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PEwen

4 June 1996

Ms. Blanca Bayo, Director via Hand Delivery
Division of Records and Reporing

Florida Public Service Commission -

2540 Shumard Oak Boulevard HeoTO | -TK
Tallahassee, Flonda 32399-0850

Re Application for Alternative .ocal Exchange C )mpany (ALEC) Cenffication by Time
Warner Connect, a Flonda General Partnership

Dear Ms. Bayo:

Enclosed please find an original and six copies of an application and supporing
documentation for the above-referenced application. Also enclosed please find our
check in the amount of $250.00 for the fee required for this filing. You will also find a

copy of this letter enclosed Please date-stamp the enclosed letter to indicate that the
onginal was filed and return a copy to me.

Respectfully,
1 ul J';’\" dﬂ

Jill Butler

Enclosures
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This 1s an application for (check one)
{ X)  Original authority (new company)

() Approval of transfer (1o another certificated company)
Example a certificated company purchas:s an existing company
and desires to retan the onginal certificat : authonty

( )  Approval of assignment of existing certificate (10 a non-certificated
company)
Example a non-certificated company purchases an existing
company and desires to retain the certificate of authonty rather than
apply for a new certificate

() Approval for transfer of control (1o another certificated company)
Example a company purchases 51% of a certificated company
The Commission must app ove the new controlling entity

Name of applicant’. Time Warner Connect

A National mailing address including street name, number, post office box,

city, state, zip code, and phone number.

160 Inverness Drive West
Englewood, Colorado 80112
(303) 754-6154

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

Time Warner Connect
/o Jill Butler

2773 Red Maple Ridge
Tallahassee, FL. 32301
(904) 942-1181
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C. Physical address of alternative local exchange service in Florida including
street name, number, post office box, city, zip code and phone number

2600 McCormick Dnve, Suite 255
Clearwater, FL. 34619

(813) 791-7730

(B13) 796-0625 (tax)

and

2251 Lucien Way, Suite 150
Maitland, FL. 32751

(407) 660-5542

(407) 660-8068 (fax)

Structure of orgamzation
{( ) Individual C rporation
( ) Foreign corporation Foreign Partnership

()
()
(X) General Partnership ( ) Limited Partnership
( ) Joint Venture ( ) Other, please explain

If incorporated, please provide proof from the Flonda Secretary of State that the

applicant has authority to operate in Flonda

i}

o/ pucegst

Corporate Charter Number — Applicant 1s a general partnership
(See Attachment )

Name under which the applicant will do business (d/b/a)
Time Warner Connect
If applicable, please provide proof of fictitious name (d/b/a) registration

Fictitious name registration number  Applicant is a general partnership
(See Attachment )




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

Time Warner Connect is a general partnership

Applicants general partners are TW Service Holdings I, L P and TW
Service Holdings 11, L P

75 Rockefeller Plaza
c/o Marie White
New York, NY 10019

0 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 1t
s0, please explain

No

10 Please provide the name, title, address, telephone number, internet add:ess, and
facsimile number for the person serving as ongoing hason wath the Commussion, and if
ditferent, the hawson responsible for this application

Ms Jill Butler

Director of Regulatory Affairs
2773 Red Maple Ridge
Tallahassee, FL. 32301

(904) 942-1181

(904) 942-0431 (fax)

I Please list other states in which the apphcant 1s currently providing or has apphed
to provide local exchange or alternative local exchange service

Califorma, New York, Texas, North Carolina, Tennessee

12 Has the applicant been denied certification in any other state” If so, please list the
state and reason for demal

N

Lipuegst i




13 Have penalties been imposed aganst the applicant in any other state” If so, please
list the state and reason for penalty

No

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

A customer can file a service complaint with Time Warner Connect by
contacting the Time Wamer Connect business office or by wnting the

Vice President

Time Warner Connect

2600 McCormick Drive, Suite 255
Clearwater, FL. 312301

(813) 791-7730

or

General Manager

Time Warner Connect

2251 Lucien Way, Suite 150
Maitland, FI. 32751

(407) 660-5542

15 Please provide all avalable documentation demonstrating that the applicant has the
tollowing capabilities to provide alternative local exchange service in Flonda
A Financial capability
Please see Attachment A
| Balance Sheet - Time Warner, Inc Annual Report (Attachment B)
2 Income Statement - Time Warner, Inc Annual Report (Attachment B)
3 Stateraent of retained earnings for the most recent three years

(Attachment B, Page 54)

Audited financial statements are included in the 10K Report (Attachment A)
and the Time Warner, Inc Annual Report (Attachmem B)

c/pucqgst i




B Managenal capability

Time Warner Connect has financial and management expertise necessary to
jrovide alternative local exchange services as demonstrated by the following

a  The president of Time Warner Connect is

Mr. Gary Lane

160 Inverness Dnve West
Englewood, CO 80112
(303) 754-6154

Mr. Lane has a background in economics and administration with extensive
experience in the telecommunications industry dating from 1979 when he accepted a
position with Northwestern Bell Telephone (now U S WEST). His expenience at U 5
WEST includes local and long distance service sales, sales management, regional sales and
business development. Mr. Lane also headed new product and new business development
In 1991, Mr. Lane went to the Umited Kingdon where he was responsible for the
implementation and operation of telecommunications switching for the U S WEST/TCI
joint venture

C  Techmeal capability

Time Wamer Connect will provide qualified management, marketing,
engineering and customer service personnel to support its services in Flonda Time
Warner Connect has developed an advanced system for order processing, billing, customer
service, and information management necessary 1o support its telecommunications
services

Within the State of Flonda, the officials, management, and technical personnel
of Time Warner Communications, Time Warner Cable and Digital Media Partners, will be
available to assist Time Warner Connect and its customers to the fullest extent that 1s
necessary and appropriate  These officials and personnel have extensive experience i the
telecommunications industry

o/pucqgst 5




AFFIDAVIT

By my signature below, 1, the undersigned officer, attest to the accuracy of the
information contained in this application and #ttached documents and that the applicant
has the technical expertise, managenal 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 inforimation i1s true and 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 Commussion rules and orders

Further, I am aware that pursuant to Chapter 837 06, Flonda Statutes, “"Whoever
knowingly makes a false statement in wniting with the intent to mslead a public servant in
the performance of his official duty, shall be guilty of a misdemeanor of the second degree,
punishable as providédins 7750 Z/Lnd s 775.083"

— | C .
Official: _@,«uﬁ_ G_F/ /5 / _,/ 4
Cary Lane Dat
Title President - (303) 754-6154
Telephone Number
Time Warner Connect
Address 160 Inverness Drive Hest

Enqlewood, CO 80117

J_';'l_'lllq,'l.rﬂ [4]




ATTACHMENT A

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

[7] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934 [FEE REQUIRED]

For the fiscal year ended December 31, 1995.
Commission file number 1-8637

TIME WARNER INC.

{Exact name of registrant as specified in {ts harter)

Delaware 13-1388520
(State or other jurisdiction of (L.LR.S. Employer
incorporation or organization) Identification No.)
75 Rockefeller Plaza, York, N.Y. 10019
{ Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: (212) 454-8000
Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange

Title of each class on which registered
Common Stock, $1.00 par value New York Stock Exchange

Pacific Stock Exchange
Rights to Purchase Series A Participating Cumulative New York Stock Exchange

Preferted Stock Pacific Stock Exchange
6.85% Debentures due 2026 New York Stock Exchange
7 45% Notes due 1908 New York Stock Exchange
7.48% Debentures due 2005 New York Stock Exchange
7.75% Notes due 2005 New York Stock Exchange
7.95% Notes due 2000 New York Stock Exchange
7975% Notes due 2004 New York Stock Exchange
8.05% Debentures due 2016 New York Stock Exchange
5.11% Debentures due 2006 New York Stock Exchanege
8.18% Debentures due 2007 New York Stock Exchange
830% Discount Debentures due 2036 New York Stock Exchange
%% Debentures due 2017 New York Stock Exchange
H'4% Debentures due 2013 New York Stock Exchange
6.15% Debentures due 2023 New York Stock Exchange
Liquid Yield Option™ Notes due 2012 American Stock Exchange
Liquid Yield Option™ Notes due 2013 New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1834 duning the preceding 12 months, and (2) has
been subject to such filing requirements for the past 80 days. Yes No

Indicate by check mark if disclosure of delinquent filers pursuant (o Item 405 of Regulation S-K is
not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive
proxy or information statements incorporated by reference in Part 11l of this Form 10-K or any
amendment to this Form 10-K [

As of March 20, 1996, there were 392 488,134 shares of registrant’s Common Stock outstanding and
the aggregate market value of such shares held by non-affiliates of the registrant (based upon the
closing price of such shares on the New York Stock Exchange Composite Tape on March 20, 1996) was
approximately $16.3 billion

DOCUMENTS INCORPORATED BY REFERENCE:

Description of docament Part of the Form 10K

Portions of the Definitive Proxy Statement to be used in Part 11l (Item 10 through ltem 13)
connection with the registrant’s 1996 Annual Meeting of
Stockholders
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EXHIBIT INDEX

Description

Amended and Restated Agreement and Plan of Merger dated as of Scptember 22, 1994
among the Registrant, TW Inc . Time Wamner Acquisition Corp, TW Acquisition Corp
and Turner Broadcasting System. Inc. (which is incorporated herein by reference to
Exhibit 2(a) to the Registrant’s Current Report on Form 8-K dated December 1. 1995
(the “December 1995 Form §-K™)
Shareholders” Agreement dated as ol September 22. 1995 among the Registrani. R.E
Tumner and certain associates and affiliates of R.E. Tumer (which is incorporated herein
by reference to Exhibit 10(a) 1o the Registrant’s Current Report on Form ¥-K dated
September 22, 1995 (the “September 1995 Form 8-K"))
Amended and Restaled LMC Agreement dated as of September 22, 1995, among the
Registrant, TW Inc., Liberty Media Corporation (“Liberty ™). TCI Turner Preferred. Inc.,
Communication Capital Corp. and United Tumer Investment. Inc. (which is incorporated
herein by reference to Exhibit 10(a) 1o the December 1995 Form 8-K).
Restated Centificate of Incorporation of the Registrant as filed with the of State
of the State of Delaware on May 26, 1993 (which is incorporated herein by relerence to
Exhibit 3 to the Registrant’s Quanerly Report on Form 10-Q for the quarter ended Junc
30, 1993 (the “June 1993 Form 10-Q™).
Centificate of Ownership and Merger merging TWE Holdings Inc. into Time Wamne: Inc
as filed with the Secretary of State of the State of Delaware on October 13, 1993 (which
is incorporated herein by reference to Exhibit 3.(iXb) to the Registrant’s Annual Report
on Form 10-K for the year ended December 31, 1993 (the “1993 Form 10-K™ .
Cenificate of the Voting Powers, Designations, Preferences and. Relative, Pamicipating.
Optional and Other Special Rights and Qualifications. Limita jons or Restnctions of
Series A Paruicipating Cumulative Preferred Stock of the Registrant as filed wath the
Secretary of State of the State of Delaware on Jan 26, 1994 (which 15 incorporated
herein by reference to Exhibit 3.(1)e) 1o the 1993 Form 10-K).
Cenificate of the Voting Powers. Designations. Preferences and Relative, Parucipaung,
Optional or Other Special Rights. and (S‘I-Illlﬁfllmﬂ\. Limitations or Restnictions thereol.
of Series C Conventible Preferred Stock of the Registrant as filed with the Secretary of
State of the State of Delaware on May 1, 1995.
Cenificate of the Voting Powers. Designations. Preferences and Relauve. Parucipating,
jonal or Other Special Rights. and Qualificanons. Limitations or Restnctions thereof,
of Series D Convertible Preferred Stock of the Regisirant as filed with the Secretary af
State of the State of Delaware on July 6. 1995
Cenificate of the Voung Powers, Designations, Prelerences and Relauve, Parucipauing.
U"‘mel or Other Special Rights. and Qualifications. Limstations o Restrictions thereof,
of Series E Convertible Precrred Stock of the F gistrant as filed with the Secretary of
State of the State of Delaware on January 4, 1996
Centificate of the Voting Powers, Designations, Preferences and Relative, Parucipating.
ional or Other Special Rights. and &Ililiunom. Limitations or Restnictions thereol.
of Seres F Convertible Preferted Stock of the Registrant as filed with the Secretary of
State of the State of Delaware on January 4, 1996
Ceruficate of Designations of Scries G Convertible Preferred Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on September 5. 1995 (which
incorporated herein by reference to Exhibit 3(a) to Registrant’s Current Report on Form
8-K dated August 31, 1995 (the “Augusi 1995 Form B-K"h
Centificate of Designatons of Sencs H Convertible Preferred Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on September 5. 1995 (which is
incorporated herein by reference to Exhibit 4(b) to the August 1995 Form 8-K)
Centificate of Designations of Series 1 Convertible Preferred Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on October 2, 1995,
By-laws of the Registrant, as amended through March 18, 1993 (which 1s mmr&:nmd
herein by reference to Exhibit 3.3 to the Registrant’s Annual Report on Form 10-K for
the year ended December 11, 1992 (the “1992 Form 10-K" ).
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Specimen Certificate of the Registrant’s Common Stock (which is incorporated herein by
reference 1o Exhibit 4.1 to the Registrant’s Annual Report on Form 10K for the year
ended December 31, 1991 (the “1991 Form 10-K™)
Amended and Restaied Declaration of Trust of Time Warner Financing Trust (the
~Financing Trust”) dated as of August 15, 1995, among the trusices of the Financing
Trust, the Hegistrant and the holders of undivided beneficial interests in assets of the
Financing Trust, relating to the $1.24 Preferred Exchangeable Redemption Cumnulative
Securities of the Financing Trust (the "PERCS”), including. as exhibits theteto. the
Restated Certificate of Trust of the Financing Trust. the Terms of the Preferred Secunlies
tincludieg the Form of Ceruficate) and the Terms of the Common Secuntics (including
the Form o1 Ceruficaie).
Indenture dated as of August 15, 1995, between the Registrant and Chemical Bank, as
trustee, relating to the Registrant's 4% Subordinated Notes duc December 23, 1997,
issued in connection with the PERCS, including. as Exhibit A thereto, the Form of Note,
Guarantee Agreement dated as of August IS, 1995, executed and delivered by the
Registrant, as guarantor, and The First National Bank of Chicago, as trusice, for the
benefit of the holders of the PERCS.
Amended and Restated Declaration of Trust of Time Wamer Capital I (“Time Warner
Capital ") dated as of December 5, 1995, among the trustees of Time Warner Caputal. the
Registrant and the holders of undivided beneficial interests in the assets of Time Warner
Capital, relating to the 8%4% Preferred Trust Secunities of Time Wamer Capital (the
“Preferred Trust Securities™). including. as exhibits thereto, the Cenificate o Trust of
Time Wamer Capital, the Terms of the Preferred Secunties (including the Form of
Certificate) and the Terms of the Common Securities (including the Form of Centificate)
Indenture dated as of December 5, 1995, between the Registrant and Chemical Bank. as
trustec, relating to the issuance of the Preferred Trust Secunties.
First Supplemental Indenture dated as of December 5. 1995, between the Registrant and
Chemical Bank, as trustee, relating to the Registrant's 8'4% Subordinated Debentures
due December 31, 2025, issued in connection with the Preferred Trust Securities.
including, as Exhibit A therewo, the Form of Debenture
Guaranice Agreement dated as of December 5. 1995, exccuted and delivered by the
Registrant, as guarantor, and The First National Bank of Chicago, as trustee, for the
benefit of the holders of the Preferred Trust Secunties.
Rights Agreement dated as of Januz y 20. 1994 between the Regisirant and Chemical
Bank, as Rights Agent {which is incorporated herein by reierence to Exhibit 4(a) to the
Registrant’s Current Report on Form 8-K dated January 0. 1994)
Indenture dated as of Apnl 30, 1992, as amended by the First Supplemental Indenture,
dated as of June 30, 1992, among Time Warmner Entertainment Company. L.P ("TWE").
the Registrant, certain of it+ subsidianies panty thereto and The Bank of New York. as
Trustee (which is incorporated herein by reference to Exhibits 10(g) and 10(h) to the
:.:}Eumnl's Current Repon on Form B-K dated July 14, 1992 (the “July 1992 Forn
= “’]_ X
Second Supplemental Indenture dated as of December 9, 1992 among TWE. the
Registrant, centain of its subsidiancs party thereto and The Bank of New York, as Trustee
(which is incorporated herein by reference to Exhibit 4.2 1o Amendment No. | to the
Registranon Statement on Form S-4 Reg. No. 3367688 of TWE filed with the Secunues
;nd Exchange Commussion (the "Commission™) on October 25, 1993 (the ~1993 TWE
471
Third Supplemental Indenture dated as of October 12, 1993 among TWE, the Registrant,
certain of ils subsidiaries party thereto and The Bank of New York. as Trustee (which 15
incorporated herein by reference to Exhibit 4.3 o the 1993 TWE 5-4).
Fourth Supplemental Indenture dated 2 of March 29, 1994 among TWE. the Registrant,
certain of its subsidianes y thereto and The Bank of New York, as Trustee (which 15
incorporated herein by reference to Exhibit 4.4 to TWE's Annual Repont on Form 10-K
for the year ended December 31, 1993 (“TWE's 1993 Form 10-K™ ) i
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Fifth Supplemental Indenture dated as of December 28, 1994 among TWE. the
Registrant. certmn of its subsidianes party thereto and The Bank of New York. as Trustee
{which 15 incorporated herein by reference to Exhibit 4.5 1o TWE's Annual Repon on
Form 10-K for the year ended December 31, 1994 (“TWE’s 1994 Form 10-K™")),
Indenture dated as of Ociober 15, 1985 between the Registrant and Manne Midland
Bank. N.A.. as successor Trustee {which is incorporated herein by reference to Exhubit
4{a) to the Registrant’s Registrauon Statement on Form 5-3 Reg. Mo 33-724 filed with
the Commission on October 8, 1985)

Endenture dated as of October 15, 1992, as amended by the First Supplemental Indenture
dated as of December 15, 1992, as supplemented by the Second Supplemental Indenture
dated as of January 15, 1993, between the Registrant and Chemical Bank, as Trustee
{which is incorporated heremn by reference to Exhibit 4.10 to the 1992 Form 10-K)
Indenture dated as of January 15 1993 between the Rrimnm and Chemical B .ak. as
Tmme {which is incorporated herein by reference to Exhibit 4.11 1o the 1992 Form
10-K).

First Supplemental Indenture dated as of June 15, 1993, between the Registrant and
Chemical Bank. as Trustee, to the Indenture dated as of January 15, 1993 between the
Registrant and Chemical Bank, as Trustee, including as Exhinit A the Form of Liquid
Yield Option Note due 2013 (which is incorporated herein by reference 1o Exhubit 4 to
the June 1993 Form 10-Q).

Time Wamer 1981 Stock Option Plan, as amended through May 14, 1991 (which 1
incorporated herein by reference 1o Exhibit 10,1 1o the 1591 Form [0-K).

Time Wamner 1986 Stock Opuon Plan, as amended through May 14, 1991 (which i
incorporated herein by reference 1o Exhibit 10.2 to the 1991 Form 10-K).

1988 Stock Incenuve Plan of Time Wamer Inc.. as amended through May 14, 199]
{which is incorporated herein by reference to Exhibit 10.3 1o the 1991 Form 10-K).
Time Warner 1989 Stock Incentive Plan, as amended through May 14, 1991 (which 1
incorporated herein by reference 1o Exhibit 104 1o the 1991 Form 10-K).

Time Warner 1989 WCI Replacement Stock Option Plan. as amended through
February 14, 1995 (which is incorporated herein by reference to Exhibit 10.5 to the
Registrant’s Annual Report on Form 10-K for the vear ended December 31, 1994 (the
“1994 Form 10-K")).

Time Warner 1989 Lonmar Non-Employee Replacement Stock Opuion Plan, as amended
through May 14, 1991 {which is incorporated herein by reference 1o Exhibit 10.6 to the
Registrant's 1991 Form 10-K).

Time Warner 1994 Stock Option Plan, as amended through November 17, 1994 twhich 1s
incorporated herein by reference to Exhibit 10.7 10 the 1994 Form 10-K).

Time Wamer Corporate Group Stock licentive Plan. as amended through May 14. 1991
{which is incorporated herein by reference to Exhibit 10.8 to the | Form 10-K)
Time Wamer 1988 Restncted Stock Plan for Non-Employee Directors, as amended
through November 18, 1993 (which i1s incorporated herein by reference to Exhibit 10.8 1o
the Registrant's Annual Repont on Form 10-K for the year ended December 31, 1993
(the "1993 Form 10-K")

Deferred Compensation Plan for Directors of Time Warmmer, as amended through
November 18. 1993 (which i3 incorporated hercin by reference to Exhibit 10.9 to 1
1993 Form 10-K).

Time Warner Reurement Plan for OQuiside Directors, as amended through
September 21, 1989 (which 15 incorporated herein by reference to Exhubit 10.10 to the
1991 Form 10-K).

Amended and Restated Time Wamner Inc. Annual Bonus Plan for Execunive Officers
iwhich is incorporated by reference to Annex A to the Registrant's defimtive Proxy
Statement dated March 30, 1995, used in conncction with the Registrant’s 1995 Annual
Meeting of Stockholders)
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10.13 Amended and Restated Employment and Temmination Agreement dated as of .
March 3. 1989, as amended and restated as of January 10, 1990, between the Registrant
and J. Richard Munro (which is incorporated herein by reference to Exhibit 10.26 to the
Registrant's Annual Report on Form 10-K for the year ended December 31. 1989)

10,14 Amended and Restated Employment Agreement dated as of November 15, 1990, &
between the Registrant and Gerald M. Levin (which 1s incorporated herein by reference
1o Exhibit 10.26 to the Registrant’s Annual Repont on Form 10-K for the year ended
December 31, 1990,

1015 Employment Agreement made as of May 17, 1995 between the Registrant and Peter R. "
Haje (which is ummd herein by reference to Exhibit 10.5 to the Registrant’s
Quarterly Report on 10-Q for the quarter ended June 30, 1995).

10.16 Employment Agreement made as of November 2. 1994 between the Registrant and .
Richard D. Parsons (which is incorporated herein by seference to Exhibit 10.17 to the
1994 Sorm 10-K).

10.17 Employment Agreement effective as of January 1, 1995 between the Registramt 27 .
Richard J. Bressler (which is incorporaied herein by reference 1o Exhibit 10.18 to the
1994 Form 10-K).

1018 Amended and Restated Emlgloym:m Agreement effecuve as of January 1, 1994 berween
the Registrant and Tod R. Hullin (which is incorporated herein by referene 1o
Exhibit 10.19 1o the 1994 Form 10-K).

10.19 Amended and Restated Employment Agreement effective as of January 1. 1994 between
the Registrant and Philip R. Lochner, Jr. iwhich is incorporated herein by reference (0
Exhibit 10.20 o the 1994 Form 10-K).

10.20 Employment Agreement dated as of February 1. 1992 between the Registrant and .
Timothy A. Boggs (which 15 incorporated herein by reference to Exhibit 10.21 to the
1992 Form 10-K).

10.21 The Time Wamer Deferred Compensation Plan (Amended and Restated o of
November 1. 1995},

10.22 Travel and Accident Insurance Policy issued tguluNA Life Insurance Company of New "
York (which 1s incorporated by reference to ibit 10.44 1o the Registrant’s Annual

Report on Form 10-K for the year ended December 31, 1958)

1023 Credit Agreement dated as of June 30, 1995 among TWE. Time Warner Entenainment- .
Advance/Newhouse Partnership ("TWE-AN Pannership™) and TWI Zable Inc.. as
borrowers. Chemical, as administrative agent. Benk of Amenca National Trust and
Savings Association, The Bank of New York and Morgan Guaranty Trust Company of
New York. as documentation and syndication agents. and the lending wnstitutions named
therein (which s incorporated hercin by reference to Exhibat 10(a) w the Registrant’s
Cumrent Repont on Form 8-K dated July 6, 1995}

10.24 Agreement of Limited Partnership, dated as of October 29, 1992, as amended by the .

Letter Agreement, dated February 11, 1992, and the Letter Agreement dated June 23,
1992, among the Registrant and cerain of its subsidiaries, ITTOCHU Corporation
{"[TOCHU ") and Toshiba CorE'.:nl'.im {("Toshiba™) (which is inc 1ed herein by
reference to Exhibit (A) to the Registrant’s Current Repont on Form 8-K dated October
79, 1991 and Exhibits 10(b) and 10(c) to the July 1992 Form 8-K)

10.25 Adnussion Agreement, dated as of May 16. 1993 between TWE and U § WEST, Inc. ’
{which 15 incorporated herein by reference to Exhibit 10{a) to TWE's Current Report on
Form 8-K dated May 16, 1993 (the “TWE May 1993 Form 8-K"p

10.26 Amendment Agreement, dated as of Scptember 14, 1993, among ITOCHU, Toshiba, the b
Registrant. US WEST. Inc. and cerain of their respective subsidiarics, amending the
TWE Partnership Agreement. as amended {which is incorporated herein by reference o
Exhibit 3.2 10 TWE's 1993 Form 10-K).

.27 Letter Agreement, dated May 16, 1993, between the Registrant and ITOCHU (which 15 -
incorporated herein by reference to Exhibit 10¢b) to the TWE May 1993 Form 8-K).
19028 Letter Agrecment, dated May 16, 1993, between the Registrant and Toshiba (which is o

mcorpetated herein by reference 1o Exhibit 10(c) to the TWE May 1993 Form §-K).
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Restructuring Agreement dated as of August 31, 1995 among the Registrant, ITOCHU
and ITOCHU Entertainment Inc. (which ts incorporated herein by reference to Exhibit
2{a) w the August 1995 Form 8-K).

Restructuring Agreement dated as of August 31, 1995 between the Registrant and
Toshiba (including Form of Registration Rights Agreement. between the Registrant and
Toshiba) (which 15 incorporated herein by reference to Exhibit 2ib) to the August 1995
Form 8-K).

Opuon Agreement, dated as of September 15, 1993 between TWE and U § WEST. Inc.
{which is incorporated herein by reference to Exhibit 10.9 to TWE's 1993 Form 10-K).
Premissory Note of U S WEST Cable Corporauon, dated Septemnber 15, 1993 (which 1s
incurporated herein by reference to Exhibit 10010 to TWE's 1993 Form 10-K)
Guarantee, dated as of September 15, 1993, by U 5 WEST. Inc. of the Promissory Note
of U 5 WEST Cable Corporation. dated September 15. 1993 (which is incorporated
herein by reference to Exhibit 10.11 to TWE's 1993 Form 10-K).

Contnbution Agreement dated as of September 9, 1994 among TWE. Advance
Publications. Inc., Newhouse Broadcasting Corporation, Advance/Newhouse Partnership
(“Advance/Newhouse™), and TWE-A/N nership (which is i rate¢ herein by
reference 1o Exhibit 10{a) o TWE's Cumemt Report on Form §-K  dated
September 9. 1994 (“TWE's Scptember 1994 Form 8-K™)).

Partnership Agreement, dated as of September 9, 1994 between TWE and
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Current Repornt on Form B-K dated February 6. 1995 (the “February 1995 Form 8:-K™))
Agreement and Plan of Merger dated as of February 6. 1995 among Cablevision
Properuies Inc., Alan Gerry and Registrant (which is incorporated herein by reference to
Exhibit 2{b) to the February 1995 Form 8-K).
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Purchase Agreement dated as of February 6, 1995, as amended and restated as of
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G994 The unaudited financial statements of Paragon Communications for the quarterly penod :
ended June 30. 1995 (which is incorporated herein by reference o TWE’s November
1995 Form 8-K).
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Suate of Delaware 1n and for New Castle County.
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PART 1

Item 1. Business

Time Warmir Inc. (the “Company™) was incorporated in the State of Delaware in August 1983 and is the
successof 10 a New York corporation originally organized in 1922. The Company changed its name from Time
Incorporated following its acquisition of 59.3% of the common stock of Warner Communications Inc. (“WCI™)
in July 1989, WCI became a wholly owned subsidiary of the Company in January 1990 upon the completion of
the merger of WCI and a subsidiary of the Company. As used in this repon, the terms “Registrant,” G
“Company” and *“Time Wamer™ refer to Time Wamer Inc. and its subsidiaries and divisions. and includes Time
Warner Entertainment Company, L.P. (“"TWE™), unless the context otherwise requires. See below for a
descnption of TWE and its relationship to the Company

The Company is the world's leading media company, and has inlerests in three undamental areas of
business: Entertainment, consisting principally of interests in recorded music and music publishing, filmed
entertainment, broadcasting, theme parks and cable ielevision programming; News and Information, consisting
principally of interests in magazine publishing. book publishing and direct marketing; and Telecommunications,
consisting pnncipally of interests in cable television systems. Substantially all of the Company’s interests in
filmed entertainment, broadcasting, theme parks and cable television programming arc held through TWE and
most of its interests in cable television systems are held through TWE.

In September 1995, the Company announced that it had agreed (0 merge with Tumer Broadcasting System,
Inc. (“TBS"). a diversified information and entertzinment company, by acquiring the remaiming approximately
$0% interest in TBS that the Company does not already own. The Company has entered into an Amended and
Restated Agreement and Plan of Merger dated as of September 22, 1995 (the “Merger Agreement™), which
provides for the merger of cach of the Company and TBS with separai. subsidianies of a holding company
("New Time Wamer” and collectively, the “TBS Transaction™). In connection therewith, the issued and
outstanding shares of cach class of the capital stock of the Company will be converied imto shares of a
substantially identical class of capital stock of New Time Wamer. In addition, the Company has agreed 1o ecler
into certain agreements and related transactions with certain shareholders of TBS, including R.E. Tumer and
Liberty Media Corporation (“LMC™), an affiliate of Tele-Uommunications, Inc. (“TCI”). The Merges
Agreement and cenain related agreements provide for the issuance by New Time Wamer of approximately 172.8
million shares of common stock, par value $.01 per share including 50.6 million shares of a special class of non-
redeemable common stock to be issued 10 LMC (the “LMC Class Common Stock™), in cxchange for the
outstanding TBS capital stock, the issuance of approximately 13 million employee stock options to replace all
outstanding TBS employee stock options and the assumption of TBS® indebteancss (which approximated $2.5
billion at December 31, 1995). As part of the TBS Transaction, LMC will receive an additional five million
shares of LMC Class Common Stock pursuant to a separate option agreement which, together with the 50.6
million shares it will receive pursuant to the TBS Transaction, will be placed in a voting trust of which Gerald
M. Levin, Chairman and Chief Executive Officer of the Company, will be the trustee (the “Liberty Voting
Trust”). or, in cenain circumstances. exchanged for shares of another special class of non-voting, non-
redeemable common stock of New Time Wamer that will be held by LMC. '

The TBS Transaction is subject to customary closing conditions, including the approval of the sharcholders
of TBS and of the Company, all necessary approvals of the Federal Communications Commission ("FCC™) and
appropriate antitrust approvals. There can be no assurance that all these approvals can be obtained or, in the case
of governmental approvals, if obtained, will not be conditionsd upon changes 1o the terms of the Merger
Agreement or the related agreements.

In 1995 and carly 1996, the Company completed its acquisition of three significant cable television
companies: Summit Communications Group. Inc. (“Summit™), KBLCOM Incorporated (“KBLCOM") and
Cablevision Industries Corporation (“CVI™) and related companies and, through TWE, formed a cable television
joint venture (the “TWE-A/N Parnership”) with Advance/Newhouse Partnership ("Advance/MNewhouse™). in
which TWE owns a 66%% interest (these transactions being collectively referred to hereinafter as the “1995
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Cable Transactions™), (See below for a more detailed discussion of each 1995 Cable Transaction.) Currently,
Summit, KBLCOM (which has been renamed TWI Cable Inc.) and CV1 and related companies are wholly
owned subsidianes of the Company, and the Company's interest in the TWE-A/N Partnership is held by TWE
Time Warner Cable (“Time Wamer Cable"), a division of TWE. operates and manages substantially all of the
cable telsvision systems acquired through the 1995 Cable Transactions, as well as those systems held by TWE
prior to the 1995 Cable Transactions. Time Wamner Cable does not manage those cable television systems of the
Company which are located within the 14-state ielephone service area of U § WEST. Inc.. a Colorado
corporation ("U § WEST™). See “Telecommunicauons—Cable Division— Television.”

TWE was formed as a Delaware limited partnership in February 1992 pursuant to an Agreement of Limitcd
Pannership, dated as of October 29, 1991, as amended (the “TWE Partnership Agreement”), and ha.. since its
capitalization on June 30, 1992 (the “TWE Capitalization™), owned and operated subctantally all of the Filmed
Ententainment, Programming-HBO and Cable businesses previously owned by subsmidiaries of the Company.
Upon the TWE Capitalization, cenain wholly owned subsidiaries of the Company (the “Time Wamer General
Partners™), contributed such businesses, or assigned the net cash flow derived th :refrom (or an amount equal to
the net cash flow derived therefrom), to TWE and became general panners of TWE. Also upon the TWE
Capitalization, wholly owned subsidiaries of [TOCHU Corporation (formerly C. lioh & Co.. L1d.). a corporation
organized under the laws of Japan (“ITOCHU"). and Toshiba Corporation. a corporation organized under the
laws of Japan (“Toshiba™), collectively contributed $1 billion to TWE and became limited parners of TWE.

On September 15, 1993, TWE consummated the transactions coniemplated by the Admission Agreement,
dated as of May 16, 1993, as amended (the “Admission Agreement”), between TWE and U § WEST. Pursuant
to the Admission Agreement, a wholly owned subsidiary of U § WEST made a capital contribution of $2.553
billion and became a limited panner of TWE (the “U § WEST Transaction™). The Admussion Agreement
provides that TWE will use its best efforts 1o upgrade a substantial portion of its cable systems to “Fuli Service
Network ™ capacity by the end of 1992, As systems are designated for such upgrade and afier any required
approvals are obtained, U S WEST and TWE will share juint control of those sysiems through a 50-50
management committee. The “Full Service Network™ business is expected 1o include substantially all of TWE's
cable systems, subject to oblaining necessary regulatory consents and approvals. See “Telecommunications—
Description of Cenain Provisions of the TWE Partnership Agreement.”

Following the admission of U § WEST into TWE. each of ITOCHU and Toshiba owned a 5.61% pro rata
priority capital and residual equity interest in TWE and a 6.25% residual equity interest in TW Service Holding
I, LP and TW Service Holding II. L.P. (the “Time Wamer Service Partnerships”). The Time Warner Senvice
Pannerships owned certain assets related o the TWE businesses. (See “Telecommunications—Other
Emernainment Group Asseis—Time Wamer Service Parinerships™). On September 5, 1995, and October 2,
1995, ITOCHU and Toshiba, respectively, each exchanged its interest in TWE and the Time Wamer Service
Partnerships for, in the case of ITOCHU., a total of 8 million shares of two new senes of convertible preferred
stock (“Senes G Preferred Stock™ and “Senies H Preferred Stock™ ) of the Company and. in the case of Toshiba,
7 mullion shares of a new series of convertible preferred stock of the Company (“Series | Preferred Stock™) and
510 million in cash (the “ITOCHU/Toshiba Transaction™)._

As a result of the ITOCHU/Toshiba Transaction and the U S WEST Transaction, the Company and the
Time Wamner General Panners collectively own 74.49% of the pro rata prionty capital and residual equaty
partnership interests in TWE, and certain prionty capital interests senior and junior to the pro rata pnonty
capital interests, The remaining 25.51% pro ram priority capital and residual equity limited pannership interests
are held by a subsidiary of U § WEST.

On Apnl 1. 1995, TWE formed the TWE-A/N Panmership. a cable television joint venture with
Advance/Newhouse to which Advance/Newhouse and TWE contnbuted cable television systems (of imerests
therein) serving approximately 4.5 mullion subscribers, as well as cenain foreign cable investments and
programming investments. TWE owns a two-thirds equity interest in the TWE-A/N Pannership and is the
managing partner. In accordance with the partnership agreement, Advance/Newhouse can require TWE 1o
purchase its equity interest for fair market value at specified intervals following the death of both of its principal
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sharcholders. Beginning in the third year, either partner can initiate a dissolution in which TWE would receive
two-thirds and Advance/Newhouse would receive one-third of the TWE-A/N Parinership's net assets.

On !1ay 2, 1995, the Company acquired Summit Communications Group, Inc. (“Summut™). which owned
cable television sysiems scrving approximately 162,000 subscribers in Winston-Salem, North Carolina and n
certn suburbs of Atlanta, Georgia. To acquire Summit, the Company issued approximately 1.6 million shares
of its common stock, par value $1.00 per share (*“Common Stock™), and approximately 3.3 million shres of a
new senies of convertible preferred stock (“Series C Preferred Stock™) and assumed $140 mullion of
indebtedness.

On July 6. 1995, the Company acquired KBLCOM Incorporated (“KBLCOM™), a subsidiary of Houston
Industnes Incorporated, which owned cable television sysiems Serving approximatel y 700,000 subscnbers and a
50% interest n Paragon Communications ("Paragon”), which owns cable television sysiems serving an
additional 972.000 subscribers. The other S0% interest in Paragon was already owned by TWE. To acquure
KBLCOM. the Company issued one million shares of Common Stock and 11 million shares of a new senes of
convertible preferred stock (“Series D Preferred Stock™) and assumed or incurred approximately $1.2 billion of
indebtedness. KBLCOM's systems serve subscribers located in San Antonio and Laredo, Texas. the Minneapolis
metropolitan area, Portland, Oregon and Orange County. California. Paragon’s systems serve subscribers in
Tampa. Flonda and northern Manhattan, as well as other locations.

On January 4, 1996, the Company acquired Cablevision Industries Corporation ("CVI™) and related
companies that owned cable television systems serving approximately 1.3 million subscribers, in exchange for
the 1ssuance of approximately 2.9 million shares of Common Stock and approximately 6.5 million shares of a
new senes of convertible preferred stock (“Senes E Preferred Stock™ and “Series F Preferred Stock™) and the
assumplion Of incumence of approximately %2 billion of indebtedness. CVI's systems serve subscribers
principally located in New York. North Carolina, Florida, California’s San Fernando Valley and Columbia,
South Carolina.

Along with internal growth, the 1995 Cable Transactions increased the total number of subscribers under
the management of Time Wamer Cable to approximately 11.7 million, as compared to 7.5 million subscribers at
the end of 1994

For additional information regarding the 1995 Cable Transactions, see Note 4 “Cable Transactions” and
Note 9 “Capital Stock,” 1o the Company’s consolidated financial statements at pages F-32 and F-40, respectvely
heremn.

On June 23, 1995, TWE sold 51% of its interest in Six Flags Entertainment Corporation (“"SFEC™) to an
investment group led by Boston Ventures Management, Inc.. a privaie investmenl management firm, for $204
million and received $640 million in additional proceeds from SFEC. represcnting payment of certain
intercompany indebtedness and licensing fees. As a result of the transaction, SFEC has been deconsolidated and
TWE's remaining 49% interest in SFEC is accounted for under the equity method of accounting.

For financial information about the Company's industry segments and operations in different geographical
areas with respect to cach of the years in the three-year period ended December 31, 1995, see Note 13 "Segment
Information.” to the Company’s consolidated financial statements at pages F-46 through F-49 herein.

NEWS AND INFORMATION

The Company's News and Information business currently is conducted by Time Inc.. a wholly owned
subsidiary of the Company. Time Inc. has one of the largest portfolios of brand namec franchises in the world
Development and distnibution of its brands are accomplished through the publishing. direct marketing and sales
of magazines, books, music and videos. Time Inc. also develops products for the multimedia and television
markets. It conducts these activities through wholly owned subsidiaries, joint ventures, equity investments and
partnerships.
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Magazines

General

Time Inc. publishes TIME. PEOPLE, SPORTS ILLUSTRATED, FORTUNE, MONLEY, LIFE, SPORTS
ILLUSTRATEI? FOR KIDS, ENTERTAINMENT WEEKLY and IN STYLE. In January 1995, Time Inc.
launched RETIRE WITH MONEY, 2 consumer newslenier from the editors of MONEY magarine that provides
guidance to individuals on their retirement investments. In September 1995, Time Inc. launchied TIME For Kids.
a weekly news magazine aimed at clementary school students in grades four through six.

Time Inc., either directly or through subsidianes, has equity interests in ASIAWEEK and Amencan Family
Publishers. In 1995, Time Inc. acquired an equity interest in Emphasis, a provider of in-flight media and
enteruunment; purchased Targeted Media, an organization dedicated (o the creation and exccution of alternative
media concepts and programs: and launched Independent Media Distnbution in Australia, a distributor of
magazines published by Time Inc. and cenain other publishers.

Time Inc. Venwres ("TIV™), and i1s subsidiary Time Publishing Ventures, Inc. (“TPV"), are responsible for
regional and special interest publishing and development acuvities, including Southern Progress Corporation
("Southern Progress”), Sunset Publishing Corporation (“Sunset Publishing”). PARENTING, BABY TALK.
HEALTH. HIPPOCRATES. MARTHA STEWART LIVING, WHO WEEKLY. PRESIDENT and DANCYU
magazines, and vanous joint venwres. In 1995, TPV purchased HIN Inc., a publisher of health
information/patient education booklets and tested THIS OLD HOUSE magazine, based on the popular home
renovation television series. In 1996, THIS OLD HOUSE magazine was launched under a licensing armangement
with public television staton WGBH.

Southern Progress publishes SOUTHERN LIVING, PROGRESSIVE FARMER, SOUTHERN ACCENTS
and COOKING LIGHT magazines as well as occasional special ' terest publications. Sunset Publishing
publishes SUNSET magazine.

Time inc.. through its TIV subsidiary, has management responsibility for most of the Amenican Express
Publishing Corporation’s operations. including TRAVEL & LEISURE and FOOD & WINE magazines. TTV also
operates an in-store advertising and demonstration business, Time Inc. In-Store Marketing

Each magazine published by the Company has an editonal staff under the general supervision of a
managing editor and a business staff under the management of a president or publisher. Magazine manufactunng
and distribution activities are generally managed by centralized staffs at Time Inc. Fulfillment activities for Time
Inc's magarzines are generally administered from a centralized facility in Tampa, Florida PARENTING.
SUNSET. BABY TALK. HEALTH, HIPPOCRATES, MARTHA STEWART LIVING, THIS OLD HOUSE.
VIBE. and Time Inc.'s overseas operations generaily employ independent fulfillment services and undertake
their own manufacturing and distnbution.

Magazine publishing follows a seasonal pattern with revenues being generally higher in the second and
fourth quarters and lower in the first and third quarters. Advertising rate base is the guarameed minimum paid
circulation level on which advertising rates are based.

The individual magazines of the Company are summanzed below,

TIME. a weekly magazine, summarizes the news and brings onginal interpretation and insight to the
week's events. In 1995, TIME launched Time Digital, a wide-ranging. user-friendly. quanerly “magazine within
a magazine” about the dightal age. The domestc adverusing rate base of TIME as of January 1996 was
4,000,000, which 15 unchanged from January 1995

TIME For Kids, is a weekly news magazine mmed at elementary school students from fourth through sirth
grades. The adverusing rate base as of January 1996 was 720.000.

TIME Asia. TIME Atlanuc, TIME Canada, TIME Laun Amenca and TIME South Pacific are weckly
English-language editions of TIME which circulate outside the United States. These editions had an aggregaie
worldwide advertsing rate base of 1,490,000 as of January 1996, compared o 1,460,000 in January 1995
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SPORTS ILLUSTRATED is a weekly magazine whaich covers the activities of, and 1s designed 1o appeal o
spectators and parucipants 1 virually all forms of recreational and competitive sports. The advertising rate basc
as of January 1996 was 3,150,000, the same as in January 1995

SPORTS ILLUSTRATED FOR KIDS s a monthly sports-onented magazine geared to children ages cight
through fourteen. Its adveriising rate base as of January 1996 was 950,000, the same as in January 1995,
including 225,000 copies distnbuted free to over 1,700 schools.

PEOPLE is a weekly magazine which reports on celebnues and other notable personahities. The advertising
rale base as of January 1996 was 3,150,000, the same as in January 1995.

ENTERTAINMENT WEEKLY is & weekly magazine which includes reviews and reports on lelevivion,
movies. video, music and books. The adverusing rate base as of Janvary 1996 was 1.225.000. compared th
1,125,000 in January 1993

FORTUNE is a biweekly magazine which reports on worldwide economic and business developments. The
worldwide advertising rate base as of January 1996, was 860,000, the sam* as in Janvary 1995

MONEY is a monthly magazine which reports on personal finance. The adverusing rate base as of January
1996 was 1,900,000, the same as in January 1995

LIFE is a monthly magazine which features photographic essays. The adverusing rate base as of January
1996 was 1,500,000, the same as in January 1995

IN STYLE is a monthly magazine which focuses on celebriies’ lives and lifestyles. The advertsing rate
base as of January 1996 was 650,000, compared to 550,000 in January 1995.

SOUTHERN LIVING is a monthly regional home, garden, food and travel magazine focused on the South
with an advertising rate base of 2,300,000 as of January 1996, the same as in January 1995,

PROGRESSIVE FARMER is a monthly regional farming magazine with an adveruising raie base of
$30.000 as of January 1996, compared to 640.000 n January 1795.

SOUTHERN ACCENTS is published six umes a year, and features architecture, fine homes and gardens.
arts and travel and is targeted to affluent Southemers. Its adverusing rate base as of January 1996 was 285,000,
compared to 275,000 in January 1995

COOKING LIGHT is published nine times a year and promotes health and fitness through active hifestyles
and good nutntion The adverusing rate base as of January 1996 was 1,300,000, compared 0 1,200,000 n
January 1995,

PARENTING is published ten times a year and 15 aimed at parents of children under the age of ten. The
adverusing rate base as of January 1996 was 1,100,000, compared to 1,000,000 in January 1995,

SUNSET, The Magazine of Western Living, is a monthly regional magazine focused on lifestyles in the
West. The advertising rate base was 1,425,000 in January 1996, the same as in January 1995,

HEALTH is a consumer health magazine published seven umes a year, and HIPPOCRATES is published
ten tmes a year. Although similar in editonal content, HEALTH is targeted at the consumer market. while
HIPPOCRATES is a trade magarine targeted at physicians and cames primanly rade adverusing. HEALTH had
an advertising rate base of 900,000 in January 1996, the same as in January 1995. HIPPOCRATES had a
controlled circulation of 125,000 pnmary care physicians in January 1996, the same as in January 1995

MARTHA STEWART LIVING is published ten times a year and presents Martha Stewan's personal
perspective on enlenaning. cooking, decoraung and gardening. Its advertsing rate basc as of January 1996 was
1,200,000, compared to 800,000 in January 1995. Effective with the February 1996 issue, the ratc base will
increase o 1,425,000

BABY TALK is published ten times a year and 1s targeted at expectant and pew mothers. In January 1996
its advertising rate base was 1,100,000, compared to 1,000,000 in January 1995. BABY TALK's ancillary
publicanon BAHY ON THE WAY is published semi-annually
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VIBE is published ten times a vear by a joint venture between a subsidiary of TPV and affiliates of Quincy
Jones Entertainment Company. It covers rap, rthythm and blues, reggae and dance music, as well as politics and
fashion. The advertising rate base as of January 1996 was 400,000, compared to 250,000 in lanuary 1995

THIS OLD HOUSE s published six umes a year, pursuant to a licensing ammangement with public
television station WGBH, and 1s based on the popular home renovation television series. The adverusing rate
base as of January 1996 was 300,000.

ASIAWEEK is a weekly English-language magazine which summanzes the news events in the Asuan
region. In January 1996 its advertising rate base was 110,000, compared to 100,000 in January 1995

WHO WEEKLY is an Australian version of PEOPLE which focuses on celebrties and other notable
personalities. The adverusing rate base as of January 1996 was 227,000, compared 1o 220,000 in January 1995

PRESIDENT is a monthly Japanese-language business/management magazine. The adverusing rate hase as
of January 1996 was 258,000, the same as in January 1995

DANCYU 15 a monthly Japanese cooking magazine. The adverusing rate base as of January 1996 was
105,000, the same as in January 1995

Ancillary Businmesses

Time Inc. has continued to expand on its core businesses through numerous product extensions. Most
notably: the publishing of newsstand specials including LIFE’s single-subject issues on Elvis Presley and the
Beatles, MARTHA STEWART LIVING WEDDINGS, PEOPLE's ibute 1ssues 1o Selena, and Jory Garcia,
ENTERTAINMENT WEEKLY's Academy Awards special, SPORTS ILLUSTRATED PRESENTS publications
which in 1995 included seven commemorative issues and four spon preview issues, as well as, special interest
publications including, Southern Progress’ HOME FOR THE HOLIDAYS, GARDEN GUIDE and SUMMER
TIME. Other activities include TIME's special issues on tt  Cyber Revolution and V-E Day, and MONEY"s
newsletter for reurces and 401(k) plan parmuicipants, RETIRE WITH MONEY, conferences and seminan
sponsored by FORTUNE. PEOPLE and VIBE. and expanded merchandising acuvities v.a the SPORTS
ILLUSTRATED Insider Authentics catalog, and the 1995 launch of ENTERTAINMENT WEEKLY's Swdio
Store and MARTHA STEWART's Martha by Mail catalog

Circulation
The Company's publications are sold pnmanly by subscnption. Subscription copies are delivered (o
subscribers through the mail. Subscriptions are sold by direct-mail soliciation, subscniption sales agencies.

television and telephone solicitation and insert cards in the Company ‘s magazines and other publications. Single
copies of magazines are sold through retail news dealers who are supplied in tum by regional wholesalers

Advernsing

Advertusing carried in the Company's magazines is Predominantly consumer adverusing. Many of the
Company's magazines have numerous regional and demographic editions which contain the same basic editonal
matenal but permit advertisers to concentrate their advertising in specific markets. Through the use of selective
tinding and ink-jet technology, the Company creates special custom editions targeted towards specific groups.
This allows the Company to deliver advertisers a more highly targeted audience by segmenting subscnber Ii_ns
to identify those subscribers advertisers desire most. as well as providing the opporiunity to personalize
advermising messages

Faper and Printing

Lightweight costed paper constitutes a significant component of physical costs in the production p!
magazines Time Inc. has contractual commitments 1o ensure an adequate supply of paper. but penodic
shortages may occur i the event of strikes or other uncxpected disruptions in the paper industry. Dunng 1995,

I-6




Time Inc. purchased paper principally from six independent manufacturers. in cach case under contracts that, for
the most part, are either fixed-term or open-ended at pnces determined on a market price or formula price basis
Paper costs were significantly higher in 1995 as a result of several consecutive quanerly pnce increases from
October 1994 through October 1995 These significant price increases resulted in pan from an increased demand
for paper relative to production capacity. Based upon the current marketplace, the Company expects that paper
prices will stabilize in 1996.

Printing and binding for the Company’s magazines are accomplished pnmanly by major domestic ardd
international independent printing concers in 20 locations. Magazine printing contracts are cith ¢ fixed-term o
open-ended at fixed pnces with, in some cases, adjustments based on cenain cniena.

Books

General

The Company’s direct marketing and book operations include Time Life Inc.. Book-of-the-Month Club,
Inc.. Warner Books, Inc. and Little, Brown and Company, each of which 15 a wholly owned subsidiary of Time
Inc.. and the Oxmoor House and Sunset Books divisions of Southem Progress and Sunset Publishing,
respectively. In 1995, the book operatwns distnbuted an aggregate of approximately 163 million gross umits

Time Life

Time Life is composed of several divisions including: Books, Music, Video, Television, Educaunon, Custom
Publishing and International. Time Life is one of the nation's largest direct marketers of books, music and
videos The products are sold by direct response, including mail order, television and telephone, through retail,
institutional and licensing channels, and by door-to-door independent distributors in some foreign markets, e
Life products are currently sold in over 25 languages worldwids and approximately 40% of Time Life's
revenues are generated outside the United States. In January 1993, Time Life licensed the name Time Life
Medical to Patient Education Media Inc. to be used in connection with the creation of pauent educanc.: videos
Time Life also holds a minority equity interest in Patient Education Media Inc.

Editorial material is created by in-house staffs as well as through outside book packagers. A significant
product in 1995 was Time Life Music's senes "Dick Clark's Rock ‘n’ Roll Era” Time Life’s 1995 best sellen
included “Great Taste-Low Fat" and "Home Repair and Improvement” from Time Life Books. “Cemury of
Warfare” and *Zoo Life” from Time Life Video. In 1995, Time Life also ared the television productions “Lost
Civilizations,” a ten-hour television documentary senes and “The History of Rock 'n” Roll.” co-produced with
TWE's Telepictures Productions.

Time Life Books products are manufactured by several independent companies. Manufactunng contracts
are entered into on a series rather than a single title basis and are fixed-price with provisions for cost of labor.
matenal and specification adjustments. These contracts, subject o certan limitations, may be terminated by
Time Life of the manufacturer. Time Life's fulfillment activities. excluding international operations, are
conducted from a centralized faclity in Richmond. Virginm.

Book-of-the-Month Club

Book-of-the-Month Club currently operates eight book clubs and two conlinuity busincsses with a
combined membership of more than 1.5 mullion members. Two of the clubs, Book-of-the-Month Club and
Quality Paperback Book Club, are general interest clubs, and the remaining clubs specialize in history, cooking
and crafts. business, children’s books and the books of a particular author In addition, multimedia, audio and
viden products are offercd through the clubs. Book-of-the-Month Club’s international businesses operate in over
50 countries worldwide, In December 1995, Book-of-the-Month Club acquired Meredith Book Clubs, adding
approximately 500,000 members 1o its book clubs. This acquisition will significantly expand its presence in the
women's lifestvle franchise In June 1995, the ONE SPIRIT book club was launched. targeting the growing
consumer interest in spinitual, self-help and health topics.
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Book-of-the-Month Club acquires the nghts from publishers 1o manufacture and distribute books and then
has them prnted by independent pnnung concermns Book-of-the-Month Club runs 1ts own fulfillment and
warchousing operatons in Mechamicsburg, Pennsylvama

Warner Books

Wamer Books pnmanly publishes hardcover. ma:s market and trade paperback books. Among its best
selling hardcover boaks in 1995 were Robent James Waller's “The Bndges of Madison County,” which benefited
from the success of the Wamner Bros. movie, and James Redficld's “The Celestine Prophecy.” Best selling muss
market paperbacks in 1995 included “Charade™ by Sandra Brown, “The Day After Tomorroe. ™ by Allan
Folsom, “Kiss the Girls” by James Panterson. "Nothing Lasts Forever” by Sidney Sheldon and “Spencerville”
by Nelson DeMille. Trade paperback bestsellers includ:d James Redfield’s “Thr Celestine Prophecy: An
Expenential Guide™

Time Wamner AudioBooks develops and markets audio versions of books ard other matenals published by
both Wamer Books and Litle, Brown. In addition, through 2 joint venture with Little, Brown Wamer Books
operates Time Wamer Electronic Publishing. which is engaged in on-line and multmedia publishing

Little, Brown

Litle. Brown publishes general and children’s trade books. legal and medical reference books and
textbooks and journals, Through its subsidiary, Litle. Brown and Company (U.K.) Lad., it also publishes general
hardcover and mass market paperback books in the United Kingdom. Among the trade hardcover books
published by Little, Brown in 1995 were: “1 Want 1o Tell You™ by OJ. Simpson, “A Good Walk Spoiled” oy
John Feinstein, “Garcia™ by Rolling Stone Magazine and “Hide and Seek™ by James Patterson.

Little, Brown handles book distribution for nself, Wamer Books and Sunset Books, as well as other
publishers. The marketing of trade books is primanily 1o retail stores and wholesalers throughout the United
States. Canada and the United Kingdom. Law and medical textboc 5 are sold pnmanly to university retal
stores. Professional reference books are sold to practitioners primanily through direct marketing efforts. Through
their combined United States and United Kingdom operations, Little, Brown and Warner Books have the ability
to acquire English-language publishing rights for the distnbution of hard and soficover books throughout the
world

(xmoor House and Leisure Arts

Oxmoor House, the book publishing division of Southern Progress, markets how-to books on a wide vanety
of topics including food and crafts. as well as illustrated volumes on art and other subjects. Acquired in 1992
and integrated into Oxmoor House, Leisure Arts is a well-established publisher and distributor of instructional
leaflets, continuity books series and magazines for the needlework and crafts market.

Sunset Books

Sunset Books, the book publishing division of Sunset Publishing, markets books on topics such as building
and decorating, cooking, gardening and landscaping., and wavel. Sunset Books' unique marketing formula
includes an extensive distnbution network of home repair and garden centers

Other Publishing Operations

Multimedia and Television

Time Inc. continues to develop products for emerging technologics such as on-line compuler networks, the
Full Service Network™, and the CD-ROM market. In 1995, Time Inc. New Media, a company dedicaied o the
development and enhancement of on-line services, launched twa new starup products in addition to its
successful launch of Pathfinder in 1994, These launches were LineRunner, a pannership with Time Wamer
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Cable. to distribute intemet content, local content and Pathfinder v1a high speed cable modems. and TNX, the
world's first and only switched broadband interactive TV news service. which 1s distnbuted on Time Warner
Cable’s Full Service Network. Time Inc. has also hicensed its editonal content o vanous other commercial on-
line information services, and has produced CD-ROM products internally, as well as through licensing
arrangements with third pany CD-ROM developers

Time Inc. has undertaken development cfforts in vanous television ventures, both 1n combination with other
Company divisions and independently. Spons lilustrated Producuons Inc. completed its second year of television
productior, i 1995, producing Iwo prime-time specials, weekly segments on Wide World of Spons and two
home video titles. The “Martha Stewart Living™ television program, based on the popular magazine, entered il
third scason in September and aired a onc hour special “Martha Stewart’s Home For The Holivays™ in
December 1995 PEOPLE magarzine took a retrospectuve look at the people and events of 1995 in a pnme tme
broadcast ared in December 1995, and HEALTH magazine presented “Your Mind and Body." a weekly
lelevision show focusing on health. fitness and beauty which began airing in September 1995 TPV has
arrangements to syndicate episodes of the “This Old House™ television program a'ter such programs have run
on public television and produce books based on this popular series.

Time Inc. In-Store Marketing

Time Inc. In-Store Marketing. an umbrells organization which 15 a subsidiary of TIV. operates all of Time
Inc.'s m-store advertising and demonstration businesses. including Media Holdings, Inc. ("Media One”) and
smartDemo Inc. (“SmanDemo™) Media One’s primary product is a two-sided backlit advertising display umit
that is installed in supermarket checkout lanes SmartDemo is an in-store demonstralion. COUpPONINg, sampling
and merchandising business

American Express Publishing

Time Inc.. through its TIV subsidiary. has management responsibility for most of American Express
Publishing Corporation’s operations, including its core lifestyle magazines, TRAVEL & LEISURE and FOOD &
WINE. TIV receives a fee for managing these properties. a3 well as incentives for improving profuability

American Family Publishers

Time Inc. is a S0% partner in Amencan Family Publishers " AFP"). a direct mail magazine subsenption
sales agency AFP sells magazine subscriptions for approximately 200 major magazines in the United States.
including many of the Company’s publications AFP sells pnmanly through two heavily-promoted nationwide
sweepstakes mailings conducted each year

Time Distribution Services

Tume Distribution Services (“TDS™) is a national distnbution company responsible for the retail sales,
distribotion. marketing and merchandising of single copies of penodicals for Time Inc. and other publishers
TDS distnbutes penodicals through a magazine wholesaler network wnich services retail outlets such as
newsstands, supermarkets, convenience and drug stores.

Warner Publisher Services

Warner Publisher Services (“WPS™) 1s a major distnbutor of magannes and paperback books sold through
wholesalers 1n the United States and Canada, and internationally. WPS is the sole national distibutor for MAD
magazine, the publications of DC Comics and cerain publications owned by other publishers. including TEEN,
VOGUE, WOMAN'S DAY, and the Dell Puzzle Books WPS also distributes the paperback books published by
Warner Books as well as the paperback lines of other publishers
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Postal Rates

Postal costs represent a sigmificant operating expense for the Company s« publishing activities. An increase
of approximately 10% for first class and 14% for second, third and founth classes was implemented in January
1995, which significantly increased Time Inc.'s postal costs, However, a recently issued decision by The Postal
Rate Commission has been accepted by the Postal Service and will result i a reduction of Time Inc's current
postage rates in July 1996. The new rates reflect an increased incentive for mailer workshanng effons that
reduce costs to the Postal Service,

Pub'ishing operations continue 1o minimize postal expense through the use of cenan cost-saving ¢ casures,
including the utilizaton of contract camers 1o transport books and magarines o central postal centers It has
been the Company's practice in selling books and other products by mail to include a charge for postage and
handling. which 15 adjusted from time to time 1o parually offset wny increased postage or handling costs

Competition

The Company’s magazine operations compete for sales with numerous other publishers and retalers, as
well as other media. The general circulauon magazine industry is highly competitive both within fsell and with
other advertising media which compete with the Company’s maganines for audience and adverusing revenue

The Company's book publishing operations compete for sales with numerous other publishers and retailers
as well as other media. In addition. the acquisition of publication rights to impornam book utles is highly
compentive, and Wamer Books and Little, Brown compete with numerous other book publishers. WPS and TDS
meet with direct competition from other distnbutors operating throughout the United States and Canada in the
distribution of magazines and paperback books

ENTERTAINMENT

The Company’s Entertainment business 15 conducied through wholly or parually owned subsidianes and
through TWE The Company's wholly owned worldwide recorded music and music publishing businesse. are
conducted under the umbrella name Wamer Music Group ("WMG"). Substanually all of the Company’s
interests in filmed entertainment, broadcasting. theme parks. cable television programming and most of its cable
television systems are held through TWE.

Music

General

The Company’s domestic recorded music business 15 conducted prncipally through WMG and its
constituent companies, Warner Bros. Records. Inc. ("WBR™). Atantic Recording Corporation (~Atlantic™).
Elektra Entenainment Group (“Elektra™) and their affiliated labels, and through WEA Inc. (“WEA Inc.”) and its
constituent companies, Wamer-Elektra-Atlantic Corporation ("WEA™). WEA Manufactunng Inc. ("WEA
Mfg.") and Ivy Hill Corporation ("lvy Hill") Outside of the United States, the Company’s recorded music
bustness 15 conducted in more than 70 countries through WEA International Inc. and a division of WCI, Warner
Music International, and their subsidiaries and affiliates (collectively, “WMI™), as well as through non-affiliated
licensees

The Company s music publishing business is conducted principally through wholly owned subsidianes of
WCI icollecuvely, “Wamer/Chappell™)

In 1995, more than 57% of WMG's recorded music revenues were denved from sources oulside of the
Umited States

In 1995, WMG closed Warner Music Enterprises Inc., one of the Company’s direct marketing businesses,
and completed the transaction pursuant to which it sold its 50% interest in the Interscope Records parnnership
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Recorded Music and Related Activilies

WBR. Atlantic. Elektra and WMI produce. sell and license compact discs, cassette tapes and music videos
of the performances of recording arists under contract to them or for whose recordings they have acquired
nghts WMG's recorded music and video product 15 marketed under various labels, including the propnetary
labels “Warner Bros.,” “Repnse.” “Tommy Boy. “Warner Nashville,” “Elektra.” “Sire,” "Asylum,” “Atlantic.”
“EauWest Amenca,” “Big Beat.” “Atlanuc Nashville,” “WEA” “Nonesuch,” "EastWest,” “Teldec,” “CGD,"
“Camrere.” “Erato,” “MMG.” "DRO,” "Telegram.” "D-Day.” “Muser™ and “Fazer”

In addition, WMG has entered inlo joint venture agreemenis pursuant to which WMG companics
manufacture. distnbute and market (both domestically and. in most cases, internationally) recordings awned by
such joint ventures. The terms of such agreements vary widely, but cach agreement typically provides the WMG
record company with an equity interest and a profit participation in the venture, with financing furnished either
solely by WMG or by both parties. Included among these arrangements are the labels " Amencan Recordings,”
“Giant”” “Mammoth,” “Mavenck,” “Qwest” and “Rhino."

WMG's record companies also acquire nghts pursuant (0 agreements 1o manufaciure and distnbute cenain
recordings that are marketed under the ownet’s propnictary label. Included among the labels distnbuted by
WMG under such arrangements are “Curb™ and “Scotu Brothers.”

Recording artists are engaged under arrangements that generally provide that the arst 15 to recenve a
percentage of the suggested retal selling pnce of compact discs. cassctie tapes and music videos sold. Most
artists receive non-retumnable advance payments against future royalues.

Among the arusts whose albums resulied in significant sales for WMG's record compamies dunng 1995
were: AC/DC. Bush, Enya, leff Foxworthy, Green Day, Hootie & The Blowfish, Madonna, Alunis Morissette,
John Michacl Montgomery, Natalic Merchant, Red Hot Chili Peppers, Simply Red. Van Halen and Tatsuro
Yamashita In 1996, WMG's record companies have released or expect to release albums by the following
amsts: Ton Amos. Brandy, Jackson Browne, Tevir Campbell, Jose Car °ras, Collecuve Soul, Phul Collins, The
Cure. Hootie & The Blowfish, Aaron Kwok, Madonna, Nonyun Makihara, Metalhica. Luis Miguel, Pantera,
Laura Pausini. R.EM.. Linda Ronstadt, Rush, Keith Sweat, Seal, Stone Temple Pilots. Travis Tritt, Van Halen
and Westermhagen.

WMG's domestic manufactuning. packaging and distnbution operations are conducted through WEA Inc.
and 115 constituent companies.

WEA Mig. is engaged in the domesuic manufactunng of audio and CD-ROM compact discs. casselte lapes
and videocassettes. WEA Mfg. conducts its operations from facilities situated in Olyphant, Pennsylvania and in
the greater Los Angeles arca. WEA Mig. parucipated in the development of “DVD.” the new digial
conhguration developed by the Company and Toshiba, and expects to be manufactunng DVDs in 1996, For
addimonal mformation regarding DVDs, see “Filmed Entertainment Division—Home Video ™

Ivy Hill is engaged in the offset lithography and packaging business through facilities situated in four
states Ivy Hill is a major supplier of packaging to the recorded music industry (including WMG’s record
companies) and also supplies packaging for a wide variety of other consumer products.

WMG's recorded music product is marketed and distnbuted i the continental United States by WEA,
which supplies. directly or indirectly through sub-distributors and wholesalers, thousands of record stores.
department stores, discount centers and other retail outlets across the country. Aliernative Distnbuuon Alliance.
a distnbution company specializing in alternative rock music, with a focus on new artists, operalcs as a joint
venture among WMG, ns labels, Restless Records and Sub Pop.

Warner Special Products Inc. produces, pnmanly for telemarketers. compilations of music for which it has
obtamned nghts from WMG's recorded music companies. as well as from third parties.

In foreign markets, WMI produces, distributes, promotes and sells recordings of local artists and. 1n Most
cases. distnbutes the recordings of those arusts for whom WMG's domestic recording companies have
international rights, In certain countries, WMI licenses to non-affilisted parties rights to distribute recordings of
WMG's labels WMI strengthened i1s operations dunng 1995, establishing new affiliates in the Czech Republic




p—

and 1 Poland and forming a new WEA division in Brazil. WMI also operates two plants in Germany that
manufacture compact discs. cassetie tapes and vinyl records for WMI's European affiliates and hicensees and for
WMI companies outside Europe. as well as for unrclated parues.

Through joint ventures, WMG and Sony Music Entertainment Inc. (“Sony Music™) operate The Columbia
House Company, the leading direct marketer of compact discs. cassette tapes and videocassettes in the United
States and Canada.

In March 1995, WMG entered into a joint venture with PolyGram International Lid. (“PolyGram ™) and
Sony Music to market recorded music and videocassettes in Europe through music clubs and video ciubs

WMG. with other panners, including another subsidiary of the Company. has an equity interest in Music
Chonce. an audio programming service that delivers muluple channels of CD-quality stereo music via cable
television. In Europe, where the service is known as Music Chowe Europe, it is delivered via cable television
and direct-to-home satellite.

WMG. with other paniners, has an equity interest in VIVA, a 24-hour German language music video
channel carmed on cable television in Germany, WMG, pursuant (o scparate joint ventures. has equily intefests
in two other music video channels: Channel (V] in Asia and YA TV in Latin Amenca

WMG's computer-entenainment and video-game businesses—including investments in Inscape  and
Accolade 1n the United States and wholly owned operations in Europe —are operating in 1996 as part of a new
company, Wamer Inleractive.

Music Publishing

Time Wamner's music publishing companies ow.. or control the rights to over one million standard and
contemporary compositions. including numerous popular hits. folk songs and music from the stage and motion
pictures. Certain works of the following artists, authors and composers e included in Wamner/Chappell’s
catalogues: John Bettis, Michael Bolton, The Black Crowes. Phil Collins, Comden & Green. Dubin & Warren,
Genests, George and Ira Gershwin, Gin Blossoms, Victor Herbert, Michael Jackson, Elton John. Leiber &
Stoller. Lemer & Lowe, Madonna, Henry Mancini, Johnny Mercer, George Michacl. Midnight Oil, Cole Porter.
the artist formerly known as Prince, REM.. Rodgers & Han, Soul Asylum. Jule Styne. Bernie Taupin. Van
Halen, John Williams and the foreign admimstration of the works of Irving Berlin.

Wamer/Chappell also admimsters the film music of several television and mouon piciure companies.
mcluding Lucasfilm. Ltd.. Samuel Goldwyn Productions, Aaron Spelling Productions and New World.

Warner/Chappell's printed music division markets publications throughout the world containing the works
of Alabama. Phil Collins. The Eagles, The Grateful Dead, Michacl Jackson. Led Zeppelin. Madonna, the artist
formerly known as Prince. Rush, Bob Seger and many others. Warner/Chappell also owns CPP/Belwin, Inc., one
of the world's largest publishers of printed music.

Principal sources of revenues to Wamer/Chappell are license fees for use of its music copynghts on radio
and television, 1n motion pictures and in other public perforthances. royalties for use of its music copyrights on
compact discs. cassette tapes, vinyl records. music videos and in commercials; and sales of published sheet
music and song books for the home musician as well as the professional and school markets, including methods
tor teaching musical instruments

Legislation

With the cnactment of PL 104-39 in late 1995, sound recording copynght owners and performers are now.
for the hrst ume 1n the United States, able 1o license and receive rovalties for the public perionmance ol
digitized sound recordings distnbuted through subscription music and interactive services This law was enacted
in response to the advent of digital technology 1n broadcast. cable and other means of distribution. Digiuzation
creates the potential for virually Aawless reception and copying. and the consequent displacement of the sale of
pre-recorded musie proxduct Passage of this Jegislation favorably impacts WMG's interests
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In addition. bills introduced in Congress last year to extend the term of ownershup of copynghts for an
additonal 20 vears (HR. 989, 5. 483) are sull pending Passage of these bills would benefit all of the
Company’s copyright businesses, including the businesses of WMG. but no assurance can be given that they will
become 1w

Corupetition

The recorded music business is highly competitive. The revenues and income of a company in the
recording industry depend upon the public acceptance of the company’s recording arusts and the fecordings
released in a particular year. Although WMG 1s one of the largest recorded music companies in the worlid i
competitive position is dependent upon 11s continung ability 1o attract and develop talent that can achieve a hugh
degree of public acceptance. Overexpansion of retail outlets for music over the past several years led to the
closing of many such stores dunng 1995. which 1s expected 10 /urther increase compeibon among recorded
music companies for sales of music related product. Competition ulso intensified dunng 1995 as a result of the
stari-up of a number of new labels. The recorded music business continucs (o be adversely affected b
counterfeiting, piracy, parallel imports and, in particular, the home taping of recorded music In addition, the
recorded music business also meets with compettion from other forms of entertunment. such as television
pre-recorded videocassettes and video games. Compeuttion in the music publishuing business 15 intense Although
WMG's music publishing business 15 the largest on a worldwide basis. 11 competes with every other music
publishing company 1n acquinng musical compositions and 1n having them recorded and pertormed

Filmed Entertainment Division

General

The Company’s principal interesi in the filmud entenainment business 15 conducted by Warner Brow
(“WB*), a division of TWE. The filmed entertainment business includes the production. financing  and
distribution of feature motion pictures, television senes, made-for-television movies, mini-senes for elevision,
first-run syndication programming and amimated programming for theatncal and television exhiition: the
ownership and operation of a national broadcast network, The WB; and the distnbution of pre-recorded
videocassettes and videodiscs. WB also is engaged in product licensing and the ownership and operation of
retail stores. movic theaters, theme parks (including the management of TWE's interest in Six Flags theme
parks). @ new international cable channel and a new on-line service.

Feature motion pictures and television programs are produced at vanous locations throughout the world,
including The Wamer Bros. Swdio in Burbank, Califorma and The Warner Hollywood Studio in West
Hollywood, California. For additional information, see Item 2 “Properties ™

Feature Films

WB produces feature films either solely or under arrangements with other producers. and 1s generally the
principal source of financing for such films In additon, WB purchases outnght. or licenses for distnbution.
completed films produced by others. Acquired distnbution nghts may be himited 0 specified termtones,
specified media and/or panicular penods of time. The terms of WB's agreements with independent motion
pcture producers and other entitics result from negouations and vary depending upon the production. the
amount and type of financing by WB, the media covered. the temtones covered, the period of distnbution and
other factors. In some cases, producers. directors, actors, wnters and others participate in the proceeds generated
by the motion pictures in which they are involved

WB operates a worldwide theatnical distnbution orgamzation through which it distributes ats own films, as
well as films produced by others Dunng 1995. 50% of film rentals from WB theatncal distnbuuon were
generated in the United States and Canads and 50% n international lermlones

Feature films are licensed to exhibitors under contracts that provide for the length of the engagement. rental
fees. which may be either a percentage of box office receipts, with of without a guarantee of a fixed minimum.
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or a flat sum. and other relevant terms. The number of feawre films that a pamcular theater exhibits depends
upon s policy of program changes, the competitive conditions in its area and the quality and appeal of the
feature films available 1w it WB competes with all other distnbutors for playing time in theaters.

WB has entered into distnibution servicing agreements with Morgan Creek Productions Inc. and its affiliates
i"Morgan Creek™), pursuant to which, among other things, WB provides domestic distnbution services for all
Mortgan Creek pictures through June 1998, and certain foreign distnbution services for selected pictures. In
1995. WB released “Ace Ventura II: When Nature Calls,” starnng Jim Carrey, under this arrangement. Among
the releises anticipated for 1996 15 "Diabolique,” staming Sharon Stone

An affiliate of WB is a panty to long-term distnbution agreements with Monarchy Emterprises C V.oand s
affiliate, Regency Entertainment US.A. (collecuvely “Monarchy/Regency ™), as well as wath Le Swdio Canal
Plus and Aleor Film for the distribution of major motion pictures involving an expected total production outlay
i excess of $200 million. Amon Milchan produces the pictures for Monarchy/Regency with funding provided
pnmanly by Monarchy/Regency. The WB affiliate makes a distnbution advancs iwhich it has the nght 1o
recoup, together with its distnbution fee) equal to a porton of the production buget of each film, and 1t also
advances all necessary marketing and distnbution costs for the films. WB has acquired all distnibation nghts in
the United States and Canada, and substantially all intemational theatrical and home video nghts to these
motion pictures. In 1995, WB released “Copycm,” stamng Sigourney Weaver and Holly Hunter, under this
wrrangement. Among the releases anucipated for 1996 15 “Bogus.” starming Whoopi Goldberg and directed by
Norman Jewison. It is anticipated that four or five pictures per year will be produced duning the approximately
five-year production term of the agreements

Duning 1995, David Geffen and TWE agreed to wind-up the operations of Geffen Pictures, a joint venture
of TWE and The David Geffen Company. The final two pictures produced by Geffen Pictures, “Michacl
Collins,” stamng Liam Neeson and Julia Roberts, and “Joe's Apanment,” will be released by WHB in 1996 WB
has selected certain of Geffen Pictures’ projects for continued development by WB with David Geffen as
producer.

Dunng 1995, WB released 26 motion picwures for theatncal exhibition. of which 12 were produced by
others Among these 26 motion pictures, the following have produced substantial gross receipts: “Batman
Forever.” "Outbreak.” “The Bridges of Madison County.” "Ace Ventura 11: When Nature Calls™ and “Under
Seige 11 Dark Terntory.” Significant revenues were also generated in 1995 by pictures onginally released 1n
19494, including “Disclosure” and “Interview with the Vampire.”

Dunng 1996, WB currently expects to release domestically 24 motion pictures, of which mne will be
produced by others. In addition to those previously mentioned. such motion pictures include: “Eraser,” stamng
Amold Schwarzenegger, “Mars Attacks,” directed by Tim Buron, “Space Jam,” stamng Michael Jordan, A
Time to Kill,” stamng Sandra Bullock and Samuel L. Jackson, “Tin Cup.” stamng Kevin Costner, “The
Ghimmer Man,” starnng Steven Seagal and Keenan [vory Wayans, “Sleepers.” directed by Barry Levinson and
starnng Brad Pitt. Robent DeNiro and Dusun Hoffman, “Rosewood,” directed by John Singleton, "My Fellow
Amencans.” stamming Jack Lemmon and James Gamer and “Twister,” a co-production with MCA.

Warner Bros. Feature Amimanon operates two anumation studios, one in Glendale, Califormia. and the other
in London, England, and plans to produce its first fully ammated feature nilm for release 1n November 1997.
Additionally, the division is providing animation services on “Space Jam,” a combination live actionfanimated
film scheduled for release in November 1996, The division has numerous prosects in development for producuon
and release in subsequent years.

Warner Digital Studios 15 a recently formed division that oversees the creation and control of Warner Bros.”
digial visual effects, which effects are an integral pant of the production of feature films

Television

WB, through its television production and distnbution divisions snd vanous contractual arrangements. 1s
the leading supplier of television programming in the world, These WB divisions and suppliers produce and
distnbute filmed entertainment for television (including comedy and drama senes, animation shows,
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made-for-television movies, mim-senies and fint-run syndication programming) for initial exhibiuon on
networks. local stations or cable systems. They include the wholly owned Wamer Bros. Television Producuons
(“Wamer Bros. Television™), Telepictures Producuons (“Telepictures”), Warner Bros Television Animauon.
Warner Bros. Domesuc Television Distnbution (“WBDTD"), Telepictures Distnbution, Wamer Bros
International Television Distribution (“WBITD™) and Wamer Bros International Channels divisions, the joint
ventures Time Telepictures Telewision and  Craincy Jones/David Salzman Entertunment Company, and
contractual arrangements with the Pnme Time Entertainment Network (“PTEN") and Win-Thomas-Harns
Productions (“Win-Thomas™ ),

WB Television series for the 1995-96 broadcast season include: the highly-rated “ER" and “Frien.s” (each
i s second season), “Murphy Brown™ (n ity eighth scason). “Family Maters” fin s seventh scason),
“Gsters” (in its sixth season), “Step by Step™ (in uts fifth scason). “Hangin’ with Mr. Cooper* (in its fourth
season), "Kung Fu: The Legend Conunues™ {10 i3 fourth scason). “Living Single™ and "Lois & Clark: The New
Adventures of Superman” (each in its third scason), “Hope & Gloria.” “The Parert ‘Hood™ and “The Wayans
Bros.” (cach i its second scason) and “The Drew Carey Show.” “John Grisham's The Client,” “Kirk.” "High
Society” and “Too Something™ (cach in its first season). Duning 1996, Warner Bros. Television will also present
numerous movies and mini-senes including. “Stephen King's The Shining” (2 6-hour mini-series) and “The
Thom Birds: The Missing Years,” from the Wolper Organization.

