates for cable television services; except for services offered on a per-
channe] or per-program basis. Ia February 1994, the FCC adopted a revised regulatory scheme which included,
among other things, interim cost-of-service standards and a new beachmark formula to determine certain service
rates. In creating the new benchmark formula, the FCC mandated a further reduction in rates for certain regulated
services. Final cost-of-service rules were adopted in January 1996. ¥

The FCC has issued a series of new rules covering such issues as increases for inflation and external costs,
and the addition of new channels to regulsted CPS tiers (the *‘Going Forward Rules’' and Form 1210); rules
permitting a single annual rate increase, and allowing operators to anticipate 12 months of inflation and known
increases in external costs, while providing for a true-up of costs after 12 moaths (Form 1240); abbreviated cost-
of-service rules for network upgrades (Form 1235); and rules that limit the FCC's review of CPS tier rates to the
amount of the increase only, thereby grandfathering all rates that were unregulated prior to November 1995,

The FCC also publicly announced that it would consider *‘social contracts™ as an alternative form of rate
regulation for cable operators. Continental's Social Contract with the FOC was adopted by the FCC on August
3, 1995. The Social Contract settles all of Continental’s pending cost-of-service rate cases and all of its
benchmark CPS-tier rale cases. Benchmark BBT cases will be resolved by Continental and local franchise
authorities. Under the Social Contract Amendment, which was released for public comment on March 6, 1996
and incorporates into the Social Contract the systems acquired in the Providence Journal Merger and the Receat
Acquisitions, CPS-tier raies may be increased by $1.00 per year per subscriber plus inflation snd allowable
external costs. BBT mates may increase by inflation and external costs. The Soclal Contract and, if adopted by
the FCC, the Social Contract Amendment, will govern Continental's future rates. The Social Contract alsu
provides for its termination in the future if the laws and regulations applicable to services offered in any
Continental franchise change in a manner that woul” have a material favorable financial impact on Coatinental.
In that instance, the Company may petition the FCC to terminate the Social Contract. For a description of the
Social and the Social Contract Amendment see **Business—Description of Business—U.S. Operating
Strate . Regulatory Strategy; Social Contract."'

Furthermore, the 1996 Telecommunications Act, which provides for the dercgulation of CPS-tier rates after
March 31, 1996, permits regulated equipment rates to be computed by aggregating costs of broad categories of
equipment at the franchise, system, regional or Company level. The 1996 Telecommunications Act also
eliminates the right of individual subscribers to file mte complaints with the FCC conceming CPS tiers, and
instead requires that such complaints be filed by a franchising authority. oy

The 1992 Cable Act provided that all rate regulation, for both the CPS tiers and for the BBT, is eliminated
when & cable system is subject to *‘effective competition'' from another multichanne] video programming
provider such as MMDS, DBS, a telephone company, or a combination of any or all of these. The 1996
Telecommunications Act expanded the definition of "‘effective competition'* to include instances ir. which a
local telephone company or its affiliate (or & multichanne] video progmmming distributor using the facilities of &
tzlephone company or its affiliste) offers comparable video programming directly 1o subscribers by any means
(other than DBS) in the cable operator’s franchise area. Since telephone companies are providing or planning to
provide video services in several of Continental’s franchise areas, this provisior will allow the Company greater
fiexibility in packaging and pricing its product in those markets.
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multiple dwelling units.

Other Regulations under the 1992 Cable Act. In addition to the foregoing rate regulations, the FCC has
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basic tier, absent a waiver. .
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Carriage of Broadcast Television Signals. The 1992 Cable Act contains signal carriage requirements
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Nmamqumw. Cable television systems that have 1,000 or more customers
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empowered in awarding new franchises or renewing existing franchises to require cable operators to provide
cable-related facilities and equipment and 1o eaforce compliancs with voluntary commitments. In the case of
franchises in effect prior to the effective date of the 1984 Cable Act franchising suthorities may enforce
requirements contained in the franchise relating to facilities, equipment and services, whether or not cable-
related. The 1984 Cable Act, under cermain limited circumstances, permiis a cable operator o obuin
modifications of franchise obligations.

Renewal of Franchises. The 1984 Cable Act establihed renewal procedures and criteria designed to
protect incumbent franchises against arbitrary denials of renewal. While these formal procedures are not
mmmmfmwmumhmwmmm they can provide
substantial protection to incumbent franchisees. Even after the formal renewal procedures are invoked,
franchising authorities and cable operators remain free to negotiate a renewal outside the formal process.

Nevertheless, renewal is by no means assured, as the franchisee must meet certain statutory standards. Even
if a franchise is renewed, a franchising suthority may impose new and more cnerous requirements such as
upgrading facilities and equipment, although the municipality must take into account the cost of meeting such
requirements,

The 1992 Cable Act made several changes to the process under which a cable operator seeks 1o enforce its
renewal rights that could make it easier in some cases for a franchising authority to deny renewal. While a cable
operator must still submit its request to commence renewal proceedings within 30 to 36 months prior to franchise
expiration to invoke the formal renewal process, the request must be in writing and the franchising authority
must commence renewal proceedings not later than six months after receipt of such notice. The four-month
period for the franchising authority to grant or deny the renewal now runs from the submission of the renewal
proposal, not the completion of the public proceeding. Franchising authorities may consider the "‘level' of

service provided by a cable operator in deciding whether to renew, Franchising authorities are no
longer precluded from denying renewal based on failure to substantially comply with the material terms of the
franchise where the franchising suthority has **effectively acquiesced’* to such past violations. However, the
franchising suthority is estopped from denying renewal if, after giving the cable operator notice and opportunity
to cure, it fails to respond to a written potice from the cable operator of its fallure or inability to cure. Courts
may not reverse a denial of a renewal based on procedural violations found o be **harmless emor.""

Channel Set-Asides. The 1984 Cable Act permits local franchising authorities to require cable operators o
sct aside certain channels for public, educational and governmental access programuning. The 1984 Cable Act
further requires cable television systems with 36 or more activated channels 10 designate a portion of their
channel ity for commercial leased access py unaffiliated third parties. While the 1984 Cable Act allowed
cable subsiantial latitude in setting leased-access rates, the 1992 Cable Act required leased-access rates
to be set according to an FOC-prescribed formula. The FCC adopted such & formula and implemented regulations
in April 1993. The FCC is expected to act shortly on petitions requesting the FCC 1o reconsider its decision and
adopt lower leased-access ratles.

Competing Fronchises, Questions concerning the right of a municipality to award de facto exclusive cable
television franchises and to impose certain franchise restrictions upon cable television companies are under

consideration in Preferred Communications, Inc. v, City of Los Angeles, involving a proposed applicant for &
franchise in oue of the Company's service areas, in which the United States Supreme Court declared that cable
television operators have First Amendment rights which cannol be abridged in the sbsence of ovemiding
governmenta] interests. However, the 1992 Cable Act, smong other things, prohibits franchising sutharities from
unreasonably refusing to grant franchises to competing cable television systemns and permits franchising
suthorities to opernte their own cable television systems without franchises,

Ownership and Cross-Ownership Limisations. The 1984 Cable Act codified then-xisting FCC cross-
ownership regulations, which, in part, prohibited LECs from providing video programming directly to customers
within their local exchange telephone service areas, except in rural areas or by specific waiver of FCC rules. As
noted shove, this restriction was removed by the 1996 Telecommunications Act.
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The 1984 Cable Act and the FCC's rules also prohibited the common ownership, operation, coatrol of
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FCC adopted an order that substantially relaxed th- network/cable cross ywoership prohibitions subject to certain
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same franchise area. The 1992 Cable Act permits states or local franchising authorities to adopt certain additional
restrictions on the ownership of cabl* television systems. .
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restriction contained in the FCC's rules and does not mandate an outcome for the FCC's review of the regulati=r,
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Pursusnt to the 1992 Cable Act, the FCC has imposed limits on the number of cable systems which a single
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5% or more (unless there is another single holder of more than 50% of the voting stock), officerships,
wmmmmmmhummwdﬂmdmmwm
mﬁuﬂhﬁUM&mmmmmumwm:
provision of the 1992 Cable Act unconstitutional.
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Equal Employmens Opportunity. The 1984 Cable Act includes provisions 1o ensure that minorities and
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Anti-Trafficking/Franchise Transfer Approval. The 1992 Cable Act precluded cable operators from =elling
or otherwise transferring ownership of a cable tzlevision system within 36 months after acquisition or imal
construction, with various exceptions. This provision was eliminated by the 1996 Telecommunications Act. The
1992 Cable Act also requires franchising authorities to act on any franchise transfer request submited after
December 4, 1992 within 120 days afier receipt of all informar'on required by FCC regulations and by the
franchising authority. Approval is decmed w be granted if the franchising authority fails 1 act within such
period.

Regigration Procedure and Reporting Requirements. Prior w0 commencing operation in a particular
community, all czble television systems must file a registration statement with the FCC listing the broadcast
signals they will carry and certain other information. Additionally, cable operators periodically are required to
file vanious informational reports with the FCC. Cable operators who operate in cenain frequency bands are
required on an annual basis to file the results of their periodic cumulative leakage testing measurements.
Operators who fail to make this filing or who exceed the FCC's allowable cumulative leakage index risk being
prohibited from operating in those frequency bands in addition to other sanctions.

Technical Requirements. Hiswrically, the FCC has imposed technical standards applicable to the rable
channels ¢n which broadcast stations are carried, and has prohibited franchising suthorities from adopting
standards which were in conflict with or more restrictive than those established by the FCC. The FCC has
recently revised such standards and made them applicable to all classes of channels which carry downstream
National Television System Committee video programming. Local franchising suthorities are permitted to
enforce the FCC's new technical standards. The FCC also has adopted additional standards applicable to cable
television systems using frequencies in the 108-137 MHz and 225-400 MHz bands in order to prevent harmful
interference with acronautical navigation and safety radio services and has also established limits oa cable sysiem
signal leakage. The 1992 Cable Act requires the FCC to periodically update its technical standards to take into
account changes in technology and to entertain waiver requests from franchising suthorities who would seck to
impose more stringent technical standards upon their franchised cable television systems. Although the 1992
Cable Act requires the FCC to establish *‘minimum technical standards relating to cable televisions systems
technical operation and signal qualicy,'” the FCC announced that its recently completed cable television technical
standards rule-making satisfied the new statutory mandate, The 1996 Telecommunications Act preempted the
ability of franchising authorities to impose any oversight of cable operators' technical standards,

Pole Antachments., The FCC currently regulates the rates and conditions imposed by certain public utilities
for use of their poles, unless under the Federal Pole Attachments Act, state public utility commissions are able
to demonstrate that they regulate rates, termsand conditions of the cable television pole attachments, A number
of states anfl the District of Columbia have certifiéd to the FCC that they regulate the rates, terms and conditions
for pole attachments. In the absence of state regulation, the FCC administers such pole attachment rates through
use of a formula which it has devised and from time to time revises,

The 1996 Telecommunications Act modifies the current pole attachment provisions-of the Communications
Act of 1934 by requiring that utilities provide cable systems and telecommunications carriers with non-
discriminatory access to any pole, conduit or right-of-way controlled by the utility. The FCC is required to adopt
pew regulations to govern the charges for pole attachments used by companies providing telécommunications
services, including cable operators. These regulations are likely to increase the rates chaged w0 cable companies
providing voice and data, in addition 10 video services. These new pole attachmeat regulations will not become
effective, however, until five years after enactment of the 1996 Telecommunications Act, and any increase in
anachment rates resulting from the FCC's new regulations will be phased in in equal annual increments over a

period of five years.

Other Matters. FCC regulation also includes matters regarding a cable sysiem's carriage of local sports
Wmm@uwwmmwmmmwmamm
governing political broadcasts; customer service; home wiring and limitations oo advertising contained in non-
broadcast chikiren's programming.
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Implementing provisions of the 1993 Budget Act, the FCC adopted requirements for payment of 1994
annual **regulatory fees.'* Cable television systems were required to pay regulatory fees of $0.37 per subscriber,
which, may be passed on to subscribers as *‘external cost'” adjustments to rates for basic cable service. This
amount was increased to $.49 per subscriber in 1995 and may be further increased in 1996. Fees are alsc assessed
fwmmwmmmmmmmumqmmmmmmW.
which, however, may not be collected directly from subscribers. Beginning in 1995, no fee is assessed for
receive-only, cable-earth stations.

Copyright Regulation. Cable television systems are subject £o federal copyright liceasing covering
mdwwhmfwuﬁgmimﬂmmm:mwmmt
and meeting certain other obligaions, cable operators obtain a statutory license to retransmit broadcast signals.
The amount of this royalty payment varies, depending on the amount of system revenues from certain sources,
the number of distant signals carried and the location of the cable system with respect to over-the-air television
mﬁmmhmmmfwiwenmwndmmmmﬂm.hm“mﬁthdmmmﬂ
interest on refunds received for the overpayment of copyright fees. Originally, the Federal Copyright Royalty
Tribunal was empowered to make and, in fact, did make several adjustments in copyright royalty rates. This
tribunal was eliminated by Congress in 1993. Any future adjustment to the copyright royalty rates will be dooe
through an arbitration process to be supervised by the U.S. Copyright Office.

Various bills have been introduced into Congress over the past several years that would eliminate or modify
the cable television compulsory copyright licease. The FCC has recommended to Congress that it repeal the cable
industry's compulsory copyright license. The FCC determined that the statutory compulsory copyright licease
for local and distant broadcast signals no longer serves the public interest and that private negotiations between
the applicable parties would better serve the public. Without the compulsory license, cable operators might need
wm;ﬁmﬁghﬂﬁmﬁem]ﬁlmfuuﬂ:mwﬁdmﬂmmhhmmm
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1992 Cable Act's retransmission consent provisions expressly provide that retransmission consent agreements
between television broadcast stations and csble operators do not obviate the need for cable operators to obtain a
wmhﬂmmmMW'lw
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(such as HBO) and cable programming networks (such as USA) bas generally been licensed by the networks
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(**BMI"), the two major performing rights-organizations in the United States. ASCAP and BMI offer *'through
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locally originated by cable ielevision systems. See *‘Legal Proceedings.”

State and Local Regulations. Because cable television systems use local streets and rights-of-way, cable
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materially from jurisdiction 10 jurisdiction, and even from city to city within the same staie, historically ranging
from reasonszble to highly restrictive or burdensome. The 1984 Cable Act places cerain limitations on a
franchising suthority’s ability to control the operation of a cable sysiem, and the courts have from time (o time
reviewed the constitutionality of several general franchise requirements, including franchise fees and leased.
access channel requirements, often with inconsistent results. On the other hand, the 1992 Cable Act prohibits
exclusive franchises, and allows franchising suthorities to exercise grsater conwol over the operation of
franchised cable elevision systems, espec.ally in the arcas of _ustomer service and rate regulation. The 1992
Cable Act also allows franchising authorities to operate their own multi-channe] video disuibution system
without having to obtain a franchise and permits states or local franchising authorities to adopt certain restrictions
on the ownership of cable television systems. Moreover, franchising authorities are immunized from monetary
damage awards arising from regulation of cable television systems or decisions made on franchise grants,
renewals, transfers and amendments.

The specific terms and conditions of a franchise and the laws and regulations under which it was granted
directly affect the profitability of the cable television system. Cable franchises generally contain provisions
governing charges for basic cable television services, fees to be paid to the franchising authority, length of the
franchise term, renewal, sale or transfer of the franchise, territory of the franchise, design and technical
performance of the sysiem, use and occupancy of public streets and number and types of cable services provided.

Various proposals have been introduced at the state and local levels with regard to the regulation of cable
television systems, and a number of states have adopted legislation subjecting czble television systems (o the
Jjurisdiction of centralized state governmental agencies, some of which impose regulations of a character similar
to that of a public utility.

Regulation of Telecommunications Activities. As noted above under *‘Telecommunications and
Technology,” Continental provides in certain of its systems alternate-access local telecommunications services
over a portion of its fiber-optic cable facilities, and Continental currently owns a 20% interest in TCG. Local
telecommunications activities are regulated by either the FCC or state public utility commissions, or both. In
some instances, Continental or TCG may be required to obtain regulatory permission to offer such services, and
may be required to file tariffs for its service offerings, depending on whether particular alternate-access activities
of Continental or TCG are classified as common carriage or private carriage. See “*Federal Regulation—
Ownership and Cross-Ownership Limitations.” As noted above, the 1996 Telecommunications Act preempts
state and locally-imposed barriers to the provision of intrastate and interstate telecommunications services by
nblelﬁumopuuminmpndﬁmwﬂhhmm:pbmmm

Thelhe;nmldnunntpupoﬂmhcl‘ﬁmn'yoflllpmmmdpmpaud&duﬂ state and local
regulations and legislation relating 10 the cable television industry, Other existing federal regulations, copynght
licensing, and, in many jurisdictions, state and local franchise requirements, currently are the subject of a vanety
of judicial proceedings, legislative hearings, and administrative and legislative proposals which could change, in
varying degrees, the manner in which cable television systems operate. Neither the outcome of these proceedings
nor their impact upon the cable industry or the Company can be predicted at this time,

Employees

Continental curreatly has approximately 9,200 full-time employees, including approximately 100 employees
located at Continiatal's Boston headquarters, who provide staff support in the areas of corpoiste planning,
finance, marketing, program acquisition, employee training and benefits administration, governmenl relations,
internal suditing, financial and tax reporting and regulatory compliance. Continental believes that its relations
with its employees are good.
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Item 2. Propertles.
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+Business—Description of Business—Legislation and Regulation—Federal Regulation—Pole Attachments.™
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headquarters in Boston, Massachusetts.
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suitable and adequate for its business operations.

which contain music owned by plaintiffs, without a license to “*perform musical
compositions. Plaintiffs sought s permanent injunction restraining such public performances without
authorization, actual or statutory udn:uddm:dm‘hnﬂhepuﬁHmm:uu-
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Ttem 4. Submission of Matters to a Vote of Security Holders.
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the fiscal year ended December 31, 1995.
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PART I

Item 5. Market for the Registrant's Common Stock and Related Stockbolder Matters.

No established public trading market exists for the Company's Class A Common Stock or Class B Common
Stock, and accordingly po high and low bid information or quotations are available with respect to the
Company's Common Stock. The shares of Class A Common Stock held by the former Providence Journal
stockholders are subject to contractual restrictions on transfer until October 5, 1996,

As of March 15, 1996, there were 560 holders of record of Class A Common Stock and 348 holders of
record of Class B Common Stock. The Company has not paid dividends on its Cornmeon Stock and has no present
intention of so doing. Certain agrecements, pursuant to which th: Company has borrowed frnds, contain
provisions that jimit the amount of dividends and stock repurchases that the Company may make. See Note 7 10
the Company's Consolidated Financial Statements.
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Item 6. Selected Consolidated Financial Information.

mfom;wmmummwwmm;mmwm.mﬂ
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hereof.

Year Ended December 31,
) 1991 1992 1993 1994 1995
= {dollars in thousands, except per share amounts)
Statement of Operativas Data:
o irniiiieeeseess 51,019,163 S 1,113,475 51,177,163 § 1,197,977 § 1,442392
Costs and expenses:
Operating. ....oovesesssssssscnnass 347,469 365,513 382,195 405,535 498,239
Selling, general and administrative ... 245 986 259,632 267,376 267349 339,002
Depreciation and amortization. ....... 267510 272,851 279,009 283,183 4L
Restricted stock purchase N
PrOgRAm(l) covuneascsnsnsrnnnss 10,067 y,683 11,004 11316 12,005
TOml veveesssssssssnansnines _ln_.m_g ﬂg 939,584 967,383 1,190,417
Operating InGOmE .vvveerarceiesisssnns 167,131 205,796 237,579 230,594 251975
Interest expense (DE1) ....ococeisrnsannes 324,976 296,031 282,252 315,541 363,826
Other (income) expense(2). .coccvnvansons 1,936 11,071 (10,978) 24,048 48,085
Total iiiadveansinavnirsinee 326912 307,102 271,274 339,589 411911
Loss before income taxes, extraordinary
item and cumulative effect of accounting (159,781 (101306 (33695 (108 (159.936)
Benefit (provision) for IGOms HXES - .v. . st (1861) (17654) 7921 0419 47909
Loss before extraordinary item and
cumulative effect of accounting change .. (161,642)  (102,960) (25.774) }6!.51&; (112,027)
Extraordinary lem . ..covonsvare e Er e e _ — — 18,265 —_

Loss before cumulative effect of accounting
CHABGE .ovcavsnssssnarsssnsssnnnnnss (161,642) (102,960) F.'r.'J"M; (86,841)  (112,027)
Cumulative effect of accounting change ... —_ — (184, — —

Netloss..oovennensnnsss rasidaEEaR AL 161,642 4] 10, 86,841 [llw:'g
Prefesred stock preferences.......occeanis : fﬁ.ﬂli (15.!6]; ﬂfull»; hﬁm; (39,802
Loss applicable to common stockholders ... S (167.413) § (119.821) S (244,885) $ (123,641) § (151.829)

_——— e e———ee e E e

Laoss before extraordinary item and
ve effect of accounting
veisasasasnsavacennennsns 3 W (1AL} 5 (1.00) § (53) § (92) § (1.22)
Extraordinary Mem..ooeeeeeiecss - — — {.16) —
Cumulative effect of accounting
ChADEE . ..cvvsnvsassanannnans — — (1.62) — -
Netloss....coneases CrsssaEnans ] (1.42) § (1.00) § (2.15) § (1.08) § (1.22)
e _———— ==———— j—— =—— ———
Weighted average common shares
outstanding (in thousands)....ose0ee 117,534 119,544 114,055 114,334 124,882
Other Data:
EBITDAQR) cenvsrrsasssannss vasie s $ 444708 § 488330 § 527,592 § 525093 § 605,151
EBITDA as % of revenues ......c..ae 428% 43.9% 44.8% 418% 42.0%
Net cash provided from operating
sctivities ....... PR R e $§ 123543 § 215045 § 250,504 § 236304 5 221,264
Capital expenditures ........ e .S 145846 S 145189 § 185691 $ 300511 § 518,16l
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As of December 31,

1991 1991 1993 1954 1995
(dollary ia thousands)
Balance Sheet Data:
RN o 0o im0 0 g R R $ 14265 $ 27352 % 122640 $ 11564 $  1BSSI
Total BSSELS vuvvevvnasnnnsnaonnsnnnees 3,082,182 2,003,196 2,091,853 2483639 5080593
Total debl.....ccovveenreecnnnnnnnane. 3338281 3,0..669  LITLITE  3,449907 5285159
Redeemable common stock .......cvve.. 445 483 223,716 211,548 232,399 256,135
Su:kholdn“:equity(aﬂdenq} ........ (1,919,525) (1,486,231) (1,667,088) (1.688,334) (1.,215951)
Rm difference consideration Common Stock
) Rareee mmc@mynwsmﬂmemmm;dmmcﬁ
dﬁ:ﬂll.hed the s!ﬁdﬂbhmlulhrdﬂlufhm smortized over the vesting schedule of such
shares, Sec 1l r Financial §

(2) In:huhuquy lﬂhnmﬂuu] w of subsidiasies, other
and expenses, gains oo sale of marketable equiry mam;msmmmm
Company’s sales of ity investment in affilistes in 1992 end 1993 and sale of marketable equity m
5nmmlm.mm--ﬂw-mmmmdwmm

Openations.”"

(3) Operating income before depreciation and amortization and non-cash stock {Restricted Stock Purchase
Program expense). Based on its experience in the cable television the belleves that EBITDA and
reluted measures of cash flow serve as ﬁmnddlndnhuﬂltwmmugmd cable television
muxﬂ-uhmmnﬂu 3 performance and leverage. EBITDA should not be considered
by the reader as an alternative to operating or net income (as in pccordance witli GAAP) a3 an indicator of
ﬁ:Camuy';mfmuuuWwwuﬁﬂm&mmﬁquﬂb[uMﬁdhw
with GAAP) as & measure of liquidity. Substantially all of the Company's contain ceraln
covenants in which EBITDA is used a3 & measure of financial performance. See ™ 's Discussion and
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Item 7. Management’s Discussion and Analysis of Financlal Condition and Results of Operations.

Continental is a Jeading provider of broadband communications services. Continental’s operations consist
primarily of U.S. cable television systems with complementary operations and investments in three other areas:
(i) international broadband communications ventures; (ii) interests in the telecommunications and techrology
industries, including companies offering competitive-access telephony and DBS service; and (ili) interests in
programming services.

Substantially all of Continental's revenues are eamned from customer fees for basic cable progremming and
premium “elevision services, the rental of converters and remote control devices, and cable installation fees.
During the period from December 31, 1992 through December 31, 1995, Continental's revenues increased at a
compound annuil growth rate of 9.0% primarily through basic subscriber growth and increases in moathly
revenue per average basic subscriber. Revenues for the year ended December 31, 1995 increased 20.4%
compared to 1994 (103% excluding acquisitions). Revenues for the year ended December 31, 1994 increased
only 1.8% compared to 1993 due to basic mte reductions and non-cash revenue reserves recorded in connection
with the FCC rate regulations.

Additional revenues are generated by the sale of advertising, pay-per-view programming fees, DBS service
and paymeats reccived as a result of revenue-sharing agreements for products sold through home shopping
networks. Continental expects that advertising and home shopping revenues (which cumrently represemt
approximately 6.3% of Continental's total revenues) may become a larger percentage of total revenues, These
sources of revenues tend to be cyclical and seasonal in nature and could increase the cyclicality and seasonality
in Coatinental's total reveoues.

Continental's business is subject to significant regulatory developments, including recent federal laws and
regulations, which regulate rates charged by Continental for certain cable services. Such laws and regulations
will limit Continental's ability to increase or restructure its rates for cerwin services. On August 3, 1995, the
Social Contract between Continental and the FCC was adopted, which covers all of Continental’s existing
franchises (excluding the systems acquired in the Providence Journal Merger and the Recent Acquisitions),
including those that are cumrently unregulated, and is the first comprehensive rale agreement involving cable
television ever approved by the FCC. The Social Contract settled Continental's pending cost-of-service rate cases
and its benchmark CPS-tier rate cases. The Social Contract Amendment was released by the FCC for public
comment on March 6, 1996. This amendment incorporates into the Social Contract the cable television systems
acquired in the Providence Journal Merger and the Recent Acquisitions and makes certain other changes to the
Social Contract. See “‘Business—Description of Business—U.S. Operating Strategy—U.S, Regulatory Strategy;
Social Contract.'' In addition, the 1996 Telecommunications Act has been enacted into law. The 1996
Telecomniunications Act modifies various provisions of the Communications Act of 1934, the 1984 Cable Act
mdthclmmhmmmmm{uubmhh:lmmpﬂﬁve deregulatory policy framework for the
telecommunications industry.

The high level of depreciation and amortization associated with Continental’s capital expenditures and
scquisitions and the interest costs related to financing activities, have caused Continental to report pet losses.
Continental believes that such pet losses are common for cable television companies. )

The Company has recently completed a series of acquisitions in the United States, the most significant of
which was the acquisition of the cable television businesses and assets of Providence Journal, See *‘Business
Description of Business—U.S. Acquisitions and Investments—The Providence Joumal Merger.'" Results of
operations of the companies and businesses acquired have been included in the accompanying results of
operations from their respective dates of acquisition.

Proposed Merger with U § WEST

On February 27, 1996, the Company eatered into the Merger Agreement with U 5 WEST, providing for the
Merger of the Company with and into U § WEST. As a result of the Merger, Coatinental's operations will
become part of UMG, a leading global media and telecommunications company.
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The Merger is expected to close in the fourth quarter of 1996, The consummation of the Merger is subject
w various conditions to closing, including, but not limited to, regulatory approvals and Continental stockholder
votes. Certain major stockholders have agreed to vte in favor of the Merger and other related matiers. However,
no assurances can be given that the Merger will occur, or occur ia the foregoing manner. See "Business—
Development of Business."

Results of Operations

Thtoﬂwhgubhuufuﬁ.fwth:rmmﬂim certain jtems in the Company's Selected Consolidated
Financial Information. See the footnotes 1o **Selected Consolidated Financial Information.**

Year Ended Dresmber 31,
1993 1994 1995
(dollars in thousands)
Statement of Operations Data: i
Revenues:
Basic cable S61vICe v.vvnvininiiiiiiiiiiarrsninnns cessvess 3 B45213 § B49.889 51,013,405
mm‘:m“-.”".n llllll mEdsEv R AR EEE S o 141.95‘6 2‘5.605 2&9.“9
AdVEItEINg . .. .ovviiieininneninnecrrannnsnenrsrsnnnsrans 52,618 57,896 73,389
Pay-per-view .....covunenen S R AR R R 25,746 24513 32,467
L, 11~ R S R R W R 8,875 14,035 17,014
DBE. ox csmssiswminni nsisiliss i s s v PR 1,755 6,029 37,048
TM. LR R (R L RN 1.'”.'6‘3 l.lmm I;“un
Operating, selling, general and administrative expenses ............ 649,571 672,884 837,241
Depreciation and amontization ............ e Pt S 279,009 283,183 341,171
Restricted stock purchase program .....vvvvvvnnnreennnss resevas 11,004 11316 12,005
Operating income............ T T PP e N e RS 2375719 230,594 251,975
Interest expense, net ... R RO S SRR WY b N n i b - 282,252 315,541 363,826
Other (Income) EXPenses...ouvuneeeennnnns. S — o (10,978) 24,048 48,085
Loss before income taxes, extraordinary item and cumulative
effect of accounting chaOGE ....vvuurrernniennerrunnornrsnes (33,695) (108,995) (159,936)
Bencfit for INCOME RS s ouvueiiniirnnnrensssnsnseraesnnns (7.921) (40,419) (47,909)
lmbefmumdhuyiwmandmuhﬂmcﬂ'mof
mmﬁn;:h:np O S vavessnsrsane (25,774) (68,576) (112,027)
BEM s a0 naninvvnsvria A R R PR —_— (15.265) —
Loss before cumulative effect of accounting change ............... (25,774) (86,841) (112,027)
Cumulative effect of accounting change ......ovovvvnsnirnnnnnnns (184,996) — —
Netloss..ovuavunneas L 3 (210,770) § (B6,841) § (112,027)
e Erasaee—— —_———
Other Data:
EBITDR -« o060.56550 o T T i e e 3 527592 § 525093 § 605,151
EBITDA 25 8 % Of MEVEDUES vvvuvevvcrnirnranss e A 5% 434% 42.0%
Subscriber Data For U.S. Cable Systems
Ad of December 31,
1593 1994 1995
Hmmb"ﬁk!ttt -------- R R 5.191.@ SJm 7,19!.@‘
Number of basic subscribers ........ S 2,695,000 3,081,000 4,190,000
Basic penetration ..... A e P b R 558% 57.4% 58.3%
Number of premium subscriptionS...osvseensssravernsnscsnneses  5A454,000 2,635,000 3,770,000
Prembum penetration .....cevessescsassscrsrssrsornrsrarssnss i B4.8% B55% 90.0%
7




Year Ended December 31, 1995 Compared to Year Ended December 11, 1994. Revenues increased
20.4% (or $244.4 million) to approximately $1.4 billion. The acquisition of cable television systems in New
mmmlm.mmm:mmumunmmmmm.m

of approximately 1,087,000 basic subscribers as of their respective acquisition dates, accounted for $122.1
million of such revenue increase. Excluding the effects of the foregoing acquisitions, revenues increased 10.3%
(or $122.3 million) as a result of a 1 1% increase in ending basic cable subscribers, an increase in cable revenue
m-wmmummmnasmm.mmwfmmmmm
DMmmmhmwmmtmwm&mﬂiﬂmﬁéﬁ.m

revml.ldaiuI%dmﬂm@mm(&uhﬁ)nnmﬂldhmmmm)
mmmmmmemwmmmmmwss.a
million to $248.]1 million (excluding the foregoing acquisitions and DBS service) due to an increase in premium
mmmmbm(mwmmmﬂnﬂmﬂ]dedmw
a $9.2 million increase in advertising revenues to $66.9 million, & $2.4 million Increase in home shopping
revenues 1o $16.4 million and a $5.6 million increase in pay-per-view revenues to $30.1 inillion. Revenues from
DBS service increased by $31.0 million to $37.0 million principally as a result of an increase of 58,000 in the
number of DBS-service customers to approximately 80,000 as of December 31, 1995.

Operating, selling, general and administrative expenses increased 24.4% to $837.2 million due primarily w0
the foregoing acquisitions, the provision of DBS service, and increases in programming costs and wages. Many
dhmhmmmmmﬁmmhhfmdmhﬂmhm
with the FOC’s rate regulations due to the negotiation and implementation of the Social Contract. See **Business
—Development of Business—U.S. Operating Strategy—U.S. Regulatory Strategy; Social Contract.”
wmmwmmwmﬁmmumhmmmmﬂmm
increased levels of capital expenditures. Non-cash stock compensation (Restricted Stock Purchase Program
m]hatuedﬁ.lﬁmﬂmmmhndumlwﬁudnwmﬂmmw
Continental's Restricted Stock Purchase Program as compared to 1994, Operating income increased 9.3% to
$252.0 million. Interest expense increased 15.3% to $363.8 million as a result of a 25.0% increase in average
mmmmmmmmmsnmgm.om<m}mw:
pinn{m.ﬂmmm&mmunkdﬂ:chny'tmdQVCmmm:kudlphdsmmﬂﬁm
muuhdnmmdmmvmmhnmmﬁmmimmmmmmmm
affilistes, which increased from $25.0 million to $70.4 million primasily due to the Company recording its

share of losses from fts international investments in Australia, Argentina and Singapore and its
investments in TCG and The Golf Channel. The effective tax rate was lower in 1995 since a tax benefit was not
mntdacljurtheequityhm“dtmdpmuamhufhlm{mhmmhﬂm

extraordifiary item for 1995 compared to 1994 increased by $43.5 million 10 $112.0 million.

Year Ended December 31, 1994 Compared to Year Ended December 31, 1993. Revenues increased by
I.!'E(wm.smﬂh}wmﬂmly!lihﬂﬁmmmhmmmmmwmﬂmmmm
MMMIMMtWMwwaMMNMMMdMMW
mﬂmmmmmnnmﬁm@dmmmmmmamrmm
uqu.iﬂﬁms.mennﬂlnﬂﬁldl;ii(ﬂilﬂﬂh}ulmﬂdl]]%hﬁmi.nendin;hulcmbouibcn
Mmmhpmhmwmmm“w.ummhubhmwmhuhmhdw
decreased from $35.71 to $35.23. The $.48 decrease was primarily due (0 rate reductions and non-cash revenue
mMMlmhmmMM'lmmﬂdutumhpmhm.
ummmmW.m"mmqmwwW"mm

hmwummmhmmmmuuﬂmmhmw-m
m?uw-MmmmuandewmﬂwnMM
1m.mm—mmmmnmmmmmwumﬁu.ml
of an increase in DBS-service customers from 4,300 to 22,000.
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Openating, selling, general and administrative expenses increased 3.6% w0 $672.9 million, primarily due 10
the forepoing acquisitions and increases in programming costs and wages. Depreciation and wmortizauon
expenses increased 1.5% to 5283.2 million due to an increase in capital expenditures. Mon-cash siock
compensation (Restricted Stock Purchase Program: expense) increased 2.8% to 511.3 million due 1o the vestng
of a grester percentage of shares issued under Continental’s Restricted Stock Purchase Program as compared to
1993, Operating income decreased 2.9% to $230.6 million Interest expense increased approximately 11.8% 10
$315.5 million due 1o a 5.0% increase in average debt outstanding and an increase in the effective interest rate
from 9.1% o 9.7%. Other (income) expenses decreased as a result of equity in net loss of affiliates which
increased from $12.8 million to $25.0 million, primarily due to Continental recording its proportionate share of
losses from PrimeStar and TCG and its affiliates. Continental also recorded an extraordinary loss of $18.3 million

due to the extinguishment of debt

As a result of such factors, loss before the cumulative effect of the accounting change for the year ended
December 31, 1994, compared to December 31, 1993, increased by $61.1 million to $86.8 million, and net loss
for the year ended December 31, 1994, compared 10 December 31, 1993, decreased from $210.8 million 1o $86.5
million.

Continental implemented Statement of Financial Accounting Standards No. 109, **Accounting for Income
Taxes™ (**SFAS 109"") as of January 1, 1993. SFAS 109 required a change from the deferred to the liability
method for computing deferred income taxes. The cumulative effect of this change was a non-recurring increase
in pet Joss of $185.0 million. The cumulative change resulted from net deferred tax liabilities recognized for the
difference between the financial reporting and tax bases of assets and lisbilities. The income tax benefit
recognized in 1993 was $7.9 million due 1o deferred tax benefits recognized under SFAS 109. The income tax
benefit for 1993 was decreased by $4.2 million as a result of applying the pewly enacted federal tax rat=s to
deferred tax balances as of January 1, 1993,

EBITDA. Based on its experience in the cable television industry, Continental believes that EBITDA and
related measures of cash flow serve as important financial analysis tools for measuring and comparing cable
television companies in several areas, such as liquidity, operating performance and leverage. EBITDA should
not be considered as an altermnative to operating or net income (measured in accordance with GAAP) as an
indicator of Continental's performance or as an alternative to cash flows from operating activities (measured in
accordance with GAAP) as a measure of Continental's liquidity. For the year ended December 31, 1995,
EBITDA increased 15.2% to $6052 million, as compared to the same period in 1994. Excluding the effect of
the acquisition of cable television systems in New Hampshire and Florida in 1994, the Providence Journal
Merger and the Recent Acquisitions, EBITDA increased 6.3%. DBS service accounted for $43 million of
EBITDA for the year ended December 31, 1995 compared 1o $(1.9) million as of December 31, 1994. The
remaining increase in EBITDA for the year ended December 31, 1995 (excluding the effects of acquisitions)
was the result of increases in revenue. EBITDA decreased 0.5% to $525.1 million for the year ended December
31, 1994, primarily due to rate reductions and non-cash revenue reserves recorded in connection with the FCC's
rate regulations.

Inflation. Certain of the Company's expenses, such as those for wages and benefits, for equipment repair
and replacement, and for billing and marketing, increase with general inflation. However, the Company does nat
believe that its financial results have been, or will be, adversely affected by inflation, provided that it is able
increase its service rates periodically. For a description of recent legislation and regulations that may limit the
Company’s ability to raise its races for cerain services, see *‘Business—Description of Business—U.S,
Operating Strategy—U.S. Regulatory Strategy; Social Contract’’ and *“Legislation and Regulation.*

Recent Accounting Promouncements. In March 1997, the Financial Accounting Standards Board
(""FASB"') issued Statement of Financial Accounting Standards No. 121, **Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to be Disposed of"* (**SFAS 121'"), which is effective for fiscal
years beginning after December 15, 1995, SFAS 121 addresses the accounting for potential impairment of long-
lived assets. The effect of implementing SFAS 121 is expected o be immaterial to Coatinental’s financial
position and results of operations.
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In October 1995, the FASB issued Financiai Accounting Standards No. 123, ** Accounting for Stock-Based
Compensation” (**SFAS 123"). SFAS 123, which is effective for fiscal years beginning after December 15,

1995, establishes financial accounting and reporting requirements for stock-based employee compensation plans.
The effect of implementing SFAS 123 is expected to be immaterial to Continental's financial position and results
of operations.

Liquidity and Capltal Resources
Thr.fnnowh;ubhuufuﬁfwﬁwpuhdhdkﬂwdcmﬁniﬂ:&m&mtmpmﬂSmmnd
Consolidated Cash Flows: ’

Net cash provided from (used for) financing actvities:

Nt DOMTOWIDBS + v vvucnrrrensrsnsssasnrorrssssnrresssasssssnsssanseass $ 1,B28979
T e e evnmnensnsssnrssssssssssssnsbsnsnasssnsnnrannrussnsransssss (4,445)
Total .ovnuaassese A e N e e A AR R . § 1,824,534
—————
Net cash provided from (used for) investing activities:

ACQUISIHONS (L) +.evvssaersnusnsisnranssarersrasranssnrsrasstataces $ (1,243,879)
Property, plant and eqUIPMEDt .. .. v vuveraicranransrasssssasresassiiins (518.161)
Investments ...... TP P T T (280,142)
Other assets ....ce0nves T e R ek b a ey (25,167)
Proceeds from sale of marketable equity SECUMties. . .ovveiuiuiiaasnnnnan 7357
Proceeds from sale of fuvestment-Del . ..covuvvvnrness R R AT 1.181
TOM s o vvivnnearerasnsassaassanssssssnssnnassnasbeniasnrnnsnsats § (2.038,811)

1995 Financing Activitles. On December 13, 1995, Continental issued $600.0 million in aggregate
principal amount of 8.30% Senior Notes Due 2006 (the *'8,30% Senior Notes'") in an offering pursuant to
Rule IMDImnSecu'lﬂuMuflma.MHlmmuu&nn&lmmMmm
tniﬁ:nymupuyssa?.lmumammmqumemmmvmm:
facility of the Company and certain of its subsidiaries (the *'1994 Credit Facility''). The maximum credit
:vaihbﬂhymthelm&ﬁiﬁﬂinhmhmim.whid&wmmwymmmmmbmmhﬂ
1997, withia final maturity in October 2003, ~~°

On July 18, 1995, cerain of Continental's subsidiaries entered into an unsecured, reducing revolving credit
facility (the +*1995 Credit Facility"'). The maximum credit availability under the 1995 Credit Facility is
$1.2 billion, which will decrease annually commencing in December 1998, with a final maturity in September
2'.0‘}4.Sul:htlcﬂ.ltyhnud:uurmsmdmdiﬁmﬂmmﬂmihﬂnummmpmummmmmlhe
1994 Credit Facility.

1n October 1995, Continental borrowed under the 1995 Credit Facility to fund approximdiely $815.0 million

mmmuwmwmwmmmmmmm

Columbia Cable dmmhnmhulm.mwmmm 1995 Credit Facility to fund

ly $88.0 million in connection with the N-COM Buyout Subsequent borrowings under the 1995

Credit Facility -mummmﬂmmm;mmﬂmwmmmmm
Journal Cable, Columbia Cable of Michigan and N-COM systems.

Credit Arrangements of Continental. On December 31, 1995, Continental had cash on hand of $18.6
mﬂﬁmﬂhfaﬂaﬂ:aﬂhmﬂ{i)mﬁﬂytléhﬂhmﬂdﬁ;mﬂnﬂlﬁ#ﬂm&
Facility; (ii) approximately $1.0 billion outstanding under the 1995 Credit Facility; (iii) $125.8 million of 10.12%
Senior Notes Due lmmthcwweInnnmcum;m:(msm.ummhnofl%%mﬂm
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Due 2001; (v) $100.0 million of 8% % Senior Notes Due 2003; (vi) $275.0 million of 8% % Senior Debentures
Due 2005; (vii) $600.0 million of the 8.30% Senior Notes; (viii) $300.0 million of 9% Senior Debentures Due
2008; (ix) $525.0 million of 9%% Senior Debentures Due 2013; (x) $100.0 million of 10%% Senior
SUWMMMIM}SIM.ﬂmﬂlmﬂSGMWM;RM:D&benﬂuﬂDucim-l
(the *'Floating Rate Debentures''); and (xii) $300.C million of 11% Senior Subordinated Debentures Due 2007
Other miscellaneous debt was approximately $34.2 million as of December 31, 1995, As of December 31, 1995,
there was credit availability of $613.8 million and $161.0 mi'lion under the 1994 Credit Facility and 1995 Crednt
Facility, respectively. In February 1996, the Company borrowed funds under the 1994 Credit Facility in order to
redeem $100.0 million in aggregate principal amount of the Floating. Rate Debentures, plus accrued interest
thereon.

As of December 31, 1595, a subsidiary of Continental had issued a standby letter of credit of approximately
$56.3 million on behalf of PrimeStar, which guaranieed a portion of the financing incurred by PrimeStar to
construct a successor-satellite system. On March 11, 1996, the obligations under such letter of ‘credit increased
to approximately $70.6 million. The letter of credit is secured by certain marketable equity securities with a fair
market value of approximately $163.7 million as of March 11, 1996,

The annual maturities of Continental's indebtedness for the years ending December 31, 1996, 1997, 1998,
1999 and 2000 will be approximately $29.6 million, $32.1 million, $533.6 million, $112.3 millic- and $559.0

million, respectively.

Capital Expenditures and U.S. Acquisitions. Continental's expenditures for property, plant and
equipment totaled approximately $518.2 million for the year ended December 31, 1995. The increase in
Continental's capital expenditures for 1995 as compared to 1994 was due to: (i) the rebuild and upgrade of its
systems; (ii) the provision of DBS service; and (iii) the acquisition of cable systems in New Hampshire and
Florida in 1994, the Providence Journal Merger and the Recent Acquisitions. Continental anticipates that it will
spend during 1996: (i) approximustely $529.0 million on capital expenditures for its systems (excluding the
systems to be acquired in the Pending M/NH Buyout), (ii) approximately $85.0 million on capital expenditures
for the provision of DBS service and (iii) approximately $120.0 million oo capital expenditures for new
businesses such as telephony and high-speed datz services. However, Continental is continually reevaluating its
capital budget based on economic, technologica! and other factors. In secordance with the recently adopted
Social Contract with the FCC, Continental has agreed 1o invest a minimum of $1.35 billion in system rebuilds
and upgrades in the United States from 1993 1o 2000 to expand channel capacity and improve system reliability
and picturq quality, $419.2 million of which has,already been invested. Under the Social Coatract Amendmeant,
which was*recently released by the FCC for public comment, Coatinental would agree to increase the minimum
investment from $1.35 billion to $1.7 billion, in order to incorporate into the Social Contract the systems
acquired in the Providence Journal Merger and the Recent Acquisitions. See **Business—Description of Business
—U.S. Openating Strategy—U.S. Regulatory Strategy; Social Contract."”

In 1995, Continental acquired (i) the cable television systems of Providence Journal for total consideration
of spproximately $1.4 billion pursuant to the Providence Journal Merger, and (ii) other cable glevision systems,
or interests therein, in the Recent Acquisitions for an aggregate of approximately $428.5 million. Sec "*Business
—Description of Business—U.S. Acquisitions and Investments."' Continental has eatered int= a purchase
agreement to raquire the remaining ownership interests and discharge or assume certain liabilities of M/NH for
total consideration of approximately $219.2 million. The Cablevision of Chicago and the Consolidated
Cablevision of California acquisitions closed in August 1995 and September 1995, respectively, and both the
Providence Journal Merger and Columbia Cable of Michigan acquisition closed in October 1995. The N-COM
Buyout closed in December 1995. The Pending M/NH Buyout is expected to close in the third quarter of 1996.
All of these cable television systems primarily serve communities that are contiguous, or in close proximity, to
Continental’s other systems. Cootineatal funded the acquisition of Columbia Cable of Michigan and the N-COM
Buyout with borrowings under the 1995 Credit Facility. Continental funded the Cablevision of Chicago and the
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Consolidated Cablevision of California acquisitions with borrowings under the 1994 Credit Facility, Continental
funded the Providence Journal Merger with borrowings under the 1995 Credit Facility as well as through the
issuance of approximately 30.1 million shares of Class A Common Stock. See “'Business—Descnpuon of
Business—U.S. Acquisitions and Investments—The Providence Journa! Merger”' and “‘Other US.
Acquisitions.””

Investments. For purposes of the Statement of Consolidated Cash Flows, the Company's investments
include, among other things, telecommunications and technology and international.

International Investments. As of December 31, 1995, Continental had advanced US$5150.5 million 1o
Fintelco. In addition, Continental has recorded commitments to contribute an additional US3$24.2 millien 10
Fintelco in order to finance a portion of certain acquisitions of Argentine cable television systems. Fintelco
recently entered into a US$140.0 million credit facility, and is in the process of aranging an aggregate of
approximately US$65.0 million in additional credit facilities. Proceeds from such facilities will be used to
refinance existing shori-term indebtedness and for general corporate purposes, including capital expenditures.
Such facilities may reduce the amount of future advances from Fintelco's shareholders, including Continental.
No assurance can be given at this time that such additional facilities will be successfully arranged. See *‘Business
— Description of Business—International Operations.""

As of December 31, 1995, Continental had invested approximately USS169.]1 million in Optus Vision.
Opuus Vision anticipates at this time that the remaining funding needs of the project will be approximately
US$1.2 billion (based upon exchange rates at December 31, 1995) through 1999, which will be provided by 2
combination of equity from the join! venmre parmers and third-party debt. Optus Vision receatly amanged
AS$230.0 million of short-term credit facilities. Proceeds from such facilities will be used for general corporate
purposes, including capital expenditures. Such facilities may reduce the amount of future advances from Optus
Vision shareholders, including Continental. Continental's funding requirements would be reduced if cither or
both of Nine and Seven exercise their options to increase their equity interests in Optus Vision to 20% and 15%,
respectively, but there can be no assurances that Nine and/or Seven will exercise their options. See **Business—
Description of Business—International Operations."

As of December 31, 1995, Continental had made capital contributions to SCV of US$17.6 million and
committed to contribute up to approximately US$27.0 million (based on exchange rates as of December 31,
1995) in additional capital. In addition, Continental has committed to lend up to approximately US$45.0 million
(based on exchange rates as of December 31, 1995) to SCV if third-party debt financing is unavailable. SCV has
arranged an aggregate of $$106.0 million in senior credit facilities and is in the process of amranging additional
senior credit facilities. Such facilities may reduce the amount of future advances from SCV's sharcholders,
including Continental. No assurance can be given at this time that all such additional facilities will be
successfully arranged. See **Business—Description of Business—Intemational Operations.”

Investments in Telecommunications and Technology. Continental has made numerous investments which
are related to its ownership interests in TCG and PrimeStar,

In 1993, Continental purchased 20% of TCG for a purchase price of $66.0 million. Ln addition, Continental
hummiuadmhndupmﬁ?.&miﬂimmmﬂuwﬂ:m:.of\michﬁlsmmjmwuld\fmduuf
December 31, 1995, Continental has also invested $56.7 million in joint ventures involving TCG and other cable
uhvisimupﬂ'mﬂuulrﬂ.lm.mmmlm.ﬂmﬂlimuvo!vin;uudilfacﬂltyﬁﬂugwp
of financial institutions. Borrowings under the facility may be used for general corporate purposes of TCG,
I.ncludingupiu‘emsmtmmwmyruduuhmﬂmmdvm&mm's
shareholders, including Continental.

cmmnmmumhm:mmpummhmnmmm.wmmm
investments totaling $25.8 million as of December 31, 1995 to fund PrimeStar's ongoing operations and may in
the futwre make sdditional investments in PrimeStar. See ‘‘Business—Description of Business—

Telecommunications and Technology."
42

.y




Other Financing and Investment Activities. In January 1995, Continental sold its shares of QVC common
stock in a lender offer for approximately $27.4 million and sold a portion of its investment in NCC for
approximately $1.2 million. The proceeds from these sales were used to repay amounts outstanding under the
1994 Credit Facility.

Intangible and other assets increased by a total of $1.5 billion during the year ended December 31, 1995
due primarily to assets recorded in connection with the Providence Journal Merger and the Recent Acquisitions
and an increase of approximately $14.2 million in loans to certain employees to cover tax obligations in
coanection with Continental's Restricted Stock Purchase Prograr  See Note 11 to Continental's Consolidated
Financial Statements.

1998-1999 Share Repurchase Program. Continental is a party to a liquidity agreement (the *'Stock
Liquidation Agreement'’) with certain shareholders, including H. Irving Grousbeck (s co-founder of the
mykmmmammmmnwmpmﬁwnm.ﬁmnem
& Co. (collectively, the *‘Subject Stockholders''), pursuant to which Continental has obligations to purchase,
and the Subject Stockholders and other stockholders who have elected to have their shares of Common Stock
covered thereby (*‘Redeemable Common Stock'') have obligations to sell, such Redeemable Common Stock in
1998 or 1999, as described below (the **1998-1999 Share Repurchase Program').

Continental’s obligation under the Stock Liquidation Agreemeat is to repurchase approximately 16.7 million
shares of Redeemable Common Stock (representing approximately 9.42% of its outstanding shares of Common
Stock on a fully diluted basis, assuming conversion of the outstanding shares of Series A Preferred Stock) on
December 15, 1998 (or January 15, 1999), at each such stockholder's election. The purchase price for such
redemption is equal to the greater of (i) the dollar amount that a holder of Common Stock would receive per
share of Common Stock upon a sale of the Company as a whole pursuant to a merger or a sale of stock or, if
greater, the dollar amount a holder of Common Stock would then receive per share of Common Stock derived
from the sale of the Company's assets and subsequent distribution of the proceeds therefrom (net of corporate
taxes, including sales and capital gains taxes in connection with such sale of assets), in either case less a discount
of 22.5%, or (ii) the dollar amount equal to the net proceeds which would be expected to be received by a
stockholder of the Company from the sale of a thare of Common Stock in an underwritten public offering at the
time the shares are to be repurchased after, under certain circumstances, being reduced by pro forma expenses
and underwriting discounts. In the event the Company is unable to perform its obligation to complete the 1998-
1999 Share Repurchase Program within six, months of the payment date therefor, the Company is obligated, at
the reques) made within such six-month period of.any one or more Subject Stockholders or transferees holding
an aggregite of at least 2.5 million shares of such transferred shares of Redeemable Common Stock, to use its
best efforts (subject to compliance with applicable laws and regulations) (o cause the sale of all or substantially
all of the assets of the Company and, following the consummation of such sale, to liquidate the Company.

Capital Resources. Historically, cash genemted from the Company's operating activities in conjunction
with borrowings and, (o a lesser extent, proceeds from privale equity issuances have been sufficient lo fund the
Company's capital expenditures, investments and acquisitions, debt service requirements and stock repurchase
obligations. Prior to the consummation of the Merger with U S WEST, Continental anticipates funding its capital
expenditures, acquisitions, investments and debt service requirements with cash provided from operating
activities and borrowings under existing and new credit facilities. If the Merger is not consummated, Continental
anticipates furding its capital needs with cash provided from operating act'vities, borrowings under existing and
pew credit facilities and future equity issuances. However, there can be no rssurance in this regard. Purthermore,
there can be no assurance that the terms available for any future debt or equity financing world be favorable to

the Company.

Recens Legislation. In Ociober 1992, Congress passed the 1992 Cable Act, which, among other things,
authorizes the FCC 1o set standards for governmental suthorities to regulate the rales for certain cable television
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services and equipment and gives local broadcast stations the option to clect mandatory camage oOf require
mmmiuiunmwmmmmﬂnritymudm:uulmmchcLﬂuFCCudopuducmsufrm

Ib:PCCﬂmputhlymmdlhuhmldmﬁdﬂ“wdﬂmm"umummu\r:mmnfnu
mguhﬁmfmuﬂemtm.ﬂmﬁmﬂ':&udﬂﬂmmwnhmmwumwmFCCmAuguu
3.1995.lnaﬂﬁthodﬂCmmAmmdmmwvﬂwedfﬂtpublkmmﬂmMuth&. 1996 and
inmrpmh;-:i.nmn.h:SociﬂCmumd:uynmmquhndin:hnﬁuﬂdmlmmMmcrmmcR:cem
wmmwmmmmwumwmmwmgmm
Continental's future rates. The Social Contract also provides for its termination in the futvre if the laws and
ummmmmmmmwmmmmmmmm“
mm&wmmmhmmmw may petition the FCC 1o
muwmm-mdummwmmmmm.m
**Business—Description of Business—U.S, Operating Strategy—U.S. Regulatory Strategy, Social Contract.”

Furthermore, the 1996 Telecommunications Act has been enacted into law. The 1996 Telecommunications
Act modifies various provisions of the Communications Act of 1934, the 1984 Cable Act and the 1992 Cable
Act, with the intent of establishing a pro-competitive, deregulatory policy framework for the telecommunications
industry. See **Business—Description of Business—U.S, Operating Strategy—Legislation and Regulation.”
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INDEPENDENT AUDITORS' REPORT

Continental Cablevision, Loc.:

mmmuwmmmuwmummmm
subsidiaries as of December 31, 1994 and 1995 and the related statements of consolidated operalions,
mﬁﬁﬂmﬁnﬁ:'qﬂq(&ﬂ@cﬁﬂmﬁdﬂdwhﬁmhmwmmmhw
mwmal.lm.wmmwnuwmmwmum:
as liem 14, These financial statements and financial statement schedules are the respoasibility of the Company's
mwwhmmmmmmMWmem.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require
mmhﬂpﬂhﬂmﬂuﬂhmmmhwmmnﬁu
of material misstatement. An audit includes examining, on & test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
WmmeuﬂumuMMMWWWe
believe that our audits provide a reasonable basis for our opinion.

mmmmmwmdwmmmmwuwu
present fairly, in all material respects, the financial position of the companies at December 31, 1994 and 1995
and the results of their operations and their cash flows for each of the three years in the period ended December
31, 1995 in conformity with generally accepted accounting principles. Also, in our opinion, such financial
statement schedules, when considered in relation to the basic consolidated financial statements taken as a whole,
present fairly in all material respects the information set forth therein.

As discussed in Notes 12 and 4 to the consolidated financial statements, the Company changed its method
of accounting for income taxes and investments in 1993 and 1994, respectively.

Devorre & ToucHe LLP
Boswon, Massachusetts

February 14, 1996 e




CONTINENTAL CABLEVISION, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

...............

Froperty, Plant and Equipment—0et. . ..covuvvnriiirarasrssnicnnninnines
DR ARG o i oaio oo T a i v e SRR e R

TOTAL ....... AT TR EE A

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIENCY)

Dot . civiiiinaiissnninrvnvi FRiEE SR E RN R s e e s n s
DefenndlmmTuu A PP S e Fpu e e e R
Minority Interest in Subsidiaries ...........cc00vvninnnns
Commitments and Contingencies
Redeemable Common Stock, $.01 par value; 16,684,150 shares outstanding ..
Stockholders' Equity (Deficiency):
Preferred Stock, $.01 par value; 198,857,142 shares authorized: none
OUEEMING . .avvoarrsricensrinrsnsasnarsnsnssansanasnnrssssnss
SMAMHMSMJ.UINW mussm
authorized and outstanding; liquidation preference—3$487,776,000 and
52T, 5TB000 . ccuvisinrarssnsnarssnrnnsnssansnsnreassnnssnsnns
m,«msmmtwvm 425,000,000 shares suthorized;
8,585,500 and 38,780,694 shares outstanding . .........c0vemianinis
Class B Common Stock, $.01 par valve; 200,000,000 shares authorized:
90,291,375 and 92,572,000 shares outstanding ...........ievaiennns

Net Unrealized Holding Gain on Marketable Equity Securities .........
wt'ﬂiﬁdiii IIIIII E R N

Sec Notes to Consolidated Firancial Statements.
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December 31,
1994 1995
(1n Thousands)
$ 11,564 $ 18551
58,212 110,132
14,321 9.967
62,517 88,687
122,510 151,378
335,479 538,352
1,153,789 2,107,473
421,420 1.902,796
103,827 153,257
$ 2,483,639  § 5,080,593
§ 82,083 § 96831
82,040 86,977
206,271 238,343
3,449,907 5,285,159
116,482 307,041
2,191 26,056
232,399 256,135
11 11
86 ags
903 926
583,181 1,181,193
(12,097) (45,851)
47,996 67823
(2.308,414) (2,420,441)
(1,688334)  (1,215951)
524831629  § 5,080,593




CONTINENTAL CABLEVISION, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED OPERATIONS

Revenues ...... P T T sensansasas senaasass .
Costs and Expeases:
Selling, General nd AAMIRIStTALYVE ...« .svvevvsvess
Depreciation and Amortization . ......... AR
Restricted Stock Purchase Program ......... P e
- Tw llllllllllllllllllllllllllllllllllll LU
Operating Income .. ... B S " srss
Oﬂmﬂmjﬁxm
EqultyinN:thumem . Y
GaththdMnhukaqﬂtySmﬁu ..... MR
Gain on Sale of InVESUDEDIS o\ cvvvrrnrrssscarsnrnsns et
Mmhmwmmsw ...... .
Dividend INCOME ...ocovvnassenssnnseressssssssssssnnns
m ....... TR EEE R R R RN N LR [E R R RN E NN LR R
Tw I E R R E R RN NN LENEREREEE N ERERE:R] LR N B R R R

Loss From Operations Before Income Taxes, Extraordinary ltem
and Cumulative Effect of Change in Accounting for Income

T.m lllllllll llﬂity-qﬂpqcllll.lIC.lttlll'l'l'ilIIIII"'!-P.
Income Tax Benefit ......... R G R e
Loss Before Extraordinary Item and Cumulative Effect of Change
in Accounting for Income Taxes......... TP R sen
Extraordinary Item, Net of Income Taxes ........ WevR R 3
Loss Before Cumulative Effect of Change in Accounting for
Income Taxes .....ooeee e L
Cumuhﬁveﬂﬂmdwh Amﬂn;fnrlﬁm‘r
MNet Loss..... Sedava e e S SR
MMSMMM|IH¢i¢ IIIIIII IR REENE R RN LR
Loss Applicable to Common Stockholders ........ccovuiven.
Loss Per Common Share:
Loss Before Extraordinary Item and Cumulative Effect of
Chmnh.ﬂ.mﬂn;fa‘hm:hm ....... ———
wm [EEEERE RN LR LR L R “aw LR
mwmwmmmmmrw
IDCOMIE TARES v ooeuecrensssssssnssnssnnaasnsssssssnns
Mwﬂmﬂm“hm«mwmm
TAXES covvenssassrrsnsnnnss ssanssanined sessase coneas
NetLosS vovernearsnes idaa aw e T —— T

o

Year Ended December 31,
1992 1994 1998
(la Thousands, except per share amounts)

$1,177,163  $1,197.977  §1.442.392
. 382,195 405,535 498,239
267376 267,349 339,002
279,009 283,183 341,171
11,004 11316 12,005
939,584 967,383 1,190,417
237519 230,594 251,975
282252 315,541 363,826
12,827 15,002 70,364
(4,322) (1.204) (23,032)
(17,06T) i (1,035)
184 (205) (39)
(650) (824) (715
(1.950) 1279 2542
271274 339,589 411911
(33,695)  (108,995)  (159.936)
(7.921) (40,419) (47,909)
(25,774) (68.576) (112,027)

— (18,265) —
(25,774) (86,841)  (112,027)

(184,996) — —
(210,770) (86,841) (112,027)
(34,115) (36,800) (39,802)
$ (244885) $ (123,641) § (151,829)
— 1 e [ ==
5 (53 § ‘{'.92) 5 (L)

— {.16) —_
(53) (1.08) (1.22)

(1.62) - -
5 (2.15) 3§ (1.08) $ (122)
| = ———— = f—————————




CONTINENTAL CABLEVISION, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED STOCKHOLDERS' EQUITY (DEFICIENCY)

Seris A Common Net Unrealtzed
Can Cam Markeisbis Equi
Prelerred  Clam Pald-ln Unearned
Stack A _B Compeasation Securities Deficht
Thoussnds)

Balance, Jafinary 1, 1993 ........... s 5 3913 5 558529 - 334919 5 - $ (010,803
g = e - - - (210,770)
Accretion of Redeemable Common

A _ — — (14,768) - — i
Lssuance of Class A Common

PO . vavanirrsanensnnasnns - 24 — 46,476 -_ - —_
Reclamificarion of Redeemable d

Common Stock o Class A

Common Stock ..... disdasiiie - -— — 5,088 =. — =
Restwictad Swock Purchase Program:

Swock Llesved (Class B) ......... —_ —_— —_ Sdd (344 -— -

Swek Vemed ...ovvnrnnnnnnn. - —_ -_ — 11,004 - -

Stock Forfeited .....cc000000.. —_ —_ — (881) f & ¥ - —_—

Stock Exchanged for Loans . .... —_ - - (6,526) - - el
Mw ........ TTIET] ; ol ; {“m - i =

Balmnce, December 31, 1991 ...... 1 &2 913 snoé s - 2221573)

Adjustment doe © charge ko

scooumting principle for

marketable equity securities, pet

of income tazes of $36,434 ., . — - - - - 84,450 -
MHetLOBE . ocvvvsssinssnriannnnne —_ — —_— — — — (Bs5.841)
Accretion of Redeemable Common

m.-..u-uu.-.. --------- i — " {W‘m _— n_— —
Restricted Stock Purchase Progras:

Swek Vested . .covvvennnreas - —_ -— 11316 —_ -

Stock Forfeited ....vcennnaas — — -— (164) 164 _— s

Swck Exchanged for Loans ... — _ (611 — - —
Coaversion of Class B o Class A

Comman SIock ...ovnvrevsnnis ] (1)) - - - -
Siock . —_ - [#d] Q.472) — - -
Lssuance of Class A Common L,

TR - - | [ — 30,484 - - -
Change in Cain, net of

Income taxes of $24,081........ -_— S —_ — (36,654) —_—

Balsace, Docember 31, 1994 ........ ] &5 a3 i (1L09T) 41.9% (L3008 41 4)
Met Lows .ccovvecnnnssnas —_ —_ —_ —_ —_ —_ (112,007
Accretion of Redeemable Common

WO snivivrrsrinsnninnnnnrs - - — (23,738) _— — —_
Restricted Stock Purchase Progranc ¥

Swock lamaed oo ivnvsusiisisnns - - i 46,209 (46.218) — -_—

Swek Vested .. ...oonvessvanns — — — — 12,003 —_ —

Swck Forfoited . ..coocccas0i0s — -— — (469 Ay -— =

Swek Exchanged for Loans ..... _— —_— — a3 — -— —
Lasuance of Class A Comenon Stock

in connection with

et of esuance costs of 31,111 .. - m - 576,349 — -— -—
Chumge in Usrealized Ouin, net of

mm"'m.o-..... _:_ == e —_— — [Qm —

Balance, December 31, 1999 ........ s 88 3925 51,181,193 Hasas) sa ${1.400,441)

| —} = p— [ ———-] p———=} IEE———




CONTINENTAL CABLEVISION, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED CASH FLOWS

OPERATING ACTIVITIES:
NEL 0SS . v vunusssessssssunsaanssassnnnansasnsssssnsrnnsss
Mmmmwﬂummmtmmﬁmm
wmm&m
Extraordinary Item ...oocvuss e R A b AR R
Wﬂﬁﬂﬂd&mhmmw

TAXES s ovanaserpssnsnansssnsrsssnanannnsnnus o RN

mw FEsassssREREdEERdERERERENS ::: ''''' LE RN
Accounts Paysble, Accrued and Other Liabilities.........
Other Working Capital Changes .....oovssvavsssacsnsnas r

NET CASH PROVIDED FROM OPERATING ACTIVITIES......

FINANCING ACTIVITIES:

Proceeds from Bommowings .. R s 7 ¥
Repayment of Borrowings . . R p——
P:mhmhidmﬁ:ﬂnﬂmdbebt ..............
Increase (Decrease) in Minority Interests ..... P
Issuance of Common Stock . .uveueveess RO s R
Wﬁmsmu&whmsm..

EQUIVALENTS...... seesssassnsanns sE b TR sesannsnnas
BALANCE AT BEGINNING OF YEAR ...covvavnsaes . .

BALANCE ATEND OF YEAR ...cccovvenrnncnsnnncsnnss sane

¥ear Endad December 31,
1993 1594 1995
(1s Thousands)
S (210,770) $ (B6B41) § (112,027)
—_ 18,265 -
184,996 — i
279,009 283,183 341,171
11,004 11316 12,005
5,554 5,759 9,184
12,827 25,002 70,364
(4322) (1,204) (23,032)
(17,06T) - (1,035)
184 (205) (39)
(9,788) (42,272) (48,783)
15,787 9,632 4937
(3,633) 66,142 5515
(13,277) (52,473) (36,996)
250,504 236,304 221,264
1,502,304 1,709980  2,635240
(1369,341) (1,456,061)  (806.261)
(2,580) 9 3,666
46,500 30,500 (8,111)
(31,232) (4,755) -
145,651 259519 1,824,534
- (114,990) (1,243,879)
(185,691) (300,511) (518,161)
(106,819) (192,119) {280,142)
(7.182)  (16832)  (25.167)
(8,042) - -
519 17,553 271357
1,148 — 1,181
(300,867)  (606,899) (2.038811)
95,288 (111,076) 6,987
77352 122,640 11,564
5 172640 $ 11,564 § 18551

See Notes to Consolidated Financial Statements.
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CONTINENTAL CABLEVISION, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Basis of Presentatior _
The Company is a provider of broadband communications services with operations and investments
and technology ventures and programming services. >

The accompanying consolidated financial statements include the accounts of Continental Cablevision, Inc.
(the Company) and its subsidiaries. All significant intercompany accounts and transactions have been eliminated.

The preparation of the Company's consolidated financial statements in conformity with generally accepted
accounting principles requires management 10 make estimates and assumptions that affect the reported amounts
of assets and Liabilities and disclosure of contingent assets and liabilities at each balance sheet date and during
each reporting period. Significant estimates included in the consolidated financial statements include the assigned
useful lives of property, plant and equipment and intangible sssets, the camying value of cost method
investments, certain accruals, and valuation allowances for deferred tax assets. Actual results could differ from
these estimates.

Stock Dividend

On September 28, 1995, the stockholders approved an increase in the pumber of authorized shares of
common stock to 625,000,000 (425,000,000 Class A and 200,000,000 Class B, respectively) and preferred stock
to 200,000,000, In addition, the Company's Board of Direc ors approved a stock dividend of 24 shares of Class A
or B common stock for each share of Class A or B common stock held as of the record date. Due to the
significance of this stock dividend 1o the Company's capital structure, all share and per share information have
been restated 1o present this stock dividend as though it had occurred at the beginning of the earliest period
presented.

Supplies and Property, Plant and Equipment
Supplies are stated at the lower of cost (first-in, first-out method) or market. Property, plant and equipment
are stated at cost and include capitalized ipterest of $908,000, $2,377,000 and $7,233,000 in 1993, 1994 and
1995, ively. Depreciation is provided using the straight-line group method over estimated useful lives as
follows: ings, 25 to 40 years; reception and distribution facilities, 3 to 15 years; and equipment and fixtures,
4 o 12% years. (See Notz 6)

Insangible and Other Assets
Intangible assets consist primarily of franchise costs and goodwill recorded in various acquisitions. Such
amounts are generally amortized over 10 to 40 years. Franchise costs, net of accumulated amortization, at
December 31, 1994 and 1995 are $355,488,000 and $1,491,269,000, respectively. Other assetf represent deferred
financing costs and loans to employees (see Note 11). Accumulated amortization for intangible and other assets
aggregated $714,492,000 and $807,644,000 at December 31, 1994 and 1995, respactively.

On an ongoing basis management cvalustes the amortization periods and the recoverability of the net
carrying value of intangible assets by reviewing the performance of the underiying operations, in particular, of
the future undiscounted operating cash flows of the acquired entities.

Allowanee for Doubtful Accounts
The allowance for doubtful accounts at December 31, 1994 and 1995 is 59,771,000 and $12,476,000,
respectively.
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Investments

Statement of Financial Accounting Standards No. 115, Accounting for Certain Investmenis in Debt and
Equiry Securirles (SFAS 115) requires that certain debt and equity securities be categorized as either securities
available for sale, securities held 1o maturity or trading account securities. The Company has classified all
inwumumhjuttoSFASIliulnunble[uruhmdnwchmuthmmﬁhutﬂrvdu.wim&:
unrcalized gains or losses, net of tax, .cported as a scpars.. component of stockholders’ equity (deficiency).
Realized gains and losses are included in results of operations. Prior to January 1, 1994, marketable equity
securities were carried at either the lower of cost or market. In accordance with SFAS 115, prior prried financial
statements have not beea restated to reflect the change in accounting principle. (See Note 4)

Investments in 20-50% owned affiliates and otker investments where the Company owns less than 20% but
has the ability to exert significant influence are generally accounted for using the equity method. The excess of
the cost of equity investments over the underlying value of the net assets is amortized over a period of
wuﬁ.uulnmhmhmmmmmﬁwmmwm&ﬁndowhu:
readily determinable market value are generally sccounted for using the cost method. Investments in debt
securities not subject to SFAS 115 are reported at amortized cost. (See Note 5)

Derivative Financial Instruments

The Company uses derivative financial instruments (primarily Interest Rate Exchange Agreements (Swaps)
and Interest Rate Cap Agreements (Caps)) as a means of managing interest-rate risk associated with current debi
or anticipated debt transactions that have a high probability of being executed. These instruments are matched
with either fixed or variable rate debt and periodic cash payments are accrued on a settlement basis as an
adjustment to interest expense. Derivative financial instruments are not held for trading purposes. Any premiums
associated with the instruments are amortized over their term and realized gains or losses as a result of the
termination of the instruments are deferred and amortized over the shorter of the remaining term of the
instrument or the underlying debt. (See Note 7)

Income Taxes

The Company implemented Statement of Finzncial Accounting Standards No. 109, Accounsing for Income
Taxes (SFAS 109) as of January 1, 1993, Deferred tax liabilities and assets are recognized for the future tax
consequences of temporary differences between the financial reporting and tax bases of existing assets and
lisbilities. In addition, future tax benefits, such as net operating loss and (nvestment tax credit carryforwards, are
mphfdm:humntmllﬂimdmmum likely than not. (See Note 12)

Fair Value of Financial Instruments

The estimated fair value of financial instruments has been determined by the Company using available
market information and appropriate valuation methodologies. However, considerable judgment is required in
mmpmh;dmmduﬂhptheuﬁmufﬁhvdmmmnﬂy.uuﬁmmmmhmw
necessarily indicative of the amounts that the Company could realize in a current market gxchange. The use of
different market assumptions and/or estimation methodologies may have a material effect’on the estimated fair
valve amounts. The fair value estimates presented herein are based oo pertinent information available to
menagement as of December 31, 1994 and 1995, Although management is not aware of any fuctors that would
wmnmmmmuﬂmhﬂnmw&mh
mmdMMwMMdmmmedhkvmmdﬂaﬁwﬂmﬂy
from the amounts presented herein.
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The following is & summary of the estimated fair value and carrying value of the Company’s financial
instruments:

Decamber 31,
1954 1955
ele®  Fairvaims _Valer® Fair value
{1a Thousands)
Assets
Marketable Equity Securities (See Note 4) .... $ 122510 $-122510 § 151378 § 151378
Cost Method Investments (See Notz 5) ....... 33,175 41302 35,663 54221
Liabilities
Total Debt, Swaps and Caps (See Note 7) ..... 1,449907 1516588 5285159 5,418,137
Redeemable Common Stock (See Note 9) ..... 232,399 329,011 256,135 . 353,704
The Company believes carrying value approximates fair value for all other financial instruments.
Loss per Common Share

Loss per common share is calculated by dividing the loss available to common stockholders by the weighted
average number of common shares outstanding of 114,055,000, 114,334,000 and 124,882,000 for the years ended
December 31, 1993, 1994 and 1995, respectively. Shares of the Series A Convertible Preferred Stock were not
assumed 10 be converted into shares of common stock since the result would be anti-dilutive.

Reclassifications

wmmmmmmﬁmmhmemym;mm
financial statements,

Recent Accounting Standards and Pronouncements

The Accounting Standards Executive Commitiee of the AICPA adopted Statement of Position 94-6 (SOP)
on December 30, 1994, This SOP, Disclosure of Certain Significant Risks and Uncertainties, is effective for
fiscal years ending after December 15, 1995. The disclosures required by the SOP focus primarily on the nature
of an entity’s operations, the use of estimates in preparation of financial statements and on risks and uncertainties
that could significantly affect the amounts reported in the financial statements. The company's consolidated
financial statements are in compliance with this statement.

In Mirch 1995, the Financial Accounting Standerds Board issued Statement of Finsncial Accounting
Standards No. 121 (SFAS 121), Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets
mkﬂhmr@d}%hﬂmﬂuhﬂmﬂrmhﬂuh;uhbmhtli. 1995, SFAS 121 addresses
the accounting for poteatial impairment of long-lived assets. The effect of implementing SFAS 121 is expected
to be immaterial to the Company's financial position and results of operations.

In October 1995, the Financial Accounting Standards Board issued Financial Accounting Standards
No. 123, Accounting for Stock-Based Compensation (SFAS 123). SFAS 123, which is effective for fiscal years
beginning after December 15, 1995, establishes financial accounting and reporting requirements for stock-based
employee comnensation plans. The effect of implementing SFAS 123 is expected to be immaterial 1o the
Company's financial position and results of operations.
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2. SUPPLEMENTAL DISCLOSURE OF CASH FLOWS

The following represents non-cash investing and financing activiues and cash paid for interest and income
taxes during the years ended December 31, 1993, 1994 and 1995,

Year E=ded December 31,
1993 1934 1995
(la Thousands)
“Fair Value of Assets Acquired .........cocovneinnans S — 5114990 $2,135941
Deferred Taxes and Minority Interest Assumed . ....... — — (257.946)
Net Working Capital Lisbilities Assumed............. - — (49.354)
Fair Value of Class A Commoen Stock Issued ......... — —_ (584,762)
Cash Paid for Acquisitions ..........oaveuues ; 5§ - 5114990 ‘31.243.!?9
Dispositions:
Gain on Sale of Investment (See Note 5) .....ccnveves $15919 § — 5 —
Deferred Gain on Sale of Investment .....c.cccevscess 165 —_ —
Bascsof Assets Sold . ..cccvevvnnnnnnnansns . N 429 — —_
Gain on Sale of Marketable Equity Securities ......... 3471 —_ -
Bases of Property Received .......coovnvveansananns (19,984) —_ —
Proceeds Received from Disposition........ seses § = § = % -
Accretion of Redeemable Common Stock . ..ooveevvsnnsnns $ 14766 $ 19932 3 23,736
E———— ————1
Accretion of Series A Convertible Preferred Stock ......... $ 34115 § 36800 § 39802
E——— T . ———3
Cash Paid During the Year for Interest .. ......cconeneeass 5261846 $299.115 § 169,436
|- 1 == ] mErETT—
Cash Paid During the Year for Income Taxes ........... .. $ 2370 § 2411 § 1070
f = E ——— ———

3. ACQUISITIONS

All acquisitions have been accounted for as purchases. Results of operations of the companies and
businesses acquired have been included in the accompanying coasolidated financial statements from their

respective dates of acquisition.

