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7 June 1996

Ms Blanca Bayo Director via Hand Delivary
Dwnsion of Records and Reporting

Flonda Public Service Commission i T2 o
2540 Shumard Oak Boulevard Tt ' J

Tallahassee, Flonda 32399-0850

Re Application for Shared Tenant Service (STS) Cendfication by Time Warner Connect
a Flonda General Partnership

Dear Ms Bayo

Enclosed please find an ongmnal and six copies of an application and supporting
documentation for the above-referenced apphcation Also enclosed please find oul
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
ongmnal was filed and return a copy 1o me

Respectiully,
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Wil
L'\-' Fo -.J.i
Jill Butler Clnek reesientd v i
Enclosures apphcation and three altachmenls

cC Dave Ross 'w/ enclosures) by of frescl whio Intwartied chack
Rich Gerstemeier (wf enclosures) b s
Judy Brunsling (w/ enclosures)
John Rigsby (w/ application only)
Jeff McQwnn (wi application only)
Leshe Carter (w/ application only)

-
- % ﬁ_ \ el AR
' f’\. A by
i T ,\".', -
i - N
Nf ¥ et R DOCUMENT NI MELR -DATE

* S 06202 JuN-18

Raad Maple Ridge, Tollahaviee, 27 120000 Ted Wid-WII-TEND  Faa ':rrJinﬁﬁ-IﬁEEURUSmEPﬂHTIHE

L

S ;
]‘.LL[ Wi - Lils )

[}
|
]

Fal



I Fhis 15 an apphcanon for (check one)
(A1 Original authority (new company )

£ 1 Approval of transfer (to another certificated company )
Example a cerihicated company purchases an existing company
and desires to retain the onginal certificate 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 authonin
rather thin apply Tor a new certificate

i) Approval for transfer of control (1o another certificated compiny )

Example a company purchases 51% of a certificated company
The Commission must approve the new controlling entity

Name of apphcant  Time Wamer Connect

i A National maihing address including street name. number. post otfice boy
city, state, 2ip code, and phone number
160 Inverness Dinve West
Englewood. Colorado 80112
(3007 754-6154
i Flonda maihing address including sireet name, number. post ollice box,

city, state, z1p code, and phone number

Lime Warner Conneel
oo hll Butler

2773 Red Maple Ridge
Falluhassee, FI 3230
(904)942-118]
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¢ Physical address of shared tenant service in Flonda mcluding
street name, number, post office box, city, 21p code and phone number

2600 McConmick Dnve, Suite 255
Clearwater, FI. 34619

(813 791-7730

(813) 796-0625 (fax)

and

2251 Lucien Way, Suite 150
Maitland, F1. 32751

(4007) 660-5542

(407) 660-B068 (fax)

. Structure ol organizalion

() Individual

{ ) Forcign corporation
(X) General Partnership
{ 1 Joint Venture

) Corporation

I Foreign Partnership
) Limited Partnership
I Other, please explain

S I incorporated, please provide proot from the Flonda Secretary of State that the
applicant has authornty 1o operate in Flonda

Corporate Charter Number — Apphcant s a general partnership
{See Attachment O)

6 Name under which the apphicant will do business (d'ba)
'ime Wamer Connect
7 It apphicable, please provide prool of fictitious name (db/a) registration

Ficutious name registration number (Scee Attachment C--GPOOOOOINT 35
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b If applicant 1s an individual, parinership, or jomnt ventere, please give name, iitle
and address of each legal entity

Time Warner Connect is a pencral partnership

Appheants general partners are TW Service Holdimgs 1L P and TW
Service Holdings 11 1. P

75 Rockefeller Plaza
¢'o Mane White
New York, N Y 10019

9 State whether any of the ofhicers, directors, or any of the 10 largest stockholders
have previously been adjudged bankrupt, memally incompetent, or found guilty of any
felony or of any cnme. or whether such actions may result from pending proceedings 1
0, please explain

No

i Please provide the name, utle, address, telephone number, internet address, and
facsimile number for the person serving as ongoimg haison with the Commission, and 1
different, the haison responsible for this application

Ms il Butler

Director of Repulatony Adlairs
2773 Red Maple Ridge
Fullahassee, FI. 32301
(904)942-1181

(904) 942-0431 (1ax)

1 Please List other states in which the applicant 1s currently providing or has applied
to provide local exchange or shared tenant service

Cahtormia, New York, Texas, North Carolina, Tennessee

s

i2 Has the apphcant been dened certification in any other state” 11 so, please hst the
state and reason tor demal

No

st i




13 Have penalties been imposed against the apphicant in any other state” 1t so
please hist the state and reason for penalty

No
14 Please indicate how a customer can file a service complaimt with yvour company

A customer can file a service complamt with Time Warner Connect by
contacting the Time Warner Connect business oflice or by wnuing the

Vice President

Time Warner Connect

2600 McCormick Drive, Suite 255
Clearwater, F1. 32301
(813)791-7730)

or

General Manager

Time Wamer Connect

2251 Lucien Way, Sune 150
Mantland, FI. 32751
(407 ) 66H0-5542

15 Please provide all avanlable documentation demonstrating that the apphicant his
the following capabihines to provide shared tenant service in Flonda

A Financial capabihity
Please see Attachment A
| Balance Sheet - I'ime Warner, Inc Annual Repon ( Attachment )
2 Income Statement - Time Warner, Ine Annual Report tAnachment 14
3

Statement of retaned carmings for the most recent three years
{ Attachment B, Page 54)

Audited financial statements are included in the 10K Report (Attachment A
and the Time Wamner, Inc Annual Report (Attachment 13)
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B Managenal capabiliny

lime Warner Connect has financial and management expertise necessany o
provide shared tenant services as demonstrated by the following

a  The president of Time Warner Connect s

Mr Gary Lane

160 Inverness Dive West
Englewood, CO 80112
{303) 754-6154

Mr Lane has a background in cconomics and admimstration with extensive
expenence in the telecommunications industry dating from 1979 when he accepted a
position with Northwestern Bell Telephone (tnow US WEST)  His expenience at U S
WIEST includes local and long distance service sales, sales management, regional sales
and busimess development. Mr Lane also headed new product and new business
development In 1991, Mr Lane went 1o the Umited Kingdon where he was responsible
for the implementation and operation of telecommumcations switching for the U1 S
WIEST/TCI jount venture

¢ Techmical capability

Fime Warner Connect will provide qualified management, marketing,
engimeenng and customer service personnel to support its services in Flonda  Time
Warner Connect has developed an advanced svstem for order processing, billing,
customer service, and imformation management necessary o support 11y
telecommunications services

Within the State of Flonda. the otficials, management, and techmical
personnel of Time Warner Commumications, Tone Warner Cable and [igital Media
Partners, will be avarluble 1o assist Time Warner Connect and its customers to the tullest
extent that s necessary and approprniate  These officials and personnel have extensive
expenience in the telecommunications industry
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AFFIDAVIT

By my signature below, 1 the undersigned ollicer. attest 1o the accuracy ol the
mlormation contamed m thes appheation and attached docaments and that the appheant as
the technical expertise, managenal ability - and linancial capalibiny o prosade shared tenant
service m the State ol Flonda | have read the Toregomy and declare that 1o the best ol oy
I.mm.l._ult'_c and beliel, the mlommation s true and correct 1 attest that T have the authonty
o sipn on bohall of my company amd agree 1o comply, now and i e lutare, with all
applicable Conmssion rules and orders

Further. | am aware thar pursuant o Chapter 83706, Flonda Stanates, "W hoeva
knowimnply makes a false statamant in writing witl the mtent w nnskzad a public scrvant
the performance of his official duty shall be puilty of a misdemeanor of the sceond depres,
pumishable as provided in s 775 082 and « 775 OX3”

Olicial;
Late
Ged) T5y-bsy
Telephone Number
e €90
Alidress
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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, 1985
Commission file number 1-8637

TIME WARNER INC.

{ Exact name of registrant as specified in its charter)

Delaware 13-1388520
{State or other jurisdiction of (LR.S. Employer
incorporation or organization ) Identification %o |
75 Rockefeller Plaza, York, N.Y. 10019
{ Address of principal executive offices) (Zip Code)

Remstrant’s telephone number, including area code: (212) 484-8000

Securities registered pursuant to Section 12(b) of the Act:
Name of each exchange

Title of each class _on which registered
Common Stock, 5100 par value New York Stock Exchange

Pacific Stock Exchange
Fights 1o Purchase Senes A Participating Cumulative New York Stock Exchange

Preferred Stock Pacific Stock Exchange
f: 855% Debentures due 2026 New York Stock Exchange
TE5% Notes due |05 Sew York Stock Exchange
T 45% Debentures due 2008 New York Stock Exchange
T T5% Notes due 2005 New York Stock Exchange
T 85% Notes due 2000 New York Stock Exchange
TAT3% Notes due 2004 New York Stoel: Exchange
S05% Debentures due 2016 New York Siock Exchange
5115 Twhentares due 20060 New York Stock Exchange
S 15% Debentu es due 2007 New York Stock Exchange
5 505 Dhiscount Debentures due 2006 New York Stock Exchange
2% Debentures due 2017 New York Stock Exchange
4% Debentures due 2013 New York Stock Exchange
9 153% Debentures due 2023 New York Stock Exchange
Ligud Yield Option™ Notes due 2012 Amencan Stock Exchange
Liqud Yield Option™ Notes due 2013 New York Stork Exchange

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

Indicate by check mark whether the registrant (1) has filed all reports requ red to be filed by
Section 13 or 15(d) of the Secunties Exchange Act of 1934 dunng the preceding 12 months, and (2) has
been subject to such filing requirements for the past 90 days. Yes | No

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation SKus
not contamed herem, and will not be contained, to the best of registrant’s knowledge, in defininve
proxy or imformation statements incorporated by reference in Part 1l of this Form 10-K or any
amendment to thus Form 10K [

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 remstrant (based upon the
closing pnice of such shares on the New York Stock Exchange Composite Tape on March 20, 1996) was
approximately $16.4 billion

DOCUMENTS INCORPORATED BY REFERENCE

[esenipuion of document Part of the Form LK
Portions of the Definitive Proxy Statement to be used in Part I (Item !0 through hem 133

connection with the registrant’s %% Annual Meeting of
Stockholders




PART 1

Ttem 1. Business

Time Warner Inc. (the “Company ™) was incorporated in the State of Delaware i August 1983 amid 15 the
successor 10 a New York corporation onginally organized in 1922, The Company changed 11s name trom Time
Incorporated following its acquisiion of 59.3% of the common stock of Warne: Commumications Inc + WO
in July 1989. WCI became a wholly owned subsidiary of the Company in January 199%) upon the completion of
the merger of WCI and a subsidiary of the Company. As used i this report. the terms “Registrant” the
“Company” and “Time Wamer™ refer to Time Wamner Inc. and its subsidianes and divisions. and includes Time
Warner Entertainment Company, LP ("TWE™), unless the comext otherwise requires See below for g

description of TWE and us relauonship 1o the Company

The Company is the world's leading media company, and has inizrests n three fundamental arcas ot
business: Entertainment, consisting principally of interests in recorded music and music publishing. filmed
enterainment. broadcasting. theme parks and cable television programumung, News and Information, consisting
pnncipally of interests in magazine publishing, book publishing and direct marketing. and Telecommunications
consisting pnncipally of interests in cable ielevision systems. Substanually all of the Company’s interests 1n
filmed entertainment, broadcasting, theme parks and cable television programmung are 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 to merge with Tumner Broadcasung System,
Inc. (“TBS"). a diversified information and entertainment company, by acquinng the remainng approximately
§0% interest in TBS that the Company docs 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 each of the Company and TBS with separate subsidiarics of a holding company
(“New Time Wamer™ and collectively, the "TBS Transactuion™) In rconnection therewith, the issued and
outstanding shares of each class of the capual siock of the Company will be converted into shares ol a
substanually 1dentical class of caputal stock of New Time Wamner In addition, the Company has agiced o enter
into certun agreements and related transactions wath certan sharcholders of TBS, mcluding K.E Turner and
Liberty Media Corporation (“LMC™). an affiliate of Tele-Communications, Inc. ("TCI") The Merger
Agreement and certain related agreements provide for the issuance by New Time Wamner of approvmately 1728
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 ssued to LMC (the “LMC Class Common Stock™). in exchange for the
outstanding TBS capital stock, the issuance of approximately 13 mullion emplovee stock options 1o replace all
outstanding TBS employee stock options and the assumption of THS™ indebtedness iwhich approximated $2.5
billion at December 31, 1995). As pan of the TBS Transaction, LMC will receive an additiaal five mallion
shares of LMC Class Common Stock pursuant to a separale option agreement which, together with the S06
million shares it will receive pursuant to the TBS Transacuon. will be placed in a voung st of which Gerald
M. Levin, Chairman and Chief Execunve Officer of the Company, will be the trusiee ithe “Libeny Volng
Trust”). of. in ceriain circumstances, exchanged for shares of another pecial class of non-voting. non-
tedeemable commen stock of New Time Wamer that will be held by LM T

The TBS Transacton is subject to customary closing conditions, including the approval of the shareholders
of TBS and of the Company. all necessary approvals of the Federal Communications Commission 1"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 conditioned upon changes to the terms of the Merger
Agreement or the related agreements.

In 1995 and early 1996, the Company completed its acquisition of three significant cable television
compantes: Summit Commumnications Group, Inc (“Summit™), KBLCOM Incorporated (“KBLCOM™) and
Cablevision Industries Corporation ("CV1”) and related companies and. through TWE. formed a cable television
joint venture (the “TWE-A/N Pannership”) with Advance/Newhouse Partnership (" Advance/Newhouse "), n
which TWE owns a 66%% interest {these transacuons being collecuvely referred to hereinafier as the " 1995




Jharcholders Beginming in the third year, either panner can imnate a dissolution 1 which TWE would recenve
rwoethirds and Advance/Newhouse would receive one-third of the TWE-A/N Partnership's net asscts

O May 2. 1995, the Company acquired Summit Communications Group, Inc ("Summut™ ), which ow ned
cable television systems serving approximately 162.000 subscnbers 10 Winston-Salem. North Carolina and in
certain suburbs of Atlanta. Georgra To acquire Summut. the Company ssued approximately 1.6 mulhion shares
of 1ts common stock, par value $1.00 per share (“Common Stock™ ), and apprusimately 3.3 mullion shares of a
new senes of conveniible preferred stock ("Sencs C Preferred Stock™) and assumed $140 mullion of
indebtedness

On July 6, 1995, the Company acquired KBLCOM Incorporated ("KBLCOM™). a subsidiary of Houston
Industaes Incorporated, which owned cable television systems serving approximately 700,000 sutscnbers and 2
s0% interest in Paragon Commumcations ("Paragon™ ), which owns cable television systems serving an
additional 972,000 subscnbers. The other 50% interest in Paragon was already owned by TWE To acquire
KBLCOM. the Company issued one million shares of Common Stock and 11 million shases of a new senes of
convertible preferred stock (“Series D Preferred Stock™ ) and assumed of incurred approxumately $1.2 billion of
indebiedness. KBLCOM's systems serve subscnbers located 1n San Antonio and Laredo. Texas, the Minneapolis
metropolitan arca. Portland. Oregon and Orange County, California Paragon’s systems serve subscnbers in
Tampa. Flonda and northern Manhattan, as well as other locations

On January 4, 1996, the Company acquired Cablevision Industries Corporation ("CVI7) and related
companies that owned cable television sysleims Serving approximately 1.3 mullion subsenbers, in exchange for
the issuance of approximately 2.9 million shares of Common Stock and approximaicly 6.5 million shares of a
new senies of convertible preferred stock (“Senes E Preferred Stock™ and “Senes F Preferred Stock” ) and the
assumption or incurrence of approximately $2 billion of indebtedness. CVI's systems serve subscnibers
prncipally located 1n New York. North Carolina. Flonda, Califorma’s San Fernando Valley and Columbia,
South Carohina

Along with internal growth. the 1995 Cable Transactions increased the total number of subscnbers undet
the management of Time Wamer Cable to approximately 11.7 mullion, as compared to 7.5 mllion subscribers al
the end of 1994,

For additional information regarding the 1995 Cable Transacuons. sce Note 4 “Cable Transactions” and
Note 9 “Caputal Stock.” to the Company ‘s consolidated financial statements at pages F-32 and F-40, respectvely
herein

01 June 21, 1995, TWE sold $1% of its mierest in Six Flags Entertainment Corporation ("SFEC™ ) to an
investrent group led by Bosion Ventures Management, Inc.. a private investment management firm. for $204
mullion and received $640 mullion in additonal proceeds from SFEC, represcaung payment of cenam
\ntercompany indebtedness and licensing fees As a result of the transactuion, SFEC has been deconsolidated and
TWE's remaining 49% interest in SFEC s accounted for under the equity method of accounting

For tinancial information about the Company’s industry segments and operations in different peographucal
areas with respect to each of the years in the three-year penod ended December 31, 1995, see Note 13 "Segment
Information.” to the Company’s consolidated financial statements at pages F-c6 through F-49 herein

NEWS AND INFORMATION

[he Company’s News and Information business currently 18 conducted by Time Inc.. a whaolly owned
subsidiary of the Company. Time Inc. has one of the largest portfolios of brand name franchises in the world
Development and distnbution 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 [t conducts these actvitics through wholly owned subsidianes, joinl ventufcs, cquity investments and
partnerships
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PART 1

Itemn 1. Business

Titne Wamer Inc. (the "Company *) was incorporated in the State of Delaware in August 1983 and 1v the
wccessor 1o 4 New York corporation ongimally organized in 1922 The Company changed ity 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 compleuon o
the merger of WCI and & subsidiary of the Company As used m this repon, the terms “Hegistrant,” the
“Company” and “Time Warmer" refer to Time Warner Inc and its subsidianes and divisions. and includes Time
Wamer Entenainment Company, L.P. (“TWE"), unless the context otherwise requires See below tor 4
descnipion of TWE and its relationship to the Company

The Company 15 the world's leading media company, and has interests in three fundamental areas of
business: Entertainment. consisting prnncipally of nterests an recorded music and music publishine, tilmed
entertinment, broadcasting, theme parks and cable television programming, News and Information, consisuing
principally of interests in magazine publishing. book publishing and direct marketing, and Telecommunications,
consisting prncipally of interests in cable television systems. Substanually all of the Company s interests 1
tilmed entertainment, broadcasung, theme parks and cable television programmung are held through TWE and
most of its interests in cable television systems are held through TWE

In September 1995, the Company announced that 1t had agreed 10 merge with Tumer Broadcasting System
Ine (“TBS™). a diversified information and entenainment company, by acquinng the remanng approsimately
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 each of the Company and TBS with separate subsidianes of a holding company
(“New Time Wamer” and collectively. the “TBS Transaction™) In connection therewith. the issued and
outstanding shares of each class of the capital stock of the Company will be conscried nto shares of a
substantially identical class of capital stock of New Time Warner. In addinon, the Company has agreed to enter
into cenain agreements and related transactions with cenain sharcholders of TBS, including R k= Tumer and
Liberty Media Corporation (“LMC™). an affiliaie of Tele-Commumications, Inc. (“TCI"y The Merger
Agreement and certain related agreements provide for the issuance by New Time Warner of approumately 1728
m llion 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 ssued o LMC (the “LMC Class Common Stock™). in exchange lor the
outstanding TBS capital stock, the 1ssuance of approximately 13 million employee stock options to replace all
outstanding TBS employee stock options and the assumption of TBS” indebiedness iwhich approximated $2.5
billion at December 31. 1995). As pan of the TB5 Transaction, LMC will recenve an additic.al hve mullion
shares of LMC Class Common Stock pursuant to a separate option agreement which, together with the 50.0
million shares it will recerve pursuant to the TBS Transaction. will be placed in a voung trust of which Gerald
M. Levin, Chairman and Chief Executive Officer of the Company, will be ibe trustee {the "Liberty Voung
Trust”). or. in certain circumstances. exchanged for shares of another ipecial class of non-voung. non
redeemable commen stock of New Time Wamer that will be held by LMC

The THS Trensaction 15 subject (o customary closing condinons, including the approval ol the sharcholders
of TBS and of the Company, all necessary approvals of the Federal Communications Commussion ("FCC™) and
appropnate anutrust approvals. There can be no assurance that all these approvals can be obtained or. 1n the case
of governmental approvals. if obtaned, will not be condiioned upon changes 10 the terms of the Merger
Agreement or the related agreements

In 1995 and carly 1996, the Company completed s acquisition of three significant cable lelevision
compamies Summi Communications Group, Inc. (“Summn™), KBLCOM Incorporated (“KBLCOM™) and
Cablevision Industnes Corporation ("CV1") and relaied companies and. through TWE. formed a cable television
joint venture (the "TWE-A/N Partnership™) with Advance/Newhouse Partnership (“Advance/Newhouse "), 10
which TWE owns a 66%% interest (these transactions being collectively referred w heremnalier as the “1995%
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Cable Transactions™ ). (See below for a more detwled discussion of cach 199% Cable Transacton.) 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 Pannership s held by TWE
Time Wamer Cable (“Time Wamner Cable™ ), a division of TWE, operates and manages substanually all of the
cable television systems acquired through the 1995 Cable Transactions. as well as those systems held by TWE
prior 1o the 1995 Cable Transacuons. Time Wamer Cable does not manage those cable television systems of the
Company which are located within the I4-state telephone service area of U § WEST. Inc. a Colorado
corporation ("U § WEST™), See "Telecommunications—Cable Division —Television ™

TWE was formed as a Delaware limited pannerstup in February 1992 pursuant 1o an Agreement of Limited
Partnership, dated as of October 29, 1991, as amended (the “TWE Partnership Agreement” 1. and has, since 11y
capitalizaton on June 30, 1992 (the “TWE Capitalizanon” ), owned and operated substanually all of the Filmed
Entenainment, Programming-HBO and Cable businesses previously owned by subsidianes of the Company
Upon the TWE Capitlization. certamn wholly owned subsidiancs of the Company (the “Time Warner General
Partners™), contributed such busincsses, or assigned the net cash flow denved therefrom (or an amount equal to
the net cash flow denived therefrom), 1o TWE and became general partners of TWE. Also upon the TWE
Capitalization, wholly owned subsidianes of ITOCHU Corporation (formerly C. lwoh & Co., Ltd ). a corporation
organized under the laws of Japan (“ITOCHU™}, and Toshiba Corporation. a corporation organized under the
laws of Japan (“Toshiba™), collecuvely contnbuted $1 billion 1o TWE and became limited pantners of TWE

On September 15, 1993, TWE consummated the transacuons contemplated by the Admussion Agreement
dated as of May 16, 1993, as amended (the “Admission Agreement”), between TWE and U 5§ WEST Pursuam
to the Admission Agreement, a wholly owned subsidiary of U § WEST made a capital contnbution of $2 851
billion and became a limited partner of TWE (the "U § WEST Transaction”). The Admussion Agreemeni
provides that TWE will use s best effonts to upgrade a substanual porion of its cable systems 1o “Full Senvice
Network ™™ capacity by the end of 1998, As systems are designated for such upgrade and after any required
approvals are obtained, U S WEST and TWE waill share joimt control of those systems through a2 50-50
management committee. The “Full Service Network™ business is expected 1o include substannally all of TWE's
cable systems, subject to obtaining necessary regulatory consents and approvals. See “Telecommunications—
Descnption of Certain Provisions of the TWE Partnership Agreement”

Following the admission of U S5 WEST into TWE, each of ITOCHU and Toshiba owned a 561% pro rata
priomty capita) and residual equty interest in TWE and a 6.25% residual equity interest in TW Service Holding
I, LP and TW Service Holding Il L.P. (the “Time Warner Service Partnershups™) The Time Wamer Service
Parinerships owned certun assets related 1o the TWE businesses (See “Telecommunicanons—Other
Entertunment Group Assets—Time Warner Service Partnerships™). On Sepiember 3, 1995, and October 2.
1995, ITOCHU and Toshiba. respecuvely, each exchanged its interest in TWE and the Tine Wamer Semvice
Paninerships for, in the case of [TOCHU, a total of & million shares of two new senes of converuble preferred
stock (“Senes G Preferred Stock™ and “Senes H Preferred Stock™) of the Company and. in the case of Toshuba.
7 mullion shares of a new senes of converuble preferred stock of the Company ("Senes | Preferred Stock™ ) and
$10 mullion in cash (the “ITOCHU/Toshiba Transacuon™).

As a result of the [TOCHU/Toshiba Transaction and the U § WEST Transaction. the Company and the
Time Wamer General Paniners collecuvely own 74.49%: of the pro rata pnomy capual and residual equity
parmership interests in TWE, and cerun prionty capital interests semiof and junior to the pro rala pnonty
capital interests, The remaining 25.51% pro rata pnionty capital and residual equity limuted pantnershap interests
are held by a subsidary of U 5 WEST

On Apnl |, 1995, TWE formed the TWE-A/N Parmership. a cable television joint venture with
Advance/Newhouse to which Advance/Newhouse and TWE contnbuted cable 1elevision systems (or inlerests
therein) serving approximately 4.5 mullion subscnbers. as well as certun foreign cable imveaments and
programming investments. TWE owns a two-thirds equity interest n the TWE-A/N Pannership and s the
managing pariner In accordance with the partnership agreement, Advance/Newhouse can require TWE 1o
purchase 1ty eguity interest for fair m-sket value at specihe’ intervals following the death of both of s pancipal
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Jharcholders. Beginming in the thud vear. either partner can imitate a dissolution in which TWE would receive
rwo-thirds and Advance/Newhouse would receive one-third of the TWE-A/N Partnership’s nel asscts

On Mav 2, 1995, the Company acquired Summit Communications Group, Inc. (“Summu™). which owned
cable television sysicms serving approximately 162,000 subscribers in Winston-Salem, North Carolina and in
certan suburbs of Atlanta, Georgia. To acquire Summit. the Company issued approximatesy 1.6 milhion shares
of 1ts common stock, par value $1.00 per share (“Common Stock™ ). and approximately 3.3 million shares of a
new senes of converiible preferred stock ("Series C Preferred Stock™) and assumed $140 million of
indebtedness

On July 6. 1995, the Company acquued KBLCOM Incorporated ("KBLCOM™), a subsidiary of Houston
Industnes Incorporaied. which owned cable television syslems Serving approximately 700,000 subscnbers and a
50% interest in Paragon Communications {"Paragon™), which owns cable television sysicms SeTviRg an
additional 972,000 subscnbers. The other S0% interest n Paragon was already owned by TWE To acquire
KBLCOM. the Company issued one million shares of Common Stock and 11 million shares of a new scnes of
convertible preferred stock (“Senes D Preferred Stock™ ) and assumed or incurred approximately $1.2 bllion of
indebtedness. KBLCOM's sysiems serve subscribers located in San Antomio and Laredo, Texas, the Minneapolis
metropohitan area, Portland. Oregon and Orange County. Califorma Paragon's syslems Serve subscribers in
Tampa. Flonda and northern Manhattan, as well as other locations.

On January 4, 1996, the Company acquired Cablevision Industnes 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
new sencs of converuble preferred stock (“Senes E Preferred Stock™ and “Senies F Preferred Stock™) and the
assumption or incurrence of approximately $2 billion of indebtedness. CVI's systems serve subscribers
prncipally located i New York. North Carolina. Flonda, Calforma’s San Fernando Valley and Columbia,
South Carohina

Aong with internal growth, the 1005 Cable Transactions increased the total number of subscnibers umer
the management of Time Warner Cable to approxmately 11 7 million. as compared to 7.5 mullion subscnibers at
the end of 1994

For additional information regarding the 1995 Cable Transactions. see Note 4 “Cable Transacuions” and
Note U “Capnal Stock.” 10 the Company s consolidated financial statements at pages F-32 and F-40. respectively
herein

On June 23, 1995, TWE sold 51% of its interest an Six Flags Enteriunment Corporation ("SFEC™) to an
investment group led by Boston Ventures Management. Inc.. a private investment management firm. for $204
mullion and recerved $640 million n additional proceeds from SFEC, represcnting payment of cenan
intercompany indebtedness and licensing fees. As a result of the transactuion, SFEC has been deconsolidated and
'WE s remaming 49% nterest in SFEC accounted for under the equity method of accounting,

For hnancial information about the Company’s industry scgments and operations in diffcrent geographical
areas with respect to each of the years in the three-year penod ended December 31, 1995, see Nete |3 “Segment
Information.” 1o the Company’s consolidated financial stalements at pages 46 through T <49 herein

NEWS AND INFORMATION

The Company's News and Information business currently 1 conducted by Time Inc.. a wiolly owned
subsidiary of the Company. Time Inc. has one of the largest portfolios of brand name franchises in the world.
Development and distnbution 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 1t conducts these activities through wholly owned subsidianes, joint ventures, equily ipvestments and

pannerships
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Magazines

(iencral

Time Inc. publishes TIME, PEOPLE, SPORTS ILLUSTRATED. FORTUNE. MONEY, LIFE, SPORTS
ILLUSTRATED FOR KIDS, ENTERTAINMENT WEEKLY and IN STYLE. In January 1995, Tume Inc
launched RETIRE WITH MONEY, a consumer newsletter from the editors of MONEY magazine that provides
gurdance to individuals on their renrement investments. In September 1995, Tame Inc. launched TIME For Kids.
a weekly news magazine aimed at elementary school students 1n grades four through six

Time Inc.. either directly or through subsidianes, has equity interests in ASIAWEEK and Amencan Famuils
Publishers. In 1995, Time Inc acquired an equity interest in Emphasis. a provider of in-flight media and
enterizinment. purchased Targeted Media. an organization dedicated to the creation and exccution vl alternatise
media concepts and programs; and launched Independemt Media Distnbution in Australia, a distnbutor of
magazines published by Time Inc. and certan other publishers,

Time Inc. Ventures (“TIV™), and its subsidiary Time Publishing Ventures, Inc. ("TPV "), are responsible for
regional and special interest publishing and development activities, including Southern Progress Corporation
{“Southern Progress™). Sunset Publistung Corporation (“Sunset Publishing”), PARENTING, BABY TALK.
HEALTH, HIPPOCRATES. MARTHA STEWART LIVING, WHO WEEKLY, PRESIDEN] and DANCYU
magazines, and vanous joint ventures. In 1995, TPV purchased HIN Inc. a publisher ol health
information/patient education booklets and tested THIS OLD HOUSE magazine. based on the popular home
renovation television senes. In 1996, THIS OLD HOUSE magazrine was launched under a licensing arrangement
with public television station WGBH.

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

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

Each magazine published by the Company has an editonal staff under the general supervision of a
managing editor and a business stalf under the management of a president or publisher. Magazine manufactunng
and distrbution sctivities are generally managed by centralized staffs at Tume Inc. Fulfillment activities for Time
Inc + magazines are generally administered from a cemtralized facility in Tampa. Flonda PARENTING.
SUNSET, BABY TALK. HEALTH. HIPPOCRATES, MARTHA STEWART LIVING, THIS OLD HOUSE.
VIBE, an' Time Inc.'s overseas operations generally employ independent fulfillment services and un.crighe
therr own manufactunng and distnbution.

Magazine publishing follows a seasonal pattern with revenues being generally higher m the second and
tourth yuarters and lower in the first and third quarters. Adverusing rate base 1v the guaraniced mimmum pad
oirculation level on which advertising rates are based

The individual magannes of the Company are summanzed below:

MME. a4 weekly magazine. summanzes the news and bnngs onginal interpretation and inught to the
week's events. In 1995, TIME launched Time Digital. a wide-ranging. user-fmendly. quarterly “magazine within
a magazine” about the digital age The domesuc adverusing rate base of TIME as of January 1996 was
4 000,008, which s unchanged frem January 1995

TIME For Kids, s a weekly news magazine aimed at elementary school students from fourth through sisth
prades The advertising rate base as of January 1996 was 720,000

TIME Asia, TIME Adantc, TIME Canada, TIME Latin Amenca and TIME South Pacilic are weekly
English-language ediions of TIME which circulate outside the United States. These cditions had an aggregale
worldwide advernsing rate base of 490,000 as of January 1996, compared to 1,460,000 in January 1995
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SPORTS ILLUSTRATED is a weekly magazrine which covers the activities of. and 1. designed to appeal to
spectators and parucipants in virtually all forms of recreational and compettive sports. The advertiuing rate base
as of January 1996 was 3.150,000, the same as in January 1995.

SPORTS ILLUSTRATED FOR KIDS 15 a monthly sponts-onented magarine gearcd to chuldren ages cight
through fourteen. lis adverusing rate base as of January 1996 was 950,000, the same as i Januars 1993
including 225,000 copies distnbuted free to over 1,700 schools.

PEOPLE is o weekly magazine which repons on celebnties and other notable personalities. The advensing
rale base as of January 1996 was 3,150,000, the same as in January 1995

ENTERTAINMENT WEEKLY 15 a weekly magazine which includes reviews and reports on televivion,
movies. video, music and books The advertising rate base as of January 1996 was 1.225.000, compared to
1,125,000 in January 1995

FORTUNE is a biweekly magazine which reports on worldwide econormic and business developments 1he
worldwide advertsing rate base as of January 1996, was 860,000, the same as in January 1995

MONEY is a monthly magazine which reports on personal finance. The advertising rale hase as of Januan
1996 was 1,900,000, the same as n January 1993

LIFE 1s a monthly magazine which features photographic essays The advertising 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 celebnues’ lives and lifestyles The adverusing rate
base as of January 1996 was 650,000, compared 1o 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 1999

PROGRESSIVE FARMER is a monthly regional farming magazine with an advertising rate basc of
630,000 as of January 1996, compared 1o 640,000 n January 1995,

SOUTHERN ACCENTS is published six times a year, and features architecture. fine homes and gardens,
arts and travel and is targeted to affluent Southerners. 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 Iifestyles
and good nutnuon. The adverusing rate base as of January 1996 was 1,300,000, compared to 1,200,000 in
January 1995,

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

SUNSET. The Magazine of Western Living. is a monthly regional magazine focused on hfestyles 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 1 published
ten imes a year, Although similar in editorial content. HEALTH s wargeted ai the consumer market. while
HIPPOCRATES is a trade magazine targeted at physicians and cam s pnmarnily trade advertising. HEALTH had
an advertising rate base of 900.000 in January 1996, the samc 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 1s published ten umes a year and presents Martha Stewart's personal
perspective on ententaining, cooking. decoratng and gardening, Its adverusing rate base as of January 1996 was
1,200,000, compared to 800,000 i January 1995 Effective with the February 1996 issue. the rate base wall
increase 1o 1,425,000,

BABY TALK is published ten times a year and 15 targeted at expectant and new mothers In January 1%
its advertising rate base was 1.100.000, compared to 1,000,000 wn January 1995, HABY TALK's ancillary
publication BABY ON THE WAY 15 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, rhythm and blues, reggae and dance music. as well as polincs and
fashion. The adveruising rate base as of January 1996 was 400,000, compared to 250,000 in January 1993

THIS OLD HOUSE is published six umes a year, pursuant to a licensing mmangement with public
television station WGBH. and 1s based on the popular home renovation television senes, The advertising rate
base as of January 1996 was 300.000.

ASIAWEEK is a weekly English-language magazine which summanzes the news events i the Asian
region. In January 1996 its adverusing rate base was 110,000, compared 1o !00.000 in January 1995,

WHO WEEKLY is an Australian version of PEOPLE which focuses on celebnties and other notable
personalines. The adverusing raie base as of January 1996 was 227,000, compared to 220,000 in January 1995.

PRESIDENT is a monthly Japanese-language business/management magazine. The advertising rate base 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 Busimesses

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

Circulation
The Company’s publications are sold pnmanly by subscnption. Subswcnption copies are delivered to
subscribers throwgh the mail. Subscnpuions are sold by direct-mail sohicitation. subscnption sales agencies

television and telephone solicitation and insert cards in the Company s magarines and other publications Single
comes of magazines are sold through retail news dealers who are supplied 10t by regional wholesalers

Advertising

Advertising camed in the Company’s magazines s 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 1n specific markets. Through the use of selective
binding and ink-jet technology. the Company creates special custom editions targeted towards specific groups
Thus allows the Company to deliver advertisers a more highly targeted audience by segmenting subscriber lists
to idennfy those subscnibers advertisers desire most, as well as providing the opporiunity to personalize
advertising messages

Paper and Printing

Lightweight coated paper constututes a significant component of physical costs n the production of
magazines. Time [nc. has contractual commutments to ensure an adequate supply of paper. but penodic
shortages may occur in the event of sinkes or other uncxpecied disruptions in the paper industry. Dunng 1995,
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Time Inc. purchased paper pnncipally from six independent manutacturers, in cach case under contracts that. lor
the most part, are either haed-term or open-ended at pnces determined on a market price o formula price basis
Paper costs were sigmficantly higher in 199% as a result of several consecutive yuarterly price mwreascs trom
October 1994 through October 1995 These sigmificant price increases resulted in pan from an increased demand
for paper relative to production capacity Based upon the current marketplace. the Company cxpects that papet
prices will stabihize in 1996

Printing and binding for the Company's magazincs are accomplished prmanly by major domesne and
interational independent pnnung concemns in 20 locations Magazine printing contracts are either hined termi
open-cnded at fixed prices with, 1n some cases, adjustments bascd on certun cnlena

Books

General

The Company’s direct marketing and book operations include Time Life Inc.. Book-of-the Month € lub
Inc.. Warner Books, Inc. and Litle, Brown and Company, cach of which 15 a wholly owned subsidiary ol Time
Inc.. and the Oxmoor House and Sunset Books divisions of Southern Progress and Sunset Publishing
respectively. In 1995, the book operations distnbuted an aggregate of approximately 163 milhion pross unis

Time Life

Time Life is composed of several divisions including: Books, Music, Video, Television. Educanon. Custom
Publishing and Intemational. Tume Life 1s one of the nation’s largest direct marketers of books, musi and
videos The products are sold by direct response, including mail order, television and telephone, through retal.
institutional and licensing channels, and by door-to-door independent distnibutors in some foreign markets Timie
Life products are currently sold in over 15 languages worldwide and approximately 40% of Time Life’s
revenues are generated outside the United States. In January 1995, Time Life licensed the name Time Lafe
Medical to Patient Educanon Media Inc. to be used in connection with the creation of patient educanon videos
Time Life also holds a minonty equity interest in Panemt Education Media Inc

Editorial material is created by in-house staffs as well as through outside book packagers A signihicant
product in 1995 was Time Life Music’s senes “Dick Clark’s Rock 'n” Roll Era” Tume Life’s 1995 best sellers
included “Great Taste-Low Fat™ and "Home Repair and Improvement” from Time Life Books, “Century of
Warfare” and “Zoo Life” from Time Life Video In 1995, Time Life also awred the tclevision productions “1Lost
Civilizations,” a ten-hour television documentary senes and “The History of Rock "n’ Roll,”" co-produced sath
TWE's Telepictures Productions.

Time Life Books products are manufactured by several independent companies. Manufacturing contracts
are entered into on a series rather than a single ttle basis and are fixed-pnce with provisions for cost of labor
material and specification adjustments. These contracts, subject 1o certan limitations, *.ay be termunated by
Time Life or the manufacturer Time Life's fulfillment acuvitics, excluding iniermational operations. are
conducted from a centralized facility in Richmond, Virginm

Book-of-the-Month Club

Book-of-the-Month Club currently operates eight book clubs and 1wo conunuity businesses with a
combined memberstup of more than 3.5 million 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, mulimedia. audio and
video products are offered through the clubs. Book-of-the-Month Club's internationa] businesses operate in over
50 countnies worldwide. In December 1995, Book-of-the-Month Club acquired Meredith Book Clubs, adding
approximately 500,000 members to its book ¢lubs This acquisition will sigmficantly expand its presence in the
women's lifestyle franchise In June 1995, the ONE SPIRIT book club was launched, targeung the growing
consumer nterest in spuntual, self-help and health topics
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Book-of-the-Month Club acquires the nghts from publishers 10 manufacture and distnbute books and then
has them pnnted by independent prnnting concerns  Book-of-the-Month Club runs its own fulfillment and
warchousing operauons in Mechamicsburg. Pennsylvama

Warner Books

Warner Books pnmanly publishes hardcover, mass market and trade paperback books Among s best
selling hardcover books in 1995 were Robert James Waller's “The Bndges of Madison County,” which benefited
from the success of the Wamner Bros. movie, and James Redfield’s “The Celesune Prophecy.” Best selling mass
market paperbacks in 1995 included "Charade™ by Sandra Brown. “The Day Afier Tomomrow™ by Allan
Folsom. “Kiss the Girls™ by James Patterson, “Nothing Lasts Forever” by Sidney Sheldon and “Spencerville’
bw Nelson DeMille. Trade paperback bestsellers included James Redficld’s “The Celestine Prophecy  An
Expenental Guide ™

Time Wamer AudioBooks develops and markets audio versions of books and other matenals published by
both Wamer Books and Little, Brown In addiion. through a joint venture with Linle, Brown, Wamer Books
operates Time Warner Electronic Publishing, which 1s engaged in on-line and mulumedia publishing

Little, Brown

Litle, Brown publishes general and children's trade books, legal and medical reference books and
textbooks and journals. Through its subsidiary, Little. Brown and Company (U.K.) Lid., 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™ by
John Feinsten, “Garcia™ by Rolling Sione Magazine and “Hide and Scek” by James Patterson.

Litde. Brown handles book distnbution for itself. Wamner Books and Sunset Books, as well as other
publishers The marketing of trade books 1s pnmanly to retal stores and wholesalers throughout the United
States. Canada and the United Kingdom. Law and medical textbooks are sold pnmarily to universty retal
stores, Professional reference books are sold to practitioners pnmanly through direct markeung efforts Through
their combined United States and United Kingdom operations. Liule, Brown and Wamer Books have the ability
to acquire English-language publishing nghts for the distribution of hard and soficover books throughout the
world

Oxmoor House and Leisure Arts

Oxmoor House. the book publishing division of Southern Progress, markets how-to books on a wide vanely
of topics including food and crafts, as well as illustrated volumes on an and other subjects. Acquired in 1992
and integrated into Oxmoor House, Leisure Arts 15 a well-established publisher and distnbutor of inst ctional
leaflets, continuit, books series and magazines for the needlework and crafts market

Sunset Books

Sunset Books, the book publishing division of Sunset Publishing, markets books o topics such as building
and decorating, cooking. gardeming and landscaping, and travel Sunset Books uuque marketng formula
includes an extensive distnbution network of home repair and garden centers

(Mher Publishing Operations

Mulnmedia and Television

Time Inc. continues to develop products for emergang technologies such as on-line compulter networks, the
Full Service Network ™, and the CD-ROM market In 1993, Time Inc. New Media, a company dedicated to the
development and enhancement of on-line services, launched (wo new slarup products i addition to its
wiceessful launch of Pathfinder in 1994 These launches were LineRunner, a pantnership with Time Warner
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Cable, to distnbute intemet content. local coment and Pathfinder via high speed cable modems, and TN the
world's first and only switched broadband interacuve TV news service. which 1s distnbuted on Time Warner
Cable’s Full Service Network Time Inc. has also heensed s editonal content (o vanous other SOMME 1l on
line information services. and has produced CD-ROM products iternally, av well as throagh hoeasing
arrangements with third pany CD-ROM developers

Time Inc. has undertaken development efforts in vanous television ventures. both in combination sith other
Company divisions and independently. Spons lllustrated Productions Inc completed its second year of televinmn
producuon in 1995, producing two pnme-lime specials. weekly segments on Wide Wonld of Sports and 1w
home video titles The “Martha Stewart Living ™ television program, based on the popular magazine, entered it
third season in September and ared a one hour special “Martha Stewan’s Home For The Holidays  in
December 1995, PEOPLE magazine took a retrospective look at the people and events of 1995 in & pnme time
broadeast aired in December 1995, and HEALTH magazine presented “Your Mind and Body ™ a weekly
television show focusing on health. fitness and beauty which began anng 1 September 1995 TN hae
arrangements to syndicate episodes of the “This Old House™ television program after such programs have run
on public television and produce books based on this popular senes

Time Inc. In-Store Marketing

Time Ine. In-Store Marketing. an umbrella orgamization which 1 a subsidiary of TIV, operates all ol Tune
Inc.'s in-store advertising and demonstration businesses. including Media Holdings, Inc (“Media One’” ) and
SmartDemo Inc. (“SmantDemo”) Media One’s pnmary product 1s a two-sided backlit advertising display unut
that 1 installed 1n supermarket checkout lanes SmanDemo is an in-siore demonstration, coupomng. samphing
and merchandising business

American Express Publishing

Time Inc., through ns TIV subsidiary, has management responsibility for most of Amencan Express
Publishing Cerporation’s operations, including ity core lifestyle magarines, TRAVEL & LEISURE and FOOD &
WINE TIV receives a fee for managing these properuies, as well as incentives for improving profitabilin

Amenican Familv Publishers

Time Inc 15 a S0% pannet 1n Amencan Farmily Publishers i “AFF”). a direct maill magazine subscnption
sales agency, AFP sells magazine subscriptions lor approximately 200 major magarnes in the United States.
including many of the Company's publications AFP sells pnmanly through two heavily promoted nanonwide
sweepstakes mailings conducted each vear

Time Distribution Services

Time Distribution Services (“TDS™1 15 a nauonal distnbution conipany responsible for the retail sales.
distribution. marketing and merchandising of smgle copies of penodica s for Time Inc and other publishers
TS distnbutes penodicals through o magazine wholesaler network which services retl outlets such as
newsstands. supermarkets, convenience and drug stores

Warner Publisher Services

Warner Publisher Services (“WPS™ 1 11 a major distnbutor of magazines and paperback books sold through
wholesalers in the United States and Canada, and internationally. WPS is the sole national distributor for MAL
magazine. the publications of DC Comics and certan publications owned by other publishers, including TEEN,
VvOGUE. WOMAN'S DAY, and the Dell Puzzie Books. WPS also distributes the paperback books jublished by
Warner Books as well as the paperback lines o other publishers
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Postal Hates

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

Publishing operations continue to mimimize postal expense through the use of certun cost-saving measures
including the unhzauon of comiract camets (o transpont books and magazines lo central postal centers Tt has
been the Company's practice in selling books and other products by mail to include a chaiz= tor postage and
handling. which 15 adjusted from time 1o time to parually offset any increased postage of handling costs

Competition

The Company's magazine operations compete for sales with numerous other publishers and retlers
well as other media. The general circulanon magazine industry 15 highly compentive both withan ssell and with
other adverusing media which compete with the Company’s magazines [or avdience and advertising fevenue

The Company’s book publishing operations compete for sales with numerous other pubhishers and retaulers
as well as other media. In addiuon, the scquisinon of publication nghts to imporant book utles 15 hughly
competitive, and Warner Books and Little. Brown compete with numerous other book publishers WPS and TDS
mezt with direct competition from other distnbutors operating throughout the United States and Canada i the
distnbution of magazines and paperback books

ENTERTAINMENT

The Company’s Entertainment business 15 conducted through wholly or parually owned subsidianes and
through TWE. The Company’s wholly owned worldwide recorded music and music publishing businesses are
conducted under the umbrella name Wamner Music Group ("WMG™) Substanually all of the Company
interests in filmed entertaunment. broadcasting, theme parks. cable ielevision programming and most of i1s cable
television systems are held through TWE

Music

General

The Company’s domestic recorded music business 11 conducted prinaipally through WMG and s
constituent companies. Wamer Bros Records. Inc. ("WBR™). Atlantic Recording Corporation (“Atlantic™).
Elektra Ententainment Group (“Elektra™) and their affiliated labels, and throagh WEA Inc. (“WEA Inc ") and its
constituent companies, Wamer-Elektra-Atlanuc Corporanon (“WEA"), WEA Manufactunng Inc. ("WEA
Mfg.") and Ivy Hill Corporation (“Ivy Hill"). Outside of the United Siaies, the Company’s recorded music
business 1s conducted in more than 70 countnies through WEA International Inc. and a division of WCl, Wamer
Music International, and their subsidianics and affiliates (collecuvely, “WMI™), as well as through non-affiliated
licensees.

The Company's music publishing business 15 conducted principally through wholly owned subsidianes of
Wl (collecuvely, “"Wamer/Chappell™)

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

In 1995, WMG closed Wamer Music Enterprises Inc . one of the Company’s direct marketing businesses.
and completed the transaction pursuant to which 1 sold us 50% interest in the Interscope Records partnershup
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Recorded Music and Related Activities

WEBR. Atlanuc. Elektra and WM produce sell and license compact discs. cassetie tapes and music videos
ol the pertormances of recording artists under contract to them or for whose recordings they have acquired
nghts WMG's recorded music and video product 15 marketed under vanous labels, including the propniciary
labels “Warner Bros.” “Repnse.” “Tommy Boy ~ “Wamer Nashwille.” “Elehtra. “Sire.” "Asylum,” “Atlantic.”
“EastWest Amenca,” “Big Beat” "Atlantic Nashwille,” “WEA." “Nonesuch.” “EastWest.” “Teldec.” "CGD."
“Camrere * “Erato. “MMG." “DRO." “Telegram.” "D-Day.” "Muser” and “Farer”

In addition. WMG has entercd into joint senlure agrecments pursuant o which WMG companies
manutacture, distribute and market (both domestcally and, in most cases, internationally) recordings owned 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 venturc. with financing furnished cither
wlely by WMG or by both parties. Included among thesc armangements are the labels “Amencan Recordings,”
“Ghant.” “Mammoth,” “Mavenck.” “Qwest” and "Rhino ™

WMG's record companies also acquire nghts pursuant to agreements (o manufacture and distnbute cenain
recordings that are marketed under the owner’s propnetary label. Included among the labels distributed by
WMG under such ammangements are “Curb™ and “Scot Brothers ™

Recording artists are engaged under arrangements that generally provide that the artst 1s [0 ecerte J
percentage of the suggested retail selling pnce of compact discs. cassetic tapes and music videos sold Most
artists fecenve non-returnable advance payments against future rovalties

Amoig the artists whose albums resulted in sigmificant sales for WMG's record companies dunng 1995
were. AC/DC. Bush, Enya. Jeff Foxworthy. Green Day. Hootie & The Blowfish, Madonna, Alanis Monssetle,
John Michael Montgomery, Natalic Merchant, Red Hot Chili Peppers. Simply Red. Van Halen and Tatsuro
Yamashita In 1996, WMG's record companies have relcased or expect 10 release albums by the lollowing
artists: Ton Amos. Brandy, Jackson Browne, Tevin Campbell, Jose Carreras. Collecuve Soul, Phil Collins, The
Cure. Hootie & The Blowfish, Awron Kwok. Madonna. Nonyun Makihara, Metallica. Luis Miguel, Pantera,
| sure Pausini, REM.. Linda Ronstadt, Rush. Keith Sweat. Seal, Stonc Temple Pilots. Travis Triwt. Van Halen
and Westernhagen,

WG domestic manufactunng, packaging and distnbution operations arc conducted through WEA Inc
and 11s constiluenl cOMpanies.

WEA Mfg. 1s engaged in the domestic manufactunng of audio and CD-ROM compact discs, casselie lapes
and videocasseties. WEA Mfg conducts its operations from facilities situated in Olyphant. Pennsylvania and in
the greater Los Angeles area WEA Mig. paruicipated 1n the developmem of “DVD. the new digital
configuranon developed by the Company and Toshiba, and expects to be manufactunng DVDs in 1996, For
sddinonal nformanon regarding DVDs, see “Filmed Entertminment Division—Home Video™

Ivy Hill 15 engaged 1n the offset lithography and packaging business through facilities situated 1n four
uates Ivy Hill 15 a major supplier of packaging to the recorded music industry (ncluding WMG's record
companies) and also supphes packaging for a wide vanety of other consumer products

WMGs recorded music product 1s marketed and distributed 1n the conunental Unned States by WEA.,
which supplies, directly or ndirectly through sub-distnbutors and wholesalers, thousands of record stores,
department stores, discount centers and other retail outlets across the country Altemnatn e Distnbuuon Alliance.
4 distnbution company speciahizing n altermative rock music. with a focus on pew aniis, operates as a joint
venture among WMG, its labels, Restless Records and Sub Pop

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

In forcign markets, WMI produces, distnbutes, promotes and sells recordings of local arists and, in most
cases. distnibutes the recordings of those arusts tor whom WMG's domestic recording companics have
mternatsonal nphts In cenain countries, WMI licenses 1o non-affiliated parties nights 1o disinbute recordings of
WMG s labels WMI strengthened its operations dunng 1995, establishing new affiliates i the Czech Republic
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and 1 Poland and forming a new WEA division in Branl WMI alswo operates two plants in Germany that
manufacture compact discs. cassetle tapes and vinyl records tor WMI's European affiliates and licensees and for
WM compames outside Europe. as well as for unrelated parties

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

In March 1995. WMG entered into a joint venture with PolyGram Intemanonal Lid. "PolyGram ™) and
Sony Music 10 marker recorded music and videocassettes i Europe through music clubs and video clubs

WM, with other panners, including another subsidiary of the Company, has an equity interest in Music
Choice, an audio programming service that delivers muluple channels of CD-quality stereo music 13 cable
television In Europe. where the service 15 known as Music Choice Europe, it is delivered via cable television
and direct-to-home satellite.