Telepictures specializes in reality and reality-based series and specials for the first-run syndication market
For the 1995.96 television season, Telepictures retumned the natonally syndicated “Jenny Jones™ for a fifth
season and. on June 10, 1996, will launch a talk/vanety sencs hosted by actress/comedian Rosie O'Donnell.
Through a joint venture, Time Telepictures Television produced the second season of the sia-day-a-week pop
culture news magazine “EXTRA"

Wamer Bros. Television Animation is responsible for the creation, development and production of
contemporary animation as well as for the cretive use and product’n of WB's classic ammation properties for
all television media worldwide. Wamer Bros. Television Ammaticn currently supplics animated programming to
the Fox Children's Network, ABC Television Network, Nickelodeon, as well as providing five sencs to The
WB's new children's programming service. Kids’ WB!, which debuted in September 1995. Commencing 10
September 1996, Wamer Bros. Television Animation will supply eight senes to Kids" WB!,

PTEN. a consortium of leading television stations, offers primetime first-run programs that are exclusively
supplied by WBDTD The 1995-96 season of FTEN includes the fourth season of “Kung Fu: The Legend
Conunues™ and the third season of "Babylon 3.7

WB and Win-Thomas have an exclusive, long-term feature film and television production and distnbution
agreement. The agreement provides for Witt-Thomas to exclusively create. develop and produce all forms of
television for all media. For the 1995-96 season, the tcam produced the third season of “The John Lammoquette
Show™ and three new comedies “Minor Adjustments.” “Loxcal Heroes” and "My Guys™ (the latter two for
mid-season debuts).

WBDTD is one of the industry’s leading domesuc distributors of television programmng. The division has
over 3,800 hours in active domestic syndicauon; a substantiak portion of this programming 1s produced by WHB's
ielevision divisions and ventures The pnmary focus of WBDTD is to launch and support major off-network
senes and high profile first-run syndication strips

Telepictures Distribution was created in June 1995 as a television syndication operation that distnbutes
onginal, general interest programs for the first-run syndication market, as well as the second licensing cycle of
selected off-network product from WBDTD's library.

WRITD is responsible for expanding WB's global presence in television, handling the full breadth of
distribunion services 1o the international television marketplace. establishing and managing strategic global
alhiances that include co-producing and distributing programs that qualify for European Commumity (EC)
content. WBITD is the world's largest distributor of television programming. It licenses more than 25,000 hours
of television programming and feature films. dubbed or subtitled in more than 40 languages. to telecasters 1n
more than 175 countries. The division handles the distnibution 1o the international 1elevision marketplace
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tincluding, broadcast, pay cable, basic cable. satclhte, pay-per-view, video-on-demand and digital platforms) of
all of the product produced by the WB television divisions and ventures and WB feature hlms, among others

Wamer Bros. Intemanonal Channels oversees the programming, development and operation of branded
satellite-delivered cable programming services in both mature and emerging broadcast markets throughout the
world. The first. WBTV-The Wamer Channel. debuted on September 30, 1995 in Latn Amenca and the
Canbbear Basin to more than 800,000 subscnibers, with Bran! added in carly 1996, The 24-hour-a-dav.
family -onented service is a joint venture of WB and HBO Ole Partners, and utiizes the cable distnbution
experiise and facilities of HBO Ole. In alliance with Home Box Office and other major motion picture studios,
WH parucipates as a panner in five other 24-hour pay television services: HBO Asia. HBO Braul. HBO Ole,
Sony Enenainment Television and the music channel, YA TV

WB"s backlog, represenung the amount of future revenue not vet recorded from cash contracts for the
licensing of theatnical and television product for pay cable, network, basic cable and syndicated television
exhibiton. amounted 10 $1.056 billion at December 31, 1995 compared o 3852 million at December 31, 1994
iincluding amounts relating to Programming-HBO of $175 mllion at each due) The backlog excludes
adverusing barter contracts.

The WEB Television Network

The WB Television Network completed us first full year of broadcast operauons in January 1996
Combining the WB's current broadcast affiliate line-up of 95 stauons with the reach of Tnbune Broadcasting
Company’s (“TBC") WGN Superstation, The WB’s national coverage 15 more than 80% of all United States
television households. In addition to a Wednesday night pnmetime line-up that includes four hall-hour
comedies “Sister, Sister.” “The Parent "Hood.” “The Wayans Bros ™ and “Unhappily Ever After.” The WH
launched a three hour Sunday night slate of prime time programming in September 1995 that currenty includes
four half-hour comedies: “Steven Spiclberg Presents Pinky & the Brain,” “Simon,” “Sister, Sister,” “Kirk”™ and
a one hour drama entitled “Savannah.” A thi-d night of pnme tim= programming is scheduled (o be added in
September 1996, and it is currently planned that an additional night of programming will be added each year
thercafter The WB prime time program philosophy 15 to deliver family-onented programmung that appeals to
the greatest number of houschold viewers.

Kads” WB! children's programmung premicred in September 1995 with sia half bours on Saturday morming
and two half-hour weekday strips. The Saturday morning program block includes "Freakazoid,” a new anumated
senies from Steven Spiclberg, and new episodes of “Steven Spiclberg Presents Animaniacs” and “Steven
Spielberg Presents Pinky & the Bramn.” In addinon, the mormung block includes new episodes of “Sylvester &
Tweety Mystenes™ and “Earthworm Jim.™ On weckdays, Kids' WB' continues 1o offer Warner Bros classic
ammation as well as previously produced episodes of “Ammaniacs ™ In September 1996, an adaonal hour of
ammated programming will be added to the weekend line-up Included in this new hour of programmng is a
new wersion of “Superman.” currently in production with Wamer Bros Television Animation

In August 1995, TBC exercised an option 1o obtain an ownership interest in The WH. TBC now owns
11.125% of The WB and has options that are excreisable over the next several years and that could increase
TBC's ownership to 22.25% of the network. Key employees of The WB hold an 115 interest in the network

Home Video

Through 1s Wamer Home Video division (“WHY"), WB disinbutes for home video use pre-recorded
videocassettes and laser optical videodiscs containing the filmed enterrainment product of WB. In addiuon,
WHY distnbutes (or services the distnbution of) the entertainment product of other companies from which it has
acquired home video distnibution or servicing nghts. Such companies include Metro Goldwyn Mayer/United
Arusts, TBS, Regency Pictures and Morgan Creck Productions (i the United States and in select= international
marketsi In 1996, WHY began distnbuting the entertunment product of WarnerVision, 3 WMG company that
specializes in children’s and fitness videos

During 1995. WHV released seven uitles into the North Amencan rental market whose sales exceeded
300,000 units each: "Disclosure,” “Interview with the Vampire,” “Outbreak.” “The Specualist.” “Spectes.” “Just
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Cause” and "Natural Bomn Killers.” Internauonally. the following titles generaied substantial home video
revenue in 1995 “Interview with the Vampire.” “Mavenck.” “Disclosure.” “The Specialist,” “The Chient” and
“Oubreak ™ Addiionally, the Wamer Brov  Famly Entertainment label was enhanced through the
affordably-pnced Noth Amenican video releases of “Free Willy 2 The Adventure Home," “Richie Rich
“Little Giants.” “A Little Princess.” “Bom to be Wild" and “A Troll in Central Park.” which generated
combined videocassette sales in excess of 17 mallion units. Also, WHV released "Batman Forever.” and, under
the MGM/UA family entertainment label. “Pebble and the Penguin™ at affordable pnices, generating combined
sales of over 10 million umits. Based on this expenience, WHV will conunue the video release of cenam
“islockbuster” theatrical releases and family entertainment programming on a direct 1o sell-through basis

WHV sells its product in the United States and in major international termtones through its own saics force,
with warehousing and fulfillment handled by divisions of WMG and third panties In some intermational markets.
WHV's product is distributed through licensees. All product is manufactured under contract with independent
duplicators and replicators.

In December 1995, a consortium of nine major consumer electronics manufacturers, including Sony Corp
and Philips Electronics NV, who had previously announced that they were developing a similar product based on
a separate competing format, announced agreement on a unified standad (or a high densuty digatal opucal
technology that is capable of stonng large volumes of digitized informati n—enough storage capacity tor two
full-length featire films on a double-sided 0 bmm bonded disc. The unified standard has been named the ~“dignal
versatile disc” or “DVD". Certain members of the consoruum. including Toshiba, have announced then
\ntention 1o introduce in late summer of 1996 a new generation of digital video disc players uulizing DVD for
home viewing by consumers of motion pictures. The DVD technology offers picture quality significantly
superior to existing technology, as well as premium features such as muluple language soundtracks. [f the new
DVD delivery medium is adopted by consumers. and there can be no assurance at this ume that it will be, WHV
anticipates being able to benefit by releasing first-run feature motion pictures in the new format, as well as
re-releasing the extensive WHV catalogue of featre motion pictures.

Consumer Products

Warner Bros. Consumer Prouucts, another divisic - of WB, through s licensing division WBCFP
Licensing”), acts as an agent for owners of copynghts and trademarks in the consumer products marketplace
WBCP Licensing licenses nghts to names, photographs. likenesses, logos and similar represcnlations of
endorsements with respect 1o the theatrical motion pictures and television sencs produced or distnbuted by WH.
including those featuring the canoon characters owned by DC Comics. WBCP Licensing vperates in both
domestic and international markets, and meets with active competition in all phases of its actvities In 1995
WBCP Licensing contnued its major licensing programs for “Looncy Tunes,” Steven Spiclberg s “Tiny Toon
Adventures,” "Animaniacs” and the amimated television senes “Adventures of Batman and Rotin ™ In addinon.
WBCP Licensing conducted a major licensing program for the new theatncal motion picture “Batman Forever ™
and began a licensing program for the 1996 theatncal license of the motion picture “Space Jam.~

Warner Bros. Interactive Entertainment

Warner Bros. Interactive Entertainment ("WBIE") is a new division that licenses, develops and produces
interactive entertainment and educational programming based on WB-owned or controlled properuies. Dunng
1995. WBIE entered into a number of licensing agreements for interactive entertainment products (c.g., video
games. pinball games and handheld games). and initiated a majof interactive game licensing program for “Space
Jam " WBIE has also formed an alliance with Acclaim Cntertainment, Inc. to jointly publish interactve
entertainment software based on three WEB featre films. including “Space Jam.”

Warner Bros. Studio Stores

In 1995, the retail division of Warner Bios. Consumer Products (*WHBCP Retail™) continued 11s expansion
with the opening of 22 additional outlets in the United States By the end of 1995, WBCP Retal had opened a
total of 133 Wamner Bros. Studio Stores, 122 of which are located in sclect shopping locations throughout the
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Unsted States. 10 of which are located in the United Kingdom and onc of which 1s located in Germany. In 1996,
WBCP Retail plans to open 10-15 additional stores in the United States Two franchised Wamner Bros. Studio
Stores were opened 0 each of Hong Kong and Singapore dunng 1995 Dunng 1996, WBCP Retail curreatly
plans 1o open two franchised stores in Hong Kong. three franchised stores in Japan and two franchised stores in
Austaliz Additonal agreements to franchise Wamer Bros. Stdio Stores throughout countries in the Asia
Pacific and European regions are scheduled to be completed dunng 1996

Warner Hros. (nline

Warner Bros Online ("WBOL"). a new division created in 1993, produces informational, promotional and
enternment programming for online services and sites accessible through the World Wide Web on the
Internet. In January 1996, WBOL began providing a new multiplex entertainment center on the World Wide
Web, which includes a wide vanety of onginal, made-for-online entertainment activities for children and adults
The site offers entertainment and information based on popular Wamer Bros. movies and television shows,
WMG recording arsts and Warner Bros, canoon and DC Comics characters WBOL., in consultation with
WBCP Retail. has created and launched the Wamer Bros. Studio Store site on the World Wide Web. Internet
shoppers visiting this site can select and purchase Warner Bros. and DC Comics products by plicing orders
while online. WBOL. 1s continuing its affiliation with Amenica Online to provide a wide range of pr ogramming.
including onginal online comtent specifically designed for Amenica Online

Fheaters

Through its Warner Bros. Intemational Theatres division, WB operates 45 muluplex cinema complexes
with 363 screens in seven foreign countries. WB operates 11 theaters in the United Kingdom. two in Germany
and. through joint ventures, 18 theaters in Australia, two i1 Denmatk, three in Portugal. one in Span and =sven
in Japan. Directly and through joint ventures, WB plans to open |8 new multiplex cinemas in 1996: five in the
United Kingdom. five in Australia. two in laly, two in Germany, three in Japan and one in Spain

Warner Hros. Theme Parks

WH. through yoint ventures with cenan Australian entities (including one + ich is 34.25% owned by WB).
owns and operates Sea World of Austrahia and a 400-acre movie studio and movie-related theme park named
“Warner Bros Movie World™ as well as a water park complex, all near Brisbane, Australia_ In addition. WB and
2 German pariner are completing construction of a new regional theme park and studio complex in the
Rhine/Ruhr area of Germany, which is scheduled 1o open in the summer of 1996 The park and studio complex
1 modeled after Warner Bros. Movie World in Australia. WB has also recently announced a joint venture with
MAI plc (“MAI”) a United Kingdom media company, to study the feasibility of the development and
construction of a theme park and studio complex near London

Six Flags Theme Parks

In June 1995, TWE sold $1% of its ownership interest in Six Flags Entenainnent Corporation ("SFEC™) to
1 group of investors led by Boston Ventures Management. Inc.. a pnvate investment management firm. Pnor to
the sale. TWE's ownership interest in SFEC was 100% . SFEC indirectly owns all of the outstanding stock of Six
Flags Theme Parks Inc. (“Six Flags™)

Six Flags operates 11 theme parks in seven locations, making it the second largest operator of theme parks
i the United States and the leading operator of national system regional theme parks. Six Flags's theme parks
include seven major ride-based theme parks, as well as three separately-gated water parks and one wildlife safan
park Each of the theme parks is located in or ncar a major metropolitan arca. All of the theme parks operaied
by Six Flags are owned by Six Flags. except Six Flags Over Texas and Six Flags Over Georgia (the “Co-Venture
Parks"1 The Co-Venture Parks are owned by limited partnerships. the himited panncrs of which are unaffiliated
limited partnerships and the general partners of which are wholly owned subsidianes of Six Flags (the
“Managing Subsidianes”). The Managing Subsidianes have sole responsibility for the operation and
management of the Co-Venture Parks pursuant to partnership agreements The partnership agreements provide
that Six Flags will operate the Co-Venture Parks through 1997
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In March 1996, Six Flags completed arrangements to manage the Fiesta Texs . theme park located in San
Antonio. Texas, commencing in the 1996 scason. The park is owned by an affilise of United Service
Automobile Association (“USAA™) and leased 1o a pannership owned by Six Flags and USAA. In connection
with these arrangements, Six Flags also acquired an option to purchase the park and USAA's interest in the

partnership.

Regulation and Legislation

On February 8. 1996, President Clinton signed into law a comprehensive reform of the nanon s
communications laws, entitled the Telecommunications Competition and Deregulaton Act of 1996 (the 1796
Telecommunications Act”), which substantially revises the Communications Act of 1934, as amended by the
Cable Television Consumer Protection and Compeltition Act of 1992 (the "1992 Cudle Act”). The new law
contains certain provisions relating to violent and sexually explicit programming. First, the statute requires
manufacturers to build television sets with the capability of biocking cerain coded programming (the so-called
“V-chip™). The effective date for any FCC rule regarding the msnufacture of such sets may not occur belore
March 8. 1998 and may occur at a later date if, after consultativn with the manufactunng industry. the FCC
determines that more time is needed. Second, the 1996 Tel:communications Act gives the cable and
broadcasting industries one year o develop voluntary ratings for video programming contmning violence, sex
and indecent content and to agree voluntanly to lransmt signals conwining such ranngs. Principal
representatives from both industnes have announced that they will meet this umetable. However, if the industnies
fail to reach a consensus, the state gives the FCC the suthority to establish an advisory committee to
recommend a ratings system and to prescribe rules requinng transmission of a rating il a distnbutor has decided
i0 rale a program.

The 1996 Telecommunications Act eliminates the numencal restnctions on the number of television
stations that one entity may own and increases from 25% 1o 35% the percentage of the natonal audience that
one entity is allowed to reach. In addition, the FCC is directed 1o revise its dual network rule which profubits a
TV station from affiliating v .th an entity maintaip’1g two or more networks of television broadcast stations. The
FCC must now permit such affiliauons unless cenain limited circumstances pertain. The FCC must also amend
its rules to permit common ownership or control of a broadcast network and cable systems

During 1993, the FCC revised ns ruies to allow the three major television petworks to acquire financial
interests and syndication rights in programs produced for a network by outside producers such as WB and w0
engage in the syndication of such progiams abroad. The FCC continued to prohibit the networks from actively
syndicating any programs domestically—both “off-network” (produced initially for network distnbution) and
“first-run” (produced directly for syndication). By the terms of the FCC's 1993 decision, however. those
remaining restnctions expired in 1995,

An FCC regulation also limits to three the number of hours of network (including off-network) programs
that television stations that are affiliated with the networks and located in the top 50 markets may broadcast
during the four-hour pnme time period. In such markets, the fourth hour of pnme lime programming currently
consists largely of first-run syndication programming. In July 1995, the FCC issued a decision 1o eliminate the
rule after a one-year transition period, which ends on August 30, 1996. Dunng this transiion penod, network
affiliates are permitied to purchase off-network programming for the fall 1996 television season

WB cannot at this time predict the effect on its lelevision businesses of the passage of the 1996
Telecommunications Act and the changes, or proposed changes, to the FCC rules discussed above

Competition

The production and distribution of theatncal motion pictures, television and ammation product and
videocassettes/videodiscs are highly competitive businesses, as each competes with the other. as well as wih
other forms of entertainment and leisure Lime activities (including video gamcs and online services such as the
Internet). Furthermore, there is increased competition in the television industry evidenced by the increasing
number and variety of basic cable and pay television services now available. There is acuve compelition among
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all production companes in these industries for the services of producers, directors, actors and othen and for the
scquisition of literary propernes. With respect 1o the distnbution of television product, there s significant
competiion from independent producers and disbutors as well as major studios Revenues for filmed
entertunment product depend in pant upon general economic conditions, but the competitive positon of a
producer or distnbutor 1s sull greatly affected by the quality of. and public response to, the entertainment
product 1t makes available 10 the marketplace. The television network indusury i1s extremely compeutive as
networks seck to attract audience share and television stauons for affiliation. and obtain adverusing revenue and
distnbution nghts to television programming. There is strong compettion throughout the homs video industry.
both from home video subsidianies of several major motion picture studios and from independent companics.
WB competes 1n its character merchandising and other licensing and retail activities with other licensors and
retalers of character. brand and celebnity names WB's operation of theaters is subject to varying drqrees of
compenuon with respect 10 obtaning new theater sites and atracting patrons. including competition from a
number of motion picture distribution methods, such as pay television and home video systems. Competition
within the theme park industry exists on a regional rather than a national basis Principal factors relating 10
competiion within the theme park indusiry generally include the uniqueness and serceived quality of the ndes
and attractions in a parucular park. ease of access 1o the park from major metropolitan arcas. the atmosphere and
cleanliness of a park. and the quality of its food and entenainment.

Programming—HBO Division
General

The Company’s interest in the programming business 15 principally conducted through TWE's Home Box
Office division (“Home Box Office™). The principal businesses of Home Box Office arc the programming and
marketing of two pay television programming services, HBO and Cinemax. HBO's programming includes
commercial-free, uncut feature motion piciures. sporting events, <pecial enterainment cvents (such as concens,
comedy shows and documentaries) and motion pictures produced by or for HBO. Cinemax offers a broad range
of motion pictures. including classic, family. action-adventure, foreign and recently released feature films, as
well as documentaries.

Al December 31, 1995, there were approximately 20.8 million subscriptions to HBO, comipared to 19.2
million subscnptions at year-end 1994, approximately 8.9 million subscriptions to Cinemax, compared 10 18
million subscriptions at year-end 1994. The overall gain of 2.7 million subscnptions for the two services
represents the largest annual increase in Home Box Office subscniptions since 1983,

Affiliates

Home Box Office’s pay television services are pnncipally distributed through cable television systems with
which Home Box Office has a contractual relationship. The HBO and Cinemax services are transmicsd via
C-Band communications satellites to these cable television systems, as well as to multi-point microwave systems
with which HBO also has a contractual relationship (both “affiliates”™). These affilisics are generally charged a
monthly fee on a per subscription basis for each of the services camed. Subscribers to HBO and Cinemax arc
then billed monthly by their local affiliate for each service purchased and are free 10 cancel a service at any
time. Individual dish owners wishing to subscribe to HBO or Cinemax as delivered by one of the C-Band
satellites must purchase a consumer decoder and amange for its activation. Subscnipuons for such drrect
broadcast satellite ("DBS™) viewing are available through cable television system operators, HBO Darect inc_ a
subsidiary of TWE, satellite equipment dealers or unaffilisted program packagers. Home Hox Office. through ity
affiliation agreements with United States Satellite Broadcasting. Inc. ("USSB™) and Pnmestar Partners LI (in
which TWE holds a 31% interest). also makes the HBO and Cinemax services available by means of high-
powered and mid-powered Ku-Band frequency satellites, respectively, to DBS viewers who obtain subscriptions
from such distnbutors. In 1995, Home Box Office entered into an affiliaion agreement with Echostar Satellite
Corp.. another provider of high-powered Ku-Band DBS distnbution for HBO and Cinemax.
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Home Box Office formally inroduced in 1993 a new “muluchanncl” format for the delivery of HEMO il
Cinemax over multiple channels providing diffening schedules of HBU and Cinemax programming As of vea
end 1995, the new multi-channel format was received by approsamately 87 million HBO sbscnibers ung 14
million Cinemax subscnbers. including all DBS subscnbers

As & result of acquisiions and mergers in the cable television industry 1n recent yean. the percentage ol
Home Box Office’s revenue from affiliates that are large multiple system cable operators has increased and
Home Box Office anticipates that the consolidauon among cable television operators will conunue A of
December 31, 1995, the largest single multiple system cable operator with which Home Box Office does
business 1s TCL. Home Box Office’s affiliation with TCl accounted for approumately 20% of HBO and
Cinemax combined subscripuons. As of December 31, 1995. Time Waner Cable (see “Cable Drvision
Television™) accounted for an additional 14%. Home Box Office attempts to assure i &lf of continuity m it
relationships with affiliates and has entered into multi-year contracts with certun of such operatons. including
TC1. Home Box Office’s agreements with its cable affiliates are typica'ly for terms of five yean Afhiliatior
agreements with some larger multiple system operaors. including TCI. are for terms in excess of five rean
Although Home Box Office believes the prospects of continued carmige and marketing of its pay programming
services by the large cable operators are good. the loss of one or more of them as dismbutens of effective
marketers of Home Box Office’s pay cable television services could have a matenal advense effect on Home Bos
Office’s business.

Frogramming

A majoaty of HBO's programmung and a large portion of that on Cinemax consists of recently released
uncut and uncensored feature mouon pictures. Home Box Office’s practice has been o negotate licensing
agreements of varying duration for such programming with major motion picture studios and independent
producers and distnbutors. These agreements typically grant pay television exhibiion rights to recently released
and certain older films owned by the particular studio. producer or distnbutor in exchange for a negotiated fee
which 15 a function of, among other things, HBO and Cinemax subscnipuon levels and the films' box office
performances. Home Box Office competes with other pay cable. basic cable and broadcast networks. among
others, for the acquisiion of prog ammung product.

Home Box Office attempts to ensure access to future movies in a number of ways In addinon to 1ts
exhibition of movies distnbuted by WB and its regular licensing agreements with pumerous distnbutors. 1t has
cntered into agreements with Sony Pactures Entertainment. Inc. ("Sony Pictures™), Paramount Pictures
Corporation (“Paramount™ ) and Twenueth Century Fox Film Corporation (“Fox™) pursuant to which Home Box
Office has acquired exclusive and non-exclusive nghts to exhibit on its pay television services all or a substantial
poruon of the films produced, acquired and/or released by these entiies dunng the term of cach agreement
Home Box Office has also entered into non-exclusive license agreements with Fox. Paramount. Sony Pictures
and MGM/UA for older. library films.

In 1995, Home Box Office entered into an agreement with DreamWorks SKG pursuant to which Home
Box Office acquired exclusive nghts 1o exhibit on its pay television services films from this new cnteramment
company, as well as an agreement with Orion Pictures Corporation for exclusive nghts to cerain of 1ts library
films

HBO also exhibits made-for-pay television motion pictures that are produced by or for Home Box Office or
one of its divisions or by outside production companies from which Home Box Office licenses certain exclusive
pay television and other nghts (frequently including domestic home video) for a negouiated fec. Besides mouon
pictures, a significant portion of HBO's programming consists of dramatic and comedy specials, television
wenes. family shows, documentarics and other programs that are produced specifically for HBO. Home Box
Office cither negotiates a liccase to these programs with an outside production company or produces the
programs uself. or through a production services entity, in which case all nghts are generally retaned and
exploited by Home Box Office. Home Box Office also acquires exclusive pay television fights to show cerain
live and delaved-broadcast sporting events. such as boxing matches and Wimbledon, and may also acquire
additional rights to these programs. Cinemax’s programming composition has recently been expanded to include
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documentanies as well as motion pictures. In 1995, the excellence of HBO's onginal programmung was
recognized by, among other honors. 19 Emmy Awards, 27 CableACE Awards, 4 Golden Globe Awards and a
Peabody Award.

Other Interests

Home Box Office acquires home videocassette distribution nghts for the United States and Canada for a
number of theatrical and made-for-pay television motion pictures, concerts and comedy shows that it has
produced or licensed for pay television HBO Video, a division of Home Box Office. exploits these nghts
Certain aspects of the distnibution of videocassettes by HBO Video are camed out punuant 1o a senvice
arrangement with WHV. In late 1995, Savoy Pictures Entertainment, Inc.. a major supplier of theatncal motion
pictures for home videocassette distnbution by HBO Video. announced that n was withdrawing from the
production and distnbution of theatncal motion pictures.

Time Warner Sports (“TWS”), a division of Home Boa Office, operates TVKO. an enuty that distnbutes
pay-per-view pnze fights and other pay-per-view progammung. [n October 1995, TWS closed down the
operations of its sports licensing division pursuant to the sale of that division's assets to DelWilber Associates,
Inc,

In 1995, HBO Independent Producuons (“HBOIP™), a division of Home Box Office. produced three senes
for broadcast by the Fox network, “Marun,” “The Last Fronuer” and “House of Buggin.” and entered into 4
“first look"™ producuon agreement for series with CBS. A division of Home Box Office owns a 50% interest in,
and is the managing general panner of. a limited parwership that indirectly acquired the assets of Citadel
Ententainment, Inc. and its affiliates. The remaining interest is held by MAL The limited partnership produces
motion pictures and other programs for broadcast, basic cable and pay television networks. including HHO

Home Box Office and MAI are also co-owners of both a UK. producuon company that develops and
produces television programming principally designeu for the U.K. market and a joint venture, ITEL. for the
foreign distribution of programming produced by Home Box Office and MAL

HBO Enterprises, a division of Home Box Office, distnbutes cenain feature length theatncal films and
made-for-pay television programming to other cable television or pay-per-view services. In addion, HBO
Enterprises distributes Home Box Office onginal programming in domesuc syndication and foreign television
and home videocassettes when it controls such nghis. WBITD distnbutes in foreign markets certun television
programming of HBO,

HBO Ole, a partnership compnsed of TWE, acting through 11 Home Box Office and WB divisions., a Sony
Pictures subsidiary and a Venezuelan company, operates two Spanish-language pay Ieievision motion picture
services, HBO Ole and Cinemax, which are currently distributed in Central and South Amenca, Mexico and the
Caribbean. HBO Ole, in parnership with a Brazilian company. also distributes a Portuguese-language pay
ielevision movie service in Brazil

Home Box Office, through a subsidiary of TWE, also operates HBO Asia, together with its panner, a
subsidiary of Paramount. HBO Asia, an English-langusge movie-based pay television service is currently
distributed 1o countries in Southeast Asia. including Singapore. Thailand. the Philippines, Taiwan. Indoncsia.
Malaysia, Hong Kong, Macau, China. Bangladesh, Brunei and Papua New Guinea

In addition to its Latin Amencan and Asian ventures, Home Box Office, 1ogether wath a paniner. operates a
Czech-language pay television motion picture service in the Czech Republic. Home Box Office also either
operates or has licensing arrangements with pay television services in Hungary and New Zealand See "“Cable
Division—Television— Other Interests.”

TWE holds an 8% interest in Crystal Dynamucs, Inc., a developer and distributor of video games

TWE holds a 50% interest in Comedy Central, an advertiser-supported basic cable television service, which
features comedy programming. Comedy Central launched in April 1991 and was available in approvimately 17
million homes at year-end 1995. HBO Downtown Productions, a division of Home Box Office. produces
comedy programming for exhubition on Comedy Central
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TWE holds a $8% interest in E! Entertainment Television. a Los Angeles-based advertiser-supported basic
cable channel speciahizing 1n promoting the entenunment industry and ssrving approximatzly 37 mullion
subscnibers as of year-end 1995

Competition

Home Box Office’s businesses face strong competition. HBO and Cinemax compete both for programmung
product and for the attention of television viewers with commercial television networks and independent
commercial television stations, pay-per-view services and home video. as well as other basic and pay cable
television services, some of which have exclusive contracts with motion picture studios and indepe dent motion
picture distributors.

In 1993, an enuty affiliated with TCIL, the multiple sysiem cable operator accounting for 20% of HBO and
Cinemax combined subscribers, launched STARY', a pay cable television service having exclusive contracts
with several moton picture studios. In February 1994, Viacom Inc.. the paent company of the pay cable
iclevision movie services Showtime and The Movie Channel, acquired a conuolling interest in the parent
company of Paramount. with which Home Box Office currently has an exclusive license agreement covenng
Paramount theatrical releases through December 31, 1997.

Home Box Office’s production divisions compete wath other producers of programs for broadcast networks.
independent commercial television stations, and basic cable and pay television networks. Home Box Office also
competes with other companies engaged in the distnbution or exhibition of motion pictures and with other
communications media and entertainment and information sources. See “Regulation and Legislation ™

Regulation and Legislation

The 1992 Cable Act. among other things, imposes certain requirements concerning the wholesale rates that
Home Box Office may charge its affiliates and the means hv which Home Box Office may make ns
programming services available for subscnption through dismbuton technologies other than cable 1elevision. In
Apnl 1993, the FCC released regulations designed to implement these provisions of the 1992 Cable Act,
generally prohibiting vertically integrated programmers in which cable companies hold a 5% or greater
attnbutable interest, which include the program services owned by Home Box Office. from offenng different
prce. terms. or conditions 1o compeung multichannel video programming distributors (which includes. but 1s
not limited to, cable, multichannel mulupoint distibution services ("MMDS™ or “wircless cable”), and DBS
satellite distributors) in the geographic areas in which they compete, unless the differential is justified by cenain
permissible factors set forth in the regulatons. These permissible justifications include the different costs of
delivenng the programming to the distributor. creditworthiness, financial stability, character, techmical factors,
differences related to volume, penetration. channel positioning. promotional adverusing. prepayment discounts,
retail pncing. and contract duration. The rules also place certain restnictions on the ability of vertically integrated
programmers such as Home Box Office to enter into exclusive distribution armangements with cable operators
{although exclusive arrangements with non-cable distributors are permissible). Although subscriptions o HBO
and Cinemax services are currently provided by means of a number of different technologies including cable,
WMMDS and DBS. the 1992 Cable Act and the FCC's implemenung regulations could have a matenal adverse
cffect on Home Box Office’s business. In December 1994, the FCC substanually affirmed these rules on
reconsideration, and determined that it has authonty to award monetary damages for violations, bt that no such
remedy 1s necessary at this time. See “Cable Division —Television—Regulation and Legislaton.”

The 1996 Telecommunications Act contains provisions concerming manufacturer insertion of a “¥-chup”
into television sets and industry implementation of a ratings system for violent, sexually explicit and indecent
programming. (See “Filmed Entertainment Division—Regulation and Legislation.”) Home Box Office cannot
predict at this uime the effect of this legislation on its business.

In November 1994, the FCC. in its Telephone Company-Cable Television Cross-Crwnership proceeding,
permutted telephone companies to own programmers such as Home Box Office. Thus. telephone companmes are
free to produce, package and distnibute video programming to unaffiliated cable operators or other multichannel
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video programming distnbutors. Such telephone company programming services might compete with Home
Box Office. Centain telephone compamies have already formed such ventures with individuals or entines with
expenence in program production In addition. the 1996 Telecommunications Act permuts telephone companes
to provide video programming services (whether programmed by such telephone companies or by third parties
such as Home Box Office) directly to customers both within and outside their telephone service areas Such
distnbution may be on a common carmer basis. which would be regulated under Title 1 of the Communications
Act. as a cable television service, which would be regulated under Title V1. or under a new hybnd service called
an "Open Video System.” for wiich the FCC must develop o regulatory regime by August 8, 1996

In November 1994, the FCC also released a decision in its Sixth Reconsideration, Fifth Report and Order
and Seventh Notice of Proposed Rulemoking concluding that it had junsdiction 1o reg .ate the rates of
discounted packages of pay services that were also offered on a per channel basis. The FCC. however, ruled that
the rates for such a collective offening of pay services caned on cable systems as of Apnl 1. 1993 would be
presumed reasonable and would not be regulated by the FCC. The FCC. at the same ume. resterated its
longstanding position that the 1992 Cable Act prohibited rate regulation of pay services, such as HBO and other
cable programming, when they were offered on a per channel basis. Hone Box Office has asked the FCC w0
reconsider that portion of its decision that would subject pay services. such as HBO, 1o rote regulation when
made part of a discounted package

TELECOMMUNICATIONS

The Company's Telecommunications business consists principally of interests in cable television systems
that are substantially managed by Time Warner Cable, a division of TWE, and wircline telephony operations
that are conducted through Time Warner Communications. a parinership wholly owned and controlicd by T™WE

Cable Division—Television

General

The cable television operations of the Company. including the operations of the TWE-A/N Pannershup as
well as the cable television systems acquired by the Company in 1995 and carly 1996, arc substantially
conducted and managed by Time Warner Cable, a division of TWE

In January 1996, following the Company's acquisition of CV1 and related companies, the number of cable
subscribers managed by Time Wamer Cable increased to approximately 11,7 mullion. geographically
concentrated in 35 groupings of more than 100,000 subscnibers cach. More than 55% of Time Warner Cable’s
subscribers are located in five states: Flonda, New York, North Carolina, Ohio and Texas. Tume Wamner Cable is
the sccond-largest multiple system cable operator in the United States. Of the approuumately 11.7 rmllion
subscribers, approximately 9.5 million are in systems owned by or through TWE, including approximately 4.5
million in the TWE-A/N Partnership, and approximately 2.2 million in systems owned by subsidianes of the
Company. Time Wamer Cable manages or provides certaun services 1o substanuially all such systems and
receives a fee from the Company for management of. or services provided to, such systems owned by
subsidianes of the Company

Through a network of coaxial and fiber-optic cables, the Company’s cable television sysiem subscribers
generally receive 36 or more channels of video programming. including local broadcast tclevision signals,
locally produced or onginated video programming, distant broadcast television signals {such as WTBS, WWOR
or WGN), adventiser-supporied video programming (such as ESPN and CNN) and premium programming
services (such as HBO. Cinemax, Showtime and The Movie Channel). In most systems, Time Wamner Cable also
offers movies and other events on a pay-per-view basis, as well as audio and other entertainment Services.

In December 1995. Time Warner Cable's Full Service Network™ in its suburban Orlando, Flonda cable
system was connected to 4,000 customers. The Full Service Network. which began servicing customers in late
1994, utilizes fiber optcs, digital compression, digital switching and storage devices. and 1 currently providing
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videc-on-demand including movies, interactive games and interactive shopping Addinonal services continue to
he developed and added.

Pursuant to the Admission Agreement with U S WEST. TWE has agreed to use its best efforts to complete
upgrades to a substantial porion of its cable systems by the end of 1998 Such upgrades include the broad
deployment of fiber, electromics and switching equipment It is anticipated that substanual capital expenditures
will be required to complete these upgrades

Time Warner Cable has grown recently pnmanly as a result of the 1995 Cable Transactions, INCrEases in
the number of subscribers to its pre-exisung cable television systems and the development of geographically-
clustered systems through the exchange or purchase of existing cable television systems. Future zrowth in
subscribers 1s expected to come from the exchange of cenan of its unclustered cable television systems for
geographically strategic systems, increased penetration of existing homes passed (tuough rebuilds and the
introduction of new services), population growth, and extensions of exisung syttews. Dunng 1995 and carly
1996, the Company acquired systems in Alabama. California, Flonda. Georjia, Hawau, Ilhinois. Indiana,
Kentucky, Lowsiana, Maryland, Michigan. Minnesota, Nebraska, New York, Nonth Carolina, Ohio, Oregor,
Pennsylvania, South Carolina, Texas, Wisconsin and Wyoming. These acquisitions were funded principally
through the 1ssuance of equity secunties of the Company. the proceeds from Time Warner Cable’s disposition of
systems in Arkansas, Colorado, Louisiana and Mississippi and by the exchange of cable television sysiem
assets These transactions resulted in a net increase of approximately 3.7 mallion basic subscnbers under the
management of Time Warner Cable. For information about the Company's most recent acquisitions of cable
television systems in 1995 and early 1996, see pages I-1 through 1-3.

Most of the Company s cable television revenue 1s denved from moathly fees paid by subscnbers for cable
video programmung services. Additional revenue is generaied by selling ume on cable television systems Lor
commercial advertisements 10 local, regional and. in some cases. national advertisers. Advertising time 15 sold as
inserts into certain non-broadcast cable programmung and local ongination programming shown on the
Company’s cable television systems. In adaition. pay-per-vicw cervice is offered in certain cable television
systems. which allows subscribers to choose Lo view specific movies and events, such as concens and sporting
events, and o pay on a per-event basis. Certun cable television systems also sell DBS video services such as
Prnmestar, for a monthly fee.

Programming

Time Warner Cable provides cenain video programming (o s subscnibers pursuant (o mulu-year contracts
with program suppliers who are pad a monthly fee per subscriber. Many of these contracts contan prce
escalation provisions: however, in most cases the cable operator has a nght to cancel the contract if the supplier
raises its pnce beyond agreed limits. The loss of any onc supplier wou'd not have a matenal adverse effect on
Time Wamer Cable’s operations

Service and Programming Charges

Subscribers to the Company’s cable systems generally are charged monthly fees based on the level of
service selected. The monthly prices for vanous levels of cable television services texcluding services offered on
a per-channel or per-program basis) range generally from $5 to $25 for residential customers Other services
offered include equipment rentals, usually for an addiional monthly fee. Sysiems offening pay-per-view movics
generally charge between 34 and $6 per movie, and systems offening pay-per-view events generally charge
between $6 and $50, depending on the event. A one-time installation fec 15 generally charged for connectng
subscribers to the cable television system

Subscribers may purchase premuum programming services, and in cerain systems, other per-channel
wervices, for an additional monthly fee for each such service, with discounts generally available for the purchase
of more than one service.

Commerctal subscribers are charged rates for cable programming services that vary depending on the
nature of the contract.
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Regulantion and Legislation

The cable television industry 1s regulated by the FCC, some states and substanually all local governments
In addition, various legislative and regulatory proposals under consideration from time to tme by the Congress
and various federal agencies may in the future matenally affect the cable television industry. The following
discussion summanzes cenain federal. state and local laws and regulations affecting cable television

Federal Laws. The Cable Communications Policy Act of 1984 (1984 Cable Act™), the 1992 Cable Act
and the 1996 Telecommunications Act are the principal federal statutes governing the cable industry. These
statutes regulate the cable industry, among other things, with respect to: (1) cable system rates for soth basic and
certain nonbasic services; (i) programming access and exclusivity arrangements; (1) access to cable channels
by unaffiiated programming services. (iv) leased access lerms and conditions, (v) honzontal and vertical
ownership of cable systems, (vi) consumer protection and customer service requirements. (v} franchise
renewals; (vin) television broadcast signal camage and retransmission concent. (ix) techmeal standards; (x)
prvacy of customer information; (xi) equal employment opportumity; (xil) consumer electronics equipment
compatibility; (xiii) obscene or indecent programming. and (xiv) requiring subscnbers to subscnbe to ters of
service other than basic service as a condition of purchasing premium services. The provisions of the 1992
Cable Act continue to have an adverse effect on the operations of Time Warner Cable. The recently enacted
1996 Telecommunications Act, however, 15 expecied to have a favorable impact on Time Warmner Cable’s
business. e.g.. through establishment of cntena and a umetable for the ulumate elinuination of regulation of
certain cable rates. The 1996 Telecommumications Act also opens up the cable television and telephone markets
to additional competition

Federal Regulations. The FCC, the principal federal regulatory agency with junsdiction over cable
television, has promulgated regulations covenng a number of areas. The FCC has the authonty to enforce these
regulanions through the imposition of substanual fines. the issuance of cease and demist orders and/or the
imposiuon of other adminustrative sanctic=s, such as the revoc don of FCC licenses needed to operate certaun
transmussion facilities often used in connection with cable operations. A bnef summary of the most significant
of these federal regulations as adopted to date follows.

Rate Regulation. Under the 1992 Cable Act, nearly all cable television systems are subject to local rate
regulation of basic service, pursuant to a formula established by the FCC and enforced by local franchising
authonuies. Additionally, the legislation requires the FCC to review rates for nonbasic service uers (other than
per-channel or per-program services) in response to complaints filed by franchising authonues and/or cable
customers. prohibits cable television systems from requinng subscnibers to purchase service ters above basic
service in order 1o purchase premium service if the system 1s techmically capable of doing so: requires the FCC
1o adopt regulations to establish, on the basis of actual costs, the pnce for installaton of cable service and rental
of cable equipment; and allows the FCC to impose resinctions on the retiering and reamangement of basic
services under cenain limited circumstances.

Under the 1996 Telecommunications Act. regulation of nonbasic ter rates 15 scheduled to terminate on
March 31, 1999. The 1996 Telecommunicatzons Act also expands the definiion of “effective competiion™ 1o
cover situations where a local telephone company or its affiliate, or any muluchannel video provider using
telephone company facilities, offers comparable video service by any means except DBS. Regulstion of both
basic and nonbasic tier cable rates ceases for any cable sysiem subject to “effecive competition.”

The FCC’s rate regulations employ a benchmark system for measunng the reasonableness of exisung basic
and nonbasic service rates, and a price cap formula for calculating future rate increases. Altemnauvely, cable
operators have the opportunity 1o make cost-of-service showings which, in some cases, may justify rates above
the applicable benchmarks. The rules also require that charges for cable-related equipment (e.g., converer boxes
and remote contrel devices) and installation be unbundled from the provision of cable service and based upon
actual costs plus a reasonable profit. The 1996 Telecommunications Act allows cable operators to aggregate
most cable equipment costs on a franchise, system. regional or company level

Local franchising authontes and/or the FUC are empowered to order a reduction of exisung rates which
cveeed the mavimum permutted level for either basic and/or nonbasic cable services and associated equipment,
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and refunds can be required The regulanons also provide that future rate increases may not exceed an inflanon:
indexed amount, plus increases in cenain cosis beyond the cable operator's control, such as taxes, franchise fees
and increased programmung costs. Cost-based adjustments (o these capped rates can also be made in the event a
cable operator adds or deletes channels or significantly upgrades its system. The FCC has continued 10 modily
the processes by which these adjustments can be made in a fashion that has made them more beneficial for cable
operators generally. In addition. new product tiers consisting of services new (0 the cable system can be created
free of rate regulation as long as cenan conditions are met, e.g.. services may not be moved from exisung nern
to the new product tier

On November 30, 1995. the FCC adopted a Social Contract which resolves cable television rate com; "ants
pending against Time Warmer Cable and requires Time Wamer Cable 0 upgrade its domestic cable television
wwstems The Social Contract was negotiated in accordance with the FCC's authonty 16 consider and adopt
“soctal contracts” as alternatives Lo other regulatory approaches applicable 10 cable television rates. The Social
Contract 1s intended to ensure fair and reasonable rates for Time Wamer Cabl: customers, reduce the
administrative burden and cost of regulation for local governments. the FCC and Time Mamer Cable and resolve
46 cable programming service tier rate complaints on file with the FCC. Specifically, the Social Contract
provides for an estimated $4.7 million plus interest in subscriber refunds in the form of subscriber bill credits to
certain designated Time Wamer Cable systems, a commitment by Time Wamer Cable 1o establish a lifeline
basic service pnced at 10% below Time Warner Cable's benchmark regulated rates with an adjustment to the
nonbasic tier 10 recoup the reduced basic service Ler revenuc, and a commitment by Time Wamer Cable 10
upgrade its domestic sysicms 10 & minimum of $50 MHz. or existing 550 MHz systems to 750 MHz. over the
next five years On January 29, 1996, a Petition for Judicial Review was filed by the cities of New Yark. New
York. Austin, Texas and the Intercommunity Cable Regulatory Commission (which represents 28 Cincinnati
suburbs served by Time Wamer Cable) seeking review of the i'CC decision adopting the Social Contract as well
1 certain FOC staff decisions implementing the Social Contract. The Petition contends, among other things, that
the terms of the Social Contract and the process bv which 1t was negoti~ted and implemented are contrary to the
1997 Cable Act. and are inconsistent with the FCC's own rules. A petition for reconsiderauion of the Social
Contract 1s also pending before the FCC,

One purported «lass-action brought in a Flonda stale cour end one action by the Wisconsin A“omey
General have been brought alleging that the reticnng and a la carte pncing implementation by Time Wamer
Cable 1n response 1o the FCC's new rate regulation rules violate those rules and/or state consumer protection
laws A purported nationwide class action has also been brought in a federal court in New York alleging that any
charges imposed by Time Warner Cable for additional outlet connections violate the 1992 Cable Act and the
FOC's rate regulation rules (o the exient those charges exceed Time Warner Cable’s costs. Time Wamer Cable
has opposed each of these claims on the grounds that any state law clums regarding cable rates are preempted
by the 1992 Cable Act and rules. that any federal claims regarding cable rates must be brought before the FCC
un the first instance and that rates for premium services cannot be regulated a1 all pursuant to the 1984 Cable Act
and the 1992 Cable Act. The underlying claim brought by the Wisconsin Attormney General has been settied and
on September 25. 1995 the Court of Appeals reversed the District Count ruling and held that Time Warner's
service and rate restructunng complied with FCC rate regulations and that such regulations preempted
Wisconsin law. The United States Supreme Court recently rejected a request filed by the Wisconsin Attorney
General for ceruioran.

Carrrage of Bmoadeast Television Signals. The 1992 Cable Act allows commercial television broadcast
sattons which are “local™ (o a cable sys'em 1o elect every three years cither 1o require the cable system Lo cary
the stalion. subject 10 ccnain exceptions. or [0 nEgotiale for “retransmission consent” to carry the station
Broadeast stations typically seek monetary compensation or the carmiage of additional programming in returmn for
granung reransmission consenl. Local non-commercial television stations are also given mandatory carmage
nghts. subject to ceraun exceplions. Unlike commercial stations. noncommercial statons are not given the
option to require negotiation of retransmission consent. In addition, cable systems must obtain retransmission
consent for the camage of all “distant” commercial broadcast stations, except for certain “superstations.” i.e..
commercial satellite-delivered independent stations such as WTBS, WGN and WWOR-TV. As of February 6.
1996, Time Warner Cable has obtained any necessary retransmission consents from all stations currently camed
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The next election between mandatory camage and retransmission consent fof local commercial televivion
stations will occur on October |, 1996 The mandatory carriage rule s presently under revicw by the United
States Supreme Coun

Time Warner Cable has been sued in Connecticul state court by Bridgeways Communicalions Corporation
for, among other things. an alleged violation of the stale antitrust law Central 1o the plantfl’s case s 1
allegation that Time Wamner Cable illegally failed to comply with plantifi ‘s mandatory carmage request. The
FU'C has made no such finding and Time Warner Cable has argued 1o the coun that the FCC is the only body
with the authomy o make such a determinauon

Deletion of Certain Programeung.  Cable television systems that serve |0 of more cu
delete the simultancous of nonsimultancous network programming of a distant station upon ific approprate
request of a local television station holding local exclusive nghts 1o such programming. FCC regulations also
enable television broadcast stations that have obtained exclusive distnbution nghts for syndicated programnung
in their market 10 require a cable system (o delete or “black out™ such programming from other television
stations which are carried by the cable system.

Cable Programming Agreements  The 1992 Cable Act and FCC regulations adopted in Apnl 1993 require
vertically integrated programmers in which cable companies hold a 5% or greates attnbutable interest (o make
their programming services available to competing video technologies such as MMDS, satellite master antenna
television ("SMATV™) and DBS on terms and conditions that do not discnminate against such competng
technologies. The 1992 Cable Act and FCC regulations preclude most exclusive programming contracts and
limit 1o some degree the “volume discounts” currently available to larger cable operators such as Time Wamer
Cable. The 1992 Cable Act also regulates certain aspects of program camage agreements between cable
operators and cable programming networks Cable operators are prohibited from requining a financial interest in
a program service as a condition 10 camage of such service, coercing exclusive nights in a programming service.
or favoring affiliated programmers 0 as o unrcasonably restrain the ability of unaffiliated programmers o

sIOMmErs musl

compete.

Public and Leased Access Channels  The 1984 Cable act permits local franchising authonnies 1o require
operators 1o set aside certain channels for public. educauonal and governmental access programming The 1984
Cable Act further requires cable television systems with thuty-six of more acuvaled channels o designate a
portion of their channel capacity for commercial leased access by unaffiliated thurd parties. The 1992 Cable Act
requires leased access rates 10 be set according to a formula determined by the FCC. The FCC i currently
recvaluating its leased channel rate formula. which could lead 1o leased channcl rates which are substantally
more favorable to channel lessees

(henership  The 1996 Telecommunications Act repealed the restnetions on local exchange telephone
companies (“LECs”) from providing video programming directly fo customen within their local exchange
telephone service areas, except in rural arcas or by specific waiver of FCC rules On February 27. 1996, the
Supreme Court vacated a Fourth Judicial Circuit decision which had held the 1984 Cable Act’s cable telephone
cross-ownership prohibition unconstitutional. The Supreme Court remanded for the Count of Appeals 1o considers
whether the case is moot in light of the repeal of the statulory cross-ownership ban. The 1950
Telecommunications Act also authorized LECs 10 operate “open video systems™ without obtaining a local cable
franchise. although LECs operating such systems can be required 1o make payments 10 local governmental
bodies in licu of cable franchise fees. Where demand exceeds channel capacity, up 1o two-thirds of the channels
on an “open video sysiem” must be avalable 10 programmers unaffiliated with the LEC

The 1996 Telecommunications Act climinated the FCC rule prohibiting common ownership between a
cable system and a naional broadcast television network. The 1996 Telecommunications Act also eliminated the
statulory ban covenng certain common ownership interests, operation or control between a television staton and
cable system within the staton’s Grade B signal coverage arca However, the parallel FCC rule aganst
cable/television station cross-ownership remains in place, subject to review by the FCC within Iwo years
Finally, the 1992 Cable Act prohibits common ownership. control or interest in cable television sysiems and
MMDS facilities or SMATV systems having overlapping service areas, except in limited cucumstances The
1996 Telecommunications Act exempis cable sysiems facing “effective competition” from the MMDS and

SMATV cross-ownership restnctions.
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Pursuant o the 1992 Cable Act, the FCC has adopted rules which. with certain exceptions, preclude a cable
television system from devoting more than 40% of ats first 75 activated channels to nabonal video progranmuming
services in which the cable system owner has an attnbutable interest. The FCC also has set a limn of 30% ol
1otal nationwide cable homes that can be served by any muluple cable sysiem operator The FCC has stayed the
effectiveness of this rule pending the outcome of its appeal from the U.S. Distnet Count decision holding the
muluple ownershup limit provision of the 1992 Cable Act unconstitutional

Techmical Reguirements. The FCC has imposed technical standards applicable to all channels on which
downstream video programming is carned. and has prohibited franchising authorities from adopung standards
which conflict with or are more restncuve than those established by the FCC. The FCO also has adopted
sdditional standards applicable 1o cable television systems uvsing frequencies in the 108137 MHr and
325.300 MHz bands in order 1o prevent harmful interference with acronautical navigation and safety radio
<ervices and has also cstablished limits on cable system signal leakage Penodic testing by cable vperators for
compliance with these technical standards and signal leakage limits 15 required

The FCC has continued 1o adopt and consider regulations to impleme:t the requirements of the 1992 Cable
Act designed to improve the compatibility of cable systems and consumer clectronics equipment. These
regulations generally prohibit cable operators from scrambling their basic service tier and from changing the
infrared codes used in their existing customer premuses equpment. The 1996 Telecommunications Act directs
the FCC to set only mimimal standards to assure compatibility between television scts, VCRs and cable systems
and to rely on the marketplace. The FCC must adopt rules to assure the competitive availability 1o consumers of
customer premises equipment, such as converters, used 1o access the services offered by cable systems and other
multichannel video programming distnbutors.

Other FCC Regulations. Additional FCC regulations relate to a cable system’s camage of local spors
programming, privacy of customer information: franchise fees. equal employment opportunity. pole
attachments: restrictions on ofigination and cablecasting by cable system operators. application of the faimess
doctnne and rules governing poliucal broadcasts, customer service, home wiring and limitations on advertising
contained in nonbroadcast children’s pre rammung. The 1996 elecommunications Act changes the formula for
pole attachment fees which could result in substantial increases in pavinents by cable operatons (o wedies for
pole attachment rights when services other than cable services are delivered by cable system.

Copvright. Cable television systems are subject to federal copyright licensing covenng camage of
broadcast signals. In exchange for making semi-annual payments to a federal copymght royalty pool and
meeung certain other obligations, cable operators obtain a statutory license to retransnut broadeast signals. The
amount of this royalty payment vanes, depending on the amount of system revenues {rom cerlain sources, the
number of distant signals camed. and the location of the cable svstem with respect 1o uvct-tht:—m television
statens

The Copyright Act of 1976 was recently amended to extend the availability of the cable statutory copynghl
license 1o microwave video service providers, such as MMDS. This legislation also extended through 1999 the
separale statutory license provisions applicable to DBS and other satellite video distnbution systems The
compulsory license status of SMATY systems 1s not covered by this legislation. The uvailability of compulsory
copynght licensing to other multichannel video service providers enhances their competitiveness with traditional
cable systems,

State and Local Regulation. Because 3 cable television sysicim uses Jocal streets and nghts-of-way. cable
television systems are subject to local regulation, typically imposed through the franchising process. and certaun
states have also adopted cable television legislanon and regulatons. Cable franchises are nonexclusive, granted
for fixed terms and usually terminable if the cable operator fails to comply with material provisions. No Time
Warner Cable franchise has been terminated due to breach. Franchises usually call for the payment of fees
(which are hmited under the 1984 Cable Act o 5% of the sysiem's gross revenues from cable service) o the
granung authonty. Franchises generally contain provisions governing charges for basic cable television services.
channel capacity, suppont for public, educational and government access channels. length of the franchuse term.
renewal, sale of transfer of the franchise, terntory of the franchisc. design and technical performance of the
system. use and occupancy of public streets and number and types of cable services provided The terms and
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condiions of cable franchises vary matenally from junsdiction 1o junsdiction. and even from city to ciy within
the same state, histoncally ranging from reasonable 10 highly restnctive or burdensome

The 1992 Cable Act prohibits exclusive [ranchises and allows franchiving authonues to operate thewr own
mulhchannel video distnbution system without having 1o obtain a franchise. Moreover, franchising authonties
are immunized from monetary damage awards ansing from regulation of cable television systems or decisions
made on franchise grants, renewals, transfers and amendments.

The 1996 Telecommunications Act provides that kocal franchising authorities may not conditic  the grant
ot renswal of a cable franchise on the provision of telecommunications service or facilives (other than
insttunonal networks) and clarifies that the calculation of franchise fees 1s to be hased solely on revenues
denved from the provision of cable services, not revenues demved from telecommunicalions services

Renewa! of Franchises. The 1984 Cable Act established renewal procedvres and cnitena designed w
protect incumbent franchisees against arbitrary denials of renewal. While these formal procedures are not
mandatory unless timely invoked by either the cable operator or the franchising authonty, they can provide
substanual protection to incumbemt franchisees. The 1992 Cable Act makes several changes 10 the renewal
process which could make t easier in some cases for a franchising authonty to deny enewal

In the renewal process, a franchising authorny may seck to impose new and more onerous requirements,
such as upgraded facilities. increased channel capacity or enhanced services, although the municipality must
take into account the cost of meeting such requirements. Time Wamer Cable may be required 1o make
sigmificant additional investments in its cable television systems as pant of the franchise rencwal process. Cf
Time Wamer Cable's franchises, as of January 1. 1996, 790 franchises serving approximately 3.644.000
subscribers expire during the penod cnding December 31, 1998, Although Time Wamer Cable has been
successful in the past in negotiating new franchise agreements, there can be no assurance as (o the renewal of
franchises in the future.

The United States District Court of the Weste.n District of Kentuzky recently held that the 1984 Cable Act
does not authorize it to review a franchising authonty’s assessmen! of local community needs to determuae if
they are reasonable or supported by any evidence. This federal distnct court decision 15 under appeal If upheld
and adopted by other federal courts, this test might allow local franchising authonties to establish unrealistic
franchise renewal demands designed 10 oust an incumbent cable franchisee

Franchise Transfers. The 1992 Cable Act requires franchising authonues 1o act on any franchise transfer
request within 120 days after receipt of all required informanon. Approval 1s deemed to be granted if the
franchising authority fails to act within such penod. The 1996 Telecommunications Act repeals the restnction
against a cable operator selling or otherwise transfemng ownership of a cable television system witlun 36
months alter acquisition or initial construction

The foregoing does not purpo to describe all present and proposed federal, state and local regulations and
lemslation relating 1o the cable television industry. Other existing federal regulations, copynght licensing and, in
mans jursdictions, state and local franchise requirements, currently are the subject of a vanery of judicial
proceedings. legislative heanings and administrative and legwlative proposals which could change. in varying
degrees, the manner in which cable television systems operate Neither the outcome of these proceedings nor
thewr wmpact upon the cable television industry or Time Wamner Cable can be predicted at this time.

Competition
Cable television systems face strong competition for viewer atiention from a wide vancty of established

providers and new emranis, including broadcast television, DBS. MMDS. SMATV systems and telephone
companies Cable television systems also compete with these and other media for advertising dollars

DES The FCC has awarded conditional permits to several companies for orbital slots from which high-
power Ku-Band DBS service can be provided. DBS services offer pre-packaged programming that can be
recened by relatively small and inexpensive receiving dishes. Two high-power DBS services shanng common
satellites. Direc TV and USSB. were reported to have a total of approximately 1.3 mallion subscnibers nationwide
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as of December 31, 1995, Pnmestar, a medium-power DBS service parmally owned by TWE. was reported to
have approxunately 1.0 million subscnbers as of that date, In additon 10 DBS. most cable programnung 1
available to owners of larger, more expensive C-Band satelle dishes (“TVROs"), enher directly trom the
programmers or through third-party packagers

MMDS/Wireless Cable Wircless cable operators usc microwave ftechnology (0 distnbute  video
programmung. In recent years, wireless cable has grown rapidly, serving 800.000 subscribers via 121 systems as
of June 1995 according to the FCC Wireless cable is now available in 19 of the naton’s top 20 television
markets. In recent years, the FCC has adopted rules to facilitate the use of greater numbers of channels by
wireless cable operators.

SMATV Additional compettion may come from pnvate cable television system  servicing condominiums
apaniment complexes and cenain other multiple unit residential developments. The operators of thewe private
systems, known as SMATV systems, often enter into exclusive agreements with aparument building owners or
homeowners' associations which preclude franchised cable televiiion operators from serving residents of such
private complexes. Under the 1996 Telecommumications Act. a SMATVY system 1s not a cable system as fong as
it uses no public nght-of-way. SMATV systems offer both improved reception of local television stations and
many of the same satellite-delivered program services as offered by franchised cable television systems

Overbuilds. Under the 1992 Cable Act. franchising authonues are prohibited from unreasonably relusing to
award additional franchises. There are currently an insignificant number of overlapping cable systems operating
in Time Wamer Cable franchise arcas. Municipalities themselves are authonzed 1o operate cable system.
without 2 franchise. No such municipally-owned systems are presently w operation in Time Warner Cable
franchise arcas. although several municipalities have indicated an interest in doing so.

Telephone Companies. The 1996 Telecommunications Act eliminated the restnction against ownernship and
operation of cable systems by local telephone companics within their local exchange service areas Telephone
companies are now free to enter the retail video distnbution business through any means, such as DBS, MMD5,
SMATV or as taditional fra~chised cable system sperators. Aliematively, the 1996 Telecommunications Act
authorizes local telephone companies to operate “open video systems™ without obtaining a local cable franchise.
although telephone companies operaung such systems can be required to make payments 1o local governmental
bodies in lieu of cable franchise fees. Where demand exceeds available channel capa.ity, up to two-thirds of the
cnannels on an “open video system” must be available to programmers upaffiliated with the local telephore
company. The open video system concep’ replaces the FCC's video dialtone rules. The 1996 Telecommunica
ons Act also includes numerous provisions designed 1o make it easier for cable operators and others 1o
compete directly with local exchange telephone camens With cenamn lmited excepuons, neither a local
cxchange camier nor a cable operator can acquire more than a 10% equity interest tn the other entity operaling
within 11s own service arca.

Other Competition. Cable television systems compete with other communications and entenanment media,
including off-air television broadcast signals which a viewer 1% able to receive directly using the viewer's own
television set and antenna. Cable systems also face competsion from alternative methods of distnbuting and
receiving television signals and from other sources of entertainment such as live sporung events, movic theaters
and home video products, including videocassetic recorders and. in the future, DVDs, as well as. the Internet In
recent years, the FCC has adopted policies providing for authonzation of new technologies and a more favorable
operating environment for certain existing technologies that provide, or may provide. substantial additonal
competition for cable television systems. The extent to which cable television service is compettive depends in
significant part upon the cable system’s ability o provide an cven greater vanety of programmung than 14
available off-air or through competitive alternative delivery sources Premium programming provided by cable
systems 18 subject to the same competilive factors which exist for other programming discussed above The
continued profitability of premium services may depend largely upon the continued avalability of attractive
programming at competitive prices. The cable television industry also competes with radio. television, pnint and
other media for advertising revenues. As the cable television industry continues to develop programming
designed specifically for distnbution by cable, advertising revenues may increase
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(ither Interests

TWE has a 54% interest in a joint venture established in 1991 to invest in, and further develop, cable
televiston systems in Hungary. TWE also has a 20% interest in TV-1000, a pay television service operaung in
Scandinavia; a 31% interest in N-TV, a German language news and information channel distnbuted in Germany
in which TBS also has a 33% interest; and a 25% interest in [A, a generalanterest regional television
broadcuster serving the Berlin and Brandenburg areas of Germany (all of which nterests are under the
management responsibility of Home Box Office). TWE also owns indirectly 13% of a New Zealand over-the-an
subscnption television service—Sky Network Television, as well as 20% of Kablevision, Sweden's second
largest cable television company.

Cable Division—Telephony

Time Wamer Cable’s wireline telephony operations are conducted through Time Warner Communications,
a partnership wholly owned and controlled by TWE. which has formed separiie business entities (o provide
telephony services in various geographic areas. Time Wamer Communications secks (o take advantage of Time
Wamner Cable's geographically clustered cable systems to efficiently develop its telecommunicanons business

The initial focus of Time Warner Communicatons following its formation in 1993 was the development of
“alternauve access” telephone operations in meuopolitan areas where Time Wamer Cable operates cable
systems. These operations generally provide comnections between large businesses and their long distance
telephone providers, between multiple business locations of a large business, and between long distance
telephone company locations. The connections are marketed pnmanly to long distance telephone carmers and
large business customers, and are used for high volume voice and data commumcations. The petworks on which
these connections are made are comprised of dedicated fiber optic strands within the affiliated cable systems’
backbone fiber networks, together with specially constructed high volume building entrance facilities and
specialized electronic equipment for transn.ssion of digital sipr ls. Altemnauve access services do not requure
Time Warmner Communications (o operale switching equipment

As of March 1, 1996, Time Wamer Communications had wholly or partially owned aliernatve access
businesses in operation in 21 cities. Similar businesses are 11 development in several additional Time Warner
Cable cities Revenues to date from these operations have been insignificant. Time Wamer Communicauons also
has an advanced network management center in Denves to monitor and manage operation of its geographically
dispersed networks.

One of the major business objectives of TWE is the entry of Time Wamer Communications into the
switched “local exchange” telephone business. This business would provide telephone service that is presently
provided by LECs. The service would be marketed both to residential and business custorners. Local exchange
service will require significant upgrades to, and usage of, the fiber optic and coaxial cable networks of Time
Warner Cable, together with high capacity switching equipment similar to that employed by the LECs, and
certiun other specialized equipment. Expenditures for such upgrades and equipment are expected to be
significant.

The required qualifications for providers of local exchange services are generally regulated by each state
As of March 1, 1996, Time Wamer Communications has received certificates to provide local exchange services
i Flonda, New York, Ohio and Tennessee, and 1s proceeding with applicauons o obtain such cerufication i
Hawan, Nomth Carolina, Texas and Wisconsin. All these states have already adopted legislation that supporns
compenition in telecommunications services. Further, the 1996 Telecommunicanons Act will in the future
preempt siate and local bamers to entry into competitive telecommunications service (although compettvely
neutral state and local regulations will continue 10 be permitted). Time Wamer Communications will conuinue to
seek local exchange service authonzaton in states where Time Warner Cable has major cable systems

In order for Time Warner Communications to actually enter into the local exchange service business, Time
Warner Communications must obtain rights to connect its local exchange service customers [0 the incumbent
LECs customers in an area. Time Wamer Communications has been in active negotiations throughout 1995 wath
incumbent LECs in Florida. New York, Ohio, Tennessee, Texas and Wisconsin. Even where procompetitive state
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legislauon has existed or state-level regulatory mediation has been available, the incumbent LECs have, in Time
Wwarner Communications’ view. been extremely reluctant to concede approprate terms for competitive cntranis
to facilitale inlerconnection.

The 1996 Telecommunications Act mandates that incumbent LECs provide reasonable and nondiscrimina-
tory rates, terms and conditions for interconnecuon fincluding reciprocal compensation fof transpon and
rermmation of calls), and that incumbent LECs enter into good faith negotiations with requesting carmers 1o
facilitate such interconnection. In addmion. incumbent LECs must provide  nondiscmMInatony  access 10
unbundled network elements, funcuons and services on reasonable terms. Number portability 15 ireated v a
network element and local dialing panty 15 addressed. While the 1996 Telecommunications Act should improve
the outlook for Time Wamner Communications. the exact umetable for and terms of mandated inierconnection
arrangements, and other incumbent LEC compliance, cannot be predicted The FCC 15 required 1o issue
implemenung regulations for interconnection requurements by August B, 1996

Currently, Time Warner Commumications 15 providing local exchange s:rvice on a limited basis in
Rochester, New York.

Tume Warner Cable also offers (as a “re-seller”) cellular telephone and paging services 10 business and
residential customers ' Rochester, New York

Description of Certain Provisions of the TWE Partnership Agreement

The following description SUMMATIZEs CCran provisions of the TWE Pantnership Agreement relating to the
ongoing operations of TWE. Such desciption does not purport 10 be complete and 15 subject 10, and is qualificd
in its entirety by reference to. the provisions of the TWF Partnership Agreement

Management and Operations of TWE

Board of Representanves. Subject (o certain authonty of the Management Commuutee (as descnbed below
with respect to the Cable division. the business and affairs of TWE arc managed under the direction of a board
of tepresentatives (the “Board of Representauves™ or the “Board™) that is comprised of representatives
appointed by the Time Warner General Paniners (the “Class B Representatives™) and reprosentatives apponied
by the Class A Parners (the “Class A Representatives™ )

The Class B Representatives control all Board decisions except for cerain matters including (1) the merger
o consolidation of TWE. (1) the sale or other disposition of assets of TWE generating in excess of 10% of the
consohidated revenues of TWE during the previous fiscal year of represenling in excess of 10% of the far
market value of the total assets of TWE (in each case, other than in connecton with certain joint veniures and
“cable asset swaps™ as to which the thresholds are greater), (ii1) any acquisition by TWE, other than in the
ordinary course of business, if the consideration paid by TWE in connection with such acquisition would exceed
the greater at (1) $750 mllion and (2) 10% of the consolidated revenues of TWE for the most recently =nded
hscal vear of TWE: (iv) the engagement by TWE in any business other than the businesses then being conducted
by TWE. as they may cvolve from time to ume and any business related 1o such businesses (proy ided that TWE
may not engage in the manufactuning. sale or servicing of hardware, other than as may be incidental 1o TWE's
husinesses). (v) the incurrence by TWE of indebicdness for moncy borrowed if, after giving effect to such
incurrence. the ratio of total indebtedness for moncy borrowed to cash flow would exceed the greater of (x) 5.00
to | 00 and (v) S over the analogous ratio in the TWE credit agreement as 1n effect from ume 10 time, (V1) cash
distnbutions other than as provided in the TWE Panncrship Agreement. {vii) the dissolution or voluntary
bankruptcy of TWE. and (viii) any amendment to the TWE Partnership Agreement,

Each of the matters descnibed in clauses (1) through (v) requires the approval of a majonty vote of the Class
A Representatives who were appoinied by partners that have a residual equity nterest of at least 5% and a
majonty vote of the Class B Representatives. and each of the matiers described in clauses (vi) through (vine)
requires the unanimous approval of all representatives. Each panner’s representalives collectively have voung
power in proporuon Lo the residual equity interest of the pariner that designated such representabive
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The managing general partners, both of which are wholly owned subsidianies of the Company, may take
any action without the approval or consent of the Board 1f such action may be authonzed by the Class B
Representatives without the approval of the Class A Representatives. However, see "Full Service Network
Management Commiltee,” below

F dl Service Network Managemen: Communtee. In connection with the U 5 WEST Transaction, the Board
established the Full Service Network business. which. subject to obtaiung necessary franchise and other
approvals, 1s compnsed of the businesses and operations of the cable ielevision systems of TWE and the TWE-
A/N Pantnership that have been from ume 10 ume designated 1o become a part thereof, Subject 10 obtaing
necessary franchise and other approvals relating to the designated systems, the business and affairs of the Full
Service Network business will be govemed by a Full Service Network Maragement Commuttee (the
“Management Committee™ ). The Management Commuitee 1s compnised of six voting members. three designated
by U 5 WEST and three designated by TWE. If U § WEST at any time owns ki ss than 50% of the partnership
interest which 1 owned, directly or indirectly, as of Sepiember 15, 1993 o1 of 2 “change in control™ of U §
WEST occurs, U S WEST's nght to designaie any members of the Management Commuitee will terminate. The
Full Service Network business 15 managed on a day-to-day basis by the officers of Time Wamer Cable. The
approval of a majorty of the members of the Managemem Committee is required for ceran significant
transactions relatung to the Full Senvice Network business, including., among other things, the sale. pledge or
encumbrance of assets of the Full Service Network business. the acqusition of cable assets, the making of
commitments or expenditures relating to the Full Service Network business. in each case subject to agreed upon
thresholds, cenain decisions with respect to design, architecture and designation of cable systems for upgrade
and the adoption of the annual business plan.

Non-Voung Representatives and Comminee Members. Each of ITOCHU and Toshiba have the night to
designate non-voling members (o the Board of Representatives and the Management Commutiee In addition,
Advance/Newhouse has the nght to desig .ate a non-voting mr nber to the Management Commutiee

Davy-to-Day Operanions. TWE 15 munaged on a day-to-day basis by the officers of TWE. and each of
TWE's three principal partnership divisions is managed on a day-to-day basis by the officers of such division,
Upon the TWE Capitalization. the officers of Time Wamer also became officers of TWE and the ~fficers of the
Time Wamner General Panners became the officers of the comesponding parnership divisions and the
subdivisions thereof.

Certain Covenants

Covenanr Not to Compere. For so long as any panner (or affiliate of any partner) owns in excess of 5% of
TWE or 15% of TWE Japan and in the case of any Time Warner General Partner, for one year thereafter. such
partner (including its affiliates) s generally prohubited from competing of owning an intefest in the three
prncipal lines of business of TWE—cable, cable programming and filmed ententainment {including the
ownership and operation of theme parks)—as such businesses may evolve, subject 1o cenain agreed upon
exceptions. limited passive investments and inadvertent violations. The covenant not to compete does not
prohibit (1) U S WEST from conducting cable and certain regional programming busincsses in the [4-stale
region 1n which it provides telephone service, (i) any party from engaging in the cable business in a region 1o
which TWE is not then engaging in the cable business, subject to TWE's right of first refusal with respect to
such cable business, or (iii) any party from engaging 1n the telephone or information services busisess MOCHU
and Toshiba continue to be bound by and benefit from the non-compete provisions but only as they relae o
Japan

Transactions with Affiliates. Subject 10 agreed upon exceptions for exisung amangements, TWE will not
eater into gny wansaction with any partner or any of its affiliates other than on an arm’s-length basis

Registration Rights
Beginning on June 30, 2002 (or as carly as June 30, 1999 1f cenain threshold cash distnbutions are not
made 1o the Class A Partners), the Class A Partners holding, individually or in the aggregate, at least 10% of the
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ressidual equity of TWE will have the nght to request that TWE reconstitute itself as a corporation and register
for sale in a public offering an amount of partnership interests held by such Class A Panners determined by an
investment banking firm so as to maximize trading lquidity and minimize the iniual public offering discount, if
any. Upon any such request. the partics will cause an investment banker to determine the pnce at which the
interests sought to be registered could be sold in a public offening (the "Apprassed Value™) Upon determination
of the Appraised Value. TWE may elect either to register such interests ot purchase such interests at the
Appraised Value, subject to ceram adjustments. If TWE elects to register the interests and the proposed public
offening price (as determuined immediately prior to the time the public offering is 1o be declared effective) s less
than 92.5% of the Appraised Value, TWE will have a second option (o purchase such interests immediz <ly pror
10 the time such public offening would otherwise have been declared effective by the Secunties and Exchange
Commussion at the proposed public offenng pnce less underwntug fees and discoums I TWE exercises s
purchase option. it will be required to pay the fees and expenses of the underwriters Upon exercise of either
purchase opuon, TWE may also elect to purchase the enture partnership intere s of the Class A Panners
requesting registration at the relevant price. subject to certan adjustments

In addition to the foregoing. U § WEST will have the nght to exercise an additional demand registration
nght (in which the other Class A Pariners would be entitled to participate) beginning 18 montks following the
date on which TWE reconstitutes itself as a corporation and registers the sale of secunties pursuant [0 4
previously exercised demand registration nght.

Beginmng on June 30. 1995. al the request of any Time Wamer General Partner, TWE will effect a public
offering of the pannership interests of the Time Warner General Partners or reconstitute TWE as a corparation
and register the shares held by the Time Warner General Pariners. In any such case, the Class A Partners will
have standard “piggy-back” registration nghts

Upon any reconstitution of TWE into a corporation. cach partner will acquire preferred and common equity
in the corporation corresponding in both relat..e value. rate of rete 1 and prionily to the partnciship interests it
held prior to such reconstitution, subject to ceran adjustments (0 compensate the partners for the effects of
converting their partnership interests into caputal stock.

Certain Put Rights of the Class A Fartners

Change 1n Control Pur Upon the occurrence of a change in control of the Company, at the request of any
Class A Patner, TWE will be required 1o elect either 1o liquidate TWE within a two-year peniod or to purchase

the interest of such panner at far market value (without any minonty discount) as determined by investment
bankers. A “change in control” of the Company shall be deemed to have occurred

(1) whenever. in any three-year penod. a majonty of the members of the Board of Directors of the
Company elected dunng such three-year peniod shall have been so elected against the recommendation of
the management of the Company or the Board of Directors shall be deemed 1o have been elected againsi
the recommendation of such Board of Directors of the Company in office immeduately pnor to such
election; provided, however, that for purposes of this clause (x) 8 member of such Board of Directors shall
be deemed to have been elected against the recommendation of such Board of Directors if his or her iniual
election occurs as a result of either an actual or threatened election contest (as such terms are used in Rule
14a-11 of Regulation 14A promulgated under the Secunties Exchange Act of 1934, as amended) of other
sctual or threatened solicitation of proxies of consents by or on behalf of a person other than such Board of
Dyrectors, of

{y) whenever any person shall acquire (whether by merger. consolidation. sale. assignment, lease.
transfer or otherwise, In One ransaction or any related senes of transactions), or otherwise beneficially own
voting securities of the Company that represent in £xcess of S0% of the voting power of all outstanding
voung secunues of the Company generally enutled 1o voie for the elecuon of directors, if such person
acquires or publicly announces its intention 1o initially acquire ten percent or more of such voting secuntics
yn a transacuon that has not been approved by the management of the Company within 30 days after the
gate of such acquisition or public announcement.
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Asstgnment of Put Rights. etc. TWE, with the consent of such assignee, may assign lo the Company, any
general partner or any third pany, the obligaton 10 pay the applicable put price in connection with the exercise
of a change in control put nght by a Class A Paniner and the nght to receive the pantnership intercsts in pavment
therefor.

With respect to any of the put nghts of the Class A Partners. TWE may pay the applicable put pnce in cash
or Mari.ctable Secunities (defined as any debt or equity secunities that are listed on a national secunties exchange
or quoted on NASDAQ) issued by TWE (or if TWE assigns its obligauon to pay the put pnce 1o the Company
by the Company) The amount of any Marketable Secunities comprising the applicable put price shall be
determined based on the market price of such secunties dunng the seven months following the closing of such
put transaction In the case of a change 10 government regulation put, up to 33% of the applicable put price may
be paid in notes 1ssued by TWE (or if TWE assigns 1ts obligations to pay the put price to the Comnany by the

Company)

' § WEST Change in Governmen! Regulation Remedies

Upon a change in law or government regulation pnor to September 15, 1996 that prohibits U S WEST from
owning. or matenially adversely affects the value (relanve to the value of the interests of all other partners) of.
U S WEST's partnership interest, U § WEST will have the right to request that TWE cither remedy such
problem (provided such remedy would not have a significant impact on the business and operation of TWE or
any of its divisions) or assist U 'S WEST in selling 1s interest to a third party Upon any such sale to a thrd
party, TWE will share 20% of the loss or gain expenenced by U S WEST upon suchi sale.