In June 1994, the Company mmﬂ‘uhieukvhimlymmumu. New Hampehire for
approximately $47,990,000, and in November 1994 purchased cable television systems in FlorZs for
approximately $67,000,000,

mwmm&mmmmmmmwmmwy
$168,500,000 in August 1995 and cable television systems in California for approximately $17,000,000 in
smlm.hnmhulm.hwwmmhuqummMmm
spproximately $155,000,000. Also, in October 1995, the Company, Providence Journal, King Holding
mmwmumm:mmmm.wm
wmmummm&:umduwmmmyumlm
cable businesses and assets) was merged with and into the Company. In connection with the Merger, the
Company purchased the cable television businesses and assets of King Broadcasting Company (the King Cable
Assets, and collectively with Providence Journal, Providence Journal Cable). The total consideration involved in
MWWHMMhmM:mmo{WMyummmn{mm
W{mmndumdm.llﬁﬂmum&my'lﬂmAmmmkum
ascribed value of $584,762,000. In December 1995, the Company purchased for 588,000,000 in cash the non-
owned interests in and discharged certain liabilities of N-Com Limited Partership [ (N-Com), which owns and
operates cable television systems in Michigan.
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The summarized unaudited pro forma results of operations for the years ended December 31, 1994 and
1995, assuming the acquisitions above occurred as of the beginning of each respective period, are as follows:

Year Ended December 31,

1994 1595

i e
REVEBOEE s vassvsavisstsrsatansinsnesbrorsansssrnrssnsiassnss $1 586,829 $1,732311
Depreciation and AMOrHZAtON ...ovveneranercrscsesrssnrrsrages 388,940 440,109
Operating Income ....... R 8 R M SR N 275,652 263,768
NELLORE o5 w50 s weninm e e e i B AT O A R (124,592) (184,671)
Net Loss per Common Share......... R A R (0.86) (1.27)

4. MARKETABLE EQUITY SECURITIES

Effective January 1, 1994, the Company adopted SFAS 115 and classified marketable equity securities as
available for sale. These investments had & fair value of $183,245,000 and a cost of $42.161,000 at the date of
adoption. The unrealized gain of $141,084,000, less income taxes of $56,434,000 was reported as an adjustment
1o stockholders' equity (deficiency). These securities have an aggregate cost basis of $42,161,000 and
$37,837,000 as of December 31, 1994 and 1995, respectively. During the year ended December 31, 1994, the
Company recognized a gross unrealized holding loss of $60,735,000 and a gross realized gain of $1,204,000.
During the year ended December 31, 1995, the Company recognized a gross unrealized holding gain of
§33,191,000 and a gross realized gain of $23,032,000,

5. INVESTMENTS
The Company's investments consist of the following:

Mpromen e B

(1o Thousands)
Equity Method Investments:
Teleport Communications Group, Inc, ﬂfﬁ)lﬂd
ITOG PATMOETS covverevrronnnnes 3 PHB 20% $ 93954  $100,058
Rb;imﬂ‘!ﬂi?lrm:hips ..................... 10%-30% 34,609 45,603
PrimeStar Partoers LP. (PrimeStar) ....ocvvve0uas 10% 12,500 16311
Finteloo, S.A. voveseccssrians 50% 146,040 164,144
OpaniﬁmPtyLui{meVm) ............. 47% — 150,232
Singapore Cablevision Private Limited (SCV)...... 25% 8,484 15,023
OMIMET . . oivsciiassansndbbossissatsdannnnssnis 20%-50% 6,717 " 11318
302304 - 502,689
Cost Method InVeStmentS ....ouveevrrucnnsrinsnsnans 33,175 35,663
TOMAl oo soissivmmpurrinssiasssnsvisiieisds $335.479  §538]352

Estimated fair value of cost method investments is $47,322,000 and $54,221,000 as of December J1, 1994
and 1995, respectively, based on various valustion methods.

In October 1993, the Company exchanged its equity interest in Insight Communications Company UK.,
LP. for stock representing less than a 5% interest in International CableTel, Incorporated (CableTel), a
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telecommunications company operating in the United Kingdom. The Company accounted for the investment in
CableTel as a marketable equity security and recorded a gain of §15,919,000. During the year ended December
31, 1994, the CableTel marketable equity securities were sold at an additional realized gain of $1,204,000.

As of December 31, 1995, the Company had invested $66,000 000 in equity and had made commitments Lo
TCG to loan up to $69,920,000 through 2003, of which $53,800,000 was outstanding as of December 31, 1995.
These loans bear interest at approximately 7% eand are due oo the earlier of the seveath anniversary of the
mmwmm.mwmmhmmmmmcmmwmwnmm
networks in the United States. .

As of December 31, 1995, a wholly owned subsidiary of the Company issued a standby letter of credit of
$56,250,000 on behalf of PrimeStar, a limited parmership that provides direct broadcast satellite services. The
MMdenmdummWMwmamm
and is collateralized by certain marketable equity securities with a carrying value of $151,378,000 as of
December 31, 1995, As a result of these commitments and other qualitative factors, the Company accounts for
its investment in PrimeStar using the equity method.

As of December 31, 1994 and 1995, the Company had advanced $114,000,000 and $150,500,000,
mspw&u}y.hmhioﬁunhn,i.ﬁ.whﬂmndmnblcmﬂiquimmmh
addition, the Company has recorded commitments to contribute an additional 524,164,000 to Fintelco, 5.A.

As of December 31, 1995, the Company bad invested approximately $169,087,000 in Optus Vision, a joint
venture which is constructing a broadband communications network in Australia. The Company curreatly bolds
8 46.5% interest in Optus Vision '

As of December 31, 1995, the Company had invested 517,614,000 in Singapore Cablevision Pe Lid (SCV).
which owns and operates a cable television system in Singapore. The Company is committed to make additionsl
capital contributions to SCV of spproximately $27,000,000 to be paid over time. In sddition, the Company has
made commitments to SCV to loan up to approximately $45,000,000 if third party debt financing cannot be
obtained by SCV.

The Company also has various investments in cable television companies which are not individually
material 1o the Company. The Company bas approximately a one-third ownership interest in these companies
and therefore accounts for these investments using the equity method.

1 - e
mmmdmmmm-mmwmmmmdwm
are as follows (reflects the Company’s proportionate share for the period which the investments are owned):

December 31,
1994 1995
(1a Thoussnds)
Property, Plant and Equipment.......... sesnssrsusnsinra iR ... $226,000  $290,000
Total Assets cemssassesdsesansasadeRsRRE TR EEY i R e ivadve 495,000 574,000
Total Liabilities ............ e S ey £ 5 SHH AT T T LTT 387,000 420,000
EQUItY .cccevvevsnsnsonns R S et e E A BRSNS 108,000 154,000
Year Ended December 31,
19593 194 1995
(1a Thoosnds)
REVENUES . .ovvvones Sy EE P L Shdaderae . $ 63,000 $145,000 $244,000
Depreciation and AmOrtization . ...eveeee e e 22,000 27,000 41,000
Operating Loss .....ooczues TR 1LY S A s (5,000) (4,000) (40,000)
NetLofs...cccannnnnnans TP R R e e R (19,000) (28,000) (67.000)




6. PROPERTY, PLANT AND EQUIPMENT
The components of property, plant and equipment are as follows:

December 31,
1994 1995

(Lo Thousands)
Land and Buildings .......cooeiivennnnsrssssrccsssnnsnesans 3 56630 § 84254
Reception and Distribution Facilities . ... ...oovvuiiiiiiniinnenns 2,122,304 2,897,745
Equiptnent and FiXtures ......ococevsnvsrersnsnnes Ve veweeas 288,950 377,657
g |- | B A RN I PO S M P e e 2,467 884 1,359,656
Less—Accumulated Depreciaion ... ..cvvveerrroracsssssanss 1,114,095 1,292,183
Property, Plant a0d EQUIpment—net .......oooevennninanns $1353,789  $2,107473

7. DEBT
Total debt outstanding is as follows:
December 1,
1954 1995

(1o Thousasds)
1994 Credit Pacllity «ocooviiucnninairissssasiasenccsaananenns $ 1,373,790 5 1,586,200
1995 Credit Facility .. ...0euvennneennenssns S -~ 1,039,000
Insurance Company NOWS . . .vvuevunrrinrenrsnsnsrosnsans 150,000 125,750
Senior Notes and Debentires .....cvovevsssnrnsssararsesrsnsss 1,400,000 2,000,000
Subordinated Debt .....ovvvnenn. ol i, o A 500,000 500,000
Other «.ovvvunns e e e SRR A R m PR 26,117 34,209
TPORL s swisinin e sunansasstsnuns samuenss £3449907  § 57285159
| == . — e =—————————————

In October 1994, the Company amended and restated its bank indebtedness by entering into a
$2,200,000,000 unsecured reducing revolver credit agreement (the 1994 Credit Facility). Credit availability under
the 1994 Credit Facility will decrease annually commencing in December, 1997 with a final maturity in October
2003. Borrowings under the 1994 Credit Facility bear interest at a rate between the agent bank’s prime rate
(8¥+% as of December 31, 1994 and 1995) and prime plus V&%, depending on certain financial tests. At the
Company's pption, most borrowings bear interes{ ¥l spreads over LIBOR. The Company's obligations under the
1994 Credit Facility are guaranteed by the Company's Restricted Subsidiaries, (collectively with the Company,
the Restricted Group) which represent the majority of the Company's owned and operated cable systems,
excluding those acquired in the Providence Journal Cable and Michigan acquisitions (collectively, the New
Borrowing Group). Prepayments are required from the proceeds of certain sales of Restricted Subsidiaries’
assets.

During 1995, certain of the Company's subsidiaries entered into a $1,200,000,000 unéecured reducing
revolver credit facility (the 1995 Credit Facility). Initial borrowings under the 1995 Credit Facility were utilized
to finance the acquisitions of Providence Journal Cable and the Michigan cable systems. Credit availability under
the 1995 Credit Facility will decrease annually commencing in December 1998 with a final maturity in
September 2004, Borrowings under the 1995 Credit Facility bear interest at the agent bank’s prime rate (842% at
December 31, 1995) plus ¥2% or spreads over LIBOR. The New Borrowing Group's ob.gations under the 1995
Credit Facility are guarauteed by substantially all of the New Borrowing Group subsidiaries. Prepayments are
required from the proceeds of certain sales of New Borrowing Group assets.

The Insurance Company Notes are unsecured, bear interest at 10.12%, require increasing semi-annual
repayments through July 1, 1999 and rank pari passu in right of payment with the 1994 Credit Fecility.
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mmmmy':w&mmmmmmpﬁmmwmrmmm
Insurance Company Notes and 1994 Credit Facility (collectively, Senior Debt) and are noa-redeemable prior o
maturity, except for the 9¥4% Senior Debentures, The 9¥4% Senior Debentures are redecmable at the Company's
option at par plus declining premiums beginning in 2005 In addition, at any time prior to August 1996, the
Campuym:ymﬁnmapuﬁmufﬂnﬂ&%&mhbeb:muapmhmﬁﬂ:ﬂpmﬁ:ﬁmmy
mwuwunwmmwms;mwwmm&aam
Senior Notes. No sinking fund is required for any of the Senior No._s and Debentures.

The Seaior Notes and Debentures consist of the following: '

December 31,
1954 1995

(1n Thoutsads)
8¥2% Senior Notes, Due September 15,2001 ...vvvuiiiiancncasss § 200,000 § 200,000
8% % Senior Notes, Due August 15,2003 .......0000uues S TR 100,000 100,000
BW% Senior Debentures, Due September 15,2005 .........0000n0s 275,000 275,000
8.30% Senior Notes, Due May 15,2006 .....occvvvessssrnsnssnes — 600,000
9% Senior Debentures, Due September 1, 2008 ......0000e0 300,000 300,000
9% Senior Debentures, Due August 1, 2013 ......vvvvvarnneanss 525,000 525,000
s e ) LI S B, * T LR s e ey EEH e L $1,400,000 $2,000,000
|————— e

The Company's Seaior Debt limits the Restricted Group with respect 1o, among other things, payment of
dividends, the repurchase of capital stock in excess of $724,000,000, the creation of liens and additional
memmm.mmmmmdmuwm
debt and cash flow to related fixed charges. In addition, the 1995 Credit Facility has similar limitations with
respect to the New Borrowing Group.

The Company's Subordinated Debt is redeemable at the Company's option at par plus declining premiums
at various dates, and is subordinated to the Company's Senior Debt. Subordinated Debt consists of the following:

December 31,
i 1995

(ia Thousands)
1034 % Senior Subordinated Notes, Due June 15,2002 .......cccvvusss £100,000 $100,000

Subordinated Floating Rate Debentyres,

11% Senior Subordinated Debentures, Due June 1, 2007 ......... 300,000 300,000
TOlcosovirsssssivnapnniansans e AR AR SR 5500,000  $500,000
 ————— = —-=—11

mwnmmwmsmm.mmm%msmwmm.
price equal to 106.438% of their principal amounts plus sccrued interest thereon. As a result of the redemption
and the write-off of $7,176,000 of unamortized deferred financing costs, the Company recorded an extraordinary
loss of $28,100,000, less an income tax benefit of $9,835,000.

MWWMMMMWumﬁnﬂWE%.MM 1996, the
wmmmwmwrw.mmmumwmpmm
interest thereon.
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Derivative financial instruments used 1o manage interest rate risk include Swaps and Caps. The following
table summarizes the terms of the Company's existing Swaps and Caps as of December 31, 1995:

Notlooal Amount  Matarithes m
(1o thousands)
Fixed to Variable SWEPS ....ovvvvnvvnrvnnrreennnens. 51,425,000 1998-2003 59%
Variable 1o Fixed SWaps .....cvccvvvnreinsnssncnnans 900,000  1996-2000 B.9%
mgmmsnmm&:omm; A £00,000 1996-1997 8.0%

The Company's credit risk if the counterparties failed 10 perform under these agreements, would be limited
to the periodic settlement of amounts receivabls under these agreements. As of December 31, 1994 and 1995,
the net amounts payable by the Company in connection with the Swaps were $5,000,000 and $6,460,000,
respectively.

The Company's variable-rate Swaps, which are indexed (0 six month LIBOR, include a $75,000,000 Swap
that may be extended by the counterparty at a certain time in the future under the same terms and conditions at
the existing contracted rate. The Company eatered into this Swap to further manage its interest mte risk. The
Swap is related to specific portions of the Company's fixed-rate debt and s with a counterparty that is a lender
in botk. the 1994 Credit Facility and 1995 Credit Facility.

The fair value of total debt, Swaps and Caps is estimated to be $3,516,588,000 and $5,418,137,000 as of
December 31, l?ﬂndl”ﬁ,mpu&vﬂr.ndhhudmmﬂdumdduhmmmmmuf
the fair value are as follows:

December 31,
1954 1994

{1n Thoasands)
Carrying Value of Debt . ...vnvvenses CEEEER AR AN R § 3,449,907 $ 5,285,159
Unrealized (Gain) Loss on Debt.......... A (130,442) 85,195
Unrealized Loss on Floating to Fixed Rate Swaps................ 14,247 41,495
Unrealized Loss on Fixed to Floating Rate Swaps ................ 184,903 6177
Unrealized (Gain) Loss on Interest Rate Cap Agrecments ....., e 2,027 111
TR o5 vinvvsiinssnins s R B R PO e §$3516588 $ 5418,137
— e T

Amuﬂ!mwuiﬁuddeururmuu )'t.in_n_lhlc-qmnlmbemmhrﬂl. 1995, are as follows:
3 (1a Thocsands)
1995 o cviuvioin R R R e A i N e e i 5§ 19,641
1997 ..... B B L R e o S G e e e L T 32,108
PO i v s R e T R R e e R e e e e i e 33,551
D s i e e e e e 8 e s e PP e e R e 112,267
2000 ..iiain e s e ey o e g o Y T ST T E T T T e 558,903
g e e 4,518,689
Tm]qqqq;cqocolquaq.q.poo. e T R T 55.2!5.159

8. COMMITMENTS

The Company and its subsidisries bave entered into various operating lease agreements, with total
commitments of $48,685,000 as of December 31, 1995, Commitments under such agreemeants for the years 1996-
2000 approximate $11,374,000, $8,629,000, §7,024,000, $5,832,000 and 53,895,000, respectively. The Company
and its subsidiaries also rent pole space from various companies under agreements which are generally
terminable on short notice. Lease and rental costs charged to operations for the years ended December 31, 1993,
1994, and 1995 were 518,378,000, $20,113,000 and 521,696,000, respectively.
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9. REDEEMABLE COMMON STOCK

Pursuant to a Stock Liquidation Agreement with ceruin stockholders (the Selling Stockholders), the
Company commitied to repurchase certain shares of its common stock (Redeemsble Common Stock) in
December 1998 or January 1999 at a defined purchase price (Purchase Price). The Purchase Price is the greater
of the net proceeds per share from the liquidation of the Company less a 22.5% discount or the estimated amount
of pet proceeds per share from an underwritten public offering of the Company's comumon stock.

The fair value of the Redeemable Common Stock is estimated at $329,011,000 and $353,704,000 as of
December 31, 1994 and 1995, respectively, based on the estimate of thie Purchase Price at these dates of $19.72
and $21.20 per share, respectively, as determined by an investment banker for the Company.

In the event the Compasy is unable to meet its ommitments under the Stock Liquidation Agreement, the
&msmmmuwmmumwlymduu@dwmn

During 1993, the Company repurchased 1,604,400 shares of Redeemable Common Stock for approximately
$31,125,000 and reclassified 411,175 shares of Redeemable Common Stock as Class A Common Stock based on
en agreement with a certain stockholder to remove such shares from the 1998-1999 Share Repurchase Program.
During 1994, the Company repurchased 27,475 shares of Class A Common Stock and 217,625 shares of Class B
Common Stock, of which 82,900 were shares of Redeemable Common Stock.

mwwmmfuummmsmmmmwm
accretions through the repurchase dates based on the interest method of the difference between the initial estimate
and the subsequent estimates of the Purchase Price.

10. STOCKHOLDERS' EQUITY (DEFICIENCY)

The Company has two classes of stock: Class A Common Stock, which has one vote per share, and Class B
Common Stock, which has ten votes per share. At December 31, 1995, there were 38,885,294 and 109,151,550
Class A and Class B shares of common stock outstanding, respectively. Stockholders' Equity (Deficiency)
reflects only 38,780,694 and 92,572,000 Class A and Class B shares of common stock outstanding, respectively,
due to the classification of 16,684,150 shares as Redeemable Common Stock.

In 1993 and 1994, the Company sold 2,396,900 shares of Class A Common Stock for approximately
$46,500,000 and 1,572,150 shares of Class A Common Stock for approximately $30,500,000, respectively.

Each'share of Series A Convertible Prefermed Stock (Coavertible Preferred) is eatitled 10 250 votes per
share, shares equally with each common share in all dividends and distributions, and is coavertible into 25 shares
of common stock, at any time, at the option of the holder. The Convertible Preferred stockholders have the right
10 sell their shares in a public offering by causing the Company (o register such shares under the Securities Act
of 1933, Certain other stockholders of the Company bave similar registration rights.

The Coavertible Preferred has a liquidation preference equal to the greater of its Accreted Value or the
amount which would be distributed to common stockholders, assuming conversion of the Cotvertible Preferred.
The Accreted Value assumes a yield of 8% per annum, compounded semi-annually in arrears on the $350
mmmpummmuyw.ummudmwuhﬂmﬂmbmmw
$39,802,000 to refiect the Accreted Value of $527,578,000 as of December 31, 1995.

After June lﬂ?.ﬂthcvdmd&ummmd:ilmmlhmﬂulndﬂnmmmvnu.h
Company will have the right to convert each outstanding share of Convertible Preferred into coe share of

common stock.
In June 2002, each outstanding share of Coavertible Preferred may be converied at the option of the holder
mmmym-mdmmmmm-mmumwvm.m

L
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Company may, at its sole option, purchase for cash at the Accreted Value all or part of the Convertible Preferred
instead of accepling or requiring conversion.

The Company paid aggregate fees and underwriting discounts to Lazard Freres & Company (Lazard) of
approximately $7,700,000 during 1993 and $9,000,000 during 1995 in connection with certain investment
banking services, Two directors of the Company are general partners of Lazard and managing directors of
Corporate Partners, L.P,, which purchased 728,953 shares of Cc .vertible Preferred on the same terms as all other
purchasers of Convertible Preferred.

11. RESTRICTED STOCK PURCHASE PROGRAM

The Company maintains a Restricted Stock Purchase Program under which cerain employees of the
Company, selected by the Board of Directors, are perminied 1o buy shares of the Company's common stock at
the par value of one cent per share. The shares remain wholly or partly subject 10 forfeiture for seven years,
during which time a pro rata portion of the shares becomes **vested"* at six-month intervals. Upon termination
of employment with the Company, an employee must resell to the Company, for the price paid by the employee,
the employee's shares which are not then vested. For financial statement presentation, the difference between the
purchase price and the fair market value at the date of issuance (as determined by the Board of Directors) is
recorded as additional paid-in capital and unearned compensation, and charged to operations through 2001 as the
shares vest. Shares of common stock issued under the program for the years ended December 31, 1993, 1994
and 1995 were 40,000, none and 2,382,925, respectively. At December 31, 1994 and 1995, 1,003,925 and
2,496,025 shares, respectively, were not yet vested. In connection with the Restricted Stock Purchase Program, a
wholly-owned subsidiary of the Company has loaned spproximately $13,541,000 and $27,746,000 at December
31, 1994 and 1995, respectively, to the participating employees to fund their individual tax lisbilities. These loans
are due through 2001, bear interest at a range from 5% to 8% and are included in Other Assets in the
accompanying financial statements,

12. INCOME TAXES

Effective January 1, 1993, the Company implemented the provisions of SFAS 109 and recognized an
additional charge of $184,996,000 for deferred income taxes. Such amount has been reflected in the consctidated
financial statements as the cumulative effect of change in accounting for income taxes.

Wﬂ‘lm.uwmmeﬂdemmmﬂmnwhhfm
statutory from 34% to 35%. The income tax benefit for the year decreased approximately $4,182,000 as a
result of applying the newly enacted federal tax rates to defemred tax balances as of January 1, 1993,

The provision (benefit) for income taxes is comprised of

Yeur Ended December 31,
1993 194 - 1995
(1a Thousands)
Current:
Federal ...cccon0une AN - A § 647 (1969 § 238)
SR 0 0 e 1,220 2,049 1,112
Deferred:
Podersl ...covuvsisssaninanncannse S (7968) (35549)  (42.416)
BIME s ososasessoninsasrsesssssssosnanainsnnnnians (1.820) (6,723) (6,367)
TORMY oo v o s T 0 R B $(7.921) S$(40419) $(47.909)
Extraordinary ltem—Deferred ....... R B L § — $ (98315 § —




Diﬁmbﬂmﬂneﬂmﬁwwmmmdthcfndm]mmnumwamﬁudufollm:

Year Ended December 31,
1993 1984 1995
Federal Statutory R&te . cvvvevsvecsnnns Cirenn PR TE e T e (35.00% (35.0)% (35.0)%
Enacted Tax Rate Change .....covcusssns I TR T 124% — —_
Non-Deductible Equity in Net Losses of Foreign Affiliates ........ — — 6.5%
State Income Tax, Net of Federal Income Tax Benefit ......c.ocvuee (1% @)% Q9%
Other v.ccvvnss R e e crsaraesnad e e 3% S% 9%
g £- ¢ | DR R g 1 PP (23.5% (36.7% (30.0)%
[————] i——03 =
Thcm:ﬂnmﬂmﬁﬁ#mﬂudwquﬂ&ﬂﬁwrﬁ:mﬁpﬁ:ﬂm&msddﬂumﬁ
tax assets and liabilities consist of the following:
December 31,
1994 1995
(1n Thousands)
Deferred Tax Liabilities:
Depreciation and AMOMIZAton . .....00-» isEE A a e R $(506,560)  §(BO1,068)
Unrealized Holding Gain on Marketsble Equity Securities........ (32,353) (45.717)
Omer ..vvunenas saseeienn A S PR (5,245) {15,790)
Deferred Tax Assets:
Net Operating Loss Carryforwards ........... assssaasaansanen 460,469 570,739
Tax Credit Carryforwards ....covovevivnuiicanasaanss aanuae s 59397 57,492
T o usessansnsassnsnssssannsnanarststssansrsspassasnans 60,836 68,729
Valuation ANOWADSE ..vcecvinassesssssnns R (153,026) (14],426)
Net Deferred Tax Liability «..cvcuvinns R~ w g R 3(116,482) $(307,041)
j——————1 [

The Company and its subsidiaries have net nperating loss carryforwards of approximately $1,131,000,000
fufdmlhcnmmmm;wmw.ndhvmmmﬁtwmdsd
approxiriately $57,500,000 expiring through 2005.

vmwmmmmwmmwmmm:
carryforwards, the tax benefit of certain limited use federal net operating losses and certain state net operating
mumnmmmm:whﬂmdmmwmmmmmmu-mu
dmmmbmmumummummmmmﬂdmmmmwmum
mmmmmmmmmmwurmmmm@mlmnﬂmﬁ
mndncmmdm.mﬂmdﬂlm.unmpec&uly.mmmdmmmﬂﬂymmw
dnmmupanﬂn;humﬁmmwmmdhmﬁnm

13. RETIREMENT AND MATCHED SAVINGS PLANS




The components of net periodic pension expense are as follows:

Year Ended December 31,
1993 1994 1995
(1o Thousands)

Service Cost-Bepefits Earned During the Year ...ocvvvivevinnee 352,584 §$293 52919
Interest Cost on Projected Benefit Obligation .....ocvvvven savae 1,336 1,576 1,896
Actual Loss (Return) on Plan Assets ............. A PSIL el (136) 417  (3,039)
OBer I oovavssinnnssssnnsssvanisnsnidsssss sesrasssiers (615) (1.514) 1,672
TTIOEIY ot e 0 A 53,169 $3413 $3,448
—— i e

The following table sets forth the funded status and amounts recognized in the Company's balance sheet:

December 31,
159 1955
(ia Thousands)
Actuarial Present Value of:
Vested Benefit Obligatlon .o .ovovvieirerasssrsnssssssncscsnnsas 5 (9,159) $(15341)
Non-Vested Benefit Obligation.........covvvvvnvinnas. ssravsnes (1.201) (1,465)
Accumulated Benefit Obligation......covvvvnnnaaas AR T i (10,360) (16,806)
Effect of Projected Salary IDCTeases .. co.vveveisevsverrrrsvssssrsnses (12,691) (12,041)
MMMW ------------ T EEEE] R I R R R mml} m“ﬂ
Plan Assets at Market Value .....cocvvivessssssssssssssssnsanannsns 12,397 18,498
Punded B . o i ivivisvnaerssto s nnieps e e s A s ve e (10,654) (10,34%)
Deferred Transition Loss ........... i LG [ N0 B RS, S 1,194 1,124
Unrecognized Prior Service Cost ........ rasnemes R B (511) (483)
Unrecognized Net LOSS ...uveveuiuirucninssasasnsnissnnsnssssnnsas 2233 1,963
Accrued Pension Cost .....covvvvnnnnes e L Y — e $ (7.738) § (7.745)
= —_——— =
The actuzrial assumptions as of the year-end measurement date are as follows:
. D B
r I s
DcOunt RME . .vvcuvisacsssnscssnuns sassrrrenan A= T i o L e B75% T7.25%
Expected Long-Term Rate of RefUm . ..vovvueuniueinisnnssnasnsrsssssssnaas 0.00% 9.00%
Rate of Increase in Future Salary Levels. ...coovvvrivsrannssvcssrssssssssanass 575% 4.25%

At December 31, 1995, plan assets consist of equity and debt securities, U.S. Government obligations and

cash equivalents.

The Company sponsors a defined contribution Matched Savings Plan covering substantially all of its

employees. The Company's contribution for this plan is based on & percentage of each participant’s salary. Total
costs for the years ended December 31, 1993, 1994 and 1995 were approximately $2,550,000, $2,652,000 and

$2,907,000, respectively.

Effective in 1995, the Company approved a Supplemental Executive Retirement Plan (**SERP'’). The SERP

wﬂuwmmrmmmdmmmmwm
Continental Retirement Plan are limited by the Internal Revenue Code's (the **Code’’) limit on compensation
which may be taken into account under that plan or by the Code's Section 415 limit on the size of retirement
benefits which may be funded under that plan. The SERP is an unfunded, non tax-qualified plan.
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The components of net periodic pension cost for the supplemental retirement plan for 1995 are as follows:

December 31, 1955
(1o Thomsands)
mm—mmm&:?ﬂf -------- AR R E R E R E R AR iw
Interest Cost on Projected Benefit Obligation. ..ovvevvveass cavnnns bt 124
Otherltems . ...ovveunees PP s R er o r P R PR 79
P 1 < [N e e L P Lot v R T e el seessaaseinreananes 5280
The actuarial assumptions as of the year-end measurement date are as follows:
December 31, 1995
Discount RAIL «cvovanassssnssnsarscssssrnnnsnnssssssss e S Y T25%
Rate of Increase in Future Salary Levels T A 4.25%
The funded status of the supplemental retirement plan as of December 31, 1995 is as follows:
December 31, 1995
{1a Thonmands)
Actuarial Present Value:
Vested Benefit Obligation......... R e e N A $ (651)
Non-Vested Benefit Obligation .........00.. R o T D e (2)
Accumulated Benefit Obligation ...........cc0e0e R . (653)
Effect of Projected Salary Increases ......... P TP -y I REER e, (1,146)
Pﬂ’wmm llllllllllllll - - IR AR R RN E NN R R - {Ilm)
Plan Assets at Market ......ccccvmnnnnnss e R R —_
FUDDEA SRS . vovvvsnsssssasassssssssssssasassssisassnssssnssanasssss (1,799)
Unrecognized Prior SEIVICE coveereersrerrsrnsssssssrssrsnssssssssarsinns 1341
Unrecognized Net Loss ...... R L P P S PGP 178
Accrued Pension Cosl ..oveeveeessevncssssscararsssssarsasssnsssisss 5 (280)

14. CONTINGENCIES .

The Company is subject to legal proceedings and claims which arise in the ordinary course of business. In
theapinfonafmmmmammmamu:dwmdcmwﬂtuhvum.llnill
effect on the consolidated financial position and results of operations of the Company.

15. LEGISLATION AND REGULATION

Pursuant to the Cable Television Consumer Protection and Competition Act of 1992, the FCC in April 1993
mmmmmmmmmmmummmuw.mmmm
mwmmamupmmmm'smmmmmwm
thm“ﬂmﬂmhwn&mmuhmﬂm
Mmuumdummm.mwmahm-wmh«.
mdmummmmmmummwmmmmmmunmmﬂm
rate increases for regulated services.

Under current FCC regulations, a rate complaint or certification of a local franchising suthority is required
wnpm-mhmmummucmmmmmmms
benchmark methodology or supported current rates by cost-of-service showings for regulated franchises. Certain
mﬂﬂmuﬁﬂh&mmhhﬁﬁmﬁﬁ%mb&dmmdumsmw
of -service rules that allowed certain *‘presumptions’* in the rules 1o be overcome on & case-by-case basis. While
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the Company believes that its showings in this regard were sufficient, the results of these cases were unknown.
As a result, the Company recorded a revenue reserve during 1994,

On August 3, 1995, a social contract between the Company and the FCC (the Social Contract) was adopied.
The Social Contract is a six-year agreement covering all of the Company's existing franchises, including those
that are currently unregulated, and sentes the Company's pending cost-of-service rate cases and benchmark cable
programming service tier (CPS) rate case:. Benchmark broadcust service tier (BBT) cases will be resolved by
the Company and local franchising authorities. As part of the resolution of these cases, the Company agrees to,
among other things, (i) invest at least $1.35 billion in domestic systemy rebuilds and upgrades 13 the next six
years 1o expand channel capacity and improve system reliability and picture quality, (ii) reduce its BBT service
rates and (iii) make in-kind refunds to affected subscribers totaling a retail value of approximately $9.5 million.
In 1995, the Company adjusted the revenue reserve recorded in 1994 to reflect the impact of the Social Contract.
The resolution of pending rate cases was without any finding by the FCC of any wrongdoing by the Company.

The Social Contract also provides for its termination in the future if the laws and regulations agplicable to
services offered in any Continental franchise change in a manner that would have a material favorable financial
impact on Continental. In that instance, the Company may petition the FCC to terminate the Social Contract.

In February 1996, the Telecommunications Act of 1996 was enacted, which deregulates CPS rates after
March 31, 1999,

16. EVENTS SUBSEQUENT TO INDEPENDENT AUDITORS' REPORT (UNAUDITED)

In February 1996, the Company signed a definitive Agreement and Plan of Merger (the Merger Agreement)
providing for the merger of the Company with and into U S WEST, Inc., with U S WEST, Inc. being the
surviving corporation. The Merger Agreement provides for the stockholders of the Company to receive a
combination of cash and securities of U § WEST, Inc. valued at approximately $5.3 billion in exchange for all
of the outstanding stock of the Company, Additionally, U § WEST, Inc. will assume the Company's outstanding
indebtedness and other liabilities. The merger is contingent, among other things, upon receiving approval from
the Company's stockholders and necessary regulatory approvals,

On March 6, 1996, a proposed amendment (the Soclal Contract Amendment) 1o the Social Contract was
released by the FOC for public comment. 1f adopted. the Social Contract Amendment would incorporate all
franchises scquired during 1995 into the Social Cootract, and settle most CPS-rate cases of the acquired
franchises. The Social Contract Amendment provides for cash refunds of $1.6 million (for which reserves were
recorded as of December 31, 1995) and increases thé Company's investment commitment in domestic system
rebuilds and upgrades from $1.35 billion to $1.7 billion.

In March 1996, the Company entered into a purchase agreement (o acquire the non-owned interests in and
discharge or assume certain liabilities of Meredith/New Heritage Strategic Parmers, L.P. for approximately

5$21%,200,000.
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17. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
Quarterly results of operations for 1994 and 1995 are summarized below:

First Second Third Foarth
Qurer  Quiner  Qurer  OQuier
(1o Thoumnds, Except Per Share Amounts)
1994
BEVEIS o aiiin s s vhaa i on v he a e s e $2¢°,764 5298626 $296,246 5312341
Depreciation and AMOrtization ......ceeeveeees 67,458 68,065 nm 76383
Restricted Stock Purchase Program. ... 2,838 ° 2837 2,827 2814
Operating Income «..cuvevrnrcnnaes 59,284 61,507 53,565 56,238
Loss Before Extraordinary Item.......... T (13,640) (9.981) (21,871) (23,084)
Extraordinary Bem ...ccooerssenciascsssnss . - — — (18,265)
Nt LORE oo soviaiimviiaiiieinvessasaiie e {13,640) {9,981) (21,871) (41,349)

Loss Applicable to Common Stockholders.......  (22,518)  (18990)  (31,309)  (50.824)
Loss Before Extraordinary ltem ........... ©19)  (016) (027  (0.28)

Extraordinary Item ...cvvvvevnnvnnnnnnnss — — — (0.16)

o R i, A | SR s (0.19) (0.16) (0.27) (0.44)
1995
REVEDULS ..ocvvusassvnnssssrnnsscnsnssnsnse SIIBST6  $331,472 3342445 3449899
Depreciation and Amortization ...........e.00. 74,422 73,990 B2,156 110,603
Restricted Stock Purchase Program............. 2,850 3,055 3,042 3,058
Operating INCOME ...cccisssnisssisisarsnsans 59,192 61,361 61,400 70,022
NetLoss ......... i s iR e (6902) (26,165) (25,065) (53,895)
Loss Applicable to Commou Stockholders....... (16,505) (35909) (35273) (64,142)
Loss Per Common Share;

TNCELORE v oo nvsimmmnsnnnesnenssnnsens s (0.14) (0.30) (0.30) {0.44)
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
MNone.

PART I

Item 10. Directors and Executive Officers of the Registrant.
The positions held by each Director and Executive Officer of Continental are ghown below. There are no

family relationships among the following persoas. '
Name of Diructor or Executive Officer D08 Wb Continunsl

Amos B. Hostetter, Jrf1). . ccccvvecnnsrnscansnssssansns Chairman of the Board, Chief Executive
Officer and Director

Timothy P. Neber........ PPN Y s Vice Chairman of ihe Board and Director

William T, Schleyer. ....vvvecennrnnrrnnes Fpe e President and Chief Operating Officer

Roy F. Coppedge II(2) «cevavecceverrorsansssresnssnscs Director

Stephen Hamblett. . ovvevvnnnnnnnnnsnss T S e e Director

Jonathan H. Ksgan(1), (2). ....... R Director

Robent B. Luick............... e e A Director and Secretary

oty P. MOCMRIOR . . covvvvseavsssivasnssvsvssassssiss Director

TUNE-MML R Director

LesterPollack .......co0vvnnnee K R S P e Director

Michael J. RIBET. ©ocvvininennnsnrnnnnnnnenesns - Director

Vincent J. Ryan(1) . .......00vu. L Sy S Director

Ronald H, Cooper .........c0uu.. - 0 A AR Executive Vice President

Jeffrey T. DelOfDe . vvuveunnnnnnenss R Executive Vice President

NEnCY HEWHAETIE, o 00 oivsanssasiiisssssisiosssiniosss Senior Vice President and Chief Financial
Officer

(1) Members of the Executive Committes
(2) Members of the Audit Committee

Continental has a classified Board composed of three classes. Each class serves for three years, with one
class being elected each year. The term of the Class A Directors, Messrs. McCance, Coppedge, Ritter and Luick,
wﬂluphenhl?ﬂéﬁml“mﬂudﬂmﬁnml.ﬂwmﬂhﬂmBD&aﬂumﬂmm.Rym
and Kagan, will expire at the 1997 Annual Meeting of Continental. The term of the Class C Directors, Messrs.
Hostetter, Pollack, Hamblett and Myhren, will expire at the 1998 Annual Meeting of Continental. Under the
terms of certain stock purchase agreements with Continental, Corporate Advisors, L.P. (“‘Corporate Advisors*"),
on behalf of the investors (the **Continental Preferred Stock Investors™) who purchased Series A Preferred
Stock, currently has the right to designate two persons, and Boston Ventures Limited Partmership [11, on behalf
of itself and Boston Veatures Limited Partnership INIA, Boston Ventures Limited Partoership TV and Boston
Ventures Limited Partnership IVA (collectively, the *'Boston Ventures Investors'), currently has the right 1o
designate one person, to be nominated as members of the Board of Directors. Lester Pollack and Jonathan H.
Kagan are the designees of the Continental Preferred Stock Investors, and Roy F. Coppedge ITI s the designee
of the Boston Ventures Investors. The Providence Journal Company has the right to designate two individuals o
be nominated as members of Continental's Board for a three-year term afier the term of its two <-signees,
Stepben Hamblett and Trygve E. Myhren, expires.

The Executive Officers were elected by the Continental Board of Directors on May 18, 1995. All Executive
Officers hold office until the first meeting of the Continental Board fullowing the pext annus] meeting of
stockholders and until their successors are chosen and qualified.

The following is a description of the business experience during the past five years of each Director and
Executive Officer and includes, as to Directors, other directorships held in companies required to file periodic
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reports with the Securities and Exchange Commission (the **Commission'’) and registered investment
companies.

Directors and Executive Officers

Amos B. Hostetter, Ir. (59), a cofounder of Continental, is the Chairman of the Board and Chief Executive
Offices of Continental. He has been a Director since 1963, Mr. Hostetter is a past Chairman of the National Cable
Television Association (*'NCTA"") and currently serves on NCTA's Board and Executive Commitice. He is past
Chairman and serves on the Executive Committee o the Board of Directors of both Cable in the Classroom and
C-SPAN and serves as a Director and Chairman of the Audit Committee of Commeodities Corporation (USA).

Ma.m:muuvnmmummacw.mmbmamﬂnm:
1922 and has been employed by Continental since 1974. Prior 10 1951 he was President and Chief Operating
Officer of Continental, prior to 1986 he was an Executive Vice President of Continental, and prior to 1982 he
was Vice President and Treasurer of Continental. He currently is on the Board of Directors of Tum:r and The
Golf Channel, Inc.

William T. Schleyer (44) is the President and Chief Operating Officer of Continental. Prior to March 15,
1995 he was an Executive Vice President and prior to 1989 he was the Senior Vice President and General
WﬂW’lMﬂmmklmduMdMufmm.m
research and development arm of the cable industry, PPVN and Optus Vision. He has been employed by
Continental since 1978.

Roy F. Coppedge I (47) has been & Director of Boston Veatures Management, Inc. since 1983, He
currently is on the Board of Directors of American Media, Inc. He was elected 1o serve as a Director of
Continental in 1992,

Stephen Hamblett (61) has been the Chairman of the Board and Chief Executive Officer and a Director of
The Providence Journal Company (as successor w Providence Journal) and Publisher of the Jowrnal-Bullerin
newspapers since 1987, He has been a Director of Continental since October 1995, Mr. Hamblett also serves on
the Boards of Directors of the Associated Press and the Inter-American Press Association.

Jonathan H. Kagan (39) is Managing Director of Corporate Advisors and of Centre Parers, L.P.,
investment partnerships affiliasted with Lazard Freres & Co. LLC (“'Lazand") and & Managing Director of
Lazard. He has been associated with Lazanrd since 1980, He was elected to serve as a Director of Continental in
lm*.MMhmhmmﬂhmem.

Robert B, Luick (84) is of counsel to the law firm of Sullivan & Worcester LLP (**Sullivan & Worcester™),
which firm has acted as counse! to Continental since its inception. Prior to 1992, Mr. Luick was a partner at
Sullivan & Worcester. Mr, Luick has been with Sullivan & Worcester since 1943. He is a member of the Board
of Directors of lonics, Incorporated, a diversified water treatment company. He has been Secretary and a Director
of Continental since 1963,

Heary F. McCance (53) has been general partner of the following venture capiul partnerships (either
Muwnumpmdmmmymmrm Greylock Ventures
Limited Partoership (1983), Greylock Investments Limited Partnership (1985), Greylock Capital Limited
Mnm.wmummum}mammmwmmﬂpumlm'u
also President and Treasurer of Greylock Management Corporation, an investment se.vices organization, and a
mammwms&uWMGMSMMm1m.m
McCance was & Vice President and Treasurer of Greylock Management Corporation. Mr. McCance has beea »
Director of Continental since 1972.

m;uﬂ.uyhu(ﬂ:hnbamﬁuidmudwwcommmdabhuwdmﬁwumu
ImnﬂCnmpmy{umumﬁdmuJ«mﬂ]uhuimmmbmnDhnudw
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since October 1995. Mr. Myhren is a past Chairman of the NCTA and is cumrently a Director of Advanced
Marketing Services, Inc., CableLabs and Pespod Limited, a company that provides consumer Jn-.ine grocery
shopping services. From 1981 through 1988 he was the Chairman and Chief Executive Officer of American
Television & Communications Corporation, which is now part of Time Wamer.

Lester Pollack (62) is Seaior Managing Director of Corporate Advisors and Chief Executive Officer of
Centre Partners, L.P., investment partnerships affilisted with Lazard, as well as a Managing Director of Lazard.
He currently is on the Board of Directors of SunAmerica Inc,, Kaufman & Broad Home Corpenation, Tidewater,
Iac., LaSalle Re Holdings Limited, Parlex Corporation, Polaroid Corporation and Sphere Drake Holdings
Limited. He was elected to serve as a Director of Continental in 1992

Michael J. Ritter (54) has been & Director since 1991 and was employed by Continental from 1980 until
March 15, 1995, at which time be retired as the President and Chief Operating Officer of Continental. Prior to
1991 be was an Executive Vice President, and prior to 1988 he was the Senior Vice President and General

Manager of Continental's Michigan management region.

Vincent J. Ryan (59) has been Chairman of the Board and a Director of Schooner Capital Corporation, a
venture capital organization, since 1971. Mr. Ryan is also a Director of lron Mountain Incorporated, an

information-management company. He has been a Director of Continental since 1950,

Ronald H. Cooper (38) is an Executive Vice President of Continental. Prior to 1995, he was the Senior
Vice President of Coatinental’s Southern California management region. Prior to 1990 be was the Senior Vice
President of Contineatal's Northern California management region. He is a member of the Boards of Directors
of Cable Advertising Partners, TCG and TCG-Los Angeles and serves on the compensation committee of TCG.
He bas been employed by Continental since 1982,

Jeffrey T. Delorme (43) is an Executive Vice Fresident of Continental. Prior to February 1993, he was the
Senior Vice President and General Manager of Continental's Florida/Georgia management region. He serves on
the Partners' Committee of PrimeStar and on the Board of Directors of The Sunshine Network. He has been
employed by Continental since 1980.

Nancy Hawthome (44) is the Chief Financial Officer and a Senior Vice President of Coatinental. Prior to
December 1993, she was also the Treasurer of Continental, in addition to being Chief Financial Officer and a
Senior Vice President. Prior to December 1992, she was a Senior Vice President and the Treasurer of
Continental. Prior to 1988, she was a Vice"President and the Treasurer of Continental. She is & member of the
Boards offDirectors of Perini Corporation, a catistruction company, New England Zenith Fund, a mutual fund,
TCG and Optus Vision. She has been employed by Continental since 1982.

Biographical information conceming the Directors and Executive Officers is as of March 1, 1996,
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Item 11. Executive Compensation.

The following table (the *'Summary Compensation Table'') discloses compensation received by

Continental's Chief Executive Officer and the four most highly compensated other Executive Officers of
Continental (the Chief Executive Officer and the other Executive Officers are hereinafier referred o a3 the
**Named Executive Officers'") for the three fiscal years ended December 31, 1993, 1994 and 1995,

Summary Compensation Table
= A . Loag Term
Name and Priscipal Other Anseal  Restricied biock All Otber
Podiion Year# Salary(§) Boous($K1) w Award($)2)3) Cosspensatioa($¥4)
Amos B, Hostetter, Jr., ..... 1995 $650,000 $208,848 5 - 54,849,900 $4273
Chairman and Chief 1994 649,576 97,991 - -_—, 4273
Executive Officer 1993 624,961 238,653 — - 4273
wm.imr. mw. @@ EE . 1995 u‘m ldnuﬂ — ‘.3‘64.910 3.“3
President and Chief 1994 315815 30,639 - — 3,403
Operating Officer 1993 291,923 61,418 - —_ 3,403
J':ﬂ‘ty T- m‘ R R 1”5 31‘.7“ 105..37“ — 1‘246950 3.”3
Executive Vice President 1994 294846 49,166 — — 3,403
1993 268,484 56,871 111,608(5) — 3,403
Ronald H. Cooper, ..... cese 1995 267,123 34,543 -_ 2,424,950 3315
Executive Vice President

Nancy Hawthorne, ....... .« 1995 274,746 67,488 — 2,085,457 3,403
Chief Financial Officer 1994 241,938 18,331 —_ — 3,403
and Senior Vice President 1993 224,896 46590 —_— — 3,403

()

2)
(3)

See Note 11 10 Consolidated Financial Statements. Continental has made loans to these and other persons

in amounts equal to the income taxes incurred by them as a result of their restricted stock purchases. Such
loans were financed through cash provided from operating activities and long-term borrowings. Continental
charges interest on these loans generally at rates ranging from 5% to 8% per annum and declares boouses
to each of these persons in the amount of the interest due each year. Continental declared nc other boous to
mimwmmhlwmmmam 1, 1996, the amounts of the loans
10 certain of the Named Executive Officers were as follows: William T, Schleyer (51,751,974),
Jeffrey T. DeLorme ($1,311,077), Ronald H. Cooper ($261,500) and Nancy Hawthorne ($1,100,277). The
principal balance of each such loan is generally payable upon the earlier to occur of (i) the due
date of such loan or (i) the termination of such person's employment with Continental Each of
Mr. DeLorme and Mr. Cooper has an additional loan from a subsidiary of Contineatal, of which the current
amounts outstanding are: Mr. DeLorme ($400,000) and Mr. Cooper ($278,680). Since the beginning of the
fiscal year ended December 31, 1993, the largest aggregate amounts of indebtedness of the following Named
Executive Officers were as follows: William T. Schleyer (51,751,974), Jeffrey T. DeLlorme ($1,711,077),
Ronald H. Cooper ($1,270,997) and Nancy Hawthorne ($1,100277). See *‘Compensation Committee
Interlocks and Insider Participation' for loan amounts to certain other Named Executive Officers.
Shares of restricted stock are entitled to dividends at the same rate as all ofber shares of “ommon Stock.
Shmnb:hwmmnnmulmbuofmvmmmwmdn:hMmdDembcr
31, 1995 and (i) the vesting schedule of such shares for each of the Named Executive Officers:




Restricted Shares Held

as of 123195 Yesting Over Three Yean from 1273194
Shares Vestlng Sbares Vesting Share V
Mame Shares Value In 1996 In 1997 in me

Amos B. Hostetter, Jr. .....ccvnvunnnn .. 266250 $5,165250 91,250 50,000 50,000
William T. Schleyer ....covvvvavnnanens 216250 ¥1.195.250 58,750 45,000 45,000
Jeffrey T. Delorme ...coveevsannnnanns 124,875 52,422,575 373715 25,000 25,000
Ronald H. Cooper..... o 118,550 $2,299.670 31,050 25,000 25,000
Nancy Hawthome . .o.ovvveens s 105,550 $2,047,670 30,300 21,500 21,500

(4) Includes payment by Contineatal in the fiscal years ended December 31, 1993, 1994 and 1995, respectively,
of premiums for term life insurance on behalf of the Named Executive Officers: Amos B. Hostetter, Jr.
(51,125 each year), William T. Schleyer ($255 cach year), Jeffrey T. DeLorme (5255 each year), Ronald H.
Cooper ($165 each year) and Nancy Hawthome (5255 each year). The remaining amounis for the Named
Executive Officers represents the employer matching contribution uader Continental's marched savings
plan.

(5) Represents a one-time reimbursement of moving and reiated expenses incurred by Mr. DeLomme in
connection with his relocation to Continental's Boston, Massachusens office (grossed up for income taxes
incurred by Mr. Delorme).

Certain Provisions of the Restricted Stock Purchase Agreements. On February 28, 1996, the Company
cffered to sell restricted stock to cenain key employees under the Company’s 1995 Restricted Stock Purchase
Program (the **Restricted Stock Purchase Program'’). At the same time, cutstanding agreements pursuant to
which employees had purchased restricted stock in the past were amended. In purchasing restricted shares, an
employee enters into a Restricted Stock Purchase Agreement (an **RSPA'’) with the Company containing
restrictions on transfer, vesting provisions and a non-competition covenant, among other provisions. All of the
RSPAs provide that the Company will repurchase for the amount that the employee has paid, the unvested stock
of any employee whose employment terminates for any reason. Vesting occurs over time according to a schedule
designated in each RSPA. The RSPA dated February 28, 1996 (the *“New RSPA"") entered into between certain
key employees and the Company and the amendments to outstanding RSPAs provide that if the Merger with U
S WEST is consummated, then vesting is sccelerated upon the first 0 occur of the following evenis after the
effective date of the Merger: (i) death or disability; (if) in the case of an employee based in the existing corporate
headquarters of the Company, termination by reason of an involuntary relocation to a place of employment that
is more than 25 miles from the existing headquarters, or relocation of the corporate headquarters; (iii) termination
of employment within twenty-four months of the effective date of the Merger, other than in connection with the
sale, swap, or other disposition of a system or, gther business unit in which the employes is employed, if such
urm.muaubymuf'mldimbnum in the employee’s compensation, including a material adverse
change in employee benefits; (b) the assignment to the employee of duties and responsibilities which are
materially less than the employee's duties and responsibilities as of the effective date of the Merger; or (¢) an
mmmmdmﬂmmm."rmhﬂmfu&uu" **Termination for Cause'* means
termination because of the employee's (A) refusal or failure (other than for reasons of illness, incapacity due w
physical or mental illness or physical injury) to perform, or persistent and material deficiencies in performing,
his or her duties, provided such duties are substantially similar to such person's duties prior W the Merger; (B)
misappropriation of any funds or property of the Company; (C) conduct which could reasdnably result in the

employee's conviction of a felony; or (D) conduct which could reasonably result in ternination of the
employee's employment due to violation of published internal policies. U S WEST will assume the cbligations
under the RSPASs in connection with the Merger, and any reference to the Company as employer will thereafter
be deemed to refer 1o U S WEST.

In addition, each employee, in conuection with the execution of an RSPA, has the option of eatering into a
tax liability financing agreement, pursuant to which the Company agrees to lend the employee an amount up to
the employee's total additional federal, state and local income taxes incurrad as a result of the employee’s filing
an election under Section 83(b) of the Internal Revenue Code. The tax liability financing agreements executed in
connection with the New RSPA provide, and the outstanding tax liability financing agreements under existing
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RSPAs were amended to provide, that, conditioned upon the consummation of the Merger and continued
employment through such date, one-thind of the outstanding principal amount of the loans will be forgiven on
cach January 2, 1997, 1998 and 1999, provided, however, that the Joan shall be payable by the employee in full
in the case of any violation of the non-competition agreement in the RSPA (even if partially or entiszly forgiven
at the time of such violation). In addition, If the Merger is consummated, the loan will be forgiven in full upon
the occurrence of the same eveats that would result in acceleration of vesting under the RSPAs described above.
The maturity dates of the loans granted (o pay taxes were all extended to January 2, 2002,

All df the Named Executive Officers in the Summary Compensation Table entered into such amendments
10 their outstanding RSPA and the related tax liability financing agreements. In addition, Mr Cooper and Ms.
Hawthome purchased additional shares of restricted stock under the New RSPA and will receive loans under the
related tax Hability financing agreements.

Compensation Commitiee Interlocks and Insider Participation. Base annual compensation for executive
o@mmwmmmwmwmmmvnmmumm
Continental, Pursuant to authority delegated by the Continental Board of Directors, the Chairman also awarded
grants of restricted stock in 1995 and 1996 to key employees designated by the Continental Board in accordance
with Continental’s Restricted Stock Purchase Program. Amos B. Hostetter, Jr. and Timothy P. Neber, the
Chairman and Vice Chairman of Continental, respectively, are Directors and participate in deliberations
concerning executive officer compensation.

Continental has made loans to these two executive officers and other persons in amounts equal to the income
taxes incurred by them as a result of their restricted stock purchases. Such loans were financed through cash
provided from operating activities and long-term borrowings. Continental charges interest on these loans
generally at rates ranging from 5% to 8% per annum and declares boauses to each of these persons in the amount
of the interest due each year. As of March 1, 1996, the amounts of the loans outstanding 10 the two executive
officers named above were as follows: Amos B, Hostetter, Jr. ($3,379,546) and Timothy P. Neher (52,669,856).
Since the beginning of the fiscal year ended December 31, 1993, the largest aggregaic amounts of indebtedness
of such executive officers were as follows: Amos B. Hostener, Jr. (53,379,546) and Timothy P. Neher
(54,057,356). The outstanding principal balance of each such loan is generally payable upon the earlier to occur
dti)hhedmdmdhnu(mﬂumdm“'lwmm&
information regarding loans to other executive officers, see footnote (1) to the Summary Compensation Table,

On December 31, 1993, Continental accepted payment for loans incurred in connection with restricted stock
purchases, to Continental's 1989 Resfricted Stock Purchase Agreement (*‘RSPA III"") which became
due on such date by (i) transfer to Continental and cancellation of vested shares of Common Stock with a value
equal to the loan outstanding, valued at $19.40 per share (the **Stock-for-Loan Exchange''), (i) payment in cash
or (iil) a combination of the two. Continental also made an offer (the “"RSPA Offer"’) in January 1994 to
purchase shares of Common Stock up 1o & maximum of 1,334,975 shares at a purchase price of $19.40 per share.
The persons who were eligible to participate in the Stock-for-Loan Exchange and to accept the RSPA Offer were
persons who held shares of Common Stock issued pursuant to RSPA III (current or former employees and family
mmammwmmymvmormmummwmnmmm
paid in a private placement of shares of Class A Common Stock, which was consummated fn November 1993.
See **Management's Discussion and Analysis of Financial Coodition and Results of Operations—Liquidity and
Capital Resources.”’ The two executive officers named above repaid the following loan amounts in shares of
Common Stock in the Stock-for-Loan Exchange: Amos B. Hostetter, Jr. ($1,4171,936) and Tic.othy P, Neher
($1,387,500), and sold the following pumber of shares of Common Stock o Continental pursuant (o the RSPA
Offer: Amos B, Hostetter, Jr. (0) and Timothy P. Neber (29,800). For information regarding other executive
officers, see **Certain Transactions.” In addition, the Hostetter Foundation, an eatity coatrolled by Mr. Hostetter,
sold 29,600 shares of Class B Common Stock to Continental in January 1994 for a purchase price of $19.40 per
share.




Retirement Plans. The following table sets forth, as compuied in accordance with the basic benefit
formula employed for purposes of Continental's Retirement Plan (the **Continental Retirement Plan'") and its
Supplemental Executive Retirement Plan (**SERF''), the estimaled annual benefits payable upon retirement to
employees to Continental in the following compensation and years-of-service classifications. Such benefits are
before offset in recognition of the employer contribution to—and social security benefits.

Years of Service
Compenston 10 15 20 1] 3 or mors
100 s siaama i s 514,250 $21.375 . 28,500 35,625 42,750
D200, s iassaraininsssasmevions 19,000 28,500 38,000 47,500 57,000
$300,000.....0000000ccccnnnnnnnns 28 500 42,750 57,000 71,250 85,500
3400000, ....00000000000s P TP 38,000 57,000 76,000 95,000 114,000
$500,000....00000nesnnsennesnnens 47,500 71,250 95,000 118,750 142,500
S600,000. .. .0virinennrones Py 57,000 85,500 114,000 142,500 171,000
$700,000.....00000.. 0 66,500 99,750 133,000 166,250 199,500

Actual benefits are computed on the basis of (1) .95% of the employee's average annual compensation les
ﬂ%d-wmwwuwmmwmwmm
number of years of service (not to exceed thirty years). Average annual compensation is the average of a
participant’s compensation for the five consecutive years in which compensation was the highest

The SERP, effective in 1995, provides additional retirement benefits for any employee of Continental whose
accrued benefits under the Continental Retirement Plan are limited by the Internal Revenue Code's (the **Code’")
limit (currently $150,000) on compensation which may be taken into account under that plan or by the Code's
Section 415 limit on the size of retirement benefits which may be funded under the plan. The SERP is an
unfunded, non tax-qualified plan which is intended to create for each participant a benefit upon termination of
cmployment geperally equal in value to the excess of what his accrued vested benefit in the Continental
Retirement Plan would have been without the $150,000 compensation limit and the Section 415 limit on benefits
which may be funded, over the actual benefit under that plan. The benefit under the SER® is payable upon
termination of employment, at the participant’s election, in a lump sum or in equal annual installments (with
interest) over 2, 5 or 10 years. A participant may designate a beneficiary under the SERP to receive his benefit
should he die before its complete pay-out

Thwvmdmmudmfwmmmd&munm:hmﬂdummmummm
“'Salary'’ column of the Summary Compensation Table. For each Named Executive Officer, the current
mﬁmmwmwmmﬂmwmﬂmmﬂmmmmlmm
the aggregate compensation set forth in the Summary Compensation Table.

The Named Executive Officers have been credited with the following years of service: Mr. Hostetter,
33 years; Mr, Schieyer, 18 years; Mr. DeLorme, 16 years; Mr. Cooper, 14 years and Ms. Hawthomne, 14 years.

Compensation of Directors

The members of the Continental Board of Directors who are not officers of Continental curr ntly receive an
annual retainer of $16,000 and a fee of §3,500 for each meeting atiended. Members of the Audit Committee
receive $1,000 for meetings beld separately from Boand meetings. In addition, Directors who reside outside the
Greater Boston area are reimbursed for their tavel expenses incurred in conpection with attendance at meetings
of the Continental Board of Directors or its Committees.
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Item 12. Security Ownership of Certain Beneficial Owners and ManagementL.

The following table provides information as of March 15, 1996, with respect to the shares of Common Stock
mdS:ﬁuAmemndSmmﬂchﬂywudhyu:hpemmwmulﬂmmmm-nsiuf
MmMﬂWSMuS&hAMMSM:ﬂMﬂWMHM&mﬁM
D!ﬁnermdbylﬂDhmmndumuﬁuofﬁma[ﬂmﬁumﬂnam.mmuhhﬂlbmwy
owned by each Director or executive officer is determined ac arding to rules of the Securities and Exchange
Commission, and the information is ot necessarily indicative of beneficial ownership for any other purpose.
UnﬁmmwwmmenmﬂﬁhWHﬂumhnmkwm
voﬁn;pawwhmpmmdahnuymﬂﬂ:hlh:iuﬁﬁduﬂurmd:yhuMﬁﬂ::wmquh
within 60 days of March 15, 1996 through the exercise of an option, conversion feature or similar right. Except
as noted below, each holder has sole voting and investment power with respect to all shares of Common Stock
or Series A Preferred Stock listed as owned by such person or eatity.

Mumber of Shares
Number of Shares of of Gerles A
of Common Stock(1) ey Preferred Stock(2) hﬂ.l'nfun
H Owsed Common Stack Orwrmad omﬂﬂ

Amos B. Hostetter, Jr.(3) ... 45205,425 30.43% — —
Timothy P. Neber(4) ........ 1,671,725 113 — —
William T. Schleyer ........ 766,200 . o -
Roy F. Coppedge II(5) ..... 7514075 5.06 — —_
Stephen Hamblett .......... 185,129 . - —
Jonathan H. Kagan(6) ....... 28,571,450 16.13 1,142,858 100.00
Robert B. Luick(7) .....c... 229,575 L — -
Henry F. McCance(8) ....... 258,125 . — —
Trygve E. Myhren.......... 16,390 . - -
Lester Pollack(6) ..ovevennen 28,571,450 16.13 1,142,858 100.00
Michael J, Ritter ...ovnvuss 589,150 ’ — —
Vincent J. Ryan(9) ......... 5,719,825 385 —_ -
Jeffrey T. Delomme.cceaanss 391,525 o — -_
Ronald H. Cooper....cueees 209275 ' — —
Nancy Hawthome .......... 239325 . — -
Directors and Executive

Officers as & Group ’

(15 peSons)6) «vvvverens 91,587,154 51.70 1,142,858 100.00
H. Irving Grousbeck(10). .... 10,033,000 6.75 — —
Boston Ventures Company

Limited Partership I

Boston Ventures Limited

Parmership IM(11). .00 0. 3,034,525 2.04 - _—

Boston Ventures Limited

Parmership IMIA(11) .... 799.825 . » — -
Boston Ventures Company

Limited Partnership IV

Boston Ventures Limited

Partership IV(11) ....... 2,381,725 1.60 — i

Boston Ventures Limited

Partnership IVA(11) ... 1,298,000 . - —

Total as a group ... 7.514,075 5.06 — 100.00
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Number of Shares

Number of Shares of of Serles A
4] nm‘.'ﬁ"m Shares of Beneficially w«l
Name Owned § Common Stock Crwpad %m

LFCP Corp. and Corporate

Advisors, L.P.(12)

Corporate Partners,
LPAD iviveinssein 18,223,825 10.93% 728,953 63.78%

Mellon Bank, N.A. as Trustee

for First Plaza Group

Trust{I12K13)esveessnanss 4,285,725 2.80 171,429 15.00
The State Board of

Administration of

Florida{12) ...ccvvvunnanss 1,902,100 1.26 76,084 6.66
Vencap Holdings (1992) Pte

Lad{12) svvonraenes PR 1,785,700 1.19 71,428 6.25
Corporate Offshore Parters,

LPL12).sseseess A 1,302,675 " 52,107 4.56
ContCable Co-lovestors,

LPLI2 vivsisnivivains - 1,071,425 =0 42,857 335

Total as a group .... 28,571,450 16.13%(14) 1,142,858 100%

@

€)]

4)

Less than 1% of class.

The Common Stock includes Class A Common Stock, which has one vote per share, and Class B Common
Stock, which has ten votes per share. As the number of shares of Class A Common Stock curmently
represents 26.18% of the Common Stock and approximately 2.74% of the voting power of the Common
Stock, the Class A Common Stock has not been shown as & separate class of stock, but rather Common
Stock has been treated as one class. Every greater than 5% beneficial owner of Class B Common Stock
would be a greater than 5% beneficial owner of Class A Common Stock.

Under the rules of determining beneficial ownership promulgated by the Commission, each holder of
Series A Preferred Stock is deemed to own cumrently that number of ghares of Common Stock into which
the Series A Preferred Stock is convertible, Each share of the Series A Preferred Stock is preseatly
convertible into Common Stock on a 25-for-one basis. The table therefore shows the number of shares of
Series A Preferred Stock owned by each holder in the column for the Series A Preferred Stock and includes
dwmhud:hunhhmiumnl«.ﬁmmﬁtmkhmwkhmes«mﬁl’m{mndsmmabe
cotivertible,

Mr. Hostetter has shared voting and investment power as to 42,843,550 shares of Commen Stock held by
the Amos B. Hostetier, Jr. 1989 Trust of which Messrs. Hostener and Neber are the sole trustees.
Mr. Hostetter has shared voting and investment power as to a further 446,400 shares of Common Stock; as
to 223,200 of such shares, be disclaims beneficial ownership. Additionally, Mr. Hostetter disclaims beneficial
ownership of 550,000 shares of Common Stock with respect to which his wife acts 23 a trustee with
Mr. Neber and 49,075 shares of Common Stock beld by him as custodian for five minor children. The shares
listed in the table as being beneficially owned by Mr. Hostetter include those as to which Mr. Hostetter has
shared “oting and/or investment power and those as o which Mr. Hostetter disclaims beneficial ownership.
Mir. Hostetter's address is The Pilot House, Lewis Wharf, Boston, Massachusetts 02110.

Mr. Neher has shared voting and investment power as to 550,000 shares of Common Siwock with respect 1o
which he acts as a trustee with Mrs, Hostetter, and as to 42,843 550 shares of Common Stk with respect
to which be acts as a trustee with Mr. Hostetter. Mr, Neher disclaims beneficial ownership as to such
shares, and the table does not indicate such shares as being beneficially owned by Mr. Neher. See footnote
(3) above. Additionally, Mr. Neber disclaims beneficial ownership as to 165,000 shares with respect to
which be acts as trustee and 55,000 shares held by his wife as custodian for their childrea, which wre
included in the table as being beneficially owned by Mr. Neher.
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(5)

(6)

(8)

9)

(10)

()

(12)

All the shares listed in the table as beneficiclly owned by Mr. Coppedge are held by the four limited
parmerships described in foomnote (11) below. Mr. Coppedge, 2 parmer of each of the general partners of
the limited partnerships and a Director of Boston Ventures Management, Inc., which manages the
investments of the four limited parmerships, has shared voting and investment power as (o these shares.
Mr. Coppedge is entitled to beneficial ownership of an indeterminate number of these shares and disclaims
beneficial ownership as to the balance. Mr. Coppedge's address is c/o Boston Ventures Managemeant, Inc.,
231 Custom House Street, Boston, M_ssachusets 02110,

All shares listed in the table as being beneficially owned by M. Pollack and Mr. Kagan are beneficially
owned by Corporate Advisors. See footnote (12) below. Mr. Pollack may be deemed to have shared voting
and investment power over such shares as the Chairman and Treasurer and as a Director of LFCP Corp.,
and Mr. Kagan may be deemed to have shared voting and investment power over such shares as the
President of LFCP Corp. LFCP Corp. is the sole general parter of Corporate Advisors and a wholly
owned subsidiary of Lazard. Mr. Pollack and Mr. Kagan arc both Managing Directors of Lazard.
Mr. Pollack's and Mr. Kagan's address is /o Corporate Advisors, L.P., 30 Rockefeller Plaza, New York,
New York 10020, Mr. Pollack and Mr. Kagan disclaim beneficial ownership of all such shares.

The shares listed in the table as being beneficially owned by Mr. Luick include 73,800 shares owned by
Mr. Luick's daughter and 37,500 shares with respect to which she acts as tustee of Mr. Luick's
grandchildren. Mr. Luick disclaims beneficial ownership of these shares.

The shares listed in the table as being beneficially owned by Mr, McCance include 225,000 shares held by
Greylock Limited partnership, of which Mr. McCance is & general partner, Mr, McCance has shared voting
and investment power as to these shares, is eatitled 1o beneficial ownership of an indeterminate number of
these shares and disclaims beneficial ownership as to the balance. Of the remaining shares, Mr. McCance
disclaims beneficial ownership as to 12,500 shares with respect to which his wife acts as trustee for his
daughter and 12,500 shares held by his daughter.

Mr. Ryan holds 131,125 shares of Common Stock. The remaining shares of Common Stock listed in the
table as being beneficially owned by Mr. Ryan are held by Schooner Capital Corporation (and its
subsidiaries), over which Mr. Ryan has shared voting and investment power as the Chairman and principal
stockholder,

All of these shares are subject to the Stock Liquidation Agreement pursuant (o which Mr. Grousbeck must
sell such shares to Continental in either 1998 or 1999. See **Management's Discussion and Analysis of
Financisl Condition and Results of Operations—Liquidity and Capital Resources—1998-1999 Share
Repurchase Program."" Mr. Grousbeck's address is Room 382, Graduate School of Business, Stanford
Uaiversity, Stanford, California 94305.

These four limited parmerships may be deemed to be a **group'’ of persons acting together for the purpose
of bequiring, holding, voting or disposing of shares of Common Stock. Boston Ventures Company Limited
Partnership III (**'BV Co. III'"), as the sole general partner of each of Boston Veatures Limited Parmership
I and Boston Ventures Limited Partnership [IIA, is deemed to be the beneficial owner of the shares held
by such limited partnerships and to have shared voting and investment power with respect to such shares.
Boston Ventures Company Limited Parmership IV (**BV Co, IV'™), as the sole general partner of each of
Boston Ventres Limited Partnership IV and Boston Ventures Limited Partnership IVA, is deemed to be
the beneficial owner of the shares held by such limited partnerships and to have shared voting and
investment power with respect to such shares. BV Co. Il disclaims beneficial ownership of the sharss
beneficially owned by BY Co. IV; and BV Co. I'V disclaims beneficial ownership of the shares beneficially
owned by BV Co. [IL Mr. Coppedge may be deemed 1o beneficially own all such shares. See footnote (5).
These stockholders may be deemed to be a *“‘group’ of persons acting together for the purpose of
acquiring, holding, voting or disposing of shares of Series A Preferred Stock. Corpouate Advisors, as the
general parmer of Corporate Partness, LP. (**Corporats Partners’’) and Corporate Offshere Partoers, LP.
(**Corporate Offshore Partoers'’), has sole voting and investment power as to the shares held by them.
Corporate Advisors serves as investment manager over a certain investment management account for The
State Board of Administration of Florida (*'SBA"") and has sole voting and dispositive power with respect
to the shares of Series A Preferred Stock beld by SBA. Pursuant to the Co-Investment Agreement dated as
of April 27, 1992 (the **Co-Investment Agreement’’) by and among Corporate Advisors, Corporate
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Partners, Corporate Offshore Partners, First Plaza Group Trust (*'FPGT™"), Vencap Holdings (1992) Pre,
L. (**Vencap") and ContCable Co-Investors, L.P. (**ContCable'"), Corporate Advisors has sole voting
and dispositive power with respect to the shares held by Vencap and ContCable. The address of Corporate
Advisors, Corporale Partners, Corporate Offshore Partmers, FPGT, SBA, ContCable and Vencap is: c/o
Corporate Advisors, L.P., 30 Rockefeller Plaza, New York, New York 10020. See foomote (6) above.

(13) Mellon Bank, N.A. acts as the trustee for FPGT, a trust under and for the benefit of certain employee
benefit plans of General Motors Corporation and its subsidiaries. The shares listed in the table may be
deemed to be beneficially owned by General Motors Investment “danagement Corporation (**GMIMC'"),
a wholly owned subsidiary of General Motors Corporation. GMIMC's principal business is providing
investment advice and investment management services with respect to the assets of certain employes
benefit plans of General Motors Corporation and its subsidiaries and with respect to the assets of certain
direct and indirect subsidiaries of General Motors Corporation and associated entities. GMIMC is serving
as FPGT's investment manager with respect to these shares and, in that capacity, it has the sole power to
direct Mellon Bank, N.A. as to the voting aod disposition of these shares, Because of its limited role as
trustee, Mellon Bank, N.A. disclaims beneficial ownership of these shares. Pursuant (o the Co-Investment
Agreement, FPGT is obligated, subject to its fiduciary duties under the Employee Retirement Income
Security Act of 1974, as amended, (i) to transfer shares held by it oaly in a transaction in which the other
parties 1o the Co-Investment Agreement participate on a pro rata basis and (ii) to exercise all voting and
other rights with respect to such shares in the same manner as is done by Corporate Advisors on behalf of
the Corporate Partners and Corporate Offshore Partners.

(14) Thcmm:cmﬁpfuﬁnmpumuhmﬂmdﬁuudsmawmsmm
Common Stock by all members of the group. The percentage ownership for each individual member of
the group assumes conversion by only that stockholder,

Item 13. Certain Relationships and Related Transactions.

Lester Pollack, a Director of Continental, is Senior Managing Director of Corporate Advisors and a
Managing Director of Lazard. Jonathaa H, Kagan, a Director of Continental, is Managing Director of Corporate
Advisors and a Managing Director of Lazard. Corporate Advisors is the sole general partner of Corporate
Partners and Corporate Offshore Partners. A wholly owned subsidiary of Lazard is the sole general partner of
Corporate Advisors.

Lazard received fees and underwriting discounts from Continental in an aggregate amount of $7.4 million
fmiumuumﬁuﬁmmtmmﬂdil4bdﬂmdmmmmmmmeyur
endedDecemhuSl 1993,

Lﬂdmdunhﬂﬂhmhﬁmﬂhmﬂmwuwmwmmm
of the Providence Journal Merger, and, for such services, received a fee of $5.5 million. Continental also
reimbursed Lazard for its neasonable out-of-pocket expenses, including fees and expenses of legal counsel.

Lazard scted as a Placement Agent in the sale of the 8.30% Senior Notes, and, for such services received
underwriting discounts and commissions totalling approximately §3.5 million.

Larard also acted as financial adviser 1o the Company in connection with the proposed Merger with U S
WEST and received a fee of $4,000,000 upon its announcement. Lazard will receive an additional fee upon the
consummation of the Merger.

For a discussion of loans made to Executive Officers of Continental in conpection with Continental's
Restricted Stock Purchase Program, see footnote (1) to the Summary Compensation Table and **Compensation
Committee Interiocks and Insider Participation.”” For a description of Continental's Stock-for-Loan Exchange
and the RSPA Offer to repurchase shares of Common Stock, and information regarding cesain Executive
Officers who are Directors participating therein, see **Compensation Commitiee Interiocks and Insider
Participation."’ The following Executive Officers who are not Directors of Continental participated in the Stock-
or-Loan Exchange in the following amounts: William T. Schleyer ($291,000), Jeffrey T. DeLorme ($155,000),
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Ronald H. Cooper ($159,497) and Nancy Hawthome ($274,464). In addition, William T. Schleyer made a cash
payment for the remaining 5141,063 of his outstanding loan incurred in connection with restncted stock

purchases pursuant to RSPA IIL

PART IV

Item 14. Exhibits, Financial Statements, Schedules and Reports on Form 8-K.

[l}[l}Fl.nI::Il‘.'il] Sutements:

The following consolidated financial statements of the Company and the Independent Auditors’ Report relating
therzto are filed under ltem B in Pant [ of this report

Independent Auditors' Report

Consolidated Balance Sheets, December 31, 1994 and 1995 ]

Statements of Consolidated Operations, Years Ended December 31, 1993, 1994 and 199

Statements of Consolidated Stockholders' Equity (Deficiency), Years Ended December 31, 1993, 1994

and 1995

Statements of Consolidated Cash Flows, Years Ended December 31, 1993, 1994 and 1995

Notes 1o Consolidated Financial Statements

{a)(2) Financial Sutement Schedules:
The following financial statement schedules of the Company and the Independent Auditors’ Report relating
thereto are filed as part of this report:
Schedule [[—Valuation and Qualifying Accounts and Reserves
Schedule [V—Condensed Financial Information of Registrant
Financial Statement Schedules not included are omitted due to the lack of conditions under which they
are required.
{a)(3) Exhibits filed as part of this report:
As listed in the Exhibit Index beginning on page 81 hercof.

(b) Reports oo Form B-K.

The Company filed a current report on Form 8-K under item 2 on October 18, 1995 pertaining to the
mammmmwmmmmmammmpmm
Merger dated as of August 1, 1995 by and among Providence Journal Company, The Providence
Journal Company, King Broadcasting Company, King Holding Corp. and the Registrant (item 2). No
financial statements were filed as they were previously reponed in the Joimt Proxy Statement—
Prospectus dated August 31, 1995 included as part of the Registrant’s Registration Statement
(Registration No. 33-57471).




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on Its belall by the undersigned, thereunto duly
authorized.

CONTINENTAL CABLEVISION, INC.

By: /e Amos B. HosterTER, Jn.

Amcs B. Hostetter, Jr.
Chalrman of (he Board
Drated: March 27, 1996

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities und on the dates Indicated.

Signature Tide Dute
/s Asos B. HosteTTER, JR Director and Chairman of the March 27, 1996
Amos B, Hostetter, Jr. Board (principal executive
officer)
/8 TimoTHY P. NEMER Director and Vice Chairman March 27, 1996
Timothy P, Neber of the Board
/s WoiriaMm T. SGOLEYER President and Chief March 27, 1996
Willlam T, Schleyer Operating Officer
! /s NaNCY HAWTHORNE ) Chief Financial Officer and March 27, 1996
{principal financial officer)
/5/  RICHARD A. HoFPSTEIN Senior Vice President and March 27, 1996
Richard A. Hoffsteln Controller (principal :
accountng officer)
Director March 27, 1996
Michasl J. Ritter
Director March 27, 1996
Roy F. Coppedge

79

e




Jonathano H. Kagan

Robert I, Lulck

/s/ HENRY F. MCCANCE

Henry F. MeCance

/s/ LESTER POLLACK

18/  VINCENT J. RYAN

Vieceat J. Rysn

/s/  STEPHEN HAMBLETT

Strpben Hamble

/sl TrYGVE E. MYHREN

Trygve E. Myhren

Durector

Directon

Director

Director

Director

Director

Director

Date

March 27, 1996

March 27, 1996

March 27, 1996

March 27, 1996

March 27, 1996

March 27, 1996

March 27, 1996
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INDEX TO EXHIBITS

Listed below are the exhibits which are filed as pan of this report (according to the number assigned 10 them
in Item 601 of Regulation 5-K). Each exhibit marked' is incorporated by reference to the Company ‘s Registration
Statement No. 33-46510 (as amended), declared effective by the Securities and Exchange Commission on June 15,
1992, cach exhibit marked by? is incorporated b, reference to the Cor pany’s Registration Statement No. 33-59806,
declared cffective by the Securities and Exchange Commission on May 27, 1993, each exhibit marked by? is
incorporated by reference to the Company's Registration Statement No. 33-65798, declared effective by the
Securities and Exchange Commission on August 6, 1993, each exhibit marked by* is incorporated by rference to
the Company’s Registration Statement No. 33-57471, declared effective by the Commission on August 31, 1995
and each exhibi, marked by} is incorporated by reference tn the Company‘s Registration Statement No. 33-63529
filed with the Commission on October 19, 1995. Exhibit pumbers in parentheses refer to the exhibit numbers in
Registration Statements. Each exhibit marked by a pound sign (#) is a management contract or compensatory plan.
Exhibit No. Page No.