WNMG, with other partners. has an equity interest in VIVA. a 24-hour German language music video
channel carned on cable television in Germany WMG, pursuant lo separate joint ventures. has equity inlerests
in two ather music video channels: Channel [V] in Asia and YA TV in Lann Amenca

WMG". computer-enterimnment and video-game  businesses—including investments n Inscape and
Accolade in the United States and wholly owned operations in Europe—are operaung in 1949 as pant ol a new
company. Warner Interactive.

Music Publishing

Tume Warner's music publishing companies own or control the nghts 10 over one million standard and
contemporary compositions. including numerous popular hits. folk songs and music from the stage and mouen
prcwures Certan works of the following aruists, authors and composers are included 1n Wamner/Chappell's
catalogues John Betus. Michael Bolton, The Black Crowes. Phil Collins, Comden & Green, Dubin & Warren,
Genesis. George and Ira Gershwin, Gin Blossoms, Victor Herbert, Michael Jackson, Elton John, Leiber &
Stoller. Lemet & Lowe. Madonna, Henry Mancin. Johnny Mercer. George Michael, Midnight Oil, Cole Forter,
the artist formerly known as Prince. REM.. Rodgers & Han, Soul Asylum, Jule Styne, Bermic Taupin, Van
Halen. John Williams and the foreign admimstration of the works of Irving Berlin,

Wamer/Chappell also adminisiers the film music of several television and motion piciure. companies.
mcluding Lucashim, Lid., Samuel Goldwyn Productions, Aaron Spelling Productions and New World.

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

Principal sources of revenues 10 Wamer/Chappell are license fees for use of its music copynghts on radio
and teleyision, i motion pictures and in other public perforthances: royalties for use of its misic copynghts on
compact discs, cassette tapes, vinyl records, music videos and in commercials; and sales o published sheet
music and song books for the home musician as well as the professional and school markets, 1icluding methods
tor teaching musical instruments

Legislation

With the cnactment of PL. 104-39 in late 1995, sound recording copyrnight owners and performers are now.
for the first ime in the United States. able to license and receive royalies for the public performance of
digibized sound recordings distributed through subscnption music and interactive services. This law was cnacted
in responise to the advent of digital technology in broadcast. cable and other means of distnbution. Digitization
creates the potential for virually flawless reception and copying. and the consequent displacement of the sale of
pre-recorded music product  Passage of this legislanen favorably impacts WMG's interests
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In addition. bills iniroduced in Congress last year 1o extend the term of ownership ol copynghts for an
addional 20 years (HR 989 & J83) are sull pending  Passage ot these bills would beneht all i the
Company s copynght businesses. including the businesses of WMG, but o assurance can be given that they will
become law

Competition

The recorded music business 15 highly competitive  The revenues and ncome ol a company n the
recording industry depend upon the public acceptance of the company's recording atists and the teconding
released 10 a parucular vear Although WMG 15 one of the largest recorded music companies 1n the workd ot
competitive position s dependent upon its continuing ability to attract and develop talent that can achiene o high
degree of public acceptance Overeapansion of retl outlets for music over the past several vears led 1o ihe
¢losing of many such stores dunng 1995, which 15 expected to further increase compelilion amang reciridod
music companies for sales ol music related product Competition also intensified dunng 1995 as a result of the
start-up of a number of new labels The recorded music business continues to be adversely affecied b
counterfeiting, piracy, parallel imports and. 0 partculas, the home taping of recorded music In scdimon. the
recorded music business also meews with competuton from other forms of entertmnment, such as televivion
pre-recorded videocassettes and video games Compeution in the music publishing business v intense Althiugh
WMG's music publishing business 15 the largest on a worldwide basis, it competes with every other musi
publishing company n acquinng musical composttions and in having them recorded and pertormed

Filmed Entertainment Division

Cieneral

The Company's pnncipal interest in the filmed enteranment business is conducted by Warner Hrow
(“WB"), a division of TWE The filmed entertainment business includes the production. hnancing and
distribution of feature moton pictures, television senes. made-for-television movies, mini-senes fof televison,
first-run syndicauon programmung and amimated programming for theatncal and television exhibiion. the
ownerstup and operation of a national broadcast network, The WB. and the distnbution of pre-recorded
videocassettes and videodiscs WB also 1s engaged in product hicensing and the ownership and operation o
retail stores, movie theaters, theme parks Oncluding the management of TWE's interest in Sia Flags theme
parks). a new intemational cable channel and a new on-line service

Feature motion pictures and television programs are produced al vanous locations throughout the wotld,
including The Wamer Bros Studio in Burbank. Califormia and The Wamer Hollywood Studio in West
Hollywood. California. For addiional information, see ltem 2 “Properties

Feature Films

WB produces feature films either solely or under armangements with other produceis. and 1 generally the
principal source of financing for such films. In addition, WB purchases outnght, or hicenses for distnbution.
completed films produced by others Acquired distnbution nghts may be hnuted to specified termtones.
specified media and/or parucular penods of ume. The terms of WB's agreements with independeat motion
picture producers and other entilies result from negotiations and ary depending upon the production, the
amount and type of financing by WB, the media covered. the temitorics covered, the peniod of distnbution and
other factors. In some cases, producers. directors, actors, wniters and others participate in the proceeds generated
by the mouon pictures in which they are imvolved

WB operates a worldwide theatncal distnbution orgamization through which it distnbutes its own Rlms. as
well as films produced by others. Dunng 1995, 50% of film tentals from WB theatncal distnbuton were
generated in the United States and Canada and 50% international temiones

Feature films are licensed o exhibitors under contracts that provide tor the length of the engagement, rental
fees. which may be cither a percentage of box office receipts. with or without a guaraniee of a fixed mimmum.

113



or a flat sum. and other relevant terms. The number of feature films that a particnlar theater exhibits depends
upon its policy of program changes, the competitive conditons 1n jts area and the quahity and appeal of the
feature films avalable to 1. WB competes with all other distnbutors for playing ume in theaters.

WH has entered into distnbution servicing agreements with Morgon Creek Producuons Inc and wts affiliates
("Morgan Creck™ ). pursuant to which. among other things, WHB provides domestic distnbution services for all
Morgan Creek pictures through June 1998, and certan foresgn distnbution services for selected pictures |n
1995, WH released “Ace Ventura II' When Nawre Calls.” starnng Jim Carrey. under this arrangement Amoig
the releases anucipated for 1996 1s “Dhuabolique,” stamng Sharon Stone.

An affiliaie of WB 15 a panty 10 long-term disinbution agreements with Monarchy Enterprises OV and iy
affiliate, Regency Entertainment US. A (collectvely “"Monarchy/Regency 7). as well as wath Le Studio Canal
Plus and Alcor Film for the distnbution of major motion pictures involving an expected total production outlay
in excess of £200 mullion. Amon Milchan produces the picwures for Monarchy/Regency with funding provided
primanly by Monarchy/Regency The WB affiliate makes a distnbution advance (=huch it has the nght o
recoup, together with its distribution fee) equal 1o a portion of the production budget of each hlm. and it also
advances all necessary marketng and distribution costs for the films. WHB has acquired all disinbution nghts in
the United States and Canada. and substanually all intemanonal theatncal and home video nghts to these
motion pictures. In 1995, WB released “Copycat.” staming Sigourncy Weaver and Holly Hunter, under this
arrangement. Among the releases antucipated for 1996 15 "Bogus.” stamng Whoopt Goldberg and directed by
Norman Jewison. It 15 anticipated that four or ive pictures per year will be produced dunng the approximately
five-year producuon term of the agreements

Dunng 1995, David Geffen and TWE agreed 10 wind-up the operations of Geffen Pictures, a joint senure
of TWE and The David Geffen Company. The final two pictures produced by Geffen Pictures, “Michacl
Collhias,” stamng Liam Neeson and Julia Roberts, and "Joe's Apartment.” will be released by WB in 1996 WH
has sclected certun of Geffen Pictures' projects for contnued development by WB with David Geffen as
producer

Dunng 1995, WB released 26 motion pictures for theatncal exhubition. of which 12 were produced by
others Among these 26 mouon pictures, the following have produced substannal gross receipts “Batman
Forever,” "Outbreak.” “The Bndges of Madison County,” "Ace Ventura || When Namwre Calls™ and “Under
Seige |1 Dark Temtory” Significant revenues were also generated i 1995 by pactures onginally released in
1994, including “Disclosure™ and “Interview with the Vampue ©

Dunng 1996, WB currently cxpects o release domestically 24 motion pwtures, of which mine will be
produced by others In additon to those previously mentioned, such motion pictures inklude “Eraser.” stamng
Amcld Schwarzenegger, “Mars Attacks.” directed by Tim Bunon, “Space Jam.” stamng Michael Jordan, A
Time w0 Kill.” stamng Sandra Bullock and Samuel L. Jackson, “Tin Cup.” stamng Kevin Costner. “The
Glimmer Man.” starring Steven Seagal and Keenan Ivory Wayans, "Sleepert.” directed by Barry | svinson and
stamng Hrad P, Roberm DeNiro and Dusun Hoffman, “Rosewood.” directed by John Singleton, “My Fellow
Amecncans,” starmng Jack Lemmon and James Gamer and “Twister,” a co-producuon with MCA

Warner Bros. Feamtre Amimation operates two animation studios, one in Glendale. Calformia. and the other
in London, England, and plans to produce its first fully amimated feature hlm for release in November [997
Addiionally, the division 1s providing ammation services on “Space Jam,” 4 combination live actuonfammated
tilm scheduled for release in November 1996, The division has numerous projects in development for production
and release in subsequent years

Wamer Digital Studios 1s a recently formed diviston that oversees the creation and control of Warner Hrin
dignal visual effects, which effects are an integral part of the production of feature films

Television

WHB, through 1ts television production and distnbution divisions and vanous contractual amangements, 1%
the leading supplier of lelevision programming in the world These WB divisions and suppliers produce and
distnbute filmed entertiinment for television Oncluding comedy and drama  senes. ammation  shows,
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made-for-television movies, mim-senes and fint-run syndication programmung) for imtial exhubiuon on
networks, local statons or cable systems. They include the wholly owned Warner Bros. Television Productions
(“Wamer Bros Television™), Telepictures Productions (“Telepictures™). Warner Bros Television Amimation.
Wamner Bros. Domestic Television Distnbution ("WBDTD ). Telepictures  Distnbution.  Warner  Bros
Intemational Television Distnbution ("WBITD™) and Wamner Bros laternauonal Channels divisions, the punt
ventares Time Telepictures Television and Quincy Jones/David  Salzman  Eptertunment Company, and
contractual arrangements with the Pnme Time Entenanment Network (“FTEN™) and Wut-Thomas Hare
Productions ("Witt-Thomas ™)

WH Television series for the 199596 broadcast season include the hughly -rated “ER" and "Friends™ teach
mn its second season). “Murphy Brown” (in s eighth season). “Famuly Matters” (in its seventh scason),
“§isters™ (in its sixth season), “Step by Step™ (in ity fifth season), “Hangin’ with Mr. Cooper™ (in its fourth
season), "Kung Fu: The Legend Continues™ (in 1ts fourth season), “Living Single” and "Lots & Clark The New
Adventures of Superman” (cach in its third season). “Hope & Glona,” “The Parent "Hood™ and “The Wayans
Bros.” (each in its second season) and “The Drew Carey Show.” “John Grisham's The Client.” “Kark.” "High
Society” and "Too Something™ (each in 1t first scason). During 1996, Wamer Bros. Television will also present
numerous movies and muni-senes including, “Stephen King's The Shining” (3 6-hour muni-senes) and “The
Thom Birds: The Missing Years.” from the Wolper Organization

Telepictures specializes in reality and reality-based senes and specials for the first-run syndication market
For the 1995-96 television scason. Telepictures retumed the navionally syndicated “Jenny Jones” for a hith
<eason and. on June 10, 1996, will launch a talk/vanety senes hosted by actress/comedian Rosie O'Donnell
Through a joint venture, Time Telepictures Television produced the second season of the six-day-a-week pop
culture news magazne “EXTRA "

Wamner Bros. Television Animation is responsible for the creation. development and production of
contemporary anumation as well as for the creative use and production of WB's classic ammation propertics for
all television media worldwide Warner Bros. Television Ammation currently supphes animated programming 1o
the Fox Children's Network, ABC Television Network, Nickelodeon, as well as providing five senes to The
WE's new children’s programming service, Kids' WB!, which debuted in September 1995 Commencing in
September 1996, Wamer Bros. Television Ammation will supply eight senes 10 Kids' WB!

PTEN. a consortium of leading television stations, offers pnmetime first-run programs that are exclusively
supplied by WBDTD The 199596 scason of PTEN includes the fourth scason of "Kung Fu' The Legend
Conunues” and the third season of “Babylon 57

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

WEBDTD is one of the industry’s leading domestic distnbutors of (elevision programiming, The division has
over 3,800 hours in active domestic syndication: a substantiak porton of this programmung ¢ produced by WB’s
television divisions and ventures The pnmary focus of WBDTD s 1 launch and support major off-network
series and high profile first-run syndicauon stnps

Telepictures Distnbuuon was created in June 1995 as a television synd.cation operation thar distnbutes
onginal, general intcrest programs for the first-run syndication market, as well as the second licensing cycle of
selected off-network product from WBDTD's hibrary

WBITD 15 responsible for expanding WB’s global presence in television, handling the full breadth of
distibution services 1o the intemnational television marketplace, establishing and managing strategi global
alliances that inclede co-producing and distributing programs that qualify for European Community (EC)
content. WBITD is the world's largest distnbutor of television programming It licenses more than 25,000 hours
of television programmng and feature films, dubbed or subtitled 1n more than 40 languages, 10 telecasters in
more than 175 coumrnes The division handles the distribunion to the international television markctplace
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uncluding, broadcast, pay cable, basic cable. satellne, pay-per-view, video-on-demand and dignal platfurms) ol
all of the product produced by the WB television divisions and ventures and WB feature films. among other

Wamer Bros International Channels oversees the programmng. development and operabon of branded
satellite-delivered cable programmung services in both mature and emerging broadcast markets throughout the
world. The first. WBTV-The Wamer Channel. debuted on September 30, 1995 in Latin Amenca and the
Canbbean Basin 10 more than 800,000 subscnbers. with Brazl added in carly 1996, The 24-hour-a-day,
family-onented service 15 a joint venture of WB and HBO Ole Panners. and utihizes the cable distnbunon
expertise and facibes of HBO Ole. In alliance with Home Box Office and other major motion picture studios,
WB parmicipates as a partner in five other 24-hour pay television services: HBO Asia, HBO Brasil, HBO Ole.
Sony Emenainment Television and the music channel, YA TV

WH's backlog. representing the amount of future revenue not yvet recorded from cash contracts lor the
licensing of theatncal and television product for pay cable. network, basic cable and svndicated television
exhibition. amounted to $1.056 billion a1 December 31, 1995 compared 1o 3852 mallion a1 December 31, 1994
tincluding amounts relatung to Programming-HBO of $175 mullion at each date) The backlog excludes
advertising barter contracts

The WHB Television Network

The WB Television Network completed ns first full vear of broadcast operavons in Januany |%
Combiming the WH's current broadcast affiliate line-up of 95 stations with the reach of Tribune Broadcasuny
Company's ("TBC") WGN Superstation, The WB's national coverage 1s more than 804 of all United States
television households. In addition 1o & Wednesday night pameume line-up that includes four half-hour
comedies “Sister. Sister.” “The Parent 'Hood,” “The Wayans Bros” and ~Unhappily Ever After” The WH
launched a three hour Sunday night slate of pnme ume programming in September 1995 that currently includes
four half-hour comedies: “Steven Spielberg Presents Pinky & the Brain.” “Simon.” “Sister. Sister.” “Kirk ™ and
a one hour drama enutled “Savannah.” A thard night of pnme ume programming 1s scheduled to be added n
September 1996, and 1t s currently planned that an addinonal might of programming will be sdded each year
thereafter. The WB prime time program philosophy 1s 1o deliver family-onented programmung that appeals 10
the greatest number of houschold viewers.

Kids® WB! children’s programmung prermicred in September 1995 with sia half hours on Saturday moming
and two hall-hour weekday stnps. The Saturday momung program block includes “Freakazod,” a new anninated
senes from Steven Spielberg, and new episodes of “Steven Spiclberg Presents Animamacs™ and “Steven
Spielberg Presents Pinky & the Brain ™ In addition. the moming block includes new episodes of “Sylvester &
Tweety Mystenes” and “Earthworm Jim ™ On weekdays, Kids® WB! conunues to offer Warner Bros classic
anmmanion v well as previously produced episodes of “Ammamacs ™ In Sepicmber 1996, en additional hour of
ammated programmung will be added to the weekend linc-up Included in this new hour of programming s a
new version of “Superman.” currently in production with Warner Bros. Television Amimation

In August 1995, TBC exercised an option to obtain an ownership interest in The WB. TBC now owns
11 125% of The WB and has options that are eaercisable over the neat several vears and that could increase
THRC's ownership 1o 22.25% of the network Key employees of The WB hold an | 1% interest in the wotwork

Haome Videa

Through 115 Warmer Home Video division ("WHV"™), WB distnbutes for home video use pre-recorded
videocassettes and laser opucal videodiscs contaning the filmed emenainment product of WB. In addition.
WHYV distnbutes (of services the distnbution of ) the entertainment product of other companies from which it has
acquired home video distnbution or servicing rights. Such companies include Metro Goldwyn MayeriUnited
Amsts, TBS, Regency Pictures and Morgan Creek Productuons (in the United States and in selected intemational
markets). In 1996, WHV began distnbuting the entertainment product of WamerVision, a8 WMG company that
spectalizes 1o children’s and fitness videos.

Dunng 1995, WHV relcased seven titles into the North Amencan rental market whose sales excecded
W00 umits each “Disclosure” “Interview with the Vampue,” "Outbreak.” “The Specialist.” “"Spevies.” "Just
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Cause” and "Nawral Born Killers™ Internationally. the following utles generated substantial home tideo
revenue in 1995 “Interview with the Vampire,” "Mavenck.” “Disclosure.” “The Specialist.” “The Chent” and
“Outbreak.” Additionally, the Wamer Bros  Famuly Entenainment label was enhanced through the
affordably-pnced North Amencan video releases of “Free Willy 2: The Adventure Home.” "Richie Kich.”
“Luile Giants.” “A Linle Prncess.” “Bom tw be Wild™ and “A Troll i Cenual Park.” which generated
combined videocassette sales in excess of 17 million unns. Also, WHV released “Hatman Forever,” and. under
the MGM/UA tamily entertainment label, “‘Pebble and the Penguin™ at affordable prices. generating combined
wles of over 10 million units. Based on this expenence, WHV will continue the video release of cenam
“blockbuster” theatrical releases and family entertminment programmung on a direct to sell-through basiv

WHV sells its product in the United States and in major international ternfones through its own sales force.
with warchousing and fulfillment handled by divisions of WMG and third parues. In some international markets,
WHV"s product is distributed through licensees. All product s manufactured under contract with independent
duplicators and replicators.

In December 1995, a consortium of mine major consutner electromics manufacturers, including, Sony Corp
and Philips Electronics NV, who had previously announced that they were developing a similar product based on
a separate competing formal, announced agreement on a umified standard for a lgh density dignal optcal
technology that 15 capable of stonng large volumes of digitized information—enough storage capacity for two
full-length feature films on a double-sided 0.6mm bonded disc The unified standard has been named the “digital
versatile dise™ of "DVD™ Cenain members of the consorium, including Toshiba, have announced theur
intention to introduce in late summer of 1996 a new generation of digital video dise players vulizing DVD for
home viewing by consumers of motion pictures. The DVD technology offers picture quality significantly
supenior 10 existing technology, as well as premium features such as multiple language soundiracks. 1f the new
DVD delivery medium is adopted by consumers. and there can be no assurance al this time that it will be. WHY
anticipates being able 10 benefit by releasing first-run feature motion pictures in the new format, as well as
re-releasing the extensive WHYVY catalogue of feature motion pictures

Consumer Products

Wamner Bros Consumer Products. another division of WB. through s licensing division {(“WBCP
Licensing . acts as an agent for owners of copynghts and trademarks 1n the consumer products marketplace
WBCP Licensing licenses nghts to names. photographs. hkenesses. logos and similar representations o
endorsements with respect 1o the theatncal mouon mictures and telovision senes produced or distnbuted by WB.
including those featunng the canoon characiers owned by DC Comics WBCP Licensing operates i poth
domestic aml international markets, and meets with active competiion in all phases of its activities In 1995,
WBCP Licensing contnued its major licensing programs for “Looney Tunes.” Steven Spielberg’s “Tiny Toon
Adventures.” “Animaniacs” and the animated television series “Adventures of Batman and Robin ™ In addition.
WRCT Licensing conducted a major licensing program for the new theatncal motion picrure “Batman Forrver.”
and bepan a licensing program for the 1996 theatncal hicense of the molion picture “Space Jam.”

Warner Bros. Interactive Entertainment

Warner Bros. Interactive Entertainment (“WBIE™) 1s a new dmision that licenser, develops and produces
interactive entertainment and educational programming based on WH-owned or contolled properties. Dunng
199%_ WBIE entered into a number of licensing agreements for interactive entertanment products (c.g.. video
games, pinball games and handheld games), and initialed 3 Major IRETactve game licensing program for “Space
Jam~ WBIE has also formed an alliance with Acclaim Ententainment. Inc. 1o jointly publish interacuve
entenanment software based on three WB feature films. including “Space Jam "

Warner Bros. Studio Stores

fn 1995, the retatl division of Wamer Bros Consumer Products ("WBCP Retwil”) continued ils expansion
with the opening of 22 additonal outlets in the United States By the end of 1995, WBCP Retail had opened a
total of 133 Warner Bros. Studio Stores. 122 of which are located in select shopping locations throughout the
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Umited States. 10 of which are located in the United Kingdom and one of which 15 located in Cermany. In 1996,
WBCP Retail plans o open 10-15 additional stores in the United States, Two franchised Warner Bros. Swdio
Stores were opened in each of Hong Kong and Swngapore duning 1995 During 1996, WBCP Retail currently
plans 10 vpen two franchised stores in Hong kong. three franchised stores in Japan and two franchised stores in
Australia  Additional agreements to franchise Wamer Bros. Studio Stores throughout countnes in the Asia
Pacific and European regions are scheduled to be completed dunng 1996

Warner Bros. Online

Warner Bros. Online (“WBOL™ 1. a new division created i 1995, produces informanional. promotinnai and
entertainment programming for online services and sites accessible through the World Wide Web on the
Imtermet In January 1996, WBOL began providing a new muluplex entertaimment center on the World Wide
Web, which includes a wide variety of onginal, made-for-online entertainment activities for children and adults
The site ulfers entertaunment and information based on popular Wamer Bros. movies and television shows,
WMG recording aruists and Wamer Bros. cartoon and DC Comics characters. WBOL. in consultaion with
WBCP Retail. has created and launched the Wamer Bros Studio Store site on the World Wide Web. Internet
shoppers visinng this site can select and purchase Warner Bros. and DC Comucs products by placing orders
while online. WBOL is continuing its affiliation with America Online 10 provide a wide range of programming,
including onginal online content specifically designed for America Online

Theaters

Through 1s Wamner Bros. Imemnational Theatres division, WB operates 45 muluplex cincma complexes
with 367 screens in seven foreign countries. WB operates 12 theaters in the United Kingdom, two in Germany
and. through joint ventures, 18 theaters in Australia, two in Denmark, three 1n Portugal. one in Spain and seven
i Japan Directly and through joint ventures. WB plans 1o open 18 pew multiplex cinemas in 1996 five in the
Unitedd Kingdom, five 1n Australia. two in [taly, two in Germany. three in Japan and onc 10 Spain

Warner Bros. Theme Parks

WB. through joint ventures with cerain Austrahian entities (including one which 1s 34.25% owned by WH).
owns and operates Sea World of Australia and a 400-acre movie studio and movic-related theme park named
“Warner Bros Movie World” as well a a water park complea. all near Bnisbane. Austrahia. In addition. WB and
4 German paniner are completung construction of a new regional theme park and studio complex 10 the
Rhine/Ruhr area of Germany, which 1s scheduled 10 open in the summer of 1996. The park and studio complex
1« modeled after Wamner Bros Movie World in Australia WB has also recently announced a joint venture with
MAL ple *MAI") a Unned Kingdom media company. o study the leasibility of the development and
construction ol o tbeme park and studio complex near London

Six Flagy Theme Parks

In June 1995, TWE sold $1% of its ownership interest in Six Flags Entertainment Corporation ("SFEC™) 1o
3 group of ivestors led by Boston Ventures Management. Inc.. a pnvate investment management firm. Pnor to
the sale, TWE's ownershuip interest in SFEC was 100%. SFEC indirectly owns Jll of the outstanding «tock of Six
Flags Theme Parks Inc. ("Six Flags™)

Sin Flags operates 11 theme parks in seven locations, making 1t the second largest operat i of theme parks
in the United States and the leading operator of natonal sysiem regional theme parks 5ia Flags's theme parks
include seven majon nde - based theme parks, as well as three separately-gated water parks and one wildlife safan
park Lach of the theme parks 15 located n of near a major metropolitan area. All of the theme parks operated
by Six Flags are owned by Six Flags. except Six Flags Over Texas and Six Flags Over Georgia (the “Co-Venture
Parks” | The Co-Venture Parks are owned by limited partnerships, the limited partners of which are unaffiliated
limited pannerships and the general parnners of which are wholly owned subsidianies of Six Flags {the
“Managing  Subsidianes™)  The Managing Subsidiaries have solc responuibility for the operation and
management of the Co-Venture Parks pursuant to pannership agreements The partnership agreements provide
that Sin Flags will operate the Co-Venture Parks through 19497
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In March 1996, Sia Flags completed asrangements o manage the Fiesta Texas theme pas located 0 San
Amomo, Texas, commencing 1 the 1996 scason. The park s owned by an affiliate of United Semvice
Automobile Association ("USAA™) and leased w a partnership owned by Sia Flags and USAA In connection
with these arrangements, Six Flags also acquired an opuon to purchase the park and USAA's imterest an the
partnership.

Regulation and Legislation

On February 8, 1996, President Clinton signed into law 3 comprehensive reform of the nauon -
commumications laws. entitled the Telecommunications Competition and Deregulation Act of 199 ithe 1%
Telecommunications Act™), which substantially revises the Commumications Act of 193, as amended by the
Cable Television Consumer Protection and Compettion Act of 1992 (the “1992 Cable Act™) The new law
contains cenain provisions relating 1o violemt and sexually explicit programming First, the statule requires
manulacturers 1o build television sets with the capability of blocking certan coded programming (the so-called
"Vchup”) The effecuve date for any FCC rule regarding the manufacture of such sets may pot occur befors
March 8, 1998 and may occur at a later date if, afier consultation with the manutactunng industry, the FCC
determines that more ume 1s needed Second. the 1996 Telecommunications Act gives the cable and
broadcasting indusinies one year to develop voluntary ratings for video programming contaming violence. sex
and indecent content and to agree voluntanly 1o transmut signals contaiming such raungs  Prnncipal
representatives from both industries have announced that they will meet this nmetable. However. if the industnies
fail to reach a consensus. the statute gives the FCC the authonty to establish an advisory commuttee to
recommend a ratings system and to prescnbe rules requinng transmission of a rating if 3 distnbutor has decided

lo rale a program

The 1996 Telecommunications Act climinates the numencal restnctions on the number of television
stations that one entity may own and increases from 25% 1o 35% the percenage of the nauonal audience that
one eniity 15 allowed to reach. In addition, the FCC s directed 10 revise its dual network rule which protubits a
TV station from affiliaung with an entity maintaming two ot more networks of television broadcast stations. The
FOC must now permit such affiliauons unless certaun himited circumstances pertain. The FCC must also aniend
its rules to permil common ownership or control of & broadcast network and cable systems

Dunng 1993, the FCC revised 1ts rules to allow the three major television networks 1o acquure financial
interests and syndication nghts in programs produced for a network by outside producers such as WB and 1o
engage n the syndication of such programs abroad. The FCC continued 1o prohibit the networks from acuvely
syndicaung any programs domestically—both “off-petwork™ iproduced mually for network distnbution) and
first-run” (produced durectly for syndication). By the terms of the FCC's 1993 decision. however, those
remaimng 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
dunng the four-hour pnme tume penod In such markets. the fourth hour of pnime time programming currently
consists largely of first-run syndication programimung In July 1995, the FCC 1ssued a decision 1o eliminate the
rule after a one-year transiion penod. which ends on August 30, 1996 Dunng this transtion peniod. network

affiliates are permitted to purchase off-network programming for the fall 1996 teleqision scason

WE cannot at this ime predict the effect on its television businesses of tic passage of the 1996
Telecommunications Act and the changes, or proposed changes. 1o the FCC rules ciscussed abowve

Competifian

The producuon and distnbution of theatrical moton pictures, television and ammation product and
videocassettes/videodiscs are highly competitive busincsses, as cach competes with the other. as well as with
othet torms of enterainment and leisure time activities (including video games and onhne services such as the
Internets Furthermore, there 15 increased competition in the television industry evidenced by the increasing
number and vanety of basic cable and pay lelevision services now available. There 15 actve compeliiion amang
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all production companies 1n these industnies for the services of producers. directors. actors and others and for the
acquisiion of literary properties. With respect 1o the distnbution of television product. there 1 :gmficant
compettion from independent producers and distnbutors as well as major swdios  Revenues for filmed
entertmmment product depend in part upon general economic condiions, but the compehtive posttion ol a
producer or distnbutor 15 still greatly affected by the quality of, and public response to, the enterainment
product @ makes available to the marketplace. The television network industry extremely competitive as
networks seek 10 attract audience share and television stations for affiliation, and obtain advertising revenue and
distnbution nghts 1o television programmung There 1s strong competion throughout the home video industry,
both from home video subsidianes of several major motion picture stucios and from independent companies
WH competes wn its character merchandising and other licensing and retail acuvities with other hcensors and
retalers of character, brand and celebrity names. WH's operation of theaters 1s subject to varying degrees of
competinon with respect o obtmming new theater sites and attracting patrons, including competition from a
number of mouon picture distnbution 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 facton relating to
competition within the theme park industry generally include the uniqueness and perceived quality of the ndes
and atracuons i a parucular park. ease of access to the park from major metropolitan arcas. the atmosphere and
cleanhiness of a park, and the quality of ns food and emtertainment

Programming—HBO Division

(reneral

The Company’s interest in the programming business 1s pancipally conducied through TWE's Home Box
Office division (*Home Box Office™). The pnincipal businesses of Home Box Office are the programmung and
marketing of two pay television programming services. HBO and Cinemax. HBO's programming includes
commercial-free, uncut feature motion pictures. sporting evenls, special entertainment events (such as concerts.
comedy shows and documentaries) and motion pictures produced by or for HBO. Cinemanx offers a broad range
of motion pictures, including classic, family. acuon-adventure, foreign and recently released feature films, as
well av documentanes.

At December 31. 1995, there were approximately 20.8 million subsenptions 10 HBO. compared o 192
million subscnptions at year-end 1994, approximately § 9 milhion subscriptions to Cinemax, compared o TH
malhon subscnptions al vear-end 1994 The overall gain of 27 mullion subscnptions for the two services
represents the largest annual increase in Home Box Office subscriptions since 1983

Affiliates

Home Bos Office’s pay television services are principally distributed through cable television systems with
which Home Box Office has a contractual relationship. The HBO and Cinemax services are transmitted via
€ [and commumcations satellites (o these cable television systems. as well as to muln-poimt microwave systems
with which HBO also has a contractual relationshup (both, “affiliates ™). These affiliates are generally charged a
monthly fee on a per subscription basis for cach of the services camed. Subscribers 1o HBO and Cineman arc
then billed monthly by their local affiliate for each service purchased and are free 1o cancel a servic= at any
tme Individual dish owners wishing to subsenbe to HBO or Cunemax as delivered by one of the C-Band
satellites must purchase a consumer decoder and amange for i3 scuvauon. Subscnptions for such direct
broadeast satelhite (“DBS ) viewing are available through cable television system opeantors, HBO Direct Inc . a
subsidiary of TWE, satellue equipment dealers or unaffilated program packagers ifome Box Ofhee, through its
affiliation agreements with United States Satellie Broadcasung. Inc. (“USSB™) and Pnmestar Panners L P Gin
which TWE holds 2 3% interest), also makes the HBO and Cinemax services avaulable by means of tugh-
powered and mid-powered Ku-Band frequency satellites, respecuvely, to DBS viewers who obtain subscnplions
from such distributors In 1995, Home Box Office entered into an affiliation agreement wuh Echostar Satellite
Corp . another provider of high-powered Ku-Band DBS distnbunon for HBO and Cinemas
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Home Box Office formally introduced i 1993 a new “multichannel” format for ihe delivery of HHU) and
Cinemax over multiple channels providing diffening schedules of HBO and Cinemax programmung  As of vear
end 1995, the tiew multi-channel tormal was received by approvimately 8.7 mullion HBO subscnibers and 14
mullien Cineman subscnibers. including all DBS subscribery

As a result of acquisinons and mergers i the cable television industry in recent years the percentage o
Home Hox Office’s revenue from affiliates that are large muluple system cable operaton has increased
Home Box Office anticipates that the consohidanon among cable trlevision operators will continue - As of
December 31, 1995, the largest single multiple system cable operator wath which Home Box Ofhice doe:
business 1s TC1. Home Box Office’s affilianon with TCl accounted for approximately 205 of HBO and
Cinemax combined subscnipuons As of December 31, 1995, Time Warner Cable isee "Cable Division
Television™ ) accounted for an additional 14% Home Box Office attempts to assure itself of continuity i
relationships with affiliates and has entered into mult-year contracts with cenain of such operators, including
TC1 Home Boa Office’s agreements with 1ts cable affiliates are typically tor terms of five years Afhliauon
agreements with some larger multiple system operators, including TCL. are for terms 0 excess of five wears
Although Home Box Office believes the prospects of continued camage and marketing of 1ty pay programning
services by the large cable operators are good, the loss of ene or more of them as distributors o eftectve
marketers of Home Box Office’s pay cable television services could have a matenal advene eftect on Home Box
Othice s business.

Programming

A majority of HBO's programmung and a large portion of that on Cinemax consists of recently released
uncut and uncensored feature motion pictures Home Box Office’s practice has been 1o negotiate licensing
agreements of varying duration for such programming with major motion picture studios and independent
producers and distributors. These agreements typically grant pay television exhibition rights 1o recently released
and certain older films owned by the particular studio, producer or disinbator in exchange for a negotiated fec
which 1% a function of, among other things, HBO and Cinemax subscription levels and the flms  box office
performances  Home Box Office competes with other pay cable. basic cable and broadcast networks. among
others. for the aequisiuon of programmung product

Home Box Office attempts to ensure access o future movics in 4 number of ways In addimon to il
exhibinon of movies distibuted by WB and s regular licensing agreements with numerous distnbutors. 1t has
entered into agreements with Sony Pictures Entertunment. Inc “Sony Pictures™), Paramount Pictures
Corporation ("Paramount ) and Twenueth Century Fox Film Cotporation ("Fox™ ) pursuant o which Home Box
Office has acquired exclusive and non-exclusive nghts 10 exhibit on its pay television services all o a substantial
portion of the films produced. acquired and/or released by these enlilies dunng the term of each agreement
Home Box Office has also entered 1nto non-exclusive license agreements with Fox Paramount, Sony Pictures
and MGM/UA for older. hibrary films

In 1995. Home Box Office entered into an agreement with DreamWorks SKG pursuant to which Home
Bow Office acquired exclusive nghts to exhibit on ats pay television services films from this new ¢ tenanment
company, as well as an agreement with Onon Pictures Corporation for exclusive nights to certain of ity library
nims

HBO also exhibits made-for-pay television motion pictures that are produced by or for Home Box Uthee or
i of 1ts divisions of by outside production companies from which Home Box i ffice licenses certain exclusive
pay television and other nghts (frequently including domestic home video) for a negonated fee Besides mouon
pictures. a significant poruon of HBO's programmung consists of dramatic and comedy specials. lelevision
weres. family shows, documentanes and other programs that are produced specincally for HBO Home Boa
Oftice either negotiatzs a hicense 1o these programs with an outside production company or produces the
programs nself, or through a production services cnbiy. in which case all nghts are generaliy retained and
cxplonted by Home Box Office. Home Box Office also acquires exclusive pay televinon nghts to show cerain
liwe and delayed-broadcast sporiing events, such as boxing matches and Wimbledon, and may alw acquire
additional nghis to these programs. Cinemax’s prograniming composition has recentls been expanded 1o include
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documentaries as well as motion pictures In 1995, the excellence of HBO'S onginal programming was
recognized by, among other honors, 19 Emmy Awards, 7 Cable ACE Awards, 4 Golden Globe Awards and o
Peabady Award

tther Interests

Home Box Office acquires home videocassette distribution nghts for the United States and Canada tor a
number of theatncal and made-for-pay television mouon pictures. concerts and comedy shows that 1 has
produced or licensed for pay television. HBO Video, a division of Home Box Office. exploins these nghts
Cenain aspects of the distnbution of videocassettes by HBO Video are camed out punuant to a senace
arrangement with WHVY. In late 1995, Savoy Pictures Entertunment. Inc., a major suppliet of theatncal motion
pictures for home videocassette distnbution by HBO Video. announced that o was withdrawing from the
production and distnbution of theatnecal motion pictures

Time Warner Sports ("TWS"), a division of Home Box Office, operates TVEKLD, an entity that distnbute:
pay-per-view prze fights and other pay-per-view programming. In October 1995, TWS closed down the
opcrations of its spons licensing division pursuant 1o the sale of that division’s assets o DelWilber Assocates,
Inc

In 1995, HBO Independent Productions (“HBOIP™). a division of Home Box Ofhce, produced three senes
for broadcast by the Fox network. “Marun.” “The Last Fronuer” and “House of Buggin,” and entered into a
“first look™ producuon agreement for senes with CBS A division of Home Box Office owns a S0% interest in,
and 1+ the managing general partner of. a limuted pantnership that indirectly acquired the assets of Citadel
Entenainment, Inc. and its affiliates The remaining interest is held by MAIL The limited partnership produces
motion pictures and other programs for broadcast, basic cable and pay television networks. including HBO

Home Boax Office and MAI are also co-owners of both a UK. production company that develops and
produces television programmung pnncipally designed for the UK market and a joint venture. ITEL. for the
foreign distnbution of programmung produced by Home Box Office and MAI

HBO Enterpnses. a division of Home Box Office. distnbutes cerun feature length theatncal films and
made-for-pay television programmung to other cable television or pay-per-view services. In addition. HBO
Enterprises distnbutes Home Boa Office onginal programmung in domestic syndicanon and forergn television
and home videocassenies when it controls such nghts WBITD distnbutes in foreign markets certaun television
programmung of HBO

HBO Ole, 2 pannership compnsed of TWE, acung through ity Home Bon Office and WB divisions. a Sony
Picture: subsidiary and a Vencruclan company, operaies two Spamish-language pay television motion pioture
wervices HRO Ole and Cinemax. which are currently distnbuted in Central and South Amenca, Mexico and the
Canbbean HBO Ole. n partnershup with a Branlan company. also distributes a Portuguese-lanruage pas
iclevision movie service in Brani

Home Box Office. through a subsidiany of TWE, also operates HBO Asia, wog=ther with its parinet. a
subsidiary of Paramoumt HBO Asia, an English-language movie-based pay television service s currently
distnbuted to countries in Southeast Asia. including Singapore, Thaland, the Phiippines, Taiwan. Indonesia,
Malavsia. Hong Kong, Macau, China. Bangladesh, Hrunei and Papua New Guinca

In addition to its Laun Amencan and Asian ventures. Home Box Office. together with a partner. operates 4
Czech-language pay television mouon picture service in the Czech Republic Home Boa Office also cither
operates o has licensing arrangements with pay television services in Hungary and New Zealand. See “Cable
Dnviston— Television—Other Interests ™

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

TWE holds a 50% interest in Comedy Central, an adventiser-supporied basic cable television service, which
features comedy programmung Comedy Central launched m Apnl 1991 and was available in approximately 37
million homes at year-end 1995 HBO Downtown Producuons, a division of Home Hox Office. produces
comedy programmung for extubiuon on Comedy Central
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TWE holds a 58% interest in E' Entertuinment Television, a Los Angeles based adveruser-supported basi
cable channel speciahizing n promoung the enteriunment dustry and serving approumately. 37 million
subwnbers as of vear-end 1995

( ompetinion

Home Boa Office’s businesses lace strong competition. HBO and Cinemax compete both tor programming
product and for the attention of television viewers with commercial televivion networks and independent
commercial television stabons, pay-per-view services and home video. as well as other basic and pay cable
telesision services. some of which have exclusive contracts with motion prcture studios and independent motion
pcture distnbutors

In 1997, an enuty affiliated with TCI, the multiple system cable operator accounung fon 20% of HBO and
Cinemar combined subscnibers, launched STARZ', a pay cable television service having exclusive contracts
with several mouon picture studios. In February 1994, Viacom Inc. the parent company of the pay cable
television movie services Shownme and The Movie Channel, acquired a controiling intesest an the parent
company of Paramount. with which Home Box Office curtently has an exclusive license agreement covening
Paramount theatncal releases through December 31, 1997

Home Box Office’s production divisions compete with other producers of programs for broadcast networks
independent commercial television stations, and basic cable and pay television networks Home Box Ofhice alwo
competes with other companies engaged in the distnbution or exhibition of motion pictures and with other
commumcations niedia and entertunment and informanon sources See “Regulation and Legisiation

Regulanon and Leguslation

The 1992 Cable Act. among other things. imposes certun requirements concerming the wholesale rates that
Home Boy Office may charge us affiliates and the means by which Home Box Office may make ats
programming services available for subscnpuon through distnibution technologies other than cable television In
Apnl 1993, the FCC released regulations designed to implement these provisions of the 1992 Cable Act,
generally prolubiting vertically integrated programmers in which cable companics hold a 5% or greater
stnbutable interest, which include the program services owned by Home Box Office, from offenng different
price. terms. or condibons to compeung multichannel video programming distnbutors (which includes, but s
not limited to. cable, muluchannel multipoint distnbution services ("MMDS™ or “wureless cable™) and DBS
satellite distributors) in the geographic arcas 1n which they compete, unless the differential 15 justilied by cenan
permussible factors set forth in the regulanons These permissible justifications include the different costs of
delivening the programmung to the distnbutor, creditworthiness. financtal stabiliy, character. techmical factors.
diflerenzes related to volume, penetration, channel positioning. promotional adverusing. prepayment discounts,
retal pricing. and contract duration. The rules also place certain restrictions on the ability of vertically integrated
programmers such as Home Box Office to enter into exclusive distnbution arrangements with cable operator
{although esclusive arrangements with non-cable distnbutors are permissible). Although subscniptions 10 HBO
and Cinemax services are currently provided by means of a number of different techuologies including cable,
MMDS and DBS. the 1992 Cable Act and the FCC's implemenung regulations could have 3 matenal adverse
effect on Home Box Office’s business In December 1994, the FCC substanuly affirmed these rules on
reconsideration, and determined that it has authonty 1o award monetary damages for violations, but that no such
remedy is necessary at this time. See “Cable Division —Television—Regulation and Legislanon ™

The 1996 Telecommunications Act contains provisions concerming manufacturer msertion of a “V-chip”
into television sets and industry implementation of a ranngs system for violent, sexually cxplicit and indecent
programming. (See “Filmed Entenainment Division—Regulation and Legislanon ™) Home Box Office cannot
predict at this tme the effect of this legislaton on its business

In November 1994, the FCC. in its Telephone Compuany-Cable Televiston Cross-Ownership proceeding.
permitied telephone companics (0 OWn programmers such as Home Box Office Thus, telephone cotiyanies are
free to produce, package and disinbute video programmung to unaffiliated cable operators or other multichannel
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video programmung distnbutors. Such telephone company programiming services might compete with Home
Box Office. Certain telephone companies have already formed such ventures with individuals or eniies with
expenence in program production In additon. the 1996 Telecommumeations Act permts telephone companies
to provide video programming services (whether programmed by such telephone companies of by third parties
such as Home Box Oftice) directly 1o customers both within and outside their telephone service areas. Such
distnbution may be on a common carmer basis, which would be regulated under Tatle 11 of the Communications
Act. as a cable television service, which would be regulated under Title VI, or under a new hybnd service called
an “Open Video System.” for which the FCC must develop a regulatory regime by August B, 996

In November 1994, the FCC also released a decision 1 its Sixth Reconsiderarion. Fifth Repart and Crder.
and Seventh Notice of Proposed Rulemaking concluding that it had junsdiction to regulate the rates of
discounted packages of pay services that were also offered on a per channel basiy The FCC. however. ruled that
the rates for such a collective offering of pay services camied on cable systems as of Apni |, 1993 would be
presumed reasonable and would not be regulated by the FCC. The FCC, at the same tme, reiterated ils
longstanding position that the 1992 Cable Act prohibited rate regulation of pay services, such as HBO and other
cable programming. when they were offercd on a per channel basis Home Box Office has asked the FCC 10
reconsider that portion of its decision that would subject pay services, such as HBO 10 rate regulation when
made part of a discounted package

TELECOMMUNICATIONS

The Company’s Telecommunications business consists principally of interests in cable television systems
that are substanually managed by Time Wamner Cable. a division of TWE. and wirchne telephony operations
that are conducted through Time Wamer Commumications, 3 pannershup wholly owned and controlled by TWE

Cable Division— Television

(reneral

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

In January 1996, following the Company’s acquisition of CV1 and related companes, the number of cable
subscnbers managed by Time Wamner Cable increased to approximately 117 million. geographically
concentrated in 35 groupings of more than 100,000 subscnibers cach. More than 53% of Time Warner Cable’s
subscr bers are located in five states: Flonda. New York. North Carolina. Ohio and Texas Time Warner Cable 1
the seond-largest multiple system cable operator in the United States. Of the approumately 11.7 mulhon
subscribers, approximately 9.5 mullion are in systems owned by or through TWE, including approximately 3 5
mallion 1n the TWE-A/N Pantnership, and approximately 2.2 mullion 1n systems owned by subsidianes ol the
Company Time Wamer Cable manages or provides certun semvices (o substanuially all such svstems and
receives a fee from the Company for management of, or services provided to. such systems waned by
subsidianes of the Company

Through a network of coaxial and fiber-opuc cables, the Company 's cabl: t=levision system subscnibers
generally receive 36 or more channels of video programmung, including loc i broadcast television signals,
locally produced or originated video programmung. distant broadcast television s gnals (such as WTHS, WWOR
or WON), advertiser-supponted video programmung (such as ESPN and CNN) and premium programming
wervices tsuch as HBO, Cinemnan. Showtime and The Movie Chaanel). In most systems. Time Warner ¢ able also
offers movies and other evenls on a pay-per-view basis, as well as audio and other enterunment senvices

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 optics. digital compression. digital switching and storage devices, and 1s currently providing

I-24




viden on-demand including movies, interactive games and interactive shopping  Additional services continue to
e developed and added

Pursuant 1o the Admission Agreement with U S WEST. TWE has agreed 10 use its best effons to complete
upgrades 1o a substantial portion of its cable systems by the end of 1998. Such upgrades include the broad
deplovment of fiber. electronics and switching equipment It i+ anucipated that substanual caputal expendiures
will be required to complete these upgrades

Time Warner Cable has grown recently pnmarniy as a result of the 1995 Cable Transactuions, incieases 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 exssting cable television systems Future growth in
wibscnbers 15 expected to come from the exchange of certan of s unclustered cable television systems for
peograptucally strategic systems, increased penciration of cxistng homes passed (through rebuilds and the
introduction of new services), population growth, and extensions of exisung systems. Dunng 1995 and carly
1996, the Company acquired systems in Alabama, California. Flonda. Georpia, Hawan. lllinos, Indiana,
Kentucky, Lowsiana, Maryland, Michigan, Minnesota, Nebraska, New York, North Carolina, Ohlio, Chegon,
Pennsylvama, South Carolina, Texas, Wisconsin and Wyoming. These acquisitons were funded prncipally
through the 1ssuance of equity secunties of the Company. the proceeds from Time Warner Cable’s disposition ol
svstems n Arkansas, Colorado. Louisiana and Mississipp and by the exchange of cable television system
sssets These transactions resulted in a net increase of approximately 3.7 million basic subscribers under the
management of Time Warner Cable. For informauion about the Company’s masl recent acquisittons of cable
television systems in 1995 and early 1996, see pages I-1 through 1.3

Most of the Company s cable television revenue s denved from monthly fees paid by subscnber: for cable
video programming services. Addinonal revenue 15 generated by selling ume on cable television systems fowe
commercial adverisements to local, regional and. in some cases, national adverusers Adveruising time 1s sold as
\nserts Mo certain non-broad ast cable programmung and local onginauon programming shown on the
Company's cable television systems. In addition, pay-per-view service is offcred in certain cable television
svatems, which allows subscribers 10 choase (o view specific movies and events, such as concens and sporting
events, and 10 pay on a per-event basis. Certun cable tclevision systems also sell DBS video services such as
Pnmestar. for a monthly fec.

Programming

Tume Warner Cable provides ceran video programming o s subscnbers pursuant to mult-year contracts
with program suppliers who are paid a monthly fee per subscniber Many of these Contracts contun pnce
escalation provisions, however, in most cases the cable operator has a nght 1o cancel the contract if the supplier
ratses 1ts pnce seyond agreed hmis, The loss of any one supplier would not have a matenal adverse effect on
Time Warner Cable's operations

Service and Programming Charges

Subscnbers to the Company’s cable systems generally are charged monthly fees hased on the level of
wervice selected The monthly prices for vanous levels of cable television services iexcluding services offered on
a per-channel or per-program bases) range generally from 5 to $25 for residential customers Other services
oftered nclude equipment rentals. usually Tor an additional monthly fee. Systems offenng pay-per-vicw movies
gencrally charge between 34 and 36 per movie, and systemns offenng pay-per-view g nts generally charge
between $6 and $50, depending on the event. A one-ume nstallanon fee 15 generally charged for connectng
subscrbers 1o the cable iglevision svstem

Subscnbers may purchase premium programming scrvices, and in cerain svstems, other per-channel
wervices. for an addinonal monthly fee for each such service. with discounts generalls available for the purchase
ol more than one service.

Commercial subscribers are charped rates for cable programmung services that vary depending on the
nature of the contract



Regulation and Legislanon

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

Federal faws  The Cable Commumications Policy Act ol 1984 (1984 Cable Act”™), the 1992 Cable Act
amd the 1996 Telecommumcations Act are the pnncipal federal statutes goverming the cable industry. These
statutes regulate the cable industry, among other things, with respect to 1) cable system rates for both basic and
cenain nonbasic services: (i) programming access and exclusivity arrangements; (111} access lo cable channels
by unaftiliated programmung services; (iv) leased access terms and conditions; (v honzontal and verucal
ownerstup of cable svslems. ivi) consumer protection and customer service requirements, (v franchise
rencwals. tvin) television broadcast signal camiage and retransmassion consent. (in) techmical standands, (x)
prvacy ot customer information; (x1) equal employment opporumity, (a1} consumer electronics equipment
compatibility: ixui) obscene or indecemt programming, and (xiv) requinng subscnbers to subscnbe to bers of
service other than basic semvice as a condition of purchasing premium services. The provisions of the 1992
Cable Act continue to have an adverse effect on the operanons of Time Warner Cable The recently enacted
[t Telecommumicatuons Act, however, 1s expected 1o have a favorable impact on Time Warner Cable’s
business. ¢ ¢, through establishment of catena and a tmetable for the ultimate elimination of regulauon of
vertain cable rates The 1996 Telecommunicauons Act also opens up the cable elevision and telephone markets
to additional compeunon

Federal Regulanons  The FCC, the pnncipal federal regulatory agency with junsdicuon over cable
television. has promulgated regulations covenng a number of arcas The FCC has the authonty to enforce these
regulavons through the imposiion of substantial fines, the ssuance of ccase and desist orders andfor the
imposition of other adminustrative sanctions, such as the revocanon of FCC licenses needed 10 operate ventan
transmission facthtes often used in connecuon with cable operanons A bnef summary of the most sigruficant
ol these federal repulatons as adopted o dae follows

Rate Regulation  Under the 1992 Cable Act, nearly all cable television svstems are subject o local rate
regulation of basic servace, pursuant 0 a formula established by the FCC and enforced by lical franchising
authonies  Addiwonally, the legislation requires the FCC o review rates for nonbasic service uers (other than
pet-channel or per-program services) in response 1o complaints filed by franchising authonues and/or cable
customers, protubits cable television systems from requinng subscribers o purchase semvice ters above basic
service an order 1o purchase premum service if the system 1 techrically capable of doing so. requires the FCC
o adopt regulaiions o establish, on the basis of actual costs, the pnce for installanon of cable senvice and rental
of cable equipment. and allows the FCC 1o impose restnctions on the retenng and rearrangement of basic
wevices under cerntam himuted curcumstances

Linder the 199 Telecomn umications Act. regulation of nonbasic ber rates 15 scheduled to lerminate on
March 31, 1999 The 996 Telecommunications Act also expands the definition of “effecuve competition™ to
cover sitbations where o local telephone company or its affiliate. or any multichannel video provider using
telephone company faciliies, offers comparable video service by any means except DBS Regulaton of both
basic and nonbasic uer cable rates ceases for any cable sysiem subject 1w “effecuve compeution.”