Resirictions on Transfer by Time Warner General Partners

Any Time Warner General Parner 1s permitted to dispos  of any partnership interest (and any Time Wamer
General Partner and any parent of any Time Wamer General Partner may issue or scll equity) at any ume 30
long as. immediately after giving effect thereto, (i) the Company would not own, directly or indirectly, less than
{a) 43.75% of the residual equity of TWE. if such disposition occurs pror to the later of Decemnber 31, 1997 and
the date on which the Class A Partners have received cash distnbutions of $500 mullion ner $1 billion of
investment. and (b) 35% of the residual equity of TWE if such disposition occurs afier such date, (1) no person
or entity would own. directly or indirectly, a partnership interest greater than that owned. directly or indirectly.
by the Company. and (i) a subsidiary of the Company would be a managing general panner of TWE

No other disposiions are permitted, except that the Company may sell its entire partnership interest subject
to the Class A Partners’ nghts of first refusal and "tag-along” nghts pursuant 1o which the Company must
provide for the concurrent sale of the partnership interests of the Class A Parners so requesung

(Mher Entertainment Group Assels

Time Warner Service Partrerships

In September 1993, conain assets of TWE were distnibuted to the Time Wamer General Partners and were
owned and operated by other pamnerships ithe “Time Wamer Service Pamnerships™) in order to ensure
compliance with the Modificavon of Final Judgment entered on August 24, 1982 by the United States District
Coun for the District of Columbia applicable to U S WEST and its affiliated companies, which may have
included TWE. In 1994, U S WEST received a judicial order that TWE was no longer prohibited from owning
or operanng substantially all of such assets Accordingly, in September 1995, TWE reacquired substanually all
of the assets of the Time Wamer Service Pannerships. subject 1o the labihines relanng thereto, in exchange fof
jumor pnonty capital interests in TWE equal 1o approximately $400 mulhion
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Courtroom Television Network (“Court TV

Each of TWE and affiliates of each of NBC and TCI holds a 33A% interest in Court TV, subject 10
adjustment in accordance with the terms of the Count TV paninership agreement. Count TV is a 24-hour basic
cable network covering actual courtroom tnals from around the United States and abroad Since 1991, Coun TV
has brought daytime viewers live and taped coverage of more than 400 tnals. including: Weeks v Baker &
McKenzie. 0.J. Simpson, Rodney King. [ Kevorkian, Regmald Denny. the Menendez brothers. the
Paramount/QVC hearing and Zion v. New York Hospital Dunng prime time. Coun TV features live analyses of
the day's coverage as well as a vanety of programs that explore all aspects of the legal system. On tt weckend.
Court TV ars highlights of the week’s courtroom coverage and presents Conunuing Legal Education iCLE) for
lawyers and Cable in the Classroom programming for teachers

TWE Japan

The Company owns a 37.25% mterest i, U S WEST owns a 12.75% interest in, and cach of Tostuba and
[TOCHU owns a 256 interest in, Time Warner Ententainment Japan Inc. ("TWE lapan™) TWE Japan was
organized 1o conduct TWE's businesses 1n Japan, including home video distnbution. theatnical film and
television distribution and merchandising businesses, and to expand and develop new business opportunitics
Pursuant 1o distnbution and merchandising agreements entered into between TWE and TWE Japan, TWE Japan
receives distribution fees generally comparable 1o those currently received by TWE for penormung distnbution
services for unaffiliated third parues.

In 1995, the Company, TWE Japan. U § WEST. Toshiba and ITOCHU agreed jointly to esusblish TTTUS
Communications Corp. ("TITUS™). a muluple system opcrator that will develop ncw CATY operations in
welected locations throughout Japan. The agreement also contemplates that TITUS eventually will provide
telephone service as well as video service: in ils operaling are

DC Comics

TWE and WCl each owns a 50% interest in DC Comucs, a New York peneral pannership. formed in June
1992 1o continue the business previously conducted by DC Comucs Inc., a New Yotk corporation DC Comics
publishes more than 60 regularly issued comics magazines, among the most popular of which are “Superman,”
“Batman.” “Wonder Woman™ and "The Sandman.” as well as story collections sold as books. DC Comics also
denves revenues from motion pictures, television sy ndication. product licensing, books for juvenile and adult
markets and foreign publishing. Trademarks in [C Comics' principal characters have been registered in the
Unied States Patent and Trademark Office and in certain foreign countres

(inamerica Theatres, L.F.

WCI owns a 50% interest in Cinamenca Theatres, LP. an unconsolidated jont veature with Paramount
Communications Inc.. which owns and operaies two theater circuits Mann Theatres and Fesuval Cinemas The
joint venture operates 371 screens in 66 theaters. pnncipally located in California and Colorado.

E.C. Publications

E.C Publicauons. Inc. 1s the publisher of MAD, 2 magazine featunng articles of humaorous and sauncal
interest, which 1s regularly published nine times a year and also 1n penodic special ediions E C Publications 15

wholly owned by the Company

OTHER INTERESTS

Turmer Broadeasting System, Ine.

In September 1995, the Company agreed to merge with TBS by acquiring the remaiming approumalely
§0% interest in TBS not already ownmed by the Company For information about the pending merger, see
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page I-1. At December 31, 1995, the Company had economic and voting interests in TBS of 19.6%and 6.4%,
respectively. TBS 18 a diversified informaton and entenmunment company. Through 1ts subsidianes, TBS owns
and operates lour domestic enterunment networks WTBS (commonly known as the “TBS SuperStation”),
Tumer Network Television (“TNT™), the Carnoon Network and Turner Classic Movies ("TCM™), four
intemational entertainmrent networks TNT Laun Amenca. Cartoon Network Laun Amenca, TNT & Canwen
Network Europe, and TNT & Canoon Network Asia: and four news networks Cable News Network (“CNN™),
Headline News. Cable News Network Internauonal ("CNNI”) and CNN Financial Network (“CNNfm™ ). TBS
produces and distnbutes entenainment and news programming worldwide, with operations in motion picture.
ammation and television production, home video, television syndication, licensing and merchandising. and
publishing

American Lawyer Media

Amencan Lawver Media, L.P ("ALM”), which 1s majority-owned by the Company, opersies a chain of
metropolitan and regional legal and business newspapers and alswo publishes THE AMERICAN LAWYER, 4
national monthly magazine with a subscription-only readershup among lawyers across the United States ALM
also owns and operates COUNSEL CONNECT (*CC™). an on-line service connecting lawyers in law firms and
corporate legal depanments worldwide, On February 2, 1996, ALM acquired the minonty share of CC that had
been held by Lexis-Nemis. Since February 25, 1994, ALM had run CC as LEXIS Counsel Connect in
pannershup with Lexis-Nexis, a division of Reed Elsevier Inc. At the ume the pantnership was formed, Lexis-
Nexrs was the Mead Data Central division of the Mead Corporation. ALM also publishes four weekly and five
daily newspapers, which in most cases enjoy local official status for the publication of coun opimons. legal
notices andfor official court notices, and one monthly newsietier. ALM also provides certan semvices 1o
Count TV

Hasbro, Inc.

The Company owns approximately 14% of the outstanding commor stock of Hasbro, Inc., one of the
world's largest toy companies. See Note 5 “Other Investments™ 1o the Company's consolidated financial
statements at page F-34 hercin for a descnption of the issuance by the Company of (i) zero coupon
exchangeable notes due 2012 that are exchangeable for the shares of Hasbro common stock owned by the
Company {the “Hasbro Stock™), and (ii) mandatonly redeemable preferred secunties of a subsidiary of the
Company redeemable in 1997 for cash or Hasbro Stock Because the issuance of the mandatonly redocmable
preferred secunties provides the Company with protection against the nsk of depreciation of the market pace of
Hasbro Stock and the zero coupon exchangeable notes limat the Company s ability 1o share in the appreciation
of the market pnce of Hasbro Stock. the combination thereof has effectively monetized the Company’s
investment in Hasbro

Atari Corporation

The Company owns approximately 13.5% of Awmn Corporanon. which 1s engaged in the design,
manulacture and sale of nteracuve multimedia entertinment systems. In February 1996, Atan Corporation
entered 1nto an agreement to merge with JT3S Corp. a disk-drive manufacturer based in San Jose, California

Atari Games Corporation

The Company owns 100% of Atan Games Corporation (“Atan Games” ), which 1s engaged in the design,
manufacture and sale of interactve video games for arcades and home svstems, On February 23, 1996, WCI
entered mto a Stock Purchase Agreement with Williams Interactive Inc. ("Williams™), a wholly owned
subsidiary of WMS Indusines. Inc.. pursuant to which WCI wall sell 1o Williams, all of the issued and
outstanding capital stock of Atan Games. The transaction 1s eapected 1o close in Apnl 1996
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CURRENCY RATES AND REGULATIONS

The Company’s foreign operations are subject 1o the nsk of fluctuation in currency exchange rates and (o
exchange controls. The Company cannol predict the extent 10 which such controls and fluctuations in currency
exchange rates may affect its operations in the future or 1ts ability to remil dusars from abroad. See Note |
“Orpanization and Summary of Significant Accounting Policies—Foreign Curency” and Note 12 “Financial
Instruments — Foreign Exchange Risk Management” to the consolidated financial statements set forth al pages
F-24 through F-28 and at pages F-44 and F-45. respectively. herein. For the revenues, operating income from
and identifiable assets of foreign operations. see Note 13 "Segment Information”™ to the consolidated financial
statements set forth at pages F-46 through F-49 herein

EMPLOYEES

At December 31. 1995, the Company employed a towl of approximately 65.500 persons This number
includes approximately 29,700 persons employed by TWE.




Item 2. Propertics

Publishing, Music and Corporate

The following wable sets fonh cenain information as of December 31, 1995 with res~ct to the Company’s
pnncipal properues (over 250,000 square feet in area) that are used pnmanly by its publishing and music
divisions or occupied for corporate offices, all of which the Company considers adequate for its present needs,
ard all of which were substanually used by the Company or were leased 1o outside tenants:

Location

New York, New York
75 Rockefeller Plaza
Rockefeller Center

New York, New York
Time & Life Bldg
Rockefeller Center

Mechanicsburg.
Pennsylvama
1225 S, Marker St
Olyphant,
Pennsylvania
1400 and 1444 East
Lackawanna Avenue
Indianapohis. Indiana
4200 N. Industrial
Street
Nortori,
Germany
Niedernstrasse 3-7
Alsdor,
Germany

Max-Planck Strasse [-9

Terre Haute.
Indiana
Bldg
Industnal Park

ther
LIS, and abroad,

including locauons in

Europe. Asia. Laun

Amenca. Australia and

New Zealand

Totwl

102, Fort Hamson

Principal Use

Executive and adminmistrative
offices (Corporate. Music and
Filmed Entenainment)

Business and editonal offices
(Publishing and Corporate)
Office and warchouse space
(Publishing)

Manufacturing, warehouses,
distnbution and office space
(Music)

Warehouse space (Publishing)
Manufactunng, distnbution and
office space (Music)

Manufactuning. distnbution and
office space (Music)

Manufactuning and office space
(Musich

Office bldgs., plants and
warchouses (Publishing, Music

and Corporate)
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Approzimate
Square Fuel
Floor Space

560,000

1,457,000

358,000

1,058,000

252,000

334,000

269,000

269,000

2.097.000

5.084.000

17.?331(!}0
——————

Type of Gonership
Expiration Date of Lease

Leased by the Company Lease
expires in 2014

Approximately 109,000 sq. fi
are sublet to outside tenants.
Leased by the Company. Most
leases expire in 2007
Approximately 36,000 sq. fu.
are sublet to outside tenants
Owned and occupied by the
Company,

Owned and occupied by the
Company

Owned by the Company
Approximately 142, sq. fu
are leased to outside tenanls

Owned and occupied by the
Company.

Owned and occupied by the
Company.

Leased b. the Company Lease
expires in 2001,

Owned by the Company

leased by the Cum%y
Approximately 297.000 sq fu.
are sublet to outside tenants




Filmed Entertainment, Programming—HBO and Cable

The following table sets forth
properties (over 125,000 square feet in area) ow
Programming—HBO and cable televisio
TWE/AN Partnership). all of which the

n busincsses (

were substanually used by the Company or were leased 1o outside tenants.

lLocation

New York, New York
HBO Building, 1100
Avenue of the
Amencas

New York, New York
1325 Avenue of the
Americas

Baltimore. Maryland
White Marsh

Los Angeles. Califormia
9210 San Femando

Burbank, California
The Warner Bros.
Smdio

West Hollywood.
Califormia
The Warner
Hollywood Studio

Valencia, Calitornta
Undeveloped Land
Raleigh. Nornth Carolina
2505 Atlanuic Avenue

Othet, in the U.S, and
abroad. including
locations in Europe.
Asta. Laun Amenca,
Australia and New
Zealand

Totals

(a) Ten acres consist of vanous parcels adjoining The Warner Bros. Stud

resudential uses

Princi Lse
Business offices
{Programming—HBO)

Business offices
{Filmed Entertainment)

Warchouse (Filmed
Enteriunment)
Warchouse

(Filmed Entertainment)
Sound stages,
admimstrative, techmcel
and dressing room
structures, screening
theaters, machinery and
equipment facilit’es, back
lot and parking lot and
other Burbank properties
{Filmed Entertminment}
Sound stages.
administrative,

technical and dressing
roOm struciures, screening
theaters, machinery and
-:guiprntm facilitics
(Filmed

Ententainment)

Location Alming (Filmed
Entertunment}
Office/Warchouse facility
{Cable)

Office buildings, retail
stores, theatres, plants and
warehouses (Filmed
Entertainment,
Programmung —HBO,
Cable)

Approzimate
Square Fret
Floor
Spece/Acres
335, sq Nt
335,000 H

139,000 sg. fi.

387,000 sq. ft.
182,000 sq, fu.

3422000
sq. ft. of
improved
space on |58
acres (a'

350,000
sa. fi. of

improved
space on 1
acres

325 acres
150,000 =q [t

3,799,000 sq. fu (b

7.070,000 sq. [t ibic)

15,834,000 sq. fu.
394 acres

certain information as of December 31, 1995 with respect to pnncipal
ned or leased by the Company's Filmed Entertainment.
including the properties of the Company, TWE and the
Company considers adequate for its present needs. and all of which

of (hwnership;
Eapiration Date of Lraw

Leased by TWE.
Lease expires m 20044

Leased by TWE
Lease eapires in 2010

Owned by TWE
Leased by TWE

Lease expires in
Owned by TWE.

1967

Owned by TWE.
Approx. 20,000 sg ft are
leased 10 outside lenants.

Owned by TWE.

Leased by TWE. Lease
expires 1999,

Owned by TWE.

Approx. 62,000 sq. ft. are
leased to outside tenants

Leased by TWE.
Approx. 57,000 sq. ft arc
sublet (o outside tenants

10, with mixed commercial, office and

(foomotes continued on nexl page)
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(foommotes connnued from previous page)

(b) Escludes 436,847 sq. ft. of owned and 229,345 sq. ft. of leased properties used by Time Warner Cable for
headend, hub, and tower sites that are located on 672 acres of owned and 162 acres of leased land

ic) 'ncludes 108,000 sq. fu of office space occupied by Time Wamer corporate staff who provide services 1o
“WE pursuant to ammangements set forth in the TWE Pannership Agreement

Item 3. Legal Proceedings

The Company and its subsidianes are parties, in the ordirary course of busin=ss. to linganoas involving
propeny, personal injury and contract claims. The amounts that the Company believes may be recoverable in
these matters are either covered by insurance or are not matenal,

In November 1992, TWE filed a federal lawsuit seeking to overtum major p-ovisions of the 1992 Cable Act
pnimanly on First Amendment grounds. The complaint. filed in the U.S. Dustnct Count for the Disinct of
Columbia against the FCC and the United States of Amenca, challenges the provisions of the 1992 Cable Act
relating to rate regulation, must cary, reuansmission consent. terms of dealing by verucally ntegrated
programmers, uniform pricing and operation of cable systems by municipal authonties, the number of
subscnibers that a cable operator could serve nationwide. free previews of certain premium channels and
educational channel set-aside requiremnents for direct broadcast satellite service. In addition. the complaint secks
to overturn several pans of the 1984 Cable Act relating to public. educauonal and government access
requirements and commercial leased channels. The complaint seeks injuncuons against the enforcem=nt o
implementation of these provisions. Several other parties have also filed similar lawsuits and these acuons have
been at least panially consolidated with the action filed by TWE. On Apnil 8, 1993, in a 2-1 decision. the
Distnct Court upheld the consttutionality of the must carry provitions of the 1992 Cable Act. On May 3, 1993,
TWE filed an appeal from this decision directly 1o the US. Supreme Court. The U.S. Supreme Coun on
June 27. 1994 vacated the judgment of the Distnct Court regarding the must-carry provisions and remanded the
case to that court for further factual findings after ruling that cable systems were entitled to significant First
Amendment protection. In December 1995, that panc] upheld the “must-carry” requirements by 2-1 vote The
Supreme Court has now decided to review that decision. On September 16, 1993, a one-judge Dusinet Coun
upheld the consttuuonality on First Amendment grounds of all the other challenged provisions ecxcept
restrictions on the number of subscnibers that a cable operator could serve nationwide, free pay TV previews and
direct broadcast channel usage. TWE appealed this decision to the U.S. Coun of Appeals for the D.C. Curcunt on
November 12. 1993, Bricfing on the appeal. and argument took place, on November 20. 1995, For a descnption
of the 1984 Cable Act and the 1992 Cable Act see ltem | “Business—Cable Division—Regulanon and

Leguislation.™

By letters dated July 15, 1993 and September 21, 1993 (the “Access Letiers™), the Dallas Regional Office
of the Federal Trade Commission (the “"FTC™) informed WEA that it is conducting a preliminary investigation
to determine whether WEA s “unrcasonably restncting the resale of previously owned compact discs™ and
“unreasonably restricting the sale of new compact discs ™ The Access Letters allege that WEA's conduct may
violate Section 5 of the Federal Trade Commission Act, but also say that neither the Access Letters nor the
existence of the investigation “should be viewed as an accusation by the FTC or its staff of any wrongdoizg by
[WEA] " The Access Letters request that WEA voluntarily submit the documents and information requesied
therein. The FTC investigation also includes other major distnbutors of recorded music. In the course of the
imvestigation. the FTC issued a subpoena for the deposition of a former WEA executive. WEA has complied
with the Access Letters and subpoena. In early October 1994, WEA (and other major distnbutors of recorded
music) received a follow-up subpoena for the production of documents, stating that the FTC is investigating
whether members of the pre-recorded music distributing industry may be engaging in unfair methods of
competimon by fixing prnices or by engaging in concerted activities to limit the avalability of <& perative
adverusing or promotional funds to retailers who distribute used compact discs or advertise pnces of compact
dises below specified levels. WEA produced documents in late December 1994 and early 1995 in response to
the subpoena
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In October 1993 a purported class action was filed in the United States District Count for the Northemn
Distnct of Georgia entitled Samuel D, Moore. et al. v American Federation of Television and Radio Aruisis,
et al. No. 93-Civ-2358. The action was brought by fifieen named music performers of representatives of
deceased performers on behalf of an alleged class of performers who participated in the creation of production
of phonograph recordings for one or more of the defendant recording companies. The named defendants
included the American Federaton of Television and Radio Arists ("AFTRA"), the AFTRA Health and
Reuren ent Fund (“Fund™), each present trustee of the Fund and fifty named recording companies. including
four WO subsidianies. The named defendant fecording companies compnised substanually all of th. domesuc
recording industry and the complaint sought to establish a defendant class for purposes of the liugation The
complaint sought recovery against the recording companies for, among other things, breach of contract. breach
of fiduciary duty, fraud, embezzlement and RICO violations, all growing out of alleged failure by the recording
companies 1o make proper contnibutions to the Fund pursuant 1o the Phono Code, which 1s negotated by
AFTRA and most of the domestic recording companics. and other alleged failus=s to meet the terms of the
Phono Code and individual contracts. Plauntffs sought from the defendant record companics substantial
monetary damages, treble damages, atomeys’ fees and costs and the imposition of a constructive trust over the
master recordings created from recorded performances of the plainuffs. In March 1994, planuffs filed an
amended complaint. In March and April 1994, AFTRA, the Fund, the Fund's trusiees and certaun of the
defendam recording companies, including the four WCT subsidianes, moved to dismiss planuffs” amended
complaint. On August 2. 1994, the court, among other things, disrmssed the clams against tie Fund and the
Fund's trustees, converted AFTRA's mouon to one for summary judgment (and allowed re-bnefing) and
dismissed all claims against the defendant recording companies except the RICO claim. The record company
defendants in the one remaining RICO claim answered the amended complaint and filed a motion for summary
judgment seeking dismissal of the claim. The court subsequently granted AFTRA’s motion. and denied the
recording company defendants’ motion as premature. Plaintiffs have filed 8 motion to certify vanous classes of
plaintiffs. The parties are in limuted discovery.

On February 21, 1995, counsel for plaintiffs filed a new lawsuit. entitled Samue! D Moore, et al. v Som
Music Entertainment Group, et al. No. 95-Civ-1221. in the United States Distnict Coun for the Scuthern
District of New York. The action was brought by all but one of the named plaintiffs in the Georgia federal suit.
with one new plantiff. The plaintiffs are suing on behalf of an alleged class of performers and derivatively on
behalf of the AFTRA Fund. The named defendants include the Fund's trusiees, the Fund, and the recording
companies that were named as defendants in the Georgia federal suit. The complaint is based on substanually
the same allegations as the complaint in the Georgia federal suit, and seeks to recover substantial monetary
damages. hquidated damages, and antorney's fees from the recording companics The record company
defendants simultaneously moved in the Southern District of New York for an order transfermng the new case (o
the Northern Distnict of Georgia, and moved in the Northern Distnct of Georgia for an order staying plainuffs
from proceeding with the New York federal action. On Apnl 19, 1995, the U.S. Disinet Court for the Northern
District of Georgia granted the record company defendants’ motion with respect to the New York federal action
and enjoined the plainuffs from proceeding any further with such action. On April 30, 1995, the U.5 Dhstnet
Court for the Southern District of New York directed that the New York federal action be mansferred to the
Northern Distnict of Georgia in order that the Georgia count .nay determine whether the claims asserted in the
New York acuon should be dismissed or pursued n the Georgia court. On February 26, 1996. the Georgia
Court. finding the parties. issues and available relief substantially the same as in the initial matter, dismissed the
action. The Georgia coun further indicated that should plainuffs wish to pursue the clams of the second suit, the
appropnate vehicle would be 10 seek Jeave of Coun 10 amend the complant in the onginal action.

On July 14, 1994, the Company received a civil investigative demand from the United States Department of
Justice in furtherance of an investigation into cenain worldwide activities of WMG and other companies in the
recorded music industry principally related to cable, wire and satellite-delivered music and music video
programmers The Company has complied with the civil investigative demand to the extent that it sought
information and documents with respect to domesuc acuvities of WMG and has objected to responding with
respect to foreign activities on the ground that the Department of Justice lacks jurisdiction to inquire into such
activines On November 3, 1994, the Depanment of Justice filed a peution in the United States [nstnct Court

143




for the District of Columbia seeking (o compel the Company and the other companies 10 provide documents
from their files in the United States that deal with overseas activiies. That motion remains pending.

On May 30, 1995, a purported class acuon was filed in the United States District Court for the Central
Distnct of California, enutded Digital Distribution Inc. d/b/a Compact Disc Warchouse v. CEMA Dutribunion.,
Senmy Music Emtertainment, Inc., Warner Elektra Atlantic Corporation, UNI Distribution Corporation,
Bertelsmann Music Group, Inc. and Polygram Group Distnibution, Inc.. No. 95-359%6 (J5L) (the “California
Federal Action™). On July 19, 1995, a purported class action was filed in the Supenor Coun « f Califormia for
the County of Los Angeles, entitled Brenden Barry v. CEMA Distribution, Sony Music Entertainment. Inc.,
Warner Elekira Atlamtic Corporation. UNI Distribution Corporation, Bertelsmann Music Group, Inc. and
Polygram Group Distribution, Inc., No. BC 131748 (the “Califorma State Action™). The Califorma Federal
Action 15 brought on behalf of direct purchasers of compact discs ("CDs”) and the California State Action s
brought on behalf of indirect purchasers of CDs. In both actions, the plaintil ‘s allege that WEA, along with five
other distnbutors of recorded music CDs, violated the federal and/or state autitrust laws and unfair compeution
laws, by engaging in a conspiracy to fix prices of CDs, and seck an injunction and treble damages [n the
Califormia Federal Action the defendants’ motion to dismiss the amended complaint was granted and the acuion
was dismussed, with prejudice, on January 9, 1996. Plantffs have filed a notice of appeal. In the Califorua State
Action, plaintiffs voluntarily dismissed the amended complaint without prejudice on March 6, 1995

Litigation relating 1o the 1990 merger of Time Inc. and WCI has either been disnussed. or has been
dormant for years. The litigation is described in previous reponts on Form 10-K filed by the Company

On September 22, 1995, U S WEST and U § WEST Mulumedia Communications, Inc. ("USWMC™), a
wholly owned subsidiary of U § WEST, filed a complaint in the Count of Chancery of the State of Delaware (the
“Delaware Chancery Count”) individually and allegedly in a denvative capacity on behalfl of TWE against the
Company and four of TWE's general partners. ATC. Time Wamer Operations Inc., WCI and Wamner Cable
Communications, Inc. (“WCCI™), as well as TWE (as 2 nominal defendant), alieging that the TBS Transaction
would breach cenain provisions of the TWE Partnership Agreement and the Admission Agreement. [/ 5 WEST.
Inc.. et al. v Time Warner Inc., et al., Case No. 14555, U S WEST secks equitable relief. including an injunction
against consummation of the TBS Transaction and declarations that the defendants have breached fiduciary
duties and such agreements.

On October 11, 1995, the Company and the other defendants filed an answer and counterclaims denying the
material aliegations contained in U S WEST's complaint and alleging, among other tungs, (a) that U S WEST
breached its agreements with TWE. (b) that U S WEST fraudulently musrepresented and failed to disclose the
standards of regulatory compliance that would apply to the pannership after the admussion of U § WEST as a
patner and (<) that the Admission Agreement would not have been entered into as presently structured if the
misrepresentations had not been made. The counterclaim seeks, among other things, (1) reformauon of the
Admission Agreement, (ii) an injunction prohibiting U S WEST from prevenung TWE from entening into
contracts or pursuing business opportunities that are in the best interests of TWE and (i) damages. On
October 31, 1995, U S WEST replied to the Company's counterclaims. essenually (A) denying the Company's
matenial allegations and asserting as affimnative defenses that the ~ounterclaims fail to state a claim and are
barred by laches, acquiescence. unclean hands. waiver andior estoppel and (B) asserung that the proposed
transactions which the Company alleges U 5§ WEST obstructed are businesses that the TWE Partnership
Agreement prohibits TWE from owning or conductung, and that the TWE Pannershup Agreement provides that
U S WEST may, but need not, waive such restnctions on TWE in its sole discreuon

On December 12, 1995, U S WEST filed an amended and supplemental complaint. reasserung the
allegations contained in its onginal complaint and asserung new allegations regarding (a) the Company s alleged
failure 10 make U S WEST aware during the negouation of the Admission Agreement of the existence of cerun
documents and (b) the Company's November 16, 1995 announcement regarding a new stralegic opcraling
structure and management team. On December 27. 1995, the Company and the other defendants filed an answer
te the amended and supplemental complaint and counterclaims denying the matenal allegations contained in
U'S WEST's amended and supplemental complaint and reasserting the counterclaims On February B, 1996, the
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Company moved 1o dismiss the action on the pleadings. On March 11, 1996, the Court announced that it would
not rule on the motion, but instead proceeded with the trial on March 13, 1996

Two complaints have been filed against the Company, cenain officsrs and directors of the Company. and
other defendants, by cenain stockholders of the Company. purportedly denvatively on behalfl of the Company,
relating to the pending TBS Transaction and related transactions. The two complaints were filed in the Delaware
Chancery +ourt on October 30, 1995 (Berard v. Time Warner Inc.. e1 al.. Case No. 14651; Parmes v. Time
Warner Mnc.. et al., Case No. 14660). These two complaints allege, among other things. that some or all of the
defendants have violated fiduciary duties owed to the Company and its stockholders by, among other things.
ia) seeking 10 entrench themselves in board and management positions and to eliminate the threat of a hostile
takeover. (b) secunng economic benefits for themselves or confernng special benafits on TCl and others at the
expense of the Company’s public stockholders and (¢) structuring the TBS Transacuion 30 as 0 puce the
Company's chief executive officer in a position which allegedly wili involve a conflict between the interests of
TCi and the Company. Among other relief demanded, both complaints seek an injunction against consuMMAtion
of the TBS Transaction and an order directing the individual defendants to accourt (o the Company for their
alleged profits and plaintiffs’ alleged damages. On November 22, 1995, the Compa iy and the other defendants
named in the Bernard complaint moved to dismuss such complaint.

On March 12, 1996, a complaint was filed in the Delaware Chancery Coun by a stockholder of the
Company, purportedly derivatively on behalf of the Company (Trust for the Benefit of Paula €. Rand v
Gerald M. Levin, et al., Case No. 14890). The complaint alleges, among other things. thal some of all of the
defendants have breached fiduciary duties owed to the Company and its stockholders by, among other things.
(a) seeking to entrench themselves in board and management positions, (b) conferring special benefits upon TCI
at the expense of the Company's public stockholders and (¢) wasting and misappropnating corporate assets by
causing the Company 10 enter into cerain agreements, including those with TCl. R E. Tumer and Michael
Milken in connection with the TBS Transaction. The complaint secks, among other things, (1) lo enjoin,
preliminanly and permanently, consummation of the TBS Transaction and certain related arrangements, (1) 1o
voud the Liberty Voting Trust. (iil) 0 enjown, preliminanly and | rmanently, any settlement of the liteauon
between the Company and U § WEST, unless and until approved by the Court of Chancery, (iv) a declaratory
judgment that defendants breached thewr fiduciary duties to the Company and its stockholders and
{v) unspecified damages.

Seventeen complaints have been filed against TBS, the Company, certain officers and directors of THS, the
Company or TWE. and other defendants. purportedly on behalf of a class of TBS shareholders. two of which
have been voluntarily dismissed. Sixteen of the 17 complaints were filed in Superior Court, Fulton County.
Georgia. the other was filed in the Court of Chancery of the State of Delaware in and for New Castle County. Of
the complaints filed in Georgia, 14 were filed prior 1o the approval of the TBS Transaction on September 22,
1995 by the Company’s Board of Directors and the Board of Directors of TBS (Shingala v. Turner Broadcasung
Sys. Inc.. et al.. Case No. E-41502; Schrank v. R.E. Turner, et al., Case No. E-41501; Lewis, et al. v. Tumer
Broadcasting Sys.. Inc., et al., Case No. E-41500, Silverstein and Silversiein v. Turner Broadcasting 5ys.. Inc.,
et al.. Case No. E-41526; Strauss v. Turner Broadcasting Sys.. Inc., et al.. Case No. E-41538, Hoffman v. Ted
Turner. et al., Case No. E-41544; Barry v. Turner Broadcasting Sys.. Inc.. ei. al., Case No. E-41545; Mersel and
Mersel v RE Turner, et. al., Case No. E-41554; Friedland and Friediand v. Turner Broadcasting Svs.. Inc.,
e al.. Case No. E-41562; Schwarzchild v. Turner Broadcasting Sys.. Inc.. er al.. Case No. E-41586, Turner and
Hanson v. Turner Broadcasting Svs.. Inc.. et al., Case No. E-41637, /1. Mark Solomon v Turmer Broadcasting
Sys.. Inc., et al, Case No. E-41685; Shores v. Turner Broadcasting Sys.. Inc., et al. Case No. E-41749. and
Krim and Davidson v. Turner Broadcasting Sys.. Inc. et al., Case No. E-41779). Two of the cuinplaints filed in
Georgia were filed afier the TBS Transaction was approved by the Company s Board of Directors and the Board
of Directors of TBS (Altman v. Tumer Broadcasung Sys.. Inc., et al., Case No. E-43205: Joyce v. Tele-
Communications, Inc., et al., Case No. E-43321). The plantff in Altman filed a voluntary dismussal of the
action without prejudice on November 10, 1995 On September 27. 1995, an amended complaim was filed in
Shingalu. On October 24, 1995, an amended complaint was filed in Lewis. apparently on behalf of the named
plaintiffs in 12 of the 16 actions filed in Georgia. On November 1. 1995, a second amended complaint was filed
i Lewes which is vinually wdentical to the first amended Lewts complaint except that the plaantiff 1n the Joyee
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acuon was no longer included as a named plainuff. The purponed class acuon filed by a TBS shareholder in
Delaware was filed on October 2, 1995 (Joyee v. John C. Malone, ¢t al., Case No. 14592) and subsequently
dismissed voluntarily without prejudice by the plaintiff on November 15, 1995. As noted above, a substanually
similar action on behalf of the same plunuff was filed in Georgia on October 23, 1995 (Joyce v. Tele-
Communications, Inc., et al., Case No. E-43321). On November 13, 1995, Judge Elizabeth Long, to whom all
remaining actions had been assigned, consolidated the actions. On November 20, 1595, <ubject to coun
appreval, the plaintiff in Joyce proposed to file an amended and consolidated class action complant which also
incluces a dervative claim. Also on November 20, 1995, plaintiffs in the actions other than Joyce filed a motion
for the recusal of Judge Long, which motion was denied on January 22, 19%0. The defendants fileu answers in
response 10 the second amended complaint in Lewis on December 20, 1995.

The 17 purported class action complants filed by TBS shareholders allege, among other things, that the
terms of the TBS Transaction are unfair to TBS sharcholders and that some or all of the defendants have
breached or aided and abetied the breach of fiduciary, common law andfor tatutory duties owed to TBS
sharcholders. Among the breaches alleged in many of the complaints are (a) paynient of unfair consideration for
class members” shares, (b) conferral of benefits on controlling shareholders at the expense of other sharcholders,
{c) corporate waste, (d) failure 10 seek competitive ids and an independent apprasal of TBS and
(e) entrenchment of TBS Board members. Some of the complaims allege that some or all of the defendants have
committed fraud and/or have used deceptive and coercive practices to bring about the TBS Transaction Among
other relief demanded, all of these complaints seck damages, most seck an injunction against consummation of
the TBS Transaction and many seek an auction of TBS.

On January 19, 1996, defendants in thee actions filed a motion for judgment on the pleadings on all claims
asserted in the second amended complaint filed in Lewis on the grounds that, under Georgia law, the valid grant
of dissenters’ rights to TBS shareholders with respect to the TBS Transacuon protibus plaintffs from
maintaining the claims asserted in the second amended complaint. Plaintiffs are not yet required 1o file a
response to this motion.

By letter dated October 20, 1995, plaintiffs in certain of the Georgia suits made a demand upon TBS to
repudiate (a) an agreement entered into by TBS and a subsidiary of TCI to sell TBS's interest in SportsSouth. a
regional sports cable network, and (b) the fee authorized 10 be paid by TBS to MC Group in connection with the
TBS Transaction. as corporate waste or, absent repudiation, 10 seck indemnification from any officers or
directors of TBS who authorized the challenged maters. These plaintiffs indicated that a shareholders’
denvative suit seeking injunctive relief would be filed in less than 90 days. These denvative claims were asserted
four days later in the amended Lewis complaint referred 1o above. The TBS Board of Directors has established a
commultee to investigate such claims.

The Company and its subsidianes are also subject (0 industry investigatons by certan government agencics
and/or proceedings under the antirust laws that have been filed by private parties in which. in some cases, other
companies in the same or related industries are also defendants. The Company and its subsidianies have denied
or will deny liability in all of these actions. In all but a few similar past actions, the damages. if any. recovered
from the Company or the amounts. if any. for which the acuons were settled were small or nominal in relation to
the damages sought; and it is the opinion of the management of the Company that any settlements or adverse
judgments in the similar actions currently pending will not involve the payment of amounts or have other results
that would have a matenial adverse effect on the financial condition of the Company.

Item 4. Submission of Matters to a Vote aof Security Holders
Not Applicable.
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EXECUTIVE OFFICERS OF THE COMPANY

Pursuant 1o General Instruction G (3). the information regarding the Company’s exccutive officers required
by lItem 401(b) of Regulation S-K 18 hereby included in Part 1 of this repon

The following table sets forth the name of each executive officer of the Company. the office held by such
officer and the age. as of March 17. 1996, of such officer

Name

Gerald M. Levin .. ... ...
Richard D. Parsons

Peter R. Haje..... ...

Timothy A. Boggs . ......ocooo0en
Richard J. Bressler........oveoveis

Tod R. Hullin ......

e N
Set forth below are the pnncipal

March 1. 1991

Mr. Levin ...

Mr Parsons

Mr. Haje ... .ccovveenens

Mr BOBES - .vvviarrsnmnonnroonrees

A Bressler ..o

sr Hullin

Mr. Lochner

Age Office

56 Chairman of the Board and Chiefl Executive Officer

47  President

61  E-ecutive Vice President. General Counsel and
Secretary

e 45  Senior Vice President
...... 3% Semior Vice President and Chief Financial Ofhuer

52 Senior Vice President
%3 Senior Vice President

positions held by each of the executive officers named abwve since

Chairman of the Board of Directors and Chiel Executive Officer since
January 21, 1993, Prior 10 that he served as President and Co-Chicf
Executive Officer from February 20, 1992, Vice Chairman and Chief
Operating Officer from May 1991- and Vice Chairman of the Board

prior to that

President since February 1, 1995. Prior to that he served as Chairman
and Chief Executive Officer of The Dime Savings Bzk of New York.
FSB from January 1991

Executive vice President and General Counsel since October 1, 1990
and Secretary since May 20, 1993

Semor Yice President since November 19, 1992, Pnior wo that he served
as Vice President of Public Affairs

Semor Vice President and Chiel Financial Officer since March 16,
1995, Prior 1o that he served as Senior Vice President, Finance from
January 2. 1995: and as a Vice President pnor (o that

Sentor Vice President since February 7. 1991.

Senior Vice President smnce July 18, 1991 Prior to that, he was 2
Commussioner of the Secunues and Exchange Comumussion from
March 1990 1o June 1991
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PART 11

Item 5. Market For Registrant’s Common Equity and Related Stockholder Martiers

The principal market for the Company s Common Stock 1s the New York Stock Exchange. The Common
stock 1s also listed on the Pacific Stock Exchange and the London Stock Exchange For quanerly pnce
information with respect to the Company’s Common Stock for the two years ended December 31, 1995, wee
“Quanerly Financial Information™ at page F-55 herein, which information 13 incorporated he “ein by relerence

The approximate number of holders of record of the Company ‘s Common Stock as of January 31, 1996
was 25.000.

For information on the frequency and amount of dividends paid with respect to the Company's Common
Stock during the two years ended December 31, 1993, see “Quarnerly | inancial Informanon’ at page F-55
herein, which information 15 incorporated herein by reference,

ltem 6. Selected Financial Data

The selected financial information of the Company for the five years ended December 31. 1995 15 set forth
at page F-53 herein and is incorporated herein by reference.

s

ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The information set forth under the caption “Management’s Discussion and Analysis™ at pages 12 through
F-19 herein is incorporated herein by reference

Item 8. Financial Statements and Supplementary Data

The consolidated financial statements and supplementary data of the Company and the reporn af
independent auditors thereon set forth at pages F.20 through F-50 and F-52 herein are incorporated herein by
reference

Quarterly Financial Information set forth at page F-55 herein is incorporated herein by reference

Item 9. Changes In and Disagreemenis with Accountants on Accounting and Financial Disclosure
Not Applicable
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PART 111

Iems 10. 11. 12 and 13 Directors and Executive Officers of the Registrant; Executive
Compensation; Security Ownership of Certain Beneficial Owners
and Management; Ceriain Relationships and Related Transactions

Information called for by PART 1l (liems 10, 11, 12 and 13) is incorporated by reference from the
Company’s definitive Proxy Statement o be filed in connecaon with its 1996 Annual Meeung of Stockhoiders
pursuant 1o Regulation 14A. except that the information regarding the Corr pany’s exccutive officers called for
by ltem 401(b) of Regulation 5-K has been included in PART | of this repot and the information called for by
ltems 402(k) and 402(1) of Regulation S-K is not incorporated by reference.




PART IV

Item 14. Exhibits, Financial Statement Schedules, and Reports On Form 8-K
(al (1)42) Financial Statements and Schedules:

(1) The list of consolidated financial statements and schedules set forth in the accompanying Index to
Consolidated Financial Statements and Other Financial Information at page F-1 herein is incorporated
herein by reference. Such consolidated financial statements and schedules are filed as part of this report.

(11} The unaudited financial statements of the Time Warner Service Partnerships for the guarterly
period ended September 30. 1995 included in the Current Report on Form 8-K of Time Wamer
Entertainment Company, L.P. (Reg. No. 33-53742) dated November 28, 1995 (“TWE's 1995 Form 8-K")
are incorporated herein by reference and are filed as an exhibit 1o this repor.

{iii1 The financial statements of the Time Warner Service Partnerships and the report of independent
suditors thereon, set forth at pages F-64 through F-73 in the 1994 Annual Report on Form 10-K of Tinz
Warner Entertainment Company, L.P. (“"TWE's 1994 Form 10-K”) are incorporated herein by reference and
are filed as an exhibit to this reporn.

{1v) The unaudited financial statements of Paragon Communications for the quarterly penod ended
June 30. 1995 included in TWE's 1995 Form B-K are incorporated herein by reference and are filed as an
exhibit to this report.

(v} The financial statements and financial statement schedule of Paragon Communications and the
repont of independent accountants thereon, set forth at pages F-74 through F-B3in TWE's 1994 Form 10-K,
are incorporated herein by reference and are filed as an exhibit to this report.

All other financial statement schedules are omitied because the required information 15 not applicable, or
because the information required 1s included in the consolidated financial statements and notes thereto

{3) Exhibits;

The exhibits listed on the accompanying Exhibit Index are filed or incorporated by reference as pan of this
report and such Exhibit Index is incorporated herein by reference. Exhibits 10.1 through 10.22 listed on the
accompanying Exhibit Index identify management contracts or compensatory plans or armangements required to
be filed as exhibits to this report. and such listing is incorporated herein by reference

ib) Reports on Form B-K.

(1) The Company filed a Current Report on Form §-K dated November 14, 1995, in which it reported
in ltem S certain transactions entered into of proposed (o be entered into by the Company and TWE and
which set forth in ltem 7 cenain pro forma financial statements of the Company &t September 30. 1995
which give effect 1o such transactions

(ii) The Company filed a Current Report on Form 8-K dated December 1. 1995, in which reporied in
liem S that it had cniered into an Agreement and Plan of Merger, dated as of September 22, 1995.
providing for TBS 1o become a wholly owned subsidiary of the Company through a mergers with a
subsidiary of the Company.

{iii) The Company filed a Current Repont on Form 8-K dated January 4, 1996, in which it reporied in
Item 2 its acquisition of CVI and certain related companies, and related transacions

{iv) The Company filed a Current Repont on Form 8-K dated March 22, 1996 which set forth n Item 7
cerain pro forma financial statements of the Company at December 31. 1995



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 behalf by the undersigned, thereunto duly
authorized.

TiME WARNER INC.

By is/ PETER R. Hate

Executive Vie Fresident,
Geoperal Counse’ and Secrelary

Date: March 22, 1996

Pursuant to the requirements of the Secunties 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 dales indicated.

Signatare Tide Date
/s GEraLD M, LEVIN Directur, Charrman of the Board and March 22, 1996
(Gerald M. Levin) Chief Exccutive Officer (principal
exccutive officer)
Is/ RICHARD J. BRESSLER  Senior Vice President and Chiel Financial March 22, 1996
(Richard J. Bressler) Officer (pnncipal financial officer)
sl Joun A, LaBarca Vice President and Conuoller (pnincipal March 22. 1996
ijohn A. LaBarca) accounting offizer)
...... R e Ny Director March 22. 1996
iMery Adelson)
. Director March 22, 1996

. Director March ZZ, 1996

. " Director March 22, 1996

S L S Director March 22, 1996
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. Director March 22. 1996
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Exme 2

SUBSIDIARIES OF TIME WARNER INC,

Set forth below are the names of cemain subsidianies, at least S0% owned. directly of andiie Hy, ol Lo

Warner and TWE as of December 11, 1995, unless otherwise indivated  Centain subsidiaries sl when
considered in the aggregate would not constitute a significant subsidiary, aie omitied Trom the Tist bl

Indented subsidianies are direct subsidianies of the company umder which they are indented
Peivemiag® Nimbe o | b

(hmined Iy Jus dsibin b ol
Tinmveadiatle Vi o i AR b 100
Name Farent Urganiial s
TIME WARNER INC. {Registrani) Ielawmir
Asiaweek Limited A Mong Koy
Sunset Publishing Corporation LY Delawary
Time International Inc 1 Dhelawaiv
Time Inc(1) o 100 Dhelaw i
Amernican Family Publishers (parnership) 50 New Yok
Book-of-the-Month Club, Inc 1K) New Yk
Entertainment Weekly, Inc 100 Delaware
Litle, Brown and Company (Inc ) 100 Manua ety
TDS Venwres, Inc ; ; 100 e law nie
Time Distnbution Services (partnership) 0l Mew Yoik
Time Customer Senvee, Inc L1 I lawaie
Time Publishing Ventures. Inc 1 el aie
Southemn Progress Corporation(2) 100 Dhelaw are
Time Inc. Ventures [L1] D laware
Health Publicanons. Inc 100} e laware
Hippocrates Partners (partnership) M Califiunia
TWC Venlures . S L LU Ihelaware
Time Life Inc. .. .. . L] [relwwire
Time-Life Customer Service, Inc. L] I e | Al
Wamer Books. Inc . L1 New Yiuk
Warner Publisher Services lne , 1 MNew Yk
Time TBS Holdings, Inc. .. .. . . [11] Dielaw i
TW Service Holding I, L.P. (pannership) (h Delawaie
TW Service Holding [, LP. (pantnership) (R Delaw v
TW Programming Co. {pantnership) 4 New Yuoib
TW Cable Service Co. (parinership) . ) 1) New Yk
TW/Three D Holding Co. (pannership) Y New Yk
Time Wamer Connect (partnership) (R} New Yok
WCl Record Club Inc. 100 ) [holaw e
The Columbia House Company (pannership) S Mew Yok
Warner Communications Inc : 1) [ law e
Time Warner Interactive Inc. ; ; il Delawary
Atan Games Corporation ... . (i (L Californin
DC Comics (parinership) . . ST New Yok
Warner Bros. Music Intermational Inc (L] Delawaiv
Warner-Tamerlane Publishing Corp . 100 Calitoimin
WHB Music Corp. e . o . 100 Californin
W Cinemas Holding Inc. ; ‘ i 10K Ielwnre
Ikl Delawaie

W Cinemas Inc.




Name

Tn-County Cable Television Company

Fublic Cable Company - i L

Public Cable Company lpmncuh:pl

TWI Cable Inc.(13) ..... . —

KBL Communicanions. Inc.

Paragon Communications lpmnﬂshlpi
Cablevision Industries Corporation (14}
Summit Communications Group, Inc

Summut Cable Inc. 15

Summut Cable Services of Georgia, Inc,

Summit Cable Services of Forsyth County, Im.:. .

Summit Cable Services of Thom-A-Lex, Inc.
Time Wamer Operations Inc. . R

HBO Film Management, Inc

Home Box Office Asia Inc.

TW/TAE Holding. Inc. ......... e

TWMAE Inc. .. ... ... ... ... ...

Subsidiaries of Time Wamer Em:ruinmtnl Cumpn). L.P.

Time Wamer Entertainment-Advance/Newhouse Parnership

CV of Viera Joint Venture (pantnershup). . ..., .
Time Wamer Communications Holdings Inc.(16) .

Century Venture Corporation ... . g

Ene Telecommunications, Inc.
Kansas City Cable Partners
Time Wamner Cable New Zealand Huldmp I I:d
Queens Inner Unity Cable System
Comedy Panners. L P. (pannership)
Wamner Cable of New Jersey Inc
Warner Cable of Vermont Inc
HBO Direct, Inc. S N
T™W Buffer Inc. ...,
Warner Bros, (FE) Im
Warner Bros. (Japan) Inc

Warner Bros. (South) Inc. ; ;
Wamer Bros. (Transatlantic) Inc. Sl BT

Bethel Producuons Inc. R G
Wammer Films Consolidated Inc

Exeter Distnbuting Inc

Riverside Avenue Distnbuting Inc

HBO Asia Holdings, L.P. (partnership) .

HBO Pacific Partners, C.V,
Home Box Office rSmgumr:: Pry le

Tumer/HBO L. Purpose Joint Venture {pa.nn.cnh:pJ.

Acapuleo 37 5.A. de CV A

Wamer Bros. Gesellschaft mbH .. ...,

Time Wamer Entertainment Limited
The Bounuful Company Limited .

\ad

Percentage

Orened by

Immediate
Pareat

100"
100
”
100
100
S0012)
100
100
100
100
100
100
100¢15)
100
100
100
100

66.67
50
100
50
54.19
50
100(17)
50
50
100
100
100
100
100
100
100
100
100
100
100
100
100(18)
B3.23
100
50
100
100
100
50

State or (Mher
Jurisdiction of

Incorporation or
Organization

New Jersey
Maine
Maine
Delaware
Delaware
Colorado
Delaware
Delaware
Delaware
Delaware
Delaware
Delaviame
Delaware
Delaware
Delaware
Delaware
Delaware

New York
Flonda
Delaware
Delaware
Penn.ylvania
Colorado
New Zealand
New York
New York
Delaware
elaware
Delaware
Delawire
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Neth, Antiles
Singapore
New York
Mexico
Austria

UK

UK




Warner Bros. Swdio Stores Ltd.
Warner Bros. Consumer Products (UK) Lud.
TWE Finance Limited ... S T
Wamer Bros, Theatres Lid.
Warner Bros. Distributors Lid. S
Lonmar Telepictures International Led. . .o | . .
Warner Bros. Intemauonal Television Distnbution laha S.p.A.
Torremodo Ld oo
Vietory Film Production. Lid.
Warner Bros. Theatres (UK. Limuted
Warner Bros. Theatres Advertising Agency Lamuted
Warner Bros. Productions Limited . ;
Warner Home Video (U.K.) Limited
Metro Color Laboratories (U.K.) Lud
Kay Holdings Lid. ....... FraE
Metrocolor (London) Limited ..., i
Lonmar Distnbution International (Canada) Corp.
Lorimar Canada InC. ..ooovoennnimnnmroronarrstes
Productions ¢t Editions Cinematographiques Francaises SARL (PECF)
wamner Home Video France S5.A. . e e Aim g A T AL
Time Wamner Entenainment Australia Pty. Ld.
Lonmar Telepictures Piy. Limited . ........ s
Warner Bros. (Australia) Piy. Ld. ... PR
Warner Holdings Austrahia Pty. Limited .
Warner Bros Properues (Australia) Pry Lud
warner Bros. Theatres (Australia) Pry. Lamited .
Warner World Australia Pry. Limuted . .
Movie World Enterprises Partnerstup ipartnership)
Wamer Home Video Pty Limited
Warner Bros. Video Pry. L. .
Warmner Sea World Aviation Py Lad
Gea World Aviation Pastnership {partnership)
Warner Sea World Investments Pty Limited
Sart Lodge Pry, Limited
Sea World Management Py Ld.
Warner Sea World Operations Py, Lid.
Sea World Enterprises Partnership {partnership)
Warner Sea World Units Pry. Lud
Time Warmner Germany Holding GmbH i
Time Warner Enteninment Germany GmbH ... ... -
Iime Wamer Entertainment Germany GmbH and Co. OHG ...
Warner Bros. Movie World GmbH & Co. KG
Warner Bros. Deutschland Pay TV GmbH
Warner Home Video GmbH
Warner Home Video Spol SRO ...
GWHS Grundstrucks Verwaltungs GmbH .
Warner Bros. Film GmbH .......... R
Warner Bros. Film GmbH Kinobetnc

Prroentage
Crwned by
Lo iabe

100
100
100
100
100
100
100
100
100
100
100
100
100
100
10
1o
107
100
100
100
100
100
100
100
100
100
100

100
106
100

1003

50
100
100

100
100( 191}
100
100200
i)
100
100
100
100
100
LY

Stste or (ther
Juriasdiction of

Incorporaton of
Organization

UK

UK

UK

UK

UK

UK.
Ttaly
UK
uk.
UK
UK
UK

UK

UK
UK.
UK
Canada
Canada
France
France
Australia
Australia
Australia
Australia
Australa
Australia
Austrahia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Germany
Germany
Germany
Crermany
Germmany
Germany
Czrech Republic
Germany
Germany
Germany




Name

Warner Bros Film GmbH Muluplexr Cinemas Mulheim

Time Warner Merchandising Canada Inc
Wammer Bros. Canada Inc
Warner Bros. Distnbunng (Canada) llrmtcd
Warner Home Video (Canada) Lid
Warner Bros. (Afnca) (Pry) Lid
Wamer Bros. Belgium SA/NV
Warner Bros. (D) ASS .

Wamer & M:imnmnc F:]ms ASS

Vammer Bros. Theatres Denmark A/S

Scala Biografome U/S (partnership)

Dagmar Teatret I/S (partnership) . co
Warner Bros. Film Ve Video Sanavi Ve Tn:a:ﬂ A S
Warner Bros. Finland OY
Wamer Bros. (Holland) B.V.

Wamer Home Video (Nederland) B W
Wamer Bros. Theawes (Holland) B.V
Warner Bros. Holdings Sweden AB.
Warner Bros. (Sweden) AB . . ..
Wamer Home Video (Sweden) AB
Warner Bros. ltalia S.p.A
Wamer Entertainment [talia S, rL
Wamer Bros. (Kerea) Inc.
Warner Bros. (Mexico) S.A.
Warner Bros. (N.Z.) Limited .
Wamer Home Video (N.Z.) llml.u:d
Wamer Bros. Norway AJS ... ..
Wamer Bros. Singapore Pre. Liud
Warmner Home Video (Ireland) Lid. .
Warner Home Video Porntugal Lda
Warner-Lusomundo Sociedade Ibenca de Cinemas Lda,
Warner Home Video Espanola 5 A
Wamer Brms, Consumer Products 5 A
Warner Mycal Corporation . g
Kabelkom Management Co. [pmmrshlpﬂ"ll
Hungary Holding Co. .
Kabelkom Holding Cn {pann:uhlplt"ll
Quincy Jones Entertainment Cnmpm} L.FP lpmncrsh:pj
DC Comics (partnership) .. i .
HBO Cesha Republika, S R'D

Percentage State or (iber
Orwned by Jurisdiction of
Immediaie Incorporation or
Parent Ohrganiration
100 Crermany
100 Canada
100 Canada
106} Canada
100 Canada
100 S0 Alnca
100 Belgium
100 Denmark
50 Denmark
100 Denmark
50 Denmark
50 Denmark
100 T tkes
100 Finland
1060 Netherlands
100 Netherfands
100 Metherlands
1) Sweden
1) Sweden
100 Sweden
100 laly
100 laly
100 Korea
100 Mexico
) New Zealand
100 New Zealand
100 Norway
100 Singapore
100 Ireland
100 Poriugal
50 Porwgal
100 Spain
100 Spain
50 Japan
b1 Delaware
LKW 149 New York
50 Delaware
0 Delaware
S50{7) New York

100

Crech Republic

(1) The names of five subsidianes of Time Inc. carrying on the magazine publishing business are omutted
{2) The names of mne subsidianes of Southern Progress Corporation carmrying on the magazine or book

publistung business are omitted.

i1) The General Partners of TWE own 87 5% and TW/TAE. Inc and Time Wamner Inc. each own 6.25% as

limited partners.

(footnotes contnued on next page)




{footnotes continued from previows page!

i4) TWE owns 99% and TW Service Holding Il LP owns 15

(5) TW Service Holding 1. LP owns 99% and TW Service Holding I L P owns 1%

(6) Time Wamner Inc. owns 80% and Wamer Commumications Inc. owns 20%

{71 Warner Communications Inc. owns 50% and TWE owns 50%

(%) The names of 16 subsidianes of New Chappell Inc. camying on substantially the same music pubhishing
operations in foreign countnes are omtted

{9 The names of 34 subsidianes of WEA Intemational Inc. carrying on substantially the same record. tape and
video cassette distnbution operatons in {oieign countnes are omitted

(10} The names of four subsidianes of Wamner Cable Commumications Inc. carrying on the cable television
business are omitted.

(11 Tame Wamer Inc. owns 86.34%, Wamer Communications Inc, owns 78% and Time TBS Holdings, Inc
owns 5.86%.

(12) Amenican Television and Communicauons Corporation indirectly owns 50% of Paragon Communications
and the remaining 50% is owned ndirectly by TWI Cable Inc.

(11) The names of 21 subsidiaries of TWI Cable Inc. carrying on the cable television business are omtied.

{14) The names of 42 subsidianes of Cablevision Industries Corporation (acquired o January 4, 1996) camrying
on the cable television business are omitted

(15} Time Warner Inc. owns 87.21% and Warner Communications Inc. owns 12.79%

(16) The names of 21 subsidiaries of Time Wamer Commumcations Holdings Inc. carrying on the same
alternate access operations are omitted

1171 TWE owns 99% and Time Wamner Inc. owns 1%,

(181 TWE owns 99% and Home Box Office Asia Inc. owns 1%

(19) TWE owns 99% and HBO Direct, Inc. owns |5

(20) Time Warner Entertainment Germany GmbH owns 85% and Time Wamer Germany Holding GmbH owns

15%

(1) The names of 13 subsidianes of Kabelkom Management Co. and Kabelkom Holding Co. carmrying on

substantially the same cable television operations in Hungary are omitted




EXHIBIT 211

CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference of our repons dated February 6, 1996, with respect 1o the
consolidated Ainancial statements and schedules of Time Wamer Inc. and Time Wamner Entertainment Company
L.P ("TWE") included in this Annual Repont on Form 10-K for the year ended December 11, 1995, and out
report dated March 3. 1995, with respect to the combined financial statements of the Time Wamer Service
Partnerships included in TWE's Annual Report on Form 10-K for the year ended December 31, 1994,
incorporated by reference in this Annual Repont on Form 10-K for the year ended December 31, 1995, in cach
of the following:

ta

Post-Effective Amendment No. 2 1o Registration Statements No. 33-1103] and No 2 76753 on
Form §-8;

Post-Effective Amendment No. 4 on Form 5-3 10 Registration Statement No. 2-75960 on Forn
5-16 and Post-Effecive Amendment No. | on Form 5-3 to Registration Statemet No. 33.58262
on Form §-3,

Registration Statements No. 33-20883 and No. 33-35945 on Form S5-8,

. Post-Effective Amendment No. 8 to Registrauon Statements No 2-62477 and No. 2-67216 on

Form 5-8.

5. Registration Statements No. 33-37929 and No 3347152 on l'orm 5.8,

. Post-Effective Amendment No. 2 to Registration Statement No. 33-16507 on Form 5-8 and

Registration Statement No. 33-48381 on Form §-8,

7. Post-Effective Amendment No. 1 to Registration Stalement No. 33-29247 on Form S-8:

10.
. Regustration Statement No. 33-35317 on Form 5-8.

12
13

14.
15.
16,
7.

Registration Statement No. 33-33076 (the Prospectus consttuting a pan thereof also applies to
Repistration Statements No. 33-29029 and No. 33-29030) on Form 5-8:

. Amendment No. | w Registraton Statement No. 33-33043 on Form 5-8 and Regurranon

Statement No. 33-51471 on Form 5-8;
Pre-Effective Amendment Neo. | to Registration Statement No. 33-29031 on Form 5-3.

Registraton Statements No. 3140859 and No. 3348382 on Form S-8;

Registration Statement No. 3347151 on Form 5-8;

Post-Effecuve Amendment No. 2 w Registration Statement No. 33-57812 on Form 5-3,
Registration Statements No. 33-62774 and No. 33-51015 on Form S-§;

Post-Effective Amendment No | 1w Registration Sutement No. 33-50237 on Form 5-3,

Registration Statement No. 33-53213 on Form 5-8 and Post-Effective Amendment No. | w
Registration Statement No. 33-57667 on Form 5-8.

. Registratton Statement No. 33-61497 on Form S-8:

Amendment No. | 1o Registranon Statement No. 33-61579 on Form §-3; and
Pre-Effecive Amendment No. 1 o Registration Statement No. 33-62585 on Form §-3

Emst & Young LLP

New York. New York
March 21, 19%6




EXHIBIT 23.2

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by relerence of our reporn dated January 19, 1995, except as to
Note f which 15 as of January 27, 1995 with reapect to the fnancial statements and schedule ol Paragon
Commumcatons which are corporated by reference in this Annual Heport on Form 10-K for the year ended
December 31, 1994 in each of the following

|

1

I8
19
20

Posi-Effecuve Amendment No. 2 to Registration Statements Noo 33 11031 and No 2-76753 on Form
58,

Post-Effective Amendment No. 4 on Form 5 3 10 Registranon Statement o, 2-75960 on Form 5-16
and Pest-Effective Amendment No | on Form §.3 10 Registrauon Statement No 3358262 on
Form 5.3,

Registration Statements Noo 33-20883 and No 33.3394%5 on Form §-B.

Pos-Effective Amendment No K 1o Registration Statements No. 262477 and No 267216 on
Form -8,

Registration Statements No 33.37929 and No 33-47152 on Form 5-;
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Time Warner has interests in three fundamental areas of business: Entertainment, consistng principally of
intefests 1n recorded music and music publishing, filmed ententainment. broadcasung. theme parks and cable
television programming; News and Information, consisting principally of interests in magazine publishing. book
publishing ana direct marketing: and Telecommunications, consisting principally of interests in cable television
systems. Substantially all of Time Wamer's interests in filmed entenainment. broadcasting, theme park , cable
television programming and most of its cable television systems a7 held through the Entertainment Group,
conssung principally of TWT, which is not consolidated for financial reporting purposes. TWE manages the
telecommunications properties owned by Time Wamer and the combined cable television operations are
conducted under the name of Time Warner Cable. Capitalized terms are as deined and described in the
accompanying consolidated financial statements, or elsewhere herein,

Strategic Initiatives

Significart Transactions

During 1995, Time Warner and the Entertainment Group embarked on a program (o improve their financial
condition and increase their overall financial flexibility through the initiation of an asset sales program and
significant debt refinancings. Time Wamner and the Entertainment Group also pursued significant, stratogic
initiatives during 1995 through their cable television operations and through a proposed merger i Time Warner
and TBS. These initiatives are part of a conunuing strategy to furher enhance the strength of Time Warner's
interests in entertainment and news and information. and to attempt 10 use existing and acquired cable television
systems to establish an enterprise that will be responsible for the overall management and financing of its cable
and telecommunications interests. In pursuit of these strategic initiatives, Time Wamer and the Entertainment
Group announced or completed a number of transactions in 1995 and early 1996 that have had or e expected
10 have a significant effect on their results of operatiors and financial condition. Such transactions include:

» The September 1995 announcement of Time Wamer's agreement [0 merge with TBS by acquinng the
remaining B0% interest in TBS that it does not already own,

e The acquisitions by Time Wamer of Summit. KBLCOM and CV1 and related companics, and the
formation by TWE of the TWE-Advance/Newhouse Partnership. which together strengthened the
geographic clusters of the cable television systems and substantially increased the number of cable
subscribers managed by Time Wamer Cable (collecuvely, the “Cable Transactions™).

The cxchange of ITOCHU's and Toshiba's interests in TWE for equity interests in Time Wamer (the
“ITOCHU/Toshiba Transaction™),

 The refinancing of approximately $4 billion of public debt by 1ime Wamer and ths execution of 3 new
8.3 billion credit agreement, under which approximately $2.7 billion of debt assumed in the Cable
Transactions was refinanced by subsidianies of Time Wamer and $2.6 billion of pre-existing bank debd
was refinanced by TWE (the “Debt Refinancings™). and

» The sale by Time Warner and the Entertainment Group of ceftain assels under an asset sales program,
which raised approximately $1.6 billion on a combined basis for debt reduction, including the salc of
$1% of TWE's interest in Six Flags (the “Six Flags Transaction™) and the sale or expected sale or
transfer of cenain unclustered cable television systems owned by TWE (the “Unclustered Cable
Transactions™ ).




TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

The nature of these transactions and their impaci on the results of operations and financial condition of Time
Warner and the Entertainment Group are further discussed below

Telecommunications Stralegy

In 1994, Time Warner embarked on a strategy to expand its cable television business, leading 10 agreements
1o combine with or acquire cable television systems serving approximately 3.7 million subscnbers. This strategh
was based on management's expectation that there would be a signficant in ‘rease in the value of cable television
systems related, in part, 1o a future convergence of the cable and telephone industnies which would provide cable
companies with an opportunity to operate large geographic clusters of cable television systems for purposes of
maximizing the development and distnbution of new and improved services on a cost efhicient basis, such as
increased channel capacity, high speed data transmission and telephony services.

Duning 1995 and with the acquisition of CV1 and related companies in January 1996, Time Wamner
completed its plans for the expansion of its cable television business. thereby strengtheming its geographic
clusters of cable television systems as previously envisioned. Along with internal growth. the acquisitions of
Summit. KBLCOM and CVI and related companies. as well as the formation of the TWE-Advance/Newhouse
Partnership, increased the total number of subscribers under the management of Time Wamer Cable to 1.7
million. as compared to 7.5 million subscnbers at the end of 1994, Time Warner Cable has also extended its
reach of cable television systems to neighborhoods passing '8 million homes or close 10 20% of television
homes in the U.S. In addition, there arc now 33 geographic clusters of cable television systems serving over
100.000 subscribers cach, including key markets such as New York City and State, central Flonda and North
Carolina. Time Wamer does not currently plan to rmake any more significant acquisitions of cable television
systems, but instead intends to continue 1o refine its geographic clusters by exchanging certain unclustered cable
television systems for geographically-sirategic ones or by sclling non-stralegic cable television systems as pan
of the Company's continuing assct sales program. Management conlinues o believe that the increased size and
concentration of its subscniber base will provide for sustained revenue growth from new and improved services.
and provide cemain cconomies of scale relating 1o the upgrade of the technological capabilities of Tim= Warmer
Cable's cable television systems.

Management believes that the future comvergence of the cable and telephone industnies has been
substantially confirmed through vanous events within the indusiry. including the February 1996 enactment into
law of sweeping telecommunications industry reform. Among other features, the Telecommunications Act of
1996 cffectively removes regulatory bamers that histonically prohibited cable television companies and local and
long-distance telephone companies from competing in each other’s business. In addition, the new law eliminates
most cable rate pricing restrictions in 1999, and earlier under cemain circumstances. Time Warner expects that
the relaxation of cable rate regulation in 1999, along with permitted cable rate price increases for cenain
regulated services that wenlt into effect on January 1. 1996 under a separaie Time Warner agreement with the
Federal Communications Commission (the “FCC™), will provide enhanced pncing flexibility that will help
finance its cable and tclephony expansion plans.

The next phase of Time Warner's teleccommunicalions strategy 15 o simplify the structure of its cable and
1~lecommunications propertics by banging such properues together, so far as pracucable and on a tax-cfficient
basis. into an enterpnse that will be responsible for the overall management and financing of these interests The
first step of this process was completed in 1995 when ITOCHU and Toshiba exchanged their interests in TWE
for equity interests in Time Wamer. The restructuring process depends, among other things, upon successful
negouations with U S WEST and cerain creditors. and the receipt of franchise and other regulatory approvals
Accordingly, there can be no assurance that the effort will succeed. In the intenm, as contemplated by the TWE-
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —{Continued)

Advance:Newhouse Partnership agreement, Time Wamer may transfer certain of its newly-acquired cable
systems 1o the TWE-Advance/Newhouse Pannership on a x-efficient basis Such transfers, if they are made,
are expected o be structured so that the systems will be transferred subject to a portion of Time Wamer's debt,
thereby reducing the financial leverage of Time Wamer and increasing the under-leveraged capitalization of the
TWE-Advance/Newhouse Partnership and consequently, TWE.

THS Transaction

With the announcement in September 1995 of Time Warner's plan to merge with TBS, Time Wamer has
taken 3 strategic step that would further enhance Time Wamer's interests in entertainment and news and
information assets while improving the balance between such interests and its interests in the telecommunica-
nons business. The addition of TBS® news and entertainment programming networks, film and cantoon libranes,
film production companies and spors franchises 1s cxpected to complement virtually all of Time Wamer's
business interests and expand the emphasis on growth through Time Wamer's interests 1n its entertainment and
news and information businesses.

The TBS Transaction provides for the merger of cach of Time Wamer and TBS with separate subsidiancs
of a holding company (“New Time Wamer™) that will combine, for financial reporting purposes. the
consolidated net assets and operating results of Time Warner and TBS. Based on TBS' financial position and
results of operations as of and for the year ended December 31, 1945, and giving pro forma effect to the TBS
Transaction as if it had occurred on December 31, 1995 for balance sheet purposes and at the beginning of the
vear for statement of operations purposes. the incremental effect on Time Warner reflected in the combined pro
forma financial statements of New Time Wamer would have been (1) an increase in sharcholder’s equity of
approximately $7.3 billion, principally due to the issuance by New Time Wamer of approximately 177.8 miilion
shares of common stock. (ii) an increase in long-term debt of approximately $2.5 billion due to the assumption
of TBS' debt. (iii) an increase in goodwill of approximately $7.9 billion as a result of a preliminary allocation of
the excess cost over the net book value of assets acquired, (iv) an increase in revenues of 534 billion, (v) an
increase in EBITDA (as defined below) of $524 million, (vi) an increase in depreciation and amortization of
$177 mullion. including approximately $200 million of noncash amortization of goodwill. (vii) an increase in
operating tncome of $147 million, (vi) an increase in net loss of $111 million and (1x) a reduction 1n net loss
per commeon share of $.12 per common share resulting from the dilutive effect of issuing 177.8 million shares of
common stock.

The TBS Transaction is subject to customary closing conditions, including the approval of the shareholders
o TBS and of Time Warner, all necessary approvals of the FCC and appropriate antitrust approvals. There can
be no assurance that all these approvals can be obtained o1, in the case of governmental approvals. if obtained.
will not be conditioned upon changes o the terms of the mergrr ~creement of related agreements.

Use of EBITDA

The following comparative discussion of the results of operations and financial condition of Time Wamer
and the Entertainment Group includes, among other factors, an analysis of changes in the operating income of
the business segments before depreciation and amoruzation ("EBITDA") in order to eliminate the effect on the
operaung performance of the music. filmed entertainment and cable businesses of significant amounts of
amornization of intangible assets recognized in the $14 billion acquisiion of WCT in 1989, ihe $1.3 hillion
scquisiion of the ATC minonity interest in 1992, the $1.4 billion acquisitions of KHLCOM and Summit in 1995
and other business combinations accounted for by the purchase method, including the $904 million ACquIsSilon
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—{Continued)

of CVI and relased companies in January 1996 and the proposed TBS merger with respect 1o certain discussions
on a pro forma basis, Financial analysts generally consider EBITDA to be an imporant measure of comparative
operating performance for the businesses of Time Wamer and the Entenainment Group, and when used in
companison to debt levels or the coverage of inierest expense, as & measure of hiquidity. However, E_ITDA
should be considered in addition to. not as a substitutc for, operating Income. Nt income, cash flow and other
measures of financial performance and liquidity reporied in accordance with generally accepted accountng

prnciples

RESULTS OF OPERATIONS

1995 vs. 1994

Time Warner had revenues of $8.067 billion. a loss of $124 million (5.46 per common share) before an
extraordinary loss on the retirement of debt and a net loss of $166 million ($.57 per common share) in 1995,
compared to revenues of $7.396 billion and a net loss of $91 million ($.27 per common share) in 1994,

The increase in Time Wamer's net loss in 1995 was principally related to a $42 million extraordinary loss
on the retirement of debt ($.11 per common share) and $85 million in pretax losses ($52 million after taxcs and
$.13 per common share) related to cerain businesses and joint ventures owned by the Music Division which
were restructured or closed. As discussed more fully below, the increase in Time Warner's net loss in 1995 from
such losses was principally mitigated by an overall increase in the fundamental operating income of Time
Warner's business segments and increased income from is equity in the pretax income of the Entertainment
Group. offset in part by a decrease in investment-related income and higher interest expense on appr.ximately
$1.3 billion of debt assumed in the cable acquisitions. The increase in Time Warner's net loss per comman share
in 1995 also related 1o an increase in preferred dividend requirements 1o $52 million from $13 million in 1994
as a result of the preferred stock issued in connection with the 1995 cable acquisitions and the ITOCHU/Toshiba
Transacuon.

Time Wamner's equity in the pretax income of the Entertainment Group was $256 million in 1995,
compared to $176 million in 1994. As discussed more fully below, the Entertainment Group's operating results
in 1995 reflect an overall increase in operating income generated by 1ls business segments (including the
contribution by the TWE-Advance/Newhouse Parinership) and an increase n investment-related income
resulting from gains on the sale of certain unclustered cable systems and other investments. offset in pant by
minority interest expense related to the consolidation of the operating results of the TWE-Advance/Newhouse
Partnership effective as of Apnl 1. 1995,

On 2 pro forma basis. giving effect to (i) the Cable Transactions. (ii) the ITOCHU/Toshiba Transaction, (i)
the Debt Refinancings, (iv) the Six Flags Transacton and (v) the Unclustered Cable Transactions, as if each of
<uch transactions had occurred at the beginning of the penods. Time Wamer would have reponed for the yeans
ended December 31, 1995 and 1994, revenues of $8.742 billion and $8.217 billion, depreciation and
amortization of $935 million and $906 million, operaning income of $656 million and $653 million, equity in
the pretax income of the Entertainment Group of 3286 million and $205 million, a loss before extraordinary
item of $255 million and $266 million ($1.02 and $1.07 per common share) and & net loss of $297 million and
$266 mullion (S1.13 and $1.07 per common share), respectively. The 1995 to 1994 companson of pro forma
results are similarly affected by any underlying histoncal trends that are unrelated to the transactions given pro
forma effect 1o therein, such as the $85 million in pretax Music Division losses discussed above. The increase in
pro forma over histoncal losses before extraordinary items for each period is principally the result of
approximately $230 million in annualized noncash amortization of cenain intangible assets recognized in the
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—{ Continued)

cable acquisitions which is not fully offset by the pro forma effects of other improved net operating resulis. a
component of which is the pro forma benefit from the net addition of over $400 million 1n annualized EBITDA

On a pro forma basis, giving effect to (i) the formation of the TWE-Advance/Newhouse Partnership. (1) the
refinancing of approximately $2.6 billion of pre-exisung bank debt, (iii) the consolidation of Paragon. (iv) the
Six Flags Transaction and (v) the Unclustered Cable Transactions, as if each of such transactions had occurred
at the beginning of the peniods, the Enteniainment Group would have reported for the years ended December 31,
1995 and 1994. revenues of $9.686 billion and $8.778 killion, deoreciation and amoruzation of $1.078 tullion
and S1.038 billion. operating income of $994 million and £923 inillion, incoms before extraordinary 1em of
$203 million and $171 million and net income of $179 million and $171 mallion. respectively. The 1995 1o 1994
companson of pro forma results are similarly affected by any underlying historical trends that are unrelated to
the transactions given pro forma effect to therein. The increase in pro forma over histoncal net income for cach
period principally results from the pro forma effects of a full year contribution by the TWE- Advance/Newhouse
Partnership. and interest savings associated with the refinancing of TWE's bank debt and lower debt levels
resulting from asset sales.

The relationship between income before income taxes and income tax expense of Time Wamer s
principally affected by the amonization of goodwill and certain other financial statement expenses that are not
deductible for income tax purposes. Income tax expense of Time Wamer includes all income taxes related 1o 1s
allocable share of pannership i~come and its equity .a the income lax expense of corporate subsidianes of the
Entertainment Group.

EBITDA and operating income for Time Wamer and the Entenainment Group in 1995 and 1994 are as
follows:
Yearnn Ended December 31,

EBITDA Operating | ncome
1998 1954 1995 194
(millons )
Time Warner:
Publishing -...cvinmuicssonss . . I oLk S 476 S 430 538l 5347
AT EIIE 5 it s o RS oM (s M A e : 690 720 321 366
Cable i e SR T e . S —— : %0 — (5 _—
MO oicrinncsshitmos i 5 s e i R s e a0 H ST $1,256 S$1.150 ﬂ @
Entertainment Group:
Filmed Entermanment ......ooveucenareciananas e e S 4% S 430 §253 $219
Six Flags Theme Parks ..........coocoiioniiiiiiians . 60 135 29 56
Broadcasting-The WB Network .. ... ... ey (66) — (66} -
Programming-HBO ......... R B S SR e el 293 257 274 237
Cable .. .ooviiivenrnrsnrinaisn P R AT o F e i 1,275 989 12 340
TOUR] 0 s o Ly A SR R B R T TR ... $2052 S1811  §992 $852

i1 Includes pretax losses of 385 million recorded in 1993 relatsd 1o certain bupineises and jownd ventanes owned by the Music Division
which were restrucnared o closed
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

Time Warner

Publishing. Revenues increased to $3.722 billion, compared 10 $3.433 billion in 1994, EBITDA increased
to $476 million from $430 million, Depreciation and amortization amounted 10 $95 mullion in 1995 and $83
million 1n 1994, Operating income increased to 5381 mullion from 5347 mullion. Revenues benefred from
increases in magazine circulation, advertising and book revenues. Contnbuting 1o the revenue gain were
increases achieved by People, Sports lllustrated. Fortune and book publisher Oxmouwe House. EBITDA and
operating income increased as a result of the revenue gains, offset in pant by significantly higher postal and
paper costs as a result of price increascs.

Music. Revenues increased to $4.196 billion. compared to $3.986 billion in 1994. EBITDA decreased Lo
$690 million from $720 million. Depreciation and amortization, including amortization related to the purchase
of WCL. amounted 10 $369 million in 1995 and $354 millior. in 1994. Operating income decicased to $321
million from $366 million. Operating results were adversely affected by $85 million in losses recorded in 1995
(hat related to cenain businesses and joint ventures owned by the Music Division which were restructured of
closed. Revenuves for 1995 were negatvely affected by certain reclassifications relating to third party, pressing
and distribution arrangements and changes in the Music Division’s ownership interests in cernain invesiments
and subsidiaries that resulted in changes from the consolidation to the equity method of accounting. Excluding
the effects from such reclassifications and changes, revenues from the fundamental business increas=d by
approximately 6%. principally as a result of increases in both domestic and international recorded music
revenues and increased music publishing revenues, Domestir and international recorded music revenues
benefited from a number of popular releases and an increase in the percentage of compact disc to total unit
sales. Excluding the $85 million in losses, EBITDA increased. and operating income benefited, pnncipally from
the revenue gains and interest income on the resolution of a recorded music tax matier, offset in pant by
expenses incurred in connection with the settlement of certain employment contracts and lowe: results from
direct marketing activities attributable 10 higher amotization of member acquisition COSts.

The losses relating to certain businesses and joint veniures that were restructured or closed are pnimanly
celated to Warner Music Enterprises, one of the Company's direct markeung cffons, and the wnie off of s
related direct mail order assets that were not recoverable due to the closure of this business. Such closure was
substantially completed in 1995 and will not require any significant, future cash outlays. The activities that wall
not be continued have not been material 1o historical operating results and are not expected to significantly affect
the results of future operations.

Cable. As a result of Time Wamer's acquisitons of KBLCOM and Summit 1n 1995, cable operating
results for 1995 included revenues of $172 million, EBITDA of 590 million. depreciation and amoruzaton of
€95 million and an operating loss of $5 million. Modetate operating losses are expected to continue in 1996
because of the full year effect of approximately $230 million of noncash amortization of cerain intangible
assets recognized in Time Warner's acquisitions of KBLCOM and Summit in 1995, and CVI and related
companies in 1996,

Interest and Other, Net. Interest and other. net. increased (o $877 million in 1995, compared to 3724
million in 1994, Interest expense increased to $877 million, compared to $769 million, principally as a result of
approximately $1.3 billion of debt assumed in the cable acquisitions and higher short-term, foating-rates of
interest paid on $2.6 billion notional amount of interest rate swap contracts. Other income, nct, was immaterial
in 1995, compared to $45 million in 1994, principally because of a decrease in investment-related income.
Investment-related income in both periods consisied of gains on the sale of certain assels, including the sale of
an interest in QVC. Inc. in 1995, which were offset by losses from reductions in the carrying value of certain
investments taken in each period.
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Entertainment Group

Filmed Enteriainment. Revenues increased 1o $5.078 billion, compared 1o $4.484 bil"on in 1994,
EBITDA increased to $490 million from $430 million. Depreciation and amortization, including amoruzation
telated to the purchase of WCI, amounted to $237 million in 1995 and 5211 million i 1994, Operating incume
increased 10 $253 million from $219 million. Revenues benefiied from increases in worldwide theatncal, home
video, consumer products and television distnibution operations. Worldwide theatnical and domesie home video
revenues in 1995 were led by the success of Barman Forever EBITDA and ope aung income benefited from the
revenue gains and increased income from licensing operations.