21 Agreement and Plan of Merger dated as of November 18, 1994, by and among the

Company, Providence Joumal Company, The Providence Joumal Company, King
Holding Corp. and King Broadcasting Company, as amended and restated as of August 1,

. 19954 1)
22 Agreement and Plan of Merger between US WEST, Inc. and Contincatal Cablevision,
Inc. dated as of February 27, 1996 . . . Filed berewith as Exhibit 2.2,
31 Restated Certificate of Incorporation of the Company . . . Filed herewith as Exhibit 3.1,
1A Cenificate of Designation of the Company relating to the Series A Preferred Stock.4
(3.1A)

1B Form of Amendment to Company's Restated Centificate of Incorporation pertaining 1o
merger consideration included as Exhibit A to the Merger Agreement filed as Exhibit

22
32 By-Laws of the Company . . . Filed herewith as Exhibit 3.2.
4.1 Indenture dated as of June 22, 1992 between the Company and Morgan Guaranty Trust

Company of New York as Trustee, peraining to the Company's 10%% Senior
Subordinated Notes due 2002.! (4.1)

42 |  Indenture, dated as of June 22, 1292 between the Company and Morgan Guaranty Trust
" Company of New York as Trustee, pertaining to the Company's 11% Senior
Subordinated Debentures due 2007.! (4.2)

43 Amended and Restated Note Agreement dated as of October 17, 1994 by and among
the Company and certain of its direct and indirect Subsidiaries as Guaraniors and The
Prudential Insurance Company of Amenica.* (4.5)

4.4 Indenture dated as of June 1, 1993 between the Company and The First National Bank
of Chicago, as Trustee, pertaining to the Company's 8% % Senior Notes due 2003.2
(4.1C)

4.5 Indenture dated as of June 1, 1993 between the Company and The First National Bank
of Chicago, as Trustee, pertaining to the Company's 9% Senior Debentures due 20082
(4.11)

4.6 Indenture dated as of August 1, 1993 between the Company and the Bank of New York,
as Trustee, pertaining to the Company's 8% % Senior Debentures due 2005. (4.11)

4.7 Indenture dated as of August 1, 1993 between the Company and the Bank of New York,

as Trusiee, pertaining to the Company's 9¥2% Senior Debentures due 2013, (4.12)
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10.1

102

10.3
10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

Indenture dated as of August 1, 1992 betwzen the Company and the Bank of New York,
as Trustee, pertaining to the Company's B%4'% Senior Notes due 20017 (4.13)

Indenture dated December 13, 1995 berween the Company and the Bank of Montreal,
as Trustee, pernining to the Company's 8.30% Senior Notes due 2006. . . . Filed
herewith as Exhibit 4.9,

Stock Liquidation Agreement dated as of March 6, 1989. 15 amended as of Sepiember 28,
1990, replacing and restating the Stock Acquisition Agrgement made as of December 19,
1988 by and among the Company, H. Irving Grousbeck, MD Co., Burr, Egan, Deleage &
Co., Roderick A. MacLeod and Amos B. Hostetter, Jr.! (10.2)

Second Amendment to Stock Liquidaton Agreement dated as of July 7, 1992 by and
among the Company, Amos B. Hostenter, Jr., il. Irving Grousbeck, MD Co., Burr, Egan.
Deleage & Co. and Roderick A. MacLeod.? (10.2) '

Form of Restricted Stock Purchase Agreement.' (10.3)

Stock Purchase Agreement dated April 27, 1992 among the Company, Corporate
Partners, L.P., Corporaie Offshore Partners, L.P.,, The State Board of Administration of
Florida, Chemical Equity Associates, Mellon Bank, N.A. as Trustee for First Plaza
Group Trust, Veacap Holdings (1992) Pte Lid and Corporate Advisors, L.P.' (10.4)

Registration Rights Agreement dated June 22, 1992 among the Company, Corporate
Partners, L.P., Corporate Offshore Partners, L.P., The State Board of Administration of
Florida, Chemical Equity Associates, Mellon Bank, N.A. as Trusiee for First Plaza
Group Trust, Vencap Holdings (1992) Pie Lid and Corporate Advisors, L.P.! (10.5)

Amezndment to Registration Rights Agreement dated July 15, 1992 among the Company
and Corporate Advisors, L.P. on behalf of Corporate Parmers, L.P., Corporaic Offshore
Partners, L.P., The State Board of Administration of Florida, ComCable Co-Investors,
L.P., Mellon Bank, N.A., as Trustee for First Plaza Group Trust, and Vencap Holdings
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PART I
ITEM 1. Business

General

U S WEST, Inc. (*'U S WEST" or the "'Company") is incorporated under the laws of the State of
Delaware and has its principal executive offices at 7800 East Orchard Road, Englewood, Colorado
80111, telephone number (303) 793-6500. U S WEST is a diversified globa! communications company,
and conducts its operations through U S WEST Communications firoup ("Communications Group")
and U S WEST Media Group (*Media Group"'). (Financial information concerning U § WEST's
operations is set forth in the Consolidated Financial Statements and Notes thereto, which begin on
page B-29.) U S WEST and its subsidiaries had 61,047 employees at December 31, 1995.

Communications Group. The major component of the Communications Group is U § WEST
Communications, Inc. (“U S WEST Communications"), vhich provides telecommunications services
to more than 25 million residential and business customers in the states of Arizona, Colorado, Idaho,
lowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah,
Washington and Wyoming (collectively, the “Communications Group Region'"). U S WEST Communi-
cations serves approximately 80 percent of the Communications Group Region's population and
approximately 40 percent of its geographic area.

Media Greup. The Media Group is comprised of: (i) cable and teleccmmunications network
businesses outside of the Communications Group Region and internationally, (i) domestic and inter-
national wireless communications network businesses and (iii) domestic and international directory
and information services businesses, including telephone directories.

Recent Developments

Agreement to Acquire Continental Cablevision, Inc. On February 27, 1996, U S WEST an-
nounced a definitive agreement under which Continental Cablevision, Inc. (*Continental") will be
merged with and into the Company. Continental, the nation’s third-largest cable operator, serves
4.2 million US. customers, passes more than seven million U.S. households and owns significant other
domestic and international assets. The Company will purchase all of Continental’s stock for approxi-
mately $5.3 billion, and will assume Continental's debt and other obligations, ‘which amount to
approximately $5.5 billion. Consideration of the $5.3 billion in equity will consist of spproximately
$1 billion in U S WEST preferred stock, convertible to Media Stock: $2.8 billion to $3.3 billion in
shares of Media Stock; and, at U S WEST's option, between $1 billion and $1.5 billion in cash. The
transaction, which is expected to close in the fourth quarter, is subject to a number of conditions,
including regulatory and other approvals such as that of Continental's shareholders. There can be no
assurance that these conditions will be satisfied.

Recapitolization Plan. On October 31, 1995, the shareholders of U § WEST, Inc., a Colorado
corporation (“U § WEST Colorado") voted to approve a proposal (the “Recapitalization Plan")
adopted by the Board of Directors to reincorporate from Colorado to Delaware and create two classes
of common stock that are intended to reflect separately the performance of the communications and
multimedia businesses. Under the Recapitalization Plan, shareholders approved an Agreement and
Plan of Merger between U S WEST Colorado and U S WEST, pursuant to which U S WEST continues
as the surviving corporation. In connection with the merger, the Certificate of Incorporation of
U S WEST has been amended and restated to, among other things, designate two classes of common
stock of U S WEST, one class of which is suthorized as U S WEST Communications Group Common
Stock (“Communications Stock'"), and the other class is authorized as U S WEST Media Group
Common Stock (“Media Stock'). Effective November 1, 1995, each share of common stock of
U S WEST Colorado converted into one share of Communications Stock and one share of Media Stock.




The Communications Stock and Mediu Stock are designed to provide shareholders with separate
securities that are intended to rollect =cpurately the communications businesses of U S WEST

Communications and certain other suhsidiaries of the Communications Group, and the multimedia
businesses of the Media Group.

The Communications Group is comprised of U S WEST Communications, U S WEST Communi-
cations Services, Inc., U S WEST Federal Services, Inc., U S WEST Advanced Technologies, Inc. and
US WEST Business Resources, Inc. US WEST Communications comprised approximately 97 percent
of the revenues and 98 percent of the assts of the Communications Group in 1995,

The Media Group is comprised of U 5 WEST Marketing Resources Group, Inc., a publisher of
White and Yellow Pages telephone directories and other information servicss including database
marketing and other interactive services, 1/ S WEST NewVector Group, Ine., which provides commu.
nications and information products and services over wireless networks, U 8 WEST Multimedia
Communications, Inc., which owns domestic cable television operations and investments, and
U S WEST International Holdings, Inc., which primarily owns investments in international cable and
telecommunications, wireless communications and directory publishing operations.

Dividends paid to the holders of Communications Stock are currently $0.535 per share per
quarter. Dividends on the Communicatinns Stock will be paid at the diseretion of the Board of
Directors of U S WEST, based primarily upon the financial condition, results of operations and
business requirements of the Communications Group and the Company as a whole. With regard to the
Media Stock, the Board of Directors of U S WEST currently intends to retain future earnings, if any,
for the development of the Media Group's husinesses and does not anticipate paying dividends on the
Media Stock in the foreseeable future.

Telecommunications Act of 1996. Un February 1, 1996, the House of Representatives and the
Senate approved a firal bill that is intended to promote competition between local telephone compa-
nies, long-distance carriers and cable television operators. This bill was signed into law on February B,
1996, and replaces the antitrust consent decree that broke up the “Bell System" in 1984. Major
provisions of the legislation. include the pre-cmption of state regulations that prohibit competition
The Act allows local telephone companies, long-distance carriers ahd cable television companies 1o
enter each other’s lines of business. To participate in the interLATA long-distance business within
their regions, the Regional Bell Operating Companies must first open their local networks to facilities-
based competition by satisfying a detailed list of requirements, including interconnection and number
portability. The legislation also eliminates within three years most regulation of cable television rates.
The Act lifts the ban on cross-ownership between cable television and telephone companies, permu:-
ting the Regional Bell Operating Companies to enter into the cable business within their respective
service territories, but prohibits them from doing so through the purchase of existing cable companies,
except in rural communities. The legislation reaffirms the concept of universal service and directs the
Federal Communications Commission and the states to determine universal service funding policy
The Federal Communizations Commission and state regulators have been given the responsibility to
interpret and oversee the implementation of this legislation.

Communications Group

Operations. The principal types of telecommunications services offered by the Communications
Grour are (i) local service, (i) exchange access service (which connects customers to the facilities of
interLATA service providers), and (iii) intralLATA long-distance network ser ice. For the year ended
December 31, 1995, local service, exchange access service and intralLATA long distance network
service accounted for 46%, 33% and 13%, respectively, of the sales and other revenues of the Commu-
nications Group. At December 31, 1995, U S WEST Communications had approximately 14,847,000
telephone network access lines in service, u 3.6’ increase over year end 1994, Excluding the effect of
the sale of approximately 95,000 rural telephone access lines during 1995, access lines increased 4 2%
over year end 1894. In 1995, revenues from 2 single customer, AT&T, accounted for approximately




11% of the sales and other revenues of the Communications Group, and 9% of the sales and other
revenues of US WEST. The Communications Group expensed $22 million, $31 million and $42 million
for research and development costs in 1995, 1994 and 1993, respectively.

U S WEST Communications incurred capital expenditures of approximately $2.7 billion in 1995
and expects to incur approximately $2.5 billion in 1996. The 1995 capital expenditures of U S WEST
Communications were substantially devoted to the continued modernization of telephone plant, to
improve customer services and to accommodate additional line capability in several states.

Development of Broadband .Jetwork. A market trial for broadband network capable of provid-
ing voice, data and video services to customers commenced in the Omaha area in August, 1895. The
Communications Group does not intend to expand this service offering beyon. the Omaha area
because of service cost and pricing issues. The Communications Group does plan to cantinue to
provide the system that delivers basic, premium and pay-per-view video services in the Omaha area
The Communications Group is evaluating the relative costs of alternative video technologies, as well
as the near-term feasibility of interactive services. To satisfy anticipated demand for combined video
and telephony services on a cost-effective basis, the Communications Group's strategy may include
selective investments in wireless cable technologies.

The Restructuring Plan. U S WEST announced in 1993 that U S WEST Communications would
implement a plan (the “‘Restructuring Plan") designed to provide faster, more responsive customer
service and improved repair capabilities while reducing the cost of providing these services. As part of
the Restructuring Plan, the Communications Group is developing new systems and enhanced system
functionality that will enable it to monitor networks to reduce the risk of service interuptions, activate
telephone service on demand, rapidly design and engineer products and services for customers, and
centralize its service centers. The Communications Group has consolidated its 560 customer service
centers into 26 centers in ten cities and plans on reducing its work force by approximately 10,000
employees in connection with the Restructuring Plan. Work force reductions under the Restructuring
Plan will be partially offset by the effects of higher than anticipated volumes of business and the
achievement of customer service objectives. All service centers are operational and supported by new
systems and system functionality, The Restructuring Plan is expected to be substantially completed
by the end of 1997, Implementation has been affected by growth in the business and related service
issues, new business opportunities, revisions to system delivery schedules and productivity issues

commissions with respect to intrastate rates and service, and access charge tariffs, U S WEST is also
subject to the jurisdiction of the FCC with respect Lo interstate access tariffs (that specify the charges
for the origination and termination of interstate communications) and other matters.

U S WEST's interstate services have been subject to price-cap regulation by the FCC since
January 1991. Price caps are an alternative form of regulation designed to limit prices rather than
profits. However, the FCC's price cap plan includes sharing of earnings in excess of authorized levels.
In March, 1995, the FCC issued an interim order on price cap regulation. The price cap index for most
services is annually adjusted for inflation, productivity level and exogenous costs, and has resulted in
reduced accecs prices paid by interexchange carriers to local telephone companies. The interim order
also provides for three productivity options, including a no-sharing option, and for increased fexibility
for adjusting prices downward in response to competition. In 1995, the Communications Group
selected the lowest productivity option while, prior to this interim order, the Communications Group
used an optional higher productivity (actor in determining prices. Consequently, the Communications
Group expects the order to have no siguificant near-term impact.



U S WEST Communications is currently working with state regulators to gain approval of
initiatives, including efTorts to rebalance prices, advance competitive parity and implement simplified
forms of price and service quality regulation. State and local regulatory authorities may also regulate
certain terms and conditions of the offering of wireless services, such as the siting and construction of
transmitter towers, antennas and equipment shelters and zoning and building permit approvals. See
“Competitive and Regulatory Environment”’ under Management's Discussion and Analysis of Finan-
cial Condition and Results of Operations or p. B-22.

Competition. The Communications Group faces competition in the local exchange business,
exchange access and intralLATA long-distance markets, primarily from competitive access providers
(""CAPS") and interexchange carriers. CAPs compete with the Communications Group by providing
large business customers with high-capacity network services that connect to interexchange carrier
facilities or other business locations within a serving LATA. Interexchange carriers compete with the
Communications Group by providing intralLATA long-distance services. Such competition is eroding
U S WEST Communications’ market share of intraLATA long-distance services, including Wide Area
Telephone Service and “*B00"" services. Interexchange carriers are competing in this aree by offenung
lower prices and packaging these services on an intralLATA and interLATA basis.

Technological advancements and regulatory changes will increase competition in the future
Current competitors, including CAPs and interexchange carriers, are positioning themselves to offer
local exchange services. New competitors that are afTiliates of cable television companies and power
companies also are expected to play a greater role in offering local exchange services. In addition to
local exchange services, competitors are expected to offer services that will compete with those
U S WEST Communications plans to offer, including video programming and interactive multimedia
services, Services offered by cellular and PCS operators also will compete with existing and future
services of U S WEST Communications, including future wireless services. AT&T's entrance into the
wireless communications business through its acquisition of McCaw Cellular Communications, Ine
may create increased competition in local exchange as well as wireless services. The loss of local
exchange customers to competitors would affect multiple revenue streams of U S WEST
Communications.

The adoption of the Telecommunications Act of 1996 will have an impact on the competition faced
by the Communications Group. See "'Recent Developments — Telecommunications Act of 1996, and
"Competitive and Regulatory Environment" under Management's Discussion and Analysis of Finan-
cial Condition and Results of Operations on p. B-22.

Media Group

Operations. The Media Group is comprised of (i) cable and telecommunications network busi-
nesses outside of the Communications Group Region and internationally, (ii) domestic and interna-
tional wireless communications network businesses and (iii) domestic and international directory and
information services businesses. For the year ended December 31, 1995, domestic and international
directory and information services businesses accounted for 10% of the sales and other revenues of
U S WEST. The Media Group expensed $3 million, $6 million and $5 million for research and
development costs in 1995, 1994 and 1993, respectively.

Cable and Telecommunications. The Media Group's domestic cable and telecommunications
operations are conducted through U S WEST Multimedia Communicatio.is, Inc. (U S WEST Mul-
timedia™) and consist of domestic cable properties and investments outside of the Communications
Group Region, including U S WEST Multimedia's ownership of cable systems in the Atlanta, Georgia
metropolitan area (the “"Atlanta Systems'’) and its investment in Time Warner Entertainment Com-
pany L.P (“TWE" or "Time-Warner Entertainment"), the second largest provider of cable trlevision
services in the United States.

On February 27, 1996. U S WEST announced & definitive agreement to merge with Continental
Cablevision, Inc. for a combination of cash, U' S WEST preflerred stock (convertible to Media Stock!




and shares of Media Stock valued at $5.3 billion. The transaction also involves an assumption of debt
and other obligations amounting to approximately $5.5 billion. See *'Recent Developments — Agree-
ment to Acquire Continental Cablevision, Inc."

The Media Group's international cable and telecommunications operations are conducted
through U § WEST International Holdings, Inc. (“U § WEST International'’) and include invest-
ments in cable and telecommunications that focus on serving mass market business and residential
customers in key geographic markets. To decrease investment risk and guin access to technical skills
and capabilities, U S WEST Internatical’s strategy has ' 2en to make these investments with other
major cable television companies, including Time Warner Inc. and Tele-Communications, Inc. in
certain circumstances, foreign laws require the participation of local partners in these ventures.

U S WEST International, through subsidiaries, owns a 26.8 percent interest in eleWest plc
(“TeleWest"), the largest provider of combined cable television and residential and business telecom-
munications services in the United Kingdom. In 1995, TeleWest Communications plc merged its cable
television and telephony interests with SBC CableComms (UK) to form TeleWest. An afliliate of Tele-
Communications, Inc., (“TCI International’’) also owns a 26.8 percent interest in TeleWest, with the
remaining interests held by the public.

Wireless Communications. U S WEST NewVector Group, Inc. (“NewVector™) provides cellular
services to customers over wireless networks in 26 metropolitan service areas and 28 rural service
areas located primarily in the Communications Group Region. NewVector's cellular services provide
customers with high-quality and readily available two-way communications services that intercon-
nect with local and long-distance telephone networks. As of December 31, 1985, NewVector had
approximately 1,463,000 cellular customers, a 51 percent increase from December 31, 1994.

In 1994, the Company entered into a definitive agreement with AirTouch Communications to
combine their domestic cellular assets. AirTouch's initial equity ownership of the joint venture will be
approximately 70 percent and the Media Group's will be approximately 30 percent. The combination
will take place in two phases, During Phase [, which U § WEST entered effective November 1, 1895,
the two companies are operating their cellular properties separately. A Wireless Management Com-
pany (“WMC") has been formed and is providing centralized services to both companies on a contract
basis. In Phase 11, AirTouch and U S WEST will contribute their domestic cellular assets to the WMC.
The recent passage of the Telecommunications Act of 1996 has removed significant regulatory barri-
ers to completion of Phase I of the business combination, and the Company expects that Phase ]
closing could take place by the end of 1996 or in early 1997.

U S WEST has entered into a venture with AirTouch Communications, Bell Atlantic and NYNEX
Corporation to form a strategic national wireless alliance. U S WEST has entered into a separate
venture with the same partners to provide personal communications services (“PCS"). This PCS
venture, known as PCS PrimeCo, acquired rights to 11 licenses in 1995 in the Federal Communica-
tions Commission’s auction of PCS radio spectrum. The 11 licenses cover 57 million people in Chicago,
Dallas, Honolulu, Houston, Jacksonville, Miami, Milwaukee, New Orleans, Richmond, San Antonio
and Tampa

U S WEST International owns interests in wireless communications systems or investments in
several countries, including the United Kingdom, Malaysia, Russia, Hungary, the Czech Republic, the
Slovak Republic and Japan.

U S WEST International, through subsidiaries, owns 50 percent of Mercury One 2 One, a 50-50
joint venture between subsidiaries of U S WEST International and Cable & Wireless ple. Mercury
One 2 One operates & PCS system in the United Kingdom. Mercury One 2 One's PCS is a digital
cellular communications service designed to offer consumers higher quality service, increased privacy
and more features at lower prices than existing cellular communications systems. To meet growing
customer demand, Mercury One 2 One has expanded its coverage to reach 30 percent of the United
Kingdom's population. ;




Durectory and Information Services. The Media Group, through Marketing Resources, provides
directory publishing as well as database marketing and interactive services, Marketing Resources
publishes, prints and sells advertising in more than 300 White and Yellow Pages directories in the
Communications Group Region. Marketing Resources’ growth strategy is to increase its advertiser
base through expanded marketing efforts, the expansion of core products, such as new targeted
directories for specific neighborhoods or industries and development of new directory features, and
the development and packaging of new information products, such as local audiotext services. Market-
ing Resources’ yellow pages directory advertising business had revenue growth of approximately
6.4 percent in 1995,

Marketing Resources also provides database marketing services that enable businesses to seg-
ment and target customers and is developing the capability to provide one-to-one marketing over
interactive networks. In the future Marketing Resources plans to develop, package, market and
distribute integrated, interactive commurications, entertainment, information and transaction ser-
vices over networks operated by the Media Group and others, including the networks of the Communi-
cations Group in the Communications Group Region.

U S WEST International owns 100 percent of Thomson Directories, which it acquired in 1994,
Thomson Directories annually publishes 156 directories in the United Kingdom, reaching 46 million
people, or 80 percent of all households, in the United Kingdom. U S WEST International owns a
50 percent interest in Listel, Brazil's largest telephone directory publisher, which it acquired in 1994.
U S WEST International also owns 100 percent of Polska, which publishes 32 directories in Poland
with a combined circulation of approximately 1.7 million.

In June 1995, a subsidiary of U § WEST International purchased a 9.01% interest in Flextech ple
(""Flextech"), one of the United Kingdom's largest providers of cable television and satellite program-
ming. U S WEST International has the right to appoint one representative to Flextech's board of
directors.

Regulation. The products and services of the Media Group are subject to varying degrees of
regulation. Under the Telecommunications Act of 1996, the regulation of cable television rates will be
discontinued effective March 31, 1999, or earlier if competition exists. The same Act also (i) eliminates
certain cross-ownership restrictions among cable operators, broadcasters and multichannel, multi-
point distribution system operators, (ii) removes barriers to competition with local exchange provid-
ers, and (iii) eliminates restrictions that previously applied to the Media Group relating to long-
distance services.

Cable television systems are also subject to local regulation, typically imposed through the
franchising process. Local officials may be involved in the initial franchise selection, system design
and construction, safety, rate regulation, customer service standards, billing practices, community-
related programming and services, franchise renewal and imposition of franchise fees

The Media Group is subject to various regulations in the foreign countries in which it has
operations. In the United Kingdom, the licensing, construction, operation, sale and acquisition of
cable and wireline and wireless communications systems are regulated by various governmental
entities, including the Department of Trade and Industry and the Department of National Heritage.

Competition. U S WEST Multimedia’s cable television systems generally compete for viewer
atten.on with programming from a variety of sources, including the direct reception of broadcast
television signals by the viewer's own antenna, subscription and low power television stations,
multichannel multipoint distribution systems (“"MMDS" or "wireless cable"), satellite master an-
tenna (“"SMATV™) service, direct broadcast satellite ("DBS"') services, telephone companies, includ-
ing other RBOC's, and other cable companies within an operating area. The extent of such
competition in any franchise area is dependent, in part, upon the quality, variety and price of the
programming provided by these technologies. Many of these competitive technologies are generally
not subject to the same local government regulation that affects cable television. Cable television




systems are also in competition for both viewers and advertising in varying degrees with other
communications and entertainment media, and such competition may increase with the development
and growth of new technologies. TeleWest's cable television services compete with broadcast televi-
sion stations, DBS services, SMATV systems and certain narrowband operators in the United
Kingdom.

U S WEST Multimedia will be offering telecommunications services in competition with the
dominant local exchange carriers (“LFCs"), CAPs and other potential providers of telephone services
in local domestic markets, including the interexchange carriers such as AT&T, MCI Communications
and Sprint Corp. The degree of competition will be dependent upon the state and federal regulations
concerning entry, interconnection requirements, and the degree of unbundling of the LECs' networks.
Competition will be based upon price, service quality and breadth of services offercd. TeleWest's
telecommunications services compete with domestic telephone companies in the United Kingdom,
such as British Telecommunications plc.

New Vector's wireless business is subject to FCC regulation and licensing requirements. To
assure competition, the FCC has awasded two competitive cellular licenses in each market. Many
competing cellular providers are substantial businesses with experience in broadcasting, telecommu-
nications, cable television and radio common carrier services. In many markets, competing cellular
service is provided by businesses owned or controlled by a LEC, AT&T or other major telephone
companies. Competition is based upon the price of cellular service, the quality of the service and the
size of the geographic area served. The development of PCS services will create multiple new competi-
tors for NewVector's wireless businesses. Competition for the provision of wireless services is also
provided by providers of enhanced specialized mobile radio services. In the United Kingdom, Mercury
One 2 One's operations compete with two established cellular providers and one PCS provider. In
addition, Mercury One 2 One competes in the consumer market with telephone companies such as
British Telecommunications plec.

Marketing Resources’ directory publishing businesses continue to face significant competition
from local and national publishers of directories, as well as other advertising media such as newspa-
pers, magazines, broadcast media, direct mail and operator assisted services. Directory listings are
now offered in electronic data bases through telephone company and third party networks. As such
offerings expand and are enhanced through interactivity and other features, the Company will
experience heightened competition in its directory publishing businesses. Marketing Resources will
continue to expand its core products and develop and package new information products to meet its
customers’ needs. Marketing Resources' database marketing services also continue to face competi-
tion from direct mail list providers, co-op direct mail programs and coupon programs. Marketing
Resources will also face emerging competition in the provision of interactive services from cable and
entertainment companies, on-line services, advertising agencies specializing in intersctive advertising
and many small companies who are information providers. Many of these potential competitors may
also be joint venture partners, suppliers or distributors.

The actions of public policy makers play an important role in determining how increased competi-
tion affects the Media Group. The Media Group is working with regulators and legislators to help
ensure that public policies are fair and in the best interests of customers.

See "' Competitive and Regulatory Environment'* under Management's Discussion and Analysis
of Financial Condition and Results of Operation on p. B-22.

ITEM 2. Properties.

The properties of U S WEST do not lend themselves to description by character and location of
principal units. At December 31, 1995, the majority of U S WEST property was utilized in providing
telecommunications services by U S WEST Communications. Substantially all of U S WEST Commu-
nications’ central office equipment is located in owned buildings situated on land owned in fee, while
many garages and administrative and business offices are in leased quarters,



ITEM 3. Legal Proceedings.

U S WEST and its subsidiaries are subject to claims and proceedings arising in the ordinary
course of business. While complete assurance cannot be given as to the outcome of any contingent
liabilities, in the opinion of U S WEST, any financial impact to which U S WEST and its subsidiaries
are subject is not expected to be material in amount to U S WEST"s operating results or its financial
position.

On September 22, 1995, U S WEST filed a lawsuit in Delaware Chancery Court to enjoin the
proposed merger of Time Warner and Turner Broadcasting. U S WEST has alleged breaches of
contract and fiduciary duties by Time Warner in connection with this proposed merger. Time Warner
filed a countersuit against U S WEST on October 11, 1995, alleging misrepresentation, breach of
contract and other misconduct on the part of U S WEST. Time Warner's countersuit seeks a reforma-
tion of the Time Warner Entertainment partnership agreement, an order that enjoins US WEST from
breaching the partnership agreement and unspecified compensatory damages. U S WEST has denied
each of the claims in Time Warner's countersuit. Trial for this action concluded on March 22,1996. A
ruling by the Delaware Chancery Court is expected in June 1896.

ITEM 4. Submission of Matters to a Vote of Security Holders.
Not applicable,
EXECUTIVE OFFICERS OF U S WEST

Pursuant to General Instructions G(3), the following information is included as an additional
item in Part I:

Date Assumed
Fresent
Pouition Are Positivn
James T. Anderson Acting Executive Vice President & Chief 56  1584(1)
Financial Officer
Charles M. Lillis Executive Vice President & President and Chief 54 1987(2)
Executive Officer, U S WEST Media Group
Richard D. McCormick Chairman of the Board, Chief Executive 55 1986(3)
Officer & President
Charles P Russ, 111 Executive Vice President-Law and Human 51 1992
Resources, General Counsel & Secretary
James H. Stever Executive Vice President - Public Policy 52 1983
Solomon D. Trujillo Executive Vice President & President and Chief 44 1995(4)
Executive Officer, U S WEST Communications,
Inc.

{1iMr. Anderson was elected Acting Executive Vice President and Chief Financial Officer efTective October 8, 1995 he has been
Vice President and Treasurer gince 1964

(2)Mr. Lillis was elected President and Chiel Executive OMTicer, U § WEST Medis Group efTective August 22, 1995

13)Mr. M- Cormick was appointed Chief Executive Officer on Jarnuary 1, 1991, and was elected Chairman of the Board efTective
May 1, 1992,
(4)Mr.Trujillo was eiected President and Chief Executive Officer of U S WEST Communications, Inc. effective July 1, 1995, and

Executive Vice President, U 5 WEST, Inc. effective “ctober 6, 1995, Previously, Mr Trujillo was President and Chief
Executive Officer of U S WEST Marketing Resources Group, Inc.

Executive Officers are not elected for a fixed term of office, but serve at the discretion of the Board
of Directors,




Each of the above executive officers has held a managerial position with U S WEST or an affiliate
of U S WEST since 1991, except for Mr. Rusa. Mr. Russ was Vice President, Secretary and General
Counsel of NCR Corporation from February, 1984 to June, 1992.

PART 11

ITEM 5. Market for Registrant's Common Equity and Related Stockholder Matters.

The information required by this item is included in Note 21, Quarterly Financial Data, on
page B-63. The US. markets for trading in U S 1. EST common stock are the New York Stock
Exchange and the Pacific Stock Exchange. As of December 31, 1995, U § WEST Communications
Group common stock was held by approximately 775,125 sharcholders of record and ' S WEST Media
Group common stock was held by approximately 770,346 shareholders of record.

ITEM 6. Selected Financial Data.
Reference is made to the information set forth on pages B-1 through B-2.

ITEM 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.
Reference is made to the information set forth on pages B-3 through B-26.

ITEM 8. Consolidated Financial Statements and Supplementary Data.
Reference is made to the information set forth on pages B-29 through B-63.

ITEM 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure.

Coopers & Lybrand L.L.P. has served as the Company's independent auditor, and Arthur Ander-
sen LLP has served as the primary auditing firm for major subsidiaries within U S WEST Media
Group, since 1984. In view of the Company's new targeted stuck structure, the Company determined,
following a recommendation of the Audit Committee, that it will be more efficient and efTective for the
Company to have a single firm perform the auditing function for the entire business.

During the Company's two most recent fiscal years ended December 31, 1995 and December 31,
1994, the reports of Coopers & Lybrand L.L.P on the Company's financial statements contained no
adverse opinion or disclaimer of opinion, nor were they qualified or modified as to uncertainty, audit
scope or accounting principles. In addition, during such fiscal years and the interim periods thereaf.
ter: (1) no disagreements with Coopers & Lybrand L L.P have occurred on any matter of accounting
principles or practices, financial statement disclosure, or auditing scops or procedure, which disagree-
ments, if not resolved to the satisfaction of Coopers & Lybrand L.L.P, would have caused it to make
reference to the subject matter of the disagreement in connection with its report on the Company's
financial statements; (2) no reportable events involving Coopers & Lybrand L.L.P have occurred that
must be disclosed under applicable securities laws; and (3) the Company has not consulted with
Arthur Andersen LLP on items that concerned the application of accounting principles to a specific
transaction, either completed or proposed, or on the type of audit opinion that might be rendered on
the Company's financial statements.

PART 1l

ITEM 10. Directors and Executive Officers of the Registrant.
The information required by this item with respect to executive olficers is set forth in Part |,
page 8, under the caption “Executive Officers of U S WEST"

The information required by this item with respect to Directors is included in the U S WEST
definitive Proxy Statement dated April 8, 1996 {(*'Proxy Statement") under *'Election of Directors’ on
pages 4 through 6 and is incorporated herein by reference.




ITEM 11. Executive Compensation.

The information required by this item is included in the Proxy Statement under “Executive
Compensation” on pages 8 through 20 and “Compensation of Directors" on pages 3 and 4 and is
incorporated herein by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management.

The information required by this item i included in the Proxy Statement under "'Securities
Owned by Management' on page 4 and is incorporated herein by reference.

ITEM 13. Certain Relationships and Related Transactions.

Not applicable.

PART IV
ITEM 14. Exhibits, Financial Statement Schedules, and Reports on Form B-KL
(a) Documents filed as part of this report:

Nusoer

(1) — Report of Independent Accountants. . .................. B-27
{2) — Consolidated Financial Statements:
Consolidated Statements of Operations — for the years ended B-29 through

December 31, 1995, 1994and 1993 ................... B-30
Consolidated Balance Sheets us of December 31, 1895 and
L oo i e it a0 B e L B A BB B-31
Consolidated Statements of Cash Flows — for the years
ended December 31, 1985, 1994 and 1893 .............. B-32
Notes to Consolidated Financial Statements ............. B&Bmmugh
=83
{3) — Consolidated Financinl Statement Schedule:
Report of Independent Accountants. .. ...........0.00un. —
I — Valuation and Qualifying Accounts .............. . S-1
(4)— U S WEST Communications Group Combined Financial
EEREBTRRERS o s r e R a aaa  R R ek 6
Report of Independent Accountants. .. .........c00vuasan C-16
Combined Statements of Operations — for the years ended
December 31, 1995, 1984 and 1893 ... ................ C-17
Combined Balance Sheets as of December 31, 1995 and 1994 . C-18
Combined Statements of Cash Flows — for the years ended
Decernber 31, 1995, 1994 and 19983 . ..........0c0uvunn C-19
Notes to the Combined Financial Statements. . ........... C-20 through
C-38
(5) — U S WEST Media Group Combined Financial Statements:
Report of Independent Accountants . . .. .......ccvovevnnn D-22
Combined Statements of Operations — for the years ended
Decembor 31,1995, 1994 and 1993 ........... ... D-23
Combined Balance Sheets as of December 31, 1995 and 1994 . D-24
Combined Statements of Cash Flows — for the years ended
December 31, 1995, 1994 and 1983 .. ................. D-25
Notes to the Combined Financial Statements. . ... ........ D-26 through
D.55
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Financial statement schedules other than those listed above have been omitted because the
required information is contained in the financial statements and notes thereto, or because such
schedules are not required or applicable.

ib) Reports on Form B-K:
U S WEST filed the following reports on Form B-K during the fourth quarter of 1995:

(i) report dated October 6, 1995, reporting the rerignation of Richard B. Cheney from the
U S WEST board of directors and filing a Form of Underwriting Agreement and a Form of Note
concerning the 6%% Notes due October 1, 2005, issued by U § WEST Capital Funding, Inc.;

(ii) report dated October 27, 1895, relating to a release of earnings for the period ended
September 30, 1995, reporting a change in U S WEST"s certifying accountant, and filing a Form of
Note, a Form of Distribution Agreement, a Forn: of Fixed-Rate Medium-Term Note, and Form of
Floating Rate Medium-Term Note concerning the U S WEST Capital Funding, Inc. 6.31% Notes
due November 1, 2005, unconditionally guaranteed as to pryvment of principal and interest by
U § WEST. Inc.; and

(iil) report dated November 2, 1895, filing a Form of Fixed Rate Global Note and a Form of
Floating Rate Global Note concerning the $500,000,000 U S WEST Capital Funding, Inc. Me-
dium-Term Notes due nine months or more from the date of issue, unconditionally guaranteed as
to payment of principal, premium, il any, and interest, by U S WEST, Inc.

() Exhibits:

Exhibits identified in parentheses below, on file with the Securities and Exchange Commis-
sion (“SEC"), are incorporated herein by reference as exhibits hereto.

Exhibit
Number
(3a) — Restated Certificate of Incorporation of U S WEST, Inc. (originally incorporated May 12,
1995 under the same name) executed October 31, 1995 (Afnex II to Registration
Statement No. 33-59315).

3b — Bylaws of U S WEST, Inc. as amended March 15, 1996.

(4a) — Form of Amended and Restated Rights Agreement between U 8§ WEST, Inc. and State
Street Bank and Trust Company, as Rights Agent (Exhibit 4-A to Registration Stateme:t
No. 33-59315)

4b — No instrument which defines the rights of holders of long and intermediate term debt of
U S WEST, Inc. and all of its subsidiaries is filed herewith pursuant to Regulation S-K,
Item 601(b)(4)(iii)(A). Pursuant to this regulation, the Registrant hereby agrees to furnish
a copy of any such instrument to the SEC upon request.

{10a) — Reorganization and Divestiture Agreement dated as of November 1, 1983, between
American Telephone and Telegraph Company and its affiliates, U § WEST, Inc., The
Mountain States Telephone and Telegraph Company, Northwestern Bell Telephone
Company, Pacific Northwest Bell Telephone Company and NewVector Communications,
Ine. (Exhibit 10a to Form 10-K, date of report March B, 1984, File No. 1-3501).

(10b) — Shared Network Facilities Agreement dated as of January 1, 1984, between American
Telephone and Telegraph Company, AT&T Communications of the Midwest, Inc., The
Mountain States Telephone and Telegraph Company, Northwestern Bell Telephone
Company and Pacific Northwest Bell Telephone Company (Exhibit 10b to Form 10-K, date
of report March 8, 1984, File No. 1-3501).

(10c) — Agreement Concerning Termination of the Standard Supply Contract effective
December 31, 1983, between American Telephone and Telegraph Company, Western
Electric Company, Incorporated, The Mountain States Telephone and Telegraph
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i

Company, Northwestern Bell Telephone Company, Pacific Northwest Bell Telephone
Company and Central Services Organization (Exhibit 10d to Form 10-K, date of report
March B, 1884, File No, 1-35011.

(10d) — Agreement Concerning Certain Centrally Developed Computer Systems eflective
December 31, 1983, between American Telephone and Telegraph Company, Western
Electric Company. Incorporated, The Mountain States Telephone and Telegraph
Company, Northwestern Bell Telephone Company, Pacific Northwest Bell Telephone
Company and Central Services Organization (Exhibit 10e to Form 10-K, date of report
March 8, 1984, File No. 1-3501).

(10¢) — Agreement Concerning Patents, Technical Information and Copyrights effective
December 31, 1983, between American Telephone and Telegraph Company and
U S WEST, Inc. (Exhibit 10f to Form 10-K, date of report March 8, 1984, File No. 1-3501)

(10 — AMPS Software Agreement effective December 31, 1983, between American Telephone
and Telegraph Company and NewVector Communications, Inc. (Exhibit 10h to
Form 10-K, date of report March 28, 1884, File No. 1-8611).

(10g) — Agreement Concerning Contingent Liabilities, Tax Matters and Termination of Certain
Agreements dated as of November 1, 1983, between American Telephone and Telegraph
Company, U S WEST, Inc.,, The Mountain States Telephone and Telegraph Company,
Northwestern Bell Telephone Company, Pacific Northwest Bell Telephone Company and
NewVector Communications, Inc. (Exhibit 10h to Form 10-K, date of report March 8,
1984, File No. 1-3501).

(10h) — Agreement Concerning Trademarks, Trade Names and Service Marks effective
December 31, 1983, between American Telephone and Telegraph Company, American
Information Technologies Corporation, Bell Atlantic Corporation, BellSouth Corporation,
Cincinnati Bell, Inc., NYNEX Corporation, Pacific Telesis Group, The Southern New
England Telephone Company. Southwestern Bell Corporation and U S WEST, Inc
Exhibit 10i to Form 10-K, date of report March 8, 1984, File No. 1-3501).

110i) — U S WEST. Inc. Short-Term Incentive Plan (Exhibit 10i to Form 10-K filed March 19,
1993, File No. 1-8611).

(10j) — Financial Counseling Program for Officers of U S WEST (Exhibit 10-ee to Registration
Statement No. 2-87861).

(10k)] — U S WEST Deferred Compensation Plan for Non-Employee Directors (Exhibit 10-fT to
Registration Statement No. 2-87861).

(1o - ption of U S WEST Insurance Plan of Non-Employee Directors’ Travel and
Accident Insurance (Exhibit 10-gg to Registration Statement No. 2-87861).

(10m) — Extract from the U S WEST Management Pension Plan regarding limitations on and
payments of pension amounts which exceed the limitations contained in the Employee
Retirement Income Security Act (Exhibit 10-hh to Registration Statement No. 2-87861).

(10n) — U S WEST Executive Non-Qualified Pension Plan (Exhibit 100 to Form 10-K. date of
report March 29, 1989, File No. 1-8611).

(100) — Amended U S WEST Deferred Compensation Plan (Annex X to Registration Statement
No. 33-59315).

(10p) — Description of U S WEST Directors’ Retirement Benefit Plan (Exhibit 10p to Form SE
filed March 5, 1992, File No. 1-8611).
(10q) — Amended U S WEST 1994 Stock Plan (Annex [X to Registration Statement No. 33-59315).

(10r) — Shareholders’ Agreement dated as of January 1, 1988 among Ameritech Services, Inc.,
Bell Atlantic Management Services, Inc, BellSouth Services Incorporated. NYNEX
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Exhibit
Number

(10s)
(10t}

10u
10v
(10w)

(10x)

10y
10z
10aa
10ab
(10ac)

{10ad)
10ae
10af

11
12

21
23
24
27

Service Company, Pacific Bell, Southwestern Bell Telephone Company, The Mountain
States Telephone and Telegraph Company, Northwestern Bell Telephone Company and
Pacific Northwest Bell Telephone Company (Exhibit 10r to Form SE filed March 6, 1992,
File No. 1-8611).

— U S WEST Senior Management Long Term Disability and Survivor Protection P"l.l.n
{Exhibit 10-dd to Registration Statement No. 2-87861).

— U S WEST Mid-Career Pension Plan (Exhibit 10u *» Form 10-K, date of report March 29,
1989, File No. 1-8611).

— Form of U § WEST, Inc. Non-Qualified Stock Option Agreement.

— Form of U § WEST, Inc. Restricted Stock Agreement.

— Employment letter from Richard D. McCormick to Charles P Rusa, 11 dated May 11, 1962
(Exhibit 10w to Form 10-K, date of report March 7, 1995).

— Admission Agreement dated as of May 16, 1993 between Time Warner Entertainment
Company, L.P and U 8§ WEST, Inc. (Exhibit 10 to Form 8-K filed May 24, 1993)

— Form of U S WEST, Inc. Executive Change of Control Agreement.
— Form of Change of Control Agreement for Chief Executive Officer.
— Form of Group Executive Change of Control Agreement.

— Form of Executive Severance Agreement.

— U SWEST, Inc. Executive Long-Term Incentive Plan (Exhibit 10ad to Form 10-K, date of
report March 7, 1985).

— U S WEST, Inc. Executive Short-Term Incentive Plan (Exhibit 10ae to Form 10-K, date of
report March 7, 1895).

— Agreement and Plan of Merger between U S WEST, Inc. and Continental Cablevision Inc.,
dated February 27, 1996,

— Stockholders’ Agreement among certain stockholders nl'Cununmu] Cablevision, Inc. and
U S WEST, Inc. dated February 27, 1996.

— Statement Re Computation of Per Share Earnings.

— Computation of Ratio of Earnings to Fixed Charges of U S WEST, Inc. and U S WEST
Financial Services, Inc.

— Subsidiaries of U § WEST, Inc.

— Consent of Independent Accountants,

— Powers of Attorney.

~— Financial Data Schedule.

— Annual Report on Form 11-K for the U S WEST Savings Plan/ESOP for the year ended
December 31, 1995, to be filed by amendment.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of Englewood, State of Colorado, on March 28, 1996.

U £ WEST, Inc.
By: /s/ JAMES T. ANDERSON
James T. Anderson
Acting Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the date

indicated.
Principal Executive Officer:
/s/ Richard D. McCormick®

Principal Financial Officer:
/s/ James T. Anderson

Directors:

/s/ Remedios Diaz-Oliver*
/s/ Grant A. Dove®

/s/ Allan DL Gilmour*

/s/ Pierson M. Grieve*

/sf Shirley M. Hufstedler*
/s/ Allen F. Jacobson*®

/s/ Richard D. McCormick*
/s/ Marilyn C. Nelson*

fs/ Frank Popoff™®

/a/ Jerry O. Williams*®

“By s/ JAMES T. ANDERSON

Chairman of the Board, President and Chief
Executive Officer

Acting Executive Vice President and Chief
Financial Officer

James T. Anderson
(for himself and as Attorney-in-Fact)

Dated March 28, 1996
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INDEPENDENT ACCOUNTANTS' REPORT

Durupnnonthammlid.ltldﬂnmdllmmuofUSWEST!Inc.,-hkhindudut.n
explanatory paragraph regarding the discontinuance of accounting for the operations of U § WEST
Communications, Inc. in accordance with Statement of Financial Accounting Standard No. 71, "“Ac-
mnm;[mmﬂmmdwmﬂwom"h 1993, is included on page B-45 of this
Form 10-K Inmumﬂionwithwrludiuufmchmmﬂdlhdﬁmmhlmu.ﬂhlnm
audited the related consolidated finan~ial statement schedule listed in the index on page S-1 of this
Form 10-K for the years ended December 31, 1895, 1984 and 1993,

In our opinion, the consolidated financial statement schedules referred to above, when considered
in relation to the basic financial statements taken as a whole, present fairly, in all material respects,
the information required to be included therein.

COOPERS & LYBRAND LL.E
Denver, Colorado
February 12, 1996
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U § WEST, INC.
SCHEDULE 11 — VALUATION AND QUALIFYING ACCOUNTS
(Dollars in millions)
Balance ) Ealaner
& l:l“ to m “:r“
expense  accounls  Dedoctions  period
ALLOWANCE FOR CREDIT LOSSES
Year 1995 ...... W A g e R ‘ § 62 $ 1222 § 13 $109* § B8
YORELIOM oo s e e e e 54 g1 3 8g" 62
Yoy L1098 e e e 58 83 8g* 54
RESERVES RELATED TO 1993 BUSINESS
RESTRUCTURING, INCLUDING FORCE AND
FACILITY CONSOLIDATION
b e [ SR L =N e Ny . S 702 — — 334 368
Year 1994 .. ......oiii i, 935 - - 233 702
W YIOE o e e e e SR — 1,000 _— 65 8935
RESERVES RELATED TO 1991 BUSINESS
RESTRUCTURING, INCLUDING FORCE
REDUCTIONS AND THE WRITE OFF OF
CERTAIN INTANGIBLE ASSETS
y L O Y Y — - — —_ —
YRS BOB . o o viere e ice e e e e A e e 85 -_— — 95 —
TORr IO . . e e e e 215 - - 120 a5
CAPITAL ASSETS SEGMENT:
REAL ESTATE VALUATION ALLOWANCE
AND 1893 PROVISION FOR LOSS ON
DISPOSAL OF THE CAPITAL ASSETS
SEGMENT
Yo 1008 . . ... inrrnie e s e 119 — - 49 70
Your 100 . oo i bis smisiins AR R 336 - - 217 119
Yoar 1808 . ..o el vl e e e 402 120¢ — 186 336

Note: Certain reclassifications within the scheduie have been made 1o conform to the current year presentation
*  Does not include amounts charged directly to expense. These amounts were $6, 510 and 310 for 1995, 1554 and 1593,

respectively.

*  Represents credit losses written off during the period, less collection of smounts previously written off

*  Provisica for estimated loss on disposal of the capital sssets segment of $100 and an additional provision of 320 to reflect
the cumulative effect on deferred taxes of the 1993 federally mandated increase [n income tax rates.
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U S WEST, INC.

FINANCIAL HIGHLIGHTS
Year Eaded December 31,
1995 1994 1993 1991 1991
Deliars in millioas (except per share amounis)
Sales and Other revenues. . ... ...........00.. 511,746 510953 510294 § 9823 § 9,528
Income from continuing operaticus ' . ........... 1,329 1426 476 1076 840
Metincome (los8) 2. . ....cvcvivvovnnsnrsanns 1,317 1,426  (2,806) (614) 553
TOUR) IR o i v vnaraaroie vl o e e o o W 25071 23,204 20,680 23461 23375
Tobil BB L1 N rmanl s e e T e 8,855 7,938 7,199 543 5,969

Company-obligaied mandatorily redeemable
preferred securities of subsidiary trust holding

solely Company-guaranteed debentures . ........ 600 — - - -
Preferred stock subject to mandatory redemption . . . 51 51 —_ — —
Sharcowners’ equity . .........ccocvvvevunnn.. 7,948 7,382 5,861 8.268 9.587
Earnings per common share (continuing
OPETRBOREY W L 7 L S e ainie s sk e e - 314 1.13 261 2.09
Earnings (loss) per common share '*, ... ... ..... — 314 (6.69) (1.49) 1.38
Weighted average common shares outstanding
({51 ) R R e i LA A - 453,316 419,365 412518 401,332
Dividends per common share * ................ — 3 214 5 214 § 212 S 208
Number of common shareowners * ............. —_ 816,099 836328 867,773 899,092
Return on common shareowners’ equity *. . . ...... 17.2%  21.6% — 14.4% 5.7%
Percentage of debt to total capital *. . ........... 507% 516% S551% 396% B4%
Capital expenditures . ..........cvvvvnnnnnas $3140 5 2820 $ 2441 § 2554 § 2425
Employees . ............... T T 61,047 61,505 60,778 61,707 65829
PRO FORMA INFORMATICN —
COMMUNICATIONS GROUP: *
Eamings percommonshare. . ............... § 250
Dividends percommonshare .. .. ............ 214
Average common shares outstanding (thousands) . 470,716
Number of common shareowners . . ........... 775,125°

PRO FORMA INFORMATION —
MEDIA GROUP: *

Eamings per common share. . . .............. § 029

Average common shares oulstanding (thousands) . 470,549

Number of common shareowners ... .......... 770,346
* Actual

! 1995 income from continuing operations includes a gain of 595 (30.20 per Media shase) from the merger of U S WEST s joum
venture interest in Tele West plc with SBC CableComms (UK). a gain of 585 (50.18 per Communications share) o3 the sales of certain
rural telephone exchanges and $17 (50.01 per Communications share and 30.02 per Media share) for expenies amsociated with the
November 1. 1995 recapitalization. 1994 income from continuing operations includes a guin of $103 (30.2) per share) oa the partial
sale of U 'S WEST s joint venture interest in TeleWest plc, & gain of 341 (30.09 per share) on the sale of the Company's paging
operations and a gain of 351 (30,11 per share) on the sales of cerain rural telepbone exchanges. 1993 income from continuing
operation was reduced by 3 restructuring charge of 5610 ($1.45 per share) and a charge of 534 (30,13 per share) for the cumulative
effect on deferred taxes of the 199) federally mandated increase in income tax rates. 1991 income from continuing operstions was
reduced by a restructuring charge of $230 (5057 per share).

* 1995 net income was reduced by extraordinary items of $12 (30.02 per Communications share and 30.01 per Media share) for the
carly extinguishment of debt, 1993 net income was reduced by extraordinary charges of $,123 (3745 per share) for the disconting.
ance of Stsiement of Financial Accounting Standards (“SFAS™) No. 71 and §77 (50,18 per share) for the early extinguishment of
debt. 1993 net income also includes a charge of $120 (5028 per share) for U S WEST s dectsion 1o discontinue the operations of its
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capital assets segmentL lm:n'tﬂ:llﬂlill:hdﬂiMﬂil.M(HJSpﬂlﬁlﬂ}Mmmmtﬂmdmt n
mﬂiqpﬂuﬁn.MMWMMMWMJdSHIerMLHMfWH per thare) and
$(287) (30.71 per share) in 1993, 1992 and 1991, respectively.

aﬁwmmmmmwddauuwmummmmumn-unmmn
discontinued and is held for sale.

Effective November 1, I:!H.n:h:hn:dU!Wﬂhmm“mhnNMMduswm
Communications Group commor sock and U 5§ WEST L.edia Group common stock. Eamings per common share have been
Muaml«mhﬁhﬂﬂuthmd-ud’nn:tumhqhdhumuhmql.lm.Fm-pmuds
wuhmmmmMmmMHumﬂmmmmm
outstanding for U § WEST, Lne.

IMmuM‘qﬂthm“hﬁuM“lmmum‘mum
presented Return oe shareownen’ equity for fonrth-quarter | 993 was 19.9 percent based on income from continuing operations.
IMMum‘mhhmuWW-MMMMMiMW
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U S WEST, INC.
MANAGEMENTS DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions, except per share amounts)

The Recapitalization Flan

On October 31, 1995, the sharcholders of U § WEST, Inc., a Colorado corporation (“U § WEST
Colorado™), voted to approve a propnsal (the “Recapitaliation Plan™) adopted by the Board of Directors to
reincorporate in Delaware and create two classes of common stock. Under the Recapitalization Plan,
sharcholders approved an Agreement and Plan of Merger berween U § WEST Colorado and
U S WEST. Inc., a Delaware corporation (“U S WEST™ or the “Company”), pursuant to which U S WEST
continues as the surviving corporation. In connection with the merger, the Certificate of Incorporation of
U S WEST has been amended and restated to dzsignate two classes of common stock of U S WEST, one
class of which is authorized as U S WEST Communications Group Common Stock (*Communications
Stock™) and the other class which is authorized as U § WEST Media Group Common Stock (“Media
Stock”).

The Communications Stock and Media Stock provide shareholders with two distinct securities that are
intended to reflect separately the communications businesses of U S WEST (the “Communications Group™)
and the multimedia businesses of U S WEST (the “Media Group™ and, together with the Communications
Group, the “Groups™).

The Communications Group

The Communications Group primarily provides regulated communications services to more than
25 million residential and business customers in the Communications Group Region (the “Region”). The
Region includes the states of Arizona, Colorado, Idaho, lowa, Minnesota, Montana, Nebraska, New Mexico,
North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming. Services offered by the Communi-
cations Group include local telephone services, exchange access services (which connect customers to the
facilities of carriers, including long-distance providers and wireless operators), and long-distance services
within Local Access and Transport Areas (“LATAs") in the Region. The Communications Group provides
other products and services, including custom calling features, voice messaging, caller identification, high-
speed data applications, customer premises equipment and tertain communications services to business
customers and governmental agencies both inside and outside the Region. The Telecommunications Act of
1996, enacted into law on February 8, 1996, will dramatically alter the competitive landscape of the
telecommunications industry and will further change the nature of scrvices the Communications Group will
offer. These future service offerings include interLATA long-distance service, wireless services, cable televi-
sion and interconnection services provided to competing providers of local services.

The Media Group

The Media Group is comprised of: (i) cable and 1elecommunications network businesses outside of the
Communications Group Region and internationally, (ii) domestic and international wireless communica-
tions network businesses and (iii) domestic and international directory and information services businesses.

The Media Group's cable and telecommunications businesses include U S WEST's investment in Time
Warner Entertainment Company LP. (“TWE"™ or “Time Wamner Entertainment”), the second largest
provider of cable television services in the United States, its cable systems in the Atlanta, Georgia metropoli-
tan arca (“the Atlanta Systems™), and international cable and telecommunications investments, including
TeleWest plc (“*Tele West™). In 1995, TeleWest Communications plc merged its cable television and tzlephony
interests with SBC CableComms (UK) to (orm TeleWest, the largest provider of combined cable and
telecommunications services in the United Kingdom. The Media Group also owns interests in cable and/or
telecommunications properties in the Netherlands, Sweden, Norway, Hungary, Czech Republic, Malaysia
and [ndonesia.

The Media Group provides domestic wireless communications services, including cellular services. in
13} western and midwestern states to a rapidly growing custiomer base. The Media Group also provides
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U S WEST, INC.
MANAGEMENT'S DISTUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

wireless communications services internationally through its Mercury One 2 One (“One 2 One”) joint
venture, the world’s first personal communications service located in the United Kingdom. The Media
Group also owns interests in wireless properties in Hungary, the Czech and Slovak Republics, Russia,
Malaysia, India and Poland,

The Media Group's directory and information services Jusinesses develop and package content and
information services, including telephone directories, database marketing and other interactive services in
domestic and international markets. The Media Group publishes more than 300 White and Yellow Pages di-
rectories in 14 western and midwestern states and nearly 200 directories in the United Kingdom and Poland.
The Media Group also has a 50 percent interest in Listel, Brazil's largest telephone direciory publisher.

AirTouch Merger

During 1994, U S WEST signed a definitive agreement with AirTouch Communications 1o combine
their domestic cellular assets. The initial equity ownership of this cellular joint venture will be approximately
70 percent AirTouch and approximately 30 percent U S WEST. The combination will take place in two
phases. During Phase [, which U S WEST entered effective November 1, 1995, the two companies are
operating their cellular properties separately. A Wircless Management Company (the “WMC™) has been
formed and is providing centralized services to both companies on a contract basis. In Phase [I, AirTouch
and U S WEST will contribute their domestic cellular assets to the WMC. In this phase, the Company will
reflect its share of the combined operating results of the WMC using the equity method of accounting. The
recent passage of the Telecommunications Act of 1996 has removed significant regulatory barriers to
completion of Phase 11 of the business combination. U § WEST expects that Phase I closing could take
place by the end of 1996 or early 1997,

Personal Communications Services

U S WEST partnered with AirTouch Communications, Bell Atlantic and NYNEX to form a strategic
national wireless alliance and formed a venture to provide personal communications services (“PCS"). This
venture, PCS PrimeCo, purchased 11 licenses in the Federal Communication Commission’s (the “FCC™)
PCS auction, covering 57 million people in Chicago, Dallas, Honolulu, Houston, Jacksonville, Miami,
Milwaukee, New Orleans, Richmond, San Antonio and Tampa.

Subsequent Event

On February 27, 1996, the Company announced a definitive agreement to merge with Continental
Cablevision, Inc. (“Continental”). Continental, the nation’s third-largest cable operator, serves 4.2 million
domestic customers, passes more than seven million domestic homes and holds significant other domestic
and international properties. U S WEST will purchase all of Continental’s stock for approximately $5.3 bil-
lion and will assume Continental's debt and other obligations, which amount to approximately $5.5 billion.
Consideration for the $5.3 billion in equity will consist of approximately $1 billion in U S WEST preferred
stock, convertible to Media Stock: and, at U S WEST s option, between $1 billion and $1.5 billion in cash,
and 52.8 billion to $3.3 billion in shares of Media Stock. The transaction, which is expected to close in the
fourth quarter of 1996, is subject to a number of conditions and approvals, including approvals from
Continental shareholders and local franchising and government authorities.

Continental's 4.2 million domestic customers are highly clustered in five large markets — New England,
California, Chicago, Michigan, Ohio and Florida. Upon closing, U S WEST will own or share management
of cable systems in 60 of the top 100 American markets and serve nearly one of every three cable households.
[n addition, Continental has interests in cable properties in Australia, Argentina and Singapore; a 10 percent
interest in PRIMESTAR (a direct broadcast satellite service); telephone access businesses in Florida and
Virginia; and interests in programming that include Turner Broadcasting System, E! Entertainment Televi-
sion, the Golf Channel. and the Food Channel.



U S WEST, INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Results of Operations — 1995 Compared with 1994
Comparative details of income from continuing operations for 1995 and 1994 follow:

Percent -
Ownership 199§ 1994 ] %
Communications Group: '
U S WEST Communications, Inc. . ............... 100 $1.219 $1,175 § 44 37
Otheroperations . . ... .....covvururanuennnnans 100 (35) (25) (10) (40.0)
Total Communications Group . ......ovvvveerenn 1,184 1,150 M 30
Media Group: ¢
Consolidated:
Directory and information services .............. 100 240 247 (7)) (2.8)
Wireless communications ... .......ovvvineern, 100 62 67 (5) (7.5)
Cable and telecommunications ................. 100 (7) (2) 5) —
Unconsolidated equity investments:
Time Warner Entertainment > .. .. .. ............ 25.5 (32)  (30) (2) (6.7)
TeleWesl . .ot tei i et e e 268 53 76 (23) (30.3)
(B . L A 50.0 (81) (58) (23) (40.0)
R ™ s e BT B e R AT A S R (%0) (24) (66) —
Total Media Group . ..coviervnnss vrseavsins 145 276 (131) (47.5)
Income from continuing operations . ................ $1,329 51426 § (97) (6.8)
Pro forma earnings per common share from continuing
operations: ’
Communications SIock . ......vvveviviennasnas §252 —
Medin Stogk . - oc i e s e e e 030 —_
Earnings per common U S WEST share * . .. .. .. i — 334

' 1993 Communications Group income from continuing operations includes a gain of 585 (30.15 per Communications share) on the
sales of certain rural telephone exchanges and 38 (20.01 per Communications share) for costs associated with the Recapitalization
Plan. 1994 Communications Group income from continuing operations includes a gain of 331 (50.11 per U S WEST share) on the
sales ol certain rural telephone exchanges.

* 1995 Media Group income from coatinuing operations includes a gain of §%5 ($0.20 per Media share) from the merger of Tele Weu
with SBC CableCornms (UK) and 59 (30.02 per Media share) for costs associated with the Recapualizatuon Plan, 1994 Media Group
income from continuing operations includes a gain of 5105 (5023 per U S WEST share) from the partial sale of the Company’s joint
venture interest in TeleWest and & gain of $41 (30.09 per U S WEST share) from the sale of the Company’s paging operations.

! Percent ownership represents pro-rata priority capital and residual equity interests.

* Pnimanly includes interest expense and divisional expenses associated with equity investments.

! Eamings per common share from coatinuing operations have been presented oa a pro forma basis as U the Communications Stock
and Media Stock had Heen outstanding since January |, 1995. For periods prior 10 the recapitalization, the average commoa shares
outstanding are assumed 10 be equal to the average common shares outitanding for U 5 WEST, Iac

Communications Group

The Communications Group's 1995 income from continuing operations, excluding the effects of one-
tume items described in Note 1 to the table above, was $1,107, an Increase of 38, or 0.7 percent, compared
with $1,099 in 1994, also excluding the effects of one-time items. Total revenue growth of 3.4 percent was
largely offset by significantly higher costs incurred to improve customer service and meet greater than
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U S WEST, INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

expected business growth. Net income growth will also be limited in 1996 while the Communications Group

continues to commit significant resources to meet customer service objectives and broaden its range of
product and service offerings.

Excluding the effects of one-tinic items described ir. Note 1 to the table above, pro forma earnings per
Communications Group common share from continuing operations were $2.35 in 1995.

During 1995, the Communications Group refinanced $145 of long-term debt. Expenses associated with
the refinancings resulted in extraordinary charges of $8, net of tax benefits of $5.
Media Group

During 1995, income from continuing operations declined 55 percent, to §59, excluding the effects of
the one-time items described in Note 2 to the table above, The decline is due primarily to higher equity losses
related to international growth initiatives and increased amortization and interest expense. Interest expense
increases relate to debt issued in connection with the Atlanta Systems acquisition and expansion of interna-
tional investments. The declines were partially offset by improvement in the domestic cellular and Yellow
Pages operations,

Excluding the effects of one-time items described in Note 2 to the table above, pro forma earnings per
Media Group common share from continuing operations were $0.12 in 1995,

During 1995, the Media Group incurred an extraordinary loss of $4, net of a tax benefit of $2. related to
the early retirement of debt by TWE.

Sales and Other Revenues
An analysis of the change in U S WEST's consolidated sales and other revenues follows:
Increase
1995 e [ <
Communications Group ..............00vrinennis 59484 59176 S308 34
MediaGroup....ooooiinii i, 2,374 1,908 466 244
Intergroup eliminations. . .. ....................... (112) (131) 19 145
TORE S o5 o v v v e $11,746 $10953 $793 72
Communications Group Operating Revenues
An anzlysis of changes in Communications Group operating revenues follows:
locresse
Lower
Price  (Highen SDesremet
1994 1984  Changn Demand  Ocher 3 _"‘_
Llocal service . . . ..o v i i 4SS S4067 53 H [0]] $m 3y s$IM 68
Interstale ocoess . ... ..vvvivinnen.... 3T 2289 (68) 12) 7] (14) D] 48
Intrastate access . ... .............., 747 79 (1) 8 3% s 18 215
i P OREUIRI S LI89 1329 () (1 (54) (62) (140) (10%)
Lo R O S B2 ™ - - - -‘: '_“ j
Total Communications Group . ... ........ $9484 $9,176  3(85) 59 6 5(48) 5308 34

Approximately 97 percent of the revenues of the Communications Group are attributable to the
operations of U S WEST Communications, Inc. (*U S WEST Communications™), of which approximately
59 percent are derived from the states of Arizona, Colorado, Minnesota and Washington. Approximately
29 percent of the access lines in service are devoted to providing services (o business customers. The access
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND FESULTS OF OPERATIONS (Continued)

line growth rate for business customers, who tend to be heavier users of the network, has consistently
exceeded the growth rate of residential customers. During 1995, business access lines grew 5.4 percent while
residential access lines increased 2.8 percent.

The primary factors that influence changes in revenues are customer: demand for products and services,
price changes (including those related to regulatory proceeding ) and refunds. During 1995, revenues from
new product and service offerings were $534, an increase of 58 percent compared with 1994. These revenues
primarily consist of caller identification, voice messaging. call waiting and high-speed data network transmis
sion services.

Local service revenues include local telephone exchange, local private line and public telephone
services. In 1995, local service revenues increased principally as a result of higher demand for new and
existing services, and demand for second lines. Local service revenues from new services increased $92, or
78 percent, compared with 1994. Reported total access lines increased 511,000, or 3.6 percent. of which
161,000 were second lines. Second line installations increased 25.5 percent compared with 1994, Acc=ss line
growth was 4.2 percent adjusted for the sale of approximately 95,000 rura! telephone access lines duning the
last 12 months.

Access charges are collected primarily from interexchange carriers for their use of the local exchange
nerwork, For interstate access services there is also a fee collected directly from telephone customers.
Approximately 33 percent of access revenues and 11 percent of total revenues are derived from providing
access services to AT&T

Higher revenues from interstate access services were driven by an increase of 9.2 percent in interstate
billed access minutes of use, The increased business volume more than offset the effects of price reductions
and refunds. The Communications Group reduced prices for interstate access services in both 1995 and 1994
as a result of Federal Communications Commission (“FCC™) orders and competitive pressures. Intrastate
access revenues increased primarily due to the impact of increased business volume and multiple toll carrier
plans, partially offset by the impact of rate changes.

Long-distance revenues are derived from calls made within the LATA boundaries of the Region. During
1995 and 1994, long-distance revenues were impacted by the implementation of multiple toll carrier plans
(*MTCPs") in Oregon and Washington in May and July 1994, respectively. The MTCPs essentially allow
independent telephone companies to act as toll carriers. The 1995 impact of the MTCPs was long-distance
revenue losses of $62, partially offset by increases in intrastate access revenues of $12 and decreases in other
operating expenses (i.e. access expense) of $42 compared with 1994, These regulatory arrangements have
decreased annual net income by approximately $10. Similar changes in other states could occur, though the
impact on 1996 net income would not be material.

Excluding the effects of the MTCPs, long-distance revenues decreased by 5.9 percent in 1995, primarnily
due 1o the effects of competition and rate reductions. Long-distance revenues have declined over the last
several years as customers have migrated to interexchange carriers that have the ability to offer these
services on both an intralLATA and interLATA basis. A portion of revenues lost to competition, however, is
recovered through access charges paid by the interexchange carriers. Erosion in long-distance revenue will
continue due to the loss of 1+ dialing in Minnesota, effective in February 1996, and in Arizona, effective in
April 1996, Annual long-distance revenue losses could approximate $30 as a result of these changes. The
Communications Group is partially mitigating competitive losses through competitive pricing of intraLATA
long-distance services.

Revenues from other services primarily consist of billing and collection services provided to inter-
exchange carriers, voice messaging services, high-speed data transmission services, sales of service agree-
ments related to inside wiring and the provision of customer premises equipment.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

During 1995, revenues from other services increased $44, primarily as a result of continued market
penetration in voice messaging services and sales of high-speed data transmission services. Revenue growth
from other services is also attributable to maintenance contracts for inside wire services and a large contract
related to a wire installation project. These increases were partially offset by a decrease of $20 in revenues
from billing and collection services. The decline in billing and collection revenues is primarily related to
lower contract prices and a decrec.e in the volume ol services provided to AT&T.

Media Group Sales and Other Revenues
An analysis of the Media Group's sales and other revenues follows:
Increase
(Decreass)
1995 1954 ] %

Directory and information services:
b T e I S $1058 S 997 3 61 6.1
INCEERATIORR] © 5 ivad o s i e s bRy 122 78 44 564

1,180 1,075 105 9.8

Wireless communications:

COtUINE BEIVIOE U, o i e R T B4S 633 212 335
Cellular equlpment ... . ... ifiviiuensisesnsinnes 96 120 (24) (20.0)
Paging salesandservice ' . ... ... ... ... ... .......... — 28 (28) —
941 781 160 205
Cable and telecommunications . .. .................... 215 18 197 —
0 S T o 38 34 4 118
Total Media Group ... .vcvureerinriviaesrnmenensos 52374 51908 5466 244

' The Company's paging business was soid in June 1994, Results reflect operations for the six months ending June 30, 1994

Media Group sales and other revenues increased 15 percent, to $2,374 in 1995, excluding the effects of
the 1994 Atlanta Systems acquisition and paging sale. The increase was primarily due (o strong growth in
cellular service revenue.

Directory and Information Services Revenues related to Yellow Pages directory advertising increased
6.4 percent to 51,026 in 1995, due to price increases of 4.5 percent, higher revenue per advertiser and an
increase in Yellow Pages adverntising volume.

International directory publishing revenues increased $44 in 1995, primarily due to U S WEST's
May 1994 purchase of Thomson Directories in the United Kingdom. The remaining increase is due 1o an
increase in advertisers and revenue per advertiser,

Wireless Communications Cellular service revenues increased 34 percent, to $845 in 1995, due to a
51 percent increase in subscribers during the last tweive months (with 20 percent of the additions occurring
in December), partially offset by a 13 percent drop in average revenue per subscriber to $60.00 per month,
The increase in subscribers relates to continued growth in demand for wireless services. The Media Group
anticipates continued growth in its subscriber base, although at slightly decreased rates.

New distribution programs are being developed which increase availability of cellular products and
simplify the cellular service activation process. These programs have contributed to the shift in the customer
base from businesses to consumers. This shift, combined with competitive pressures on pricing, will cause the
average revenue per subscriber to continue to decline,
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Cellular equipment revenues decreased 20 percent, to $96 in 1995, as a result of lower cellular
equipment costs. These lower equipment costs are being passed on to retailers and to new customers. The
Media Group expects this trend to continue in 1996 as the cost of equipment continues to decline and as
penetration into the consumer marke® increases.

Revenues related to the paging sales and service operations, which were sold in 1994, approximated 328
in 1994,

Cable end Telecommunications Domestic cable and telecommunications revenues increased $197 in
1995, due to the December 1994 acquisition of the Atlanta Systems.

Costs and Expenses
lacreass
(Decreasa)
1995 1994 3 -
Employee-related eXpenses . ...........cocnnnsrnnnns $4071 33,779 5292 1.7
Other OPerating expenses. .. .. ..o vevaevcanranssnenas 223 2203 120 54
Taxes other than iNCOME BAXES .. ........c.c0vvausvannns 416 412 4 1.0
Depreciation and amortization . . ............oc0uvenan 2291 2052 239 116
INICTCHE CXPEMIE + o v o ovssosonsniasusnanasanasnanss 527 442 85 192
Equity losses in unconsolidated ventures. . .............. 207 121 86 711
Other income (eXpense) — DEL ... .....ovuuvioneerenn (36) 25 (61) —
Employee-Related Expenses

Employee-related expenses include basic salaries and wages, overtime, benefits (including pension and
health care), payroll taxes and coniract labor. During 1995, improving customer service was the Communica-
tions Group's first priority. Overtime payments and contract labor expense associated with customer service
initiatives at the Communications Group increased employee-related costs by approximately $168 compared
with 1994, Expenses related to the addition of approximately 1,700 employees in 1995 and 1,000 employces
in 1994 at the Communications Group also increased employee-related costs. These expenses were incurred
to handle the higher than anticipated volume of business and to meet new business opportunities. Partially
offsetting these increases was a $34 reduction in the accrual for postretirement benefits, a $22 decrease in
travel expense and reduced expenses related to employee separations under reengineering and streamlining
initiatives. The Communications Group will continue to add employees to address customer service lssues
and growth in the core business. Costs related to these work-force additions will partially offset the benefits
of employee separations achieved through restructuring. (Sec “Restructuring Charge.”)

Employee-related expenses also increased due to the 1994 purchases of the Atlanta Systems and
Thomson Directories, and growth initiatives in the directory and information services segment.

Other Operating Expenses

Other operating expenses include access charges (incurred for the routing of lcn;-diaumg traffic
through the facilities of independent companies), network software expenses, wircless marketing and
operating costs, 22d marketing and related costs associated with publishing activities. The increase in other
operating expenses is primarily attributed to the Media Group's 1994 purchases of the Atlanta Systems and
Thomson Directories and expansion of the cellular customer base,

During 1995, other operating expenses decreased at the Communications Group primarily due to the
effects of the multiple toll carrier plans and a reduction in expenses related 10 project funding at Bell
Communications Research, Inc. (“Belicore™), of which U S WEST Communications has a um-gwmh
ownership interest. These decreases in other operating expenses were partially offset by increases in costs
associated with increased sales of products and services, including bad debt expense.
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Taxes Other Than Income Taxes

Taxes other than income taxes, which consist primarily of property taxes, were relatively flat compared
with 1994. Increased taxes associated with the domestic cellular operations were offset by lower taxes at the
Communications Group. Lower t~ves at the Commuications Group were primarily due to favorable
property tax valuations and mill levies as compared with 1994, As a result of these valuations and mill levies,
1995 fourth-quarter accruals at the Communications Group decreased by $20 compared with fourth-quarter
1994.

Depreciation and Amortization

Increased depreciation and amortization expense was attributable to the effects of a higher depreciable
asset base at the Communications Group, expansion of the Media Group's domestic cellular network and
the purchase of the Atlanta Systems. These increases were partially offset by the effects of the sales of certain
rural telephone exchanges at U S WEST Communications. 2

Interest Expense and Other

Interest expense increased primarily as a result of increased debt financing at the Communications
Group, the December 1994 acquisition of the Atlanta Systems, new domestic and international investments
and a reclassification of debt from net investment in assets held for sale. The average borrowing cost was
6.7 percent in 1995, compared with 6.6 percent in 1994, (See “Liquidity and Capital Resources.”)

Equity losses increased $86 in 1995, primarily due to costs related to the expansion of the network and
additional financing costs at TeleWest and additional costs associated with the significant increase in
customers at One 2 One. Start-up and other costs associated with new international cable and telecommuni-
cations investments primasily located in the Czech Republic and Malaysia contributed to the increase. These
increased losses were partially offset by carnings in the European wireless operations. Losses related 1o
domestic investments in TWE and PCS PrimeCo also increased. The Media Group expects the PCS
partnership to experience several years of operating losses associated with the start-up phase of the PCS
business.

The decrease in other income is largely attributable to $17 of costs associated with the Recapitalization
Plan in 1995, increased minority interest expense associated with domestic cellular operations and a 1994
gain on sale of nonstrategic operations.

Provision for Income Taxes

IDecreane )

s s 8

Provision for income aXeS .. .........uvueieennnnnennnns $825 S$857 $(32) (A7)
BV HICTUEE o cox o e, et o o B R a7 AT B3 375 — —_

The increase in the effective tax rate reflects the impacts of goodwill amortization related 1o the
acquisition of the Atlanta Systems, higher state and foreign income taxes, and expenses associated with the
Recapitalization Plan. Additionally, a tax benefit was recorded in 1994, related (o the sale of paging assets,
which contributed to the increase in the effective tax rate. These impacts were partially offset by lower prerax
income and the effects of a research and experimentation credit, and adjustments for prior periods.

Restructuring Charge

U S WEST's 1993 results reflected a 51 billion restructuring charge (pretax). The related restructuring
plan (the “Restructuring Plan™) is designed to provide faster, more responsive customer services while
reducing the costs of providing these services. As part of the Restructuring Plan, the Company is developing
new systems and enhanced system functionality that will enable it to monitor networks to reduce the risk of
service interruptions. activate telephone service on demand, rapidly design and engineer products and
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services for customers, and centralize its service centers. The Company has consolidated its 550 customer
service centers at U S WEST Communications into 26 centers in 10 cities and plans on reducing its work
force by approximately 10,000 employees. All service centers are operational and supported by new systems
and enhanced system functionality.

The Restructuring Plan is expected to be substantially complete by the end of 1997. Implementation of
the Restructuring Plan has been impacted by growth in the business and related service issues, new business
opportunities, revisions to system delivery schedules and productivity issues caused by the major rearrange-
ment of resources due to restructuring. These issues will continue to affect the timing of employee
separations.

The Company estimates that full implementation of the 1993 Restructuring Plan will reduce employee-
related expenses by approximately $400 per year. The savings related to work-force reductions will be offset
by the effects of inflation and a variety of other factors. These factors inctude costs related to the achieve-
ment of customer service objectives and increased demand for existing services. (See “Employee-Related
Expenses.”)

Following is a schedule of the costs included in the Restructuring Plan:

1993 (£ .2 1995 179 1997
Actual Actual Acmal  Estimate  Estimate Tetal

Cash expenditures:

Employee separation .. .......... 00000 s— S19 $76 536 $129 § 260
Svstems development. . . . ......onviananan — 127 145 128 — 400
Real S5talE . . oonvvcscscsnnnnrananssancs — 50 66 14 - 130
Relocalion .....cconvssssrnrrannorssnns — 21 24 20 15 80
Retraining and other . . ....c.ovvvnveiannns — 16 23 2 4 65
Total cash expenditures . . ........c.cvvuinnnnn - 233 34 220 148 935
ASSETWTIE-dOWN ... ..cunvinvrnvssanraaaas 65 — - - - 635
Total 1993 Restructuring Plan .. .............. 65 233 134 220 148 1,000
Remaining 1991 plan employee costs ' .. ........ — 6 — - — 56
Total . civviasansas R R R A N S $ 65 5289 §334  $220 $148  $1.056

' Employee separation costs, including the balance of a 1991 restructuring reserve Mt December 1. 199), aggregate 1316,

Employee separation costs include severance payments, health-care coverage and postemployment
education benefits. Systems development costs include new systems and the application of enhanced system
functionality to existing, single-purpose systems to provide integrated, end-to-end customer service, Real
estate costs include preparation costs for the new service centers. The relocation and retraining costs are
related to moving employees to the new service centers and retraining employees on the methods and
systerns required in the new, restructured mode of operation.

Employee Separation Under the Restructuring Plan, the Company anticipates the separation of 10,000
employees. Approximately 1,000 employees that were originally expected to relocate have chosen separation
or other job assignments and have been replaced. This increased the number of employee separations 1o
10,000 from 9,000, and increased the estimated total cost for employee separations to $316 from 5286, as
compared with the original estimate. The $30 cost associated with these additional employee scparations was
reclassified from relocation to the reserve for employee separations during 1995.
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Annual employee separations and employee-separation amounts under the Restructuring Plan follow:

1994 1995 199 1997
Estimate Actual' Estimste Actusl Estimste Estimate’ Total

Employee separations:

A R e 1061 497 612 682 202 1357 2738

Occupational . . ............. 1,887 1,683 16.8 1,643 798 3,138 7.262

Mol o o s e e e T 2948 2,180 2250 2325 1,000 4,495 10,000
1994 1995 1996 1"

Estimate Actual' Estimate Actusl Estimste’ Estimste' — Total

Managerial . ............... 3§ 3 § 35 $ 2 § X $ 12 3% 5% s 103
Occupational. . ............. 15 14 54 46 24 73 157
T i it duianilin oo wale 40 19 76 76 16 129 260
Remaining 1991 reserve . ...... 56 56 — — — — 56
TORR] wissisiare e e 5 % 35 75 35 7% § 76 S5 3 S 129 $ 316

! Includes the remaining employees and the separation amounts associated with the balance of a 1991 restructuring reserve ot
December 31, 1993,

1 A significant number of the employes reductions originally scheduled for 1998 will be delayed while the Company focuses on
overume and contract-labor expenses. The Restructunng Plan is expecied to be wibstantially complete by the end of 1997,

Compared with the original estimates, employee reduction and separation amounts shown above have
been reduced by 1,600 employees and 551 in 1996, and increased by 4,495 employees and $129 in 1997.