The FCC's rate regulations employ a benchmark sysiem for measunng the reasonableness of existing basic
and nonbasic service rates. and a pnice cap formula for calculaung future rate increases. Alternatively, cable
operators have the opporunity (o 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 (¢ g.. convertier boxes
and remote control devices) and installation be unbundled from the provision of cable service and based upon
sctugl costs plus @ reasonable profit The 1996 Telecommumications Act allows cable operators o aggregate
most cable equipment costs on a franchise. system. regional or company level

1 ocal franchiving authonnes and/or the FCC are empowered to order a reducuon of exisung rates which
eveced the masunum permunied level for either basic and/or nonbasic cable services and assocuted equipment,
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and refunds can be required. The regulations also provide thal uture rate increases may ot exceed an intlation
indexed amount. plus increases in CerLam costs bevond the cable operatot’s control. suuh as taxcs, tranchise lees
and increased programmung costs Cost-based adjustments o these capped rates can also be made i the coent
cable vperator adds or deletes channels of significantly upgrades its system The FOC has continued 1o skt
the processes by which these adustments can be made in a fashuon that has made them more beneficial tin cabic
operators generally. In addition, new product tiers consistng of services new 10 the cable system can be (reated
free of rate regulanon as long as certun condiions are ML, ¢ £ SEIVices May not be moved from existing hiers
1o the new product lier

On November 30. 1995 the FCC adopted a Social Contract which resolves cable television rate complaints
pending against Time Warmner Cable and requires Time Warner Cable 1o upgrade s domestic cable telesivion
wstems. The Social Contract was negotiated in accordance with the FCC's authonty 1o consider and adop!
“social contracts” as allernatives 10 other regulatory approaches applicable to cable television rates The Sixial
Contract 1s ntended to ensurc fair and reasonable rates for Time Wamer Cable customers. reduce the
sdminstrative burden and cost of regulation for local governments. the FCC and Time Warner Cable and resolve
u4h cable programming senvice ler rate complants on file with the FCC Specitically, the Social Contract
provides for an esumated $4.7 mullion plus interest in subscriber refunds in the form of subscnber bll credits 1o
cenan designated Time Wamer Cable systems. a commitment by Time Warner Cable 1o establish 4 hiteline
basic service priced at 10% below Time Warner Cable’s benchmark regulated rates with an adjustment 10 the
nonbasic tier 10 recoup the reduced basic service tier revenue, and a comumutment by Time Warner Cable o
upgrade its domestic sysiems 1o a mummum of 550 MHz, or exssting S50 MHz systems 1o 750 MHz. over the
next five years On January 29, 1996, a Pention for Judicial Review was filed by the cities of Mew York, New
York: Austin, Texas and the Intercommumity Cable Regulatory Commussion (which represents 28 Cincinnaty
suburbs served by Time Warner Cable) seeking review of the FCC decision adopung the Socual Contract as well
a3 certain FCC staff decisions implementing the Social Contract. The Pettion contends, among other thungs. that
the terms of the Social Contract and the process by which it was negotiated and implemented are contrany @ the
1992 Cable Act. and are inconsistent with the FCC's own rules. A pettion for reconsideration of the Socul
Contract 15 also pending before the FCC

One purponed class-action brought 1n a Flonda state court and one action by the Wisconzuin Aftomes
General have been brought alleging that the retienng and a la carte pncing implementation by Time Warner
Cable in response to the FCC's new rate regulation rules violate those rules and/or Slaic CONSUMET predection
laws A purported nanonwide class action has also been brought n a federal court in New York alleging that ans
charges imposed by Time Wamner Cable for additional outlet connecuons violate the 1992 Cable Act and the
FCC's rate regulaton rules 1o the extent those charges exceed Time Wamer Cable’s costs Time Wamner Cable
has opposed each of these clums on the grounds that amy stale law claims regarding cable rates are preempied
by the 1992 Cable Act and rules, that any federal clams regarding cable rates must be brought belore the FOC
1 the first instance and that rates for premium services cannot be regulated at all pursuant to the {984 Cable At
and the 1992 Cable Act. The underlying claim brought by the Wisconsin Attormey General has been settled and
on September 25, 1995 the Count of Appeals reversed the Distnct Court ruling and hela that Tam+ Warmer
ervice and rate restructunng complied with FCC rate regulanons and that such regulations preempled
Wisconsin law. The United States Supreme Count recently rejected a request filed by the Wisconsin Attomes
General for certioran.

Carrtage of Broadeast Television Signals The 1992 Cable Act wlows commercial television broadcast
«tations which are “local” to a cable system to elect every three vears either to require the cable system to carry
the station, subject 1o Ceran exceptions, of 10 Regotiale for “retransmussion consent” 1o camy the stabion
Broadcast stations tvpically seek monetary compensauon of Lhe camage of addinonal programmung in return lor
granung retransmission consent. Local non-commercial television statons are also given mandalory camage
rghts. subject o cemain excoplions Unlike commercial stations. noncommercial stations arc nol given Lthe
oplion 1o fequire negotiation of retransmussion consent. In additon, cable system: must obtain retransmission
consent for the camage of all “distant” commercial broadcast stations. except for certain “superstatons.” ¢
commercial satellite-delivered independent stanons such as WTBS, WGN and WWOR-TV As of Februan
19496, Time Warner Cable has obtained any neccssary retransmission consents from all stations cuniently carmed

.27




The next elecuon between mandatory carmage and retransmission consent for local commercial television
stanons will occur on October 1, 199, The mandatory carnage rule 13 presently undzr review by the United
States Supreme Court.

Time Wamer Cable has been sued in Connecticut state court by Bndgeways Communications Corporation
for, among other things. an alleged violaton of the state antitrust law. Central to the plainuff's case 15 s
alleganon that Time Wamer Cable illegally fuled 10 comply wuth plainiff’s mandatory camage request. The
FOC has made no such hnding and Time Warner Cable has argued 1o the coun that the FCC 15 the only body
with the authoniy to make such a determination

Delenon of Cersain Programmung. Cable television systems that serve 1,000 or more customers must
delete the simultaneous or nonsimultancous network programmung of a distant station wpon the appropnate
request of a local television station holding local exclusive nghts to such programmung. FCC regulations also
enable television broadcast stations that have obtained exclusive distnbuton nghts for syndicated programming
in they market to require a cable system to delete or “black out” such programming from other television
stations which are carmed by the cable svstem

Cable Programming Agreements.  The 1992 Cable Act and FCC regulations adopted in Apnl 1993 requare
vertically integrated programmers in which cable companies hold a 5% or greater aunbutable interest 1o make
their programming services available 1o competing video technoiogies such as MMDS, satellite master antenna
television (“SMATV™) and DBS on terms and condinons that do not discnminate against such compeling
technologics. The 1992 Cable Act and FCC regulations preclude most exclusive programming centracts and
limit to some degree the “volume discounts™ currently available to larger cable operators such as Time Warner
Cable The 1992 Cable Act also regulates certain aspects of program camage sgreements between cable
operators and cable programming networks Cable operators are prohibited from requinng a financial interest in
a program service as a condition to camage of such service, coercing eaclusive nghts 1n a programming service,
or favoning affiliated programmers so as 1o unreasonably restrain the ability of unaffiliated programmers o
compele.

Public and Leased Access Channels.  The 1984 Cable Act permits local franchising authonties 1o require
operators 1o set aside cenain channels for public. educatonal and govemmental access programming. The 1984
Cable Act further requires cable television systems with thurmy-six or more actuvated channels 10 designate a
portion of their channel capacity for commercial leased access by unaffiliated third parties. The 1992 Cable Act
requures leased access rates to be sel according to a formula deterruned by the FCC. The FCC 1 currently
reevaluating 1ts leased channel rate formula. which could lead to leased channel rates which are substantially
more favorable o channel lessees

(hwnership. The 1996 Telecommunications Act repealed the restncuons on local exchange telephone
companes ("LECs") from providing video programming directly 1o customers within thew local cxchange
telephone service areas. except in rural arcas or by specific waiver of FCC rules On February 27, 1996, the
Supreme Coun vacated a Founth Judicial Circunt decision which had held the 1984 Cable Act’s cable telephone
croas-ownership prohibition unconstitutional. The Supreme Count remanded for the Count of Appeals to consider
whether the case 15 moot in light of the repeal of the saatwtory cross-ownership ban The 1996
Telecommunications Act also authonzed LECs (o operate “open video systems™ without obtamng a local cable
franchise. although LECs operating such systems can be required to make payments to local povernmenta
bodies in lieu of cable franchise fees. Where demand exceeds channel capacity, up to two-thirds of the channels
on an “open video system” must be available to programmers unaffiliated with the LEC

The 1996 Telecommunications Act climinated the FCT rule prohibiting common ownership between a
cable systemn and a national broadcast television nctwork. The 1996 Telecommunicanons Act also climinated the
statutory ban covenng certain common ownership interests, operation or con'rol between a television station and
cable system within the staion’'s Grade B signal coverage area However, the parallel FCC rule against
cable/television -tation cross-ownership remains in place. subject to review by the FCC within two years
Finally, the 1992 Cable Act prolubits common ownership, control or interest in cable 1elevision systems and
MMDS facilies or SMATV systems having overlapping service arcas, except in hirmted circumstances The
199 Telecommunications Act exempts cable systeris facing “effective compeunon™ from the MMDS and
SMATV cross-ownership restncuons
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Pursuant to the 1992 Cable Act, the FCC has adopted rules which, with cenain exceptions. preclude a cable
telesision system from devoung more than 40% of its first 75 activated channels to national video programming
services in which the cable system owner has an annbutable interest The FCC alse has set a limit of X% of
total naonwide cable homes that can be served by any multiple cable system operator. The FCC has stayert the
effectiveness of this rule pending the outcome of its appeal from the US Dastrict Coun decision holding the
multiple ownership limat provision of the 1992 Cable Act unconsttutionai

Techrical Requirements.  The FCC has imposed techmical standards applicable to all channels on which
downstream video programming 1s carned, and has prohibited franchising authonnes from adopung standards
which conflict with or are more restnctive than those established by the FCC The FCC also has adopted
addimional standards applicable to cable television systems using frequencies an the 108-137 MHz and
275400 MHz bands in order to prevent harmful interference with aeronautical navigation and salety radio
services and has also established limits on cable system signal leakage, Penodic tesung by cable operators fof
comphance with these technical standards and signal leakage Limits 1s required

The FCC has continued to adopt and consider regulations to implement the requirements of the 1992 Cable
Act designed to improve the compatibility of cable systems and consumer electromcs equipment These
regulations generally prohibit cable operators from scrambling their basic service ter and from changing the
infrared codes used in their existing customer premises cquipment. The 1996 Telecommunications Act directs
the FOC to set only mummal standards to assure compatibility between television sets, VCRs and cable svstems
and 1o rely on the marketplace. The FCC must adopt rules to assure the competitive avialability o consumen ol
customer premises equipment, such as conventers, used Lo access the services offered by cable systems and othet
multichannel video programming distnbutors.

(ther FCC Regulations. Addinonal FCC regulations relate to a cable system’s camage of local sports
programming. prvacy of customer information. franchise fees. equal cmployment opportunity, pole
attachments. restrictions on ongination and cablecasting by cable sysiem operators. application of the fairmess
doctnne and rules governing political broadcasts. customer service. home winng and limitations on adverusing
contained in nonbroadcast children’s programming. The 1996 Telecommunications Act changes the formula for
pole anachment fees which could result in substantial increases 1n payments by cable operators to utilities for
pole attachment nights when services other than cable services are delivered by cable systems.

Copyright. Cable television systems are subject to federal copynght licensing covenng camage of
broadcast signals. In exchange for making semi-annual payments 0 a federal copynght royalty pool and
meeting cenain other obligations, cable operators obtain a statulory license 1o retransmit broadcast signals. The
amount of this royalty payment vanes, depending on the amount of system revenues [rom Certain sources. the
number of distant signals carmed. and the location of the cible system with respect 10 over-the-air iclevision
sLatH &

Tae Copynght Act of 1976 was recently amended to extend the availability of the cable statutory copynght
license to microwave video service providers, such as MMDS This legislauon also extended through 1999 the
separate statutory license provisions applicable to DBS and other satellite video distnbution s+ stems The
compulsory hicense status of SMATV systems 15 not covered by thus legislation. The availability of compulsory
copynght Licensing to other multichannel video service providers enhances their compettiveness with traditional
cable systems.

State and Local Regulation  Because a cable television system uses local streets and nghts-of -way, cable
television systems are subject 1o local regulation, typically imposed through the :ranchising process, and ceramn
states have also adopted cable television legislation and regulations Cable franchises are nonexclusive, granted
for fired terms and usually terminable if the cable operator fails to comply with material provisions. No Time
Warner Cable franchise has been termunated due to breach. Franchises usually call for the payment of fees
\which are limuted under the 1984 Cable Act (0 5% of the system’s gross revenues from cable service) 1o the
granting authonty. Franchises gencrally conlan provisions goveming charges for basic cable television services,
channel capacity, support for public, educational and governmen! access channels, length of the franchise term.
renewal. sale or transfer of the franchise. termitory of the franchise. design and techmical performance of the
wystem. use and oecupancy 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 junsdicuon to junsdiction, and even from city to city within
the same state. histonically ranging from reasonable 1o highly restnctive or burdensoine

The 1992 Cable Act prohibits exclusive Iranchises and allows franchising authonties to operate thewr own
multichannel +ideo distnbution system without having to obtain a franchise. Moreover, franchising authonties
are immunized from monetary damage awards ansing from regulauon of cable television systems of decisions
made on franchise grants. renewals, transfers and amendments

The 1996 Telecommunications Act provides that local franchising authorities may not condition the grant
of renewal of a cable franchise on the provision of telecommunications service of facilines (other than
nstitunonal networks) and clanifies that the calculanon of franchise fees is 10 be based solely on revenues
denved from the provision of cable services. not revenues denved from 1elecommunications servicss

Kenewal of Franchises. The 1984 Cable Act established rencwal procedures and cntena desigs: d to
protect incumbent franchisees aganst arbirary denials ol renewal. While these formal procedures are nol
mandatory unless umely voked by either the cable operator of the franchising avthonty, they can provide
substanual protecuon to incumbent franchisces. The 1992 Cable Act makes several changes to the renewal
process which could make it easier 1n some cases for a franchising authonty 1o deny renewal

In the renewal process, a franchising authonty may scck 10 1mpose new and More onerous requirements.
such as upgraded facilities, increased channel capacity or enhanced services, although the municipality must
take 1nto account the cost of meeung such requuements. Time Wamer Cable may be required to make
sigmficant addional imvestments in 11s cable television systems as part of the franchise rencwal process Of
Time Warner Cable's franchises. as of January |, 1996, 790 franchises serving approximately 3.643.000
subscribers expire during the penod ending December 31. 1998, Although Time Wamer Cable has been
wuccesstul in the past n negouating new franchise agreements, there can be no assurance as to the renewal of
franchises in the fulure

The United States District Court of the Western Distnict of Kentucky recently beld that the 1984 Cable Act
does not asthonze it to review a franchising authonty's assessment of local commumity needs to determune if
they are reasonable or supported by any evidence This federal distnct count decision is under appeal. If upheld
and adopted by other federal courts. this test might allow local franchising authorities to establish unrealisuc
franchise renewal demands designed to oust an incumbent cable franchiser

Franchise Transfers.  The 1992 Cable Act requires franchising authonties to act on any franchise transles
request within 120 days after receipt of all required information. Approval it deemed 10 be granted if ihe
franchiany authonty fails to act within such peniod The 1996 Telecommunicanions Act repeals the restnction
aparnint o oohle operator selling or otherwine transtermng ownership of o cable televivon system withun 36
menths atle” acquisition or initial construction

The foregoing does not purport to describe all present and proposed federal, state and local regulanons and
legislation relaung to the cable television indusiry. Other existing federal regulatons. copynght hicensing and, in
many junsdictions state and local franchise requirements. currently are the subject of a vanety of judicial
proceedings, legislative heanngs and admunistrative and legilative proposals which could change. n varying
degrees. the manner in which cable television systems operate Nerther the outcome of these proceedings nor
thewr impact upon the cable televis:ion industry or Time Wamner Cable can be predicied at this ime

Compennon

Cable television sysiems face strong competition for viewer attention from a wide vanety of established
providers and new entrants, including broadcast television, DBS. MMDS, SMATV sysiems and telephone
compames Cable television systems also compete with these and other media for adverusing dollas

DS The FCC has awarded conditional permits 1o 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
received by relauvely small and mexpensive recenving dishes. Two high-power DBS service. shanng common
watellites. Direc TV and USSB, were reported 1o have a total of approximately 1.3 mulbon subscnibers natonwide
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as of December 31, 1995 Pnmestar, 3 medwm-power DBS service partially owned by TWE, was reported 1o
have approximately | 0 mallion subscribers as of that date. In addinon to GBS, most cable programming 1
avaslable o owners of larger, mote expensive C-Band satellite dishes "TVROs™ ). either directly from the
proprammers of through third-party packagers

MMDSMWireless Cable. Wireless cable operators use microwave technology 1o distnbute viden
programming. In recent years, wireless cable has grown rapdly. serving SO0.000 subscnbers via 121 systems as
of June 1995 according to the FCC Wireless cable 1s now available in 19 of the nation’s 1op 20 television
markets In recent years, the FCC has adopted rules to faciluate the use of greater numbers of channels by
wireless cable operators

SMATV. Additional compeution may come from prvate cable 1elevision systems servicing condomniums,
apartment complexes and certain other muluiple umi residental developments The operators of these private
systems. known as SMATV systems. often enter o exclusive agreements with apariment building owners of
homeowners' associations which preclude franchised cable television operators from serving residents of such
private complexes. Under the 1996 Telecommunications Act. a SMATV system is not a cable systen as long as
it uses no public aght-of-way. SMATV systermns offer both improved reception of local television statons and
many of the same satelliie delivered program services as offered by franchised cable television systems

(herbuilds Under the 1992 Cable Act. franchusing authonties are prohubited from unreasonably refusing to
award additional franchises. There are currently an insignificant number of overlapping cable systems operating
i Time Warner Cable franchise areas. Municipalities themselves are authonzed 1o operate cable systems
without a franchise. No such municipally-owned systems are presently in operation in Time Warner Cable
franchise areas. although several municipalities have indicated an interest in doing so

Telephone Companies. The 1996 Telecommunications Act ehiminated the restnction against ownership and
operation of cable systems by local telephone companics within thewr local exchange service arcas Telephone
companies are now free 1o enter the retl video distnbution business through any means, such as DBS, MMDS,
SMATV or as traditional franchised cable system operators. Alternatively, the 1996 Telecommunicauons Act
suthonzes local telephone companies 1o operate “open video systems ™ without obtaning 3 local cable franchise.
although telephone companies operating such systems can be required 1o make payments (0 lucal governniental
bodies 10 liew of cable franchise fees. Where demand exceeds available channel capacity. up to two-thirds of the
channels on an “open video svstem”™ must be available to programmers unaffiliated with the local 1elephone
vompany The open video system concept replaces the FCC's video dialtone rules The 1996 Telecommunica
nons Act also includes numerous provisions designed to make it casier for cable operators and others 0
compete directly with local exchange telephone camens With cerain hmited exceptions. neither a local
eachange camer nor 8 cable operator can acquire more than a 1% equity interest 1n the other enhity operating
within ils orvn SErvice area

Other Competition. Cable television systems compete with other communications and entertainment media,
rncluding off-air television broadcast signals which a viewer 15 able 10 receive directly using the viewer's own
televivion set and antenna. Cable sy tems also face competsion from alternative methods of distnbuting and
recening televiston signals and from other sources of entertainment such as live sporting events. movie theaters
and home video products. including videocassetic recorders and. i the future, DVDs, & wezil as, the Internet In
recent vears, the FCC has adopted policies providing for authonzation of new technolog es and a more favorable
operating environment for cenain existing technologies that provide. o may provide, substantial addinonal
competiion for cable television systems The evient to which cable television service is competitive depends 1n
wpmbicant pant upon the cable system’s ability to provide an even greater vanety of programming than is
avatlable off-air or through compeutive alternative delivery sources Premium programming provided by cable
svstems 1s subject to the same competitive factors which exist for other programming discussed above. The
continued profitability of premium services may depend largely upon the continued avalabnlity of attractive
programming at compettive prices. The cable television industry also competes with radio, television. pnnt and
other media for advertising revenues. As the cable television industry continues to develop programming
designed specifically for distnbution by cable, adverusing revenues May INCTEAsE
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ther Interesis

TWE has a 54% intcrest in a joint venture established in 1991 to invest n, and funher develop cable
television systems in Hungary TWE also has a 20% iterest an TV-1000, a pay television service operating in
Scandinavia; a 31% interest in N-TV, 2 German language news and informauon channel distnbuted 1n Germany
in which TBS also has a 33% intecrest; and & 25% interest in 1A, a generalanterest regional television
broadcaster serving the Berlin and Brandenburg areas of Germany (all of which nterests are under the
management responsibility of Home Boa Office), TWE also owns indirectly 13% of a New Zealand vver the an
subscnipnon television service —Sky Network Television, as well as 20% of Kablevision, Sweden v wecond
largest cable television company

Cable Division—Telephony

Tune Warner Cable's wireline telephony operations are conducted through Time Wamner Communicati... s,
a partnership wholly owned and controlled by TWE. which has formed separate business enuties 1o provide
telephony services in vanous geographic areas. Time Warner Communications seeks to take advantage of Time
Wamer Cable's geographically clustered cable systems to efficiently develop its telecommunications business

The inwual focus of Time Wamer Communications following its formaton in 19970 was the develipment of
“alternative access” telephone operations 1 metropolitan arcas where Time Warner Cable operates cabie
systems. These operavons generally provide connections between large businesses and then long distance
telephone providers, between multple business locatuons of a large business. and between long distance
telephone company locauons. The connecuons are marketed primanly to long distance telephone camers and
large business customers, and are used for high volume voice and data communications. The networks on which
these connections are made are compnsed of dedicated fiber optic strands wathin the affiliated cablz wvstemy
backbone fiber networks, together with specially constructed high volume building entrance faciliies and
specialized electronic equipment for ransmussion of digital signals. Alternauve access services do not require
Time Wamer Communications to operate switching equipment

As of March 1. 1996, Time Warner Communications had wholly or partially owned allernative access
businesses in operation in 2| cities. Similar businesses are in development in several additional Time Warmner
Cable cities. Revenues to date from these operations have been insigmificant. Time Warner Communications alsi
has an advanced network management center in Denver 10 monitor and manage operation of 1y peographically
dispersed networks.

One of the major business objectives of TWE s the entry of Time Wamer Communications ot the
switched “local exchange™ telephone business This business would provide telephone service that is presentiy
provided by LECs. The service would be marketed both 10 residenual and business customers Local exchange
service will require sigmficant upgrades 1o, and usage of, the fiber opuc and coaxial cable nerworks of Time
Warner Cable, together with high capacily swilching equipment similar to that employed by the LECs, and
certun other specialized equipment Expendiures for such upgrades and equipme 1 are expected 1o be
sigmficant.

The required qualificatons for providers of local exchange services are generally regulated by ecach stare
As of March 1, 1996, Time Warner Communications has received ce tificates o provide local exchange services
in Flonda, New York, Ohio and Tennessee, and 15 proceeding with applications 1o obtan such cermfication in
Hawan, North Carolina, Texas and Wisconsin. All these states have already adopted legislation that suppons
competition i telecommunicauons services. Further, the 1996 Telecommumcanons Act will an the future
preempt state and local bamers to entry into competiive telecommunications service (although competiuvely
neutral state and local regulations will continue to be permitted). Time Warner Commumications will continue 1o
seek local exchange service authonzation in states where Time Wamer Cable has major cable systems

In order for Tume Wamer Commumications to actually enter into the local xchange service business. [ime
Wamer Communications must obtain nghts W connect s local exchange service customers 0 the incumbent
LECs customers in an area. Time Wamer Communications has been in active negotiations throughout 1995 with
incumbent LECs in Flonda. New York, Ohio, Tennessee, Texas and Wisconsin Even where procompetitive state
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legislation has existed or state-level regulatory mediation has been available, the mcumbent LECS have, in Time
Warner Commumications view, been extremely reluctant to concede appropnate terms for competitive entrants
ter B ilitate nterconnection

The 1996 Telecommunications Act mandates that incumbent LECs prov ide reasonable and pondiscnmina-
tory rates. terms and conditions for interconnection iincluding reciprocal compensation for transpon and
rermunation of callsy. and that incumbent LECs enter into good faith negonauons with requesting camers (o
{aciitate such interconnecuon. In addition. mcumbent LECs must provide nondiscnminatory access 10
unbundled network elements. funcuons and services on reasonable (crms. Number portabiliry 18 wreated as a
network element and local dialing panty 1s addressed. While the 1996 Telecommunications Act should improve
the outlook tor Time Warner Communications. the exact umetable for and terms of mandated interconnection
arrangements. and other incumbent LEC compliance, cannot be predicted The FOCC s required 1o 1ssue
implementing regulanons for NtErCONNECUON requirements by August 8, 1996

Currently, Time Wamner Commurnications 1s pros whing local exchange service on o lirmted  basis
Hochester, New York

lame Warner Cable alw offers (as a “re-seller” ) cellular lelephone and paging services 10 business and
peswdential customers m Rochester, New York

Description of Certain Provisions of the TWE Partnership Agreement

The following description summanzes cenan provisions of the TWE Partnershup Agreement telating to the
ongoing operations of TWE. Such descnption does not purport to be complete and 1 subject to, and 11 qualified
in 1s entirery by reference to, the provisions of the TWE Partnership Agreement

Management and Operations of TWE

Board of Representalives. Subject to cenan authonty of the Management Commutiee (s described below)
with respect to the Cable division, the business and affairs of TWE are menaged under the direction of a board
ol tepresentatives (the “Board of Representatives™ or the “Board™) that 1 compnsed of representatives
appainted by the Time Warner General Partners (the “Class B Representatives™) and representatives appointed
by the Class A Pantners (the "Class A Representatives™ )

The Class B Representatives control all Board decisions except for certain matters including (1) the merger
e comsolidation of TWE: (1) the sale or other disposition of assets of TWE generaling in excess of 10% of the
Lonsohdated revenues of TWE dunng the previous fiscal year of represcnling in excess of WK of the far
market value of the wotal assets of TWE nin each case. other than in connection with certain joint ventures and
cable assel swaps”™ as to which the thresholds are greater). (1) any zcquisinon by TWE, other than in the
ordinary course of business, 1f the consideration paid by TWE in connection with such scquisition would exceed
the greater of 1) $750 million and (21 10% of the consolidated revenues of TWE for the most recently ended
nscal vear of TWE, (v) 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 to such businesses (provided that TWE
may not engage i the manufacturing, sale or servIiCing of hardware, other than as may be incudental o TWE's
businesses . (v) the incurrence by TWE of indebtedness for moncy borrowed if. after grang effect © ich
incurrence. the ratio of total indetedness for money borrowed o cash flow would exceed the greater of (x) 5.00
w | 00 and 1) S over the analogous ratio in the TWE credit agreement as in effect from ume 1o ime, (vi) cash
distnbutions other than as provided in the TWE Parmnership Agreement. {vin) the dissolution or soluntary
bankruptey of TWE. and (vii) any amendment 1o the TWE Pannership Agreement

Each of the matters described in clauses (1) through (v) reguires the approval of a majonty vote of the Class
v Representatives who were appointed by partners that have a reswdual equity interest of at least 5% and a
majunty vote of the Class B Representatives. andd each of the maters descnbed in clauses (vi) through (viui
requires the unanimous approval of all representatives Fach partner s peprescitalives collectively have soung
power in proporiion 1o the residual equity interest of the panner that designated such represcntative
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The managing general pantners. both of which are wholly owned subsidianes of the Company, mav take
any acton without the approval or consent of the Board if such acuon may be authonized by the Claws B
Representatives without the approval of the Class A Representatives  However, see “Full Service Network
Management Commuttee.” below

Full Service Nerwork Management Communtee In connccuon with the U S WEST Transaction, the Board
established the Full Service Network business. which. subject to oblaiming necessany franchise and othet
approvals, 15 compnsed of the businesses and operatons of the cable television systems of TWE and the TWE.
A/ Pannershup that have been from ume 1 ume designated 10 become a pan thereel. Subject 1o obtaiming
necessary franchise and other approvals relating 10 the designated systems. the business and affairs of the Full
Service Network business will be govermed by a Full Serice Network Management Commitiee (the
“Management Commuttee™ ). The Management Commutiee 1s comprised of six voling members, thice designated
by U S WEST and three designated by TWE If U 5 WEST at any time inwns less than 0% of the pannershup
mterest which it owned, directly or indirectly. as of Septernber 15, 1993 or of a “change in control™ of U §
WEST occurs, U'S WEST's nght w designate any members of the Management Commutice will terminate The
Full Service Network business is managed on a day-io-day basis by the officers of Time Warner Cable The
approval of a majonity of the members of the Management Commuttee (s required for cenan significant
transactions relating 1o the Full Service Network business, including. among other things, the sale, pledge of
encumbrance of assets of the Full Service Network business, the acquisiion of cable assers. the making of
commuments or expenditures relating to the Full Service Network business. 1n each case subject 10 agreed upon
thresholds, cenain decisions with respect to design, architecture and designation of cable svstems for upgrade
and the adopuon of the annual business plan

Non-Voting Representatves and Commitiee Members Each of ITOCHU and Toshiba have the nght to
designate non-voung members to the Board of Representatives and the Management Commuitee In addiuon,
Advance/Newhouse has the nght 1o designate a non-voung member 10 the Management Committee

Dav-to-Dayv Operanons. TWE is managed on a day-lo-dav basys by the officers of TWE, and each of
TWE '« three pnncipal partnership divisions 15 managed on a day-to-day basis by the officers of such division
Upon the TWE Capitalizavion, the ofiicers of Time Warmner also became officers of TWE and the officers of the
Time Wamer General Partners became the officers of the comesponding pantnershup divisions and the
subdivisions thereof

Certain {ovenants

Covenant Not to Compete. For 5o long as any panner (or affiliate of any partneri owns in excess of 3% of
TWE or 15% of TWE Japan and in the case of any Time Warner General Partner. for one year thereafier, such
partner (includimg its affiliates) 15 generally protubited from compeung or owming an imerest an the three
pnncipal hines of business of TWE—cable. cable programmung and filmed entertainment (ncluding -
ownership and operation of theme parks}—as such businesses may evolve, subject 1o cenain agreed upon
excepions, hmiled passive investments and inadvertent violations. The covenant not 1o compete does not
prombit (0 U5 WEST from conducting cable and cenain regional programmung businesses in the 14-stale
region in which it provides telephone service, (i) any party from engaging in the cable business in a region in
which TWE 1» not then engaging in the cable business, subject to TWE's nght of first refusal with respect to
such vable business, of (1) any pany from engaging in the telephone or informanon services susiness [TOCHU
and Toshiba continue 1o be bound by and beneht from the non-compete provisions but only as they relate (o
Japan

Transactions with Affiliates. Subject to agreed upon exceptions for exnsting arrangements, TWE wall not
enler into any transaction with any panner or any of iy affilates other than on an arm’s-length basis

Kegistraton Kights

Beginming on June 30. 2002 (or as early as June 30 1999 1f certaun threshold cash distnbutions are not
made 1o the Class A Partners), the Class A Partners holding. individually or i the aggregate, at least 10% of the
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resadual equity of TWE will have the right 10 request that TWE reconstitute 11s¢lf as a corporation and register
for sale in a public offenng an amount of panncrship interests held by such Class A Panners determined by an
investment banking firm so as 1o maximize trading hiquidity and mimimize the smtial pubhic ollenng discount, if
any. Upon any such request, the parties will cause an investment banker to determine the price at which the
interests sought 10 be registered could be sold in a public offenng (the “Appraised Value™) Upon determination
of the Apprassed Value, TWE may elect either to register such interests or purchase such interests al the
Appraused Value, subject to cenam adjustments. If TWE elects (o register the interests and the proposed public
offening pnice (as determined immediately prior to the ume the public offenng 15 10 he declared effective) 1s less
(han 92 5% of the Appraised Value, TWE will have a second option (o purchase such interests immediately prot
1o the time such public offening would otherwise have been declared cffectve by the Secunties and Exchange
Commussion at the proposed public offenng pnce less underwniting fees and discounts. If TWE exercises its
purchase opuon, it will be required to pay the fees and expenses of the underwniers. Upon exercise of either
purchase option. TWE may also elect to purchase the entire partnership inierests of the Class A Partners
requesting registration at the relevant price, subject to certain adjustments

In addition to the foregoing. U S WEST will have the nght 1o exercise an additonal demand registration
nght (in which the other Class A Partners would be entitled to participate) beginning |8 months following the
date on which TWE reconstitutes itself as a corporation and regisiers the sale of sccunties pursuant to a
previously exercised demand registiration nght

Beginning on June 30. 1995, at the request of any Time Warner General Partner, TWE will effect a public
offening of the partnership interests of the Time Warner General Pantners or reconstitute TWE as a corporaton
and register the shares held by the Time Warner General Partners. In any such case, the Class A Partners wall
have standard “piggy-back”™ registration nghts

Upon any reconstitution of TWE into a corporation, each paniner will acquire preferred and common equity
in the corporation corresponding in both relative value, rate of returm and prionty to the partnership interests i
held prior to such reconstitution. subject 10 cerain adjustments to compensate the partners for the effects of
converting thewr pannership interests into capital stock

Certain Put Rights of the Class A Partners

Change in Control Pur. Upon the occurrence of a change in control of the Company, at the request of any
Class A Partner, TWE wall be required to elect euther 1o hquidate TWE within a two-year penod of to purchase
the mterest of such parner at fawr market value (without any munonty discount) as determined by anvestment
hankers. A “change i comrol” of the Company shall be deemed to have occurred

(x) whenever, 1n any three-year peniod. a majonty of the members of the Board of Directors of the
Company elecied dunng such three-vear penod shall have been so elected against the recommendation of
the management of the Company or the Board of Dircctors shall be deemed to have been clected against
the recommendation of such Board of Directors of the Company in office immediately prior 1o such
election, provided, however, that for purposes of this clause (x) a member of such Board of Divectors shall
be deemed to have been elected against the recommendation of such Board of Directors if s or her ininal
election occurs as a resuli of either an actual or threatenied election contest (as tuch terms are used in Rule
14a 11 of Regulauon 14A promulgated under the Scecunities Exchange Act of 1934, as amended) or other
sctual or threatened sohicitation of proxes or consents by or on behalf of a person other than such Board of
[Dnrectors, or

(y) whenever any person shall acquire iwhether by merger, consohidation. sale, assignment. lease,
wransfer of otherwise, in one transaction or any related senes of wansactions). of otherwise benehcially own
voung secarities ol the Company that represent in cacess of $0% of the voung power of all outstanding
votng secunues of the Company genetally entitled to vote for the election of directors, if such person
acquires or publicly announces its intention to initially acquire ten percent or more of such voting secunties
in a transaction that has not been approved by the management of the Company witiun 30 days after the
date of such acquisiion or public announcement.
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Assignment of Pur Rights, ete. TWE. with the consent of such assignee. may assign to the Company, any
general paniner or any third pany, the obligation 10 pay the apphicable put pnce in connection with the exercise
of a change in control put nght by a Class A Partner and the nght 1o receive the partnership interests in payment

therelor

With respect 1o any of the put nghts of the Class A Partners, TWE may pay the apphicable put pnce in coch
or Marketahle Secunties (defined as any debt or equity secunties that are histed on a national secunities exchange
ot quoted on NASDAQ) issued by TWE (or 1if TWE assigns 1ts obligation to pay the put price 1w the Company
by the Company) The amount of any Marketable Secunues compnising the applicable put pnce shall be
determined based on the market price of such secunties during the seven months following the closing of such
put ransaction. In the case of a change in government regulation put, up to 33% of the applicable put pnce ma;
be paid in notes 1ssued by TWE (or if TWE assigns its obligatons to pay the put price to the Company by the
Company)

[' § WEST Change in Governmen! Regulation Remedies

Upon a change in law or government regulation pnior to September 15, 1996 that prohubits U S WEST from
owmng, or matenally adversely affects the value (relative 10 the value of the interests of all other pannzrs) of,
' § WEST's pannership interest, U § WEST will have the nght to request that TWE either remedy such
problem (provided such remedy would not have a significant impact on the business and operauon of TWE or
any of 1ts divisions} or assist U S WEST in selling 1ts interest to a third party. Upon any such sale 10 a thurd
party, TWE will share 20% of the loss or gain expenenced by U S WEST upon such sale.

Restrictions on Transfer by Time Warner General Pariners

Any Time Wamner General Partner is permitied to dispose of any partnership interest (and any Time Wamner
General Pantner and any parent of any Time Wamer General Partner may issue or sell equity) at any ume so
long as, immediately after giving effect thereto, (i) the Company would not own. directly or indurectly. less than
(a) 43 75% of the residual equity of TWE, if such disposiion occurs prior to the later of December 31, 1997 and
the date on which the Class A Partners have received cash distnbutions of $500 million per $1 billion of
investment, and (b) 35% of the residual equity of TWE if such disposition occurs after such date, (1) no person
ot entiy would own, directly or indirectly, a partnership interest greater than that owned. directly or indirectly,
by the Company. and (iii) a subsidiary of the Company would be a managing general partner of TWE

No other lispositions are permutied, except that the Company may sell its entire parntnership interest subject
to the Class A Partners' nghts of first refusal and “tag-along™ nghts pursuant to which the Company must
provide for the concurrent sale of the partnership interests of the Class A Pariners so requesting

Other Entertainment Group Assels

Time Warner Service Partnerships

In September 1993, certaun assets of TWE were distnbuted to the Time Wamer Gereral Panners and were
owned and operated by other parinerships (the “Time Wamer Service Partnerships™) in order 1o ensure
comphance with the Modification of Final Judgment entered on August 24, 1982 by the United States Distnct
Coun for the Distnct of Columbia applicable to U S WEST and its affiliated companies. which may have
included TWE. In 1994, U § WEST received a judicial order that TWE was no longer prohibited from owning
or operating substantially all of such assets. Accordingly. in September 1995, TWE reacquired substantially all
of the assets of the Time Warner Service Pannerships, subject to the habihues relanng thereto, in eachange for
juniar prionty capital interests in TWE equal to approximately $400 million
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Courtroom Television Netwark (“Court TV")

Each of TWE and affiliates of each of NHC and TCI holds a 33'4% nterest in Count TV, subject to
adjustment in accordance with the terms of the Court TV partnershup agreement. Count TV 13 a 24-hour basi
cable network covering actual courtroom tnals from around the United States and abroad. Since 1991, Coun TV
has brought dayume viewers live and taped coverage of more than 400 tnals, including: Weeks v Baker &
McKenzie, OJ. Simpson. Rodney King. Dr. Kevorkian, Reginald Denny, the Menendez brothers. the
Paramount/QVC hearing and Zion v New York Hospual. During prime time. Count 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 the weekend,
Court TV airs highlights of the week’s courtroom coverage and presents Conunuing Legal Educanon (CLE Y for
lawyers and Cable n the Classroom programming for teachers

TWE Japan

The Company owns a 37.25% interest in. U S WEST owns a 12 75% interest in, and cach of Toshiba ard
ITOCHU owns a 25% interest in, Time Wamner Enteriainment Japan Inc. (“TWE Japan™). TWE Japan was
organized to conduct TWE's businesses in Japan, including home video distnbution. theatrical hlm and
television distnbution and merchandising businesses, and 1o expand and develop new business opportunitics
Pursuant to distnbution and merchandising agreements entered into between TWE and TWE Japan, TWE Japan
receives distribution fees generally comparable to those currently received by TWE for performing distnbution
services for unaffiliated third parues.

In 1995, the Company, TWE Japan. U S WEST, Toshuba and ITOCHU agreed jointly to establish TITUS
Communications Corp. (“TITUS™). a multiple system operator that will develop new CATV operanons an
selected locations throughout Japan. The agreement also contemplates that TITUS evenwally will provide
telephone service as well as video services 1n ils Operating arcas

DC Comics

TWE and WCI each owns a 50% interest in DC Comics, a New York general partnership, formed in Juin
1992 1o continue the business previously conducted by DC Comics Inc.. a New York corporation. DC Comics
publishes more than 60 regularly issucd comics Magannes, among the most popular of which are “Superman.”
“Hatman,” “Wonder Woman * and “The sandman.” as well as story collections sold as books. DC Comics also
denves revenues from motion pictures, television syndication. product licensing, books for juvenile and adult
markets and foreign publishing. Trademarks in DC Comuics’ prncipal characters have been regisiered in the
United States Patent and Trademark Office and in centain foreign countncs

Cinamerica Theatres, LF.

WO owas a 50% interest 1n Cinamenca Theatres. L P. an unconsolidated joint venture with Pa.mount
Communications Inc.. which owns and operates two thealer circuts Mann Theatres and Festival Cinemas. The
joint venture operates 371 screens in 66 theaters. principally located in Cahiformia and Colorada

E.C. Publications

E.C. Publications, Inc. is the publisher of MAD, a magazine leamunng arcles of humorous aod satncal
interest, which 1s cegularly published mine tmes o year and also m penodic special ediions EC Publications 15

wholly owned by the Company

OTHER INTERESTS

Turner Broadeasting System, Inc.

In September 1995, the Company agreed to merge with TBS by acquinng the remaining approximately
S5 nterest m TBS not already owned by the Company. For informanion about the pending merger. sec
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page I-1 Al December 31, 1995, the Company had cconomic and voung interests in TBS of 1965 and 0 4%
respectively. TBS 1s a diversified information and entertainment company. Through nts subsidianes. TS onne
and operates four domestic entenainment networks WTBS (commonly known as the "TBS SupetStanon
Tumer Network Television ("TNT™) the Canoon Network and Tumer Classic Movies (7TOM fimit
international entertunment networks TNT Lann Amenca. Canoon Network Latn Amenca. TNT & Canoon
Network Europe. and TNT & Canoon Network Asia: and four news networks Cable News Network 170NN
Headline News, Cable News Network Internanonal ("CNNI™) .nd CNN Financial Network ("CNNfm THS
produces and distnbutes entertmnment and news programming worldwide, with operations in motion puoture
animation and television production, home video. television syndication, licensing and merchandiving. and
publishing.

American Lawyer Media

Amencan Lawyer Media, LP ("ALM" ), which 15 majonty-owned by the Company, operates a clan ol
metropolitan and regional legal and business newspapers and alswo publishes THE AMERICAN LAWY LR 4
nauonal monthly magazine with a subscnption-only readership among lawyers across the Unied States ALM
also owns and operates COUNSEL CONNECT (“CC™'), an on-line service connecting lawyers in law firms and
corporate legal departments worldwide. On February 2, 1996, ALM acquired the minonty share of CC thar had
been held by Lexis-Nexis. Since February 25, 1994, ALM had run CC as LEXIS Counsel Conncct in
partnership with Lexis-Nexis. 2 division of Reed Elsevier Inc. At the ume the pantnership was formed. Lexis
Nexis was the Mead Data Central division of the Mead Corporanon. ALM also publisnes four weekly and five
daily newspapers, which in most cases enjoy local official status for the publication of court opimons. lepal
notices andfor official coun nouces; and one monthly newsletter ALM also provides certain services to
Count TV

Hasbro, Inc.

The Company owns approximately 14% of the outstanding common stock of Hasbro, Inc. vne of the
world's largest toy companies. See Note 5 “Other lnvestments” 1o the Company’s consolidated financial
statements at page F-34 herein for a descnipuion of the issuance by the Company of (1) zero coupon
exchangeable notes due 2012 that are exchangeable for the shares of Hasbro common stock owned by the
Company (the “Hasbro Stock™), and (1) mandaionly redecmable preferred secunties of a subsidiary of the
Company redeemable in 1997 for cash or Hasbro Stock Because the wssuance of the mandatonly redesmable
preferred secunties provides the Company with protection against the nisk of depreciation of the market price of
Hasbro Stock and the zero coupon exchangeable notes limit the Company’s abihity 1o share in the appreciaton
ol the markel pnce of Hasbro Stock. the combinanon thercof has effectively moneuzed the Company s
investment 1n Hasbro.

Atari Corporation

The Company owns approximately 13.5% of Atan Corporation, which is engaged in the design
manufacture and sale of interactive mulumedia entertainment systems. In February 1996, Atan Corporation
entered into an agreement to merge with JTS Corp.. a disk-dnve manufactunr based in San Jose, Califorma

Atari Games Corporation

The Company cwns 100% of Alan Games Corporation (" Atan Games” ). which is engaged in the design,
manufacture and sale of interactive video games for arcades and home systems. On February 23, 1996, WCI
entered into a Stock Purchase Agreement with Williams Interacuve Inc (“Williams™,. a wholly owned
subsidiany, of WMS Industnies, Inc., pursuant to which WC1 will sell 1o Williams, all of the nsued and
sutstanding capital stock of Atan Games. The transaction 15 expect.d 1o close i Apnl 1996
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CURRENCY RATES AND REGULATIONS

The Company’s foreign operations are subject to the nsh of fuctuation in currency exchange rates and o
exchange controls. The Company cannot predict the extent to which such controls and fluctuanions in currency
exchange rates may affect its operations in the future of 115 ability to remut dollars from abroad See Note |
“Organization and Summary of Significant Accounting Policies —Foreign Currency™ and Note 12 “Financial
Instruments —Foreign Exchange Risk Management” to the consolidated financia' statlements set forth at pages
F-24 through F-28 and a1 pages F-44 and F-45. respecuively, herrin. For the revenues. operating income from
and wlenufiable assets of foreign operations. see Note 13 “Segment Informanon™ 1o the consolidated financial
statements set forth at pages F-46 through F-49 herein

EMPLOYEES

Al December 31, 1995, the Company employed a total of approvimately 65,50 persons This number
includes approximately 29,700 persons employed by TWE
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Item 1. Propernies

Publishing, Music and Corporate

The following table sets forth cerain information as of December 31, 1995 wath respect to the Company's
principal properties (over 250,000 square feet in area) that are used pnmanly by its publishing and music
divistons or occupied for corporate offices. all of which the Company considers adequate for its present needs,
and all of which were subsantially used by the Company or were leased (o outside tenants

Locaton

MNew York, New York
75 Rockeleller Plaza
Rockefeller Center

New York, New York
Time & Lite Bldg
Rockefelier Center

Mechamcshurg,
Pennsylvama
1225 S Market St
Olypham.
Pennsylvama
1400 and 1444 East
Lackawanna Avenue
Indianapohis. Indiana
4200 N Industnal
Street
Nonort,
Grermans
Niedermnstrasse 3-7
Alsdort,
Germany

Max-Planck Strasse |-9

Terre Haute.
Indiara
Bldg
Industnial Park

Other

V5 and abroad.

mcluding locations in

Europe, Aswa, Latn

Amenca, Australia and

New Zealand.

Total

102, Fort Harmison

Srimslyl Lo

Exccutive and administrative
offices (Corporate. Music and
Filmed Emerainment)

Business and editonal offices
(Publishing and Corporate)

(Mhce and warchouse space
iPublishing)

Manufactunng, warehouses,
distnbution and office space
{Music)

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

Manufactunng, distnbution and
office space (Music)

Manufactuning and office space
(Music)

Office bldgs.. plants and
warchouses (Publishing, Music
and Corporate)

w
Syuare Feet

Flaor Space
560.000

1,457,000

VSK i

1. 058.0xX)

252,000

334000

2 MK

2659 (KN

20097 (KX}

5,084 (K]

11.738,000
DT T T IT

Type of Ownership
Expiration Date of Leavw

Leased by the Company Lease
expires i 2004

Approamately 109,000 «q. fi
are sublet o outside twnants
Leased by the Company. Mosi
leases expure 1n 2007
Approximately 36,000 sg
are sublet to outside tenants
Owned and occupied by the
Company

Owned and occupicd by the
Company

Owned by the Company
Approuimately 142,000 sq fi
are leased to outside tenanis
Owned and occupied by the
Company

Owned and occupied by the
Company
Leased by the Company Lease
expures in 200)

ODwned by the Company

Leased by the Company
Approximately 297,000 sy [t
are sublet (0 ouls e tenants




Filmed Entertainment, Programming—HBO and Cable

The following table sets forth certamn informanon as ol December 31,

1995 wath respect to poncipal

propertics (over 125,000 square fect in area) owned of leased by the Company's Filmed Entertainment,

Programming—HBO and cable television busines
TWE/AN Parnerstup) all of which the Company considers adequate for 11s present needs, and

were substannally used by the Company or were leased to outside tenants

location

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

New York, New York
1325 Avenue of the
Amencas

Balumore, Maryland
White Marsh

Los Angeles, Califormia
9210 San Fermando

Burbank. Califorma
The Wamer Bros
Studio

West Hollywood.
Cahforma
The Warner
Hollywood Studio

Valencia. Cal.forma
Undeveloped Land
Raleigh. North Carolina
2505 Adantuc Avenue

Other, in the US. and
abroad, including
locations in Europe.
Asia, Lann Amenca,
Australia and New
Zealand

Totals

{a) Ten acres consist of vanous parcels adjoimng The Warner Bros Studi

residential uses

Principal Use

Business offices
i Programmuing —HBO)

Business offices
(Filmed Entertammments

Warehouse (Filmed
Enleriainment)
Warchouse

(Filmed Entertainment)
Sound stages,
administrative, technical
and dressing room
structufes, screemning
theaters, machinery and
equipment facilities, back
lot and parking lot and
other Burbank properues
(Filmed Entertainment)
Sound stages,
administralive.

techmical and dressing
roOm slruCiures, screcuing
theaters. machinery and
cquipment faciliues
(Filmed

Entertainment}

Locauon filming (Filmed
Entertainment)
Office/Warehouse factlity
{Cable)

Office buildings, retail
stores, theatres, plants and
warchouses (Filmed
Entertainment.
Programming —HBO,
Cable)

Approvimate
Square Feet
Flooar
Spaca/Acres
335,000 +q 1t

139000 «y ft

IRT.000 w1t
182.000 sq ft

3,422,000
sq. It of
improved
space on 158
acres (a)

350,000

sq. fu oof
improved
space on |1
acres

225 acres

150,000 s It

3,799,000 sq {1 (b)

7.070,000 sq . (bych

15,834,000 sq N

ses (including the propertics of the Company, TWE and the

all of which

Type of Uwnerzhip:
Eapiration Date of Lease

Leased by TWE

Lease expires in 2004

Leased by TWE
Lease expures in 2010
Owned by TWE

Leased by TWE.
Lease expires in 1997
Owned by TWE

Owned by TWE
Approx. 20,000 sq. ft are
leased 1o outside lenants

Owned by TWE

Leased by TWE. Lease
expires 1999

Owned by TWE.

Approx, 62,000 sq ft ue
leased to outside tenants

Leased by TWE
Approx. 57,000 sq. fu are
subi#t to outside lenants

o. with mixed commercial, offce and

{footnates continued on next page)
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{footnoles continued from previows page)

by Excludes 436,847 sq. ft. of owned and 229,345 sq. ft of leased properties used by Time Warner Cable tar
headend, hub. and tower sites that arc located on 672 acres of owned and 162 acres of Jeased land

{c1 Includes 108.000 sq. fr. of office space occupmed by Time Warnci corporate staff who provide services o
TWE pursuant to armangements set forth in the TWE Pannerstup Agreement

Item 3. Legal Proceedings

The Company and its subsidianies are parties, in the ordinary course of business, to hingations ivalving
propeny, personal injury and contract claims. The amounts that the Company believes may be recoverable in
these maiters are either covered by insurance or are not matenal.