Six Flags Theme Parks.  As a result of TWE's sale of 51% of its interest in Six Flags, the operating results
of Six Flags have bezn deconsolidated effective as of June 23, 1995 and TWE's remaining 49% interest in Six
Flags is accounted for under the equity method of accounting. Accordingly, revenues decreased to $227 mullion,
compared to $557 million in 1994. EBITDA decreased to $60 million from $135 million. Depreciation and
amortization amounted to $31 million in 1995 and $79 million in 1994, Operating income decreased (o $27
million from $56 million.

Broadcasting-Th- WB Nework. The WB Network was launched in January 1995, and gencraied $66
million of operating losses on $33 million of revenues. The operating loss was mitigated by a favorable legal
settlement, as well as by funding from a limited partner admitted as of August 1995. Due to the start-up nature
of this new national broadcast operation, lo ses are expected to continue.

Programming-HBO. Revenues increased to $1.607 billion. compared 10 $1.513 billion in 1994. EBITDA
increased to $293 million from $257 million. Depreciation and amortization amounted to $19 million in 1995
and $20 million in 1994, Operating income increased to $274 million from $237 million. Revenues benefited
primarily from an increase in subscriptions to 29.7 millior. from 27 million at the end of 1994, as well as from
higher pay-TV rates. EBITDA and operating income improved principally as a result of the revenue gains.

Cable. Revenues increased to $3.094 billion, compared to $2.242 billion in 1994. EBITDA increased 1o
$1.275 billion from $989 million. Depreciation and amontization, including amortization related to the purchase
of WCI and the acquisition of the ATC minonty interest, amounted to $773 million in 1995 and $649 million n
1994 Operating income increased to $502 million from $340 million. Revenues and operating results benefited
from the formation of the TWE-Advance/Newhouse Partnership on April 1, 1995 and the consolidation of
Paragon effective as of July 6, 1995. Excluding such effects, revenues benefited from an aggregate increase in
basic cable and Primestar-related, direct broadcast satellite subscribers that approached 6% and increases in
nonregulated revenues, including pay-TV, pay-per-view dnd advertising. Excluding the positive contnbutions
from the TWE-Advance/Newhouse Pannership and the consolidation of Paragon, EBITDA and operating
income increased as a result of the revenue gains, offset in part by the full year impact of the second round of
cable rate regulations that went into effect in July 1994, higher start-up costs for telephony operations and, with
respect Lo operating income only. higher depreciation and amorization relating to increased capital spending.

Interest and Other. Net. Interest and other, net, decreased to $539 million in 1995, compared to $616
million in 1994 Interest expense increased to $579 million, compared to $567 million in 1994, principally as a
result of higher shor-term. floating-rates of interest paid on borrowings under TWE's former and cxisting bank
credit agreements, offset in parnt by interest savings in the last quarter of 1995 on lower debt levels related to
management’s asset sales program. There was other income, net. of $40 million in 1995, compared to othes
expense, net, of $49 million in 1994, principally because of an increase in investment-related income related o
gains on the sale of cermain unclustered cable systems and other investments.
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1994 vs. 1993

Time Wamer had revenues of $7 196 billion and a net loss of 391 million {$.27 per common share) i
1994, compared 1o revenues of $6.581 billion and a net loss of $221 mllion ($.90 per common share) in 1993
[ncluded in the 1993 results is an extraordinary loss on the retirement of debt of $57 million (5.15 per commaon
share) and a one-time tax charge of $70 mullion (3.19 per common share) that resulted from the cflect on the
Company's deferred income tax habihity of the increase in the corporate income tax ra!  enacted in August
1993,

As discussed more fully below, the improvement in Time Wamer's net loss in 1994 reflected an overall
increase in operating income generated by its business segments and an increase in investment related income
offset in pant by higher interest expense and lower income from Time Mamer's equity in the pretax income ol
the Entertainment Group. The improvement in Time Wamer’s 1994 neu loss also related to the absence of the
extraordinary loss and one-time tax charge that were recorded in 1993, The improvement in Time Warner's ne
loss per common share in 1994 further resulted from a $105 million reduction in preferred dividend
requirements relating to Time Wamer's 1993 redempuion o eachange of $5.6 billion of prefered stock for detu

Time Warner's equity in the pretax income of the Enterunment Group was $176 mullion in 1994
compared to $281 million in 1993. As discussed more fully below. the Entertainment Group's operating results
in 1994 reflected an overall decrease in operating income generated by its business segments, pnncipally relaung
1o lower Cable results due to cable rate regulation, and an increase in investment-related and fereign cumency
contract losses, offsel in part by an increase in intercst income.

EBITDA and operating incom= for Time Warner :nd the Entertainment Group in 1994 and 1993 are as

follows:
Years Ended December 31,

¥BTDA Tacome

1994 1993 1994 1993
bl o )

Time Warner.
Publhishing .. ............. v ; _ . $ 430 S5 372 SMT 8295
¥ T T P [P P SO R e 720 643 366 296
Total........... £1.1%0 51015 §713 5391
EETy— C— —_—

Entertainment Group.

Filmed Entertainment . ] 2 - ST § 430 5 4 219 5231
Six Flags Theme Parks. ... e 7 . 135 122 56 53
Programming-HBO .......... ... i 257 230 237 21}
Cable i ; S IBERRS 9EO 1,035 340 Sy
Total <1811 S1.Bl4  SHS2 5905
_—— —=_——— _—— —_——

Time Warner

Publishing. Revenues increased to $3 433 billion, compared to $3.270 billion in 1993, EBITDA increased
to $430 million from $372 millica. Depreciation and amoruzation amounicd o $83 million 1n 1994 and $77
million in 1993. Operaung income increased to $347 million from $295 million. Revenues benefited pnincipally
from increases in magazine advertising and circulation revenues, which were aided in pan by several special
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issues during 1994, Significant revenue gains were achieved by People, Sports Hlustrated and Southern Living
EBITDA. operaung income and operaing margins improved pnncipally as a result of the revenue pains and
continued cost containment.

Music,  Revenues increased 1o $3.986 billion, compared 10 $3.334 billion in 1993 EBITDA increased to
£720 million from $643 million. Depreciation and amoftization, including amoruzation related to the purchase
of WCI, amounted to $354 million in 1994 and $347 mullion in 1993 Operating income increased to $366
million from $296 million. The revenue growth resulted from increases in both domestuc and intermatonal
recorded music revenues, which benefited from a number of popular rzleases during the year and an increase in
the percentage of compact disc 1o total unit sales, and increased rwsic publishing revenues EBITDA and
operating income benefited from these revenue gains and increasec results from direct marketing activities
attributable 10 new members and lower amortization of member acquisition costs, offset in pan by costs
associaled with the reorganization of the domestic music companies and continuing investment in hew business
ventures

Interest and Other, Net. Interest and other, net, increased to $724 mullion in 1994, compared 10 $71H
million in 1993, Interest expense increased 1o $769 mullion from $698 million as a result of a full twelve months
of interest on the debt issued during the first three months of 1993 1o redeem or exchange preferred stock, offsct
in part by savings from lower-cost debt used to fund the redemption of cenain notes and debontures in 1991
There was other income, net, of $45 million in 1994, compared to other expense. net. of $20 million in 1993
principally because of an increase in investment-related income, including an increase 1n the amoruzation of the
excess of the Time Warner Gener~l Pariners® interest ir the net assets of TWE over the net book value of theu
investment in TWE to reflect U S WEST as a partner for a full year. Investment-related income was reduced
part 1n both years by adjustments 10 the carrying value of cenain investments, cxpenses in connection with the
settlement of cerain employment contracts and losses on foreign exchange contracts “sed to hedge foreign
exchaige nsk.

Entertainment Group

Filmed Entertainmeni. Revenues increased to $4.484 billion, compared to $4.032 billhon in 1993
EBITDA increased 1o $S430 million from $427 million. Depreciation and amortization, including amoruzation
related 10 the purchase of WCI, amounted to $211 million in 1994 and $194 million in 1993 Operating income
decreased 10 $219 million from $233 million. Worldwide home video, syndication and consumer products
revenues increased at Wamer Bros. offset in pant by lower worldwide theatncal revenues EBITDA and
operating income margins decreased principally as a result of lower theatncal results in companson to the
exceptionally strong theatnical results in 1993

Six Flags Theme Parks. Revenues increased to 3557 mi'lion. compared to $533 million in 1993 EBITDA
increased to $135 million from $122 million. Depreciation and amortization amounted to $79 million in 1994
and $69 million in 1993. Operating income increased to $56 million from $53 million. Revenues increased as a
result of overall attendance growth and higher revenues per visitor. EBITDA and operaung income improved
prancipally as a result of the revenue gains.

Programming-HBO. Revenues increased to $1.513 billion, compared to $1.441 billion in 1993 EBITDA
increased 1o $257 million from $230 million. Depreciation and amortization amounted to $20 million in 1994
and $17 million in 1993 Operaung income increased 1o $237 million from $213 million. Revenues henefited
from an increase in subscriptions and higher pay-TV rates. EBITDA, operating income .2 operating margins
improved principally as a result of the revenue gains.
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Cable. Revenues increased to $2.242 billion, compared to $2.208 billion in 1993, EBITDA decreased w
$989 million from $1.035 billion. Depreciation and amortization, ncluding amortization related to the purchase
of WCI and the acquisition of the ATC sminonty interest, amounted to $649 mullion in 1994 and $629 mllion in
1993, Operating income decreased 1o $340 million from $406 million. Revenues and operating results in 1994
were adversely affected by 1wo rounds of cable rate regulanion that in general reduced tf - rates cable operaton
are allowed 1o charge for regulated services. the first of which went into effect in September 1993 and the
second of which went into effect in July 1994. The unfavorable effects of rate regulaton were offset in part by
an increase in subscribers and nonregulated revenues. Actions that wer= undentaken to mitigate the impact of
rate regulation included a number of cost containment measures an¢ a continued emphasis on near and long
term strategies 1o increase revenues from unregulaied services.

Interest and Other. Net. Interest and other, net, increased to $616 million 1n 1994, compared to 3564
million in 1993. Interest expense decreased to $567 million. compared with $580 mullion in 1993 There was
other expense, net. of $49 million in 1994, compared 1o other income, nct. of $16 million in 1993, Investment
related and forcign currency contract losses in 1994 cxeceded an increase in Interest income on higher cash
balances and the interest-beanng note receivable from U § WEST. In 1993, othes income, nel. benefited from a
gain on the sale of cenain assets and other investment-related income, which more than offset investment losses

FINANCIAL CONDITION AND LIQUIDITY
December 31, 1995
Time Warner

1995 Financial Condition

Time Warner had $9.9 billion of debt, $949 million of mandatorily redcemable prefemed secunties of
subsidianes. $1.2 billion of cash and equivalenis (net debt of $8.7 billion). and $3.7 billion of sharcholders
equity at December 31, 1995, compared to $9.2 billion of debt. $282 million of cash and equivalents (net debt of
8.9 billion), and S1.1 billion of shareholders’ equity at December 31, 1994. The increase in debt principally
reflects the assumption of approximately $1.3 billion of debt related to the Cable Transactions, offset in pan by
debt reductions using proceeds raised from the asset sales program. including proceeds from the issuance of the
PERCS which monetized Time Warner's 14% investment 11 Hasbro. The increase in mandatonly redeemable
preferred securities of subsidianies reflects the issuance in 1995 of the PERCS and Preferred Trust Securitics, the
proceeds of which were used 10 reduce certain indebtedness of Time Wamer, The noncurrent cash and
equivalents consist of the net proceeds received from the issuance of the Preferred Trust Secunties in December
1995, which were used in the redemption of the 8.75% Convertible Debentures in early 1996. The increase in
shareholders” equity reflects the issuance in 1995 of approximately 2.5 million shares of common stock and
approximately 29.3 million <hares of preferred stock in connection with the ITOCHU/Toshiba Transaction and
the acquisitions of KBLCOM and Summit. On a combined basis (Time Wamer and the Entertainment Group
together), there was 514.7 billion of net debt a1 December 11, 1995, compared to $15 billion of net debt at the
beginming of the year

Investment in TWE

Time Wamer's investment in TWE at December 31, 1995 consists of 74.49% of TWE's pro rata prionty
capital and residual equity capital. and 100% of TWE's senior pnonty capital and junior pnonty capital. Such
priority capial interests provide Time Warner, and with respect 10 the pro rata prionty capital only, U § WEST.
with cerain priority claims 10 the net partnership income of TWE and distnbutions of TWE pannership capital,
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including certain prionty distnbutions of pannership capital in the event of liguidation or dissolution of TWE
Each level of prionty capital interest provides for an annual rate of retum equal 1o or exceeding 8%, including
an above-market 13.25% annual rate of retumn (11.25% 1o the extent concurrently distnbuted) related to Time
Wamner's junior prionty capital interest, which represents Cumulative Prionty Capital of $4.6 tillion @
December 31, 1995, While the TWE partnership agreement contemplates the reinvestrr nl of signihcant
partnership cash flows in the form of capital expenditures and otherwise provides for cerpin other restncuons
that are expected to limit cash dismbutions on partnership interests for the fereseeable future, Time Wamner's
$1.4 billlon senior priority capital interest and, to the extent not previously distnbuted. pannership income
allocated thereto (based on an 8% annual rate of return) is required to be distnbuted to Time Warner in three
annual installments beginning on July 1, 1997. In 1995, Time Wamer rece ved a £366 million cash distmbution
from TWE representing the pnonty capital return allocated to its senior pnenty capital interest through June 30
1995

Credit Agreement Refinancings

[n connection with the Cable Transactions, TWI Cable, TWE and the TWE-Advance/Newhouse Pantnership
executed a five-year revolving credit facility in June 1995. The New Credit Agreement cnabled such entities to
refinance certain indebledness assumed in the Cable Transactions, to refinance TWE's indebiedness under a pre-
existing bank credit agreement and 10 finance the ongoing working capital, capital expenditure and other
corporate needs of each bormmower.

The New Credit Agreement permits borrowings i an ~ggregate amount of up 1o $8.3 blhon. with no
scheduled reductions in credit availability prior to maturity. Borrowings are limited to 34 billion in the case of
TWI Cable, $5 billion in the case of the TWE-Advance/Newhouse Partnership and $8.3 billion 12 the casc of
TWE. subject in each case 1o certain limitations and adjustments. Such borrowings bear interest specific rates
for each of the three borrowers, generally equal to LIBOR plus a margin iniually ranging from 50 to 87.5 basis
points, which margin will vary based on the credit rating or financial leverage of the applicable borrower
Unused credit is available for general business purposes and 1o suppon any commercial paper borrowings Each
borrower 18 required to pay a commitment fee imtially ranging from 2% o 35% per annum on the unused
portion of its commitment. TW1 Cable may also be required to pay an annual facility fee cqual 1o 1875% of the
entire amount of its commitment, depending on the level of its financial leverage in any given year. The New
Credit Agreement contains cerain covenants for each borrower relating to, among other things. additional
indebledness: liens on assets; cash flow coverage and leverage ratios; and loans, advances, disinbutions and
other cash payments or transfers of assets from the borrowers 1o their respective partners of affiliates

In July 1995. TWI Cable borrowed approximately $12 billion under the MNew Credit Agreement to
refinance cern indebtedness assumed or incurred in the acquisition of KBLCOM, and TWE borrowed
approximately $2.6 billion to repay and terminate ils pre-existing bank credit agreement. An additional $1.5
billion was borrowed by TW1 Cable under the New Credit Agreement in January 1996 to refinance certamn
indebtedness assumed or incurred in the acquisiion of CVI and related companies.

Public Debt Refinancings

In 1995 and early 1996, Time Wamner refinanced approximatcly $4 billion of its public debt, thereby
increasing its financial flexibility through lowenng interest rates, extending debt matunties and chminaing
potential dilution from the conversion of its 8.73% Conventible Debentures into 46.6 million shares of common
stock The outstanding 8.75% Converuble Debentures were redeemed in two tranches: S1 billion pnncipal
amount 1n September 1995 for $1.06 billion (including redemption premiums and accrued interest) and the
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remaining $1.2 billion principal amount in February 1996 for $1.28 billion (including redemption premiums and
accrued interest). The September 1995 redemption was financed with proceeds from a $500 million 1ssuance of
775% ten-year notes in June 1995, proceeds from a $374 million issuance of the PERCS in August 1995 and
avarlable cash and equivalents. The February 1996 redemption was financed with proceeds from a 3575 mullion
issuance of the Preferred Trust Secunties in December 1995 and proceeds from a $757 mullion 1ssuance of
cenain debentures in January 1996. In connection therewith, Time Wamner recognized an extraordinary loss of
526 million in February 1996.

In August 1995, Time Wamner redeemed all of its $1.8 billion prircipal amount of outstanding Reset Notes
in exchange for new securities, consisting of approximately $454 millicn aggregate principal amount of Floaung
Rate Notes due August 15, 2000, approximately $272 million aggregai: pnncipal amount of 7975% Noles duc
August 15, 2004, approximately $545 million aggregate pnincipal amount of 8.11% Debentures due August |5
2006, and approximately $545 million aggregate principal amount of B.18% Debentures due August 15, K17

Asser Sales

As pant of a continuing strategy to enhance the financial position and credit statistics of Time Wamer and
the Entertainment Group, an asset sales program was initiated in 1995. Including the sale of 51% of TWE™
interest in Six Flags in June 1995, the sale of an interest in QVC, Inc. in February 1995, the sale or expected
sale of cenain unclustered cable systems and the proceeds raised from the monctization of Time Wamer's
investment in Hasbro in August 1995, Time Wamer and the Entertainment Group on a combined basis have
completed or entered into wansactions tha: rased approximately $1.6 billion for debt reduction, all of which
were completed in 1995 except .or cenain wansacuc s aggregating approximately $170 mullion which are
expected to close in 1996
Credit Statistics

The combination of asset sales and debt refinancings is intended 1o strengthen the financial position of
Time Wamer and the Entertainment Group and, when taken together with EBITDA growth, is expected ©
continue the improvement of Time Wamer's overall credit stanstics These credit statistics consist of commaonly -
used liquidity measures such as leverage and coverage ratios. The leverage raiio represcnts the rauo of total
debt. less cash (“Net debt™) 1o total business segment EBITDA, Jess corporate expenses (“Adjusted EBITDA™)
The coverage ratio represents the rano of Adjusted EBITDA 1o total interest expense and/or preferred dividends
Those ratios, on a pro forma basis for 1995 and on an histonical basis for 1994 and 1993, are as set forth below
for cach of Time Warner and Time Warner and the Enteraainment Group combined. Certain raung agencies and
other credit analysts place more emphasis on the combined ratios while others place more emphasis on the Time

Warner stand-alone ratios. It should be understood, however, that the assets of the Entertainment Group are not

frecly available 1o fund the cash needs of Time Wamer
Pro Forms Historcal

LTI
Time Warner:
Net debt/Adjusted EBITDA .. . T B3z 9DEx
Adjusted EBITDA/Interest (b).. . ... .. ; S ; 1.6x l4x  L3a
Adjusted EBITDA/Interest and preferred dividends (bie) ..o oo 1.3x l4x  1.2x
Time Warner and Entertainment Group combined.
Net debvAdjusted EBITDA .. ; ; 4.7 A Sé
Adpusted EBITDASInterest (b) .. 2 2ia Xia
Adjusted EBITDA/Interest and preferred dividends thpe) ..o . o i 2.1a 2ix 19

(footnotes on next page)
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(foatnotes from previows page)

(2 Pro formas raties Tor 199°% give effect 1o the Cable Transactions. the ITOCHU/Tosmba Transacton, the Dete Refinancings, the Su Flap
Tramsactc 1 and the Unclustered Cable Transacuons, and with respect 10 Time Wamner and the Entertaunment Group combined only, the
consolidaton of Paragon, & if each of such tramaction occwrmed af the bepinning of 1993 Although not reflecied therein. the TS
Transaction 13 not expected o significantly affect the pro forma atios presented above. Histoncal ratios for 1995 are ot meaningful
and have not been presented because they reflect the operating results of acquired or disposed ennities for only a portion of the year in
companion 1o year-end net debt levels.

ib) Excludes interest of $28 million i 1995 and $12 million i 1994 which was paid 1o TWE in connection with borrowings urder Time
Wemer's 3400 million credit agreement with TWE

i1 Includes preferred drvidends of $11 mallson 1n 1995 in connection with Company-oblipaled mandaton] ¢ redeemable prefemed secunties
of wtmidianes and on 3 pro forma basis an incremental $91 million of preferred dividends related 1o the preferred stock ined in the
Cable Tramssctons and the ITOCHU/Toshiba Transscuon

Cash Flows

Duning 1995, Time Warner's cash provided by operanons amounted 10 $1.051 billion and reflected $1.256
billion of EBITDA from its Publishing, Music and Cable businesses, $1.063 billion of net distnbutions from
TWE and $35 million from the securitization of receivables, less $659 million of interest payments, $278
million of income taxes, $74 million of corporate expenses and $292 million related 10 an increase in other
working capital requirements. balance sheet accounts and noncash items. Cash provided by operations of $473
mullion in 1994 reflected $1.150 billion of EBITDA from the Publishing and Music businesses, $120 mullion of
net distnibutions from TWE, $179 million from the securitization o. receivables. less $539 mullion of inerest
pavments, 5339 million of income taxes. $76 million of corporate expenses and $22 million related 1o an
increase in other working capital requirements. balance sheet accounts and noncash items.

Cash used by investing activities. excluding investment proceeds. increased to 3647 mullion wn 1995,
compared to $351 million in 1994, principally as a result of higher investment spending by Time Warner's
business segments, As a result of management’s asset sales program. investment proceeds increased to $376
million in 1995, compared to $118 million 1n 1994,

Cash provided by financing activities was $123 mullion in 1995, compared to cash used by financing
activities of S158 million in 1994, principally as a result of the receipt of proceeds from the issuance of the
Preferred Trust Securities in December 1995, offset in part by the use of available cash and equivalents 1o
redecm a portion of the 8 75% Convertible Debentures i September 1995, In addinon, cash dividends paid
mereased 10 3171 mullion in 1995, compared to $142 million in 1994,

The assets and cash flows of TWE are restncted by the TWE partner=hip agreement and are unavailable to
Time Wamer cxcept through the payment of certain fees, reimbursements, cash distnbutions and loans, which
are subject to limutations. Under the New Credit Agreement. TWE and TW1 Cable are permitied (o incur
addional indebtedness to make loans, advances. distributions and other cash payments to Time Wamer, subject
1o their respective compliance with the cash fiow coverage and leverage ratio covenants contained therein

Management believes that Time Wamer's operating cash flow, cash and marketable secunties and additional
borrowing capacity are sufficient to fund its capital and hiquidity needs for the foreseeable future without
distnbutions and loans from TWE above those permitied by existing agreements
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Entertainment Group

1995 Financial Condition

The financial condition of the Entertainment Group. principaily TWE, at Deczmber 31, 1995 was & fected
by the formauon of the TWE-Advance/Newhouse Parinership. the Six Flags Transaction and the consolidation
of Paragon. The Entertainment Group had $6.2 billion of debt. $1.4 billion of Time Waraer General Pariners’
senior prionty capital and $6.6 billion of partners’ capital (net of the $169 million uncollected poruon of the
note receivable from U § WEST) at December 31, 1995, compared to $7.2 billion of Jebe. $1.7 billion of Time
Warner General Partners® senior priority capital and $6 5 billion of partners’ capital at December 31, 1994 The
<1 billion reduction in debt resulted principally from the Six Flags Transaction. In addition, pancipally as a
result of the payment of over S billion of distributions 1o Time Warner in 1995, cash and equivalents decreased
to $209 million at December 31, 1995, compared 10 $1.1 billion at December 31, 1994, reducing the debt-net-
of-cash amounts for the Entertainment Group to $6 tullion and $6.1 billion, respectively,

Credir Staristics

Principally as a result of the formation of the TWE-Advance/Newhouse Partnership and the Six Flags
Transaction, the Entertainment Group's leverage and coverage ratios improved in 1995 on a pro forma basis. as
set forth below:

1995a) 1L - _Iﬂ
Net debt/Adjusted EBITDA ... . s . 30x 315z 3
Adjusted EBITDA/Interest .. ..oooovevonn i T e 18x s 30

{31 Pro forma rauos Tor 1998 give elfect to the tormation ol the TWE-Advasce/Newhouse Partnerhip. the refnancing of approvimately
47 & billon of pre-evisiing bank debt. the comobdanon of Paragon. the S Flags Transacuon and the Unchustered Cable Transactions
an o cach of such Uranuscnons had occurred 3t the begunming of 199% Histoncal ratiov for 1993 are not meamingful and have not been
presented because they refiect the operating results of acquired of disposed entities fof unly 4 portion of the year in COMPansoen (o yea:
end net dedl bevels

Such ratios may be adversely affected upon the transfer of certain of Time Wamer's newly-acquired cable
systems to the TWE-Advance/Newhouse Partnership. which. 1f completed. is expected 10 be sructured so that
the systems will be transferred subject to a portion of Time Warner's debt. thereby reducing the financial
leverage of Time Wamer and increasing the under-leveraged capualizanon of the TWE-Advance/Newhouse
Pantnership and consequently, TWE,

Cash Flows

In 1995, the Entertainment Group's cash provided by operations amounted 10 §1.495 billion and reflected
$2052 illion of EBITDA from the Filmed Entertuinment. Six Flags Theme Parks, Broadcastuing-The WB
Network, Progrmmming-HBO and Cable busmesses and $159 million related to a reducton in working capital
requirements, other balance sheel accounts and noncash items. less $577 million of interest payments, 575
million of mcome taxes and $64 million of corporale eapenses Cash provided by operations of $1.341 billion 1n
1994 reflected $1.811 billion of business scgment EBITDA and S180 million related to a reduction in working
capital requirements, other halance sheet accounts and noncash items, less $521 million of inierest pavments.
$69 nullion of income taxes and $60 mullion of corporate expenses
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Cash used by investing activities decreased to $750 million in 1995, compared to $1.770 tllion in 1994,
prncipally as a result of a $1.1 billion increase in investment proceeds relating 1o management's asscl sales
program Capital expenditures increased 1o $1.633 billion in 1995, compared to $1.235 billion 1 1994
principally as a result of higher capital spending by the Cable Division,

Cash used by financing acuvities was $1.0607 billion an 1995, compared to cash provided by financing
activities of $162 million in 1994, principally as a result of an approximaie $1 billion reducuon 1 debt in 1995
and a $943 million increase in distnbutions paid 1o Time Warner, offsct in pan by a $368 mullion increase in
collections on the note receivable from U S WEST that were used to parually finance the capital spending
requirements of the Cable Division

Management believes that TWE's operating cash flow, cash and equivalenti. collections on the Ul § WEST
Note and additional borrowing capacity are sufficient to fund its capital and liquidity needs for the foresceable
future

Cable Capital Spending

Since the beginning of 1994, Time Wamer Cable has been engaged 1n a plan 1o upgrade the technological
capability and reliability of its cable television systems and develop new services, which 1t believes will position
the business for sustained. long-term growth. Capial spending by Time Wamer Cable. including the cable
operations of both Time Wamner and TWE. amounted to $1.349 billion in 1995, compared 10 $778 million n
1994, and was financed in pan through collections on the note receivable from U 5 WEST of 5602 mullion in
1995 and $234 million in 1994 Cable capitai spending for 1996 is budgeted to be approximately $1.6 billion
and is expected 10 be funded pnincipally by cable operaung cast flow and $169 million of collecuons on the
remaining portion of the note receivable from U S WEST. In exchange for certain flexibility n establishing
cable rate pncing structures for regulated services that went inio effect on January 1, 1996 and consistent with
Time Wamer Cable's long-term strategic plan, Time Warner Cable has agreed with the FCC to nvest a total of
4 billion 1n capital costs in connection with the upgrade of its cable infrastructure, which 15 eapected to be
substantially completed over the next five years. The agreement with the FCC covers all of the cable operauons
of Time Warner Cable. including the owned or managed cable television systems of Time Warner. TWE and the
TWE-Advance/Newhouse Pannership. Management expects to continue o finance such level of investmenl
principally through the growth in cable operating cash flow denved from increases in subsenbers and cable
rates, borrowings under the New Credit Agreement and the development of new revenue streams from expanded
programming options, high speed data transmission. telephony and other services

OfT-Balance Sheet Assets

As discussed below, Time Wamer believes that the value of cenain off-balance shee: assels should be
considered. along with other factors discussed clsewhere herein, in evaluating the Company s financial condition
and prospects for future results of operations. including its ability to fund us capial and ligudity needs

Intangible Assels

As a creator and distnbutor of branded information and entertinment copynghis. Time Wamer and the
Entertinment Group have a significant amount of internally-generated intangible assets whose value 15 not fully
reflected in their respective consolidated balance sheets. Such intangible assets eatend across Time Wamer's
principal business interests, but are best exemplified by Time Wamner's collection of copynghted music product.
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s interests in Wamner Bros.' and HBO's copynghted film and television product hibranes, and the creation or
extension of brands, as in the case of Time Inc.'s new magazine titles or The WB Network. Generally accepted
accounting principles do not recognize the value of such assets, except at the tme they may be acquired 1n a
business combination accounted for by the purchase method of accounung

Because Time Wamer owns the copynghts 1o such creative matenial. it continually fenerates revenue
through the sale of such products across different media and in new and existing markets. The value of film and
television-related copynghted product and trademarks 15 conunually realized by the hicensing of films and
(elevision series to secondary markets and the licensing of trademarks, such as the Looney Tunes characlers and
Batman, 1o the retail industry and other markets. In addiuon, technological advances, such as the introduction of
the compact disc and home videocassetie in the 1980°s and potentially the digital versaule disc in the futre,
have histoncally generated sigmificanl revenue opportunitics through the repackaging and sale of such
copyrighted products under the new technological format. Accordingly, such intangible assets have significant
off-balance sheet asset value that is not fully reflected in the consolidated balance sheets of Time Warner or the
Entertainment Group

Warner Bros. Backlog

Warner Bros.” backlog, representing the amount of future revenue not yet recorded from cash contracts for
the licensing of theatncal and television product for pay cable. network, basic cable and syndicated television
exhibition, amounted to $1.056 billion at December 31, 1995, compared to 3852 million at December 31, 1994
{including amounts relating to HBO of $175 million at each daie). Because such contracts are for the licensing
of theatrical and television product which have already been produced. the recognition of revenue 1s priacipally
only dependent upon the commencement of the availability penod for telecast under the terms of the relaled
licehsing agreement. In addition, cash hicensing fees are collected periodically over the term of the related
licensing agreements. Accordingly. the portion of backlog for which cash advances have not already been
received has significant off-balance sheet asset value as a source of future funding. The backlog excludes
adverusing barter contracts, which are also expected 10 result in the future realizabon of cash through the sale of
advertising spots received under such contracts,

Interest Rate and Foreign Currency Risk Management

Interest Rate Swap Contracts

Time Warner uses interest rate swap contracts to adjust the proportion of total debt that 1s subject 10
variable and fixed inierest rates. At December 31, 1995, Time Wamer had interest rale swap contracis to pay
floating-rates of interest (average six-month LIBOR rate of 5.9%) and receive fixed-rates of nterest (average
rate of 54%) on $2.6 billion notional amount of indebtedness, which resulted in approximately 43% of Time
Warner's underlying debt, and 41% of the debt of Time Wamer and the Entertunment Group combined being
subject to vaniable interest rates. The notional amount of outstanding contracts at December 31, 1995 by year ol
matunty, along with the related average fixed-rates of interest Lo be received and the average floanng-rates ol
interest to be paid. are as follows: 1996-3300 million (receive-4.6%, pay-5.9%), 1998-5700 mullion (receive-
55%; pay-5.8%). 1999-81.2 billion (receive-5.5%, pay-59%), and 2000-$400 million ireceive-5.5%. pay-
595, Al December 31, 1994, Time Wamer had interest rate swap contracts on £2.9 billion notional amount of
indebtedness.
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OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —{Continued)

Based on the level of interest rates prevailing at December 31, 1995, the far value of Time Wamer's fixed-
rate debt exceeded its carrying value by $407 mullion and 1t would have cost $9 million 1o termanate the related
interest -ate swap contracts. which combined is the equivalent of an unrealized loss 5f £416 mallhion. Based on
Time Wamer's fixed-rate debt and related interest rale swap contracts outstanding at December 31, 1995, cach
25 hasts point increase or decrease in the level of interest rates prevailing at December 31, 1995 would resultin
4 net reduction or increase in the combined unrealized loss of approximaiely 3185 mullion. re jecuvely.
including respective costs or savings of $16 million to terminate the related interest rale swap conwracts. Based
on the level of interest rates prevailing at December 31, 1994, thy fair value of Time Warner's fixed-tate debt
was $572 mullion less than its carrying value and it would have cost £236 million 10 termunate s interest rate
swap contracts, which combined was the equivalent of an unrealized gan of $33¢ mullion. Unreahized gains of
losses on debt or interest rate swap contracts are not recognized unless the debt s retired or the contracts are
terminated prior 1o their matunty.

Although changes in the unrealized gans or losses on nieresi fale SWap contracts and debt do not result in
the realization or expenditure of cash unless the contracts arc terminated of the debt 1s retued. each 25 basis
ponnt incrcase of decrease in the level of interest rates related to Time Warner's vanable-rate debt and intercsl
rate swap contracts would respectively increase of decrease Time Wamer's annual interest expense and related
cash payments by approximately $12 million. including 57 mullion related 10 interest rate swap contracts

Foreign Exchange Contracts

Time Warner uses foreign exchange contiacts pnmanly to hedy. the nsk that unrenutted or future rovalties
and license fees owed to Time Warner or TWE domesuc companies for the sale or anticipated sale of US.
copynghted products abroad may be adversely affecied by changes in foreign curmency exchange rates. As part
ot its overall strategy to manage the level of exposure 1o the risk of foreign currency exchange rate fluctuations.
Time Warner hedges a poruon of its and TWE's combined foreign cumency caposures anticipated over e
ensuing twelve month penod. At December 31, 1995, Time Warner has effecuvely hedged approximately half of
the combined esumated forsign cumency exposures that pancipally relate 10 antcipated cash flows 1o be
remted 1o the U.S over the ensuing twelve month penod. using foregn exchange contracts that generally have
matunities of three months of less, which are generally rolled over to prov ide contmuing coverage throughout the
vew Time Wamer often closes foreign exchange sale contracts by purchasing an offsetung purchase contract. Al
December 31. 1995, Time Wamer had contracts for the sale of 3504 million and the purchase of $140 million of
foreign currencies at fixed rates. pnmanly English pounds (29% of net contract value). German marks (19%).
Canadian dollars (16%), French francs (16%) and Japanese yen (5% ), compared (o contracls for the sale of $551
yllion and the purchase of $109 million of foreign currencies al December 31, 1994

Unrealized gains or losses related to foreign exchange contracts are recorded in income as the market value
of such contracts change; accordingly. the carrying value of foreign exchange contracts approximates market
value The carrving value of foreign exchange contracts was nol matenal at December 31, 1995 and 1994, No
cash s required 1o be received or pad wath respect 10 the realization of such gains and losses untl the related
foreign exchange contracts are s:itled, generally at their respective matunty dates. In 1995 and 1994, Time
Warner had $20 million and $33 million, respectively, and TWE had 511 million and $20 million, respectvely,
of net losses on foreign exchange contracts. which were of are expected to be offset by comesponding 1NCTeascs
in the dollar value of foreign currency royalues and license fee payments that have been or are anticipated (o be
recened 1n cash from the sale of U.S. copynghied products abroad. Time Warner reimburses or is reimbursed by
TWE for contract gains and losses related to TWE's foreign curmency exposure. Foreign currency Contracts are
placed with a number of major financial institutions 1n order to minimize credit nsk
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Based on the foreign exchange contracts outstanding &t December 31, 1995, cach 5% devaluation of the
US. dollar as compared to the level of foreign exchange rates for currencies undsr contract at December L]
1995 would result in approximately $25 million of unrealized losses and 537 mullion of unrealized gans on
foreign exchange contracts involving foreign currency sales and purchases. respectively Comversely, o 55
appreciation of the U.S. dollar would result in $25 mullion of unreatized gans and $7 m hon of unrealized
losses, respectively. At December 31, 1995, none of Time Warner's foreign exchange purchase contracts relates
1o TWE's foreign currency exposure. However. with regard to the $25 million. of unrealized losses or gans on
foreign exchange sale contracts, Time Wamer would be reimbursed by TWE, or would reimburse TWE.
respectively, for approximately $6 million related to TWE's foreign cumency cxposure Consistent with the
nature of the economic hedge provided by such foreign exchange contiacts, such unrealized gains or losses
would be offset by comesponding decreases or increases. respectively. in the dollar value of future foreign
currency royalty and license fee payments that would be received 1n cash within the ensuing twelve month

peniod from th= sale of U.S. copynghted products abroad
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TIME WARNER INC.
CONSOLIDATED BALANCE SHEET
December 11,
imillions, except per share amounts)

1993
ASSETS
Currenl susris
Cash and egquivalents b S 6
Receivables. lesy allowances of $785 and $768 1.753
Inveniones 1
Prepasd e penacs Wik
Tistal currend assels ) . 11300
Cauh and equivalents icpregated for redempuon of long-jerm detx 17
[nvestments 1n and amounts due 10 and from Emterunment Group : 5734
(rther iveiments 2.98%
Land and buldings 431
Cable televivon cguprment L7 1]
Farmure hotures ard other eguipment ﬁ
(R0 ]
Less accumulaied depreciabon L
Property, plant and equipment I
Music calabogues, contracts and cognphin IRE
Cabie tebevinaon frandhises 1.6
Gromsduall 5213
(Other avien ____5“
Total assets $22102
===
LIABILITIES AND SHAREHOLDERS' EQUITY
Carrent liabilities
Accounts pavabie 3 872
Rovalues pasable T45
[dehi dur within one year 4
(ther current latnlitees [
Tow! curtent babalmes a7
Long-term de b W w7
[eferted incame Laves L T f]
Unearned pormon of pad subscnploas hid
(rthes liabilities Ll
Company -obligated mandaonly redeemable preferred secunbes of subsidianes
holding wicly subwrdinated notes and debenturey of the Company (1) kel
Sharcholders’ equily
Prefereed stock, $1 par ealue 230 mullion shares authinged, 29 7 wulhon and 96l thousand whares
outstanding 329440 tallion and 3140 milon Liguidation preference i)
Commaon sock, 31 par valne. 750 mulbon shares authonzed. 387 7 mlbhon and 3793 mulboo share
pulstanding LLL]
Pasd-in capital $422
Unrealised gauns on ceran markeiable wounie 11t
Accumalased dehon (2259
Total sharehobders  equity 167
Total habilitses and sharcholderns’ equiry s

vat Includes $374 millwon of preferred secunies thal are fedeemabile fod cash or, gt Tirme Wamer's opion. approlimately
Jhares oof Hasbeo Ine common stock owned by Time Warner (MNote 81

hed SCUHTIPANYIRE Aes
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 31,

{millions, except per share amounis)

1995 1994 199
Hesenues 14 0w T 11954 L RLY
Coma ol revendes eanbi 4 HE2 4307 3} TRO
Selling peneral and admipistraiive (anbl 1688 2170 1210
Operaung cupenss '3 fbs Y bR
Bounev. sepment OPEraling ECOMe Ll i kel
Equily 0 prewan income of Entenunment Groupial 256 176 I8l
[nterewt and other, nel tan (L Lk 1124y (RIET]
Corporate expenies (b 74 (7hi (1h
Income befife (RCOMme LInes 3 (4] ki
Income 1aacy I 2t R0l [PLAL
Luss belore extraordinan iem ll4 L LY
Exrraordinary lods on retrement of debt net of 326 mulbon and $37 ruilion
o i bepefit in (993 and i99), respecinely 141 — AT
Seet b ik 9l 1221
Preferted dividend requirements 32y 13 (ALY
et bona apphicable to Common shares S8 S0 $ 0
Loas per common shart
Liws before evtraordinafy iem § 14 $ 12N § 1%
et b (AT 31027 § i %h
e
Average Lommon shares JEMVE TN a7

a1 Inclides the following income (eapenses) resainng from lansaciion w ih the Entertalnment Group and other related companies fow the
vears ended December VI 1993, 1994 and 1991 respectively revenses 5211 mullion £20% million and $170 million. cost of revenues
Gt bon BO10% ) i aon and BT mallien. selling, peneral and adrminstratne 46 mullon 347 mulbon and 539 million. egquity
peetan moeme of Enteruunment Groap-3095) iulbon. 31200 million and S11% million smierest and other, net-3407) mlbon. 313

mulbon &nd %81 mullion, and corporate expenses-§64 mullion. 360 milhon and B0 million

iR Includes depreciation and amonization expenie of i 5%
E=——

S socorffafiving  reoies
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended December 31,

imillions)
1595 1994 1993

OPERATIONS
St lomn LAY oMy Tl e I
Madpuarmenny foe nondash and ponopersiing it m
Favaordingrs lows oo fenrement of debi : — -3
Ome-time 12x chane ta) - = 70
Depreciation and a Tiorm EA00N 454 437 424
Noacah inlereud £ penLe 1T ML 143
Eacew idehciency  of disnbutions over equity in pretas income of Entertanment Caoup k07 156} 1200
Equity in income of other umnvesice companich. nel of distnbutions iy T -
Changes in operanng assen and liabn ibes

Recenabler (bR 47 iTh

Imventones {521 38 20

Adcounts payable and other |iabililiey ) 124 ity

hher halance sheet changes e 1258y (13
L oanh provided By e fationa LR 473 237
INVESTING ACTIVITIES
Imestments and acguivitions 7 i (381 1187} T
Capital espenditures (26 16 LT
Investment proceeds . e 118 103
Cath used by anvesting actvibies 1271 123y 1270
FINANCING ACTIVITIES
Borrowings 201 SR2 4714
Dietx repaymenis 12693 inl6) (1599
lvsuance of Cosmpamy -obligaed mandatonly redeemable prefert ' secunties of windiane LT — ~
Redempuon of old Senes [ prefemed stock - — (34
Dhvidends pasd (T 142 (29
Stock opton and dividend reipvestment plans H 4 M
{Wher. pancipally hnancifig cowls LN i) B AT
auh proaded tused s by Bnancing actmvities 123 11 38) (T
INCREASE (DECREASE) IN CASH AND EQUIVALENTS 903 B2 (T4l
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD 12 2 bty
CASH AND EQUIVALENTS AT END OF PERIOD (b SII85 SR 5 0

== = — - ———

gy Reflects s 570 mullion increase i Time Warnes + delerred income tay hatwhity a5 2 reswl of new tan les enscied i 1993

VB e fudes currenl and poncwrmem cash and equivalent st December 1 1993
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TIME WARNER INC.

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
imillions, except per share amounts)

HWALANCE AT DECEMBER 31, 1992

Nt by

Divedends oo cominon stock-3.31 per whare

Drsrdends on Senes B preferred stock 3928 per share

Dividends on old Senes C and D preferred stock 1o
dates of redempuion of eachange

Exchange of okd Senes C prefermed stock and
redempion of old Senes D preferred stock

|'prealired gamms on ceran markewble equity
imvestments af adoption of FAS 1135

Shares iucd pursuam to siock option and dmvidend
tespvestment plans

et

RALANCE AT DECEMBER 31, 1993

Mgl o

[hwidends on common stock-5.35 per share 1!.!.1'9 pet
share pet quaner effectve for the second quaner of
1)

[vvadends on Senes B preferred stock 3928 per share

Unreaheed loses on cenan marketable equify
jvealine mEs

Shares naued pursuant © sock upum and dividend
reuvesiment plam

(nhet

BALANCE AT DECEMBER 31, 1994

Net lows

[ iidench on (OHMITON siock-3 36 per vhare

[nvidends on Senes B preferred stock- 36 40 per share

Inwvidends on new Senes C. DG, H and 1 preferred
ik §1 T4 per thare per vear effective from the
pespective dates of issusndce

Isuance of common and prefermed sm:kmrhr
KBLCOM and Sumimil acquisitions

Issuance of prefermed stock n the [TOCHU/Toshiba
Tranaction

Unrealized losses on Cenain n-urhublc equily
IveMmEnts

Sharey mawed pursuant 1o stock option and dividend
repnvestment plans

i mhet

BALASCE AT DECEMBER 31, 1995

See dCCOMpATYIng MOt

5129

125

13

-
=
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Time Wamner Inc. “Time Wamect™ or the “Company™) 15 the world's leading media company, whose
pnncipal business objective 1 o create and distnbute branded informauon and entertainment copyrights
througiwout the world. Time Wamer has interests in three fundamental areas of business: Entertainment.
consistng principally of interests in recorded music and music publishing, filmed entenainment. bt adcasting.
theme parks and cable television programming, News and Information, consisting principally of interests in
magazine publishing, book publishing and direct marketing, and Telecommunications consisting principally of
interests in cable television systems. Substanually all of Time Wamer's interests in filmed entcriammment,
broadcasting. theme parks. cable television programming and most of its cable television sysiems are held
through Time Wamer Entertainment Company. L.P. (“TWE"). a pannership in which Time Wamner owns a
74.49% residual equity interest and ceran prionty capital interests senior theeto Time Wamer does not
consolidate TWE and cenain related companies (the “Entertainment Group™) for financial reporting purposes
because of cenain limited partnership approval nights related to TWE’s interest in ceriun cable television
sysleims.

Each of the business interests within Entertainment, News and Information and Telecommunications 15
important to management’s objective of increasing sharcholder value through the creaton, extension and
distnbution of recognizable brands and copynghts throughout the world. Such brands and copynghts include (1)
copynghted music from many of the world’s leading recording artists that is produced and distnbuted by a
family of established record labels such as Wamer Bros. Records, the Atlantic and Elektra Entenainment Groups
and Warner Music Internauional. (2) the umique and extensive film and television libranes of Wamner Bros. and
trademarks such as the Loonev Tunes characters and Barman, (3) The WB Network, a new national broadcasung
network launched in 1995 as an extension of the Wamer Bros. brand .nd as an additional distnbution outlet for
Warner Bros® collection of children cartoons and television programming, (4) Six Flags, the largest regional
theme park operator in the United States, in which TWE owns a 49% interest, {5} HBO and Cinerax, the
leading pay television services, (6) magazine franchises such as Time. People and Sports Mlustrated and direct
marketing brands such as Time Life Inc. and Book -of -the-Month Club and (7) Time Warner Cable, the second
largest operator of cable television systems n the U5,

T'he operaung results of Time Warner's vanous business interests are presented herein as an indication of
financial performance (Note 13). Except for start-up losses incurred n an effort to create value in a branded
national broadcasting network. Time Warner's principal business interests generate significant operatng income
and cash flow from cperations. The cash flow from operations generated by such business interests is
significantly greater than their operating income duc to significant amounts of noncash amortization of
intangible assets recognized 10 vanous acquisitions accounted for by the purchase method of accountung
Nomcash amortization of intangible assets recorded by Time Warner's business interests, including the
unconsolidated business interests of the Entertainment Group. amounted to $822 million in 1995, $782 million
in 1994 and $T68 million in 19493

Basis of Consolidation and
Accounting for Investments

The consolidated financial statements include 100% of the assets, liabilities, revenucs, €Xpenses, 1X0MC.
lss and cash flows of Time Warner and all companies i which Time Warner has 2 controlling voling interest
aubsidianies '), as 1f Time Warner and its subsidianes were a single company. Sigmficant intercompany
sccounts and transactions between the consolidated companies have been elimnated.

The Entertamnment Group and investments in certain other companies in which Time Warner has significant
influence but less than a controlling voung interest, are accounted for using the equity method. Under the equity
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

method, only Time Warner's investment in and amounts due to and from the equity investee are included in the
consolidated balance sheet, only Time Wamner's share of the investee’s earmings 15 included in the consohidated
operating results, and only the dividends, cash distributions, loans or other cash received from the investee, less
any additional cash investment. loan repayments or other cash paid to the wvestee are included i the
consolidated cash flows,

In accordance with Financial Accounting Standards Board (“FASB™) Statement No, 118, “Accounnng For
Certin Investments in Debt and Equity Secunties.” (“FAS 1157} investments .n companics in which Time
Warner does not have the controlling interest or an ownership and voting interest so large as o exen significant
influence are accounted for a1 market value if the investments are publicly traded and there are no resale
restrictions, or at cost, if the sale of a publicly-traded investment :» restncted of if the investment 15 not pubhicly
traded. Unrealized gains and losses on investments accountec for at market value are reported net-of-tax an 2
separate component of sharcholders’ equity until the investmen 15 sold, at which time the realized gain or loss i
included in income. Dividends and other distributions of carmings from both market value and cost method
investments are included in income when declared.

The effect of any changes in Time Wamner’s ownership interests resuling trow the nsuance ot cquity
capital by consohidated subsidianes or equity investees 10 unaffiliated partics 15 included in Income

Foreign Currency

The financial position and operating results of substantially all foreign operations ar. consolidated using the
local currency as the functional curreacy. Local currency assets and habiliues are translated at the rates of
exchange on the balance sheet date, and local curmrency revenues and expenses are translated at average rates of
exchange during the period. Resulting translatior gains or losses. which have not been matenal, are included in
accumulated deficit, Foreign currency transaction gains and losses, which have not been matenial, arc inc luded in

operating results.

Use of Estimates

The preparation of financial staiements in conformity with generally accepted accounung principles
requires management o make esumates and assumplions that affect the amounts reporied in the hnancal
statements and footnotes thereto. Actual results could differ trom those estimates

Significant cstimates inherent in the preparation of the accompanying consolidated financial stalements
include management’s forecast of anticipated revennes from the sale of future and existing music and
publishing-related products in order to evaluate the ultimate recoverability of accounts receivables and amist and
author advances recorded as assets in the consolidated ba'ance sheet Accounts recervables and sales i the
music and publishing indusines are subject to custemers  nghts 10 retum unsold sems. Management
periodically reviews such estimates and it is reasonably possible that management’s assessment of recoverabiliny
of accounts receivables and individual arist and author advances may change based on actual results and other
factors.

Revenues and Costs

The uneamned portion of paid subscriptions is deferred until magazines are delivered to subsenbers. Upon
cach delivery, a proportionate share of the gross subscription price is included in revenues

Inventories of magazines, books, cassettes and compact discs are stated at the lower of cost or estimated
realizable value, Cost is determined using first-in, first-out; last-in, hrst-out; and average cost methods. In

accordance with industry practice, centain products (such as magarines. books, compact discs and cassellcs) arc
sold to customers with the night to return unsold items. Revenues from such sales represent gross sales less a
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provision for future returns Retumed goods ncluded in inventory are valued at estmated realizable value but
nid i excess of cost

A sigmificamt portion of cable system revenues are derived from subscnber fees. which are recorded as
revenve in the period the service 15 provided

Advertising

Advertising costs are expensed upon the first exhitation of the advertisement, except for cenaun direct:
response adverusing, for which the costs are capitalized and amoruzed over the expecied peniod of future
benents Direct-response adverusing principally consists of product promotional nailings. broadcast adverusing.
catalogs and other promotional costs incurred in the Company’s direct-ma keung businesses Deferred
advertising costs are generally amortized over penads of up 1o three years subsequent [o the promotional event
using straight-line or accelerated methods, with a significant portion of such costs amoruzed in twelve months of
less. Deferred advemising costs for Time Wamer amounted to $195 million and 5175 mullon a
December 31, 1995 and 1994, respectively Adverusing expense for Time Wamer amounted to S1.045 billion in
1995, $931 mullion in 1994 and 3831 million 1n 1993

Cash and Equivalents

Cash equivalents consist of commercial paper and other investments that are readily converuible into cash,
and have onginal matunties of three months of less. Noncurrent cash and equivalents at December 3L, 1995
consist of net proceeds received from the issuance of Preferred Trust Secunuies in December 1995, which were
segregated for the redemption of the 8.75% Convertible Debenture in February 1996 (Notes & and )

Property, Plant and Equipment

Property. plant and equipment are stated at cost, Additions 1o cable property, plant and equipment generally
include matenal, labor, overhead and interest, Depreciation is provided generally on the strmght-hine method
over useful lives ranging up to twenty-five years for buildings and improvements and wp to fifteen years tor
furmiture. fistures, cable television equipment and other equipment

In March 1995, the FASB 1ssued Statement of Financial Accounung Standards No. 121, "Accounung tor
the Impairment of Long-Lived Assets and for Long-Lived Assets 1o Be Disposed O, (“FAS 1217) effective for
fiscal vears beginming after December 15. 1995 The new rules cstablish standards for the recognition and
measurement of impairment losses on long-lived assets and cenain intangible assets. Time Wamer expects that
the adopuon of FAS 121 will not have a matenal effect on its financial statements

Intangible Assets

As & creator and distributor of branded information and entertainment copynghts. Time Warner has a
significant and growing amount of intangible assets, including goodwill, cable television franchises and music
catalogues. contracts and copynghts. In accordance with generally accepted accounting panciples, Time Warner
does not recognize the fair value of internally-generated intangible assets. Costs incurred to create and produce
copynghted product. such as compact discs and casseties, arc generally cither expensed as incurred, o
capalized as tangible assets as in the case of cash advances and inventonable product costs. However,
accounting FECOEMINION 15 NOL given [o any increasing asset value that may be associated with the collection of
the underlying copynghted matenal. Additonally. costs incurred to create or extend brands. such as magazine
titles. generally result in losses over an extended development period and are recognized as a reduction of
income as incurred. while any cormmesponding brand value created is not recognized as an intangible assel in the
comsolidated balance sheet. On the other hand, intangible assets acquired in business combinations accounted for
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by the purchase method of accounting are capitalized and amoruzed over their expected useful lile ay a noncash
charge against future results of operanons. Accordingly. the intangible wssets reported 10 the consohidated
balance sheet do not reflect the fair value of Time Warner's internally -generated intangible assets. but rather are
limited to intangible assets resulung from cenamn acquisiions in which the cost of the scgquired companmies
exceeded the fair value of their tangible asscts at the ime ot acquisition

Time Wamer amoruzes goodwill over penods up 10 forty yeals using the straght-hine method  Cable
television franchises, music catalogues. cONLracts and copynghts. and other intangible assets are amorized over
penods up to Twenty years using the straight-line method. In 1995, 1994 and 1993, amortizaton of goodwall
amounted to $175 mullion, S158 million and 5148 million, respectivzly. amorization of music copynghts
artists’ contracts and record catalogues amounied to 5118 million. $115 mullion and $113 mulhon. respectnely
amortization of other intangible assets amounted to $43 million, £3] muthon and $31 millien. respectively, and
amortization of cable television franchises amounted 1o <42 million 1 1995 Accumulated amoruzation ot
imtangible assets at December 31, 1995 and 1994 amounted to $1 845 bilhon and $1.505 Mihon. respectively

Time Wamner separately reviews the carying ‘alue of acquired intangible assets for cach acquired entity on
a quarterly basis (o deiermine whether an impairment may exist, Time Wamer considers relevant cash flow and
profitability information. including estimated future operatng results, rends and other available information. in
assessing whether the carmying value of intangible assets can be recovered Upon a determination that the
carrying value of intangible assets will not be recovered from the undiscounted future cash flows of the acquired
business. the carrying value of such intangible assets would be considered impaired and will be reduced by a
charge to operations in the amount of the impairment. Impairment 15 measured as any deficiency in cstimated
undiscounted future cash flows of the acquired business (0 recover the camying value related 1o the intangible
assets

Income Taxes

Income taxes are provided using the liabihity method prescnbed by FASB Statement No. 109, Accouning
for Income Taxes.” Under the hability method, deferred income laxcs reflect tan camyforwards and the net tax
effects of temporary differences between the carrying amount of assets and liabilities for knancial statement and
income tax purposes. as determined under enacted tax laws and rates. The financial effect of changes in Lax laws
or rates s accounted for in the penod of enactment.

Realization of the net operating loss and investment fax credil carryforwands, which were acquired 0
acquisitions, are accounted for as a reduction of goadwill

The pnncipal operations of the Entertainment Group arc conducted by pantnerships Income tax expense
includes all income taxes related w0 Time Warnei's allocable share of pannership income and 115 equity 1n the
income lax expense of corporate subsidianes of the pannerships

Swck Options

In sccordance with Accounting Principles Hoard Opinien No 25, "Accounnng for Stock lssued to
Employees.” compensation cost for stock options 1 recognized in income based on the excess. if any, ol the
guoted market pnce of the stock at the grant date of the award of other measurement date over the amount an
employee must pay to acquire the sock The excrcise price for stock options granted 1o employees equals or
exceeds the fair market value of Time Warner common stock at the date of grant. thereby resulting in no
recognition of compensation cxpense by Time Wamner
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agreement and the night 1o be allocated additional pannership income which, together with any previously
allocated net partnership income, provides for the vanous pnionty capital rates of retum specihied i the table
below. The sum of Contnbuted Capital and the undistributed prionity capital retumn s referred to as "Cumulative
Prionty Capital.” Cumulative Pnority Capital 15 nol necessanly indicative of the fair value of the underlying
pnonty capital interests pnncipally due to above-market rates of retum on cerain pnonty capual interests as
compared to secunties of comparable credit nsk and matunty, such as the 13.25% rate of return on the junio:
prionty capital interest owned by subsidianes of Time Wamer Furthermore. the ulumate realizauon of
Cumulative Pnionty Capital could be affected by the fawr value of TWE, which 1s subject to fucwanon

A summary of the pnonty of Contnbuted Capital, Time Warner's ownership of Contnbuted Capital and
Cumulative Prionty Capital at December 31, 1995 and prionty capital rates of return thereon is set forth below

Prierity

Cumulative Capital
Contributed Priority Rates of C Orwned by
Priorily of Contributed Capital Capital® Capital Return™ Time Warner

[ 1LY % per mnnum

quarteriy)
Senior pnionty capital ; ; : . 514 14 B.00% TEVEY FA
Pro rala prionity capital : . 56 8.7 13.00%" 74495
Jumor prionity capigal L ST 29 4.6 1325%' 1 00.00%
Residual equity capual . e - 33 3.3 - " T4 497

12} Excludes pannerthip income or loss allocated thereto

(b} Income allocaions related ¥ prionty capital rates of  um are based on pannenchip income after any apecial Wy allocations

(e) Net of 3366 million of pannership income distnbuted in 1995 representing the pnonity capital retamn thereon through June 30, 1593

id} 11 .00% 10 the extent concurrently distnbuted

fe) 1125% to the extent concurrently distnbuted

i) Residual equity capizal 13 not entitled 1o stated pnonty rates of rerwm and, & sch, it Cummilave Pronty Capital i3 equal 1w in
Contnbuted Capital. However, in the case of certun events such g the hquidation of dissolution of TWE. ressdual equity capeal
entithed to any eace.s of the fair value of the net zisens of TWE over the aggregate amount of Cumulative Prionty Capital and special
tax allocanons. The resdual equaty Contnbeied Caprul has prionty over the prionty retwrns on jumiof snd pro rats pnonty captal

Because Contnbuted Capital 15 based on the far value of the net assers that each panner contnbuted 1o the
pannership, the aggregate of such amounts 1s sigmificantly higher than TWE's paniners’ capnal as reflected in the
consolidated financial statements. which 1s based on the hustorical cost of the contnbuted net assets For
purposes of allocating partnership income or loss to the panners, pantnership income or loss is based on the fair
value of the net ussets contributed to the partnership and results in significantly less partnership income. or
results in partnership losses, in contrast (o the net income reponted by TWE for financial statement purposes
which 15 also based on the histoncal cost of contnbuted net assets

Under the TWE pannership agreement, partnership income, to the extenl eamed, is first aliocated 10 the
partners so that the economic burden of the income tax consequences of partnership operations 15 bome as
though the pannership were taxed as a corporation (“special tax allocations™ ), then 1o the senior pnonty, pro
rata pnonty and jumior priority capital interests, i order of pnonty. at rates of retum ranging from 8% to
13.25% per annum. and finally to the residual equity interests. Partnership losses generally are allocated first 1o
ciiminate prior allocations of partnership income 1o, and then to reduce the Contnbuted Capital of. the residual
equity, junior pnionty capital and pro rata pnonty capital interests, in that order, then to reduce the Time Warner
General Partners’ senior pnonty capital, including partnership income allocated thereto, and finally to reduce
any special tax allocations. To the extent paninership income is insufficient to satisfy all special allocations in a
particular accounting penod, the nght to receive additional partnership income necessary to provide for the
vanous pronty capital rates of return s camed forward until satsfied out of future partnership income,
including any pannership income that may result from any ligwdation or dissolution of TWE
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The TWE partnership agreement provides, under cenan circumstances, for the distnbution of partnership
income allocated to the semior prionity capital owned by the Time Wamer General Partners. Pursuant to such
provision, $366 million of partnership income was distributed to the Time Wamner General Partners in 1995. The
sentor pionty capital and. 10 the extent not previously distributed, partnership income allocated thereto 1s
required to be distributed in three annual installments beginming on July 1. 1997 The jumor pnonty capital
owned by subsidiaries of Time Warner may be increased if cenain operating performance targets are achieved
over a five-year period ending on December 31, 1996 and a ten-year penod ending on December 31, 2001
Although satisfaction of the fen-year operaung performance target is indeterminable at this tme. it 15 not
expected that the five-year target will be attained.

TWE reported net income of $73 mullion, $161 million and $198 million in 1995, 1994 and 1993,
respectively. no portion of which was allocated 1o the himuted panners. Time Warner did not recognize a gan
when TWE was capitalized. TWE recorded the assets contnbuted by the Time Warner General Panners ar Time
Warner's historical cost. The excess of the Time Warner General Partners' interes: in the net assets of TWE over
the net hook value of their investment in TWE s being amortized 1o income over a twenty year penod

U § WEST has an option to obtain up to an additional 6.33% of pro rata prionity capital and residual equity
interests, depending on cable operaung performance. The opuion is exercisable between January 1, 1999 and on
or about May 31, 2005 2t a maximum exercise pnice of $1.25 billion to $1.8 billion, depending on the year of
exercise. Either U S WEST or TWE may elect that the exercise price be paid with partnership interests rather
than cash

Each Time Warner General Pariner has guaraniced a pro rata portion of approxunately $6 billion of TWE's
debt and accrued interest a1 December 31, 1995, based on the relative fair value of the net assets each Time
Warner General Partner contributed to TWE. Such indebledness 1 recourse to each Time Wamer General
Partner only 1o the extent of its guarante=. In addition to their interests in TWE and the other Entertzinment
Group companies. the assets of the Time Wamer General . anpers include the equivalem of 29.6 million
common shares of Turmer Broadcasting System, Inc., 12.1 mullion common shares of Hasbro, Inc., 43.7 million
common shares of Time Wamner, and substantially all the assets of Time Warper's music business. There are no
restnctions on the ability of the Time Wamer General Partner guarantors 1o transfer assets, other than TWE
assels, 10 parties that are not guarantors

Set Tonth below s summanzed fnancial informatson of e Entertunment Group, which reflects the
consolidation by TWE of the TWE-Advance/Newhouse Parinership effecuve as of Apnl |, 1995 {Note 4), the
deconsolidation of Six Flags Entertainment Corporation (“"Six Flags™) effectve as of June 23, 1995 and the
consolidation of Parngon Communications (“Paragon”) effective as of July 6. 1995.

TIME WARNER ENTERTAINMENT GROUP
Years Ended December 31,

1995 1994 [
(il )

Operating Statement Information

Revenues Lo £9,629 SBS0% S T963
Depreciation and amortization. ... . e . 1,060 959 w9
Business segment operating income ; - s —_ 992 g52 905
Interest and other, net g : - 539 616 6
Minornity interest . 133 — —
Income before income taxes | 256 176 281
Income before extraordinary item . ; s XL 170 136 217
Net ancome b e : ; e L T R R A 3 146 136 207
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Vears Ended December 11,

1995 1994 1993
{rmillann
Cash Flow Information
Cash provided by operations - s xS o S 1485 SL341 51276
Capital expenditures .. ... S ey cerens 110653)  (1,233) ihld
Investments and acquisitions T e Y e t217) 1 186) (RULY
Investment proceeds ... ... .. S te T i . 1,120 51 184
Loan to Time Warmmer ... . ... e P o : — (400 s
BOTOWATIES .« 4w wiaec s s s siis s r e s e ma i o o s gs me brae m s by e . 2484 1001 3.078
Debt repayments ... ...coeeeeniiiiinn T A . 13.506) (953) (3734
Collections on note receivable from U § WEST i 602 234 16
Capital contmbutions . .. ............ o i i b - — 1.532
Capital distnbutions ...................... - e S LA 11.063) 1120) (20}
Increase (decrease) in cash and equivalents N ; {R62) 1267) 1,302
December M,
1995 1994
ol )

Balance Sheet Information
Cash and equivalents . ..... ... . ...coociiiiiiiaan s Hapea . $ Mmoo S LOTI
Total current assets ........... R gy e I U T e = 2900 3.571
Total assets ....... - . | 8,960 18,992
Total current liabilities . g, mimn s AL B e e W TR 3.230 2,953
LML @bl oo v sininse s (va sse vnermssssmmpss sannsepssrannysanarsossagued I3 7,160
Minonty INterests. .. ....ooie i i TR A v I 126 -
Time Wamner General Partners” senjor prioriiy capital, consisting of $1.364 billion

Contnibuted Capital plus an undistnbuted pnoniy retum ... - i 1426 1,663
Partners’ capital, before deduction of the U § WEST Note ... .. ; 6,745 1.262
US WEST Note... ......... I R s W o8 A 169 771

The assets and cash flows of TWE are restricted by the TWE parnership and credit agreements and are
unavailable for use by the panners except through the payment of ceran fees. reimbursements. cash
distributions and loans. which are subject to limitations. At December 31, 1995 and 1994, the Time Wamer
General Partners had recorded $122 million and $89 million, respectively, of stock option related distributions
due from TWE. based on closing prices of Time Wamer common stock of $37.875 and £35.125. respectively
Time Wamner is paid when the options are exercised. The Time Warner General Partners also receive tax-related
distributions from TWE. The payment of such distributigns was previously subiect to restnctions until July 1995
and 1s now made to the Time Warmer General Partners on a current basis. Al December 31, 1994, the Time
Warner General Partners had accrued $334 million of 1ax-related distnbutions due from TWE. During 1995, the
Time Wamer General Partners received net distributions from TWE in the amount of $1.063 hillion, consisting
of $366 mllion of TWE panmership income allocated to the Time Wamer General Partners’ senior pnocty
capital interest, $680 million of tax-related distributions and £17 million of stock option related distnbutions
Dunng 1994 and 1993, the Time Wamner General Partners received net distributions from TWE in the amount of
$ 120 million and $20 million, respectively, consisting of 31 1% million of tax-related distributions and $5 million
of stock option related distributions in 1994, and $20 million of stock option related distributions in 1993 In
addition 1o the 1ax, stock option and Time Warner General Pariners” senior pnonty capital distnbutions, TWE
may make other distributions, gencrally depending on cxces cash and credit agreement limitations. The Time
Warner General Partners' full share of such distnbutions may be deferred if the himited partners do not receive
certamn threshold amounts by centain dates 5
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On June 23, 1995, TWE sold 51% of its interest in Six Flags 1o an investment group led by Boston
Ventures for 5204 million and received $640 mullion in additional proceeds from Six Flags, representing
pavment of cenain inercompany indebledness and licensing fees. As a result of the transacuon. Six Flags has
been decorsolidated and TWE's remaining 49% interest in Six Flags is accounted for under the equity method
of accounting TWE reduced debt by approximately $850 million in connection with the transaction, and a
portion of the income on the transaction has been deferred by TWE pancipally 2s a result of its guarantee of
cenan third-pany, zero-coupon indebtedness of Six Flags due in 1999

In the normal course of conducting their businesses, Time Warner and its subsidiaries and affitiates have
had various transactions with TWE and other Entertainment Group companies. generally on terms resulting
from a negotiation between the affected unns that in management’s view results i reasonable allocations. In
1995, TWE and certain subsidianies of Time Warner entered into management services agreements, pursuant 1o
which TWE receives fees for the managemeni of all cable iclevision systems owned by Tim. Wamer
Management fees paid to TWE in 1995 were not material. In addition, Time Wamner piovides TWE wath cenain
corporate support services for which it received a fee in the amount of $64 millioa, 560 million and £60 million
in 1995, 1994 and 1993, respectively.

3. TBS TRANSACTION

Time Warner has entered into an Amended and Restated Agreement and Plan of Merger dated as of
Seplember 22, 1995 (the “Merger Agreement” ), which provides for the merger of each of Time Wamer and
Tumer Broadcasting System, Inc. (“TBS™) with scparate subsidianes of a holding company (“New Time
Warner™ and collectively, the “TBS Transaction”), In connection therewith. the issued and outstanding shares of
each class of the capial stock of Time Warner will be converted into shares of a substanually identical class of
capital stock of New Time Warper. In addition. Time Warner has agreed to enter into certain agreements and
related transactions with cenain shareholders of TBS, including R. E Turmer and Liberty Media Corporation
("LMC"). The Merger Agreement and cenain related agreements provide for the issuance by New Time Warner
of approximately 172.8 million shares of common stock. par value $.01 per share (including 50.6 mullion shares
of a special class of non-redeemable common stock to be issued to LMC, the “LMC Class Common Stock™ ). 1n
exchange for the outstanding TBS capital stock. the issuance of approsimately 13 million stock options to
replace all outstanding TBS options and the assumpuion of TBS'® indebtedness (which approximated $2.5 billion
ar December 31, 1995). As pant of the TBS Trarsacunon, LMC will receive an addinona! fiv= million shares of
LMC Class Common Stock pursuant to a scparate option agreement which, together with the 50.6 million shares
received pursuant 10 the TBS Transacuon. will be placed in a voling trust or. in ceran circumstances,
exchanged for shares of another special class of non-voung, non-redeemable common stock of New Time
Wamer The TBS Transaction will be accounted for by the purchase method of accounting for business
combinations

The TBS Transaction is subject to customary closing conditions, including the approval of the sharcholders
of TBS and of Time Wamer. all necessary approvals of the Federal Communications Commussion and
appropriate antitrust approvals. There can be no assurance that all these approvals can be obuined or. in the case
of governmental approvals, if obtained. will not be conditioned upon changes to the terms of the Merger
Agreement or the related agreemenis

4. CABLE TRANSACTIONS

On Apnl 1, 1995, TWE formed a cable television joint venture with the Advance/Newhouse Parnership
(“Advance/Newhouse ") to which Advance/Newhouse and TWE comtnbuted cable television systems (o
interests therein) serving approximately 4.5 million subscribers, as well as certaun foreign cable investments and
programming invesiments that included Advance/Newhouse's 10% interest in Pnmestar Panners, LF
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("Primestar”). TWE owns a two-thurds equity interest in the TWE-Advance/Newhouse Partnershup and 1 the
managing pariner. TWE consolidates the pannerstup and the one-third equity interest owned
Advance/Newhouse 15 reflected in TWE's consolidated financial statements as munonty interest In accordanc
with the pannership agreement. Advance/Newhouse can require TWE to purchase its equity nterest for Lt
market value at specified intervals following the death of both of its pancipal shareholders Beginning in the
third year. cither partner can iniiate a dissolution n which TWE would receive  two-thirds and
Advance/Newhouse would receive one-third of the partnership’s net assets. The 1ssets contnbuted by TWE and
Advance/Newhouse 1o the parnership were recorded at their predecessor's tistoncal cost Noopamn was
recognized by TWE upon the capntalizauon of the partnership

On May 2. 1995, Time Wamer acquired Summit Communications Group. Inc. ("Summit”). which owned
cable television systems serving approximately 162,000 subscnbers, in exchange for the issuance of
approximately 1.6 mullion shares of common stock and approsimately 3.3 million shares of 4 new convertible
preferred stock (“Series C Preferred Stock™) and the assumption of $140 milhon of indebtedness  The
acquisition was accounted for by the purchase method of accounung for business combinations, accordingly. the
cost to acquire Summut of approximately $351 million was allocated 1o the net assets acquired in proporuon to
estumates of their respective fair values, as follows: cable television franchises-S372 mullion. goodwill-$146
million: other current and noncurrent assets-$144 million; long-term debe-$140 million: deferred income tares
$166 million; and other current habilities-$5 million,

On July 6, 1995. Time Wamer acquired KBLCOM Incorporated ("KBLCOM™), which owned cable
television syslems serving approximately 700,000 subscribers and a 50% interest in Paragon. which owned cable
television systems serving an additional 972,000 subscribers. The other $04% interest in Paragon was already
owned by TWE. To acquire KBLCOM, Time Warner issued | million shares of common stock and 11 mulhion
shares of a new convertble prefemred stock (*Senes D Preferred Stock™) and assunred of incurred approximately
$1.2 billion of indebtedness The acquisition was accounted for by the purchase method of accounting for
business combinations: accordingly, the cost to acquire KBLCOM of approximately $1.033 billion was allocated
to the net assets acquired in proportion to thewr respective fair values. as follows, investments-$950 mullion,
cable television franchises-$1.366 billion; goodwill-$586 mallion. other current and noncurrent assels-S2KY
million; long-term debt-$1.213 billon. deferred income taxes-$895 mullion: and other current habilines-$50
million.

On January 4. 1996, Time Wamer acquired Cablevision Industnes Corporaton ("CVI™) and relaicd
companies that owned cable television systems serving approxsmately 1.3 million subscnbers, in exchange for
the issuance of approximately 2.9 million shares of common stock and approximately 6.5 million shares of new
convertible preferred stock (“Senes E Preferred Stock™ and “Senes F Preferred Stock™) and the assumption or
incurrence of approximately $2 billion of indebiedness. The acquisition is not reflected in the accompanying
consolidated financial statements. The acquisiion will be accounted for by the purchase method ol accountng
for business combinations; accordingly, the cost to acqure CVI and rclated companies of $904 nullion 1
expected to be preliminanily allocated 1o the net assets acquired in proportion to estimates of their respective faur
values. as follows: cable television franchises-$2.390 billion, goodwill-$688 mullion. other current and
noncurrent assets-$481 million: long-term debt-51.766 billion; deferred income taxes-$731 million, and other
current and noncurrent liabilines-5158 million

The accompanying consolidated statement of operations includes the operating results of cach business
from the respective closing date of each transaction. On a pro forma basis, giving effect to (1) all of the
aforementioned cable transactions. (i) the ITOCHU/Toshiba Transaction. (1) Time Wamer's and TWE's debt
refinancings and (1v) the sale of 51% of TWE's interest in Six Flags and the sale or expected sale o transfer of
certun unclustered cable television systems owned by TWE. as if cach of such transactions had occurred at the
beginning of the periods. Time Wamer would have reported for the years ended December 31, 1993 and 1994,
revenues of $8.742 billion and $8 217 billion. depreciation and amorization of $935 million and $906 milhion,
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operating income of $656 million and $653 million, equity in the pretax income of the Entennment Ciroup of
$286 million and $205 million, a loss before extraordinary item of $255 mullion and $266 million ($1.02 and
$1.07 per common share) and a net loss of $297 million and $266 million ($1.13 and $1.07 per common share ),
respectively.

5. OTHER INVESTMENTS

Time Warner's other investments consist of:

December 31,
1995 1994
 millions )
Equity method investments'" .. .. ... . e N — S1E98 5§ O8S
Market value method invesiments . . 375 435
Cost method InVesImEnts . ......iieiverevremnciiiitn D TTr—— o 116 135
B[, ¢ e AT eyt P U [ e e o L £2.389 S§1.555

11 Equity method imvestments include Time Wamer s investment in TBS which was carmed af $54| mullion at December 31, 1995 Time
Wamer has agreed 1o acquire the remaining interest in TBS that it does not already own (Note 1)

Market value method investments include the fair value of 12.1 million shares of common stock of Hasbro,
Inc. (“Hashro™). Notwithstanding the market value per share, such shares can be used. at Time Warner's optior
1o fully satisfy either its obligations with respect to the zero coupon exchangeable notes due 2012 (Note 6) or
the Company-obligated mandatorily redeemable preferred secunitics of a subsidiary due 1997 (Note B). Because
the issuance of the mandatorily redeemable preferred secunties provides Time Wamer with protection against
the nsk of depreciation of the market price of Hasbro common stock and the zero coupan exchangeable notes
limit Time Wamer's ability to share in the appreciauon of the market pnice of Hasbro common stock. the
combination thereof has effectively monctized Time Warner's investment in Hasbro.

In addition 10 TWE and its equity investees, companies accounted for using the equity method include TBS
(currently 19.6% owned). Cinamenica Theawres, L.P (507 owned) and The Columbia House Company
pantnerships (50% owned) and other music joint ventures (generally 506 owned). A summary of combined
financial information as reported by the equity investees of Time Warner 1s set forth below:

Years Ended December 31,

1995 1994 1993
{millions)

Revenues T Y T 58 SR .. 55,123 4,444 53,163
Depreciation and amoruzation B R R R AT 219 182 140
Operaung iNCOME . .- ooiviaarnnn iy T i e S i 547 584 450
Income before extraordinary items and cumulative effect of a change n

accounting principle ... ... & S . 188 281 201
Net ncome (lossi e . el |88 256 (13%)
Current assels : R SRS L A T S 2,272 2113 1,586
TOUAD SIS - . vt e it e e e e . 5851 5.194 4111
Current Habililies ..o ooviiiiaiveimivonisinrsssacann e : 1.318 1.136 755
Long-term debt .. ... I T 1826 3,730 260
Total habilites . o . 5886 54213 3,992
Total shareholders' equity or panners” capital ..o oaie 135) (229 119
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6. LONG-TERM DEBT

Long-term debt consists of.
December 3.
1995 197%4

Time Wamer:
7.45% Notes due February 1. 1998 ... ... . ... .oociiiiiinn e .5 500 $ 500

7.95% Notes due February 1, 2000  ....oooiiiiiiinii oo o 1] S00
Floating rate notes due August 15, 2000 (6.8% interest rate! .............. Rt 454 —

Redeemable reset notes due August 15, 2002 (8.7% yield) ... ...... - L7119
7.975% Notes due August 15, 2008 . .. o m —

7.75% Notes due June 15, 2005.. .. .. .o i . . 457 —

8.11% Debentures due August 15, 2006 ... ..ooo i i 545 —

K. 18% Debentures due August 15, 2007 ... i y 545 -

Zero coupon exchangeable notes due December 17, 2012 (6.25% yield) i 581 547

Zero coupon convertible notes due June 22, 2013 (5% yield). . oennnn. . 1,019 970
9 125% Debentures due January 15, 2013 ............ AT M R TR e ara 1,000 1,000
£.75% Convenible subordinated debentures due January 10, 2015........ .. 1.226 2.226
8.75% Debentures due April 1, 2007 ... e 248 248
9 15% Debentures due February 1. 2023 .. ... i 10060 1000
Credit agreement debt due 1o TWE (6.8% and 6.7% interest rates) . . 400 400
Time Warmer Cable Subsidiaries:

New Credit Agreement (6.8% Interest "Me) .....ooooooiee oonnes ——— ‘ 1,265 —

Summit 10.5% Debentures due April 15, 2005 ......... - ..... . 140 -

Oher oo : = i S 115 129
Subtotal i SR . . R e 10,307 9,239
Reclassificaion of debt duc to TWE to amounts due to the Entertainment Group.. .. 400) (400)
Total iy N B RN e gt e e 5 9,907 $8.839

—_— —_— -

Debt Refinancings

During 1995 and early 1996, in responsc (o favorable market conditions, Time Warner refinanced
approximately $4 billion of its public debt and, in conjunction with the cable acquisitions entered into a new
credit agreement under which it refinanced approximately $2.7 billiop of debt assumed in the acquisinons. as
more fully described below

in June 1995, a wholly-owned subsidiary of Time Warner (“TWI Cable™). TWE and the TWE-
Advance/Newhouse Partnership executed a five-year revolving credit facility (the “New Credit Agreement™)
The New Credit Agreement enabled such entities to refinance certain indebtedness assumed in the cable
acquisitions. to refinance TWE's indebtedness under a pre-existing bank credit agreement and o finance the
ongoing working capital, capital expenditure and other corporate necds of each bomower.