Systems Development The existing information management systems were largely developed to sup-
port a monopoly environment. These systems were inadequate due to the effects of increased competition,
new forms of regulation and changing technology that have driven consumer demand for products and
services that can be delivered quickly, reliably and economically. The Company believes that improved
customer service, delivered at lower cost, can be achieved by a combination of new systems and introducing
new functionality to existing systems. This is a change from the initial strategy which placed more emphasis
on the development of new systems,

The systems development program involves new systems and enhanced system functionality for systems
that support the following core processes:

Service Delivery — to support service on demand for all products and services. These new systems
and enhanced system functionality will permit customer calls to be directed to those service representa-
tives who can meet their requirements. This process will provide enhanced information to the service
representatives regarding the customer requests and the ability of the Communications Group to fulfill
them.

Service Assurance — for performance monitoring from one location and remote testing in the new
environmert, including identification and resolution of faults prior to customer impact.

Capaciry Provisioning — for integrated planning of future nerwork capacity, includ.ng the installa-
tion of software controllable service components.
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Certain of the new systems and enhanced system functionality have been implemented in the service
centers and have simplified the labor-intensive interfaces between systems processes in existence prior to the
Restructuring Plan. Enhanced system functionality introduced under the Restructuring Plan since its incep-
tion includes the following:

* The ability to determine facilities' availability while the customer is placing an order;

* Automated engineering of central office facilities and automated updating of central office facilities’
records;

* The ability to track the status of complex network design jobs from the customer’s perspective; and

* Systems that accurately diagnose network problems and prepare repair packages 1o correct the
problems identified.

The direct, incremental and nonrecurring costs of providing new systems and enhanced system func-
tionality follow:

1994 1994 1996
Estimsie Acusl Estimate Actual Estimate Total
Service delvery ... e i $35 321 $21 S$19 S44 584
Service assurance ... ....... R R PPl S 45 12 24 22 26 60
Capacity provisioning . .............c0.0uenn. 17 57 92 85 42 184
A OMIET v v n o m i icns i a a8 4 s 28 37 24 19 16 72
TIOMEL s b b 0 e L e L $125 $127 $161 $145 $128  $400

Systems expenses charged to current operations consist of costs associated with the information man-
agement function, including planning, developing, testing and maintaining databases for general purpose
computers, in addition 1o systems costs related to maintenance of telephone network applications. Other
systems cxpenses are for administrative (i.e. general purpose) systems which include customer service, order
entry, billing and collection, accounts payable, payroll, human resources and property records. Ongoing
systems costs at U 5 WEST Communications comprised approximately six percent of total operating
expenses in 1995, 1994 and 1993. The Company expects systems costs charged to current operations as a
percent of total operating expenses to approximate the current level throughout 1996, Systems costs could
increase relative to other operating costs as the business becomes more technology dependent.
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Progress Under the Restructuring Plan
Following is a reconciliation of restructuring reserve activity since December 1993:
Reserve Reserve Reserve
Bal e 194 Dalamer 195 Change 'a  Balasce
LI3U9)  Activity 120U%4  Activity  Estimate 123194
Employee separation:
T e R $80 S$ 5 $75 s¥ s § 68
OOCUPRUOBA . o « v cvnisionmnsisswesness 150 14 136 46 7 97
Total employee separation . .............. 230 19 211 76 30 165
Systems development:
Servicedelivery .........cccciiih0ans 73 21 52 19 11 44
Serviccassurance . .........00000000. 64 12 52 n (4) 26
Capacity provisioning . ................ 179 57 122 85 5 42
o L T e e R 84 37 47 19 (12) 16
Total systems development . .............. 400 127 273 145 — 128
LT I e U A Sy 130 50 BO 66 -— 14
REIOCAION .+« v v v vvveeerenrnnennnnens 110 21 89 24 (30) 35
Retrainingandother .............00u0., 65 16 49 23 — 26
Total 1993 Restructuring Plan . ............ 935 233 702 34 - 368
Remaining 1991 plan expenditures ......... 56 36 — — — -
o, N i PR B SO e $991  $289  $702 5334 $— 5368
Cu-ul.uht”
1994 Separstions 1995 Separstions  December 31, 1995
Employee separations
Managerial ....... . iciiiiiiiiiedies ) i 497 682 1,179
Occupational . ......ouiuiiiiiinasanans.s 1,683 1,643 3,326
g 1 | L e Pt T 2,180 2325 4505
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Results of Operations — 1994 Compared with 1993
Comparative details of income from continuing operations for 1994 and 1993 follow:

. Iul“
Percent (Decrease)
Ownensblp 1994 1993 3
Communications Group:; '
U S WEST Communications, Inc.. .. .................. 100 $1I75 5435 $740
CDET ODETARONNE o o v o s erasivn i o wcalaia s eiw/acs 5 STnabeln o 100 (25) (44) 19
Total Communications Group ............... W A L1s0 391 759
Media Group: *
Consolidated:
Directory and information services ... ............... 100 47 20 27
Wireless communicalions . .. .. ... .. enrrnnnsens 100 67 (43) 110
Cable and telecommunications ............c.c000vua. 100 (2) — (2)
Unconsolidated equity investments:
Time Warner Entertainment ¥ . . .. .o oo v vnvennnranss 25.5 30y (19) (11)
TRIEWEEL oooiiin avn vioioaiiiniolote o a wiase iae wsedion oia o o i it 378 76 (21) 97
OBEDIOBE . v o i s b T e AR e 50.0 (58) (22) (36
OMREE Y s e e R e R e SR (24) (30) 6
Total Media Group. ... ...cciieiininnnnnasnsoann 276 85 191
Income from continuing OPerations ... .................. $1426 $476 $950
Eamings per common U § WEST share from continuing
OPETRIOEE & oo i avii s e o e e e A S s 534 5113 5201

! Immmmmmmm.umﬂlﬂ{lﬂ.llptlﬁﬂ!luthemu;ﬂmmﬂuhpbmw
1991 income [rom continuing operations was reduced by 5534 (51.28 per share) for & restructuring chasge and 534 (50.1) per share)
for the cumulative effect on deferred xes of the 199) [ederally mandated increase in income tax rates.

* 1994 income from continuing operations includes a gain of $105 (30.2 per share) on the partial sale of U § WES s joun venture
interest in TeleWest, and a gain of $41 (3079 per share) for the sale of the Company’s paging operations. |9%) income from
continuing operations wis reduced by 576 (50.18 per share) for & restroctuning charge.

' Percent ownership represents pro-rata prionty capital and residual equity interests.

* Primanly includes interest expense and dvisional expenses associated with equity invesuments.

Communications Group

The Communications Group's 1994 income from continuing operations was $1,099, an increase of $120,
or 12.3 percent, over 1993, excluding the one-time effects described in Note 1 to the table above. The
increase was primarily attributable to increased demand for telecommunications services.

In 1993, U S WEST Communications incurred extraordinary charges for the discontinuance of State-
ment of Accounting Standards (“SFAS™) No. 71, "Accounting for the Effects of Certain Types of Regula-
tion.” and the early extinguishment of debt. An extraordinary, noncash charge of 53.1 billion (after tax) was
incurred in conjunction with the decision to discontinue accounting for the operations of U § WEST
Communications in accordance with SFAS No. 71. SFAS No. 71 generally applies to regulated companies
that meet certain requirements, including a requirement that a company be able 10 recover its costs,
competition notwithstanding, by charging its customers at prices established by its regulators. This decision
to discontinue the application of SFAS No. 71 was based on the belief that competition, market conditions
and technological advances. more than prices established by regulators, will determine the future cost
recovery by U S WEST Communications. As a result of this change, the remaining asset lives of US WEST
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Communications' telephone plant were shortened to more closely reflect the useful (econcmic) lives of such
plant. U S WEST Communications' accounting and reporting for regulatory purposes were not affected by
the change.

During 1993, U S WEST Communications refinanced long-term debt issues aggregating $2.7 billion in
principal amount. These refinancings allowed U S WEST Communications to take advantage of favorable
interest rates. Extraordinary costs associaced with the redemy ‘ions reduced 1993 income by $77 (after tax).

Media Group

During 1994, income from continuing operations decreased 19 percent, to $130, excluding the effects of
the one-time items described in Note 2 to the table above. The decline in income is primarily a result of
increased start-up losses associated with international businesses, partially offset by income growth in
domestic wircless operations attributable to rapid growth in customer demand.

During 1993, the Board approved a plan to dispose of the capital assets segment, which includes
activities related to financial services, financial guarantee insurance operations and real estate. Until
January |, 1995, the capital assets scgment was accounted for as discontinued operations in accordance with
Accounting Principles Board Opinion No. 30, which provides for the reporting of the operating results of
discontinued operations separately from continuing operations. The Company recorded a provision of $100
(after tax) for the estimated loss on disposal of the discontinued operations and an additional provision of
$20 to reflect the cumulative effect on deferred taxes of the 1993 federally mandated increase in income tax
rates. Income from discontinued operations prior to June 1, 1993, was $38, net of $15 in income taxes.
Income from discontinued operations subsequent to June 1, 1993, is being deferred and was included within
the provision for loss on disposal of the capital assels segment.

Sales and Cther Revenues
An analysis of the change in U § WEST's consolidated sales and other revenues follows:

lacrease
{Decrease)
1994 1993 S Y
Communications Group........coiveiiiieiinnnnsns $9,176 § 8870 5306 34
Madi:Group i e i et e e s 1,908 1,549 359 232
Intergroup eliminations .. .. ....................0... (131) (125) _ (6) (4.8)
EEL 5 s e O e e e e e T S 510,953 510,294 5659 64
Communications Group Operating Revenues
An analysis of changes in the Communications Group's revenues follows:
lacresse
Price | ) Secrenm)
1994 199} Chasges m Demand  Other L 5
Local service . . ... .. 4087 3829 1) 130 5216 $ 4 528 a8l
Interstate acoess . .. ....... AT R & 1,147 (1%5) 15) 148 (E1] [ Fo 5.7
lotrastate access . . ... ...... R 7+ 682 (10} 14) 51 10 47 89
Long-distance network . . .. .......... .., 1329 1,442 (8) 1 (43) 63y (LY (08
Total Communications Group . . .. .. ..., $9.17% 34870 5(45) E.! ﬁ E} § Job _.L:

In 1994, local service revenues increased principally as a result of higher demand for services. Reported
access lines increased by 3.6 percent. Excluding the sale of approximately 60.000 rural telephone access lines
dunng 1994, access line growth was 4.0 percent.
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Higher revenues from interstate access services were primarily attributable to an increase of 7.8 percent
in interstate billed access minutes of use, which more than offset the effects of price decreases. Intrastate
access charges increased primarily as a result of higher demand, including demand for private line services.

Long-distance revenues decreased principally due to the effects of the MTCPs implemented in Oregon
and Washington. The 1994 impact was a loss of $68 in lone-distance revenues, partially offset by a decrease of
$48 in other operating expenses ard an increase of $10 in intrastate access revenue. These regulatory
arrangements decreased net income by approximately $6 in 1994,

During 1994, revenues from other services increased due to higher revenue from billing and collection
services and increased market penetration of new service offerings. Partially offsetting the increase in other
services revenues was the 1993 sale of telephone equipment distribution operations, completion of large
telephone network installation contracts and lower revenue from customer premises equipment
installations.

Media Group Sales and Other Revenues
An analysis of the Media Group's sales and other revenues follows:

Increase
{Decrense)
1994 1992 ] _‘_t_
Directory and information services:
[T L= =3P § 997 § %49 S 48 S.1
Intemational . ... ocvvnenssnvcoannnsosnssnesass 78 7 | _

.07 * 9% 119 124
Wireless communications:

ColRIRr BEIVIOE . o civui wem i s iiom eivsin 65 ee s n e wnm 633 443 190 429
Cellular equipment . .....cviiuvuroninnrsrsining 120 ° 63 57 905
Pagingsalesandservice ! ..............coviinnn. 28 55 (27) (49.1)
781 0 S61 0 392

Cable and telecommunications . . . ... ... ov e aaas 18 - 18 -
L T T e B G WA B R A e N T e M 32 2 6.2
Total Media Group . .. cvveninnnesioinosssancnanoss $1,908 51,549 EEE 23.2

! The Company’s pagng business was sold in June 1994, Results reflect operations for the six months ending June 30, 1954

During 1994, Media Group sales and other revenues increased 25 percent to $1,862, excluding the effect
of the 1994 Atlanta Systems acquisition and paging sale. The increase was primarily due to strong growth in
cellular service revenue.

Directory and Informarion Services Revenues related 10 Yellow Pages directory advertising increased
approximately $59, or 6.5 percent, due primarily to pricing. Product enhancements and the effect of
improved marketing programs on business volume also contributed to the increase in revenues. Non-Yellow
Pages revenues increased $11, including $7 related to new products. Partially offsetting these increases was
the absence of revenues related to certain publishing, software development and marketing operations that
were sold, which reduced revenues by $22.

The increase in international directory publishing revenue is attributable to U § WEST's May 1994
purchase of Thomson Directories.
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Wireless Communications Cellular service revenues increased 43 percent, to 5633 in 1994, due to a
61 percent increase in subscribers (with 24 percent of the additions occurring in December), partially offset
by an 8 percent drop in average revenue per subscriber to $70.00 per month.

C:I-.[u:nlu equipment revenues increased 9 percent, to 5120 in 1994, primarily due to an 83 percent
incrm_tse in gross customer additions, with a higher percentage of those customers purchasing equipment
than in 1993. This increase was partially offset by a 13 percent decline in the average selling price of wireless
phones.

Cable and Telecommunications Domestic cable and telecommunications revenues reflect the Decem-
ber 1994 acquisition of the Atlanta Systems.

Costs and Expenses
lacrease
(Decrease)
R U R T
Employee-related expenses. . . ........covvvunuuann. §3,779 53584 § 195 5.4
Other operating expenses . . . ...........cooueenen... 2203 2065 138 6.7
Taxes other than income taxes ..................... 412 417 (5) (1.2)
Depreciation and amortization . . .......ouvenn.. 2052 1,955 97 50
Restructuring charge ... ....ovvvuveiinssacsersans — 1000  (1,000) —
[DIETREL BRPERBE . v oo e viowansessononssesssniis 442 439 307
Equirty losses in unconsolidated ventures .. .. .......... 121 74 47 635
Other income (expense) —net ............... s 25 (15) 0 —

A reduction in the pension credit of approximately $80 contributed to the increase in employee-related
expenses. Actuarial assumptions, which include decreases in the discount rate and the expected long-term
rate of return on plan assets, contributed to the pension credit reduction. Approximately $150 for overtime
payments, contract labor and basic salaries and wages, all related (o the implementation of the Restructuring
Plan at U § WEST Communications, also contributed to the increase. Additionally, employee-related -
expenses at the Company’s publishing operations increased in connection with new product initiatives.
Partially offsetting these increases were the effects of employees leaving the Company under the Restructur-
ing Plan, lower health-care benefit costs, including a reduction in the accrual for postretirement benefits, and
lower incentive compensation payments to employees.

Selling and other operating costs related to growth in the cellular subscriber base increased other
operating expenses by approximately $166 in 1994, Partially offsetting this increase was a $48 decrease in
access expense related to the effects of the multiple toll carrier plan arrangements.

The increase in depreciation and amortization expense was primarily a result of a higher depreciable
asset base and increased rates of depreciation at U § WEST Communications.

Interest expense in 1994 was essentially unchanged from 1993, Incremental financing costs associated
with the September 1993 TWE investment were offset by the effects of refinancing debt at lower rates in
1993 at U § WEST Communications, and a reclassification of capitalized intrrest in 1994, Since the
disconunuance of SFAS No. 71, interest capitalized as a component of tclephone plant construction is
recorded as an offset against interest expense rather than to other income (expense), U S WEST's average
borrowing cost decreased to 6.6 percent in 1994, from 6.7 percent in 1993.

Equirty losses in unconsolidated ventures increased over 1993, primarily due 1o start-up costs related 1o
the build out of TeleWest's network and costs related to the expansion of the customer base at One 2 One.
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Other income increased over 1993 primarily due to an increase in the management fee associated with
the Company’s TWE investment and a gain on the sale of certain publishing operations, partiauly offset by
the reclassification of capitalized interest o interest expense.

Provision for Income Taxes
1994 1 [ncrease

Provision [or inCOmMEe LRXES .. ......ccooeenesonnassessnnnsss $857 5269 $588
BtV B TRIE & o s e i S e T R R s 375% Jo.l% —

The increase in the effective tax rate resulted primarily from the effects of discontinuing SFAS No. 71,
an increase in 1994 income before income taxes and the 1993 restructuring charge, partially offset by the
cumulative effect on deferred income taxes of the 1993 federally mandated increase in income tax rates.

Liquidity and Capital Resources — Three Years Ended December 31, 1995
Operating Activities

Cash provided by operations increased $173 in 1995. Business growth in the Communications Group
and the cellular business, and the acquisition of the Atlanta Systems contributed to the increase in cash
provided by operations. This increase was partially offset by increases in Restructuring Plan expenditures
and higher income tax and interest payments, including approximately $60 related to the partial sale of the
Company's joint venture interest in TeleWest.

Cash from operations in 1994 remained relatively flat compared with 1993, Business growth and a
decrease in the cash funding for postretirement benefits was offset by increased Restructuring Plan
payments.

Investing Activinies

Total capital expenditures were 53,140 in 1995, $2,820 in 1994 and $2,441 in 1993. The 1995 capital
expenditures exceeded the 1994 and 1993 levels due to the Communications Group's efforts to improve
customer service (including reductions in held orders) and to accommodate additional line capability. in
several states, and the enhancement and expansion of the cellular network. In 1996, capital expenditures are
expected to approximate $3.1 billion. Included in the 1996 capital expenditures estimate are costs to enter
new markets as allowed under the Telecommunications Act of 1996, upgrade the Atlanta Systems and
expand the cellular network.

The Company received cash proceeds of $214 and $93 in 1995 and 1994, respectively, for the sales of
certain rural telephone exchanges. Since implementing its rural telephone exchange sales program, the
Company has sold approximately 155,000 access lines. Planned sales of rural exchanges for 1996 and beyond
aggregate approximately 180,000 lines.

Investing activities of the Company also include equity investments in international ventures. In 1995,
the Company invested $681 in international ventures, primarily investments in Malaysia, the Netherlands,
the Czech Republic and the United Kingdom. The Company invested approximately $444 in developing
international businesses in 1994, including the acquisition of Thomson Directories. The Company antici-
pates that investments in international ventures will approximate $400 in 1996. This includes investments for
recently awarded licenses to provide cellular service using digital technology in India rnd Poland. At
December 31, 1995, U S WEST guaranteed debt in the principal amount of approximately $140 related to
international ventures.

[n March 1995, PCS PrimeCo was awarded PCS licenses in 11 markets. The Company's share of the cost
of the licenses was approximately $268, all of which was funded in 1995, Under the PCS PrimeCo partnership
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agreement, U S WEST is required to fund approximately 24 percent of PCS PrimeCo's operating and capital
costs, including licensing costs. U S WEST anticipates that its total funding obligations to PCS PrimeCo
during the next three years will be approximately $400.

In 1994, the Company received cash proczeds of $143 from the sale of its paging opera.ons. [ 1993,
cash proceeds of $30 were received from the sale of certain nonstrategic lines of business. The Company did
not receive cash from the 1994 partial sale of its joint venture interest in TeleWest or from the 1995 merger.
All proceeds from the 1994 sale have been used by TeleWest for general business purposes, including
financing both construction and operations, and repaying debt.

Or February 27, 1996, U S West announced a definitive agreement to merge with Continental.
Continental, the nation’s third-largest cable operator, serves 4.2 million domestic customers, passes more
than seven million domestic homes and ho'ds significant other domestic and international properties.
U S WEST will purchase all of Continental’s stock for approximately $5.3 billion and will assume Continen-
tal’s debt and other obligations, which amount to approximately $5.5 billion. Consideration for the §5.3 bil-
lion in equity will consist of approximately $1 billion in U S WEST preferred stock, convertible to Media
Stock; and, at U S WEST's option, between $1 billion and §1.5 billion in cash, and $2.8 billion to $3.3 hillion
in shares of Media Stock. The transaction, which is expected 1o close in the fourth quarter of 1996, is subject
to a number of conditions and approvals, including approvals from Continental sharcholders and local
franchising and government authorities.

Fi D Acoivia

During 1995, debt increased $917 primarily due to the increase in capital expenditures, new investments
in international ventures, cash funding of the PCS licenses and a reclassification of debt from net investment
in assets held for sale.

During fourth-quarter 1995, U S WEST issued $130 of exchangeable notes, or Debt Exchangeable for
Common Stock ("DECS"), due December 15, 1998. Upon maturity, each DECS will be mandatorily
exchanged by U S WEST for shares of Enhance Financial Services Group, Inc. (“Enhance™) or, at
U S WEST's option, redeemed at the cash equivalent. The capital assets segment currently holds approx-
mately 31.5 percent of the outstanding Enhance common stock.

These increases in debt were partially offset by reductions of debt related to the investment in TWE and
a refinancing of commercial paper by issuing Company-obligated mandatorily redeemable preferred secun-
ties of a subsidiary trust holding solely Company-guaranteed debentures (“Preferred Securities™),
U S WEST issued $600 of Preferred Securities in 1995, The payment of interest and redemption amounts to
holders of the securities are fully and unconditionally guaranteed by U § WEST

During 1995, U § WEST refinanced $2.6 billion of commercial paper to take advantage of favorable
long-term interest rates. In addition to the commercial paper, U § WEST Communications refinanced
$145 of long-term debt. In 1993, U S WEST Communications refinanced $2.7 billion of long-term debu.
Expenses associated with the refinancing of long-term debt resulted in extraordinary after-tax charges to
income of 38 and $77, net of tax benefits of $5 and $48 in 1995 and 1993, respectively.

Debt increased $739 in 1994, primarily due to the December 1994 acquisition of the Atlanta Systems,
pantially offset by reductions in debt related to the investment in TWE. The cash investment related 10 the
acquisition of the Atlanta Systems was $745, obtained through short-term borrowing.

Excluding debt nssociated with the capital assets segment, the Company's percentage of debt to total
capital at December 31, 1955, was 50.7 percent compared with 51.6 percent at December 31, 1994 and
55.1 percent at December 31, 1993. Including debt associated with the capital assets segment, Preferred
Securities and other preferred stock. the Company's percentage of debt to total capital was 56.4 percent at
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December 31, 1995, 55.7 percent at December 31, 1994 and 39.7 percent at December 31, 1993, The
decrease in the 1994 percentage of debt to total capital is primarily attributable (o higher net income and the
effects of an increase in common shares outstanding.

U S WEST maintains a commercial paper program to finance short-term cash flow requirements as well
as to maintain a presence in the short-term debt market. In addition, U S WEST maintains lines of credit
aggregating approximately $1.9 billion, all of which was available at December 31, 1995, Under registration
statements filed with the SEC, as of December 31, 1995, U S WEST is permitted to issue up to approximarely
$1.5 billion of new debt securities.

Debt related to discontinued operations decreased 3487 in 1995 and 5213 in 1994, Cash to the capital
assets segment of $101 in 1994 primarily reflects the payment of debt, net of $154 in proceeds f-om the sale
of 8.1 million shares of Financial Security Assurance Holdings, Ltd. (“FSA"), an investment of the capital
assets segment. For financial reporting purposes debt of the capital assets segment is netted against the
related assets. See Consolidated Financial Statements — Note 20: Net Investment in Assets Held for Sale.

In connection with U S WEST s February 27, 1996 announcement of a planned merger with Continen-
tal, U S WEST, Inc.'s credit rating is being reviewed by credit rating agencies, which may result in a
downgrading. The credit rating of U S WEST Communications was not placed under review by Moody's, has
been reaffirmed by Duff and Phelps, and is under review by Fitch and Standard & Poors.

Subsequent to the acquisition of the Atlanta Systems (5¢c Note 4 to the Consolidated Financial
Statements) the Company announced its intention to purchase U S WEST common shares in the open
market up 1o an amount equal to those issued in conjunction with the acquisition, subject 10 market
conditions. In first-quarter 1995, the Company purchased 1,704,700 shares of U 5 WEST common stock at
an average price per share of $37.02, In December 1994, the Company purchased 550,400 shares of
U S WEST common stock at an average price per share of $36.30.

Ruk Management

The Company is exposed to market risks arising from changes in interest rates and {oreign exchange
rates. Derivative financial instruments are used to manage these risks. U 5 WEST does not use denvative
financial instruments for trading purposes.

Inrerest Rate Risk Management

The objective of the interest rate risk management program is to minimize the total cost of debt.
Interest rate swaps are used to adjust the ratio of fixed- to variable-rate debt. The market value of the debt
portfolio, including the interest rate swaps, is monitored and compared with predetermined benchmarks to
evaluate the effectiveness of the risk management program.

Notional amounts of interest rate swaps outstanding were $1.6 billion at December 31, 1995 and 1994,
with various maturities extending to 2004, The estimated effect of interest rate derivative transactions was to
adjust the level of fixed-rate debt from 88 percent to 94 percent of the total debt portfolio at December 31,
1995, and from 73 percent to 82 percent of the total debt portfolio at December 31, 1994 (including debt
associated with the capital assets segment).

[n conjunction with the 1993 debt refinancing, the Company executed forward contracts to sell US.
Treasury bonds to lock in the U. S. Treasury rate component of $1.5 billion of the future debt issue. At
December 31, 1995, deferred credits of $8 and deferred charges of 351 on closed forward contracts are
included as part of the carrying value of the underlying debt. The deferred credits and charges are being
recognized as a yielu adjustment over the life of the debt, which matures at varicus dates througi, 2043. The
net deferred charge is directly offset by the lower coupon rate achieved on the new debt.
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Foreign Exchange Risk Management

U S WEST has entered into forward and option contracts 1o manage the market risks associated with
fluctuations in foreign exchange rates after consideration of offsetting foreign EXpOSUres among interna-
tional operations. The use of forward and option contracts allow U S WEST 10 fix or cap the cost of firm
foreign investment commitments in countries with {reely convertible currencies. The market values of the
foreign exchange positions, including the hedging instruments, are continuously monitored and compared
with predetermined levels of acceprable risx.

Notional amounts of foreign exchange forward and option contracts outstanding were $456 and $170 as
of December 31, 1995 and 1994, respectively, with maturities of one year or less. These contracts were
primarily for the purchase of Dutch guilders and British pounds in 1995 and British pounds in 1994,

The Company had foreign exchange risks associated with a Dutch guilder-denominated payable in the
translated principal amount of 5216 at December 31, 1995, and British pound-denominated receivables in
the translated principal amounts of $139 and $48 at December 31, 1995 and 1994, respectively, of which
$63 and 548 of these respective balances are with a wholly owned subsidiary. These positions were he dgedn
1995.

Disposition of the Capital Assets Segment

U S WEST announced a plan of disposition of the capital assets segment in June 1993 See the
Consolidated Financial Statements — Note 20: Net Investment in Assets Held for Sale. In December 1993,
U'S WEST sold $2.0 billion of finance receivables and the business of U S WEST Financial Services, Inc. 1o
NationsBank Corporation. Proceeds from the sale of $2.1 billion were used to repay related debt.

During 1994, U S WEST reduced its ownership interest in FSA, a member of the capital assets segment,
10 60.9 percent and its voting interest to 49.8 percent through a series of transactions. In May and June 1994,
U S WEST sold 8.1 million shares of FSA common stock and received $154 in net proceeds from the public
offering. In December 1995, FSA merged with Capital Guaranty Corporation for shares of FSA and cash of
5$51. The transaction was valued at approximately $203 and reduced U S WEST s ownership interest in FSA
to 50.3 percent and its voting interest 10 41.7 percent. U S WEST expects to monetize and ultimately reduce
its ownership in FSA through the issuance of Debt Exchangeable for Common Stock ("DECS") in 1996. At
maturity, cach DECS will be mandatorily exchanged by U S WEST for FSA common stock held by
U S WEST or, at U S WEST's oprion, redeemed at the cash equivalent.

On September 2, 1994, U 5 WEST issued to Fund American Enterprises Holdings Inc, (“FFC™) 50.000
shares of cumulative redeemable preferred stock for a total of $50. The shares are mandatorily redeemable
in year ten and, at the option of FFC, the preferred stock also can be redeemed for commaon shares of FSA.

U S WEST Real Estate, Inc. has sold various properties totaling 5120, 5327 and $66 in 1995, 1994 and
1993, respectively. The sales proceeds were in line with estimates. Proceeds from buiiding sales were
primarily used to repay related debt. U S WEST has completed construction of exsting buildings in the
commercial real estate portfolio and expects to substantially complete liquidation of this portfolio by 1998,
The remaining balance of assets subject to sale is approximately $490, net of reserves, as of December 31,

1995.
Competitive and Regulatory Environment

The Telecommunicarions Act of 1996

On February 1. 1996, the House and Senate approved the Telecommunications Act of 1996 (the 1996
Act™) which is intended to promote competition between local telephone companies. long-distance carriers
and cable television operators. The 1996 Act was signed into law on February 8. 1996, and replaces the
antitrust consent decree that broke up the “Beli System™ in 1984. A major provision of the legislation
includes the preempuion of state regulations that govern competition by allowing local telephone companies,
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Coatinued)

long-distance carriers and cable television companies to enter each other’s lines of business. Consequently,
the Regional Bell Operating Companies (“RBOCs") are immediately permitted 10 offer wireline interLATA
toll services out of their regions. However, to participate in the interLATA long-distance market within their
regions, the RBOCs must first open their local networks to facilities-based competition by satisfying a
detailed checklist of requirements, ‘scluding requiremcats related to interconnection and number
portability.

Other key provisions of the 1996 Act: (1) eliminate most of the regulation of cable .2levision rates
within three years and eliminate the ban on cross-ownership between cable television and telephone
companies in small communities; (2) permit the RBOCs to develop new, competitive cable systems within
their regions and to acquire or build wireless cable systems; (3) provide partial relief from the ban against
manufacturing telecommunications equipment by the RBOCs; and (4) permit wircless operators 1o provide
interLATA toll service in and out of region without a separate subsidiary and to jointly market or resell
cellular service,

The FCC and state regulators have been given latitude in interpreting and overseeing the implementa.
tion of this legislation, including developing universal service funding policy. The extent and timing of future
competition, including the Communications Group's ability to offer in-region interLATA long-distance
services, will depend in part on the implementation guidelines determined by the FCC and state regulators,
and how quickly the Communications Group can satisfy requirements of the checklist. The Communications
Group estimates that fulfillment of the checklist requirements could occur in the majority of its states within
12 to 18 months.

The Communications Group

Markets served by the Communications Group, including markets for local, access and long-distance
services, are being impacted by the rapid technological and regulatory changes occurring within the telecom-
municaticns industry. Current and potential competitors include local telephene companies. interexchange
carmers, competitive access providers (“CAPs”), cable television companics and providers of personal
communications services (“PCS"). :

The Communications Group believes that competitors will initially target high-volume business cus-
tomers in densely populated urban areas. The resulting loss of local service customers will affect multiple
revenue streams and could have a matenal, adverse effect on the Communications Group's operations. The
resulting revenue losses, however, could be at least partially offset by the Communicztions Group's ability to
bundle local, long-distance and wireless services, and provide interconnection services.

The Communications Group's strategy is to offer integrated communications, entertainment, informa.
tion and transaction services over both wired and wireless networks to its customers primarily within it
Region. The key initiatives to support this strategy include five key elements:

* Providing superior customer service

* Building customer loyalty

* Enhancing network capability and capacity
* Expanding the product and service portfolio
* Ensuring a fair competitive environment

Strategic initiatives to attract and retain customers include: (1) enhancing existing services with prod-
ucts such as caller identification, call waiting and voice messaging; (2) aggressive expansion of daia services;
{3) pursuing opportunities to offer paging, wircless and cable television services; and (4) rapid entry into the

interLATA long-distance market.
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A market trial for a broadband network capable of providing voice, data and video services (o customers
commenced in the Omaha area in August 1995. The Communications Group does not intend 10 expand this
service offering beyond the Omaha area because of service cost and pricing issues. The Communications
Group does plan to continue to provide the system that delivers basic, premium and pay-per-view video
services in the Omaha area. The Communications Grorp is evaluating the relative costs of alternative video
technologies, as well as the near-term feasibility of interactuve services. To satisfy anticipated demand for
combined video and telephony services on a cost-effective basis, the Communications Group’s strategy mav
include selective investments in wireless cable technologies. '

The Communications Group is subject to varying degrees of federal and state regulation. The Commu-
nications Group's regulatory strategy includes working to:

* Achieve accelerated capital recovery;

* Reprice local services to cover costs and ensure these services are subsidy free, while lowering
toll and access rates (o meet competition; and

* Ensure that the new rules associated with the Telecommunications Act of 1996 concerning the
unbundling of interconnection. resale of services and universal service do not advantage one
competitor over another.

The Communications Group is currently working with state regulators to gain approval of these
initiatives.
The Media Group

The Media Group's strategy is based on the belief that communication and commerce are migrating
from other mediums to electronic nerworks. Over time, this global phenomenon will result in nerworks
replacing traditional distribution channels. To meet the needs of this growing market, the Media Group
provides local connections and then integrates market-based service offerings to meet the needs of end
users. The Media Group executes this strategy through three lines of business — cable and telecommunica-
tions, wireless and directory and information services — in selected high-growth markets worldwide.

Cable and Telecommunications The 1996 Act will enable the Media Group to provide “cne-stop
shopping™ for voice, video and data services, a key objective of the Media Group. The Media Group is
currently in the process of negotiating reasonable and nondiscriminatory local interconnection rates, terms
and conditions with BellSouth and is planning on entering the local exchange market, through the Atlanta
Systems, on a competitive basis by the end of 1996.

The Atlanta Systems generally compete for viewer attention with programming from a varicty of
sources, including the direct reception of broadcast television signals by the viewer's own antenna. satellite
master antenna service and direct broadcast satellite services. Cable television systems are also in competi-
tion for both viewers and advertising in varying degrees with other communications and entertainment
media. Such competition may increase with the development and growth of new technologies.

The 1996 Act has amended certain aspects of the Cable Television Consumer Protection and Competi-
tion Act of 1992 (“the 1992 Cable Act”™). Under the 1996 Act, cable rates are deregulated effective March 31,
1999, or earlier if competition exists. [n addition, the provisions of the 1996 Act simplify th= process of filing
rate complaints, relax uniform rate requirements and subscriber notice provisions, expand the definition of
effective competition and eliminate certain restrictions on the sale of cable systems. Current program access
restrictions applying to cable operators are extended to common carriers by the 1996 Act. The 1996 Act also
climinates certain cross-ownership restrictions berween cable operators. broadcasters and multichannel,
multipoint distribution system operators.

B-24




U S WEST, INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Coatinued)

Cable televisior systems are also subject to local regulation. typically imposed through the franchising
process. Local officials may be involved in the initial franchise selection, system design and construction,
safety, rate regulation, customer service standards, billing practices, communiry-related programm.ing and
services, franchise renewal and imposition of franchisc fees.

Iu_ !995, the C_te_or':il legislature removed the legal prohibition on local telephone competition by
authorizing competition in local telephone exchange service The Media Group has received certification
from the Georgia Public Service Commission to provide local switched and nonswitched telephone service in
Georgia and, with the passage of the 1996 Act, certain long-distance services.

Wireless Communications There are two competitive cellular licenses in each market. Competition is
based on the price of cellular service, the quality of the service and the size of the geographic area served.
The development of PCS services will increase the number of competitors and the level of competition. The
Media Group is unable to estimate the impact of the availability of PCS services on its cellular operations,
though it could be significant.

The wireless operations are subject to regulation by federal and some state and local authorities. The
construction and transfer of cellular systems in the United States are regulated by the FCC pursuant to the
Communications Act of 1934, The FCC regulates construction and operation of cellular systems and
licensing and technical standards for the provision of cellular telephone service. Pursuant to Congress' 1993
Omnibus Budget Reconciliation Act, the FCC adopted rules preempting state and local governments from
regulating wireless entry and most rates.

The passage of the 1996 Act climinates long-distance restrictions imposed by the Moedified Final
Judgment (“MFJ"). As a result, the Media Group, including its wircless pariners, are now able to offer
integrated local and long-distance services (o its wireless cusitomers. The 1996 Act also permits the Media
Group to enter into activities related to the manufacture of telecommunications equipment.

Directory and Information Services The Media Group may face emerging competition in the provision
of interactive services from cable and entertainment companies, on-line services and other information
providers. Directory listings are beginning to be offered via electronic databases through telephone company
and third party networks. As such offerings expand and are enhanced through interactivity and other
features, the Media Group may experience heightened competition in its directory publishing businesses.
With the passage of the 1996 Act, the Media Group will be able to provide cerain information services
across LATA boundaries. The Media Group will continue to expand its core products and deszlop and
package new information products to meet its customers' needs.

Other Issues

The Communications Group’s interstate services have been subject to price cap regulation since
January 1991, Price caps are an alternative form of regulation designed to limit prices rather than profits.
However, the FCC's price cap plan includes sharing of camnings in excess of authorized levels. In
March 1995, the FCC issued an interim order on price cap regulation. The price cap index for most services
is annually adjusted for inflation, productivity level and exogenous costs, and has resulted in reduced access
prices paid by interexchange carriers to local telephone companies. The interim order also provides for three
productivity options, including a no-sharing option, and for increased flexibility for adjusting prices down-
ward in response to competition. [n 1995, the Communications Group selected the lowest productiviry
option, while pricr to this interim order, the Communications Group used an optional higher productivity
factor in determining its prices. Consequently, the Communications Group expects the order to have no
significant near-lerm impact.

There are pending regulatory actions in local regulatory jurisdictions that call for price decreases,
refunds or both. In one such instance, the Utah Supreme Court has remanded a Utah Public Service
Commission (*PSC") order to the PSC flor reconsideration, thereby establishing two eaceptions to the
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rule against retroactive ratemaking: 1) unforeseen and extraordinary events, and 2) misconduct. The PSC's
initial order denied a refund request from interexchange carmiers and other parties related to the Tax Reform
Act of 1986. This action is still in tl.e discovery process If a formal filing — made in accordance with the
remand from the Supreme Court — alleges that the exceptions apply, the range of possible risk is $0 to $150

On September 22, 1995, U S WEST filed a lawsuit in Delaware Chancery Court to enjoin the proposed
merger of Time Warner and Turner Broadcasting. U S WEST has alleged breaches of contract and fiduciary
duties by Time Warner in connection with this proposed merger. Time Wamer filed a countersuit agains:
U S WEST on October 11, 1995, alleging misrepresentation, breach of contract and other misconduct on the
part of U S WEST. Time Wamner’s countersuit seeks a reformation of the Time Wamer Eatertainment
partnership agreement, an order that enjoins U S WEST from breaching the partnership agreement, and
unspecified compensatory damages. U'S WEST has denied each of the claims in Time Wamner's countersuit,
The trial for this action concluded on March 22, 1996. A ruling by the Delaware Chancery Court is expected
in June 1996.

On October 2, 1995, union members approved a new three-year contract with U S WEST, The contract
provides for salary increases of 10.6 percent over three years effeciive January 1 of each year. The contrac:
also provides employees with a lump sum payment of 51.500 in lieu of wage increases becoming effective in
August of each year. This lump sum payment is being recognized over the life of the coniract. The agreement
covers approximately 30,000 Communications Workers of America ("CWA”) members who work for the
Communications Group.

On October 15, 1995, U § WEST Direct and the CWA reached a tentative agreement on their coatract,
subject to ratification by the CWA membership. This contract would provide for salary increases of 10.5 per-
cent over three years and provides employees with a lump sum payment of $850.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareowners of U S WEST, Inc.:

We have audited the Consolidated Balance Sheets of U S WEST, Inc. as of December 31, 1995 and
1994, and the related Consolidated Statements of Operations and Cash Flows for each of the three years in
the period ended December 31, 1995. These financial statements are the responsibility of the Company’s
management. Our responsibility is to expre<s an opinion on thr ¢ financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
stalements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly, in all material respects, the
consolidated financial position of U S WEST. Inc. as of December 31, 1995 and 1994, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 1995,
in conformity with generally accepted accounung principles.

As discussed in Note 8 10 the Consolidated Financial Statements, the Company discontinued account-
ing for the operations of U § WEST Communications, Inc. in accordance with Statement of Financial
Accounting Standards No. 71, “Accounting for the Effects of Certain Types of Regulation,” in 1993.

Coorers & Lysrano LLP.

Denver, Colorado
February 12, 1996, except for Note 4, paragraph 3, as to which
the date is February 27, 1996
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REPORT OF MANAGEMENT

The Consalidated Financial Statements of U § WEST have been prepared in conformity with gene rally
accepted accounting principles applied on a consistent basis. The integrity and objectivity of information in
these financial statements, including estimates and judgments, are the responsibility of management, as is all
other financial information included in this report.

U S WEST maintains a system of internal accounting controls designed 10 provide a reasonable
assurance as 1o the integrity and reliability of financial statements, the safeguarding of assets and the

Limitations exist in any system of internal accounting controls based on the recognition that the cost of
the system should not exceed the benefits derived. U S WEST belicves that the Company’s system provides
reasonable assurance that transactions are executed in accordance with management's general or specific
authorizations and is adequate to accomplish the stated objectives.

The independent certified public accountants, whose report is included herein, are engaged 1o express
an opinion on our Consolidated Financial Statements, Their opinion is based on procedures performed in
accordance with generally accepted auditing standards, including examining, on a test basis, evidence
supporting the amounts and disclosures in the Consolidated Financial Statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial state.
ment presentation,

In an attempt to assure objectivity, the financial information contained in this report is subject (o review
by the Audit Committee of the board of directors. The Audit Committee is composed of outside directors
who meet regularly with management. internal auditors and independent auditors to review financial
reporting matters, the scope of audit activities and the resolution of audit findings.

Richard D. McCormick
Chairman and Chief Executive Officer

James T. Anderson
Acting Executive Vice President
and Chief Financial Officer

February 12, 1996
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U 5§ WEST, INC.

CONSOLIDATED SVATEMENTS OF OPERATIONS

Sales and other revenues ... ........... ..

Operating expenses:

Employee-related expenses ..................c00 viiimnnnnns

Other operating expenses .....

Taxes other than income taxes .. ... .............couuuro ...

RESUUCIUIING CRRIRE . o y-o u 0w s 57ms i mim i s e e S a0 e D0

IOCCTRSE BRPERSE - . uo vio vivio 5 wos aaials i 537 b5 T G i
Equiry losses in unconsolidated veatures . .. .. ... ................

Gains on asset sales;

Merger and parual sale of joint venture interest ... ... ...,

Rural telephone exchanges . . ... .. ..
Pagingassets ....................

Guaranteed minority interest expense
Other income (expense) —net . .............. .ooun...

Income from continuing operations before income taxes and

exXtraordinary MY . o vvuivaronsinnensioennenenass

Income from continuing operations before extraordinary items . .. .. ..

Discontinued operations:
Estimated loss from June 1, 1993 through disposal. net of tax

Income tax ratechange . .. ..ottt

Income. net of tax (to June 1, 1993) . .............. ..

Income before extraordinary items ... ... ..
Extraordinary items:
Disconunuance of SFAS No. 71, netoftax . ......... ..

Early extinguishment of debt, netof tax ... . ................

NET INCOME (LOSS) . ...ovveieeonn SN

Dividends on preferred stock . ........ .. R R h

EARNINGS (LOSS) AVAILABLE FOR COMMON STOCK . ...

Year Ended December 1],

18 1§, 0] 19
Dollar in millioas
S11,746 $10953 $10,294
4,07 3o 3584
233 2.3 2065

416 412 417
1291 2082 1,955
— — 1,000
9,101 8445 9.021
2.645 2507 1,273

7 442 439

207 121 74

137 164 -

136 82 —
- 68 AT

1" -— —
(16) 25 {15)
2.154 2,28 745
, 828 7 269
1.329 1,426 476
-— - (100)
—— _— (20)
—_ —_ k!
1,329 1,426 394
- - (3,123)

(12) — (71

$ L1317 S 1,426 $(2.808)
3 — -
5 1314 5 1426 $(2.808)




U § WEST, INC.

CONSQLIDATED STATEMENTS OF OPERATIONS (Coatinued)

PRO FORMA COMMUNICATIONS GROUP EARNINGS PER
COMMON SHARE:

Income before extraordinary {l€M .. .. oo vsarnerrrannronns

Extraordinary item — early extinguishment of debt . . .........
PRO FORMA COMMUNICATIONS GROUP EARNINGS PER

COMMONSHARE .........covvnmenmorannmrnonnnsnns

PRO FORMA COMMUNICATIONS GROUP AVERAGE

COMMON SHARESOQUTSTANDING . ... .....ovnvninnnn o

PRO FORMA MEDIA GROUP EARNINGS PER COMMON
SHARE:
Income before extraordinary item ... ... .o oo s n e
Extraordinary item — early extinguishment of debt . . .........

PRO FORMA MEDIA GROUP EARNINGS PER COMMON

BEHARE v vo vswss s s s e naenses sasmomesees e

PRO FORMA MEDIA GROUP AVERAGE COMMON SHARES

OUTSTANDING .....0c0vviiomrsansnsasssivasnenarars

U S WEST, INC. EARNINGS (LOSS) PER COMMON SHARE:

Continuing operations available for common stock . . . . .........

Discontinued operations:

Estimated loss from June 1, 1993 through disposal . . ... ... it
Income tax rate change. .. ... v venrrrrsorsnarrsmaans

Income (to June 1,1993) . ... ........

Extraordinary items:
Discontinuance of SFAS No. T1. . . ..o
Early extinguishmentof debr. . ....... ... oo

U S WEST, INC. EARNINGS (LOSS) PER COMMON SHARE . .

U S WEST, INC. AVERAGE COMMON SHARES

DUTSTANDING . . ovveiiavesrsnalyiaadi dosd Sl e d s

Year Eaded December )1,

1994 1994 199

I.llhlu;i-l- (excepe per thare
amouni)

s 182
(0.02)

$ 250

470,716

$ 03X
(0.01)

§ 029

470549
— $ 314§ L13
— — (0.24)
— _— {0.04)
= = 0.09
_— — [7.45}
- — (0.18)
— § 3la %8 (6459)
- 453316 419365

The accompanying notes are an integral part of the Consolidated Financial Statements
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U § WEST, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cashand cash equivBlEntS . . .. .. ... cviruat i eransasatiiaiatiarian
Accounts and notes receivable, less allowance for

credit |osses of 588 and $62, respectively . .. . ... oo %
lnventories and supplies . .. ... .. ... iiiiiiiiiiiii s ii i
Dreferred LRX AEBED . o s v v b o ve e e vonesoisnsnssisdsnsioansrssssssas
Prepaid and other .......... e o T T a e
Total CUITEAL AEBELE . o o s v s v v s s s s ssssamnmssacsssmabassrsssassns
Property, plant and eqUIPMERT — DT ... ... ..o tuian it
[nvestment in Time Wamer Entertainment. .. ....... e AL e e s
Intangible ASEEES = MET ... cvoccrroniaianaiaaaisasaterasnaran e aas
Investments in international ventures . . .. ... ... oo e s o
Ner investment in assets held forsale ... ... ... . .. v iaaenaaaann .
CHNEr A358E8 . . cssaviccannsnss i P T ey R B
TOURL BEEETE » o v v e o s ss sms s ss o8 assonsnbneitonss

Current liabilities:

Short-termdebt .. ..... .. N s g N S T i

Accounts pavable . .. ... .. aaie a e e e B T s
EmMPpIOyee COMPENSALION . . . oo oot vessasiresacarsssinensonassss
Dividends paysble ......c.cvrraaraiiiae naranaiiriiiaiaaanton.
Current portion of RECHATEE . . v v v vmnnsssnnanns

CIBBE o5 % ao e s 5 SR FLB g AT m EETE i R # e e B AT
Total current liabilities . .. ... .. o0 S e SR

Long-term debt . . . . ia W A . ¢ aim R RS
Postretirement and other postemployment benefit obligations. . .. ... ...
Delerred inCOME LAXES . - .« ovvsvsvennnrssnsanannssss a e S e R R AT
Unamortized investment tax credits . . . ... oo e i e i e s e g i e
Deferred credits and other . .. . ... v oo ciasasiatararsananssnanranssests
Company-obligated mandatorily redeemable preferred secunties of subsidiary trust
hoiding solely Company-guaranteed debentures. . . ... ..o vnnnror e oo os
Preferred stock subject to mandatory redemption N S e T P s

Common shareowners' equiry:

Common shares — At 1231/95-Communications Stock- $0.01 per share par value,
2.000.000,000 authorized, 482,877,097 ssued and 473,635,025 cutstanding. Media
Stock — $0.01 per share par value, 2.000.000,000 authonized, 481556451 issucd and
372.314.379 outstanding. At 12731/94-U § WEST. Inc. no par, 2.000,000.000
authorzed, 476,880,420 issued and 469,343,048 outstanding . . .. ... - - -

Cumulative JEfICIL . .00 vvvescesvinrarotororananesasanass ;

LESOP guaraniee . ...........::- BRI AR s o L PR
Foreign currency translation adjustments ... ..........cooneianins s

Total common shareowners’ equity . ..... .. .. R —
Total liabilities and sharcowners equity . .. ... ... oo
Canugencies (See Note 19 to the Consolidated Financial Starements)

December 31,

1995 17
Dollar ia millieas
S 192 5 209
1.886 1,693
p g 189
282 352
2 35
2909 1766
14,677 13,997
2483 vy
1,798 1,858
1511 281
429 a2
1264 878

$25.071 S22
$ 1901 § 23537
97! G4
jas 87
bl 8 251
282 37
1.25% 1.278
5,082 6014
695 5101
2433 2502
1.0n 890
199 231
T 1.033

&0 -
5 51
823 8.056
(115) {458)
(127) (187)
138) (29)
7.548 7382
$25.0M r.:"n_l'?*_

The accompanying notes are an integral par of the Consalidated Financial Statements.
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U S WEST, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Eaded December 11,

1994 1994 1993
Dellars 'a millisas
OPERATING ACTIVITIES
Netincome (I08S) . ...... ... ... ... it SLIT 51426 $(1.306)
Adjustments (o net income (loss),
Discontinuance of SFAS No. 71 .. ... ... ....uuuionoeo — == k ek
Restructuning chasge ... ......... .. ... ..... ... . ... il - — 1.000
Depreciation and amortization ... .............0euurns .. 2291 2082 1,588
Gains on asset sales:
Merger and partial sale of joint venture interest. .. ............ Vi (157)  (164) e
Ruryl telephone exchanges. .. . . ............. ... (136) () —
Paging BEICIE o0 iiainimon s vioe nm marn s e au s e 4 S e e - (68) -
Equity losses in unconsolidated ventures. ... ...................... 07 121 74
Discontinued 0perations . ... .............000iiininnnnnn. . - — 82
Deferred income taxes and amortization of investment tax credits . . . .. 274 73 (225)
Changes in operating assets and liabilities:
Restructuring payments .. ................000ieennnnn.. el (334)  (289) (120)
Postretirement medical and life costs, net of cash fundings ..........., (24) (%) (I
Accounts and notes receivable .. ... ... ... ... L (169) (104) (90)
Inventories. suppliesandother . ................ .00 0. (79 (81) (56)
Accounts payable and accrued liabilities .. ... ................. ... 45 (4) 216
T R e e S e e Lk S A 185 72 169
Cash provided by operating activities . . .. ..................0....... 3420 247 3,200
INVESTING ACTIVITIES
Expenditures for property. plant and equipment . ... ...... . ....... .. .. (2.825) (2.603) (2427)
Investment in Time Warner Entertainment . .. .. .......... ........ . — — (1557
Investment in Atanta Systems .. .. ... ... ... ..., ... v — (745) —
Investments in international ventures .. ... ... ... ... {(681) (350) {220}
Proceeds from disposals of property, plant and equipment . . .. ... ........ _ 96 45
Proceeds from sale of paging assets ... ...................... sty — 143 -
OGO v L TS S e e ey e A {201) (119) (10)
Cash (used for) investing activities ........................... ... (3506) (3578) (4.179)
FINANCING ACTIVITIES
Net (repayments of) proceeds from issuance of short-termdebt . . ......... (1.281) 1,280 687
Proceeds from issuance of long-term debt . . ... .........c00uurinnnn.. 2,732 251 2.282
Repayments of longterm debt . .......... 00ttt ine s, (1.058B) (526) (2.949)
Proceeds from issuance of trust onginated preferred securities — net. . . .. . . 81 - —
Dividends paid on common stock ... ... .. b mcg mm MCske B B T A (929) (BB&) (812)
Proceeds from issuance of common stock .. .. .. .. ..., 87 364 1150
Proceeds from issuance of preferved stock .. .. .. .. .................. - 50 -
Purchases of treasury stock . ... ................. Ny NS {63) 20y —
Cash provided by financing activities .. ........................... a9 513 338
Casb (used for) provided by continuing operations . .................. (17} 182 (6<41)
Cash (to) from discontinued Operations .. ........................ — {101} 610
CASH AND CASH EQUIVALENTS
= T T (1 81 (31)
Beginning balance . . . . . . AT EEE ol e e w e A VA 209 128 159
Ending balance ......... W T R R R ey e A S . 5192 5 09 § 118

The accompanying notes are an integral part of the Consolidated Financial Statements.
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U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 1995, 1994 and 1993
{Dollars in millions, except per share amounts)

NOTE 1: RECAPITALIZATION PLAN

On October 31, 1995, the shareholders of U S WEST, Inc., a Colorado corporation (*IU § WEST
Colorado™), voted to approve a proposal (the “Recapitalization Plan™) adopted by the Board of Directors of
U 5 WEST, Inc. (the “Board") to reincorporate in Delav ire and create two classes of common stock that are
intended to reflect separately the performance of the communications and multimedia businesses. Under
the Recapitalization Plan, shareholders approved an Agreement and Plan of Merger between U § WEST
Colorado and U S WEST. Inc., a Delaware corporation (*U S WEST™ or “Company™), pursuant to which
U S WEST continues as the surviving corporation. In connection with the merger, the Certificate of
Incorporation of U 5 WEST has been amended and restated to designate two classes of common stock of
U 5 WEST, one class of which is authorized as U S WEST Communications Group Common Stock
(*Communications Stock™), and *1e other class which is authorized as U S WEST Media Group Common
Stock (“Media Stock™). Effective November 1, 1995, each share of common stock of U S WEST Colorado
was converted into one share cach of Communications Stock and Media Stock.

The Communications Stock and Media Stock provide shareholders with two distinct secunties that are
intended to reflect separately the communications businesses of U S WEST (the " Communications Group™)
and the multimedia businesses of U 5 WEST (the “Media Group™ and, together with the Communications
Group, the “Groups").

The Communications Group is comprised of U S WEST Communications, Inc. (*U S WEST Commu-
nications™), U § WEST Communications Services, Inc,, U § WEST Federal Services, Inc, U § WEST
Advanced Technologies, Inc. and U 5 WEST Business Resources, Inc. The Communications Group primar-
ily provides regulated communications services to more than 25 million residential and business customers
within a 14 state region.

The Media Group is comprised of U S WEST Marketing Resources Group, Inc., which publishes White
and Yellow Pages telephone directories, and provides directory and information services, U § WEST
NewVector Group, Inc., which provides communications and information products and services over wire-
less nerworks, U S WEST Multimedia Communications, Inc., which owns domestic cable television opera-
tions and investments, and U 5 WEST I[nternational Holdings, Inc., which primanly owns investments in
international cable and telecommunications, wireless communications and directory publishing operations

Dividends to be paid on Communications Stock are initially $0.535 per share per quaner. Dividends on
the Communications Stock will be paid at the discretion of the Board, based primanly on the financial
condition, results of operations and business requirements of the Communications Group and the Company
as a whole. With regard to the Media Stock, the Board currently intends to retain future earnings, if any, for
the development of the Media Group’s businesses and does not anticipate paying dividends on the Media
Stock in the foreseeable future,

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation The Consolidated Financial Statements include the accounts of U 5 WEST and

its majority-owned subsidiaries, except for the capital assets segment, which is held for sale. Ail significant
intercompany amounts and transactions have been eliminated. Investments in less than majority-owned

ventures are accounted for using the equity method.
Certain reclassifications within the Consolidated Financial Statements have been made to conform to
the current year presentation.
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U 5§ WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

In third-quarter 1993, U § WEST discontinued accounting for its regulated telephone operations,
U S WEST Communications, under Statement of Financial Accounting Standards (“SFAS™) No 71,
“Accounting for the Effects of Certain Types of Regulation.” (See Note 8 to the Consolidated Financial
Statements.)

Industry Segments U S WEST consists of two Groups — the Communications Group and the Media
Group. The Communications Group operates in one industry segment (communications and related ser-

communications, cable and telecommunications, and the capital assets segment, which is held for sale) as
defined in SFAS No. 14, “Financial Reporting for Segments of a Business Enterprise.”

Prior to January 1, 1995, the capital assets segment was accounted for as discontinued operations.
Effective January 1, 1995, the capital assets segment has been accounted for as a net investment in assets
held for sale, as discussed in Note 20 1o tne Consolidated Financial Statements.

Use of Estimates The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those
estimates.

Cash and Cash Equivalents Cash and cash equivalents include highly liquid investments with original
maturities of three months or less that are readily convertible into cash and are not subject to significant risk
from fluctuations in interest rates.

Invenionies and Supplies New and reusable materials of U § WEST Communications are carried at
average cost, except for significant individual items that are valued based on specific costs. Nonreusable
material is carried at its estimated salvage value. Inventories of all other U § WEST subsidiaries are carried
at the lower of cost or market on a first-in, first-out basis. ’

Property, Plant and Equipment The investment in property, plant and equipment is carried at cost, less
accumulated depreciation. Additions, replacements and substantial betterments are capitalized. Costs for
normal repair and maintenance of property, plant and equipment are expensed as incurred.

U S WEST Communications' provision for depreciation of property, plant and equipment is based on
various straight-line group methods using remaining useful (economic) lives based on industry-wide studies.
Prior to discontinuing SFAS No. 71, depreciation was based on lives specified by regulators. When the
depreciable property, plant and equipment of U § WEST Communications is retired or sold, the original
cost less the net salvage value is generally charged to accumulated depreciation.

The other subsidiaries of U S WEST provide for depreciation using the straight-line method. When
such depreciable property, plant and equipment is retired or sold, the resulting gaia or loss is included in
income,

Depreciation expense was $2,215, $2,029 and 51,941 in 1995, 1994 and 1993, respectively.

Interest related 1o qualifying construction projects, including construction projects of equiry method
investees, is capitalized and reflected as a reduction of interest expense. At U S WEST Communications,

prior to discontinuing SFAS No. 71, capitalized interest was included as an element of other income,
Amounts capitalized by U § WEST were $72, $44 and $20 in 1995, 1994 and 1993, respectively.

Intangible Assets  Intangible assets are recorded when the cost of acquired companies exceeds the fair
value of their tangible assets. The costs of identified intangible assets and goodwill ure amortized by the
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

straight-line method over periods ranging from five to forty years. These assets are evaluated, with other
related assets, for impairment using a discounted cash flow methodology. Amortization expense was $76, $23
and 514 in 1995, 1994 and 1992, respectively.

Foreign Currency Translation  Asscts and liabilities of _iternational investments are translated at year-
end exchange rates, and income statement items are translated at average exchange rates for the year.
Resulting translation adjustments are recorded as a separate component of equity. Gains and losses result-
ing from foreign currency transactions are included in

Revenue Recognition Local telephone service, cellular access and cable television revenues are gener-
ally billed monthly, in advance, and revenues are recognized the following month when services are
provided. Revenues derived from other telephone services, including exchange access, long-distance and
cellular airtime usage, are billed and recorded monthly as services are provided.

Directory advertising revenues and related directory costs of selling, composition, printing and distribu-
tion are generally deferred and recognized over the period during which directories are used, normally
12 months. For international operations, directory advertising revenues and related directory costs are
deferred and recognized upon publication. The balance of deferred directory costs included in prepaid and
other is 5247 and $234 a1 December 31, 1995 and 1994, respectively.

Financial Instruments  Netinterest received or paid on interest rate swaps is recognized over the life of
the swaps as an adjustment to interest expense. Foreign exchange contracts designated as hedges of firm
€quity investment commitments are carried at market value, with gains and losses recorded in equity until
sale of the investment. Forward contracts designated as hedges of foreign denominated loans are recorded at
market value, with gains and losses recorded in income.

Invesiments in Debt Securines Debt securities are classified as available for sale and are carried at fair
market value with unrealized gains and losses included in equity.

Computer Sofrware  The cost of computer software, whether purchased or developed internally, is
charged to expense with two exceptions. Initial operating systems software Is capitalized and amortized over
the life of the related hardware, and initial network applications software is capitalized and amortized over
three years. Subsequent upgrades to capitalized software are expensed. Capitalized computer software of
$190 and 5146 at December 31, 1995 and 1994, respectively, is recorded in property, plant and equipment.
The Company amortized capitalized computer software costs of $70, $62 and $37 in 1995, 1994 and 1993,
respectively.

Income Taxes The provision for income taxes consists of an amount {or taxes currently payable and an
amount for tax consequences deferred to future periods in accordance with SFAS No, 109. U S WEST
implemented SFAS No. 109, “Accounting for Income Taxes,” in 1993. Adoption of the new standard did not
have a material effect on the financial position or results of operations, primarily because of the Company's
carlier adoption of SFAS No. 96.

For financial statement purposes, investment tax credits of U § WEST Communications are being
amortized over the economic lives of the related property, plant and equipment in accordance with the
deferred method of accounting for such credits.

Eamings (Loss) Per Common Share  For 1995, earnings per common share for Communications Stock
and Media Stock are presented on a pro forma basis to reflect the two classes of stock as if they had been
outstanding since January 1, 1995. For periods prior to the recapitalization, the average common shares
outstanding are assumed 10 be equal to the average common shares outstanding for U'S WEST. For 1994 and
1993, earnings (loss) per common share are computed on the basis of the weighted average number of shares
of U'S WEST common stock outstanding during each year.
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U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

New Accounting Standards  In 1996, U S WEST will adopt SFAS No, 121, “Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of." SFAS No. 121 requires that long-
lived assets and associated intangibies be written down to fair value whenever an impairment review
indicates that the carrying value cannot be recovered on an undiscounted cash flow basis. SFAS No. 111 also
requires that a company no longer record depreciation expense on assets held for sale. U S WEST expects
that the adoption of SFAS No. 121 will not have a material effect on its financial position or results of
operations.

In 1996, U S WEST will adopt SFAS No. 173, “Accounting for Stock-Based Compensation.” This
standard establishes a fair value method for accounting for stock-based compensation plans either through
recognition or disclosure. U S WEST will adopt this standard through compliance with the disclosure
requirements set forth in SFAS No. 123. Adoption of the standard will have no impact on the financial
position or results of operations of U § WEST.

NOTE 3: INDUSTRY SEGMENTS

Industry segment data is presented for the consolidated operations of U S WEST. The Company’s
equity method investments and the capital assets segment, which is held for sale, are included in “Corporate
and other.”

The businesses comprising the Communications Group operate in a single industry segment — commu-
nications and related services. The Communications Group primarily provides regulated communications
services to more than 25 million residential and business customers in the Communications Group region
(the “Region™), The Region includes the states of Arizona, Colorado, Idaho, lowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming. Services
offered by the Communications Group include local telephone services, exchange access services (which
connect customers to the facilities of carriers, including long distance providers and wireless operators), and
long-distance services within Local Access and Transport Areas (“LATAs") in the Region. The Communica-
tions Group provides other products and services, including custom calling, voice messaging, caller identifi-
cation, high-speed data applications, customer premises equipment and certain communications services to
business customers and governmental agencies both inside and.outside the Region.

Approximately 97 percent of the revenues of the Communications Group are attributable to the
operations of U § WEST Communications, of which approximately 59 percent are derived from the states of
Arizona, Colorado, Minnesota and Washington.

The Media Group operates in four industry segments, including the capital assets segment, which is
held for sale. The directory and information services segment consists of the publishing of White and Yellow
Pages telephone directories, database marketing services and interactive services in domestic and interna-
tional markets. The wireless communications segment provides information products and services over
wireless networks in 13 western and midwestern states. The cable and telecommunications segment was
created with the December 6, 1994 acquisition of cable television systems in the Atlanta Metropolitan area.
(See Note 4 10 the Consolidated Financial Statements.)

B-36




U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coatinued)

NOTE 3: INDUSTRY SEGMENTS (Continued)
Industry segment financial information follows:

Communi- Directery
cathons nid o Whlrrbra Cabls aad
Services Servecen enlbory eatbony’ aod sther’  Elminations  Coasdidaiad

1998

Sales and other revenues . . . . .. .., § 9484 51,180 § %l $ s 5 » K1) 311,748
Operating income (loss) . ... ..... m 1] 147 n {101) - L1643
Idenufiable ety . . ........... 16583 183 1AM | Abh L1 (129 nm
Depreciation and amorizanon . . . . . 2042 3 121 n 15 - Lo
Capital expenditures .. ... ...... Py n m (2] D - 1140
1954

Sales and other revenues . . . ... . .. %176 1.078 781 18 M (11 10943
Openating income (ko) from

continuing operations . . .. ...... Lils %% L - (%% - 15m
Identifiable assets . . . .......... 15,944 613 1284 1459 4,034 (134) 0204
Depreciation and amoriisation . . . . 1,908 30 102 [ & - 1082
Capetal expenditures . .. .. ... ... 24 a1 m 1 bi] - 150
1992

Sales and other revenues . . . ... ... 8870 956 61 - b (125) 10,294
Operating income (loss) from

contmuing e 1033 1% ) - (%) -— 127
Identfiable assets . . ... ........ 15423 450 1,178 - 15 (189) 20,480
Depreciation and amoctization 1828 16 10 - 7 - 1955
Capital expenditures .. ... ..... por | n 173 - L] - Lar

' Includes revenue from directory publishing sctivities in Europe of 5122, 378 and 57, and identifiable assets of 3133, $124 and 34 for 1999,
1994 and 1991, respeciively.

! Results of operations have been included since the date of acquinition of the Atlants Syviems

! Includes U S WEST s equity method imvestments and the capital assens segment, which has been discontinued and is held for sale.

4 lmn:mmmﬂmmmmmm.mmmnawummmm
serviced and wireless commuURICAlons segments. respectively.

Operating income represents sales and other revenues less operating expenses, and excludes interest
expense, equity losses in unconsolidated ventures, other income (expense) and income taxes. Identifiable
assets are those assets used in each segment's operations. Corporate and other assets consist primarily of
cash, debt securities, investments in international ventures, the investment in Time Warner Entertainment,
the net investment in assets held for sale and other assets. Corporate and other operating losses include
general corporate expenses and administrative costs primarily associated with the Media Group equity
investments.

Significant Concentrations The largest volume of the Communications Group's services are provided
10 AT&T. During 1995, 1994 and 1993, revenues related to those services provided to AT&T were 51,085,
$1.130 and 51,159, respectively. Related accounts receivable at December 31, 1995 and 1994, totaled $91 and
$98, respectively. As of December 31, 1995, the Communications Group is not aware of any other significant
concentration of business transacted with a particular customer, supplier or lender that could, if suddenly
eliminated, severely impact operations.

To ensure consistency and quality of service, the wireless segment uses Motorola as its primary vendor
for infrastructure equipment and cellular mobile telephone equipment and accessories. [n addition, Motor-
ola provides ongoing technological support for the infrastructure equipment. The infrastructure of approx-
mately 75 percent oi the Media Group's major cellular markets is comprised uf Motorola equ.pment.

Wireless Communications Segmeni During 1994, U S WEST signed a definitive agreement with
AirTouch Communications to combine their domestic cellular assets. The initial equity ownership of this
cellular joint venture will be approximately 70 percent AirTouch and approxmately 30 percent U 5 WEST.
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 3: INDUSTRY SEGMENTS (Continued)

The combination will take place in two phases. During Phase I, which U S WEST entered effective
November 1, 1995, the two companies are operating their cellular properties separately. A Wireless Manage-
ment Company (the “WMC") has been formed and is providing centralized services to both com panieson a
contract basis. In Phase I, AirTouch and U S WEST will contribute their domestic cellular assets 1o the
WMC. In this phase, the Company will reflect its share of the combined operating results of the WMC using
the equity method of accounting. The recent passage of the Telecommunications Act of 1996 has removed
significant regulatory barriers to completion of Phase [1 of the business combination. U S WEST expects that
Fhmllcm;muldukephuwthcmdoflmurudy 1997,

NOTE 4: ACQUISITION OF CABLE SYSTEMS

Atlanta Systems On December 6, 1994, U § WEST acquired the stock of Womet-0 Cable Corp. and
subsidiaries, and the assets of Georgia Cable Partners and Atlanta Cable Partners L.P. (the “Atanta
Systems™), for cash of $745 and 12,779,206 U 5 WEST common shares valued at $459, for a total purchase
price of approximately $1.2 billion. The Atlanta Systems' results of operations bave been included in the
consolidated results of operations of the Company since the date of acquisition. Had the acquisition
occurred as of January 1, 1994, the Company’s revenue, net income and amings per common share for 1994
would have been §11,143, $1,415 and $3.04, respectively,

The acquisition was accounted for using the purchase method. Accordingly, the purchase price was
allocated 1o assets acquired (primarily identified intangibles) based on their estimated fair values, The
identified intangibles and goodwill are being amortized on a straight-line basis over 25 years:

Continental Cablevision, Inc. (Subsequent Event) On February 27, 1996, the Company announced a
definitive agreement to merge with Continental Cablevision, Inc. (“Continental™). Continental, the nation’s
third-largest cable operator, serves 4.2 million domestic custcmers, passes more than seven million domestic
homes and holds significant other domestic and international properties. U § WEST will purchase all of
Continental’s stock for approximately $5.3 billion and will assume Continental's debt and other obligations,
which amount to approximately $5.5 billion. Consideration for the $5.3 billion in equity will consist of
approximately $1 billion in U S WEST preferred stock, convertible t0 Media Stock: and, at U S WEST's
option, between §1 billion and $1.5 billion in cash, and $2.8 billion to $3.3 billion in shares of Media Stock.
The transaction, which is expected to close in the fourth quarter of 1996, is subject to a number of conditions
and approvals, including approvals from Continental shareholders and local franchising and government
authorities.

NOTE 5: INVESTMENT IN TIME WARNER ENTERTAINMENT

On September 15, 1993, U S WEST acquired 25.51 percent pro-rata priority capital and residual equity
interests (“equity interests”) in Time Wamer Entertainment Company LP. (“TWE" or “Time Warner
Entertainment”) for an aggregate purchase price of $2.553 billion. TWE owns and operates substantially all
of the entertainment assets previously owned by Time Wamer Inc. (“Time Warner”), consisting primarily of
its filmed entertainment, programming-HBO and cable businesses.

Upon U S WEST"s admission to the partnership, certain wholly owned subsidiaries of Time Warner
(“General Partners™) and subsidiaries of Toshiba Corporation and ITOCHU Corporation held pro-rata
priority capital and residual equity interests of 63.27, 5.61 and 5.61 percent, respectively. In 1995, Time
Wamer acquired the limited partnership interests previously held by subsidiaries of each of [TOCHU
Corporation and Toshiba Corporation.

U S WEST has an option to increase its pro-rata priority capital and residual equity interests in TWE
from 25.51 percent up to 31.84 percent depending upon cable operating performance. The option is
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 5: INVESTMENT IN TIME WARNER ENTERTAINMENT (Continued)

exercisable, in whole or part, berween January 1, 1999, and May 31, 2005, for an aggregate cash exercise price
ranging from $1.25 billion to $1.8 billion, depending upon the year of exercise. Either TWE or U S WEST
may elect that the exercise price for the option be paid with partnership interests rather than cash.

Pursuant to the TWE Partnership Agreement, there are four levels of capital. From the most to least
senior, the capital accounts are: senior preferred (held by the General Partners); pro-rata priority capital
(A preferred — held pro rata by the gener=| and limited parto-rs); junior priority capital (B preferred —
held by the General Partners); and common (residual equity interests held pro rata by the general and
limited partners). Of the $2.553 billion contributed by U § WEST. $1.658 billion represents A preferred
capital and $895 represents common capital. The TWE Partnership Agreement provides for special alloca-
tions of income and distributions of partnership capital. Partnership income, to the extent earned, is
allocated as follows: (1) to the partners 5o that the economic burden of the income lax consequences of
pmmnhjpopﬂ:ﬂomhbomumouﬁmepumnhipmundulmm&m{“meddmm-
uons”); (2) to the partners’ preferred capital accounts in order of priority described above, at various rates of
return ranging from 8 percent to 13.25 percent; and (3) to the partners’ common capital according to their
residual partnership interests. To the extent partnership income is insufficient to satisfy all special allocations
in a particular accounting period, the unearned portion is carried over until satisfied out of future partner-
ship income. Partnership losses generally are allocated in reverse order, first to eliminate prior allocations of
partnership income, except senior preferred and special tax income, next to reduce initial capital amounts,
other than senior preferred, then to reduce the senior preferred account and finally, to eliminate special tax
allocations.

A summary of the contributed capital and priority capital rates of return follows:

Priecity _— Limited Partoers
Contributed Rates :

Contrivuted Capical Coptal' __ Remr _ Futees  Vmw  WeaT
(% per annum {ewnership %)
t:-ururtﬂ
Seniorpreferred .. ....................  $1400° B.00% 100.00% — -
Pro-rata priority capital ................ 5,600 13.00%* 6327% 11.22% 2.51%
Junior priority capital . ., ............ ... 2,900r 13.25%! 100.00% — —
Residual equity capital ................. 3300 -~ 63.27% 11.22% 25.51%

*  Esumated fuir value of net assets contributed excluding pastnership income or loss allocated thereta,

. hcmaﬂmbuuhuﬂumﬂpﬂﬂnmﬁunmmbuﬂumnﬁpmmnlqwnulnmm
’ mmminmumuuhmmummmmmmnhpm.m,l.awr.

* 1100 percent to the extent concurrestly distributed.

* Includes 5300 for the September 1995 redcquisition of asets previously excluded from the pannenhip (the Time Warner service
pannership asseis) for regulatory reasond

' 1128 percent 1o the ement concurrently distributed.

Cash distributions are required to be made 1o the partners lo permit them to pay income taxes at
statutory rates based on their allocable taxable income from TWE (“Tax Distributions"). The aggregate
amount of such Tax Distributions is computed geuerally by reference to the taxes that TWE would have been
required to pay if it were a corporation. Tax Distributions were previously subject to restrictions until
July 1995, and are now paid to the partners on a current basis. For distributions other than those related to
taxes or the senior preferred, the TWE Partnership Agreement requires certain cash distribution thresholds
be met to the limited partners before the General Partners receive their full share of distributions. No cash
distributions have been made 1o U S WEST,
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NOTE 5: INVESTMENT IN TIME WARNER ENTERTAINMENT (Continued)

U S WEST accounts for its investment in TWE under the equity method of accounting. The excess of
fair market value over the book value of total partnership net assets implied by U 5 WEST's inial
investment was $5.7 billion. This excess is being amortized on a straight-line basis over 25 years. The
Company’s recorded share of TWE operating results represents allocated TWE net income or loss adjusted
for the amortization of the excess of fair market value over the book value of the partnership net assets. As a
result of this amortization and the special income allocations described above, the Company's recorded
pretax share of TWE operating results before extraordinary item was $(31), $(18) and $(20) in 1995, 1994
and 1993, respectively. In addition, "WE recorded an ex*raordinary loss for the early extinguishment of debt
in 1995. The Company's share of this extraordinary loss was $4, net of an income tax benefit of $2.

Almnﬁ:hmhulnriuupeﬂhcIﬂdptﬂiﬁplﬁuﬂintheuhhopcuﬁomolmmewplnynm:
2 management fee of $130 over five years, which is payable over a four-year period beginning in 1995,
Management fees of 526, $26 and $8 were recorded to other income in 1995, 1994 and 1993, respectively,
Included in lbeUSWESTComﬁdlmdBlhncesuﬂislnammﬂb[elaTWEoHled 5771 and
management fee receivables of $50 and $34 at December 31, 1995 and 1994, respectively.

Summarized financial information for TWE is presented below:
Vear Ended December 31,

Summarized Operating Results 1995 1994 1993

Revenues ...... AT e T T e T T T e we $9.517 S$8460 $7.946
L da s B e FOCU SRR SRR 2 e e e 8557 7612 7.063
Interest and other expense, net* ... ... ... . ... ..., 777 647 611
Income before income taxes and extraordinary item .. ................ $ 183 §$ 201 § 272
Income before extraordinary item. .. ..........iiinr 7 161 208
L IO L s s N s et e i T T s v ease s i 5 73 5 161 S 198

' Includes ﬁmmudm;mﬂnm. §943 and $902 in 1995, 1994 and (W), respectively
* Includes corporate services of $64. 360 and 360 in 1995, 1994 and 199). respectively.

Year Ended

December 31,
Summarized Financial Pesiticn 1994 1994
CRTTRME MO - L i i i i e e e A e b e e e e £2909 S§ 3573
INODCUTEDE MBS oc. o din i i s v b o e o G g e st e 15,996 15,089
Sl R e S e e A LD 4= 3214 2,857
Noncurrent liabilities, including minority interest . ........................ 7787 1909
Senior preferred capital . ... ... .. e 1,426 1,663
Partners’ capital 28 . ... 6,47 6.233

! Includes cash of $209 and 51,071 a1 December 31, 1999 and 1994, reapeciively.
" Includes a loan receivable from Time Warner of $400 at December 31, 1995 and 1994,
' Hﬁul’lhﬂlumhﬁhﬁmu:W’E‘Tﬂilﬂmdtﬂlubnmlht}l.lW‘.‘rmle-t.rrmcuury.

* Contributed capital is based on the estimated fair value of the net sssets that each panner contnbuted 1o the parmenhp. The aggregate
of such amounts is significantly higher than TWE s partner's capital as reflected in the Summarized Financia! Poution, which 13 based on
the hutoncal cost of the comtributed net assets.
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NOTE 5: INVESTMENT IN TIME WARNER ENTERTAINMENT (Continued)

In early 1995, Time Wamer announced its intention to simplify its corporate structure by establishing an
enterprise that will be responsible for the overall management and financing of the cable and telecommuni-
cations properties. Any change in the structure of TWE would require U S WEST's approval in addition to
certain creditors’ and regulatory approvals. (See Note 19 to the Consolidated Financial Statements for
disclosure related to litigation with Time Warner.)