In November 1992, TWE filed a federal lawsuit seeking to overturn major provisions of the 1992 Cable Act
pnmarily on First Amendment grounds. The complaint. filed i the U5, Distnct Court for the Distnct of
Columbia aganst the FCC and the United States of Amenca. challenges the provisions of the 1992 Cable Act
relatng to rate regulation, must cary, retransmission consent, terms of dealing by verucally imegrated
programmers, uniform pricing and operation of cable systems by municipal authonties, the number of
subscnibers that a cable operator could serve navonwide, free previews of certain premium channels and
educatonal channel set-aside requirements for direct broadcast satellite service In addivion, the complaint seeks
to overturn several pans of the 1984 Cable Act relating to public. educanonal and government access
requirements and commercial leased channels. The complunt seeks impunctions against the enforcement or
implementation of these provisions Several other parties have also filed similar lawswits and these actions have
been at least pamally consolidated with the action filed by TWE. On Apnl 8, 1993, in a 2-1 decision. the
District Court upheld the consututionality of the must carry provisions of the 1992 Cable Act. On May 3. 1993,
TWE filed an appeal from this decision directly 1o the US. Supreme Court. The U5 Supreme Count 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 Furst
Amendment protection. In December 1995, that panel upheld the “must-carry™ requirements by 2-1 vote The
Supreme Court has now decided 1o review that decision. On Scpiember 16, 1993, a onc-judge Distnat Coun
upheld the constitutionality on First Amendment grounds of all the other challenged provisions excepl
restnctions on the number of subscribers that a cable operator could serve nationwide, free pay TV previews and
direct broadeast channel usage. TWE appealed this decision (o the U S. Count of Appeals tor the D.C Circuit on
November 12, 1993 Bnefing on the appeal. and argument took place. on November 20, 1995 For a descniption
of the 1984 Cable Act and the 1992 Cable Act, see Item | “Business—Csble Division—Regulauon and
Legislaon™

By letiers dated July 15, 1993 and September 21, 1993 (the “Access Leniers™). the Dallas Regional Office
ol the Federal Trade Commission (the “FTC™) informed WEA that it is conducung a preliminary in :sligation
10 determine whether WEA 15 “unrcasonably restncting the resale of previously owned compact discs™ and
‘unreasonably restncung the sale of new compact discs® The Access Leters allege that WEA's conduct may
violate Secuon 5 of the Federal Trade Commussion 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 1ts staff of any wrongdoing by
[WEA| " The Access Lenters request that WEA voluntarily submut the documen s and information requested
therein The FTC investigation also includes other major distnbutors of recorded music. In the course of the
investigation. the FTC 1ssued a subpoena for the deposition of a former WEA executive. WEA has complied
with the Access Letters and subpoena. [n early October 1994, WEA (and other major distnbutors of recorded
music) received a follow-up subpoena for the production of documents, staung that the FTC is investigating
whether members of the pre-recorded music distnbuting industry may be engaging i unfair methods of
compettion by fixing pnices or by engaging 10 concerted activities to limit the avatlabiliry of cooperative
advernung or promotional funds 1o retailers who distnbute used compact discs or advertise pnces of compact
discs below specified levels WEA produced documents in late December 1994 and carly 1995 in response (o
the subpoena
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In October 1993, a purporied class action was filed in the United States Distnct Count lor the Northern
District of Georgia enutled Samuel D Moore. ot al v Amenican Federation of Television and Badie Arnsis
et al. No 93.Civ-2158. The action was brought by fifteen named music performers of repressntatives of
deceased performers on behalf of an alleged class of performens who participated in the creation or production
of phonograph recordings for onc or more of the defendamt recording compamies. The named delendants
included the Amencan Federation of Television and Radio Arusis i("AFTRA”), the AFTRA Health and
Retirement Fund (“Fund™). each present trustee of the Fund and hity named recording companies. including
four WCI subsidianes. The named defendant recording companics compnised substantially all of the domestc
recording industry and the complaint sought 1o establish a defendant class for purposes of the hugation The
complaint sought recovery aganst 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 recotding
companies 1o make proper contnbutions (o the Fund pursuant to the Phono Code, which 15 negotiated by
AFTRA and most of the domestic recording companies, and other alleged failures to meet the terms of the
Phono Code and individual coatracts Plaintiffs sought from the defendant record companies substantial
monetary damages, treble damages. antomeys’ fees and costs and the imposition of a constructive Trust o the
master recordings created from recorded performances of the plainuffs In March 1994, pianutls filed an
amended complaint, In March and April 1994, AFTRA. the Fund, the Fund's trusieex and certan of the
defendant recording companies. including the four WCI subsidiaries, moved to dismiss planuffs’ amended
complaint. On August 2, 1994, the cournt. among other things. dismissed the claims against the Fund and the
Fund's trustees, converted AFTRA’s moution to one for summary judgment (and allowed re-bnehng) and
dismissed all claims against the defendant recording companics except the RICO claim. The record campany
defendants in the one remaining RICO claim answered the amended complaint and filed a motion for summary
judgment secking dismssal of the claim. The coun subsequently granted AFTRA's motion, and denied the
recording company defendants’ motion as premature, Plaintiffs have filed a motion to cerufy vanous classes of
plainuffs. The partics are in limited discovery

On February 21, 1995, counsel for plainuffs filed a new lawsuit. entitled Samuel D. Moore. er ol v Son
Music Entertainment Group. et al., No, 95-Civ-1221, in the United States Distnct Count for the Southemn
District of New York. The acuon was brought by all but onc of the named plainuffs in the Georgia federal swit.
with one new planufl. The plainuffs are suing on behalf of an alleged class of performers and denvatively on
behalf of the AFTRA Fund. The named defendants include the Fund's trustees. the Fund, and the recording
companies that were named as defendants in the Georgia federal sut. The complaint is based on substantially
the same allegations as the complaint in the Georgia federal suit. and seeks to recover substantial monetary
damages, hguidated damages, and attorney's fees from the recording companies The record company
defendants simultancously moved in the Southern Distnct of New York for an order transfemng the new case 0
the Northern District of Georgia. and moved in the Northern Distnct of Georgia for an order staving plaintffs
from proceeding with the New York federal action. On Apnil 19, 1995, the U.S. Distnict Coun for the Northern
Distrnict of Georgia granied 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, ik US. Distnct
Court for the Southern Distnet of New York directed that the New York federal action be transferred to the
Northern District of Georgia in order that the Georgia court .nay determine whetner the claims asserted in the
New York action should be dismissed or pursued in the Georgia court On February 26, 1996, the Georgia
Count, finding the partics, 1ssucs and available relief substantially the same as n the initial matter. dismissed the
action. The Georgia count further indicated that should plaintiffs wish to pursue the claims of the sccond suil, the
appropniate vehicle would be 10 seck leave of Court to amend the complaint in the onginal action

On July 14, 1994, the Company received a civil investigative demand from the United States Department of
Justice 1n furtherance of an investigation into certan worldw wde activities of WMG and ottw: companics in the
recorded music ndustry pnncipally related cable. wire and satellite-delivered music and music video
programmers. The Company has complied wuh the civil mvesugative demand to the exient that it sough
information and documents with respect to domestic activities of WMG and has objected to responding with
respect to foreign actvities on the ground that the Department of Justice lacks junsdicuon to inguire into such
activitics. On November 3, 1994, the Department of Jusuce filed a petition in the United States Districd Cournt

143




for the District of Columbia seeking to compel the Company and the other companies to provide docnments
from their files 1n the United States that deal with overseas acuvines. That motion remains pending

On May 30, 1995, a purported class action was filed in the United States Distnet Coun for the Centra
District of California, entitled Digital Distribution Inc. d/b/a Compact [hse Warehouse v CEMA Dustribution,
Sonv Music Entertainmen:, Inc., Warner Elekrra Atlannie Corporation. UNI Distribunon  Corporation,
Bertelsmann Music Group, inc. and Polvgram Group Distnbunon, Inc. No 95.3596 (JSL) ithe “Califorma
Federal Acuon™). On July 19, 1995, a purported class action was filed in the Supenor Coun of Cabifornsa for
the County of Los Angeles, entitled Hrenden Barrv . CEMA Distribution. Sony Music Entertamment, Inc.,
Warner Elektra Atlantic Corporanon, UNI Distribunon Corporation. Bertelsmann Music Group. Inc. and
Polvgram Group Distribunion. Inc.. No. BC 131748 (the “Califorma Staie Acuon”) The California Federal
Action 15 brought on behalf of direct purchasers of compact discs ("CDs”) and the California Stale Action 15
brought on behalf of indirect purchasers of CDs. In both actions, the planuffs allege that WEA. along with five
other distnbutors of recorded music CDs, violated the federal andfor state anutrust laws and unfar competiuon
laws. by engaging in a conspiracy to fix prices of CDs, and seek an injunction and treble damages. In the
California Federal Action the defendants’ motion to dismiss the amended complaint was granted and the action
was dismissed. with prejudice, on January 9, 1996. Plainuffs have filed a notice of appeal. In the California State
Acuon, planuffs voluntanly disrmissed the amended complunt without prejudice on March 6, 1993

Lingation relaung to the 1990 merger of Time Inc. and WCI has either been dismissed. or has been
dormant for years The liigation is described in previous reports on Form 10-K filed by the Company

On September 22, 1995, U S WEST and U S 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 Court™) individually and allegedly in a denvative capacity on behalf of TWE against the
Company and four of TWE's general partners. ATC. Time Wamer Operations Inc.. WCl and Wamer Cabie
Communications, Inc. (“WCCI™), as well as TWE (as a nominal defendant), alleging that the TBS Transaction
would breach cenain provisions of the TWE Partnership Agreement and the Admission Agreement. U § WEST.
Inc.. et al v Time Warner Inc. er al.. Case No. 14555, U S WEST secks equitable relief. including an injunction
against consummation of the TBS Transactuon 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
matenial allegations contained in U S WEST's complaint and alleging. among other things. (a) that U''S WEST
breached 1ts agreements with TWE, (b) that U § WEST fraudulently nusrepresented and failed to disclose the
standards of regulatory compliance that would apply to the partnership after the adnussion of U 5 WEST as a
partner and (¢) that the Admission Agreement would not have been entered into as presently structured if the
misrepresentations had not been made. The countercluim seeks. among other things, (1) reformation of the
Admission Agreement, (i) an injuncoon prohibinng U § WEST from prevenung TWE from entening into
contracls or pursuing business opportunities that are n the best interests of TWE and (i) Jamages  'n
October 31. 1995, U S WEST replied to the Company’s counterclams. essentally (A) denying the Company’s
matental allepations and asserung as affirmative defenses that the counterclaims fal 1o state a clam and arc
barred by laches, acquiescence, unclean hands, waver and/or estoppel and (B) asserung that the proposed
transactions which the Company alleges U § WEST obstructed are businesses that *he TWE Partnership
Agreement prohibits TWE from owning or conducting. and that the TWE Partnership Ag eement provides that
U 5 WEST may. but need not. waive such restncuons on TWE 1n its sole discretion

On December 12, 1995, U S WEST filed an amended and supplemental complaint. reasserting the
allegations contained n its onginal complaint and asserung new allegations regarding (a) the Company's alleged
farlure to make U S WEST aware during the negotiauon of the Admission Agreement of the existence of certan
documents and (b} the Company’s Novemnber 16, 1995 announcemen! regarding a new stralegic opcrating
structure and management team On December 27. 1995, the Company and the other defendants filed an answer
to the amended and supplemental complaint and counterclaims denying the matenal allegations contained in
U § WEST's amended and supplemental complaint and reasserting the counterclams On February B, 1996, the
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Company moved to dismiss the action on the pleadings. On March 11. 1996, the Count announced that it would
not rule on the mouon, but instead proceeded with the tnal on March 13, 1996

Two complaints have been filed aganst the Company, certain officers and directors of the Compainy. and
other defendants, by cenain stockholders of the Company, purportedly denvatively on behalf of the Company.
relating to the pending TBS Transaction and related transactions. The two complaints were filed in the Delawars
Chancery Court on October 30, 1995 (Bermard v Time Warmer Inc.. et al. Case No 1465], Parnes o+ Time
Warner Inc.. et al.. Case No. 136601 These two complaints allege. among other things. that some or all of the
defzndants have violated fiduciary duties owed 10 the Company and its stockholders by, among other things.
(a4 seehing to entrench themselves in board and management positions and to chminate the threat of a hosule
takeover, (b) secunng economic benefits for themselves or confemng special bencfits on TCI and others at the
eapense of the Company’s public stockholders and (c) structunng the THS Transaction so as 1o place the
Company's chief exccutive officer in a posinon which allegedly will ivolve a conflict between the interests of
TCI and the Company. Among other relief demanded, both complaints seck an inunclion against consummation
of the THS Transaction and an order directing the individual defendants to account to the Company for theur
alleged profits and plaintiffs’ alleged damages. On November 2., 1995, the Company and the other defendants
named n the Bernard complaint moved to dismiss such complant,

On March 12, 1996, a complaim was filed in the Delaware Chancery Count by a stockholder of the
Company, purponiedly derivatively on behalf of the Company (Trust for the Benefit of Paula C Rand
Gerald M. Levin, et al, Case No. 14890). The complaint alleges. among other things. that somc o all of the
defendants have breached fiduciary duties owed to the Company and its stockholders by, among other things,
1a) secking to entrench themselves in board and management positions, (b) conferming special benefits upon TCI
at the expense of the Company's public stockholders and (c) wasting and nisappropriating corporate assets by
causing the Company 1o enler iNo ceriun agreements, including those with TCL. RE Tumer and Michael
Milken in connection with the TBS Transacvon The complunt seeks, among other things. (1) o enjoin,
preliminanly and permanently, consummation of the TBS Transacuon and certun related armangements. (1) 1o
vord the Liberty Young Trust, (1) to enjoin, preliminanly and permanently, any scnlement of the hiugauon
between the Company and U § WEST. unless and untl approved by the Count of Chancery. (iv) a declaratory
judgment that defendants breached thewr Aduciary duties to the Company and 1y stockholders and
iv) unspecified damages.

Seventeen complaints have been filed against TBS, the Company, certan officers and directors of TES. the
Company or TWE. and other defendants, purporiedly on behalf of a class of TBS sharcholders, two of which
have been voluntanly dismissed. Sixteen of the 17 complaints were filed in Supenor Count, Fulton County,
Geotgia. the other was filed in the Coun of Chancery of the State of Delaware in and for New Castle County. Of
the complunts filed i Georgia. 14 were filed pnor to the approval of the TBS Transaction on September 11
1995 by the Company’s Board of Directors and the Board of Directors of TBS (Shingala v. Tumer Broadcasung
Sys. Inc. =t al., Case No. E-41502; Schrank v R.E Turner «f al.. Case No. E-41501; Lewis, et al. v Tumer
Broadcasung Sys., Inc.. et al.. Case No. E-41500; Silversicin and Silverstein Turner Broadcasnng Sy Inc.
et al . Case No E-41526; Strauss v Turner Broadcasting Sys.. Inc . et al. Case No E-41538, Hoffmun « Ted
Turner. ¢t al.. Case No, E-41544, Barry v. Turner Broadcasting 5ys.. Inc.. er al. Case No E-41545, Mer -l and
Mersel v RE Turner, et al, Case No. E-41554, Friedland and Friedland v. Turner Broadcasting Syvs.. Inc.,
et al . Case No. E-41562; Schwarzchild v. Turner Broadcasting Svs.. Inc., et al, Case No. E-41586; Turner and
Hanson v Turner Broadcasting Svs., Inc.. et al., Case No. E-41637, H. Mari Solomon v Turner Broadcasnng
Syi. Inc.. et al. Case No. E-41685; Shores v Tumer Broadcasting Sys Inc. et al Case No E41749, and
ket amd Davidson v Turner Broadcasnng Svs., Inc et al. Case No E-41779) Two of the complaints hiled in
Georgrs were Hled after the THS Transaction was approved by the Company s Board of Directors and the Board
ot Directors of TBS (Altman v Tumer Broadcasung Sys.. Inc. et al, Case No. E-43205; Joyce v Tele-
Commumnications, Inc.. et al, Case No. E-43321) The planuff in Altman filed a voluntary dismissal of the
action without prejudice on November 10, 1995 On September 27, 1995, an amended complaint was filed in
Shingala On October 24, 1995, an amended complant was filed in Lewis, apparently on behalf of the named
plamnuffs in 12 of the 16 actions filed in Georgla On November 1, 1995 a second amended complaint was filed
it Lewss which 1s virtually identical to the first amended Lewis complaint except that the plaintiff in the Jovee
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action was no longer included as a named planuff. The purported class action fled by a TBS sharchelder in
Delaware was filed on October 2. 1995 (Jovee v. John €. Malone, et al.. Case No 14592} and subsequently
disrussed veluntanly without prejudice by the plaintiff on November 15, 1995, As noted above. a substantially
simular acuon on behalf of the same planufl was filed in Georgia on October 23, 1995 (Jowee v Tele
Communcations, Inc., et al.. Case No E-43321). On November 13, 1995, Judge Elizabeth Long. to whom all
remaining actions had been assigned, consohdated the actons On November 20, 1995, subject to coun
approval. the plainuff in Joyce proposed to file an amended and consolidated class acvon complamt which also
includes a denvatve clum. Also on November 20, 1995, plainuffs in the actions other than Jovee filed a motion
for the recusal of Judge Long, which motion was denied on January 22, 1996 The defendants hled answers in
response 1o the second amended complaint in Lewis on December 20, 1995

The 17 purponed class action complaints filed by TBS shareholders allege, among other things, that the
terms of the TBS Transaction are unfair 10 TBS sharcholders and that some or all of the defendams have
breached or mded and abetted the breach of fiduciary, common law and/or statutory duties owed to TBS
sharcholders. Among the breaches alleged in many of the complaints are (a) payment of unfair consideration for
class members’ shares, (b) conferral of benefits on controlling shareholders at the expense of other shareholders.
(c) corporate waste, (d) failure to seck competiive bids and an independent appraisal of THS and
(e) entrenchment of TBS Board members. Some of the complaints allege that some or all of the defendants have
commutted fraud and/or have used deceptive and coercive practices to bring about the THS Transacuon Among
other rehief demanded. all of these complaints seek damages. most seek an injunction against consummation of
the TBS Transaction and many seck an auction of TBS,

On January 19, 1996, defendants in these actions filed a motion for judgment on the pleadings on all claims
asseried in the second amended complaint filed in Lewis on the grounds that. under Georgia law, the vald grant
of dissenters” nghts to TBS sharcholders with respect 10 the TBS Transacuon prolubits plannffs from
mantaning the clams assented in the second amended complaint. Plantffs are not yet required to file a
response to this motion.

By letier dated October 20, 1995, plaintuffs in certain of the Georgia suits made a demand upon TBS 10
repudiate (a) an agreement entered into by TBS and a subsidiary of TC] to sell TBS's interest in Sport: South. a
regional spons cable network. and (b) the fee authonzed to be paid by TBS to MC Group 1n connection with the
TBS Transacuon, as corporale waste or. absent repudiation. 1o seck indemmificauon from any officers or
directors of TBS who authonzed the challenged matters. These planuffs indicated that o sharcholders’
derivauve swit seeking injunctive relief would be filed in less than %) days. These denvatve claims were asserted
four davs later in the amended Lewis complaint referred to above The TBS Board of Durectors has established a
commiltee 1o investigate such claims

The Company and its subsidiaries are also subject to industry investigations by cerlain government agencies
and/or poceedings under the anutrust laws that have been filed by private parties in which, in some cases, other
companies 10 the same or related industnes are also defendants. The Company and its subsidhanes have demed
or will deny liability in all of these acuons. 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 nomunal in - lation 1o
the damages sought; and it is the opinion of the management of the Company that any scttlements or adverse
judgments in the similar actions currently pending will not imvolve .he payment of amounts or have other results
that would have a material adverse effect on the financial condiion of the Company

Item 4. Submission of Maiters 1o a Vote of Security Holders
Not Applicable.
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EXECUTIVE OFFICERS OF THE COMPANY
Pursuant to General Instruction G (3), the information regarding the Company’s executne officers required
by ltem 401(b) of Regulation §.K 1s hereby included i Pan | of this repon

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

Name Aee Ofice

Gerald M Levin . . R s Chairman of the Board and Cluel Executive Olhoer

Richard [ Parsons 47 President

Peter R Haje 61 Executive Vice President. General Counsel and
Secretary

Tunothy A Boggs . 45 Semor Vice President

Richard J Bressler ; 1% Semor Vice President and Chiet Financial Ofhcer

Tod R Hullin ; R 57 Semor Vice President

Prubip B Lochner, Jr i 51 Semor Vice President

Set forth below are the pnncipal positons held by cach of the exccutive ofhcers named above since
March |, 1991

Mr Levin Chairman of the Board of Directors and Chief Executive Officer since
January 21, 1993, Pnior to that he served as President and Co-Chiel

Executive Officer from February 20, 1992, Vice Chairman and Chief

Operaung Officer from May 1991. and Vice Chairman of the Board

prior 1o that

Mr Parsons = President since February 1. 1995, Pnor 1o that he served as Chairman
and Chief Executive Officer of The [hme Savings Bank of New York,
FSB from January 1991

i Hage R i  Executive Vice President and General Counsel simce October 1, 1990
and Secretary since May 20, 1993

Mr Bogges Semor Vice President since November 19, 1992 Pnor to that he served
as Vice President of Public Affain

Mro Bressler RV ; Senior Vice Pressdent and Chael Financial Officer since March I6.
1995 Prior 1o that he served as Semor Vice Pressdent, Finance from
January 2. 1995, and as a Vice President prior to that

Mr Hulhin i Senior Vice President since February 7. 1991

Mr Lochner Sentor Vice President since July 18, 1991 Prno 1o that, he was a
Commissioner of the Secunues and Exchang: Comimussion  from
March 1990 10 June 1991
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PART 11

Item 5. Marke! For Registrant’s Common Equity and Related Stockholder Matters

The pnincipal market for the Company s Common Stoch 1s the New York Stock Exchange The Commion
Stack 18 also listed on the Pacific Stock Exchange and the London Stock Exchange. For quarnerly pnoce
information with respect to the Company ‘s Common Stock for the two years ended December 31, 1995, sec
‘Quarterly Financial Informauon” at page F-S5 herein, which information 13 incorporated herein by releren e

The approximate number of holdery of record of the Company « Common Stock as of January §1. 1996
was 25,000

For information on the frequency and amount of dividends pad with respect the Company's Commuon
Stch dunng the two years ended December 31, 1995, see "Quanterly Financial Informanon™ at page F 55
hetein, which informaton s incorporated herein by relerence

Item 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 herewn and 1y incorporated heren by reference.

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

The information set Torth under the caption “Management's Discussion and Analysis™ at pages F-2 through
F-19 heren is incorporated herein by reference

Item 8. Financial Statements and Supplementary Data

The consolidated financial statements and supplementary data of the Company and the repornt of
idependent auditors thereon set forth at pages F-20 through F 50 and F-5. heren are incorporated herewn by
reference

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

Item Y. Changes In and Disagreements with Accountants on Accouniing and Financial Disclosure
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PART 111

Bes B0 11T 12 and 1Y Direciors and Executive Officers of the Registreni; Execulive
Compensation; Security Ownership of Certain Beneficial (wners
and Managemeni; Ceriain Relationships and Related Transaction:

Information called for by PART I (ltems 10, 11, 12 and 13) 15 ncorporated by reference from the
Company's defimuve Proxy Statement to be filed in connection with its 1996 Annual Meeung of Stockholders
pursuant to Regulation 14A. except that the information regarding the Company s executive officers called fos
by ltem 401(b) of Regulation S-K has been included in PART 1 of thus report and the information called for by
Items 402(k) and 402(1) of Regulation $-K is not incorporated by reference
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PART 1V

Item 14, Exhibirs, Financial Statement Schedules, and Reports On Form 8-K
pai L2y Financiz) Statements and Schedules

i1y The bt of consolidated financial statements and schedules set forth in the accompanying index 1o
Comolidated Financial Statements and Other Financial Information at page F-1 herein i incorporated
herein by reference Such consolidated financial statements and schedules are hiled as pan of this repon

{11y The unaudited financial statements of the Time Wamer Service Partnerships for the quarterly
penod ended September 30. 1995 included in the Current Report on Form &K of Time Warner
Enterainment Company. L P (Reg. No. 33-53742) dated November 28, 1995 (“TWE"s 1995 Form B-K")
are ncorporated heren by reference and are filed as an exhibit to this repon

vy The hnancial statements of the Time Wamer Service Partnerships and the report of independent
suditors thereon, set torth at pages F-64 through F-73 in the 1994 Annual Repont on Form [0-K of Time
Warner Entertamment Company, L.P. (*TWE's 1994 Form 10-K™) are incorporated herein by reference and
are hled as an exhibit to this repon

) The unaudited financial statements of Paragon Communications for the quarterly pened ended
June 30, 1995 included in TWE's 1995 Form 8-K . "¢ incorporated herein by reference and are filed as an
extubit to this repor.

ivi The financtal statements and financial statement schedule of Paragon Communicauons and the
repont of independent accountants thereon, set forth at pages F-74 through F-83 in TWE's 1994 Form 10-K.
are incorporated herein by reference and are filed as an exhibit to this report.

All other ninancial statement schedules are omitted because the required information 1s pot applicable. or
because the informaton required 1s included 1n the consolidated financial statements and notes thereto

{3 Exhabits

The exhibus histed on the accompanying Exhibit Index are filed or incorporated by reference as part of this
report and such Exhibit Index 15 incorporated herein by reference. Exhibits 10.1 through 10.22 listed on the
accompanying Exhibit Index 1denufy management contracts or compensatory plans or arrangements requtred 1o
be tiled as exhibits to this report, and such listing 15 ncorporated herein by reference.

tby Reports on Form R-K

i1y The Company filed a Current Report on Form 8K dated November 14, 1995, in which it reported
in ltem S certain transactions entered into or proposed 1o be entered into by the Company and TWE and

which set forth 1 ltem 7 cenain pro forma financial statements of the Company at September 30 19493

which give effect 1o such transactions

(it} The Company filed a Current Report on Form 8-K dated December 1. 1995, 1n which 1t reporied in

ltem S that it had entered into an Agreement and Plan of Merger. dated as of September I2. 1995,

providing for TBS 10 become a wholly owned subsidiary of the Company through @ merger with a

subsidiary of the Company

iny The Company filed a Current Repont on Form 8-K dated January 4, 1996, in which 1t reponed in
ltem 2 ity acquisttion of CV1 and cenain related companies, and related transactions

(rv) The Company filed a Current Report on Form 8-K dated March 22, 1996 which sct forth in ftem 7
certan pro forma financial statements of the Company a1 December 31, 1995
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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 beball by the undersigned. thereunto duly
authorized.

TiME WARNER INC.

By I/ PETER R Hali

Geoeral Counsel and Secrviary
Date: March 22, 1996

Pursuant to the requirements of the Secunuies 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 dates indicated.

Stgnature Titl Duie
i Geraln M LEVIN _ Director. Chairman of the Board and March 22, 1996
(Gerald M. Leviny Chief Executive Officer (principal

executive officer)

s/ RICHARD ] BRESSLER Senior Vice Presidemt and Chief Financial March 22, 1996
{Richard J. Bressler) Officer (principal financial officer)
i Jons A LABARCA Vice President and Controller (principal March 22. 1996
iJoha A. LaMarca) accounung officer)
2 Director March 22, 1996

iMers Adelson )

" _ Durector March 22, 1996

iLawrrnce B, Bullenweeser |
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TIME WARNER INC,
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

[ime Warner has interests in three fundamental areas of business Entertainment, consisting pancipally of
intefests in recorded music and music publishing. filmed enterainment, broadcasung, theme parks and cable
television programming; News and Information. consisung principally of interests in magazine publishing. book
publishing and dwect marketing, and Telecommumications, consisting principally of interests in cable television
systems Substantially all of Time Warner's interests in hilmed entertainment, broadcasting, theme parks, cable
television programming and most of its cable televivion systems are held through the Entertainment Group,
consisting prncipally of TWE. which 1s not consolidated for hinancial reporting purposes TWE manages the
telecommunications properties owned by Time Wamer and the combined cable televivion operations arc
conducted under the name of Time Wamer Cable. Capitalized terms are as defined and descnbed in the
accompanying consolidated financial statements, or elswewhere herein

Strategic Initiatives

Significant Transactions

Dunng 1995, Time Warner and the Entertainment Group embarked on a program 1o improve their financial
condition and increase their overall financial flexibility through the inination of an asset sales program and
signihcant debt refinancings. Time Wamer and the Entertainment Group also pursued sigmificant. strategic
snitiatives dunng 1995 through their cable television operations and through a proposed merger of Time Wamer
and TBS. These initiatives are pan of a continuing strategy to further enhance the strength of Time Warner's
\nterests in entertunment and news and information, and to attempt to use existing and acquired cable television
svstems 1o establish an enterpnise that will be responsibic for the overall management and financing of its cable
and telecommunications interests. In pursuit of these strategic initatives, Time Warner and the Entenainment
Group announced or completed a number of ransactions in 1995 and carly 1996 that have had or are expecied
to have a significant effect on their results of operations and financial condition Such transactions include:

s The September 1995 announcement of Time Warner's agreement to merge with TBS by acquinng the
remaming BO% interest in TBS that it does not already own;

« The acquisiions by Time Wamer of Summit. KBLCOM and CVI and related compames, and the
formation by TWE of the TWE-Advance/Newhouse Parnership, which together strengthened the
geographic clusters of the cable television systems and substantially increased the number of cable
subscribers managed by Time Warner Cable (collectively, the “Cable Transactions™ ).

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

« The refinancing of approximately $4 billion of public debt by Time Wamner and the execution of a new
$% 3 hillion credit agreement. under which approximately $2.7 tillion of debt assumed 1n the Cablr
Transactions was refinanced by subsidianes of Time Warner and $2.6 billion of pre-exssung bank debt
was rehnanced by TWE (the “Debt Refinancings ™), and

= The sale by Time Warner and the Entenainment Group of certain asscts under an use: sales program,
which raiscd approximately $1.6 billion on a combined basis for debt reduction. 1wluding the sale of
$15 of TWE's terest in Sin Flags (the “Six Flags Transacuion™) and the sale or expected sale or
wwansfer of certan unclustered cable television systems owned by TWE (the “Unclustered Cable
Transacuons™ )




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

The nature of these transactions and their impact on the results of operations and financial condinon of Time
Warner and the Entertainment Group are fuither discussed below

Telecommunications Strategy

In 1994, Time Wamner embarked on a strategy 1o expand its cable television business, leading 1o agreements
to combine with or acquire cable television sysiems serving approximately 3.7 mullion subseribers. This strategsy
was based on management's expectation that there would be a signhcant increase i the value of cable televivon
systems related, in pan. o a future convergence of the cable and telephone industnies which would provide cable
companics with an opporiumity 10 operate large geographic clusters of cable television systems tor 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 transmussion and telephony services

Dunng 1995 and with the acquisition of CVI and related companies in January 1996, Time Wamnei
completed its plans for the expansion of its cable television business. thereby strengthening 1ts geographic
clusters of cable television systems as previously envisioned. Along with internal growth, the acquisitions of
Summut, KBLCOM and CV1 and related compamics. as well as the formation of the TWE-Advance/Newhouse
Partnership, increased the totl number of subscribers under the management of Time Wamer Cable 1o 117
million, as compared to 7.5 million subscnbers at the end of 1994, Time Wamer Cable has also extended s
reach of cable television systems 1o neighborhoods passing |8 mullion homes or close w 20% of television
homes in the U.S. In addition, there arc now 35 geographic clusters of cable television systems scrving over
100,000 subscnibers each, including key markets such as New York City and State, central Flonda and North
Carolina. Time Wamner does not currently plan to make any more significant acquisitions of cable television
systems, but instead intends 10 continue 10 refine its geographic clusters by exchanging cenain unclustered cable
television systems for geographically-strategic ones of by selling non-strategic cable tclevision systems as pan
of the Company's conunuing assct sales program. Management continues Lo belicve that the increased size and
concentration of its subscriber base will provide for sustaned revenue growth from new and improved services.
and provide ceran cconomies of scale relating 10 the upgrade of the technological capabilities of Time Warner
Cable’s cable television sysiems

Management believes that the future convergence of the cable and telephone industnes has been
substanually confirmed through vanous cvents within the industry, including the February 1996 cnaclment inlo
law of sweeping telecommunicztions industry reform. Among other features, the Telecommumications Act of
1996 cffectively removes regulatory barmers that histoncally prohibited cable television companies and local and
long-distance telephone companies from competing in each other’s business. In additon, the new law eliminates
most cable rate pncing restncuons in 1999, and carlier under certain circumstances. Time Warner expects that
the relaxation of cable rate regulation 1n 1999, along with permitied cable ratc pnice increases for certan
regulated services that went into effect on January 1, 1996 under a separate Time Warner agreement with the
Federal Communications Commission (the “FCC™). will provide enhanced prncing flexibility that will help
hinance its cable and telephony expansion plans

The next phase of Time Warner's tclecommunications strategy 15 to simplif: the structure of 1t cable and
(elecommunications properuies by bnnging such properties together, so far as pracucable and o a tax-cthcient
hasis. 1nto an enterpnse that will be responsible for the overall management and financing of these interests. The
first step of this process was completed in 1993 when ITOCHU and Toshiba exchanged their interests in TWE
for equity interests in Time Warner The restructunng process deperds, among other things. upon successiul
negotianions with U 5 WEST and cenan creditors, and the receipt of franchise and other regulatory approt als
Accordingly, there can be no assurance that the effort will succeed In the intenm, as contemp! ated 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 Parnership agreement, Time Warner may transfer certain of s newly-acquired cahle
systemns (o the TWE-Advance/Newhouse Partnership on a tax-efficient basis. Such transfers. if they are made,
arc expected 10 be structured so that the systems will be transferred subject 1o a pormon of Time Warmer's debt.
thereby reducing the financial leverage of Time Wamer and increasing the under-leveraged capualizauon of the
TWE-Advance/Newhouse Partnership and consequently, TWE.

TBS Transaction

With the announcement in September 1995 of Time Wamer's plan 1o merge with TBS, Time Warner has
taken a strategic step that would further enhance Time Wamer's interests in enterainment and news and
information assets while improving the balance between such interests and 1ts interests in the telecommunica:
tions business. The addition of TBS' news and ententainment programming networks, film and cartoon libranes,
nim production companics and sports franchises is expected to complement virwally all of Time Wamer's
business interests and expand the emphasis on growth through Time Wamer's interests in s entertamment and
news and information businesses

The TBS Transaction provides for the merger of each of Time Wamer and TBS with separate subsidiancs
of a holding company (“New Time Wamer”) that will combine, for financial reportng purposes. the
consolidated net assets and operating results of Time Wamer and TBS. Based on TBS' financial posiuon and
results of operations as of and for the year ended December 31, 1995, and giving pro forma effect to the TBS
Transaction as if it had occurred on December 31, 1995 for balance shect purposes and at the beginning of the
vear for statement of operations purposes. the incremental effect on Time Wamner reflecied in the combined pro
forma financial statements of New Time Warner would have been (1) an increase in sharcholder’s equity of
approsimately $7.3 billion, principally due to the issuance by New Time Wamer of approximately 177.€ mullion
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 ook value of asscts acquired. (iv) an increase in revenues of $3.4 billion, (v} an
increase in EBITDA (as defined below) of $524 million. (vi) an increase in depreciation and amorization of
$377 mullion, including approximately $200 million of noncash amortizauon of goodwill, (vil) an increase 1n
operating income of S147 million. (viit) an increase in net loss of $111 mullion and (ix) a reduction in net loss
per common share of $.12 per common share resulung from the dilutive effect of issuing 177.8 million shares of
common stock

The THS Transaction 1s subject to customary closing conditions, including the approval of the sharcholders
« TBS and of Time Wamner. all necessary approvals of the FCC and appropriate anutrust approvals There can
be no assurance that all these approvals can be obtained o, in the case of governmental approvals. if obtaned,
will not be conditioned upon changes fo the terms of the merger ~creement or related agreements

Use of EBITDA

The following comparative discussion of the results of operatons and fina cial condition of Time Warmner
and the Enterntainment Group includes, among other factors, an analysis of char ges in the operating income of
the business segments before depreciation and amorization (“EBITDA™) in ordet to eliminate the effect vn the
operating performance of the music, filmed entenainment and cable businesses of significam amounts ol
amortization of intangible assets recognized in the $14 billion acquisiion of WCI in 1989, the §1.3 billion
acquisition of the ATC minority interest in 1992, the $1.4 billion acquisiuons of KBLCOM and Summut in 1993
anud other business combinations accounted for by the purchase method. including the $904 million acquisition
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —{(Continued)

of CVI and related companies in January 1996 and the proposed TBS merger with respect 1o certain discussions
an a pro forma basis. Financial analysts generally consider EBITDA to be an ymportant measure of comparative
operaung performance for the businesses of Time Wamer and the Entertainment Group, and when used n
companson to dett levels or the coverage of Inlerest expense. as a measure of liquidity. However. EBITDA
should be considered 1n addition 1o, not as a substitute for, operaling iNcome. net income. ca.h flow and other
measures of financial performance and liguidity reported in accordance with generally accepted accounting
pnnciples

RESULTS OF OPERATIONS

1995 vs. 1994

Time Wamner had revenues of $8.067 billion. a loss of $124 million (546 per common share) before an
extraordinary loss on the reurement of debt and a net loss of $166 mullion ($.57 per common share) i 1995,
compared to revenues of $7.396 billion and a net loss of $91 million ($.27 per common share) in 1994,

The iacrease in Time Warner's net loss 1 1995 was pnncipally related 1o a £42 million extraordinary loss
on the retirement of debt ($.11 per common share) and 585 mullion in pretax losses {852 mullion after taxes and
S.13 per common share) related to cenain 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 mutigated by an overall increase in the fundamental operaung income of Time
Warner's business segments and increased income from its equity in the pretax income of the Enterainment
Group. offset 1n pan by a decrease in investment-related income and higher interest expense on approximately
%13 billion of debt assumed in the cable acquisitions. The increase in Time Wamer's net loss per common share
in 1995 also related to an increase in preferred dividend requircments to $52 million from $13 mullion i 1994
as a result of the preferred stock issued in connection with the 1995 cable acquisitions and the ITOCHU/Toshiba
Transaction

Time Wamer's equity in the pretax income of the Enterainment Group was £246 mullion wn 1995,
compared 10 $176 mullion in 1994, As discussed more fully below, the Entenainment Group's operating results
i 1995 reflect an overall increase in operaung mncome gencrated by its business segments (ncluding the
contnbution by the TWE-Advance/Newhouse Parnership) and an increase in investment-related income
resulting from gains »n the sale of cenain unclustered cable systems and other investments, offset in part by
munonty interest expense related to the consolidation of the operating results of the TWE-Advance/Newhouse
Partnership effective us of Apnl 1. 1995

On a pro forma basis, giving effect to (1) the Cable Transacuions. (i) the ITOCHU/Toshiba Transaction, (in)
the Dett Refinancings. () the Six Flags Transaction and (v) the Unclustered Cable Transacuons, as 1f each of
such transactions had occurred at the beginming of the penods. Time Wamer would have reporicd for the years
ended December 31, 1995 and 1994, revenues of $8.742 billion and $5.217 bilhon. depreaation and
amorization of $935 million and $906 million, operating income of $656 million and $653 aullion. equity in
the pretay income of the Entenasnment Group of $286 million and $205 million, a loss befure extraordinary
sem of $255 million and $266 mullion (31,02 and $1.07 per common share) and a net loss of 1297 million and
$366 mullion 151,13 and $1.07 per common share), respectively The 1995 to 1994 companson of pro lorma
results are similarly affected by any underlying histoncal trends that are unrelated to the transacuons 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 cach penod is principally the result of
approvmately $230 nullion i annualized noncash amortization of certan intangible assets recognized in the
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —(Continued)

cable acquisitions which 1s not fully offset by the pro torma effects of other improved net operaung results, a
component of which 15 the pro forma benefit from the net addition of over $400 million 1n annualized EBITDA

On a pro forma basis, gving effect to () the formation of the TWE-Advance/Newhouse Partnership, (1) the
refinancing of approximately $2.6 billion of pre-existng bank debt, (i) the consolidation of Paragon. (iv) the
Six Flags Transaction and (v) the Unclustered Cable Transacuons. as if each of such transactions had occurred
at the beginming of the penods, the Entertainment Group would have reponed for the years ended December 31,
|U95 and 1994, revenues of $9.686 billion and $8.778 Mllion, depreciation and amoruzaton of $1.078 hillion
and S1 038 billion, operating income of $994 million and $923 million. income betore extraordinary item of
$203 mullion and $171 million and net income of $179 million and $171 million, respectively. The 1995 1o 1994
comparson of pro forma results are similarly affected by any underlying histonical trends that are unrelated to
the transactions given pro forma effect to therein The increase in pro forma over histoncal net income for each
penod principally results from the pro forma effects of a full vear comnbution by the TWE- Advance/Newhouse
Partnership, and interest savings associated with the refinancing of TWE's bank dett and lower debt levels
resulting from assct sales.

The relationship between income before income faxes and income [an EXpense of Time Wamer s
prncipally affected by the amortization of goodwill and certain other financial statement expenscs that are not
deductible for income tax purposes. Income tax expense of Time Wamner includes all income taxes related to its
allocable share of partnership income and its equity in the income tax cxpense of corporate subsidianes of the
Entertainment Group.

EBITDA and operating income for Time Wamner and the Entertainment Group in 1995 and 1994 are ay

tollows
Years Ended December M.
ERITDA Operating |ncome
s Iwe_iws I
Lo — .

Time Warner

Publishung § 476 % 43 $181 5347
Music'!! 94 730 12 366
Cable i S ST . : ) - %) =
Total , . £1.256 1,150 697 $713
e e =t =
Entertarnment Coroups
Filmed Entenainment . § 490 § 430 8253 5219
Sia Flags Theme Parks . ) 13% 9 56
Broadcasting-The WB Network (6} — 166) =
Programmung - HBO 91 257 274 237
Cable 1,275 QRY _s02 340
Tutal iz o ‘ .. §2.082 SLAI 9492 $852
o — Ea == f=- e =] M

1 Inchudes pretas bowses of 584 mulbon reveded o 1994 related o coran bunineiscy Ahd joint wenmares raned by the Muic Divition

which were pestructuted of 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 tillion, compared to $3.433 billion in 1994 EBITDA increased
10 $476 mulhon from $430 mullion. Depreciation and amontization amounted to $95 milhon in®, 95 and bLE
million 1n 1994, Operating income increased to $381 million from $347 muliion Revenues benefited from
increases 10 magazine circulation, adverusing and book revenues. Contnbuting 1o the revenue gain were
increases achieved by People. Sports llusiraied. Fortune and book publisher Oxmoor House. EBITDA and
operaung income increased as a result of the revenue gains, offset in pant by sigmficamly higher postal and
paper costs as a result of pnce increases

Music.  Revenues increased to $4.196 billion, compared to $3.986 billion in 1994 EBITDA decreased to
<690 million from $720 million. Depreciation and amortization, including amoruization related 10 the purchase
of WCL. amounted 1o $369 million in 1995 and 3354 mullion in 1994 Operaung mncome decreased to $321
mullion from $366 million Operaung results were adversely affected by $85 million in losses recorded in 1995
that related to cenain businesses and joint ventures owned by the Music Division which were restructured o
closed. Revenues for 1995 were negatively affected by cenain reclassificauions relating (o third party, pressing
and distnbution arrangements and changes in the Music Division’s ownership nterests in certan investments
and subsidianes that resulted in changes from the consolidation to the equity method of accounting Excluding
the effects from such reclassificanons and changes, revenues from the fundamental business increased by
approximately 6%, principally as a result of increases n both domestic and international recorded music
revenues and increased music publishing revenues. Domestic and international recorded music revenues
benetited from a number of popular releases and an ncrease in the percentage of compact disc 1o total unit
sales. Excluding the $85 milhion in losses, EBITDA increased. and operauing income benefited, pnncipally from
the revenue gains and interest income on the resolution of a recorded music lax matier, offsct in pan by
expenses incurred in connection with the settlement of certun employment contracts and lower results from
direct marketing activities attnbutable to higher amorization of member acquisiion cosls

The losses relating 10 cerain businesses and joint ventures that were restructured or closed are pnmanly
related to Warner Music Enterpnses. one of the Company's direct marketing efforts. and the wnte off of s
related direct mail order assets that were not recoverable due to the closure of this business. Such closure war
wbstantially completed in 1995 and will not require any significant. future cash outlays The activities that wall
not be continued have not been matenal to histoncal operating results and are not expected (0 signihcantly affect
the results of future operations.

Cable  As a result of Time Wamer's acquisitions of KBLCOM and Summut in 1995, cable operating
results for 1995 included revenues of $172 million, EBITDA of $90 mullion. depreciation and amorlization of
£95 mullion and an operating loss of $5 mullion Modctate operating losses are expected 1o continue i 1996
because of the full year effect of approximstely $230 mulhion of noncash amortizanon of certain intangible
assels recognized in Time Warner's acquisinons of KBLCOM and Summi in 1995, and CVI & d related
companics in 1996,

interest and Other, Net  Interest and other. net. increased to $877 mullioy 1 1995, compared to $724
mullion 10 1994, Interest expense increased to $877 mullion. compared to 5769 m lhon, principally as a result of
approximately $1.3 billion of debt assumed in the cable acquisitions and highit short-term, floatng-rates ol
interest paid on $2.6 Lallion notional amount of nterest rale swap contracts Other income, net, was immatenial
in 1995, compared 1o $45 malhion in 1994, pnncipally because of a decrease in investment-related income.
Investment-related incomie in both penods consisted of gamns on the sale of cenain assels, including the sale of
an interest in QVC, Inc. in 1995, which were offset by losses from reductions in the camying value of certamn
investments taken in each penod
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Entertainment Group

Filmed Entertainment.  Revenues increased to $5.078 billion. compared 1o $4.484 billion in 1994
ERITDA ncreased to $490 million from $430 million Depreciation and amoruzanon, including amorization
related to the purchase of WCI, amounted to $237 million 1n 1995 and $211 million in 1994. Operating income
increased to $253 million from $219 million. Revenues benefiled from increases in worldwide theatncal, home
video, consumer products and television distnibution operations. Worldwide theatrical and domestic home video
revenues i 1995 were led by the success of Batman Forever EBITDA and operaung income benefited from the
revenue gamns and ncreased income from licensing operations

Stv Flags Theme Parks  As a result of TWE's sale of $1% of its interest in Six Flags, the operating resulzs
of Six Flags have been deconsolidated cffective as of June 23, 1995 and TWE's remaiing 49% interest in S
Flags 1 accounted for under the equity method of accounting. Accordingly, revenues decreased 10 5227 million,
compared to $557 million in 1994, EBITDA decreased to 360 mullion from $135 million Depreciation and
amortization amounted to $31 million in 1995 and $79 mullion in 1994 Operaung income decreased o 529
million from $56 million.

Broadcasting-The WB Nerwork. The WB Network was launched in January 1995, and generated $66
million of operaung losses on $33 million of revenues. The operating loss was miugated by a favorable legal
settlement, as well as by funding from a limited pantner admitted as of August 1995 Due to the stan-up nature
of this new national broadcast operation. losses are expected to continue

Programming-HBO. Revenues increased to $1.607 billion, compared 1o $1.513 billion in 1994, EBITDA
increased 1o $293 million from $257 million. Depreciation and amortization amounted to $19 million in 1995
and $20 million 1 1994, Operating income increased 1o $274 million from $237 million. Revenues benefited
primanly from an increase in subscnptons to 29.7 million from 27 million at the end of 1994, as well as from
higher pay-TV rates. EBITDA and operaung income smproved pnincipally as a result of the revenue gains

Cuble  Revenues increased to $3.094 bilhon, compared to $2.242 hilion in 1994, EBITDA increased to
$1.275 hilhon from $989 mullion. Depreciation and amoruzation, including amoruzation related to the purchase
of WCT and the acquisition of the ATC minonty interest. amounted to $773 nullion in 1995 and $64% mullion in
1993 Operatng income increased to $502 million from $340 mullion. Revenues and operating results benefited
from the formation of the TWE-Advance/Newhouse Partnerstup on Apnl 1. 1995 and the consohdation of
Paragon cffective as of July 6, 1995 Excluding such effects, revenues benefited from an aggregale increase in
basic cable and Frnimestar-related, direct broadcast satellite subscribers that approached 6% and increases in
nonrepulated revenues, including pay-TV, pay-per-view fnd adverusing Excluding the posiunve conmbutions
from the TWE-Advance/Newhouse Partnership and the consolidation of Paragon. EBITDA and operating
income increased as a result of the revenue gains, offset in pant by the full year impact of the second round of
cable tate regulations that went nto effect in July 1994, higher stani-up costs for telephony operatons and, with
tespect o operaung income only, higher depreciation and amorhization relaung o increased capital spending.

Interest and (ther. Net.  Interest and other, net, decreased to $539 mulhon in 1995, compared 10 3616
million 1n 1994 Interest expense increased to $579 million, compared to $567 mullion n 1994, pnncipally as a
result of higher short-term. floaung-rates of interest pad on borrowings under TWE's furner and existing bank
credit agreements. offset i pan by interest savings n the last quarier of 1995 on lower debt levels related to
management’s asset sales program. There was other income. net. of $40 milhon in 1995, compared to ather
expense. net, of $49 million in 1994, pnncipally because of an incrrase 1n investment-related income related to
gains on the sale of cenain unclustered cable systems and other investments
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1994 v, 1993

Tame Warner had revenues of $7.396 billion and a net loss of 891 milhion i%.27 pet common share) in
1994, compared to revenues of $6.581 billion and a net loss of $221 mllion ($.90 per common share) in 1991
Included 1n the 1993 results 1s an extraordinary loss on the reurement of debt of $57 mulhon (5,15 per common
<hare) and a one-lime tax charge of $70 million ($.19 per common share) that resulied from the effect on the
Company s deferred income 1ax habiliry of the increase n the corporate income tay rate enacted i August
1993

As discussed more fully below, the improvement in Time Wamer's net loss in 1994 reflected an overall
incredse in operating income generated by its business segments and an increase in investment related income,
offset in part by higher interest expense and lower income from Time Warner's equity m the pretax income of
the Ententunment Group. The improvement in Time Wamner's 1994 net loss also related 1o the absence of the
extraordinary loss and one-time tax charge that were recorded in 1993 The improvement in Time Warner's nel
loss pet common share in 1994 further resulted from a $105 mullion reducuon in preferred dividena
requirements relaung to Time Wamer's 1993 redemption or exchange of $5.6 billion of preferred stock for debi

Time Wamer's equity in the pretax income of the Entertmnment Group was $176 mullion in 1994,
compared to $281 million in 1993. As discussed more fully below, the Entertunment Group's operating results
in 1994 reflected an overall decrease in operating income generated by its business segments, principally relating
1o lower Cable results due 1o cable rate regulation, and an increase in investment-related and foreign currency
contract losses, offset in pan by an increase in interest income

EBITDA and operating income for Time Warner and the Entertainment Group in 1994 and 1993 are as

follows:
Yearn Ended December 3.

Operating
EBITDA lacome
1994 1993 1984 1w
(bl b
Time Murner
Publishung : § 430 0§ 372 SM4T 8295
Music e . I s F- 643 366 196
Total Ty SR e 51.150  $1,015 5713 $£
Entertainment {roup
Filmed Entertainment k i : : § 430 0§ 427 $219 8233
Six Flags Theme Parks . 135 122 56 53
Programming-HBO ’ 257 230 237 .
Cable i i : 989 1.035 A0 406
Total . 5 - $1.811 SI.H14 §852 3903
T ST e B

Time Warner

Publishing Revenues increased 10 $3.433 billion, compared to $3.270 billion in 1993, EBITDA increased
10 $430 mullion from $372 mullion. Depreciation and amortizalion amounted to $83 million in 1994 and $77
million 1n 1993 Operating income increased o €347 million from $295 million Revenues benefited principally
from increases in magazine adverusing and circulanon revenues, which were mided in part by several special
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issues dunng 1994 Significamt revenue gains were achieved by People. Sports Hlustrated und Southern Living
EBITDA. operating income and operaling margins improved pnncipally as a result of the revenue gans and
continued cost containment.