The New Credit Agreement permits borrowings in an aggregate amount of up to $8.3 billion, with no
scheduled reductions in credit availability pnior to matunty. Borrowings are limited 1o $4 billion in the case of
TWI Cable. $5 billion in the case of the TWE. Advance/Newhouse Partnership and $8.3 billion in the case of
TWE. subject in each case (o certain limitations and adjustments Such borrowings bear interest at specific rates
tor each of the three borrowers, generally equal 1o LIBOR plus a margin initially ranging from 50 to 87 5 basis
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points. which margin will vary based on the credit rating or financial leverage of the applicable bortowes
Unused credit is available for gencral business purposes and to support any commercial paper borrowings. Each
borrower is required [0 pay a commitment fee initially ranging from .2% to .35% per annum on the unused
portion of its commitment. TWI Cable may also be required to pay an annual facility fee equal to .1875% of the
entire amount of its commitment, depending on the level of its financial leverage in any given year The New
Credit Agreement containy certain covenants for cach borrower relating to, among o*her things. addiional
indebtedness: liens on assets, cash flow coverage and leverage ratios; and loans. advances. distnbunions and
other cash payments or transfers of assets from the borrowers 10 thewr respective pariners of affiliates. Pancipally
as a result of such restnictions. restricted net assets of consolidated subsidianizs of Time Wamer amounted 10
approximately $950 million a1 December 31, 1995

In July 1995, TWI Cable borrowed approximately $1.2 billior under the New Credit Agreement to
refinance certain indebtedness assumed or incurred in the acquisition of KBLCOM. An additional $1.5 billion
was borrowed by TW1 Cable under the New Credit Agreement in January 1996 to refinance certain indebtedness
assumed or incurred in the acquisition of CVI and related companies.

In August 1995, Time Warner redeemed all of 1ts $1.8 ballion pnincipal amount of outstanding Redecmable
Reset Notes due August 15, 2002 (the “Reset Notes™) in exchange for new secunties, consistng of
approximately $454 million aggregate principal amount of Floaung Rate Notes due August 15, 2000.
approximately $272 million aggregate principal amount of 7.975% Notes due August 15, 2004, spproximately
$545 million aggregate principal amount of 8.11% Debentures due August 15, 2006, and approximately $545
million aggregate principal amount of 8.18% Debentures duc August 15, 2007,

Through periodic redemptions. Time Wamer has fully -edeemed its $3.1 billion pnncipal amount of 8.75%
Convertible Subordinated Debentures due 2015 (the “8.75% Convertible Debentures”), which were 1ssued in
Apnl 1993 in exchange for the old Senes C preferred stock that was issued in Time Wamer's 1989 acquisiion
of Warner Communications Inc. (“WCI™) (Note 9). Time Warner first redeemed $900 mullion prncipal amount
of §.75% Conventible Debentures in July 1993 In September 1995, Time Warner redeemed approumately $1
billion priacipal amount of such debentures for $1.06 billion (including redemption premiums and accrued
iterest) and. in February 1996, Time Wamner redecmed the remaining $1.2 biilion pnncipal amount of 8.75%
Convertible Debentures for $1.28 billion (including redemption premiums and accrued interest). The September
1995 redemption was financed with proceeds from a $500 mullion issuance of 7.75% ten-ycar notes in June
1995, proceeds from a $374 million issuance of Company-obligated mandatonly redeemable preferred securities
of a subsidiary in August 1995 and available cash and equivalents. The February 1996 redemption was financed
with proceeds raised from a $575 million issuance of Company-obligated mandatonly redeemable preferred
securities of a subsidiary in December 1995 and proceeds from a $750 mullion issuance in January 1996 of 1)
$400 million principal amount of 6.85% thirty-ycar debentures, which are putable by the holders thercof in year
seven, (ii) $200 million principal amount of 8 3% forty-year discount debentures, which do not pay cash interest
for the first twenty years. (i) $166 million pnncipal amount of 7.48% twelve-year debentures and (1v) $150
million principal amount of 8.05% twenty-year debentures. See Note 8 for a descniption of the mandatonly
redeemable preferred securities issued in connection with such redemptions

An extraordinary loss of $57 million was incurred in 1993, principally in connection with the redemption
of $900 million of 8.75% Convertible Debentures and $529 million of WCI senior and subordinated debentures
An extraordinary loss of $42 million was recognized in 1995 in connection with the September 1995 redemption
of the 8 75% Comvertible Debentures and the write-off by TWE of deferred financing costs related to its former
bank credit agreement. In addition. Time Wamer recogmized an extraordinary loss of $26 million in February
1996 1 connection with the redemption of the remaning outstanding portion of the 8.75% Converuble
Debentures
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Zero Coupon Notes

Time Wamner's zero coupon notes do not pay interest until maturity. The zero coupon exchangeable notes
due December 17, 2012 are exchangeable at any time by the holders into an aggregate of 12.1 million shares of
common stock of Hasbro, Inc. (“Hasbro™) at the rate of 7.301 shares for cach $1.000 pnncipal amount of notes.
subject 1o Time Wamer's nght to pay n whole or in pan with cash instead of Hasbro common stock. Time
Warner can elect to redeem the notes any time after December 17, 1997, and holders can elect 10 have the noies
redeemed prior thereto in the event of a change of control, &t the issue price plus accrued interest. Holders also
can elect to have the notes redeemed at the issue price plus accrued interest on December 17, 1997, 2002 and
2007, subject to Time Warner's right to pay in whole or in parnt with Hasbro common stock ..stead of cash. The
equivalent conversion price of Hasbro common stock at the first date of redemption 15 $54.41 per share, and will
be adjusted thereafier in proportion 1o changes in the accrued onginal issuc discoun! of each note. The 12.1
million shares of Hasbro common stock owned by Time Wamner can be used by the Company, at its elecnon. 10
satisfy its obligations under such notes or ils obligations under ceniin mandatonly redecmable preferted
secunities of a subsidiary (Note 8). Unamoruzed oniginal issuc discount 01 the zero coupon exchangeable notes
due 2012 was $1.070 billion and S$1.104 billion ar December 31, 1995 and 1994, respecuvely

The zero coupon convertible notes due June 22, 2013 are convertible at any tme by the holders into an
aggregate of 18.7 million shares of Time Wamer common stock at the rate of 7.759 shares for cach 51,000
pnncipal amount of notes. Time Warner can clect to redeem the notes any time after June 22, 1998, and holders
can elect to have the notes redeemed pior thereto in the event of a change in contrul. at the 1ssue price plus
accrued interest. Holders also can elect 1o have the notes redeemed at the issue pnce plus accrucd interest on
June 2. 1998, 2003 and 2008, subject to Time Wamer’s right to pay in whole or in pan with Time Warner
common stock instead of cash. The equivalent conversion price of Time Wamer common stock at the first date
of redemption is $61.44 per share. and will be adjusted thereafter in proportion to changes in the accrued
onginal 1ssuc discount of each note. Unamoruzed onginal issue discount on the zero coupon convertible notes
due 2013 was $1 396 billion and S1.445 hillion at December 31, 1995 and 1994, respectively

TWE-Related Obligations

Time Wamner and TWE entered into a credit agreement in 1994 that allows Time Wamer to borrow up 10
$400 million from TWE thiough September 15, 2000. Outstanding borrowings from TWE bear interest at
LIBOR plus 1% per annum. Time Warner borrowed $400 mullion in 1994 under the credit agreement, and used
the proceeds therefrom pnncipally to repay certain of its notes at their matunty. In addition, each Time Warner
General Partner has guaranteed a pro rata portion of approximately $6 billion of TWE's debt and accrucd
interest at December 31, 1995, as more fully descnbed in Note 2.

Interest Expense and Maturities

At December 31, 1995, Time Warner had interest rate swap contracts to pay floaung-rates of interest and
recenve fined-rates of interest on $2.6 tillion notional amount of indebtedness, which resulted in approumately
31% of Time Warner's underlying debt being subject to vanable interest rates (Note 12).

Interest expense amounted to 5877 million in 1995, $769 million in 1994 and $698 million in 1993,
including $28 million in 1995 and $12 million in 1994 which was paid to TWE in connection with borrowings
under Time Warner's $400 million credit agreement with TWE. The weighted average intcrest rate on Time
Warner's total debt. including the effect of interest rate swap contracts, was 79% and 8.1% ™
December 31, 1995 and 1994, respectively
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The differences between Income taxes expected at the U.S, federal statutory income tax fale and income
taxes provided are as set forth below The relationship between income before income taxes and income tax
cxpense 1s most affected by the amorzation of goodwill and certain other financial statement expenses that are
not deductible for income tax Purposes and by a $70 million charge in 1997 0 adjust the deferred income Lax
liability for the increase in the LS. federal Halutory rale from M% 10 35% enacted into law that year

1995 15994 1991
1__-_Bmll

Taxes on income at U.S. federal e e % $ 3 5 28
State and local taxes, ner s 18 30 21
Nondeductible goodwill amortization N e v ceosy o PR 100 97 96
Ou:ernmdcdumhlcexpcmﬂ. e AL o b men e T 10 10 11
Charge 10 increase deferred tax liability for increase in tax PRBE i — - 70
Foreign income taxed ar different rates. net of US. foreign tax credus . i | 13
Other . N A e e e e (6 Il fy
T i s e U S s e 5126 $ 180 3 245

e —] —— =

Significant components of Time Wamer's net deferred tax liabilines are as follows:
December V],
1995 1994
imillion
Asscts acquired in business combinations. ............ ... 5 51963 52276
Depreciation and amonization PSR e T T 829 619
Unrealized appreciation of certain marketable securies .. TR 81 91
b it i, ot A T R i s r e ; 390 460
Deferred tax liabilites . . RN 3 AR 4,263 3446
Tax camyforwards e e 0y O, 296 264
Accrued liabilities | . R S e e e e e o A 228 206
Receivable allowances and return resenves e e e e e e e g R 211 200
Other ., . P S 108 76
Deferred tax assets . G b o T S 843 746
. FERT =

Net deferred 1ax liabilites “ N Faais bidean $3420 $2,700

LS. income and foreign withholding taxes have not been recorded on permanently reinvested camings of
foreign subsidianes aggregating approximately $760 Mullion at December 31, 1995, Determination of the
amount of unrecognized deferred U §. Income tax Lability with respect to such carnings is not practicable, [f
such eamings are repatriated, additional U.S. income and foreign withholding taxes are substantially expected 1o
be offset by the accompanying foreign tax credits,

U.S. federal tax carmyforwards ot December 3], 1995 consisted of $328 million of net operating losses,
$152 million of investment tax credits and $30 million of alternative minimum tax credits. The utilization of
certain carryforwards s subjeet to limitatons under U.S. federal income tax laws. Except for the alternative
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(minimum tax credits which do not expire, the other U.S. federal tax camryforwards expire in varying amounts as
follows for income lax Ieporting purposes:

Carrylorwards
Meet lmvestmeni
Maa®  indu

C

tmillaens
1997 e erre e mm b A b A AT s — 5 2
FOOR: - s s aiarisore o Sia s e e dom aruie e e . B e S ST - 7
1999 P R R R R (e e et e el 14 19
Thereafter up 10 2008 ... ... i S R . ild %
5328 152
i n—a—y —

8. MANDATORILY REDEEMABLE PREFERRED SECURITIES

In August 1995, Time Wamer issued approximately 12.1 million Company-obligated mandatorily
redeemable preferred securities of a wholly-owned subsidiary (“PERCS") for aggregate gross proceeds of $374
million. The sole assets of the subsidiary that is the obligor on the PERCS are $385 million pancipal amount of
1% subordinated notes of Time Wamner due December 23, 1997, Cumulative cash distributions are payable on
the PERCS at an annual rate of 4%. The PERCS are mandatonly redeemable on December 23, 1997, for an
amount per PERCS equal to the lesser of $54.41. and the market value of a share of common stock of Hasbro
on December 17, 1997, payable in cash or. at Time Warner's option. Hasbro common stock. Time Warner has
the night to redeem the PERCS a1 any ume pnor o December 23, 1997, at an amount per PERCS equal to
$54.41 (or 1n certain limited circumstances the lesses of such amount and the market value of a share of Hasbro
common stock at the time of redemption) plus accrued and unpaid distributions thercon and a declir'ng
premuum, payable in cash or, at Time Wamer's option. Hasbro common stock.

In December 1995, Time Warner issued approximately 23 mullion Company-obligated mandatonly
redecmable preferred secuntics of a wholly-owned subsidiary ("Preferred Trust Secunties”) for aggregaie gross
proceeds of $575 million. The sole assets of the subsidiary that 15 the obligor on the Preferred Trust Secunines
are $592 uilion principal amount of 874% subordinated debentures of Time Warner due December 31, 2025
Cumulative cash distributions are payable on the Preferred Trust Securities at an annual rate of 8%, Cash
distnbutions may be deferred at the election of Time Wamer for any period not exceeding 20 consecutive
quaniers The Preferred Trust Secunnies are mandatorily redeemable for cash on December 31, 2025, and Time
Warner has the right to redeem the Preferred Trust Secunues, in whole or in pan, on or after
December 31, 2000, or in other cenain circumstances, in each casc at an amount per Preferred Trust Secunty

equal to $25 plus accrued and unpad distnbutions thereon.

Time Wamer has cerain obligations relating to the PERCS and the Preferred Trust Secunues which
amount to a full and unconditional guaranty of each subsidiary’s obligauons with respect therelo.

9, CAPITAL STOCK

The outstanding capital stock of Time Wamer at December 31, 1995 consisted of 29.7 million shares of
preferred stock and 387 7 million shares of common stock (net of 457 nullion shares of common stock in
iweasury, as to which 43.7 million were held by the Time Wame: General Partners). At January 31. 1996
mcluding cach brokerage house that holds shares of Time Wamer common stock as one shareholder but
excluding the number of sharcholders whose shares are beneficially held by such brokerage houses. there were
approximately 25,000 holders of record of Time Wamer common stock
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Dunng 1995, Time Wamer issued approximately 29.3 million shares of comvertible preferred stock in
connection with the ITOCHU/Toshiba Transaction and its acquisitions of KBLCOM and Summit, and in
January 1996, Time Wamer issued an additional 6.5 million shares of convertible preferred stock in conrection
with its acquisiton of CV] and related companies. Set forth below is a summary of the principal terms of Time
Warper's outstanding issues of preferred stock:

Number of Shares

uc—uum-t qu-l-n Earfiest

Deseription Ovstmmtiey _ Commis Dt o pe
{millions i miiions |

Series B Preferred Stock. . ...l A —_ — At any time
Series C Preferred Stock. ... ... i3 6.8 50298 SN
Series D Preferred Stock ......ovveeiiiiai.... 11.0 ns THw99 746100
Senies G Preferred Stock ...ooviiniii Ll 6.2 129 Q899 9599
Series H Preferred Stock .....................0 1.8 37 G500 9/5/99
Senes ! Preferred Stock ... ol 10 14.6 107299 1072099
Shares outstanding at December 31, 1995......... 297 60.9
Senes E Preferred Stock issued in January 1996 .. 33 6.8 11401 114701
Senes F Preferred Stock issued in January 1996 .. 32 6.7 1/4/00 1/4/01
Total shares outstanding at January 31, 1996...... ﬁ m

Each share of Series B Preferred Stock: (1) is entitled to a liquidation preference of $145 per share, (2) 15
not convertible, (3) entitles the holder thereof to receive an annual dividend equal 1o $4.35 per share beginning
in Juae 1995, and $9.28 per share prior thereto, (4) does not generally entitle the holder thereof to vote, except
in certain limited circumstances, and (5) is redeemable, in whole or in part, by Time Wamer and the holders
thereof 1n exchange for cash or shares of any class or senes of publicly-traded Time Wamer stock, at Time
Warner's option, equal in value to the liquidation value of the Senes B Preferred Stock plus a premium of 2% of
hguidation value for each year after May 31, 1955 to the redemption uate.

The pnincipal terms of each series of convertible preferred stock issued in 1995 and 1996 (the Series C
Preferred Stock, the Series D Preferred Stock, the Series E Preferred Stock, the Series F Preferred Stock the
Series G Preferred Stock, the Series H Preferred Stock and the Series | Preferred Stock. and collectively, the
“Convertible Preferred Stock™) are similar in nature, unless otherwise noted below. Each share of Convertible
Preferred Stock: (1) is entitled to a liquidation preference of $100 per share, (2) is immediately convertible into
2.08264 shares of Time Wamer common stock at a conversion price of $48 per share (based on its liquidation
value), except that shares of the Senies H Preferred Stock are generally not convertible until September 5, 2000,
{3) entitles the holder thereof (i) to receive for a four year period from the date of issuance (or a five year period
with respect to the Series C and Series E Preferred Stock) an annual dividend per share equal to the greater of
$3.75 and an emount equal to the dividends paid on the Time Wamer common stock into which each share may
be converted and (ii) to the extent that any of such shares of preferred stock remain outstanding ar the end of the
pennd in which the minimum $3.75 per share dividend is 10 be pad. the holders thereafier will receive
dividends equal to the dividends paid on shares of Time Wamer common stock muluplied by the number of
chares into which their shares of preferred stock are convertible and (4) except for the Series H Preferred Stock
which is generally not entitled to vote, entitles the holder thereof 1o vote with the common stockholders on all
matters on which the common stockholders are entitled 10 vote, and each share of such Convertible Preferred
Swock is entitled to two votes on any such matier.

Time Warner has the nght to exchange each senes of Convertible Preferred Stock for Time Wamer

common stock at the stated conversion price at any time on or after the respective exchange date. The Series C
Preferred Stock is exchangeable by the holder beginning afier the third year from its date of issuance and by
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Time Warner after the fourth year at the stated conversion price plus a declining premium in years four and five
and no premium thereafier. In addition. Time Warner has the right 1o redeem each senes of Converuble
Preferred Stock. in whole or in part. for cash at the liquidation value plus accrued dividends. at any time on of
after the respective redempuon date

Pursuant to a sharcholder nights plan adopted in January 1994, Time Wamer distributed one nght per
common share which currently becomes exercisable in certain events involving the acquisition of 15% or more
of the then ouststanding common stock of Time Warmer. Upon the occurrence of such an cvenl. «ach nght
entitles its holder to purchase for $150 the economic equivalent of commeon stock of Time Warner, 0r in cenun
circumstances, of the acquiror, worth twice as much. In connection with the plan. 4 million shares of preferred
siock were reserved. The rights expire on January 20, 2004. In connection with the TBS Transaction. Time
Warner expects to amend the shareholder nghts plan principally to change the basit for determining if an
scquisition of 15% or more of Time Wamer common stock has occurred 1o a fully-diluted basis.

In 1993. Time Wamer redeemed or exchanged $6.4 billion of Series C and Sen:s D preferred stock (“old
Series C and Series D preferred stock™) that were issued in Time Warner's 1989 acquisition of WCI. The cash
redemption of the old Series D preferred stock was financed prncipally by the proceeds from the issuance of
long-term notes and debentures. The old Senes C preferred stock was exchanged for the 8.75% Converuble
Debentures

Al December 31, 1965, Time Wamer had reserved 1726 million shares of common stock for the
conversion of its Convertible Preferred Stock, zero coupon convertible notes and other convertible securities, and
for the exercise of outstanding options to purchase shares of common stock, excluding 25.7 mulhon shares
related 1o the 8.75% Convestible Debentures which were redeemed in February 1996 (Note 6).

10. STOCK OPTION PLANS

Opuions 1o purchase Time Wamer common stock under various stock uption plans have been granted to
employees of Time Wamer and TWE at. or in excess { fair market value at the date of grant. Generally, the
opuions become exercisable over a three-vear vesung penod and expire ten years from the date of grant. A

summary of stock option acuvity undet all plans is as follows:
Thousands  Fuercise Price
of Shares Per Share

Balance at January 1. 1995. . e R T I R 1§ $ 848
Giranted o R N R 5,096 3445
Exercised oy .. 3,721 B0
Cancelled i _(_:‘lipju 17-45
Balance at December 31, 1995 ; i 18.619 $1748
———=q
December 31,
1998 194
ithowsands |
6h,242 63,106

Faercisable S e S
Available for Tuture EIANES ... ......oovemeesss R GRS 7.884 5,849

For options exercised by employees of TWE, Time Warner is reimbursed for the amount by which the
markei value of Time Warner common stock on the exercise date exceeds the exercise price. of the greater of the
exercise price or $27.75 for options granted prior to the TWE capitalization on June 30, 1992. There were 28.5
mullion options held by employees of TWE at December 31, 1995, 21.8 mullion of which were excrcisable.
There were 1 3 mullion options exercised m 1994 and 4.8 million options exercised in 1993, al prices ranging
from $%-536 per share in each year,

F-42




TIME WARNER INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued}

11. BENEFIT PLANS

Time Wamer and its subsidianes have defined benefit pension plans covenng substanually all domesuc
employees. Pension benefits are based on formulas that reflect the employees” years of service and
compensation levels during their employment period. Qualifying plans are funded 1n accordance with
government pension and income tax regulations. Plan assets are mvested in equity and fixed income secuntics

Pension expense included the following
Years Ended Devember M,

195 e
{mallons
Service coR. ..ol y N N R B " $ 5 M $:25
Interest cost. T S R (PR . . RSN 53 50 45
Actual return on plan LT R P e e E AT i . : (137 {2) 520
Net amortization and deferral .... .. . . T R B9 4% 10
MO s s s v iahs canme § 34 $37 $28
The suus of funded pension plans 15 as follows:
December 11
1995 1994
{ evul Ehcoras

Accumulated benefit obligauon (89% vested) .. ooiuiiiii i e $544 $394
Effect of future salary IRCTEASE .. ... ...cvvvvniniorrenennineannnaaanss e oy e e 192 132
Projected benefit obligation .. ... ... ... o RS 736 526
Plan assets at far value .. .. . ... .. ........ e - < . 495
Projected benefit obligation in excess of plan assets T = (93 i3
Unamortized actuanial losses .. . Rl T A S i 9 49
Unamortized plan changes . e A o 2 7
EHBEE o« s nn s s e g ’ . C s b S e o (8)
Prepaid (accrued) pension expense . : Rl e (7}, 8§ 13

The following assumpuons were used in accounung for pension plans
1995 1994 199

Weighted average discount rate . .. e e e . . 125% B5% TS5%
Keturn on plan assets . ... ... e . 9% 9% 9%
Rate of increase in compensation .. ......... ... .... T . 6% 6% 6%

Employces of Time Warner's operations in foreign countries parucipate to varying degrees in local pension
plans. which in the aggregate are not significant.

Time Warner also has an employee stock ownership plan, 401(k) savings plans and other savings and profit
shanng plans, as to which the expense amounted to $51 million in 1995, $51 million in 1994 and 346 mullion in
1993. Contnbutions 1o the 401(k) and other savings plans are based upon a percentage of the employees” elected
contributions. Contributions to the employee stock ownership and profit sharing plans are generally determuned
by management and approved by the board of directors of the participating companies.
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12. FINANCIAL INSTRUMENTS

The carrying value of Time Wamer's financial instruments approximates fair value, except for differences
with respect to long-term, fixed-rate debt and related interest rate swap contracts and certan differences related
1o cost method investments and other financial instruments which are not significant. The fair value of financial
instruments., such as long-term debt and investments, is generally determined by reference 1o market values
resulting from trading on a national secunties exchange or in an over-the-counter market. In cases where quoted
market prices are not available. such as for denvative financial instruments, fair value i1 based on estimales
using present value or other valuation techniques.

Interest Rate Risk Management

Interest rale swap contracts are used 1o adjust the proportion of 1cal debt that s subject to vanable and
fixed interest rates. Under interest rate swap contracts, the Company either agrecs 1o pay an amount equal 10 a
specified floating-rate of interest times a notional principal amount, and to receive in retum an amount equal 1o a
specified fixed-rate of interest times the same notional principal amount or, vice versa, to receive a floating-rate
amount and to pay a fixed-rate amount. The notional amounts of the contracts are not exchanged No other cash
payments are made unless the contract 1s terminated prior to maturity, in which case the amount paid of received
in settlement is established by agreement at the tme of termination, and usually represents the net present value,
at current rates of interest. of the remaining obligations to exchange payments under the terms of the contract
Interest rate swap contracts are entered into with a number of major financial institutions in order (o MunIMIZe
credit nsk.

The net amounts paid or payable, or received or receivable, through the end of the accounting peniod are
included in interest expense. Because interest rate swap contracts are used (o modify the interest characteristics
of Time Warner's outstanding debt from a fixed to a floaung-rate basis or. vice versa. unrealized gains or losses
on Interest rale swap contracts are not recognized in income un'ess the contracts are temmunated prior to their
matunty. Gains or losses on any contracts terminated early are deferred and amortized 17 income Over the
remaining average life of the terminated contracts.

At December 31, 1995, Time Wamer had interest rate swap contracts to pay floating-raies of interest
(average six-month LIBOR rate of 5.9%) and receive fixed-rates of interest (average rate of $4%) on 526
billion notional amount of indebtedness, which resulted in approximately 43% of Time Wamner's underlying debt
being subject 10 variable mierest rates. The notional amount of outstanding contracts by year of matunty at
December 31, 1995 is as follows: 1996-5300 million: 1998-3700 mullion: 1999.51.2 billion; and 2000-3400
million. At December 31, 1994, Time Warner had interest rate swap contracts on $2.9 billion notional amount of
indebtedness.

Based on the level of interest rates prevailing at December 31, 1995, the fair value of Time Warner's fixed-
rate debt exceeded its carrying value by $407 million and it would have cost $9 million to termunate the related
interest rate swap contracts, which combined is the equivalent of an unrealized loss of $416 million. Based on
Time Wamner's fixed-rate debt and related interest rate swap contracts outstanding at December 31, 1995, each
25 basis point increase or decrease in the level of interest rates prevailing at December 31, 1995 would result in
a net reduction or increase in the combined unrealized loss of approximately S185 million, respecuvely,
including respective costs or savings of $16 million to lerminate the related interest rate swap contracts. Based
on the level of interest rates prevailing at December 31, 1994, the fair value of Time Warner's fixed-rate debt
was $572 million less than its carrying value and it would have cost $236 million to terminate i interest rale
swap contracts, which combined was the equivaleat of an unrealized gain of $336 million

Although changes in the unrealized gains or losscs on interest rate swap contracts and debt do not result in
the realization or expenditure of cash unless the contracts are terminated or the debt is retired, each 25 basis
point increase or decrease in the level of interest rates related to Time Warner's variable-rate debt ard nterest
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rate swap contracts would respectively increase or decrease Time Wamer's annual interest expense and related
cash payments by approximately $12 million, including $7 million related to interest rale swap Contracts

Foreign Exchange Risk Management

Foreign exchange contracts arc uscd primarily by Time Warner to hedge the risk that unremitied or future
royalties and license fees owed 1o Time Warner or TWE domestic companies for the sale or anticipated sale of
U.S. copyrighted products abroad may be adversely affected by changes in foreign currency exchange rates. As
part of its overall strategy [0 manzge the level of exposure o the risk of foreign currenc, exchange ratc
flactuations, Time Warner hedges a portion of its and TWE's combined foreign currency exposurcs anticipated
over the ensuing twelve month period. At December 31, 1995, Time Vamner hes effectively hedged
approximately half of the combined estimated foreign currency exposures that principally relate to anticipated
cash flows to be remitted to the U.S. over the ensuing twelve month perioc, using foreign exchange coutracts
that generally have maturities of three months or less, which are generally rolled over 1o provide continuing
coverage thmughmﬂﬂnyrmemMmﬂuﬂmchmfmipnchm;:ﬂkmMsb; purchasing an
offsetting purchase contract. At December 31, 1995, Time Wamner had contracts for the sale of $504 million and
the purchase of $140 million of foreign currencies at fixed rates, primarily English pounds (29% of net contract
value), German merks (19%), Canadian dollars (16%), French francs (16%) and Japanese yen (5%). compared
to contracts for the sale of $551 million and the purchase of $109 million of foreign currencies at
December 31, 1994

Unrealized gains or losses related 1o forcign exchange contracts are recorded in income as the market value
of such contracts change; accordingly, the carrying value of foreign exchange contracts approximates market
v.iuc.TMmryiugnluoffu:ipuchmmuMwunmmﬁanmmbﬂBl. 1995 and 1994 and is
included in other current liabilities. No cash is required to be received or paid with respect to the realization of
such;ajnsmdlmuﬁllb:umadfmdgnuchmstmmmnummwnﬂﬂr respective
maturity dates. In 1995 and 1994, Time Wamer had $20 millio. and £33 million. respectively. and TWE had
$11 million and $20 million, respectively, of net losses on foreign exchange contracts, which were or are
expecied to be offset by corresponding hmuminlb:duﬂuvﬂucuﬂurﬁpcmmmdﬁnmhumlu
paynrnulhﬂhlvebn:nurmmﬁcip:wdmbcmiwdinmhrmmrhcuknfU.S.mp)ﬁghwdp-uhms
abroad. Time Warner reimburses or is reimbursed by TWE for contract gains and losses related 1o TWE's
forcign currency cxposure. Foreign currency contracts are placed with a number of major financial institutions 10
order to minimize credit risk.

Based on the foreign exchange contracts outstanding at December 31, 1995, each 5% devaluation of the
US. dollar as compared to the level of foreign exchange rates for currencies under contract al
December 31, 1995 would result in approximately $25 million of unrealized losses and $7 million of unrealized
gains on foreign exchange contracts involving foreign currency sales and purchases, respectively. Conversely. a
5% appreciation of the U.S. dollar would result in $25 million of unrealized gains and §7 million of unrealized
losscs, respectively, At December 31, 1995, none of Time Wamer's foreign eschange purchase contracts relates
to TWE's foreign currency exposure. However, with regard to the $25 million of unrealized losses or gains on
foreign exchange sale contracts, Time Wamer would be reimbursed by TWE, or would reimburse TWE.
respectively, for approximately $6 million related to TWE's foreign currency exposure. Consistent with the
nature of the economic hedge provided by such foreign exchange contracts. such unrealized gains or losses
would be offset by corresponding decreases of increases, respectively, in the dollar value of future foreign
currency royalty and license fee payments that would be received in cash within the ensuing twelve month
period from the sale of U.S. copyrightrd products abroad,
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1. SEGMENT INFORMATION

Time Warner's businesses are conducted in three fundamental areas: Enterainment. consisting pnincipally
of interests in recorded music and music publishing, filmed entertainment, broadcasung, theme parks and cable
television progruinming: News and Information. consisting principally of interests in magazine publishing, book
publishing and direct marketing: and Telecommunacations, consisting principally of interests in cable television
systems. Time Warner's interests in filmed entertainment. broadcasting, theme  parks, cable television
programming and most of its telecommunications business are held by the Entenainment Group. which is nia
consolidated for financial reporting purposes.

Information as to the operations of Time Warner and the Entertainment Group i different business
segments is set forth below. Cable business segment information for Time Warner reflects tae 1995 acquisitions
of KBLCOM and Summit. Cable business segment information for the Entertainment Group reflects the
consolidation by TWE of the TWE-Advance/Newhouse Pannership effecuve as of Apnl 1. 1995 and Paragon
effective as of July 6, 1995. The operating results of Six Flags have been deconsolidated cffective as of
June 23, 1995 and results prior to that date are reported separately to facilitate comparability.

Years Ended December 31,

199 1994 1993
{mkllions s

Revenues
Time Warner:
Publishing N PR R KR S PR TP = ! el £1,722 %3433 83270
Music . . e =g L , 4,196 1,986 1.3
Cable . L R S e e 172 - -_—
Intersegment climunation .. ... .. e e e S A e D S __ (23 (13) (23)
Total . ............ T e SR P R L Pt L S $8.067 5739  $6.581
Entcriainment Group.
Filmed Entertunment . . ...... .. 8 i : $5.078 S4s4 S4002
Sin Flags Theme Parks ... ...... N —— N A 227 557 533
Broadcasung-The WB Nelwork . ; ” L i3 - -—
Programming-HBO ... .. ..... ’ o : 1.607 1.513 1.441]
Cable . . R i S . . : 10494 2.242 2,208
Intersegment climinaton i410) (287) (251
Toatal A v o . - - £9.629 58,509 §7.963
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— Continued)

Operating Income
Time Warner.
Publishing .
Muuc'™

Cable

Total. .. ...
Entertainment Group:

Filmed Entenainment
Six Flags Theme Parks ..... ..

Broadcastung-The WB Network .

Programming-HBO ....... ;
Cabe . oy vhiai s i ;

(1} Includes pretax lotses of 583 million recorded o 1995 related 10 ©
which were restructured of closed. The losses are pnmarnily related to
mmim-htuﬂdnunhﬁmmtmlmmumuummmtmkhmwchlmurﬂmmh
was substanally completed in 1993 and will not require any significant, futare cash cutlayr The stnibes
are not matenal 1o the Company 't results of operations. having resulied imuignificant opersang loses in prior penods.

TIME WARNER INC,

Depreciation of Property, Plant and Equipment

Time Warner:
Publishing. . .........
Music

Cable

Tonal
Entertainmeni Group:

Filmed Entertainment .
Six Flags Theme Parks . ..

Broadcasung-The WB Nemwork

Programming-HBO
Cable

Total

F=t7

Vears Ended Decembser 11

1994

5181
il
%)
697
—

$253
P

i 661)
274
502

39492

—=

+ bl |

3347

237
140

5452
s

£ o]

ertain businesses and pont ventures caned by the Mlak Dvvisson
Wamner Mutic Enterprses. one of the Company + durect markeung
Such closure
that will mod be continued

Years Ended December 3.,

1995 1994 E
+ el Lo |
$59 $47 S48
95 86 87
27 - =
SIB1  §133  §132
e —_— f——
$113 S 76 S8
20 51 41
8 13 14
d65 M0 37
$616  S481  $433
—— — - =




TIME WARNER INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Years Ended December 3.

1995 1994 1993
| million )

Amortization of Intangible Assets"
Time Warner:
Publishing i wR R T ST e m e i m ... % B 5 B 8 R
Music R R T e 4 R R A . B 274 268 2
Cable : e e AR p—— il - -
Total . . ..ovnasaiibi i s ey . . . § 178 5 MM s 29
Entertainment Group:
Filmed Entertainment ............. R R R i S 14 0S5 13508 143
Six Flags Theme Parks ........ ... i R 11 28 28
Broadcasting-The WB Network............ R A S R R - — -
Programmung-HBO ....... ... ; AR . | 6 3
Cable TR Iy R A 308 09 302
Towal . oo B e e R A A b sl o . .. % 444 8 4B 5 416

(1) Amoruzaton includes all amortiration relating 10 the acquisiton of WCT in 1989. the scquisition of the manonty wterest in ATC in
1992, the acquisibons of KBLCOM and Summit in 1995 and other Dutingss cominnaiions sccounted for by the purchase method

Information as to the assets and capial expenditures of Time Warner and the Entertainment Group 15 as

tollows
December 3.
1995 1994 1993
i prallbosy )
Assels
Time Warmer
PubliShINE , o cocvvinnineirannmsrosrasrranaranss LI ; S 2175 § 2013 5 1,897
Music P - . : RS i 7.828 1.672 7401
Cable 25 . . I 1875 — -—
Enteriainment Group'™ ... ... O —————— 5.734 5.350 5627
Compordle’™ . oiviiaaniinen i R ST 2510 1.681 1,967
Toral e e R e W R s e R S 8 £22.132  s16716 516892
—_— = = Iz ———
Entertanment Group:
Filmed ERIEMamment . .. coooveienrians coraann s - . $ 7389 S T84 $ 6719
Six Flags Theme Parks . ..oo.ooioiiiiiiiamimmaii i - — Bl4 B4H
Broadcasung-The WB Network........ ; 63 - —
Programming-HBO . ......oovi il 2 935 211 875
Cables . o convwi s e i am eee ; i 9,842 8,303 8102
Corporate’* e I e 731 1,780 1,658
Total Y. e T $18.960  SI18992 $18.202
— =
(11 Enerainment Group assets represent Time Wamer's imestment in and amounts due 10 and from the Emensinment Group

121 Conuss prncipally of cash. cash eguivalents and other inveatment
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TIME WARNER INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Years Ended December 31,

1995 194 1993
(millions)
Capital Expenditures
Time Warner:
PublishBng: . . oocvesiinimmi im e saujvnssesnain asfe bk s erspg s s s 0 S 50 § 41
Mugsicvinse e A S B S VT T —— 121 108 91
CabE. . . oy e R 56 — -
COTPOLILE .\ o oc o vrnnevbsasassanassanssessuudientvsvseiiensaneiine 19 6 -
Tonal:  cicasimisrmimasmen i S 265 164 S 198
—_—= _ = = ==
Entertainment Group:
Filmed Entertainment . ... ... oo Ghaeescmeseseasse. 3 2 5 395§ 210
Six Flags Theme Parks ................ Fo e T 43 46 34
Broadcasting-The WB Nework. ............. ... ... ... i — - —
Programming-HBO .. ... .. .. T —— . . 20 14 16
Cablet, ool amaiseses T e R R 1.293 778 353
COTPORIIE : - & o« de ca b bl it S5 A TS 3 2 —
Total .. ... ; AL ST VR A R e $ 16537 $1235 35 613
_ =—- = =

i Cablrup-ndupmdummwuﬂmﬂdmpmmtﬂknmmmwuswmﬁmmhmdmmﬂmmW‘H.S}.'H

mullion in 1994 and $16 mllion in 1993 (Note 2).

Information as to Time Warner's operations in different geographical areas is as follows:
Years Ended December 31,

s 1991 1993
{enillions )
Revenues
United States’"' . i I ) ey SEAdT $ 4944 $ 4414
BUTOPE o vevvvvcvenrnremmsesasnsssanssasssasassosasansssrssaiases : 1,552 |.445 1,296
Pacific Rim .. .. RN Sk S R 7175 124 583
Rest of World A AR T W R . 293 283 288
Total . .. . S Rl (R ) TP CR e VivirTe e N 800T % 7.396 $ 6,581
——— _— == EEme——
Operating Income
United States R . Lo . ... % 4% 5 494 $ 436
Europe .. N Rl 158 108 102
Pacific Rim : ; T 57 14 28
Rest of World ... .oo0ion i o R T R b A b, e 25 37 25
Total T N S i i e £ 697 £ 713 S 591
T I= _
Assels
United States . e s, 819301 $13.961 $14.328
Europe S e e Ty s T A R 1,797 1.717 1.635
o R - 1 T e A O Rt T P I e 628 636 514
Rt ol Wor . i S i e e A e T T __4D6 402 415
Tmal S P SO e S T o P A ey -y e <l .. i | 516716 516,892
E———

i1} Time Wamner s revenues do vot include the revenoes of the Entertunment Group, which had expon revenues of §1
$1 695 bellon oo 194 and 31480 Milion in 1993, principally from the sale of Filmed Entersinment producis abroad
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—iContinued)

14. COMMITMENTS AND CONTINGENCIES

Total rent expense amounted to $174 mullion 1n 1995, $157 million in 1994 and 5163 mallion in 1993, The
minimum rental commitments under noncancellable long-term operating leascs are: 1996-5147 mullion; 1997
$133 million: 1998-5139 million; 1999-5130 million; 2000-$123 million and after 2000-$923 million.

Minimum commitments and guarantees under certain licensing. artists and other agreements aggregated
approximate y $2.9 billion at December 31, 1995, which are pay able principally over a five-year penod. Such
amounts do 1ot include the Time Warner General Pantner guarantees of approximately $6 billion of TWE debt.

Pending legal proceedings are substanually Limited to litigation incidental to the businesses of Time
Warner, alleged damages in connection with class action lawsuits and pending litigation with U S WEST. In the
opimon of counsel and management, the ulimate resolution of these matters will not have 3 matenal effect on
the financial statements of Time Warner.

15. ADDITIONAL FINANCIAL INFORMATION
Additonal financial information with respect to cash flows 15 as follows

Years Ended December 31,
99 1994 1993
+rill bos
Cash payments made for interest ...... .. e erieeriaeiee.ie... S659 8 539§ 330
Cash payments made for income taxes ...... ... .. U | . 389 234
Tax-related distnbutions received from TWE ... .. ... ... .. ... BRO 115 -
Income tax refunds receved ... ...l T b T TSR R 24 S0 52

During the years ended December 31, 1995 and 1994, Time Wamner realized $35 million and $179 million,
respectively, from the securitization of receivables. Noncash investing and financing activities in 1995 included
the $1 4 billion acquisitions of KBLCOM and Summit in exchange for capital stock (Note 4), the $1.36 Mllion
scquisition of ITOCHU's and Toshiba's intere..s in TWE in exchanre for capital stock and $10 million in cash
(Note 2} and the $1.8 billion redemption of Time Wamner's Resct Notes in exchange for other debt secunties
{Note 61. Noncash financing activities in 1993 included the issuance of approximately $3.1 billion of debentures
in exchange for ihe old Senes C preferred stock (Note 9)

Other current liabilities consist of:

December 31,
1995 1994
{ rmhllbons |

Accrued cxpenses. ... .. .. . R T S T
Accrued compensalon .......ooiiiiiaiii s 5 R AN S S e et e e . 337 308
Accrued 1ncome AXes.......... R e R —p—— y . 173 -1
Delerred revenues. . ......... R TR T ki ai s ; ; B4 55
Toual e A ’ A e . $1.566 51,238
== =

F-$0



REPORT OF MANAGEMENT

The accompanying consolidated financial statements have been prepared by management in conformty
with generally accepted accountung pnnciples. and necessanly include some amounts that are based on
management's best estimates and judgments.

Time Warner maintains a system of internal accounting controls designed to provide management with
reasonable assurance that assets are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management's authonzation and recorded properly. The concept of
reasonable assurance is based on the recognition thai the cost of a system of internal ¢ nurol should not exceed
the benefits derived and that the evaluation of those factors requires estimates and judgments by management
Further, because of inherent limitations in any system of intemnal accounting control, errors of ifcgulantics may
occur and not be detected. Nevertheless. managemeni believes that a high level of internal contra! is maintained
by Time Warner through the selection and truning of qualified persoanel, the establishment and communication
of accounting and business policies, and its internal avdit program

The Audit Committee of the Board of Directors, composed solely of directors who are not employces of
Time Warner, meets periodically with management and with Time Wamer's internal auditors and independent
auditors to review matters relating to the quality of financial reporung and intemal accounung control, and the
nature, extent and results of their audits, Time Warner's internal auditors and independest auditors have free
access 10 the Audit Commutice,

Gerald M. Levin Richard D. Parsons Richard J. Bressler
Chairman and Presidem Senior Vice President
Chief Executnve Officer and Chief Financial Officer




REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Time Warner Inc.

We have audited the accompanying consolidated balance sheet of Time Wamer Inc. (“Time Warner”) as of
December 31, 1995 and 1994, and the related consolidated statements of operations, cash flows and
sharcholders” equity for each of the three years in the peniod ended December 31, 1995, Ou. audits also
included the financial statement schedules Listed in the Index at Item 14(a), These financial statements and
schedules are the responsibility of Time Wamer's management. OQur responsibility 's to “Xpress an opinion on
these financial statements and schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing standan's. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the inancial statements are free of
matenal 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 pnnciples used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
helieve that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly. in all matenal respects. the consolidated
financial position of Time Warner at December 31, 1995 and 1994, and the consolidated results of its operations
and 1ts cash flows for each of the three years in the period ended December 31, 1995, in conformity with
generally accepted accounting prnciples. Also. in our opinion, the related financial statement schedules. when
considered in relation to the basic financial statements taken as 3 whole, present fairly in all matenal respects the
information set forth therein.

Ernst & Youwo LLP

New York, New York
February 6, 1996
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TIME WARNER INC,
SELECTED FINANCIAL INFORMATION

The selected financial information for each of the five years in the penod ended December 31, 1995 1
forth below has been derived from and should be read in conjunction with the financial statements and othet
financial information presented eclsewhere herein Capitalized terms are as defined and descnbed in zuch
consolidated financial statements, or elsewhere herein. The selected histoncal financial information for all
periods after 1992 reflects the deconsolidauon of the Enterainment Group, pancipally TWE. effective
January 1, 1993

The selected historical financial information for 1995 reflects the 1ssuance of 29.3 million shares of
onvertible preferred stock having an aggregate liquidation preference of $2.926 billion n connection with
(i) the acquisitions of KBLCOM and Summit and (i) the exchange by Toshiba and ITOCHU of their direct and
indirect interests in TWE. The selected historical financial information for 1993 reflects the issuance of $6.1
billion of long-term debt and the use of $.5 billion of cash and equivalent: for the exchange or redemption of
preferred stock having an aggregate hiquidation preference of $6.4 billioy. The selected histoncal financial
information for 1992 reflects the capitalizauon of TWE on June 30. 1992 ind associated refinancings, and the
acquisition of the 18.7% minonty interest in ATC as of June 30, 1992, using the purchase method of accounting
for business combinations.

Per common share amounts and average common shares have been restated to give effect to the four-for-
onc common stock split that occurred on September 10, 1992,

Years Ended December M,

Selected Operating Statement Information 1994 194 1993 1992 1991
(millions, excepl per shary amounts)

P T AP I S IR g B0D67 $ 7096 S 6,581 $13.070 $12.071
Depreciation and amoruzation .. ... .. 5549 437 424 1172 1109
Business segment operating income (a) : ; 697 713 91 1,341 1,154
Equity in pretax income of Entertainment Group .. . 256 176 281 - -
Imterest and other, net . .. ....... .. 3 .Y 724 TI8 sR2 Q66
Net income (foss) (BHE) ... oo { 166) (91 (2211 ¥s 199)
Net loss applicable 10 common shares (after preferred

dividends) ......... . (21E) (104) 1339) (542) 692
Per share of common stock:

Net loss (bMe) ..o = 5 (05T) S (02T) S 1090) § (146) § (2400

Dividends . ............ R % D36 S 035 % 031 $025 5 025
Average common shares (¢). ... ! LLER . 3789 3747 i71.0 288.2

(&b Pusiness segment operatng income for the year ended December 11, 1994 includes 589 mullion in losaes relating 1o cenain busineases
and oant ventures owned by the Music Division which were restroctured of closed Basinesi seEment Operfing income for the yeas
coded December 31, 1991 includes a 560 mullion charge relaling 10 the resinuciunng of the Publisting Disision

b} The net boss for the year ended December 31, 1995 includes an extraordinary low o the rearement of detn of $42 mithon {311 per
comman share). The net Joss for the year ended December 11, 1991 inchudes an extraordinary bons on the renrement of debd of 337
nulhunliIswcthMum:wﬂimmllm{l.wpu common share) from the effect of the new icome Lat
Lw on Time Wamer's deforred income . hababiy

In Augwt 1991, Time Warner completed the sale of 1379 million: shares of common Mouk panuant 10 a nghiy offening Net proceads
of $7 358 billion from the nghts offering were used o reduce indebiedness under Time Wamer's bank credit agreement. If the nghts
offenng had been completed at the begunning of 1991, nct kns for the year would have been reduced Lo 533 mullion. or $1.70 per
comemon whare. and there would have been 369 3 million shares of common stock outdanding dunng the year

4
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Selected Balance Sheet Information

Investments 1 and amounts due to and from
Entertainmem GrOUpP .. ...ovveomranaians oia ;

Toral WSSEIS cui vlvili o S S T R R R e

Long-term debt .. ..o s

Company-obligated mandatonly redecmable prtl:m:d
secunties of subsidianes holding solely subordinated
notes and debentures of the Company (a) .

Shareholders’ equty:
Preferred stoch liquidation preference
Equity applicable to common stock .
Total sharcholders’ equity ... ............
Total capitalization SR D——

Years Ended December 11,

1992 1954 1991 1992 1991
imillions. except per share amounts)

$ 5734 $535 55627 § — § ~—
22132 16.716 16,892 27366 24889
9.907 E.E39 9.291 10,068 B.7i6
949 —_ = — -—
2994 140 140 6.532 6,256
673 1008 1.230 1,635 2,242
3667 1,148 1.370 8167 B.498
14,523 9,987 10,641 18,235 17,204

:"lm,iudn $374 mullon of preferred secunties that are redecmable for cash or, at Thime Wamer's oplion. approvimaiely 121 muliron shares
of Haabso.

lnc common wiock owned by Time Wamner
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TIME WARNER INC.
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

E in
m- MNet Net Income
Operating Income Income (Loss) (Loss) Per  Dividends c
Income of iLoss) of Net Aﬁ‘mklhk Common Per Average mSlndL
Business  Entertainment lacome 1o Share Common  Common
Quarter Hevenues  Segments Group (Loss) Sharesib) hjer Share Sharrs  High Low
imillions, except per share amounts
1995
Iat $1.817 5138 b 5 (47) § (50 SO0 1009 1795 L1%h 113h
2nd 1907 184 B4 %) (ART] ook 00 AL a3 3 %
Trd (a 1981 21 1% (144) 1603 e 1Y 004 1868 48 1%
dth 22 354 21 13 5 (i i]] 0o 3575 41%  35%
Year fan 8067 697 156 1166) 218 1057 0 My 3EME 454 33
1954
Ia1 $1.458 $112 § 48 $ (51) § (54 00 143 3008 e e 336N
2nd 1667 170 s 20 1) 10108 ) o ATES e ek
ird 1.584 141 23 (323 135) (0090 009 1 e M
4th o 1 90 i 12 | oo? 005 im2 IT™e 3l
Year T390 T3 ] 9 (1040 I (iR} Lps L) 4% I

ia) Busness segment operating income for the third quanier of 1995 included 353 mallion in lonses relating 10 cenan bunnecises and jount
ventures owned by the Music Division which were restructired of closed The net joss for the third quaner of 1993 includes an
extraordinary bods on the retrement of debt of $42 mullion (511 per common hare)

(b After prefermed dividend requirements

ict Per commen share amounts for the quarters and full years have been calculated separately. Accordingly, quarerly amounts may nol add
io the annual amount because of differences in the average common shares outstanding dunng each penod
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TIME WARNER INC.
SCHEDULE 1—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED BALANCE SHEET

December 31,
(millions}
1995 1994

ASSET
Cash and equivalents (B).....iivaioiiiiiomrmnrosnaninnrrar e . : $ 922 5§ 68
Investments in and amounts due to and from unmnmlldawd subsidianes and

equity method InVeSIEes .. ... ..o AR e 16,040 13122
Oher 55613 .. ...cvceicvnanaqidisinsannnns 436 358
TOtA) BISOM i-v v s sy wmwm v e smsesan sy et RS R SRR L. 817398 S13548
LIABILITIES AND SHAREHOLDERS' EQUITY
Long-term debt . ....oiaiiiiiaiie " - o $ B.467 § R8I
Deferred iNCOME LARES .. ..o o0 oo n i m et e : 3,420 2,700
Other liabilities .. ....oovmmemionia i e B67 589
Subordinated notes and debentures in support of mm:l.uonly radecmnhi:

preferred secunties of subsidianes. ... = e - 977 —
Shareholders’ equity:
Preferred stock . .oovvviinivecisinmmnas e a3 30 1
Common SIOCK . .. o .cvernrmoiair mmiiiiies wd e 388 39
Pad-in capital . .. ... .. . A ok b A A Az a g e S 5.422 2,588
Unrealized gains on cerain rnn.rkeuhlc Lcunites ... 116 130
Accumulated deficit ... ... e O i (2.289) 11,9501
Total sharcholders’ equity .. ... ... ..o ; R 3.667 1.148
Total Labilities and sharcholders’ equity . i . . $17.3/8  S13.548

(al Includes 5557 mullion of cash and cquivalents ai December 31, 1993 segregated for the redemption of ong-term debd

Set MClMTpanying notes
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TIME WARNER INC,
SCHEDULE I—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED STATEMENT OF OPERATIONS
Years Ended December 31,

(millions)
1994 1994 1993

Equity in the income of unconsolidated subsidianies and equity method

investees before federal and state income and foreign withholding taxes § 815 5731 S 704
Interest and other, net .. ... i Py N (86D (641 (T18)
Corporate expenses . . i . i : e (74) (76) (731
Income (loss) before federal and stale income and foreign withholding taxes (19 14 3
Provision for federal and state income and foreign withholding taxes . .. (5) (105) (167}
Loss before extraordinary item R . B . (124) 91 i164)
Extracrdinary loss on debt. net of $16 mxlhon nnd SW million income tax

benefit in 1995 and 1993, respectively . ... ... i42) - (57}
Mo Yoss:: oo s ass a0 S166)  $ (91 S22

SYoe accodmpanying meses
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TIME WARNER INC.

SCHEDULE 1—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED STATEMENT OF CASH FLOWS

Years Ended December 31,

(millions)
1998 194 1993

OPERATIONS
Net loss T i e S M et R $ (166 $ 9L S (221
Extraordinary loss on jeurement of debt. ... ... o 42 == 37
One-time tax chare (8) . oooeeiirnoaiisimiomeaain i ; - - 70
Nonciash Interest EXpense . ......oovinnmnies Gosa i e 176 219 185
Deficiency of distributions over equity in pretax income of

unconsolidated subsidianies and equity method investees (b) ) (B9) (396} {462)
Other. prncipally changes in operating assets and liabilities . (72} 149 435
Cash provided (used) by operations (c). .......... e SR (! S 64
INVESTING ACTIVITIES
Investments and acquisitions, principally loans and advances to

unconsolidated subsidianies ... ... o mrares o P (353 (£15) (737
Investment proceeds, principally repayments of loans and advances by

unconsolidated subsidiaries . ....... ... - . 1.154 1.087 114
Cash provided (used) by investing actvities (d). . .. i ne s d pa gor 212 _(623)
FINANCING ACTIVITIES
BOMOWINES ... isiieeeiaisnrnarrosssaanmesnisnns e 748 550 4,730
Debi repayments . SR e e AR (1.455) 1617) (1.003)
lssuance of subordinated notes and debentures 1n support of mandatorily

redeemable preferred secunties of subsidianes . . an = =
Redemption of old Senes D preferred stock i e " — (3.494)
Dividends pasd .. ... coeiieiiiiaiiiaaaaan T {171 (142) (294
Stock opuion and dividend reinvestment plans = 106 34 92
Other. prncipally financing costs N (43) 6y (133
Cash provided (used) by financing actuvities (d) ; 162 {181) (107
INCREASE (DECREASE) IN CASH AND EQUIVALENTS 854 (28) (666)
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD} 6of bl 762
CASH AND EQUIVAL S AT END OF PERIOD . s 922 $ 68 $ 9b

ENTS 20l 2l =

(3) Beflects 3 570 million increase 1n Time Wamner's deferred income (aa hiability as 2 result

b1 Dystnbssmons from unconsolidated subsidianes and equity method ivesiees were §726 mallon, $13% mullson and 3312

| and 199). reapectively

of pew ar lew enacted in 1991
million in |3

(i Cash payments made for interes amounted 10 4628 mullion, 35¥ mullon and 3268 millon in 195, 1994 and 1991, respecinely LS
federal and state income and foreign withhokliag las paymenty were 1194 million. $29%9 milboa and 3137 million in 1995, 1984 and

1993, respectively, and related tax refunds were 519 mulbon. 44 million and $44 mullion, respectvely
7d) For mformation with respect (0 ceran noocash imvesting and financing activities
consohdated financial stalemenes. In addinon, noncash investing acuvities of Time W
noncath capital destributions (contribetions). net. of 52450 billion, {
reapectively, and o 33 billon loan w an uncontohdated subudiary in 1993

See accompanying noles
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of Time Warner, see Now 13 10 the Time Wwrmer
arner with ity uncoasolidated wwbaidianes i huded
§ 170 millioss and $3.049 ballion o 1995, 1994 and 1




TIME WARNER INC.
SCHEDULE I—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
NOTES TO UNCONSOLIDATED (PARENT-ONLY) CONDENSED FINANCIAL INFORMATION

1. BASIS OF PRESENTATION

Time Warner's investments in and amounts due to and from unconsolidated subsidianes and equity method
invesiees are stated at cost plus equity in the undistributed income (loss) of subsidianes and equity method
investses. before U.S. federal and state income and foreign withholding taxes, since dates of acquisinon. Time
Warner's share of the income (loss) of unconsolidated subsidianes and equity method investees, b=fore federal
and state income and foreign withholding taxes. 1s included in the statement of operation: using the cquity
method. The unconsolidated (parent-only) financial statements should be read n conjunction with the
accompanying consolidated financial statements of Time Wamner Capitalized terms are as defined in the Timne
Wamner consolidated financial statements

2. LONG-TERM DEBT

The principal terms and amounts of the long-term debt of Time Wamner (parent-only) are set forth in Note &
to the Time Warner consolidated financial statemems. Time Wamer {parent-only) long-term debt excludes
unconsolidated subsidiary debt of $1.440 billion and $28 million at December 31, 1995 and 1994, respectively,
of which $1.265 billion 15 due n 2000

3, SUBORDINATED NOTES AND DEBENTURES

In August 1995. Time Wamer issued $385 mullion principal amount of 4% subordinated notes due
December 23. 1997 (the “4% Notes™) to a whally-owned subsidiary in support of such subsidiary s issuance of
the PERCS. The amount payable by Time Warner upon the matunty of each 4% Note 1s equal to the lesser of
$54 41, and the market value of a share of common stock of Has.v on December 17, 1997, payable in cash or,
at Time Warner's option, Hasbro common stock held by a subsidiary of Time Warner. Time Warner has the nght
10 redeemn the 4% Notes at any time prior to December 23, 1997, at an amount per 4% Note equal to $34.41 for
un certamn limited circumstances the lesser of such amount and the market value of a share of Hasbro common
stock at the time of redemption) plus accrued and unpaid interest thereon and a declining preruium. payable in
cash or. at Time Wamer's option, Hasbro common stick

In December 1995, Time Warner issued $592 mullion pnincipal amount of 874% subordinated debentures
due December 31, 2025 ithe “8%4% Debentures” | to a wholly-owned subsidiary in support of such subsidiany s
issuance of the Preferred Trust Secunities lnierest pavments on the 8% Debenfures may be deferred at the
clection of Time Warmner for any penod not exceeding 20 consecutive quanters. Time Wamner has the nght to
redeem the B14% Debentures. in whole or in pan. on or after December 31. 2000, of in other certain
circumstances, in each case at an amount egual to the principal amount of B%4% Debentures to be redeemed plus
accrued and unpaid interest thereon
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SCHEDULE H—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1995, 1994 and 1993

imillions)
Additions
Balance st Charged in
Costs and
M m Fapenses Deductions
1995
Reserves deducted from accounts receivable:
Allowance for doubtful accounts. . ... .. S 157 $ 230 S (199)Ha)
Reserves for sales retums and allowances 6l 2LH17 (2. 23 byic)
Total S 768 § 2.447 $(2.429)
— f— & — 1 e
Reserves deducted from amounts due 10 publishers
taccounts payable)
Allowance for magazine and book returmns 159 MLOIS) S 1011 (o)
R S —— = R
1994:
Reserves deducted from accounts recemvable:
Allowance for doubtful accounts ... ... .. .. 513 s 197 S (171 Ha)
Reserves for sales retums and allowance .. 545 1,822 {1, 756Hbue
Towd ... S 676 $ 2.019 $1.927)
Reserves deducted from amounts due 1o publishers
taccounty payabled
Allowance for magazine and book retums (154 $ (905 5 Wi
1993:
Reserves deducted from accounts receivable:
Allowance for doubtful accounts . ........ . $ 122 5194 S (185)a)
Heserves for sales returns and allowances . .. .. 522 1631 11.608Nb)HC
Total £ 044 5 1,825 £01,793)
= ——4 1 ]
Reserves deducted from amounts due to publishers
(accounts payable)
Allowance for magazine and book returns S 146) $ (855 5§ 847y

S

iat Represents uncollectible vecewables charged againy rewrrve

by Mepresents returms or allowances applied spunt reacrve

5 188

1e1 The distnbution of magarines not raned by Time Wamer results in 8 recem able recorded ai the saler price and 2 corresponding liabality
b the publisher recorded at the wales pnce less the distnbuion commusskmn recognized by Tune Warner as rovenue  Therelore, chanpes
i reverves (o magasine returms also resull in corresponding chanpes 10 the resemve agamnst the hatbity due 1o the publihen




TIME WARNER ENTERTAINMENT COMPANY, L.F.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

TWE 15 engaged principally 1n two fundamental areas of business: Entertainment. consisting principuily of
interests in filmed entertainment, broadcasting. theme parks and cable 1elevision programming. and
Telecommunications, consisting principally of interests in cable television systems. TWE also manages the
telecommunications propenties owned by Time Wamer and the combined cable television operaiions are
conducted under the name of Time Warner Cable. Capitalized terms are as defined and Jescnbed in the
accompanying conselidated financial statements, or elsewhere herein

Strategic Initiatives

Significant Transactions

Dunng 1995, TWE embarked on a program to improve its financial condition and increase its overall
financial flexibility through asset sales and the refinancing of its bank debt. In conjunction with Time Warner,
TWE also pursued significant, strategic objectives during 1995 through its cable television operations. These
objectives are pan of a continuing strategy to further enhance the strength of TWE's nterests in entertainment
and to attempt to use existing and acquired cable television systems to establish ay enterpnse that will be
responsible for the overall management and financing of its and Time Warner's cable and telecommunications
interests. In pursuit of these strategic objectives, TWE completed a number of transactions in 1995 that have had
a sigmficant effect on its results of operations and financial condition. Such transactions nclude

« The formation by TWE of the TWE-Advance/Newhouse Partnership which, together with certain cable
scquisitions by Time Warner. strengthened the geographic clusters of the cable television systems and
substantially increased the number of cable subscnibers managed by Time Warner Cable

o The execution of a new $8.3 billion credit agreement, under which $2.6 billion of pre-existing bank deb
was refinanced by TWE: and

e The sale by TWE of certain assets under an asset sales program, which raised approximately $1.1 billion
for debt reducton. including the sale of 51% of TWE's interest in Six Flags (the “Sin Flags
Transaction™) and the sale or expected sale or transfer of certain unclustered cable television <ysiems
owned by TWE {(the “Unclustered Cable Transactions™)

The nature of these transactions and their impact on the results of operations and financial condition of TWE are
further discussed below

Telecommunications Strategy

In 1994, TWE and Time Warner embarked on a strategy to expand their cable television business, leading
to the formation of the TWE-Advance/Newhouse Partnership and the acquisition by Time Wamer of certain
cable television systems, which increased the number of subscnbers under TWE's management by
approximately 3.7 million. This strategy was based on management's expectation that there would be a
signficant increase in the value of cable television systems related. in part, to a future convergence of the cable
and telephone industnies. which would provide cable companies with an opportunity (o operate large geographic
clusters of cable television systems for purposes of maximizing the development and distnibution of new and
improved services on a cost efficient basis. such as increased channel capacity, hugh specd data transmussion and
telephony services.

In carly 1996. TWE and Time Wamer completed their plans for the expansion of their cable television
business. thereby strengthening their geographic clusters of cable television systems as previously envisioned,
Along with intermal growth, the formation of the TWE-Advance/Newhouse Partnership, and Time Wamer's
acquisitions of Summit Communications Group, Ine. ("Summit™), KBLCOM Incorporated ( “KBLCOM") and
Cablevision Industries Corporation ("CVI1") and related companies, increased the total number of subscrnibers
under the management of Time Warner Cable to over 11.7 million, as compared to 7.5 million subscribers at the
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end of 1994 Time Wamer Cable has also extended ils reach of cable television systems 1O neighborhoods
passing 18 million homes of close 1o 20% of television homes in the U.S. In addition, there arc now 35
geographic clusiers of cable television systems managed by Time Warner Cable serving over 100,000
subscribers each, including key markets such as New York City and State, central Flonda and North Carolina
Excluding Time Wamer's systems, TWE owns or manages cable iclevision systems serving 9.5 mllion
subscribers, with 31 geographic clusters serving over 100,000 subscribers each. TWE and Time Wamer do not
currently plar 1o make any more significant acquisitions of cable television systems, but instcad intends 1o
continue 1o refine their geographic clusters by exchanging certain unclustered cable television sysiems for
geographically-sirategic ones or by selling non-strategic cable television sy stems as part of their continuing asscl
sales program. Management continues 1o believe that the increased size and concentration of its subscriber base
will provide for sustained revenue growth from new and impeoved services, and provide tenain cconomics of
scale relating to the upgrade of the technological capabilines of Time Warner Cable's cable television systems

Management believes that the future convergence of the cable and telephone industnes has been
substannally confirmed through various events within the industry, including the February 1996 enactment into
law of sweeping lelecommunications industry reform. Among other features, the Telecommumications Act of
1066 effectively removes regulatory barriers that historically protubited cable television companies and lucal and
long-distance telephone companies from competing in cach other’s business. In addition. the new law eliminates
most cable rate pricing restricuons 1n 1999, and earlict under cerain CIECUMSLANCES. TWE expects that the
relaxation of cable rate regulauon in 1999, along with permutted cable rate pnee increases for certain regulated
wervices thal went into effect on January 1. 1996 under a separate Time Wamer Cable agreement with the
Federal Communications Commission (the “FCC™), will provide enhanced pricing flexibility that will help
finance its cable and telephony expansion plans.

The next phase of TWE and Time Wamer’s telecomr Jnications stralegy is 10 simplify the structure of e
cable and (clecommunications properues by bringing such properties together, so far as practicable and on a tax-
cfficient bass, into an enterprise that will be responsible for the overall management and financing of these
smierests The nirst step of this process was completed 1 1995 when ITOCHU and Toshiba exchanged their
interests 1n TWE for equaty interests n Tine Wamer. The restructunng process depends. among other things.
upan successful pegonations with U S WEST and cerain creditors, and the receipt of franchise and other
regulatory approvals Accordingly, there can be no assurance that the effort will succeed. In the mlenm. as
contemplated by the TWE-Advance/Newhouse Paninership agreement, Time Wamner may transfer cerai of its
newly-acquired cable sysiems 1o the TWE-Advance/Newhouse Partnershup on & tax-efficient basis Such
ransfers, if they are made, are expected 1o be structured so that the systems will be transferred subject 1o 2
portion of Time Wamer's debt, thereby increasing the under-leveraged  capitalizauon  of the TWE-
Advance/Newhouse Pannership and consequently. TWE

Use of EBITDA

The followmg comparative discussion of the results of operations and financial condition of TWE includes.
amorg other lactors. an analysis of changes n the operaling income of the business segments before
deprecianon and amortization (“EBITDA™) in order to eliminaie the effect on the operating pesformance of the
filmed entertainment and cable businesses of significant amounts of amortization of intangible assels recognized
in Time Wamer's $14 hillion acquisition of WC1 in 1989, the $1.3 billion acquisinon of the ATC minonity
yterest 1 1992 and other business combinations accounted for by the purchase method Financial analysts
pencrally considet EBITDA to be an imponant mecasurc of comparative operating performance for the
businesses of TWE. and when used 1n comparison Lo debt levels or the coverage of interest expense, as @
measure of ligudity However, EBITDA should be considered in addition 10, not as a substitute for, operaung
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income. net income, cash flow and other measures of financial performance and higuidity reponed in accordance
with generally accepted accounung principles

RESULTS OF OPERATIONS

1995 vs. 1994

TWE had revenues of $9.517 billion, income of $97 million before an extraordinary loss on the retirement
of debt and net income of $73 million for the year ended December 31, 1995, compared to rev nues of $8.460
billion and net income of S161 million for the year ended December 31, 1994, The decrease 1n nel income in
1995 was principally related to a $24 million extraordinary loss on the retrement of detn and higher
depreciation and amorizaton relating to increased capital spending.

As discussed more fully below, TWE's operating results in 1995 reflect an overall increase 1 operaing
income generated by its business segmemts (including the contnbution oy the TWE-Advance/Newhouse
Partnership) and an increase in investment-related income resulting from gains on the sale of cenain unclustered
cable systems and other investments. offset in pant by minonty interest expense reiated to Lthe consolidanon ol
the operating results of the TWE-Advance/Newhouse Partnesship effective as of Apnl 1. 1995,

On a pro forma basis, giving cffect to (i) the formation of the TWE-Advance/Newhouse Partnershap. (1) the
refinancing of approximately $2.6 billion of pre-existing bank debt. (i) the consolidauon of Paragon. (1v) the
Six Flags Transaction. (v) the Unclustered Cable Transactions and (vi) the reacquisition of the Time Warner
Service Partnership Assets, as if each of such transactions had occurred at the beginniny of the periods. TWE
would have reported for the years ended December 31. 1995 and 1994, revenues of $9.682 billion and $8.779
billion. depreciation and amortization of $1.069 billion and $1.035 billion, operating income of $962 million
and $884 million, income before exiraordinary item of $172 million and $143 mullion and net income of 5148
mullion and $143 million. respectively. The 1995 10 1994 compasison of pro forma results are similarly affected
by any underlying histoncal wends unrelated to the transactions given pro forma effect to therein, The increase
in pro forma over histoncal net income for 1995 principally results from the pro forma effects o1 a full year
contribution by the TWE-Advance/Newhouse Pannership, the contribution of net income related to the Time
Warner Service Partnership Assets. and tnterest savings associated with the refinancing of TWE's bank debt and
jower debt levels resulting from asset sales. The decrease in pro forma over histoncal net income for 1994
principally results from the pro forma effects of the contribution of net losses related to the Time Warner Service
Partnership Assets, which exceeded the positive pro forma effects of a full year contribution by the TWE-
Advance/Newhouse Partnership, and interest savings associated with the refinancing of TWE’s bank debt and
lower debt levels resulting from asset sales.

As a US. pannership. TWE 15 noi subject 10 ULS, federal and state ncome laxaton Income and
withholding taxes of $86 million i the year ended December 31, 1995, and $40 mullion in the vear ended
December 31, 1994, have been provided in respect of the operations of TWE's domestic and foreign subsidiary
corporanons.

F-63




TIME WARNER ENTERTAINMENT COMPANY, LI
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—{Continued)

EBITDA and operating income for TWE in 1995 and 1994 are as follows.
Years Ended December 31,

ERITDA w
1995 1994 19%5 1994
L e
Filmed Entertainment LA g : g i 5 459 & 407 8228 5201
Sin Flags Theme Pasks. ... coovvvqmmuiiivinscaanass 6 135 29 St
Broadcasung-The WB Network ... ... .. . . (6H6) - 166)
Programming-HBO .. ... 0.oociiiiii i i 291 255 274 2
Cable . ....reirrnrasaanans 1.255 994 495 353
Tonal G R A e s R P4 $1.791 S960 848
_ = = -_——— —_—

Filmed Entertainment. Revenues increased o $5.069 billion, compared to $4.476 billion wn 1994
EBITDA increased 1o $459 million from $407 million. Depreciation and amortization. ncluding amortization
related 10 the purchase of WCI. amounted to 5231 mullion in 1995 and 5206 mullion in 1994 Operaung income
increased 10 $228 million from $201 million. Revenues benefited from increases in worldwide cheatncal. home
video, consumer products and television distnibution operations Worldwide theatrical and domestic home video
revenucs in 1995 were led by the success of Batman Forever. EBITDA and operating income benefited from the
revenue gains and increased income from licensing operations

Six Flags Theme Parks.  As a result of TWE's sale of 31% of its interest in Six Flags. the operating resuits
of Six Flags have been deconsolidated effective as of June 23. 1995 and TWE's remawning 49% interest in Six
Flags 15 accounted for under the equity method ©. accounung. Accordingly, revenues decreased to $227 nulhon,
compared to $557 million in 1994, EBITDA decreased to $60 mullion from $135 million. Depreciation and
amortization amounted to $31 million in 1995 and 879 million in 1994 Operating income decrested (0 $19
mullion from $56 mullion.

Broadcasung-The WB Nerwork.  The WH Network wes launched in January 1995, and gencrated 36f
million of operaung losses on $33 million of revenues. The operating loss was mitigated by a favorable legal
settlemnent. as well as by funding from a hmited partner admtted as of August 1995 Due to the start-up nature
of this new national broadcast operauon. losses are expected 1o continue.

Programmng-HBQ.  Revenues increased (o §1.593 llion, compared 1o $1.494 billion in 1994, EBITDA
ncreased to 5291 million from $255 mullion. Depreciation and amoruzation amounted 1o $17 million in 1995
and $19 mullion 1n 1994, Operating income increased to $274 million from $236 million, Revenues benefited
pnmanly from an increase in subscniptions to 297 mullion from 27 million at the end of 1994, as well as from
higher pay-TV rates. EBITDA and operauing income improved pnncipally as a result of the revenue gains

Cable Revenues increased to $3.005 billion, compared to $2.220 billion in 1994, EBITDA increased to
| 255 billion from 5994 million. Depreciation and amoruzanon, including amortization related to the purchasc
of WCI and the acquisition of the ATC minority interest, amounied 1o $760 mullion in 1995 and 3639 million n
1994 Operatng income mcreased to $495 million from $1%5 million Kevenues and operating results benehited
from the formation of the TWE-Advance Newhouse FParnership on Apnl |, 1995 and the consolidation of
Paragon etfecuve as of July 6, 1995 Excluding such effects, revenues benefited from a 3% increase in basic
cable subscribers and increases in nonregulated revenues, including pay-TV. pay-per-view and advertusing
Excluding the posibve contnbutions from the TWE-Advance/Newhouse Partnership and the consolidation of
Paragon. EBITDA and operating income increased as a result of the revenue gams, offset in part by the full year
impact of the second round of cable rate regulations that went into effect in July 1994, higher start-up costs for
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telephony operations and, with respect to operating income only. higher depreciation and amortization relating to
mcreased capital spending.

Interest and Other Ner. Interest and other, net, decreased to $580 mullion in 1995, compared to $587
million in 1993 nierest expense increased to $571 million. compared to $563 million in 1994, pnincipally as a
result of higher shon-term, floating-rates of interest paid on borrowings under TWE's former and existing bank
credit agreements, offset in part by interest savings in the last quaner of 1995 on lower debt levels related !
management’s asset sales program, Other expense, net. decreased to $9 million in 1995 from $24 milhon
1994, principally because of an increase in investment-related income reluted to gains on the sale of cenan
unclustered cable systems and other investments

1994 vs. 1993

TWE had revenues of $8.460 billion and net income of $161 million 1n 1994, compared 1o revenues of
$7.946 billion and net income of $198 million in 1993. The decrease 1n net income prncipally relates to the
effects of cable rate regulation, offset in part by the absence of an extraordinary loss on the reurcment of debt of
$10 mullion recorded in 1993. As discussed more fully below, the Ententainment Group's operating results in
1994 reflected an overall decrease in operating income generated by its business segments, pnncipally rclating to
lower Cable results due to cable rate regulation, and an increase in investment-related and foreign currency
contract losses, offset tn pant by an increasc in inkerest income.

EBITDA and operating income for TWE in 1994 and 1993 are as follows:
Years Ended December 3,

EBITDA g

1994 1992 1994 1993
|l Lok

Filmed Entertaimment . ' 407 5 199 $201 210
Siv Flags Theme Parks - ; 135 122 56 53
Programmng -HBO . . 255 230 230 213
Cable - . . . . - frr X 1.034 155 407
Total I . S : $1.791 $1,785 848 SE83
= pr——— _ p—

Filmed Entertainment. Revenues increased to $4.476 billion, compared to $4.024 tillion in 1993
EBITDA ncreased 1o $407 million from $399 million. Depreciation and amoruzation, including amoftization
related to the purchase of WCI, amounted 1o $206 million in 1994 and $189 million in 1993 Operaung income
decreased 10 $201 mullion from $210 million Worldwide home video. syndication and consumer products
revenues increased at Wamner Bros. offset in pan by lower worldwide theatncal revenucs EBITDA and
operating income margins decreased pnncipally as a result of lower theatncal results 1n companson to the
eacepuonally strong theatrical results in 1993,

Six Flugs Theme Parks.  Revenucs increased 1o $557 mullion, compared to $533 mullion in 1993 EBITDA
increased to $135 million from $122 million. Depreciation and amortization amounted 1o $79 million in 1994
and $64 million i 1993 Operating income incieased (o $56 mullion from $53 nullion. Revenues increased as a
vesult of inerall anendance growth and higher revenues per visitor. EBITDA and operating income improved
pancipalls as a resull of the revenues gains.

Programmng-HBO.  Revenues increased to $1.4%4 billion. compared to $1.435 hullion tn 1993 EBITDA
increased 1o $25% million from $230 million. Deprecianon and amortization amounted (o $19 million in 1994
and $17 million n 1993, Operating income increased to $236 million from $213 million. Hevenues benetited
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from an increase in subscnptions and higher pay-TV rates. EBITDA. operating income and operating margins
improved pancipally as a result of the revenue gans

Cable. Revenues increased 1o $2.220 billion, compared to $2.205 billion in 1993. EBITDA decreased 1o
$994 mullion from $1.034 billion. Depreciation and amoruzation, including amoruzation related 10 the purchase
of WCT ad the acquisition of the ATC minonty interest, amounted to $639 million in 1994 and S627 mullion in
1993, Operaung income decreased to $355 million from $407 mullion. Revenues and operaung results 'n 1994
were adversely affected by two rounds of cable rate regulation that in general reduced the rates cable operatoes
are allowed to charge for regulated services. the first of which went into effect in Semember 1993 and the
<econd of which went into effect in July 1994 The unfavorable effects of rate regulation were offset in part by
an increase in subscribers and nonregulated revenues. Actions that were undenaker to mitigale the impact of
rate regulation included a number of cost contunment measures and a continued ¢ nphasis on ncar and long-
term strategies o increase revenues from unregulated services.

Interest and Other, Net. Interest and other, net. increased to $587 million in 1994, compared 1o $551
million 1n 1993, Interest expense decreased to $563 million. compared with $573 million 1n 1993 There was
other expense. net. of $24 million in 1994, compared to other income. net. of 322 million 1n 1993 Investment-
related and foreign currency contract losses in 1994 exceeded an increase in interest income on higher cash
balances and the interest-bearing note receivable from U S WEST. In 1993, other income, net bunefited from a
gaun on the sale of certain assets and other investment-related income, which more than offset investment losses

FINANCIAL CONDITION AND LIQUIDITY
December 31, 1995

1995 Financial Condition

The financial condition of TWE at December 31, 1995 was affected by the formation of the TWE
Advance/Newhouse Partnership, the Six Flags Transacuon and the consolidation of Paragon TWE hat 6.0
hiflion of debt, S1 4 billion of Time Wamner General Partners” semior priocty capital and £6.5 ballion of panners’
capital inet of the S169 milhon uncollected  portion of the note recevable from U 5 WEST) a
Precember C1 1995, compared to $7.2 billion of debt, $1.7 tillion of Time Wamer General Partners’ senior
prionty capital and $6.2 billion of panners’ capital at December 31, 1994, The S| billion reduction n debt
resulted prnincipally from the Six Flags Transaction In addition. pnincipally as a result of the payment of over §1
billion of distibutions to Time Wamer 1995, cash and equwvalents decreased 1o $209 million  al
December 31. 1995, compared to $1.1 billion at December 31, 1994, reducing the debt-net-of-cash amounts for
TWE to $6 billion and $6.1 billion, respectively

Credit Agreement Refinancing

In connection with the cable transacuions, TWE, the TWE- Advance/Newhouse Partperstup and TWI Cable
executed o five-vear revolving credit facihty i June 1995 The New Credit Agreement enabled such entities (o
rehnance certain indebtedness assumed 1n the cable acquisiions, to refinance TWE's indebtedness under a pre-
existing bank credit agreement and to Anance the ongoing working capital, capital expenditure and other
corpotate needs ol cach bormower

The New Credit Agreement permits borrowings in an aggregate amount of up to $8.3 tllion, with no
wheduled reductions 1n credit availability pnor to matunty. Borrowings are limited to $4 billion in the casc of
TWI Cable, S5 billion in the case of the TWE-Advance/Newhouse Partnership and $8.3 bitlion in the case of
TWE. subject in each case to certaun Limitations and adjustments. Such borrowings bear interest at specific rates
for cach of the three borrowers, generally equal to LIBOR plus o margin initially ranging from S0 1o B7.5 basts
points. which margin will vary based on the credit rating or tinancial leverage of the applicable borrower.
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Unused credit 15 available for general business purposes and to suppon any commercial paper bormowings. Each
borrower is required to pay a commitment fee initially ranging from 2% to 35% per annum on the unused
portion of its commitment. The New Credit Agreement contains certain covenants for each borrower relaung to,
among other things. additional indebtedness; hiens on assets; cash flow coverage and leverage rauos; and loan:.,
advances, distributions and other cash payments or transfers of assets from the borrowers 1o thewr respective
partners or affiliates.