NOTE 6: RESTRUCTURING CHARGE

The Company’s 1993 results reflect a $1 billion restructuring charge (pretax). The related restructuring
plan (the “Restructuring Plan™) is designed to provide {aster, more responsive customer services, while
reducing the costs of providing these services. As part of the Restructuring Plan, the Compar:; is developing
new systems and enhanced system functionality that will enable it to monitor networks to reduce the risk of
service interruptions, activate telephone service on demand, rapidly design and engineer new services for
customers and centralize its service centers. The Company has consolidated its 560 customer service centers
into 26 centers in 10 cities and reducing its total work force by approximately 10,000 employees. This
increased the number of employee separations to 10,000 from 9,000, and increased the estimated total cost
for employee separations to $316, compared with $286 in the original estimate. Approximately 1,000
employees that were originally expected to relocate have chosen separation or other job assignments and
have been replaced. The $30 cost associated with these additional employee separations was reclassified
from relocation to the reserve for employee separations during 1995,

Following is a schedule of the costs included in the 1993 restructuring charge:

Employes SEPRrslon® . vt v e e aions s esssaaas $ 230 $30 § 260
Systems development . ... ... .itiin e 400 — 400
Realestale . . ... .ciiiiiiiniiinnrennsnnnncnssanssons 130 — 130
REIOCRUON &« v veevvrvnnnnnnnnesorsnnesnnanessnsans 110 (30) 80
Retraining And GUREY . . . .ocovicesims vasivesnses ia e R 65 — 65
ASSET WYTBBOWIE . s oo 5 o i ba e e e e by et 65 - 65

TORRN o s o0 0 o o i i R e N T ST e 51,000 !':_ $1,000

'Employee separation costs, including the balance of 4 |99] restructuring reserve at December 31, 1993, aggregate 3316

Employee separation costs include severance payments, health-care coverage and postemployment
education benefits. System development costs include new systems and the application of enhanced system
functionality to existing single-purpose systems to provide integrated end-to-end customer service, Real
estate costs include preparation costs for the new service centers. The relocation and retraining costs are
related to moving employees to the new service centers and retraining employees on the methods and
systems required in the new, restructured mode of operation.




U S WEST, INC.

NOTES TO CONSULIDATED FINANCIAL STATEMENTS (Continued)

NOTE 6 RESTRUCTURING CHARGE (Continued)
The following table shows amounts charged to the restructuring reserve:

1993 Change
Restructuring 194 1993 in December 31,
Raserve Activity  Activity  Estimate 1995 Balaace

........... $286 $75 5§57 530 $165
........... 400 127 145 - 128
........... 130 50 66 — 14

.......... 110 21 24 (30) 35
........... _65 _16 _23 " _ 6
........... $991 $289 $3M $— 5368

' Includes $56 associated with work-force reductions undet & 1991 restructuring plas.
Employee separations under the Restructuring Plan in 1995 and 1994 were as follows:

Employee ::epmtiom:

Managerial . ...............

Cumulative
Separstions at
1994 1995 December J1,
Separsiions  Separstions 1994
...................... 497 682 1179
...................... 1,683 1,643 3,326
...................... 2.180 2325 4,505

The Restructuring Plan is expected to be substantially compieted by the end of 1997. Implementation of
the Restructuring Plan has been impacted by growth in the business and related service issues, new business
opportunities, revisions to sysiem delivery schedules and productivity issues caused by the major rearmange-
ment of resources due to restructuring. These issues will continue 1o affect the timing of employee

scparations.

NOTE 7: INVESTMENTS IN INTERNATIONAL VENTURES
The significant investments in international ventures follows:

Net Iavestment
-l

Lise of Owmenhip December J1,

Lacstion Business  Perceatage 199 1994
......... United Kingdom C&T 268 § 540 3456
Malaysia C&T 20 224 50

......... Netherlands CatT 50 218 —
......... United Kingdom W 50 L B b
456 2
$1.511 E




U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contioued)
NOTE 7: INVESTMENTS IN INTERNATIONAL YENTURES (Continued)
The foliowing table shows summarized combined financial information for the Company’s significant
equity method investments in international ventures:
Year Ended December 31

Comtuned Operacions 1995 1994 1)
w ................................................... $1,163 3580 5 296
Operating EXPenses ... ....ovuivrnrinitiraanataantn st 1264 684 154
Depreciation and amOMIZAtION . . . ... vvvvenivncanrnnsnsnsnasnennss n 14 60
Operating oSS ......covvrenunansvnsassssssssnsssassnannsans (373) (244) (118)
Interest and Other, BB . . ... voressennsassn ssssnrsnssssanasns (141) (75) (40)
Loss before extraordinary f8M . .. .. .. ..coonrinennireineaiaieans (514) (319) (1%8)
Extraordinary gain — inlerest rate SWaps ............cccnancesnornss — 11 -
27 N e g e 8 T e AL e R 1) g e e S (514) $(308- $(158)
Year Esded
Db 3N,
Combined Financial Position i 1M
ORI BIBRTY 5 4 5w ve i s w it e T s VR e e e e R R E e AR §1469 § 714
Property. plant and equipment — DEL. . . .. ..cooviiuriaaaiiaiaiiiias 3545 1,462
OMBET RIS » v et v necananmnsanaarsnnsassnsinsaststsnssesss 1.644 343
TR BRS . . . . cicec e e AT e e e A e $6658 $2.519
Corrent Babilites . ... .v000revavrsscoisanssasnsansraranssssss §1.260 § 344
LoD BEIR. .« c coconnenrrsosnnsnssonsarasrsiaanasseaesses 2,065 463
ey BEABRIEE +.. o i o s s 3se e wosrmon 00 oo BT e wowm e BT e A 58 71
Owners’ eQUIY .. .. .cccisinaciariisssssssestecanasasasss re.. 3275 1,641
Total Liabilities and equity . .........ccovnensnansnavas e $6,658 $2.519

In November 1994, TeleWest plc (“TeleWest™) made an initial public offering of its ordinary shares.
Following tbe offering, in which U S WEST sold part of its 50 percent joint venture interest, U S WEST
owned approximately 37.8 percent of TeleWest. Net proceeds of approximately $650 were used by TeleWast
to finance construction and operating costs, invest in affiliated companies and repay debt. It is U S WEST's
policy to recognize as income any gains or losses related to the sale of stock to the public. The Company
recognized a gain of $105 in 1994, net of $59 in deferred taxes, for the partial sale of its joint venture interest
in TeleWest. .

On October 2, 1995, TeleWest and SBC CableComms (UK) completed a merger of their UK cable
television and telecommunications interests, creating the largest provider of combined cable and telecom-
munications services in the United Kingdom. Following completion of the merger, U S WEST and Tele-
Communications, Inc., the major shareholders, each own 26,8 percent of the combined company. The
Company recognized a gain of $95 in 1995, net of 362 in deferred income taxes, in conjunction with the
merger.

TeleWest, which is the only equity method investment for which a quoted market price is ivailable, had a
market value of $914 at December 31, 1995, and $1.004 at December 31, 1994.
Foreign Currency Transactions U S WEST enters into forward and zero-cost combination option

contracts to manage foreign currency risk. Under a forward contract, U S WEST agrees with another party
1o exchange a foreign currency and U.S. dollars art a specified price at a future date. Under combination
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 7: INVESTMENTS IN INTERNATIONAL VENTURES (Contiaued)

options, U S WEST combines purchased options to cap the foreign exchange rate to be paid at a future date
with written options to finance the premium of the purchased options. The commitments, forward contracts
and combination options are for periods up to one year.

Forward exchange contracts are carried at market value. Gains or osses on the portioa of the contracts
designated as hedges of firm equity investment commitments are deferred as a component of equity and are
recognized in income upon s+'s of the investment. Gains or losses on the portion of the contracts designated
to offset translation of investee net income are recorded in income.

Forward contracts are also used to hedge foreign denominated loans, These contracts are carried at
market value with gains or losses recorded in income.

Foreign exchange contracts outstanding follow:

SL.S.
December 1.
. Y}
Forwards:
et BT T e R S AR Buy $225 S$—
e - MR SPSR e E  e Buy 130 135
Britah POUBGE . ..o vovnuvnerimenin s ians salossnssenasans s, Sell 7T -
JEDRROOR YRUE. oo, oy vnr s s iitimios & A0 e e zmib T Buy 3 -
L T T A A Buy 19 —
Combination options:
i L R e e - $— 535
oo i R A O s Sl e e A — 0 —

Cumulative deferred gains on foreign exchange contracts of $9 and deferred losses of $25, including
deferred taxes (benefits) of $4 and ($10), respectively, are included in equity at December 31, 1995,
Cumulative deferred gains on foreign exchange contracts of $7 and deferred losses of $25, including deferred
taxes (benefits) of $3 and ($10), respectively, are included in equity at December 31, 1994,

The counterparties to these contracts are major financial institutions. U § WEST is exposed to credit
loss in the event of nonperformance by these counterparties. The Company does not have significant
exposure to an individual counterparty and does not anticipate nonperformance by any counterparty.
NOTE 8: PROPERTY, PLANT AND EQUIPMENT

The composition of property, plant and equipment follows:

December 31,

1995 1994
Landand buildings .......... ... ... . ... ... .. .00iiiii.. $ 2627 § 2604
Telephone network equipment ., ...............cc000ienr vunn.. 12019 11,622
TEIepBons DUSIAR QDL « oo 5iia o fore 2 5 it s L s e 12,353 11,897
ORIIAT NTEER 1. i s s 0y o B e e oe e et =t S S 733 585
Cable distribution systems . .. ............0 0000t rnnrrnrennn.. 167 148
General purpose computers and other ., .. .....00vuuuer vvnn... 4,051 3425
Constiuction in progress . . ..............cc0viniivrnrennnnons 934 733

2884 11,014
Less accumulated depreciation . . ... ... ... ... ... ... . ...... .. 18207  17.017
Property, plant and equipment — net ... .. ... ... ... .. $14.677 $13.997
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contiaued)

NOTE 8: PROPERTY, PLANT AND EQUIPMENT (Continued)

In 1995, U S WEST Communications sold certain rural telephone exchanges with a cost basis of $258.
U 5 WEST Communications received consideration for the sales of $388, including $214 in cash. In 1994,
U S WEST Communications sold certain rural telephone exchanges with a cost basis of $122 and received
consideration of $204, including $93 in cash.

The Media Group businesses depreciate buildings between 15 to 35 years, cellular and cable distribu-
tion systems between 5 to 15 years, and general purpose computers and other ' ztween 3 1o 20 years. See
“Discontinuance of SFAS No. 71" for depreciation rates used by the Communications Group.

Discontinuance of SFAS No. 71

U'S WEST Communications incurred a noncash, extraordinary charge of $3.1 billion, net of an income
tax benefit of 52.3 billion, in conjunction with its decision to discontinue accounting for the operations of
U S WEST Communications in accordance with SFAS No. 71, “Accounting for the Effects of Certain Types
of Regulation,” as of September 30, 1993. SFAS No. 71 generally applies to regulated companies that meet
certain requirements, including a requirement that a company be able to recover its costs, notwithstanding
competition, by charging its customers at prices established by its regulators. U § WEST Communications'
decision to discontinue application of SFAS No, 71 was based on the belief that competition, market
conditions and technological advances, more than prices established by regulators, will determine the future
cost recovery by U S WEST Communications. As a result of this change, the remaining asset lives of
U S WEST Communications’ plant were shortened to more closely reflect the useful (economic) lives of
such plant.

Following is a list of the major categories of te lephone property, plant and equipment and the manner in
which depreciable lives were affected by the discontinuance of SFAS No. 71:

Average Life (years)
Befory After
Category Discontinusuce  Discoatisusnce
Digital switch . .. .. ittt i 17-18 10
ey D R o AN S S I 11-13 10
ACHal CODDRE GBS oo 5 v crsemman s i s £ 18-28 15
Underground coppercable .. ........coiveinierennnnnns. 25-30 15
Buried coppercable. . . ..occiivnniiiinrinesrnnranns s 25-28 20
gL g R T e L S 30 20
Buildings .. .... L N T R 2749 2749
General purpose COMPULETS . . ... ...uuurnnnnnnnnns., 6 6

U'S WEST Communications employed two methods to determine the amount of the extraordinary

charge. The “economic life” method assumed that a portion of the plant-related effect is a regulatory asset

- that was created by the under-depreciation of plant under regulation. This method yielded the plant-related
| adjustment that was confirmed by the second method, a discounted cash flows analysis,

| Following is a schedule of the nature and amounts of the after-tax charge recognized as a result of
U 5 WEST Communications' discontinuance of SFAS No. 71:

PR TRANAEED o v 0 oo wonsorm mmioc i v b e s s e s e o S e $3,124
| Tax-related regulatory assets and liabilities . . . ... ...................00..... (208)
' Other regulatory assets and liabilities .. ..................cc00vvnunrunnns 207
l CORBE oo iinminss o b TN e S R e SR ST e P s i s 53,123
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U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE %: INTANGIBLE ASSETS

The composition of intangible assets follows:

December 31,
1995 1994
[dentified intangibles, primarily franchise value . . . . .................. 51,183 51,166
I A T PR e P S LA PP 743 762
g, e g e e L A PP 0 AL B R S ey e e 1926 1928
Less accumulated amortization . ........0vircnennnerannnnnrnnns 128 70
Total intangible 255618 = DEL . . . .. ovivvieeiiiiiniaaniiianenanss $1,798 51.858
NOTE 10; DEBT
Short-term Debt
The components of short-term debt follow:
December 31,
1995 19754
Notes payable:
ORI DEDBE . o 4o o o i s om0 50 e 6 08 8 T § 807 $2.305
BROICIORNT . 75 o vivinie: i arat aiiasas oo TRt T B e ok R 4 0 e S 26 —
Current portion of long-term debt . ... ..vrvin e iinernnienensases 1.029 2
Allocated (o the capital assets segment — neL. . .. ... vvveniinnn,.. (151) (200)
SRl ol oV i T e T B R S i e H.ﬂm $2.837

The weighted average interest rate on commercial paper was 5,79 ptrctm and 5.97 percent at Decem-
ber 31, 1995 and 1994, respectively.

The bank Imn. in the translated principal amount of $216, is denominated in Dutch guilders, The loan
was entered into in connection with U S WEST's investment in a cable television venture in the Netherlands
and was repaid in February 1996,

U S WEST maintains a commercial paper program to finance short-term cash flow requirements, as
well as to maintain a presence in the short-term debt market. U S WEST is permitted to borrow up to
approximately $1.9 billion under lines of credit, all of which was available at December 31, 1995,




U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coatinued)

NOTE 10: DEBT (Continued)

Long-term Debt
Interest rates and maturities of long-term debt at December 31 follow:
Maturiies Total Total

Interest rates 1997 1998 1999 2000 Theraller 1998 17
Upto.5% .iiieecivaas 2L e $— “35 55— SS9 S 150 § 275 § 54
Above 5% 06%............. - 430 - — 261 691 574
Above 6 10 7% . ... ......... —_ - 126 363 27713 3262 1,361
Above 7% to 8% - 6 - - = 3,214 33 3193
Above 8% 109%.........0000 — - 107 — 290 k1'r) Lot
Above % to 10% ............ ¥ - 15 200 10 154 399
Above 10% ...........000u0n 1 I - -— — 2 -
Variable rate debt (indexed to

two- and ten-year constant

maturity Treasury rates) . ...... 5 - 155 — — 180 180

$ 71 S466 S403 8$653 56,698 8,291 6.697

Capital lease obligations and other 197 153
Unamortized discount — net . . . . (1,178) (1,239}
Allocated to the capital assets

SegmMEnt — Nel . ............ (356) (510)
Tl L e s i 4 $ 6954 $ 5101

Long-term debt consists principally of debentures, medium-term notes, debt associated with the Com-
pany’s Leveraged Employee Stock Ownership Plans (“LESOP"), and zero coupon subordinated notes
convertible at any time into equal shares of Communications Stock and Media Stock. The zero coupon notes
have a yield to maturity of approximately 7.3 percent, The zero coupon notes are recorded at a discounted
value of $521 and $498 at December 31, 1995 and 1994, respectively.

In 1995, U S WEST issued $130 of Debt Exchangeable for Common Stock ("DECS"), due Decem-
ber 15, 1998. in the principal amount of $24.00 per note. The notes bear interest at 7.625 percent, of which
1.775 percent has been included in the assets held for sale reserve. Upon maturity, each DECS will be
mandatorily redeemed by U S WEST for shares of Enhance Financial Services Group, Inc. (“Enhance”)
held by U S WEST or the cash equivalent, at U S WEST s option. The number of shares to be delivered at
maturity varies based on the per share market price of Enhance. If the market price is $24.00 per share or
less, one share of Enhance will be delivered for each note; if the market price is between $24.00 and
$28.32 per share, a fractional share equal to $24.00 is delivered; if the market value is greater than $28.32 per
share, .8475 shares are delivered. The capital assets segment currently owns approximately 31.5 percent of
the outstanding Enhance common stock.

During 1995, U S WEST refinanced 52.6 billion of commercial paper to take advantage of favorable
long-term interest rates. In addition to the commercial paper, U S WEST refinanced $145 of long-term debt
Expenses associated with the refinancing of long-term debt resulted in extraordinary charges to income of
$8. net of an income t1ax benefit of §5.

During 1993, U S WEST refinanced long-term debi issues aggregating $2.7 billion in principal amount.
Expenses associated with the refinancing resulted in an extraordinary charge to income of $77. net of a tax
benefit of $48,

Al December 31, 1995, U S WEST guaranteed debt in the principal amount of approximately $140.
primarily related to international ventures.
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 10: DEBT (Continued)
Interest payments, net of amounts capitalized, were $518, $523 and $670 in 1995. 1994 and 1993,
respectively, of which $87, $134 and $272, respectively, relate 1o the capital assets segment.

Interest Rate Risk Management

Interest rate swap agreements are primarily used to effectively convert existing commercial paper to
fixed-rate debt. This allows U S WEST 1o achieve interest savings over issuing fixed-rate debt directly.

Under an interest rate swap, U § WEST agrees sith another party to exchange interest payments at
specified intervals over a defined term. Interest payments are calculated by reference 1o the notional amount
based on the fixed- and variable-rate terms of the swap agreements. The net interest received or paid as part
of the interest rate swap is accounted for as an adjustment to interest expense.

During 1995 and 1994, U S WEST Communications entered into currency swaps to convert Swiss franc-
denominated debt to dollar-denominated debt. This allowed U S WEST Communications 1o achieve
interest savings over issuing fixed-rate, dollar-denominated debt. The currency swap and foreign currency
debt are combined and accounted for as if fixed-rate, dollar-denominated debt were issued directly.

The following table summarizes terms of swaps. Variable rates are indexed to two- and ten-year
constant maturity Treasury and 30-day commercial paper rates.

December 31,
1995 178
Notlonal Awnl'l‘.u Netloaal Aw'rlu
Variable tofixed . ........ 5635 1996-2004 572 680 $785 1995.2004 6.14 647
Fixed to variable ... ...... —_ —_— —_ —_ 5 1995 661 587
Currency ......... R 204 1999-2001 — 655 71 1999 — 6353

In 1993, U S WEST Communications executed forward contracts 10 sell U.S. Treasury bonds to lock in
the U.S. Treasury rate component of the future debt issue, At December 31, 1995, deferred credits of $8 and
deferred charges of 551 on closed forward contracts are inciuded as part of the carrying value of the
underlying debt. The deferred credits and charges are being recognized as a yield adjustment over the lifz of
the debt, which matures at various dates through 2043. The net deferred charge is directly offset by the lower
coupon rate achieved on the debt issuance. At December 31, 1995, there were no open forward contracts.

The counterparties to these interest rate contracts are major financial institutions. U § WEST s
exposed to credit loss in the event of nonperformance by these counterparties. U S WEST manages this
exposure by monitoring the credit standing of the counterparty and establishing dollar and term limitations
which correspond to the respective credit rating of each counterparty. U § WEST does not have significant
exposure to an individual counterparty and does not anticipate nonperformance by any counterparty.

NOTE 11: FAIR YALUES OF FINANCIAL INSTRUMENTS
Fair values of cash equivalents, other current amounts receivable and payable, and short-term debt
approximate carrying values due to their short-term nature,

The fair values of mandatorily redeemable preferred stock and long-term receivables, based on dis-
counting future cash flows, approximate the carrying values. The fair value of foreign exchange contracts,
based on estimated amounts U S WEST would receive or pay to terminate such agreements, approximate
the carrying values, It is not practicable to estimate the fair value of financial g jarantees associated with
international operations because there are no quoted market prices for similar transactions.




U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 11: FAIR VALUES OF FINANCIAL INSTRUMENTS (Continued)

The fair values of interest rate swaps, ‘ncluding swaps associated with the capital assets segment, are
based on estimated amounts U S WEST would receive or pay to terminate such agreements taking into
account current interest rates and creditworthiness of the counterparties.

The fair values of long-term debt, including debt associated with the capital assets segment, are based
on quoted market prices where available or, if not available, are based on discounting future cash flows using
currenit interest rates.

December J1.
1995 1751

T e e e
Debt (includes short-term portion) ... ........ovuivrianns $9.651 510,050 $9,221 $8,700
Interest rate Swap SgIEemEnts — @5815 . . . .. . ovv v v vosnns — 32y — (15)
Interest rate swap agreements — liabilities ......... AR — 51 — 20
B0, En | R A e R R Sl Mt (s ol e i e - £9.451 510,069 59,221 38,705
Preferred Securities .. ......vviiiennnanenesnnnnnsnsss S 600 5 636 §5— $§—
Preferred S10CK . ... vvvvin v nnn et rnnsnnnsnanses 51 55 51 51

Investments in debt securities are classified as available for sale and are carried at market value. These
securities have various maturity dates through the year 2001. The market value of these securities is based on
quoted market prices where available or, if not available, is based on discounting future cash flows using
current interest rates.

The amortized cost and estimated market value of debt securities follow:

December 31
1995 174
Gross Groas Gross Groaa
Unrealized Usrealived  Filr Usrealized Usreslized Fair
Corporate debt .. ....... S0 S5— §— $20 519 S5— 5— 519
Securitized loan . . . ...... 33 — (5) __5__0 -_— — — -_
TR o o cowcinars o v e icw s E §— 5 (5) ﬁ 2 §— §— 2

The 1995 net unrealized losses of 53 (net of a deferred tax benefit of $2) are included in equity.

NOTE 12: LEASING ARRANGEMENTS

U S WEST has entered into operating leases for office facilities, equipment and real estaic. Rent
expense under operating leases was $263, $288 and $275 in 1995, 1994 and 1973, respectively. Minimum
future lease payments as of December 31, 1994, under noncancelable operating leases, follow:

Year

L - 1 S e i Lo b P g e S e G R LA $ 159
L+ O =, O e i P g < P 152
- (U I g o) o 145
OO i o B S T L A, L R 127
O e a0 R T 0 0 117
DB e B T o o o e o e i T e ATl oo o BB T S R T
TERRL s s e e e o T s a0 B 1 W 0 31477
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U § WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 13: PREFERRED STOCK

U S WEST has 200,000,000 authorized shares of preferred stock, 10,000,000 shares of which are
designated as Series A Junior Participating Cumulative Preferred Stock. par value $1.00 per share.
10,000,000 shares of which are designated as Series B Junior Participating Cumulative Preferred Stock, par
value $1.00 per share, and 50,000 shares of which are designated as Series C Preferred Stock, par value $1.00
per share.

Preferred Stock Subject to Mandatory Redemption

On September 2 1994, the Compauy issued to Fund American Enterprises Holdings Inc. (“FFC™)
50,000 shares of 7 percent Series C Cumulative Redeemable Preferred Stock for a total of $50. (See Note 20
to the Consolidated Financial Statements.) Upon issuance, the preferred stock was recorded at fair market
value of $51. US WEST has the right, commencing five years from September 2, 1994, to redeem the shares
for one thousand dollars per share plus unpaid dividenus and a redemption premium. The shares are
mandatorily redeemable in year ten at face value plus unpaid dividends. At the option of FFC, the preferred
stock also can be redeemed for common shares of Financial Security Assurance, an investment held by the
capital assets segment. The market value of the option was $20 and $22 (based on the Black-Scholes Model)
at December 31, 1995 and 1994, with no carrying value.

NOTE 14: COMPANY-OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES
OF SUBSIDIARY TRUST HOLDING SOLELY COMPANY-GUARANTEED DEBENTURES
On September 11, 1995, U S WEST Financing 1, a wholly owned subsidiarv of U S WEST (*Financ-
ing I'"'), issued $600 million of 7.96 percent Trust Originated Preferred Securities (the “Preferred Securities”)
and 519 of common securities. U S WEST bolds all of the outstanding common securities of Financing |.
Financing [ used the proceeds from such issuance to purchase from U S WEST Capital Funding. Inc,, a
wholly owned subsidiary of U S WEST (“Capital Funding™), $619 principal amount of Capital Funding’s
7.96 percent Subordinated Deferrable Interest Notes due 2025 (the “Subordinated Debt Securities”), the
obligations under which are fully and unconditionally guaranteed by U S WEST (the “Debt Guarantee™)
The sole assets of Financing [ are and will be the Subordinated Debt Securities and the Debt Guarantee

In addition, U S WEST has guaranteed the payment of interest and redemption amount: to holders of
Preferred Securities when Financing [ has funds available for such payments (the “Payment Guarantee™) as
well as Capital Funding’s undertaking to pay all of Financing I's costs, expenses and other obligations (the
“Expense Undertaking™). The Payment Guarantee and the Expense Undertaking, including U S WEST s
guarantee with respect thereto, considered together with Capital Funding’s obligations under the indenture
and Subordinated Debt Securities and U S WEST"s obligations under the indenture, declaration and Debt
Guarantee, constitute 4 full and unconditional guarantee by U S WEST of Financing I's obligations under
the Preferred Securities. The interest and other payment cates on the Subordinated Debt Securities
correspond to the distribution and other payment dates on the Preferred Securities. Under certain circum-
stances, the Subordinated Debt Securities may be distributed to the holders of Preferred Securities and
common securities in liquidation of Financing I. The Subordinated Debt Securities are redeemable in whole
or in part by Capital Funding at any time on or after September 11, 2000, at a redemption price of $25 00 per
Subordinated Debt Security plus accrued and unpaid interest. If Capital Funding redeems the Subordinated
Debt Securities, Financing | is required to redeem the Preferred Securities concurrently at $25.00 per share
plus accrued and unpaid distributions. As of December 31, 1995, 24,000,000 Preferred Securities were
outstanding.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coantinued)

NOTE 15: SHAREOWNERS' EQUITY

Communications

Stock Stock U S WEST Steck Forvign
Currency LESOP
Shares Shares Shares Amoust Deficit Trasslstice Guarsniee
Balance December 31, 1992 .. 414462 35770 5 2826 $(4) $(294)
Issuance of common sock . . ... ...... 8516 1224
[ssoance of treasury stock 162 ]
MNEL INCOMME & . « v o v o v oo s s s s mnsnsns (1.806)
Common Mﬂt de:hud (5212 per
T ] IR S N o ey (%0%)
Market valez adjustment for debi secunties b 1]
Foreign currency tramslation .. ........ (n
CORBE: s v T A h R L i 4) n . _u
Balance December 31,1993 . . ... . ...... 140 69% {85T) (33) (243)
Issuance of common stock . ... ...... 18647 £
Settlement of litigation . . . .. ... ...... 5.506 210
Benefit trust contribution (OPEB) ...... 4 600 185
Purchase of treasury stogk . . . ... .. 00 (550y  (20)
SNet income . - 1,426
Common dmm du'und {!;'.Il p:r
share). . ... (#80)
letm'rmldlmmlordutmuﬂ. (64)
Foreign currency translation . [
Other. ... .... . (9 17 %
Balance December 31, 1994 . . . . 459341 8,056 (438) (29) (18T
Issuance of common stock 1.7M91 117
Benefit tust contnbution {OI’EB:t 1,500 &l
Purchase of treasury stock . . ... . . . {1,708) (63)
& R A O e |
Movember 1, I.Wi Recapialization I'I.ln 471,929 471,922 (471,929)
Recapitalization Plan dissentens ' | . (9]
lssuance of common stock . .. . .., .. L.12 o2 9
Net income . 1.7
Common dmdtﬂ d-ed.lnd {ﬂ.ld pu
Share) ..o v vnvinns . (1.010)
Preferred dividends . . .. ... ..... 8]
erhnmmmludmm. 34
Foreign currency translation . (%)
Eer,. s T R I (5) 3 . &0
Balance December 31, 1995 ... ........ 4T1 435 472314 -_ $8.228 $ (1% 5(38) H1IT

! Under the Recapitalization Plan, Media Stock was pot issued 10 shareownen who elected 1o receive cash rather than Communica-
tions Stock and Media Stock. Dissenting shareownen were paid 347.9375 per U § WEST share on December 13, 1994,

Common Stock On December 6, 1994, 12,779,206 shares of U § WEST common stock were issued to,
or in the name of, the holders of Wometco Cable Corp. in accordance with a merger agreement. (See Note 4
to the Consolidated Financial Statements.) In connection with the settlement of shareowner litigation
(“Rosenbaum v. U S WEST, Inc. et al.”), the Company issued approximately 5.5 million shares of U S WEST
commca stock in March 1994 1o class members connected with this litigation. U § WEST issued, to certified
class members, nontransferable rights to purchase shares of common stock directly from U S WEST, on a
commission-free basis, at a 3 percent discount from the average of the high and low trading prices of such
stock on the New York Stock Exchange on February 23, 1994, the pricing date designated in accordance with

the settlement. U S WEST received net proceeds of $210 from the offering.
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NOTE 15: SHAREOWNERS' EQUITY (Continued)

During fourth-quarter 1993, the Company issued 22 million additional shares of U § WEST common
stock for net cash proceeds of $1,020. The Company used the net proceeds to reduce short-term indebted-
ness, including indebtedness incurred from the TWE investment, and for general corporate purposes.

Leveraged Employee Stock Ownership Plan (“LESOP") U S WEST maintains a defined contribution
savings plan for substantially all management and occupational employees of the Company. The Company
matches a certain percentage of eligible employee cont-butions with shares of Communications Stock and/
or Media Stock in accordance with participant elections. Participants may also elect 1o realiocate past
Company coatributions between Communications Stock and Media Stock. In 1989, U S WEST established
two LESOPs to provide Company stock for matching contributions to the savings plan. At December 31,
1995, 10,145,485 shares each of Communications Stock and Media Stock has beer allocated from the
LESOF, while 2,839,435 shares each of Communications Stock and Media Stock remained unallocated.

The borrowings associated with the LESOP, which are unconditionally guaranteed by U § WEST. are
included in the accompanying Consolidated Balance Sheets and corresponding amounts have been recorded
as reductions to common shareowners' equity. Contributions from the Company as well as dividends on
unallocated shares held by the LESOP ($8, $11 and 514 in 1995, 1994 and 1993, respectively) are used for
debt service. Beginning with the dividend paid in fourth-quarter 1995, dividends on allocated shares are
being paid annually to participants. Previously, dividends on allocated shares were used for debt service with
participants receiving additional shares from the LESOP.

U'S WEST recognizes expense based on the cash payments method. Total Company contributions to
the plan (excluding dividends) were $86, $80 and $75 in 1995, 1994 and 1993, respectively, of which $15, $19
and 524, respectively, have been classified as interest expense.

Shareholder Rights Plan The Board has adopted a sharcholder rights plan which, in the event of a
takeover attempt, would entitle existing sharcowners to certain preferential rights. The rights expire on
April 6, 1999, and are redeemable by the Company at any time prior to.the date they would become effective.

Share Repurchase Subsequent to the acquisition of the Atlanta Systems (See Note 4 to the Consoli-
dated Financial Statements) the Company announced its intention to purchase U S WEST common shares
in the open market up to an amount equal to those issued in conjunction with the acquisition, subject to
market conditions. In first-quarter 1995, the Company purchased 1,704,700 shares of U § WEST common
$tock at an average price per share of $37.02. In December 1994, the Company purchased $50,400 shares of
U S WEST common stock at an average price per share of $36.30.

NOTE 16: STOCK INCENTIVE PLANS

U § WEST maintains stock incentive plans for executives and key employees, and nonemployees. The
Amended 1994 Stock Plan (the “Plan") was approved by shareowners on October 31, 1995 in connection
with the Recapitalization Plan. The Plan is a successor plan to the U S WEST, Inc. Stock Incentive Plan and
the U S WEST 1991 Stock Incentive Plan (the “Predecessor Plans”). No further grants of options or
restricted stock may be made under the Predecessor Plans. The Plan is administered by the Human
Resources Committee of the board of directors with respect to officers, executive officers and outside
directors and by a special committee with respect to all other eligible employees and eligible nonemplovees,

During calendar year 1995, up to 2,200,000 shares of Communications Stock and 1,485,000 shares of
Media Stock were available for grant. The maximum aggregate number of shares of Communications Stock
and Media Stock that may be granted in any other calendzr year for all purposes under the Plan is nine-
tenths of one percent (0.90 percent) and three-quarters of one percent (0.75 percent), respectively, of the
shares of such class outstanding (excluding shares held in the Company’s treasury) on the first day of such
calendar year. In the event that fewer than the full aggregate number of shares of either class avalable for
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NOTE 16: STOCK INCENTIVE PLANS (Continued)
issuance in any calendar year are issued in any such year, the shares not issued shall be added to the shares of

such class available for issuance in any subsequent year or years. Options may be exercised no later than 10
years after the date on which the option was granted.

Data for outstanding options under the Plan is summarized as follows:

“emmuaications
Group Moedls Group U S WEST. lac.
Average Arverage Average
Number Number : Number
of Shares (m of Shares of Shares* m.
Dummdiulm L199).... - 44%.%0 § 3581
R o oy A 1,485,106 48 51
o R P P P P P P {412,444 umn
Canceled or expired . . ... (12227M) o K7
Outstanding December 11, 1991 SMISN 1M
Cranted . S A N R e e e g A e 2408 409 M1t
Exercibed ...... .00000. (139.762) nn
Canceledorexpired ................ {214,14%) 4071
Outstanding December 30, 1994 .. . .. . ..... TABE037 5 3864
Gl oo i e n e R R e TR R 3,062,920 4163
Exercised . ..... (430,631) .03
Canceledorexpired . ....... (175,147) 3978
Outstanding October 31, 1995, . 9R411TO 5 4039
Rezapitalization Plan 984,179 52411 9841179 51628 (DB431T9) §{4039)
Granted TR BT 138309 5116 71480 18.51
Exercised .. ..., . S ($43,037) 213 (191.243) 147
Canceledorexpired . ............... (15350) 2491 (15350) 1682
Ouwstanding December 1. 1995 942,101 52439 9708186 5163} - -

* Includes options granted in tandem with SARs

Options to purchase 2,672,666 shares of Communications Stock and 3,021,166 shares of Media Stock
were exercisable at December 31, 1995, Options to purchase 2,374,394 shares of U 5 WEST stock were
exercisable at December 31, 1994, A total of 2,050,466 shares of Communications Stock and 1,419,795 shares
of Media Stock were available for grant under the plans in effect at December 31, 1995, A total of 914,816
shares of U S WEST common stock were available for grant under the plans in effect at December 31, 1994,
A total of 11,484,792 shares of Communications Stock and 11,121,186 shares of Media Stock were reserved
for issuance under the Plan at December 31, 1995,

NOTE 17: EMPLOYEE BENEFITS

Pension Plan

U S WEST sponsers a defined benefit pension plan covering substantially all management and occupa-
tional employees of the Company. Management benefits are based on a final pay formula, while occupa-
tional benefits are based on a flat benefit formula. U S WEST uses the piojected unit credit method for the
determinatioi, of pension cost for financial reporting purposes and the aggregate cost method for funding
purposes. The Company's policy is to fund amounts required under the Employee Retirement Security Act
of 1974 (“ERISA”) and no funding was required in 1995, 1994 or 1993.
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NOTE 17: EMPLOYEE BENEFITS (Continued)
The composition of the net pension cost and the actuarial assumptions of the plan follow:

Year Eaded December 11,
1994 1994 1993

Details of pension cost:
Service cost — benefits earned during the period . .......... $ 173 5197 § 148
Interest cost on projected benefit obligation . .. ..........vs 558 261 514
Actual return on plan assets. . .. .. ..o i i (1.918) 188  (1.320)
Net amortization and deferral . .......ccenerirnaniinan 1,185 (946) 578
Netpension cost. . ........... e . o S T N L A $ () S 0 § (BO)

The expected long-term rate of return on plan assets used in determining net pension cost was
8.50 percent for 1995, 8.50 percent for 1994 and 9.00 percent for 1993.

The funded status of the plan follows:

December 31
1995 1994
Accumulated benefit obligation, including vested benefits of 55,839 and
$5.044, respectively . ... ... i i iiiiiii i $ 6617 § 5616
Plan assets at fair value, primarily stocks and bonds . .. .............. $9874 §B388
Less: Projected benefit obligation . .........cooocuoeiiniiiininans 8450  7.149
Plan assets in excess of projected benefit obligation . ................ 1,424 1,239
Unrecognized net (gain) Joss . . .. .. .ovvvvvviveainiiiiiiiaa (101) 161
Prior service cost not yet recognized in net periodic pension cost ....... (62) (67)
Balance of unrecognized net asset at January 1, 1987 ....... ST A (705)  (785)
Prepaid pension COSL. . . ...covvvusnnnrssasamsarsasssatsanis § 556 § 548
The actuarial assumptions used to calculate the projected benefit obligation follow:
December 31,
1995 1994
DisCOUNE FALE . . .o vvvevnerssosssnnsassassanansnsnens e 7.00% B.00%
Weighted average rate of compensation inCrease ..................- 5.50% 5.50%

Anticipated future benefit changes have been reflected in the above calculations.

Postretirement Benefits Other Than Pensions

U S WEST and most of its subsidiaries provide certain health care and life insurance benefits to retired
employees. In conjunction with the Company’s 1992 adoption of SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions,” U S WEST elected to immediately recognize the accumu-
lated postretirement benefit obligation for current and future retirees. However, the Federal Communica-
tions Commission and certain state jurisdictions permit amortization of the transition obligation over the
average remaining service period of active employees for regulatory accounting purposes with most junsdic-
tions requiring funding as a stipulation for rate recovery.
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NOTE 17: EMPLOYEE BENEFITS (Continued)

U § WEST uses the projected unit credit method for the dete rmination of pastretirement medical and
life costs for financial reporting purposes. Ths composition of net postretirement benefit costs and actuanal
assumptions underlying plan benefits follow:

Year Ended Decrmber 31,
1995 1994 1993
Medical  Life  Total Medical Life Total Medical Lile  Total

Service cost — benefits eamed

during the period . .. .. ... .. $ 59 $ 6 $ 65 $62 S$13 375 $60 S$11 § T
Interest on accumulated benefit

obligation .......coc0venns 235 32 267 221 39 260 235 k! 2n
Actual return on plan assets. .. (319)  (96) (413) 3 1 4 (73) (52) (129)
Net amortization and deferral . 228 _ 58 286 (68) (31) (99) 27 22 49

Net postretirement benefit
CORY o vovansnnannneanses $203 $ 0 $203 $218 S22 5240 $249 S 17 § 66

The expected long-term rate of return on plan assels used in determining postretirement benefit costs
was 8.50 percent for 1995, 8.50 percent in 1994 and 9.00 percent in 1993.

The funded status of the plans follows:
December 31,
1995 1994
Medical  Life Total  Medical  Life Total

Accumulated postretirement benefit obligation
attributable to:

REUIGES . s vacivisananisisssssnnaens $1866 $271 $2137 51,733 §$248 519681
Fully eligible plan participants . ........... 293 34 7 264 38 302
Other active plan participants .. .......... 1,059 165 1,224 940 135 1.075
Total accumulated postretirernent bene.t
ODUGALON , « v v v v vrronsssianesssnsanas 3218 470 3688 2937 42l 3,358
Unrecognized net gain . .......ccoovvennn 378 161 539 241 0 i3
Unamortized prior service cost .. ......ooo e — (34) (M) - - —
Fair value of plan assets, primarily stocks, bonds
and life insurance ' . . ... i an e (1,385) (460) (1,845) _(8%4) (374) (1,268)
Accrued postretirement benefit obligation . ... . $2211 $137 $2348 52286 $137 §240

! Medical MMWWMOIHIEMMMMIH!& lm*lMUSWESTmMﬂﬂH
n 194

The actuarial assumptions used to calculate the accumulated postretirement benefit obligation follow:

s D e

1995 |4
DHSCOUNL PRI . o s v csvsasannsnosssasnssssassanrasasperiisisse 7.00% B.00%
Medical trend® .....ccisssacorrsassssranssrssasesasn st 900% 9.70%

« Medical cost trend rate gradually declines (o an ultimate rale of § percent ia 2011.
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NOTE 17: EMPLOYEE BENEFITS (Continued)

A one-percent increase in the assumed health care cost trend rate for each future year would have
increased the aggregate of the service and interest cost components of 1995 net postretirement benefit cost
by approximaltely 340 and increased the 1995 accumulated postretirement benefit obligation hy approxi-
mately $350.

For U S WEST, the annual funding arnount is based on its cash requirements, with the funding at
U S WEST Communications based on regulatory accounting requirements.

Anticipated future benefit changes have been r~flected in these postretirement benefit calculations.

NOTE 18: INCOME TAXES
The components of the provision for income taxes follow:

-

Year Ended
December 31,
1995 194 199)
Federal:
LB TUy || e A A R M S 03 1l e L e $481 3418 sS4
o e S0 AL cee.. 225337 (14T)
Investment tax credits —net . .. ... ... ... ... veeeaee (3B) (4T)  (56)
668 708 219
State and local:
STy A L - SN o (N = | (. i 64 52 7
DIEEBENRHL .o mol oo oo v o e g T e we . 54 83 (23)
118 135 48
Foreign:
BT T v saarte St s 5 i i e T B B e e e 6 — —
DI o D e e e T T T 33 14 2
_» w2
Provision for inCOME tAXES . . ..o o v ve i nnanescneiinensssnns $825 S$BS7 S 269

The unamortized balance of investment tax credits at December 31, 1995 and 1994, was $199 ana $231,
respectively.

Amounts paid for income taxes were $566, $313 and $391 in 1995, 1994 and 1993, respectively, inclusive
of the capital assets segment.

The effective tax rate differs from the statutory tax rate as follows:
Year Ended
December 11
LT T
In ;;ul
FOORTAl STERMDEY B0 TRRY .o o s T ot i w0 M 350 350 350
Investment tax credit amortization ..............cooveeiiuiinnn (L.2) (1LY (3.0)
State income taxes — pet of federaleffect ....................... s 39 40
Foreign taxes — net of federal effect . ... .. ..................... 1.2 04 —
Rate differential on reversing temporary differences. . .. ... .......... —_ = (22)
Depreciation on capitalized overheads —net ..................... -_ - 1.4
Tax law change — catch-up adjustment .. ... ........0cveuiiun.o.s - - 31
REStruCIuring EHATEB . . o .. v e e o s ieines i i minnesosossssssseessns —_  — (15)
(0| om o QR e o s S . ip;':} {05) (0.7)
Elective Sl TR o i vinei v e s ite e e s e s e e e e e e _J 33_!: :_L
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 18: INCOME TAXES (Continued)
The components of the net deferred tax liability follow:

1994 1994
Property, plant and equipment. . .. ... oot cinnisrinnnnsarnsaas §1,540 51,504
BOREOE oot iaio i a0 oA e B WA T T B 668 690
State deferred taxes — netof federal effect . .......0ovviiiiinnnan 358 395
Intangible 8868 . - . .\ e i e i e v a e e s 112 164
Investments inpartnerships . .. .......covunvnrnnsnsnnrianniasss. 213 142
(9,7, S e ST R e S I o (o W T 74 B4
Deferred tax liabilities . . .. ..... P P Y RS P RS AR 2965 291
Postemployment benefits, including pension . ....................... 697 718
Restructuring, assets held forsaleandother . .. ..................... Ky 417
Unamortized investment tax credit . . ... ..o vvvvvnurvnesireranans 70 79
State deferred taxes —netof federal effect ... ........0civninunn. 166 22
I s T e S W e T D R T R A R B T e e TR P 229 317
DICTOrToch KRN BRBERE - i soiim e s o T tor o0 0 AR B W e e T e 1,491 1,763
Netdeferred tax liability . ... ...:ivenvivvarrosssrsasnssssarsns $1474 51.216

The current portion of the deferred tax asset was $282 and $352 at December 31, 1995 and 1994,
respectively, resulting primarily from restructuring charges and compensation-related items.

On August 10, 1993, federal legislation was enacted which increased the corporate tax rate from
34 percent to 35 percent retroactive to January 1, 1993. The cumulative effect on deferred taxes of the 1993
increase in income tax rates was $74, including $20 for the capital assets segment.

The net deferred tax liabiiity includes §686 in 1995 and $678 in 1994 related to the capital assets
segment.

NOTE 19: CONTINGENCIES

At U § WEST Communications there are pending regulatory actions in local regulatory jurisdictions
that call for price decreases, refunds or both. In one such instance, the Utah Supreme Court has remanded a
Utah Public Service Commission (“PSC") order to the PSC for reconsideration, thereby establishing two
exceptions to the rule against retroactive ratemaking: 1) unforeseen and extraordinary events, and 2) mis-
conduct, The PSC’s initial order denied a refund request from interexchange carriers and other parties
related to the Tax Reform Act of 1986. This action is still in the discovery process. If a formal filing — made
in accordance with the remand from the Supreme Court — alleges that the exceptions apply, the range of
possible nisk to U § WEST Communications is $0 to 5150.

On September 22, 1995, U 5 WEST filed a lawsuit in Delaware Chancery Court to enjoin the proposed
merger of Time Warner and Turner Broadcasting. U S WEST has alleged breaches of contract and fiduciary
duties by Time Warner in connection with this proposed merger. Time Wamner filed a countersuit against
U S WEST on October 11, 1995, alleging misrepresentation, breach of contract and other misconduct on the
part of U' 5§ WEST. Time Warner's countersuit secks a reformation of the Time Wamer Entertainment
partnership agreement, an order that enjoins U § WEST from breaching the partnership agreement, and
unspecified compensatory damages. U S WEST has denied each of the claims in Time Wamner's countersuit.
The trial for this action concluded on March 22, 1996 A ruling by the Delaware Charcery Court is expected
in June 1996,
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NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE

The Consolidated Financial Statements include the discontinued c~<:ztions of the capital assets
segment. During the second quarter of 1993, the U S WEST Board of Direv.ors approved a plan to dispose
of the capital assets segment through the sale of segment assets and businesses, Accordingly, the Company
recorded an after-tax charge of $100 for the estimated loss on disposition, An additional provision of $20 15
related to the effect of the 1993 increase in federal income (ax rates. The capital assets segment includes
activities related to financial se: sices and financial uarantee insurance operations. Also included in the
segment is U S WEST Real Estate, Inc., for which disposition was announced in 1991 and a $500 valuation
allowance was established to cover both carrying costs and losses on disposal of related properties.

Effective January 1, 1995, the capital assets segment has been accounted for in accordance with Staff
Accounting Bulletin No. 93, issued by the Securities Exchange Commission, which requires discontinued
operations not disposed of within one year of the measurement date 1o be accounted for prospectively in
continuing operations as a “net investment in assets held for sale.” The net realizable value of the assets is
reevaluated on an ongoing basis with adjustments to the existing reserve, if any, charged to continuing
operations. No such adjustment was required in 1995. Prior to January 1, 1995. the entire capital assets
segment was accounted for as discontinued operations in accordance with Accounting Principles Board
Opinion No. 30.

During 1994, U S WEST reduced its ownership interest in Financial Security Assurance Holdings. Ltd.
("FSA”). a member of the capital assets segment, to 60.9 percent, and its voting interest to 49.8 percent
through a series of transactions. In May and June 1994, U S WEST sold 5.1 million shares of FSA., including
2 million shares sold 1o Fund American Enterprises Holdings Inc. ("FFC"), in an initial public offering of
FSA common stock. U S WEST received $154 in net proceeds from the offering. The Media Group retained
certain risks in asset-backed obligations related to the commercial real estate portfolio. On September 2.
1994, U S WEST issued to FFC 50,000 shares of cumulative redeemable preferred stock for a total of $50.
(See Note 13 to the Cunsolidated Financial Statements.) In December 1995, FSA merged with Capital
Guaranty Corporation for shares of FSA and cash of $51. The transaction was valued at approximately $203
and reduced U S WEST's ownership interest in FSA to 50.3 percent and its voting interest to 41.7 percant.
U 5 WEST expects to monetize and ultimately reduce its ownership in FSA through the issuance of Debt
Exchangeable for Common Stock (“DECS") in 1996. At maturity, each DECS will be mandatorily ex-
changed by U S WEST for shares of FSA common stock held by U S WEST or. at U § WEST's option,
redeemed at the cash equivalent.

U S WEST eniered into a transaction to reduce its investment in Enhance Financial Services
Group, Inc. (“Enhance”) during fourth-quarter 1995. U S WEST issued DECS due December 15, 1998,
Upon maturity, each DECS will be mandatorily exchanged by U S WEST for shares of Enhance common
stock or, at U S WEST's option, redeemed at the cash equivalent. The capital assets segment currently owns
approximately 31.5 percent of the outstanding Enhance common stock. (See Note 10 to the Consolidated
Financial Statements.)

U'S WEST Real Estate, Inc. has sold various properties totaling $120, $327 and $66 in cach of the three
years ended December 31, 1995, respectively. The sales proceeds were in line with estimates. Proceeds from
building sales were primarily used to repay related debt. U S WEST has completed construction of existing
buildings in the commercial real estate portfolio and expects to substantially complete the liquidation of this
portfolio by 1998. The remaining balance of assets subject to sale is approximately $490, net of reserves, as of
December 31, 1995.

In December 1993, U S WEST sold $2.0 billion of finance receivables and the business of U S WEST
Financial Services, Inc. to NationsBank Corporation. Sales proceeds of $2.1 billion were used primanly to
repay related debt. The pretax gain on the sale of approximately $100, net of sclling expenses, was in line
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NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE (Contiaued)

with management's estimate and was included in the Company's estimate of provision for loss on disposal.
The management team that previously operated the entire capital assets segment transferred to
NationsBank.

Building sales and operating revenues of the capital assets scgment were $237, 3553 and $710 in 1995,
1994 and 1993, respectively. Income from discontinued operations for 1993 (1o June 1) totaled $38. Income
(loss) from the capital assets segment subsequent to June 1, 1993 is being deferred and is included within the
reserve for assets held for sale.

The assets and liabilities of the capital assets segment have been separately classified on the Consoli-
dated Balance Sheets as net investment in assets held for sale.

The components of net investment in assets held for sale follow:

December 31,
1995 1994
Dollirs in millieas

ASSETS
Cash and cash eqQUIVAlERTS . .. . oo« v vvrrnrrnnnanctiiiian i, $ 8 s 7
Finance receivables — REl. . ..o v ovistnariasrorarassssastnacaas 953 1073
Investment in real estate — net of valuation allowance . ... ............ 368 465
Bonds. at market VAILE ... ... vov v oo a st a s e 149 155
Investment in FSA ........ e P L. i e ety 384 329
ONET BSSEL5 . v oo oo vnosssnnsisstisrasanossssnannassssnntases 177 47
Total assets. . ....oovvnnn-- I = o S N T e LT S P B $2069 $2.376
LIABILITIES
7 G LR P I T T T e § 796 $51.283
Deferred INCOME TAXES . o v v v v v i s tesssss s raararsonassnsns 686 678
Accounts payable, accrued liabilities and other . ..........ounnlll 148 103
MinOrity iNtErests . . ... ... cooeiiertrroeasnsaianiassunan. A 10 10
Total liabilities . .........oc0ciemnarnrranasrsanss R P 1,640 2,074
Net investment inassets held forsale . . . .« oo ovn i § 429 § 302

Finance receivables primarily consist of contractual obligations under long-term leases that U S WEST

intends to run off. These long-term leases consist mostly of leveraged leases related to aircraft and power
plants. For leveraged leases, the cost of the asscts leased is financed primarily through nonrecourse debt

which is netted against the related lease receivabie.

The components of finance receivables follow:
Dm-m Jl.

1995 1984

Receivables. . .. ......o000 o I T e e R e T e e $§ 921 §1,095
Unguaranieed estimated residual values ... ... covvvninnann e 447 467
1,368 1,562
Less: Unearned income . . .... ... e TR SRS T e 390 459
Credit loss and other allOWABNEES . . v v v vt rvmnrenranaecnanin 25 30
Finance receivabies — MOt . . .o vvvsesssssasssasssrsssnsranssdanns $ 953 51.073

[nvestments in debt securities are classified as available for sale and are carried at market value. Any
resulting unrealized holding gains or losses, net of applicable deferred income taxes, are reflect=d as a

component of equity,
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NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE (Continued)
The amortized cost and estimated market value of investments in debt securities are as [ollows:

December 31,
1994 1954
Usrealized Uarealized Fair um Ulmumcm Fi
Debt Securithes Cost  Galns Laases Valoe Cout  Gains Laises \‘:I:t
MOBIIORL . . v oo onirieisnnis pimaie e o $9, §1 § 1 $915113 s$— 13 %100
TRBEY ooos vapmmimnit s s s 58 — e 58 65 - ﬂ 55
BRIRBE s oo oo B $149 § 1 § 1 51495177 S5— 323 §155

Note: Alsa included in equiry are wmw.-dhuuuaummmuuswswm”nmm
1mhdndqmnhndpmotﬂl.utuﬂ&nﬁumdlu.mlﬂihﬂﬂuml‘mdhmdm.murd:hmdtu
benefic of 526.

The 1995 net unrealized gains of $39 (net of deferred taxes of $21) and the 1994 net unrealized losses of
$64 (net of deferred tax benefits of $34), are included in equity.

Debt

Interest rates and maturities of debt associated with the capital assets segment at December 31 follow:

Maturities Total  Total

Interest rates 1997 1998 1999 1000 1995 19
VP 3W < i v s i e e e §$— $— 5— 55— 55— 5 55
ABVE TR0 EM <« o iy e e e e s - 10 — - - 10 15
ADOVE BT 10 7 . i i ieaie st nnmenen b e 54 — — -— 54 154
Above 7B 10 B . . iy 5 - — — 5 17
Above BB 0 9% .. ..c.ooiviiiiiiii it — — 134 4 138 189
Above 3% 10 109 .. ..ot e e s 48 5 - “ 53 114
R L L L e T — 29 - .- 29 29
$117 § 34 S134 § 4 289 573
Allocated to the capital assets segment —net . ........ _307 710
A O 3796 51.283

Debt of $71 and 5119 at December 31, 1995 and 1994, respectively, was collateralized by first deeds of
trust on associated real estate and assignment of rents from leases.

The following table summarizes terms of swaps associated with the capital assets segment. Variable
rales are indexed to three- and six-month LIBOR.
Decrmber 31, 1995 and 1994

Amwu Anr;u Pay

Netienal Rate

Amowst Maturities 1995 194 1995 (94
Vazisble to fhoed L.\ v ovianoine sy 4% 5380 1996-1997 596 5469 903 w03
Fixedtovariable ! .........c.ccviiiiiuinnai 380 19961997 729 129 587 580
Variable rate basis adjustment *. . ... ... . .. ... . 10 1997 592 589 5B 704

' The fined 1o variable rwaps have the same terms as the variable 10 fixed swaps and were entered into to terminaie the variable 1o fived
rwaps. The net loss on the maps ia deferred and amortized over the remaining life of the swaps and is included in the reserve for
adaets held for rale.

' Variable rate debt based on Treasuries is swapped 1o a LIBOR -based interest rate
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NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE (Continued)

Financial Instrumeats with Off-Balance Sheet Credit Risk — Financial Guarantees

The Company retained certain risks in asset-backed obligations related to the commercial real estate
portfolio. The principal amounts insured on the asset-backed obligations follow:

December 3,
Terms to Maturity 1995 17
D S IR i ciiia 0 6,010 i mmr miormnim e 1 AR e o L8 B0 e 0 R $ 639 § s
B T L« - U 450 537
10t 15 Years . ... ..ivinn e innansnnnnns S S e B e R 10 39l
TRMBAL, 25 oo 8oy a7 o e SR S 51,099 $1.468
Concentrations of collateral associated with insured asset-backed obligations follow:
December 31,
Type of Callateral 1995 1994
Commercial morigages:
Commercial real estate .. .. ... . .. ... 0.t 3 442 § 530
COTPOIMIE SEEUINA . o v o il e e o 0 o WPt B e e e 657 838
Oiher: aetbacked. oo vu s R e e e e e e e e — 50
TRIRE o v e o it e e TRl e B T A e T e 51, 51,468

Additional Financial Information
[nformation for U S WEST Financial Services, Inc., a member of the capital assets segment, follows:

Year Ended December 31,
Summarited Floaacial Informarion 199 1994 1992
BN o B a5 0 o T o e e e i $ 4 § 54 8% 410
Net finance receivables. . ... ovviv v tueronenrsansesneses 931 981 1,020
Total @8SeIS . .. ...ttt i a e ;. 1,085 1,331 1,797
Total debt . ...ttt e s e ea e 274 533 957
Total Habilities . . . .. v vv vt e e e o e oo e e 1024 1,282 1,748
IR .o i s i 6 SRR s B R S LR 61 49 49
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U S WEST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 21: QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly Fisancial Data

First  Secoad Third  Fourth
Quarter Quarter Quarter  Quarter

1995
Salesandotherrevenues .............co0vninnenana., $2,828 52894 52964 §3,060
Income before income tises and extraordina.y items ... ...... 538 514 538 564
Income before extraordinaryitems ...... ................ 330 318 325 356
INGL DD & o sn o wisvoucaia ol o iate o B pre o o oo R et 330 s 316 353

Pro forma eamings per common share:
Communications Group earnings per common share before

- D . e L 0.67 0.62 0.62 0.60
Communications Group earnings per common share . . . ... .. 0.67 0.62 0.61 0.59
Media Group earnings per common share before
ernordInmry B . ..o cvii i v e e e e 0.03 0.05 007 0.15
Media Group earnings per common share . ....... ....... 003 005 006 015
1994
Salesand Other FEVENULS . ... .....cvvernvnsenrcananaas 52,641 $2,708 32,765 $2839
Income from continuing operations before income taxes. . ... .. 522 609 514 638
Income from continuing operations and net income . . ... ..... 324 375 318 409
Eamings percommonshare .. .............c0cvvnninnnn, 0.73 0.83 0.70 0.89

EMfective November |, 1995, cach share of U 5§ WEST. Inc. common stock was convened into one share each of Communications
Stock and Media Stock. Eamings per common share for 1795 have been presented on a pro forma basis 1o reflect the rwo classes of
stock as if they had been outstanding since January 1, 1995, For penods prior 1o the recapitalization, the average common thares
outstanding for the rwo classes of siock are assumed 1o be equal 1o the average common shares outstanding for U § WEST. lac.

1993 first-quarter pet income includes 339 (30.08 per Communications share) from a gain on the sales of cemain rural telephone
exchanges. 1993 second-quaner net income includes $10 (30,02 per Communications share) from & gain on the sales of certan rural
telephone exchanges. 1995 third-quarer net income includes 521 (30,04 per Communications share) from a gain on the wles of certan
rural telephone exchanges and 510 (30.01 per Communications share and $0.0]1 per Media share) for expenses assoliated with the
Recapitalization Plan. |995 third-quarnter net income also includes charges of §%(30.01 per Communications vhare and 3001 per Media
share ) for the early extinguishment of debt. 1995 lounth-quarter net income includes 515 (30.03 per Communications share ) from a gun
on the wales of certain rural telephone exchanges and $95 (30 20 per Media share ) lrom the merger of U S WEST s joint venture interest
in Tele West, 1995 fourth-quarter net income also includes other charges of §10 (30.01 per Communications share and $0.01 per Media
share), including §7 for expenses assocusted with the Recapitalization Plan and an extracrdinary charge of 53 for the early exunguish-
ment of debt.

1954 first-quarter net income includes 515 (5.03 per share) from a gain oo the sales of cemain rural relephone excaanges 19594
second-quarter net income includes gains of 516 (3.04 per share) and 341 (5.09 per share) on the wales of cerain rural telephone
exchanges and paging operations, respecirvely, 1994 fourth-quarter nei income includes gains of $105 (5.23 per share| for the panial
sale of a jownt venture interest in TeleWest and 520 (5.04 per share) oa the sales of cerain rural telephone exchanges
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 21: QUARTERLY FINANCIAL DATA (UNAUDITED) (Continued)

Market Price
(Whole dollary)
1995
U S WEST Stock
51 e N T g G S S o T $41.375 535125 $40.125 30535
SBOODM v v ocvvivtsi na o ae s babe e e sk 42875 39.125 41625 0535
THIRD .+ o i oo v b a4 e T e e 48375 40875 47,125 0535
Fourth (through October 31, 1995) ... .....ccvvuvunnn. 48375 45625 47875 -

Communications Stock

Fourth (November 1, 1995 through December 31, 1995) ... $36375 $28375 235625 $0.53%
Media SOk . . .. .ot i ittt e e

Fourth (November 1, 1995 through Dec:mber 3, 199'5] ... $20000 517375 S19.000 §—

BB o i arasit e s e O a  a Tl  a a $46250 35383500 $40.750 $0.535
Sepoml i e e R e PRI EToN 43750 38250 41875 0.535
L L Py AP (PR 43125 38250 38750 0535
T 38875 34625 35625 0535
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U S WEST COMMUNICATIONS GROUP

FINANCIAL HIGHLIGHTS

Year Ended December 31,
1995 [ 199) 1991 19
Dollars ia millloas (except per share ameounts)

Operating revenues. . . .....coovivuninnrnneas §9484 59176 58870 § 8530 § 8345
Netincome (loss) Y ..o it o innnnan 1,176 1,150 (2,809) (815) T
Pro forma earnings per common share . ......... 2.50 253 .- — -
Pro forma dividends per common share® .. ....... 214 214 — - —
EBITDA? . o ivnms vwme san seinsenasessssoes 4220 4026 3,743 3,553 3.547
EBITDA margin’. ... .. ... ... ..0vivunn. 445% 439% 422%  417%  425%
TOtal ASSEIS . .o vii it $16,585 $15944 $15423 520,655 $20,244
Total debt ....... 0 TN T 2 S 6,754 6,124 5673 5,181 5.287
Communications Group equity* ............... 3,476 39 272 6,003 7,530
Return on Communications Group equity** . . .. .. 3B6% 0% 225% 13.7% 128%
Percentage of debt to total capital * ... .......... 660% 658% 67.6% 463% 41.3%
Capital expendifUres . .. .o ivvieiiiiva i ses on $2739 52477 52226 § 2,385 S 2194
Telephone network access lines in service

(hosAndE) - e i T e ST R e 14,847 14336 13843 13,345 12,935
Billed access minutes of use — interstate (millions) . 47,801 43,768 40,594  37.413 35,144
Billed access minutes of use — intrastate (millions) . 9.504 8,507 7.529 6,956 6.557
Communications Group emplovees . ............ 50.825 51,402 52598 55352 §7,725
Telephone company employees . ... ............ 47,934 47493 49668 52423 54923
Telephone company employees per ten thousand

BOCEEE LIS .« vov oo vt viwrs s smgianes nsesss 323 331 359 393 425
Pro forma average common shares outstanding

(thousands)® .. ... iunnninriinnnnnnnn, 470,716 453,316

Pro forma common shares outstanding (thousands) *. 473,5635* 469,343

* Actual

' 1993 net income includes a gain of 383 (50.18 per share) on the sales of ceramn rural telephone exchanges and cther charges of 314

(50.03 per share), including an extraordinary charge of 38 for the early extinguishment of debt and 38 for costs associated with the
Movember 1, 1995 recapitalization. 1994 net income inciudes a gain of 551 (30.11 per share) on the sales of certain raral telephone
exchanges. 1993 net income was reduced by a $534 restructuring charge and 554 for the cumulative effect on deferred taxes of the
1993 federally mandaied increase n income 1ax rates. 199] net income was also reduced by extraordinary charges of $3.123 for the
dmtmdmndrwmmwrsmﬂﬂu.ﬂmmhmmmnmmm:
net income was reduced by 51.743 for the cumulative effect of change in accounting principles, 1991 net income was redusd by 3
3173 restructuring charge.
* Effective November 1. 1995, each share of U S WEST. Inc. common stock was converied inio one share each of U § WEST
MMGWMMMUSWHMGMPMM&WWWMM“ been
presented on a pro forma basis to reflect the rwo classes of sack as if they had been outstanding since January 1, 1994, For penods
prot 1o the recapitalization, the average common shares outstanding are assumed 10 be equal (o the average common shares
outstanding for U 5§ WEST, Inc.
Eamings before interest. taxes. depreciation. amonuation and other (“EBITDA"). EBITDA also excludes the gain on saker of rural
telephone exchanges and restructuring charges. The Communications Group considers EBITDA an important indicator of the
operational strength and performance of its businesses. EBITDA. however, should not be connidered a3 an alternatrve to operating
of netl income as an indicator of the performance of the Communications Group's businesses or as &n aliernative (o cash flows from
operaling activities as a measure of liquidity. in each case determined in accordance with generally accepted accounting principles
The increases in the percentage of debt to total capital and retum on Communications Group equirty, and the decrease n
Communications Group equity since 1992, are primarily due to the effects of discontinuing SFAS Mo, 71 in 1993 and the cumulsine
effect of change in accounting principles in 1992
1995 return on Communications Group equity is based on income before extraordinary items. For 1994, there are no adjustments 1o
net income for this calculation. 199) retum on Communications Group equity is based on income ex uding extraordinary items. 3
restructuring charge and the cumulative effect on deferred taxes of the 1993 federally mandated increase in income 1ax rates. 1957
return on Communications Group equity o based on income before cumulative effect of change in accounting principles. 1991 return
un Communications Group equity o based on income excluding the effects of & restruciuring charge
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U 5 WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF .
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions, except per share amounts)

The Recapitalization Plan

On October 31, 1995, the shareholders of U S WEST, Inc., a Coloraco corporation (“U § WEST
Colorado™), voted to approve a proposal (the **Recapitalization Plan") adopted by the Board of Directors to
reincorporate in Delaware and create two classes of common stock. Under the Recapitalization Plan,
shareholders approved an Agreement and Plan of Merger between U S WEST Colorado and U § WEST.
Inc., a Delaware corporation (*U S WEST™ or the “Company™), pursuant to which U S WEST continues as
the surviving corporation. In cor.aection with the me-ger, the Certificate of Incorporation of 'S WEST has
been amended and restated to designate two classes of common stock of U S WEST. one class of which is
authorized as U S WEST Communications Group Common Stock (“Communications Stock”™) and the other
class which is authorized as U S WEST Media Group Common Stock (“Media Stock™).

The Communications Stock and Media Stock provide shareholders with two distinct securitics that are
intended to reflect separately the communications businesses of U S WEST (the “Communications Group™)
and the multimedia businesses of U S WEST (the “Media Group™ and, together with the Communications
Group, the “Groups”).

The Communications Group

The Communications Group primarily provides ragulated communications services to more than
25 million residential and business customers in the Communications Group Region (the “Region”). The
Region includes the states of Arizona, Colorado, Idaho, lowa, Minnesota, Montana, Nebraska, New Mexco,
North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming. Services offered by the Communi-
cations Group include local telephone services, exchange access services (which connect customers 1o the
facilities of carriers, including long-distance providers and wireless operators), and long-distance services
within Local Access and Transport Areas (“LATAs") in the Region. The Communications Group provides
other products and services, including custom calling features, voice messaging, caller identification, high-
speed data applications, customer premises equipment and certain communications services to business
customers and governmental agencies both inside and outside the Region. The Telecommuaications Act of
1996, enacted into law on February 8, 1996, will dramatically alter the competitive landscape of the
telecommunications industry and will further change the nature of services the Communications Group will
offer. These future service offerings include interLATA long-distance service, wireless services, cable TV
and interconnection services provided 1o competing providers of local services.

The Combined Financial Statements of the Communications Group include: (i) the combined histoncal
balance sheets, results of operations and cash flows of the businesses that comprise the Communications
Group; (ii) corporate assets and liabilities and related transactions of U § WEST identified with the
Communications Group; and (iii) an allocated portion of the corporate expenses of U § WEST All
significant intra-group financial transactions have been eliminated. Transactions between the Communica-
tions Group and the Media Group have not been eliminated. For a more complete discussion of
U'S WEST's corporate allocation policies, see the U S WEST Communications Group Combined Financial
Statements — Note 2: Summary of Significant Accounting Policies.

The following discussion is based on the U S WEST Communications Group Combined Financial
Statements prepared in accordance with generally accepted accounting principles (“GAAP"). The discus-
sion should be read in conjunction with the U § WEST, Inc. Consolidated Financial Statements
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Results of Operations — 1995 Compared with 1994
Comparative details of income before extraordinary items for 1995 and 1994 follow:

Increase
(Decrease)
1994' 194! 3 -
U 5§ WEST Communications, Inc. .. ...............cccneun... 1,219 51,175 § 44 a7
e OpRTEHOM. :ivivi v em s s s ey B e T e e e (35) __(25) _ (10) (40.0)
Income before extraordinary items. . .. ................0..... 1184 SL150 § 34 o

Pro forma earnings per common share before extraordinary items’ .. § 252 § 253 $(0.01) (04)

! 1793 income before extraordinary items includes a gain of 385 (30.18 per share) on the sales of certain rural ielephone exchanges and
$4 (3001 per share) for costs associated with the Recapitalization Plan.

. immmu{mmwﬂmmmwhuuumdﬂ!|ﬂlllp¢nh¢u}mthcmnufummdulw:mm
! Eammppummshuemhﬂnpuunﬂdm:pmfmbuhuﬁdutmmmilﬂumwmqm

January 1. 1994, For penods prior (o the recapitalization, the sverage common shares outstanding are assumed to be equal to the
average common shares outstanding for U § WEST

The Communications Group's 1995 income before extraordinary items, excluding the effects of one-
time items described in Note 1 1o the table above, was $1,107, an increase of $8, or 0.7 percent, compared
with $1,099 in 1994, also excluding the effects of one-time items. Total revenue growth of 3.4 percent was
largely offset by significantly higher costs incurred to improve customer service and meet greater than

| expected business growth. Net income growth will also be limited in 1996 while the Communications Group
continues to commit significant resources 10 meet customer service objectives and broaden its range of
product and service offerings.

' Excluding the effects of one-time items described in Note 1 to the table above, pro forma eamings per
| common share before extraordinary items (“earnings per share™) were $2.35 in 1995, a decrease of $0.07, or
2.9 percent, compared with $2.42 in 1994, similarly adjusted. Earnings per share in 1995 reflect approxi-
mately 17 million additional average common shares outstanding, of which 12.8 million were issued in
December 1994,

During 1995, the Communications Group refinanced 5145 of long-term debt. Expenses associated with
the refinancings resulted in extraordinary charges of $8, net of tax benefits of §5.

Increased demand for services resulted in growth in eamings before interest, taxes, depreciation,
amortization and other (“"EBITDA") of 4.8 percent in 1995, The Communications Group believes EBITDA
is an important indicator of the operational strength of its businesses. EBITDA, however, should not be
considered as an alternative to operating or net income as an indicator of performance or as an alternative to
cash flows from operating activities as a measurc of liquidity, in each case determined in accordance with
generally accepted accounting principles ("GAAP"),
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Operating Revenues
An analysis of changes in operating revenues follows:

Price [ 1 (Decrease)
1995 1998  Chanpes Demand  Other 3 s
Local service . ... ........... e . HMA SaDd 535 {10y 317 $(21y s 68
Imerviate acoess . . . ... ... L., 3m8 2.24% (&8) (2) 191 (14) 109 48
Intrantate access ; e i 47 e (3) L] 34 5 18 15
Long-distance network . ... ... L L. 1189 1329 (23) 1] (34) (62) (14D) (1035)
Other 3¢V . . ... ... .0oouuinnsnn.. a5 782 _ - — e - 58
PR s T e e e e $9484  59.176 5(8%) 59 S S(48) 3308 34
w—— w——— Wt ww s — - Rl -

Approximately 97 percent of the revenues of the Communications Group are attributable to the
operations of U S WEST Communications, Inc. (“U S WEST Communications™), of which approximately
59 percent are derived from the states of Arizona, Colorado, Minnesota and Washington. Approximately
29 percent of the access lines in service are devoted (o providing services to business customers. The access
line growih rate for business customers, who tend to be heavier users of the network, has consistently
exceeded the growth rate of residential customers. During 1995, business access lines grew 5.4 percent while
residential access lines increased 2.8 percent.

The primary factors that influence changes in revenues are customer demand for products and services,
price changes (including those related to regulatory proceedings) and refunds. During 1995, revenues from
new product and service offerings were $534, an increase of 58 percent compared with 1994, These revenues
primarily consist of caller identification, voice messaging, call waiting and high-speed data network transmis-
sion services,

Local service revenues include local telephone exchange, local private line and public telephone
services, In 1995, local service revenues increased principally as a result of higher demand for new and
existing services, and demand for second lines. Local service revenues from new services increased $92, or
78 percent, compared with 1994. Reported total asccess lines increased 511,000, or 3.6 percent, of which
161,000 were second lines. Second line installations increased 25.5 percent compared with 1994, Access line
growth was 4.2 percent adjusted for the sale of approximately 95,000 rural telephone access lines during the
last 12 months.

Access charges are collected primarily from interexchange carriers for their use of the local exchange
network. For interstate access services there is also a fee collected directly from telephone customers
Approximately 33 percent of access revenues and 11 percent of total revenues are derived from providing
access services (0 ATAT

Higher revenues from interstate access services were driven by an increase of 9.2 percent in interstate
billed access minutes of use. The increased business volume more than offset the effects of price reductions
and refunds. The Communications Group reduced prices for interstate access services in both 1995 and 1994
as a result of Federal Communications Commission ("FCC") orders and competitive pressures. [ntrastate
access revenues increased primarily due to the impact of increased business volume and multiple toll carrier
plans, partially offset by the impact of rate changes.

Long-distance revenues are derived from calls made within the LATA boundaries of the Region. Duning
1995 and 1994, long-distance revenues were impacted by the implementatio. of multiple toll carrier plans
(“MTCPs") in Oregon and Washington in May and July 1994, respectively, The MTCPs essentially allow
independent telephone companies to act as toll carriers. The 1995 impact of the MTCPs was long-distance
revenue losses of $62, partially offset by increases in intrastate access revenues of $12 and decreases in ather
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

operating expenses (i.e. access expense) of $42 compared with 1994. These regulatory arrangements have
decreased annual net income by approximately $10. Similar changes in other states could occur, though the
impact on 1996 net income would not be material.

Excluding the effects of the MTCPs, long-distance revenues decreased by 5.9 percent in 1995, primarily
due 10 the effects of competition and rate reductions. Long-distance revenues have declined over tne last
several years as customers have migrated to intcrexchange carriers that have the ability to offer these
services on both an intral ATA and interLATA basis. A portion of revenues lost to competition, however, is
recovered through access charges paid by .he interexchange c..riers. Erosion in long-distance revenue will
continue due to the loss of 1+ dialing in Minnesota, effective in February 1996, and in Arizona, effective in
April 1996. Annual long-distance revenue losses could approximate $30 as a result of these changes. The
Communications Group is partially mitigating competitive losses through competitive pricing of intraLATA
long-distance services.

Revenues from other services primarily consist of billing and collection services provided to inter-
exchange carriers, voice messaging services, high-speed data transmission services, sales of service agree-
ments related to inside wiring and the provision of customer premises equipment. Revenues from other
services also include directory listings, customer lists, billing and collection and other services provided to the
Media Group. These services are sold at market price. However, the Communications Group's accounting
and reporting for regulatory purposes is in accordance with regulatory requirements. Revenues for services
provided to Media Group were $20 in 1995 and $29 in 1994,

During 1995, revenues from other services increased $44, primarily as a result of continued market
penetration in voice messaging services and sales of high-speed data transmission services. Revenue growth
from other services is also attributable to maintenance contracts for inside wire services and a large contract
related to a wire installation project. These increases were partially offset by a decrease of $20 in revenues
from billing and collection services. The decline in billing and collection revenues is primarily related to
lower contract prices and a decrease in the volume of services provided o ATAT t

Costs and Expenses

Iscreass

i Decrease)
1994 e 1 %
Employee-related expenses . .. ........... .., $3,341 83215 5126 39
Other Operaling expenses . ... .......... ....... cea. 1543 1547 (4) (0.3)
Taxes other than income taxes . ... .............. Raa 380 18 (8) (2.1)
Depreciation and amortization . ............000u.en.. 2,042 1908 134 70
TALETEST BXPEIIBE v oo anvonasnssssessaseanosssnas . 427 376 51 136
Other expense =— NBL . ..o vvveeinsinanan iunnansansss 41 21 20 952

Employee-relaied expenses include basic salaries and wages, overtime, benefits (including pension and
health care), payroll taxes and contract labor. During 1995, improving customer service was the Communica-
tions Group's first priority. Overtime payments and contract labor expense associated with customer service
initiatives increased employee-related costs by approximately $168 compared with 1994. Expenses related to
the addition of approximately 1,700 employees in 1995 and 1,000 employees in 1994 also increased em-
ployee-related costs. These expenses were incurred to handle the higher than anticipated volume of business
and 1o meet new business opponunities. Partially offsetting these increases was a 834 reduction in the
accrual for postretirement benefits, a $22 decrease in travel expense and reduced expenses related to
employee separat.ons under reengineering and streamlining initiatives. The Communications Group will
continue to add employees to address customer service issues and growth in the core business, Costs related
to these work-force additions will partially offset the benefits of employee separations achieved through
resiructuning. (See “Restructuring Charge.”)
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANA YSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Other operating expenses include access charges (incurred for the routing of long-distance traffic
thm_-ugh the fmlitic? of independent companies), nerwork software expenses and other general and adminis.

funding at Bell Communications Research, Inc. (“Belicore"), of which U S WEST Communications has a
one-seventh ownership interest. These decreases in other operating expenses were partially offser by
increases in costs associated with increased sales, including bad debt expense. Allocated costs from
U'S WEST were 5116 and $110 in 1995 and 1994, respectively.

Taxes other than income taxes, which consist primarily of property taxes, decreased 2.1 percent in 1995,
primarily due to favorable property tax valuations and n..Jl levies as compared with 1994, As a result of these
valuations and mill levies, 1995 fourth-quarter accruals decreased by $20 compared with fourth-quarter
1994,

Increased depreciation and amortization €xpense was uitributable to the effects of a higher depreciable
asset base, partially offset by the effects of the sales of certain rural telephone exchanges.

Interest expense increased primarily as a result of an increased use of debt financing. The average
borrowing cost was 6,9 percent in 1995, compared with 6.8 percent in 1994, (See “Liquidity and Capital
Resources.”) The increase in other expense is largely auributable 1o $8 of costs associated with the
Recapitalization Plan in 1995,

Provision for Income Taxes

Increase
1995 1994 5 %

Provision for income taxes,............... ... ... 5 662 $653 $ 9 1.4
L R I59% Jo.2% — —_

The decrease in the effective tax rate resulted primarily from the effects of a research and experimenta-
tion credit and adjustments for prior periods, i

Restructuring Charge

The Communications Group's 1993 results reflected an $880 restructuring charge (pretax). The related
restructuring plan (the “Restructuring Plan") is designed to provide faster, more responsive customer
services while reducing the costs of providing these services. As part of the Restructuring Plan, the Commu-
nications Group is developing new systems and enhanced system functionality that will enable it to monitor
networks to reduce the risk of service interruptions, activate telephone service on demand, rapidly design
and engineer products and services for customers, and centralize its service centers. The Communications
Group has consolidated its 560 customer service centers into 26 centers in 10 cities and plans on reducing its
work force by approximately 10,000 employees. All service centers are operational and supported by new
systems and enhanced system functionality.