Music,  Revenues increased to $3.986 bilhon. compared to $3.334 billion in 1994 EBITDA increased 1o
5720 nulhon from $643 mullion. Depreciation and amoruzation, including amornzaton related o the purchase
of WCIL amounted to $354 million in 1994 and $347 mullion in 1993, Operaung income increased to $366
million from 5296 mullion, The revenue prowth resulted from increases in both domesuc and intematonal
recorded music revenues, which benefited from a number of popular releases duning the year and an increase in
the percentage of compact disc to total unit sales, and increased music publishing revenues. EBITDA and
operating income benefited from these revenue gans and increased results from direct marketing acuvinies
attnbutable to new members and lower amortization of member acquisiion costs, offset in pan by costs
associated with the reorganization of the domestic music companies and continuing investment in new business
venlures

Interest and Other, Net  Interest and other, net, increased 1o $724 million in 1994, compared o0 $T18
muliton in 1993, Interest cxpense increased to 769 mullion from $698 mullion 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 prefered stock, offset
in part by savings from lower-cost debt used to fund the redemption of cenain notes and debentures in 1993
There was other income, net, of $45 million in 1994, compared to other expense, net, of $20 million in 1993,
pancipally because of an increase in investment-related income, including an increase in the amortizaton of the
excess of the Time Warner General Panners’ interest in the net assets of TWE over the net book value of thenr
investment 1in TWE to reflect U S WEST as a partner for a full year. Investment-related income was reduced in
part 10 both years by adjustments to the carrying value of certan investments, expenses in connectiv,. with the
settlement of certain employment contracts and losses on foreign exchange contracts used to hedge forcign
exchange nsk

Entertainment Group

Filmed Entertamment  Revenues increased to $4 484 billion. compared to $4.032 billion i 1993
EBITDA increased to 3430 mullion from $427 million. Deprecizuon and amortizabon. including amortization
related 1o the purchase of WCI, amounted to $211 mllion in 1994 and $194 muillion in 1993, Operating income
decreased to $219 million from $233 mullion. Worldwide home wideo. syndication and consumer products
revenues increased at Wamer Bros. offset in pan by lower worldwide theatnical revenues. EBITDA and
operating income margins decreased principally as a result of lower theatncal results in companson (o the
excepnonally suong theatncal results wn 1993

Sux Flags Theme Parks.  Revenues increased to $557 mullion, compared 1o $533 mullion in 1993, EBTLOA
increased to $135 million from $122 nullion. Depreciation and amortization amounted 1o §79 million in 19%4
and $69 million m 1993 Operaung income increased to $56 million from $53 million. Revenues increased as 4
result of overall atendance growth and higher revenues per visitor EBITDA and ope ating income improved
principally as a result of the revenue gamns

Programmung-HBO.  Revenues increased to $1 513 billion, compared 1o $1.441 hillion in 1993, EBITDA
increased to $257 million from $230 million Depreciation and amortization amounted to $20 million in 1994
and S17 nullion in 1993 Operating income increased 10 $237 million from $213 million. Revenues benefited
trom an ncrease an subscnpions and higher pay-TV rates EBITDA, operating income and operating margins
improved pnncipally as a result of the revenuc gans
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —Continued |

Cable. Revenues increased 1o $2.242 bilhon, compared to $2.208 billion an 1993 EBITDA decreased
$989 mullion from $1.035 billion. Depreciation and amortization, including amortization related 1o the purchase
of WCT and the acguisition of the ATC minonty inferest. amounted 1o $649 mullion i 1994 and $6.2Y9 mulhon 0
1993 Operating income decreased 1o $340 mulhon from 406 million Revenues and operanng results m 1994
were adversely affected by two rounds of cable rate regulation that in general reduced the rates cable operator
are allowed to charge for regulated services. the fist of which went inlo effect in September 1993 and the
wecond of which went imto effect in July 1994 The unfavorable effects of rate regulation were offset in part by
an increase in subscnbers and nonregulated revenues Actions that were undertahen b mitigale the umpact of
rate regulation included a number of cost containment measures and a continued cmphasis on near and long
term stralegies iy Increasc revenues from unregulated services

Interest and Other. Net,  Interest and other, net. increased to 3616 million an 1994, compared 10 356
million in 1993 Interest expense decreased to $567 mullion. compared with S580 mullion wn 1993 There was
other expense, net. of 849 mullion in 1994, compared other income. net, of $16 million in 1991 Investment
related and foreign cumency conuact losses in 1994 exceeded an increase inoaplerest income on gher cash
halances and the interest-beanng note receivable from U S WEST In 1993, other income, net. benechited from a
gan on the sale of centain assets and other investment-related income, which more than offset investment losses

FINANCIAL CONDITION AND LIQUIDITY
December 31, 1995

Time Wamer
1995 Financial Condition

Time Warner had $9.9 billion of debt, $94% mullion of mandatonly redeemable preferred secunties of
subsidiaries, $1.2 billion of cash and equivalems (net debt of $8.7 billion). and 53 7 billion of shareholders’
equity 3t December 31, 1995, compared 1o 39.2 bilhion of debit, $282 mullion of cash and equivalents (net debi of
$5 4 billion). and 1.1 billion of shareholders’ equity at December 31, 1994 The increase m debt principalls
reflects the assumption of approximately $1.3 billion of debt related to the Cable Transacuons. offset in parnt by
debt reductions using proceeds raised from the asset sales program, including proceeds from the 1ssuance of the
PERCS which monetzed Time Warner's 14% investment in Hasbro The incrrase in mandatonly redeemable
preterred secuntes of subsidianes reflects the issuance in 1995 of the PERCS and Preferred Trust Secunties, the
proceeds of which were used to reduce certam indebtedness of Time Wamer The noncurrent cash and
equivalents consist of the net proceeds received from the 1ssuance of the Preferted Trust Secunnes in December
1999, which were used in the redempuon of the 8.75% Converuble Debentures in carly 1996, The increase in
shareholders equaty reflects the wssuance in 1995 of approximately 2.5 muillion shares of common stock and
approximately 293 million shares of preferred stock in connection with the ITOCHU/Toshiba Trans=cton and
the scquisiions of KBLCOM and Summut. On a combined basts (Time Warner and the Entenamment Group
together), there was $14.7 bilhon of net debt at December 31, 1995, compared to $15 billion of net debt at the
beginmng of the year

Investment in TWE

Tume Wamer's investment in TWE a1 Decemnber 31, 1995 consists of 74 49% of TWE's pra rata prnonly
caputal and residual equity capual. and [OO% of TWE's semor prionty capital and junor pnonty capital Such
pronts capital interests provide Tume Warner, and with respect o the pro rata pnooty capital only. s WEST.
with certain pnonty claims to the net pannershup mncome of TWE and distmbutions of TWE pannenship capatal,
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including cenain prionty distnbutions of partnership capital 1n the event of hiquidation or dissolution of TWE
Each level of prionty capual interest provides for an annual rale of retum equal 10 or exceeding 8% including
an above-market 13.25% annual rate of returmn (11.25% 1o the extent concurrently distnbuted ) related to Time
Warner's jumior pnonty capital interest. which represents Cumulative Pnionty Capital of S48 hillon at
December 31, 1995 While the TWE pannership agreement contemplates the remnvestroent of sigmificant
pannership cash flows i the form of capial expenditures and otherwise provides for certan other festnetons
that arc expected to hmut cash distnbutions on pannership interests for the foreseeable future. Time Warner's
$14 bilhion senior prionty capital interest and. to the extent not previously distnbuted, partnenshup income
allocated thereto (hased on an 8% annual rate of rewm) 15 required to be distnbuted to Time Wamer in three
annual instaliments beginming on July 1, 1997 In 1995, Time Wamer recenved a 5366 million cash distnbunion
from TWE represenung the prionity capital retum allocated 10 its sentor prioaty capital interest through June 30
| 35

Credit Agreement Refinancings

In connection with the Cable Transactions, TWI Cable, TWE and the TWE-Advance/Newhouse Partnership
executed a five-year revolving credit facility in June 1995 The New Credit Agreemen® enabled such entities to
refinance certain indebtedness assumed in the Cable Transactions, to refinance TWE's indebtedness under a pre
exishing bank credit agreement and to finance the ongoing working capital, capital expenditure and other
corporate needs of each borrower,

The New Credit Agreement permits borrowings i an aggregate amount of up to S8 3 bilhon, with no
scheduled reductions i credit avalability pnor to matunty, Borrowings are Lirnsted o %4 tallion 1 the case of
TWI Cable, $5 billion 1n the case of the TWE-Advance/Newhouse Partnership and 38 3 billion in the case of
TWE, subject 1n cach case to certan himitations and adjustments Such borrowings bear interest al specihic rates
for each of the three borrowers. generally equal to LIBOR plus 2 margin inually ranging trom 5010 B7 5 bass
points. which margin will vary based on the credit rating of financial leverage of the apphcable borrower
Unused eredit 15 available for general business purposes and 1o suppon any commercial paper borrowings. Each
horrower 15 required to pay a commutment fee initially ranging from 2% o 35% per anpum on the unus-d
porton of s commitment TWI Cable may also be required to pay an annual facilny fee equal 1o 1875% of the
entire amount of its commitment. depending on the level of its financial leverage i any given yeal The New
Credit Agreement contams certain covenants for cach borrower relaung to, among vther things, additional
indebtedness. liens on assets; cash flow covers ¢ and leverage rabius, and loans, advances. distnbutions and
other cash payments or transfers of assets from the bommowers o their respective pariners or affiliates

In July 1995, TWI Cable borrowed approximately $1.2 bilhion under the New Credn Agreement (o
refinance certan indebtedness assumed or incurred in the acquisiion of KBLCOM. and TWE borrowed
appronimately $2.6 billion to repay and terminate s pre-exising bank credit agreement An sddimonal $1.5
billion was borrowed by TWI Cable under the New Credit Agreement in January |99 (o refinance certan
indebtedness assumed or incurred i the acquisihon of CVI and related companies

Public Debt Refinancings

In 1995 and early 1996, Time Wamer refinanced appromimately $4 billion of us public debt, thereby
mereasing 1is hnancisl fAexibility through lowenng interest rates. extending debt matuntics and eliminating
potental diluton from the conversion of its 8 75% Convertible Debentures into 46.6 milbon shares ol common
stock The outstanding 8 75% Comvertible Debentures were redeemed in two tranches $1 tilhon prncipal
amount 1 September 1995 for $1.06 bilhon (including redemption premiums and accrued interest) and the
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remaming $1.2 billion prnncipal amount 1n February 1996 tor $1.28 billion (including redemption premiums and
accrued interest). The September 1995 redemption was financed with proceeds from a $500 mulhion issuance of
7 75% ten-yvear notes in Juns 1995, proceeds from a $374 nullion issuance of the PERCS in August 1995 and
available cash and equivalents. The February 1996 redempuion was financed with proceeds from a $575 million
issuance of the Preferred Trust Secunties in December 1995 and proceeds from a $750 million 1ssuance of
cenan debentures in January 1996, In connection therewuh, Time Wamner recognized an extraordinary loss of
526 mulhion i February 1996

In August 1995, Time Wamer redeemed all of its $1.8 billion principal amount of outstanding Reset Notes
in exchange for new secuntics, consisting of approximately $254 mullion aggregate principal amount ol Floanng
Rate Notes due August 15, 2000, approximately $272 million aggregate principal amount of 7 975% Notes due
August 15, 004 approximately $545 mullion aggregate pnncipal amaount of K | 1% Debentures due August |5,
2000, and approximately $545 mullion aggregate principal amount of 8 18% Debentures due August 15, 2007

Assel Sales

As pan of a conunuing strategy 1o enhance the financial positon and credit statistics of Time Warner and
the Entertainment Group. an asset sales program was imuated 1 1995, Including the sale of 51% of TWE"
interest 1n 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 moneuzation of Time Wamer's
investment in Hasbro in August 1995, Time Warner and the Enteruunment Group on a combined bosis have
completed or entered into transactions that raused approximately $1.6 bilhon for debt reduction, all of which
were completed in 1995 except for cenan transactions aggregatng approximately $170 mulhion which are
expected 1o close in 1996

Credil Statistics

The combination of asset sales and debt refinancings 15 intended 10 strengthen the financial position of
Tiune Warner and the Entertainment Group and, when taken together with EBITDA growth, 1s expecied to
vontinue the improvement of Time Warner's overall credit stansncs. These credit statistics consist of commanly-
used hguidity measures such as leverage and coverage ratios The leverage rauo represents the ratio of total
deb. less cash (“Net debt”) 1o total business segment EBITDA. less corporate expenses (“Adjusted EBITDA™)
The coverage ratio represents the ratio of Adjusted EBITDA 10 total interest expense and/or preferred dividends
Those ratios, on a pro forma basis for 1995 and on an histoncal basis for 1994 and 1993, are as set torth below
for cach of Time Wamner and Time War-er and the Entertuinment Group combined. Centain raung agencies and
other credit analysts place more emphasis on the combined raos whle others place more emphasis on the Tume
Warner stznd-alone ratios. 1t should be understood, however, that the assets of the Entertainment Group are not
freely avalable to fund the cash needs of Time Wamer

Pro Forma . Mstoncal
L CANTTINTT
Time Warner:
Net debi/Adjusted EBITDA 7 §3x GQHa
Adjusted EBITDA/Interest (b)) : ; 1.6x 14z 13
Adjusted EBITDA/Interest and preferred dividends (bic) 1.3x 14x 12
time Warner and Entertainment Group combined
Net debyAdpusied EBITDA ; 4.7a 53x 5.0
Adjusied EBITDA/Interest (b) 24 2 1
Adjusted EBITDA/Interest and preferred dividends (b LIk 20z I

f_f(nl;n.r:r; i onexd g
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{fovotreete s frowm previcas paigel

120 Pro forma rauos for 1995 give effect 1o the Cable Tramacuom. the [TOUHU Toshiba Tramaction. the Debt Hefinancings. the Sis Flaps
Tramsaction and the Unclustered Cabie Transactions. and with respect to Time Wamer and the Enteriamment Group cominned valy, the
consolidation of Paragon, as if each of sech ramacnons occurred &t the beginmng of 1993 Although not reflectsd therein, the THS
Transaction v not expected to significantly affect the pro forma ratios presented above. Hutoncal ranes for 1993 are not meamnnglul
and have not been presented because they reflect the operanng resuits of acquired of dispoed entitres for only a portion of the vear in
comparson 1o year-ond net debt level

b1 Exclides mierest of 328 mullion 1n 1995 snd 312 milhon in 794 which was pud 1o TWE i connection with bommraings undes Time
Warner's $400 malbon credit agreement with TWE

ic1 Includes preferred dividends of $11 milbon in 1993 in connection with Company-oblipated mandatonly redeemable prefermed secunticy
of submidian=s and on a pro forma baus, an incremental 391 million of prefered dividends related 1o the preferred stock nswed in the
Cable Transactions and the [TOCHU/Toshiba Transacuon

Cash Flows

Duning 1995, Time Warner's cash provided by operations amounted 10 $1.051 billion and reflected $1.256
billion of EBITDA from its Publishing, Music and Cable businesses, $1.063 bi'lion of net distnbutions from
TWE and $35 mullion from the securitization of recewvables, less $659 millioy of interest payments, $278
million of income taxes, $74 million of corporate expenses and $292 million related to an increase 1 other
working capital requirements, balance sheet accounts and noncash items. Cash provided by operations of $473
million in 1994 reflected $1.150 billion of EBITDA from the Publishing and Music businesses, $120 mullion of
net distributions from TWE, $179 million from the securinzation of receivables, less $539 mullion of interest
payments, $339 million of income taxes. $76 mullion of corporate expenses and 322 million related 1o an
increase in other working capital requirements, balance sheet accounts and noncash iems

Ca.n used by invesung activites, excluding investment proceeds, increased to $647 million 1995,
compeied 1o $351 million in 1994, principally as a result of higher investment spending by Time Wamner's
bust.iess segments. As a result of management’s asset sales program. investment proceeds increased 1o 5376
moahion 10 1995, compared to $118 mullion i 1994

Cash provided by financing actviues was $123 million in 1995, compared to cash used by financing
activities of S$158 million in 1994, principally as a result of the receipt of proceeds from the issuance of the
Preferred Trust Securities in December 1995, offset 1n pant by the use of available cash and equivalents to
redeem a porion of the 8 75% Convertible Debentures im September 1995, In additon, cash dividends pad
increased to $171 mullion in 1995, compared to $142 mullion i 1994

The assets and cash flows of TWE are restnicted by the TWE pannership agreement and are unavailable to
Time Warner except through the payment of certain fees, reimbursements. cash distnbutions and loans, which
are subject to hmitations. Under the New Credu Agreement, TWE and TWI Cable are permutted 1o incur
addmional indebtedness to make loans. advances, distnibutions and other cash payments 1o Time Wamer, subject
to their respective compliance with the cash flow coverage and leverage ratio covenants contained therein

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

1995 Financial Condition

The financial condition of the Ententainment Group. prncipally TWE, at December T, S wan altected
by the formation of the TWE-Advance/Newhouse Pantnership. the Six Flags Transacuon and the consolidatiin
of Paragon. The Entertainment Group had $6.2 billion of debt. $1.4 billion of Time Wamer Generwl Partner
sentor prionity capital and $6.6 billion of partners’ capital (net of the $169 million uncollected portion of the
note receivable from U § WEST) at December 31. 1995, compared to $7.2 billion of debt, $1.7 bullion oof Tamne
Warner General Partners” senior prionty capital and $6.5 billion of panners’ capital at December 31 1994 The
$1 billion reduction 1n debt resulted pancipally from the Six Flags Trapsaction. In addinon, prncipally a4
result of the payment of over $1 billion of dismbutions 1o Time Warnet 1n 1993, cash and equivalents decreased
10 $209 million at December 31. 1995, compared to 31 1 billion at December 31, 1994, reducing the debt nel
of-cash amounts for the Entertunment Group to $6 tilhon and $6.1 ilhon. res =ctivels

Credit Stanstics

Principally as a result of the formation ol the TWE. Advance/™Newhouse Parnnershup and the Siv Flags
Transaction. the Entertuinment Group’s leverage and coverage Ruios improved in 1995 on a pro tormia base 4
set forth below:

Pro Forma _ Hisoncal
_tsm 1 W
Net debvAdjusted EBITDA 3 ISy Ak
Adjusted EBITDA/Interest : . LI 1Y I 3

(2l Pro forma rahos for 1995 give effect fo the fomation of the TWE-AdvanceNewhouse Patnerdup, the refinancing of approsimatels
$§2 & bilbion of pre-eusting bank detx. the comoldation of Paragon. the Sit Flags Transaction and the Unclunserrd € abke Transaction:
as if each of such transactions had occurred at the beginning of 1995 Histoncal ration (or 1995 are pol meamngiul and have ot been
presented because thes reflect the operating results of acquired of disposed entities for only 4 porion of the yeal 18 COMPANMN S0 yeds
end net dett bevels

Such ratios may be adversely affected upon the transfer of certain of Time Wamet's newly acquired cable
systems to the TWE-Advance/Newhouse Partnership, which. it completed, 15 expected to be structured so that
the systems will be transferred subject to a portion of Time Wamer's debt. thereby reducing the tinancial
leverage of Time Wamer and increasing the under-leveraged capualizauon of the TWE Advance/Newhouse
Partnership and consegquently, TWE

Cash Flows

In 1995. the Entertamnment Group™s cash provided by operations amounted to $1.495 tilhion and reflecied
<2052 billion of EBITDA from the Filmed Entenainment. Six Flags Theme Parks. Broadcasung-The WB
Network, Programming-HBO and Cable businesses and $159 mallion related 1o a reduction in working capitzl
requirements, other balance sheet accounts and noncash items. less $577 million of interest payments, 575
million of income taxes and 564 million of corporate capenses Cash provided by operations of 31 341 mlbon
1994 reflected S1.511 billion of business segment EBITDA and $150 million related to a reduction i working
capital requirements. other balance sheet accounts and noncash wems. less $521 mullion of interest payments
$69 million of income taxes and $60 million of corporate expenses
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Cash used by invesung acrivities decreased to 8750 million 1n 1995, compared 1o $1.770 bullion in 1994,
principally as a result of a S1.1 billion increase in investment proceeds relating 1o management’s assel sales
program  Capital expenditures increased to $1.653 billion in 1995, compared to 51.235 bilion m 1994,
principally as a result of higher capital spending by the Cable Division

Cash used by financing actvities was $1.607 bilhon in 1995, compared to cash procided by hnancing
sctivities of $162 mullion in 1994, pnncipally as a result of an approximate S1 billion reduction in debt in 1995
and o $943 million ncrease 1n distributions paid to Time Warner, offset in pant by a $368 mullion increase
collections on the note receivable from U S WEST that were used 1o pamially finance the capital spending
requirements of the Cable Division

Management behieves that TWE's operaung cash flow, cash and equivalents, collections on the U » WEST

Note and addiional borrowing capacity are sufficient to fund s capital and liqudity needs for the forcsceable

future

Cable Capital Spending

Since the beginming of 1994, Time Wamer Cable has been enpaged in 2 plan to upgrade the technological
capability and reliability of its cable television systems and develop new services. which it believes will position
the business for sustained, long-term growth. Capual spending by Time Warner Cable, inc'ading the cable
operations of both Time Wamner and TWE, amounted to $1.349 bullion in 1995, compared o $778 mullion n
19494, and was financed in part through collections on the note recevable from U S WEST of $602 nullion in
1995 and $234 million in 1994, Cable capital spending for 1996 1 budgeted o be approuimately $1.6 billion
and 15 expected to be funded pnincipally by cable operating cash flow and $169 milhon of collsctions on the
remaining poruon of the note recenvable from U S WEST. In exchange for certan flexibility in establishing
cable rate pricing structures for regulated services that went into eftect on January 1. 1996 and consistent with
Time Warner Cable’s long-term strategic plan, Time Wamer Cable has agreed with the FCC 1o invest a total ol
54 hillion in capital costs in connection with th= upgrade of 1ts cat  infrastructure, which 1s expected 1o be
substantially completed over the next five years. The agreement with the FCC covers all of the cable operations
of Time Warner Cable. mcluding the owned or managed cable television systems ol Time Warner, TWE and the
TWE.Advance/Newhouse Pannership. Management eapects tu continue (o finance such level of investmient
principally through the growth in cable operating cash flow denved from increases in subsenibers and wable
rates. borrowings under the New Credit Agreement and the development of new fevenue streams from expanded
programming options. high speed data transmission, telephony and other services

(MT-Balanee Sheel Assets

As discussed below, Time Warner believes that the value of centan off-balance sheet assets should be
considered. along with other factors discussed elsewhere herein. in evaluating the Company '« hnancial condition
and prospects for future results of operations, including s ability 1o fund its capiial and hquidity needs

Intangible Assels

As a creator and distnbutor of branded information and entertainment copynghts. Time Wamner and the
Entertunment Group have a significant amount of intermally - generated intangible assets whose value 15 not fully
reflected i their respective consolidated balance sheets. Such intangible assets extend across Time Wamer's
principal business interests, but are best exemplified by Time Warmner's collecuon of copynghted music product.
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its interests in Wamer Bros. and HBO's copynghted him and television product hibranes, and the creation of
extension of brands, as in the case of Time Inc’s new muagazine titles or The WB Network. Generalls accepied
accounung pranciples do not recogmie the valuc of such assets. except at the time they may be soquired in o«
husiness combinanon accounted for by the purchase method of accounting

Because Time Warper owns the copynghts 1o such creative matenial. 1t continually generates resenuc
through the sale of such products across different media and in new and existing markets The value of Bim and
television-related copynghted product and trademarks 15 continually realized by the hcensing of Blms aml
television seres to secondary markets and the licensing of trademarks, such as the Looney Tunes characters and
Banman. 10 the retal industry and other markets In addition, technological advances. such a the intrisduction vl
the compact dise and home videocassette in the 1980's and potenually the digital vemaule dise in the Tutun
have historically generated significant revenue opporiumities through the repeckaging and sale ol such
copynghied products under the new technological format Accordingly, such intangible assets have sipnitcant
off-balance sheet asset valuc that 15 not fully reflected i the consohidated balance sheets vl Time Warner o the
Entertainment Group,

Warner Bros. Backlog

Warner Bros* backlog, represenung the amount of future revenue not vet recorded from cash contracts for
the licensing of theatncal and television product tor pay cable. network, basic cable and syndicated television
exhibition, amounted 1o $1.036 billion at December 11, 1995, compared to $852 millhion at December L, 1umd
{including amounts relating w HBO of $175 million at each date) Because such contracts are tor the hcensing
of theatncal and television product which have already been produced, the fecognilion ot revenue 1s prancipally
only dependent upon the commencement of the availability penod for telecast under the terms of the related
licensing agreement. In addition. cash licensing fees are collected penndically over the term of the related
licensing agreements. Accordingly. the portion of backlog for which cash advances have not alreads been
received has significant off-balance sheet asset value as a source of future funding The hacklog exvcludes
advertising baner contracts, which are also expecter! to result in the future realization of cash through the sale of
advertising spots recerved uraer such contracts

Interest Rate and Foreign Currency Risk Management

Interest Rate Swap Contracts

Time Warner uses interest rate swap contracts (o adjust the proporton of total detr that s subject to
vanable and fixed interest rates. Al December 31, 1995, Time Warner had interest rate swap contracts 1o pay
floatng-rates of inlerest (average siv-month LIBOR rate of 59%) and receive fined-rates of inlerest taverage
rate of 5.4%) on $2.6 billion notional amount of indebtedness, which resulted in approuimatels 435 of Time
Warner's underlying debl. and 41% of the debt of Tume Wamner and the Entertainment Group combined, being
subject to vanable interest rates The notional amount of outstanding contracts al Lecember 31, 19953 by year of
matunty, along with the related average fixed-rates of interest to be received and the average floatng-rates of
interest to be pasd, are as follows  1996-5300 million ireceive-4.6%, pav-S.9%); 1998-5700 nullion trecese
$ 5%, pay-5.8%), 1999-51.2 billion (receive-55%. pay-3 9%). and 2000-8400 mullion (recenve-3 5%, pay
4 & At December 31, 1994, Time Warner had interest rate swap contracts on $2.9 bitlion notional amount of
indehiedness
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Rased on the level of interest rates prevaling at December 31, 1995, the fair value of Tume Wamner s hixed
rate debt exceeded its carrying value by $207 mulhion and it would have cost $9 mulhion to termunate the related
intetest rate swap contracts, which combined 15 the equivalent ol an unrealized loss of %416 mullion. Based on
Time Wamer's fined-rate debt and relaled interest rate swaj, contracts outstanding at December 31, 1995, cach
25 hasts point increase of decrease in the level of interest rates prevailing at December 31, 1995 would result n
4 net reducuon or increase in the combined unrealtzed loss of apprommately $185 million, respecincly,
including respecuve costs of savings of $16 million to termunate the related interest rate swap conracts. Based
on the fevel of interest rates prevailing at December 31, 1994, the tar value of Time Warner's fixed-rate debt
was $572 million less than its carrying value and i1 would have cost $236 million to lermunate 118 mleresi raie
,wap contracts. which combined was the equivalent of an unrealized gamn of $336 million. Unreahzed gains of
losses on debl of interest rate swap contracts are not recogmzed unless the debt i retired or the contracts ae
terminated pror to their matunty.

Altheugh changes in the unrealized gains or losses On imerest rate swap conwacts and debt do net result in
the realization or expenditure of cash unless the contracts are terminated or the debt 15 retired, cach 25 basis
poant increase of decrease n the level of interest rates related to Time Warner's vanable-rate debt and interest
rate swap contracts would respectively increase of decrease Time Warner's annual interest expense and related
cash payments by approximately $12 mallion mcluding $7 million related 1o nterest rale swap  ontracts

Forcign Exchange Contracis

Time Wamner uses foreign exchange comracts pnmanly to hedge the nisk that unremitted or future royalties
and license fees owed to Time Warner or TWE domesuc companies for the sale o anticipated sale of US
copynghted products abroad may be adversely affected by changes in forcign cunency exchange rates As pan
of its overall strategy to manage the level of exposure to the nsk of foreign currency exchange rate fluctuations
Time Warner hedges a portion of its and TWE's combined foreign currency exposures anucipated over the
ensuing twelve month penod. At December 31, 1995, Time Warner has effecuvely heaged approuimately halt of
the combined estimated foreign currency exposures thal pnncipally relaic w0 antcipated cash flows 10 be
remitted 1o the 1S over the ensumn~ twelve month penod, using foreign exchange contracts that generally have
matutities of three months or less. which are generally rolled over 10 provide continuing coverage throughout the
vear Time Wamer often closes foreign exchange sale couracts by purchasing an offsetung purchase contract. At
December 31, 1995, Time Warner had contracts for the sale of $503 mullion and the purchase of $140 mullion of
foreign curtencies at fixed rates, pnmanly English pounds {29% of net contract value), German marks 1 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 grins or losses related 10 foreign exchange contracts are recorded in income as the market vilue
of such contracts change, accordingly. the carrying value of forcign exchange contracls approximates marke!
value The carrying value of foreign exchange contracts was not matenal at December 31, 1995 and 1984 No
cash is required 10 be received or pud with respect 1o the reahization of such gains and losses until the related
foreign exchange contracts are scitled, generally at their respective matunty dates. In 1995 and 9%, Time
Warner had $20 million and $33 million. respectively, and TWE had $11 million and 520 muillion. respectively
of net losses on foreign exchange contracts, which were or are expecied (o be offset by corresponding increases
in the dollar value of foreign currency royalties and license fee payments that have been or are anucipated to be
received in cash from the sale of U S. copynghted products abroad Time Warner reimburses of 1s reimbursed by
TWE for contract gans and losses related to TWE's foreign currency exposure. Foreign currency contracts are
placed with & rumber of majr financal nsttutions o order 1o mummze credi nsk
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Based on the foreign exchange contracts outstanding at December 31, 1995, cach 5% devaluabion ol the
US. dollar as compared to the level of foreign exchange rates for currencies under contract at December 31,
1995 would result in approximately $25 mullion of unrealized losses and §7 mullion of unrealized gains on
foreign exchange contracts involving foreign currency sales and purchases. respectively  Conversels, o 59
appreciation of the U.S. dollar would result in 325 mullion of unrealized gains and §7 millon of unrealized
losses. respectively. At December 31, 1995, none of Time Wamer's foreign exchange purchase contracts relaes
to TWE's foreign currency exposure. However, with regard to the 325 million of unrealized losses or gams on
foreign exchange sale contracts. Time Wamer would be reimbursed by TWE, or would reimburse TWE.
respectively, for approximately $6 nullion related 1o TWE's foreign cumrency exposure Consistent with the
nature of the economic hedge provided by such foreign exchange contracts, such unrealized zams or losses
would be offsel by corresponding decreases or increases, respectively. in the dollar value of future fieeien
currency royalty and license fec payments that would be recenved i cash within the cnsuing twelve month
period from the sale of US copynghted products abroad.
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TIME WARNER INC.
CONSOLIDATED BALANCE SHEET
December 31,
imillions, except per share amounts)

ASSETS

Currend assrts

Cash and equivalents '
Heceivables. less allowances of $786 and 5768
Inventones

Frepad expennes

Total current assels

Cash and equivalents segregated for redemption ol long-lerm deht
Imvestments in and amounts due to and from Enterunment Group
Unher smvestmenis

Land and buldings
Cable iclevinion equipment
Fumitare. fiiiures and other equipment

Less accumulated depreciation
Property. plam and equipment

Music catalogues, contacts and copynghts
Cable televinion franchises

Crommdwll

(ehet assets

Total assets

LIABILITIES AND SHAREHOLDERS™ EQUITY
Corrent liabilities

Accounts payable

Royalues payable

[dete due within one year

Chther current labilines

Tow! current labulmies

Long-termn debe

[Belerred income Lames

| 'nearned pormon of pad subnonpoions

Ckber labilites

Coimpany-obligated mandatonly redeemable prefemred secuntics of subsadianes
holding solely subordinated notes il debentures of the Company (a1

Sharcholders’ equily

Preferred stock, $1 par value, 250 mullion shares authonzed, 197 mullion and 960 thousand whares
putstanding, 32994 tilhon and S140 million liquidsuon |reletence

Common stock. 31 par value, 730 million shares asthonzed, 147 7 mullon and Y793 mullion shares
oatstanding

Pasd-in capstal

Unrealized guns on corain marketable wecunies

Accumulated dehicn

Tusal sharrhoklers  oguily
Testal Bablitees and sharcholden  equaty

isb Includes $374 mullion of preferred secuntics that are redecmabic for cash o at Time Wamer v option approvimately 1]

chares of Hasbro, Inc common sixk owned by Time Warmer {Note B

St acompanying motcs
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 3M,
imillions, except per share amountsi
1t 1994 1993

Hevenues 1ai 48,007 $7.30%0 S8.581

Cos of revenues 1akh) 4647 457 3780
Selling. general and adminiuratye (akby 168N 1376 2210
Operating cupenses 1.3 X% 4 )
Businexs scpment opcrating iRoomse BT ni 4]
Equits i pretan income of Entertaimment Grougal 250 it 281
Interest and other, net 1ai IBT7) (T4 [KiL 1]
Corewate capenses () 17144 i T 15
Income before income Lawes 3 L3 LY
Incorme Laces 1126 L 12454
Loss hefore eviraordinan. ihem b4 (L] iy
Eatraonhinary s on retrement of debt et of 316 millon and £37 mullion
income Lax benent i 1995 and 1993 respecinely (L - A7)
Net boas LT (K1Y 220
Preferred dividend requirements 32 i BT
Net line apphicable to common shasres 218 S D § 339
Laws per common share
Losy before extraotdinary item S 46 3 02T L i
ety p——— —
Net o $i5Mm  S¢t2h % (%
Averige common ihares MIN VTR w V4 7
e— . —_ =

1at Includes the tollowing income (expenses i resulting from (ramactions with the Emtenainment Crroup and other felated companies for the
vears ended December 11 199%, 1954 and 1994, respectively revenues 5211 millon. $20% mulhon and $170 malhon. cosl of revenues
¢ K mliion. 841091 mullion and $487i mullion. sclling. pereral and adminitrative- 546 mullion. 547 mullon and 359 mulbion. equdy 1n
pretas income of Entertaimmens Group-$(95) mllioi, SC120) million and 113 mulbon interest and other. net-3027) mullon 11
milion and $i4) mullion, and corporate expenss-$64 mulhon. S0 miilion and $80 million

-
2
-

it Includes depreciation and amorization eupense of

437 4 44
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TIME WARNER INC,
CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended December 31,

(millions
1995 1954 (R k)

OPERATIONS
b LRl T $ % 1221
Adjumenty for noncash and nonopersling ilems
Eatraordinary loss on reurement of debd 42 e 47
One-nime tan charpe tad - - 0
Deprociation and amortization 49 4 424
Suncd' b Inkeresl eapense i b L 183
Exco idenciencys of dimbubioms over equity in pretan income of Enterainment Group L L T 261
Eguity i oancome of othel imvestee companics. net of distnbutions LT T -
Uhanges in operating aviets amd labilives

Kecervables i) 4T iThi

Imventones 152) 136 w0

Accounis payable and other Datlines L] ] Ty

Thhe: halunce sheet chanpes ALY =Ll 1141
Cash provided by Operanom |05 1 _473 =l
INVESTING ACTIVITIES
Investments and acquivitions (AL 18Ty 14
Capital expendiures | e L 1198
Iovestment proceeds 376 _IE 10
Cash used by Imvesnng acuvites _12Th 233 12700

FINANCING ACTIVITIES

Hinfroma nps 2023 bl 4714
Dbt repayments 12,694 bl 11.99%;
lususnce of Company-obligated mandatorily redesmable preterred secunties of subsidiancs Wy - -
Eedempuon of old Senes D prelerred stock - (1.4
Dwvidends pud . . P17 EH] i 19
Stk option and dividend rermestment plans | Oy H aa
(nher. poncipally hoanding Costs A%l 181 i 1430
Cash provaded dused | by BRapCIng activites 121 LY LT
INCREASE (DECREASE) IN CASH AND EQUIVALENTS Wy Bl (7420
CASH ASD EQUIVALENTS AT BEGINNING OF PERICGD 182 RLL e
CASH AND EQUIVALENTS AT END OF PERIOD (b) 5 1043 4 182 § Mo

(4 Reflests 3 370 mulivon increase i Time Warner » deferred income tan latiliny as a resulr of pew L Law enacted i (AN

(B Includes cumrent and poocurTend cash and eguisalenis at December V1 19938
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TIME WARNER INC.

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

BALANCE AT DECEMBER 31, 1991

et o

Dividends on common stock-$ 31 per share

Dividencs on Senes B preferred stock -39 28 per whare

Davidend: on old Senes C and D preferred sk 1o
daies of redemption of exchange

Exchanpe of old Senes C prelered stock and
redempuon of old Senes [ prefened stock

Unrealized paim oa certun marketable equiry
imvesiments a adoption of FAS 113

Shares tssued puruant to stock opnion and dividend
reinvestment plam

Hher

BALANCE AT DECEMBER 31, 1993

et loan e R . .

Dividends on common wock-$35 per share (3 09 per
share per quaner effectve {or the wecond quaner of
(Ll

Dividends on Senes B preferred stock 3928 per thare

Unrealized loswer on certmn marketable equty
ImveImEnts

Shares isoed puriant 1o stock option and disidend
reirvruiment plam

URkeen

BALANCE AT DECEMBER 31, 1904

Mt v

[y dends on common stock-% 36 per whare

thvidends on Serves B preferred siock-$b 40 per whae

hudendy oo pew Seney C. DG Hand | preferred
wock-$3 73 per share per year cflective from the
reapective dates of 1ssuance

lusuance of commos and prefemred wock m the
KBLCOM and Summi acquisitions

Isstance of preferred stock 0 the [TOCHU Toihiba
Transacuon

Unsealized lowcy on comun marketable equity
mvestments

Shares ssued purswant o stiock eplion and divdend
reimestment plans

Unbet

HALANCE AT DECEMBER M1, 1995

Lre aCCOMMpAMINE NOlEL

Preferred Common  Paid-In Unrealied  Accumulated
Sinck Seock Capital Giaing Deeficit Total
5129 §372 5 0w Y — § 9 §A1a7
123 12
(R L0 ALY
4 iy it}
1] L.
1125 6,240 [RIR L 0T
-0 poi ol
4 11t 120
- 51 e ]
I 176 1537 s AL |30
190 9l
MEET TELT]
4 iy 15
i1% i 75
\ 4
i L A2
| e T ARK 130 {1.9%0 1,148
(A1) i |y
RELY {138
1 ILL 14
[E= 1] (£ 1
4 i L. | 384
15 1.33% I, 50
P14 il
i 122 126
2 ) 17 .
5 3 L L] $8.412 6 §i2. I8 § Lehd
—_— —re . = - — — fe————— =




TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Time Warner Inc. ~Time Wamer™ or the “Company ) 15 the world’s leading media company, whose
principal business objective 13 10 Creatc and distnbute branded information and entertainment copynghts
throughout the world Time Warner has interests in three fundamental areas of business: Entenainment,
consisung pnncipally of interests in recorded music and music publishing. filmed entertainment. broadcasung.
theme parks and cable television programming. News and Information. consisting prncipally of interests n
maganne publishing, book publishing and direct markeung. and Telecommunications, consistng prncipally of
interests 10 cable television systems, Substanually all of Time Wamer's interests in filmed entertainment,
broadcasting, theme parks. cable television programming and most of its cable television systems are held
through Time Wamer Entenamment Company. L.P (“TWE"), a pantnership in which Time Wamui owns a
74 49% residual equity interest and certain prionty capital interests senior thereto Time Wamer does not
consolidate TWE and centun related compames (the “Entertainment Group™”) lor financial reporting purposes
because of certain himited pannership approval nghts related 1o TWE's intere'a in certain cable television
Ay Rlems

Each of the business interests within Entenainment. News and Information and Telecommumications is
important to management’s objective of increasing sharcholder value through the creaton, extension and
distnibution of recognizable brands and copynghts throughout the world. Such brands and copynghts include (1)
copynghted music from many of the world's leading recording arusts that 1s produced and distributed by a
family of established record labels such as Warner Bros. Records, the Atlantic and Elekira Entertainment Groups
and Warner Music Intenational. (2 the unique and extensive film and television hibranes of Wamer Bros. and
trademarks such as the Loonev Tunes characters and Batman, (1) The WB Network, a new national broadcasting
network launched in 1995 as an extension of the Wamer Bros brand and as an additonal distnbution outlet for
Warnet Bros. collectuon of children canoons and television programiming, i4) Sin Flags, the largest regonal
theme park operator in the United States. in which TWE owns a 49% interest. (5) HBO and Cinemax, the
leading pay television services, (6) magazine franchises such as Time. People and Sports [llustrated and direct
marketing brands such as Time Life Inc. ana Book-of-the-Month  lub and (7) Time Wamer Cable, the second
largest operator of cable television systems n the US

The operating results af Time Warner's vanous business intciests are presented herein as an indication ol
financial performance (Note 13). Except for stari-up losses incurred in an effort to create value o a branded
national broadcasting network. Time Warner's principal business interesis gencrate significant operaung income
and cash flow from operations. The cash flow from operations gencrated by such business interests 18
sigmificantly greater than thewr operating income due to significant amounts of noncash amoruzation of
intangible assets recogmized 10 vanous CquIsitions accounied for by the purchase method of accounung.
Noncash amortization of intangible assets recorded by Time Warner's busminess interests. including the
unconsolidated business interests of the Entertainment Group, amounted to S822 million m 1995, $782 million
i 19494 and $768 million n 1993

Basis of Consolidation and
Accounting for Investments

The consolidated financial siatements include !00% of the assets, liabilitics. revenues, expenses, INCOMe.
loss and cash flows of Time Warner and all compamies in which Time Warner has a controlling voting interest
subsidianes™), as of Time Wamner and ats subsidianes were a sungle company Sigmficant intercompany
sccounts and transacuons between the consohdated companies have been eliminated

The Entertainment Group and investments in certain other companies in which Time Wamer has significant
influence but fess than a controlling votng interest, are accounted for using the equity method Under the equity
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TIME WARMNER INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—iContinued)

method. only Time Warner s investment 1n and amounts due to and from the equity smestee are included in the
consolidated balance sheet. only Time Wamer's share of the investee s carmings s ime luded 0 the conwejulated
operating results, and oaly the dividends. cash distnbutions. loans ot other cash reconved from the imesice. fess
any additional cash imvestment. loan repayments of other cash pad to the ivestee are ncluded in the
coasohdated cash flows

[n accordance with Financial Accounting Standards Board +"FASB™) Statement No 118 “Accuomnting For
Certain Investments in Debt and Equuty Secunues” ("FAS 1157) ivestments i companies in which Time
Warnet does not have the controlling interest or an ownenhup and voling interest so large as 1 exenl significant
influence are accounted for ai market value if the investments are publicly traded and there are no resale
restrictions, of at cost, if the sale of a publicly-traded inwestment 1s restricted of if the investment 15 not publicly
traded Unrealized gains and losses on investments accounted for at market value are reported net-of-tax in 2
scparate component of sharcholders” equity until the investment 1s sold. at which ume the realized gain o losws
included in income. Dividends and other distnbutions of carmings from both market value and cost methixt
investments are included in incomes when declared

The effect of any changes in Time Wamer’s ownership interests resulung from the issuance of equity
capital by consohdated subsidianes or equity invesices 10 unaffiliated parties 15 included in income

Foreign Currency

The finwncial position and operating results of substanually all foreign operations are consolidated using the
local currency as the functional cumency. Local currency assets and liabilines are translated at the rates of
eachange on the balance sheet date, and local currency revenues and expenses are translated at average rates of
exchange dunng the penod. Resulting translation gains o losses. which have not been material. are included n
accumulated deficit Foreign currency transaction gains and losses. which have not been matenal, ac ncluded in
operaung results

Use of Estimates

The preparation of financial statements in conformut with generally accepted accounting principles
requifes management to make estimates and assumptions that affect the amounts reported i the financial
statements and footnotes thereto. Actual results could differ from those estimates

Significant estimates inherent in the preparation of the accompanying consolidated financial statements
include management’s forccast of amticipated revenucs from the sale of future and eustng music and
publishing-related products in order to evaluate the ulumate recoverability of accounts receivables and artist and
author advances recorded as assets in the consohidated balance sheet. Accounts recervables and sales in the
music and publishing industnes arc subject to custemers’ nghts (o retum unsold wems. Management
penodically reviews such estimates and it 15 reasonably possible that management’s assessment of recoverabnlity
of accounts receivables and individual arust and author advances may change based on actual results and other

factors

Revenues and Costs

The uncamed pormion of paid subscnptions 1s deferred unul magazines e delivered to subscnbers. Upon
cach delwery, a proporuonate share of the gross subscription pnce 1s included in revenues.

Inventories of magazines, books, casseites and compact discs are stated at the lower of cost of estimaied
realizable value. Cost 1s determined using first-in, hrst-out; last-in. first-out, and average cost methods In
accordance with industry pracuce, centain products (such as magazines, books. compact discs and casseties) are
wld to customers with the aght to retum unseld nems. Revenues (rom such sales represent gross sales oss a
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

provision for future returns Retumed goods included in inventory are valued at estimared realizable value but
not in excess of cost

A significant portion of cable system revenues are denved from subscriber fees, which are recorded as
tevenue in the penod the service is provided.

Advertising

Adverising costs are expensed upon the first exhibition of the advernsement. excepl for cenun direct-
response adverusing, for which the costs are capitalized and amortized over the expected penod of future
benefits Direct-response advertising principally consists of product promotional mailings, broadcast adverusing,
catalogs and other promotional costs incurred n the Company’s diuect-marketing business.s Deferred
advertising costs are generally amortuized over penods of up 1o three years subsequent (o the promotional event
using straight-hine or accelerated methods, with a significant portion of such costs amoruzed ni twelve months of
less. Deferred adverusing costs for Time Wamer amounted to $195 million and S$I75 milbon a
December 31, 1995 and 1994, respectively. Adverusing expense for Time Warnr amounted 1o $1.045 billion in
1995, 5931 mullion i 1994 and 5831 mullion in 1993,

Cash and Equivalents

Cash cquivalents consist of commercial paper and other investments that are readily convertible into cash,
and have onginal matunties of three months or less. Noncurrent cash and equivalents at December 1, 1995
consist of net proceeds received trom the issuance of Preferred Trust Secunuies in December 1995, which were
segregated for the redempuion of the 8 75% Convertible Debentures 1n February 1996 (Notes 6 and ¥)

Property, Flant and Equipment

Propenty. plant and equipment are stated at cost. Additions 1o cable property, plant and equipment generally
include matenal, labor, overhead and intes.st. Depreciation 1s , ovided generally on the straght-line method
over useful lives ranging up to 1weniy-five years for buldings and improvements and up to lifteen years tor
turniture. hatures, cable televivion equipment and other equipment

in March 1995, the FASB issued Statement of Financial Accounting Standards No. 121, "Accounting tor
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed O1f,” ("FAS 1217) elfective Tor
hiscal vears bepinning after December 15, 1995 The new rules establish standards for the recogmbtion and
measurement of impairment losses on long-hived assets and certain intangible assets. Time Warner expects that
the adoption of FAS 121 will not have a matenal effect on its financial statements

Intangible Assets

As a creator and distnibutor of branded information and enlerainment copyrights, Time Wamer 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 Wamer
does not recognize the fair value of internally-generated intangible asscts. Costs incurred to creale and produce
copsrighted product. such as compact discs and cassettes, are generally cither expensed as incurred. of
capitalized s tangible assets as in the case of cash advances and inventonable product costs However,
accounting recogmition |s not given to any increasing asset value that may be associated with the collection of
the underlying copyrighted matenal. Additonally, costs incumed (o create or extend brands, such as magazine
ttles. generally result in losses over an extended development period and are recognized as a reduction of
income as incurred, while any corresponding brand value created is not recogmzed as an intangible asset in the
consolidated balance sheet. On the other hand, intangible assets acquired in business combinations accounted for
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by the purchase method of accounting arc capnalized and amormized over their expecied useful Iife as o noncash
charge apamnst future results of operations Accordingly. the mtangible assets reported i the consolidated
balance sheet do not reflect the fair value of Time Warner « internally-generated intangible assets. but rather are
limited to intangible assets resulting from cenain acquisitions which the cost of the acquired companics
exceeded the fair value of theur tangible assets al the tme of acquisition

Time Warner amortizes goodwill over penods up to forty vears usng the atraighi-line method. Cable
television franchises. music catalogues. contracts and copynghts, and other intangible assets are amoruized over
peniods up to twenly years using the straight-line method. In 1993, 1994 and 19493, amorization of gocdwal]
amounted to $175 milhion, $158 miilion and 5148 million. respectively, amortization of music copynghts.
artists’ contracts and record catalogues amounted 10 $118 mullion. $118 milhon and 3113 milion. respectively.
amortization of other intangible assets amounted to $43 millon, 831 milhon and £31 mulhion, respectively, and
amortization of cable television franchises amounted to <42 million i 1995. Accumulated amortization of
intangible assets am December 31. 1995 and 1994 amounted to $1.845 billion and $1.505 billion, respectively

Time Warner scparately reviews the camying value of acquired intangible assets for each acquired entity on
a quarterly basis 1o determine whether an impairment may exist. Time Wamer considers relevant cash flow and
prohtability information. including estimated future operating results, trends and other available information, 1n
assessing whether the carrying value of intangible assets can be recovered Upon a determination that the
carrving value of iniangible assets will not be recovered from the undiscounted future cash Aows of the acquired
business. the carrying value of such intangible asscts would be considered impaired and will be reduced by a
charge to operations in the amoumnt of the impairment. Impawrment is measured as any deficiency 1n estmated
undiscounted future cash flows of the acquired business 1o recover the carmving value related to the imangible
assets

Income Taxes

Income taxes are provided using the hability method prescnbed by FASH Statement No, 109, " Accounung
jor Income Taxes” Under the hability method, deferred tnceme taxes reflect tax camyforwards and the net Lax
effects of temporary differences between the camying amount of asseis and hatilities for financial statement arid
INCOMC 1A% purposes. as determined under enacted tax |aws and rates The nnancial effect of changes in tax law s
or rates 15 accounted for in the penod of enactment

Realization of the net operanng loss and snvesiment 1ax credit carryforwards, which were acquired 1n
scquisitions, are accounted for as a reducuon of goodwll,

The pnncipal operations of the Entertainment Group are conducted b pannerships. Income tax expense
includes all income taxes related to Time Warner's allocable share of pantnerstup income and its equity in the

income tax expense of corporate subsidianes of the partnerships

Stock Options

In accordance with Accounung Principles Board Opmen Noo 25, "Accountng for Stock Issued 10
Emplovecs. compensation cost tof stock opuons 1s recognized i income based on the excess, if any. of the
quotcd markel pnce of the stock at the grant date of the award or other measurement date over the amount an
employes must pay to acquire the stock. The exercise pnce for stoch optiens granted 1o employees equals o
exceeds the fair market value of Time Wamer common Jock at the date of grant. thereby resuling nono
recopmuion of compensation expenise by Time Warner
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Loss Per Common Share

Loss per common share 1s based upon the net loss applicable 1o common shares after preferred dividend
requirements and upon the weighted average of common shares outstanding dunng the peniod. The conversion
of securies convertible inlo common stock and the exercise of stoch options were nel assumed n the
calculations of loss per common share because the cffect would have been anudilutive

Reclassifications

Cenain reclassifications have been made to the pnior years' financial statements to conform to ihe 19495
presentation

2. ENTERTAINMENT GROUP

Time Warner's investment in and amounts due to and from the Entertainment Ciroup at December 31, 1995
and 1994 consist of the following:

Devember 31
1995 1974
irmillons )
Investment in TWE e R s e = B .. %6179 55284
Income tax and stock option related distnbutions due from TWE .. ... ... . .. ... 122 413
Credit agreement debt duoe o TWE ... .. - - : (400} (400}
Other liabilities due to TWE. principally related 1o home video distnibution (354) (1560
(ither veceivables due from TWE .. o & e DR
Investment tn and amounts due to and from TWE 5623 5041
Investment i other Emertamment Group companies ; . 111 308
Lostal s wne ‘ - i 5734 55330
_ =

TWE 1 a Delaware limited partnership that was capuahized on June 30, 1992 w own and aperate
substantially all of the Filmed Entertainment, Programming-HBO and Cable businesses pres wusly owned by
ubsidianes of Time Warner. Cenain Time Wamer subsidianes are the general partners of TWE (“Time Warner
General Partners™ ) Time Warner acquired the aggregate 11.22% limited pannership interests previously held by
subsidianes of each of ITOCHY Corporation (“ITOCHU™ ) and Toshiba Corporation (“Toshiba™) in 1995 for an
aggregate cost of $1.36 billion, consisung of 15 milhon shares of converuible preferred stock (Series G Preferred
Stock. Series H Preferred Stock and Senes 1 Preferred Stock) and $10 million an cash (the CITOCHUToshiba
Transaction” 1 The ITOCHU Mostuiba Transaction was accounted for by the purchase method of accounting lot
business combinalions

After the ITOCHU/Toshiba Transaction, Time Wamer and cenain of us wholly-owned subsidianes
collectivels own 74 49% of the pro rata prionty capital and residual equity nterests an TWE. and cenain
additional sentor and junior prionty capital interests. The remaimng 25 51% pro rata pnionty capual and ressdual
equits limited partnership interests are held by a subsidiary of U S WEST. Inc. (U S WEST™). which acquired
wuch mterests 1 1993 for $1.532 billion of cash and a $1.021 billion 4 4% note (the “U S WEST Now™)

Each partner’s interest in TWE consists of the inial pnionty capital and residual equity amounts that were
assigned 1o that paniner or us predecessor based on the esumated fair value of the net assets each conmbnted to
the pannershup. as adjusted for the fair value of certan assels distnbuted by TWE 1o the Time Wamner General
Partners i 1993 which were not subsequently reacquired by TWE in 1995 (“Contnbuted Capital™ ). plus, with
respect to the prionty capital interests only. any undistnbuted pnionty capital returm The pnionty capital retum
consists of net partnership income allocated to date in accordance with the provisions of the TWE parnership
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agreement and the nght 1o be allocated additonal partnership income which, together with any przvrousdy
allocated net paninershup income. provides for the vanous prnionty capual rates of rewmn speciicd in the table
below. The sum of Contributed Capital and the undistnbuted pnonty caputal return 15 referred to as “Cumulative
Prionty Capital™ Cumulative Pnonty Capital 1s not necessanly indicative of the fair value of the underlying
prionty capital interests prncipally due to above-markel rates of retum on certun promy capital interests as
compared to secunties of comparable credit nish and matnty, such as the 13.25% rate of retum on the junior
priomy capital interest owned by subsidianes of Time Wamer Furthermore, the ultimate realization of
Cumulative Pnonty Capual could be affecied by the fair value of TWE. which 1s subject to Muctuation

A summary of the pnionty of Contr.buted Capital. Time Wamer's ownership of Contnbuted Capital and
Cumulative Priority Capital at Decembe 31, 1995 and prionty caputal rate’ of return thereon 15 set forth below

Priarity
[ umulative Capatal
Coatributed Priority Hates of % Orewpesd by
Priority of Contributed Capital Canpital® Capital Wrturm* Tieme Warner
{ biliboima b (% per annum
com prorta el eed
quartefly |
Sensor pnority capital ... . 814 $1.a BO0% KOS
Pro rata pnonty capital .. ... . : 56 8.7 13.005¢ T4 495
Junior prionty capital .. o . 29 4.6 13,25 100 05
Residual equity capital . ... ... . 13 3an - " 74.49%

iar Eaciudes pamnentup income of loss allocated thereto

(bt Income allocations related 1o prionty capial rates of retum are based on panaenhip income after any special tan allocation

i1 Net of $366 million of parnenship ncomme distnbuted i 1993 representing the pnonty capital retum thereon through lune A0, 1944

Wi 1100 10 the entent concurrently Lastnbuted

ier 11 2%% (o the extent concurmently divinbuted

i1 Ressdual equity capital i not entitied (o sated poonty ralcs of return and. as such, s Cumulatve Prionty Capital is equal to it
Contnbuted Capital However, in the case of Cemain evenis such a3 the Lgwdabon of dissolution of TWE. reudual equity capital n
entitied 1o any excess of the fair value of the net assess of TWE over the aggregate amount of Cwoulatve Pronty Capital and specia’
L allocanons The residual equity Contrbuted Capial hay pnionty over the pronty FEIUML 0 JUAKN and pro rata poonty capial

Because Contributed Capital 1s based ou the fair value of the net asscts that each partner contnbuted to the
partnership. the aggregate of such amounts 1 significantly higher than TWE s pantners’ capital as refizcied in the
consolidated financial statements. which 15 based on the histoncal cost of the connbuted net assets For
purposes of allocating partnership income or 1oss 1o the paniners. partnership income of loss 15 based on the fair
value of the net assets contributed to the pannership and results in significantly less partnership income. or
results in pantnerstup losses, i contrast to the nct income reported by TWE for financial statement purjones
which 1s also based on the histoncal cost of contributed net assets

Under the TWE parnnerstup agreement. partnership income. (o the extent camed. 18 first allocated 1o the
partners so that the econormic burden of the income [ax conscquences of pannenship operations 1 borme a4
though the pantnership were taxed as a corporation t~special tax allocations™), then to the wnior pnonty. pro
rata prionty and junior prionty capital interests. in order of prnonty, at rates of return ranging from 8% to
13.25% per annum, and finally to the residual equity interesis Partnership losses generally are allocated Arst to
climinate pnor allocatons of partnership income 1o, and then to reduce the Contnbuted Capual of. the resadual
equity. jumor prionty capital and pro rata prionity capital interests, in that order. then to reduce the Time Wamer
General Pariners’ seruor pnionty capial, including partnership income allocated thereto, and finally 10 reduce
any special tax allocations. To the extent parinership income 15 isuflicient to satisty all special allocanons in a
particular accounting penod. the night to recoive additional pannership wcome necessary to provide for the
vanous prionty capital rates of rewrn 15 camed forward until sansfied out of future partnership ncome,
including any partnership income that may result from any liguidaiton or dissolunon of TWE
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The TWE pannership agreement provides, under centain circumstances, for the distnibution of partnership
income allocated to the senior pnonty capital owned by the Time Wamer General Panners. Pursuant to such
prosision, $366 million of pannership income was distnbuted to the Time Wamer Generai Partners 1n 1995 The
sentor prionty capital and. 1o the extent not previously distnbuted. pannership income allocated thereio 1s
required 10 be disinbuted in three annual installments beginming on July 1. 1997 The jumor pnonty capital
waned by subsidianes of Time Warner may be increased if cemain operaung performance targets are achieved
over o Ive-sear penod ending on December 31, 1996 and a ten-year penod ending on December 31, 2001
Although saustacuon of the ten-vyear operating perionmance targel v indeterminable ar this nme. 1t 15 not
eapecicd that the five-year target will be attained.