In July 1995, TWE bormowed approximately $2.6 billion under the New Credit Agre ment 1o repay and
terminate its pre-existing bank credit agreement.

Asser Sales

In conjunction with Time Warner and as part of a continuing strate y to enhance the inancial position and
credit statistics of TWE. an asset sales program was imitiated by Time Warner and TWE in 1995, Including the
sale of 1% of TWE's interest in Six Flags 1n Junc 1995 and the sale or expected sale of cenain unclustered
cable systems. TWE has completed or entered into transactions that raised approuimately 511 billion for debt
reduction, all of which were completed in 1995 except for certain transactions aggregating approcimately 3170
million which are expected to close n 1996

Credit Statistics

The combination of asset sales and the debt refinancing 15 intended to strengthen the financisl position of
TWE and, when taken together with EBITDA growth, 15 expected 1o continue the improvement of TWE's
overall credit statistics. These credit statistics consist of commonly-used hquidity measures =_zh as leverage and
coverage ratios. The leverage ratio represents the ratio of total debt. less cash (“Net debt”) to total business
segment EBITDA. less corporate eapenses (“Adjusted ELITDA™). The coverage ralio represents the rato of
Adjusted EBITDA 1o total interest expense. Those ratios, on a pro forma basis for 1995 and on an hustoncal

basis for 1994 and 1993, are as set fonh below
Pro Forma _ lwtorical
19952} fhce) 199

Net debuAdjusted EBITDA ! 3.0 35 14x
Adjusted EBITDA/Interest 17 il 30w

(2 Pro forma ratios for 1998 give effect 1o e formabon of the TWE-Advance/Newhouw Partnenbip. the refinancing of spproximaely
$2.6 bullion of pre-existing bank debr. the consolidanon of Paragon. the Siv Mags Tramsacoon and the Unclustered Cable Tranz=nons.
25 if each of puch transactions had occwrmed &t the beginning of 1995 Hivoncal rabes for 1995 ae not meaningful and have not been
presented because they reflect the operating results of acquired or dusponed entities for valy & portion of the year in Companson o year
end net debt level
Such ratios may be adversely aftected upon the wansfer of certain of Time Wamner's newly-acquired cable
systems to the TWE-Advance/Newhouse Parnership, which. if completed. is expected o be structured so that
the systems will be transferred subject to a portion of Time Warner's debt. thereby increasing the under-
leveraged capitalization of the TWE-Advance/Newhouse Partnership and consequently, TWE.

Cash Flow:

In 1995, TWE's cash provided by operauons amounted to $1.519 bilion and reflected S1.999
billion of EBITDA from the Filmed Ententanment. Six Flags Theme Parks. Broadcasting-The WB Network.
Programmung-HBO and Cable businesses and $230 mullion related 1o a reduction 1n working capital
requirements, other balance sheet accounts and noncash items. less $571 mullion of intcrest payments, $75
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mulhion of income taxes and $64 mullion of corporate expenses. Cash provided by operations of $1.296 billion 1n
1994 reflected $1,.791 billion of business segment EBITDA and 5155 million related 10 a reduction in working
capital requirements, other balance sheet accounts and noncash items, less $521 million of inierest payments,
$69 million of income taxes and $60 million of corporale expenscs

Cash used by investing activitics decreased to $688 million in 1995, compared to $1.659 billion in 1994,
principally as a resalt of 2 31 billion increase in investment proceeds relating lo management’s asscl sales
program Capnal expenditures increased 1o $1.535 billion in 1995, compared to $1 153 ballion n 1994,
pancipally as a result of higher capual spending by the Cable Division

Cash used by financing activities was 51.693 billion in 1995, compared to cash provided by hnancing
scuvities of 596 million in 1994, pancipally as a result of an approximate 51 hillion reduction in debt in 1995
and a $91% mullion increase in distnbutions paid to Time Wamer, offset 1n part by a $368 mullion wincrease in
collections on the note recevable from U § WEST that were used to pantially finance the capital spending
requirements of the Cable Division.

Management believes that TWE's operating cash flow, cash and equivalents, collections un the U S WEST
Note and additional borrowing capacity are sufficient 1o fund its capital and liquidity needs for the foreseeabie
future

Cable Capital Spending

Since the beginning of 1994, Time Wamer Cable has been engaged in a plan to upgrade the technological
capability and reliability of its cable television systems and develop new services, which it believes will posinon
the business for sustained. long-term growth. Capital spending by TWE's Cable division amounted to $1.178
billion n 1995, compared to $699 million in 1994, and was financed in pan through collections on the note
recenvable from U S WEST of $602 million in 1995 and $234 million in 1994, Capital spending by TWE's
Cable division for 1996 is budgeted to be approximately 31.3 billion and 15 exjacted 1o be funded pnincipally by
cable operating cash flow and $169 mlhon of collections on the remaining portion of the note receivable from
L' S WEST. In exchange for cenain flexibility in establishing cable rate pricing structures for regulated services
that went into effect on Januzry 1, 1996 and consistent with Time Wamer Cable s long-term strategic plan. Time
Warner Cable has agreed with the FCC 1o invest a total of 54 trllion n capital costs in connection with the
upgrade of s cable infrastructure, which 15 expected 1o be substantiuly completed over the next five years. The
agreement with the FCC covers all oi the cable operanons of Time Wamner Cable. including the owned or
managed cable television systems of TWE. the TWE-Advance/Newhouse Partnership and Time Wamner.
Management expects o conlnue 1o finance such level of investment prncipally through the growth in cable
operating cash flow denved from increases in subscribers and cable rates, borrowings under the New Credit
Agreement and the development of new revenue streams from expanded programming options, high speed data
transmussion, telephony and other services.

(HT-Balance Sheel Assels

As discussed below, TWE believes that the value of cenain off-balance sheet assets should be considered.
along with other factors discussed clsewhere herein, in evaluating TWE's Anancial rondition and prospects for
future results of operauons. including its ability 1o meer 1t capital and hguidity needs

Intangible Assels

As a creator and distnbutor of branded information and entertainment copynghts. TWE has a significant
amount of internally-generated intangible assets whose value 15 not fully reflected in the consolidated balance
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sheet. Such intangible assets extend across TWE's pnincipal business interests, but are beat exemplified by its

interest in Wamer Bros.” and HBO's copynghied film and television product libranes and the cicanon or
extension of brands, as in the case of The WB Network. Generally accepted accounting principles do not
recognize the value of such assets, except at the ume they may be acquired in a business combination accounted
for by the purchase method of accounting.

Becruse TWE owns the copyrights to such creative matenal, 1t continually generates reventic through the
sale of suzh products across different media and in new and existng markets The value of film and television-
related copynghted product and trademarks is continually realized by the licensing of films and televivion senes
to secondary markets and the licensing of trademarks, such as the Looney Tunes characters and Batman, to the
tetul industry and other markets. In addition. technological advances, such as the introduction of the home
videocasselte in the 1980's and potenually the digital versaule disc in the future, have historically generated
significant revenue opportunities through the repackaging and sale of such copynghted products under the new
technological format. Accordingly, such inangible assets have significant off-balarce cheet asset value that is
not fully reflected in TWE's consolidated balance sheet.

Warner Bros. Backlog

Warner Bros. backlog. representing the amount of future revenuc nol yet recorded from cash contracts Tof
the licensing of theatrical and television product for pay cable. network, basic cable and syndicated television
exhibition, amounted to $1.056 billion at December 31, 1995, compared to $852 million at December 31, 19594
{including amounts relating 1o HBO of $175 million at each date) Because such comtracts are for the hicensing
of theatncal and television product which have already been produced, the recogninon of revenue is principally
only dependent upon the commencement of the availability penod for elecast under the terms of the related
licensing agreement. In addiuon, cash licensing fees are wollected peniodically over the term of the related
licensing agreements. Accordingly, the portion of backlog for which cash advances have not already been
receved has significant off-balance sheet asset value as a source <f future funding  The backlog excludes
advertising barter contracts, which are also expected to result in the future realization of cash through the sale of
adverusing spots received under such contracts

Foreign Currency Risk Management

1sk that unremitied or future license
S, copynighted products abroad may
of its overall strategy 10 manage

Tune Warner uses foreign exchange contracts pnmanly to hedge the
fees owed to TWE domestic companies for the sale or anticipated sale of U.
be adversely affected by changes in foreign curmency exchange rates As pan
the level of exposure 1o the risk of foreign currency exchange rate fluctuations. Time Warner hedges a portion of
its foreign cumency exposures anticipated over the ensuimg twelve month period, including those related (o
TWE At December 31, 1995, Time Wamer has effectively hedged approximately hall ol TWE's l.lll.lI‘HtII!'l-I-IL'ﬂ
foreign currency exposures that prncipally relate to antcipated cash flows 1o be remitted to the U S over the
ensuing twelve month period. using foreign exchange contracts that generally have maturities of three months or
less, which generally are rolled over 1o provide continuing coverage throughoul the year TWE s reimbursed by
ot reimburses Time Wamner for Time Wamer contract gains and losses related to TWE's foreign cumency
exposure Time Wamer often closes foreign exchange sale contracts by purchasing an offsetting purchase
contract At December 31. 1995, Time Warner had contracts for the sale of $504 million and the purchase of
$140 million of foreign currencies at fixed rates and maturitics of three months or less Of Time Wamer's $364
million net sale contract position, none of the foreign exchange purchase contracts and $113 million of the
foreign exchange sale contracts related to TWE's foreign currency exposure, primarily Japanese yen (21'% of net
contract posiion related to TWE), French francs (22%). German marks (12%) and Canadian dollars (21%).
compared 10 a net sale contract posiuon of $188 mullion of foreign currencies at Decernber 1. 1994
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Unrealized gains or losses related to foreign exchange contracts are recorded in income as the market value
of such contracts change: accordingly, the carrying value of foreign exchange contracis approximales market
value. The carrying value of foreign exchange contracts was not material at December 31. 1995 and 1994, No
cash is reqired to be received or paid with respect to the realization of such gains and losses unul the related
foreign exchange contracts are setiled, generally at their respective matunty dates. In 1995 and 1994, TWE had
$11 million and $20 million, respectively, of net losses on foreign exchange contracts, which were or are
expected 1o be offset by corresponding increases in the dollar value of foreign currency license fee payments
that have been or are anticipated to be received in cash from the sale of U.S. copynghted products abroa  Time
Warner places foreign currency contracts with a number of major financial insttutions in order to minimize
credit nsk.

Based on Time Wamer's outstanding foreign exchange conmacts related to TWE's exposure at
December 31, 1995, each 5% devaluation of the U.S. dollar as compared to the leve of foreign exchange rates
for currencies under contract at December 31, 1995 would result in approximatel: $6 million of unrealized
losses on foreign exchange contracts. Conversely, a 5% appreciation of the U.S. dollar as compared to the level
of foreign exchange rates for currencies under contract at December 31, 1995 would result in $6 muilion of
unrealized gains on contracts. Consistent with the nature of the economic hedge provided by such foreign
exchange contracts, such unrealized gains or losses would be offset by corresponding decreases o increases,
respectively, in the dollar value of future foreign cumrency license fee payments that would be received in cash
within the ensuing twelve month period from the sale of US. copynghted products abroad.
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TIME WARNER ENTERTAINMENT COMPANY. L.P.

CONSOLIDATED BALANCE SHEET

December 11,
{millions )

ASSETS

Cuarrent asscls

Cash anl equivalents .

Recenables. incloding 5354 mi S.M due from Time Wamner
feas allowances of 5365 and 5306

[nventones

Prepaid expenses

Total current assets

MONCUITERL INVERLONEs

Loan receivable from Time Wamer
Ivestments

Land and buildings

Cable welevinon equipment

Furnsure. fiatures and oth=r egquipment

Less accumulated depreciation ..

Propeny. plant and equipment

Cable television franchisei

Goodwill

{her assels

Total assets

LIABILITIES AND PARTNERS' CAPITAL

Current liabilities
Accounts payable.

Parucipanons and pm'rmn; OB
Other current habilines, including 3134 due 1o Time Wamer a1 December 11 199

Tots] cument liabilities
Long term debt
Other long-term Ilabulmu including $19% and 389 duc w Time W mer

Minonry inieTosts
Time Wairnet General Panners’ semor pnonts capital

Pariners’ capital

Contnbuied capital
Undiinbuted partnerhip camangs (dehici )
Note receisable from U 5 WEST

Total panners’ capital
Total liabilies and parners’ capital

SF S ST I P
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TIME WARNER ENTERTAINMENT COMPANY, L.I%
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 31,

{millions)
1995 1994 1991

Revenues lak ; ST B8 480 7540
Cost of revenues (aib) 6,597 5976 LAT9
Sclling peneral and admirsstratnve (aKb) 1 9640 1,636 1 384
Operating e1penses . K547 7612 1061
Busimess wgmenl operaling incoome i hdh Es)
Interest and other. net () (AR (58T 1%51)
Minonty inicresd ‘ . 1130 - —
Corporate services 1a) 16w} [ 1] {6y
Income before ncome LALES . 183 P 1] m
Income taves L] P40y it}
Income before extraondinary dem . s 91 161 208
Fxtraordinary loss on retrement of deat. net of §7 mullion mcome wa benefit in |993 related 10 8

tarable wubtradaan . 124 - (o
Net income 1 7 $ 161 § 198

—

tal Includes the Following income Teapenses) resultng from ransacuons with the parmens of TWE and other related companies for the
years ended December 31, 1995, 1994 and 1993, respectvely: revenues-536 mullion, $112 million and $67 million. cost uf revenues.
584) mulbon, 470) mallion and $(88) million. selling. general and adminisursove-$61) milbon, $(72) mlbon and $(18) mulbon:
\nterest and other, ne1-524 mullon. $21 mulhon and $3 million. and corporate capenses-3(64) mullon. $i60) mulion and $i60) mallon

iNote |3}

-
=

it Inclodes deprecianon and amorization oupense of 1.0V

500 SUCIHTIPAnYIng notes
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|
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TIME WARNER ENTERTAINMENT COMPANY, L.
CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended December 31,

tmillions)
1994 17984 1993

OFERATIONS
MNet income . . 1 M LN 1] § 1k
Adjustments for noncash and nonoperaling ems
“atraoedinary boss on renrement of debd 4 - iw
Liepreciatron and amoruzaton | 039 Wl LN
Equity in (income) loses of wvenlee compamcs. net of dulnbutiony w4 45 izl
Changes tn operaung asseis and Labilines

Recervables 1159 (AL ] I

Inventones . . HRLY (T [RRLY

Accounts payable and other liabilines 679 4 26y

Onher balance sheet changes 1103 : b
Cash provided by operations 1,419 1,296 1271
INVESTING ACTIVITIES
Invesrments and acquuibons (03 1136) 147
Capatal expendsnures 11335 1L1Yh 613
Investment proceeds 1.050 L 180
Loan to Time Warnes == 'l =
Cash med by smesing activities (B8E) 1 1.65%) {T80)
FINANCING ACTIVITIES
Bormowings . AR m 3078
Debt repayments 11,406 w48 13,74
Capital contnbutions, including collections on poie recernvable from U S WIT T 602 4 1548
Capital desributions i1,088) (ki) i3
Onher 5 = 143
Cash provaded (used) by financing activities 189 Ll L1L
INCREASE (DECREASE) IN CASH AND EQUINVALENTS 862} (2671 1300
CAMIE AND EQUIVALENTS AT BEGINNING OF PERIOD P71 1.318 W
CASH AND EQUIVALENTS AT END OF PERIOD 4 X9 $ 1071 5130

See accompanying moles




TIME WARNER ENTERTAINMENT COMPANY, L.F.
CONSOLIDATED STATEMENT OF PARTNERSHIP CAPITAL

imillions)
Time Warner Partner’ (.’Iﬂ.ll
General Uit ribusied
Partnens’ Partnership LB Total
Senbor Contributed Earnings WEST  Partnen’
Capital Capital { Dhefici) Noste Capital
BALANCE AT DECEMBER 31, 1991 § - At 50l y — w437
N opcome Il 198
Admussion of USW
Contnbutions 145 o 1.53.
Time Waner General Parmen’ swemoi prionty capital 1500 11500 | M ¢
Dhstrbutsons (ah 140 [BELT
Dutabution of Time Wamer Service
Partnership Assets (b 1951 9%
Allacauon of income 38 %5 t3%
Collections . ... .. . Ih It
Oxher (10 L i1
BALANCE AT DECEMBER 31, 1993 1.9% 7198 199 i ] 0 LT LT
Net income 1LY inl
[nseributions ia) i 146 (b}
Allocanion of income 127 (2N (am
Collection b N ] b N
Othet : it i
BALANCE AT DECEMBER 31, 194 |63 T8 el (171 a3}
Net income 11 13
[hatributions. (4} { Mty | 1421 420
Reacquisition of Time Wamer Semvice
Pannerstup Assets (b} 124 124
Allocation of income 19 (R Pl L9
Colkections 602 61l
(her ) 140 idy
BALANCE AT DECEMBER 31, 1995 L1406 17522 S(HTS) §ilndh ShATH
p— = p o= — ==

131 Dnunbunons in 1995 1994 and 199 mcluded §346 mallion, $17% muilbicn and 5247 mulbon, respectvely, of acorued an-related
distnbutions. and 524 mullion, $50 million and $13 malbon of cash ditntarions o the Time Warner Service Partnerships, respectivels
Stock opuon distnbunons of $50 milon and $274 mulbon were accrued in 1993 and 1993, respectively. because of an incTease in the
market price of Time Warner common stock and $177 million of previously-sccrued 1lock Opuon dstnbuiions were reverand in 19
because the market prce of Time Warner common stock declined durning the penod. In addiuon, Time Warner General Pannen wenior
poonty capital was reduced in 1993 by a 3366 milloa distnbuton of partsenbup income previcusly allocated o vach intefes

Time Wamner General Fannen junsn prionty capital was reduced in 1990 Tor the 395 million hitoncal tost of the Time Wamer
Service Partnenhip Assets distnbuted 10 the Time Wamner Gencfal Partners and = increased i 1998 | the $124 mulhion hasondal
cott of the Time Wamner Service Pannenhip Auets reacquired by TWE

ik

See sccompanying notes
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TIME WARNER ENTERTAINMENT COMPANY, L.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

I. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business and Basis of Presentation

Time Warmner Entertainment Company, L.P. a Delaware limuted pannership ("TWE™), 15 engaged
prnncipally n two fundamental areas of business: Entertuinment. consisting pancipally of interests in filmed
entcrtanment. broadcasung. theme parks and cable television programming: and Telecommunications.
consistng prncipally of interests in cable television sysiems.

Each of the business interests within Entertamment and Telecommumications is important o TWE's
objective of increasing paniner value through the creation, extension and distnibution of recognizable srands and
copynghts throughout the world. Such brands and copyrights include (1) the umigue and eatensive film and
television libraries of Wamer Bros. and trademarks such as the Looney Tunes characters and Barman, (1) The
WB Network. a new national broadcasting network launched in 1995 as an extension of the Warner Bros brand
and as an additional distnbution outlet for Wamer Bros. collecuon of chldren canoons and television
programming. (3) Six Flags, the largest regional theme park operator in the Unit:d States, in which TWE owns
a 49% interest, (4) HBO and Cinemax. the leading pay tclevision services and (5) Time Wamner Cable. the
second largest operator of cable television systems in the LS.

The operating results of TWE's various business interests are presented herein as an indication of financial
performance (Note 12). Except for start-up losses incurred in an cffont 10 create value in a branded national
broadcasung network, TWE's principal business interests generate significant operaung in“ome and cash flow
from operations. The cash flow from operations generated by such business interests is significantly greater than
their operating income due 1o significam amounts of noncash amoruzanion of intangible assets recognized
pancipally 1n Time Wamer Inc.'s (“Time Wamer™) $14 billion acquisition of Warner Communications Inc
(“WCI") in 1980 and $1.3 billion acquisition of the mnonty interest in Amenican Television and
Communications Corporation ("ATC™) in 1992, a portion of which cost was allocated to TWE in accordance
with the pushdown method of accounting. Non-cash amortiza .on of inangible assets recorded by TWE's
businesses amounted to $444 million in 1995, $478 million 1n 1994 and $476 million in 1993

Subsidianes of Time Warner are the general panners of TWE (“Time Warner General Pariners™) Duning
1995, Time Waner acquired the aggregate 11.22% limited pantnership interests previously held by subsidianes
of each of ITOCHU Corporation and Toshiba Corporanion. As a result. Time Warner and certain of its whaolly-
owned subsidiaries collectvely own 74.49% of the pro rata pnonty capital and residual equity pannership
interests in TWE. and centain prionity capital interests senior and junior to the pro rata prionty capital interests.
The remaining 25.51% pro rat prionty capital and residual equity himited partnership interests are held by a
subsidiary of U § WEST, Inc. (“U § WEST™). which acquired such interests in 1993 for $1.532 billion of cash
and a $1.021 billion 4.4% npote (the U § WEST Note™).

In heu of contributing cerain assets to the partneship at its capitalizaion n 1992 (the “Benchcial
Assets™). the Time Warner General Pariners assigned to TWE the net cash flow generated by such assets or
agreed to pay an amount equal to the net cash flow generated by such assets, TWE has the nght to receive from
the Time Wamner General Partners, at the limiled partners’ option. an amount equal to the fair value of the
Benehicial Assets, net of associated liabilities, that have not been contnbuted to TWE by June 30, 1996, rather
than continuing to receive the net cash flow, or an amount equal 10 the net cash flow, generated by such
Heneficial Assets. The consolidated financial statements include the assets and labilities of the businesses
contnbuted by the Time Warner General Paniners, including the Benehcial Assets and associated habilities . all
at Time Warner's historical cost basis of accounung

The consolidated financial statements reflect (1) the consolidation by TWE of the TWE-Advance/Newhouse
Partnership resulting from the formation of such parnership (Note 2). (ii) the deconsolidation of Six Flags
Entertainment Corporation (“Six Flags™) as a result of the disposition by TWE of a 51% nterest in Six Flags
effective as of June 23, 1995 (Note 3) and (ui) the consolidation of Paragon Communicauons (“Paragon™) as a
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result of an mcrease in TWE's control over the management of such entity effecuve as of July 6, 1995 Cenain
other reclassifications have been made to the pnor year's financial statements to conform to the 1995
presentation

Basis of Consolidetion and
Acrounting for Investmenis

The consolidated financial statements include 100% of the assets. liabilitics, revenues, €Xpenses, Income,
loss and cash flows of TWE and all companies in which TWE has a direct and indirect controlling vot g
interest (“subsidianes™), as if TWE and its subsidianes were a single company. Significant intercompany
accounts and transactions between the consolidated companies have been eliminated. Significant accounts and
transactions between TWE and its partners and affiliates are disclosed as related panty tansacuons (Note 14)

Investments in companies in which TWE has significant influence but less than a conrolling voting interes
are accounted for using the equity method. Under the equity method, only TWE's investment in and amounts
due to and from the equity investee are included in the consolidated balance sheet. only TWE's share of the
investce's camings is included in the consolidated operating results, and only the dividends, cash distnbutions.
loans or other cash received from the investee, less any additional cash investment, loan repayments of other
cash paid to the investee are included in the consolidated cash flows.

In accordance with Financial Accounting Standards Board (“FASB™) Statement No. 115, "Accounting For
Certain Investments in Debt and Equity Securities”. investments in companies in which TWE does not have the
controlling interest or an ownership and voting nterest s0 large as 1o exen significant influence are accounted
for at market value if the investments are publicly traded and there are po resale restniclions, of at cosL. if the
sale of a publicly-traded investment is restncted of if the investment is not publicly traded. Unrealized gains and
losses on mnvestments accounted for at market value are reported in pann 37 capital unul the investment is sold,
at which time. the realized gain or loss is included in income. Dividends and other distributions of carnings from
both market value and cost method investments are included in income when declared

Foreign Currency

The financial position and operating results of substantially all of the foreign operations of TWE are
consolidated using the local currency as the functional currency. Local cumency assefs and liabilities arc
translated at the rates of exchange on the balance sheet date. and local currency revenues and expenses arc
wanslated at average rates of exchange during the period. Resulung translation gains of losses, which have not
been matenal, are included in partners’ capital. Foreign currency lransacuon gains and losses, which have not
been matenal, are included in operating results

Use of Estimates

The preparation of financial statements in conformuty with gencrally accepted accounting prnciples
requires management to make estmates and assumptions that affect the amounts reported in the financial
statements and footnotes thereto. Actual results could differ from those esumates.

Sigmificant esumates inherent in the preparation of the accompanying consolidated financial statements
include management’s forecast of anticipated revenues from the distribution of theatrical and television product
in order to evaluate the ultimate recoverability of film inventory recorded as an asset in the consolidated balance
sheet. Management periodically reviews such esumates and it 1 reasonably possible that management’s
assessment of recoverability of individual films and television product may change based on actual results and
other factors
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Revenues and Costs

Feature films are produced or acquired for initial exhibition in theaters followed by distnbution in the home
video, pay cable. broadcast network. basic cable and syndicated television markets. Generally, distnibution to the
theatrical, home video and pay cable markets (the pnmary markets) 15 principally completed within eighteen
months of initial release and thereafter with respect 10 distribution 1o the basic cable. broadcast network and
syndicated television markets (the secondary markets) Theatncal revenues are recognized as the films are
exhibited. Home video revenues, less a provision for returns, are recognized when the home videos are sold
Revenues from the distribution of theatncal product to cable. broadcast network and syndicated television
markets are recognized when the films are available to telecast

Television films and series are initialiy produced for the networks or first-un television syndication (the
primary markets) and may be subscquently licensed to foreign or domestic cable and syndicaicd television
markets (the secondary markets). Revenues from the distribution of television product are recognized when the
films or series are available to telecast, except for barter agreements where the recognition of revenue 1s deferred
until the related adverusements are exhibited

License agreements for the telecast of theatncal and television product in the cable, broadcast network and
syndicated television markets are routinely entered into well in advance of their available date for telecast, which
is generally determined by the telecast privileges granied under previous license agreements, .* ~cordingly. there
are significant contractual nghts to recerve cash and baner upon which revenues will not be recognized unul
such product 15 available for telecast under the contractual terms of the related license agreement. Such
contractual rights for which revenue is not yel recognizable is referred to as “backlog.” Excluding advertising
barter contracts, Warner Bros.' backlog amounted 1o $1.056 billion and $852 million at Decemnber 31. 1995 and
1994, respectively (including amounts relating to the licensing of film product to HBO of $175 mullion at each
date)

Inventories of theatrical and televi.ion product are state  at the lower of amoruzed cost or net reahizable
value. Cost includes direct production and acquisition costs, production overhead and capitalized interest. A
portion of the cost to acquire WCI was allocated to its theancal and television product as of December 31.
1989, including an allocation to product that had been exhibited at least once in all marksts ("Library™)
Individual films and series are amortized, and the related participations and residuals are accrued, bascd on the
proportion that current revenucs from the film or ser.es bear (o an estimate of total revenues anticipated from all
markets. These estimates are revised penodically and losses, 1if any, are provided 1n full. WCI acquisinon cost
allocated 1o the Library 1s amortized on a straight-line basis over twenty years. Current film inventonies include
the unamortized cost of completed feature films allocated to the pnmary markets. television films and senes in
production pursuant to a contract of sale, film nghts acquired for the home video market and advances pursuant
to agreements to distnbute third-party films in the primary markets, Noncurrent film inventones include the
unamortized cost of completed theatrical and television films allocated to the secondary markets, theatrical films
in production and WCI acquisition cost allocated to the Library.

A significant portion of cable system and cable programming fevenues arc denved [rom subscriver fees,
which are recorded as revenue in the period the service is provided The cost of rights Lo exhibit leature films
and other programming on pay cable services duning one or more availability periods (“programming costs” )
generally is recorded when the programming is initially available for exhibition, and is allocated 10 the
appropriate availability perods and amortized as the programming i1s exhibited

Advertising
In accordance with FASH Statement No. 53, “Financial Reporting by Producers and Distributors of Motion

Picture Films,” advertising costs for theatncal and television product are capitalized and amorized over the
related revenue streams in each market for which such costs are intended to benefit. which generally docs not
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exceed three months. Other adverusing costs are expensed upon the first exhibition of the advertisement
Advertising expense, excluding theatncal and television product. amounted to £241 million i 1995, $19%)
million in 1994 and $169 million in 1993

Cash Equivalents

Cash equivalents consist of commercial paper and other mvestments that are readily converuible into cash,
and have onginal matunues of three months or less.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Additions to cable property, plan® and cquipment generally
include material, labor, overhead and interest. Depreciation is provided generally on the straight-line method
over useful lives ranging up to twenty-five years for buildings and improvemen's and up (o fifteen years for
furmiture. fixtures. cable television equipment and other equipment

in March 1995, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 121, “Accounting for the Impairment of Loag-Lived Assets and for Long-Lived Assets to Be
Disposed Of." (“FAS 121") effective for fiscal years beginning after December 15, 1995, The new rules
establish standards for the recognition and measurement of imparment losses on long-lived assets and cenain
intangible assets. TWE expects that the adoption of FAS 121 wall not have a matenal effect on its financiai

statements.

Intangible Assets

As a creator and distnbutor of branded information and entertainment copynghts, TWE has a significant
and growing amount of intangible assets, including goodwill, cable television franchises and other copynghted
products and trademarks. In accordance with ge.erally accepted accounting principles. TWE does not recognize
the fair value of internally-generated intangible assets. Costs incurred to create and produce copynighted product.
such as feature films and television series, are generally either expensed as incurred. or capitalized as .angible
assets. as in the case of cash advances and inventonable product costs. However, accounling recognition is nof
given 1o any increasing asset value that may be associated with the collection of the underlying copynghted
matenal  Additionally, costs incurred to create or extend brands, such as the start-up of The WB Netword,
generally result in losses over an extended development period and are recognized as a reduction of income as
incurred, while any corresponding brand wvalue created 15 not recognized as an intangible asset i the
consolidated balance sheet. On the other hand, intangible assey acquired in business combinations accounted for
by the purchase method of accounting arc capitalized and amortized over their expected useful life as a noncash
charge against future results of operations. Accordingly. the intangible assets reported in the consolidated
halance sheet do not reflect the fair value of TWE's internally-generated intangible asscts., but rather are limited
10 intangible assets resulting from cenain acquisitions in which the cost of the acquired companies exceeded the
fair value of thewr tangible assets ai the ume of acquisition.

TWE amontizes goodwill over penods up to fomy years using the straight-line method. Cable television
franchises and other intangible assets are amortized over periods up lo twenty vears using the straight-line
method In 1995, 1994 and 1993, amonization of goodwill amounted to $127 million, $129 million and $132
million. respectively, amortization of cable television franchises amounted to $223 mullion, $208 million and
$222 mullion, respecuvely: and amortization of other intangible assets amounted to $94 million, $141 million
and $122 mullion, respectively. Accumulated amortization of intangible assets at December 31, 1995 and 1994
amounted 1o $2.337 billion and $1.867 billion, respecuvely.
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MWE separately reviews the carrving value of acquired intangible assets for each acquired entity on a
quarterly basis to determine whether an impairment mav exist,. TWE considers relevant cash flow and
profitabiliy information. including estimated future operaung results, trends and other available information. in
assessing whether the carrying value of intangible assets can be recovered Upon a determination that the
carmving value of intangible assets will not be recovered from the undiscounted future cash Aows of the acquired
business, the carmyiig value of such intangible assets would be considered impaired and wall be reduced by a
charge to operation: in the amount of the impairment. Impairment 15 measured as any deficiency in estimated
undisceunted future cash flows of the acquired business to recover the carrying value related to the intangible
assels

Income Taxes

As a Delaware limited pannership. TWE is not subject to U5, federal and state income taxation However,
certain of TWE's operations are conducted by subsidiary corporations that are subject 1o d smestic or foreign
taxation. Income taxes are provided on the income of such corporations using the Liability me hod of accounting
for income taxes prescribed by FASB Swtement No. 109, “Accounung for Income Taxes '

2, TWE-ADVANCENEWHOUSE PARTNERSHIP

On Apnli 1. 1995, TWE formed a cable television joint venture with the Advance/Newhouse Partnership
(" Advance/Newhouse™) to which Advance/Newhouse and TWE contnbuted cable television systems {or
interests therein) serving approximately 4.5 million subscnbers, as well as cenain foreign cable investments and
programming investments that included Advance/Newhouse's 10% interest in Primestar Parners, L.P.
i“Prnmestar” ). TWE owns a two-thirds equity interest in the TWE-Advance/Newhouse Pantnership and is the
managing pariner. TWE  consolidates the partnership and the one-third equity interest owned by
Advance/Newhouse 15 reflected in TWE's consolidated financial staternenis as minorty imerest. In accordance
with the pannership agreement, Advance/Newhouse can require TWE to [ schase its equuty interest for fair
market value at specified intervals following the death of both of its pnncipal shareholders. Beginning in the
third vear, either panner can mitiate a dissolunon in which TWE would receive two-thirds and
Advance/Newhouse would receive one-third of the parinership’s net assets. The assets contnbuted by TWE and
Advance/Newhouse to the partnership were recorded at theur predecessor’s histoncal cost. which, with respect lo
Advance/Newhouse, consisted of assets contnbuted 10 the partwershup of approximately 5338 mullion and
liabilities assumed by the partnership of approximately £9 million. No gain was recognmized by TWE upon the
capitalization of the parinership.

The accompanying consolidated statement of operavons includes the operating results of the
Advance/Newhouse businesses from the date of contnbutian to the pannerstup On a pro forma basis, giving
effect to (1) the formation of the TWE-Advance/Newhouse Partnership. (ii) the consolidation of Paragon, (iii) the
reacquisinon of the Time Wamner Service Pannership Assets (Note 8), (iv) TWE's debt refinancing (Note 6) and
(v} TWEs asset sales, including the sale of S1% of s interest in Six Flags and the sale or expecied sale or
transier of certain unclustered cable television systems, as f each of such transactions had occurred at the
beginming of the penods, TWE would have reponed for the years ended December 31, 1995 and 1994, revenues
of $9.682 hillion and $8.779 billion, depreciation and amortization of $1.069 billion and $1.035 billion,
operating income of $962 million and $884 mullion, income before extraordinary dem of $172 mallion and $143
million and net income of $148 million and $143 mullion, respecuvely

1 SIX FLAGS

On June 23, 1995, TWE sold 51% of its interest in Six Flags to an investment group led by Boston
Ventures for $204 million and received $640 million in additonal proceeds from Six Flags. representing
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payment of certan inlercompany indebtedness and licensing fees. As a result of the transaction, Sin Flags has
been deconsolidated and TWE's remaining 49% interest in Six Flags 1 accounted for under the equity method
of accounting. TWE reduced debt by approximately $850 mullion in connection with the transaction, and a
portion of the income on the transaction has been deferred by TWE pnncinally as a result of its guarantee of
cenan third-pany, zero-coupon indebledness of Six Flags due in 1999

TWE h.d owned all of Six Flags since September 1993 when 1t provided $136 mullion in funds 1o Sn
Flags to repurchase the remaining 5% common stock interest held by other stockholders and preferred sto < ol

certamn subsidianes.

4. INVESTMENTS

TWE's investments consist of

_ December 1.
L.

1 prnallbceens |
Equity method investments ... 5 335§ 629
Cost method investments .. ... .. oo . R o REWRATrC, 48 17
Total . . o T A A e e Ty B Pae AP e, L . % 383 L 666
- P

Companies accounted for using the equity method include Comedy Panners, L.P (50% owned), cenain
cable system joint ventures (generally 50% owned), Primestar (3% owned in 1995), Six Flags i49% owned in
1995 when deconsolidated), certain international cable and programming joint ventures { generally 25% owned
\n 1995 and 1994) and Courtroom Television Network {31% owned in 1995) A summary of combined financial

information as reporied by the equity invesices of TWE is set fonth below
Years Ended December M,

1994 1994 199
imillions )
REVERUES: | @ vvhavimevame sl d waisn s s §1.450 722 L 5096
Depreciation and amoruization .. .. 195 j 23 97
Operaung income (loss) .. 09 1 115
Net income (loss) ... (168) 5 80
Current assels 455 192 LE
Tolal assets P S L 2416 1.281 1.054
Current habilities 405 305 163
Long-term debt 1.778 554 613
Total hahites : TS R BN A T - : 2.3 926 794
Total shareholders’ equity or panners’ capital s m e 43 355 260
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5. INVENTORIES

TWE's inventones consist of

December 1
1975 (Rt ]
Current Noocurrent Current Noacurrenl
i il Lo #
Film costs:
Released, less amortization i §529 § 437 § 5§ 5 W7
Completed and not released = 74 22 123 24
In process and other. .. . . 11 396 18 361
Library, less amorizaton .. ... . ..o, - 717 : 169
Programming costs, less amonizaton..... ... ... ... ... 219 kR Y/ 149 306
Merchandise ...... .. .. .. : O | — 81 e
Total . ... ... o . o S0 £1.909 § 9% $1.807
———=

Excluding the Library, the unamortized cost of completed films at Dece nber 31, 1995 amounted to $1.062
billion. more than 90% of which s expected to be amoruzed within three years after release Excluding the
effects of accounting for the acquisiion of WCL the total cost incurred in the production of theatrical and
television films amounted to $2.011 illion in 1995, $1.667 billion in 1994 and $1 784 billion in 1993; and the
10tal cost amormized amounted to $2 billion. $1.640 billion and $1.619 billion. respectively.

6. LONG-TERM DEBT
Long-term debt consists of

Credit agreement. weighted average interest rates of 6.4% and 6.5%
Commercial paper. weighted average interest rates of 6.2% and 6 2%
Six Flags 9.25% zero coupon notes due December 15, 1999

9% notes clue May |, 2002 . -

TVa% debentures due Seprember |, 2008

10,15% notes due May 1. 2012

'A% notes due October 1. 2012, . ;
8% debentures due March 15, 2023 i1 Ot
8%% debentures due July 15, 2033
Other = ...........0000, s

Total

December 3.
1995 1994
Tembllborrs s
$2.185 $2.550

157 649

- 121
600 600
599 599
250 250
47 37
991 990
Gl 994
14 __s8
$6.137 $7.160

In June 1995, TWE, the TWE-Advance/Newhouse Parinership and a wholly-owned subsidiary of Time
Warner (“TWI Cable™) executed a five-year revolving credit facility (the “New Credit Agreement”) The New
Credit Agreement enabled such entities to refinance certain indebtedness assumed in cenain cable acquisitions
1o refinance TWE's indebtedness under a pre-existing bank credit agreement and to finance the ongong working

capital, capital expenditure and other corporate needs of cach borrower,

The New Credit Agreement permits borrowings in an aggregate amount of up to $8.3 billion, with no
scheduled reductions in credi availability prior to matunty, Borrowings are limuted to $4 billion in the case ol
TWI Cable. $5 billion in the case of the TWE-Advance/Newhouse Partnership and $8.3 billion in the case of
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TWE. subject 1n each case to cenain limiations and adjustments. Such borrowings bear nterest at specific rates
for each of the three borrowers, generally equal to LIBOR plus a margin initially ranging from 50 to 87.5 basis
points, which margin will vary based on the credit rating or financial leverage of the applicable borrower.
Unused credit 15 avalable for gencral business purposes and (o support any commercial paper borrowings. Each
borrower 18 required (o pay a commitment fee initially ranging from 2% to .3%% per annum on the unused
portion of its commitment. The New Credit Agreement contuns certain covenants for each borrower relanng to,
amonyg other things, additional indebtedness. liens on assets. cash flow coverage and leverage rauos: and loans,
advances. distnbutions and other cash payments or transfers of assets from the borrowers 1o their respective
partners or affiliates,

In July 1995. TWE borrowed approximately $2.6 billion under the New Credit Agreement tc repay and
terminate its pre-existing bank credit agreement. In connection therewith, TWE recognized an extraordinary loss
of $24 mllion to write-off deferred financing costs related 1o the former credit agreement.

As a result of the Six Flags transaction. long-term debt was reduced by approximately $850 million in
1995, including the deconsolidation of Six Flags’ 9.25% zcro coupon nolcs due in 1999 Such zero coupon
notes have been guaranteed by TWE. In addition. TWE recognized an extraordinary loss of $10 million i 1993
in connection with the retirement by Six Flags of cenain of its indebtedness.

Each Time Wamner General Pariner has guaranteed a pro rata portion of approximately $6 billion of TWE's
debt and accrued interest thereon based on the relative fair value of the net assets cach Time Wamer General
Partner comnbuied 10 TWE rthe *“Time Warner General Partner Guarantees™) Such indebiedness 15 recourse 10
cach Time Warner General Partner only 1o the extent of its guarantee. The indenture pursuant to which TWE's
notes and debentures have been issued (the “Indenture™) requires the unamimous conseni of the holders of the
notes and debentures to terminate the Time Warner Gene-al Partner Guaranteer prior o June 30, 1997, and the
consent of a majonty of such holders to effect a ermination thereafter. There are generally no restrictions on the
ability of the Time Warner General Partner guarantors 1o rransfer matenal assets, other than TWE assets, to
partics that are not guaranlors.

Interest expense was $571 million in 1995, $563 million i 1994 and $573 million in 1993 The weighted
averape interest rate on TWE's total debt was 7.7% and 7.6% at December 31, 1995 and 1994, respectively.

TWE has the intent and the ability under the New Credit Agreement (o continue 10 refinance its
commercial paper borrowings on a long-term basis, TWE 1s not obligated to repay any portion of its long-lerm
debt unul the vear 2000 when the New Credit Agreement expires and all borrowings thereunder, including
commercial paper supported by the New Credut Agreement are required to be repad

7. INCOME TAXES

Domestic and foreign pretax income (loss) are as follows:
Years Ended December 31,

1995 14 1992

il |
Domestic P _ 5191 292 $271
Foreign T — _ i8) (41) 1
Total i ST e 5181 s201 §272
———o o
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As a partnership, TWE is not subject to U.S. federal, state or local income taxation. However, cerain of
TWE's operations are conducted by subsidiary corporations that are subject to domestc or foreign taxation
Income taxes (benecfits) of TWE and subsidiary corporations are as set forth below;

Years Ended December 11,

1995 1954 199
(Tl )
F :deral
Cument'™. ..o iiiniiinnnss . o $7 $6 s10
Deferred uosipsiaaiabidssa i e R R (5) (2; (1
Foreign
LT 1 1L 74 53 68
Defermed . ..o 6 (163 (4)
State and local:
el e e R B R T T R T AR S S TR W 7 14 20
DefErred o iy pi R RE] (15 i18)
Tothl InCOMmE BRREE ;v ciiewissn se e enn s ins o wam s s B as b £ simine e s e ﬁ ﬁ ﬁ

{1} Inclodes utilization of Six Flags' tax camyforwards in the amount of 516 million in 1993, 515 million in 1994 and $7% million in 199)
(1) Includes foreign withholding tates of 360 million n 1995, $44 millicn in 1994 and 359 millon in 1993

The financial statement basis of TWE's assets exceeds the comesponding tax basis by $8.8 billion at
December 31, 1995, principally as a result of differences in accounting for depreciable and amortizable assets
for financial statement and income tax purposes.

8. TWE PARTNERS' CAPITAL

Each pantner’s interest in TWE consists of the initial priority canital and residual equity amounts that were
assigned to that partner or its predecessor based on the estimated fair value of the net assets earh contnbuted 1o
the partnership, as adjusted for the fair value of certain Time Warmner Service Parmership Assets (as defined
below) distnbuted by TWE to the Time Wamer General Partners in 1993 which were not subsequently
reacquired by TWE in 1995 (“Contribuled Capital™), plus, with respect to the prionty capital interests only, any
undistributed priority capital return. The priority capital return consists of net pannership income allocated to
date in accordance with the provisions of the TWE partnership agreement and the right 1o be allocated
additional partnership income which, together with any previously allocated net partnership income, provides for
the various priority capital rates of retumn specified in the table belnw. The sum of Contributed Capital and the
undistributed priority capital return is referred to as “Cumnulative Priority Capital.” Cumulative Pnonty Capital
is not necessarly indicative of the fair value of the underlying prionty capital interests principally due to above-
market rates of return on certain prionty capital interests as compared to securities of comparable credit risk and
maturity, such as the 13.25% rate of return on the junior prionty capital interest owned by subsidianes of Time
Wamer Furthermore, the ultimate realization of Cumulative Prionty Capital could be affected by the fair value
of TWE. which is subject to fluctuation.
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A summary of the prnonty of Contnbuted Cupual, ownership of Contributed Capital and Cumulauve
Prionty Capital at December 31, 1995 and prionty capital rates of rewmn thercon is set forth below.

Priorit Time
Cumulative Clptt.l{ Warner Limhed Partners
Contributed  Priority Rates of General Us
Priority of Contributed Capital Capital* Capital Returm™ Partners  Time Warner  WEST
i billiom | 1% per anmum iownership % |
(4
quarterly)

Semor prionty capial ... 3 §1.4 5.4 8.00%  100.00% —- -
Pro raa prionty capial ... 5.6 8.7 13.00%¢ 63.27% 11.22% 2551%
Junior pnonty capital . ... 29 4.6 13.25%'  100.00% -- -
Residual equity capital . ......... . 33 3.3 — M 6327% 11.22% 2351%

(a1 Eacludes partnership income or loss allocated thereio

(b} Imcome allocanom related 10 pnonty capual rates of rewm are hased oa pannership income afte’ any speuial 1a allocations

tes Net of $366 mullion of parership income distnbuted in %93 ropresenting the pronty capital rerumn thereon through June 30, 1995

i 1100% 10 the estem concumently ditnbuted

ey 112%% w the extent concurrently distnbuted

i Residual equity capial 1 not entitied 10 sated prionty raies of rerum and. a3 such, s Cumelatve Pricaty Capual 18 equal o 10
Contributed Capital However. in the case of certain events such st the liquidation or dissolution of TWE. readual equity capetal
entitled 1o any excess of the fur value of the pet ausets of TWE over the aggregate amouni of Cumulatve Prionty Capital and special
1 allocations. The residual equity Contnbuted Captal has prionity Over the pnonty returms on jumior and pro raa pnonty capital

Because Contributed Capital is based on the fair value of the net assets that each pariner contributed to the
partnership. the aggregate of such amounts is significantly higher than TWE's partnens’ capital as reflected in the
consolidated financial statements, which is based on the historical cost of the contributed net assets  For
purposes of allocating partnership income 0t i0ss 1o the partners. partnership income or loss is based on the fayr
value of the net assets contributed 10 the pannership and resuli. in significantly less parinership income, or
results 1n partnership losses, in coatrast 1o the net income reporied by TWE for financial stalement purposes.
which 15 also based on the historical cost of contributed net assets.

Under the TWE parnership agreement. partnership income. to the extent eamned, is first allocated to the
paniners so that the economic burden of the income @x consequences of partnership operations is bome as
though the partnership were taxed as a corporation ( “special tax allocations™), then to the senior pronty, pro
rata priority and junior priority capital inlerests. in order of priority. at rates of retumn ranging from 8% 1o
13.25% per annum, and finally to the residual equity interests, Parnership losses generally are allocated first to
climinate prior allocations of partnership income to, and then to reduce the Contributed Capital of, the residual
equity, junior priority capital and pro rata pnonty capital integests. in that order, then 1o reduce the Time Warmner
General Pariners’ senior prionty capital. including partnershup income allocated thereto, and finally 1o reduce
any special 1ax allocations. To the extent partnership income i$ insufficient to sausty all special allocations in a
particular accounting period. the night to receive additional partnership income necessary (O provide for the
various prionty capital rates of rewm is carried forward until sansfied out of future partnership income.
including any partnership income that may result from any liquidation or dissolution of TWE.

The TWE partnership agreement provides. under ceriain circumstances, for the distnbution of partnership
income allocated to the senior prionty capital owned by the Time Warner General Partners (“Semior Prnionty
Capital Distributions ™). Pursuant to such provision, 5366 million of pannership income was distnbuted to the
Time Warner General Partners in 1995. The senior priority capital and. to the extent not previously distnbuted.
partnership income allocated thereto 1s required 'o be distributed in three annual installmeats beginning on
July 1, 1997 The junior prionty capital owned by subsidianes of Time Wamer may be increased il cenain
operating performance targets arc achieved over a five-year penod ending on December 31, 1996 and a ten-year
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penod ending on December 31, 2001. Although satsfacuon of the ten-vear operaung performance target 15
indeterminable at this time, 1t is not expected that the five-vear target will be ataned

U S WEST has an option to obtain up to an additional 6.33% of pro rata pnonty capital and residual equiny
interests. depending on cable operating performance. The option 1s exercisable between January |, 1999 and on
or about May 31, 2005 a1 a maximum exercise pnce ranging from $1.25 billion to $1.8 billion, depending on the
year of exercise. Either U' S WEST or TWE may clect that the exercise prnice be paid with partnership mterests
rather than cash.

Distnbutions and loans to the panners are subject to pannership and credit agreement limitations
Generally, TWE must be in compliance with the cash flow coverage and leverage mtios, restncted payment
limitanons and other credil agreement covenants in order 1o make such distnbutions or loans

In September 1993, cenain assets of TWE were distributed to the Time Wamer General Partners and were
owned and operated by other partnerships (the “Time Warner Service Pamnerships™) in order to ensure
compliance with the Modification of Final Judgment entered on Augzust 24, 1982 by the United States Distnct
Coun for the Distnct of Columbia applicable to U § WEST and s affiliated companies, which may have
included TWE. This distnbuton was recorded for financial stateinent purposes based on the $95 mullion
historical cost of such assets and. for partnership agreement purposes. Time Wamer General Partners” jumior
pnonty capital was reduced by approximately $300 million. In 1994, U § WEST received a judicial order that
TWE was no longer prohibited from owning or operating substanually all of such assets. Accordingly. in
September 1995, TWE reacquired substanually all of the assets of the Time Wamer Service Parnershups,
subject to the liabilines relating thereto, (the “Time Wamer Service Parinership assets”) in exchange for junis
prionty capital interests in TWE equal to approximately $400 mullion. The reacquisition was recorded for
financial statement purposes based on the $124 million histoncal cost of the Time Wamer Service Pannership
Assets. Prior to the reacquisition of the Time Warner Service Pannership Assets in September 1995, TWE was
required 1o make quarterly cash distnbutions of jumior pnonty capital in the amount of $12.5 mullion to the
Time Wamer General Partners ("TWSP Distnbutions™), which the General Partners were then required to
contribute 1o the Time Wamer Service Partnerships. TW™ paid TWSP Disinbunions 1o the Time Wamer General
Partners in the amount of $25 mulion. $50 mullion and $12.5 mullion in 1995, 1994 and 1993, respecuvely,
which were recorded as reductions of Time Wamer General Panners’ junior pnonty capital.

TWE reimburses Time Wamer for the amount by which the market price on the exercise date of Time
Warner common stock options exercised by employees of TWE exceeds the exercise price or. with respect (o
options granted prior (o the TWE capitalization. the greater of the exercise price and $27.75, the market pnce of
the common stock at the tume of the TWE capitalization on June 30. 1992 (“Siock Option Distnbutions”), TWE
accrues Stock Option Distributions and a corresponding hiability with respect to unexercised options when the
markel price of Time Warner common stock increases dumng the accounting penod, and reverses previously
accrucd Stock Option Distnbutions and the comresponding hability when the market price of Time Wamner
common stock declines. Stock Option Distributions are paid when the options are exercised A1l December 31,
1995 and 1994, TWE had recorded a liability for Stock Option Distribunons of $122 million and 389 million,
respectively, based on the unexercised options and the market prices at such dates of $37.875 and $35.125,
respectively, per Time Wamer common share, TWE pad Stock Opuon Distnbutions o Time Warner in the
amount of $17 million, $5 million and 520 mullion i 1995, 1994 and 1993, respectively.

Cash distnbutions are required to be made to the partners to permil them to pay INCome taxes al statutory
rates based on their allocable taxable income from TWE ("Tax Distnbutions™), including any taxable income
penerated by the Beneficial Assets, subject to mitations referred to herein. The aggregate amount of such Tax
Distnbutions 18 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 Time Wamner General Partners on a curment basis, TWE pad $680 mullion of such Tax Distnbutions w the
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Time Warner General Partners in 1995 (of which $334 million was accrued at December 31, 1994), compared 1o
115 mullion i 1994

In addition 1o Stock Option Distnbutions. Tax Distribunions and Sentor Prionty Capital Distnbutions,
quarterly cash distributions may be made 1o the pariners 1o the extent of excess cash, as defined i the TWE
pannership agreement (“Excess Cash Distnbution™ ). Assuming thal no additional parinership interests are
issuied 1o new partners and that certan cash distnbution thresholds are met. cash distnbutions other than Stock
Option Distnbutions, Tax Distnbutions and Semor Prionty Capial Distributions will in the aggregate be made
63.27% to the Time Wamer General Partners, 11.22% 10 Time Wamer and 25.51% to U S WEST pnor o lune
10, 199%, thereafter, the Time Warner General Partners will be entitled to additional distributions with respect 1o
junior pnionty capital. If aggregate distributions made to the limited parnen. generally from all sources, have
not reache ! approximately $800 million by June 30, 1997, cash distnbuuons 1o the Time Warner Ceneral
Partners wih respect to the Time Wamer General Partners’ pro rata priority and esidual equity capital, other
than Stoch Option Distnbutions and Tax Distributions. will be deferred until such threshold is met. Similarly, if
such aggregate distributions 1o the limited partners have not reached approximately $1.6 billion by June 30.
1998 cash distributions with respect 1o junior prionty capital will be deferred until such threshold is met. If any
such deferral occurs, a portion of the corresponding pannership income allocations witk respect to such deferred
amounts will be made at a rate higher than otherwise would have been the case. As of December 31, 1995. no
cash distnbutions have been made 1o the hmited pariners. In addition, if a division of TWE or a substanual
portion thereof 15 sold, the net proceeds of such sale, less expenses and proceeds used to repay outstanding debt.
will be required 1o be distributed with respect (o the partners’ parinership interests. Similar disnbunons arc
required to be made in the event of a financing or refinancing of debi. Subject to any limitations on the
incurrence of additional debt contained in the TWE partnership and credit agreements, and the Indenture, TWE
may borrow funds to make distnbutions

Y. STOCK OPTION PLANS

Options 1o purchase Time Wamer common sock under vanous stock option plans have been granted w
emplovees of TWE at, or in excess of. fair marker volue at the date of goant Generally, the options become
exercisable over a three-year vesting peniod and cxpire ten yearn from the date of gram A summary of stock

option activity with respect 1o employees of TWE 15 as follows

Thousands of Shares
of Time Warner Facrcise Price

__Common Stock _FPer Share
Outstanding at January 1, 1995....... 30,194 $ B45
Granted 2141 3445
Exercised (1,316 8.38
Cancelled ta — (2.488) 17-45
Balance at December 31, 1995 ... T lﬂ_}j $17-45
> ber 31
1994 1994
| Ehvosainds |
Excrciable R R Saieila 21.846 21318
S ————

a1 Includes all opnions cancelted and forfrited during the vear, as well & optiom 0
and im0 TWE to and from ather Time Waner divisions

claied 1o employees who have beea wransierred oul ol
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TWE reymburses Time Wamner for the use of Time Wamer stock options on the basis descnbed in Note 8.
There were 437 thousand options exercised in 1994 and 1.9 mullion options exercised in 1993 at prices ranging
from $8-536 per share in cach vear

10. BENEFIT PLANS

TWE and sts divisions have defined benefit pension plans covering substanually all domestic employzes
Pension benefits are based on formulas that refiect the employees’ years of service and compensation levels
dunng theu employment penod. Qualifying plans are funded 1n accordance with govemmment pension and
income tax regulanions. Plan assets are invested in equity and fixed income securities

Pension expense included the following:
Vears Ended December 31,

T TR T
(il )
Service cost R T S T T ciaseerns ¥ %2 §2U
Interest cost .~ . .. e .. 21 23 19
Actual return on plan assels. ... ..ol AT R R (55) 4 (21)
MNet amomization and deferral ... ..., ..., i . 37 i2l) 5
Total cemsannma o ida EAY $'M
The status of funded pension plans 15 as follows

Lecember 3.

L e

(millions

Accumulated benefit obligation (89% vested) .. . .. . ... .. : 213 5172
Effect of future salary increases. .. .. - G 2 1t e |
Projected benefit obligation .. ... . P . . - 263
Plan assets at far value ... .. ‘ : . 247 225
Projected benefit obligation in excess of plan assets e v 77 (38)
Unamortized actuanial losses . .. 6} 24
Unamortized plan changes Vs e A AR 5 4
Other R R R T A AR L {3) i4)
Accrued pension habality ..., ... . SR Y R $(15)  5(14)

The followwing assumptions were used in accounting for pension plans
w5 e 1%

Weighted average discount rate .. ... .l . Ceereaeea.  125% 85%  1.5%
Return on plan assets .. .. ... . ... e e - 9% 9% 9%
Rale of increase 10 compensation levels . .. .......oooiiiiinn i ieiaien i, . 6% 6% 6%

Certan domestic emplovees of TWE parucipate in muluemployer pension plans as 1o which the expense
amounted to 521 mullion in 1993, 518 mullion in 1994 and $19 muilion in 1993. Employees in foreign countries
parucipate to varying degrees in local pension plans, which in the aggregate are not significant.

Certain domestic emplovees also participate in Time Warner's 401(k) savings plans and other savings and
profit shanng plans as to which the expense amounted 1o $25 million in 1995, $23 million i 1994 and $20
milhon i 199Y Contributions to the 401(k) and other savings plans are based upon n percentage of the
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employees’ clected contributions. Contnbutions 1o the profit shanng plans are generally determaned by
management

11. FINANCIAL INSTRUMENTS

The carrving value of TWE's financial instruments approximales fair value, except for differences with
respect to long-term, fixed-rate debt and certan differences related to cost method investments and othet
financial instruments which are not significant. The fair value of financial instruments, such as long-t-rm debt
and investments, is generally determined by reference to market values resulting from trading on a nauonal
securilies exchange or in an over-the-counter market. In cases where quoted market prices are not available, such
as for derivative financial instruments, fair value 15 based on estimates using present value or other valuation
technigues.

Long-Term Debt

Based on the level of interest rates prevailing at December 31, 1995, the fair value of TWE's fixed-rate debt
exceeded its carrying value by $386 million which represents an unrealized loss. Based on TWE's fixed-rate
debt outstanding at December 31. 1995, cach 25 basis point increase of decrease in the level of interest rales
prevailing at December 31, 1995 would result in a reduction or increase in the unrealized loss of $95 million,
respectively. Based on the level of interest rates prevailing at December 31, 1994, the fair value of TWE's fixed-
rate debt was $460 million less than its camrying value which represents an unrealized gain. Unrealized gains of
losses related to the differences in the fair value and curying value of TWE's long-term debt are not recognized
unless such debt 1s retred prior 10 1ts matunty.

Foreign Currency Risk Management

Foreign exchange contracts are used primarily by Time Wamer to hedge the nsk that unremitted or future
license fees owed to TWE domestic companies for the sale or anticipated sale of U.S. copynghted products
sbroad may be adversely affected by changes in foreign currency exchange rates. As part of its overall strategy
to manage the level of exposure to the nisk of foreign currency exchange rate fluctustions, Time Warner hedges a
poruon of us and TWE’s combined foreign currency cxpo:arcs anticipated over the ensuing twelve month
penod, including those related o TWE. At December 31, 1995, Time Warner has effectively hedged
approximately half of TWE's total estimated foreign currency exposures that pnincipally relate to anticipated
cash flows o be remitted to the U.S. over the ensuing twelve month peniod, using foreign exchange contracts
that generally have marunities of three months or less, which generally are rolied over o provide continuing
coverage throughout the year. TWE is reimbursed by or reimburses Time Warner for Time Wamer contract gains
ind losses related 1o TWE's exposure. Time Wamer ofwen closes foreign exchange sale contracts by purchasing
an offseting purchase contract. Al December 31, 1995, Time Wamner had contracts for the sale of $504 million
and the purchase of $140 million of foreign currencies at fixed rates and matuntics of three months or less. Of
Time Warner's $364 million net sale contract position, none of the foreign exchange purchase contracis and
$113 million of the foreign exchange sale contracis related to TWE's foreign currency eiposure, primani|y
Japanese yen (21% of net contract position related 1o TWE), French francs (22%). German marks (12%) and
Canadian dollars (21%), compared o a net sale contract position of $188 million of foreign currencies at
December 31, 1994,

Unrealized gains or losses related to foreign exchange contracts are recorded in income as the market value
of such contracts change: accordingly. the camrying value of foreign exchange contracts approximates markel
value. The carrying value of foreign exchange contracts was not material at December 31, 1995 and 1994 and is
included in other current liabilities. No cash is required to be received or paid with respext to the realization of
such gains and losses until the related foreign exchange coniracis arc settled, generally at their respective
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maturity dates. In 1995 and 1994, TWE had $11 million and S20 million, respectively, of net losses on foreign
exchange contracts, which were or are expected to be offset by corresponding increases in the dollar value of
foreign currency license fee payments that have been or are anucipated 1o be receved in cash from the sale of
U.S. copynghted products abroad Time Wamner places foreign curmency contracts with a number of majo
financial institutions in order to minimize credit nsk.

Based on Time Wamer's outstanding foreign exchange contracts related to TWE's exposure at December
31, 1995, cach 5% devaluauon of the US. dollar as compared to the level of foreign exchange rates lor
currencies under contract at December 31, 1995 would result in approximately $6 mullion of unrealized losses
on foreign exchange contracts. Conversely, a 5% appreciation of the U5, dollar would result in $6 mulhion of
unrealized gains on contracts. Consistent with the nature of the economic hedge provided by such foreipn
exchange contracts, such unrealized gains or losses would be offset by comesponding decreases or increases,
respectively. in the dollar value of future foreign currency license fee payments that would be recewved in cash
within the ensuing twelve month period from the sale of U.S. copyn thied products abroad

12. SEGMENT INFORMATION

TWE's businesses are conducted in two fundamental areas of business: Entertainment. consisting
pnncipally of interests in filmed entertainment, broadcasting, theme parks and cable television programming.
and Telecommunications. consisting principally of interests in cable television systems.

Information as to the operations of TWE in different business segments 15 as set forth below. Cable
business segment information reflects the consolidation by TWE of the TWE- Advance/Newhouse Fannership
effective as of April |, 1995 and Paragon effecuve as of July 6. 1995 The operaung results of Six Flags have
been deconsolidated cffective as of June 23, 1995 and results prior to that date are reporied separately to
facilitate comparabiliry.

Years Ended December 31,

1995 1994 1991
imillions |

Revenues'!

Filmed Entenainment ... ....... N e . £5060 S4.476  S4024
Six Flags Theme Parks ... ....... . s . : 27 557 533
Broadcasting-The WB Network ... ......... . ..... LT R i3 — -
Programming-HBO ... _........ .. ... .. ..., AT e SR CT | |\ 1,494 1,435
bl O S L G S coalvidiewe 3008 2220 2.205
Intersegment elimunation ey T b Y (4101 (287) (251)
Toral i ssismiaisiarnmniy R = ;9.5” $8.460 57.946

(11 Substastially all operations outside of the Umted Swtes suppon the expont of domestc products. Kevenues include expon sales of
S1.982 tollion 1n 1995, 51,693 bilbon in 1994 and $1.650 billion i 1993 Approumately $8% of expon revenues are from sales o
European customers.

F-89




TIME WARNER ENTERTAINMENT COMPANY, L.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)

Operating Income

Filmed Entertainment ... ..
Six Flags Theme Parks ...
Broadcasiing-The WB Network
Progmmn ing-HBO
Cable .

Depreciation of Property, Plant and Equipment
Filmed Enteriainment
Six Flags Theme Parks
Broadcasting-The WB Network
Programming-HBO
Cable
Total

Amortization of Illl.llngihk Assets'!
Filmed Entertainment . Sa—
Six Flags Theme Parl:s :
Broadcasung-The WE \etun-rb.
Programmng-HBO
Cable.

Total

{1} Amomzanon includes xmotization relanng 1w the acquisitions of WCI in

business combsnations accounted for by the purchase method

F-%0

Years Ended O eiaber M.

1995 1994 1993
(millions )

S 228 5 201 s 210
29 56 53
(166) —_ -
274 236 213

........... 495 355 207

S 960 § 848 S BRI
h-nfsﬁdﬂuﬂhr]l

IH!- 1994 I'I'!J-

imillions |

s 107 5§ Tl 5 46
20 51 41
6 13 14
452 330 38

$ 505 § 465 $ 426

—

Years Ended December 3,
1995 1994 1993
| enillions )

§ 124 $ 135 $ 143

11 28 28

l G 3

308 309 302

....... 4 44 § 478 § 476

|9%% and the ATC munonty interest in 1992 and 10 other
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Information as to the assets and capital expenditures of TWE 13 as follows:

Vears Ended December 31,

1995 1994 1991
(midliom

Assels
Filmed Entenainment e e $ 733 S 7133 S 6677
Six Flags Theme Parks ...................... i iR i S — 814 848
Broadcasting-The WB Network .. . e b 63 - —
Programming-HBO ...........ccoiiiiiinn i iiiniciasiinanni R 935 B9S 855
s L L e S e e i e e e s 9,842 B.191 B
COMPOERLE™ . . e bt cmre mmemmim smmnms e 731 1.629 1.542
TR e smnaann G N T e SI8905  SIB66I 517,967

T T — e S

(1) Conmsts pnncipally of cash, cash equvalents and other imvestments

Years Ended December 31,

1995 1994 1993
il by |

Capital Expeaditures
Fiimed ERUCrORInIIenL .« < ws wmmms Eai i e o iV e s i cievawss B0 204 $ 395 5 210
Six Flags Theme Parks . ....ooovviiinceiiiaiiiinens e 43 a6 4
Broadcasting-The WB Network...... ... ..o oo t, — - -
Programming-HBO ... .. .. .. e SR e S 20 13 17
Cable"™ .. iiinias . . . O 1.178 699 352
Tothl o vinaisia T 2 ... 51535 S 1153 0§ 613

t1} Cable caprtal expenditures were funded 1n pan through collections on the U § WEST Note in the amount of 3607 mullion in 1995, 5234
million w1994 and 516 mulbon m 1993 (Now 1)

13. COMMITMENTS AND CONTINGENCIES

Total rent expense amounted to $176 million in 1995, $143 million in 1994 and $119 million in 1993 The
munimum rental commitments under noncancellable long-term operating leases are: 1996-3158 mulhion: 1997-
$156 million: 1998-5149 million; 1999-3143 mullion. 2000-5132 muilion and after 2000-$826 rmillion.

Minimum commitments and guaranices under cerdin programming. licensing, franchise and other
agreements at December 31. 1995 aggregated approximately S8 billion. which are payable pnncipally over a
five-year penod.

Pending legal proceedings are substanually himited to lingation incidental to the businesses of TWE. In the
opinion of counsel and management. the ulumate resolution of these matters will not have a matenal effect on
the consolidated financial statements.

14. RELATED PARTY TRANSACTIONS

In the normal course of conducting their businesses, TWE uniis have had vanous gansacuons with Time
Warner units, generally on terms resulting from a negouaton among the affected parties that in management’s
view results in reasonable allocations. Employees of TWE parucipate in vanous Time Wamner medical, stock
opuon and other benefit plans for which TWE s charged its allocable share of plan exp=nses, including
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administrative costs, Time Wamer's corporate group provides vanous other services 10 TWE. The Music
division of WCI provides home videocassetie distnbution services to cenain TWE operations. and certain TWE
units have placed adverusing in magazines published by Time Wamer’s Publishing division

TWE is required to pay a $130 million advisory fee to U § WEST over a five-year penod ending
September 15, 1998 for U § WEST s experuise in (elecommunications. telephony and information technology.
and its paricipation in the management and upgrade of the cable systems W0 Full Service Network ™ capacity

11 1995, TWE and cenain subsidianies of Time Warner entered into Management services reements,
pursuant 1o which TWE receives fees for the management of all cable television systems owned by Time
Warner. Management fees received from Time Warner in 1995 were not matenal

Time Wamner provides TWE with certain corporate support services for which Time Wamer was pud $60
million per year through June 30. 1995, with increasing annual amounts as adjusted for inflation thereafter The
corporale services agreement runs through June 30. 1997, and may be extended by agreement of both parties
Management believes that the corporate services fee 1s representative of the cost of corporate services that would
be necessary for the stand-alone operations of TWE

Time Warner and TWE entered into a credit agreement 1n 1994 that allows Time Wamer to borrow up 1o
<400 mullion from TWE through September 15, 2000. Outstanding bomowings from TWE bear interest at
LIBOR plus 1% per annum. Time Warner borrowed $400 million in 1994 under the credit agreement

Prior to TWE's reacquisition of the Time Warner Service Pannership Assets in September 1995, TWE had
service agreements with the Time Wamer Service Partnerships for program signal delivery and transnussion
services, and TWE provided billing. collection and marketing services 10 the Time Warner Service Parinerships
TWE also has distribution and merchandising agreements with Ti ¢ Warner Entertainment Japan Inc . a
company ¢wned by ceran former and exising panners of TWE o conduct TWE"s businesses in Japan

In addition 1o transactions with its parmers, TWE has had transactions with Comedy Partners. L.F., 5
Flags and ats other cquity INVEsLEes and with Tumner Broadcasung System. Inc.. The Columbia House Compaity

partnerships, Cinamenica Theatres, L.P and other equity investees of Time Wamer, generally with respect 1o
sales of product in the ordinary course of business

15. ADDITIONAL FINANCIAL INFORMATION

additonal financial information wiath respect 1o cash flows 15 as follows

Years Ended December 31,
s _im 1)
T imitlens)
Cash payments made for interesl : gs71  $ 11§ 450
Cash payments made for income taxes. net ... . . : 75 69 70
Soncash capual contnbunons, net : ; ; ; 50 4 184

Noncash investing activities in 1995 included the formation of the TWE-Advance/Newhouse Pannershap in
Apnl 1995 (Note 2) and the reacquisiuon of the Time Warner Srrvice Parinership Assets in September 1995
iNote )
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Other current liabilities consist of;

Accrued expenses. ..........

Accrued compensation

Deferved revenues . —— - o
Tax Distnbutions due 1o Time Wamer General Panners
Dbt due within one year .

Tozal
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REPORT OF INDEPENDENT AUDITORS

The Partners of
Time Warner Entertainment Company, L.F.

We have audited the accompanying consolidated balance sheet of Time Wamner Entertunment Company. LP
CTWE") as of December 31, 1995 and 1994, and the related consolidated statements of opcrations, cash flows
and partnership capital for each of the three years in the penod ended December 31, 1995, Our audits also
included the financial stalement schedule histed in the Index at liem l4ia) These financial stalements and
schedule are the responsibility of TWE's management. Our responsibility is 1o express an opinion on these
financial statements and schedule 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 arc free of
material misstatement. An sudit includes examining, on a test bhasis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting pninciples used and
sigmificant estimales made by management, as well as evaluating the overall financial statement presentalion. We
believe that our audits provide a reasonable basis for our opinion.

In our opimon, the financial statements referred 1o above present fairly, in all matenal respects, the consolidated
financial position of TWE at December 31. 1995 and 1994, and the consolidated results of its ¢ perations and its
cash flows for each of the three years in the period ended December 31, 1995, in conformity with generally
accepled accountng principles. Also, in our opinion. the related financial statement schedule, when considered
in relation to the basic financial statements taken as a whole, presents fairly in all mnatenal respects the

information set forth therein.

Er~sT & Yousa LLP

New York, New York
February 6, 1996
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
SELECTED FINANCIAL INFORMATION

The selected financial information for each of the five years in the penod ended December 31, 1995 sct
forth below has been derived from and should be read in conjunction with the consolidated financial statements
and other financial information presented elsewhere herein. Capitalized terms are as defined and descnbed n
such consolidated financial statements, or elsewhere herein. The selected hustorical financial informaton Lot
1995 reflects the consolidation by TWE of the TWE-Advance/Newhouse Parnership resulting from the
formation of such partnership. effective as of Apnl 1. 1995. and the consolidation of Parzgon effecuve as of July
6. 1995. The selected historical financial information gives effect to the consolidation of Six Flags Entertaunment
Corporation ("Six Flags™) effective as of January 1. 1993 as a result of an increase in TWE's ownership of Six
Flags from 50% 10 100% in Sepiember 1993, and the subsequent deconsolidation of Six Flags resulting from the
disposition by TWE of a 51% interest in Six Flags effective as of June 23, 1995

The selected historical financial information for 1993 also gives effect to the admission of U 5 WEST as an
additional limited pariner of TWE as of September 15, 1993 and the issuance of $2.6 billion of TWE debentures
during the year to reduce indebtedness under the former TWE credit agreement, and for 1992 gives effect to the
initial capitalization of TWE and associated refinancings as of the dates such transacuions were consummated
and Time Wamer's acquisition of the ATC munority interest as of June 30, 1992, using the purchase method of
accounung. Time Wamer's cost 1o acquire the ATC minonty interest is reflected in the consolidatzd financial
statements of TWE under the pushdown method of accounting.

Years Ended December M,

Selecied Operating Statement Information 1995 ] 1993 ot 191
il

ReEVENUES o ooivosivaimeinainis e e S9517 S BA60 S 7946 S 6761 % 6,068
Depreciation and amOrtzation . ....... .......ocoveens 1.039 943 402 782 733
Business segmenl operaling income ...... ... ....... 560 5.8 BA3 795 na2
Interest and other. met . . ... ... ... .. G R 580 547 551 525 520
Income before extraordinary item ST S ; g7 161 208 160 €N
NEL OCOMIE . oo v oo ia et e e 73 161 198 160 9

Years Ended December 3,

Selecled Balance Sheet Information 1995 1994 193 1992 1%

i millions )
TRl A S N D L ( SIB905 SIB662 S$17.963 SISB48 14,230
Debt due within one year ..., .. Lt ; 47 32 24 7 878
Long-term debt ....vvirnrviimineririiii 6,137 7.160 7.125 7.171 4571
Time Wamner General Panners’ semior pnionty capital , . 1,426 1.663 1,536 - -
Pantners’ SRpItl-. . civa 5 o s s e e e SRR § R -— 6. 8 6.233 6,000 6,437 6.717
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1995
Ist,
2nd
Jrd (ay
4th
Year (a)
1994
Is1
Ind
ird
4th
Year ..

TIME WARNER ENTERTAINMENT COMPANY, L.P.
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Operating
Income of Nt
Busines Income
Revenues  Segments {Loss)
il i
51046 $191 § 4
2392 266 56
23 268 23
2,755 235 (10)
9517 960 73
51919 5203 S 48
2.055 pog) 56
2.203 235 41
I3R3 183 16
8404 4K 161

121 Net income for the third quarter of 1995 includes an etraordinary loss on the reurement of debt of $24 million
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
SCHEDULE HI—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1995, 1994 and 1993

imillions)
Additions
Balance 3t Charged o Balance
Icm Costs and at End
Description of Expenses  Deductions  of Period
1995:
Reserves deducted from accounts recewvable:
Allowance for doubtful accounts. . e S1E8 S104 S (96Na)  S196
Reserves for sales returns and allowances . 118 218 (167kb) 164
Total e : N 306 §322 $i263) 5365
— p— ———4 f——-]
1994:
Reserves deducted from accounts recenvable
Allowance for doubtful accouns s161 s 49 S (22Ka)  S188
Reserves for sales returns and allowances TN Ob 164 i1421b) 118
FORN oo e e MRS : $257 23 S{164) $306
—_— [ T — ——n
1993:
Reserves deducted from accounts receivable
Allowance for Joubtlul accounts — S166 $ 27 S (32ua) Sl61
Reserves for sales returns and allowances . 74 131 {109 b 9
Total . ...... .. e ) ; $240 %158 S04 £257
p=—_ 4 e —y - — =9

i) Hepresents uncollechible recenables charged apany the rewne
(b1 Represents returns of allowances applied agains the reserve
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Management's Discussion and Analysis of Results
of Operations and Financial Condition

Time wdirmer mat ntereiny in three fundamental sreas of
ousiness, Enterzunment. cansiting principaliy of interesz
in recarded music and music publahing, ilmed entertamn.
ment, broadeasting, theme parks and cable telewition pro-
gramming: News and Information, conssting pringipally of
interesss o magane publishing, Seck publisheng and

and Telecommunicatons, conuating

girect marketing
p_'lr'zl;ra'll)' of ncereszs in cable televison fystemy
Sugstanzially cdloof Time Warners interest in filmed
enterzainment Broadeasting. theme parks, cable celevinian
arogramming and most of 113 cable television ifyscemi
wre held through the Enterainment Group, contaung
arincipally of TWE, which i1 not conselidated for financial
reporung purpoies TWWE manager the telecommuni-
zanons propertes owned by Time WWarner and the com-
toned cable televition operations are conducted under
tne name of Time Warner Cable. Capitalized terms are 23
defined and described in the accompanying consolidated
financial 1tatementy, or elsewhere herein

STHATEGIC INITIATIVES

Significant Transactions

Cruring 1995 Time Warner and the Entercunment Growp
emizarked onoa pragram o wmprave ther financial con
grian and increate ther overall financal Renbiity through
the mitsation of an astet sales program and mgmifican:
dens refimancings Time Wyarner and the Entertainment
Group also pursued significant, stratefic mmitates during
159%5 through thewr cable television ocperauons and
through 1 propoitd merger of Time Warnes and TES
These mtatives are part of 3 conunung strategy to further
erhance the strength af Time Warner s interests in enter-
tanment and news and infurmation, and to attempt (o
sae easting dnd acquired cable ielevinion syutem: to
e1tanlish an enterprise that will be responuble for the
owerall management and financing of 113 cabie and telecom.
intereszt. In pursuit of these

muAcation: itratefic

iretiatives, Time WWarner and the Entertmnment Group
innpunced or completed 3 number of transacuony 0
19%5 and early 1995 chat have had or are expected (o
nasE 3 g.lmﬂc;n: eifeci on their reiults ol operationt ana
fmancial conditien Such trantacuons include

© The Septermber 1995 announzement of Teme Wiarners
1greement ta mefje wath THS b; dcgquining the remanang

EU% snterest o TES that it does not already own

Tima

L]

50

- The acauininang By Time Warner of Summiz, KELCOM
and OV
by TWE of the TWE. Advance/Mewhouse Partnesihip
which together ttrengthened the geographic clusters of
the cable televinon spitems and tubsnantially increaied
the number of cable subscritery managed by Time
Varner Cable {coliecuvely, the "Cable Tramactiom’|,

» The exchange of ITOCHUS and Toshibas ntereits
in TWE for eguity nterests in Time Warner (the
“ITOCHU/ Tashiba Transaetion™).