The Restructuring Plan is expected to be substantially complete by the end of 1997, Implementation of
the Restructuring Plan has been impacted by growth in the business and related service issues, new business
opportunities, revisions to system delivery schedules and productivity issues caused by the major rearrange-
ment of resources due to restructuring. These issues will continue to affect the liming of employee

The Communications Group estimates that full implementation of the 1993 Restructuring Plan wll
reduce employee-related expenses by approximately $400 per year. The savings related to work-force
reductiuns will be offset by the effects of inflation and a variety of other factors. These factors include costs
related to the achicvement of customer service objectives and incrzased demand for existing services. (See
“Costs and Expenses.”)
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Following is a schedule of the costs included in the Restructuring Plan;

15994 1995 1994 1997
Actual  Actual  Estimste  Estimate Total

Employee separation*. . ... .. ... . . . . . SS9 $7% s1 5127 $2%5
Systems development .. ... ... .. 118 129 113 — 360
Realesate .......... ... . ................ 50 66 14 — 130
Relocation ........ ... ... i 21 21 20 13 75
Retraining and other. .. .....vuinenviinisninnnn,, .. 8 23 n 7 60
Total 1993 Restrucruring Plan . ........... .. ... .. . . 216 315 202 147 880
Rzmlininglwlphncmp!o:m:mu'..,........,..... 6 - — — 56
B T . -... $272 3315 5202 5147 3936

! Employuup-umnmndudqthhdmda 1991 restructuring reserve at December 31, 1993, aggregace 3311

Employee separation costs include severance payments, health-care coverage and postemployment
education benefiis. Systems development costs include new systems and the application of enhanced system
functionality 1o existing, single-purpose systems to provide integrated, end-to-end customer service. Real

estate costs include preparation costs for the new service centers. The relocation and retraining costs are

Employee Separation. Under the Restructuring Plan, the Communications Group anticipates the
separation of 10,000 employees, Approximately 1,000 employees that were originally expected to relocate
have chosen separation or other job assignments and have been replaced. This increased the number of
employee separations to 10,000 from 9,000, and increased the estimated total cost for employee separations
to 5311 from $281, as compared with the original estimate. The $30 cost associated with these additional
employee separations was reclassified from relocation to the reserve for employee separations during 1995,

Annual employee separations and employee-separation amaounts uqder the Restructuring Plan follow:
- 1994' 1995 1994 19%7
Estimstr Actusl Estimste Acteal Estimate) Estimate’ Total

Employee separation:

MAMBEEEIRL ..o i scannari i 1,061 497 612 682 202 1,357 2,738

Occupational . . ............... 1,887 1,683 1,638 1.643 798 3138 7,262

L R T 2948 2180 2250 2325 1,000 4,495 10,000
1994' 1994 199 1997

hmwnmmW[MTm

Employee-separation amounts:

Managerial .................. $2 §$ 5 s$21 530 s 9 § 54 s o8
Occupational . ., .............. 15 14 54 46 24 73 157
e k) 19 75 76 33 127 255
Remaining 1991 reserve .. ..., ... 56 56 — — — — 56
L R e $§93 $75 $75 $7% s 13 127§ 3n

" Includes the remaming employees and the separation smounts asociated with the balance of a 199] restructunng reserve ai
December Ji, 1993

A wugnificant number of the emplovee reductions eriginally scheduled for |99 will be delayed while the Communicatons Group
locuses on overtime and contract-labor capenses. The Restructunng Plan is expected to be substantially compiete by the end of 1997
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U S WEST COMMUNICATIONS GROLUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Coatinued)

Compared with the original estimates, employee reductions and separation amounts shown above have
been reduced by 1,600 employees and $53, raspectively, in 1996, and increased by 4,495 employees and $127,
respectively, in 1997,

Systems Development. The existing informaticn management systems were largely developed to sup-
port a monopoly environment. These systems were inadequate due to the effects of increased competition,
new forms of regulation and changing technology that have driven consumer demand for products and
services that can be delivered quickly, reliably and economically. The Communications Group believes that
improved customer service, delivered at lower cost, car. se achieved by a combination of new systems and
introducing new functionality to existing systems. This is a change from the initial strategy which placed more
emphasis on the development of new systems.

The systems development program involves new systems and enhanced system functionality for systems
that support the following core processes:

Service Delivery — to support service on demand for all products and services. These new systems
and enhanced system functionality will permit customer calls to be directed to those service representa-
tives who can meet their requirements. This process will provide enhanced information to the service
representatives regarding the customer requests and the ability of the Communications Group to fulfill
them.

Service Assurance — for performance monitoring from one location and remote lesting in the new
environment, including identification and resolution of faults prior o customer impact.

Capacity Provisioning — for integrated planning of future network capacity, including the installa-
tion of software controllable service components.

Certain of the new systems and enhanced system functionality have been implemented in the service
centers and have simplified the labor-intensive interfaces between systems processes in existence pnor to the
Restructuring Plan. Enhanced system functionality introduced under the Restructuring Plan since its incep-
tion includes the following:

* The ability to determine facilities’ availability while the customer is placing an crder:

* Automated engineering of central office facilities and automated updating of central office facilities’

records;

* The ability to track the status of complex network design jobs fro= the customer’s perspective; and

* Systems that accurately diagnose nerwork problems and prepare repair packages to correct the

problems identified.

The direct, incremental and nonrecurring costs of providing new systems and enhanced system func-
tionality follow:

1954 1998 1994

Estimate Actusi Estimate Actual Estimate Total

Servioe ARl oo a e $35 $21 $2 $19 S$43 584
SCIVICE RSSUIANCE . .. uvviiranneonnrsonnnees 45 12 24 22 26 60
Capacity provisioning .................0.... 17 57 92 8S 42 184
AllOhar oo i e e e e 8 28 8 ] | 32
Pl R R AN RS e, %y e $105 S118  Si145 (129 §113 85360

Systems expenses charged to current operations consist of costs  ociated with the information man.
agement function, including planning, developing, testing and maint g databases for general purpose
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Cont!nued)

computers, in addition to systems costs related to maintenance of telephone network applications. Other
systems expenses are for administrative (i.c. general purpose) systems which include customer service, order
entry, billing and collection, accounts payable, payroll, human resources and property records. Ongoing
systems costs comprised approximately six percent of total operating expenses in 1995, 1994 and 1993. The
Communications Group expects systems costs charged 1o current operations as a percent of total operating
expenses 10 approximate the current level throughout 1996, Sysiems costs could increase relative to other
operating costs as the business becomes more technology dependent.

Progress Under the Restructuring Plan
Following is a reconciliation of restructuring reserve activity since December 1993:
Reserve Reserve Change Reserve
Balance 1994 Balasc: 1995 Ia Balancy

1LOL9)  Adivity 113U Activity  Estimate 11794
Employee separation: '

Managerial .............c00vniuninan. §75 § 5 §7 53 5B § 63

Occupational . .........covviinnnnnnnn. 150 14 136 46 7 97
Total employee separation . ............... 225 19 206 76 30 160
Systems development:

Service delivery .. vicvnvivini sie s 73 21 52 19 11 44

SErvice asSUMIDCE . ... vv v nsnnn 64 12 52 22 (4) 26

Capacity provisioning . . .. .............. 179 57 122 85 5 42

A R S TR e e Ee 28 16 K} _[_l_'.::l 1
Total systems development . .. ......ocvuun. 360 118 242 129 - 113
Benl eshple s s e o e e e e a e e R 130 50 80 66 o 14
Relocsltn i s v a s g s fg e e s e 105 21 B4 21 (30) 13
Retraining andother . . ............ ...... 60 8 52 23 = 29
Total 1993 Restructuring Plan. ... .......... B30 216 664 35 — 349
Remaining 1991 plan expenditures . . ... - 56 56 — — = —
[ e PR oy SR A ol S $936 $272  $664 5315 $— §349

Cumulative

1994 1995 Separations st
Separstion .

Employee separations:

IEMEENERTIE . oo oo wimiwson: oo b M A T AR 497 682 1,179
OOCUDRUOBR . covivisi i o s 6 oo wd 0w s w8505 1,683 1,643 3,326
TOHAL L vvvvinb smwsinine me e e s e e e e 2,180 2,325 4,505

Results of Operations — 1994 Compared with 1993
Comparative details of income before extraordinary items for 1994 and 1993 [ollow:
1994’ 1993 Increase

U 5 WEST Communications, INC, . .. oo vsvssensisusieassnssassa $1,175 § 435 5740
CIEhEr CPETMIIINE -« voos wnaiasion i o @ie s 6o s TR0 8y o o 5 8 (25) (44) 19
Income before extraordinary items, . .. ..o v v vin v i v 51,150 § 391 759

' 19 income before entracrdinary itemd includes a gain of 151 on the sales of cenain rural elephone exchanges

* 199) income before extraordinary items was reduced by $3M for a restrucruning charge and 554 for the cumulatree effect oa deferred
taxes of the |99 (ederally mandated incTease in inCoME Lax rates.
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U § WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Cootinued)

The Communications Group's 1994 income before extraordinary items was $1.099, an increase of $120.
or 12.3 percent, over 1993, excluding the one-time effects described in Notes 1 and 2 to the table above. The
increase was primarily attributable to increased demand for telecommunications services.

In 1993, U S WEST Communications incurred extraordinary charges for the discontinuance of State.
ment of Financial Accounting Standards (“SFAS") No. 71, “Accounting for the Etfects of Certain Types of
Regulation,” and the early extinguishment of debt. An cxtraordinary, noncash charge of $3.1 billion (after
tax) was incurred in conjunction with the decision to discoutinue accounting for the operations of U S WEST
Communications in accordance with SFAS No, 71. SFAS No. 71 generally applies to regulated companies
that meet certain requirements, including a requirement that a company be able to recover its costs,
competition notwithstanding, by charging its customers at prices established by its regula.ors. This decision
to discontinue the application of SFAS No. 71 was based on the belief that competition, market conditions
and technological advances, more than prices established by regulators, will determine the future cost
recovery by U'S WEST Communications. As a result of this change, the remaining asset lives of U S WEST
Communications’ telephone plant were shortened to more closely reflect the useful (economic) lives of such
plant. U S WEST Communications' accounting and reporting for regulaiory purposes were not affected by
the change,

During 1993, U § WEST Communications refinanced long-term debt issues aggregating 52.7 billion in
principal amount. These refinancings allowed U S WEST Communications (o take advantage of favorable
interest rates. Extraordinary costs associated with the redemptions reduced 1993 income by $77 (after tax),

Revenue growth. partially offset by higher operating expenses, provided a 7.6 percent increase in
EBITDA.

Operating Revenues

An analysis of changes in operating revenues follows:

Increass

Lower
Price  (Higher JDscresse)
1994 1993 Changes t Demand Other .'l_ %

Local servce i . M7 518X $12) 330 - $218 § 4 32 62
Interstare accens . . . o 2.269 2147 (15) (8) 148 5 I L
Intrastate accens byl [ (10} i4) 51 o 47 69
Long-distance network . . .. ... ... ..... . 1319 1442 (8) I (43) 8}) (1 (78
Other services 3% m 70 — - — 12 12 14
- e R L 19176 38870 $(45) 521 n a4y 530e 14
— | —— —_ i — - — - —

In 1994, local service revenues increased principally as a result of higher demand for services. Reported
access lines increased by 3.6 percent. Excluding the sale of approximately 60,000 rural telephone access lines
during 1994, access line growth was 4.0 percent.

Higher revenues from interstate access services were primarily attributable to an increase of 7.8 percent
in interstate billed access minutes of use, which more than offset the effects of price decreases. Intrastate
access charges increased primarily as a result of higher demand, including demand for private line services.

Long-distance revenues decreased principally due to the effects of the MTCPs implemented in Oregon
and Washington. The 1994 impact was a loss of $68 in long-distance revenues, partially offset by a decrease of
548 in other operating expenses and an increase of $10 in intrastate access revenue. These regulatory
arrangements decreased net income by approximately $6 in 1994,

During 1994, revenues from other services increased due to higher revenue fromi billing and collection
services and increased market penetration of new service offerings. Partially offsetting the increase in other
services revenues was the 1993 sale of telephone equipment distribution operations, completion of large
telephone network installation contracts and lower revenue from customer premises equipment installa-
tions. Revenues for services provided to the Media Group were $29 in 1994 and $26 in 1993
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions, except per share amounts)

Costs and Expenses

Increase
{Decrease)
1994 199) [] 5
Employee-related eXpenses . . .. co oo vmevoansissraves §3,215 353068 $147 a8
Other OPEraling eXPORSES . oo v v oo v iianivineensns s 1.547 1671 (124) (74)
Taxes other than income tAXES . ..........cvvvvnerass 388 38— e
Depreciation and amortization . .........o.ivuvnrinnns 1,908 1,828 80 44
Restructuring charge . ......ovvvininnernnnaneennas — B8D  (B80) —
Interest EXpPensE . . .. .. otviren it i : 376 412 (36) (8.7)
Other EXPERSE = MEL . . o oo vt ee it e s mv e aeanseeenns 21 24 (3) (125

In 1994, overtime payments, contract labor and basic salaries and wages, all related to the implementa-
tion of major customer service and streamlining initiatives, increased by $150. A $71 reduction in the amount
of pension credit allocated to the Communications Group also contributed to the increase in employee-
related expenses. Actuarial assumptions, which include decreases in the discount rate and the expected long-
term rate of rerurn on plan assets, contributed to the pension credit reduction. Partially offsetting these
increases were the effects of employees leaving under the Restructuring Plan, lower health-care benefit
costs, including a reduction in the accrual for postretirement benefits, and lower incentive compensation
payments to employees,

Other operating expenses decreased primarily due to the effect of the MTCPs. Lower customer
premises equipment installations and lower expenses at Bellcore also contributed (o the decrease, Allocated
costs assigned from U S WEST to the Communications Group totaled $110 and $117 in 1994 and 1993,
respectively. The increase in depreciation and amortization expense was pnmlrily the result of a higher
depreciable asset base and increased rates of depreciation.

[nterest expense decreased due to the effects of refinancing debt at lower rates in 1993 a1 U S WEST
Communications. and a reclassification of capitalized interest in 1994. Since the discontinuance of SFAS
No. 71. interest capitalized as a component of telephone plant construction is recorded as an offset against
interest expense rather than to other expense. The Communications Group's average borrowing cost was
6.8 percent in 1994 compared with 6.9 percent in 1993.

Provision for Income Taxes

1994 1993 lacrease
Provision for iNCOME LAXES . .. ...o0uvrvnsnernacsnsneras 5653 £208 5445
Effective [aX FaIE ... .. ... viteneiiiemnn e innnsns 2% MT% —

The increase in the effective tax rate resulted primarily from the effects of discontinuing SFAS No. 71,
an increase in 1994 income before income taxes and the 1993 restructuring charge, partially offset by the
cumulative effect on deferred income taxes of the 1993 federally mandated increase in income tax rates,

Liquidity and Capital Resources — Three Years Ended December 31, 1993
Operaiing Activities

Cash from operations increased 5210 in 1995 primarily due to the increase in EBITDA and a decrease
in the cash funding for postretirement benefits, partially offset by higher payments for restructuring charges.
Cash provided by operating activities decreased by S168 in 1994 compared with 1993, largely due 1o cash
payments for restructuring activities of $279 in 1994, compared with $120 in 1993. Further detals of cash
provided by operating activities are provided in the Combined Statements of Cash Flows.




U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

The future cash needs of the Communications Group may increase as a result of new business
opportunities, including wircless services, and requirements related to the recently enacted Telecommunica-
tions Act of 1996,

Investing Activities

Total capital expenditures were $2,739 in 1995, $2.477 in 1994 and $2.226 in 1993, The 1995 capital
expenditures exceeded th= 1994 and 1993 le- _Is due to the Communications Group's effors to improve
customsr service (including reductions in held orders) and to accommodate additional line capability in
several states. Capital expenditures related to the Restructuring Plan were aporoximately $190 in 1995 as
compared to §265 in 1994. In 1996, capital expenditures are expected to approximate $2.5 billion. Included
in the 1996 capital expenditures estimate are costs to enter new markets as allowed under the Telecommun,-
cations Act of 1996,

The Communications Group received cash proceeds of 5214 and $93 in 1995 and 1904, respectively, for
the sales of certain rural telephone exchanges. Since implementing its rural telephone exchange sales
program, the Communications Group has sold approximately 155,000 access lines. Planned sales of rural
exchanges for 1996 and beyond aggregate approximately 180,000 lines.

Financing Activities

Debt increased by $630 in 1995, primarily due 1o the increase in capital expenditures. The percentage of
debt to total capital at year-end 1995 was 66.0. During 1994, debt increased $451, Nough the percentage of
debt to total capital declined to 65.8 at year-end 1994 from 67.6 at year-end 1993. The decrease 1n the
percentage of debt to total capital in 1994 was primarily attributable to higher net income and issuances of
equity.

During 1995, U S WEST Communications refinanced $1.5 billion of commercial paper 1o take advan-
tage of favorable long-term interest rates. In addition to the commeraial paper, U S WEST Communications
refinanced $145 of long-term debt. [n 1993, U § WEST Communications refinanced $2.7 billion of long-term
debt. Expenses associated with the refinancing of long-term debi resulted in extraordinary after-tax charges
to income of $8 and $77, net of tax benefits of $5 and $48, in 1995 and 1993, respectively,

U'S WEST and U S WEST Communications maintain commercial paper programs 1o finance short-
term cash flow requirements, as well as 1o maintain a presence in the short-term debt market. In addition,
U S WEST Communications is permitted 10 borrow up to $600 under short-term lines of credit. all of which
was available at December 31, 1995. Additional lines of credit aggregating approximately $1.2 billion are
available to both the Media Group and the nonregulated subsidiaries in the Communications Group in
accordance with their borrowing needs. Under registration statements filed with the Securities and Ex-
change Commissicn (“SEC™), as of December 31, 1995, U § WEST Communicauons is permitted (o issue
up to 5320 of new debt securities. An additional $1.2 billion in securities is permitted to be issued under
registration statements filed with the SEC 10 support the requirements of the Media Group and the
nonregulated subsidianies in the Communications Group,

In connection with U § WESTs February 27, 1996 announcement of a planned merger with Continen-
tal Cablevision, U S WEST. Inc.'s credit rating is being reviewed by credit rating agencies, which may result in
a downgrading. The credit rating of U S WEST Communications was not placed under review by Moodv's,
has been reaffirmed by Duff and Phelps and is under review by Fitch and Standard & Poors
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U S WEST COMMUNICATIONS GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS {Coantinued)

borrowing activitics, Debt incurred and investments made by US WEST and its subsidiaries on behalf of the
nonregulated Communications Group businesses and all debt incurred and investments made by U S WEST
Communications are specifically allocated and reflected on the financial statements of the Communications
Group. All other debt incurred and investments made bv U § WEST and its subsidiaries on behalf of the
Media Group are specifically alloca.ed to and reflectea on the financial statements of the Media Group.
Debtincurred by U S WEST or a subsidiary on behalf of a Group is charged to such Group at the borrowing
rate of U S WEST or such subsidiary.

Inierest Rate Risk Management
) The Communications Group is exposed to market risks arising from changes in interest rates. Deriva-
[ tive financial instruments are used to manage this risk. The Communications Group does not use derivative
' financial instruments for trading purposes.

The objective of the interest rate risk management program is to minimize the total cost of debt.
Interest rate swaps are used 1o adjust the ratio of fixed-to variable-rate debt. The market value of the debt
portfolio including the interest rate swaps is monitored and compared with predetermined benchmarks to
evaluate the effectiveness of the risk management program.

Notional amounts of interest rate swaps outstanding were 5784 and $781 at December 31, 1995 and
1994, respectively, with various maturities extending to 2001. The estimated effect of U S WEST Communi-
cations’ interest rate derivative transactions was (o adjust the level of fixed-rate debt from 88 percent to
97 percent of the total debt portfolio at December 31, 1995, and from 76 percent to 86 percent of the total
debt portfolio at December 31, 1994,

In conjunction with the 1993 debi refinancing, the Communications Group executed forward contracts
to sell U.5. Treasury bonds to lock in the U.S. Treasury rate component of $1.5 billion of the future debt
issue. At December 31, 1995, deferred credits of $8 and deferred charges of $51 on closed forward contracts
are included as part of the carrying value of the underlying debt. The deferred credits and charges are being
recognized as a yield adjustment over the life of the debt, which matures at various dates through 2043, The
net deferred charge is directly offset by the lower couporn rate achieved on the new debi.

Competitive and Regulatory Environment

Markets served by the Communications Group, including markets for local, access and long-distance
services, are being impacted by the rapid technological and regulatory changes occurring within the telecom-
munications industry. Current and potential competitors include local telephone companies, interexchange
carriers, compelitive access providers (“CAPs™), cable television companies and providers of personal
communications services (“PCS"). )

On February 1, 1996, the House and Senate approved the Telecommunications Act of 1996 (the * 1996
Act”) which is intended 10 promote competition between local telephone companies, long-distance carriers
and cable television operators. The 1996 Act was signed into law on February 8, 1996, and replaces the
antitrust consent decree that broke up the “Bell System™ in 1984, A major provision of the legislation
includes the preemption of state regulations that govern competition by allowing local telephone companies,
long-distance carriers and cable television companies 10 enter each other's lines of business. Consequently,
the Regional Be!l Operating Companies (“RBOCs") are immediately permutted to offer wircline interLATA
toli services out of their regions. However, to participate in the interLATA long-distance market within their
regions, the RBOCs must first open their local networks to facilities-based competition by satisfying a
detailed checklist of requirements, including requirements related to interconnection and number

portability.

Other key provisions of the 1996 Act: (1) eliminate most of the regulation of cable television .ates
within three years and climinate the ban on cross-ownership between cable television and telephone
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companies in small communities; (2) permit the RBOCs (o develop new, competitive cable systems within
their regions and to acquire or build wircless cable systems: (3) provide partial relief from the ban against
manufacturing telecommunications equipment by the RBOCs; and (4) permit wircless operators to provide
interLATA toll service in and out of region without a separate subsidiary and to jointly market or resell
cellular service,

The FCC and state regulators have been given latitude in interpreting and overseeing the implementa-
tion of rhis legislation, including developing universal service funding policy. The extent and timing of future
competition, including the Communications Group's ability to offer in-region interLATA long-distance
services, will depend in part o the implementation guidelines determined by the FCC and state regulators,
and how quickly the Communications Group can satisfy requirements of the checklist. The Communications
Group estimates that fulfillment of the checklist requirements could occur in the majority of its states within
12 10 18 months.

The Communications Group believes that competitors will initially target high-volume business cus-
tomers in densely populated urban areas. The resulting loss of local service customers will affect multiple
revenue streams and could have a material. adverse effect on the Communications Group's operations. The
resulting revenue losses, however, could be at least partially offset by the Communications Group's ability 1o
bundle local, long-distance and wireless services, and provide interconnection services.

The Communications Group's strategy is to offer integrated communications, entertainment, informa-
tion and transaction services over both wired and wireless networks 1o its customers primanly within its
Region. The key initiatives to support this strategy include five key elements:

* Providing superior customer service

* Building customer loyalty

* Enhancing network capability and capacity

* Expanding the product and service portfolio

* Ensuring a fair competitive environment *

Strategic initiatives to attract and retain customers include: (1) enhancing existing services with prod-
ucts such as caller identification, call waiting and voice messaging; (2) aggressive expansion of data services;
(3) pursuing opportunities to offer paging, wireless and cable television services; and (4) rapid entry into the
interLATA long-distance markel

A market trial for 2 broadband network capable of providing voice, data and video services to customers
commenced in the Omaha area in August 1995. The Communications Group does not intend 1o expand this
service offering beyond the Omaha area because of service cost and pricing issues. The Communications
Group does plan to continue to provide the system that delivers basic, premium and pay-per-view video
services in the Omaha area. The Communications Group is evaluating the relative costs of alternative video
technologies, as well as the near-term feasibility of interactive services. To satisfy anticipated demand for
combined video and telephony services on a cost-effective basis, the Communications Group's strategy may
include selective investments in wircless cable technologies.

The Communications Group is subject to varying degrees cf federal and state regulation. The Commu-
nications Group's regulatory strategy includes working to:

* Achieve accelerated capital recovery;

* Reprice local services 1o cover costs and ensure these services are subsidy free, while lowering toll and
access rates to meet competition; and
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* Ensure that the new rules associated with the Telecommunications Act of 1996 concerning the
unbundling of interconnection, resale of services and universal service do not advantage one competi-
tor over another.

The Communications Group is curreatly working with state regulators to gain approval of these
initiatives.
Other Regulatory Issues

The Communications Group's interstate services have been subject to price cap regulation since
January 1991. Price caps are an alternative form of regulation designed to limit prices rather than profits.
However, the FCC's price cap plan includes sharing of eamings in excess of authorized levels. In
March 1995, the FCC issued an interim order on price cap regulation. The price cap index for most services
is annually adjusted for inflation, productiviry level and exogenous costs, and has resulted in reduced access
prices paid by interexchange carriers to local telephone companies. The interim order also provides for three
productivity options, including a no-sharing option, and for increased flexibility for adjusting pricas down-
ward in response to competition. In 1995, the Communications Group selected the lowest productivity
option while, prior to this interim order, the Communications Group used an optional higher productivity
factor in determining its prices. Consequently, the Communications Group expects the order to have no
significant near-term impact.

There are pending regulatory actions in local regulatory jurisdictions that call for price decreases,
refunds or both. In one such instance, the Utah Supreme Court bas remanded a Utah Public Service
Commission ("PSC") order to the PSC for reconsideration, thereby establishing two exceptions to the
rule against retroactive ratemaking: 1) unforeseen and extraordinary events, and 2) misconduct. The PSC's
initial order denied a refund request from interexchange carriers and other parties related to the Tax Reform
Act of 1986. This action is still in the discovery process. If a formal filing — made in accordance with the
remand from the Supreme Court — alleges that the exceptions apply, the range of possible risk is $0 to $150.

Union Contract

On October 2, 1995, union members approved a new three-year contract with U S WEST. The contract
provides for salary increases of 10.6 percent over three years effective January 1 of each year. The contract
also provides employees with a lump sum payment of $1,500 in licu of wage increases becoming effective in
August of cach year. This lump sum payment is being recognized over the life of the contract. The agreement
covers approximately 30,000 Communications Workers of America members who work for the Communica-
tions Group.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Sharcowners of U § WEST, Inc.:

We have audited the Combined Balance Sheets of U S WEST Commuaications Group (as described in
Note 2 to the Combined Financial Statements) as of December 31, 1995 and 1994, and the related Combined
Statements of Operations and Cash Flows for each of the three years in the period ended December 31,
1995. These financial statements are the responsibility of the Company’s management. Our responsibility is
lo express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit aleo includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
combined financial position of U § WEST Communications Group as of December 31, 1995 and 1994, and
the combined results of its operations and its cash flows for each of the three years in the period ended
December 31, 1995, in conformity with generally accepted accounting principles.

As more fully discussed in Note 2, the Combined Financial Statements of U S WEST Communications
Group should be read in connection with the audited Consolidated Financial Statements of U S WEST, Inc.

As discussed in Note 5 to the Combined Financial Statements, U S WEST Communications Group
discontinued accounting for the operations of U § WEST Communications, Inc. in accordance with State-
ment of Financial Accounting Standards No. 71, “Accounting for the Effects of Certain Types of Regula-
tion,” in 1993,

CooPeRs & Lyeranp [LLP.

Denver, Colorado
February 12, 1996
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U S WEST COMMUNICATIONS GROUP
COMBINED STATEMENTS OF OPERATIONS

Year Ended December 1,
1795 1794 1993

Deollary in milliens
(except per share ameounty)

Operating revenues:

LR VR s S T S e e e S i e e ea o e e § 4344 5 4067 33829
Interstate aCCESS SEIVICE . .. .. ... ......\ ittt 2378 2,269 2,147
Intrastate acCess SEIVICE ... .0 v n et s e 747 729 682
Long-distance network Services . . . ... ..v i 1,189 1,329 1,442
T SEIVICES .o - i s ie om0 i v S SR AR S B26 782 770
Total OPerating FEVEMUES . . . . o0 vt vt e nn s ae e treeinesnns 9,484 9.176 B.870
Operating expenses:
Employee-related expenses . . .. ... ..vuivinennsosonnnnansas 3341 3,215 3,068
Other operating eXpentes . .. .. ...ovcuicvarroneranvrnnsnes 1,543 1,547 1,67
Taxes other than income tAXES .. ... ..........00oveiriunn... 380 388 iss
Depreciation and amortization . . ............c00iuuinnnrnn.. 2,042 1.908 1.828
RESUCTAIIRG CHUTEE .o v o cuaisieim vismiinio ion oo 0w 40 wd o e 5140 — — 880
Total Operating eXpenses . . . .. .. .ovvuetvuinrnnnnnnsnnens 7,306 7.058 7,835
Income from operstions. . . .. .....oviniinnrnennnnnnnnnnns 2,178 2118 1.035
IRl SR i e o e S R g S el T 427 176 412
Gnnsonulesafrunlul:phon:mhmgcs 136 81 —
Other expense — B . .. .oiiinii i e ninnnsiennansensnns 41 21 24
Income before income taxes and extraordinary items . . ............ 1,846 1,803 599
Provision for inCome taxXes . .. ......vvrvrnnnnnnnrernnnnnssns 662 653 208
Income before extraordinary items . ... .................... ... 1,184 1,150 391
Extraordinary items:
Discontinuance of SFAS No. 7Tl netoftax . .................. — — (3,123)
Early extinguishment of debt, netoftax .............0000uun (8) —_ (77)
NET INCOME (LOSS) . ..ottt en e iensaninnsnannasnnn 5 L176 § 1,150 S(2.809)
Pro forma earnings per common share:
Income before extraordinaryitems .................00c0unns 5 252 § 253
Extraordinary items — early extinguishment of debt. . .. ......... (0.02) -
PRO FORMA EARNINGS PER COMMON SHARE . ........... $ 250 5§ 253
PRO FORMA AVERAGE COMMON SHARES OUTSTANDING
CEBOMERIEIE) . . s e a e i A R e B R e b R R R 470,716 453,316

The accompanying notes are an integral part of the Combined Financial Statemenis
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U S WEST COMMUNICATIONS (;ROUP
COMBINED BALANCE SHEETS

ASSETS
December 31
T 1994
Deilars in millioas

Current assets:

Cash and cash equivalents . ... ........uununvnrn e enresnnsnns § 172 % s

Accounts and notes receivable, less allowance for credit losses of $30 and 129

PRIPRCEWBIY oo il i wiow st s s R o B e 1.617 1.500

Tventocles and SUPPHES . . v« v cviinn Ui sivis s vah se s 193 166

Delerred MO T s e e e S e e S R 259 300

Prepaid and other . ...ttt i am s a e ae ey 51 56
TR CURTRRL B .- i e e P B s e s R T T 2,292 2.138
Property, plant and equipment — Bet. . .. ..ot vt innn i 13,529 13,041
T BB o i s S T T e R e e e T T64 T65
TN BN oo it e oo e R D L  wa  aae  ewied $16,585 515944

LIABILITIES AND EQUITY

Current Dbl tes: . . o \o sttt it e e e e e

SOl oDl . . .ottt e e e e e $ 1065 § 1608

ACCOUIEY PEYIRNE . o = oo viino v iain e e 800 it s i B0 0% AR e it 851 888

Enployee COmPEnSRHON . . . oo i v dasiasiars s o35/ e saaleis senasis s e A6 kh k]

Dividendy PRYADIE .o oo i i T T e e e e 254 250

Current portion of restructuring charge. . ................... AT IR R 270 s

Advanced billing and customer deposits . ... ... ... .0 e i 223 211

L6 17 g e B ey e e A SO 628 620
Total eurvent HaBIIRIES - <« oo s T G e e el s S e e 3607 4208
Eonptemm dbbt . oot s i s e e s i e S 5,689 4516
Postretirement and other postemployment benefit obligations . . ... .......... 2,351 2427
D erTet INCOME LRRES . .. uuu v i snn s ns s smmnsensnsssnsnesnnsess HEG 547
Unamortized investment tax credils . . ... .. .. ..., uu s i nranr e 199 23]
Deferred credits and other .. ... ... .. 0ttt e £74 836
Communications Group @QUILY. . . . .. v vt v v e aa s e ssn s nnnsens 3476 3179
Total liabilities and €qUIty .. ... .. ..o e $16,585  $15,944

Contingencies (see Note 13 to the Combined Financial Statements)

The accompanying notes are an integral part of the Combined Financial Statements,

-
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U 5 WEST COMMUNICATIONS GROUP
COMBINED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES
INet inCOME (1055) . & 2 v vt oo et vt rs eses e e aee et e e
Adjustments to net income (loss);
Discontinuance of SFASNo. 71, . ......oviiiinnnnnnrnnenns
RESUrUCTRrIng CRRERE . .« o oo v vvvmiinnns s s siaessvsivn s i
Depreciation and amortization. . . . ... ....iivieninrnnannnn.
Gains on sales of rural telephor. exchanges. . ... . .............
Deferred income taxes and amortization of investment tax credits . . . .
Changes in operating assets and Liabilities:
Restructuring payments . . ... .vveinvnn s onerees e,
Postretirement medical and life costs, net of cash fundings ........
ACCOUNES TRORIVEBNE . . oiicis vansisiiassns e divassie s s s
Inventories, suppliesandother . ...........................
Accounts payable and accrued liabilities . . .. .................,
2o R R A

Cash provided by operating activities .. .........................

INVESTING ACTIVITIES
Expenditures for property, plant and equipment. .. ... ............
Proceeds from (payments on) disposals of property, plant and
COMIDITIBEE o i v vinimim w0 e B
Proceeds from sales of rural telephone exchanges ................
DS oo B o oua i i AR e e e R e e
Cash (used [or) investing activities . . ............000rvnnnrnss
FINANCING ACTIVITIES
et (repayments of) proceeds from issuance of short-term debt . ... ..
Proceeds from issuance of longtermdebt ... . ..................
Repayments of long-termdebt . ............0c00iiiiniinnnnn,
Dividends paid on common St0ek .. ..........o0itiiuninnann..
Proceeds from issuance of equity ............................
Advance from/(repayment to) Media Group . ...................
Cash (used for) financing activities . . .........................

CASH AND CASH EQUIVALENTS
117 L P P e et NN S

Vear Eoded December 3,

1994

1993

Dellars in millions

$ 1,176 § 1,150 5(2.809)

- — 3.123
— - B8O
2,042 1.908 1,828
(136) (82) —
172 226 (191)
(315) (219  (120)
(90) (197 (135)
(117 (64) (78)
(51) (29) (23)
7 (147) 153
k)| 23 49
2719 2,509 2677
(2462) (2,254) (2.23)
(18) 3 42
214 93 _
(2) 2 —
(2,268) (2,156) (2.192)
(832) 344 687
1.647 326 2,408
(334) (285) (2,952)
(926) (886)  (B12)
50 208 356
—_ - (153)
(195) (293) (466)
56 60 19
116 %6 37
S 172 § 116 5§ %6

The accompanying notes are an integral part of the Combined Financial Statements
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS
For the Years Ended December 31, 1995, 1994 and 1993
(Dollars in millions, except per share amounts)

NOTE 1: RECAPITALIZATION PLAN

On October 31, 1995, the shareholders of U § WEST, Inc., a Colorado corporation (*U § WEST
Colorado”), voted to approve a proposal (the “Recapitalization Plan"™) adopted by the Board of Directors of
U'S WEST, Inc. (the *Board") to reincorporate in Delaware and create two classes of common stock that are
intended to reflect separately the performance of the smmunications and multimedia businesses. Under
the Recapitalization Plan, sharcholders approved an Agreement and Plan of Merger between U § WEST
Colorado and U S WEST, Inc., a Delaware corporation (*U S WEST™ or “Company™), pursuant to which
U S WEST continues as the surviving corporation. In connection with the merger. the Certificate of
Incorporation of U S WEST has been amended and restated to designate two classes of common stock of
U S WEST, one class of which is authorized as U 5§ WEST Communications Group Common Stock
(“Communications Stock™), and the other class which is authorized as U § WEST Media Group Common
Stock ("Media Stock"). Effective November 1, 1995, each share of common stock of U 5 WEST Colorado
was converted into one share each of Communications Stock and Media Stock.

The Communications Stock and Media Stock provide sharcholders with two distinct securities that are
intended 1o reflect separately the communications businesses of U S WEST (the “Communications Group™)
and the multimedia businesses of U S WEST (the “Media Group™ and, together with the Communications
Group, the “Groups”).

The Communications Group is comprised of U S WEST Communications, Inc. (*U S WEST Commu-
nications™), U § WEST Communications Services, Inc., U S WEST Federal Services, Inc., U § WEST
Advanced Technologies. Inc. and U S WEST Business Rescurces, Inc. The Communications Group primar-
ily provides regulated communications services to more than 25 million residential and business customers
within a 14 state region

The Media Group is comprised of U S WEST Marketing Resources Group, Inc., which publishes White
and Yellow Pages telephone directories, and provides directory and information services, U S WEST
NewVector Group, Inc., which provides communications and information products and services over wire-
less nerworks, U S WEST Multimedia Communications, Inc., which owns domestic cable television opera-
tions and investments, and U S WEST International Holdings, Inc., which primarily owns investments in
international cable and telecommunications, wire'sss communications and directory publishing operations.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The Combined Financial Statements of the Groups compnise all of the accounts
included in the corresponding Consolidated Financial Statements of U 5 WEST Iavestments in less than
majority-owned ventures are generally accounted for using the equity method. The separate Group Com-
bined Financial Statements have been prepared on a basis that management believes to be reasonable and
appropriate and include: (i) the combined historical balance sheets, results of operations and cash flows of
the businesses that comprise each of the Groups, with all significant intra-group amounts and transactions
eliminated; (ii) in the case of the Communications Group Combined Financial Statements, certain corpo-
rate assets and liabilities of U S WEST and related transactions identified with the Communications Group;
(iii) in the case of the Media Group Combined Financial Statements, ail other corporate assets and liabilities
and related transactions of U S WEST; and (iv) an allocated portion of the corporate expense of U S WEST.
Transactions between the Communications Group and the Media Group have not been eliminated.

Notwithstanding the allocation of asscts and liabilities (including contingent liabilities) and stockhold-
ers’ equity between the Communications Group and the Media Group for the purpose of preparing the
respective financial statements of such Group, holders of Communications Stock and Media Stock are
subject 10 risks associated with an investment in a single company and all of U S WEST's businesses, assets
and liabilities. Such allocation of assets and liabilities and change in the equity structure of U S WEST does
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

not result in a distribution or spin-off to shareholders of any assets or liabilities of U 5 WEST or any of its
subsidiaries or otherwise affect responsibility for the liabilities of U 5 WEST or such subsidiaries. As a result,
the rights of the holders of U S WEST or any of its subsidiaries’ debt are not affected. Financial effects
arising from either Group that affect U 5 WESTs results of operations or financial condition could, if
significant, affect the results of operations or financial position of the other Group or the market price of the
class of common stock relating to the other Group. Any net \usses of the Communications Group or the
Media Group, and dividends or distributions on, or repurchases of Communications Stock, Media Stock or
preferred stock. will reduce the funds of U S WEST legally available for payment of dividends on both the
Communications Stock and Media Stock. Accordingly, the Communications Group Combined Financial
Statements should be read in conjunction with U § WEST's Consolidated Financial Statements and the
Media Group Combined Financial Statements.

The accounting policies described herein applicable to the preparation of the Combined Financial
Statements of the Communications Group may be modified or rescinded at the sole discretion of the Board
without approval of the stockholders, although there is no present intention 1o do so, The Board may also
adopt additional policies depending on the circumstances. Any determination of the Board to modify or
rescind such policies, or to add additional policies, including any decision that would have disparate impacts
upon holders of Communications Stock and Media Stock, would be made by the Board in good faith and in
the honest belief that such decision is in the best interests of all U S WEST stockholders, including the
holders of Communications Stock and the holders of Media Stock. In making such determination, the Board
may also consider regulatory requirements imposed on U S WEST Communications by the public utility
commissions of various states and the Federal Communications Commission. In addition, generally ac-
cepted accounting principles require that any change in accounting policy be preferable (in accordance with
such principles) to the policy previously established.

Certain reclassifications within the Combined Financizl Statements iuw: been made o conform to the
current year presentation.

Allocation of Shared Services Certain costs relating to U S WEST's general and administrative services
(including certain executive management, legal, tax, accounting and auditing, treasury, strategic planning
and public policy services) are directly assigned by U S WEST to each Group based on actual utilization or
are allocated based on each Group’s operating expenses, number of employees, external revenues, average
capital and/or average equity. U S WEST charges each Group for such services at fully distributed cost.
These direct and indirect allocations were $116, $110 and $117 in 1995, 1994 and 1993, respectively. In 1995,
the direct allocations comprised approximately 37 percent of the total shared corporate services allocated to
the Communications Group. It is not practicable to provide a detailed estimate of the expenses which would
be recognized if the Communications Group was a separate legal entity. However, U § WEST believes that
under the Recapitalization Plan, each Group benefits from synergies with the other, including having lower
operating costs than might be incurred if each Group was a separate legal entity.

Allocation of Income Taxes Federal, state and local income taxes, which are determined on a consoli-
dated or combined basis, are allocated to cach Group in accordance with tax sharing agreements between
U S WEST and the entities within the Groups. The allocations will generally reflect each Group's contribu-
tion (positivz or negative) to consolidated taxable income and consolidated tax credits. A Group will be
compensated only at such time as, and 1o the extent that, its tax attributes are utilized by U S WEST in a
combined or consolidated income tax filing. Federal and state tax refuncs and carryforwards or carmybacks of
tax attributes will generally be allocated to the group o which such tax attributes relate.

Group Financing  Financing acuvitics for the nonregulated Commurications Group businesses and the
Media Group. including the issuance. repayment and repurchase of short-term and long-term debt, and the
issuance and repurchase of preferred securities are managed by U S WEST on a centralized basis. Financing



U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE I: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

activities for U § WEST Communications are separately identified and accounted for in U § WEST's
records and U S WEST Communications conducts its own borrowing activities. Debt incurred and invest-
ments made by U 5 WEST and its subsidiaries on behalf of the nonregulated Communications Group
businesses and all debt incurred and investments made by U S WEST Communications are specifically
allocated to and reflected on the fina cial statements of the Communications Group. All debt incurred and
investments made by U S WEST and its subsidiaries on benalf of the Media Group are specifically allocated
to and reflected on the financial statements of the Media Group. Debt incurred by U S WEST or a subsidiary
on behalf of a Group is charged to such Group at the borrowing rate of U § WEST or such subsidiary.

As of November 1, 1995, the effective date of the Recapitalization Plan, U S WEST does not intend to
transfer funds berween the Groups, except fo. certain short-term, ordinary course advances of funds at
market rates associated with U S WEST's centralized cash management program for the nonregulated
businesses. Such short-term transfers of funds will be accounted for as short-term loans between the Groups
bearing interest at the market rate at which management determines the borrowing Group could obtain
funds on a short-term basis. If the Board, in its sole discretion, determines that a transfer of funds between
the Groups should be accounted for as a long-term loan, the Board would estat lish the terms on which such
loan would be made, including the interest rate, amortization schedule, maturity and redemption terms.
Such terms would generally reflect the then prevailing terms upon which management determines such
Group could borrow funds on a similar basis. The financial statements of the lending Group will be credited,
and the financial statements of the borrowing Group will be charged, with the smount of any such loan, as
well as with periodic interest accruing thereon. The Board may determine that a transfer of funds from the
Communications Group to the Media Group should be accounted for as an equity contnbution, in which
case an inter-group interest (determined by the Board based on the then current market value of shares of
Media Stock) will either be created or increased, as applicable. Similarly, if an inter-group interest exists, the
Board may determine that a transfer of funds from the Media Group to the Communications Group should
be accounted for as a reduction in the inter-group interest.

Dividends Dividends on the Communications Stock will be paid at the discretion of the Board based
primarily upon the financial condition, results of operations and business requirements of the Communica-
tions Group and U S WEST as a whole. Dividends will be payable out of the lesser of: 1) the funds of
U S WEST legally available for the payment of dividends; and 2) the Communications Group Available
Dividend Amount.

The Communications Group Available Dividend Amount on any date, shall mean the excess, if any, of:
1) the amount equal to the fair market value of the total assets attributed to the Communications Group less
the total amount of the liabilities atributed to the Communications Group (provided that preferred stock
shall not be treated as a liability), in each case as of such date and determined on a basis consistent with that
applied in determining the Communications Group net carnings (loss) over; 2) the aggregate par value of, or
any greater amount determined to be capital in respect of, all outstanding shares of Communications Stock
and each class or series of preferred stock attributed to the Communications Group.

Earnings per Common Share Eamings per common share for 1995 and 1994 have been presented on a
pro forma basis to reflect the Communications Stock as if it had been outstanding since January 1, 1994. For
periods prior to the recapitalization, the average common shares outstanding are assumed to be equal to the
average common shares outstanding for U S WEST.

Industry Segment  The businesses comprising the Communications Group. operate in a single industry
segment as defined in Statement of Financial Accounting Standards (“SFAS™) No. 14, “Financial Reporting
for Segmenits of a Business Enterprise.” The Communications Group primarily provides regulated commu-
nications services 10 more than 25 million residential and business customers in the Communications Group
region (the “Region™). The Region includes the states of Arizona, Colorade, Idaho, lowa. Minnesota,
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Cootinued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utali, Washington and Wyoming.
Services offered by the Communications Group include local telephone services, exchange access services
(which connect customers to the facilities of carriers, including long-distance providers and wireless opera-
tors). and long-distance services within Local Access and Transport Arcas (“LATAs") in the Region. The
Communications Group provides other products and services, including custom calling, voice messaging.
caller identification, high-speed data applications, customer premises equipment and certain communica-
tions services to business customers and governmenta' agencies both inside and outside the Region.

Approximately 97 percent of the revenues of the Communications Group are attributable to the
operations of U S WEST Communications, of which approximately 59 percent are derived from the states of
Arizona, Colorado, Minnesota and Washington.

Significant Cancentrations The largest volume of the Communications Group's services are provided
to AT&T During 1995, 1994 and 1993, revenues related to those services provided to AT&T were $1,085,
$1.130 and $1,159, respectively. Related accounts receivable at December 31, 1995 and 1994, totaled 591 and
$98, respectively. As of December 31, 1995, the Communications Group is not aware of any other significant
concentration of business transacted with a particular customer, supplier or lender that could, if suddenly
eliminated, severely impact operations.

Use of Estimates The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those
estimates.

Cash and Cash Equivalenss Cash and cash equivalents include highly liquid investments with onginal
maturities of three months or less that are readily convertible into cash and are not subject to significant risk
from fluctuations in interest rates. .

Inventories and Supplies New and reusable materials of U S WEST Communications are carried at
average cost, except for significant individual items that are valued based on specific costs. Nonreusable
material is carried at its estimated salvage value. [nventories of the Communications Group's nontelephone
operations are carried at the lower of cost or market on a first-in, first-out basis.

Property, Plant and Equipmen: The investment in property, plant and equipment is carried at cost. less
accumulated depreciation. Additions, replacements and substantial betterments are capitalized. Costs for
normal repair and maintenance of property, plant and equipment are expensed as incurred.

U S WEST Communications' provision for depreciation of property, plant and equipment is based on
various straight-line group methods using remaining useful (economic) lives based on industry-wide studies.
In third quarter 1993, U S WEST Communications discontinued accounting for its regulated telephone
operations under SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation.” (See Note 5 to
the Combined Financial Statements.) Prior to discontinuing SFAS No. 71, depreciation was based on Lives
specified by regulators.

When the depreciable property, plant and equipment of U § WEST Communications is retired or sold,

the original cost less the net salvage valuc is generally charged to accumulated depreciation. The
nontelephone operations of the Communications Group provide for depreciation using the straight-line
method. When such depreciable property, plant and equipment is retired or sold, the resulting gain or loss is

included in income.
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U § WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Interest related to qualifying construction projects is capitalized and reflected as a reduction of interest
expense. At U S WEST Communications, prior to discontinuing SFAS No. 71, capitalized interest was
included as an clement of other income. Amounts capitalized by the Communications Group were §39. $36
and $15 in 1995, 1994 and 1993, respectively.

Revenue Recognition Local telephone service revenues are generally billed monthly, in advance, and
revenues are recognized the following month when services are provided. Revenues derived from exchange
access and long-distance services are billed and reco: Jed monthly as services are provided.

Financial Instruments Net interest received or paid on interest rate swaps is recognized over the life of
the swaps as an adjustment to interest expense. Gains and losses on forward contracts are deferred and
recognized as an adjustment to interest expense over the life of the underlying debt. Currency swaps entered
into to convert foreign debt to dollar-denominated debt are combined with the foreign currency debt and
accounted for as if fixed-rate, dollar-denominated debt were issued directly.

Computer Sofrware  The cost of computer software, whether purchased or developed internally, is
charged to expense with two exceptions. Initial operating systems software is capitalized and amortized over
the life of the related hardware, and initial network applications software is capitalized and amortized over
three years. Subsequent upgrades to capitalized software are expensed. Capitalized computer software of
$183 and 5146 at December 31, 1995 and 1994, respectively, is recorded in property, plant and equipment.
Amortization of capitalized computer software costs totaled 369, $61 and $37 in 1995, 1994 and 1993,
respectively.

Income Taxes The provision for income taxes consists of an amount for taxes currently payable and an
amount for tax consequences deferred to future periods in accordance with SFAS No. 109, The Communica-
tions Group implemented SFAS No. 109, “Accounting for Income Taxes,” in 1993, Adoption of the new
standard did not have a material effect on the financial position or results of operations, primarily because of
U S WEST's carlier adoption of SFAS No. 96,

For financial statement purposes, investment tax credits of U § WEST Communications are being
amortized over the economic lives of the related property, plant dnd equipment in accordance with the
deferred method of accounting for such credits.

New Accounting Standards  In 1996, U § WEST will adopt SFAS No. 121. “Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets to be Disposed OL.” SFAS No. 121 requires that long-
lived assets and associated intangibles be written down to fair value whenever an impairment review
indicates that the carrying value cannot be recovered on an undiscounted cash flow basis, SFAS No. 121 also
requires that a company no longer record depreciation expense on assets held for sale. U S WEST expects
that the adoption of SFAS No. 121 will not have a material effect on its financial position or results of
operations.

In 1996, U S WEST will adopt SFAS No. 123, "Accounting for Stock-Based Compensation ™ This
standard establishes a fair value method for accounting for stock-based compensation plans either through
recognition or disclosure. U 5 WEST will adopt this standard through compliance with the disclosure
requirements set forth in SFAS No. 123. Adoption of the standard will have no impact on the financial
position or results of operations of U § WEST,
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 3: RELATED PARTY TRANSACTIONS

Customer Lists, Billing and Collection Services, and Other Services U S WEST Communications sells
customer lists, billing and collection services, and other services to the domestic publishing operations of the
Media Group. These data and services are sold at market price. However, the accounting and reporting for
regulatory purposes is in accordance with regulatory requirements. U S WEST Communications charged
$20. 529 and $26 for these services in 1995, 1994 and 1993, respectively.

Telecommunications Services U S V'EST Communicati ns sells telecommunications network access
and usage to the domestic cellular operations of the Media Group. U § WEST Communications charged
$40, 530 and 524 in 1995, 1994 and 1993, respectively, for these services.

Bell Commiunications Research, Inc. (“Bellcore™) Charges relating to research, development and main-
tenance of existing technologies performed by Belicore, of which U S WEST Communications has a onc-
seventh ownership interest, were $84, §111 and $113 in 1995, 1994 and 1993, respectively.

NOTE 4: RESTRUCTURING CHARGE

The Communications Group's 1993 results reflected an $880 restructuring charge (pretax). The related
restructuring plan (the “Restructuring Plan™) is designed to provide faster, more responsive customer
services while reducing the costs of providing these services. As pan of the Restructuring Plan, the Commu-
nications Group is developing new systems and enhanced system functionality that will enable it to 1=nitor
nerworks to reduce the risk of service interruptions, activate telephone service on demand, rapidly design
and engineer new products and services for customers, and centralize its service centers. The Communica-
tons Group has consolidated its 560 customer service centers into 26 centers in 10 cities and plans on
reducing its work force by approximately 10,000 employees. Approximately 1,000 employees that were
originally expected to relocate have chosen separation or other job assignments and have been replaced.
This increased the number of employee separations to 10,000 from 9,000, and increased the estimated total
cost for employee separations to $311, compared with $281 in the original estimate. The $30 cost associated
with these additional employee separations was reclassified (rom relocation to the reserve for employee
scparations during 1995.

Following is a schedule of the costs included in the 1993 restructuring charge:

1993 Change  December 31,
ng in 1995
Charge Estimate

Employee separation ! .. ... ciiiiiiiiiiiaiiia e, 5225 530 §255
Systems development. .. ........ccviiuniiinenren, 360 - 360
Besleslll .. cvvennnnnrinasamnn s essnnsiss 130 -_ 130
Relocation . ... iiiiiimine e iin s 105 (30) 75
Retraining andother . . . ................... it _60 — _60
B 1= 1 ST ﬁ ; $880

" Emplovee-separation coss. including the balance of a 1991 restructuring reserve ai December 11, 199), aggregate 5311

Employee separation costs include severance payments, health-care coverage and postemployment
cducation benefits. Systems development costs include new systems and the application of enhanced system
functionality to existing single purpose systems to provide integrated end-to-end customer service. Real
estate costs inciude preparation costs for the new service centers. The relocation and retraining costs are
related to moving employees to the new service centers and retraining employees on the methods and
systems required in the new, restructured mode of operation.




U § WEST COMMUNICATIONS GROUP

NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 4: RESTRUCTURING

CHARGE (Continued)

The following table shows amounts charged to the restructuring reserve:

Imrll’g-h; 1994 1995 in Decem
Reserve Activity  Activity Estimate 1995 l:“h::ln
Employee separation ' .. ........... $281 $75 $7 SN $160
Systems development .. ............ 360 118 129 — 113
REAIEMAIC .. vinviavunvmsinnmmes 130 50 66 — 14
Relocation. .............coviueuns 105 21 21 (30) Kk}
Retraining and other ........ S _60 8 2 —_ 2
o N O L 5936 $272  S315  $— §349

' Includes $56 associated with work-force reductions uader a 1991 restructunng plan.
Employee separations under the Restructuring Plan in 1995 and 1994 were as follows:

Camulative
1994 1994 December t!l.i|
Separations 1995
Employee separations
Managerial . .. ..iiivisan e e e e 497 682 1,179
Occupational. .. .......ovvnneriinnerannnns 1,683 1.643 3.326
TR v e R S B R 2,180 2,325 4,505

The Restructuring Plan is expected to be substantially completed by the end of 1997, Implementation of
the Restructuring Plan has been impacted by growth in the business and related service issues, new business
opportunities, revisions to system delivery schedules and productivity issues caused by the major rearrange-
ment of resources due to restructuring. These issues will continue to affect the timing of employee

separations.
NOTE 5: PROPERTY, PLANT AND EQUIPMENT

The composition of property, plant and equipment follows:

December 11,
1994 1994
Land and buildings .........co0iiinenivnrrnnconarnnnnnssans § 2,459 § 2453
Telephone network equipment . ... ... .o inn s 12,019 11622
Telephone outside plant . . . ... ... .. ..t i 12,35 11,897
General purpose computers and other . ............ .00 0cvrnans 3.580 3.013
Construction in PrOFTESE . ..o ncvevarss s mesasrsasanpasssssss 767 593
178 29.578
Less accumulated depreciation
BUDMGEE .« vvonvomsn i i momm, m. im0 686 657
Telephone network equipment. . . . ... ..o vverranmnsiannssanes 1221 6,733
Telephbone outside PlANT <. ..o vvinianinanisssssiusneeians 7,851 7,442
General purpose computers and other . . . . . R P R Tl 1.891 1,705
17.649 16.537
Property, plant and equipment — net . ... .. ..ucvroreracnoraann. $13.529 S13.041
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NOTES TO COMBINED FINANCIAL STATEMENTS (Coatinued)

NOTE 5: PROPERTY. PLANT AND EQUIPMENT (Continued)

In 1995, U S WEST Communications sold certain rural telephone exchanges with a cost basis of $258.
U S WEST Communications received consideration for the sales of $388, including $214 in cash. In 1994,
U S WEST Communications sold certain rural telephone exchanges with a cost basis of $122 and received
consideration of $204, including $93 in cash.

Discontinuance of SFAS No. 71

U S WEST Communications incurred a noncash, extraordinary charge of $3.1 billion, net of an income
tax benefit of §2.3 billion, in conjunctiun with its decision to discontinue accounting for the operations of
U'S WEST Communications in accordance with SFAS No. 71, "Accounting for the Effects of Certain Types
of Regulation,” as of September 30, 1993, SFAS No. 71 generally applies to regulated comp=nies that meet
certain requirements, including a requirement that 2 company be able to recover its costs, notwithstanding
competition, by charging its customers at prices established by its regulators. U § WEST Communications’
decision to discontinue application of SFAS No. 71 was based on the belief that competition, market
conditions and technological advances, more than prices established by regulators, will determine the future
cost recovery by U S WEST Communications. As a result of this change, the remaining asset lives of
U S WEST Communications’ plant were shortened to more closely reflect the useful (economic) lives of
such plant.

Following is a list of the major categories of telephone property, plant and equipment and the manner in
which depreciable lives were affected by the discontinuance of SFAS No. 71:

Arerage Life (yeary)

Before After
Category Discoatisuance  Discoatinuasce
Digital $Wieh «oiiaeu saaiiiey sriedwe SERs sea fiek i 17-18 10
Digital ‘et < esm sy O s T e S 11-13 10
ABTIRl OOPPEr CE o i R T R e e B SR b 18.28 15
Underground coppercable . . .........c.ciiurennnnennns 25-30 15
Buriedcoppercable. . .. ...ovviii it 235-28 2 -
FIDET CRBIE v inonimcs irmm ai n o nh s o #insed o 10 BERTac Bl 30 20
BUIMEOES . - oo 5w aea i siems o F e W i 27-49 27-49
General purpose COMPULETS & ..o vvvvvrvunnrnnaniensea, 6 6

U 5 WEST Communications employed two methods to determine the amount of the extraordinary
charge. The “economic life” method assumed that a portion of the plant-related effect is a regulatory asset
that was created by the under-depreciation of plant under regulation. This method yielded the plant-related
adjustment that was confirmed by the second method, a discounted cash flows analysis.

Following is a schedule of the nature and amounts of the after-tax charge recognized as a result of
U 5 WEST Communications’ discontinuance of SFAS No. 71:

A R AT oo m s i T R I e e S T S R T R e R RTR $3.124

Tax-related regulatory assets and liabilities . . . . .. ... ...............cc00unns {208)

Other regulatory assets and Labilities ... ........ ... ... .. ..oiiiuunanan 207
1 £ At iy B e o M L R T Ty g RS e S £ M= T Lcal N e iyt S




U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 6: DEBT
Short-term Debt
The components of short-term debt follow:
D cember 31,
1995 1994
Notes payable:
COMMORCLANPRPED = ooty v v e s s e e e e b e $ 542 5132
BT i e o o T e b aarr RS0 8 Baebimme s e ermm pom o 62 116
Current portion of long-term debt . ... ... vvvunnrvnnnnnnnennnnnns 461 171
P N o e S Rt (e S $1,065 51,608

The weighted average interest rate on commercial paper was 5.79 percent and 5,92 percent at Decem-
ber 31, 1995 and 1994, respectively.

U S WEST and U S WEST Communications maintain commercial paper programs to finance short-
term cash flow requirements, as well as 10 maintain a presence in the short-term debt market. In addition,
U S WEST Communications, which conducts its own borrowing sctivities, is permitted to borrow up to $600
under short-term lines of credit, all of which was available at December 31, 1995. Additional lines of credit
aggregating approximately $1.3 billion are available to both the Media Group and the nonregulated subsidi-
aries of the Communications Group in accordance with their borrowing needs.

Long-term Debt
Interest rates and maturities of long-term debt at December 31 follow:
e Toal  Total
Interest rates 1997 1998 1999 2000 Theresfler 1995 1994
Upo 5% ... T —— — §1¥ 31— 5% $ 150 §$ 175 1278
Above 5% o 6% . . . ... ... . - 300 - — 261 w1 a1
Above 6% 10 T% . .. ... ..., ... -— — | bLY) 1.916 e 2 1361
Above T 108% . . ... ....... 6 - —_ - AT 49 21
Above B 0% .. ......... — — — - 150 250 230
Above PN w 10% . ... . ........ o s - — - 175 - 175 0
Varable rate debt indexed 1o fwo- and len-year constant
maturity TRreasury FREES . . .o vv oo e et cennnesnns 3 - 155 — - 180 180
541 1235 sn6 51 $5.0%4 6178 5.08)
= et i e o ——a
Capital lease obligations and other . . .. ... ..., .. I 1 195 148
Unamonized discount — met . . . ... ... .00 wena. . (684) (71%)
TORB & o ooonn s n win e e e e e A S 15689 4508
e == e

Long-term debt consists principally of debentures, medium-term notes and zero coupon subordinated
notes convertible at any time into equal thares of Communications Stock and Media Stock. The zero coupon
notes have a yield to maturity of approximately 7.3 percent. The zero coupon notes are recorded at a
discounted value of $276 and $264 at December 31, 1995 and 1994, respectively.

During 1995, U 5§ WEST Communications refinanced $1.5 billion of commercial paper to take advan-
tage of favorable long-term interest rates, In addition to the commercial paper, U S WEST Communications
refinanced $145 of long-term debt. Expenses associated with the refinancing o long-term debt resulted in
extraordinary charges to income of 58, net of lax benefits of §5.

During 1993, U § WEST Communications refinanced long-term debt issues aggregat'=g $2.7 billion in
principal amount. Expenses associated with the refinancing resulted in an extraordinary charge to income of
§77, net of a tax benefit of $48.
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U § WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 6: DEBT (Continued)

Interest payments by the Communications Group, net of amounts capitalized, were $378, $356 and $398
in 1995, 1994 and 1993, respectively.

Interest Rate Risk Management

U S WEST Communications enters into interest rate swap agreements to effectively convert existing
commercial paper to fixed-rate debt. This allows U S WEST Communications to achieve interss: savings
over issuing fixed-rate debt directly,

Under an interest rate m.uswmmmmwﬁmmmmmm
im:ru:paymemnupecmeﬂhmhmradeﬂnndumhurmmmukuhmdwr:feunum
the notional amount based on the fixed- and variable-rate terms of the swap agreements. The net interest
received or paid as part of the interest rate swap is accounted for as an adjustment to interest expense.

During 1995 and 1994, U S WEST Communications entersd into currency swaps to convert Swiss franc-
denominated debt to dollar-denominated debt. This allowed U § WEST Communications to achieve
interest savings over issuing fixed-rate, dollar-denominated debt. The currency swap and foreign currency
debt are combined and accounted for as if fixed-rate, dollar-denominated debt were issued direcily.

The following table summarizes terms of swaps pertaining to U S WEST Communications as of
December 31, 1995 and 1994. Variable rates are indexed to two- and ten-year constant maturity Treasury and
30-day commercial paper rates.

December 11, 1995 December 31, 1994
Weighted Weighted
Netisaa! Arernee B2 Netiosa! et A
Amoun!  Maturities Receive ﬂ Amount Mpiurities Receive _!ﬂ
Vanable 1o fixed Ay AR 3580 1996-1999 i 656 $710 19951999 6.14 619
Currency . . ....... 204 1999.2001 -_— 645 mn 1959 —_ 653

In 1993, U § WEST Communications executed forward contracts to sell U.S. Treasury bonds to lock in
the LS. Treasury rate component of the future debt issue. At December 31, 1995, deferred credits of $8 and
deferred charges of 551 on closed forward contracts are included as part of the carrying value of the
underlying debt. The deferred credits and charges are being recognized as a yield adjustment over the life of
the debt, which matures at various dates through 2043, The net deferred charge is directly offset by the lower
coupon rate achieved on the debt issuance. At December 31, 1995, there were no open forward contracts.

The counterparties to these interest rate contracts are major financial institutions. U § WEST Commu-
nications is exposed to credit loss in the event of nonperformance by these counterparties. U S WEST
manages this exposure by monitoring the credit standing of the counterparty and establishing dollar and
term limitations which correspond to the respective credit rating of cach counterparty, U S WEST Commu-
nications does not have significant exposure to an individual counterparty and does not anticipate nonper-
formance by any counterparty.

NOTE 7: FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair values of cash equivalents, other current amounts receivable and payable, and short-term debt
approximate carrying values due to their short-term nature.

The fair values of interest rate swaps are based on estimated amounts U § WEST Communications
would receive or pay to terminate such agreements taking into account current interest rates and
creditworthiness of the counterparties.
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 7: FAIR VALUES OF FINANCIAL INSTRUMENTS (Coatinued)
The fair values of long-term debt are based on quoted market prices where available or. if not available,
are based on discounting future cash flows using current interest rates.

December 31,
1995 1994

Carrying Fuir Carrying Fair
Value Value Velue Value

Debt (includes short-term portion) ... ....coiveuueevaenns $6,754 $7.050 856,124 35600
Interest rate swap Agrecments — a8$LIS. . . ..o vvvvsaraannacs — (19 = (15)
Interest rate swap agreements — liabilities . ................ - 17 - —
DIBBE = T o o oo s bos a k6 0 A b b NG awen e e e e e e $6,754 §7.048 86,124 §5.585

NOTE 8: LEASING ARRANGEMENTS

Certain subsidiaries within the Communications Group have entered into operating leases for office
facilities, equipment and real estate. Rent expense under operating leases was 5210, $235 and $228 in 1995,
1994 and 1993, respectively. Minimum future lease payments as of December 31, 1995, under noncancelable
operating leases. [ollow:

Bur

DO - e e T B T A T MR T e 0 e R e § 113
SO o o e e TR T B e e e R e e e 112
LOOR . e e R Ee R e e e R R R A S 110
L - PRSP AN PP ST SR R 102
2000 . ... 101
Thereafter. v e vt e 728
Total o e ek Bk R e A e e e R R $1.266

NOTE 9: COMMUNICATIONS GROUP EQUITY
Following are changes in the Communications Group equity for the periods presented:

December 31,

1994 17hd 19%)
Balance at beginning of period .. ... ...... ... i $3179 §2.722 56,003
Netincome (JoB8) . .. .. ovuviiauniinrnaroarsrersamransssessas 1,176 1,150  (2,809)
[ T L A N R T FL e ST (1.010)  (980) (905)
Equity issuances prior to Recapitalization Plan . . ........coovvvoonnn 79 287 4313
Communications Stock iSSUances . . .. .....c.cvuinnaaniai s 52 = -
Balance atendof period. ... ...coeiiinannreiiaiaarireraraaan, $3476 $3.179 §2712

U S WEST has issued 1.7 million shares of Communications Stock since the November 1, 1995
recapitalization and has 473,635,025 shares outstanding at December 31, 1995,

Lewcaged Employee Stock Ownership Plan (“"LESOP") The Communications Group and the Media
Group participate in the defined contribution savings plan sponsored by U S WEST. Substanually ail
employees of the Communications Group are covered by the plan. U S WEST matches a percentage of
eligible employee contributions with shares of Communications Stock and/or Media Stock in accordance
with participant elections. Participants may also elect to reallocate past Company contributions between
Communications Stock and Media Stock. In 1989, U S WEST established two LESOPS o provide Company
stock for matching contributions to the savings plan. Shares in the LESOP are released as principal and
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 9: COMMUNICATIONS GROUP EQUITY (Continued)

interest are paid on the debt. At December 31, 1995, 10,145,485 shares cach of Communications Stock and
Media Stock had been allocated from the LESOP, while 2,839,435 shares each of Communications Stock and
Media Stock remained unallocated.

The borrowings associated with the LESOP, which are unconditionally guaranteed by U S WEST, are
reflected in the Media Group Combined Financial Statements, Contributions from the Communications
Group and the Media Group, as well as dividends on unallocated shares held by the LESOP (38, 511 and 514
in 1995, 1994 and 1993, respectively), are used for debt service. Beginning with the dividend paid in fourth-
quarter 1995, dividends on allocated shares are being paid annually to participants. Previously, uividends on
allocated shares were used for debt service with participants receiving additional shares from the LESOP.
Tax benefits related to dividend payments on eligible shares in the savings plan have been allocated to the
Communications Group, which paid the dividends.

U S WEST recognizes expense based on the cash payments method. Contributions to the plan related
1o the Communications Group, excluding dividends, were $70, $68 and 568 in 1995, 1994 and 1993,
respectively. of which $12, 516 and $20, respectively, have been classified as interest expense.

NOTE 10: STOCK INCENTIVE PLANS

U S WEST maintains stock incentive plans for executives and key employees, and nonemployees. The
Amended 1994 Stock Plan (the “Plan™) was approved by sharcowners on October 31, 199 in connection
with the Recapitalization Plan. The Plan is a successor plan to the U S WEST, Inc. Stock Incentive Plan and
the U § WEST 1991 Stock Incentive Plan (the “Predecessor Plans”). No further grants of options or
restricted stock may be made under the Predecessor Plans. The Plan is administered by the Human
Resources Commitice of the board of directors with respect to officers, executive officers and outside
directors and by a special committee with respect to all other eligible employees and eligible nonemployees.

During calendar year 1995, up 1o 2,200,000 shares of Communications Stock were available for grant.
The maximum aggregate number of shares of Communications Stock that may be granted in any other
calendar year for all purposes under the Plan is nine-tenths of one percent (0.90 percent) of the shares of
such class outstanding (excluding shares held in the Company'’s treasury) on the first day of such calendar
year. In the event that fewer than the full aggregate number of shares of either class available for issuance in
anv calendar year are issued in any such year, the shares not issued shall be added to the shares of such class
available for issuance in any subsequent vear or years. Options may be exercised no later than 10 years after
the date on which the option was granted.
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U S WEST COMMUNICATIONS GROUP
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NOTE 10: STOCK INCENTIVE PLANS (Coatinued)
Data for outstanding options under the Plan is summarized as follows:

Communications
Growp U S WEST. lsc.
Average Average
Number of % N-Iﬂ_d' (m-
Outstanding January 1, 1993 .. ...............c..u.. 4,450,150 § 3581
S [ R RS T 1,486,106  48.83
Exercised ...... S R e R W e (412,444) 3173
Canteledorexplred . . ..o vivivierssnnaniannanes (222273)  36.87
Outstanding December 31, 1993 . .. .. ................ 5,301,539 § 39.76
OEEREA . s conivmsise s s alEme s s laie 2,438,409 3615
BIBRRIRN = 5 o s A P SO (139762) 3372
Canceledorexpired..... ... 0civeeiivininsnsas {214,149) 40.71
Qutstanding December 31, 1994. .. .. ................ 7,386,037 § 38.66
GO - e it o e S S TS R 3,062,920 4363
Exerelbed oo R G R e T (430,631) 3403
Canceledorexpired..............ccivvnvnnnnnn. (175,147) 39.76
Outstandiog October 31, 1995 .. .. .................. 9,843,179 $ 4039
Recapitalization Plan . . . .. ... ... i inniennnns 9,843,179 $24.11 (9,843,179) $§(40.39)
ERPREE oot cs e it i e TR A 138309 3216
BREROIRed o oo e s e SRR T R R A (543,037) 21.23
Canceledorexpired....... .. iieinviinnninenss (15,350) 2491
Outstanding December 31, 1995, . . .................. 9,423,101 $24.39 — —

* Includes options granted in tandem with SARs.

Options to purchase 2,672,666 shares of Communications Stock were exercisable at December 31, 1995
Options to purchase 2,374,394 shares of U S WEST stock were exercisable at December 31, 1994, A to1al of
2,050,466 shares of Communications Stock were available for grant under the plans in effect at Decem-
ber 31, 1995. A total of 914,816 shares of U S WEST common stock were available for grant under the plans
in effect 2t December 31, 1954. A total of 11,484,792 shares of Communications Stock were reserved for
issuance at December 31, 1995,

NOTE 11: EMPLOYEE BENEFITS

Pension Plan

The Communications Group and the Media Group participate in the defined benefit pension plan
sponsored by U S WEST. Substantially all management and occupational employees of the Communications
Group are covered by the plan. Since plan assets are not segregated into separate accounts or restricted to
providing benefits to employees of the Communications Group, assets of the plan may be used to provide
benefits to employees of both the Communications Group and the Media Group. In the event the single
employer pension plan sponsored by U S WEST would be separated into two or more plans, guidelines in the
Internal Revenue Code dictate how assets of the plan must be allocated to the new plans. U § WEST
currently has no intention to split the plan. Because of these factors, U S WEST Selieves there is no
reasonable basis to attribute plan assets to the Communications Group -+ if they had funded separately their
actuarially determined obligation.
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 11: EMPLOYEE BENEFITS (Continued)

Management benefits are based on a final pay formula while occupational benefits are based on a flat
benefit formula. U'S WEST uses the projected unit credit method for the determination of pension cost for
financial reporting purposes and the aggregate cost method for funding purposes. U S WEST's policy is to
fund amounts required under the Employee Retirement Income Security Act of 1974 (“ERISA") and no
funding was required in 1995, 1994 or 1993. Should funding be required in the future, funding amounts
would be allocated to the Communications Group based upon the ratio of service cost of the Communica-
tions Group to total service cost of plan participants.

The composition of the net pension cost and the actuari»' assumptions of the plan follow:
Year Esded December 1,
1995 1994 199)

Details of pension cost:
Service cost — benefits earned during the period. .. .. ... v in $ 173 5197 § 148
Interest cost on projected benefit obligation .. .................... 558 561 514
Actual return oOn Plan 288618 . . . .. ... e e (1.918) 188 (1.320)
Net amortization and deferral. . ...... ... 0o iiiiii i e 1.1BS  (946) 578
Net pension €ost .. .. oovuvnrnnnnsons, R R A e e TR $ ()8 0 5 (8D)

The expected long-term rate of return on plan assets used in determining net pension cost was 8.50
percent tor 1995, 8.50 percent for 1994 and 9.00 percent for 1993,

The funded status of the U S WEST plan follows:

December J1
1995 1994
Accumulated benefit obligation, including vested benefits of $5,839 and §5,044,

FEEPECtinblY o i e O e R O T e e e $6.617 S$5.616
Plan assets at fair value, primarily stocks and bonds . ........................ $9,874 $8.388
Less: Projected benefit obligation . . ..........cvvniinnrnnerirninrinanns 8450 7,149
Plan assets in excess of projected benefit obligation .. ... . ... ................ 1424 1,239
Unrecognized net (Bain) Joss. . ... ..oin i i aere i (101) 161
Prior service cost not yet recognized in net periodic pension cost ... .. . (62) (67)
Balance of unrecognized net asset at January 1, 1987 . ..., . ... vviiniinnn, (705) (785)
Prepaid pension COSL. . .. v v vu i u e v ottt e s ae tte e e e e § 556 5 548

The actuarial assumptions used to calculate the projected benefit obligation follow:
Decembaer 11
A e
Diseounl FRLE = i e e T R S e S e AT e e T 7.00% 8.00%
Weighted average rate of compensation iNCTEASE . . . oo v v v v vvnunnnt i ananas 550% 5.50%

Anticipated future benefit changes have been reflected in the above calculations.

Allocation of Pension Conts U S WEST's allocation policy is to: 1) offset the Company-wide service
cost. interest cost and amortization by the return on plan assets; and 2) allocate the remaining net pension
cost 1o the Communications Group based on the ratio of actuarially determined service cost of the Commu-
nications Group to total service cost of plan participants. U S WEST believes allocating net pension cost
based on service cost is reasonable since service cost is a primary factor in determining pension cost. Net
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NOTE 11: EMPLOYEE BENEFITS (Continued)

pension costs allocated to the Communications Group were $(2), $0 and $(71) in 1995, 1994 and 1993,
respectively. The service and interest costs for 1995 and the projected benefit obligation at December 31,
1995 attributed to the Communications Group were $149, $529 and 58,021, respectively.

Postretirement Benefits Other Than Pensions

The Communications Group and the Media Group participate in plans sponsored by U S WEST which
nrovide certain health care and life insurance benefits to retired employees. [n conjunction with the
Company’s 1992 adoption of SFAS No. 106, "Employers’ Accounting for Postretirement Benefits Other
Than Pensions,” U S WEST clected to immediately recognize the accumulated postretirement benefit
obligation for current and future retirees. However, the Federal Communications Commission and certain
state jurisdictions permit amortization of the transition obligation over the average remaining service period
of active employees for regulatory accounting purposes with most jurisdictions requinng funding as a
stipulation for rate recovery.

U S WEST uses the projected unit credit method for the determination of postretirement medical and
life costs for financial reporting purposes. The composition of net postretirement benefit costs and actuarial
assumptions underlying plan benefits follow:

Year Eaded December ),
1995 1994 1993
Medical Life Total Medical Life Total Medical Life  Total

Service cost — benefits earned durning the

peried .. e L - §6 5 &5 56l 513 ™1 § 60 S DR T
Iaterest on sccumulated b:tl-lﬂi uhhplun . 35 3 67 a1 ¥ 0 i} 1 m
Acrual refum on plan assets . ... ... ... (19 (96)  (415) ] 1 4 (TH 152) (125)
Met amonization and deferral . . ... .. .. e _2 m IH} t]‘-l] _(%9) i n 49
Net postretirement benefit costs . . . . . . .. $20 50 $ 203 Hl! $2 24 $249 117 5 26

e— e | — —— — — e E— —

The expected long-term rate of return on plan assets used in determining postretirement benefit costs
was 8.50 percent for 1995, 8.50 percent in 1994 and 9.00 percent in 1993.

The funded status of the plans follows:
December 31,
1998 1994
Medical  Life Total  Muedical  Lile Total

Accumulated postretirement benefit ohlip:m attributable to:

Retirees . . ...... vea.a SLBSS SITI O SLIYT 517X S4B 51981
Ful?ytllphileﬁupmmu a e e TR 29 M i 264 L E 1
Other active plan parncipants . o T 1059 165 1,224 a0 13 1.07%
Total accumulated postretirement benefit nbhptm PR 32s 470 3,688 19 4zl AL
Unrecognized net gaIN . . . . - .. loiiiaa e i : s 161 3% 243 ) 313
Linamortized Prior SETVICE COBL . . . . . . ovoi e uwnn e b e - (34) (34)
ﬁuulun(phnmu.pﬁnnﬂymmmhh

insurance ' . ......ccereren e e =8 {1385) (480) (1.845) (B%4) (I74) (1.268)
Accrued postretrement benefit obligation . . . . ... .. ..., . 2211 S137 sLiMA 3128 5137 814D

' Medical plan assets include Communications Stock of $210 and Media Stock of 112 in 1995, and U § WEST common stock of $164
in 1994,
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NOTE 11: EMPLOYEE BENEFITS (Continued)
The actuarial assumptions uscd 10 calculate the accumulated postretirement benefit obligation follow

December J1.