TWE reported net income of $73 million, $161 million and $19% million in 1995, 1994 and 1993,
respectively, no portion of which was allocated to the hmited panners. Time Warner did not recogmize a gan
when TWE was capitalized. TWE recorded the assets contnbuted by the Time Warner General Partners at Time
Warner's historical cost. The excess of the Time Warnes General Partners” interest in the net assets of TWE over
the net book value of ther investment in TWE s being amortized 10 income over a taenty year penod

U S WEST has an option to obtain up to an addinonal 6.33% of pro rata pnonty capi il and residual cquity
interests. depending on cable operating performance. The option 1+ excrcisable between January |, 1999 and on
or about Mav 31, 2005 at a maximum exercise pnice of $1.25 tilhon to S1.E billion, depending on the year of
excrcise. Either U S WEST or TWE may elect that the exercise pnce be paid with pannership interests rather
than cash

Each Time Warner General Partner has guaranteed a pro rata portion of approximately $6 bilion of TWE's
debt and accrued anterest at December 31, 1995, based on the relatve fair value of the net asses cach Time
Wammer General Partner contnbuted 1o TWE. Such indebiedness 15 recounse o cach Time Warner General
Partner only 1o the extent of its guarantee [n addition 1o thewr interests i TWE and the other Entertainment
Group companies, the assets of the Time Wamer General Parners include the equivalent of 29.6 millior
common shares of Tumer Broadcasung System, inc., 12.1 mulhion common shares of Hasbro, Inc.. 43.7 million
commeon shares of Time Warner, and substanually all the assets of Tirne Wamner's music business, There are no
restrictions on the ahility of the Time Wamer General Partner guarantors 1o transier assets, other than TWE
assets. (0 parties thal are nol guarantors

Set Torth below is summarnzed financial information of the Entenunment Group, which reflects the
consolidation by TWE of the TWE-Advance/Newhouse Pastnership efiective as of Apnl |, 1995 (Note 4), the
decomsolidation of S Flags Entertainment Corporation (“Six Flags™) effecuve as of June 23, 1995 and the
consolidation of Paragon Commumications (“Paragon™) effectnve as of July 6, 1995

TIME WARNER ENTERTAINMENT GROUP
Years Ended Decemix: 31,

1995 1994 1993
(miliiona

Operating Statement Information

Revenues S S9629 SESN S T4963
Depreciation and amortization 1,060 959 W
Business scgment operaung incomne a2 852 905
Interest and other, net - 539 6l6 Sfwd
Minonty nterest . ! 133 —_— =
income before income taxes £ 256 176 281
Income before extraordinary item i 170 136 217
Net income ) 146 136 N7
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Years Ended December 31,

15794 1954 1993
aemillons |
Cash Flow Information
Cash provided by operations - ; S1495 S LM% LA
Capual expenditures .. . .. — i 11653 (1L.13% (GIRY]
Investments and acquisiions (21T i 186 1368
Investment proceeds 1.120 51 184
Loan 1o Time Wamer . = (400 —
Bormowings 2 AR 1001 3,075
Debt repayments - : . 13,596 (23 (373
Collections on note recenvable from U S WEST . 62 234 ih
Capital contnbutions . — — 1532
Capital distnbutions ... ... ... . 11.063) (1200 (20
Increase (decrease) n cash and equivalents & (R62) 267y 1302
December 3.
1994 1794
imillbons)

Balance Sheet Information
Cash and equivalents ... .. .. . A . s 9 5 LOT7!
Total current assets . . 5 2.909 3,571
Total assets ... .....-.. . 18,960 18,992
Total curremt linbilities ... . ... R R TR R 3,23 2953
Long-term debt........... 6.137 T.160
Minonry interests......... i 126 -
Time Warner General Partners' senior pn sty capital. conustr ¥ of $1.363 bilhon

Contnbuted Capital plus an undistnbuted prionty retum : 1426 1663
Partners” caputal. before deduction of the U § WEST Note ... iy 6,745 7.262
LI § WEST Note . ... .. Lo i 169 771

The assets and cash flows of TWE are restncted by the TWE pannership and credit agreements and are
unavailable for use by the parners except through the payment of cerain fees reimbursements, cash
distrabations and loans, which are subject to limitations. At December 31, 1995 and 1994, the Time Warner
General Partners had recorded $122 million and 389 million, respectively, of stock option related distnbutions
due from TWE. based on closing prices of Time Warner common stock of $37.875 and $35.125, respecinvely
Time Warner is paid when the options are exercised The Time Wamner General Partners also recenve tax-related
distnbutions from TWE. The payvment of such distnbutigns was previously subject o restnctions until July 1995
and 15 now made 1o the Time Warner General Partners on a current basis. Al December 31, 1994, the Tame
Warner General Partners had acerued $334 million of tax-related distributions due from TWE. Dunng 1995, the
Time Warner General Partners received net distributions from TWE in the amount of $1.063 billion, consisung
of $366 million of TWE pannership income allocated to the Time Wamner General Pariners’ senior pnionty
capital interest. $680 mullion of tax-related distnbutions and $17 million of stock opuion related distnbutions
Dunng 1994 and 1993, the Time Wamer General Pariners received net fistnbations from TWE in the amount of
120} million and $20 million, respecuvely, consisting of $115 million of tax-related distributions and $5 million
of stock option related distnbutions in 1994, and $20 nullion of stock option related distributions in 1993 In
addition to the tax. stock option and Time Wamer General Partners’ senior pnonty capial distnbutions. TWE
mas make other distributions, generally depending on excess cash and credit agreement limuations. The Time
Warner General Partners’ full share of such distnbutions may be deferred if the limated partners do not feceive
certan threshold amounts by cerun dates

F-31




TIME WARNER INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —i Continued)

On June 23, 1995, TWE sold 51% of 15 interest in Sin Flags to an investment group led by Boston
Venres tor S204 mullion and received $640 mullion i addinonal proceeds from Sin Flags, represenung
pavment of certain intercompany indebtedness and licensing fees. As a result of the transacuon, Six Flags has
heen deconsolidated and TWE's remaining 49% anterest in Six Flags s accounted for under the equity method
of accounuin: TWE reduced debt by approximately $350 mullion 1 connection with the transaction, and a
portion of th: mcome on the wransaction has been deferred by TWE pnncipally as a result of its guarantee of
vertaun third-party. zero-coupon indebtedness of Six Flags due in 1999,

In the normal course of conducting their businesses. Time Warner and its subsidianes and affiliates have
had vanous transactions with TWE and other Entertainment Group companies, generally on terms resulting
from a negotiation between the affected units that in management’s view resuits 1n reasonable allocatic w In
1995, TWE and cenain subsidianies of Time Wamer entered into management services agrecments, pursuant 1o
which TWE receives fees for the management of all cable television systems owned by Time Warner
Management fees pard 1o TWE in 1995 were not matenal ln addition, Time Wamer provides TWE with certain
corporate suppon services for which it recewed a fee in the amount of $64 million. $¢ 0 million and $60 million
e 1995, 1994 and 1993, respectively

1 TBS TRANSACTION

Time Warner has entered into an Amended and Restated Agreement and Plan of Merger dated as of
Sepiember 22, 1995 (the “Merger Agreement”), which provides for the merger of each of Time Wamer and
Tumer Broadcasting System, Inc. (“TBS™) with separate subsidianes of a holding company (“New Time
Warner” and collectively, the “TBS Transacuon™ ). In connection therewith, the 1ssued and outstanding shares of
each class of the capital stock of Time Warner will be converied into shares of a substanually identical class of
capnal stock of New Time Wamner. In additon, Time Wamner has agreed to enter into certain agreements und
related transactions with certain shareholders nf TBS. including R. E Tumer and Libeny Media Corporation
{“LMC™), The Merger Agreement and certain related agreements p. vide for the issuance by New Time Warner
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 10 be issued 1o LMC. the “LMC Class Common Stock ™). in
exchange for the outstanding TBS capital stock. the issuance of approumately 13 million stock options 1o
replace all outstanding TBS options and the assumption of TBS' indebtedness (which approumated 525 billion
at December 31, 1995). As part of the TBS Transactuon, 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
recerved pursuant 10 the TBS Transacuon, will be placed in a voung wust or, in certun circumstances,
exchanged for shares of another special class of non-voting. non-redeemable common stock of New Time
Warner The TBS Transaction will be accounted for by the purchase method of accounung for business
combinations.

The TBS Transaction is subject to customary closing conditons, including the approval of the sharcholders
of TBS and of Time Wamer, all necessarv approvals of the Federal Communicatons Commission and
approprate antitrust appeovals. There can be no assurance that all these approvals can be obtaned 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 agreements.

4. CABLE TRANSACTIONS

On Apnl 1. 1995, TWE formad a cable television joint venture with the Advance/Newhouse Paninership
(*AdvanceM™Newhouse”™) w which Advance/Newhouze and TWE contnbuted cable television systems {of
interests therein) serving approximately 4.5 mullion subscnbers, as well as cenain foreign cable investments and
programming investments that included Advance/Newhouse's 10% mterest in Pnmesar Parners, LP
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(“Primestar” ). TWE owns 4 two-thirds equity interest i the TWE-Advance/Newhouse Pantnership and 15 the
managing parner. TWE consolidates  the partnership and the one-third equity interest owned by
Advance/Newhouse is reflected in TWE's consolidated financial statements as minority nterest. In accordance
with the partnership agreement, Advance/Newhouse can require TWE to purchase 1ts equity interest for fair
market value at specified intervals following the death of both of its principal shareholders. Beginmng in the
third vear. euher panner can imtiate a dissolution in which TWE would recewe two-thirds and
AdvancNewhouse would receive one-third of the parinership’s net assets. The assets contributed by TWE and
Advance/Newhouse to the parinership were recorded at thew predecessor's historical cost. No gain was
recogmzed by TWE upon the capitalizauon of the pannership

On May 2. 1995, Time Wamer acquired Summit Commumications Group, Inc. (“Summut™). which owned
cable television systems serving approximaicly 162000 sub scribers, 1n excharge for the issuance of
approximately 1.6 million shares of common stock and approximately 3.3 million shares of 2 new converuible
preferred stock (“Senes C Preferred Stock™) and the assumption of $140 mlhon of indebtedness The
acquisition was accounted for by the purchase method of accounung for business :ombinations. accordingly, the
cost to acquire Summit of approximatcly $351 mullion was allocated to the net assets acquired in proporion 1o
estimates of their respective fair values. as follows: cable television franchises-$372 mullion, goodwill-S146
million: other current and noncurrent assets-$144 million; long-term debt-$140 mullion: deferred income taxes-
$166 million; and other current liabiliues-$5 mallion.

On July 6. 1995, Time Wamer acquired KBLCOM Incorporated ("KBLCOM™). which owned cable
television systems serving approximately 700,000 subscribers and a 50% interest 1n Paragon, which owned cable
television systems serving an additional 972.000 subscribers. The other 50% interest in Paragon was already
pwned by TWE. To scquire KBLCOM, Time Wamer issued | million shares of common stock and 11 million
shares of a new convertible preferred stock (“Series D Preferred Stock™) and assumed or incurred approximately
$1.2 billion of indebtedness. The acquisition was accounted for by the purchase method of accounung for
business combinations: accordingly, the cos? to acquire KBLCOM of approxmately $1.033 billion was allocated
to the net assets acquired in proportion 1o their respective far values, as follows: investments-5950 mlbon.
cable tclevision franchises-S$1.366 billion; goodwill-3586 mullion. other current and noncurrent assets-$289
million; long-term debt-$1.213 billion: deferred income taxes-$895 million; and other current habilities-$50
million

On January 4, 1996, Time Warner acquired Cublevision Industries Corporation (“CVI™") and related
companics that owned cable television sysiems scrving 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 new
convertible prefemred stock (“Senes E Preferred Stock™ and “Senes F Preferred Stock™) and the assumplion or
incurtence of approximately $2 billion of indebtedness. The acquisition 1s not reflected in the accompanying
consolidated financial statements. The acquisiion will be accounted fur by the purchase method of accounting
for business combinations; accordingly, the cost to acquire CV1 and related companies of $904 mullion s
expected to be prelminanly allocated to the net assels acquired n proportion to estimates of their respective fair
values, as follows: cable television franchiscs-$2.390 billion, goodwill-$688 million. other current and
noncurment assets-$481 million; long-term debt-$1.766 billion, deferred income taxes-$731 mullion. and other
cuttent and poncurrent habihies-3158 mullon

The accompanying consolidated statement of operations includes the operaung results of cach business
from the respective closing date of each transacuon. On a pro forma basis, giving effect 1o (i) all of the
sforementioned cable transactions, (i) the [TOCHU/Toshiba Transaction. (ui) Time Warner'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
cenain unclustered cable television systems owned by TWE. as if each of such transactions had occurred at the
beginning of the periods, Time Wamer would have reponied for the years ended December 31, 1995 and 1994,
revenues of $8.742 billion and $8.217 billion. depreciation and amortization of £935 mullion and $906 million.
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operating income of $656 million and $653 million. equity 1 the pretax income of the Ententainment Giroup of
$286 million and $205 mllion. a loss before extraordinan tem of $255 mullion and $266 mullon ($1.02 and
$1.07 per common share) and a net loss of $297 mullion and $266 million ($1.13 and $1 07 per common share),
respectively

5. OTHER INVESTMENTS

Time Warner's other investments consist of:
_ December At

1994 lirea

| enkll s ¢
Equity method investments' ... .. . e SI.898 § 985S
Market value method investments o . 375 435
Cost method invesiments .. : SR 16 135
Total e . ) . e e . S2.389 §1.555
————— el ——=

(1 Bguits method smvestments include Time Warner's investment in TBS which wai camed a1 3841 millon a1 December TLO19es Time
Warniet has agreed fo soquire the remaning inierest in TBS thar u does not alicady own (Note 3

Market value method investzients include the far value of 121 million shares of common stock of Hasbro
Inc. 1"Hasbro ). Notwithstanding the market value per share, such shuies can be used, at Time Warner's ophon.
to fully sausfy either its obligatons with respect to the zero coupon vxchangeable notes duc 2012 (Note 6) o
the Company-obligated mandatonily redeemable preferred secunties of a subsidiary due 1997 (Note §). Because
the 1ssuance of the mandatonly redeemable prefer=d secunties provides Time Warner with protection againsi
the nsk of depreciation of the market pnce of Hasbro common stock a..d the zero coupon exchangeable notes
limit Time Warner's ability to share in the appreciation of the market price of Hasbro common stock. the
combmation thereof has effectively monectized Time Warner's investment in Hasbro

In addinon 1o TWE and 11s equity investees. companics accounted for using the equity method includ- TBS
icurrently  19.6% owned), Cinamenca Theatres, LP (509 owned) and The Columbia House Company
pantnerships 150% owned) and other music joint ventures (generally 505 ownedy. A summary of combined
financial information as reported by the equity investees of Time Wammer is set forth below

Years Ended December 31,

1995 19794 1991
{ mdllbons |

Revenues . R i ; ; 55,123 S ddd §£3.363
Depreciation and amortization . ... - e b 219 182 140}
Operating income . TP R G T 547 584 450
Income before extraordinary stems and cumulative effect of a change an

accounung principle . . 188 281 201
Net income (loss) . o . . . . . 188 256 135
Current assels S : .21 2113 1586
Total asscls GhriaTs ; ; 5,851 5,194 4,111
Current habihities 1,348 1,136 755
L.ong-term debt 1B 1,730 2
Toal Labilities . ; 5. KB 5423 RR
Total sharcholders” equity or panners’ capital Fx izl ; & (35 229) 1y
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6. LONG-TERM DEBT

Long-term debt conssts of

Drecember 11
1w 194
| ko o

Time Wammer:
7.45% Notes due February 1. 1998 . Fuay $ SO0 % SN
7.95% Notes due February 1, 2000 PSR- T . S00 SO
Floating rate notes due August 15, 2000 (6.8% nterest rate) : 454 -
Redeemable reset notes due August 15, 2002 (8.7% yield) : - L7y
7075% Notes due August 15, 2004 . e 21
7.75% Notes due June 15, 2005.. ... .. A R i . . 447 -
%.11% Debentures due August 15, 2006 ... - 545 -
8.18% Debentures due August 15, 2007 i 545
Zero coupon exchangeable notes due December 17, 2012 (6.25% yield) 5K !
Zero coupon convertible notes due June 22, 2013 (3% yield) : = 1019 Wi
9 125% Debentures due January 15, 2013 e 1,000 100K
§ 75% Convertible subordinated debentures due January 10, 2015 e 1,226 2.226
8.75% Debentures due Apnl 1, 2017 . ... .. ek i SR SR 248 248
9 15% Debentures due February |, 2023 .. .. .. ... AT ; 1003 1000
Credit agreement debt due to TWE (6 B% and 6.7% interest rates) 400 00
Time Warner Cable Subsidiaries
New Credit Agreement (6.8% inlerest rate)..... . ....coocvoeen i 1.265 —
Summit 10.5% Debentures due Apnl 15, 2005 . I i 140 —
Other ... L5 T —— R 115 129
Subtotal, ... ........ . an : : 10,307 9,239
Reclassificanion of debt due 1o TWE to amounts due to the Entertunment Group L (400
Total ; $ 9907  $8.839

Debt Refinancings

During 1995 and early 1996, i responsc to favorable market condinons, Time Warner refinanced
approximately $4 billion of its public debt and. in conjunciion with the cable acquisitons entered Into 4 New
credit agreement under which it retinanced approximatety $2.7 billion of deot assumed in the auguisiuons. as
more [ully descnbed below,

fn June 1995. a wholly-owned subsidiary of Time Wamer 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 cerain indebtedness assumed 1 the cable
acquisiuions, to refinance TWE's indebtedness under a pre-existing bank credit agreement and to finance the
ongoing working capial. capial cxpenditure and other corporate necds of each borrower

The New Credit Agreement permuts borrowings i an aggregate amount of up to $8 3 tullion, with no
wcheduled reductions 1n credit availability pnor 10 matunty. Bamowings arc limited 1o $4 billion in the case of
TW1 Cahle, 55 billion in the case of the TWE-Advance/Newhouse Partnership and $£.3 billion in the case of
I'WE, subject n each case lo certain limitations and adjustments. Such borrowings bear interest al specific rates
for cach of the three borrowers, generally equal 1o LIBOR plus a margin imually ranging frem 50 to 7.5 basis
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points, which margin will vary based on the credit raung or financial leverage of the applicable borower
Unused credit 15 available for general business purposes and Lo support any commercial paper bormowings. Each
borrower 15 requ.red to pay a commitment fee imally ranging from 2% to 35% per annum on the unused
portion of its commtment. TWI Cable may also be required to pay an annual facility tee equal to I1875% of the
entire amount of 1ts commitment. depending on the level of wts financial leverage i any given year The New
Credit Agreement contans certain covenants for each borrower relating to, among other things. additional
indehtedness, liens on assets: cash flow coverage and leverage ratios, and loans. advances, distnbutions and
other cash payments or transfers of assets from the borrowers (o their respective partnen or affilistes Principally
as a result of such restrictions. restncted net assets of consobdated subsidianies of Time Warner amounted .0
approximately 8950 mullion at December 31, 1995

In Julv 1995, TWI Cable borrowed approwmately $1.2 tllion under the New Credit Agreement to
refinance certain indebtedness assumed or incurred in the acquisition of KBLCOM. An additional $1.5 bilhon
was borrowed by TWI Cable under the New Credit Agreement in January 1996 1o refinance certaun indebtedness
assumed or incurred in the acguisition of CVI and related companies

In August 1995, Time Warner redeemed all of its $1.8 billion principal amount of outstanding Redeemable
Reset Notes due August 15, 2002 (the “Reset Notes”) in exchange for new secunties. consisung of
approuimately $454 million aggregate pnncipal amount of Floaung Rate Notes due August 15, 200K,
approximately $272 million aggregate pnncipal amount of 7.975% Notes due August 15. 2004, approximately
$545 million aggregate principal amount of 8.11% Debentures due August 15, 2006, and approximately $545
million aggregate pnncipal amount of § 18% Debentures due August 15, 2007

Through penodic redemptions. Time Warner has fully redeemed v~ $3 1 billion principal amount of 8 75%
Comvernible Subordinated Debentures due 2015 (the "8 75% Converuible Debentures™). which were issued in
Apnl 1993 in exchange for the old Senes C preferred stock that was 1ssued in Time Wamer's 1989 acquisition
of Warner Commumications Inc. ("WCI™) (Note 9). Time Wamer first redeerned $900 mullion principal amount
of & 78% Convertible Debentures in July 1993, In September 1995, Time Wamer redeemed approximately $1
tilhon principal amount of such debentures for $1.06 bilion (including redempuion premiums and accrued
interest) and, in February 1996, Time Wamer redeemed the remuming $1 2 mlhon prncipal amount of B.75%
Convertible Debentures for $1.28 billion tncluding redemption premiums and accrved mterest). The September
1995 redemption was financed with proceeds from a $500 milhion issuance of 7.75% ten-year notes in June
1995, proceeds from a $374 million issuance of Company -obligated mandatonly redeemable preferred secunties
of & subsihary 1in August 1995 and avaslable cash and equivalents. The February 1996 redemption was financed
with proceeds raised from a $575 mullion 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)
S400 muillion principal amount of 6.85% thirty-year debentures, which are putable by the holders thereof in year
seven, (1) $200 million principal amount of 8 3% fony-year discount debentures, which do not pay cash interest
tor the first twenty years. (i) $166 million principal amount of 7 48% twelve-year debentures and (iv) 5150
mullion pnncipal amount of 8.05% twenty-year debentures, See Note 8 for a descnption of the mandatonly
redeemable preferred secunties 1ssued in connection with such redempuons

An extraordinary loss of $57 million was incurred in 1993, pnncipally in connection with the redemption
of $90 nullion of §.75% Convertible Debentures and $529 mullion of WCT semor and subordinated debentures
An extraordinary loss of $42 million was recogmzed in 1995 in connecuon wath the September 1995 redemption
of the §.75% Convenible Debentures and the write-off by TWE of deferred financing costs related to its former
bank credit agreement. In addition, Time Warner recognized an extraordinary loss of $26 mullion 0 February
1996 i connection with the redemption of the remaining outstanding porton of the 8.75% Converuble
Debemures
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Zervo Coupon Notes

Time Wamner's zero coupon notes do not pay interest untl matunty, The zero coupon exchangeable notes
due December 17, 2012 are exchangeable at any ime by the holders into an aggregate of 121 mullon shares of
common stock of Hasbro. lne (“Hasbro™) at the rate of 7300 shares for each $1.000 pnncipal amount ol notes,
subject to Time Warner's nght o pay 1n whole or in part with cash instead of Hasbro common stk Time
Warner can elect to redeem the notes any time after December 17, 1997, and holders ~an elect to have the nides
redeemed prior thereto in the event of a change of control. at the issue price plus accrued interest Holders also
can elect 1o have the notes redeemed at the issue pnce plus accrued interest on December 17, 1997, 2002 and
2007, subject to Tune Wamer's nght to pay in whole or in part with Hasbro common stock instead of cash The
equivalent conversion pnce of Hasbro common stock at the first date of redemption 1s $54 41 per share, and will
be adjusted thereafter in proporuon to changes i the accrued onpinal 1ssue discount of cach note The 1.
million shares of Hasbro common stock owned by Time Wamer can be used by the Company. at s election. to
satisfy its obligations under such notes or its obligations under cenmn mandatonly redeemable preferred
securities of a subsidiary (Note 8) Unamortized onginal issue discount on the zero coupon exchangeable notes
due 2012 was $1.070 billion and $1 104 billion at December 31. 1995 and 1994, respectinely,

The sero coupon convertible notes due June 22. 2013 are convertible at any ume by the holders nto an
aggregate of 18.7 million shares of Time Wamer common stock at the raic of 7.759 shares for cach S1LUOKY
pancipal amount of notes. Time Wamer can elect to redeem the noles any ume after June 22, 1998, and holders
can elect 1o have the notes redeemed prior thereto 1n the event of a change in control. at the 1ssue pnce plus
accrued interest. Holders also can elect to have the notes redeemed at the 1ssuc price plus accrued interest on
June 22, 1998, 2003 and 2008, subject 1o Time Wamer's night to pay wn whole or in pan with Time Warner
common stock instead of cash. The equivalent conversion price of Time Wamer common stock at the first daic
of redemption 15 $61.44 per share. and will be adjusted thereafter in proporion to changes in the accrued
onginal issue discount of each note Unamoruzed oniginal 1ssue discount on the sere coupon convertible notes
due 013 was $1.396 billion and $1.445 billion at December 31, 1995 and 1994, respec.vely

TWE-HRelated Obligations

Time Warner and TWE entered into a credut agreement in 1994 that allows Time Wamer (o borrow up o
400 mullion from TWE through September 15. 2000, Outstanding borrowings from TWE bear interest at
LIBOR plus 1% per annum Time Wamer borrowed $400 million 1n 1994 under the credn agreement, and used
the proceeds therefrom principally to repay cortain of its notes at their matunty In addinon. each Time Wamer
General Partner has guaranteed a pro rata poruon of spprouimately $6 billion of TWE's debt and accrued

]

interest at December 31, 1995, as more fully descnbed in Note 2

Interest Expense and Maturities

At December 31, 1995, Time Warner had interest rale swap coniracts o pay floating-rates of interest and
receive fixed-rates of interest on $2.6 billion notonal amount of indebtedness, which resulted 1n approximately
139 of Time Warner's underiying debt being subject to vanable intercst rates (Note 12).

Interest expense amounted to $877 milhon n 1995 $769 mullion m 1994 and $698 mullion i 1993,
including $28 million in 1995 and $12 mullion in 1994 which was pard to TWE in connection with borrowings
under Time Wamer's $400 million credit agreement with TWE The weighted average interest rate on Time
Wamer's total debt. including the effect of interest rale swap contracts, was 79% and B.1% A
December 31, 1995 and 1994, respectively.
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Annual repavments of long-term debt for the five years subsequent to December 31, 1995 consist of $500
million due 1n 1998 and $2.219 billion due in 2000. Such repayments exclude the aggregate repurchase of
redemption prices of $656 million in 1997 and $1.151 billion n 1998 relating 10 the zero coupon exchangeable

notes and zero coupon convertible notes, respectively. in the years in which the holders of

exercise  heir redemption options,

7. INCOME TAXES

Domestic and foreign pretax income (loss) are as follows:

Domestic
FOMEIEN . oieen ernamieamanan,

Total : T AR B B TR

Current and deferred income taxes (tax benefits) provided are as follows

Federal
Current'"! .
Defermed=! .o oaiaciais e ransss
Foreign
Current L B
Deferred s cam e e R
State and Local
Current
Detenmed

Total

11 Includes utilizaten of tas carylorwands of $101

benefits of $9 million i 1995, 311 mullion in 1994 and $14 mulbon ir 1993 resulung from the euescine of sock opuons

such debt may hrst

Years Ended [eormber 31,
1995 1994 1991
drmilliony
£0203) TE} SSTH
05 167 138
s 2 S BY $BI

—

Years Fnded December 31,

1995 174 199
(millbons

$ 42 5 ob 5 45
(167) (81 I

215 194 168
5 (45) i

T8 T Kby
(500 i33) (541
126 S180 5245

w

mullion n 1994, 548 mullion in 194 ared 51 36 mullion a0 19491 Encludes current

and vesting of

restrcted stock awand, which were credited direcily to pad n-capital. and curtent tan benefits of 31 mullion w1995 and $6 mllioa o

1991 resulting from the retirement of debt. which reduced the evtraordinary loasen an such yean

Includes 570 million unusual charge in 1993 1o mcrease deferred tan Lability for increase in fas rate

(30 Includes forespn withbolding tases of $102 millon 1w |99, §74 mullion o 1934 and 579 mullion 0 1993
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The differences between income taxes expecied at the U.S. federal statutory income tax rate and income
taxes provided are as set forth below The relationship between income before income faxes and income tax
cxpense is most affected by the amortizauon of goodwill and certain other financial statement expenses that are
not deductible for income tax purposes and by i $70 million charge n 1993 1o adjust the duferred income tan
liability for the increase in the LS, federal statutory rate from 34% 1o 35% enacted into law that vear

_Years Ended December 31,

1952 1994 L

imillions )
Taxes on income at US. federal statutory rate . : A s M 5 I8
State and local laxes, net e AR e ) I8 30 21
Nondeductuble goodwill amoruzaton. | e . 100 97 urn
Other nondeductible expenses R A R P e o IRl 10 {1] 1
Charge to increase deferred tax liability for increase in lax rate - — (il
Foreign income taxed at different rates. net of US. foreign tax credits 3 i L3
(kher. .. ..... ey e T i6) Ll __ &
TR v v e womasiarn m mny . . .. A~ 5126 $ 1 5 245

Significant components of Time Warner's net deferred tax hawiliues are as follows:
Pecrmber 31.
1995 1994
imibllions

Assets acquired in business combinations. .. ... o A $296) 51276
Depreciation and amortizalion ... ... o.eoecieio e R 829 619
Unrealized appreciation of cenam marketable secunies R T RO, 81 91
1 17— PP SR i W el
Deferred tax habilines ... . R e v ; 4263 3446
Tax carrvforwards o 296 264
Accrued habilities : : 228 20
Receivable allowances and relum resernves : =11 20D
(51,7 S 7 108 Tt
Deferred tax asscls : . . - B43 T46
Net deferred tax habilities ) T L T $3.420 $2.700

=== —_—===

U'.S income and foreign withholding taxes have not been recorded on permanently reinvested earmings of
foreign subsidianes aggregating approximately $760 mullion at December 31. 1995, Determination of the
amount of unrecognized deferred US. income tax hability with respect 1o such earnings 1s not practucable If
such earmings are repatnated, additional US income and foreign withholding taxes are substantially expected o
be offsel by the accompanying foreign tax credits

U'S federal tax carryforwards at December 31, 1995 consisted of $328 nulhion of net operating losses,

%152 mullion of investment tax credits and $30 milhon of alternative nunImUm las credis. The utilization of
certamn carryforwards s subject to limutanons under 1S federal income (ax laws. Except for the altemnative
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pnmmum tax credits which do not expire, the other LS. tederal tax carrylorwards expire in varying amounts as
fallows [ income Lax repoming purposes

Carrvlorwards
et Imvestmemt

Uperating Ta

Losses Credita
tmillioos

19497 A . s — 5 2
IR ) - T
O L i S S R e R R e o £ . . 14 19
2000 i . : . — 25
Thereatter up 0 2008 ... . . : e 314 99
328 8182

8. MANDATORILY REDEEMABLE PREFERRED SECURITIES

In August 1995, Time Wamer issued approximately 121 mulhon Company-obligated mandatonly
tedeemable preferred securities of 3 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 prncipal amount of
1% subordinated notes of Time Warner due December 23. 1997. Cumulative cash distnbutions are pavabl: on
the PERCS at an annual rate of 4%. The PERCS are mandatorily redeemable on December 23, 1997. for an
amount per PERCS equal 10 the lesser of $54 41, and the market value of & share of commun stock of Hasbro
on December 17, 1997, payable in cash or, at Tume Wamer s option. Hasbro common stock. Tume Warner has
the nght to redeem the PERCS at any ume pnor to December 23, 1997, at an amoumt per PERCS equal to
$54.41 (or in certain limited circumstances the lesser of such amount and the market value of a share of Hasbro
common stock at the ume of redemption) plus accrued and unpaid distnbutions thercon and  dechming
premium, payable in cash or, at Time Wamers option. Hasbro common stock

In December 1995 Time Wamer issued approximately 23 mullion Company-obligated mandatorily
redeemable preferred secunues of a wholly-owned subsidiary (“Preferred Trust Secuntes™) for aggregale gross
proceeds of $575 million. The sole assets of the subsidiary that 1s the obligor on the Preferred Trust Secunnes
are $592 mullion pnncipal amount of 8%4% subordinated debentures of Time Warner due December 31, 2025
Cumulative cash distnbutions are payable on the Preferred Trust Secunuies at an annual rate of 8% Cash
distnbutions may be deferred at the clecuon of Time Wamer for any penod not exceeding 20 cuaseculive
quarters The Preferred Trust Secunues are mandatonly redecmable for cash on December 31, 2025, and Time
Warner has the night to redeem the Preterred Trust Secunties. in whole or in pan. on or alier
December 31. 2000, or in other cerain circumstances, in each casc al an amount per Preferred Trust Secunty
equal 10 $25 plus accrued and unpaid distributions thereon

Time Warner has certaun obligations relaung to the PERCS ard the Preferred Trust Secunues which
smount to a full and unconditional guaranty of each subsidary’s obligations with respect thereto.

9. CAPITAL STOCK

The outstanding capital stock of Time Warner at December 31, 1995 consisted of 297 million shares ol
pretermed stock and 387 7 million shares of common sock (net of 45 7 million shares of common stock n
wrcasury, as to which 43.7 mullion were held by the Time Warner General Fartners). At January 31, 1996,
including each brokerage house that holds shares o Time Warner common stock as one sharcholder but
evcluding the numbee of sharcholders whose shares are beneticially held by such brokerage houses, there were
approsmately 25,000 holders of record of Time Warner common stoch
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During 1995, Time Warner issued approximately 29.3 million shares of convertible preferred stock
connection with the ITOCHU/Toshiba Transacuon and s acquisiions of KBLCOM and Summit, and in
January 1996, Tume Wamer issued an additional 6.5 million shares of convertible prefer.cu stock i connection
with 1ts acquisiton of CVI and related companies Set forth below 1s a summary of the pnncipal terms of Time
Warner's outstanding issues of preferred stock

Nomber of Sharm

Gy Common Stock  Earbiest Earties
Descrijtion Outstanding iy Date T

il lbontis | ikl oo b
Senes B Preferred Stock. ... ..o 4 . - At any time
Serics C Preferred Stock.. ... .. . 33 6.8 51288 572K
Series I Preferred Stock ...l . 11.0 229 T TH00
Senes G Preferred Stock ... ... S 6.2 129 9I5/99 9/5/94
Series H Preferred Stock ... ... . 1.8 37 9/5/00 9rar9
Senes 1 Preferred Stock ..ol : 10 14.6 1r2me 10729
Shares outstanding at December 31, 1995. . .. 2.1 609
Senes E Preferred Stk issued in Januvary 1996 33 6.8 11401 114701
Senics F Preferred Stock issued in January 1996 32 67 1400 114/0]
Total shares outstanding at January 31, 1996, .. .. 6.2 T4.4

— I

Each share of Senes B Preferred Stock: (1) is entitled to a liquidation preference of $145 per share, (21 15
not convertible, (3) entitles the holder thereof to receive an annual dividend equal to $4.35 per share beginning
in June 1995, and $9.28 per share prior thereto, (4) does not generally entitle the holder thereof to vote, except
in ceriain limited circumstances, and (5) is redeemable, in whole or in pan, by Time Warner and the holders
thereof 1n exchange for cash or shares of any class or senes of pr Shicly-traded Time Wamer stock. at Time
Warner's opuon, equal in value 1o the liquidation value of the Senies B Preferred Stock plus a premium of 2% of
Liquidation value for each year after May 31. 1995 10 the redempuon date.

The principal terms of each senes of convertible preferred stock 1ssued m 1995 and 1996 (the Sencs C
Preferred Stock, the Series D Preferred Stock, the Series E Prefemmed Stock, the Series F Preferred Stock, the
Series G Preferred Stock, the Senies H Preferred Stock and the Series | Preferred Stock, and collecuvely, the
“Convertible Preferred Stock™) are similar in nature, unless otherwise noted below. Each share of Convertible
Preferred Stock: (1) is entitled to a liquidation prejerence of $100 per share. (2) is immediately convertible into
208264 shares of Time Warner common stock at a conversion price of $48 per share (based on its hquidaten
value). except that shares of the Series H Preferred Stock are generally not convertible untl September 5, 2000,
{31 entitles the holder thereof {i) 1o receive for a four year penod from the date of 1ssuance (or a five year penod
with respect 1o the Series C and Series E Preferred Siock) an annual dividend per share equal to the greater of
$3.75 and an amount equal to the dividends paid on the Time Warner common stock into which each share may
be converted and (i) 1o the extent that any of such shares of preferred stock remain outstanding at the end of the
perind i which the miumum $3.75 per share dividend is 10 be pad. the holders thereafier will receive
dividends equal 10 the dividends paid on shares of Time Wamer common stock multiplied by the number ol
shares into which their shares of preferred stock are convertible and (4) except for the Senecs H Preferred Stock
which is generally not entitled to vote, entitles the holder thereof 10 voie with the common stockholders on all
matters on which the common stockholders are entitled to vote, and each share of such Converuble Preferred
Stock 1s entitled 1o two votes on any such matter.

Time Warner has the night to exchange cach senes of Convertible Preferred Stock for Time Warner
common stock at the stated conversion price ot any time on or after the respective exchange datc. The Senes C
Preferred Stock 1s exchangeable by the holder beginning after the third year from its date of 1ssuance and by
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Time Wamer after the fourth year at the stated conversion pnce plus a declining premuum in years four and five
and no premiwm thereafter. In addiion. Time Wamer has the nght to redeem cach senes of Convertible
Preferred Stock. in whole or in pan. for cash at the hquidauon value plus accrued dmvidends, al any ime on of

after the respective redemption date

Purssant 1o a sharcholder nghts plan adopted in January 1994, Time Warner distnbuted one nght per
comton share which currently becomes exercasable in certain cvents involving the acquisiton of 5% or more
of the then ouststanding common stock of Time Wamer. Upon the occurrence of such an event, cach nght
entitles us holder to purchase for $150 the economic equivalent of common stock o Tune Wamer, of 1 cenun
circumsiances. of the acquiror, worth twice as much. In connection with the plan, 4 million shares of preiemed
ock were reserved The nights expire on January 20, 2004. In connection with the TBS Transaction. Time
Warner expects o amend the sharcholder nghts plan pnncipally to change tie basis for determining 1f an
acquisition of 15% or more of Time Wamer common stock has occurred to o fully-diluted basis

In 1993, Time Wamner redeemed or exchanged $6.4 billion of Senies C and Senes D preferred stock (“old
Seres C and Senes D preferred stock™) that were issued in Time Wamer's 1959 acquisiion of WCL The cash
redemption of the old Senes D preferred stock was financed principally by the proceeds from the issuance of
long-term notes and debenturvs. The old Senes C preferred stock was exchanged for the 8.75% Converuble
Debentures.

Al December 31, 1995, Time Warner had reserved 1726 million shares of common stock for the
comversion of its Convertible Preferred Stock, zero coupon convertible notes and other convertible secuntics. and
for the exercise of outstanding opuions 1o purchase shares of commen stock. excluding 257 milhion shares
related 10 the 8 75% Convertible Debentures which were redeemed in February 1996 (Note 6}

10, STOCK OPTION PLANS
Options 10 purchase Time Warner common stock under various stock opuon plans have been granied
emplovees of Time Warner and TWE at. or in excess ol. fair market value at the date of grant Generallv, the
pprions hecome exercisable over a three-year vesting peniod and expire fen years from the daic of grant A
cummary of stock option activity under all plans 1 as Tullom s
Thousands  Exercise Price

of Shares Per Share
Balance at lanuary 1. 19935 . 77611 $ B5-48
Ciranted . : AL L& b
Exercised i (3,72 K40
Cancelled _“|_]t_ﬂ'u 17-45
Balance al December 31, 1995 “ TR.L 1Y $17-48
N Iecember 31,
1995 _ 194
| U |
Exercisable 1 L . 66,242 63,100
Avallable tor futurc gran 7884 H.B4G

For options exercised by employees of TWE, Time Warner 15 reimbursed for the amount by which the
market value of Time Warner commeon stock on the exercise daie exceeds the exercise pnee. of the greater of the
exercise price of $27.75 for options granted prior 10 the TWE capitalization on Junc 30, 1992 There were 285
million opuons held by employees of TWE at December 31, 1995. 21 & rulbion of which were exercisable
There were | 3 mullion options exercised in 1994 and 4 8 mullion options exercised in 1993, at pnices ranging
from $8-536 per share in cach vear
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11. BENEFIT PLANS

Time Wamner and s subsiianes have defined benefit pension plans covenng substantially all domesti
cmployees, Pension benefits are based on formulas that reflect the emplovees” years of servce and
compensation levels dunng their employment penod Qualifying plans are funded i accordanice  wath
government pension and income tax regulatuons Plan assets are invested in equity and fiaed incoine secunnics

Pension expense included the following
_!’Ell\_l-lhﬁ_d [Mevwmmbser V]

Iv_'ﬂ (2] [

imillions e a

Service cost ) § S W b P
Interest cost. 53 i) 45
Actual retum on plan assets 3T (2 154
Nel amortization and deflerral __ B 145 1]
Total zatlith 5 M 37 $ 28

The status of funded pension plans 15 as follows
_Iﬁmtur 1]
17 1754
tmdllions
Accumulated beneht obligaton (89% sested) 354 394
Effect of future salary increase 1492 132
Projected benetit obligation - ' Tin 426
Plan assets ar far value 3 498
Projected benenit oblhigation in excess of plan assets 193} i ¥
Unamornized actuanal losses ol i
Unamoruzed plan changes 2 (e d
(hher [RiL (1.3
Prepaid faccrued) pension expensc $ (M $ 3
The following assumptions were used n accounting for pension plans

195 1me 1
Weighted average discount rate T25% BS% T5%
Retwrn on plan assets A e 9% 9%
Rate of increase in compensation 6% h% b

Employees of Time Wamer's operations in foreign countries paricipate to varying degrees in focal pension
plans. which in the aggregate are not significant

Time Warner also has an emplovee stock ownershup plan. 4010k savings plans and other savings and profi
shaning plans, as to which the expense amounted 1o 351 million in 1995, 851 million in 1994 and 346 mullien in
1993 Contnbutions to the 401(k} and other savings plans are based upon a percentage of the employees’ elected
contnbutions. Contnbutions to the employee stock ownershup and profit shaning plans are generally determuned
by management and approved by the board of directors of the pamcipaung companics
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12. FINANCIAL INSTRUMENTS

The carrying value of Time Wamner's financial instruments approximates fair value. except for differences
with fe:pect 1o long-term, fixed-rate debt and related interest rate swap contracts and cenain 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 to market values
resulting from trading on a natonal secunnes exchange or in an over-the-counter market. In cases wh re quoted
market prices are not available, such as for denwvative financial instruments, fair value 1% based on estimales
using presemt value or other valuation techmques

Interest Rate Risk Management

Interest rate swap contracts are used to adjust the proporuon of total debt that 1s subject o vanable and
fixed interest rates. Under interest rate swap contracts, the Company either agrees 1o pay an amount equal 10 a
specified floaung-rate of mterest imes a notional pnncipal amount, and to receive In feturn an amount equal to a
specificd fixed-rate of interest umes the same notronal principal amount or, ViCe YErsa, 1o reccive a floating-rate
amount and to pay a fixed-rate amount. The notional amounts of ths contracts are not exchanged. No other cash
pavmenis are made unless the contract is termnated prior to matunty, in which case the amoum paid or recenved
wn settlement s established by agreement at the time of termination, and vsually 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 eniered into with a numbsr of major financial insututions 10 order to minimize
credit nsk

The net amounts paid or payable, or rerzived or recevabie, rough the end of the accounting penod are
included in interest expense, Because interest rale swap contracts are used to modify the interest charactenstics
of Time Warner's outstanding debt from a fixed 10 a floating-rate basis of, vice vera. unrealized gains or losses
on interest rate swap contracts are not recognized in income unless the contracts are lermnated pnof 1o their
matunty Gains or losses on any contracts termunated early are deferred and amortized to income over the
remamng average life of the terminated contracts

Al December 31 1995, Time Wamer had interest rale swap conwacts to pay Hoating-rates of interest
iaverage six-month LIBOR rate of $.9%) and receive fixed-rates of interest (average rate of 54%) on $2.6
tullion notional amount of indebtedness, which resulted 1n approximaiely 43% of Time Warner's underiying debt
being subject to vanable anterest rates. The notional amount of outstanding contracts by vear of matunty at
December 31, 1995 15 as follows: 1996-8300 mullion: 1998.8700 mallion. 1999-51.2 hillien, 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 prevathing at December 31, 1995, the fair value of Time Warner’s fixed-
(ate debt exceeded its carrying value by $407 mallion and 1t would have cost $9 million to lermunate the related
interest rate swap contracts, which combined is the equivalent of an unrealized loss of 5416 milhon. Based on
Time Warner's fixed-rate debt and relaed 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
+ net teduction of increase in the combined unrealized loss of approumatcly $185 million, respectively.
including respective costs of savings of 516 million to terminate the related interest rate swap contracts. Based
on the level of interest rates prevaihing at December 31. 1994, the faur value of Time Wamner's fixed-rate debt
was $572 million less than its carrying value and it would have cost $236 million to terminate 1ts inlerest raic
swap contracts, which combined was the equivalent of an unrealized gain of $336 million

Although changes in the unrealized gains of losses on interest rale swap contracts and debt do not result in
the realization or expenditure of cash unless the contracts are termunated or the debt 15 retired, cach 25 basis
point increase or decrease in the level of interest rates related to Time Wamner's vanable-rate debt and interest

44




TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—i{ Continued)

rale swap contracts would respectively increase or decrease Time Warner's annual interest expense and related
cash payments by approuimately $12 mullion, including $£7 million related to interest rale swap contracts

Foreign E:change Risk Management

Foreign exchange contracts are used pnmanly by Time Warner o hedge the nisk that unremitted or future
royalties and hicense fees owed 1o Time Wamer or TWE domestic companies for the sale or anticipaled sale of
US copynghted products abroad may be adversely affected by changes in foreign currency exchange rates. As
part of us overall strategy to manage the level of exposure to the nsk of foreign curmency exchan,z ralc
fluctuations. Time Wamer hedges a portion of its and TWE's combined foreign currency exposures anucipated
over the ensutng twelve month period. At December 31, 1995, Time Wamer has cffecuvely hedged
approximately half of the combined estimated foreign currency exposures that prncipally relate 10 anucipated
cash flows to be remitted 1o the U.S. over the ensuing twelve month period, using oreign exchange contracts
that generally have matunues of three months or less, which are generally rolled over to provide continuing
coverage throughout the year Time Wamner often closes foreign exchange sale conwacts by purchasing an
offsetting purchase contract. At December 31, 1995, Time Warner had contracts for the sale of $504 mllion and
the purchase of $140 million of foreign currencies at fixed rates, primarily English pounds (29% of net contract
value), German marks (19%), Canadian dollars {16%). French francs {16%) and Japanese yen (5%). compared
1o contracts for the sale of $551 million and the purchase of $109 million of foreign cumencies ol
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 cammying value of foreign exchange contracts approximates markst
value The carrying value of foreign exchange contracts was not matenal a1 December 31, 1995 and 1994 and 15
included in other current liabilities. No cash is required to be received or pad with respect 10 the realizanon ol
such gains and losses until the related foreign exchange contracts are settled, penerally at their respective
matunty dates. In 1995 and 1994, Time Wamer had $20 million and $33 million. respectively, and TWE had
$11 million and $20 million, respectively, of net losses on foreign exchange contracts, which were or arc
expecied 1o be offset by corresponding increases in the dollar value of foreign currency royalues and livense fee
payments that have been or are anucipated to be received in cash from the sale of U.S. copynghted products
abroad Time Warner reimburses or 1s reimbursed by TWE for contract gains and losses related 10 TWE's
foreign currency exposure, Foreign currency Contracts are placed with a number of major financial insututions in
order 10 minimuze credit nsk.