= The refinancing of apprommacely 34 bilbon of putlic

an?® relited comparues and the formauon

dabt by Tume Yarner and the engcution of 3 new $8 13
bullion credit agreemenc. under which approximately
$1 7 billion of debt aswumed in the Cable Transazuoni
wai refinanced by subuidianes of Time Warner an. 326
billion of pre-ewisung bank dest wai refinanced by
TWE (the “Debt Refinancings™) and
«The sale by Time Warner ar d the Entertamment Group
of certain astets under an asset sales program. which
ramed approsimately 314 billion on a combined basn
for debt reducnon ncluding the aale of 515 of
TWWE's interest in Six Flags (the "5 Flags Transaguon )
ard the sile or expected sale or transter of certain
unclustered cabie televition spitems owned by TWE
{the “Unclutrered Cahbin Trantacnont |
The niture ol thete trantachions and their smpact
on the resuity af cperationy and finzncal condiian of
Time Yvarner and the Entertainment Group are furtner

discuste’ below

Telecommuunications Strategy

in 1994 Time Y¥arner embarked on a strategy 1o expand
s cable telewtion business, leading to agreementy to
combme with or 3cquire cable televinion spstemi 1erving
apprommately 37 million subteribers This strategy was
bared on managemenii expectation that there would be
a mgmificant increate 0 the walue of cable telewinon
tysterny related, in part, ta & future convergence of the
rable 3nd teiephone industries which would prowde cable
compamies with an opportumity t3 cperate large geo.
graphic chusters o! cakle televisinn systems for purpoes
of maximizing the development and ditribution o new
ind impraved tecwtes on 2 ol efioent baul th o
ingreaved channel capacity, high speed data ramminan

1

ard telephany 1ere

LR




Ourirg 1995 an2 wah tne acquisitian of OVl and
related companies i January 1398 Timae \Warner com-
oleted ita plamy for the expanion of ity cable televinon
Dutiness. thereby 1trenphenng i peagraphis sluitery of
cable televition tystems a3 previauly eNwinoned Alang
with nterndl  growth, the  acguimtions ef
KBLCOM and CV] and related companier. a3 well 33 the
farmauon of the TYWE-Advance/Newhouse Partnership,
increased the total number of subicribers under the

Summt

management of TimedMarner Cable to |17 million, 2
zompared to 7.5 million subsenbers at the end of 1994
Time Warner Cable has also extended s reach of cable
television systems to neghborhoods pasung |8 million
homes or close to 10% of televition homes in the US In
sddinon, there are now 35 geographic clusters of cable
television systems serving over 100,000 subscribers each,
imcluding key markets such a1 New York Ciry and Sute,
central Florida and North Caroling Time Warner does nat
surrently plan to make any more sigmeficant acquiitions of
cable relevision systems, but instead intends to continue
1o refine s geographic clusters by exchanping certain
uncluszered cable television systems for geographically-
strategic ones or by selling non-strategic cable television
syszems a1 part of the Companys continung awte: sales
program. Management continues to believe that the
increased eize and concencration of fus subscriber base
will prowide for sustained revenue growth from new and
imzroved 1ervices, and provide certain economies of szale
relating to the upgrade of the rechnalogcal capabiiues of
Teome VWarner Cable’s cable television systems
Hanagement believes that the future cunvergence of
tne cable and telephone industries has been substantially
sanfirmed 'I:hﬂ:ﬂ.l;h viriows eventis within the indutiry,
ineluding the February 1996 enactmen: nto law of
wweeping telecommunications industry reform. Among
o:her features, the Telecommunications Act of 1994 effec-
tively removes regulatsry barriery thar historically pro
nioited cable television and local and
Izng-distance telephone companiey from compeling in
exct ather’s busmess In addition, the naw law eliminates

I:Dmpl"l!'l

maost cable rate pricing restrictions in | 999, and earlier
Lnder tertain circumstances Time YVarner expects that
the relaxation af cable rate regulation in 1999 alang with
wermitted cable rate price increates for certain regulated
serwices that went into ciect on January |, {396 under 2
weparate Time Wirrer agreement with the Federal
Cammunicaniant Commission (the "FCC"), will provide
entunced pricing flexbility that widl help finarice 123 cable
and telephony expansian plans

neat of Time Warners celecomemun:

T !
The BHate

ptoamy strategy aoto wmplity the strutture of it cable and

Fisaw

ol

teleloraMyrCIlIDAL Droperuel Dy Dran N Suth JrooetT e
tageitar, so fir 21 prazicable and oa a tax-efoe st i
LS a0 enterarite Al will De reipOn bR 107 STe ety
manygement and financing of these wnzerests The * o
step of thiy process wai completed v 1593 woe

ITOCHU and Taatiba eachanged ther interess on - sk
for equity interests i Time Warnes The restruiiar g
procesy depends, among =her thingl, upon swtiesslu
negotations with U5 WEST and certain creditors ant
the receipt of franchise and other regulatory approvas
Aczordingly, there Can be no J1gurance Lhat the enor:
will succeed In the nterym. ai contemplated by the T E

Advancel/Newhouse Partnerthip a, sement, Time YWarner
may transfer certan of its newdiy-acquired cable wysterms ta
the TWE-Advance/Newhouts Partnerahip on 4 tas-efi.
cient basis. Such transfers, if thay are made, are expected
to be structurd 10 that the systems wall be traniferred
subject to 2 parton of Time WWarners debt, thereby
reducing the financul leverage of Time Wvarner and
increasing the under-leveraged capitalization of the TWE
Advance/MNewnoute Partnership and consequently, TYVE

THS Transaction

With the annguncement 1995 of Time
Warners plan to merge with TBS, Tume Warner hay tanen 2

o Seprember

strategic tep that would further enhunce Time ¥varner s
mteresss in entertanment and newi and information
asiess while improving the balance between tuch mtereits
and izs inzerests in the telecommunicatiaons business The
add an of TBY news ind enterainment programming
neveorks, film and cartoon horariey, film production com:
panies and sporta franchises i3 eapecied (o complement
vistually all of Time Warner's businesi interests and
expand the emphasis on growth through Time Warner's
interestt in (13 entertaament and news and informanion
bButineiiet

Tre TBS Transaction provides for the merger of edch
of Time VWarner and TAS with 1eparate subsidiares of 3
holding company ["New Time Warner™) that will com
bine, for financial reparting purpoies. the comohdated
net assens and pperacing results of Time ¥Warner and TES
Bared on TBS financal poywon and results of operations
a1 of and for the yesr ended December 31, 1995 and
giving pro forma effect o the TBS Trantaction as if it had
occurred on Decsmber 11, 1995 for balance thee: pur
potes snd ag the bepnnng of the year for statement of
cperationg purpaies, the ingrements! effect on Time
Wirne: reflected in the combined pro forma financil
statements al Mew Time ¥arner would have been ()} an
rrease i shareholders aguity of approsimately 371 b
by Pager Time Wearner

lign o \.;.;.1‘., due to the aituante
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=! gaproximately 1778 rilion thares of zommaa 1102s
} an inzrease in long-term debt of Jpprowmately 523
sdlion due to the assurmnption of T35 dest (i) an indredie
i gaadwill of approximately 579 tiliion as 2 resuli af 4
preiimunary aliocauon of the exceis coit over the net
sook value of assecs acquired, (Iv] an increate in revenues
of $14 billign, {¥) an increase in ESITDA (a1 defined
below) of $524 millian, (v} an incresse in depreciation
ind amortzation of 3177 million, mcluding agproximately
5100 million of noncash amortizauen ol goodwill, [vi) an
increzte in operaung income of 3147 miliicn, (vih) an
ingrease in net loss of $1 11 million and (ix] 2 reduction in
net loss per common share of 511 per comman share
resul ing fram the dilutive effect of isswng 1778 miliion
share: of comman stock
The TBS Transacuon i3 subject 1o customary closing
conditions, including the approval of the sharehoiders of
TES and of Time ¥Warner, all necessary approvals of the
FCC and appropriate anwtrust approvals, There can be no
asturance that all these approvals can be obained or,
the cate of governmencal approvals. if obrained, will not
be conditioned upon changes to the terms of the merger
agresment or related agreements

USE OF EBITDA

.
The following comparative discutsion of the resuls of
aoerations and financial condivon of Time VWarner and
the Entertainment Group includes. among other factors,
an anaipus of changes in the operating incame of the
business segments before depreciation and amaruzation
{"EBITDAY) in order to eliminate the effect on the Jper.
ating performance of the music, filmed entertainment and
cable buninesses of ygrificant amounts of amoruzazion of
ntangible assets recognized in the 314 billion acquistion
al WiCH in 1989, the £'.3 billign 3cguitivon of the ATC
mingricy mterest i 1591, the $1.4 billion acquinitions of
LELCOM and Summuz i 1995 and other buniness combi-
sations accounted for by the purthaie method, including
the $904 muillion acquitition of OVl and related companies
@ January 1996 and the proposed TBS merger with
reipect t0 certan dacutstions on 4 pro forma baus
Fangrcaal analyser generally consider EBITDA ta be an
important measure of camparauve operating perfor.
mance for the bupmnetses of Time VWarner and the
Eaterwainment Group, and when used 10 companion o
debt
menture ol hgumity However, EBITDA should be con:

leveli or the coserage of interest expense, a1 2

vgered in addition to, ot Ay 3 jubstitute for, operating

TEN N

hl

meame Aet ncore, cath flow ard ather =eli_tr.

! finar=ual performarce and hguidity repartel

itcarcance with generally sccepled accounnng prant.aies

RESULTS OF OFENATIONS
1265 VS. 1984

Time Warner had revenves of 38067 tdlan, 1 len e
5124 millign [5.46 per common share) before an exisor.
dinary ioss on the retrement of debt and a net losy of
$166 million (5.57 per comman share) in 1995, compared
1o revenues of $7.396 bdlion and 1 net loss of 391 milicn
{5.17 per comman share) (n 1994

The inzresse in Time Warner's net loss in 1935 was
pn‘nm;.ur related to 3 542 milhon extraoruinary log on
the retirement of dett (§ 11 per common share) and 385
million in prewax losses (353 million after taxes and 5.11
per commaon share) related to certain butinesses and
|9int ventures owned b the Muslc Division which were
rettruciured or cloted As discuned more fully beiow.
the increase in Time Waraer's net loss in 1995 from such
losses wis principally mitigated by an overall increate
in the fundamental operating incame of Time Varners
business segments and increased ncome from s equity
in the presax income of the Entertanment Group, cffset
in part by a decreaie inweiument-related income and
higher interest expenie on appraximarely $1.] bullian of
debt 3szumed in the cable acquisitions. The increae 0
Time YWarner's nat loss per commaon share in 1995 alio
related to an increase 10 preferred dividend requirementi
ta $52 milli=n fram $13 mullion in 1994 23 a result 2f the
preferred 1tock issued 1n connecuen with the 1995 cable
acguitition: and the ITOCHUIToshiba Trantaction

Time Warner's equity in the pretax income of the
Entertainment Group was 3156 mihon i 1995, com.
pared to SU76 mulhon in 1994, As ducussed more fully
below, the Entertainment Group's operating results in
1995 reflect an overall increase in operaling income gen-
erated by (th bunness segmenti {including the tantri-
butian by the TWE-Advance/Newhouse Partnership) and
an increate in inwestment-related income resulting from
gains on the sale of cerain unclustered cable systems and
gther investments, offiet in part Ly fmunorify intereil
expense related to the comsghidanion of the operaung
reruity of the TwWl-Advance/Newhouse Partnerthip
etiective av of April 1, 1995,

On a pra forma bain, gving effect ta (1} the Cable
Transzcuons, (i) the ITOCHUMashiba Tranzaction. (i)
the [lett Refimancingy () the Sin Flags Tramsagyon and
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(v} the Uncluszered Casle Transactonms, a3 f each of such
transactions had occurred At the Beaginming ©f the periods
Time Wirner would haee reporied for the yeiry ended
December 31, 1595 anc | 954, revenues of S8 741 oullion
and 58217 tllion, deprectation and amortizauan of $935
millign and $%04 million, operating income of %635
million and §65) millicn. equity in the prezax income of
the Entertainment Group of 3284 mullion and 3103
millian, a loss before extraordinary item of 3255 million
and $166 million (#1.02 and $1.07 per comman share)
and a net loss of $1%7 million and 5166 million (51,1 and
51.07 per common share), respectively The 1995 to 1994
comparison of pro forma results are srmilarly afected by
any underlying historical trends that are unrelated 10 the
transactions given pro forma effect to therein, such as the
385 million in pretax Music Dwision losses discusied
above. The increste in pro forma over hutorical losies
before emtraordinary itemi for each pericd it principally
the result of approximately $210 million in annualized non.
cash amortization of cermain inangible assets recognized in
the cable acquisitions which i3 not fully offier by the pro
forma effects of other improved net operaung results, a
component of which i3 the pro forma benefit from the net
azdiuon of over 3400 million in annualized ERITDA

On a pro farma basis, giving effect to (i) the forma-
tion of the TWE-Advance/Newhouse Partnerthip, (il) the
refinancing of approximately 51.6 bidlion of pre-ewsting
bank debt, (i) the consolidation of Paragon. (iv) the
Six Flags Transacuon and (v) the Unclustercd Cable
Transactions, 21 if each of such tranpacuony had occurre
at the beginning of the periods. the Entertainment Group
woulu have reported for the years ended December 11,
1995 and 1994, revenues of $9.686 billion and §8 774
tillion, depreciation and amoruzation of $S1 078 tullien
and 51.018 billian, operaung income of 3994 million and
$723 million, income before extracrdinary item af 5203
mullign and $171 mulion and net income of $(79 mullion
and $171 milion, respectively. The 1995 to 1994 com-
parisan of pro forma results are similarly affected by any
unceriying histarical trends that are unrelated to the
transactions given pro forma elect to therewn The
neredta (o pra forms over Bistarical nes income for gach
period pringipally retules from the pro forma effects of 3
full year contnbution by the TYWE-Advante/Newhouie
Partnership, and interest savings associated swith the
refimancing of TWWE's bank debt and lower debr fevels

resutieng from azies sales

Tiway
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Tre felationitp Selees ALome SeilTe

tawey and ncame W eadenye of Tome Yegrner | ar Tai
affezzed by the amoruzanie of goodw:dl a': Ze2a
Siner fhnarfial slatement eadeniel  NEt ace
decucublie for ncome (s purposel Ncome Lis gagetae
of Tirme Warner includes all income taxes related 13 i
allocabie share ol partnership ncome and i1 eguiTy s 1he
wcome tix expente of corporate subsduarnies of tha
Entermainment Group

EBITDA and operating income for Time Wiane

and the Enceruainmen: Growp 1 1975 ang |99+ 4re 4t

follows:
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TIME WARNER

Publishing
Fevenuer inereayed to 51.712 billion. compared ta $141J i
tidion n 1994 EBITDA increated to $476 millon fram
$4310 million. Depreciation and amartzatuon amounted to
95 mibon in 1375 and 38) million n 1994 Opcraung
income ncreased o 3181 million from 3347 millen
Revenues benefited from ncreasel i magaine ircu
lation, advertiing and book revenues Contributing to the
revenue gain were ncredies acheeved By People, Sporu
IBytereted. Fortune angd book publinmer Camoor Houie
EBITDA and operatiag income nereated 21 3 reiuls of the
revenue gainy, cfier in part by significanty higher poswl
and piper costs a3 a result of price morease:
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Munie

Feweryey ngrestes o ¥4 [94 pilian compared 1o
$1 984 billign in 1994, EBITODA decreased 1o 5490 million

£710 mullion

incluging amortiation related to the purchare of WI
amounted ta $369 mulion i §995 and 5154 mullion in
1954 Operating income decreased to $121 million from
5166 million Operating reiults were adveryely affected
tiy SB5 million in losies recorded in 1993 thas related to
ceriun butinetses an® [oint venturel owned by the Music
Divizion which were restructured or tlosed Revenuest for
1995 » ere negatively afacted by certain reclissifications
relating to third party. pressing and distnbution arrange.
ments and changes in the Music Omsnons ownership
mnierests subsidarves that
resulted in changes from the consolidation to the eguity
method of accounting Excluding the effects from such
reclasvfications and changes, reveques from the funda.

rom D!pfﬁ{‘lll'}ﬂ and amoriaatan,

in gertain nvestmentl and

butines
arincipally a3 3 result of increases in both domestic and
international recorded music revenues and increaied
musc publishing revenues. Domestic and international
recorded mutic revenues benefited from 3 number of

mental increased by approximately &%,

papular releaser and an increase in the percentage ef
compace dise to total unit sales. Excluding the 385 millian
in lostes. EBITDA increased, and cperating income
benefited. principalty from the revenue gaini and interest
income on the resolution of 3 recorded music t2x matter
offiet i part by eapenies ihcurred 0 connection with
the settlement of certain employment contract: and
lower results from direct marketing activities att: outable
o gher amortizaucn of member acguinthion costs

The lotiey relaung 1o certain businenes and joint
ventures that were restructured or closed are primanily

related o Warner Mutic Enterprises, one of the
Company’s direst marketing effaru, and the write off of
its related direct mal arder atsets that were not recox-
eratle dus to the cloture of thit buuness Such cloture
wat womizannaliy completed in 1995 and will nac require
any significant, future cath outlays The activites that will
nat he conunued hive not been materisl to hitzorical
operatng feiulti 1=d are not expected to pgrficantly

aHeet the results of futyre operationi

Cable

Avoa result of Time WWarner's acquintions of KBLCOM
artd Surmmut n %95, cable operating results for 1995
wluted revenues of $172 millian, EBITDA of $99 muilicn
deprecatan angd armartzauan of §93 million and an

aperating 1535 of 35 million, Moderate operating louies

T

R

1%t exnected 12 contnue n 1996 Secause of the U year
etfect of apgrammately §1)0 milhon of Agriats 1=2

nzaton of certan ntangble assers recogrized o Tome
Warner's acquinizens of KBLCOM and Summig in |99

and CVl ang relates comainies in 1955

e

Interest and Other. Not

Intereis and other ne! moreated 1o $B7T millgn m 1995
compared to $724 milon in 1994 Interes: exsenie
increared to 3B77 million compared to $749 million,
principally a3 a result o spprommately $1.1 bilhon of cebt
assumed in the cable acquisinont and higher shorzterm,
floating-rates of interest paid on 326 billion notonal
amoun: of Interest rate twap contracts Orther mcome
ret, was immaterial 1 1995 compared to $: ° milbon i
1994, principally becaute of 3 decrease in investment.
related Income Inveitmencrelated fncome n both
periods consisted of gaing 0 the sale of cermin aisety
including the sale of an interesz in QYC, Inc in 1995,
which were offyet by lain 1 from reductons in the carmyng

vilue ¢! certain investmenzs mken in gach period

ENTEATAINMENT GROTY

Filmed Entertainment

Revenues ncressed to $5 078 mullion. compared o
4 484 tullon in 1994 EBITDA increased 1o 5490 millian
fram %40 medlion Deprecration and amoruzadan,
wcluding amortizazon related to the purthate of WCI
amounted (o %237 mdlion m 1995 and 5111 mudlion
1994 O, crating incame increased to 32151 million from
£21% milhion Resgnues benefized lrom ingreates in world
wide theatrical home mideo, consumer products and fele
wisian disirhunon operations YWorldwide theatrical and
domestic home video revenues in 1995 were led by the
success of fztman Farewer EBITDA and operating income
benefited from the rewenur gand and increased income

from Leenting operationy

Six Flags Theme Parks

Ar 3 rewult of TWE'Y wale af 51% ol i1 ingereaz in Sie
Flags, the operating retalis of 5o Flagy have bees cezon
solidate? efecuve a1 of June 23 1995 and THVER
remaining 49% interest i Six Flags is accounted for unider
the eguity method of accounting Accordingly revenues
decreated to $317 million compared ta 3557 mullona
1994 ERITDA decrearsd to 360 millian from $115
million. Depreciatan and smornzation amounted 1o 311
millign in 1995 and $79 millign in 1994 Operansz ncome

deeresved to 579 million fram 5534 millian
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Nrosdeasting - The WH Network

Trg WE Network e Lunched (o January 1995 and
penerated 565 mullion of operanng icises on $31 millicn
=i revenues. The cperatng loss was mitigated by 2 favor
adie legal sertiernent, a1 well 31 by funding from 3 mited
zartner admitted a3 of August 1993 Due o the start-up
nature of this new national broadcast operanion, [oltes

are expected 1o continue.

Prograumming - HRO

Aevenues increated to $1.607 billon, compared to
51513 billion in 1994 EBITDA increated to $19) million
from 3157 million Oepreciauon and amorzization
amounied 1o 519 mdlian in 1995 and 520 mullion in 1994
Operating income increased to 5174 million from 3237
millign, Revenues benefited primanly from an increase in
wbscriptions 1o 29.7 mullion from 27 muliion at the end of
1994, a3 well as from megher pay:TV rates EBITDA ang
operating income improved principally 31 2 result of the
revenue gains.

Cabla

Aevenues increased to 51094 teibon, compared to
52.241 bilion in 1994 EBITDA increased to 51 275 twllion
fram $989 million.

including Amortization related to the purchase of WCI

Depreciation and amortization,

and the acguisition of the ATC minormty interesc
amounted to $771 milien w1995 and 9649 million in
19%4 Operaung ncome incressed (o 3507 millign fram
5340 milion, Revenuei and operatng resulis benefited
frmm the formation of the TWE-Advanze/Newhouse
Partnership on Aprdl |, 1995 and 1he comsohdation of
Paragon effective a3 of July & 1995 Excluding tuzh eflects,
revenues Denefited from an aggregate ncredse 0 basic
cable and Primestar-related, direct broadeast watellive sub-
scribers that approached 6X and ncreases in nonreyu-
lazed including  pay TV, and
advertising, Excluding the patitive contriiytions from the
TWWE:-Adwvince/MNewhouse Partnerihis and the cansali-
datian of Paragon, EBITOA
increated a3 a result of the revenue gaing, offiet in part by

revenues, PAY-PErwIEw

and operatng ncome
the full year impacs of the tecond round of cable rate reg-
Jlations thar went inig eHect in July 19%4_ higher staftop
couts for telephony operauiony and, with rejpece o
pperating income only, higher deprecauon and amoris
rayon relaung to ncreated capital spending
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Interest and Other. Net

Intereds 1nd othes nel desreniesd -3 $53J9 mullan o 185
4

comzared to Jei4 mullion o (%54 (-ieres: cudecie

imcreated ta §579% mulga, comparec o §34T mines

1954, principally 312 resule of ligher thort-seem. flaat-g
rates of nteres: pud on borrowingy under TWWE's forme:
and existing bank cred . agreements. offiet in part &y
interest savings on the latt quarter of (995 on lower gent
lewais related to management's asvet sales program There
wat ather mcome, net, of $40 milion in 1995 compare
to other experie, net, of 349 million » 1994, principaiiy
becauie of an increite nLome
related to gains on the sale of cerzarm unclustered cadve

iy inwestment-related

iritemns anc piher inweiiments

1994 VS5 1890

Time YWarner had revenues of §7 358 bdlion and 3 ner
lats of 391 milion (327 per common thare) n 1994
compared Lo revanues of 36581 bulion and a net loys of
5221 milion (3.90 par common share) in 199) included
i the 199] resultd (v an extraordinary loss on the retire-
ment of debt of $37 millian (3 15 per cammon share] and
3 one-time tax charge of 370 million ($.19 per commaon
share) that resulted from the effect on the Companyt
ceferred income tax lability of the increase in the cor:
porate income tas rate enacted in August 199)

As discutied maore fully below, the improvement o
Time VWarners net loss 0 1994 reflecied an owerall
imcreale in operating income penerated by 3 Buunen
tegmenis and 4n INcreate 0 Aveitment related income
ofeet i part by higher interes: cspense and lower
mgame from Teme Warner's equity 10 the preiax ncome
of the Entertainment Group The wm; ovement m Time
Warners 1994 net losy aio related to the absence of the
exiraordinary lows and one-ime tax charge that were
recarded in 199) The improvement in Time ¥Warner s nes
lzay per common shars i 1994 further resulted fram J
5105 mullion reduction in preferred dividend requirements
relating to Time Warners 199] redemption or exchange
of $5.6 bllian of preferred stock for debr

Time VWarnery eguity in the pretas income of the
Entertanment Group was 3176 milhon in 1954, compared
ta $781 millionin 1991 Ay dacusted mare fully below the
Enteruinment Group s operating results in 1994 reflecied
an overall decreate in operaung income generated by s
buwnest sepments, princpally relaung to lower Cable
results due (o cable fate regulancn, and an morEale 0
cvestment-related and foregn currendy CORTFLTE [Dines,

ofvet m part by an ncredye o antereit ACOIME
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TIME WARNEIL

Publisbilng

Fevenues increased 1o $3.433 buiion, compared o $3.270
billion in 1993 EBITDA increased to 3430 milhan from
5372 milion. Deprecauon and amoruzation amounted to
583 million in 1994 and 377 milion in 1993, Operaung
inzame increated to 3347 million from $295 mulion.
Aevenues benefited pringipaliy from increases in magazine
adwerunirlg and arculaton revenues, which were aided 0
part by several specal msues during 1994, Sigruficans
revenue [Ny were achreved by People, Sports Hustrated
ind Southern Lrengp. EBITDA. operating income and
operating marginy wmprowed principally a3 3 resuls of the

sewenue gaint and continued COLL CONLANMENT

Mlusic

Revenues increased to S1985 tillion. compared 10
£3 134 milhan in 1991 EBITDA inereased to $720 millign
35641 mullion. Deprecistion and ameruzation,
wiclugeng amoruzation related o the purchave of W,
amounted to 3154 million in 1994 and 33147 mullion in
1993 Operaping income increated to 5366 million from
5154 muilion The revenue growth resulted from increates
i both gomestsc and

revenues, which benefited from a number of popular

troim

internauonal recorded munic
relzaies Guring the yoar and an increase in the percentage
of compact & o 1otal umt sales. and increased music
publivtung resenuer EBITA and pperating income bene-
fited trom these revenue paing and increased results from
girect mirsetng actvites atributable to new members
and lower amaoruzaton of member acquamion costs, offiet
in part by coits as1etated with the reorganiza; on ol the
domeilic Mulld TOMDANIEY ard {Gn‘.mum: mvgitment in

few Dugnesl ventures

LI
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Interest and (diher, Net

Imteresc and other net incresded (o ST milligs om 1594

compared to 5713 milign n 19%3
ingrested o 374% midion from $498 mullan 4% 4 res

Pierelt Endenie

4 full tweive monthe OF interest an the dehr pued daning
tha first three mantht of 199] to redeem or exinange
preferred stocs, of1et in part by savingi from lower oo
debt uted to fund the redemption of certain notes and
dedentures in |99]) There way arher incame, net, of 5§45
million i 1994, compared (o other expente, net of 510
million v 193], principally becauie of an increane in
invertment-related ncome. mcluding an ncrease 0 the
amortization of the excess of the Time Yvarner General

Partnert’ interest in the net anvets of TWYL over the net

book value of ther investment in TWE to reflec: U 5
VYEST as a partner for 3 full year Inwsizment-related
income wa reduced in part in both years by adjustmen
1o the carrying value o' cerwain inwesiments, eapeniel in
connection with the settiement of cerwin employment
canirazts and lowses on loregn exchange contracts used

1o hedge foreign exchange rak

ENTERTAINMENT GROUY

Filmed Enlertainment

Revenues increased to S4484 Hillon, compared o
$4.032 billian in 1991 EBITDA increaved to $410 milbon
from S427 mulbhon Deprecuation and amoruzahion.
including amoruzaton related to the purchaze of WCI
amounted "o $211 milion i 1994 snd 5194 milian in
1991, wperaung income decreased 1o 5119 million from
5133 muilign WWoridwide home wideo, syndicanon and
eontumer producty resenues increased 3t YWarner frog,
offves 0 part by lowe: worlidewide theatrical revenues
EBITDA and operaung income marping decredied prn.
Crpaliy 21 3 result of lower theatrical resuits in comparnon

10 the exceptionally strong theatrcal results in 1991

hiw l'l.up Theme Farks

Revenuet incrested ta 3557 million. compared 1o 3511
million in 199) EBITDA increated to 5138 mlion from
%111 milhon Deprecation and amor Liation amounted (o
7% million i 1994 and $6% milhan i 1993 Operaning
income increated to 356 milion from %3} million
Heverues increased a3 3 reswlt of overall attendince
growth and higher revenuetr per winitor EBITOA and
operating income improved prmzlp;’n’p at & reult of the

rewafiue gair
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Programmung - HELQ

a2 51513 ndban
EBITDA increased to 5257 millian
Degreciation and  ameortization
1994 and 517 millian i

“ewanuet imcreased famaared fo
€ 44| bibion in 199]
fram 5130 emuilion
amaunted to 520 millon n
189] Qperaung incorhe intreated o 5217 mullan from
5313 million Revenues berefied from an ncreaig in
subscriptions and kigher pay-TVY rates EBITDA. operaning
income and operating margins improved principally a1 3

result of the revenu@®gaing

Cable

Fevenues increased to $1.241 billion, compared 1o $2 108
tdlion i 199). EBITDA decreased 1o $985 milion from
51015 tullivn. Depreciation and amoruzation. wncluding
amoruzation related fo the purchare of WCI and the
acquitition of the ATC minerity interest. amounted to
$549 million in 1994 and $619 million 1 199). Operaung
imcame decreated to 3340 million from 5406 million
Fevenues and operating results in 1994 were adveriely
afected by two rounds of cable rate regulation that n
genera! reduced the rates cable operators are allowed to
erarge for regulated servicey, the first of which went into
effect in Seprember 1991 and the second of whith went
wen effect in july 1994 The undarorable effects of rate reg.
ulation were ofiset in gart by an wncrease 0 subicribers
1nd nonregulated revenues Actions that were undertaken
to rmizgate the impact of rate regulation included a
number of toit conzanment measures and a3 continued
emphaws on mear and longterm siratepes o increate

revenues from unregulated tervices

Interest and Other, Neot

Interest and othur net, increased to $616 millica in 1994
rompared o 5584 million in 199]
decrezzed 1o 3547 million compared with 5580 maullian in
1551 Thnere wis other expenie. net, of 549 million in

Intereit empenie

1994 campared to other income. net. of $16 million in
1997 Inwestment related and foresgn currency contrace
loreer an 1994 exceeded an increase 10 INteresl (Noome
an higher cath balances and the interest-bearing note
recervabie from 5 WEST In 19%). other income. net.
benchied from 3 gaim on the tale of certain arsers and
ather investrmentrelatad income, which mare than offier

meeitment [Dsies

L
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FINANCIAL CONDITION AND LIQUIDITY
DECEMBEEHR 01, 1943

TIME WARNEN

1998 Financial Condition

Tume YWarner had 599 billos of debt $949 million of
mandatorily redeemasie preferred securities o suoe
pdiaries, 31 1 billion of cash and equivalents (et dede of
$8.7 bilion). and §17 bilion of shareholders’ equity at
December 31, 1995 zompared ro $91 bullion of cebi,
%281 milion af cath and eguiralents [net deb:t of 589
billion), and 311 bikon aof shareholders’ egsty at
Cecember 11 1994 The increase n debt pringgally
reflects the assumpnon of approximately $1.3 tullza of
debt related to the Coble Trantacuons, offset in part by
debt reductions uvung proceeds rased from Jhe aste:
sales program, ingluding proceeds from the wluancs of
the PERCS which monetized Time Warner's 14% wwest-
ment in Hasbro The incrrase in mandatonly redeemable
preferred recurities of sl sidiares reflects the nsuance in
1995 of the PERCS and Preferred Trus? Securities, the
proceeds of which were uted o reduce ceriain
indebtedness of Time ¥varner The noncurrent cash and
equivalents cansist of the net proceeds recewed from the
issuance of the Preferred Trus: Securities n [lecember
1995, which were uted in the rederaption of the 375%
Converuble Debentures in early 1996 The increase in
shareholders' equity refleces the hiuance in 1995 of
approwmately 15 million thares of common stocs and
appromimately 19 1 milion sharer of preferred tock n
connes in with the ITOCHUMothiba Transacuon and
the acquinitions of K3LCOM and Summit. On 1 combined
baws (Time ¥Warner and the Entertainment Group
together) $147 pillion of ne: ded: at
December 11 19%5 compired 1o $15 bilhion of ne: debt

there wii

at the begnning af the rear

Inesstment tn TWE

Time Warne: s inwertment i TYWE 3t December 11 1995
consisty of 74 49% of TWE's pro rata prionty capital and
residual equiiy tagital and 100% of TVWEYS wenior praricy
capital and (umiar prioncy capital Such prigrity zapial
interests provide ime ¥YWarner and with respect 1o the
pro Fata prioeity capital only, L 5 VWEST with cermain pronity
claims 1o the net partnership sncamae of TWE and damb,
uuons of TWE partnership capital including cersain priarity
distributions of partnershep capizal in the event of higui.
gatioh or dinsalution of TVWE Each level of priorizy cazital

inigreat prowides for an annual rate of return equal to or
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evieeding BN, including an aSowe-marke:s 11.25% annual
sate of return {1 1.25% 10 the exten: concurrently distrib-
utes) relsted o Time Warnery junior griomty capizal
interest. which represensy Cumulative Prionty Capital of
%4 & Sillion at December 11, 1995 Winile the TWWE part-
nership agreement contemplates the reinvestment of Sig-
nificant partnership cash flows in the farm of capinal
expenditures and otherwise provides for certain other
restricuons that are expected to limit cash dutnbution
on partnership interedts for the foreteeable future, Time
Warner's $1.4 bllion senior priority capial interest anc,
to the exient not previously distriduted, partnership
mngame allocated thereto (based on an 8% annual rate of
return) i1 required to be distributed o Time Warner in
three annual lnitallments be:mmn‘ an Iul; i, 1997 in
1945, Time Warner receved 2 $3&6 milion cash distric
bution from TWE representing the priority capital return
allocated to its senior priority capital interest through
June 10, 1995.

Credit Agresment Heflinancings
In connecuon with the Cable Transactions, T¥VI Cable,
TWE and the TYWE-Advance/MNewhouse Partnerihip
executed & five-year revolving eredit fagility in June 1995,
The Mew Credit Agreemment enabled such entities to
refinance® certain indebtedness assumed in the Cable
Transactions, to refinance TWE's indebtedness under a
pre-ewtting bank credit agreement and o finance the
ongoing working capital. capital expenditure and other
corporate needs of each borrower

The Mew Credit Agreement permits borrowings in
an aggregate amount of up to 38.1 billion, with na sched-
uled reductions in credit aviilfabulity prior o masturity
Borrowingl are hmited $4 biben n the cave of
TwWl Cable. 35 bdlan TWWE-
Atvance/Mewhoute Partnerthip and 583 bilion in the
case of TWWE, subject in each case to certain hmitation:
and adjursments Such borrowings bear interest at specific
rates far each af the three borrowers. generally egual o
LISDA plut a margm mL:uIIr ranging Iram Sﬂ to B7.5 bas

Lo

i the cate of the

po.nny, whith margn will vary bated on the credit raung
ar financial leverage of the applicable borrower Unused
crecic i avulable for geperal business purpores and to
sepport any commercial paper barrowingy, Each barrower
i reguired 1o pap 4 commitment fee imitially ranging fram
3% 10 15% per annum an the unuied portion of it com-

mitment TWY1 Cable may alio be required 2 pay an annual

28

facilizy fee egua’ 32 |B75% of the enpre amount at 1%g

commitment, depending on the level of ma finerza
lewerage i oany goeen pear The New Crecit Agreemen:
Contanl Certalt ¢owenanti for €100 DOrrOwer feldlag ta

amonj other thing:, asdihonal indeliednell, Leni or
assets; cash flow coverage and leverage raugs. and lsans.
advances, dutnbutions and other cash paymenu or
transfers of asvets from the borrowers (o their Mipective
partners or affilazes

In july 1995, TWW1 Cable borrowed appromimatey
51.2 billion under the New Credit Agreement (o refinance
certain indebredness aniumed or incurred in the acgui-
ution of KBLCOM, and TWE borrowed appromimately
316 tullion to repay and terminate L8 fUe-eniung Sank
crecit agreement An addiuonal $1.5 billkon was borrow-ed
by TWYI Cable under the Mew Credit Agreement i Jafuiry
[996 1o af
incurred in the acguis ton of C¥l and related compane

refinance certain indebrednels astumed

Public Debt Neflloascings

in 1995 and early 1994, Tume Warner refinanced appros-
mately $4 billion of s public debt thereby increaung
firancial flexibiliy through lowering interest ra el engnd.
ing debt maturines and eliminaung potenual dilution irom
the conversion of izs B.75% Converuble Debentures into
46,6 million shares of commen stock The outianding
B.75% Converutie Debentures were redeemed o two
tranches $1 tullion principal amount in September [9%3
for %1 04 bilign (ncluding redempuon premeumi and
accrue” interetr) and the remaining 51.2 billion pringipal

amount in Februsry 1994 for 51.18 bilhon (including
redempon and  accrued niereit)  Ihe
September 1995 redempnon was financed sath proceed:
from & 3500 rmullion istwance of 7.75% ten-year noies 0
June 1995, proceeds from 3 3174 million iisance of the
PERCS wn Auguit 1995 and availatle cash and equivalents
The February |996 redemprion was financed with pro-
ceedi raned from a 3575 million issuance of the Preferred
Trust Securities in December 1995 and proceed) from 3
$750 muilion ssuance of cerun debentures n Jancary
1998 In connecuon therewith, Time YYarner recogruzed an
extracsdinary loss of $16 million in February 1996

InAugust 1995.Tone Yarner redeemned ali of s 555

prr_m.umi

billion principsl amount ol outstanding Reiet Botes in
exchange for new securities, conmsting of approsimately
454 mullien aggregate princigal amount of Floating Rate
MNotes due Augure 15 2000 approwimately 3171 million
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aggregate principal amount of 7 973% Noter due August
15, 1004, approximately 5545 mullion apgregate princizal
amoun: of B.11% Debentures due Augurs 15, 2004 and
appraximately 5545 mihon aggregate pringipal amount of
8 18% Debentures due Auguss 15,2007

Asset Sales

As part of a continuing strategy ta enhance the financial
position and credit satistucy of Time YWarner and the
Enteruinment Grouptan asset 1ales program wai injtiated
in 1995 Including the sale of 51% of TYVE's interest in Six
Flags in June 1995, the sale of an interest in QVC, Inc.in
February 1995, the mle or expected sale of cermain
unglustered cable systems and the proceeds ralsed fram
the monetization of Time Warners investment in Hasbro
ln Augusz 1995, Time Warner and the Enteruainment
Group on a combined basis have completed or entered
inta trangactions that raised approximately $1.6 Billion
for debt reduction, all of which were completed in 1995
except for certain transactions aggregating approximately
$170 million which are expected to cloie in 1994

Credit Statistics

The combination of asier sales and debt refinancings
ntended 10 strenguhen the financial postion of Time
WWarner and the Entertainment Group and. when taken
tagether with EBITDA growth, is expecied 10 continue
the improvement of Time Warners overall credit
jranstegs These crediz stazistics conust of commonly-
uted liguidicy meatures such ay leverage and roverage
ratios The h-erl.le rauo represent: the ratio of toal
dubit. lesy cash ("Net debt”) o towl butinery segment
EBITDA, less corporate expenses (“Adjusted EBITDA™)
The goverage ratic represents the rmato of Adjusted
EBITDA to total interest expense and/or preferred divi.
dends. Thote ratios, en 1 pro forma bavs far 19953 and on
an historical basis for 1994 and 199). are a3 1et forth
pelaw for each el Tirme Warner and Time Warner and the
Entertainment Group combined. Certain rating agencies
and other credit analyits place more emphasis on the
comtnned ratios whie others place more emphasis on
the Time Warner stand-alone ratios. It should be under.
signd, however, that the assers of the Entertainment
Group are not freely available 1o fund the cath needs

al Tvme ¥Warner

LA

a8

Timevwsarnear

Net dest/Aduied EBITDA =0 § 1. V2
Adruited EBITOA Interasc™ Lés 14y i
Adusted ENITDAInterest
and preferred L‘---'dt:'l-ill-“. (B | 4 )
Time Vvarnes and
Entertainment Group combined
MNet debt/Adjuszed EBITDA 47a §le bae
Adiuted ERITDA Interest™ lda 1lin Y
Adjusted EBITDASInterest
i FR L |"il

and preferred dividends™™
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Cash Flows

Durimg 1995 Time Warners cath provided by operaucns
amaunted ta §1.051 Billion and reflected $1.256 bdiion ol
EBITOA fram ity Publuhing. Music and Cable businesies
$1.061 billon of net éatributons from TWE and 315
millign frem the secunnzation of recevables. less $%59
millian of interest payments, 3178 million of income Qe
$74 million of corporate expenses and 3191 mulkon
related 1o an increase i other working capital require-
ments, balance theet accounis and noncash mema Cash
provided by aperations of $473 million in 1994 reflecred
$1 150 Bulion of EBITDA from the Publishing and Muwic
businesses. $120 mllion of net dutnbutions from TWE
$179 milion from the tecuritization of recewables, lew
$£539 million of interest Fayment. 3119 milban of income
tames, 574 milbon of corporate expenses and 522 million
related 1o an increase in other working capital reguire-

ments. balance theer actounts and noncath wems
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Cash uted by ihweslng 32t«otel Excludg neest-

meni progeeds, increased o 5657 mutop n 1893, com.
z1red to 5351 milies w1994 grinzizaily av 2 resulc of
higher inveszment spending by Time “Warner's busines
vepmants At resull of management s asiet sales program
investment proceeds increaved o 5374 millign in 1995
compared to $118 million in 1994

Cash provided by financing acuvities was 5113 million
@ 1995, compared ta cash used by finanaing acuwiuies of
S158 million in 1994=princigally a5 a result of the receip:
of proceeds from the itsuance ol the Preferred Trust
Securities in December 1995, offiet in part by the use of
availatile cash and equivalents to redeem a porton of the
8 75% Convertible Debentures in September 1995 In
addition, cash dividends paid increased to 3171 million in
1995, compared to $142 million in 1994

The assets and cash flows of TWWE are rescricted by
the TWE partnership agreement and are unavailable to
Tume VWarner except through the payment of certain fees,
reimbursements, cash distributions and loany, which are
subject to limitations. Under the New Credit Agreement,
TWE and TWI Cable are permirted to incur additional
ingdebtednels to make loans, advances, distributions and
ather cash payments to Time Warner, subject to their
respective compliance with the cash flow cowerage and
lewerage fatio covenants conzained theren

Management beleves that Time ¥YWarner's aperating
cavh flaw, cash and marketable tecurdtier and additional
barrowing gapanily are wufficient 1o fund oy capetal and
liquidity needs for the foreseeable future without distr.
butiond and loans from TWE above those permitted by

exiLLing Afreementy

ENTERTAINMENT GROUY

19935 Financial Condition

The finanzial condivon of the Envermamment Group, pring
pally TWWE, at Decemnber 31, 1995 was affected by the for-
matian of the TWE-Advance/Newhoute Partnership, the
Sie Fiagt Trantaction and the consolidation of Paragon The
Errercainment Group had $6.2 billion of debe. $1.4 billion
af Time Warner General Partners’ senior priority capital
and 566 bihion of partners” capital (net of the S1469 million
unccliected portion of the note receivable from
U SWWEST) at December 11, 1995, compared 1o 37 2 billion
of debt S04 buven of Time VWirner General Partnery
wemor prooricy capizal and $6.5 billion of partners” capital
it Decernber 31 1994 The §1 bilion reduction i debt
resuited principally from the Six Flagy Transaction In

addimon, princgally as a result of the payment of over $1
Eally I

Timap

bilhgn af distridutiona 12 Time Warner in 1993 caan 4
eguivalents gecreased 1o 3109 milhan at Decembe
1995 comaared to 510 Bdlign at December )i

far

|-

reducing  the  debr-net-olzash  amouniy e
Entertainment Group o 36 bihon and 361 alie

reipestively

Credii Stalislics
Principally 33 3 result of the formauon of the TWiE
Advance/MNewhouie Partnershup  and  the S Flage
Transaction, the Entertinment Groups leverage and
coverage rauos smproved in 1995 on 4 pro forma basvs
a1 st forth below

Pra Ferma L

#FE- (LT red)

Net debt/Adjusted EBITOA Jux AT 1«
Adjuited E&fTDNlﬂI!'EI! Jin Jin b

el Prw florma rozn for [9RS v oo 10 BN oo of the TWT
Adworcaibvrmnanite B rtreried 2o rrfmenceng of epprameeasey 314
B B Brr-manaq o B gedi B9 Comasdonen of Pempea, B ke Fe
Tramuocinn end the L whmmrerd Cotis Dymaaruany, 1 f vock of s
ppaciaal hid sctus od 81 D brmemeeg af |91 Hataecl smues e 199
&4 moe g B hare mei brps prusenerd becsune Dy e D
rprrsong ruauka of scperrd o dapased enttal for snly & perten of e
i Camporass 1 pracend et el v

Suzh rauos may be adwersely affected upan the
tranfer of certain of Time Warner’s newly-acquired cabie
tyitems 1o the TWE.Adwance/Newhouie Partnershup,
which if compieted. i1 eapected to be structursd 10 that
the tyitemnt will be trantlerred subject to 4 poruon
of Time Varners debr thereby reducing the financial
leverage of Time ¥varner and increaming the under.
leve Lged capiabizauon of the TWE-Advance/iNewhouse

Partnership and canteguently, TWWE

Cash Flows

in 1995, the Entertainment Groups cash promded by
operationy amounted to 31 4%5 bidbon and reflected
$1052 billian of EBITDA from the Filmed Entertamment

" Six Flags Theme Parks, Broadcasting-The WH Neowark,

60

Programming-HBO and Cable bunineises and $159 mullian
related to 3 reduction in working capital reguirementy
other balance theet accountt and noncash itermi. lesy 3577
milhon of imterest payments. $7% millon af income Linel
and $64 mullion ol corporate enpenies Cash provided by
operations of $1.341 tiilan n 1994 reflected 51811
llign of busmeis regment EBITDA and $ 160 mulkon
related to & reduction 1n working capital requirements
other balance sheet accounts and noncath inems less 5521
mullion of intergst pipments $49 mullon ol wncome tases

and 360 millien of corparate expenies
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“ash used Sy inwesting acuwities cdesreated o §750
milen an 1995 compared 1o $1 770 Silion n 1994, prin

ally as 3 resuls of 2 51| billion increste in inveszmen:

sroseeds relating (9 Manapementt aiiel salel program

Capizal expendizures incressed ta §1.651 billion in 1995,
rampared to $1.215 Bilan in 1994, principally as 3 resuis
of righer capial spending by the Cable Divition

Cash ysed by financing activities wat 31,407 billisn in
1893 compared 12 cash provided by financing activinies of
S162 million in 1994mprincipally 2t 3 retult of an approw.
mate 5! billion reduction in debt in 1995 and a 5943
muilion sncre ise in distributions paid to Time YWarner,
offiet 1 part by a $368 million increais in collections on
the note recewable from U 5 WEST that were uied to
parzially finance the capital spending requirements of the
Cable Divisian

Management belreves that TWE's operaung cash flow,
cazh and equivalents, collections on the U § WEST Note
and adevbonal borrowing capacity are sufficient to fund it
captal and liguidity needs for the foreseeable future,

CABLE CAPITAL SPENDING

Gince the beginning of | 994, Tume Warner Cable has been
engpiged in 3 plan 10 upgrade the technological capabilicy
ard relabdity of its cable television systems and develop
new services, wiuch it believes will positon the busmess
far suitaned, long-term growth, Capital ipending by Time
Wirner Cable,including the cable operanions of both Time
Warner and TWE, amounted to 51.34% bilbon in 1995,
compared to 3778 million in 1994, and was financed n
pars through collestions on the note recewable from U 1
WOEST of 600 mullian i 1995 and 5134 million in 1994
Catle capizal spending for 1994 3 budgeted to be approai-
frately 51.6 billion and i3 expected (o be funded pringipaliy
by zable operaung cash flow and 5169 million of collec-
tioms on the remarung poruon of the noie recenable from
L SWEST In exchange for cerwan flexibilicy in establahing
cable rate pricing structures for regulated lervices that
went cnio effect on January |, 1996 and connstent with
Time “Warner Cable’s long-term strategic plan, Time
“Warner Cable hay agreed with the FCC to invest 4 total of
84 5l
af 123 cable infrastructure, which 13 expected to be sub.

i gaprtal cowty in cannection with the upgrade

stamually completes over the next five years. The agree.
ment with the FOO covers all of the cable operations of
g ludihg the owned or managed
af Time YWarner. TWE and

=g WWyrnes [ able

alie telesinan  byilemmd

FimE
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1he TWWE-Advance/ Newhoute Prrtnershs Managemers
exgern to tontnue 12 finance sush lesel of ineesimen:
pringipaliy throgugh the growsh in cable operating zash
fow denised from ncresses insuSscnoers and cable rates
borrgwingi wnder the New Credit Agreement and the
develgnmani of new resenue $ireaT from expinged pro.
gramming cpuons, high 1peed gan tranimision, telephony

and other tervices

OFF-BALANCE SHEET ASSETS

Al discusted below, Time WWarner believey that the value of
certain off-balance sheet sasets should be consdered.
dlong wath other factory duguited eliewhere here ., in
wvaluaung the Companys franczial condition and proipects
for future resul~s of operations, inclugeng its abuity to lund

its capital and Liguidity needs

Intangible Assels

Al 3 creator and diatributor of branded information
and enterLainment copyrights. Time Warner and the
Entertainment Growp have o significant amount ol inter-
nally-generated intangible assets whose value i3 not fully
reflected in thewr respective consohidated balance sheets
Such inzangible asseis extend across Time VWarner's prin-
cipal business interests, but are best exemplified by Time
Warners coliection of copyrighted music product i
interests in Warner Bros’ and HEO' copyrighted film and
televizion product hibraries, and the creation or exiennon
of brands, 33 in the ase of Time Incs new magatine utles
or The Wi Metwork Generally accepted accounung prin
cipler do not recogrize the vaiue of Juth asiels, except 4t
the ume they may be dcquired in 3 business combination
accounted for by the purchaie method of accounting
Becarnie Time Warner owni the copyhghts to such
creatve material it conunually generates rewenue through
the sale of such product acrods different medil and an
new and exisung markews, The value of film and televizion-
related copynighted product and trademarks u contnually
reaized by the licenying of films and televibon seras to
tecondiry marketi and the hicenuing of trademarks, tuch
31 the Locney Tunes characters and Bsomon, to the rewul
industry and other markets, In addiven, technologicsl
advances, such a1 the intraduction of the compact duc and
home videccassette i the 1980 and potentally the dipual
werdatde e in the future. have hotorigally generated
ygrifizant revenue upportunities through the repackaging
and wale ol sueh copyrighted products under the new

wawmwlE




technglopieal format ALIercagir

raee pignificant of-salance shee: ause. «3lae thag o ol

Jut™ mLAPTTe A1Ee:
tully reflacted In the zonsolidated Balsnce sheets of Time

WWarner ar the Entertainment Grouwp

Warner Bros. Backlog

¥arner Bros. backlog. representing the amoynt of
future revenue not ye: recarded fram cash contraces for
the licenting of theatrical and televinon product far pay
zable network, bawes cable and syndizated televinon
extitution, ameunted to $1.056 billion at December 31,
1995, compared to $B52 million ar December 31, 1994
{including amounts relating to HBO of 5175 millian at
w124 date) Becaute such contracts are for the liceniing
ef theatrical and televinon product which have already
been produced. the recognition of revenue i principally
anly dependent upon the commencement of the avail.
ability period for telecast under the terms of the relited
ligcenung agreement In addition, cash licensing feet are
sollected periodically over the term of the related lizenuing
agreements. Accardingly, the partion of backlog for
which cash advances have not already been received has
significant off-balance iheet asser value 33 2 source of
future funding. The backliog exciudes sdveruning barter
contraces, which are alio expected to result in the future
realization of cash through the sale of advertising 1pots

recerved ynder such contracts

INTEREST RATE AND FOREIGN CURRENCY
RISH MANAGEMENT

Interest Hate Swap Contracts

Time VWarner utes interest rate twap CONTraCts o adjust
the proporton of total debt that b subject (o varable
and fixed interest rates, At December 31, 1995 Time
Viyrmer had interess rate twap contracts t2 pay flaaung.
rates of interest (average six-month LIBOR rate of 59%)
and receive fixed-rates of interest (average rate af 54%)
an $1& hilkon notionsl amount of indebtedneis, which
retulzed in approximacely 41% of Time Yarner's underlying
and 41% of the deb: of Time Warner and the

Celt
Encerainment Group combined, being wubject to variable
intesest rates. The notonal amount of oulatanding

Tomd

L

cantrazts at Clecemagr 31, 19%5 gy year of mii

aiong =0 the relatel averape fuedorater of «nieren
S¢ received and the aserage fanngeorates of interes

be pard. are a1 follows 1996.5J00 millios [rezdieds 3%
pay-55%). 1998-572C
199951 1 bdlion [recewe-5. 5% pay -5 958} and 1000 542,
million (recewe-5.5%. pap-5.9%) At December 11, [554
Time Warner bBad intereif rate twap contracts on 517

bilion notienal amount of indebtedness

mulban (rezewe-3 5% pap 3t

Based on the level of wmtereir rates prevadag ac
December 311595 the fair value of Teme Warnert fiaed.
rate debt exceeded it4 carrping value by $407 million and
it would Rave coit 59 milbon to terminate the related
nterest rite iwip contraciy, which combined u the
equivalent of an unrealized lots of $416 meilion Baved on
Time Warner's fimed.rate debt and re .ted interest raze
swap contracts outitanding at December 11, 1995, eacn
1% bayis poing ingrelte or decrease m the level of interes:
rates prevaing at December 11, 1995 would result 02
net reducuon of o create in the combined unrealided loat
of approximately S185 millien, respecuwely, ncluding
respective cosis of sawngs of 316 - lion to termendie
the relited mierest rate swap tontracu Based oo n
level of interes: rates prevailing at Decermber )1, 1994
the fair value of Time Warner's fixed:rate debr way 3572
million less than its carrying wa'ue and it would have cout
£234 million to termunlte (I MTerelt rate twap [OAITECN,
wiith combined wal the equivaient of an ynrealizes g3n
of $1356 millen Unrealited guny or lozser on deb: or
jRterest rite swip Contracii 3re not recognited unlies
the debt ik retired or the CORLFACTY are terminated prios
ED ¢ pF maiurily
Although charges in the unrealised gaint or lows: o0
intereit rate swap contracts and debt do not result i the
realization or expenditure of e31h unlels the coniracli are
terminated or the debt i3 retired, each 15 Bawn pont
increste or decreste in the level of interest rates relazed
to Time Warners varniable.rate debt and interest rate 1w=ap
contraces would respectively increate or dewisaze Time
Wairner't annual interest eapenie and reflated sash
papmenti by approwrmately $11 millign ncluging 57

millioo related 1o mrerest rate Lwap Coniract

s R NER




Foreign Exchange Contructa
Tire \Warner uses foregn exchange contraszs snmanly
T hedge the risk that unremitted or future rayaines and
license fees owed to Time Warner or TW:I comeins
companies for the sale or anticipated 1ale of U5 caar:
rghied products abroad may be adweriely aflected by
changes in foreign currency exchange rates As part of iy
overall strategy to manidge the level of expoiure o the
riix of foreign currency exchange rate fluctuations, Time
Warnar hedges 3 @rtion of its and TWE's combined
foregn currency expotures antizipated over the ensuing
tweive month period. At December 1|, 1595, Time
Warne- hay effectively hedged approximately hall of the
combined estimated foreign currency exposures thae
principally relate to anticipated cash flows 1o be remitted
to the US. over the entuing twelve month periad. using
fareign exchange contracts that generally have maturities
of three months or less, which are generally rolled over
o provide continuing coverage throughout the year Time
¥Warner often closes foreign exchange sale contracts by
purchasing an offyenzing purchate contract At 7 scember
31,1995, Time Warner had contracts for the sale of 5504
miliion and the purchase of $140 millien of foreign
currencies at fixed rates, primarily English pounds (29% of
ner contract value), German marks (19%). Camadian
dallary | r'&."q, French francs (16%) and Japanese pen (5%),
compared to contraces for the sale of 3551 milhon and
the purchate af 5109 mullion of tnrm:r: currencies at
December 31,1994
Unrealized gang or
exchange contracts are recorded in income a3 the market
vilue of such contracts change; accordingly, the carrying
walue of fareign exchange contracts approximates markes

lasses reflated wo foreign

walue The carrying value of foreign exchange contraces
wat not material 3t Decemnber 31 1995 and 1994 No
cath 1 required 1o be receved or pad with respect to
the realization of such gains and losses unul the related
faregn exchange contrazty are iettled, generally at their
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seidechve M3t _or e careg 1o 1998 gadd 1994 Time Weenge

s12 810 =iz gn¢ §1) milon respestively and T
ha2 10 muilan and 520 milhes, respectively of net o€
on foregn excttange contracis, which were or are

expecied 12 be cfiel by corresponding mcreasel in the
gollar value of forergn currency ropalties and license fee
payments that have been or are anticpated to be recenved
in caih from the sale of US copyrighted products
sbroad. Time VYarner revmburier or o reimbursed by
TWE for contract gaint and losses related to TWEY
fbl'tl:n CUrrency exposure Far':ln currency Coantracis
are placed with & number of major financial institutony in
order to minimize credit rivk

Bated on the foreign exchange contracts outsmanding
at December 11, 1995, e3ch 5% devaluation of the U5
collar 2y compared to the level of foreign exrhange razes
for currencies under contract at December 11, 15995
would result i appromimatesy 525 mition of unrealized
losses and 57 milkon of unrealized paing on foreign
exchange contracts inmiving fareign currency sales and
purchates, respecively. Zonversely, 3 5% apprecation of
the U.S, dollar would result in 3215 muibon of unrealized
gains and 37 million of unrealized loites, respectively Ar
December 31, 1995, none of Time Warner's fareign
exchange purchaie comtracts relates to TWES foregn
currensy exposure, However, with regard to the 523
million of unrealized [ostes or gains on foregn exchange
sale contracti, Time Warner would be reimburied by
TWWE. or would reimburse TWE, respectively, for aparas:
imately S& mllon related to TWES faregn currency
expoture. Conpistent with the nature of the economic
hedge .rovided by such forergn exchange contraces such
unrealized gang or lotieir would be offset by corre-
1ponging decresses or increales, l'l'l.p!:'.tvtl'_r. in the
dollar value of future foreign turrency royal., and Licente
fee payments that would be received in cath within the
ensuing twelve manth perwd from the sale of US copy-

righted products abiroad




Consolidated Balance Sheet

Secr=aer )1, (mwllang, £r2e3] B00 KT POl (L I
ASSETS
Current assets
Cash and equivalents 3 423 s 1M
Becevables, hess allowdhces of $785 and §768 1,755 141%
Inventories 441 173
Prepaid expenses B4 118
Tozal cu-rent assets 1710 117
Cah and equivalents 1egregated
for redemption of long-term debt §37 ey
Investments in and amounts due o
and from Enterrainment Group 373 3330
Onher inweitments 118% 1.555
Land and buildings 411 411
Cable televition equipment 181 :
Furniture, fixtures and other equipment 1194 bal)
1983 14102
Lest accumulated depreziauon (B47) (657)
Property, plant and eguipment L) 751
Musis catalogues, contracts and copynghu 1 14 1.7
Cahle televition franchises 1A% -
Goodwill 5111 4430
Orher asiets Sad 404
SikTin

Toal asiets

U
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LIARILITIES AND SHAHEHOLDERS' EQUITY
Current Uabilities

Tk

Aczcounts payable 3 471 5
Royalies payable = 758 T
Drebt due within one year i1 13}
Orther currenc liabilities 1.54% 213
Towl current labilities 1021 1802
Long-term debt 8907 L8
Deferred income taxes 1420 L1060
Unearned portion of paid subscripgions 654 4
Other labiites $38 a
Company-cbligated mandatorily redeemable preferred securities of subuidiaries

holding solely subordinated notes and debentures of the Company™ 41
Shareholders’ equity
Preferred stock. $1 par value, 150 million shares authorized, 19 7 million and

952 thousand shares outstanding, $2.594 billian and $140 million hguidatinn preference 2 i
Camman stock, 31 par value, 750 mullian shares authorized. 187 T million

and 3797 million shares outstanding Jaa 7
Fad-in capital 5421 1584
Unrealized gaing on certain marketable securtiies & 133
Accumulated deficic (1L289) (1850
Toul shareholdery’ equity Jas7 1,143
Toual Labdives and shareholders’ equity s $ieTis

{21 lmrhaes 5174 mmdian of preferred secunmTl (AT e medvematr fir COUN o, 1 Ty om0, eppemevnetey [ | osion shanrs of Mevbes, inc

e gmach pead By Tema Weaewy (Weie 8

et gczsmpaye AatEl
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Consolidated Statement of Operations

Tere1 Ledigd Dupcp=ger J1, [melzan garesd 3o shor ormsml L4 [k tie)
Hevenues ” < a0s? $ .39 § &858
Cout of rewenues™™ 4887 4307 PR
Seiing, general and administrative ™ 1.683 L17s Lig
Operanng expenies L0 6.58) 990
Business segment Operating income 497 Ti) (1]
£quity i precas incoma of Entermainment Group™ 154 178 181
Imteres: and other, net™ (877 {714) 7i9)
Corporate ecpenies™ (74} (78} 7
Incame before income taxes b L1 L1
Inceoime taxes (116} ] (145)
Loty before extriordinary item (114) (%0 (1)
Exiraordinary loss on reurement of debr net of 526 million and
517 million income tax benefit in 1995 and 199], respecuvely (41, - 5N

Net loss [ 168) 91y (an
Preferred dividend requirenents (E3] 1] (118}
Net loss applicsbie to common shares § [118) $ (Io4) 5 (W
Loss per common share

Lows befare extraordinary mem 5  [44) 5 (1IN L S5
Mer loss 5 150 3 (I 30w
Averaps common shares JLBR | 1789 47

(2] impiotrn the fplsmenf came (REBeATE]] ARate U RSty meh e L oorrianmens Gomied med aises shqied (erpurer] for the pran) eded
Secpmser 11 1795, 1884 et |#9), respeciesty revtmets 511 | maiian, 3101 rdian gnd 5170 mulisn, goat of sevsas 1 G maiian, (1 0F) et oot b2}
e ek g pnwwegwmuin‘m.llfmw 57 malgn ey o prrinn et of (e (o P 1) i, B0 1) e d
511§ e rrewns g pgver, met- 31 T) miben, §1 1 e o B 4] sl @ reepaerie prprarn 180 g §i] e g §80 rebon

(M) Iathdes Bramronies faf ST Eres mepeee of S L) | B B § e

Ben G e | AIIRE

6
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Consolidated Statement of Cash Flows

Tezrt Snded December 11, malbani] oy 1 s
Operutions
Mer loss 3 (tad) [e1) $ g
Adustments for noncish and nonoperalng nemi
Exzraordinary loss on retirement of debt a1 - 34
-
One-ume tx charge” - - ]
Degrecauon and amorzization 559 4317 414
MNarcash intefest expenie 174 219 183
Excess (defictency) of distributions over equity 11 pretax ingome
of Entertainment Group 87 [54) [241)
Eauiry in income of other investees companies,
net of distribuzions {14 (mn o
Changes in operating assets and labilities
Aecervables (68) (47} U]
Inwentories [13) [18) b3+
Accounts payable and other liabiities 14 124 104
Onher Balance shees changes {141} [158) (152}
Caah provided by operationi 1.051 47) 157
Investing Activilies
|westments and acguisitions {1aq) (187} {175
Capital el‘pem!ﬂ:urﬂ. {184} {64 (1%9)
investment proceeds 174 ia [}
Cath used by inwesting acuvities {171 {211) o
Financing Activities
Barrowings Lol L8l ATl
Clebit repayments [1L6%]) (818) [15%%)
issuance of Company-oblipated mandatonly redeemable preferred
securities of subsidanes 44 - -
Redempuon of old Series D preferred ntock - - (A AT
Dhwidends pad {171) [142) 2%4)
Sioek pption and didend reinvestmens plany 104 14 %1
Other, principally financing colt ¥1) (s} (141)
Cash prowided (used) by financing activities 13 (158} T
Inerease [Tlecrease) in Cash and Equivalents %) al el
Cash and Equivalents at Beginning of Perioed 181 199 54
m 5 14

Cash and Equivalents at End of Peniod™

i) Aptery 4 JT0 memia s psprpsig @ Firme Wisrnee ) defercrd sgemg Loe Badsiny @ 0 renS of sww 12 bre engred o [T

181 ARl DT Bnd Aeeruread E3UA Bad Agweewail 81 Detemaes 10 1FER)

bire piiapEaery ARl




Consolidated Statement of Shareholders’ Equity

(gl weiwdd Bed WRET Emaynal Brech T Lol

BALANCE AT DECEMBER 21, 1892 | S 31N § Bals i - 3 (%ad] AR
Mer Loss [22 faa

Dwidends on common stock-5 11 per thare 11 1%
Oividends on Series B preferred stock-5%.18 per share i (Y (%

Dividends on old Series C and D preferred stock
to dates of redemption or exchange
Exchange of old Series C preferred s1ock and

redemnption of old Seres D preferred stock {128 (4 143 (i) (& &7%;

Unrealized gains on ceraain marketable equity

invesiments at adopuon of FAS |13 105 104
Shares istued puriuant to 3IDCK opuGn

and dividend reinvestmens plany 4 1
Cther 9] [} L]

[

BALANCE AT DECEMBER 31, 1982 I 174 1417 104 (1751 IR
Met Lo 10 ey
Divider 41 on comman 1tock-5 15 per thare

(5.09 per share per quarter e¥ecuve for the

second quarter of 1954) [133) [y
Dwidends,on Series B preferred 11ock-39.28 per share [l (1B }] (3]
Unrealized lotses on certain marketable

EGuTY IMRITMEnty 2531 Y
Shares nsued puriuant to 1tock opuon

and dwidend reinvestment plans i §l
Other 0] i3 il

HBALAMCE AT DECEMBER 21, 1994 | m 1544 n (1950} | 144
Mt Lows [1&d) {lad)
Dmidends on comman 1tock=5.36 per share {138) ELE
Oividends on Series B preferred stock=-36 40 per share 1 [8) 15
Owvidends on new Ser.es C 0, G, H and | prefersed

stock~53.75 per share per year effecuse from the

reipectve dated of nivance [44) [
lysuance of common and preferred stock in the

KBLCOM and Summit agquisitions i | 1187 I 184
lstuance of preferred stock in the ITOCHUMothiba

Transaction 1] 1,323 (18 1]
Unrealized losses on certain marketabie

EquUItY inveItments {14} L]
Shares itsued pursuant to s10ck opuon

and dividend renvestment plam 2
Orher 1 ' it 1%

L |+ ] § Jed § 441} 4 114 $13m%) IS ETE

foe gtrpmpasynyg ryiny
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Notes to Consolidated Financial Statements

1 DAGANIZATION AND SUMBMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Time Warner Inc. (“Time Warner™ or the "Company™} is
the worlds leading media company, wheoie principal
business objective 15 (g create and dintribute branded infor.
mation and enterminment copyrignis throughout the
world. Time Warner has interests in three fundamenul
areas of butiness: Entermmment consisung procpally of
interests in recorded music and munc publshing. filmed
enteruinment, broadeastng. theme parki and cable tele-
vizion programming. News and Information, consaung prins
zipally of interesty in magarine publishung, book publishung
and drect marketing: and Telecommunications, conssung
principally of interests in cable telewision
Subsuncally all of Time YYarner's interests in filmed enzer.
winment, broadeasting. theme parks. cable teievision
programming and most of its cable television syitems are
held through Teme Warner Enterminment Company, LP
[ TWWET), a partnerihip in which Teme Warner owns a
74 49% rewdull egquity interest and certain prigrety capital
interests senior thereto Time Warner does noc contolidate
T"WE and certan related companies (the “Entermainment
Group”) for financlal reporting purposes because of certain
lirmited partnership approval righo related o TWES

srilerma

intereit n certain cable televition systemi

Each of the butiness interests withun Entertinment,
Mews and Information and Telecommunications is impor-
tane to mamagement’t objective of increasning shareholder
value through the creation. extension and distnbutic | of
recogrizable brands and copyrights throughout the
world Such brands and copyrights incluge (1) copyrighted
¢ fram many of the world's leading recording artists
that i produced and duatributed by 3 family of esabinhed
record labels tuch 33 Warner Broi. Records, the Atlantue
and Elewtra Entertsinment Groups and WWarner Music

Interpavional. (7] the unigue and extentive film and rele.
wigian hbrares of Warner Bros. and trademarks such as
the looney Tunes characters and datman, (1) The WA
Metwork, a new natanal broadcastng network launched
@ 1995 a1 an extenvon of the Warner 8ros brand and a1
an addsional atrbunon outiet for Warner Bros’ collec
sion of children cartacny and telewtion pr:;;ummm‘_fl]
S Flags the largest regional theme park operator in the
Imited States, i swhich TWWE owni 3 49% incereat,
[5) HBD ana Cwnermax, the lea ding piy televiion wervices,

&) maganme framcnives such ay Time, Peopie and Sporls

L

G4

flyrtroted and direst markeing Srandy gui™ w Time .
7z and Book-of-the.Month CTlul and (7) Time Waar-«-
Cable, the second largest operatar of cadle elew: s
systemy in the L.

The operating resc'ts of Time Warner's waricus
business intereits are presented herein 41 an indicauon of
financial performance (Note 11). Exreat for suariup
loises incurred in an effiort (o ¢reate value in 3 branZed
national broadcasting network, Time Warners princaul
Butiness interests generate agrificant operaung niome
and cash flow from operations The cath flaw from opera-
tiony generated by such butiness interests i significantly
freater than their operaung income due 2 significant
amaunts of noncath amoruzauon of intnpble aszes
recognized in various acquentions accounted for Dy e
purthate method of accounting Noncash amartitation af
inangdle astets reccried by Time Warners Supnen
interests, including the uwwonsolidated bunineis ntereits
of the Entertainment Grodp. amounted 1o 3811 makon in

1995 $782 million i 1994 and 5768 mullion in 139]

Hasis of Consolidation and Accounting
for Investmentis
The comohidated financal suatements nclude 100%
of the assets, habilinies, resenues, expenter shcame. lait
and cash flows of Time Yarner and all compamier
which Time Warner hai a contreling voung mierest
[Trubvdiaries”), 3y of Time VWarner and 4 subsnidinrey
were 4 tingle company Sigrificant intercompany sccounts
and transact Ay between the consalidated companiel
hawe teen enrminated

The Entercainment Group and inveitmentt in certan
other companies in which Time ¥Warner has sgnificant
influence but less than a contralling voting ntereil. are
accounted for using the eguity method Under the squity
method, only Time Warner's investment in and amounti
due to and from the egquily investee are included i the
consolidated balance theet. only Time Warner thare of
the inveiiee’s earmings 1 inciuded 0 the comahcsied
operating results, and only the dividends, cath @isin
butians, loany orf other cavh received from the inwesiee,
iess any additicnal cash mvestment, loan repapments
or oiner cash paid 1o the inveiler are ingluded w the
consohdazed cath faws

In aceordance with Fingncal Accoununsy Standard
Board ( FASB”) Statement Na. |15, “Ascounung For
Certain Investmenis in Debt and Equity Secarnes | FAS
1187} invertments n companies i which Tome Warser




2aes not have the controllng nierest or 4n ownershig
17¢ woting inzerest 12 larfe o to exert vpmfizant influence
are dzzaunted for a marke: walue f the inwesimenis are
aunhely sraded and there are no resdle restricliont. or at

coss. if the sale of 1 publicly-traded investment (i

reszriczed or if the investmen: i3 not publicly traded
Unrealized gains and losses on invesrments azcounted far
13 market value are reporied net-of-ux in 2 segarate
component of shareholders’ equity until the investment is
32!d, at which time the realized gain or loss it included in
income. Dividends and other distributions of exrmings
from both market value and cost method investments are
ingluded in income when declared

The effect of any changes in Time ¥Warners owner-
thus noeretts resulting from the issuance of eguity
capial by consolicated subsidiaries or egquity inveslees
ra unaffiliated partier i3 intiuded in income

Foreign Currency

The financial position and operating results of subitan-
tially all foreign operations are coniolidated wiing the
local currency as the funceional currency, Local currency
assess and labilitier are translated at the rate: of
exchange on the balance sheet date. and local currency
revenuet and expenies are translated at average ratet of
exchange during the period, Resulung translation gans
or losses, which have not been material, are incluced in
azcumulated deficly Foreign currency transaction gaing
1nd lossed, which have not been material. are included in

aperating results

Use of Estimates

The preparation of financial smatement in conformity
with generally accepted accounting principles reguires
management to make estimated and assumptions that
sftfec: the amounti reported in the financial statements
and footnoies the wto, Actual results could differ from
those ectimates.

Signifizant estimates inherent in the preparation of
ihe accompanying consolidated finangial statements
inzlude management’s forecast of anticipated revenues
fram the sale of future and exiszing music and publishing
related producis 0 arder to evaluate the wiumate
recoverability of accounts receivables and artist and
suthar advances recorded a2y asiets In the comolidated
malince theet Accounts receivables and sales in the
mupc and publishing industries are subject to twitomers’
pights to return untold itemy Management periodizally
reviewy such estumatet and it iy reasonably posnble that

management’s asteniment of recoverability of accounty

LI
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receivables anc indwvidual arait and author advances Tar
shange hajed or artaal relutss and ather facior:
Hevenues amd Losts

The unesrned saruza of pacd subsempuony o dafessel
unul magazines dre delivered 12 tubizrioers Ugas eacn
delivery, a propartuonate share of the gress subscristion
price is included in Fevenues

Inventories of magarines, books. carsertes and cam:

pact ciscs are s1ated a: the lnwer of coit or esuimates

realrmable value, Cost o determined using firgt-in, fis
out; last-in, first-out. and average cost methodd
sccordance with (ndustry practice. cerwain progducts
{1ueh as magazines, books. compace dises and cassetted)
are 30!d (o customers with the right to return uniold
jrermi Rewenues from tuth sale: represent grois sales
less 3 prowisign for future returns Returned goodi
included in inventory 2re valued at estimates realizable
value but not in excesi of cosr

A gignificant porsion of cable syitem revenues
are derived from subscrider ‘ees, which are rezorded a3

revenue in the period the service i1 provided

Advertising

Adwertising costs are eapenied upon the first exhibiton
of the advertitement, except for certain direct-reiaonse
adwertiting. for which the costs are capitalized and amer-
tized over the expected period of future benefits Direct.
resnonie adwertinng principally consists ol praduct
prometanal mailings. Srosdeis advertning, caalops and
cther promotionsl costy incurred In the Compings
direct-marketing buninesses Deferred adwertining coiti
are generally amortized over periodi of up to three
year: iubsequent ta the promotional event wiing
straight-line or accelerated methods, with 2 significant
portion of such cousts amortized in twelve manths or
less, Deferred adwertiting
amounted to 5195 million and $175 million at Dezember
31,1995 and 1994, rezpectively Advertiting expenye for
Time YWarner amounted to $1.045 billion in 1595, 3911
millign in 1994 and 5811 emillign in 199]

ezsts for Time Warner

Cash and Equivalents

Cath equivalents conutt of commercial paper and oiher
investments that are readily convernble into eath, ang
have ariginal maturidied of three months or leis
MNoncurrent cath and equivalents at December 11, 1995
consist of net proteeds recewed from the issuance of
Preferred Trust Stcurines in December 1995, which ware
regregated for the redemption of the 8 73% Convertible
Debentures i February 1996 (Notes 6 and B)
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Froperty, Plant and Equipment
soated at
and  equipmen:

jemerally inglude material, lador, overhead and interest

fraaerty, plant and equizmen: ire cout

Azzuons o cable property. plant
Deareziauon iy provided generally on the straght-line
meznad over useful lives ranging up 10 fwenty-five years
far buildings and improvements and up to fifteen years
for furniture. fixiures, cable televition equipment and
other equipment,

In March 1995, tMe FASB issued Saarement of Financial
Aczzounzing Sandards No. 121, “Agcounung for the
Impurmert of Long-Lived Assets and for Long-Lived Astets
ta Se Dispoted OF" (“FAS 121"} efective for fiscal years
sepnming after December [5, 1995 The new rules establish
sandards for the recognition and measurement of mpair-
ment loisei on long-lived assets and cermin intangible
assers. Time Warner expects that the adoption of FAS 121
will ot have a material effect on its financial satements

lutangible Assats

As a creator and distributor of branded information and
entertainment copyrights. Time Warner has a significant
1ad growing amount of intangible aivets, including good-
will, cable televition franchises and music catlogues,
contracts and copyrights. In accordance with generally
aczepted accounting principles, Time YWarner does not
rezognize the fair value of internally-generated intangidle
astezs. Costt incurred to create and produce copy-
rigated product, such as compact discs and casiertes, are
generally mither sxpented 31 incurred. or capitalized a1
tanpble assews a3 in the case of cash advanzes and inven-
tanible produzt costs. However, atcounting recosgrition
i3 not given o any increasing asset value that may be
ansoniated with the collection of the underlying copy-
righted mazerial, Additionally, costs incurred o create or
extend brands, such 33 magazine titles, generally result in
lasies awer an extended development period and are
recognized as a reduction of inceme ai incurred, while
any correiponding brand value created is not recognited
a3 37 imangible assee In the comobdated balance sheer
O the other hand, intangible assets acquired in business
eombinatians azcounted for by the purchase method of
pzzounting dre capitalized and amortized over ther
esnreted uselul lile av a noncath charge againse future
ress’ts of operations Accordingly. the intangible asiets
reaorted in the consolidated balance sheet do not reflect
the fair value of Time Warner’s mternally-generated
rzangible assets. but rather are limited to intangble
aiesy rewwling fram certain acguintions an which the
tos: of the 123uired companies exceeded the fair value

af their tangible avsets ac the ume of acquiition

TTwiE
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TimeWWarner amornIes goodwill gwer peniadi 4 i

ne method Catle ele.

forty yits USING the sIraiphi
wigion franchites. music catalogues, CONLracty 402 200y-
rignts. and ather muznphle ajieli are amoruies over
periods up to teenty yedrs using the straighi-line
mezhod In 1995, 1954 and 1993 amortization o1 good-
will amounted to $175 million, $158 million and S148
million, respectively; amoruzauon of music copyrghts,
artists’ contracts and record catalogues amcounted 1o
5118 millign, 5115 milbon and 3113 million, respectively.
amoruzation of other intangible assets amounted o 541
millian, §31 milign and $31 mullion, respecuyely, and
amartitation of cable television franchises amaounted 1o
$42 milion in 1993 Accumulated amortization of intan.
gible assets at December 11, 1995 and 1994 amounted 1o
%1845 billion and $1.505 bullion, respecuvely.