1998 17
DRMCOURE T - oiia i e s s s m s sle ke e T.00% B.00%
Medical trend® .. ... v v e e e 9.00% 9.70%

* Medical cost trend rate gradually dechnes to an ultimate raie of § percent m 2001

A one-percent increase in the assumed health care cost trend rate for each future year would have
increased the aggregate of the service and interest cost components of 1995 net postretirement beaefit cost
by approximately $40 and increased the 1995 accumulated postretirement benefit obligation by approxi-
mately $350.

Anticipated future benefit changes have been reflected in these postretirement benefit calculations.

Plan Assets Assets of the postretirement medical and life plans may be used to provide benefits o
employees of both the Communications Group and the Media Group since plan assets are not legally
restricted to providing benefits to either Group. In the event that either plan sponsored by U S WEST would
be separated into two or more plans, there are no guidelines in the Internal Revenue Code for allocating
assets of the plan. U S WEST allocates the assets based on historical contributions for postretirement
medical costs, and on the ratio of salaries for life plan participants. U § WEST currently has no intention to
split the plans.

Postretirement Medical Costs The service and interest components of net postretirement medical
benefit costs are calculated for the Communications Group based on the population characteristics of the
Group. Since funding of postretirement medical costs is voluntary, return on assets is aitributed to the
Communications Group based on historical funding. The Communications Group's annual funding amount
is based on its cash requirements with the funding at U § WEST Communications based on regulatory
accounting requirements.

Net postretirement medical benefit costs recognized by the Communications Group for 1995, 1994 and
1993 were $189, $207 and $238, respectively. The percentage of postretirement medical assets attributed to
the Communications Group at December 31, 1995 and 1994, based on historical valuntary coatributions,
was 96 and 95 percent, respectively. The accumulated postretirement medical benefit obligation attributed
1o the Communications Group was $3,057 at December 31, 1995.

Allocation of Postretirement Life Costs  Net postretirement life costs, and funding requirements, if any,
are allocated to the Communications Group in the same manner as pensions. U S WEST will generally fund
the amount allowed for tax purposes and no funding of postretirement life insurance occurred in 1993, 1994
and 1993. U S WEST believes its method of allocating postretirement life costs is reasonable.

Net postretirement life benefit costs allocated to the Communications Group for 1995, 1994 and 1993
were $0. $19 and $14, respectively. The service and interest costs for 1995 and the accumulated postretire-
ment life benefit obligation at December 31, 1995 attributed to the Communications Group were §5, 529,

$425, respectively.
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NOTE 12: INCOME TAXES
The components of the provision for income taxes follow:

Year Ended
December 31,
1995 194 1)
Federal:
UL oo sle s e s et ieeaaseaamrrareaeere.. $43M 5368 5350
DRl v s s v A e e e e e R N e W 177 233 (115)
Investment IAX CTEdils — MEL . .. ... .vvcvovvnnnnnsonsannsaanaansnis (38) (47) (56)
5§73 554 1719
State and local:
ERETRBE oo oo s 5ia s A e e i Ta e T T SR e R e 56 58 48
- £ 1 9 ¢ - » [P PRSP R ST P e S 33 41 (19)
89 99 29
Provision [Of INCOME TAXES , o . v vv v casoosasssscsnnnsssasasassnsnsen $662 5653 S208

The unamortized balance of invesiment tax credits at December 31, 1995 and 1994, was §199 ana $231,
respectively.

Amounts for income taxes paid by the Communications Group were $511, 5491 and 5297 in 1995, 1994
and 1993, respectively.

The effective tax rate differs from the statutory tax rate as follows:
Year Ended

December 31,
1 om
In percest

Federal SLATULOTY tAX FBLE . . .. oo vvnsnrnnovsarooonananssssassasoassos 350 350 350
Investment tax credit AMOMIZAUON . . . .. .. oo v v n v mnsrorooasmnossnonas (1.3) (1.7 (3.5
State income taxes — netof federal effect . ...... ... .. oo 11 6 35
Rate differential on reversing temporary differences .. ............ ..o - = (26
Depreciation on capitalized overheads —net . ...... ... - = 1.6
Tax law change — catch-up adjustment. . . . ....... .. it — — 37
Restructuring Chafge . . ... .covnvriosorarasessasaaassnnsesssassnnass - = (29)
OBET . - vv s n e vie oo mnnmiaomedddssntssssssiasasssessamaiises) ... (09) (0.7) (06)
EHCtiVE LAX FRUE . . . o o nv v v smsssssessssanssannsassioninanssanssisas 359 362 7
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Coatinued)

NOTE 12: INCOME TAXES (Continued)
The components of the net deferred tax liability follow:

December 31,

1995 1994
Property, plant and equIpMEnt .. ..o vviivnnirnairn s inrananaanrsns §1,433 51428
State deferred taxes — netof federal effect . . .. ... .. vt inn i nnnnenn 180 21
e 17 OO ol o s S I PR RS 68 i)
Dielered i BABT S oo v i i e s A S v e e e e S B A i 1,681 1,726
Postemployment benefits, including pension . ... ... ... i i i iii i 675 689
Restrocuring Bnd Oher . .ciins s s saniniandalivesiens saseeiseiieis 231 287
Unamortized investment tax eredit ... ... 0o eiyine ot annas il 70 )
State deferred taxes — net of federal effect . .. .. ... ..o renvneraes 133 194
TR L oo i o R = S i A, W 142 231
Deferred LAX ASSELS . & o v v oo v e v s e s e e e e e e 1,281 1,480
Netdeferred tax Liability . . .. ..o cvvvnnnnnernnnncnirisssassassrasansans £ 430 § 246

The current portion of the deferred tax asset was $259 and $300 at December 31, 1995 and 1994,
respectively, resulting primarily from restructuring charges and compensation related items.

On August 10, 1993, federal legislation was enacted which increased the corporate tax rate from 34
percent to 35 percent retroactive 1o January 1, 1993, The cumulative effect on deferred taxes of the 1993
increase in income tax rates was $54,

NOTE 13: CONTINGENCIES

Al U S WEST Communications there are pending regulatory actions in local regulatory jurisdictions
that call for price decreases, refunds or both. In one such instance, the Utah Supreme Court has remanded a
Utah Public Service Commission (“PSC™) order to the PSC for reconsideration, thereby establishing two
exceptions to the rule against retroactive ratemaking: 1) unforeseen and extraordinary events, and 2)
misconduct. The PSC’s initial order denied a refund request from interexchange carriers and other parties
related to the Tax Reform Act of 1986. This action is still in the discovery process. If a formal filing - made in
accordance with the remand from the Supreme Court - alleges that the exceptions apply, the range of
possible risk to U S WEST Communications is $0 to $150.
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U S WEST COMMUNICATIONS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 14: QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly Financial Dats

Fimi  Second Third  Fourth
MMMQ:::H

1995
OPETEUBE FOWOBUBE o vic-vio 50w wmasiamoms s v ase o aieaii's vie vaias $2318 $2338 52380 $2439
Income before income taxes and extraordinary item . ......... 500 460 454 432
Income before extraordinary item ................. ..... 315 293 292 284
I OO o s i T T8 A bt omd b Hobm e e S oncwe 315 293 287 281
Pro forma earnings per common share before extraordinary
BB . inicvmnmsimsssssanennneansensosnnssensss- 0.67 0.62 .62 0.60
Pro forma earnings percommonshare ................... 0.67 0.62 0.61 0.59
1994
OPRrAlnG TOWORRIEE o oy ii ivsiamas o evasale s Waais o e e §2,253 $2,281 $2316 $2326
Income before income taxes . . .......cooiiiiiiniiaann.. 467 456 422 458
o T A S o AN 295 189 267 299
Pro forma carnings per common share .. ................. 0.66 0.64 0.59 0.65

Effective November |, 1995, each share of U § WEST, Inc. common slock was converied into one share each of Communications
Stock anc' Media Stock. Eamings per common share have been prosented on & pro forma basis 1o reflect the rwo classes of sock as
they had been outstanding since January 1, 1994. For penods prior to the recapitalization, the average common shares outstanding are
assumed (o be equal to the average common thares outstanding for U 5 WEST, Inc.

1994 firnt-quarter net income includes 539 (30.08 per share) from a gain on the sales of cenain rural ielepbone exchanges. 1995
second-quarter net inceme includes 310 (50.02 per share) from a gain on the sales of certain rural telephone exchanges 1999 third-
quarter net income includes 521 (30.04 per share) from a gain on the sales of cenain rual tzlephone exchanges and 35 ($0.01 per share)
for expenses associated with the Recapitalization Plan. 1995 third-quaner net income also includes a charge of §3 (50.01 per share) for
the carly extinguishment of debe. 1995 fourth-quarnter net income includes $15 (30.0) per share) from a gain on the sales of certain rural
telephone exchanges and other charges of 36 ($0.01 per share), including an extraordinary charge of $3 for the carly extagusshment of
debt and 53 for expenses ansocuated with the Recapitalizanion Plan.

1984 net income includes gaing on the sales of rural telephone sxchanges of $15 (30.00 per share), 516 (30.04 per share) and $20
(50.04 per share) for firw quanter. second quarter and fourth quarter, respectively,

Markat Price
1995 Per Share Market and Dividend Data High Low Close  Dividends
(Whele dollars)
November 1, 1995 through December 31,1995 . ........... $36.375 $28375 835625 § 0.538




U 5 WEST MEDIA GROUP
FINANCIAL HIGHLIGHTS
Year Ended December 31,
1995 1994 1993 1991 1991
Dollars in millioas (except per share ameunts)

Sales and other revenues:

Directory and information services. .. .......... § LIB0 § 1075 5 95% $ 949 § 891
Wireless communications. . .................. 941 781 561 407 328
Cable and telecommunications . . . ............. 215 18 - - —
CHBRE e st o s e R T 38 M 32 28 45
Total sales and other revenues ............. co. § 2374 5 1908 S$1549 $1.384 $1261
ERITDN S, o a0w sosim iticuicant aaita s i s s s $§ 716 § 533 5 485 § 410 § 3IM
Income from continuing operations before
extraordinary ftem d ..o ia i in i 145 276 8s 146 69
Earnings available for common stock. ............ 138 276 8s 146 69
g T e e S e N 8,615 7394 5446 3,130 3235
L R T e ey o 2,101 1,814 1,526 249 682
Preferred securities * ........................ 651 51 —_ -- -
Media Group equity . .. ............ooooo..... 4472 4203 3,139 2265 2,057
Capital expenditures. . . ..........couunvnn.,., 401 343 215 169 231
Pro forma earnings per common share * ... ... ..., § 029 § 061

Pro forma average common shares outstanding

(thousands) ¥ .. ... ... ... .......cccivueinnnn 470,549 453,316

PROPORTIONATE DATA*
Year Ended December 11,
1995 1994 1993

Dallars is millisas
Sales and Other reVEnUES . . . ... ... ..ottt nns e ss e eerenn 55115 S$4213 352157
Operating inCoOMe .. ...uvuniiiinnnnnnonernenrrosereoanensnsss 476 401 195
[ncome from continuing operations before extraordinary item®. .......... 145 276 85
EBITDA' (excludes 1993 restructuring charge) . . .................... 1,149 902 527
Subscribers/advertisers (thousands) . . .. . ........0vemrr s 5959 4234 3,086

Eamnings before interest. taxes, depreciation, amortization. and other (“EBITDA™). EBITDA alio excludes fains on asset wales,
equity louses and guaranteed minority interest expense.

: msmmhmmmqmmmmm-mﬁmmmwmuswmmm

venture interest in Tele West pic with SBC CableComms (UK) and costs of $9 amociated with the November 1, 1995 recapitalization.
1994 income from continuing operations before | item inchudes a gain of $105 on the partial sale of U S WEST's joint
m:m'murmh'hhwmndlphdlﬂummuu&m:mmIﬁ]mdlﬂthmu&um
m:mhMM&qi&anhmﬂmﬂ;“dﬂﬂlnm.

Excludes debt associated with the capital assets segment, which has been discontinued and is held for sale,

Includes Company-cbligated mandatonly redeemable preferred securities of submidiary trust holding solely Company-guaranteed
debeniures of 3600 in 1993 and preferred stock subject to mandatory redemption of $51 in 1999 and 1994,

Effective November 1, 1995, each share of U § WEST, Inc. commoa stock was converted into one share esch of U § WEST
CummunnlmammmmmusmﬂmG#unpmnai%wmﬂmrhnhm
presented on a pro forma basia to reflect the Media stock as if it had been ovtstanding since January 1, 1994, For periods prior 10 the
r:npmllntm.:b:n:ﬂpMMMgﬂMhhﬂﬂhMﬂﬂpmmmh
U S WEST, Inc.
kmmmnmuauhmmmhmymmwumunﬁnmm
Financial Statements prepared in accordance with GAAP [t u presented supplementally because the Company believes that
proportionate data facilitates the understanding and assewsment of its Combined Financial Statements. Proportionate sccounting
reflects the Mcdia Group's relative ownenhip inlerests in operating revenues and expenses for both i consolidated and equiry
method investments. The table woes not reflect financial data of the capital assets segment
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions)

The Recapitalization Plan

On October 31, 1995, the shareholders of U S WEST. Inc., a Colorado corporation (“U S WEST
Colarado™), voted to approve a proposal (the “Recapitalization Plan™) adopted by the Board of Directors to
reincorporate in Delaware and create two classes of common stock. Under the Recapitalization Plan,
shareholders approved an agreement and plan of merger between U S WEST Colorado and U S WEST, Inc.,
a Delaware corporation (U S WEST" or the “Company"), pursuant to which U S WEST continues as the
surviving corporation. In connection with the merger, the Certificate of Incorporation of U S WEST has
been amended and restated to designate two classes of comm _n stock of U S WEST, one class of which is
authorized as U S WEST Communications Group Common Stock ("Communications Stock™) and the other
class which is authorized as U S WEST Media Group Common Stock (“Media Stock™).

The Communications Stock and Media Stock provide shareholders with two distinct securnties that are
intended to reflect separately the communications businesses of U S WEST (the “Communications Group™)
and the multimedia businesses of U S WEST (the “Media Group™ and, together with the Communications
Group, the “Groups™).

The Media Group

The Media Group is comprised of: (i) cable and telecommunications network businesses outside of the
Communications Group Region and internationally, (ii) domestic and international wireless communica-
tions network businesses and (iii) domestic and international directory and information services businesses.

On February 27, 1996, U S WEST announced a definitive agreement to merge with Continental
Cablevision, Inc. (“Continental™). Continental, the nation's third-largest cable operator, serves 4.2 million
domestic customers, passes more than seven million domestic homes and holds significant other domestic
and international properties. U 5 WEST will purchase all of Continental's stock for approximarely $5.3 bil-
lion and will assume Continental’s debt and other obligations, which amount to approximately §5.5 billion.
Consideration for the §5.3 billion in equiry will consist of approximately §1 billion in U 5 WEST preferred
stock, convertible to Media Stock; and, at U § WEST"s option, between §1 billion and 51.5 billion in cash,
and $2.8 billion to 5$3.3 billion in shares of Media Stock. The transaction, which is expected to close in the
fourth quarter of 1996, is subject to a number of conditions and approvals, inciuding approvals from
Continental shareholders and local franchising and government authorities.

Continental's 4.2 million domestic customers are highly clustered in five large markets — New England,
California, Chicago, Michigan, Ohio and Florida. Upon closing, U § WEST will own or share management
of cable systems in 60 of the top 100 American markets and serve nearly one of every three cable households.
In addition, Continental has interests in cable properties in Australia, Argentina and Singapore; a 10 percent
interest in PRIMESTAR (a direct broadcast satellite service); telephone access businesses in Florida and
Virginia; and interests in programming that include Turner Broadcasting System, E! Entertainment Televi-
sion, the Goll Channel, and the Food Channel.

The Media Group's cable and telecommunications businesses include U 5 WEST's investment in Time
Warner Entertainment Company L.P. (“TWE" or “Time Wamner Entertainment”), the second largest
provider of cable television services in the United States, its cable systems in the Atlanta, Georgia metropoli-
tan area (“the Atlanta Systems'), and international cable and telecommunications investments, including
Tele West plc (“TeleWest™). In 1995, Tele West Communications plc merged its cable television and telephony
interests with SBC CableComms (UK) to form TeleWest, the largest provider of combined cable and
telecommunications services in the United Kingdom. The Media Group also owns interests in cable and/or
teleccommunications properties in the Netherlands, Sweden, Norway, Hungary, Czech Republic. Malaysia
and Indonesia.




U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

The Media Group provides domestic wireless communications services, including cellular services, in 13
western and midwestern states to a rapidly growing customer base. During 1994, U S WEST signed a
definitive agreement with AirTouch Communications to combine their domestic cellular assets. The initial
equity ownership of this cellular joint venture will be approximately 70 percent AirTouch and approximately
30 percent Media Group. The combination will take place in two phases. During Phase I, which U S WEST
entered effective November 1, 1995, the two companies are operating their cellular properties separately. A
Wireless Management Company (the “WMC™) has been formed and is providing centralized services to
both companies on a contract basis. In Phase I, AirTouch and U S WEST will contribute their domestic
cellular assets to the WMC. In this phase, the Medi~ Group will reflect its share of the combined operating
results of the WMC using the equity method of accounting. The recent passage of the Telecommunications
Act of 1996 has removed significant regulatory barriers to completion of Phase I1 of the business combina-
tion. U S WEST expects that Phase II closing could take placc by the end of 1996 or early 1997,

U S WEST partnered with AirTouch Communications, Bell Atlantic and NYNEX to form a strategic
national wireless alliance and formed a venture to provide perzonal communications services ("PCS"). This
venture, PCS PrimeCo, purchased 11 licenses in the Federal Communication Commission's (the “FCC")
PCS auction, covering 57 million people in Chicago, Dallas, Honolulu, Houston, Jacksonville, Miami,
Milwaukee, New Orleans, Richmond, San Antonio and Tampa. The Media Group also provides wireless
communications services internationally through its Mercury One 2 One (“One 2 One™) joint veniure, the
world’s first PCS service located in the United Kingdom. The Media Group also owns interests in wireless
properties in Hungary, the Czech and Slovak Republics, Russia, Malaysia, India and Poland.

The Media Group's directory and information services businesses develop and package content and
information services, including telephone directories, database marketing and other interactive services in
domestic and international markets. The Media Group publishes more than 300 White and Yellow Pages di-
rectories in 14 western and mid-western states and nearly 200 directories in the United Kingdom and Poland.
The Media Group also has a 50 percent interest in Listel, Brazil's largest telephone directory publisher.

The Combined Financial Statemen's of the Media Group include the (i) combined historical balance
sheets, results of operations and cash flows of the businesses that comprise the Media Group; and
(ii) corporate assets and liabilities of U S WEST and related transactions not identified with the Communi-
cations Group; and (iii) an allocated portion of the corporate expense of U S WEST. All significant intra-
group financial transactions have been eliminated. Transactions between the Media Group and the Commu-
nications Group have not been eliminated. For a more compiete discussion of U § WEST's corporate
allocation policies, see the U S WEST Media Group Combined Financial Statements — Note 2: Summary of
Significant Accounting Policies.

The following discussion is based on the U § WEST Media Group Combined Financial Statements
prepared in accordance with GAAP. The discussion should be read in conjunction with the U S WEST, Inc.
Consolidated Financial Statements. A discussion of the Media Group's operations on a proportionate basis
follows the GAAP presentation in “Selected Proportionate Financial Data."”
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U S WEST MEDIA GROUP =
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Costinued)

Results of Operations — 1995 Compared with 1994

Comparative details of income from continuing operations before extraordinary item by industry
segment and for significant unconsolidated equity investments follow:

Crmership  1995' 1P4'  Decresse}

Consolidated:
Directory and information services . .. ..........0c0uunn. 100 520 $247 S (M
Wireless cOmmMuUnICAtIONS . .. ... ... iinninnnronennns 100 62 67 (5)
Cable and telécommunications . . . ... ... ............... 100 (7 2) (5)
Unconsolidated equirty investments:
Time Wamer Entertainment ? . . ... ................ . 255 (32) (30 (2)
TRICWIEEE oo biv i iimare wrw atm it oo AR S e BT T 26.8 53 76 (23)
G 21O oo s tivrais e e i e T R 500 (B1) (58) (23)
EIHEr? o i e A L R e R e e e (90) (24) (66)
Income from continuing operations before extraordinary item . . . $145 $276  $(131)

Pro forma earnings per common share before extraordinary
1o Fa N S e e Y 5030 3061 (5031)

' 1995 income from continuing operations before extraordinary item includes 3 gain of 395 from the merger of TeleWest with SBC
CableComms (LK) and 59 for costs associated with the Recapitalizanon Plan.

* 1994 income from continuing operations before extraordinary item includes a gain of 5105 from the partial sale of U S WESTs joint
venture wnteres in TeleWest and a gain of 341 from the wale of L' § WEST s paging operations.

' Percent gwnerthip represents pro-rata pnonty capital and residual equity intereus.
! Prumanly includes interest expense and divisional expenses awsociated with equily invesiments.

' Eamingy per common share have been presented on a pro forma bass as if the Media Stock had been outstanding since January |
1994, For penods prior to the recapitalization. the average common shares outsadding are assumed 1o be equal 10 the average
cummon shares outsianding for U 5 WEST. Inc

During 1995, income from continuing operations before extraordinary item declined 55 percent, to $59,
excluding the effects of the one-time items described in Notes | and 2 to the table above. The decline 1s due
primarily to higher equiry losses related to international growth initiatives and increased amortization and
interest cxpense. Interest expense increases relate to debt issued in connection with the Atlanta Systems
acquisition and expansion of international investments. The declines were partially offset by improvement in
the domestic cellular and Yellow Pages operations.

During 1995, the Media Group incurred an extraordinary loss of $4, net of a tax benefit of $2. related to
the early retirement of debt by TWE.

Directory and Information Services  Income related to Yellow Pages directory advertising increased 10
percent in 1995, to 5307, due to pricing, product enhancements and the effect of improved marketing
programs on business volume. Yellow Pages income was partially offset by net operating losses of $60 related
to new products and other growth initiatives, including development of interactive services, The Media
Group views new service offerings as an important part of its strategy and expects investments in new
products and services in 1996 will continue to parmally offset expected income related to the Yellow
Pages business.

Income related 1o directory and information services in 1995 includes §7 in losses related to expansion
of international directory publishing operations. The international publishing operations were not signifi-
cant to the 1994 results of operations.
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALY IS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Wireless Communications [ncome related (o wireless communications more than doubled. to $62 in
1995, excluding the 1994 gain on sale of paging assets of $41. The increase in wircless communications
income is attnbutable to continued strong growth in cellular subscribers. The cellular subscriber base
reached 1.463.000 at December 31. 1995, a 51 percent increase compared with 1994,

Cable and Telecommurucations The 1995 loss of $7 in cable and telecommunications operations is
primanly the result of amortization of intangible assets related to the December 1994 acquisition of the
Atlanta Systems. The subscriber base of the Atlanta Systems increased 6.7 percent during the last twelve
months, to 527,000 at December 31, 1995,

Operating Results of Unconsolidated Equity Investmenis The net ioss related 10 the Media Group's
interests in TWE increased in 1995, due primarily to higher TWE financing costs and depreciation charges,
partially offsct by increased income related to cable and programming operations. Cable subscribers served
by TWE increased almost 6 percent compared with last year, excluding the impact of recent caole
transactions.

On Se¢ptember 22, 1995, U S WEST filed a lawsuit in Delaware Chancery Court to enjoin the proposed
merger of Time Warner and Turner Broadcasting. U S WEST has alleged breaches of contract and fiduciary
duties by Time Warner in connection with this proposed merger. Time Warner filed a countersuit against
U S WEST on October 11, 1995, alleging misrepresentation. breach of contract and other misconduct on the
part of U S WEST. Time Warner's countersuit seeks a reformation of the Time Warner Entertainment
partnership agreement. an order that enjoins U S WEST from breaching the partnership agreement, and
unspecified compensatory damages. U S WEST has denied each of the claims in Time Wamer's countersuit.
The trial for this action concluded on March 22, 1996. A ruling by the Delaware Chancery Court is expected
in June 1996.

International businesses are experiencing rapid growth associated with their carly development phases.
New investments in 1995 include the acquisition of a 50 percent interest in cable television systems in the
Netherlands, the acquisition of a 29 percent interest in cable television systems in the Czech Republic and
additional capital provided to a 20 percen’ owned joint venture in Malaysia to provide local wireline and
wircless communications. The Czech Republic venture incurred significant start-up losses in 1995, of which
the Media Group's share was $13. The structure of this venture is being renegotiated.

U 5 WEST ventures have recently been awarded licenses to provide cellular services using digital
technology in India and Poland. The Media Group expects losses related to international ventures will be
significant in 1996,

In October 1995, TeleWest completed its merger with SBC CableComms (UK). The Media Group
recognized ao after-tax gain related to the merger of $95, and has a 26.8 percent interest in the combined
company.

Cable television subscribers of TeleWest and its affiliates, based on TeleWest's equity interest in
affiliated operations, increased to 457,000 at December 31, 1995, an increase of 44 percent compared with
1994, and telephone access lines increased 93 percent during the last twelve months, to 527,000. Both growth
rates exclude the one-time impact of the merger.

Subscribers to U S WEST's international wireless joint venture operations in the United Kingdom,
Hungary, the Czech and Slovak Republics. Russia and Malaysia grew to 682,000 a1 December 31, 1995,
which is almost twice the customer base at December 31, 1994, One 2 One served 375,000 customers at
December 31, 1995, un 83 percent increase comparcd with 1994,

Effective January 1, 1995, the capital assets segment is being accounted for in accordance with Staff
Accounting Bulletin No. 93, issued by the Securitics and Exchange Commission ("SEC"), which requires
discontinued operations not disposed of within one vear of the measurement date to be accounted for
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U § WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

prospectively in continuing operations as a net investment in assets held for sale. The net realizable value of
the assets are reevaluated on an ongoing basis with adjustments to the existing reserve, if any, being charged
to continuing operations. No adjustment was required in 1995,

Sales and Other Revenues

Iscrease
1995 1994 (Decrense)

Directory and information services:
Domestic . . ...t e 51058 § 997 $ 61
Intermational ......... ... 122 78 &

1,180 1,075 105

Wireless communications:

SR IIVIOE 000 s oo Mmoo s o 845 631 212
Cellular BOUIDINN . , oo vwvin o v mmmsin sos i 50 St e 96 120 (24)
Paging sales and service ¥ ..oooivnvninnninnnnnnnnn 0 - 28 (28)
941 781 160

Cable and telecommunications ... .................. . w0 215 18 197
ML cvcxrimsiinis ovots VUG S RIGH g s BT o st T i a8 34 4
Sales and Other reveNBES ... ..uviinvinie e e e, §2374 51,908 $466

4 mmmm-nmmlmlm.mmmmhmwmmmxmmlw.

Media Group sales and other revenues increased 15 percent, o $2,374 in 1995, excluding the effects of
the 1994 Atlanta Systems acquisition and paging sale. The increase was primarily due to strong growth in
cellular service revenue.

Directory and Information Services Revenues related to Yellow Pages directory advertising increased
6.4 percent. to $1,026 in 1995, due to price increases of 4.5 percent, higher revenue per advertiser and an
increase in Yellow Pages advertising volume,

International directory publishing revenues increased $44 in 1995, primarily due 10 U 5 WESTs
May 1994 purchase of Thomson Directories. The remaining increase is due (o an increase in advertisers and
revenue per advertiser,

Wireless Communicanions Cellular service revenues increased 34 percent, to $845 in 1995, due to a 51
percent increase in subscribers during the last twelve months (with 20 percent of the additions occurring in
December), partially offset by a 13 percent drop in average revenue per subscriber to $60.00 per month. The
increase in subscribers relates (o continued growth in demand for wireless services, The Media Group
anticipates continued growth in its subscriber base, although at slightly decreased rates.

New distribution programs are being developed which increase availability of cellular products and
simplify the cellular service activation process. These programs have contributed to the shift in the customer
base from businesses to consumers. This shift, combined with competitive pressures on pricing, will cause the
average revenue per subscriber to continue to decline,

Cellular equipment revenues decreased 20 percent, to $96 in 1995, as a result of lower cellular
cquipment costs. These lower equipment costs are being passed on to retailers and 10 new customers. The
Media Group expects this trend to continue in 1996 as the cost of cquipment continues to decline and as
penetration into the consumer market increases.

Revenues related to the paging sales and service operations, which were sold in 1994, approxmated $28
in 1994 ’
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Cable and Telecommunications Domestic cable and telecommunications revenues increased 5197 in
1995, due to the December 1994 acquisition of the Allanta Systems.

Operating Income

Iacrerss
1993 198  (Decrease)

Directory and information services:

DB s 0 A Tl L S0 rm 5 o 5399 5397 §2
International . ..... ..ottt (1) !l ) -
398 396 2
Wireless communications:
e LT O N O Y 147 82 65
Paging sales and service ' ... ... .. ... ..., . ... . — 6 (6)
147 88 59
Cable and telecommunications .. .................. ... ... . . 3 - 23
L (1on (95 _(6)
Lot LT S e § 467 5389 $78
' The paging business was s0id in June 1994 R:muuﬂmnwnmlwmmmcnduqlw 30, 19%4 -

* Primanly includes divisional expenses associated wiih €quity investments.

During 1995, Media Group operating income increased 13 percent, to $467, excluding the effects of the
1994 Atlanta Systems acquisition and paging sale. EBITDA increased approximately 16 percent, to $716, on
4 comparable basis. The Media Group considers EBITDA an important indicator of the operational
strength and performance of its businesses. The increases were primarily duc to strong growth in wireless
communications operations. .

Directory and Information Services During 1995, operating income related to domestic Yellow
Pages directory advertising increased $40. Revenue increases of $61 and general cost savings of §15,
including 58 associated with assuming the management of certain data base services from the Communica-
tions Group contributed to the increase. The revenue gains and cost savings were partially offset by
Operaung cost increases of $36, primarily due 1o an 11 percent increase in paper, printing, delivery and
distribution costs. New product development activities reduced domestic directory and information services
operating income by $38 in 1995. The decrease is a result of higher costs associated with the development of
new database marketing and interactive services, including a one-time charge of $8 to exit certain product
lines.

On October 15, 1995, U S WEST Direct and the Communications Workers of America (“CWA")
reached a tentative agreement on their contract, subject to ratification by the CWA membership. This
contract would provide for salary increases of 10.5 percent over three years and provides employees with a
lump sum payment of $850.

EBITDA related to domestic Yellow Pages directory advertising services increased 9 percent, to $519in
1995. Expansion of the business combined with cost savings led to an EBITDA margin related to the Yellow
Pages operations of 50.6 percent in 1995 compared with 49.4 percent in 1994,

Operaung income for international directory publishing operations was unchanged from 1994, The
1995 revenue gains of $44 were offset by increased operaling expenses, primarily associated with the
May 1994 acquisition of Thomson Directories and increased costs associated with business volume.

Wireless Communications Cellular operating income increased 79 percent, to 5147 in 1995. The
Increase in operating income is a result of revenue increases associated with the rapidly expanding subscriber




U § WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Coatinued)

basc combined with efficiency gains. The 1995 decline in revenue per subscriber of 13 percent has been more
than offset by decreases in the cost incurred to acquire a customer (“acquisition costs”’) and the cost to
maintain a customer (“support costs”). Support costs include charges for access and usage of land-line
telecommunications networks, subscriber billing, customer service and general support costs, as well as costs
associated with roaming, intralata toll calls and fraud. Support costs per subscriber have declined 20 percent
in 1995, The decline is generally a result of the efficiencies gained from an expanding customer base without
corresponding increases in headcount and infrastructure. The acquisition cost per subscriber added de-
creased 6 percent in 1995, 25 a result of the expanding customer base and shifts in the distribution channe!
resulting in generally less costly subscriber additions.

Cellular EBITDA iincreased 49 percent during 1995. to $268. The business is realizing operating scale
efficiencies that have resulted in lower costs on a per subscriber basis. The efficiencies have resulted in an
increase in 1995 cellular service EBITDA margin to 31.7 percent from 28.4 percent in 1994,

Cable and Telecommunications Cable and telecommunications operating income reflects the Decem-
ber 1994 acquisition of the Atlanta Systems. The Atlanta Systems contributed operating income of $23 and
EBITDA of $100 in 1995,

Other Other operating income decreased primarily due to costs asscciated with growth in interna-
tional operations.

Interest Expense and Other

lacrease

1995 194 (Decrrase)
Intemest BXPenSE . .. .. iinent it in e . ... 5100 $ 66 s
Equity losses in unconsolidated ventures. ... .............0c0vueen.n. 207 121 86
0 T T T 1 5 46 (41)

Interest expense increased $34, or 52 percent, primarily as a resultof financing costs associated with the
December 1994 acquisition of the Atlanta Systems, new domestic and international investments and a
reclassification of debt from net investment in assets held for sale.

Equity losses increased $86 in 1995, primarily due to costs related to the expansion of the network and
additional financing costs at TeleWest and additional costs associated with the significant increase in
customers at One 2 One. Start-up and other costs associated with new international cable and telecommuni-
cations investments primarily located in the Czech Republic and Malaysia contributed to the increase. These
increased losses were partially offset by eamings in the European wireless operations. Losses related to
domestic investments in TWE and PCS PrimeCo also increased. The Media Group expects the PCS
partnership to experience several years of operating losses associated with the start-up phase of the PCS
business.

Other income decreased $41, or 89 percent, primarily as a result of increased minority interest expense
associated with the domestic cellular operations, costs associated with the Recapitalization Plan and a 1994
gain on sale of nonstrategic operations.

Provision for Income Taxes

1795 1994 | Decrease)
Provision TOr IDCOME ERKES . . v o viiisa v s 5imism s s miaisis 50w i son < ase v a0 5163 $ 204 (541)
ELECTINE LRI ERYE Looreon s iay e oo ot v 8 SR B o L e T L AR 529%  425% —

The increase in the effective tax rate primanily reflects the impact of lowsr pretax income, the effects of
goodwill amortization related to the acquisition of the Atlanta Systems, higher state and foreign income
taxes, and expenses associated with the Recapitalization Plan, Additionally, a tax benefit was recorded in
1994 related to the sale of paging assets that contributed to the increase in the effective tax rate
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Coantinued)
Results of Operations — 1994 Compared with 1993
Income from continuing operations by industry segment and for significant unconsolidated equity
investments follows:

Percent Increase
Ownership  19%4' 199  (Decreass)

Consolidated:

Directory and information services . . . ..... .. ... .. ... .. 100 $247 5220 s

Wireless communications . . . .............. ... . ....... 100 67  (43) 110

Cable and telecommunications . .. ...................... 100 (2) — (2)
Unconsolidated equity investments:

Time Warner Entertainment > . ... ..., ..... R S A P 255 (30)y (19) (11)

BRI WRRE i e R R e S A e e o 378 76 (21) 97

e 50.0 (58) (22) (36)
31T PR ot (24) (30) 6
Income from continuing operations ....................... 5276 $ 85 5191

' 1994 income from continuing operations includes a gain of 5105 from the parvial sale of U 5 WEST's joint venture interest in
TeleWest. and a gain of 541 from the sale of U S WESTs paging operanons.

* 1993 income from continuing operations was reduced by 576 for restructuning charges; $31 penaining to the directory and
information services scgment and 3435 peraining to the wireless scgment

! Percent ownenhip represents pro-rata priority capital and residual equify interests,
* Primarily includes interest expense and divisional expenses associated with equity investmenis.

During 1994, income from continuing operations decreased 19 percent, to 5130, excluding the effects of
the one-time items described in Notes 1 and 2 to the table above. The decline in income is primarily a result
of increased start-up losses associated with international businesses, partially offset by income growth in
domestic wireless operations attributable to rapid growth in customer demand.

During 1993, the Board approved a plan to dispose of the capital assets segment, which includes
activities related to financial services, financial guarantee insurance operations and real estate. Until
January 1, 1995, the capital assets segment was accounted for as discontinued operations in accordance with
Accounting Principles Board Opinion No. 30, which provides for the reporting of the operating results of
discontinued operations separately from continuing operations. The Media Group recorded a provision of
5100 (after tax) for the estimated loss on disposal of the discontinued operations and an edditional provision
of 320 to reflect the cumulative effect on deferred taxes of the 1993 federally mandated increase in income
tax rates. Income from discontinued operations prior to June 1, 1993, was $38, net of $15 in income taxes,
Income from discontinued operations subsequent to June 1, 1993, is bein g deferred and was included within
the provision for loss un disposal of the capital assets segment.

Directory and Information Services  Excluding the effect of the 1993 restructuring charge of $31, income
from directory and information services operations decreased 1.6 percent in 1994, to $247. Costs related 1o
the development and launching of new products in directory and information services offset income growth
from the Yellow Pages publishing operations.

Wireless Communications Excluding the effects of the $31 gain on the sale of paging operations in
1994 and a $45 restructuring charge in 1993, cellular income increased $24 to $26 in 1994, The increas= is due
to the addition of 367,000 subscribers in 1994, a 61 percent increase compared with 1993,
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Cable and Telecommunicarions On December 6, 1994, the Media Group purchased the Atlanta
Systems for $1.2 billion. The results of operations of the Atlanta Systems have been included in the Media
Group's results of operations since the date of acquisition which did not have a material impact on 1994 net
income.

Operating Results of Unconsolidated Equity Investments TWE partnership losses increased in 1994

primarily due to the full year impact (including financing costs) of the TWE investment compared with three
months in 1993. The effects of '»wer prices for cab.. services also contributed to the higher loss in 1994,

In 1994, losses related to international equity investments increased as a result of expansion of the
customer base at One 2 One and build out of the network at TeleWest.

Sales and Other Revenues

Increase
15994 1991 { Decreass)

Directory and information services:
DR o i amalrar it i e e A S § 997 § 949 5 48

1,075 956 119
Wireless communications:

CEINLIRE BERVICE o« v-ciiarnaoanisyim e asraswmws s e a6 5 4 RS W e a s 633 343 190
Cellular equipment . ... cov vt e s ran s anss A, 120 63 57
Paging sales and service ! ... .. ... .. it i . 28 15 (27)
781 561 220

Cable and telecommunications . . ... ... ........cc0'iurmnnnnsnsns 18 — 18
16 1 34 32 2
Sales and Other FEVENUES . ... ..., ...t nrrernnnnrens . 51908 $1.549 5359

' The paging business was sold in Junc 1994, Results reflect operanons for the s months ending June 30, 1994

During 1994, Media Group sales and other revenues increased 25 percent to §1,862. excluding the effect
of the 1994 Atlanta Systems acquisition and paging sale. The increase was primarily due (o strong growth in
cellular service revenue.

Direciory and Information Services Revenues related to Yellow Pages directory advertising increased
approximately §59, or 6.5 percent, due primanly to pricing. Product enhancements and the effect of
improved marketing programs on business volume also contributed to the increase in revenues. Non-Yellow
Pages revenus=s increased 511, including 57 related to new products. Partially offsetting these increases was
the absence of revenues related to certain publishing, software development and marketing operations that
were sold, which reduced revenues by $22.

The increase in international directory publishing revenues is attnbutable to U S WEST's May 1994
purchase of Thomson Directories.

Wireless Communications Cellular service revenues increased 43 percent, to $633 in 1994, due to a 61
percent increase in subscribers (with 24 percent of the additions occurring in December), partially offset by
an 8 percent drop in averags revenue per subscriber to $70.00 per month.

Cellular equipment revenues increased 90 percent, to $120 in 1994, primarily due to an 83 percent

increase in gross customer additions, with a higher percentage of those customers purchasing equipment
than in 1993, This increase was partially offset by a 13 percent decline in the average selling price of wireless

phones.
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Cable and Telecommunications Domestic cable and telecommunications revenues reflect the Decem-
ber 1994 acquisition of the Atlanta Systems.

Operating Income

Incream
8,01 199 iDecrease)

Directory and information services:
B 4T 5397 $359 5 38
International . . ... .oo it e e (1) i3) 2

3% 356 40

CRIRIAT v 0. sy e ! 5 e 3k o SR 82 (29 11
PRging salen and BRIVIOR Lo v ain st v i sARR R S T e 6 - 6
88 (29) 117

Cable and 1elecomMmMUNICALONS . . &« v v vv v v iohi s e s s nesss s snsness — — —
R st T e R D i P e e e oo (95) (89) {6)
ODERUNEAIOOME o5 v ira wisiamaiv et SRR b s e e v 5389 s$238 5151

" Includes pretax restructunng charges of 550 and 570 for the domestic directory and information services and wireles segments,
respectively.

i The paging business was sold in June 1994, Resulis reflect operations for the six months ending June M, 1994

! Prmanly includes divional expenses associated with equiry investments.

Media Group operating income increased 7 percent, to 5383 in 1994, excluding the effects of the one-
time items described in Notes | and 2 1o the table above. Revenue growth, partially offset by higher
operating expenses, provided an 10.5 percent increase in 1994 EBITDA, on a comparable basis.

Directory and Information Services Excluding the effect of the 1993 restructuring charge of $50.
operating income from domestic directory and information services operations decreased $12, or 3 percent,
in 1994, Operating income related to the domestic Yellow Pages directory business increased $20, The
increase was driven by strong revenue growth. Non-Yellow Pages operating income decreased $32, primarily
a result of increased costs related to development of new database marketing and interactive services.

The increase in international directory publishing operating income is attributable to U § WESTs
May 1994 purchase of Thomson Directories.

Wireless Communications Excluding the effect of the 1993 restructuring charge of $70, cellular operat-
ing income doubled in 1994 to $41. This is a result of revenue increases associated with the rapidly expanding
subscriber base and decreases in the costs incurred to acquire and maintain a customer. Cellular EBITDA
increased $55, or 44 percent in 1994, Cellular service EBITDA margin was 28.4 percent, essentially un-
changed compared with 1993,

Other  Other operating income decreased primarily due 1o growth in international operations and the
inclusion of administrative costs related 10 the TWE investment for the full year in 1994, compared with
three months in 1993
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Interest Expense and Other

1994 1993 Increase

Interest expense . . . .. ...... i AR SERYET SRR A TR R § 66 E 539
Equity losses in unconsolidated ventures .. ... ... ....... . ........... 121 74 47
A O i e S e e B e T 46 9 7

Interest expense increased $39, primarily as a result of incremental financing costs associated with the
September 1993 TWE investment.

Equity losses in unconsolidated ventures _acreased $47, primarily due to start-up costs related 1o the
build out of TeleWest's network and costs related to the expansic . of the customer base at One 2 One.

Other income increased $37, primanly due to an 518 increase in the TWE management fee. This
increase resulted from owning the investment for a full year in 1994, compared with three months in 1993,
Other income also includes a $10 gain on the sale of certain software development and marketing operations
in 1994,

Provision for Income Taxes

1994 1993 locreasse
Provision for income taxes . . ..... . ....ovurren. R S 5§ 61 $143
Effective tax rate . ........ R TR T T R R e e S T e e 42.5% 41.8% —_

The effective tax rate is significantly impacted by state and foreign taxes on the Media Group Combined
Financial Statements.

Liquidity and Capital Resources —Three Years Ended December 31, 1995

Operating Activiries

Cash provided by operating activities increased $89 in 1995 1o $640. During 1995, an income tax
payment related to the 1994 partial sale of the Media Group's joint venture interest in TeleWest reduced
cash provided by operations by $60. Adjusted for this one-time income tax payment, operating cash flow of
the Media Group increased $149. Growth in operations from the cellular business and acquisition of the
Atlanta Systems contributed to the increase, Growth in operating cash flow from directory and information
services operations has been reduced by investments related to its growth initiatives. Operaung cash flow
from Media Group businesses was partially offset by a significant increase in income taxes paid in 1995,
primarily due to lower tax benefits generated from the investment in TWE.

Cash provided by operating activities of the Media Group increased 528 in 1994 compared with 1993
primarily due to expansion of the cellular business.

The Media Group expects that cash from operations will not be adequate to fund expected cash
requirements. Additional financing will come primarily from new debt.

Investing Activities

Total capital expenditures of the Media Group were 5363, §349 and 5193 in 1995, 1994 and 1993,
respectively, the majority was devoted to enhancement and expansion of the cellular network. In 1996,
capital expenditures are expected to exceed $600, of which approximately 50 percent relates to expansion of
the cellular network to increase coverage and capacity, and nearly 40 percent relates 1o enhancement of the
Atlanta Systems. The Media Group is in the process of upgrading its Atlanta Systems 1o 750 megahenz
capacity, which will provide more reliability, better signal quality and additional capacity. The upgrade will
enable the provision of enhanced cable, data and telecommunications services o its Atlanta customers

Investing activities of the Media Group also include equity insestments in international sentures. in
1995, the Media Group invested $681 in international ventures, pnmanly investinents in Malaysia, the
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Netherlands, the Czech Republic and the United Kingdom. The Media Group invested approximately $444
in developing international businesses in 1994, including the acquisition of Thomson Dirsctories. The Media
Group anticipates that investments in international ventures will approximate $400 in 1996. This includes
investments for recently awarded licenses (o provide cellular service using digital technology in India and
Poland. At December 31, 1995, U S WEST guaranteed debt in the principal amount of approximately $140
related to international ventures.

In March 1995, PCS PrimeCo was awarded PCS licenses in 11 markets. The Media Group's share of the
cost of the licenses was approximately $268, all of which was funded in 1995. Under the PCS PrimeCo
partnership agreement, U S WEST is required to fund approximately 24 percent of PCS PrimeCc's
operating and capital costs, including licensing costs. U S WEST anticipates that its total funding abligations
to PCS PnmeCo during the next three years will be approximately $400.

In 1994, the Media Group received cash proceeds of $143 from the sale of its paging operations. In
1993, cash proceeds of $30 were received from the sale of certain nonstrategic lines of business. The Media
Group did not receive cash from the 1994 partial sale of its joint venture interest in TeleWest or from the
1995 merger. All proceeds from the 1994 sale have been used by TeleWest for general business purposes,
including financing both construction and operations, and repaying debt.

On February 27, 1996, U S WEST announced a definitive agreement to merge with Continental.
Conunental, the nation’s third-largest cable operator. serves 4.2 mill'an domestic customers, passes more
than seven million domestic homes and holds significant other domestic and international properties.
U S WEST will purchase all of Continental's stock for approximately $5.3 billion and will assume Continen-
tal's debt and other obligations, which amount to approximately $5.5 billion. Consideration for the $5.3 bil-
lion in equity will consist of approximately $1 billion in U § WEST preferred stock, convertible to Media
Stock; and, at U S WEST's option, between $1 billion and $1.5 billion in cash, and $2.8 billion to $3.3 billion
in shares of Media Stock. The transaction, which is expected to close in the fourth quarter of 1996, is subject
10 a number of conditions and approvals, including approvals from Continental sharcholders and local
franchising and government authonities,

Financing Activiries

During 1995, debt increased 5287 primanly due to new investments in international ventures, cash
funding of the PCS licenses and a reclassification of debt from net investment in assets held for sale. During
fourth-quarter 1995, U S WEST issued $130 of exchangeable notes, or Debt Exchangeable for Common
Stock (“DECS"), due December 15, 1998. Upon maturity, each DECS will be mandatorily exchanged by
U S WEST for shares of Enhance Financial Services Group, Inc. ("Enhance™) or, at U S WEST's option,
redeemed at the cash equivalent. The capital assets segment currently holds approximately 31.5 percent of
the outstanding Enhance common stock.

These increases in debt were partially offset by reductions of debt related to the investment in TWE and
a refinancing of commeicial paper by issuing Company-obligated mandatorily redeemable preferred secun-
ties of a subsidiary trust holding solely Company-guaranteed debentures (“Preferred Securities™).
L 5 WEST issued $600 of Preferred Securities in 1995. The payment of interest and redemption amounts (o
holders of the secunties are fully and unconditionally guaranteed by U § WEST

Exciuding debt associated with the capital assets segment, the Media Group's percentage of debt to
total capital at December 31, 1995, was 29.1 percent compared with 29.9 percent =t December 31, 1994,
Including debt associated with the capital assets segment, Preferred Secunities and other preferred stock. the
Media Group's percentage of debt to total capital was 44.2 percent at December 31, 1995, and 42.8 percent
at December 31, 1994,




U § WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Debt increased $288 in 1994, primarily due to the December 1994 acquisition of the Atlanta Systems,
parually offset by reductions in debt related to the investment in TWE. The cash investment related to the
acquisition of the Atlanta Systems was $745, obtained through short-term borrowing.

U S WEST maintains a commercial paper program to finance short-term cash fiow requirements, as
well as to maintain a presence in the short-term debt market. U S WEST maintains lines of credit
aggregating approximately 1.3 billion, which is available t both the Media Group and the nonregulated
subsidiaries of the Communications Group in accordance with their borrowing needs. Under registration
statements filed with the SEC, as of December 31, 1995, U S WEST is permitted to issue up to approximately
$1.2 billion of new debt securities, available to both the Media Group and the nonregulated subsidianes of
the Communications Group.

Debt related to discontinued operations decreased 5487 in 1995 and $213 in 1994, Cash to the capital
assets segment of $101 in 1994 primarily reflects the payment of debt, net of $154 in proceeds from the sale
of 8.1 million shares of Financial Securnity Assurance Holdings, Ltd. (“FSA”), an investment of the capital
assets segment. For financial reporting purposes debt of the capital assets segment is netted against the
related assets. See Media Group Combined Financial Statements — Note 20: Net Investment in Assets Held
for Sale.

The Media Group reinvests earnings, if any, for future growth and does not expect to pay dividends on
the Media Stock in the foreseeable future,

In connection with U S WEST's announcement on February 27, 1996 of a planned merger with
Continental, U § WEST. Inc.’s credit rating is being reviewed by credit rating agencies, which may resultin a
downgrading.

Financing activities for the nonregulated Communications Group businesses and the Media Group,
including the issuance, repayment and repurchase of short-term and long-term debi. and tiic issuance and
repurchase of Preferred Securities, is managed by U S WEST on a centralized basis. Financing activities for
U § WEST Communications is separately identified and accounted for in U 5 WEST's records and
U S WEST Communications continues 1o conduct its own borrowing activities. Debt incurred and invest-
ments made by U S WEST and its subsidiaries is specifically allocated to and reflected on the financial
statements of the Media Group except that debt incurred and investments made by U 5 WEST and its
subsidiaries on behalf of the nonregulated Communications Group businesses and all debt incurred and
investments made by U § WEST Communications is specifically allocated to and reflected on the financial
statements of the Communications Group. Debt incurred by U S WEST or a subsidiary on behalf of a Group
is charged to such Group at the borrowing rate of U S WEST or such subsidiary.

Risk Managemeni

The Media Group is exposed to market risks arising from changes in interest rates and foreign exchange
rates. Derivative financial instruments are used to manage these risks. U § WEST does not use derivative
financial instruments for trading purposes.

Interest Rate Risk Managemen

The objective of the interest rate nsk management program is to minimize the total cost of debt.
Interest rate swaps are used to adjust the ratio of fixed- 10 variable-rate debt. The market value of the debt
portfolio. including the inteiest rate swaps, is monitored and compared with predetermined benchmarks to
evaluate the effectiveness of the nsk management program.

Notional amounts of interest rate swaps outstanding were $825 and 3850 as of December 11, 1995 and
1994, respectively, with various maturities that extend to 2004, The esumated effect of US WEST's interest
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rate derivative transactions was to adjust the level of fixed-rate debt of the Media Group from 86 percent to
87 percent at December 31, 1995, and from 68 percent to 71 percent of the total debt portfolio at
December 31, 1994 (including debt associated with the capital assels segment).

Foreign Exchange Risk Management

U S WEST has entered into forward and option contracts to manage the market risks associated with
fluctuations in foreign exchange rates after considerstion of offsetting f reign exposures among interna-
tional operations. The use of forward and option contracts allow U § WEST to fix or cap the cost of firm
foreign investment commitments in countries with freely convertible currencies. The market values of the
foreign exchange positions, including the hedging instruments, are continuously monitored and compared
with predetermined levels of acceptable risk.

Notional amounts of foreign exchange forward and option contracts outstanding were $456 and $170 as
of December 31, 1995 and 1994, respectively, with maturities of one year or less. These contracts were
primarily for the purchase of Dutch guilders and British pounds in 1995 and British pounds in 1994,

The Media Group had foreign exchange risks associated with a Dutch guilder-denominated paysble in
the translated principal amount of $216 at December 31, 1995, and British povnd-denominated receivables
in the translated principal amounts of $139 and $48 *t December 31, 1995 and 1994, respectively, of which
63 and S48 of these respective balances are with a wholly owned subsidiary. These positions were hedged in
1995.

Disposition of the Capital Assets Segment

U S WEST announced a plan of disposition of the capital assets segment in June 1993. See the Media
Group Combined Financial Statements — Note 20: Net Investment in Assets Held for Sale. In Decem-
ber 1993, U S WEST sold 52.0 billion of finance receivables and the business of U § WEST Financial
Services, Inc. to NationsBank Corporation. Proceeds from the sale of $2.1 billion were used to repay related
debt. ’

During 1994, U S WEST reduced its ownership interest in FSA. a member of the capital assets segment,
10 60.9 percent and its voting interest to 49.8 percent through a series of transactions. In May and June 1994,
U 'S WEST sold 8.1 million shares of FSA common stock and received $154 in net proceeds from the public
offering. In December 1995, FSA merged with Capital Guaranty Corporation for shares of FSA and cash of
$51. The transaction was valued at approximately $203 and reduced U S WEST's ownership interest in FSA
to 50.3 percent and its voting interest to 41.7 percent. U S WEST expects to monetize and ultimately reduce
its ownership in FSA through the issuance of Debt Exchangeable for Common Stock (“DECS") in 1996. At
maturity. each DECS will be mandatorily exchanged by U S WEST for FSA common stock held by
U S WEST or, at U S WEST's option, redeemed at the cash equivalent.

On September 2, 1994, U S WEST issued to Fund American Enlerprises Holdings Inc. (“FFC™) 50,000
shares of cumulative redeemable preferred stock for a total of $50. The shares are mandatonly redeemable
in year ten and, at the option of FFC, the preferred stock also can be redeemed for common shares of FSA.

L' S WEST Real Estate, Inc. has sold various properties totaling $120, $327 and $66 ... 1995, 1994 and
1993, respectively, The sales proceeds were in line with estimates. Proceeds from building sales were
primanily used to repay related debt. U S WEST has completed construction of existing buildings in the
commercial real estate portfolio and expects to substantially complete liquidation of this portfolio by 1998,
The remaining balance of assets subject to sale is approximately $490, net of rescres, as of December 31,
1995

Competitive Strategy
The Media Group's strategy is based on the belief that communication and commerce are migrating
trom other mediums 1o electronic networks. Over time. this global phenomenon will result in networks
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replacing traditional distribution channels. To meet the needs of this growing market, the Media Group
provides local connections and then integrates market-based service offerings to meet the needs of end
users. The Media Group executes this strategy through three lines of business — cable and telecommunica-
tions, wireless and directory and information services — in selected high-growth markets worldwide.

Competitive and Regulatory Environment

Cable and Telecommunications The Telecommunications Act of 1996 (the “1996 Act™) opens competi-
tion by permitting local telephone con.panies, long-distance carriers and cable television companies to enter
cach other’s businesses. This legislation will enable the Media Group to provide “one-stop shopping™ for
voice, video and data services, a key objective of the Media Group, The Media Group is currently in ihe
process of negotiating reasonable and non-discriminatory local interconnection rates, terms and conditions
with BellSouth and is planning on entering the local exchange market, through the Atlanta Systems, on a
competitive basis by the end of 1996,

The Atlanta Sysiems generally compete for viewer attention with programming from a variety of
sources, including the direct reception of broadcast television signals by the viewer's own antenna. satellite
master antenna service and direct broadcast satellite services. Cable television systems are also in competi-
tion for both viewers and advertising in varying degrees with other communications and entertainment
media. Such competition may increase with the development and growth of new technologies.

The 1996 Act has amended certain aspects of the Cable Television Consumer Protection and Competi-
tion Act of 1992 (“the 1992 Cable Act™). Under the 1996 Act, cable rates are deregulated effective March 31,
1999, or earlier if competition exists. In addition, the provisions of the 1996 Act simplify the process of filing
rate complaints. relax uniform rate requirements and subscriber notice provisions, expand the definition of
effective competition and eliminate certain restrictions on the sale of cable systems. Current program access
restrictions applying to cable operators are extended to common carriers by the 1996 Act. The 1996 Act also
eliminates certain cross-ownership restrictions berween cable operawrs, broadcasters and muluchannel,
multipoint distribution system operators.

Cable television systems are also subject to local regulation, typically imposed through the franchising
process. Local officials may be involved in the initial franchise selection, system design and construction,
safety, rate regulation. customer service standards, billing practices, community-related programming and
services, franchise renewal and imposition of franchise fees.

In 1995, the Georgia legislature removed the legal prohibition on local telephone competition by
authorizing competition in local telephone exchange service. The Media Group has received centification
from the Georgia Public Service Commission to provide local switched and nonswitched telephone service in
Georgia and, with the passage of the 1996 Act. certain long-distance services.
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Wireless Communications There are two competitive cellular licenses in each market. Competition is
based on the price of cellular service, the quality of the service and the size of the geographic area served.
The development of PCS services will increase the number of competitors and the level of competition. The
Media Group is unable to estimate the impact of the availability of PCS services on its cellular operations,
though it could be significant.

The wireless operations are subject to regulation by federal and some state and local authorities. The
construction and transfer of cellular systems in the United States are regulated by the FCC pursuant to the
Communications Act of 1934. The FCC regulates construction and operation of cellular systems and
licensing and technical standards for the provision of cellular telephone service. Pursuant to Congress' 1993
Omnibus Budget Reconciliation Act, the FCC adopted rules preempl.ag state and local governments from
regulating wireless entry and most rates,

The passage of the 1996 Act climinates long-distance restrictions imposed by the Modified Final
Judgment (“"MFJ"). As a result, the Media Group, including its wireless partners, are now able to offer
integrated local and long-distance services. The 1996 Act also permits the Media Group to enter into
activities related to the manufacture of telecommunications equipment.

Directory and Information Services  The Media Group may face emerging competition in the provision
of interactive services from cable and entertainment companics, on-line services and other information
providers. Directory listings are beginning to be offered via electronic databases through telephone company
and third party networks. As such offerings expand and are enhanced through interactivity and other
features, the Media Group may experience heightened competition in its directory publishing businesses.
With the passage of the 1996 Act. the Media Group will be able 1o provide certain information services
across LATA boundaries. The Media Group will continue to expand its core products and develop and
package new information products 1o meet its customers’ needs.
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Selected Proportionate Financial Data

The following table shows the entities included in the Media Group Combined Financial Statements
and the percent ownership by industry segment. The proportionate financial and operating data for these
entities are summarized in the proportionate data table that follows:

Cablt aad Telecommusaicationy Wireless Communications Directory and laformatisa Se. vices
Domestic loternatioasl Domentic International Domestic Internationsl
[
0
N Thomaon
s Durectones
o WEST U S WEST (UK)
L| Arlanta Symems ﬂ;m Marketuag 100%
I 100% 929 (1) Resources Group U S WEST
D . 100% Polska
A {Poland)
T 100%
E
D
TeleWest
(UK) Mercury
B8% One I One
(UK)
TeleWest Europe £09,
{Norway, Sweden.
H'Hlilﬂ'] Weatel
Varies Radiotelefon
(Hungary)
AZ000 (KTA) 49
E (Netherlands)
Q % Wina 900 Lutel
u LhE (Hungary) { Braxil)
| 25 51% Kabel Plus T 507
T {Caeeh Republic) ?
¥ 9% EuroTel
(Czech & Slovak
Binarang Republica)
Communications M5%
Sdn Bbd
{Malaysia) Russian
% Telecommunicat ions
Deve Corp
J\HIAWES_ T Tmm“.;
(Indonesia) §71%
%

(1) Proportionate information reflects an approumate 8 percent minonfy wilerest in NewVector's underlying operations
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Contioued)

Selected Proportionate Financial Data (Continued)

The following table and discussion is not required by GAAP or intended to replace the Combined
Financial Statements prepared in accordance with GAAP. It is presented supplementally because the Media
Group believes that proportionate financial and operating data facilitate the understanding and assessment
of its Combined Financial Statements. Proportionate accounting reflects the Media Group's relative owner-
ship interests in operating revenues and expenses for both its consolidated and equity method investments.
The financial information included below departs materially from GAAP because it aggregates the revenues
and operating income of entities not controlled by the Media Group with those of the consolidated
operations of the Media Group. The following table includes allocations of Media Group corporate activity.
The table does not reflect financial data of the capital assets segment, which h.d net assets of $429, $302 and
$554 at December 31, 1995, 1994 and 1993, respectively, Previously reported amounts have been reclassified
to conform with current year presentation.

Cable and Wireleas Directory asd
Communications Information Services

Domestic!  Intern®™  Domestic  Interm'l  Domestic  [aterm Total

Financial Data:
Year Ended 1995

BAVENUE v s v aln o aas $2661 $ 128 § 824 § 295 S1065 S142 § 5115
EBITDA® ... .. R RS 589 (55) 226 (40) 426 k| 1.149
Operating income (loss) ., ..... 181 (117) 116 (92) 398 (10) 476
Income (loss) before extraordinary

MEM .o ee i snanrannnnns (68) 18 50 (80) 238 (13) 145
B g ey 4417
Year Ended 1994

Revenue | et Sl $§ BS $§ 662 S5 186 51005 $ 7 §4211
EBITDA 1 . cuni v asivaimin 436 (42) 161 (68) 413 2 2
Operating income (loss) . ....... 120 (73) 76 (103} 389 (8) 401
Income (loss) from continuing

OPETations . . .« .. oovvveinnan (42) 635 74 (68) 251 (4) 276
(57 J.865
Year Ended 1993

REVEINE oo S Sl e $ 568 § 59 § 487 § 7 $ 958 § 7 §2157
EBITDA:E wiouiiiys i Bl (41) 121 (48) 418 (3) 27
Operating income (loss) . . ...... (7) (64) (25) (53) 347 (3 195
Income (loss) from continuing

OPEIAION . v covv v n e nmanass (31) (49) (31) (22) 221 (3 BS
DB\ oo 5 iy e g s 3492




U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Coatinued)
Selected Proportionate Financial Data (Continued)
Cable and Wirrlen Directory aad

Domestie'  Iotern’l Domestic  Intern’l Demestic  lotern’l Total

Operating Data (thousands):

Year Ended 1995

Subscribers/advertisers .. ... ..., 2,945 617 1,339 o8 479 27 5,959
Homespassed............... 4,551 1,172 — — — — 5723
POPR? 7 L csnaia i mmnsi — — 33,800 300 — - 78,100
Telephone lines .. ............ — 141 — —_ - — 141
Year Ended 1994

Subscribers/advertisers . .. ... ... 2,407 226 817 169 468 147 4,234
Homespassed .. ........... ... 3,952 576 — - — - 1528
POPEY . ovovraimnis maeii s — — 18,900 38,300 — — 57,200
Telephone lines .. ............ - 69 - - —_ — 69
Year Ended 1993

Subscribers/advertisers . .. ... ... 1.837 215 509 41 459 25 J.086
Homespassed............... 3.061 524 — - — — 3585
POPs? ... .......covvvnn... — - 18,200 38300 - — 56,500
Telephone lines . ............. — 44 — — — - a4

' The proportionate results include the Media Group's 25.51 percent pro-rata prionty and residual equiry mterests in reparted TWE
results. The reported TWE results are prepared in accordance with GAAR and have not been adjusted to repont TWE invesiments
accounted for under the equity method on a proporionate basis.

* Proportionate EBITDA represents the Media Group's equity interest in the entities multiplied by the entnnies’ EBITDA. 199)
EBITDA excludes restructunng charges of 559 and 550 related to the domestic wireles and directory and information senvices
segments. respectively.

' POPs are the eutimated market population multiplied by U S WEST's ownenhip interest in the market

Proportionate Results of Operations — 1995 Compared with 1994

In 1995, proportionate Media Group revenue increased 17 percent, to §5.12 billion, and EBITDA
increased 17 percent. to §1.15 billion, excluding the one-time impacts of the 1994 Atlanta Sysiems acquisi-
tion and the sale of paging operations. Strong growth in both domestic cable and telecommunications and
wireless communications contributed to the increases.

Cable and Telecommunications During 1995, proportionate revenue for the Media Group domestic
cable and telecommunications operations increased 12 percent, to $2,661, and proportionate EBITDA
increased 11 percent, to $589, excluding the one-time impact of the 1994 acquisition of the Atlanta svstems.
Proportionate revenue and EBITDA growth is primarily due to the TWE cable, programming and filmed
entertainment operations. Cable growth is attributed to subscriber growth of nearly six percent, excluding
the impact of 1995 TWE cable transactions, as well as increases in advertising and pay per view revenues,

During 1995, international cable and telecommunications proportionate revenue increased $43, 1o
$128, and proportionate EBITDA decreased $13 to ($55). Results for new ventures in the Czech Republic,
Netherlands and Malaysia, have been included in the proportionate results beginning with the fourth quarter
of 1995, The new ventures coniributed revenue of $10 and EBITDA of (514), wlich reflect the start-up
nature of the operations.

Wireless Communications  During 1995, proportionate revenue for the Media Group domestic wireless
operations increased 30 percent, to $824. and proportionate EBITDA increased 52 percent, to $226,
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U S WEST MEDIA GROUP
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Selected Proportionaie Financial Data (Continued)

excluding the effect of the paging business, which was sold in 1994, Proportionate cellular service revenue
increased 39 percent, 1o $736 in 1995. This increase is due to a 64 percent increase in proportionate
subscribers partially offset by a decrease in average revenue per subscriber.

During 1995, international wireless communications proportionate revenue increassd $109, to §295,
and proportionate EBITDA increased $28, to ($40). Venture results for Indonesia and Russia have been
included in the proportionate results beginning with the fourth juarter of 1995, These ventures contributed
revenue of §9 and EBITDA of ($4), which reflect the start-up nature of the operations.

Directory and Information Services Proportionate revenue for domestic directory and wuiformation
services increased 6 percent, to $1,065 in 1995, and proportionate EBITDA increased 3 percent, to $426. The
proportionate revenue increase is due to price and volume increases. Revenue increases were partially offset
by reinvestments in the business, resulting in the 3 percent increase in EBITDA.

Proportionate revenue for international directories businesses increased $63, to $142 in 1995, and
proportionate EBITDA increased 51, to 53. Results for Listel, a Brazilian directories operation, have been
inciuded in the Media Group proportionate results beginning with the fourth quarter 1995, Listel contrib-
uted proporuonate revenue of $18 and EBITDA of $2.

Proportionate Debi

Proportionate debt increased $552 in 1995. The increase is primarily related to the Media Group's
international investments. Both TeleWest and One 2 One raised cash through the issuance of debt in 1995,
pnimarily to fund the continued expansion of their businesses.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareowners of U § WEST, Inc.:

We have audited the Combined Balance Sheets of U S WEST Media Group (as described in Note 2 1o
the Combined Financial Statements) as of December 31, 1995 and 1994, and the related Combined
Statements of Operations and Cash Flows for each of the three years in the period ended December 31,
1995. These financial statements are the responsibility of the Company's management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perfor™ the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable busis for our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects, the
combined financial position of U S WEST Media Group as of December 31, 1995 and 1994, and the
combined results of its operations and its cash flows for each of the three years in the period ended
December 31, 1995, in conformity with generally accepted accounting principles.

As more fully discussed in Note 2. the Combined Financial Statements of U § WEST Media Group
should be read in connection with the audited Consolidated Financial Statements of U 5 WEST, Inc.

We have also audited the Supplementary Selected Proportionate Results of Operations for the three
years in the period ended December 31, 1995, presented on page D-55. The Supplementary Selected
Proportionate Results of Operations have been prepared by management to present relevant financial
information that is not provided by the Consolidated Financial Statements and is not intended to be a
presentation in accordance with generally accepted accounting principles. In our opinion, the Supplemen.
tary Selected Proportionate Results of Operations referred to above presents fairly. in all material respects.
the information set forth therein on the basis of accounting described on page D-55.

CooPERS & LyBranp L.LP.

Denver, Colorado
February 12, 1996, except for note 5, paragraph 3,
as to which the date is February 27, 1996




U S WEST MEDIA GROUP
COMBINED STATEMENTS OF OPERATIONS

Sales and other revenues:

Directory and information Services . . .. .. ... i a e aae s S1,IB0 $1075 § 956
Wireless COMMURNICAtIONS . . . o0 v v v v s v arnnnranrnnaresnsasss 941 781 561
Cable and telecommunications. . .. ............. e 215 18 -
OB i1 i A S0 008 S L s s i m 18 34 32
Total sales and Other rEVENUES ... ....c.cvivrinnrnrnnanerans 2,374 1908 1,549
Operating expenses:
Costof sales and other revenues ... ...........ooeunrroasnans m 612 457
Selling, general and administrative eXpenses . .. ... ...ocuvvvurasnn B86 763 607
Depreciation and amortization. . . ... ..o vhiiianii i ey 249 144 127
Restructuring charge . ... o v i anniiivunaianaavsissesss — == 120
Total OPerating eXpenses .. ... .....covccinncrsannsraannns 1,907 1,519 1311
Income from OPEFRUONS « .« c vvievs s sus surmannsesessonvnsenss 467 389 238
FOTETEBE CUPEISE < o s v ois 000 ¢ oo tm s s win o o b s dinaimmesessaseanssass 100 66 27
Equity losses in unconsolidated ventures . ... ... ... ... .o0u0ts 207 121 74
Gains on merger and partial sale of joint venrure interest. . .......... 157 164 -
Gammonsale of Paging assels .. .......ivuvrrrnmarrranacsssnns — 68 —
Guaranteed mIiNOCIty iNIEREst EXPENSE . . . oo o v v v v mnceneranss 14 — —
Other iNCOME — BEL . . ..o venuuereenranacasnanssscassssnsss 5 46 9
Income from continuing operations before income taxes and
extraordingry MeM. . ... .ocovarerrsarariannbaee i an et 308 480 146
Provision fOr inCOME LAXES . . .. .cvuvvvrrnnrnnnnnsrsnssssresss 163 204 61
Income from continuing operations before extraordinary item. . ..... .. 145 276 s
Discontinued OPErations . . . ... ...... o cveucnanaaraaa s - — (82)
Income before extraordinary iem . ... ... ....oiviin it 145 276 3
Extraordinary item — early extinguishment of debt, net of tax ........ (4) — =
NETINGOME. ..o« b0 ssievnion s saseinsnssiesssedaia $ 141 § 276 § 3
Dividends on preferred $10ck . . ....vv i e 3 — —
EARNINGS AVAILABLE FOR COMMON STOCK .............. $ 138 § 276 § 3
Pro forma earnings per common share:
Income before extraordinary MEM . ... .cuviniiniinanarsners $ 030 § 061
Extraordinary item — early extinguishment of debt, net of tax. . . .. .. (01) —
PRO FORMA EARNINGS PER COMMON SHARE. . ... ........ $ 029 § 061
PRO FORMA AVERAGE COMMON SHARES
OQUTSTANDING (thousands) . . .......c.coiiirenrnsriarannars 470,549 453316

The accompanying notes are an integral part of the Combined Financial Statements
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U S WEST MEDIA GROUP
COMBINED BALANCE SHEETS

ASSETS
December 11,
1994 1994
Dellars in millions
Current assets:
Cash and cashequivalents . . ............. ... ... ... ... ... ... 5 20 5§ 93
Accounts and notes receivable, less allowance for
credit losses of $58 and $33, respectively. .. .................... . ..... 287 212
Dhelerrnd GieTORy BOBMY v i v i e S e 247 234
Receivable from Communications Group . .........coveirenenn oo, 106 109
Delermed X ASeT . L. u it it i iees m e e 24 52
b R 57 56
TOtAl CUITEnt BSEEIS . . . . oottt it sttt e e e e e s are e e e 741 756
Property, plant and equipment — et ............... ... o 1.148 956
Investment in Time Warner Eatertainment . ..., ........00vrronrnnno.. 2,453 2522
Intangible assets — Net. .. ... ..ot 1,798 1,858
Investments in international ventures . ... ... ... ... ... 1.511 881
Net investment inassets held forsale . ..............c000iinornnnnn., 429 am
ORET IERE .4:covvn i T B T oy e R e T e T Do e 505 119
TOREE BRI o s o 000 e i e R G R e i T Bt $8,615 §7.394
LIABILITIES AND EQUITY
Current liabilities:
Short-term debt . ... ... e e $ 836 $1.229
Accounts payable . ... 235 170
Deferred revenue and customer deposits . ... ....... ...t 87 76
CIIRY s o oo oot i e 6 R B S o V4 Y B e T 7 i e Bl 411 458
Total current liabilities . . ... ... .. ... 1.569 1,933
Long-termdebt .. ... ... . .. . e e 1,265 585
Deferred inCOME TAXES . . . ... uuitit it e e 382 3144
Delerred Credli and olher .o v oo st e i s s s et vy s 276 278
Company-obligated mandatorily redeemable preferred securities of subsidiary trust
holding solely Company-guaranteed debentures . . ....................... 600 —
Preferred stock subject to mandatory redemption . . .. ............0vuunn.. 51 51
Media Group equily . . .. ..ottt i e e 4,599 43%
Company LESOP guarantee . .. ... . ... ... . i, (127) (187)
TOBL SRUIRY & G0 s o 5ATw 0 9w oo 0 1m0 ce. 44T2 4,203
Total liabilities and equity . . .... . ... ... ... ... .. ..., §8.615 5§7.354
Contingencies (see Note 6 to the Combined Financial Statements)
The accompanying notes are an intcgral part of the Combined Financial Statements
D.24
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U S WEST MEDIA GROUP
COMBINED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

B T v T s o Y R S N e gy

Adjustments to net income:
Restructuring charge . ... ... .. ...t inaensannss
Depreciation and amortiZation . . . ... ... ..t tenrteennnnnns
Equiry losses in unconsolidated ventures . . .. .. .................
Gains on merger and partial sale of joint venture inte =t ..........
Gainonsaleofpaging assets . ............covivivnennnnan.n.
Deferred income taxes and amortization of investment tax credits . . . .
Provision foruncollectibles. . . ........ .. ..o iiiviinnninnnn,
DISCONBUES OPCTREIONS . 550 v v v iii itiies s v s aiiain s s aei o

Changes in operating assets and liabilities:
Restructuring payments . ......couuciunennrincnnasssnsonsns
Accounts and notes receivable . ... ... . ... ... .. e
Deferred directory costs, prepaid andother. . ...................
Accounts payable and accrued liabilities . ... ...................

L e VP L -

Cash provided by operating activities . .. ........................

INVESTING ACTIVITIES
Expenditures for property, plant and equipment . ... ..............
Investment in Time Warner Entertainment . . .. . ... .. ....... .....
Investments in international vENIUres . . . .. ... .. e
Investment in PCS licenses .. ....... . ... R
Investment in Atlanta Systems . . . .. ... ... ......, VN "
Proceeds [rom sale of paging assets . ... . ... ......couiimmunernnnn
T — M. ..ttt it e e e e
Cash (used for) investing activitias . . . ... . ._....................

FINANCING ACTIVITIES

Net (repayments of) proceeds from short-termdebt . .. .. ...........
Repayments of long-termdebr ... ........ ... ... . ...
Proceeds from issuance of long-termdebt. . ... . ................

Proceeds from issuance of trust onginated preferred secunties — net . ..
Proceeds from issuance of common stock . . . .....................
Proceeds from issuance of preferredstock . . .. ...................
Repayment of advance [rom Communications Group . ..............
L 14 1T e 1T

Cash provided by financing activities . .. ........................

Cash (used for) provided by continuing upern:mm e . i
Cash (to) from discontinued operations . .......................

CASH AND CASH EQUIVALENTS
TCTERSE (AEBPERERY = i oo i e i 520 358 e T 40 i o e i s
B pnining DRI e i i e T e e SR e e

Erding BRIRDOR . v s o siie oo sasecsd et o 4 1o 5 o o

Year Ended December 11,

The accompanying notes are an integral part of the Combined Financial Statements
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1995 | 984 1993
Dellars is millioas
141 § 216 § 3

-— - 120
249 144 127
207 121 74

(157) (164) —

— (68) —
102 147 (34)

55 16 27

S e 82
(19) (10) —

(103) (76) (39)
(28) (52) (33)

36 143 63
157 54 133
640 551 523

(363) (149) {193)

—-— — {1,557)

(681) (350) (230)

(286) — —

a (145) —

— 143 —

. 92 (121) (N

(1,238) (1,422) (1.987)

(449) 936 —

(724) (316) (143)

1,085 —_ -
581 — —

57 23 T4

— 0 —

— - 153
(25) — —
525 993 B4
{73) 122 (660)

— (101) 610
(73) 21 (50)

93 72 122
20 § 93 § M




U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS
For the Years Ended December 31, 1995, 1994 and 1993
{Dollars in millions)

NOTE 1: RECAPITALIZATION PLAN

On October 31, 1995, the shareholders of U S WEST, Inc.. a Colorado corporation ("U § WEST
Colorado™) voted to approve a proposal (the “Recapitalization Plan”) adopted by the Board of Directors of
US WEST. Inc. (the “Board") to reincorporate in Delaware and create two classes of common siock that are
intended to reflect separately the performance of the communications and multimedia businesses. Usider
the Recapitalization Plan, shareholcers approved an Ag sement and Plan of Merger berween U S WEST
Colorado and U S WEST, Inc., a Delaware corporation (“U S WEST™ or “Company”), pursuant to which
U'S WEST continues as the surviving corporation. In connection with the merger, the Certificate of
Incorporation of U S WEST has been amended and restated to designate two classes of common stock of
U S WEST, one class of which is authorized as U § WEST Communications Group Common Stock
("Communications Stock™), and the other class which is authorized as U § WEST Media Group Common
Stock (“Media Stock"). Effective November 1, 1995, each share of common stock of U § WEST Colorado
was converted into one share each of Communications Stock and Media Stock.

The Communications Stock and Media Stock provide shareholders with two distinct securities that are
intended to reflect separately the communications businesses of U S WEST (the “"Communications Group™)
and the multimedia businesses of U S WEST (the “Media Group” and, together with the Communications
Group. the “Groups™).

The Communications Group is comprised of U § WEST Communications, Ioc. (*U S WEST Commu-
nications”), U S WEST Communications Services, Inc., U § WEST Federal Services. Inc. U § WEST
Advanced Technologies, Inc. and U S WEST Business Resources, Inc. The Communications Group primar-
tly provides regulated communications services to more than 25 million residential and business customers
within a 14 state region.

The Media Group is comprised of U S WEST Marketing Resources Group, Inc., which publishes White
and Yellow Pages telephone directories, and provides directory and-information services, U $ WEST
NewVector Group. Inc., which provides communications and information products and services over wire-
less nerworks, U S WEST Multimedia Communications, Inc., which owns domestic cable television opera-
tions and investments, and U S WEST International Holdings, Inc., which primarily owns investments in
international cable and telecommunications, wireless communications and directory publishing operations,

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Preseruation  The Combined Financial Statements of the Groups comprise all of the accounts
included in the corresponding Consolidated Financial Statements of U S WEST. Investments in less than
majority-owned ventures are generally accounted for using the equity method. The scparate Group Com-
bined Financial Statements have been prepared on a basis that management believes to be reasonable and
appropriate and include: (i) the combined historical balance sheets, results of operations and cash flows of
the busincsses that comprise each of the Groups, with all significant intra-group amounts and transactions
eliminated; (ii) in the case of the Communications Group Combined Financial Statements, certain corpo-
raie assets and liabilities of U S WEST and related transactions identified with the Communications Group;
(iii) in the case of the Media Group Combined Financial Statements, all other corporate assets and liabilities
and related transactions of U S WEST. and (iv) an allocated portion of the corporate expense of U S WEST.
Transa.tions between the Communications Group and the Media Group have not been eliminated.