Based on the foreign exchange contracts outstanding at December 31, 1995, cach 5% devaluauon of the
U'S dollar as compared to the level of foreign exchange rates for curtencies under contract at
December 31, 1995 would result in approximately $25 million of unrealized losses and $7 mulbon 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 gans and $7 million of unrealized
losses. respectively. At December 31, 1995, none of Time Warner's foreign exchange purchase contracts relates
to TWE's foreign currency exposure. However, with regard to the £25 million of unrealized losses of gans on
foreign cachange sale contracts. Time Wamer would be reimbursed by TWE. or would reimburse TWE.
respectively, for approximately $6 million related to TWE's foreign currency exposurc. Consistent with the
nature of the economic hedge provided by such forcign exchange contracts. such unrealized gains or losses
would be offset by corresponding decreases of increases, respecuvely, in the dollar value of future foreign
currency royalty and license fee payments that would be received 1n cash within the ensuing twelve month
penod from the sale of U.S. copynghted products abroad
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13, SEGMENT INFORMATION

Time Warner's businesses are conducted in three fundamental areas Ententun nent. consisting pnincipally
of interests i recorded music and music publishing, filmed entertainment, broadeasung, theme parks and cable
television programming; News and Informanion, consisting principally of interests in magazine publishing, book
publishuig and direct markeung: and Telecommunications, consisung principally of nterests in ca e television
systems. Time Warner's interests in filmed entertmnment. broadcasting. theme parks, cable television
programming and most of its telecommunications business are held by the Entertaament Group. wohich s not
consohdated for hnancial reporung purposes

Information as to the operations of Time Wamer and the Entertainmert Group i different business
segments is set forth below. Cable business segment information for Time Wamer reflects the T99S acquisitions
of KBLCOM and Summit Cable business segment information for the Entenanment Group reflects the
consolidation by TWE of the TWE-Advance/Newhouse Partnership effective as of Apnl 1. 1995 and Paragon
clfective a5 of Juls h 1995 The operating results of Sia Flags have been deconsohdated effective as of
June 23, 1995 and results prior to that date are reported separately to faciltate comparability.

Years Exded December 31,

1995 1994 1991
imillionsy

Revenues
Time Warner
Publishing ; $3,722 $3433  $3.270
Music . : 4,196 3986 3334
Cable ; ; ; S i 172 — —_
Intersegment elimination . N = : (231 (23} (23
Total ; ; : A biatais ; $8.067  $7.396  $6.5%1
Entertainment Group:
Filmed Entertunment . ... 5 ; $S.078  S4484 54032
Six Flags Theme Parks : i . i 557 533
Broadcasting-The WB Network ... ... ... .. K i1 — --
Programming-HBO . ., ... . 1,607 1.513 LA41
Cable e e EREE 2.242 2,208
Intersegmem elimination .. - . (410 {287} (251}
Total : o $9.620  $8.509  $7.963
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Years Ended Deoember 31

1995 1994 1
- lmTllthm —

Operating Income
Time Warner
Publishing SIRL $3a7 3208
Music'!' 32 ity T
Cable ; __t5) -
Total ’ : . . S647 5713 3341
Entertamment Corouif
Filmed Entennunment . ola, 8253 29 $233%
Sin Flags Theme Parks 29 St 51
Broadcastung-The WB Network (6563} - -
Programming-HBO . ... . 274 237 213
Cabie .. i 502 340 Al
Total . . - 992 $K52 904

11 Includes prewan Josses of 385 million recorded in 1999 related 10 cenhin Businesics 2nd jond ventures owhed by the Musie Drvion
which were restruchuted of closed The Jowses are primanily related 1o Warne: Munc Enterprises, one of the Company s direct marketing
effors, and the wrte off of its related direct mail order assets thal were pot recoverable due to the cloture of this usiness Such closure
way substantially compheted in 1993 a=1 wall not requare any W Boant futere cash outlays The activities that will e b confimue ®
are not matenal o the Company's resulis of operaiions. having resulied 10 inagnificant cperating losses i poor penods

% ars Ended December 31,

1995 1994 19913
T milllewi

Depreciation of Property, Plant and Equipment
Time Warner:
Publishing . Ssu $47 548
Musi 05 Hty K7
Cable S = o F
Towal L 5133 $132
Enterrainment Group
Filmed Entertainment S113 5§76 $ 51
Siv Flags Theme Parks X 51 41
Broadcasung-The WB Network : — = =
Programmung-HBO . I8 14 I4
Cable 468 M0 37
Tistal 616 5461 433
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Years Ended December M.

1995 1“-!__ 199}
(emillbon.. o

Amaortization of Intangible Assets’"
frme Wirmer
Publishing o . 6 % i 5 32
Music . . o ; 274 68 26d)
Cable & . 68 - -
Tontal ! . $ 178 $ 4 3 M2
Enterramment Giroup
Filmed Entertaimment 5 124 5 138 S 143
Six Flags Theme Parks 1 28 28
Broadeasung-The WB Network ; ; =l . S5
Programeung - HBO T . | L] 3
Cable el i . I 08 My 302
Toal . $ 444 S 47K $ 476

(1 Amoiation i ledes sl smomzaton relating o the scquisition of WCT 1n 1989, the scquitinon of the munonty steresd i ATC in
152 e scguiunons of KBLOOM and Sumeut in 1994 and other busnews combinations scoounted for By the purchaw methasd

Information s to the assets and capial experditures of Time War-er and the Entertainment Group 15 as

fullows

December 3.
199¢ 1954 15993

[T -
Assels
Time Warner
Publishing $ 2175 § 23 Y 1597
Music 7.828 7672 TA01
Cable 1ET7S —
Entenainment Group ! : : 5733 5,350 5627
Corporate ; 2520 1.681 1.967
Total $22,132 sle7le S16.892
Entertainment (irowp
Falmed Entertamment - § 7.389 § 7184 56719
Siv Flags Theme Parks . — Bl4 B4H
Broadcasung-The WB Network : 63 - —
Programming-HBO i a15 911 875
Cable s ; = 9842 K. 303 §.102
Corporate SRR 5 131 1,780} 1,658
Toral S18.960  SIR99Y  §18.200

(11 Ertertunment Group auets represent Time Wamnet s iavedment in and amounts due 1 and from the Easeramment Group
10 Conusts ponapally of cash cash equivalents gnd odher imEiments
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Yeary boded Decembser 3.

1994 1954 1991
i midloas )

Capital Expenditures =
Time Warner
Publishing % T0 3 40 L 44
Mussc . 121 [1s Gl
Cable. ... .. S . 56
Corporate A g 19 b b
Total L T T L T T b
Entertainment (roup
Filmed Entertaimment $ 4 £ 398 L L]
Sin Flags Theme Parks . - 43 o ¥
Broadcasung-The WB Network —
Programming-HBO 20 14 It
Cable'" } i . 1,293 TTH 54
Corporate i . =
Tonal $ 1.653 g 1323 5 613

(1) Cable capital expenditures were funded in part through colisctions on ihe U1 S WEST Note in the amount of $602 million w1995 5234
million i 1994 and $16 mullon i 1993 Nowe 2
Information as to Time Warner s operations in different geographical areas 13 as follows
Years Ended Decrmber 3,

1994 1994 1991
| el s |

Revenues
Umited States''' . == 8§ 5447 § 4044 § 4404
Europe 1.552 1445 1.296
Pacihe Rim 175 724 583
Rest of World 291 231 188
Fnal % K067 $ 7.394 5 S8
Operating Income
Unied States 2 § 457 LS £ 436
Europe : : 15% 10% 102
Pacific Rim 57 T4 28
Hew of World 25 37 25
Total : : L 097 $ 713 S 591
Assels
U'mited States $19.3010 S13.961 514,328
Europe 1,797 1.717 1.635
Pacinc Rim 62K 636 514
Rest of World 4y 402 415
Total . : $22.132 316716 $16.892

| Trme Wamer's revenues do not inchude the revenoes of the Enerinmen Group, which heod eLpon revenue of $1 942 tallecn in 1995
S0 ped billon m 1994 and $1 650 belbon e 1993 principally from the sale of Fitmed Frniermnment products abeoad
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14, COMMITMENTS AND CONTINGENCIES

Total rent o pense amounted to $174 million in 1995, S157 mallion 1n 1994 and $16% million wm 1993 The
munumum rental commitments under noncancellable long-term operating leases are 149965147 mullion. 1997
§13% pullion. 1998-8139 million; 1999-$130 million. 2000-$123 mulhon and after J000-5923 mallion.

Minimum commitments and guarantees under certain licensing, arusts and other agreements aggregated
approumately 529 billion at December 31, 1995, which are payable principally over a five-vear penod. Such
amounts do not include the Time Warner General Partner guarantees of approximately 36 bilhon of TWE debt

Pending legal proceedings are substanually hmued 1o lingation incidental o the businesses ol Time
Warner. alleged damages in connection with class action fawsuits and pending hiigation with 'S WEST In the
opimion of counsel and management, the ulumate resoluuon of these matters will not have 4 matenal effect on
the hnancial statements of Time Warner

15, ADDITIONAL FINANCIAL INFORMATION
Addinonal hnancial information with respect to cash flows 1 as follows
Years Ended Deormber A,

199 1994 1993
T vmillrons i
Cash pavments made for interest . : $659 % 51 5 330
Cash payments made for income taxes . . 302 389 234
Tax-related distnbutions recenved from TWE HB0 115 -
Income tas refunds recewved .. 24 S0 52

During the vears ended December 31. 1995 and 1994, Tume Warner realized $35 mullion and $179 mulhon,
respectively, from the secuntization of receivables. Noncash investuig and fiinancing activines 1in 1995 included
the S1 4 billion acquisttions of KBLCOM and Summut 1n exchange for capital stioch (Note 40, the $1.36 billion
acquisiuon of ITOCHLU's and Toshiba's interests in TWE in exchange for capital stoch and $10 millon in cash
iNote 21 and the S1.8 billion redemption of Time Wamner's Resel Notes i exchange for other debt secunuies
{Note 61 Noncash financiag activities 1n 1993 included the issuance of approumately $3 1 ilhon of debentures
in exchange for the old Senes C preferred siock (Note 9)

Other curremt labilites consist of

December M.
1994 1994
f il
Accrued expenses . § 972 S T4
Accrued compensauon 337 MO
Accrued income laxes . .. 173 81
Delerred revenues . ¥4 5
Total 51,5066 51238
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REPORT OF MANAGEMENT

The accompanying consohdated financial statements have been prepared by management in conformaty
with gencrally accepted accounting pnnciples, and necessanly include some amounts that are based on
management s best estimates and judgments

Time Wamner maintains a system of intermal accounting controls designed to provide management with
reasonable assurance that assets are safeguarded against loss from unauthonized use or disposition. snd that
transactions are execuled in accordance with management’s authonzation and recorded properly The concept of
reasonable assurance is based on the recogmtion that the cost of a system of internal control should not exceed
the benehts derved and that the evaluation of those factors requires estimates and judements by management
Funher, because of inherent limutanions in any system of internal accounting control €rrors of irregulanties may
necur and not be detected. Nevertheless. management believes that a hugh level of internal control 1s maintaincd
by Time Warner through the selection and traunung of qualified personnel, the establishment and commumication
of accountng and business policies, and its internal audit program.

The Audit Committee of the Board of Directors. composed solely of directors who are not employecs of
Time Warner, meets penodically with management and with Tume Wamer's internal auditors and independent
auditors 1o review maters relating to the quality of financial reporung and miernal accounting control, and the
nature, extent and results of their audits. Time Warner's internal auditors and independent auditors have Iree
access 1o the Audit Commitice

Gerald M. Levin Richard D s arsons D «hard ) Bressler
Chagrman and President Senor Viee President
Cluet Baccunve Officer and Chiet Financial Officer




REPORT OF INDEPENDENT AUDITORS

The HBoard of Directors and Shareholders
Time Warner Inc.

We have audited the accompanyving consolidated balance sheet of Time Wamer Inc. ("Time Wamner”) as ol
December 31, 1995 and 1994, and the related comsolidated statements of operanons. cash flows and
shareholders’ equity for each of the three years in the penod ended December 31, 1995 Our audits also
included the hnancial statement schedules listed 1n the Index st ltem 14¢a). These financial statements and
schedules are the responsibility of Time Wamner's management. Our responsibility 15 10 express an opimon on
these financial statements and schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
matenal muisstatement. An audit includes examining, on a test basis. evidence supporung the amounts and
disclosures 0 the financial statements. An audit also includes assessing the accounting pnnciples used and
sigmficant estimates made by management, as well as evaluating the overall irancial statement presentation. We
believe that our audits provide a reasonable basis for our opinon.

In our opimon. the financial statements referred to above present faurly, in all matenal respects. the consolidated
financial position of Time Wamer at December 31, 1995 and 1994, and the consolidated results of its operations
and 115 cash fows for each of the three years in the peniod ended December 31, 1995, in conformity with
generally accepted accounung pnnciples. Also. in our opinion, the related financial statement schedules, when
considered m relation to the basic financial statements taken as a whole, present “wrly in all matenal respects the
information set forth therein

Ernst & Youwc LLP

New York New York
Februars o "%
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TIME WARNER INC.
SELECTED FINANCIAL INFORMATION

The selected financial information for each of the five vears in the penod crided December 3, 1995 el
forth below has been denved from and should be read in conjunction with the financial statements and other
tinancial information presented elsewhere herein, Capitalized terms are as defined and descnbed in such
consolidated financial statements, or clsewnere herean. The selected histonical financial informaton for all
penods after 1992 reflects the deconsolidation of the Enterainment Group, pnncipally TWE. cffectie
January 1, 1993,

The selected historical financial informaton for 1995 refiects the ssuance of 293 m.lhon shares of
convertible preferred stock having an aggregate liquidanion preference of 52926 tuthon i connection with
(1) the acquisitions of KBLCOM and Summit and (i) the exchange by Toshiba and [TOCHU of their direct and
indirect interests in TWE. The selected histonical financial information for 1993 reflects the 1ssuance of $6 1
billion of long-term debt and the use of $ 5 tillion of cash and equivalents for the exchange or redemption of
preferred stock having an aggregate liqudation preference of $64 billion The selected histoncal financial
\nformation for 1992 reflects the capiatization of TWE on June 30, 1992 and associated refinancings, and the
acquisition of the 18.7% minority interest in ATC as of June 30, 1992, using the purchase method of accounting
for busincss combinations

Per common share amounts and average common shares have been restated to give effect to the tour-lor
one common stock split that occurred on September 10, 1992
Years Ended December 3,

Selected Operating Statement Information 1995 194 199 1992 A
imillicns, rxcepl per share amounts)

Revenues - ... ... ... . $ 8067 S 7396 6581 $13070 SI20lI
Depreciation and amoruzation 559 437 44 1172 1.109
Husiness segment operating income (a, e 697 713 591 1,343 1154
Eguuy in pretax income of Entenainment Group 156 176 281 - -—
Interest and other, net TRt el ; 877 724 T18 He2 e
Net income (loss) ibMc) {166) 191 (220 13 993
Net loss applicable 1o common shares tafter preferred ;

dividends) 1218) (104 (339) (542) 692
Per share of common stock

Net loss (bye). .. i i § (057) S (02T S 1090) S 14 5 (24

Dividends . < 03 § 035 § 031 $025 § 025
Averape common shares (€ ELER ] 1759 a7 T 2882

1a¢ Businews wegment operating icomes for the year ended [recember 3| 1999 includes 583 mllion in hoses relating o certah Pullnesass
and poant ventures caned by the Muiie Division which were restructured of choned  Husiness segmenl OpErating |foome fow thee vear
ended December 3, 1991 includer o 360 million charge relating o the restnuciunag of the Publishing Dwvivion

(b1 The net loss for the year ended December 1 1945 includes an eattaprdinary liny on the retirement of debt of 2 midlion (311 et
commmon share) The net loss for the year ended December 2 199 (ochades an enrsondnany bma oo the renrement of debe of 357
mullion %19 per common share ) and an unusual change of $70 mullion (5 19 per common share ) from ihe effect of the pow =come Ly
law o& Time Wazmer's deferred income tan Labnlny

In August 1991, Time Warner completed the sale of 1379 million shares of common siock pursuant 0 a nght offering et proceeds
of §2 588 million from the nghts offenag were uied o reduce indebedness under Time Warner v bank credit apreement I the ngho
sffening had been completed at the beginning of 1991, et low for the yeas winild have been reduced to 331 mullion. o 31 70 per
Cnmon share. and there would have boen 369 | millon whares of common wock outianding ‘dunag the year

"1
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Selected Balance Sheet Information

Investments i ond amounts due 1o and from
Enterianment Group

Total assets
Long-term debe .

Compans -obligated mandatonly redeemable preferred
secunties of subsidianies holding solely subordinated
notes and debentures of the Company (a)

Sharecholders” eguity:
Preterred stock hgudanon preference
Equns applicable to common stick
Total shareholders’ equit;

Total capuabization

Years Ended December A,

T 199s 1994 1991 1992 1991
imilhions. except per share amouaniss

£ 573 % 5350 % 5027 S - -
X132 16,716 16,8492 37366 24,889
9,007 8839 9,291 10,065 B716
u4g - - = =
244 140 140 0,532 0,256
673 1.(Ks 1.0 635 2242
3,667 1148 1.310 8. 167 5494
14,523 9,957 106 18,2358 17.214

1 1< ludes §374 millon of preferred secuntics thal are redeemable for cash o a1 Time Warner 1+ option approimatedy o | ormalbenn ahares

of Hastwo Iee common stock oaned by Time Wamer



TIME WARNER INC.
QUARTERLY FINANCIAL INFORMATION (UNAUDITED

Equity in
Pretay MNet el Income

Uperating lincome Income ilosi (Losal Per  [hvidends

Income of | Lamay of et A U Fer Average ¥ B

Business  Entertainment  Income o Common Share Common  { smmean Modh
Quarter  Krvenues sepmeniy Coroup iLaona p Shareatb) ibich Share  Shares High  Low

milliom, except per share amoants

1995
LR $1.R17 S8 e 2 § 447 3 (Hn 2015 i Ll B LELL IR
ind |07 Ind d (L1} R (D03 e LY pho= bd oy
LG EY 1981 21 1 144 R D4l e i o TLE O LY
dth 138l 154 M L3 b [T Ui ST Xl e EYY
Year (a) o007 [Tk 158 | 11} 1118y a7 0 W LLRR i’
1994
[§Y] §1.5%% LR 3 4y i § A HURET] UL VN (P R
Il 107 | T L] 1] 12N 10 10 ) i PThs TS E A
Ind 1. 8R4 141 by [ 5] [0 [ i1 ki T | e 4
Ath 2287 290 in 12 A oo ik L B
Yeur 73048 TH) 176 i BT ] IRL} VTH i,

- —————

(at Business segment operatng income for the third quaner of 1995 includes SES million 10 losses relanng to certiin Pusnineues and pos
ventures owned by the Muik Dovison which were restruciuned of choned The oet boss for the third guarter of 199% e judes 4
extraordinans Jois on the retirement of debd of 342 mullion 3 11 per common sharel

bl After prefermed dividend requirements

(g1 Pet common share amounts for the quanen and full vean have been calculated separatehs According by Guaneriy amounts fMas fed sk
1o the annual amount ber use of differences tn the sverage common tharey oubslanding duning cach peri=




TIME WARNER INC,
SCHEDULE [—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED BALANCE SHEET

[ecember 31,
imillions )
s b 0

ASSETS
Cash and equivalents (a) £ w2 5 68
{nvestments 1n and amounts due to and from unconsohdated subuidianes and

cquity method mvestees 16,040 13,122
COither assels : i ; 436 358
Total assets ; : . . : 517,398 §13.548
LIABILITIES AND SHAREHOLDERS® EQUITY
Longterm debt . ... ... & : . § K467 % KAl
Deferred income taxes ; iy . . . z 3420 2,700
(nher habthities . ... . ... , 6T RED
Subordimated notes and debentures in support of manda:unh redeemable

preferred secunties of subsidianes - 917 ==
Sharcholders” equity:
Preferred stock . A e s & ; s 30 I
Common stock . e : . 188 19
PPaid-in capital & ; ; g 5422 1588
Unrealized gains on certan :m:k:u.h!: securlics : RL 13
Accurmnulated deficit ke : (2,289 (1,950
Total shareholders” equity .. : 36T IBEL
Total habilines and sharcholders” equity $17.39a 513348

(o) Includes 3337 mullion of cash and cqunalenti at December 11, 1994 segrepated for the redempuon of long-term ]

See acooMmpanying 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)

Equuy wn the income of unconsolidated subsidianes and equity method
investees before federal and state income and foreign withholding taves

Inte-est and other, net
Corporale expenses .

Income iloss) belore federal and statc income and foreign withholding taxes
Provision for federal and statc income and foreign withholding taxes

Loss before extraordinary item .
Extraordinary loss on debt, net of $26 mullion and 53? million income tax
benefit in 1995 and 1993, respecnively

Net loss .

Ser accompanying noles

F-87

1995

$ HIS
(860
(74

(119
(5

(124

19794

£ 7
(el
_|'.'h|

14
(108)

9]

19
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TIME WARNER INC.
SCHEDULE I—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED STATEMENT OF CASH FLOWS
Years Ended December 31,

imillions)
1994 1994 1991

OPERATIO NS
Net loss i N .. e A S (66 5 (% S 122h)
Extrzgordinary loss on reurement of debl 42 — 57
One-ume tax charge (a) ... ... ..o : - i — — T0
Noncash interest expense - .. ... . 176 219 85
Deticiency of distributions over equily in pretax income of

unconsolidated subsidiaries and equity method investees (b) {89) (3961 462}
Onher, prncipally changes in operating assets and liabilies . (72 149 435
Cash provided (used) by operations (€)...... .. (1o (119 1
INVESTING ACTIVITIES
Investments and acquisitions. prncipally loans and advances 1o

unconsalidated subsidianes ... (353} (B15) 1737,
Investment proceeds. principally repayments of loans and advances by

unconsolidated subsidhanies ... 1,154 1087 114
Cash provided (used) by invesung activitics (d) 80} 212 __(623)
FINANCING ACTIVITIES
Borrowings . . U ———. 748 550 4,730
Debt repayments s ; . . 11,455) 6l [RRLLRY
lssuance of subordinated notes and debenturcs 1n support of mandatonly

redeemable preferred secunues of subsidianes i _— a77 - -
Redemption of old Senes D preferred stock - - 13,494,
Dividends paid —— AR (171} (142) 1259)
Stock option and dividend reinvestment plans 106 34 92
Other, principally financing costs __@an 6 (HEEY
Cash provided (used) by financing activities (d) i 162 _U8Ly 10T
INCREASE (DECREASE) IN CASH AND EQUIVALENTS 854 i28) 16661
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD 6H¥ Gy 762
CASH AND EQUIVALENTS AT END OF PERIOD . . £ 922 § 68 5 Y6

131 Befects a 570 milhon increase wn Time Wamner's deferred income L liability ai a result of new tan law enacted in 1993

(b1 Distobutions from enconsolidaied submadianes and equity method invesioes were 726 rmalion, 5138 mullson and 332 malbon (993
199 and 1997 respectively

i¢1 Cash payments made for interest amounted to 3628 mullon. $539 mulhon and 5268 mullion i 1993, 19948 and 1991, respectnely LS
federal and state income and foreign withholding as payment were $195 mullion, 3299 mullion and $137 milbon in 1993 1% and
1991 respectively, and relssed v refunds were $19 mulbion S84 mullon and 344 mullion, respectively

bt Do infermanon with espect o CEMAn Aonceah tnvesting and financing activanies of Tirw Wamner, see Psote 15 0 the Tome Woarmet
omelidated insncial datements o sddibon. poacash imvestng actvities of Time Wamer wath it unconsobidaied sutrpdianes i luded
noncash capital detnbutions (Contnibutons), nel of $2.45%0 billson. 13178 mulbon and 53 049 balbon o IS R and WD
respectively, and a 33 bilbon loan w an uncomolidated wabsdiary i 1593

Sor acOMpanving noeles
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TIME WARNER INC.
SCHEDULE 1—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
NOTES TO UNCONSOLIDATED (PARENT-ONLY) CONDENSED FINANCIAL INFORMATION

1. BASIS OF PRESENTATION

Tire Wamner's investments 1n and amounts due to and from unconsolidated subsidianes and equity method
imvestte s are stated ar cost plus equity in the undistributed income (loss) of subsidiaries and cquity method
investess. before U.S. federal and state income and forergn withholding taxes, since dates of acqui mon Time
Warner's share of the income (loss) of unconsolidated subsidianes and equity method investees. before federal
and state income and foreign withholding taxes, 15 included in the statement of operations peing the equity
method The unconsolidated (parent-only) tnancial statements should be read in conjunction with the
accompanying consolidated financial statements of Time Warmes Caputalized tenms are as defined in the Time
Warner consohdated financial statements

2. LONG-TERM DEBT

The pancipal terms and amounts of the long-term debt of Time Warner {parcat-only i are set forth in Note 6
1o the Time Warner consolidated financial statements. Time Warner (parent-only) long-term debt eacludes
unconsolidated subsidiary debt of $1.440 billion and S28 mullion at December 31, 1995 and 1994, respectively
of which $1.265 billion is due in 2000

1. SUBORDINATED NOTES AND DEBENTURES

In August 1995, Time Wamner issued S385 million principal amount of 4% subordinated notes due
December 23. 1997 (the “4G Notes™) ta 8 wholly-owned subsidiary in support of such subsidiary’s issuance of
the PERCS The amount payable by Time Wamer upon the matunt  of each 4% Note equal 1o the lesser ol
$54 41. and the market value of a share of common stock of Hasbro on December 17, 1997, pavable in cash or.
at Time Warner™s option, Hasbro common stock held by 2 subsidiary of Time Wamner. Time Wamer has the nght
1o redeetn the 4% Notes at any tme prior to December 23, 1997, at an amount per 45 Note equal 1o $54.41 o
i certan himited circumstances the lesser of such amount and the market value of a share of Hasbro common
Jtock at the time of redemption) plus accrued and unpaid anterest thereon and a dechming premuum, payable in
cash or. at Time Warner's option. Hasbro common stock.

in December 1995, Time Warner 1ssued $592 million pancipal amount of 4% subordinated debentures
due December 31, 2025 tthe "8G Debentures” | 10 a wholly-owned subsidiary in suppon of such subsidiary 5
iauance of the Preterred Trust Securities. Interest payments on the 874% Debentures may be deferred at the
elecnion of Time Warner for any penod not exceeding 20 consecutive quarters. Time Wamner has the nght w
redeem the 8% Debentures, n whole or in pan, on or afier December 31, 2000, of in other cenain
circumstances, 1n each case at an amount equal to the prncipal amount of 8'4% Debentures to be redecmed plus
accrued and unpard imerest thereon
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TIME WARNER INC,
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1995, 1994 and 1993

imillions )

Desaniption
1995
Reswerves deducted from accounts receivable:
Allowance for doubtful accounts.
Reserves for sales returns and allowances
Total

Resweres deducted from amounts due to publishers
raccounts pavable)
Allowance for magazine and book retums

1994:

Reserves deducted from accounts recemvable:
Allowance for doubtful accounts :
Heserves for sales retums and allowances

Tutal

Reserves deducted from amounts due to publishers
iaccounts payable)

Allowance for magazine and book returns

1993:

Reserves deducted from accounts recewvable:
Allowance for doubtful accounts. . . :
Reserves for sales returns and allowances

Tonal
Reserves deducted from amounts due to publishers
taccounts payable)
Allowance for magazine and book returns

1ar Reprevents uncollecuble recervables charped agunst rewemve

b} Hepresenty felums of allosances applied agaimad resenve

Additions
Balance ai  Charged to

Reginning Conls and
ol Perod Expenses Deductions
S 157 $ 2 S (19N
6l 217 (2. 230ubyich
§ THR § 2447 $(2.42%
— —— - ] ——
S 159} S01.015) $ 100}
$ 131 s 197 S (170 M
545 1.822 {1.756)hc)
S 676 s 2,019 S(1.92T
el it e L
154 5 (905 3 GO0 (¢)
%122 154 $ (1BSMa)
2 1.631 (1.60RMbNHC)
S 6 $ 1825 $(1.793)
S 146) $*_(355: S BT

wn
~

o ==
—

|

2

w
a
el

|

$ 131
545

L 676

0154

i¢ The diunbunon of magazines not cwned by Time Warner resulis in a recebable recotded 81 the sales price and a comresponding fuabiny
1o the publinher reconded at the sales price less the dustnbution commusyion recognited by Time Wamer as revenue Therefore. changes
in feserves for maganne rewrms adso resull in comesponding changes 10 the roseve agaimit the Lability due 1 the publishen
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT'S IMSCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

TWE 1s engaged pancipally 1n two fundamental areas of business. Entertainment. consisting principally of
imterests n filmed entcnainment. broadcasting, theme parks and cable television  programming,  and
Telecommunications. consisting pnncipally of interests in cable televivon systems. TWE also manages the
relecommunications properies owned by Time Wamer and the combined cable television operations are
conducted under the name of Time Warner Cable Capialized terms are as defined and descnibed i the
accompanying consolidated financial statements, or elsewhere herein

Strategic Initiatives

Significamt Transactions

Dunng 1995, TWE embarked on a program w improve 1s hnancial condition and increase its overall
financial flexibility through asset sales and the refinancing of its bank debt In conjuncuion with Time Warner
TWE also pursued significant, strategic objecuves dunng 1995 through its cable television operanons  These
objectives are pant of a continuing strategy to further enhance the strength of TWE™ interests in entertanment
and to atempt to use exisung and acquured cable television systems 1o establish an enterpnse that will be
responsible for the overall management and financing of its and Time Wamer's cable and telecommunications
interests. In pursuit of these strategic sbjectives, TWE completed a number of transactions in 1995 that have had
a sipntficant effect on its results of operauons and Anancial condition. Such transactions include

o The formation bv TWE of the TWE-Advance/Newhouse Parinersip which, together with certain cable
acquisitions by Time Wamer. strengthened the geographic clusters of the cable television systems and
substantially increased the numr'er of cable subscnbers managed by Time Wamer Cable

« The execution of a new $8 3 billion credit agreement. under which $2.6 billion of pre-eaisting bank debr
was refinanced by TWE. and

« The sale by TWE of cerain assets under an asset sales program. which raised approximarely $1 1 mllon
for debt reduction. including the sale of 1% of TWE's interest i Siv Flags ithe “5ix Flags
Transaction™) and the sale or expected sale or transfer of certan unclustered cable television systems
owned by TWE (the “Unclustered Cable Transactuions™ |

The nature of these transactions and their impact on the results of operations and financial condition of TWE are
turther discussed below

Telecommunications Straregy

In 1994, TWE and Time Wamer embarked on a stralegy to expand their cable television business, leading
to the formation of the TWE-Advance/Newhouse Partnership and the acquisiion by Time Wamer of cenain
cable television svstems. which increased the number of subscnbers  under TWE's management by
approumately 3.7 mullion This strategy was based on management s capectation that there would be 2
signficant increase in the value of cable television systems related. i pan, to a future convergence of the cable
and telephone industries, which would provide cable companics with an opportunity 1o operate large geographic
clusters of cable television systems for purposes of maximizing the development and distnbenon of new and
improved services on a cost efficient basts, such as increased channcl capacity, high speed data transmussion and
telephony services.

{n carly 1996, TWE and Time Wamer completed their plans for the expansion of their cable television
business. thercby strengthenming thew geographic clusters of cable television systems as previously envisioned
Along with intemal growth, the formation of the TWE-Advance/Newhouse Partnership. and Time Wamer »
acquisitions of Summit Communications Group, Inc. (“Summu”). KBLUOM Incorporated ("KBLCOM™) and
Cablevision Industries Corporaton (“CVI™) and related companies, increased the total number of subscribers
under the management of Time Warner Cable 10 over 117 mullion. as compared to 7.5 mullion subscribers at the
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TIME WARNER ENTERTAINMENT COMPANY, L.I®
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—{(Continued)

end of 1994 Time Wamner Cable has alse extended us reach of cable television syslems 1o neighborhoods
passmg |¥ mallon homes or close to 20% of television homes n the U5, In addinon, there are now a5
geographic clusterns of cable television systems managed by Time Wamer Cable serving over 100,000
cubscribers eact . including key markets such as New York Cuy and State, central Flonda and North Carolina.
Excluding Time Wamer's systems, TWE owns or manages cable television sysiems serving 9.5 mllion
wubscribers, with 31 geographic clusters serving over 100,000 subscnbers rach TWE and Time Warner do niol
currenthy plan o make any more sigmificant acquisitions ol cable television systems, but anstead wntends 1o
continue 1o refine thewr geographic clusters by exchanging certun unclustered cable television systems for
peographically -stralegic ones of by selling non-strategic cable television systems as part of thoir continuing asset
sales program, Management continues 10 believe that the increased size and concentration of us subscnber basc
will provade for sustamed revenue growth from new and improved services, and provide cenain cconomies of
wale telating 1o the upgrade of the technological capabilities of Time Wamer Cable’s cable television systems

Management believes that the future convergence of the cable and telephone industnes  has been
cubstanually confirmed through vanous events within the industry, including the February 1996 cnactment Mo
law of sweeping lelecommunicanons industry reform. Among other features, the Telecommunications Ac of
1996 effcctively removes regulatory barners that histoncally prohibited cable television companies and local and
long-distance telephone companies from competing in each other’s business. In addition, the new law elinunates
most cable fale pncing restnctions n 1999, and earlier under certam CircUmMsiances TWE expects that the
relaxation of cable rate regulauon in 1999, along with permitted cable ratc pnce inCreascs for certain regulated
services that went into effect on January I. 1996 under a separate Time Wan Cable agreement with the
Federal Commumcations Commussion (the “FCC™), will provide enhanced pnicing flexibility that will help
finance its cable and ielephony expansion plans

The next phase of TWE and Tune Wamer's telecommunications straiegy is to simplify the structure of its
cable and telecommumecations properties by bnnging such properues together. 0 far as pracucable and on a 1ax-
effictent basis, into an enterpnse that will be responsible for the overall management and fAnancing of these
interests The hrst step of this process was completed 0 1995 when ITOCHU and Toshiba exchanged their
imterests i TWE for equity interesis in Time Warner. The restruciufing process depends, among other things.
upon successtil pegotations with U § WEST and cenain creditors, and the receipt of franchise and other
pepulaton approvals  Accordingly. there can be no assurance that the eflon will succeed. In the ntenm. as
contemplated by the TWE-Ads ance/Newhouse Pannership agreement. Time Warner may transfor centain of 113
newly-acquired cable systems 10 the TWE-Advance/Newhouse Pantnership on a tax-cfficient basis Such
transters, 1f they are made, are expected 1o be structured so that the sysiems will be transferred subject W a
pomon of Time Warner's debt, thereby increasing the under-leveraged capitalization of the TWE
Advance/MNewhouse Pannership and consequently, TWE.

Use of EBITDA

The tollowing comparative discussion of the results of operations and financial condition of TWE includes.
among other faclors. an analvsis of changes n the operating income of the business scRmMents helore
depreciation and amortizaion (“EBITDA”) in order to cluminate the effect on the operaung periormance of the
vimed entertamment and cable businesses of sigificant amounts of amoruzation of intangible asscts recognized
in Time Warner's Sk billion acquisition of WCI in 1989, the $1.3 billion acquisition of the ATC minonty
terest 1n 1992 and other business combinations accounted for by the purchase method Financial analysts
cenerally consider EBITDA 10 be an imporant measure of comparative operaung performance for the
businesses of TWE, and when used comparison to debt levels or the coverage of interesi eapense, as 3
measure of hquidity However, EBITDA should be conudered n addition 10, not as a substiule for, operating
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

income. net income. cash flow and other measures of financial performance and liquidity reported in accordance
vath generally accepted accounung principles

RESULTS OF OPERATIONS

1995 45, 1994

TWE had revenues of $9.517 billion. income of $97 nullion before an extraordinary loss on the renrement
of debt and net income of $73 million for the year ended December 31, 1995, compared to revenues of 38.460
tillion and net income of $161 million for the vear ended December 31, 1994 The decrease i net income 1n
1995 was pnncipally related to a $24 mullion extraordinary loss on the reurement of debt and higher
depreciation and amorization relaung to ncreased capital spending

As discussed more fully below, TWE's operaung results in 1995 reflect an overall increase in operaing
income generaied by s business segments (including the contnbution by the TWE-Advance/Newhouse
Partnership) and an increase in investment-related income resulting from gains on the sale of certain unclustered
cable systems and other investments, offset in part by minonty interest expense related to the consolidation of
the operating resalts of the TWE-Advance/Newhouse Paninership effecuve as of Apnl 1. 1995

On a pro forma basis, giving effect 1o (1) the formation of the TWE-Advance/Newhouse Partnership. (1) the
rehinancing of approximately $2.6 billion of pre-exisung bank debt, (i1} the consohidaton of Parwgon, tiv) the
Sin Flags Transaction. (v) the Unclustered Cabie Transactions and (vi) the reacquisition of the Time Wamner
Service Partnership Assets, as if cach of such transactions had occurred at the beginning of the penods, TWE
would have reported for the years ended December 31, 1995 and 1994, revenucs of $9.682 tilion and $8. 779
tillion, depreciation and amortization of $1.069 billion and $1.035 billion. operating income of 962 milhon
and $884 mullion, income before extraordinary em of $172 million and $143 million and net income of $148
mullion and $143 million. respecuvely. The 1995 10 1994 companson 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 torma over historical net income for 1995 pnncipally results from the pro forma effects of a tull year
contribution by the TWE-Advance/Newhouse Partnership, the contnbution of nel income related to the Time
Warner Service Partnership Assets, and interest savings associated with the refinancing of TWE's bank debt and
lower debt levels resulting from asset sales The decrease in pro forma over histonical net income for 1994
principally results from the pro forma effects of the contnbution of net losses related 1o the Time Warner Service
Pantnership Assets. which exceeded the positive pro forma effects of a full year contnbution by the TWE
Advance/Newhouse Pannership, and nterest savings associated with the refinancing of TWE's hank debt and
lower debt levels resulting from asset sales

Av o U'S pannership. TWE 1 not subject to US. federul and state income taxation. Income and
withboling taxes of S86 million n the year ended December 31, 1995, and $40 million in the year ended
December 11, 1994, have been provided in respect of the operations of TWE's domestic and foreign subsidiary
carporations
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued )

EBITDA and operating income for TWE n 1995 and 1994 are as tollows
Years Ended Decer ser 31,

Orperabing

EBITDA Income
1995 174 1995 1994
it oo — AT,
Filmed Entertainment 3 § 459 § 407 5228 5201
Six Flags Theme Parks. .. ol 135 29 St
Broadcasung-The WB Network . . - ; (ffr} - 166 —
Programmung-HBO .. ... i - e 291 255 274 236
Cable R R = 1.255 P 495 358
Total R $1.999  SLI91 3960 $84H

Filmed Entertainment. Revenues increased to $5.069 billion, compared to $4.476 billion i 1994
EBITDA increased to $459 mullion from $407 million. Depreciation and amorization, including amoriizaton
related to the purchase of WCI, amounted to 5231 milhion 1n 1995 and $206 million in 1994, Operating income
increased to $228 million from $201 million. Revenues benefited from increases in worldwide theatncal, home
video, consumer products and television d-tribution operations Worldwide theatrical and domestic home video
revenues in 1995 were led by the success of Barman Forever. EBITDA and operating income benehited from the
revenuc 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 operaung results
of Six Flags have been deconsolidated effecuve as of June 23, 1995 and TWE's remaiming 49% nterest i Six
Flags 15 accounted for under the equity method of sccounting. Accordingly, revenues decreased to $227 mullion,
compared to $557 mullion in 1994, EBITDA decreased to $60 million from $135 million Depreciation and
amorization amounted 1o $31 mullion i 1995 and $79 million wm [%94 Upcrating Income decreased w 59
mulion trom $56 mallion.

Broadcasting-The WB Network.  The WB Network was launched in January 1995, and generated 566
million of operaung losses on $33 million of revenues. The operating loss was mitigated by a favorable legal
settlement. as well as by funding from a limited panner admitted as of August 1995 Due to the start-up nature
of this new national broadcast operation, losses are expected o continue

Programmuing-HBO. Revenues increased o £1.593 billion, compared 1o $1.494 tillion in 1994 EBITDA
increased 10 5291 million from $255 mullion Depreciation and amortization amounted to $17 million in 1995
and $19 million in 1994, Operating income increased 1o $274 million from £236 million. Revenues benehied
primanly from an INcTease in subscnptions to 297 mallion from 27 million at the end of 1994, as well as from
higher pay-TV rates. EBITDA and operating 1ncome improved pnncipally as a result of the revenue gauns

Cable Revenues increased 1o $3.005 billion. compared to $2.220 ballion in 1994 EBITDA increased to
&1 25% hillion from $994 mullion Depreciauon and amortization. including amorization related to the purchase
of WCI and the acquisition of the ATC manonty interest, amounted 1o 5760 mullion 1n 1995 and $639 million in
1994 Operating income mncreased to $495 mullion from $355 million. Revenues and operaung results benefited
from the formation of the TWE-Advance/Newhouse Partnership on Aprl 1, 1995 and the consolidauon of
Paragon effecuve 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-vicw and adverusing
Excluding the positive cominbutions from the TWE-Advance/Newhouse Parpership and the consolidation of
Paragon, EBITDA and operating income increased as a resull of the revenue gamns, offset in pan by the full yeas
impact of the second round of cable rate regulations that went mto effect i July 1994, higher stant-up costs tof
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

telephony uperations and. with respect to operating income only. higher depreciation and amortization relating to
increased capual spending.

Interest and Other. Net, Interest and other. net. decreased to $580 million in 1995, compared to $587
million i 1994. Interest expense increased to $571 mullion. compared to $563 million in 1994, prir.apally as a
result of higher shor-term. floating-rates of interest pard on borrwings under TWE's former and existing bank
credit agreements, offset in part by interest savings in the last quarter of 1995 on lower debi levels related o
management’s asset sales program. Other expensc, net. decreased to $9 mullion w1995 from $24 million
1994, prancipally because of an increase in investment-related income related o gans on the sale of cenam
unclustered cable systems and other investments.

1994 vs. 1993

TWE had revenues of $8.460 billion and net income of $161 mullion in 1994, compared 1o sevenucs of
$7 946 billion and net income of $198 million i 1993, The decrease in net income principally relates to the
effects of cable rate regulation, offset in pant by the abscnce of an extraordinary loss on the retrement of debt of
$10 million recorded in 1993. As discussed more fully below, the Entertainment Group's operating results in
1994 refiected an overall decrease in operating income generated by its business segments, puncipally relating to
lower Cable results due to cable rate regulanon, and an increase in investment-related and foreign currency
contract losses, offsel in part by an increase nointerest income

EBITDA and operaung income for TWE tn 1993 and 1993 are as follows
Years Ended December 3.

EBITDA ey

1994 199 ICTEE

(millkons)
Filmed Entertainment | I ..... S 407 8 399 5201 S210
Sin Flags Theme Parks i ; raca . 135 122 56 33
Programmng-HBO 255 230 236 213
Cuble R AR S : Fa : T 1,034 355 407
Total $1.791 51.785 SHdH SHEI

Filmed Entertainment. Revenues increased 1o $4.376 billion. compared to $4.024 billion in 1993
EBITDA increased 1o $407 million from $399 mullion Depreciation and amottization. including amoruzation
related to the purchase of WCL. amounted to $206 million in 1994 and S189 million in 1993. Operaung income
decreased 1o $201 million from $210 million. Worldwide home video, syndication and consumer products
revenues increased at Warner Bros.. offset in pan by lower wmidwide theatncal revenues. EBITDA and
operating income margins decreased pnncipally as a resuit of lower theamncal results 10 companson 1o the
excepuionally strong theatncal sesults in 1993

Six Flugs Theme Parks. Revenues increased to $557 mullion, compared to 5533 mullion 1n 1993. EBITDA
inereased to $135 million from $122 million Depreciation and amortizanon amounted to £79 mullion in 1994
and $69 mulhon in 1993, Operating income increased to $56 mullion from 353 million Revenues increased as a
result of overall anendance growth and higher revenucs per visitor EBITDA and operating income unproved
pancipally as a result of the revenues gains

Programmung-HBO. Revenues increased to $1.494 billion, compared to $1.435 billion in 1993 ERBITDA
increased 10 $255 million from $230 million. Depreciation and amortization amounted to $19 milhion n 1994
and $17 mullion in 1993 Operating income increased to $236 mullion from 3213 million Hevenues benehited
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from an increase in subscniptions and higher pay-TV rates EBITDA. operaung income and operating margins
improved principally as a result of the revenue gans

Cable. Revenues increased 10 $2.220 billion. compared to $2.205 tillion in 1993 EBITDA decreased to
$944 mullion from $1.034 billion. Depreciation and amoruzation, including amortizaton related to the purchase
of WCT and the acquisition of the ATC munonty interest, amounted to $639 mullion 1n 1994 and 5627 mllion in
1993, Operaung income decreased 1o $355 million from $407 million. Revenues and operaung results in 1994
were adversely affected by two rounds of cable rate regulauion that in general reduced the rates cable operaton
are allowed 1o charge for regulated services, the first of which went into effec: in September 1993 and the
second 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 undertaken 10 nutigate the impact ol
rate regulation included a number of cost conlunment measures and a conuinued emphasis on near and long-
ferm stralegies 10 increase revenues from unregulated services

interest and Other. Net. Interest and other. net. increased to $587 mullion in 1994, compared 0 $551
million in 1993 Interest expense decreased to $563 million. compared with $573 millior in 1991 There was
other expense. net, of $24 million in 1994, compared to other income. net. of 22 million in 1993 Investment
related and foreign currency contract losses in 1994 exceeded an increasc in interest income i higher cash
balances and the interest-bearing note receivable from U S WEST. In 1993, other income. net benefited from a
gain on the sale of cenain assets and other imvestment-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 Transaction and the consohidation of Paragon TWE had $6.2
bullion of debt. $1.4 billion of Time Warner General Partners” semor pnionty capital and $6.5 bilhion of partners.
capital inet of the $169 million uncollected poruon of the note receivable from U 5§ WEST) at
December 31, 1995, compared 1o $7.2 billion of debt. $1.7 tilhion of Time Wamer General Pariners’ seniof
prioaty capial and $6.2 hillion of partners’ capital a1 December 11, 1994 The 1 tillion reducuon i deb
resulted prncipally from the Six Flags Transaction, In addition, principally as a result of the payment of over $1
billion of distnbutions to Time Warner m 1995, cash and cquivalents decreased to $209 milhon at
December 31, 1995, compared to $1.1 billion a1 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 transactions, TWE. the TWE-Advance/Newhouse Partnership and TWI Cable
executed a five-year revolving credit facility in June 1995 The New Credit Agreement enabled sucn enunes o
refinance certain indebtedness assumed in the cable acquisions. o refinance TWE's indebledness under a pre-
existing bank credit agreement and to finance the ongoing working capital, capital expenditure and other
corporate needs of cach borrower

The New Credit Agreement permits borrowings in an aggregate anount of up to 383 billion, with no
wcheduled reductions 1o credit availability proe to matunty Borrowings are hmited to 54 billion in the case ol
TWI1 Cable. €5 billion 1n the case of the TWE-Advance/Newhouse Parinership and $8.3 billion m the case of
TWE. subject in cach case to ceruun imiations and adjustments. Such borrowings bear interest at specific rates
for each of the three borrowers, generally equal to LIBOR plus a margin imually ranging from 50 1o 87.5 bas:s
points, which margin will vary based on the credit raunp or financial leverage of the applicable hormower
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —(Continued)

LTnused credit 1s available for gencral business purposes and 10 support any commercial pap-r borrowings. Each
borrower is required to pay a commuitment fee ininally ranging from 2% 10 .35% per annum on the unuscd
portion of its commitment. The New Credit Agreement contains certain covenants for each borrower relating to.
amonyg other things, addinonal indebtedness. liens on assets: cash flow coverage and leverage ratos; and loans
advances, distnbutions and other cash payments or transfers ol assets from the borrowers to thew respective
partners or affiliates.

In July 1995, TWE borrowed approximately $2.6 billion under the New Credit Agreement 1o repay and
termunate 1ts pre-cxisting bank credit agreement

Asser Sales

In conjunction with Time Wamer and as part of o conunuing strategy to enhance the financial position and
credit statistics of TWE. an asset sales program was inittated by Time Wamer and TWE in 1995 Including the
sale of $1% of TWE's interest i Six Flags i June 1995 and the sale or expected sale of certamn unclustered
cable systems. TWE has completed or entered into transactions that rmised approximaiely $1.1 tillon for debl
reduction, all of which were completed in 1995 except for cenain transactions aggregaung approuimately $170
milhon which are expected to close 1n 1996

('redit Stanstics

The combination of assel sales and the debt refinancing 1s intended 1o streagthen the fin ncial position of
TWE and, when taken together with EBITDA growth, is expected to continue the improvemeni of TWE"s
overall credit statistics. These credit stanstics consist of commonly -used liquidity measures such as leverage and
coverage raups. The leverage ratio represents the satio of total debt, less cash (“Net debt”) to total business
segment EBITDA, less corporate expenses (“Adjusted EBITDA™) The coverage rauio represents the rabio of
Adjusied EBITDA to total interest expense. Those ratios, on a pro forma basis for 1995 and on an histoncal
basis for 1994 and 1993, are as set forth below

FPro Forma M—...

19431 194 199

Net debt/Adwsted EBITDA . 0w 35 14x
Adjusted EBITDA/Interest 4 i Fecy " 3 ENEY Jin

jar Pro lorma ranos Tor 1993 gue effect to the formation of the TWE Advance/Newhouie Pantrerhip. the refinancing of approvimately
£7 6 illion of pre-evnting bank debt the comobidation of Paragon, the Sin Flags Trantaction and the Lnclustered Cable Tranaactions
2 il e3ch of such transactions had occumed ar the bepinning of 1993 Hisoncal ratios for | 993 are ot meaningful and have not been
presented because they reflect the operating resuin of scquired of disponsed entitics for only a portion of Lhe year in CoMpanson i vedr
end net debd leweh

Such ranos may be adversely affected upon the transfer of certan of Time Wamer's newly-acquired cable

systems o the TWE-Advance/Newhouse Partnerstup, which, if completed, expected to be structured so that
the svstems will be transferred subject to a portion of Time Warner's debt, thereby increasing the under-

leveraped capitalizauon of the TWE- Advance/Newhouse Partnership and consequently, TWE

Cash Flows

In 1995, TWE's cash provided by operations amounted 1o $31.519 bilion and reflected 51.999
billion of EBITDA from the Filmed Entertainment. Six Flags Theme Parks. Broadcesung-The WB Network.
Programming-HBO and Cable businesses and $230 million related 1o a reduction 1n working capital
requirements. other balance sheet accounts and noncash items. less $571 nullion of nterest payments, $75
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million of income taxes and $64 million of corporate expenscs Cash provided by operations of $1 296 bilhion 1n
1994 retlected 1791 billion of business segment EBITDA and $155 million related o a reducuon in working
capntal requirements, other balance sheet accounts and noncash ilems. less $521 million of interest payments,
$69 million of income taxes and $60 million of corporaic cxpenses

Cash used by investing activities decreased to $688 mullion in 1995, compared to $1.659 billion 1 1994,
principally as a result of a $1 billion increase in investment proceeds relating to manigement's asset sales
program  Capmal expenditures increased to $1.535 hillion in 1995, compared to $1.:53 billion in 19493,
prncipally as a result of higher capital spending by the Cable Division

Cash used by financing activities was S1 693 billion i 1995, compared 1o cash provided by hnancing
sctivities of $96 million 1n 1994, pnncipally as a resull of an approximate $1 billion reduction 1n debt in 1995
and 3 S918 million increase in distnbutions pad 1o Time Warner, offset in pant by a $368 million increase in
collections on the note receivable from U § WEST that were wsed to partially finance the capital spending
requirements of the Cable Division.