Time Warner separately reviews the carryin, qalue of
acquired (stangidle assets for each acquired entity on 2
qua-terly basis to determine whether an impairment may
exitt Time Warner couiders relevant cash flow
and proficabilicy informatic n, including eszimated future
operaung results, trends and other availab'e information,
in assensing whether the carrying value of inanpbie aiiets
can be recovered Upon a determination that the carrying
value of intangible a11et1 will not be recovered from the
unduincounted future cash flows of the dcguired buvness,
the carrying value of such inmanpble assets would be
considered impaired and will be recuced by a charge to
operasiont in the amount of the imaairment Impurment
it measured a3 any defoency in ernmated undncouied
future cash flows of the acguired businesl 10 recover the
carrping lue related to the in@ngible astets

Inrome Tuxes
Ingore taxes are prowded uiing the latimy method
prescrised by FASE Szarement Mo, 109, "Accounung for
Income Taxes” Under the labidity method, deferred
imcame taxet reflect tae carrpforwardt and the net tax
efec:i of temporary differences between the carrying
amount of assers and Labilines for financial statement and
income tax purposes, a4 determined under enactied tax
laws and rates The financial efect of changes in tr laws
or rates (v accounted for in the permd of snactmen:
Fealization of the net operating loss and investment
tax credit carryiorwar?y, which were acquired 1 acqule
sitions, are accounted for as a reducuon of goodwill
of the Enteruinment

The principal operations
Group are conducted by partnerthipy Incoms tas
exgemie includer all income taxes related 10 Time

Warnery allacable share of partnership income and
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-~ =he ImCOME 31X EXpENIE of corporite

4,3mi¢5 of the partneriiips

a3

Stock Options

In ac-ardance with Accounting Prinziples 8oard Opinian
Aa 15, "Accounting for Stock lwued 9 Employees”
compensatan goist for stock options it recognized in
\ncame based on the excess, if any, of the queted markel
price =f the stock at the grant date of the award or
ather measurement date over the amount an employee
must pay o acquire the siock, The exercite price far
s1ock oprions granted to employees egquals er egxceedl
she Fur marker value of Time VWarner commen stock at
the daze af grant. thereby resulting in no recognition af
compensation expenie by Time Warner,

Loss Per Common Share

Laoss per common thare i3 based upon the net lou
agplicable to common shares after preferred dividend
requirements and upon the weighted average of eamman
shares outsmanding during the period The conversion
ol sezurities conwertible inta common stock and
the exercite of stock options were AGL assumed in the
calculations of loss per commen share becaute the effect
wauld have begn anudilutive

eclaxsifications

Ceriam reclasyifications have been mmade ta the prior years
frameial statements ta conform to the 1995 presentation

2 ENTERTAINMENT GROUY

Time WWarner's ipwgstment in and amgunt: due 2 and
trmm the Entertainment Group 3t December 11, 199%
3nd 1994 consist of the following:

flr_..:‘blf T ez IEL} (L ET]
investment in TYWE se179 55184
|nrame tax and stock option related

darributians due from TYWE 122 41)
Credit agreement debt due ta TWWE {400 {400)
ke Batulines due 1o TYWE. pringipally

ralsted 10 home video distribution (3%4) (166)
{_?t.'-.:r receivables due fram TYWE T4 -

Inestment in and amounts due

taand lram TWWE 5.62] 5041
Invescment in other

Entertainment Group companies 1 09
T_n'.:l $5734  55.50

Tiwi

TWE 4 2 Delaware limited partnershig ihat il
zazimilized on June 10, 1992 13 own and Soerite 1uTILIn
2 1lip 4t of e Fimed Entertainment. Programming.HBO
3md Casie bunineiies previouly swred by usnZarees 27
Time Warner. Cerzain Time WYarner submdiaries are
the general parsners of TWE ("Time Warner General
Partnery”) Time 'WWarner icguired  the aggregite
11.22% hmited partnership intereits previgutly held
by submidiares of each af ITOCHW Caorporation
("ITOCHU™) ang Tahiba Corporaton (“Toshiba™) 0
1995 for an aggregate cost &f 31 .36 tullion, consisting of
IS million shares of convertble preferred stock {Seriws
€ Preferred Stock. Series H Preferred Suock and Series !
Preferred Stock) and §10 million n cath  [the
ITOCHUToshiba Tranzaction™). The ITOCHWToshba
Tramsscuion wat accounted for by the purchase method
of azzounting for business cominnaniond

Afcer the ITOCHU/Moshins Tramsacuon, Time
\Warner and certain of ity wholly-owned subsizianel col-
lectively own 74.49% of the pro ran prigrsy capital and
residual equity interests in TWE, and cerzain additonal
senior and jumior priority capial interesid The remaining
25.51% pro raw prority capial and retidual equity hmited
partnership interests are held by » subndary f U S
WEST. Inc. (U § WEST™). which acquired such interesss
in 1993 for $1.512 billion of cash and 3 51021 bulhon
4.4% nete (the "L SWEST Note™)

Each partner’ interest in TWE conuists of the mzul
priority capial and rencual equity amount that were
ansigned 1o that partner or (8 predecessor bated on the
evtimated fur value of the net assets each contributed o
the partnership, as adjuited fer the falr value of certn
sisets diiznbuted by TWE 1o the Time Warner General
Partnersin 1993 hich were not whieguently reacquired
by TWE wn 1995 (“Contributed Capital’). plan wiih
reipect t3 the prioniy capital interests only, any undis:
tributed printity capital relurn The prionity capital return
consitzs of net partnership income allocated 19 da 10
aszordance with the pravisons of the TWE partnerthip
agreement and the right o be aligcated additional part
nerthip income which, together with any previously afla-
cated net partnership income, provides for the varioul
priongy capial rates of rewurn apecified in the tablr
belaw The sum of Cuntriouted Capital and the unEiLn Y
yzed prionicy capital peturn o referred to a3 "Cumulatiee
Priority Capial” Cumulaiive Prionty Capizal i3 not nec:
e1sanily ingicative of the far value of the underlpng prias
ity cazimal interests principally due (o above-market rates
of return on certam priofity Capital intereits as campared
1 tecyurities of comparable credit risk and maturity, wuch
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23 e 1125% race of return on the |unigr prioriny
zapita! interest owned by subsidiaries of Time Warner
Eurtngrmore. the ulumate realization of Cumulative
Priorizy Capetal could be affected by the far value of
TWWE, whugh is subjert 1o fluctuation

A summary of the priority of Contributed Capiul,
Time VWarner's ownership of Contributed Capital and
Cumulanve Priority Capital ag December 11, 1995 and pry
prity capizal rates of return therean is set forth below

. Fresy
Copezi datn
o Az
Proorey 3f Cormulees R per anmam
Camtrinte! Conarbared Praorry  compinencied % Crwne
Capetal | S Copas™ Copasl guartrty] By Feme diamer
Senor priority
capital $1.4 14" 400% 106.00%
Pro rata prionit;
capital EX Y 87 13.00%"* T4 4%
Junuor prioricy
cagital 3 44 13.25%™ 100.00%
Resndual equity
capital 11 i = T4 49%

ig| Drchaten portary) soeny o eyl slacoved therrna

I8} bagaemy miiocaman reicted t prormy copasl reves of rtars ere Scned
6 partrAeg wcame st ey ipetel L adecTueal

fc) et of §1é4 mdon of perrmniiep scame drnSand n el
meartengeg the prasety orpisl erasen Cheeren Sewagh jume 10, 1#PE

f4) 1T OT% fa the wetest canglrmestly dirinduied
o) TE 255 1 the wrmess compprrently dhatnbetied

if) Aevaual egety crptsl 0 Mot wecvied £ momed Sreesy mtrs of frien dnd
ri heth, & Cormdeies Prorty Copial o equdl 1 @1 Camnduned Capaad
Hamrgs o 1ne C210 of CErtan even Buth @1 e bpuecanen o Suseeten of
e £, rrishuct agumy crpel @ enothed B3 @y ercvid of T fow snlor of tne
wrc cmety of Tl pers 190 sgprpone omaeni of Comabwen Prdemy Capral
o e 120 aderrtant The rowsuel equy Comondured Coperal by
Brw Ty G T POy TSI 80 e @ Dew I ey eapessl

Secause Contnbuted Capital iy based en the [ur
walue of the net asiess that each partner contributed to
the partnarstup, the aggregate of such amounts it trthlﬂ-
cantly higher than TWE'§ partners’ capital a3 reflecied in
the rontohdated fimancial statements, which 11 based on
the Mgrorical cost of the contributed net assets. For
purpotes of allecating partnership income or lo1s to the
pirtrers, partnerthip ncome or lost iv based on the fair
walue of the net astets contributed o the partnershep
and results an sgnificanty less partnership income
or resulty in partnership losses, in contrast 1o the net
wegome reported by TYWE for financal statement
purpotes which i alwo bated on the historical coit of

contfibuted net aadets

Timu

T

Under the TWE partnerthip agreement. parinerihip
ingome. 1o the exiend earned. 15 fArss aliocated 22 the
piftAer: 32 that the efonamiz surden af the income 2«

cansequenze: of partnership aserations i1 borhe aa

ough the parinertfp were Lixel 21 3 orporauon
(Tipecial tax allocations ), then 10 ihe seMDr prigniy ora
rata priority and junior priongy capital interests, in order
of prigrity, at rates of return ranging from B% o 11.23%
per annum, and finally to the reiidual eguity interesis
Partnerihip lotses generally are allocated firse 1o eliminace
prior allocations of partnership ingome to, and then 19
reduce the Contributed Capinal of the residual ecuiny
junior priormy capital and pro raw prionty capital interescs
in tha: order. then 1o reduce the Time YWarner General
Partners' senior prornty capical, including partnerihip
income allocated thereto, and finally to reduce any 1pecil
rax aliocanons. To the extent partnership income i1 inaut:
figrent to sy all specal allocauons in 2 parucular
accounting period, the right to recerve additional pariner.
ship income necessary to provide for the various pric iy
capital rates of return 1 carned forward unol satified
out of future partnership income. including any partner.
thip income that may result from any bquidatien or ditso-
lytion ol TYWE

The TWWE partnerthip agreement provides. under
certain cirgumitances. for the distribution of partnership
income sllocated to the senior prionty capital owned by
the Time ¥Warner General Partners. Pursuant ta such pro-
vizign, $144 million af partneritip wcome wal dainb.
uted to the Time VWarner General Partners in 1995 The
senior priority capital and. to the extent not previously
distributed, partnership income allocated thereto i
required to be datnsuted in three annual insaliments
beginning on July 1, 1997, The jumor priority capital
owned by subs fiaries of Time Warner may be intreated
il tertain operating performance targets are achwewed
over a five.yrar period ending on December 31, 1994
and 3 ten-year period ending on December 11, 2001
Although smtiifaction of the ten-yeir operating perior-
mar.ce target o ndeterminable st this time, it L ROt
expected that the fve-year targes will be attained

TYE reported net ncome of $71 milkion, $141
pullion and $198 mullion in 1995, 1994 and 1993 reszec-
uvely, no portian of which wai allocated to the hmited
partners Time VWaraer oid not reca e 3 gain when
TWE wat capitalized TWE recorded the anets con-
trituted by the Time YWirner General Partners a1 Time
Wearnery hustorical cost The excess of the Time Warner

= oahowiW




Geneszl Parznert interess n the net asiett 8f TWWE Seer
tne ne: Dook vaiue of ner nvestment «n TVWE i1 Deing
amaortized o income over i twenly yeir period

U 5WWEST hai an opiion to obain up o an addivonal
5.13% of pro rata prionity capital and rendual eguity
infereits, depending on cable cperatng performance The
aption |1 exercisable between January | 1999 and on or
abaut May 31,2005 3t a mamimum exercise price of 51.25
sidlign va $1.8 bdlion, depending on the year of exercite
Either U 5 WEST omTWE may elect that the ewercise
arice be paid with partnership interests rather than cash,

Each Time Warner General Partner has guaranteed 3
pra rata poruon of appromimately $6 billion of TWE"
debt and accrurd interest ac December 31, 1995, bated
on the relative fair value of the net airens each Time
warner General Partner contributed to TWE. Such
indebtedness 14 recourse to each Time YWarner General
Pariner only to the extent of its guarantee. In addition o
thewr interests in TWWE and the other Enterminment
Group companiet. the assets of the Time YWarner General
Partners inglude the equivalent of 29.6 million common
shares of Turner Broadcasung System, Inc, 12.1 million
comman shares of Hasbro, Inc., 41.7 million common
shared of Time Warner, and substantially all the assets of
Time Warner's music business. There are no restrictions
on the atility of the Time Warner General Partner
fuarantori to tranifer assets, other than TWE assets. to
partied that are not puarantors,

Set forth below i3 summarized firancial infarmation
of the Enermainment Group, which reflecty the con-
sshgation by TWE of the TWE-Advance/Newhoute
Partnership effective a3 of April |, 1995 (Note 4), the
deconiolidation of Six Flags Enterainment Corporation
{"Six Flags”™) effecuve as of june 2], 19%5 and the contah-
dauan of Paragon Communications ["Parqu-ﬂ-"} effective
as of July &, 1995

T4

TIME WARNER EATERTAINMENT GHROUP

Operatiog Statement Information

Peary Eoded Opve=dus J1 1wl LR (L1 LLN
Revercer T 59418 S50 5 19s)
Degrecanen and amornzauon 1 Ge0 859 L8 )
Business segment

operating income 991 g1 w0
Interes: and other, net 51y (11 ] §ad
FHinority intesesl 131 - -
Incoma befare income taxes 156 174 141
Income before

extraordinary item i1m 134 M7
MNet income 144 134 07
Cash Flow Information
Toury Lmted Davwmiper )1, jrmaian) (L3} i ||H_
Cash provided by operations 1495 3 1341 311
Capiual expenditures (1.653)  (1.23%) {411y
Inveitments and acguitmions (217} (184) (142
Inweitment proceeds 20 5l 184
Loan to Time Warner - {40 -
Barrowings 1484 1001 1078
Dbt repayments {1594} 75))  (1714)
Collections en note

receivable from U SWEST 601 134 &
Capiaal contributions - - 1512
Capital distnbutions {1.083) [136; no
Ingrease (decroane) 0

caih 3nd eguivalenzs (861) [1&7) 1,302
Balance Sheel Information
Oevender J1 el iy e
Cash and equivaler..s $ 1% 5 LoT!
Total current assets 1929 13T
Total assets 18940 184W2
Towl current liabilities 1130 1.485]
Long-term debt §137 T80
Mingrity intereit Tis -
Time Warner General Partnery’

senior priarity cagial,

tonsisting of 51 164 bilion

Contributed Cageal plur an

urditeributed priority Feturn 1415 1.6s)
Partnery’ capltal before deduction

ef the U SWEST Mote L7145 1

'E'_ Tr

s -‘J 57 Nate
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The areest 372 zaan flows of TWE are retoricied by
:me TWE partnership and credit agreementi and are
unavailable for uie by the pariners except through the
payment of certain fees. reimburiementy, cash detei:
butions and loans, which are subject ta hmitations. At
December 31, 1995 and 1994, the Time VWarner General
Partners had regorded 3122 million and $8% million,
reipectively, of 1tock cption relited dimtribuuons due
from TWE, baied eon clouing prices of Time Warner
comman stock of $3%.875 and $35.125. respectively Time
Warner is pald when the options are exercised The Time
Warner General Partners alio recewe tax.related diztri-
butiony from TYYE. The payment of such distributiont was
previously subject to restrictions unol July 1995 and i
now made 1o the Time Warner General Partners on a
current basis, At December 31, 1994, the Time Warner
General Partners had acerued 5134 miliion of oyx-related
distributions due from TWE During 1995, the Time
Warner General Partners received net distributions from
TWE in the amount of 31.06] billion, conuisting of 5166
million of TYWE partnership income allocated to the Time
Warner General Partnerts senior priocty capital interest,
$480 million of tax-related distributions and 317 million
of stock option related distributions During 1994 and
1993, the Time Warner General Partners recewved net
distributidng from TWE in the amount of 5110 millian
and 510 million, respectively, consisting of $1 15 million of
tax-related distributions and 55 million of stock option
related distributions in 1994, and 510 milhon of stock
osprion related distributions in 1991 In addition ta the
rx. stock option and Time Warner General Partners’
senlor priority capital distribuvions, TWE may make other
cistributions, generally depending on excesd cash and
credit agreement limiatons. The Time Warner General
Parwnery’ full share of such distributions may be deferred
if the himited partners da not receve certain threshold
amounts by certan dates,

On June 21, 1995, TWE sold 51% of its intereit in
Six Flags to an invesiment group led by Baston Ventures
for $204 millian and received $640 milhoa in additional
proceeds from Six Flags. represencing payment of certain
intercompdny indebtedness and licensing fees As 3 result
af the transaction, 5ix Flags has been deconiolidated and
TWE's remaining 47% interest in Six Flap: o accounted
far under the eguity method of aceounting TWE
reduted debt by approximately 5850 million in connec.
tion with the wrantaction and & paruon of the intome on

TH

FwoE-QrFing Sd »

the TrANSIETIoA A been deferred Uy
3oretuic of iy guarznies of certda third-patie e
goupan mdesiedness of Six Flag cue 0 1999

Inthe normal course of conducung therr Bunresie
Time Wirner and i subpdaner gnd afliates have =3¢
vifious trantacuont with TWWE and other Entertas—sns
Groyp companat. generally on terms resulting from
4 negotaton between the affected wnits that i manage
maenty wiew results in reasonable allocauons In 1995
TWE and cerzan subndarei of Time Warner entered
N ManAgemEnt JErviCes ALTeRMEnty, PUrsUAnt 1o which
TWE receves fees for the rianagement of all catle
televitlen tystems owned By Time YWarner Managermen:
fees paid to TWE in 1995 were not material In adidivion
Time Warner provides TWE with certain corporate
tupport services for which it received 3 fee in the amount
ef 564 milban, $&0 millian and S40 mullion n 1995 154

and 1993, respectively

3. TES THANSACTION

Time ¥Warrer Pat entered into an Amended and Reizited
Agreeman and Plan of Merger dated a1 of Seprember
19%5 (the "Merger Agreement”). which prowides for the
merger of each of Time Warner and Turner Broadrastng
Syszem, Inc. TTBS") with separate subsidiares of 2 halding
company (TMNew Time Warner™ and collectwely, the 7T 25
Transacuon™) In connection therewtth, the mives snd
ouuunding shares of eack® .31 of the capmal 3ot ol
Time Warner will be converted into thares of & fusizan.
tally identical clasy of caprial stock of Mew Teme Viarner
In addrion, Time YWarner has agreed 1o enter into ceram

agreements and related transacmions with certam thare.
holders of TES, including R E. Turmer and Liberty Medu
Corporation ["LMC7) The Merger Agreement and cerwan
related agreements provide for the issuance by New Time
Warner of appromimately | 728 million thares of comman
1ock, par value 301 per share [including 506 million
shares of 3 spechal class of non-redeemable common 310zs
1o be nived 1o LMC, the "LMC Class Cormmon Stoce | in
exchange for the ounsuanding TBS capmal stock ime
iwsvance of spproxirmately |13 mulion stock oputiont ta
replace all putitanding TBS options and the assumption =f
TBY indebtednesy [whieh approxmmated 525 dilior 4
Decernber J1 1995) As part of the TBS Tramtaction 1™

will receive an agdivonal five millica shares af LMC Clag

Common Stock pursuant to & separate ppLon afree—«

TIME ¥alEnin




whoh, sogether with the 534 mulian ghares recesccd
suescant to e 785 Transacuon, will oe plazed \» 3 voung
trasl on N Certhin CfIumstanies, excharged far anaces
af anotner special chass of non-vating. non-redeemahle

cmmon stocs of Mew Time Warner The T35 Transazion
wil be azcounted for by the purchase method of accounzng
far bunineyy comihnauons,

The TBS5 Transaction it subject to customary closing
candinons, including the approval of the shareholders of
T85 and of Time Warner, all necessary approvali of the
Fecera! Communicauons Commission and approprate
anutrutt approvaly There can be no assurance thac all
these approvals can be obtained or, in the case of govern.
mental ap, rovals, of obtained, will not be conditioned
upon changes 1o the terms of the Merger Agreement or

the related agreements.

4. CABLE TRANSACTIONS

On Asril |, 1995, TWE formed a2 cable telewiion joint
venture with the Advance/Mewhoute Partnenihip
[“Azvance/Newhouse ) 1o which Advance/Newhouse and
TWE contnibuted cable televition systems [or ingeresu
therein) serving approximately 4.5 million subicribers, as
well 33 cerwin foreign cable investments and programming
imwestmerts that inciuded Advance/Newhouses 105 inter-
est i Primestar Partners, LP ("Primestar”). TWWE owni &
two-thurds equity interest in the TYVE-Advance/Newhouse
Parznershup and 11 the managing partner. TVYE consolidates
the partnership and the ane-third equity wiereit owned
5y Advance/Newhoute i reflected in TYWEY consolidated
“mancial tLatements a3 rl'hﬂﬂﬂ‘r nieresl. In accordanc~
with the partmership agreement, Advance/Mewhouse can
regquire TYYE £o purchale i1 equity interest far fair mar-
Let value a specified intervals following the death of both
ol it3 principal shareholdes . Beginning ;n the third year,
ether partner can imitate a daselution in whieh TWE
would receve twodthirds and Advance/MNewhouse would
receive onethird of the partnerships net astetrs, The
aitess comimbuted by TWE and Advance/Mewhouse o
the parinership were recarded at their predecesior’s his-
1anical eost MNa gun was recognized by TYWE uvpon the

samtalizavon of the partnership.

TiwE
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Oa May I 1995 Time WWarner acguired Jumms

Cammungatiant Growp. lac [TSummit '}, which gerned
cadle telewinian apitemi serwng apprommately 152000
wubscribers. in enchinge far the istuance of appros ™ately
| & mullian shares of comman azock and dpprommately 1.1
milion shares o 3 new consertble preferred pock
{“Serie1 C Prelerred S5tock”) and the assumpuon of 5140
milhen of indebtegness The acquiniion wii accounted
for by the purchate method of accounting for businels
combinations, accordingly, the coit to acquire Symmut of
approximately %351 million wai allocated to the net
asieir acquired in proporuon to eitimates of ther
respective  fair wvalues. 13 cable telewision
franchiaes-5372 milbon, goodwiii-S146 millian, other
current and noncurrent asieti-3144 milion; lo g-term
debi-5140 million, deferred income taxes-3166 million;
and otner current labidines-35 mi'lion,

On July &, 1995, Time Warner acquired KBLCOM
Incarporated ("KBLCOM™). » hich owned cable teleniion
1ystems serwing apprommatel, 700.000 subscnibers and a
50% interest in Paragon, which owned cable television
systems serving an additional 972,000 subscribers, The
other 50% interest in Paragon was already owmned by
TWE To acquire KBLCOM. Time YWarner nived | million
shares of common stock and || million shares of 3 new
convertsle prelerred 1tock ("Sere1 D Preferred Stock™)
and assumed or incurred approximately §1.2 billion of

follows

indehtedness. The acquinition war accounted for by the
purchite methed of accounting for butiness Combs.
naponi, accordingly dcquire KBLCOM
of approsimately $1.031 billen was allocated to the
net asicts acque ¢d i proporuon to their respectve far
values, 35 follows investments—=3950 million; cable tels
vinon franchises-5$1 166 billion; goodwii-5566 mall.on,
other current and noncurrent assens-518% mdlion; long-
term debe-51.213 billion, deferred income taxe-3895

the coit to

millicn. and cther current labilities=350 milhon

On  January 4. 1996, Time Warner
Cablewivon Induszries Corporation ["CWIT) and related
compinies thit owned cable televition syitemi servng
spprovimately | 3 millior subscribers. in exchange for the
ssuance of approximately 1.9 million shares of commaon
stocx and appromimately 6.5 mllion sharer of new
tonvertible preferred stock (“Series E Freferred Stock™
and “Series F Preferred Stock”™) and the assumption or
incyrrence of appraximately $1 bilon of indebiednel

agquired
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The seguenon i3 not reflecsed in the 2ccompanying
coniolidated financial statermenty The azzwninion il be
accounted far by the purthase methog of accountng for
Buniness combwnations, accordingly, the cour to aIguire
Cvland related companies of $504 million i1 expected to
be preliminarily allocated to the ner assets acquired in
proporuon to esumates of ther respective fair values, 1
follows: cable television franchives=5%2 190 billion: good-
will-5688 million; other current and mnancurrent
atsets=5481 milliom long-term deb:=%1.765 SHiilion:
deferred income taxes-5731 milion: and other current
and noncurrent babilities-5 (58 million

The accompanying consolidated statemen: of oper
auons includes the operating results of each business fram
the reipective closing date of each transaction, On 3 pro
farma basis, giving effect 1o (i) all of the sforementioned
cable ransactions, (i) the ITOCHU/ Tothiba Transaction,
(i) Time Warner's and TVVE's debt refinancings and
() the sale of 51% of TWE's interest in Six Flags and the
sale or expected sale or transfer of certain unclustered
cable televizion systems owned by TWE as if each of such
transacuions had occurred at the beginning of the periads,
Time ¥YWarner would have reported for the years ended
December 31, 1995 and 1994, revenues of 38742 billion
and $B.217 billion, depreciation and amoruzation of $%15
mullion art! $906 million, operating income of $456 million
and $65) million, equity in the pretax income of the
Entercunment Group of 3186 million and 5205 million, 2
lz1s before extraordinary item of 3255 million and 5284
milian ($1.02 and $1.07 per common ihare] and 3 net
Izys of 5297 million and $264 million ($1.1) and $1.07 per
common share), reipectively,

3, OTHER INVESTMENTS

Time ¥Warnars other investments consit ol

e L T 19%] 1994
é-q.ulty method inveitmenis'” S 1B¥3 5 98%
Marke: value method investments 178 434
C_r:r:lt_rl‘limad investments Hi& 115

T:':‘[.'I_l 5 L18% % 1.55%

11 Egwiy mrrshad weerizmendd el Teme Whemer t rererest o T2] i s
=y coorued o 3340 maian gt Oecemier 11, 1995 Tomg wipmmgs ny
spried ta Bepwel BhE s sdieril o TAT it & farn met ey
= (Pair J)

T

T

MMiskg? wilue rmetnsd Avgltmentt aRCiuty e g
vl Je 2 ': Lomighigs gh3-e4 ..}'! RFTMmIgR YRS LB e § =R
1= {"Hashro) Notwizhizanding the marke’ <4 .0 oe
snare, wLo shares <1 Do used, 47 Time Warner 4 opron
13 fully satisfy enther aty obligationt with respecs *o the
tera coupon exchangeable noces dur 1011 (feaie 8)
er the Ecmp;nr.ubu‘uqd mandatgrily redee=az e
preferred securitie: of 3 subsidiary due 1997 (Note &)
Because the asuande of the mandatonly redeemable jire
ferred securives provided Time Warner with protection
agunit the rak of deprecistion of the marke! price
of Habro common stock and the ZIero couscr
exchangeadle notes hmic Time Warner's ability to thare
in the azprecanon of the marker price of Hastro
Ccommon stock, the combunaton thereal his effectiveiy
monetized Time YWarner's investm ¢ in Hatbro

In addition to TWE and its eguity investees. corm.
panies accounted for unng the equity method indlude
T85 (currently 19.4% cwned); Cinamerica Theatres. L F
{30% owned) una The Columbia House Company part
nerships (505 owned) and other music joint ventures
(generaliy 50% vwned) A summary of combined finangial
infarmauon as reported by the equity investees of Time
Warner (s set farth pelow

Frary Ended Decembar 11 fmalaey [ LH [ELT] 1991
Revenues $5.121 Sa4ad 3)15]
Deprecaation and amoruaton pL I8 140
Operating income §47 184 450

Income befare gxtraordnary
izems and cumulative
effect of 3 change in

aggounting principle 1.1 181 [+ ]]
tee. Aearme (lo) 1.1} FiL] {115
Current aniets 2171 pATE | 385
Tozal asyets 5,851 5194 4011
Current labidities 1318 1134 755
Long-term debt 1814 1130 1.604

Tozal labiies 4888 5.41) 15912

Total shareholdersy’
{119} 1

equity or partnery capital 1']!1_
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& LONG-TERM DEBT

Long-ierm debi consata of

Ceoemzer 11, (i) ‘_!1” [ELT]
Time Warner:
7 45% Notes due February |, 1998 § 500 % 500
7.95% Notes due February |,2000 500 5§00
Floating rate notes due

Augutt 15,2000 (6.8% interest rate) 454 -
Redesmable reset I'Lo?n due

August 15,7002 (8.7% yield) - 1719
7 575% Notes due August 15,2004 n -
7.75% Notes due june 15,2005 497 -
81 1'% Cebentures due August 15,2005 §45 -
8 18% Debentures due August 15,2007 §4% -
Zero coupon exchangeable notes

due December 17,2012 (6.25% yield) 581 547
Zero coupon convertible notes

due June 22,2013 (5% yield) 1o LH
9.125% Debenzures due January 152013 1,000 1,000
8 75% Convertible subordinated

debentures due January 10,2015 1,128 121
B.75% Debentures due April 1,2017 148 148
9.15% Debentures due February 1,302 1,000 1,000
Credit agreement debt due

to TWWE (6.8% and 6.7% interest ratet) 400 400
Tima Warner Cable Subsidiaries:
Mew Credit Agreement

(6. 8% intereit rate) 1,285 -
Summit 10.5% Debentures

cueApril |5, 2005 143 -
Orher 11§ 11%
Subtotal 1@.3ar 9.11%
Reclainfizavon of debi due to

TWE 12 amounts due to

the Enterainmen: Group (400 (400)
Tozal 19907 sB8I%

Pebt Reflnancings
Ouring 1995 and early 1996, in responie ta favorable
market conditions, Time YWarner refinanced approxi-
mately $4 billian of iy public debe and, In conjunction
with the cable acquisitions, entered into a new credil
agreement under which |t refinanced approsimately $2.7
Bidlion af debt assumed in the acgquiitiany, 31 more fully

described below

Tiomwmi

T8

in June (895 2 whaily-owned jubmdary s Tume
Wiarner (“Tw%l Casie’) TWE and the TYVE-Aowance
MNewhouse Partnership eaecuted 3 fiseyear resclung

credit facility (the New Credit Agresment’) The New

Credic Agreemnent enabled juth enuties 1o refinance
cermain indebtedness Jsumed in the cable acquisitons.
ta refinance TWE'S indebtedness under a pre-exsung
Sank credit agreement and to finance the ongaing
working capital, capital expendicure and other carporite
needs of each borrower

The New Credit Agreement parmits barrowangs in an
aggregate amount of up to $8 ) biliion, with no scheduled
reductions in credit availabdity prior to matunty. Borrowngs
are krmited 1o $4 bilkion ia the case of TWI1 Cable, 55 baon
in the case of the TVWE-Advance/Newhoute Partnerih and
$8.3 buion in the case of TWE. subject in each cae o
cermin hmentions and adjustments. Such borre angh bear
interest at specific rates for each of the three borrowers
generall, egual wo LIBOR plus 2 margin initiglly rasging
from 50 to B7.5 basis points, which margin will vary based
on the credit rating or finincial leverage of the applicabie
borrower Unuted credit 11 available for general businest
purpases and to jupport any commercial paper borrow.
ings Each borrower is required (o pay 3 commitment fee
initially ranging from 2% to J5% per annum on the
unused pertion of it commitment. TYWI Cable may also
be required to pay an annual facility fee equal to 1B75%
of the entire amount of iti commutment, depending on
the level of ws financal leverage in any gven year. The
Mew Credit Agreement CONtAINS CEriain covenanis .of
e1ch borrower relating to, among other things, additiansl
indebtednets. hent on asiets. cath flow cowerage and
||-",-]=' r ot and loams, adwvances. dotmbutions o2
other cash paymenty or transfers of amet from tne
borrowers to ther respective pariners or affilazes
Princpally a1 3 rewlt of suth restricuons, restncied net
astess of consolidated whndares of Time YWarmer amounied
to appromimately $950 milon st December 11,1995

In July 1995, TWi Cable borrowed approximarels
$0.2 billion wnder the Mew Credi Alr“ﬂi:n: to
refinance certain indebtednesy atiumed or incurred i
the acquitition of KBLCOM, An adaimonal $1.5 billion
way barrowed by TWI Cable under the New Cred:s
Agreement in |anuary 1996 to refinance certain indebt:
edness assumed or incurred in the acquisition of C¥land

related companies,
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in August 1995, Time WWarner redeemed all af s §1.8
tilian gringipal ameunt of outstanding Aedeemable Aetet
Moter due Avguit 15, 1001 (the "Rerst MNoter’) in
exchange for new tecurities. consanng of approximately
$454 mullion aggregate principal amoun: of fioaung Rate
Motes due August 15, 2000, approwmately 3272 million
aggregite principal amouns of 79735 Note due August
15, 2004, approximately S543 millian aggregate principal
amount of 8,11% Debentures due Auguit |5 2006, and
anproximazely $545 millien aggregate principal amaunt of
8 18% Debentures due Auguse 15,2007,

Through periodic redemptions, Time Warner has
fully redeemed its $1.1 billion principal amount of 8.75%
Convertible Subordinated Debentures due 1015 (she
“5.75% Convertible Debentures™), which were itjusd in
April 1993 in exchange for the old Series C preferred
1tock that was istued In Time Warner's 1989 acquintien
of Warner Communications Inc. ("WCI") (Note 9). Time
Warner first redeemed $900 million principal amount af
8.75% Convertible Debentures in fuly 199) in Seprember
1995, Time Warner redesemed approximately $1 billion
grincizal amount of such debentures for 31.06 billion
{including redemption premiums and accrued interest)
and, in February 1996, Time WWirner redeemed the
remaining $1.7 billion  principal amount of B75%
Convertithe Debentures for 51,28 hillion (including
redemption premiums  and interest) The
September 1995 redempuion was financed with procesds
frarm 2 5500 milbon itwwance of 7755 tenyeir notes in
June 1995, proceeds from a1 $374 million imsvance of
Company-obligated mandatorily redeermble preferred
securities of 2 subsidiary in August 1995 and available cath
and equivalents. The February 1996 redemption wal
financed with proceeds from 3 §573 million imawance of
Campany-obligated mandatorily redeemable preferred
securities of 3 subsidary in December 1995 and proceeds
from 1 $750 méllion issuance in january 1996 of (i) 5400
million pringipal amount of 6 85% thirty-year debentures.
which are putable by the holders thereol in year seven, (i)
5100 mullion principal amount of B.1% forty-year dincount
debentures, which do not pay cash interest for the first
twenty years. (i) $166 million pringipal amount of 7.48%
twelve-year debentures and {iv] $150 million princgal
amourt of BO5S%N twenty-year debentures See MNote 8 for

accrued

a deicription of the mandatonly redeemable prefecred

fecuriniel 1I33Ued o0 connechion with Juch redemplions

]

An enzraordinary loss of $37 muillion was inzaered
199), principaliy 4 connectian with tne redempian o°
8900 mullign of 8.75% Converunle Dedentures anad 530%
millian of W1 semior and wubordinated debeniues Ar
excracreingcy (088 of $41 mubon was recognized i 995
in conneclon with the Jeptembaer 1995 redempuon of the
8.75% Conwerutle Ciebentures and the write-aff oy TwYE
ol delerred financing costs related to s former bank
credit agreement. In addizocn, Time VWarner recognaed an
extragrdinary lost of 526 million in February 1596 in con.
nection with the redempuon of the remaining autangding
portion of the 8 75% Convertible Debenture:

Zero Coupon Notes

Timae Warnerys fera coupon noted do not pay ivterest
until maturity The zero coupon emchangeable notes due
December 17, 1111 are exchangeable at ny time by the
holders into an aggregaze of 121 milion sharer of
common stock of Habr o, Inc {"Hasbro™) at the rate of
7.301 shares for each $1.000 principal amount of notes,
subject to Time Warser's right to pay in whole or @ pars
with cash instead of Haibro common stock. Teme VWarner
can slect to redeem the notes any tme after December
17, 1997, and holders can elect to have the noues
redeemed prior thereta in the event of 4 change of
control, at the isue price plus accrued interesc Holders
alio zan elect to have the notes redeemed 3t the iue
price plus acsrued interess on December 17, 1997, 2002
and 1007, wubyect to Time Warner's right 50 pay i whole
o in part with Haabro common stock instead of cath The
equivaient conversion price of Hasbro common siock at
the first date of redempton i1 $54.41 per share, and will
be afiited thereafier in proportion to changes m the
acerued original siue gncount of each note. The 12.1
million shares of Haibro common stock owned by Time
Wearner can be used by the Company, at iJ electan, to
saus’y its obligaviens under such notes of 15 obiganan
under certain mandatordy redeemable preferred secur-
ves of a subridiary (Mote B} Unamoruzed angnal siue
discount on the zero coupon exchangeable notes due
1012 war %1 070 bilhon and $1 104 billon ar December
31,1995 and 1994, revpectvaly

The rers coupon comverubie nover dus june 11.201]
are tonvertible a3t any bme by the holders nto an apge
pite of 187 million shares of Time YWirner comman 11atk
3t the rate of 7.759 shares for each 51,000 principal
amount of notes, Time ¥varner can elect (0 redeermn the

#4amugn




notes any ume after june 21, 1998, and nolders can elect t2
mave the notes redeemed prior therefo /A he evenl ofa
shange in control at the itlue price pius accrued ngerest
woiders also can eledt 1o have the notes receesmel 31 30
istue price plus accrued interest on june 12 1993 200)
1nd 2008, subject ta Time WWarnery rignt 1o pay in whole or
in part with Time Wirner common siock instead of cash.
The equivalent conversion price of Time Warner comman
stock at the first date of redemption is $&61 44 per share
and will be adjusted 2hereafier in proporton to changes
= the accrued origimal issue discount of each note
Unamoruzed original laue discount on the ero coupon
convertible notes due 2013 waa $1.394 bilion and $1 445
million at December 31,1995 and 1594, respectively

TWE-Related Obligations
Time ¥Warner and TWE entered into a credic agreement
= 1994 that allows Time Warner to borrow up to 5400
milion from TWE through September 13, 2000
Quttmanding borrowings from TWE bear interest it
LIBOR plus 1% per annum. Time Warner borrowed $400
million in 1994 under the credit agreement. and used the
proceeds therefram principally to repay certaln of i
notes at their maturity. In addition. each Time ¥Warner
General Partner has guaranteed 2 pro rata portion of
smoromimately 56 billion of TYWES debt and accrued
imrerest at Decemnber 11, 1995, as more fully cescribed

in Mote 2

Interest Expense and Maturities

Ar December 11. 1995, Time YWarner had interest rate
1wap contracts to pay floating-rates of inzerest and
rezewwe fixed-rates of interest on 524 billion nouonal
smount of indebtedness. which retulzed in appromimarely
41% of Time Warner's underlying debt being subject o
variable inzerest rated (Note 12)

Iniarest expenie amounted to $H77 million in 1995
5769 mullion in 1994 and $698 millian in 199), including
518 rullion n 1995 and 512 million in 1994 which wai
a3 ta TWWE in connettion with borrowings under Time
Warnery $400 milion credit agreement with TYWE The
weghted 2serafe interest raze on Time YWarners toca!
debt ingluding the effect of interest rate swap contracis
wis 79% and B 1% at December 31, 1995 and 1994
-ﬂ.;:rt:--rl,

Annual repapments of long-term debt for the five
veary subseguent to December 31, 1995 consist of $500
1958 and $2.21% tilion due n 2000

mllion dug «n

Timi

L]

Sugh recaymenis wezluge the aggregace repurchiie =
redempzion pricgy of 3856 millian in 1597 and L{ AT
sidhon in 1998 relating to the Terd coupon exchangeadis
notes and Tero coupon convertible notes respectivelr 0
the years in whisn the hoiders of tuch ced: may firsy

exerciie their redemalion opuons

7. INCOME TAXES

Demesiic and foregn pretax income (loss) are as followi

Teavs Daded Decomber )| jralary) [Li]] LY in
Domestic 3 (201) § (PE) % (37)
Foreipn 105 187 138
Tozal - s 1 5 & 3 &

Current and deferred income taxes (@x benefiti)
provided are as fallows:

Spdey Loased Dpcwmtns |1 i) (L1} v L3}
Federal
Current'" $ 41 0§ 4s 3 4
Deferred™ (167 (B} 1
Foreign
Current'™ 213 194 164
Dreferred 8 (4%} (1)
Saae and Loca!
Current 78 ™ 2k
Deferred {50} (111 (54}
Toul . $ 126 % 18D 8 143

[1] inchtrs walzemms of 120 covpionamrt of 1101 milln w1995 144
pdige ey (994 ged 31 14 rebian on (98] Laviudes corrent g2 bene® af
§F g DS § 11 mulien o 1000 gadd §1 4 miigs = | 1] mnamey
foms Ty e #f e apiney e ey of repuaTrd glach ewsh
I ———— ey T ey L LRl LR
$] masbon wn 190 and §4 madign o |19 ) rriteng froem the e
o Brby i b rdeied T ArTTESeT B aach peen

1] ey 170 enime potes! toerpe @ | #1) ta esremne gefeeme T Lo
heSuiy for wgwENE W B R

{1] incirder farrpn mesbeey taney of §10] mbipn on (495 314 e
PETT IR R Py 1)

The diferences beiseen incoma tases expecied at
the US federsl 1tatutory ncome tax rate and ingome
taxed provided are a1 et forth below The relationship
between income belfore mpome Lawel and ingome tax
expenie it moi aeceed by the amortizaton of geodw|
and certain other financisl ytatement expenies that are
nat deductitle for income taw purpases and by 1 570
mullion charge i 199) to adjust the deferred income tax
latnlicy foe the increate in the U5 lederal statutory rate

frem 4% 1o 15% enacted inco law that yeu




‘pirs ey Dwcemispe 11, imaiaris) 1935 1 #93 jaap
Tingi oo nzome 3t ULS .

leceral statutory rate - $ L L |
State and local taxes. net 1§ 12 H
Nanceductible goodwill

amoruzacion 100 87 94
Crrer nondeducuble expenses 10 e "
Charge 12 ncrease deferred tax

lassdiey for increase in tax rate - & m
foreign income tasedmat

driferent rates, net of LS,

foregn wax credits ] I 1]
Criher (%) L [
Total $ 116 5 1B0 3 143

Sigruficant components of Tine Warner's net deferred
tax labilities are a3 follows:

Coprw—tier } 1, frmian) 19} reni
Assets acquired in business

combinations 5 194 5 1114
Depreciation and amortization B3 L9
Unreatized appreciation of certan

markemble securities L] i
Other 199 460
[_.i_*f!rl'td rax liabilities 4.16) JAay
Tas carryforwards pil pLZ]
Accrued habiinies 114 104
Recevable allowances

and return reserves 1t 100
(8] her =] T4
Dieferred tan asiets B4) T4
Net deferred tax labilizies s 1420 5 1700

U S inzome and foreign withholding tames have not
bern recarded on permanently reinvested earnings of
foresgn subtidaries aggregating apprommazely 3760
millign 2t December 31, 1995 Dererminauon of the
amoun: of ynrecogrized deferred U S income tax lability
=oth regpect 10 tueh earningt iy not practicable I yuch
earmings us
tare g withholding taxes are subsmanuially expected 1o be

are repatrated, additional income and

offyes by the accompanying lareign ax credits

LFS federal taw carryfarwards at December 31 1995
mulhan of meettment tan credits and 510 mullion of
Jiternative minimum tax credity, The uulization of cerain
carryfoarwards i1 tubpest to limitations under U S federal
ircome tae lawy Fecept for the alternatise mimimum tas

edity which 20 nos expare. the other U S federal tas

81

L L

garryfarwardl esoie (A varping amaunts 4t follgey r3

Ingome tan repﬂr'tn-; Jurpoied

Comypnesi
| allegen | Um-.:':l.mﬂ }:";-:';
1957 5 - H H
1998 - ?
1999 14 1
1000 u 1
Thereafzer up to 1008 It W9
o s 28 s 15

8. MANDATORILY REDEEMABLE
PFREFERRED SECURITIES

In Auguit 1995, Time VWarner niued apprommately 111
million Company-abligated mandatorily redeer ible pre-
ferred securives of & wholly-owned tubtidiary {"PERCS")
for aggregate grows proceeds of 5374 rulion The iole
assets of the subsidaary that 11 the obligor on the PERCS
are 3385 million principa amount of 4% subordinated
noter of Time Yarner due December 13, 1997
Cumulative cash dnirnibutions are payable on the PEACS
at an annual rate of 4% The PEACS are mancatorily
redeemable on December 23, 1977, for an amount per
PERCS egual to the lesrer of S54.41, and the market
value of a share of common stock of Hasbro on
December 17, 1997, payable in cash or. at Time Warner's
eption, Hatbro commaon stock Time Yarner has the right
1o redeem the PERCS at any time prior to December 1]
1997, at an amount per PERCS egqual to 55441 [or »n
gertain limited cireumstances the lesser of sueh amount
and the mz et value of 2 share of Hasbro common siock
at the uwme ol redemption) plus accrued and wunpad
datnibutions thereon and 3 declming premium, payable in
cash or, at Time YVarner's option, Hasbro common stock
In December 1955, Time Warner niued approm-
nately 23 milion Company.cbligated mandatorily
redeermatile prefecred securitios of 3 sholly.owned wub-
udisry ("Preferred Trust Securities”) for aggregate gros
proceeds of $575 milion The sole assets of the subudary
that 1 the oblgor on the Preferred Trust Secunces are
$39] milion principal amount of B8 TIE% subordimated
debentures of Time Warner due December 30, 1015
the

Cumulauve distridutions are papable on

Preferred Trutr Securines at an annual rare of 8 7/8%. Cain

cash

distributions may be deferred at the election of Time
Warner for any period not esceeding 10 coniecutine
guarters The Freferred Truse Securitienr are mandatornily

redeemible for cavh on Decernbdar 11 2028 and Time




Warrge P4l the rpat 1o regeem ine Preferred Trund
jezumiehin whole or 0 part. on o a%ter December 1)
1000, ar in grher certalny Sirgumatincel. of 32N S3ve 42 AN
mount par Preferred Trung Secunay equal o 315 plus
accrued and unpaid distributions therecn

Time Warner hai certain obligatians relating 1o the
PERCS and the Preferred Trust Securties which amount
5 1 full and unconditional guaranty of each subnduary’s

ablipations with respect thereto. i

4 CAPITAL STOCK

The outstanding capital steck of Time Warner x
December 3. 1995 consisted of 19.7 mullion shares of
preferred stock and JB7.7 mulion thare: ol common |
siock (net of 45.7 million shares of common stack 10 .
ireasury, a1 1o which 41.7 million were held by the Time
“Warner General Partners). At Januyry 11, 18996 incluging
£izh brokerage houte that holds shares of Tume Warner
cammen stock av one shareholder but eacluding the
numbar of shareholders whoie shares are beneficially
reld by juch brokerage houses. there were approgimately
15.000 holders of record of Time Warner commaon stock
During 1995, Time Warner isiued approximately
15 1 million shares of converuble preferred stock In
canneciion with the ITOCHU Tashiba Trantaction and
w1 acguisitions of KELCOM and Summit, and in January
1595, Time YWarner itwued an addivonal & § millon shares
af convertible preferred stock in connection with ats
s:qumeton af CVI and related companies. Set forth below
15 1 summary of the principal terms ef Time Warners

outstanding lssues of preferred stock

Ly LT
baeyi o
Comemps femn
Waewde  Lanai £ notar| [l
(] Vaer  Lrowep  Lepemps |
Dwpcrgian i mlindii] Outitangny Cameprimn  Dea [ ]
s e i
Serigy 8 Preferred Stock E] - - Aramyume |

Sericy C Preferred Stock 11 48 S 57100
terey D Preferred stock 110 129 Ved 716000
Seriey O Preferred Stock 81 11 Wy 9597
Geriey H Preferred Siock 1a 17 ko 9899
Seeses | Preferred Siack 10 I+ & 1WL%Y 1L

Smared outstanding
3t December X1 1995 197 609
Serigy £ Preferred Siock

istwed i January 15996 33 68 1401 114031
Serves F Preferred Stock
issued im January 1996 11 &7 g

Total sthires outstanding
at fanuary 311996 el T4.4

"a

Eazhthare of Seret 3 Preferred Siocw [1)aaes
t3 5 hgudanan preferense of S145 per share (20 a0
converttile (1) entiies the holder thereaf to reteiee o
annual disidend egual t2 §4.35 per thare Sepinming it lure
1995, and $% 13 per sthare prior thereto, (4] coer not
generally enusle the holder thereo! (o votd. excen:
certain Limited corcumatiodes, and (3} s redeemadie
whaole or i1 aart. by Time Warner and the holders thereo!
in exchange 'or cash or shares of any clasy or 1enel of
publicly-traded Time YWarner stock. at Time Warrer
option. equal in value 1o the bquidation vatue of the Seres &
Preferred Stock plus a premum of 1% of kguidason value
for each year after May 31, 1595 to the redempuon date

The principal terms of each 1eries of conweruble
preferred 110ck istued in 1995 and 15998 (the Serey C
Preferred Stock. the Series D Preferred Stock, the Series
E Preferred Stock. the Series F Preferred Stock. the Seres
G Preferred Stock, the Series H Preferred Stock and the
Seres | Preferred Stock, and collectively, the “Converzibie
Preferred Stock™) are sumilar in nature, unieil cthersise
noted below Each thare of Converuble Preferred Sock
(1) I+ engicled to 4 hguidation preference of $100 per
share, (2) 1w immediately convertible inta 1.08164 shares
of Time Warner common stock at 3 conversion price of
$48 per share [bated on ity liquidation value). except thas
shares of the Series H Preferred Stock are generally not
converuble unul September S, 2000, (1) enutier the
holder therenl (i) to receve for a four year period from
the date af istuance (o7 3 five year period with "espect
to the Series C and Seres £ Preferred Stock) an annual
diwidend per share equal 10 the greater of 51.75 and an
amount gqual 1o the dividendy paid on the Tume Warner
comme s 1ok into which each share may be convertied
and (1) to the extent that any of such shares of preferred
stock remain outstanding at the end of the period o
which the mimimum $3T5 per share dividend 4 10 be
paid. the holders thereafier =all receive drndencs egqual
to the dwidends paid on thares of Time Warner comman
stock multiplied by the number of shares into which their
shares of preferred stock are convertible and (4) eatept
far the Serer H Preferred Stock which i generally not
entitled to vote, entities the holder thereol to voie with
the common stockholders an afl matters on which the
comman stockholders are entitled 1o vote. and each
share of 1uch Convertble Preferred Stock v entitfed to
ters voied @0 any such mater

Tima YWarner has the right ta exchange each 1efier
of Conwertible Preferred Stock for Time ¥arner comman
stoch at the itated converyon Price AL any Lme on
ar after tfe respective exchange cate The Seres C

TIME WaRNIA




Preferred Stock i exchangeabie by the holder beginming
afzer the third year from it date of issuance and by Time
WWirner after the fourth year 3@ the 1yied conwertion
prica plus & dechining premium (0 years four and five and
#a premium thereaser In addinon, Tume Wvarner B3 the
right ta redeem eich saries of Convertble Preferred
Stack.in whole or in parz, for cash at the liguwidation value
plus acerued dividends. at any tme on or after the
reipective redemption date,

Puriuvant to asmhareholder righti plan adopted in
January 1994, Time Warner distributed one right per
common share which currently becomes exercisable in
certain events involving the acquisiuan of 15% or more
af the then ouststanding common stock of Time Warner
Ujan the occurrence of such an event, each right entitles
i1 holder to purchase for §150 the economic equivalent
al common stock of Time Warner, or in certain circum.
sunces, of the acguiror, worth twice a1 much, In
connection with the plan. 4 million shares of preferred
11ock were reserved. The rights expire on January 20,
2004, In connection with the TBS Transaction, Time
VWarner expects (o amend the sharehalder rights plan
principally to change the basi for determining o an
acguisian af 15% cr more of Time Warner comman
srock has oecurred to a fully-diluted basis.

I 19%9). Time Warner redeemed or exchanged $4 4
tilian of Senes C and Series D preferred stock (“old
Series € and Series D preferred stock”™) thas were issued
in Time Warners 1989 acquisition af YWl The cath
recempuion of the old Series D preferred stock was
financed principally by the proceeds from the ilsuance
of long-term notes and debentures. The old Series C
for tha B.73%

stock eachanged

areferred
Convertible Debenjures

At Decernber 31, 1995, Time Warner had reserved
| 726 million shares of commaon stock for the conversion
af 2 Convertbie Preferred Stock. 1ero coupon con.
weriimie noteyr and other convertible secunities, and for
the eagrcise of outitanding opuiont to purchase shares of
tommon stack, excluding 25.7 millien shares refated to
the 375% Converusle Debentures whith were redeemed

wn Feoruary 1996 (Mote 8)

10 STUCHK OFTION PLANS

Dptions to purchare Time Warner comman j2ock under
option plant have been granted to

emplayees of Time vWirner and TYVE 2t or in eacess of

various stock

tiwg

HD

far marker valoe 2z the 2ate of grant Generaly
option] bDeoMme ewerligable Qeer 4 three-yel® weilcg
pervad a~d expire len years fram the daie of Lrant

A gummairy of 312¢% aption actiwmty under all alin;

a1 follows,

pr
Balance at January |, 1995 =i Tran 4 644
Granted 509 1445
Exercised (xmm 8.40
Canzelled {36y 17.4%
Balance at December 11,1995 Ta.419 § 1744
Devwrmdar J 1 incssy) iy I#dd
Exercinabie 66,241 81104
Available for fusu e granus 788~ 447

For opuony exersived by employees of TWE Time
Warner iy reimburied for the amount by which the
markat value of Tin e Wirner common $iock on the
exercite date exceed, the exercite price, or the greaters
cf the exercise price or 527.75 for options granted prior
1o the TYWE capitalitation on June 10, 1992 There were
285 million options held by employees of TYWE at
Decernber 11, 1995, 21.8 millian of which were exercis.
asle There were | ) million opuions exercived in 1594
and 48 million cpuont exercsed in 199). 2t prices
ranging from $8-514 per share in each year

11. BENEFIT I'LANS

Tume Wirner and 103 iubsidianies have defined benefiz pen.
won plany covering substantially afi domestic employees
Pention benefits are based on formolas thae reflec: the
enployeey years of tervice and compensation lewely
during ther employment perind Qualifying plans dre
funded i accordince with government penuan and
neome tax repulazions. Plan assets are invested in equity
and fined income Mecuntel
Perision expense included the following

Feorn Eaded Deiembee 11 famdinsg) (ALY i [LLF
Service :ntf_ b1 -:'I § M 5 15
Intereat cout 51 50 44
Actua! return on plan asieti {107) 1] (51

_!l %% “'"1

Mer amaruzavon and delerral
Tatal

LI I v 5 1A

#ansgm




The rtatus of funded pension plani s as fallows

crezrmzer 11, reiae) i1} 1§
Accumulated benefic

obligation (BIX vested) 5 5 5 14
Effect of future salary increaie 192 131
Projected benefit chlippnion 11 514
Plan assets at fair value ) 495
Projected benefit obligation

i encess of plan asggts 1) ()
Unamoruzed actuaral losres §4 49
Unamortized plan changes 1 n
Oher {18 19)
Pregaid (accrued) pention axpense S v R S

The following assumptions were uied in aciountng
for pension plany:

1] T (L1J]
WWerghted average
dis2ount rate T25% Bi% 75%
Return on plan assels % 5% -
Rate of increase in
compensation &% % &%

Employees of Time Warner's operations in foreign
countries participate to varying degrees in local pension
plans.which in the aggregate are not significant

Time Warner alio has an employee stock ownership
plan, 401(k) savings plans and other savings and prodit
sharing plans. 21 to which the expenie amounted to 551
millian i 1995, 5§51 million in 1994 and 548 millign in
1991 Comtributions to the 401 (k) and other savings plans
are bated upon a percentige ol the employeer’ elected
contributions. Contribution: to the employee stock owne.
erstup and profit sharing plans are generally determined
by management and approved by the board of directars
of the participating campanies

12 FINANCIAL INSTRUNMENTS

The carrping value of Time VWarners financial instruments

approwmares fair wvalue, eacept {nr ciferences with
respest to longterm, fined-rate debt and related interes
rate wwap contracis and certam differences refated 10 cost
methiod  investments and other finangial astruments
which are not significant The fair value of financial inseru-
ments, tuch ay loag-term debt and investments, (3 gener-
iily determined by reference to market values resulting

fram trading on & natsonal securitici exthange Gr an an

Ha

owerthe-counter markes In cayes where guoted mase«!
pricet are Aot availadie, uch 14 for dervative finamig
instruments, fair valug o4 Bated on ertimaten Unng STRIETT

value or other valuation technigues,

Interest Hate Hisk Management

Interest rate twap contracts are used o adjust the gra
portion of tatal deds that is subject to variable and fined
imgereir rates Under interest rate swap contraci the
Company either agrees to pay an amount equal 10 1
specified floating-rate of interest times 3 notignal principal
amount, and to receive in return an amount equal 12 3
ipecified fixed-rate of interesr times the 1ame nouanal
principal amount ar, vice weria, 1o recaive \ floaung rate
amount and ta pay 3 fixed.rate amount The nouonil
amounts of the contracts are not exche ged Mo cther
cash payments are made unless the contract | termi-
nated prior to maturity. in which cate the amount paid or
received in setlement is established by agreement a: the
time of terminatior, and wiually represents the ne:
present value, at currunt rates of intereat, of the remaming
obligations 1o exchange payments under the terms of the
contrace Interest rate ywap contracts are entered into
with 3 number of major financial institutions in order to
minimize credit rizk

The net amounts paid or payable, or recewed ar
recenable, through the end of the accounting period are
ingluded in interest expente. Because interest rate 1wip
contracts are used 1o modify the intergil characterancs
of Time Warner: ocumstanding debe from 3 fored o 2
floating-rate basis or vice weria, unrealized gaing or losses
on inte-elt raté iwap CONLFACLs are not recognited in
income uniess the contracts are terminated prior 1o ther
maturiy Gaint or losies on any contracys terminiied
early are deferred and amortized 1o Intome over the
remainng average hfe of the terminated contracs

At Decermbier 11, 1995, Time Warner had intereit
rate wap contracts to pay floating-rates of interes
(average six-month LIBOR rate of 59%) and receive
fimed.-rates of Interest (average rate of S4%) an 524
Billion notienal amount of indebredness, whith reiulzed
in appromimately 41% of Time VWarner 1 underbpng cebe
be:ng subject 1o variable interest races The nouanal
amount of outitanding contracts by year of maturicy at
Decermber 11, 1995 11 an follows 1996.5100 million
1998.5700 millon, 1999-50.3 tllion; and 2000. 5400
milige At December 31, 1994 Time WWarner had intesest
rate 135 contracis on 319 billion aotional amount al

indebiecness.

WARNER




Zated on the level of interess rates prevailing ac
Dezember 11, 1995, the fair value of Time Wia-ners fined-
race debt exceeded i1t carrying value by $407 mullion and
it would have coit 539 milion to terminate the related
mntergil FACE Iwap contracty. which combaned o the
eguivalent of an unrealized lass of 5416 mibon Based on
Time Warner’s fixed.raze debt and related interest rate
twap contracts outsanding 3t December 31, [995. each
15 basis point ingrease or decrease in the level of interest
razes prevailing at Deeember 31, 1995 would result in a
ret reduction or increase in the combined unrealized [ozs
of approximately S183 million, respectively, inclucing
respective costs or savingt of 516 million to terminate
the re ated interest rate swap contracts Bared on the
level o' interest rates prevailing ac December V1, 1954,
the fuir value of Time Warner's fiwed-rate debt was 55712
million lets than it carrying value and it would have
cost $236 millon to terminate tx interest rate iwap
contracts, which combined wai the equivalent of an
unrealized gain of 3136 million.

Although changes in the unrealized gains or losses on
imierest rate swap contracus and deb: do not result in the
rezlization or expenditure of cash unless the contracts are
termirated or the debt is reured, each 15 ba point
ncreave or decrease in the level of interest rates related
to Time Wiarner's variable-rate debt and interes: rate swap
contracy would reipectvely increase or decrease Time
Wwarnerd annual (nteres: expense and related cath
zagments by approximately 312 million, including §7

rmullion related to interest Fate twap contracty

Foreign Exchangs Hisk Muanagement

Fareign exchange contracts are wsed primarily oy Time
VWarner to hedge the risk that unremitted or future
royaltres and licente fees owed to Time Warner or TVWE
domestic companiey for the sale or anucipated sale of
US espyrighted products abroad may be adwersely
affecied by changes in foreign currency exchange rates A
part af its overall szrategy to manage the level of exposure
o the risk of foregn currency exchange rate fluctwanoens,
Time Warner hedges a2 portion of its and TWE's com.
bned forgign Currencty expolures antcipated over the
enjuing tweive manth period. At December 31, 1995,
Time YWarner has effectively hedged approximately halfl of
e combined ervmated foreign currency espalurel thal
principally relate to anncipated canh flows to be remitted
to the US aver the enswing twelve month period, using
fore:gn enchange contracts that generally have maturities

LA

B

o' <rree monthi or less, which are generally rolled oves
15 prowide Continuing sovérage thraughous the yeir 7.me
Véarner often clotes faregn exchange sale contratii &y
purchaung an offiesung purchase cantracs Ar Decemder
11,1995 Time Viarner had concraces for the sale of 5504
milizn and the purchase of $140 milon of foregn
currencies at fixed razes, primarily English pounds (195 of
net contract value), German marks (19%). Canaduan
gollars (16%), French francs [ 16X} and Japanese yen (3x).
compared 1o contracts for the sale of 5551 milon ard
the purchate of $109 million of foreign currenciei at
December 11, 1994

Unrealized gains or lavses
exchange contracts are recorded in mcome a1 the marset

related to foregn
value of tuch contracts change, accordingly, the carrpng
value of foreign exchange conracts appromimates marke:
value. The carrying walue of foreign exchangs contracss
was not material at December 31, 1995 and 1994 and o
included in other current labidines, No cath is required 1o
be received or paid with “eipect 10 the realization of 1uch
gain1 and losies wntil th+ refated foregn exchange con-
tracs are settled, generdlly a1 their respective maturity
dates. In 1995 and 1994, Time Warner had $10 million and
%31 million, respecuvely, and TWE had $11 million and
$10 million. respectively, of net losies on foregn
exchange contracts, whith were or are expected (o be
offiet by corresponding increates in the dollar value of
foreign currency royalties and license fee payments “hat
have heen or are anticipated to be received in cath
fram the sale of U5 copyrighted products abroad
Time Warner reimiurses or i1 reimbursed by TWE for
contract guns and loiies related to TWE's foregn
currency expoiure Foreign currency contracts are placed
with a number of majzr financial inititutions in order 1o
minmmize credit rish

Baied en the foreign excha=~7 contract outitandifg
at December 31, 1995, each 5% devaluation of rhe U5
dolisr 31 campared to the level of foreign exchange rates
far turrencies under contrace at December 31 1595
would result in approximately 315 milhon of unreslized
lotses and $7 milkon of wunrealized gans @n foregn
exchange contraets involving foreign currency Males and
purchaes, respectvely Converiely, a 5% appreciation ol
the US dollar would result in 315 millian of unrealized
oy and 57 million of wnreslized losies respectively At
Dezemzer 11, 1995, none of Time Warnery foregn
exchange purchate contracts refates to TWWEY foregn

currency expolire Howewer, wirh rgl;rﬂ o the %15




mithign of gnrealized lossel OF gaAL S0 ISreIfA exIhan e
s1/s concracts, Time Warmer would be rermaccied by
TWE ar would reimburte TWWE, respectively. for soprox-
imately §& million relazed to TWES foresgn currency
exposure Consistent with the nature of the ezonomic
hedge provided by such foreign exchange contracis. such
unrealized gains or losses would be offier by corre-
iponding decreases Of INCreases. reipective(y. n the
gallar value of future forelgn currency royalty and license
fee payments thar*would be recelved in caih within
the ensuing twelve month period from the sale of LS
copyrighted praducts abroad.

12, SEGMENT INFORMATION

Times Warner's businesses are conducied in three funda-
mental areas; Entertainment. consisting principaliy of
interests in recorded music and music publishing, filmed
entertainment, broadcasting, theme parks and cable tele-
visign programming: News and Information, consisting
principally of interesty in magazine publishing, book pub-
lishing and direct marketing, and Telecommunications,
conuating principally of interests in cable television
tyitems Time YWarner's interests oo filmed entertain.
broadcasting, theme parks, cable televiion
prograreming and moit it
Business are held by the Entertarnment Group. which i3
not contohdated far financial reporung purpoles
information as to the operations of Time Warmer

ment,

of telecommunications

ard the Entercnnment Group i different Business
jegments it et forth below Cable buniness segment
infarmation for Time Warner reflects the 1995 acqui
utons of KBLCOM and Summuz. Cable business tegment
wiformation far the Entertainment Group reflezis the
tonolidation by TWE of the TWWE-Advance/Newhouie
Partnership effective a3 of Apnl 1, 1995 and Paragon
etiective a of July &, 1995 The operating results of S
Fiags have been deconsolidated effective a1 of June 21,
1995 and results prior to that cate are reported sepa-

rately to facilitate comparability.

W
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REVEATUES

Time Warner:

Publithing $171r S14 E1ITR
Musis 4194 1943 1134
Cavle 172 = H
Interiegment ellmination 1 i _r_:n
Total ' 58067 3719 56580
Entertalnment Group:

Filmed Entertainmen: 35078 $44d0 54017
Six Flags Theme Pariy s 557 1
Broadcasting-

The ¥8 Netwark 1 - =
Programming-HBO 1607 L5t | 440
Cable 3094 1141 L103
Intersegment elimimaton (410) (187 1251)
Tosal $5.61% $830%7 ST
feort Ended Dpeemtes ]|, (mabanl [L1]] i (L]
OPFERATING INCOME
Times Warner:

Publribing 3 M1 5 34T 3 195
Musig™ i Jau 194
Casle )] = =
?;':r LU L e L
Entertsinment Group.

Filmed Entertainment 4 %) 3 uvy % IN
Six Flags Theme Parks 1% 11 11
Broacaasting.

The W8 Nerwork {66} - -
Pragramming-HBO bEL 1 HB
Cable 501 13 a0h
T s "M 3 ARl % ‘i‘:i
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DEPRECIATION OF PROTERTTY

FLANT AND EQUIFMENT
Time Warner:

Publishing § 595 47§ 45
Muie L2 ] L1 a7
Casle 17 - =
Taal 5 18 ] '”.._5_ 131
Entertainment Group:

Filmed Entertainnfint $ 1l 3§ ™ 5 5
5:x Flags Theme Parki 0 51 4l
Hroadcasting-

The WE Nemwork = - =
Pregramming-HBO 13 14 14
Caktle 4565 i) rr
Towal 5 416 3 4m 5 4])
Feu-y Emded Dwcemites 11 [omiam) 19485 [y 1))
AMORTIZATION OF

INTANGIBLE ASSETS'™
Time Warner:

Publishing $ b 5 35 1
Mumnc 174 244 140
E.lb'lt_. &8 - -
Toul , s )78 5 104§ 1N
Entertalnment Group;

Filmed Entertainment $ 14 % 1)3 0§ 4]
Six Flags Theme Parks 1 i i
Sroadeasting-

The W Nerwork - -
Programming-HBD | & ]
Canle 1ot ] b Lk ] 101
To $ 444 3 473 8 478

-
Tota!

11| dmsmroues echeden 6 emerSimen D] B T Fjwaess of
Wl e | RE0 D g dnes of Do werertt i ATC o | #9)]
e cogunnees o FALCOM aad Lumvnid o (70 and sodis Saied il
et s STLmemed e By U PaeThETE ol

Timi

fArarmanan 3403 3O ABIRL NS SA00530 At laTey

' Time WWisner and the Etertainment Growd 1 21 "2 3=

deliceie ] =St o _i.:_i._. L _.1.
ASSETS

Time Waruer

PL,:I||r||n‘ $ 2075 8 1) %L NN
Mt 1318 HIEES ] 1401
Cable 1875 -
Entertanmen: Group” §.734 5353 t517
Corporate™ .50 (L1 R L%
Total SILI0T 314718 41689

Entertainment Greup

 Fimed Entertainment S T 5 T 5 7Y
_‘ Sox Flags Theme Parky b Bid §4a
H Broadcasting.
1 Thews Network 81 2 -
i. Propramming.-HBO L33 11 7%
' Cable v441  BIO) 302
| Corparaze™ T LTE0 lesd
| Toul 3180 189N 30 8101
P - — =
il (11 f et el Ll TR T 3rveesd Tome Worees | swpiee=T =
¥ ol ey fer 13 ond faer e Deeprneerent G
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t
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| CAPITAL EXPENDITURES
]_' Time Warner.
! Publahing $ M3 M3 4
I TPETT it os %
i Canle i - .
=r Corperaie % 4 L
g I.-.El ) L L L
| Estertalament Greup:
i Fimed Entertainment T W4 0% 0% 5§ 110
Hosix Flagt Theme Parky 4] a4 14
\ Sroadcasting-
3 The Wil Metwark - - N
|| Programmng HBO 108 i e
! Cable™ | 1¥%] TTE 131
. Eorporate ) 1 =
Tatal B $ e8] 31305 5 e}
V1) Calew BEpe 3 wopeadtoy) st onded o gt Pemept padecheny o S
WAl ET Mes = e et 87 LS i o (TH] § 1) 4 emiae -
TR0 g 10 resimas ot 10R) Pigin J1
a7
LR




lnfgrmatica 41 %0 Time Wairnery pperalioni in

deferent geographical areas i a1 folows

frer Emdpd Dece=ter ]| mbissa e L L L
Hevenues

Liniced States’ § 5447 3 A% § 4404
turope £.532 |45 1,194
Pacific Rim i 714 53]
Reiz ofWerld 19} 15} 184
Taral ] I.Gﬂ;_ 5 7 "l__ Ll.“ [
Operating Income

Uniced States § 457 3 4% 5 4l
Europe 158 108 kgl
Pacific Rim 57 4 2
Rest of Vorld 5 i 1
Total $ 975 Tl s WM
Asseals

Unized Sctes $ 09300 3 10951 § 14328
turope 1,197 i 1,438
t'acidic Rim & (3] 314
Resz of YWorld 404 a7 41
Tozal 5 12131 3 18716 5 14891

(1] Tame Wezrmert revemers &3 sl wnchudd The revemwes 8f B LAteriaenemest
Comn =t bpd argen revraees of 31,850 bulion m 1785 57 47 bas
o (99 gnd 51000 bug @ |1, prncpedty frac the dasr of Famad
Bzl Jradiatl 3eacd

14 COMMITMENTS AND CONTINLENCIES

Total rent expense amounied to 174 millien i 1995,
SIS7 mullion in 1994 and 5141 milion in 199 The
miemyrm rental commitments under noncancellable
longterm operating leases are 19955147 million, 19%7.
5111 milion, 1998-5139 million; 1999-5130 millon,
1000-50123 mllion and atter 2000.5%2) milhon

and  guarantees
cermun heenuing, artisus and other agreements ag refated

spproximately 371 9 billion at December 11, 1995, which

Minimum  cammitments under

are payable pringipally over i five-year period. Suth
smounts da natinclude the Time YWarner General Partner
guarantiees of agpromimately 56 bidlian ol TYYE debt

BE

Penging lefil proceed ns are suDilannANy £t
nesses of Tume ar e

nggatan ncdental 1o the Sus
1oefed SEMALEL |0 CONNELIQN with CLALE ACTO7 (o=
1~2 pending bigazian with U § WWEST In the 03

countel and marafement, the ullimate re1Qiunian o) ey
matters will not have & mys=ral e ect On the hoasi

1atementy of Time Yvarngr

15, ADDITIONAL FINANCIAL INFORMATION

Additional financis| infarmauon with respect 10 cait

flowes 11 a1 follows

teary Dt Dwvembar ] [waiiaey) [L1F} 1984 rae}
Caih payments made

for interest $ 457 5 519 5 1
Cash payments made

for income taxes 01 me 114
Tax-related distributions

recerved from TWWE &80 1}

income tan refunds rru:-red 14 50 52

During the years ended December 11, 1995 and 1934
Tirme Warner realized 315 midlion and 3179 mulion. respec:
tvely, from the se:uritizanon of recevables Noncash
nwesting and financing actiwites w1995 includsd the i 4
bellion acguisitens of KBLEOM™ and Summut in exchange
for caprtal srock (Mote 4), the $1.36 bilhon atgunron of
ITOCHU's and Tethisa’s mierests in TWWE in exchunge for
capeeal stock and $10 mullion in cath {Mote 1) and the 31 8
bihion redempuon of Time Warners Reser Mnoter un
exchange for other debt securities (Note £) Noncah
finangrng acuwines in 1993 included the niuance of
approwimately 51| bidiion of debentures in exchange for
the old Series © preferred 1tock (Mote 9]

Onher current habiitres consiat of

Checemper o (o) [L2F 9
A_..r:‘:;;;rd_e:pmul $ WLy I
Afcrued compentation w ioa
Accrued income taxes 1t} g
Dieferred revenues 4 11
Total S 1566 5 1219
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Report of Management

The accompanying cansolidazed fimansial amatements
hive bBeen prepared by management in conformity with
generaily accepted accounting principles, and necessarily
include some amounts that are based on managements
best esumates and judgments

Time Warner mainzaini & system of internal account:
mp cantroll devgned o provide management with reasan-
sble assurance that assess are wfeguarded against loss
from unawthorized use or duposition, and that transac-
uonl are executed in accordance with management
authorization and recorded properly. The concep: of rea-
sorable assurance i3 based an the recognition that the
cost of a system of internal control should not exceed
the benefits derived and tha: the evalvation of those fac-
tary requires estimates and judgments by management
Further, because of inherent mitavons in any system of
wzernal accounting contral, errart or ircegularities may
occur and no: be detected. Nevertheless, managemen:
believes that a high level of internal contral i3 malntained
by Time Warner through the selection and training of
gualfied personnel. the establishment and communica.
tuon of accounting and business policles, and s internal

audit program

Toe Audit Commizzer of the Bouard af Dre::
tomoosed solely of directars who are not empla-e.
Time ¥Warner, meets periodically with managemen: an2
with Time ¥Warner's internal auditors and mdesen=e--
auditors 1o review matters relating to the quality of
fingncial reporting and internal accounting contral an
the nature, extent and retults af their 2udits Time
Warner's ingernal auditors and independen: aucaary
Have free access 1o the Audit Committee

LD D—‘_
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Report of Independent Auditors

THE HOALD OF DIRECTORS AND SHAREHODLDERS
TIME WARNENL INC
Wve have audited the accompanping consobdated balance
sheet of Time YWarner Inc. ("Time Warner”) as of
Decermber 11, 1995 and 1994 and the refated contolidated
smatements of operations, cash flows and shareholders’
eguity for each of the three years o the pernod ended
[Decermber 1, 19%% Theie fnancial 1zatements are the
respontibility of Teme Warners management. Our respor
1ibility 18 1o express an opinion an thete financial state-
menti bated on our sudiin

Wvo conducted our audits in accordance with generally
accepted audhung sandardl. Tnote standards require that
we plan and perform the audit to obrain reatonable
asiurance about whether the fimancial saatements are free
of material mistatement An audit includes examining, on
3 fest Basid, ewvidence supporung the amoaunts and diszlo.
sures in the financial satements. An audit alo includer
aesing the accounting principles uied and tgraficant

HS

estrnates made by manapement ad wall 31 evaluaung whe
o rall financial statement pretenzatunn Ve beleve that
our audits prowide 3 reasorable basn for our opwion

In our opinion, the financial statements referred 1o
abrove present fairfy, in all marerial respecti, the consoh
dated financial pasitnon of Time VWarner at December 11
199% grd
pperationd and ity cash flows for each of the three years

1994 and the ronwobhdated revuits of s

i the period ended December 31, 1995, 10 confarmuty

with generally accepted accounting principles

M‘f é‘umr.‘.l?
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Selected Financial Information

Tne pelzcred finanzal wmformavon for esch of the five
years in the period ended December 31, 1335 sec forth
below has been derwed from and should be read in con-
juncuimn with the financial statements and other financial
infarmation presented eliewhers herein. Capinalized
terms are a3 defined and described in such consolidated
finangal scatemenss, pr eliewhere herein. The selected
miszarizal fimancial information for all periods after 1992
reflects the deconsolidation of the Entertainment Group.
principally TWE. effective January 1,199

The selected historical finangal infarmation far 1595
ref eczs the issuance of 29.) million shares of convertible
preferred 1tock having an aggregate hguidation preference
af $2.924 bdlion in connecuion with (1) the acquititions of
KBLCOM and Summit and (#) the exchange by Toshiba

and ITOCHI af ther direct and indirect intereszy n TYYE
The selected historizyl financial informauen for 157]
reflects the issuance of $4.1 bilon of long-term deb: anc
the ute of 5.5 billion of cath and equivalenu for the
exchange or redempuun of preferred sock hanng an
aggregate bquidaton preference of St4 tuilion Tne
selected hintorical financal information for 1992 reflect:
the capiaalization of TYWE on June 30, 1991 and ausocarted
refinancings. and the acquuition of the 1B 7% measnity
interest in ATC as of June 30, 1992, uning the purchate
method of accounung for butiness combinatont

Per common share amounts and averafe common
shares have been rejuted to give effect 1o the fourforcne
common stock split that occurred on September 10,1951
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Selected Balanee Sheet [Information
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ATTACHMENT C

FLORIDA DEPARTMENT OF STATE
Sandra B. Mortham
Sceretary of State

April 26, 1996

TIME WARNER CONNECT
C/0 CT CORPORATION SYTEM
TALLAHASSEE, FL

The Partnership Registration Statement tor TIME WARNER CONNECT, a
Florida Eannership, was filed on April 26, 1996. The document numbe. lo 1his
filing is GPE600000235.

Enclosed is the cerilication you requestod.

Please be aware if the partnership address changes, it is ihe responsibility of the
parinership to notify this oflice.

Should you have any questions regarding partnerships, please contact ¥ 's office
at lho address given below.

Sincerely,

Buck Kohr

Corporate Specialist

Partnership Section

Division of Corporations Letter Number: 436A00020076

Division of Corporations - I.O. BOX 6327 Tallahussee, Florida 32314
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Department of Htate

| certity the attached is a true and correct copy of the Partnership Registralion
Statement of TIME WARNER CONNECT, a Florida parinership, filed on
April 26, 1996, as shown by the records of this office.

The document number issued to this filing is GP8600000235.

@nben unber mp hanbd and the
®real £ cal of the Statr of flonda,

at Callahassee, the Capital, ths the
Twenty-sixth  pap gfApTil, 1996

Sandra B. Hortham

Secrelary of Stalr
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we O PARTNERSHIP REGISTRATION STATEMENT

| __ _ Time Warnet Coabect .. 2
INime of Patticiyhip) il
s
R _— New York . 3. . 13-384093)  ep EC.
(Biat=/Couny ol Formaion) - :Tiilhumhﬂ% "
4 i 75 Rockefeller Flaza, New York, New York 10019 E “ e
) [Sirest Aadrens of Chiel Eneculive Olfice T o =
-5 -:;' t
5 2600 McCormick Drive, Suite 255 CR 2
A — AN - s =
- r;t

Clearwater, Florida 34619
[Bircet Addizss of Principal Olfe wn Flonda, i sppliceble)

6 In accordance with s. 620.8105(1 {e) | & 2), Florida Statutes, required partner information is provided in one
of the [ollowing options:

M) Ausched is a list of the names and mailing addresses of ALL pariners and Florida Registration Numbers,
if other than individuals, or:

a The name and street address of the sgent in Florida who shall maintain a list of the names and addresses

of all partners:
I¥F OTHER THAN INDIVIDUAL,
NAME & FLORIDA STREET ADDRESS FLORIDA REGISTRATION
OF FLORIDA AGENT NUMBER

e —

Hcalmy of the partners are other than individuals, its entity name and Flonida Registration Number must be hsted
nw'

TW Service Holding 1, L.P. _B35000000354
TW Service Holding 11, L.P. 595000000355
= Parirer Ertity Name Florids Document 8

The caccution of this stalerment as o, Jrtner constitules ar affirmation under the penalties of perjury that te facty
stated herein are true

Signed this __ old f“_dzy of _ April J19_96
TW Service Holding I, L.P.

Signatures of TWQ Partnets: _FLi\}M ﬂ- '—TWJ e e -
Eervice 1d IL,  LP.
RF.L_{DA b P

Typed o1 printed name of partners sIgmng above Diane Moss, Vice President b Aspl. jreretarsy
Fing Fee $s000 -

CHIEO74599) Celilied copy:  © '3.‘%52.;0 (6ptidnal)
Cerlificate of Statvki;, < 5 8,75 (optional)

¥l d W33Tinl Sk:01 NHL 95-6 -A¥A




List of Pastuiers pnd Adihiesses

TW Service Holding 1, 1L.P.
75 Rockefleller Plaza
New York, NY 10019

TW Scrvice Holding 11, L.P.

75 Rockefeller laza
New York, NY 10019
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