Norwithstanding the allocation of assets and liabilities (inclucing contingent liabilities) and stockhold-
ers’ equity between the Communications Group and the Media Group for the purpose of preparing the
respective financial statements of such Group, holders of Communications Stock und Media Stock are
subject 10 risks associated with an investment in a single company and all of U § WEST s businesses, assets
and liabilities. Such allocation of assets and liabilities and change in the equity structure of U S WEST does
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U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

not result in a distribution or spin-off to sharehoiders of any assets or liabilities of U S WEST or any of 15
subsidiaries or otherwise affect responsibility for the liabilities of U S WEST or such subsidiaries. As a result,
the rights of the holders of U § WEST's or any of its subsidianies’ debt are not affected. Financial effects
arising from cither Group that affect U S WEST's results of operations or financial condition could, if
significant, affect the results of operations or financial position of the other Group or the market price of the
class of common stock relating to the other Group, Any net losses of the Communications Group or the
Media Group, and dividends or distributions 0w, or repurchases of “ommunications Stock, Media Stock or
preferred stock, will reduce the funds of U S WEST legally available for payment of dividends on both the
Communications Stock and Media Stock. Accordingly, the Media Group Combined Financial Statements
should be read in conjunction with U § WEST's Consolidated Financial Statements and the Communica-
tions Group Combined Financial Statements.

The accounting policies described herein applicable to the preparation of the Combined Financial
Statements of the Media Group may be modified or rescinded at the sole discretion of the Board without
approval of the stockholders, although there is no present intention to do so. The Board may also adopt
additional policies depending on the circumstances. Any determination of the Board to modify or rescind
such policies, or to add additional policies, including any decision that would bave disparale impacts upoo
holders of Communications Stock and Media Stock, would be made by the Board in good faith and in the
honest belief that such decision is in the best interests of all U § WEST stockholders, including the hold=- s of
Communications Stock and the holders of Media Stock. In making such determination, the Board may also
consider regulatory requirements imposed on U S WEST Communications by the public utility commissions
of various states and the Federal Communications Commission. In addition, generally accepted accounting
principles require that any change in accounting policy be preferable (in accordance with such principles) 1o
the policy previously established.

Certain reclassifications within the Combined Financial Statements have been made to conform to the
current year presentation.

Allocation of Shared Services  Certain costs relating to U S WEST's general and administrative services
(including certain executive management, legal. accounting and auditing, tax, treasury, strategic planning
and public policy services) are directly assigned by U S WEST to each Group, and segment within the Group,
based on actual utilization or are allocated based on each Group's operating expenses, number of employ-
ees. external revenues, average capital and/or average equity. Beginning in 1996, certain shared services will
no longer be allocated to each segment of the Media Group but will be retained at Media Group headquar-
ters. U S WEST charges each Group for such services at fully distributed cost. These direct and indirect
allocations were $55, $38 and $43 in 1995, 1994 and 1993, respectively. In 1995, the direct allocations
comprised approximately 40 percent of the total shared corporate services allocated to the Media Group. It
is not practicable to provide a detailed estimate of the expenses which would be recognized if the Mediz
Group were a separate legal entity. However, U S WEST believes that under the Recapitalization Plan cach
Group would benefit from synergy’s with the other, including lower operating costs than might be incurred if
each Group was a separate legal entity.

Allocation of Income Taxes Federal, state and local income taxes, which are determined on a consoli-
dated or combined basis, are allocated to each Group in accordance with tax sharing agreements between
U S WEST and the =ntities within the Groups. The allocations will generlly reflect each Group's contribu-
tion (positive or negative) to consolidated taxable income and consolidated tax credits. A Group will be
compensated only at such time as, and 1o the extent that. its tax attributes are utilized by USWESTina
combined or consolidated income tax filing. Federal and state tax refunds and carryforwards or carrybacks of
tax attributes will generally be allocated to the Group to which such tax attributes relate.
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U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Media Group includes members which operate in states where U S WEST does not file consoli-
dated or combined state income tax returns. Separate state income tax returns are filed by these members in
accordance with the respective states’ laws and regulations. The members record a tax provision on a
separate company basis in accordance with the requirements of Statement of Financial Accounting Standard
(“SFAS™) No. 109,

Group Financing Financing actvities for the Media Group and the nonregulated Communications
Group businesses, including the issuarce, repayment and r=purchase of short-term and long-term debt, and
the issuance and repurchase of preferred securities, are managed by U S WEST on a centralized basis.
Financing activities for U S WEST Communications are separately identified and accounted for in
U S WESTs records and U S WEST Communications conducts its own borrowing activities. Debt incurred
and investments made by U S WEST and its subsidiaries on behalf of the Media Group are specifically
allocated to and reflected on the financial statements of the Media Group. Debt incurred and investments
made by U S WEST and its subsidiaries on behalf of the nonregulated businesses of the Communications
Group and all debt incurred and investments made by U § WEST Communications are specifically allocated
to and reflected on the financial statements of the Communications Group. Debt incurred by USWESTora
subsidiary on behalf of a Group is charged to such Group at the borrowing rate of U S WEST or such
subsidiary.

As of November 1, 1995, the effective date of the Recapitalization Plan, U S WEST does not intend to
transfer funds between the Groups, except for certain short-term, ordinary course advances of funds ar
market rates associated with U S WEST's centralized cash management. Such short-term transfers of funds
will be accounted for as short-term loans between the Groups bearing interest at the market rate at which
management determines the borrowing Group could obrain funds on a short-term basis. If the Board, in its
sole discretion, determines that a transfer of funds between the Groups should be accounted for as a long-
term loan, the Board would establish the terms on which such loan would be made, including the interest
rate. amortization schedule, maturity and redemption terms. Such terms would generally reflect the then
prevailing terms upon which management determines such Group could borrow funds on a similar basis.
The financial statements of the lending Group will be credited. and the financial statements of the barrowing
Group will be charged, with the amount of any such loan, as well as with periodic interest accruing thereon.
The Board may determine that a transfer of funds from the Communications Group to the Media Group
should be accounted for as an equity contribution, in which case an inter-group interest (determined by the
Board based on the then current market value of shares of Media Stock) will either be created ur increased,
as applicable. Similarly, if an inter-group interest exists, the Board may determine that a transfer of funds
from the Media Group to the Communications Group should be accounted for as a reduction in the inter-
group interest.

Dividends  Under the Recapitalization Plan, U S WEST intends to retain future eamings of the Media
Group, if any, for the development of the Media Group's businesses and does not anticipate paying
dividends to the Media Group shareholders in the foreseeable future.

Eamings Per Common Share Earnings per common share for 1995 and 1994 have been presented on a
pro forma basis to reflect the Media Group's Stock as if it had been outstanding since January 1, 1994, For
periods prior to the recapitalization, the average common shares outstanding are assumed to be equal to the
average common shares outstanding for U S WEST.

Industry Segments  The businesses comprising the Media Group operate in four industry segments, as
defined in SFAS No. 14, “Financial Reporting for Segments of a Business Enterprise.” consisting of
directory and information services, wireless communications, cable and telecommunications and the capital
assets segment, which is held for sale.
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NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Prior to January 1, 1995, the capital assets segment was accounted for as discontinued operations.
Effective January 1, 1995, the capital assets segment has been accounted for as a net investment in assets
held for sale, as discussed in Note 20 to the Media Group Combined Financial Statements.

Use of Estimates The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those
cstimates.

Cash and Cash Equivalents Cash and cash equivalents include highly liquid investments with original
maturities of three months or less that are readily convertible into cash and are not subject to significant risk
from fluctuations in interest rates.

Property, Plant and Equipment  The investmeni in property, plant and equipment is carried at cost, less
accumulated depreciation. Additions, replacements and substantial betterments are capitalized. All other
repairs and maintenance costs are expensed as incurred.

Interest related to qualifying construction projects, including construction projects of equity method
investees. is capitalized and reflected as a reduction of interest expense. Amounts capitalized by the Media
Group were $33. $8 and $5 in 1995. 1994 and 1993, respectively.

Depreciation is calculated using the straight-linc method. When such depreciable property, plant and
equipment is retired or sold. the resulting gain or loss is included in income.

Intangible Assets  Intangible assets are recorded when the cost of acquired companies exceeds the fair
value of their tangible assets. The costs of identified intangible assets and goodwill are amortized by the
straight-line method over periods ranging from five to forty years. These assets are evaluated, with other
related assets. for impairment using a discounted cash flow methodology.

Foreign Currency Translarion  Assets and liabilities of international investments are translated at year-
end exchange rates, and income statement items are translated at average .exchanges rat~s for the year.
Resulting translation adjustments are recorded as a separate component of equity. Gains and losses result-
ing from foreign currency transactions are included in income.

Financial Instruments  Net interest received or paid on interest rate swaps is recognized over the life of
the swaps as an adjustment to interest expense. Foreign exchange contracts designated as hedges of firm
equity investment commitments are carricd at market value, with gains and losses recorded in equity until
sale of the investment. Forward contracts designated as hedges of foreign denominated loans are recorded at
market value, with gains and losses recorded in income,

Investments in Debr Securities  Debt securities are classified as available for sale and are carried at fair
market value with unrealized gains and losses included in equity.

Revenue Recognition and Deferred Directory Cosis Cellular access and cable television revenues are
generally billed monthly, in advance, and revenues are recognized the following month when services are
provided. Revenues derived from wireless airtime usage are billed and recorded monthly as services are
provided.

Directory advertising revenues and related directory costs of selling, composition. printing and distnibu-
tion are generally deferred and recognized over the period during which directories are used, normally 12
months, For international operations, directory advertising revenues and related directory costs are deferred

and recoghized upon publication.

Incame Taxes The provision for income taxes consists of an amount for taxes currently payable and an
amount for tax consequences deferred to future periods in accordance with SFAS No. 109. U § WEST
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

implemented SFAS No. 109, “Accounting for Income Taxes" in 1993, Adoption of the new standard did not
have a material effect on the financial position or results of operations, primarily because of U S WEST's
earlier adoption of SFAS No. 96.

New Accounting Standards In 1996, U S WEST will adopt SFAS No. 121, “Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of." SFAS No. 121 requires that long-
lived assets and associated ir"angibles be writter. down to fair value whenever an impairment review
indicates that the carrying value cannot be recovered on an undiscounted cash flow basis. SFAS No. 121 also
requires that a company no longer record depreciation expense on assets held for sale. U S WEST expects
that the adoption of SFAS No. 121 will not have a material effect on its financial position or results of
operations.

In 1996, U S WEST will adopt SFAS No. 123, “Accounting for Stock-Based Compensation.” This
standard establishes a fair value method for accounting for stock-based compensation plans either through
recognition or disclosure. U 5 WEST will adopt this standard through compliance with the disclosure
requirements set forth in SFAS No. 123, Adoption of the standard will have nc impact on the financial
position or results of operations of U § WEST

NOTE 3: RELATED PARTY TRANSACTIONS

Customer Lists, Billing and Collection, and Orther Services  The domestic publishing operations purchase
customer lists, billing and collection and other services from the Communications Group. The data and
services are purchased at market price. The charges for these services were $20, $29 and 5§26 in 1995, 1994
and 1993, respectively,

Telecommunications Services The domestic wireless operations purchase telecommunications network
access and usage from the Communications Group. The charges for these services were $40, $30 and $24 in
1995, 1994 and 1993, respectively.

NOTE 4: INDUSTRY SEGMENTS

Industry segment data is presented for the combined operations of the Media Group. U 5 WESTs
equity method investments and the capital assets segment, which is held for sale, are included in “Corporate
and other.” Supplemental Media Group information on a proportionate basis is presented in Management’s
Discussion and Analysis of Financial Condition and Results of Operations.

The directory and information services segment consists of the publishing of White and Yellow
Pages telephone directories, database marketing services and interactive services in domestic and interna-
tional markets. The wireless communications segment provides information products and services over
wireless networks in 13 western and midwestern states. The cable and telecommunications segment was
created with the December 6, 1994 acquisition of cable television systems in the Atlanta metropolitan area.
(See MNote 5 to the Media Group Combined Financia! Statements.)
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U 5 WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 4: INDUSTRY SEGMENTS (Continued)
Industry segment financial information follows:

Directory and Corporaie
[nformation Wireless

Cable snd and
Services' Communicatioas Telecommunications’ other’ Combined
1995
Sales and other revenues . ... .. £1.180 § 941 § 215 $ 33 $2.374
Operating income (loss) ...... 398 147 a (101) 467
[dentifiable assets .. ......... 587 1,439 1,466 5,127 n,615
Depreciation and amortization . . 36 121 n 15 249
Capital expenditures . ........ 37 mn 64 23 401
1994
Sales and other revenues . .. ... 1.075 781 18 34 1.908
Operating income (loss) from
continuing operations . ...... 196 88 — (95) 389
Identifiable assets . .......... 613 1.286 1,459 4,036 7,394
Depreciation and amortization . . 30 102 6 ] 144
Capital expenditures ......... 42 274 2 25 43
1993
Sales and other revenues . .. . .. 956 561 — 32 1.549
Operating income (loss) from
continuing operations * . . ... . 356 (29) —_ (89) 238
Identifiable assets ... ........ 450 1175 - 1821 5,446
Depreciation and amortization . . 16 104 — 7 127
Capital expenditures . ........ 2 175 — B 215

' lncludes revenue from directory publohing sctmties in Europe of 5122, 575 and 37, operanng losses of $(1), 3(1) and $(3), and
wentifiable amsets of $133, 3124 and 54 for 19935, 1994 and 1993, respectively.

* Results of operations have been included since the date of acquisition of the Atlanta Systems
' Includes U S WEST's equiry method investments and the capital assets segment, which has been discontinued and is held for sale.

° Includes pretax restructuring charges of 550 and 370 for the directory and information services and wireless communications
scgments, respeciively,

Operating income represents sales and other revenues less operating expenses, and excludes interest
expense, equity losses in unconsolidated ventures, other income and income taxes, [dentifiable assets are
those assets used in each segment’s operations. Corporate and other assets consist primarily of cash, debt
securities, investments in international ventures, the investment in Time Wamner Entertainment, the net
investment in assets held for sale and other assets. Corporate and other operating losses include general
corporate expenses and administrative costs primarily associated with the Media Group equity investments.

To ensure consistency and quality of service, the wireless segment uses Motorola as its primary vendor
for infrastructure equipment and cellular mobile telephone equipment and accessories. In addition, Motor-
ola provides ongoing lechnological support for the infrastructure equipment. The infrastructure of approxi-
mately 75 percent of the Media Group's major cellular markets is comprised of Motorola equipment.

During 1994, U § WEST signed a definitive agreement with AirTouch Communications to combine
their domestic cel’alar assets. The initial equity ownership of this cellular joint venture will be approximately
70 percent AirTouch and approximately 30 percent Media Group. The combination will take place in two
phases. During Phase I, which U § WEST entered effective November 1, 1995, the two companies are
operating their cellular properties separately, A Wircless Management Company (the “WMC") has been
formed and is providing centralized services to both companies on a contract basis. [n Phase [, AirTouch
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U 5 WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 4: INDUSTRY SEGMENTS (Continued)

and U S WEST will contribute their domestic cellular assets to the WMC. In this phase, the Media Group
will reflect its share of the combined operating results of the WMC using the equity method of accounting,
The recent passage of the Telecommunications Act of 1996 has removed significant regulatory barmers to
completion of Phase IT of the business combination. U S WEST expects that Phase [1 closing could take
place by the end of 1996 or early 1997.

NOTE 5: ACQUISITION OF CABLE SYSTEMS

Atlanta Systems  On December 6, 1994, U S WEST acquired the stock of Wometco Cable Corp. and
subsidiaries, and the assets of Georgia Cable Pariners and Atlanta Cable Partners L.P. (the “Atlanta
Systems"), for cash of $745 and 12,779,206 U S WEST common shares valued at $459, for a total purchase
price of approximately $1.2 billion. The Atlanta Systems’ results of operations have been included in the
combined results of operations of the Media Group since the date of acquisition. HaZ the acquisition
occurred as of Januarv 1, 1994, the Media Group revenue and net income for 1994 would have been $2,098
and $265, respectively.

The acquisition was accounted for using the purchase method. Accordingly, the purchase price was
allocated to assets acquired (primarily identified intangibles) based on their estimated fair values. The
identified intangibles and goodwill are being amortized on a straight-line basis over 25 years,

Continental Cablevision, Inc. (Subsequent Eveni) On February 27, 1996, U S WEST announced a
definitive agreement to merge with Continental Cablevision, Inc. (“Continental”). Continental, the nation’s
third-largest cable operator, serves 4.2 million domestic customers, passes more than seven million domestic
homes and holds significant other domestic and international properties. U S WEST will purchase all of
Continental's stock for approximately $5.3 billion and will assume Continental’s debt and other obligations,
which amount to approximately $5.5 billion. Consideration for the $5.3 billion in equity will consist of
approximately $1 billion in U S WEST preferred stock, convertible to Media Stock; and, at U S WEST's
option, berween $1 billion and $1.5 billion in cash, and $2.8 billion to $3.3 billion in shares of Media Stock.
The transaction, which is expected to close in the fourth quarter of 1996, is subject to a number of conditions
and approvals, including approvals from Continental shareholders and local franchising and government
authorities.

NOTE 6: INVESTMENT IN TIME WARNER ENTERTAINMENT

On September 15. 1993, U S WEST acquired 25.51 percent pro-rata prionity capital and residual equity
interests (“equity interests”) in Time Warner Entertainment Company L. ("TWE" or “Time Warner
Entertainment”) for an aggregate purchase price of $2.553 billion. TWE owns and operates substantially all
of the entertainment assets previously owned by Time Warner Inc. (" Time Warner™), consisting primanly of
its filmed entertainment, programming-HBO and cable businesses.

Upon U S WEST's admission 1o the partnership, certain wholly-owned subsidiarics of Time Warner
(“General Partners™) and subsidiaries of Toshiba Corporation and [TOCHU Corporation held pro-rata
priority capital and residual equity interests of 63.27, 5.61 and 5.61 percent, respectively. In 1995, Time
Warner acquired the limited parinership interests previously held by subsidiaries of each of ITOCHU
Corporation and Toshiba Corporation.

U S WEST has an option to increase its pro-rata priority capital and residual equity interests in TWE
from 25.51 percent up to 31.84 percent depending upon cable operating performance. The option is
exercisable, in whole or part, between January 1, 1999, and May 31, 2005, for an aggregate cash exercise price
ranging frum $1.25 billion to $1.8 billion, depending upon the year of exercise. Either TWE or U 5§ WEST
may elect that the exercise price for the option be paid with partnership interests rather than cash,

Pursuant 1o the TWE Partnership Agreement, there are four levels of capital. From the most to least
senior, the capital accounts are: senior preferred (held by the General Partners): pro-rata pnonty capital (A
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NOTE 6: INVESTMENT IN TIME WARNER ENTERTAINMENT (Continued)

preferred - held pro-rata by the general and limited partners); junior priority capital (B preferred - held by
the General Partners); and common (residual equity interests held pro-rata by the general and limited
partners). Of the $2.553 billion contributed by U S WEST, $1.658 billion represents A preferred capital and
$895 represents common capital. The TWE Partnership Agreement provides for special allocations of
income and distributions of partnership capital. Partnership income, to the exient earned, is allocated as
follows: (1) to the partners so that the economic burden of the income tax consequences of partnership
operations is borne as though the partnership was taxed as a corporation (“special tax allocations”); (2) to
the partners' preferred capital accounts in order of priority described above, at various retes of return
ranging from 8 percent to 13.25 percent; and (2) to the partners’ c..amon capital according to their residual
partnership interests. To the extent partnership income is insufficient to satisfy all special allocations in a
particular accounting period, the unearmned portion is carried over until satisfied out of future partnership
income. Partnership losses generally are allocated in reverse order, first to eliminate prior allocations of
partnership income, except senior preferred and special tax income, next to reduce initial capital amounts,
other than senior preferred, then to reduce the senior preierred account and finally, to eliminate special tax
allocations.

A summary of the contributed capital and priority capital rates of return follows:

Priority Warner  _Limited Partmers

Coatributed Cl.rul Rates General Time us

Priarity of Contributed Capital Capitar Return® Partnen Warner WEST
1: per annum (ewnerihip %)
quarterty)

Seniorpreferred . .............. $1.400¢ 5.00% 100.00% - —
Pro-rata priority capital ... ....... 5,600 13.00%"° 63.27% 11.22% 25.51%

Junior priority capital ... ........ 2.900¢ 1325%"  100.00% - —
Residual equity capital .......... 3,300 -_ 63.27% ., 11.22% 235.51%

+ Estimated fair value ol net aisets contributed excluding partnerhip income or low allocated thereto

* Income allocations related to prionty capital rates of retum are based on paninenhip income after any special tan allocations

' The senior preferred i scheduled 10 be distnbuted in three annual installments beginning July 1. 1997,

4 1100 percent 1o the exent concurrently distnbuted.

* Includes $300 for the September 1995 reacquisition of assets previowly excluded from the parnership {the Time Warner service
partnentup assews) for regulatory reasons.

" 11.25 percent to the extent concurrently distnbuted.

Cash distributions are required to be made to the partners to permit them to pay income taxes at
statutory rates based on their allocable taxable income from TWE (“Tax Distributions”), The aggregate
amount of such Tax Distributions is computed generally by reference to the taxes that TWE would have been
required to pay if it were a corporation. Tax Distributions were previously subject to restrictions until
July 1995, and are now paid to the partners on a current basis. For distributions other than those related 1o
taxes or the senior preferred. the TWE Partnership Agreement requires certain cash distribution thresholds
be met to the limited partners before the General Partners receive their full share of distributions. No cash

distributions have been made o U S WEST.
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NOTE 6: INVESTIMENT IN TIME WARNER ENTERTAINMENT (Continued)

U § WEST accounts for its investment in TWE under the equity method of accounting. The excess of
fair market value over the book value of total partnership net assets implied by U § WEST's iniual
investment was $5.7 billion. This excess is being amortized on a straight-line basis over 25 years. The Media
Group's recorded share of TWE operating results represents allocated TWE nel income or loss adjusted for
the amortization of the of fair market value over the book value of the partncrship net assets, As a
result of this amortization and the special income allocations described above, the Media Group's recorded
pretax share of TWE operating results before extraordinary item was $(31), $(18) and $(20) in 1995, 1994
and 1993, respectively. In addition, TWE recorded an extraordinary loss for the early extinguishmer.t of debt
in 1995. The Media Group's share of this extraordinary loss was $4, net of an income tax benefit of §2.

As consideration for its expertise and participation in w.e cable operations of TWE, the Media Group
earns a management fee of $130 over five years, which is payable over a four-year period beginning in 1995
Management fees of $26, $26 and 58 were recorded to other income in 1995, 1994 and 1993, respectively.
The Media Group Combined Balance Sheet includes a note payable to TWE of $169 and $771 and
management fee receivables of $50 and $34 at December 31, 1995 and 1994, respectively.

Summarized financial information for TWE is presented below:

Year Ended December 11,

Summarized Operating Results 1995 1994 1993

REVEMUES ...\t v vnnnn i anraneaansssssns . 39517 $8.460 $7.946
Operating expenses ' ...c..oviveniiriinsenensensanns 8,557 7612 7.063
Interest and other expense, NET . .. ... cvvvvvnceronnns 7 647 611
Income before income taxes and extraordinary item . . ...... § 183 s 201 s 272
Income before extraordinary item ... ....cvvvvvnnnnuean 97 161 208
B TACONIIE v wvraivm o ot o O B g S g i s N $ 161 S 198

' Includes depreciation and amortization of 31,039, 943 and 5902 in 1995, 1994 and 199, respectively
! Includes corporate services of 564, 560 and 360 in 1995, 1994 and 199), respecively

Year Ended

December M.
Summarized Financisl Position 1995 194
CUrENE RSB & i Sl s i e oo et S s veeaas $ 2009 § 3573
NN B3I 2. . o v i v s inesamsorssnnsnssnssnsnssnsinsns 15,996 15,089
Current Habilities . . . ..o v i s i e e 3214 2,857
Noncurrent liabilities, including minority interest .. ................ 7,787 7.909
Seniorpreferredcapital ........c..iiiii it iiai i 1,42 1,663
Partners’ COpUMRL *® . ... ovvisniain vue wiuruiEe a8 s i e e 6,478 6,233

' Includes cash of $209 and $1.071 at December 31, 1995 and 1994, respecinvely.
' Includes a loan receivable from Time Warner of 3400 at December 31, 1995 and 1994,
' Net of a note recenable from U S WEST of 5169 and $T71 at December 1. 1995 and 1%, respectively.

* Contnbuted capital is based on the estimated fair value of the net assets that each panner contributed to the partnership The
aggregate of yuch amounts i significantly higher than TWE's partner’s capital as reflected in the Summanzed Financial Position.
which i based on the hutoncal cost ol the coninbuted net assels.
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NOTE 6: INVESTMENT IN TIME WARNER ENTERTAINMENT (Coatinued)

In early 1995, Time Warner announced its intention to simplify its corporate structure by establishing an
enterprise that will be responsible for the overall management and financing of the cable and telecommuni-
cations propertics. Any change in the structure of TWE would require U S WEST's approval in addition to
certain creditors’ and regulatory approvals.

Contingencies

On September 22, 1995, U S WEST filed a lawsuit in Delaware Chancery Court to enjoin the proposec
merger of Time Warner and Turner Broadcasting. U § WEST has alleged breaches of contract and fiduciary
duties by Time Wamer in connection with this proposed merger. Time Warner filed a countersuit against
U S WEST on October 11, 1995, alleging misrep- >sentation, breach ¢ “ contract and other misconduct on the
part of U S WEST. Time Warner's countersuit seeks a reformation of the Time Wamner Entertainment
partnership agreement, an order that enjoins U S WEST from breaching the partnership agreement. and
unspecified compensatory damages. U S WEST has denied each of the claims in Time Wamer’s count=rsuit.
The trial for this action concluded on March 22, 1996. A ruling by the Delaware Chancery Court is expected
in June 1996,

NOTE 7: INVESTMENTS IN INTERNATIONAL VENTURES

The significant invesiments in international ventures follows:

Net lavestment st
Decvmber 31,

Line of O=nerrhip ———————

Venture Lacation Busioe Percentage 1994 1794
TeleWest . .......... United Kingdom C&T 26.8 S 540 § 456
Binariang Sdn Bhd ... Malaysia C&T 20 224 50

AZ000 (KTA) . ...... Netherlands C&T 50 218 —
OnelOne ......... United Kingdom w 1] 73 123
Allother........... 456 252
Total .......... $1.511 § B8l

CaT Cable and Telecommunications
* Wireless
The following table shows summarized combined financial information for the Media Group's signifi-

cant equiry method investments in international ventures:
Year Ended Decembar J1,

Combined Operations 1S 1994 1993

REVEMUEL . o v v v v v s enme e ee e s sttt esabosssennsras $1,163 § 580 $ 296

OPperating eXpenses . ........cosrsracnssnessrneronos 1.264 684 354

Depreciation and amortization . .........coaeenon i 272 140 60
Operating 1088 . ......cocvvvnarnncersanns e 4w (373) (244) (11B)

Tnterest and Other, MET . - . . oo e v oneinesraaranasasn (141) (75) (40)
Loss before extraordinary iMem .. ....coovvueerneenns (514) (319) (158)

Extraordinary gain — interest rale SWaps.........ooueo o, — 1 -
Werloss e e s PN PO PPN . 1 1. ) {1 $(308) $(158)
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NOTE 7: INVESTMENTS IN INTERNATIONAL VENTURES (Continued)

Year Eaded

December 31,
Combined Financial Position 1995 1994
T R S L N 51,469 § 714
Property, plant and equipment — net. ... ..oviiiit i 3,545 1,462
L T Y 1.644 343
Total assets . . .. ...ttt o R A 56,658 52519
CUTORRE LRI -, oo oo omnm oo wties oo i e T 06 A TS $1.260 5 344
RODRARITR DY - oo ovocvi o an i aininiini wiams svtee s ol w 7 Bl S e S 2.065 463
RTINS b s B e o s s s g 71
N Y o e s i e 0 0 0 R b om e g b m 3275 1,641
Total liabilitles and equity. .. ... .c.uevnunivevivsninassorensrns 56,658 52.519

In November 1994, TeleWest plc (“TeleWest”") made an initial public offering of its ordinary shares.
Following the offering, in which U S WEST sold part of its 50 percent joint venture interest, U § WEST
owned approximately 37.8 percent of TeleWest. Net proceeds of approximately $650 were used by TeleWest
to finance construction and operating costs, invest in affiliated companies and repay debt. It is U S WEST's
policy to recognize as income any gains or losses related to the sale of stock to the public. The Media Group
recognized a gain of $105 in 1994, net of $59 in deferred taxes, for the partial sale of its joint venture interest
in TeleWest.

On October 2. 1995, TeleWest and SBC CableComms (UK) completed a merger of their UK cable
television and telecommunications interests, creating the largest provider of combined cable and telecom-
munications services in the United Kingdom. Following completion of the merger, U S WEST and Tele-
Communications, Inc., the major shareholders, each own 26.8 percent of the combined company. The Media
Group recognized a gain of 95 in 1995, net of $62 in deferred income taxes, in conjunction with the merger.

TeleWest, which is the only equity method investment for which a quoted market price is available, had a
market value of 591. a* December 31, 1995, and $1,004 at December 31, 1994,

Foreign Currency Transactions U S WEST enters into forward and zero-cost combination option con-
tracts to manage foreign currency risk. Under a forward contract. U S WEST agrees with another party to
exchange a foreign currency and U.S. dollars at a specified price at a future date. Under combinartion
options, U S WEST combines purchased options to cap the foreign exchange rate 1o be paid at a future date
with written options to finance the premium of the purchased options. The commitments, forward contracts
and combination options are for periods up to one year.

Forward exchange contracts are carried at market value. Gains or losses on the portion of the contracts
designated as hedges of firm equity investment commitments are deferred as a component of Media Group
equity and are recognized in income upon sale of the investment. Gains or losses on the portion of the
contracts designated to offset translation of investee net income are recorded in income.

Forward contracts are also used to hedge foreign denominated loans. These contracts are carried at
market value with gains or losses recorded in income.
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Foreign exchange contracts outstanding follow:
SUS.

Decvmber J1.
Iy U I
Forwards:
ERIER RN om0 T e R A T e b S B S e T i Buy $225 $—
BASh POUDEE: v« o000 minnson e memy orse o armnis wie wiwe orwr 0@ seneese el o:d Buy 730 135
BN DOBIEE: 5. 1o mivio5m w00 e o e @ w00, Ww 400 Sell 37 -
FRPATICEL YOI v i i 5in s o e sivim b 5 0 wno ihlain's womin. bo wimio 4 K00 0 S0 0 0 00 om0 Buy 5 =
e B 11 B R A o TG IR o Buy 19 -
Combination options:
British POMBEE - - . . occcisisonssineeersmensssassws b aes s e es — §5— §$3
French francs . .. ..o vmvevineasinrscsunsssnsanssnsssnsnnsnnans — 20 -

Cumulative deferred gains on foreign exchange contracts of $9 and deferred losses of $25, including
deferred taxes (benefits) of $4 and ($10), respectively, are included in Media Group equity at December 31,
1995. Cumulative deferred gains on foreign exchange contracts of $7 and deferred losses of $25, including
deferred taxes (benefits) of $3 and ($10), respectively, are included in Media Group equity at December 31,
1954,

The counterparties to these contracts are major financial institutions. U S WEST is exposed 1o credit
loss in the event of nonperformance by these counterparties. The Company does not have significant
exposure 10 an individual counterparty and does not anticipate nonperformance by any counterparty.
NOTE 8: PROPERTY, PLANT AND EQUIPMENT

The composition of property, plant and equipment follows:

December 11,

: 1995 1994
Land and Dulldings . . . . oo vvvivrnnrenciieennasinniassanainasansslass $ 168 § 151
Cellular systems . . .......ccoqene A R e S R 733 585
Cable distributhon SYStBMS . . . . . .« vcvrerscrsantrsnssrarasssnsnsssnsanss 167 148
General purpose computers and Other . .. ... .ociiiiniaraniatasrananans 471 412
Construction in PrOgreSS . . ... v vovvrrrrerarassrssrssrarsnsrassreransnns 167 140

1,706 1,436
Less accumulated depreciation .. ........covvecreiiiunraraesssarsnssnan 558 480
Property, plant and equipment — et ... ....... il $1,148 § 956

The Media Group depreciates buildings between 15 to 35 years, cellular and cable distribution systems
berween 5 to 15 years, and general purpose computer and other berween 3 1o 20 years.

Depreciation expense was $173, $121, and $113 in 1995, 1994 and 1993, respectively.
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NOTE %: INTANGIBLE ASSETS
The composition of intangible assets follows:

December 31,

1995 1954
Identified intangibles, primarily franchise value ...........oovvnvveenscnna.s S1.1B3 51,166
ety | e e | .. SR . O e 743 762

1.926 1.928
Less accumulated amommiZation . .. ..o et oo onronnssnesosnnesnsnras 128 70
Total intangible assets — met. ... ... vt inn it $1,798 51858

Amortization expense was 576, $23 and $14 in 1995, 1994 and 1993, respectiv=ly.

NOTE 10: RESTRUCTURING CHARGE

The Media Group's 1993 results reflected a $120 restructuring charge (pretax) of which $50 related to
the directory and information services segment and $70 related to the wireless segment. The restructuring
charge includes only specific, incremental and direct costs which can be estimated with reasonable accuracy
and are clearly identifiable with the restructuring plan.

Following is a schedule of the costs included in the 1993 restructuring charge and amouants remaining at
December 31, 1995 and 1994:
Balance a1

Restructuring December M,
Charge 1995 1794

Asset write-down and other. . . .......coviinunnrnnsnscrsianssnn $70 § i—

System development . . ... ...t e 40 15 0

Employee separation costs and other .. .. .......c.00vviann acqlote _10 6 10
e 17 1O U L Ryt §120 521 sSw

During 1993, the Media Group's wireless subsidiary replaced substantially all of its cellular network
equipment, consisting primarily of cell site electronics and switching equipment, in certain of its major
market arcas.

System development costs includes the replacement of existing, single-purpose systems used in the
publishing businesses with new systems designed to provide integrated, end-to-end customer service. Other
costs consist primarily of employee separation costs including severance payments, health care coverage and
postemployment education benefits and relocation costs. The Media Group expects the restructunng to be
substantially completed by the end of 1996. Management does not anticipate any material revisions in total
estimated expenditures. However, should expenditures exceed the remaining reserve, additional amounts
would be expensed as incurred.




U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 11: DEBT

Short-term Debt
The components of short-term debt follow:

December 31
1995 1994
Notes payable:

Commercial PAPEL ... .cvvvrrtreritnrariarasrasasasasasasnanaaaes $203 § B68
[T 1 ) T T 216 -
Current portion of long-term debt ... ......ovevere corarrsriaraninraan, 568 561
Allocated 10 the capital assets Segment — NEL . ... ..ucvevvuninrrassrasasans (151) _(200)
TRRRL i i 3 T Wi 7 T W T 0 W 8, § 836 $1.229

The weighted average interest rate on commercial paper was 5.79 percent and 6.04 at December 31,
1995 and 1994, respectively.

The bank loan, in the translated principal amount of $216, is denominated in Dutch guilders. The loan
was entered into in connection with U S WEST's investment in a cable television venture in the Netherlands
and was repaid in February 1996.

U S WEST maintains a commercial paper program to finance short-term cash flow requirements, as
well as to maintain a presence in the short-term debt market. Additional lines of credit aggregating
approximately $1.3 billion are available to the Media Group as well as the nonregulated subsidiaries of the
Communications Group in accordance with their borrowing needs. The Media Group expects that cash from
operations will not be adequate to fund expected cash requirements. Additional financing will come
primarily from new debt.

Long-term Debt
[nterest rates and maturities of long-term debt at December 31 follow:

M 1997 1994 1999 2000  Thervaller 1995 1904
UPIoS® ..ovcrrnnnrvocsnsasansaas $— §$— 55— 5= 5§ — 5 — L
AbOVE 55 1060 . v v v e - 130 — — —_ 130 13
AbOvE 6T 10 TT8 & o v v v e ee e s an - — 85 106 B57 1,018 -
Above TR 1089 . ..o vvnrorennasssns — —_ - - 37 737 1,057
Above Bo 1099 ... v v i i i s — — 107 — 40 147 194
Above 9% 10 1056 ... ciiiiini i 29 - 15 25 10 79 79
AR 1000 o5 e T e e T R 1 1 - — —_ 2 -
$30 5131 s17T7 S$131 $1.644 2113 1.614

Capital lease obligations and other .. ..... 2 5
Unamortized discount — net . .. .......: (494) (524)
Allocated 1o the capital assets segment — net . (156) (510)

Total . v vvvnmm e ns s s nmaaseas $1,265 $ 585

Long-term debt consists principally of debentures, medium-term notes, debt associated with

U S WEST's Leveraged Employee Stock Ownership Plans (“LESOP"), and zero coupon subordinated notes

convertible at any time into equal shares of Communications Stock and Media Stock. The zero covpon notes

have a yield to matur.ty of approximately 7.3 percent and are recorded at a discounted value of $245 and
234 at December 31, 1995 and 1994, respecuvely
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U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 11: DEBT (Continued)

In 1995, U S WEST issued 5130 of Debt Exchangeable for Common Stock ("DECS™), due Decem-
ber 15, 1998 in the principal amount of $§24.00 per note. The notes bear interest at 7.625 percent, of which
1.775 percent has been included in the assets held for sale reserve. Upon miaturity, each DECS will be
mandatorily redeemed by U S WEST for shares of Enhance Financial Services Group, Inc. (“Enhance’)
held by U S WEST or the cash equivalent at U § WEST"s option. The number of shares 1o be delivered at
maturity varies based on the per share market price of Enhance. If the market price is $24.00 per share or
less. one share of Enhance will be delivered for each note; if the market price is between $24.00 and $28 32
per share, a fractional share equal 1o $24.00 is delivered; if the market value is greater than $28.32 per share,
B475 shares are delivered. The c.pital assets segme:.. currently owns approximately 31.5 percent of the
outstanding Enhance common stock.

At December 31, 1995, U S WEST guaranieed debt in the principal amount of approxmately §140,
primarily related to international ventures.

Interest payments. net of amounts capiialized, were $140, $167 and $272 for 1995, 1994 and 1993,
respectively, of which $87, $134 and $272, respectively, relate to the capital assets segment.

Interest Rate Risk Management

Interest rate swap agreements are used to effectively convert existing commercial paper to fixed-rate
debt. This allows U § WEST to achieve interest savings over issuing fixed-rate debt directly.

Under an interest rate swap, U S WEST agrees with another party 1o exchange interest payments at
specified intervals over a defined term. Interest payments are calculated by reference to the notional amount
based on the fixed- and variable-rate terms of the swap agreements. The net interest received or paid as pant
of the interest rate swap is accounted for as an adjustment to interest expense,

The following table summarizes terms of swaps. Variable rates are indexed to the 30-day commercial
paper rate. :
December J1.
1995 1794
Weighted Average “Wt-d Average
Notlossl Race Netional Ratr
Amaunt Aaturities Receive Pay Amount Maturities Recrive Pay
Variable tofixed. ... § 55 1997-2004 5.85 930 $75 19952004 6.06 917
Fixed to variable . . . . —_ —_ — — 5 1995 6.61 5487

The counterparties (o these interest rate contracts are major financial institutions. The Media Group s
exposed to credit loss in the event of nonperformance by these counterparties. U S WEST manages this
exposure by monitoring the credit standing of the counterparty and establishing dollar and term limitations
which correspond to the respective credit rating of each counterparty. U S WEST does not have significant
exposure 1o an individual counterparty and does not anticipate nonperformance by any counterparty

NOTE 12: FAIR VALUES OF FINANCIAL INSTRUMENTS
Fair values of cash equivalents, other current amounts receivable and payable. and short-term debt
approximate carrying values due to their short-term nature.

The fair values of mandatorily redeemable preferred stock and long-term receivables. based on dis-
counting future cash flows, approximaie the carrying values. The fair value of foreign exchange contracis
based on estimated amounts U § WEST would receive or pay to terminate such agreemenlts. approximate
the carrying values. [t is not practicable 1o estimate the fair value of financial guarantees associated with
international operations because there are no quoted market prices for similar transactions.
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NOTES TO COMBINED FINANCIAL STATEMENTS (Conltinued)

NOTE 12: FAIR VALULS OF FINANCIAL INSTRUMENTS (Continued)

The fair values of interest rate swaps, including swaps associated with the capital assets segment, are
based on estimated amounts U S WEST would receive or pay to terminate such agreements taking into
account current interest rates and creditworthiness of the counterparties.

The fair values of long-term debt, including debt associated with the capital assets scgment, preferred
securities and preferred stock, are based on quoted market prices where available or, if not available, are
based on discounting future cash flows using current interest rates.

December 31,
1995 1994

oe®  Vewe  Vome®  Velee
Debt (includes shor-1erm portion) . .. ... .. vuvuvnneneunnns $2.897 53,000 $3.097 $3,100
Interest rate swap agreements — asSe1S. . . .. .. ....... a0 — (13 = —
Interest rate swap agreements — liabilities .. ............... — 34 — 20
DEBl — DL, . oo cvv s nnennsnssmeasrnnsrnannsannssnnans $2897 $3.021 83097 %3120
Preferred Securilies . . .. .o v v oo o nne i $ 600 § 636 §5— 5§ —
PrAfRrTel BIOCK " i o v sis sis v0inh -mnm s oA T W i 51 55 51 51

Investments in debt securities are classified as available for sale and are carried at market value. These
securities have various matunry dates through the year 2001. The market value of these securities is based on
quoted market prices where available or, if not available, is based on discounting future cash flows using
current inlerest rates.

The amortized cost and estimated market value of debt securities follow:

December 11,
1995 ' 1954
Groas Groas Grew Gross
Debt Unreslized Usrealised  Fair Unrealized Usrealizsed  Fair
Securities Cont Gains Losses Valoe L__:_u Gaina Lot \'l_l!
Corporatedebt . ........... $20 $— §— $20 S19 $— 519
Securitized loan . .......... 55 - _5 0 - - — By
MO i e S s g i Er'é $— 5 (5) $70 519 $— $— ﬂg

The 1995 net unrealized losses of §3 (net of a deferred tax benefit of $2) are included in Media Group
equity.
NOTE 1): LEASING ARRANGEMENTS

U S WEST has entered into operating leases for office facilities, equipment and real estate. Rent

expense under operaiing leases was $60, $63 and $57 in 1995, 1994 and 1993, respectively. Minimum future
lease payments as of December 31, 1995, under noncancelable operating leases, follow:

Yeur
D i e i o e B L LB B W B M, i L1
DO T T i o B 10 W T o AT TR S ) 49
DO o i e W e TG 0T o R e R e A 43
DO o o i S e s s e e R S i 3
00 ... . .55 i s s ssieas 24
Thereafter . . . .. vvvwvrnenn. O e AT ___E_J.
TOURE .+ vvvowvsmmnsme s bbis s Eﬂi
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NOTE 14: COMPANY-OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES
OF SUBSIDIARY TRUST HOLDING SOLELY COMPANY-GUARANTEED DEBENTURES
On Sepiember 11, 1995, U S WEST Financing I, a wholly owned subsidiary of U S WEST ("Finane-
ing [""), issued $600 million of 7.96 perceat Trust Originated Preferred Securities (the “Preferred Secunties”)
and 519 of common securities. U S WEST holds all of the outstanding common securities of Financing I.
Financing I used the proceeds from such issuance to purchase from U § WEST Capital Funding, Inc., a
wholly owned subsidiary of U S WEST (“Capital Funding”), $619 principal amount of Capital Funding’s
7.96 percent Subordinated Deferrable Interest Notes due 2025 {the “Subordinated Debt Securities™), the
obligations under which are fully and unconditionally guaranteed by U 5 WEST (the “Debt Guarantee™).
The sole assets of Financing [ ar~ and will be the Su_ordinated Debt Securities and the Debt Guarantee,

In addition, U S WEST has guaranteed the payment of interest and redemption amounts to holders of
Preferred Securities when Financing | has funds available for such payments (the “Payment Guarantee™) as
well as Capital Funding's undertaking to pay all of Financing I's costs, expenses and other obligations (the
“Expense Undertaking”). The Payment Guarantee and the Expense Undertaking, including U S WEST's
puarantee with respect thereto, considered together with Capital Funding’s obligations under the indenture
and Subordinated Debt Securities and U S WEST's obligations under the indenture, declaration and Debt
Guarantee, constitute a full and unconditional guarantee by U S WEST of Financing I's obligations under
the Preferred Securities. The interest and other payment dates on the Subordinated Debt Securities
correspond to the distribution and other payment dates on the Preferred Securities. Under cenain circum-
stances, the Subordinated Debt Securities may be distributed to the holders of Preferred Secunities and
zommon securities in liquidation of Financing 1. The Subordinated Debt Securities are redeemable in whole
or in part by Capital Funding at any time on or after September 11, 2000, at a redemption price of $25.00 per
Subordinated Debt Security plus accrued and unpaid interest. If Capital Funding redeems the Subordinated
Debt Securities. Financing [ is required to redeem the Preferred Securities concurrently at $25.00 per share
plus accrued and unpaid distnbutions. As of December 31. 1995, 24,000,000 Preferred Securities were
outstanding.

NOTE 15: PREFERRED STOCK SUBJECT TO MANDATORY REDEMPTION

On September 2, 1994, the Company issued 1o Fund American Enterprises Holdings Inc. (“FFC™)
50.000 shares of a class of 7 percent Series C Cumulative Redeemable Preferred Stock for a total of $50. (See
Note 20 1o the Combined Financial Statements.) The preferred stock waz attributed to the Media Group and
was recorded at fair market value of $51 at the issue date. U S WEST has the right, commencing five vears
from September 2, 1994, to redeem the shares for one thousand dollars per share plus unpaid dividends and
a redemption premium. The shares are mandatorily redeemable in year ten at (ace value plus unpaid
dividends. At the option of FFC, the preferred stock also can be redeemed for common shares of Financial
Security Assurance, an investment held by the capital assets segment. The market value of the option was
$20 and 322 (based on the Black-Scholes Model) at December 31, 1995 and 1994, with no carrying value.
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U § WEST MEDIA GROUP
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NOTE 16: MEDIA GROUP EQUITY
Following are the changes in Media Group equiry:

Decenber 31,

1995 1994 1993
Balance at beginning of period. . ... .. ch i $4.203 §3,139 52.265
el IMCOME . & s v v svsnomrmentsasrsnrsansiansannssnsnasinsnens 141 276 k]
Equity issuances prior 1o recapitalization .............ovvveraesenes 37 790 786
Medin StOCK ISSURNCES . . .cvvviosvrariractssssosensnsnensssssss 7 - —
Market value adjustment for debt securities .. ........ ..oooenaenen 36 (64) 35
Foreign currency translation . . ... v o0 coveriannrinrarransainans (9) 6 (1)
Company LESOP QUATANIEE ... .......ouuiauaninasaenosennesans 60 56 51
Preferred dividends . . . oo oo rrrcemnn e scsannaan st s 3y -— _—
Balance atend of period . . ... ... .oiiiiiiiaiia i iaa s $4472 $4203 383,139

U'S WEST has issued 392,000 shares of Media Stock since the November 1, 1995 recapitalization and
has 472,314,000 shares outstanding at December 31, 1995.

Included in Media Group equity is the cumulative foreign currency translation adjustment of 5(138),
$(29) and $(35) at December 31. 1995, 1994 and 1993, respectively, net of income tax benefits of $24, S18 and
9, respectively.

Leveraged Employee Stock Ownership Plan (“LESOP")

The Media Group and the Communications Group participate in the defined contribution savings plan
sponsored by U S WEST. Employees of the Media Group are covered by the plan except for Atlanta Systems
and foreign national employees. U S WEST maiches a percentage of eligible employee contributions with
shares of Media Stock and/or Communications Stock in accordance with participant elections. Participants
may also elect to reallocate past company contributions between Media Stock and Communications Stock.
In 1989, U S WEST established two LESOPs 1o provide Company stock for matching contributions to the
savings plan. Shares in the LESOP are released as principal and interest are paid on the debt. At Decem-
ber 31. 1995, 10,145,485 shares each of Media Stock and Communications Stock had been allocated from the
LESOP to participants accounts while 2,839,435 shares each of Media Stock and Communications Stock
remained unallocated.

The borrowings associated with the LESOP, which are unconditionally guaranteed by U S WEST, are
included in the accompanying Media Group Combined Financial Statements. Contributions from the
Communications Group and the Media Group as well as dividends on unallocated shares held by the
LESOP ($8, $11 and $14 in 1995, 1994, and 1993, respectively) are used for debt service. Beginning with the
dividend paid in fourth-quarter 1995, dividends on allocated shares are being paid annually to participants.
Previously, dividends on allocated shares were used for debt service with participants receiving additional
shares from the LESOP. Tax benefits related to dividend payments on eligible shares in the savings plan have
been allocated to the Communications Group. which paid the dividends.

U S WEST recognizes expense based on the cash payments method. Contributions 1o the plan related
10 the Media Group were $16, $12, and $7 in 1995, 1994 and 1993, respectively, of which $3. §3 and $4.
respectively, have been classified as inlerest expense.

NOTE 17: STOCK INCENTIVE PLANS

U S WEST maintains stock incentive plans for executives and key employees. and nonemployees. The
Amended 1994 Stock Plan (the “Plan”) was approved by sharcowners on October 31. 1995 in connection
with the Recapitalization Plan. The Plan is a successor plan to the U S WEST, Inc. Stock Incentive Plan and
the U'S WEST 1991 Stock Incentive Plan (the “Predecessor Plans™). No further grants of options or
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U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 17: STOCK INCENTIVE PLANS (Continued)

restricted stock may be made under the Predecessor Plans. The Plan is administered by the Human
leun:cs Committee of the board of directors with respect to officers, executive officers and outside
directors and by a special committee with respect to all other eligible employees and eligible nonemployees.

‘Dun'ng calendar year 1995, up to 1,485,000 shares of Media Stock were available for grant. The
maximum aggregate number of shares of Media Stock that may be granied in any other calesdar year for all
purposes under the Plan is three-quarters of one percent (0.75 percent) of the shares of such class cutstand-
ing (excluding shares held in the Company’s treasu. ) on the first day of such calendar year. In the event that
fewer than the full aggregate number of shares of either class available for issuance in ary calendar year are
issued in any such year, the shares not issued shall be added to the shares of such clz=s available for issuance
in any subsequent year or years. Options may be exercised no later than 10 years after the date on which the

option was granted.
Data for outstanding options under the Plan is summarized as follows:

Media Group U S WEST Inc.
Average Average
Number of Number of
Shares %:' Shares® ﬁ

Qutstanding January 1, 1993 .. ...........0c0vvvuvrnn 4,450,150 § 3581

Granted ...... ... .00t i 1,486,106 4883

ERETOIRD - o cu g w6 B (412.444) 3173

Canceled or explietd o« oo osvnsii i s iy e (222.273) 3687
Ouistanding December 31, 1993. .. .. ................ 5,301,539 § 3970

Granted .................... ... T A 2,438,400 36.15

EXCrCised ... ..o e 139,762y 33.712

Canceled oF explied . . . oo ovvvniminevn saeme isas s . (214.149) 4071
Outstanding December 31, 1994 . .. ... ... ... ........ 7,386,037 S 3866

1 L 3,062,920 4363

Exercised ..........0c00uiiinnerinnninncnnanns (430,631) 34.03

Canceled or expired . « ..o vun s crvinias s iamiareens (175.147)  39.76
Ouitstanding October 31, 1995 ... .. .. e A T 9843179 § 40.39
Recapitalization Plan. . .. ......................... 9.843,179 $16.28 (9,843,179) $(40.39)

Granted .o v e e s e s e e e e 71.580 1851

Exercised .........cc0oiiiiiiiiiiiiniinann, (191,243) 1471

Canceledorexpired. . ...........0oivurinnnnnn. (15.350) 16.82
Qutstanding December 31, 1995. ... ... ... ............ 9,708,166 51633 — —

* Includes opuions granted in randem with SARs

Options to purchase 3,021,166 shares of Media Stock were exercisable at December 31, [995. Options
to purchase 2,374,394 shares of U S WEST stock were exercisable at December 31, 1994, A total of 1,419,795
shares of Media Stock were available for grant under the plans in effect at December 31, 1995. A total of
914,816 shares of U S WEST common stock were available for grant under the plans ir effect at Decem-
ber 31, 1994, A total of 11,121,186 shares of Media Stock were reserved for issuance under the Plan at

December 31, 1995,
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NOTE 18: EMPLOYEE BENEFITS

Pension Plan

The Communications Group and the Media Group participate in the defined benefit pension plan
sponsored by U S WEST. The employe2s of the Media Group are covered by the plan except for Atlanta
Systems and foreign national employees. Since plan assets are not segregated inlo separate accounts or
restricted to providing benefits to employees of the Media Group, assets of the plan may be used to provide
benefits to employees of both the Communications Group and the Media Group. In the event the single
employer pension plan sponsored by U'S WEST would be separated into two or more plans, guidelines in the
Internal Revenue Code dictate how assets of the plan must be allocated (0 the new plans. U 5 WEST
currently has no intentions to sp'it the plan. Becau.: of these factors, U § WEST believes there s no
reasonable basis to attribute plan assets to the Media Group as if they had funded separately their actuanally
determined obligation.

Management benefits arc based on a final pay formula while occupational benefits are based on a flat
benefit formula. U S WEST uses the projected unit credit method for the determination of pension cost for
financial reporting purposes and the aggregate cost method for funding purposes. The Company's policy is
to fund amounts required under the Employee Retirement [ncome Security Act of 1974 (“ERISA™) and no
funding was required in 1995, 1994 or 1993. Should funding be required in the future, funding amounts
would be allocated to the Media Group based upon the ratio of service cost of the Media Group to total
service cost of plan participants.

The composition of the net pension cost and the actuarial assumptions of the plan follow:
Year Ended December 31,

1995 1994 1993
Details of pension cost:
Service cost — benefits eamned during the period . .. ... ... .. $ 17 s @7 § 148
Interest cost on projected benefit obligation . ............. .. 558 561 514
Actual returnon plan assets . . .. ... ... aa iy (1.918) 188 (1.320)
Net amortization and deferral . .. ... ... .00 e 1.185 (S46) 578
NElPENUION COBE ;o oo vv v vooroonioiaisnssiesssssssossnis 5 (2) 5§ 0 S (8D)

The expected long-term rate of return on plan assets used in determining net pension cost was 8.50
percent for 1995, 8.50 percent for 1994 and 9.00 percent for 1993,

The funded status of the U S WEST plan follows:

December 31,
1994 1994
Accumulated benefit obligation, including vested benefits of §5.839 and $5.044,

FESPECUVEY + oo vvvnsvonanrvsssransrsorssasasssnassransonsnnnnas § 6,617 § 5616
Plan assets at fair value. primarily stocks and bonds . . . ... ... ... ....... 59874 $ 5,388
Less: Projected benefit obligation . ... ................ N . 8450 7.149
Plan assets in excess of projected benefit obligation . . .. ... .. . Sil i 1424 1,239
Unrecognized net (gain) loss . ........covviieiiiiuiann e e e Fr e a AT (101) 161
Prior service cost not yet recognized in net periodic pension cost ... ... .. : (62) (67)
Balance of unrecognized net asset at January 1, 1987................ . (703) {785)
Prepaid pensioncost . ................ R MR —— § 556 S 548
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NOTE 18: EMPLOYEE BENEFITS (Continued)
The actuarial assumptions used 10 calculate the projected benefit obligation follow:

December 31,

(5 r] (£
Discountrate .......oouiiiti i e 7.00%% 8.00%
Weighted average rate of COMPENSAlion increase. .. ....................... 5.50% 5.50%

Anticipated future benefit changes have been reflected in the above calculations.

Allocation of Pension Costs U S WESTs allocation palicy is to 1) offset the company-wide service cost,
interest cost and amortizations by the return on Plan assets; and 2) allocate the remaining net pension cost to
the Media Group based on the ratio of actuarially determined service cost of the Media Group 10 total
service tost of plan participants. U § WEST believes allocating net pension cost based on service cost s
reasonable since service cost is a primary factor in determining pension cost. Net peasion costs allocated to
the Media Group were $0, $0 and $(9) in 1995, 1994 and 1993, respectively, The service and interest costs for
1995 and the projected benefit obligation at December 3 1, 1995 atributed to the Media Group were $24, $29
and $429, respectively.

Postretirement Benefits Other Than Pensions

The Communications Group and the Media Group participate in plans sponsored by U S WEST which
provide certain health care and life insurance benefits 1o retired employees. In conjunction with the
Company's 1992 adoption of SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other
Than Pensions,” the Company elected to immediately recognize the accumulated postretirement benefit
obligation for current and future retirees.

U S WEST uses the projected unit credit method for the determination of postretirement medical and
life costs for financial reporting purposes. The composition of net postretirement benefit costs and actuaral
assumptions underlying plan benefits follow:

Year Ended December 31,
1994 14 1993
Medical  Life  Total Medicsl Life  Total  Medical  Life Total

—

Service cost — benefits earned

during the period. .. ....... $ 59 56 $65 $62 $13 575 $60 11 $ 7
Interest on accumulated benefit

obligation ............... 235 12 267 221 39 260 235 36 mn
Actual return on plan assets. .. (319)  (96) (415) 3 | 4 (73)  (52) (125)
Net amortization and deferral . 228 58 286 (68) (31) (%) L - S
Net postretirement benefit

COBLE 2 il 3 Ve i w6 v p b .S_E 5 0 $203 sus S___ZZ Eﬂl H !_E Sﬂ

The expected long-term rate of return on plan asscts used in determining postretirement benefit costs
was 8.50 percent for 1995, 8.50 percent in 1994 and 9.00 percent in 1993,
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 18: EMPLOYEE BENEFITS (Continued)
The funded status of the plans follow:
Year Ended December 31,
1995 1994
Medical Life Todal Medical  Life Total

Accumulated postretirement benefit obligation
attributable to:

T T P SO S1866 3271 $2137 $1,733 S248 $ 1981
Fully eligible plan participants .. ....,..... 293 k2| a 264 38 302
Other active plan participants . ........... 1,059 165 1,224 940 135 1.075
Total accumulated postretirement benefit
obligation. ........covuiiiiiiinran.., 3218 470 3688 2937 421 3358
Unrecognized netgain ................... 378 186l 539 243 90 EXX]
Unamortized prior service cost .. ........... —_ (34) (4) — —_ --
Fair value of plan assets, pnmnnty ilDth. bonds
and life insurance '. . cerenn.. o (1L,385)  (460) (LB45)  (BS4) (3T4) (1,268)
Accrued postretirement benefit ubhp:mn ..... §2211 §137 $2348 $2286 $ 137 $2413

' Medical plan assets include Communications Stock of 5210 and Media Stock of $112 in 1995 and U § WEST common stock of 5164
n 1994

The actuarial assumptions used to calculate the accumulated postretirement benefit obligation follow:

December 31,
1995 1594
LB LT T o . 7.00% 8.00%
Medical trend® ... ... e e e 9.00% 9.70%

* Medical cost trend rate gradually declines to an ultimate rate of § percent in 2011

A one-percent increase in the assumed health care cost trend rate for each future year would have
increased the aggregate of the service and interest cost components of 1995 net postreticement ben=fit cost
by approximately $40 and increased the 1995 accumulated postretirement benefit obligation by approxi-
mately $350.

Anticipated future benefit changes have been reflected in these postretirement benefit calculations.

Plan Assets  Assets of the postretirement medical and life plans may be used to provide benefits to
employees of both the Communications Group and the Media Group since plan assets are not legally
restricted to providing benefits to either Group. In the event that either plan sponsored by U S WEST would
be separated into two or more plans, there are no guidelines in the [nternal Revenue Code for allocating
assets of the plan. U S WEST allocates the assets based on historical contributions for postretirement
medical costs. and on the ratio of salaries for life plan participants. U S WEST currently has no intention to

split the plans.

Posirenrernent Medical Costs The service and interest components of net postretirement medical
benefit costs are calculated for the Media Group based upon the population characteristics of the Group.
Since funding of postretirement medical costs is voluntary, return on assets is attributed to the Media Group
based upon historical funding. The Media Group has historically funded the muimum annual (ax deductible
contnibution for management employees and the amount of annual expense for occupational employees.
The Media Group periodically reviews its funding strategy and future funding amounts, if any, will be based
upon the cash requirements of the Group.
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 18: EMPLOYEE BENEFITS (Continued)

Net postretirement medical benefit costs recognized by the Media Group for 1995, 1994 and 1993 were
$14, 511 and 5§11, respectively. The percentage of postretirement medical assets attributed to the Med:s
Group at December 31, 1995 and 1994, based upon historical voluntary contributions, was 4 and percent,
respectively. The accumulated postretirement medical benefit obligation attributed to the Media Group was
5161 at December 31, 1995,

Allocation of Postretirement Life Costs  Net postretirement life costs, and funding requirements, if any.
are allocated to the Media Group in the same manner as pensions. U § WEST will generally fund the

amount allowed for tax purposes and no funding of postretirement life insurance occurred in 1995, 1994 and
1993. U S WEST believes it* method of allocati: 3 postretirement life costs is reasonable.

Net postretirement life benefit costs allocated to the Media Group for 1995, 1994 and 1993 were 50,83,
and §3, respectively. The service and interest costs for 1995 and the accumulated pastretirement life benefit
obligation at December 31, 1995 attributed to the Media Group were §1. $3 and $45, respectively.
NOTE 19: INCOME TAXES

The components of the provision for income taxes follow:

Year Ended
December 31,
1995 194 199
Federal:
Ty e T e R L $47 §$50 sT2
b e L S _ 48 14 (3
95 154 an
Foreign:
LT 5 4 N RN A A : 6 — —
Deferred . .. ... e e sesanas o33 14 k.
39 14 2
State and local:
OO w2 M At ey S e e i 8 i6) 23
DMRRTTRA . o e avnvisnes 330% acr TS e L e e B O e T 21 _3 4
B 3% _19
Provision for income taxes . . ..ot .. §163 izi-l 561

Amounts U S WEST paid for income taxes were $566, $313 and $391 in 1995, 1994 and 1993,
respectively, inclusive of the capital assets segment, of which $55, ($178) and $94 related to the Media
Group. The Media Group, including the capital assets segment, had taxes payable of $90 and $88 as of
December 31, 1995 and 1994, respectively.
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U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 19: INCOME TAXES (Continued)
The effective tax rate differs from the statutory tax rate as follows:

Year Ended
December 31,

s M m
In percent P
Federhl SERTUEARY B FULE .o o i oo oo o i s il ol e e i T e a e e e 350 350 350
Foreign taxes — net of federaleffect ... ........00iiieniiiinnninenennnn 83 19 b
State income taxes — net of federaleffect ... .. .............coivrinrun.. 6.1 49 66
DUNCEEENION onooi o eiminommi oim v wmy s e s oS s | oER e TR o 35 5 - 2
PR POCTURINE CORERE -« o v 5 vucis 0 6 i i o T L o R N —_ - L
. N T T I O |

B ETECTIVE I LB ot o 000 i A et T ol v B A T ) T 530 425 4l

The components of the net deferred tax liability follow:

December 11,

A i
Property, plant and eqUIDIIEOE . . ... oo v sn s ans nnsein s sossisessss $ 107 § 76
T T 662 684
State deferred taxes — netof federaleffect . .. .. ........c00ivivrininnnnnnn 178 174
Intangible 838013 . - <0 s i e danaven s vrsissiasenionnssnsassasisssnneaes 112 164
[avestments in ParnErshiPS . . . ..ottt e e 213 142
L g 12 13
Deferred tax Habilities . . ... v vttt i e it e i me s nsn s (1284 1,253
Postemployment benefits, including pension . ... ... ... ... it iiieiiaia 22 29
Restructuring, assets held for sale and other .. ...................... . 98 130
Currency Iranslation . . ..ottt e e i i e e e 15 16
Start-up expenditures . ....o vt i e e e - R A 17 9
State deferred taxes — net of federaleffect . ... ....... ..o iinnnnrnnn, " 1 38
DI, =ave i e el sra o e o e T BOS et R REETE i Toa or  SR Cm roe i e e 55 61
ERTEETRC TR REREEE o o ame o s & 0 5min o e 6 S o A R ) L T 240 283
Net deterpid GO BRBHIRY o« -oo-vm 0 wmmivn gisnne 3oammrm o s s s wacs 4w am $1044 § 970

The current portion of the deferred tax asset was 524 and $52 at December 31, 1995 and 1994,
respectively, resulting primarily from restructuring charges and compensation-related items.

The net deferred tax liability includes $686 in 1995 and $678 in 1954 related 10 the capital assets
segment.

NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE

The Combined Financial Statements of the Media Group include the discontinued operations of the
capital assets segment, During the second quarter of 1993, the U S WEST Board of Directors approved a
plan to dispose of the capital assets segment through the sale of segment assets and businesses. Accordingly,
the Media Group recorded an after-tax charge of $100 (or the estimated loss on disposition. An additional
provision of $20 is related to the effect of the 1993 increase in federal income tax rates. The capital assets
segment includes activities related to financial services and financial guarantee ‘nsurance opera’ions. Also
included in the segm~nt is U S WEST Real Estate, Inc., for which disposition was announced in 199! and a
$500 valuation allowance was established to cover both carrying costs and losses on disposal of related

properties.

D-49




U 5 WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE (Continued)

Effective January 1, 1995, the capital assets segment has been accounted for in accordance with Staff
Accounting Bulletin No. 93, issued by the Securities Exchange Commussion, which requires discontinued
operations not disposed of within one year of the measurement date to be accounted for prospectively in
continuing operations as a “net investment in assets held for sale.” The net realizable value of the assets s
reevaluated on an ongoing basis with adjustments to the existing reserve, if any, charged to continuing
operations. No such adjustment was required in 1995. Prior to January 1, 1995, the entire capital assets
segment was accounted for as discontinued operations in accordance with Accounting Principles Board
Opinion No. 30.

During 1994, U S WEST reduced its ownership interest in Financial Security Assurance Holdings, Ltd
(“FSA”), a member of the capital assets segment, to 60.9 percent. and its voting interest to 49.8 percent
through a series of transactions. In May and June 1994, U S WEST sold 8.1 million shares of FSA. including
2 million shares sold 1o Fund American Enterprises Holdings Inc. (“FFC™), in an initial public offering of
FSA common stock. US WEST received $154 in net proceeds from the offering. The Media Group retained
certain risks in asset-backed obligations related to the commercial real estate portfolio. On September 2,
1994, U § WEST issued to FFC 50,000 shares of cumulative redeemable prelerred stock for a total of $50.
(Sce Note 15 to the Combined Financial Statements.) In December 1995, FSA merged with Capital
Guaranty Corporation for shares of FSA and cash of $51. The transaction was valued at approximately $203
and reduced U S WEST's ownership interest in FSA 10 50.3 percent and its voting interest to 41.7 percent.
U S WEST expects to monetize and ultimately reduce its ownership in FSA through the issuance of Debt
Exchangeable for Common Stock (“DECS™) in 1996. At maturity, each DECS will be mandatonly ex-
changed by U S WEST for shares of FSA common stock held by U S WEST or, at U § WEST's option,
redeemed at the cash equivalent.

U 5 WEST entered into a transaction to reduce its investment in Enhance Financial S#rvices Group,
Inc. (“Enhance™) duning fourth-quarter 1995. U S WEST issued DECS due December 15, 1998 Upon
maturity, each DECS will be mandatorily exchanged by U S WEST for shares of Enhance Common Stock or,
at U § WEST's opticn, redeemed at the cash equivalent. The capital assets segment currently owns
approximately 31.5 percent of the outstanding Enhance common stock. (See Note 11 1o the Combined
Financial Statements.)

U S WEST Real Estate, Inc. has sold various properties totaling $120, $327 and $66 in each of the three
years ended December 31, 1995, respectivelv. The sales proceeds were in line with estimates. Proceeds from
building sales were primarily used to repav related debt. U S WEST has completed construction of existing
buildings in the commercial real estate portfolio and expects io substantially complete the liquidation of this
portfolio by 1998. The remaining balance of assets subject to sale is approximately $490, net of reserves, as of
December 31, 1995,

In December 1993, U S WEST sold $2.0 billion of finance receivables and the business of U S WEST
Financial Services, Inc. to NationsBank Corporation. Sales proceeds of $2.1 billion were used primarily to
repay related debt. The pretax gain on the sale of approximately $100, net of selling expenses, was in line
with management's estimate and was included in the Media Group’s estimate of provision [or loss on
disposal. The management team that previously operated the entire capital assets segment transferred 1o
NationsBank.

Building sales and operating revenues of the capital assets segment were §237, $553 and $710 in 1995,
1994 and 1993, respectively. Income from discontinued operations for 1993 (to June 1) totaled $38. Income
(loss) from the capital assets segment subsequent to June 1, 1993 is being deferred and is included within the

reserve for assets held for sale.

The assets and liabilities of the capital assets segment have been separately classified on the Combined
Balance Sheets as net investment in assets held for sale.
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NOTES TO COMBINED FINANCIAL STATI'MENTS (Continued)

NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE (Coatinued)
The components of net investment in assets held for sale follow:

ASSETS
Cash and cash CqUIVRIENIE . . . o i v s iiu e araoaansonsssnesestssise s
Finance receivables — nel . . .. ..t e et

IVESIIOEIE B0 S oiv icainn s avwmisaieinn aia s wiaieaihe s i i e e
ETET REREEE o cove s v s T e o A T e e e e ST e B el e e

TERURLIEREEY, o e o i stio i o e o e o B e S s 0 e

Accounts payable, accrued liabilinesandother. . ......... ...t nnnn,
AN B PRI o s e R TS b e A S

TR TIRBITIIEE - i o fvn o oot oia o et e e e o T e e B e o e
Netinvestment in assets held forsale .. ......0ovivnrivoveonensanennnns

December 11,
1995 1594
Dollars in millions
§ 38 s 7

953 1.073

68 465

149 155

384 329

17 M7
52069 12,376
b 51,283
686 678

148 103

10 10
1,640 2,074
§ 429 5 302

Finance receivables primarily consist of contractual obligations under long-term leases that U S WEST
intends to run off. These long-term leases consist mostly of leveraged leases related 1o aircraft and power
plants. For leveraged leases, the cost of the assets leased is financed primarily through nonrecourse debt

which is netted against the related lease receivable.
The components of finance receivables follow:

Less: Uneamed imoome .« ... iv vt vr it vt s e e e s e e arenesan s
Credit loss and other allowances . . .......... .,

Finance recevables — Ml ... ..t e e e e e

December 31,
1995 1754
5 921 $1,095

447 467
1,368 1.562

390 454

25 30
$ 953 $1.073

Investments in debt securities are classified as available for sale and are carried at market value. Any
resulting unrealized holding gains or losses. net of applicable deferred income taxes, are reflected as a

component of Media Group equity.
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U S WEST MEDIA GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS (Coatinued)

NOTE 20;: NET INVESTMENT IN ASSETS HELD FOR SALE (Continued)
The amonrtized cost and estimated market value of investments in debt securities are as follows.

December )1,
13 19
Groas Grosi Gron Grosn
Unreslized Unreslized  Fair Unrealized Usrealized  Fair
Debi Securities Cont Gains Lasses Valoe Cont Gaiay T Valoe
Municipal .............. £091 g1 b1 $91 s113 5— 513 S100
OWRT ooiioiid e i e it 58 - e 58 65 10 _ 55
TORE o o wvm o e i el 5149 51 ﬂ 5149 35178 — 523 $155

Note: Also included in Media Group equity are unreaiized gains and losses on debt securities associated with the Media Group'y
equity investment in FSA. 1995 includes unrealized gains of 324, net of deferved taxes of $13. and (%M includes unrealized
losses of $49, net of deferred tax benefin of $26.

The 1995 net unrealized gains of $39 (net of deferred taxes of $21 ) and the 1994 net unrealized losses of
564 (net of deferred tax benefits of $34), are included in Media Group equity.

Debt
Interest rates and maturities of debt associated with the capital assets segment at December 31 follow
SMatunies Total Total
Interest rates 997 19 199 2000 199 1994
LI 00 3ot s el i i e 0 i e T e e $— 5 55— 55— 55— 5 55
Above S 065 .. ... ... i 1 - - — 10 15
Above 6% o 7% ............ A et 54 -_— — - 54 154
Above TR OBTE ..ot e 5 - — — 5 17
Above B 10 9% .. it i i — — 134 4 138 189
Above %0 10% ........ T 48 § - — 53 114
Above 10% 0 11%. ......... R N - — 29 9
$117 § 34 $134 § 4 289 573
Allocated to the capital assets segment — net . . 507 710
TTOERL i e it o o R R AL $796 §1.283

Debt of $71 and $119 at December 31, 1995 and 1994, respectively, was collateralized by first deeds of
trust on associated real estate and assignment of rents from leases.

The following table summarizes terms of swaps associated with the capital assets segment. Vanable
rates are indexed to three- and six-month LIBOR.
December 31, 1999 and 1994
Veesghted Weighied

Receive Rate _Pay Rae

Netional

Amoust  Movwitles 1998 199 396 A
Variable tofixed ' . . . ......... . Ce.... 5380 1996-1997 596 569 903 903
Fixed to variable ' . . ...... e R R AT 80 19961997 729 7.9 587 580
Variable rate basis adjustment * . .. ... ... 10 1997 592 589 585 T4

' The fixed *> variable swaps have the same terms a1 the variable 1o lixed swaps and were entered inta to lermunate the vanable 1o fixed
swaps. The net low on the swaps i deferred and amartaed over the remaning Ife of the reaps and o wachuded in the reserve for
assets held for sale.

© Vanable rate dett based on Treasuries i3 ywapped 10 2 LIBOR-based interes! rate
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U S WEST MEDIA GROUP

NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 20: NET INVESTMENT IN ASSETS HELD FOR SALE {Continued)
Financial Instruments with Off-Balance Sheet Credit Risk — Financial Guarantees

The Media Group retained certain nisks in asset-backed obligations related to the commercial real
estate portfolio. The principal amounts insured on the assct-backed obligations follow:

December 11,
Terms to Maturity 1995 1994
090 WRREE o0 0o v i atns i i e e e i e 5 639 S 540
SILOT N0 WEBROE iicas it e e T T e S 450 537
LOHO B YO omesn s s e e e e e e 10 391
TIBERN o s s st e e e e e et e e T e e 51,099 $1.468
Concentrations of collateral associated with insured asset-backed obligations follow:
December 31,
Type of Colisteral 1995 1994
Commercial morigages:
CommErcial real EBlale .. . .ovv it i i e e e e § 442 $ 53
COTPOTREE SBORIEL: < o v i e e T AT b 8% 0w 657 88e
Other asset-backed . . ...........0. it _ 50
o oo S e T S S oS et o e s mem e acrpm oo 51,099 51,468

Additional Financial Information

Information for U S WEST Financial Services, Inc., a member of the capital assets segment, follows:

Yesr Ended December 31,
Summarized Flasncial Information 1994 1954 199
REVENMUL . .. v s crsnn s v amsnnannssnasssa - A — . 3 44 5 S48 a0
Net finance receivables . ... .... ... . . B 931 981 1,020
Total assets . .. .. ........... PR P P g RPN « . SN . & § O 1 7
TEERE DT o oy oo e e v e 6.5 A 5 i 6 S R i 274 533 957
Toral HabiliGes «onvh i vneins sne dossey s AL e PR TEhE 1.024 1,282 1,748
BN v o T S B & T e T SR % R 61 49 49
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)

NOTE 21: QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarierly Financial Dats

Firt  Second  Thira T,

1995
Sales and other revenues .. .. ... ... AT $536 $585 seM e
Income before income taxes and extraordinary item . ... ....,. i 54 L% 13
Income before extraordinary item .. .............. . 15 25 i3 F M
e e i S : 15 25 29 g 2
Pro forma eamnings per common share before
extraordinary item . ., N0 (B e T e R e s 0.03 0.05 0407 0.1f
Pro forma eamings per common share .... ...... . 003 005 006 )¢
1994
Sales and other revenues ............ .. ... .. S418 5459 5482  ss40
Income from continuing operations before income taxes . . . 55 153 92 180
Income from continuing operations and net income . ........, 29 86 51 110
Pro forma camings per common share .. ........ .. . . 0.07 0.19 0.11 0.24

1995 thurd-quarter net income includes costs of 85 ($0.01 per share) associated with the Recapitalization Plan and costs of $4 (5 01
per share) for the carly extinguishment of deby 1995 fourth-quarer net income includes a #ain of 595 (30 20 per share ) from the merger
ol U S WEST's joint venture interest i TeleWest. 1995 lourth-quarter net income also includes costs of $4 (%01 per share} associated
with the Recapialization Plan.

1994 second-quarter net income includes & gain of 341 (5.09 per share) on the wie of paging operations. | 954 fourth-quaner net
mcome includes a gain of 3105 (5.2 per whare) from the partial sale of U'S WEST's joint venture interest in TeleWes:

Market Price
1995 Per Sharr Market Data . High Low Close
Whole dollarsi
November 1. 1995 through December 31, 1995 . cersvnaaa.. 520000 S17375 $19.000
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U S WEST MEDIA GROUP

SUPPLEMENTARY SELECTED PRGPORTIONATE RESULTS OF OPERATIONS
The Media Group believes that proportionate financial data facilitates the understanding and assess-
ment of its Combined Financial Statements, The following proportionate accounting table reflects the
relative weight of the Media Group’s ownership interest in its domestic and infernational investments in
cable and telecommunications, wireless and directory and information services operations. The financial
information included below departs materially from generally accepted accounting principles ("GAAP")
because it aggregates the revenues and operating income of entities not controlled by the Media Group with
those of the consolidated operations of the Media Group. This table is not intended to replace the
Combined Financial Statements prepared in accordance with GAAF Supplemental Media Group informa-
tion on a proportionate basis is presented in Management's Discussion and Analysis.
Year Ended December 31,
1995 1994 1993

SEICE B0 OUDEr TEVOMME . &+ oo o 5T Y 005 550 0 0 et mere s 35,115 34213 $2.157
CODErating EXpONIES . - i cim s o DTS e peen sooa i o 396 3311 1630
BRITDIAY . ovor o monc i ok s a0 B 0 B T8 vt et s e 1,149 902 57
Restructuring charge . ............. ... ... .. .. . . . ... . ... .. ... , — -- 109
Depreciation and amortization . ... ... ... ... .. ... . . 673 501 pik
Operating inCOME . .. o.iviirnuninnin e enennn e, i< 476 401 195
Income from continuing operations before extraordinary item ... .. : 145 276 85
NEE INCOIIC . ¢t et gt vtvimeeeieaenresscsnnns s essnos. ceevsan. 5 141 $ 276 8 3

Note: Certam reclassifications within the Selected Proportionate Results of Operations have been made 1o conform ta the current year
preventation.

' Ezrmungs before interest, ey, depreciation and amonizanon (“EBITDA")
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