Management believes that TWE's operaung cash flow, cash and equivalents, collections on the L' S WEST
Note and additional borrowing capacity are sufficient to fund iis capital and hguidity needs for the {oresceable
future

Cable Capital Spending

Since the beginning of 1994, Time Wamer Cable has been engaged in a plan 1o upgrade the technological
capability and reliability of its cable television systems and develop new services, which 1t believes will positon
the business for sustained, long-term growth. Capital spending by TWE's Cable division amounted to $1.178
hillion 1 1995, compared to $699 million in 1994, and was financed in part through collections on the note
teceivable from U S WEST of $602 mllion in 1995 and $214 million in 1994, Caputal spending by TWE's
Cable division for 1996 is budgeted to be approximately $1.3 billion and is expected to be funded principally by
cable operating cash flow and $169 million of collections on the remaining portion of the note receivable from
' § WEST. In exchange for certain flexibility in establishing cable rate pricing structures for regulated services
that went into effect on January 1, 1996 and consisient with Time Wamner Cable's loag-term surategic plan. Time
Warner Cable has agreed with the FCC to invest a total of 54 billion 1n capial costs in connection with the
ppgrade of its cable infrastructure, which is expected to be substanually completed over the neat hive yean. The
agreement with the FCC covers all of the cable operations of Time Warner Cable, including the owned o
managed cable television systems of TWE, the TWE-Advance/Newhouse Parnershup and Time Wamer
Management expects 1o continue to finance such level of investment pnncipally through the growth in cabic
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
transrission, telephony and other services

(HT-Balance Sheet Assels

As discussed below, TWE believes that the value of certain off-balance sheet assets should be considered.
along with other factors discussed elsewhere heren, in evaluaing TWE's financial condition and prospects {07
future tesults of operations, including its ability 10 meet its capital and liquidity needs,

Iniongible Assels

As a creator and distributor of branded information and entertainment copynghts. TWE has a sigmficant
amount of imernally -generated intangible aswcts whose value 15 not fully reflected 1n the consolidated balance
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sheet Such intangible assets extend across TWE's pnncipal business interests, but are best exemplified by s
mterest i Warner Bros. and HBO's copynghted film and television product libraries. and the creation or
extension of brands, as in the case of The WHB Network. Generally accepted accounting pnnciples do not
recogmze the value of such assets, except at the tme they may be acquired 1n a business combination accounted
for by the purchase method of accounting

Because TWE owns the copyrights 1o such creatve matenal, it continually generates revenue through the
wale of such products across different media and in new and existing markets The value of film amd television
related copynghied product and trademarks is continually realized by the licensint of ilms and television senes
to secondary markets and the licensing of trademarks, such as the Looney Tunes -haracters and Barman, to the
retzi! industry and oter markets In addition. technological advances. such as the itroduction of the home
videocassette 1n the 1980's and potentally the digital versaule disc in the future, have hustoncally generated
significant revenue opportunitics through the repackaging and sale of such copynghted products under the new
technological format Accordingly. such intangible assets have significant off-balance sheet asset value that 1s
not fully reflected 1in TWE's consolidated balance sheet

Warner Bros. Backlog

Wamner Bros.' backlog, represenung the amount of future revenue not yei recorded from cash contracts for
the licensing of theatrical and television product for pay cable. network, basic cable and syndicated Lelevision
exhibition, amounted to $1.056 billion at D~cember 31, 1995, compared to $852 million at December 31, 1994
(including amounts relating to HBO of $175 million at each date). Because such contracts arc for the icensing
of theatrical and television product which have already been produced, the recognition of revenue is principally
only dependent upon the commencement of the availability pened for telecast under the terms of the related
licensing agreement In addition, cash licensing fees are collecied penodically over the term ~f 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
advertising barter contracts. which are also expected 10 result in the future realization of cash through the sale of
adverusing spots received under such contracts

Foreign Currency Risk Management

Time Warner uses foreign exchange contracts pnmanly to hedge the nsk that unremitied or future hicense
fees ow~d to TWE domestic companies for the sale or anticipated sale of U S. copynghted products abroad may
be adversely affected by changes in foreign currency exchange rates. As part of its overall stralegy [0 manage
the level of exposure 1o the nsk of foregn currency exchange rate fluctuations, Time Warner hedges 4 porton of
its foreign currency exposures anticipated over the ensuing twelve month penod, including those related to
TWE. At December 31, 1995, Time Warner has effectively hedged approximately half of TWE's total csumated
foreign currency exposures that pnincipally relate 1o anticipated cash flows to be remented 1o the US. over the
ensuing twelve month period. u.ing foreign exchange contracts that generally have maturities of three nonths of
less. which generally are rolled over to provide conunuing coverage throughout the year TWE is resmbursed by
or reimburses Time Wamner for Time Warner contract gains and losses related 1o TWE's foreign currency
exposure  Time Warmer often closes foreign exchange sale contracts by purchasing an offsetung purchase
contract. At December 31. 1995, Time Warner had contracts for the sale of $504 mullon and the purchase of
$140 million of foreign currencies at fixed rates and matunuies of three months or less. Of Time Warner's $364
million nel sale contract position, none of the foreign exchange purchase contracts and S113 milhon of the
foreign exchange sale contracts related 1o TWE's foreign currency exposure, pnmanly Japanese yen (21% of net
contract position related to TWE), French francs (22%), German marks (12%) and Canadian dollars (21%).
compared to a net sale contract positon of $188 million of foreign currencies al December 31, 1994
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Unrealized gains or losses related to foreign exchange contracts are recorded in income as tne market value
of such contracts change; accordingly, the carrying value of foreign exchange contracts approximates markel
value. The carrying value of foreign exchange contracts was not matenal at December 31, 1995 and 1994 No
cash is required 1o be received or paid with respect o the realization of such gains and losses unul the related
foreign exchange contracts are settled. generally at their respective mawnty dates In 1995 and 1994, TWE had
$11 million and $20 million, respectively, of net losses on foreign exchang: contracts, which were or are
expected to be offset by comesponding increases in the dollar value of foreign currency license fee payments
that have been or are anticipated 10 be received in cash from the sale of U.S copynghted products abroad Time
Warner places foreign curmrency contracts with a number of major financial institutions in order 1o mummiZe
crednt nisk.

Based on Time Wamer's outstanding foreign exchange contracts related o TWE's exposum at
December 31, 1995, each 5% devaluation 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 approximately $6 mullion of unrealied
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, 1993 would result in 36 milhon of
unrealized gains on contracts. Consistent with the nawre of the economic hedge provided by such forcign
exchange contracts, such unrcalized gains or losses would be offset by comesponding decreases of increases.
respectively, in the dollar value of future foreign currency license fee nayments that would be received 1n cash
within the ensuing twelve month penod from the sale of U.S. copynghted products abroad.




TIME WARNER ENTERTAINMENT COMPANY, L.F
CONSOLIDATED BALANCE SHEET
December M,

{millions)

ASSETS

Currenl assets

Cah and equivalents

Recervables, including $384 and 5266 dur trom Time Woamer.
lews allowances of 5363 and 5306

Iventones

Prepaid expenses

Total cufrent assets

SOOCUITCRL IVERtOnNEs

Loan recemable from Time Warmet
Iavesiments

Land and buildings

Cable televivon equipment

Furmiture. hatures and other equipment

Less accumulated deprecialion

Propeny, plant and cquipment

Cable welevivon franchises

Groodwill

Cahef asety

Towal assets

LIABILITIES AND PARTNERS® CAFPITAI
Current liabilithes

Accounts payable .

Pamicipanons and programming costs

Orher current habilinies, including 5334 due to Time Wamner o1 December o1
Total current Labilities

Long-term debd

Other long-term lLabilites including 3198 and $89 duc o Tirte Wamner

Minomiy interesis
Time Warner General Pariners semior prionty capial

Partners’ capital

Contnbuted capital.
Undistnbuted partnenifup earmings (dehon)
Newe recevable from U5 WEST

Total pannen’ capital
Total liabilinies and panners  capial
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 31,

(millions}

$9.317 35 400 17,946

6597 5976 1679
1 Sld 1.636 1384

Revenues 131

Cont of revenoes (20b)
Selhny peneral and admunnarative (apby

Clperaiing expeniscs B387 Tl 7,063
Business sepment operaling income ) L] ALY
interew and other. net tal (801 148T) 330
Minomiy i iy - —
Corporale services (3} Lol 80 6l
Income before income lanes 18) 201 e
Income tancs (L] (40 o
Income belore extraordimary nem ! ¥ w1 =t it}
Extraordinary loss on retirement of debi, net of §7 millson income i benefit 1a 1993 relsted 0 8

tanzble iubadian 124 — L
Net income 5§ 7 5 161 5 198

(a1 Includes the Tollowing income feapenses) resuling from transactions with the panners of TWE and other related companies for the
vears ended December 31, 199% 1994 and 1993, respectively revenues-356 mullion, $1°2 mullion and 367 mullion, cost of revenues-
a4 mullion. SO0 mullion and 3881 mullion, selling, penersl and sdminstratne $i61) milon. $T2) mullion and %(18) mullion
interest and other, net-$24 milbon, $21 million and $) million. and corporate eapenses-$6d) million, $(60) millon and 30640, mullon

INowe 1Y)

£

5
—— -

(]

b1 includes deprecianon and amortzanon eipense of §1.006
Pty

il

See accoMmpanying Aoss
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended December 31,

imillions)
1995 194 199

OPERATIONS
el ioms i 7 L ] 1 e
Adjusimenty lof poncash and RONOPETILNG Hems
Eatraordinasy ks on reeremend of debi i | == ¥
Ivepiedeation amd armcofizatlion 1.04% a4 (T4 N
Eyguity i Gincome losses of jmvestee companies. net ol distnbutions k= 5K 2
Changes 10 operating aswets and lianhines

Recevables 1139 1192 I

Imeniones {ilK 761 1148

Accounts pavable and other labslibes 679 &0 To0

Crher balance iheet changes 1103 N ™
Cash provided by operations 1519 1,206 121
INVESTING ACTIVITIES
Investments and scquistions (203 i 154 1 AT
Capital expenditures 11.53% AR EET] RN
Imvestiment proceeds . 1050 b1 1L1H]
Loan to Time Wamer - {400 -
Caih used By ImveMIng activibies IBEKG 11,659 | TMD
FINANCING ACTIVITIES
Hormmwings 1ABA 977 1 07%
[iebt repayments 13.5%600 19453 1T My
Capital contnbution. inclugang collectons on note seceivable from U 5 WEST o2 2 1,548
Caprtal dastributicens (RN 1] k] 13
(bt (51 - 145
Cash provsded (useds by Hnancing auvines ELAT b LI
INCHEASE (DECREASE) IN CASH AND EQUIVALENTS (862 1267 1,307
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD 1071 1338 w
CASH AND FOUIVALENTS AT END OF PERIOD $ W s 107 $1.08

Sor s Cikmpanying neskes
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OF PARTNERSHIP CAPITAL

imillions)
Time Warner Partners” Capital -
Gerneral L nedistributed
Partners’ Partnenship LS Total
Senbor Contributed Earmningy WEST Farnen
Copita Capital__(Defict)  Note  Capita
BALANSCE AT DECEMBER X1, 1992 y - Y481 L EET] 5 — 8447
et income (CT] 10
Admussion of USW
Cuontrbutions 158 KM 153!
Time Warner General Partnen sefuof poonty captal 101 R 1M
Dot beatsons (a) (319 1530
Dianbunon of Time Wamer Service
Partnenbup Assets ib) 1951 94
Allocation of income 1] BLT i
Colle noas I It
her _.L"' Y o I b
BALANCE AT DECEMBER 31, 199} 1AM 7 Mk ALY (RN o, L)
Teet e O I6l Il
[Mmstributions (ah 14 [y
Allocation of income 127 1127 12T
Coliecyions Id 1w
(het 11 11
BALANCE AT DECEMBER M, 1994 |03 T A9 Wy 7T n 231
Met income - -
[hatrbsanions (4} | Mty (421 421
Reacquintion of Time Wamner Service
Partnerstup Assets (b) 124 124
Allocation of income 129 129 {129
Collecuons i Hol
(mher 4y i
BALANCE AT DECEMBER 11, 199§ 1,420 $7.522 SHTS5 $ ileth 6. 47H
= —_— - — - SR

2t Destributions in 1995 1994 and 1993 included 5346 milhon, $173 million and $247 million respectively, of scomied tavrelated
dintnbutions. and 523 mulhon. $50 mulbon end $13 mlbon of cash disnbutions 1o the Time Warner Semvie Partneribipi. reypecuvels
Srock opuion distnbutions of $30 milhon and 3274 million were sccrued in 1998 and 1993, respecinely, because of an incTease in the
muarket price of Time Warner common stock and $177 million of previously-accrued siock option distnbutions were revened in |
because the market price of Time Wamer corvmon stack dechined dunnag the penod. |n addwon. Tirme Wamner General Panners wcnis
pronty capital was reduced in 1993 by a $366 mulben disinbution of partnentup income previously allocaied o swch nterest

Time Warner General Panthen jumiof pronty capital was redoced 1n 199) for the $9% mullion hisoncal cou of e Tome Wamer
Service Pamnership Assers diinbuted o the Time Wamnet Genefal Parmens and wav increased n 1995 by the 5124 milhon fisoncal
cout of the Tume Warner Service Partnenhip Assets ieacquired by TWE

o

BT Sa HTIDANY AR raodies
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TIME WARNER ENTERTAINMENT COMPANY, L.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business and Basis of Presentation

Time Wamer Entenainment Company, LP. a Delaware himuted partnership ("TWE™), is enguyged
pnncipally 1n two fundamental areas of business. Entenainment. cons'sting principally of interests in filmed
entertnment,  broadcasting, theme parks and cable television programming. and Telecommunications,
consisting pancipally of interests in cable television systems.

Each of the business interests within Entertunment and Telecommunicanons is aimportant w TWE
objective of increasing partner value through the creation, extension and distribution of recognizable biands and
copynghts throughout the world. Such brands and copynghts include (1) the unique and extensive film and
television hibranies of Warner Bros. and trademarks such as the Looney Tunes characters and Batman, (2) The
WB Network. a new national broadcasting network launched in 1995 as an extension of the Wamer Bros. brand
and a» an additional distribunon outlet for Wamer Bros' collecuon of children canoons and television
programmang. (3) Six Flags, the largest regional theme park operator in the United States. in whicn TWE owns
3 49 imterest. (4) HBO and Cinemax, the leading pay television services and (5) Time Warner Cable. the
second largest operator of cable television systems i the U5

The operating results of TWE's vanious business interests are presented herein as an indicaton of financial
performance (Note 12). Except for start-up losses incurred 1n an effort to creatc value in a branded national
broadcasting network, TWE's prnncipal business interests generate sigi dcant operating income and cash flow
from operations. The cash flow from operations generated by such business interests 15 significantly greater than
their operating income due to significant amounts of noncash amorization of intangible assets recognized
pancipalls in Time Wamer Inc.'s (“Tume Warner™) S14 billion acquisition of Warner Communmicatior= Inc
(“WCI™) in 1989 and $1.3 billion acquisition of the minonty inlerest i American Television and
Communications Corporation ("ATC”) in 1992, a poruon of which cost was allocated to TWE in accordance
with the pushdown method of accounting. Non-cash amortization of intangible assets recorded by TWE™
businesses amounted to $444 million in 1995, $478 million n 1994 and $476 million in 1993

Subsidiaries of Time Wamer are the general pantners of TWE “Tune Warner General Partnens™ ;. Duning
1995, Time Warner acquired the aggregate 11.22% limited partinership inicrests previously held by subsidianes
of each of ITOCHU Corporation and Toshiba Corporation. As a result. Time Warner and certain of its wholly-
owned subsidianes collectively own 74.49% of the pro rata pnonty capital and residual equity partnership
interests in TWE. and cerain priority capital interests semor and jumion to the pro rata priofity capital interests
The remaning 25.51% pro rata prionty capital and ressdual equity hmited parinerstup interests are held by a
subsidiary of U'S WEST, Inc. ("U § WEST ™). which acquired such umerests in 1993 for 51.332 billion of cash
and a $1.021 hillion 4.4% note (the "U § WEST Nowe™) '

In lieu of contnbuting cemain assets to the panneship at i capitalizavon in 1992 (the “Benchcial
Assets” ), the Time Wamer General Panners assigned to TWE the nect cash flow generated by such assets or
agreed 1o pay an amount equal to the net cash low generated by such assets. TWE has the nght to receive from
the Time Warner General Partners, at the limited paniners’ opuon. an amount equal 1o the fair value of the
Benencial Assets, net of associated liabilities, that have not been contnbuted 1o TWE by June 30. 1996, rather
than continuing 1o receive the net cash flow, or an amount equal to the net cash fow, generated by such
Bencficial Assets. The consolidated financial statements include the assets and liabilines of the businesses
contnibuted by the Time Wamner General Partners, including the Benencial Assets and assoxiated habihies | all
at Tume Warner's hustoncal cost basis of accounting

The consolidated financial statements reflect (1) the consolidation by TWE of the TWE-Advance/Newhouse
Partnership resulting from the formation of such partnership (Note 2). (i) the deconsolidation of Six Flags

Entertainment Corporation (*Six Flags™) as a result of the disposiion by TWE of a 51% interest in Six Flags
eftective as of June 27, 1995 (Note 31 and (1) the consohidation of Paragon Communications (“Paragon™) as a
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result of ar increase in TWE's control over the management of such entily clfective as of July 6, 1995 Cerun
other reclassifications have been made to the pnor year's financial statements 1o conform to the 1995
presentation

Basis of Consolidation and
Accounting for Investments

The consolidated financial statements include 100% of the assets. habilities, re/cnues, expenies, INCome,
loss and cash flows of TWE and all companies in which TWE has a direct and indirect controlling voung
interest (“subsidianes™), as if TWE and its subsidianes were a single company. Significant intercompanty
accounts and transactions between the consolidated companies have been eliminated. Sigmificant accounts and
transactions between TWE and its panners and affiliates are disclosed as related pamy transacuons (Note 14)

Investments in companies in which TWE has significant influence but less than a controlling voung interest
are accounted for using the equity method. Under the equity method, only TWE's investment in and amounts
due 1o and from the equity investee are included in the consolidated balance sheet, only TWE's share of the
investee’s eamnings 1s included in the consolidated operaung results, and only the dividends, cash distnbutions.
loans or other cash received from the investee. less any additional cash imvestment, loan repavments or 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 Secunties”™, investments in companies in which TWE does not have the
controlling interest or an ownership and voling interest so large as to exert significant influence are accounted
for at market value il the investments are publicly traded and there are 0o resale restncuons, or at cost, if the
sale of a publicly-traded investment 1s restncted or if the investment s not publicly traded. Unrealized gains and
losses on investments accounted for at market value are reported in partners’ capital until the investment is sold,
at which time, the realized gain or loss 1s ncluded 1n income. Dividends and other distnibutions of camings from
both market value and cost method investments are included 10 income when declared.

Foreign Currency

The financial position and operaung results of substantially all of the foreign operations of TWE arc
consolidated using the local currency as the funcuonal cumrency Local currency assets and liabilines are
translated at the rates of exchange on the balance sheet date. and local currency revenucs and expenses anc
translated at average rates of exchange dunng the penod. Resulung translation gains or losses, which have not
been matenal, are included in parmers’ capital. Foreign currency transaction gauns and losses. which have not
been matenal, are included in operating results,

Use of Estimates

The preparation of financial statements in conformity with pencrally accepted accounung principles
requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and footnotes thereto. Actual results could (:fier from those estimates

Significant estimates inherent in the preparation of the accompanying consohdated financial staternents
melude management’s forecast of anucipated revenues from the distribution of theatrical and television produc
in order to evaluate the ultimate recoverability of film inventory recorded as an assct in the consolidated balance
sheet. Maragement periodically reviews such estimates and it is reasonably possible that management’s
1ssessment of recoverability of individual films and television product may change based on actual results and
other lactors
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Revenues and Costs

Feature films are produced or acquired for initial extubition in theaters followed by distnbution in the home
video. pay cable. broadcast network. basic cable and syndicated television markets. Generally, distribution to the
theatrical, home video and pay cable markets (the primary markets) is prnncipally completed within eighteen
months of initial release and thereafter with respect to distnbution 1o the basic cable, broadcast netw ork and
syndicated television markets (the secondary markets) Theatncal revenues are recogmzed as the hlms are
exhibited. Home video revenues, less a provision for returns, are recognized when the home videos are sold
Revenues from the distnbution of theatnical product to cable. broadcast network and syndicated television
markets are recognized when the films are available (o telecast

Television films and senes are initially produced for the networks or first-run television syndication ithe
primary markets) and may be subsequently licensed to foreign or domestic cable and syndicated television
markets (the secondary markets). Revenues from the distnbution of television product are recogmized when the
films or senes are available 1o telecast, except for barter agreements where the recogmtion of revenue 15 delemed
until the related advernsements are exhibated

License agreements for the telecast of theatnical and television product in the cable, broadcast ner-ork and
syndicated television markets are routinely entered into well in advance of their available date for telecast. which
15 generally determined by the telecast privileges granted under previous license agreements. Accordingly. there
are significant contractual nghts to receive cash and barter upon which revenues will not be recognized untl
such product is available for telecast under the contractual terms of the related license agresment Such
contractual rights for which revenue ts not yet recogmzable is referred to as “backlog.” Excluding advernsing
barter contracts, Warner Bros ' backlog amounted to $1.056 billion and S852 mullion at Decemb o1 31, 1995 and
1994, respectively Gncluding amounts relating to the licensing of film product 10 HBO of $175 million at cach
date)

Inventorics of theatrical and television product are stated at the lower of amoruzed cost or net realizable
value. Cost includes direct production and acquisition costs. production overhead and camtalized interest. A
portion of the cost to acquire WCI was allocated to its theatrical and lelevision product as of December 31,
1989, including an allocation to product that had been exhibited at least once in all markets (“Librany™)
Individual films and series are amortized. an4 the related participations and residuals are accrued. based on the
proportion that current revenues from the film or senes bear (0 an estimate of total revenues anticipated from all
markets. These estimates are revised peniodically and losses. if any, are provided n full WCI acquisition cost
allocated to the Library 1s amoruized on a straight-line basis over twenty years Current film inventones include
the unamortized cost of completed feature films allocated 1o the pnmary markets. television films and senes in
production pursuant to a contract of sale, film rights acquired for the home video market and advances pursuant
1o agreements to distribute third-party films in the pniman markets. Noncurrent film inventones include the
unamortized cost of completed theatnical and television films allocated to the secondary markets, theatnical films
in production and WCI acquisition cost allocated to the Library

A significant portion of cable system and cable programming revenues are denved from subscnber fees,
which are recorded as revenue in the period the service is provided. The cost of nights to exhibit feature films
and other programming on pay cable seivices dunng one Or more availability periods (“programming costs”)
generally is recorded when the programming is initially available for exhibition, and 1s allocated to the
appropnate availability periods and amoruzed as the programmung is exhibited

Advertising

In accordance with FASB Statement No. 53, “Financial Reporuing by Producers and Distnibutors of Motion
Picture Films ™ adverusing costs for theatncal and television product are capitalized and amortized over the
related revenue streams in cach market tor which such costs are intended benchit, which generally does nodl
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exceed three months. Other adverusing costs are expensed upon the first exhibition of the adverusement
Advertiing expense, excluding theatncal and television product, amounted to $241 mullion in 1995, S190
mallion in 1994 and $169 million i 1993

Cash Equivalents

Cash equivalents consist of commercial paper and other inv=stments that are readily convertible into cash,
and have onginal mawnues of three months or less

Property, Plant and Equipment

Property, plant and equipment are stated al cost. Addinons to cable property. plant and equipment generally
include matenial, labor, overhead and interest. Depreciation is provided generally on the straight-line method
over uscful lives ranging up to twenty-five years for builldings and improvements and up to 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 Long-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 impairment losses on long-lived assets and cenan
intangible assets. TWE expects that the adoption of FAS 121 will not have a matenial effect on 1ts hinancial
statements

Intangible Assets

As a creator and distributor of branded information and entertunment copynights. TWE has a significant
and growing amount of intangible assets, including goodwill, cable television franchises and other copynghted
products and trademarks. In accordance with generally accepted accounting pnnciples. TWE does not recognize
the fair value of internally-generated intangible assets. Costs incurred 1o creaie and produce copynghted product,
such as feature hilms and television senes, are gencrally cither expensed as incurred. of capitalized as tangible
assets, as in the case of cash advances and inventoriable product costs, However, accounting recognition 1s not
given 1o any increasing asset value that may be associated with the collection of the underlying copynghted
material. Additionally, costs incurred to create or extend brands, such as the start-up of The WB Nemwordk,
gencrally result in losses over an exiended development period and are recogmized as a reduction of income as
incurred, while any corresponding brand value created 15 not recogrized as an intangible asset in the
consolidated balance sheet. On the other hand, intangible assets acquired in business combinations accounted for
by the purchase method of accounting are capitalized and amortized over their expected useiul life as & noncash
charge against future results of operauons. Accordingly, the intangibie assets reported in the consolidated
bhalance sheet do not reflect the fair value of TWE's interally-generated intangible assets. bul rather are limited
to intangible assets resulting from certain acquisitions in which the cost of the acquired companies exceeded the
furr value of their tangible assets at the ume of acquisition.

TWE amontizes goodwill over peniods up to forty years using the siraight-line method. Cable television
franchises and other intangible assets are amortized over perniods up 1o twenty years UsIng the strasght-line
method In 1995, 1994 and 1993, amortization of goodwill amounted to 3127 mallion. $i2v million and $132
million, respectively: amortization of cable ielevision franchises amounted to $223 million. $208 million and
$222 mullion. respecuvely: and amortization of other intangible assets amounted to $94 million. $141 nullion
and $122 million, respectively. Accumulated amoruzation of intangible assets at December 31, 1995 and 1994
amounted to $2.337 billion and $1.867 billion, respecuively.
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TWE separately reviews the carmmving value of acguired intangible assets for cach acquired entity o a
quarteris basis to deterrune whether an impairment may exist TWE considers relevani cash flow and
profuatlin informanen. including esumated future operating results, trer.ds and other avaulable mlormation. in
aaeswing whether the carrying value of mtanmible assets can be recovered. Upon a determunaton that the
carmving salue of intanpible assets will not be recovered from the undiscounted future cask Rows of the acquired
business the carmang value of such intangible assets would be considered imparred and will be reduced by a
charpe 1o operauons 10 the amount of the imparrment | mparment 15 measured as any deficiencs in estimated
undiscounted future cash flows of the acguired business 1o recover the camving value related to the intangible

asacin

Inceme Taxes

As a Delaware himited partnership, TWE 1s not subject to U.S. federal and stale income taxauon However.
certun of TWE's operauons are conducted by subsidiary corporations that are subject to domestic or foreign
taxation Income taxes are provided on the income of such corporations using the hability method of accounting
for imcome taxes presenbed by FASB Statement No. 109. “Accounung for Income Tanes ™

2. TWE-ADVANCE/NEWHOUSE PARTNERSHIP

On Apnl 1. 1995, TWE formed a cable television joint venture with the Advance/Newhouse Pantnership
" Advance/Newhouse ") o which Advance/Newhouse and TWE coatnbuted cable television systems cor
wterests therein) serving approximately 4.5 mullion subscnibers, as well as certain foreign cable investments and
programming investments that included Advance/Newhouse's 10% interest i Primestwr Panners, LP
(“Prmestar”). TWE owns a two-thirds equity interest in the TWE-Advance/Newhouse Partnership and 15 the
managing partner.  TWE  consolidates the pannership and the one-third equity imerest owned by
Advance/Newhouse 15 reflected in TWE's consolidated financial statements as munorty interest. In accordance
with the parinership agreement. Advance/Newhouse can require TWE 1o purchase its equity interest for L
market value at specified intervals following the death of both of 115 principal shareholders. Beginming in the
third  vear, either parner can initiate a dissolution in which TWE would receive two-thirds and
Advance/Newhouse would receive one-third of the parinership’s net assets. The assets contributed by TWE and
Advance/Newhouse 10 the partnership were recorded at their predecessor’s histoncal cost. which, with respect 1o
Advance/Newhouse, consisted of assets contnibuted to the pannership of approximately $338 million and
liabilities assumed by the partnership of approsimately $9 mallion. No gan was recognized by TWE upon the
capitalizaton of the pannership.

The accompanying consolidated statememt of operations includes the operaung results of the
Advance/Newhouse businesses from the daie of contnbutian to the partnerstup On a pro forma basis, giving
cffect o (1) the formauon of the TWE-Advance/Newhouse Pantnership, (0} the consolidation of Paragon, (u1) the
reacquisition of the Time Warner Service Pannership Assets (Note 8). (v) TWE's dewt refinancing (Note 6) and
ivl TWE's asset sales, including the sale of 51% of s interest in Six Flags and the sale or expected sale or
transfer of certain unclustered cable television systems, as if each of such transactions had occurred an the
beginnung of the peniods, TWE would have reported for the vears ended December 31, 1995 and 1994, revenues
of 59657 hllion and S8 779 billion. deprecianon and amormizatuon of $1.069 bilion and $1.035 billion,
operating income of $962 mullion and $884 nullion. income before extraordinary wem of $172 nullion and 5143

million and net income of $148 million and $143 million. respecuvely

A SIX FLAGS

On June 23, 1995, TWE sold 51% of its interest in Six Flags 10 an investment group led by Boston
Ventures for 5204 nullion and received 5640 mullion in addivonal proceeds from Sin Flags, representing

F-79




TIME WARNER ENTERTAINMENT COMPANY, LI
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

pasment of cerain Iercompany indebtedness and licensing fees. As a result of the transactuion. Six Flags has
been deconsolidated and TWE's remaining 49% interest in Six Flags 15 accounted for under the equily method
of accounting TWE reduced debt by approximately $850 mullion in coanection with the transaction, and a
portion of the mcome on the transaction has been deferred by TWE pnincipally as a result of its guJranice of
Certamn third-party, zero-coupon indebtedness of Six Flags due in 1999

TWE had owned all of Six Flags since September 1993 when it provided $136 million 1 funds 10 Sk
Flags 1o repurchase the remaining $0% common stock interest held by other stockholders and preierred stock of
certain subsidianes

4. INVESTMENTS

TWE's investments consist of:
[hecember M.

1995 1994

i il Lbistn
Equaty method ivestments . 4 138 L
st methesd investments s AK _n

S 33 § 6bh
E———=J

——

Total

Compantes accounted for using the equity method include Comedy Partners. LP (30% owned). cenain
cable system joint ventures (generally 50% owned), Primestar (315 owned in 1995), Six Flags (49% owned in
1995 when deconsolidated), certain intermational cable and programming joint ventures igenerally 25% owned
i 1995 and 1994} and Courtroom Television Network (33% owned in 1995) A summars of combined tinancial
iformation as reported by the equity investees af TWE 15 set forth below

Years Ended December 31,

1995 1994 i
o kbbb b

Revenues a3 e . 51,450 § 7122 $ 596
Depreciation and amortization ... i F N A 195 125 a7
Operating income (1088) . ovroriecneonn e 19 1l 115
et income (loss) {16581 153) 80
Current assels 455 192 12
Totwal assets 22416 1.281 1,054
Current habiliies o . 405 105 163
Long-term debt ol Evva A _ . 1.778 554 613
Total habilitics Ry ; 2323 Ut T4
Total sharcholders’ equity or panners’ capital 'L} i85 p 1]
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5. INVENTORIES

TWE's inventories consist of

December 31,
1995 1984
(Tu; L Moncurrent Current froncurien
- i millony '
Film costs:
Releas=d, less amoruzation £329 § 43 % SKES $ 47
Completed and not relcased 74 n i3 2
In process and other i 1 3196 18 61
Library, less amorzauon sEiAEE - 7 - Tt
Programming costs, less amortization e 219 337 149 300
Merchandise .. .......... S 71 — Bl —
L[ 7 PP PR ARy S AR g R SO $1.909 £ 956 S$1.807

Excluding the Library, the unamortized cost of completed films at December 31, 1995 amounted 1o §1 062
billion. more than 90% of which & expecied to be am.rized within three years after release. Excluding the
effects of accounting for the acquisition of WCI, the 1oal cost incurred in the production of theatncal and
television films amounted to $2.011 billion 1n 1995, 1 667 billion i 1994 and $1.784 billion i 1993, and the
total cost amortized amounted to $2 billion, $1.640 billlon and $1.619 billion. respectively

6. LONG-TERM DEBT
Long-term debt consists of

December 3.
1995 1994
{rmillions )
Credit agreement, weighted average interest rates of 6.4% and 6.5% . §2.185 52550
Commercial paper. weighted average nterest rates of 6.2% and 6.2% 157 [
Six Flags 9.25% zero coupon notes due December 15, 1999 - 123
9%% notes due May 1. 2002 . 600 600
Tva% debentures due September 1. 2008 : 599 59
10.15% notes due May |, 20012 ... ... .. .. ... ... ... . 250 250
BA4% notes due October |, 2012 . o o 347 347
84% debentures due March 15, 2023 . . ; 991 FH)
RS debentures due July 15, 2033 994 994
Other : S e 14 58
Total $6.137 §7.160

In June 1995, TWE, the TWL-Advance/Newhouse Partnership and a wholly-owned subsidiary of Time
Wamer (“TWI Cable™) executed a five-vear revolving credit facility (the "New Credit Agreement™) The New
Credit Agreement enabled such entities 1o rehinance certun indebledness assumed in cenain cable acquisions,
to rehinance TWE's indebtedness under a pre-existing bank credit agreement and 1o finance the cngomng working
capnal, capital expenditure and other corporate needs of each borrower.

The New Credit Agreement permuts borrowings in an aggregate amount of up to 38.3 hillion, with no
scheduled reductions in credit availability prior to maturny. Borrowings are hmited to $4 allion 1n the case of
TWI1 Cable, 85 billion in the case of the TWE-Advance/Newhouse Partnershup and $8.3 billion in the case of
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TWE. subject 1n each case to certun hmitations and adjustments, Such borrowings bear interest at specific rates
for each of the three borrowers, generally equal 10 LIBOR plus a margin imually mnging from 50 10 87.5 basis
points, which margin will vary based on the credit rating or financial leverage of the appliczble borrower.
Unused credit is available for general business purposes and to support any commercial paper borrowings. Each
borrower 18 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 contauns certain covenants for each be rower relaung 1o,
among other things. addinonal indebtedness: liens on asscts. cash flow coverage and leverage ranos. and loans,
advances, distnbutions and other cash payments or transfers of assets from the borrowers 10 their respecuve
partners or affiliates.

In July 1995, TWE borrowed approximately %2 6 billion under the New Credit Agreement (O repay and
terminate 1ts pre-existing bank credit agreement. In connection therewith, TWE recogmized an extraordinary loss
of $23 mullion 1o write-off deferred financing costs related to the former credit agreement.

As a result of the Six Flags transaction. long-term debt was reduced by apprommately $E50 mullion in
1995, including the deconsolidation of Six Flags 0.25% zero coupon notes due in 1999, Such zero coupon
notes have been guaranieed by TWE. In addition. TWE recognized an extraordinary loss of $10 mullion in 1993
i connection with the retirement by Six Flags of centan of its indebtedness.

Each Time Warner General Paniner has guaranteed a pro rata portion of approximaicly $6 billion of TWE's
debt and accrued imterest thereor based on the relative fair value of the net assets each Time Wamner General
Partner contrnibuted to TWE (the “Time Warer General Partner Guarantees ™). Such indebtedness is recourse 1o
each Time Warner General Partner only to the extent of its guarantee. The indenture pursuant to which TWE's
notes and debentures have been issued {the “Indenture™) requires the unanimous consent of the holders of the
aotes and debentures to terminate the Time Warner General Panner Guarantees pnor 10 June 30, 1997. and the
consent of a majonty of such holders to effect a termination thereafter There are generally ro restnctions on the
ability of the Time Wamer General Panner guarantors to transfer matenal assets, other than TWE assets, 10
partics that are not guaraniors.

Interest expense was $571 million in 1995, $563 mallion in 1994 and $573 million in 1993, The weighted
average anferest 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 to continuc 10 refinance 1ls
commetcial paper borrowings on a long-term basis TWE is not obligated to repay any poruon of its long-term
debt unul the vear 2000 when the New Credit Agreement expires and all borrowings thercunder. including
commercial paper supportied by the New Credit Agreement are required to be repaid.

7. INCOME TAXES

Domestic and foreign pretan income (loss) are as fuilows
Years Ended December 31,

1995 1994 1993
{millions
Domestic R - 519 §242 5271
Foreign i (%) 41)
Total e A $183 §201 $272
— j—— ===
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As a partnership, TWE is not subject to U.S. federal, state or local income taxanon. However, certain of
TWE's operations are conducted by subsidiary corporations that are subject to domestic o foreign taxation

Income taxes (benefits) of TWE and subsidiary corporations arc as set forth below
Years Ewded December 11,

1995 Pl 1993
(millloas)
Federal:
Curmenl e e e o $7 £ 6 S10
DRFErTed i i , e . (5) N (12
Foreign
Current® ............. ; ; s e Cda 74 53 (]
Deferred .................. TPy e R 6 (16) 4
Swute and local
CUETERE ccivoewsiinionanmi i s s e e RSB NN | W e 7 14 20
Deferred ......... e T T S A R A e e e _(3) _I__!il]l 118
Total income 1AXeS ...........o000e0n S W P A NS A BB ﬁ ?-11_} 5:’:5

{1} Includes wtilization of Six Flags' Lax arryforwards in the amour’ of §16 mallion in 1995, 535 million wn 1994 and 375 mulbos 1n 199)
i2) Includes foreign withholding taxes of $60 milbon in 1993, $44 million in 1994 and $59 mullion in 1993

The financial statement basis of TWE's assets exceeds the comresponding 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 AX purposes.

B. TWE PARTNERS' CAPITAL

Each partner’s interest in TWE consists of the initial pnority capital and residual equity amounts that were
assigned to that partner or its predecessor based on the estimated fair value of the net assets each contnbuted 1o
the partnership, as adjusted for the fair value of cerain Time Wamner Service Parmership Assets (as defined
below) distributed by TWE to the Time Wamer General Partners in 1993 which were not subsequently
reacquired by TWE in 1995 (“Contributed Capital™), plus. with respect to the priority capital interests only, any
undistributed prionty capital return. The priority capital return consists of net partnership income allocated 1o
date in accordance with the provisions of the TWE parnership agreement and the nght o be allocated
additions’ partnership income which, together with any previously allocated net partnership income, provides for
the various priority capital rates of return specified in the table below. The sum of Contnbuted Capnal and the
undistributed prionty capital return 1s referred to as “Cumulative Prionity Capital.” Cumulative Pnonty Capital
is not necessanly indicative of the fair value of the underlying pnonty capital interests principally due to above-
market rates of return on certain prionty capital interests as compared to secunties of comparable credit nsk and
matunity, such as the 13.25% rate of return on the junior prionty capital interest owned by subsidianies of Time
Warmner. Furthermore, the ultimate realization of Cumulative Prionty Capital could be affected by the far value
of TWE, which is subject to fluctuation.
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A sumpary of the pnonty of Contnbuted Capital, ownership of Contnbuted Capital and Cumu ve
Prionty Capital at December 31, 1995 and pnonty capital rates of return thereon 1s set forth below

Priority Time

Cumulative Capital Warme Limited Farinen
Contributed  Priority Rates of Generul L
Priority of Contributed Capilal Capital * Capital Returm™ Pariners Time Warner  WEST
{bllions 1% per annum (ownership %
LI
quarterty)
Senior prionty capual .o ¥ $14 514 8.00% 100 (K ¥ - -
Pro rata pnonty capital ... 6 87 0% 63.27% 1122% I551%
Juntor prionty capital oL 29 4.6 13 25%  100.00% - —
- — " 61YTR 11.22%  1551%

Hesidual equity capital - ... it s 33

141 Excludes pannership mcome o loss allocated thereto

b1 Income aliocations related 1o prionty capital rabes of rewum are based on parmership income afier any sprcial lan allocationt

161 Net of §366 million of pamnenhip income distnbuted 10 1995 representing the prionty capital retum thereon through Juse 10, 1993

i) 1100 o the extent concurrently distnbuted

jer V1 2S% w the eatent concurrently distributed

i Hewdual equity ca i+ pot entithed to stated prionty ratey of return and, & sxh. i Cumulative Prnonny Capatal 1s egual 1o s
Contnbuted Capital However, in the cxse of cenan eventy such as the hguidation of dissolunon of TWE. ressdual equity capual i
entitled 1 any excess of the fair value of the net assets of TWE over the aggregate amaunt of Cumalative Prionty Caprtal and spe-ual
tan allocations. The resadual equity Contnbuted Capital has pnonty over the prionty returis Of junior and pro fata pronty capual

Because Contributed Capital 1s based on the fair value of the net assets that cach panner contributed to the
pannerstup. the aggregate of such amounts is significantly higher than TWE's paniners’ capital as reflected in the
consolidated hnancial statements, which s based on the histoncal cost of the contributed net assets, For
purposes of allocaung partnership income of loss 1o the partners, pannership income or loss 15 based on the faur
value of the net assets contributed to the pannership and results in significantly less pannership income, or
results in pannership losses, i contrast to the net inconme reported by TWE (or financial stalement purposcs,
which 1s also based on the histonical cost of coninbuted net assets

Under the TWE partnership agreement. partnership income. [0 the extent eamned, is first allocated to the
partners so that the cconomic burden of the income tax consequences of parnership operations is bome as
though the partnership were laxed as a corporation i~special tax allocanons”), then to the senor prionty, pro
rata priorty and junior priority capital intefests. in order of prionty, at rates of retum ranging from B% lo
13.25% per annum. and finally to the residual equity interests. Partnership losses generally are allocated first 1o
eliminate pnor allocations of partnership income to, and then to reduce the Contributed Capital of, the residual
equity. junior priority capital and pro rata prionty capital integests, in that order. then to reduce the Time Wamer
General Panners' senior priority capital, including pantnershup income allocated thereto, and finally 1o reduce
any special tax allocations. To the extent partnership income 15 insufficient 10 satisfy all special allocations in 2
particular accounting period, the nght to recenve additonal pannership income necessary 1o provide for the
various prionty capital rater of retum s carmied forward until sausfied out of future paninership income,
including any pannershup income that may result from any liquidation or disselution of TWE

The TWE partnership agreement provides, under cerain CiIrcumsiances, for the distnbution of parnership
‘ncome allocated 1o the senior prionty capital owned by the Time Wamer General Pantners ("Semor Prionty
Capital Distnbutions ™). Pursuant to such provision, 5366 million of partnership income was distnbuted o the
lime Warner General Partners in 1995, The sentor pnonty capital and, to the extent not previously distributed,
partnership income allocated thereto is required to be distnbuted in three annual installments beginning on
Julv 1, 1997 The jumor prionty capital owned by subsidianes of Time Warner may be increased il cenain
operating performance targets are achieved over a hve-year penod ending on December 31, 1996 and a ten-ycar
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penod ending on December 31, 2001 Although sausfacuon of the ten-year operaling performance Larget 1
indetermminable at this time, 11 13 not expected that the five-year target will be anained

L' S WEST has an option to obtun up to an addinonal 6.33% of pro rata pnonty capital and residual equins
interests. depending on cable operaung performance. The option 15 eaercisable between January 1. 1999 and on
or about May 31, 2005 at a maximum exercise price ranging from $1.25 Inliion 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,

Distributions and loans to the panners are subject to partnership and credit agreement himatations
Generally, TWE must be in comphance with the cash flow coverage and leverage ratios, restncted payment
limitanons and other credit agreement covenants in order 10 make such distnbutions or loans

In Seplernber 1993, cenan assets of TWE were distnbuted to the Time Warner General Paniners and weic
owned and operated by other pantnerships (the “Time Wamner Service Pannerships™) in order 1o ensure
compliance with the Modificanon of Final Judgment entered on August 24. 1982 by the Unied States Dusinio
Coun for the Distnct of Columbia applicable to LI 5 WEST and its affibated compamies, which may have
included TWE. This distnbution was recorded for financial staterment purposes based on the 595 mullion
historical cost of such assets and. for partnershup agreement purposes, Time Warner General Panners’ jumior
pnonty capilal was reduced by approximately $300 muilion. In 1994, U § WEST received a judicial order that
TWE was no longer prohibited from owning or operatng subsianually all of such assets Accordingly. in
September 1995, TWE reacquired substannally all of the assets of the Time Wamer Service Pannerships
subject (o the habihiies relating thereto, (the “Time Warner Service Pannership Assets™ in eachange for junior
pnionty capital interests in TWE equal to approximately 3400 mullion The reacquisiion was recorded o
financial statement purposes based on the $124 mullion histoncal cost of the Time Warner Service Partnershup
Aussets, Prior to the reacquisition of the Time Wamer Service Paninership Assets in September 1995, TWE was
required to make quarterly cash distnbutions of jumior pnonty capital in the amount of $12.5 mulhon o the
Time Warner General Pantners (“TWSP Distnbutions™), which the General Panthers were then required to
contribute 1o the Time Wamer Service Partnerships. TWE paid TWSP Distnbutions 1o the Tune Wamner General
Partners in the amount of $25 mullion. $50 mullon and $12.5 mullion in 1995, 1994 and 1993 respectivels
which were recorded as reducuions of Time Wamner General Partners’ jumor 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 to
options granted prior to the TWE capitalization, the greater of the exercise price and 527 75, the marker price of
the common stock at the nme of the TWE capitalization on June 30, 1992 ("Stock Option Distnbutions™) TWE
accrues Stock Option Distnbutions and a corresponding hability with respect to unexercised options when the
market price of Time Wamer common stock increases dumng the accountng penod. and reverses previousiy-
accrued Stock Option Distmbutions and the corresponding hiability when the market prce of Time Warner
common stock declines. Stock Opuon Distnbutions are paid when the options are exercised At December 11,
1995 and 1994, TWE had recorded a hatulity for Stock Option Distnbutions of $122 million and $89 mallion
respectively, based on the unexercised options and the market prnices at such dates of $37 875 and 835 |25
respectively, per Time Wamer common share. TWE paid Stock Option Distnbutions to Time Warner in the
amount of $17 mullion, 35 million and $20 mullion 10 1995, 1994 and 1993, respectively

Cash distributions are required to be made 1o the partners to permut them 1o pay income taves at statuton
rates based on their allocable 1axable income from TWE (“Tax Distnbutions™ ), including any taxable income
gencraled by the Benehicial Assets, subject to himitations referred to herein. The aggregate amount of such Tax
Distnbutions 13 computed generally by reference 1o the tanes that TWE would have been required 19 pav if o
were a corporation. Tax Distnbunons were previously subject 1o restncuons unul July 1995 and are now pad 1o
the Time Wamer General Partners on a current basis. TWE paid 3680 mullion of such Tax Distnbutions to the
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[ime Warnet General Partners in 1995 (ol which 8334 million was accrued at December 11, 1994), compared t0
SilS mulhon 1 1994

In addion o Stock Option Distnbutons. Tax Distnbutions and Semor Pnonty Capital Distnbunions,
quarterly cash distnbutions may be made to the partners to the extent of excess cash, as defined in the TWE
partnership agreement (“Excess Cash Distribution™ ). Assuming that no addiuonal pannership inierests are
jatied to new partners and that cenain cash distnbution thresholds are met, cash distr butions other than Stock
Option Distnbutions, Tax Distnbutions and Semor Pnonty Capital Distnbutions will in the aggregate be made
©3 7% 10 the Time Warner General Panners, 11.22% o Time Wamner and 25.51% 1o U § WEST pnot to June
10, 1998, thereatter, the Time Warner General Partners will be enttled 1o additional distnbutions wath respect to
jumor prionty capital. If aggregate distnbutions made to the limited partners. generally trom all sources, have
not reached approximately $800 mullion by June 3. 1997, cash distnbutions 1o the Time Warner General
Partners with respeet to the Time Warnet Gieneral Partners’ pro rata prionity and residual equity capital, other
than Stock Option Distnbutions and Tax Distnbutions. will be deferred until such threshold s met. Similarly. of
wuch apgregate distnbutions 1o the limited partners have not reached approximately $1.6 billion by June 30
1998 cash distnbutions with respect 10 junior prionty capital will be deferred unul such threshold 1s met If any
such deferral occurs, a portion of the comresponding parnership income allocations with respect to such deferred
amounts will be made at a rate higher than otherwise would have bee the case. As of December 31, 1995, no
cash distibutions have been made 1o the hmited pariners. In addition, if a dwision of TWE or a substanual
porton thereof 15 sold, the net proceeds of such sale, less expenses and proceeds used 1o repay outstanding debt.
will be required to Le distnbuted with respect o the partners’ parinership interests Similar distnbutons arc
required 1o be made n the event of a hnancing or refinancing of debt. Subject o any himutations on the
mncurtence of additional debt contained in the TWE partnersiiip and credit agreements, and the Indenture, TWE
may horrow funds 10 make distnbutions

u, STOUK OPFTION PLANS

Options o purchase Time Wamer common siock under vanous stoch opuon plans have been granicd (o
emplovees of TWE at. of in excess of, fair market value at the date of grant Cienerally, the options become
srercisable over a three-vear vestng penod and expire ien vears from the date of grant A summary of stock
option actmaty wath respect to employees of TWE 11 as follows

Thourands of Sharo
of Tume VWarner Exercise Price
__Commaon Slock Per Share

Outstandinge al January 1, 1995 . 10,198 4 B-45
Ciranted e3P 445
Lxercrsed (13161 R-38
Cancelled (a1 (2455 1745
Balance a1 December 31 1995 28,5135 $17-45
. December 11, o
R | == . . =S
| theruavands |
Loaercisable . .B46 21318
—— _ )

o I ludes all options cancelled and lorfeaed duning the v=ar as well i options related o employeey wha hane peen translerred put ol
il o TWE 10 and frem olber Time Warner doaidons
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TWE reimburses Time Wamer lor the use of Time Wamer stock options on the basis descnbed in Sote &
There were 437 thousand options exercised in 1994 and 1 9 malbon opuons exercised in 1993 at pnices ranging
from $8.536 per share in each vear

10. BENEFIT PLANS

TWE and ns divisions have dehined benefit pension plans covenng substanually all domestic emplovees
Pension benefits are based on formulas that reflect the employers’ years of service and compensation levels
dunng thcir employment penod. Qualifying plans are funded in accordance with government pension and
income tax regulations. Plan assets are invesied in equity and fixed income secunues

Pension expense included the following
Years Ended December 11

LT T
(il |
Service cost .. .. ... . % . . 20 52 52
Interest cost .. .. .. . 21 24 It
Actual return on plan assets ; . (55) 4 i
Net amortization and deferral S aETET 17 i2h 5
Total, T . . $23  $33 s M
The status of funded pension plans i as follows
Decembser 31
1995 1994
| vl boss o
Accumulated benefit oblipanion (9% vested) £213 siT2
Effect of future salary increases TR ; 111 9]
Projected benefit obligation . ; i M3
Plan assets at far value 247 2X8
Projected benefit obligation in excess af plan assets (77 (1K)
Unamomized actuanal losses . . ) 24
Unamoruized plan changes . o D 5 4
ither ; . FC S e )] i4)
Accrued pension habality T T Se15) Sl
The following assumptions were used in accounnng for penston plans

1995 1994 1993
Weighted average discount rate e i 1.25% 8.5% 7%
Retrn on plan assets S aa 9% 9% 9%
Rate of mcrease in compensatnon levels . o% 6% 6%

Cenain domesuc employees of TWE parucipate in multiemployer pension plans as to whirh the expense
amounted to $21 million in 1995, 318 million in 1994 and $19 mullion 1 1993 Employees in forcign countnes
parucipate to varying degrees in local pension plans, which in the aggregate are not sigmficant.

Cerun domestic emplovees also participate 1n Time Warmner's 401k} savings plans and other savings and
profit shanng plans as to which the expense amounted o 525 mullion o 1995, $23 nullion in 1994 and $20
million an 1993 Contmbunions to the 401(k) and other savings plans are based upon a percentage of the
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employees  clected contributions. Contmbutions t© the piefit shanng plans are generally determuned by
management

11. FINANCIAL INSTRUMENTS

The carrving value of TWE's financial instruments approximates fair value, except for differences with
respect to long-term, fixed-rate debt and certain differences related o cost method investments and other
financial instruments which are not significant. The fair value of financial m<truments, such as long-term debt
and investments, 1s generally determined by reference to market values resulung from trading on a national
ccunties exchange of 10 an over-the-counter market. In cases where quoted market pnces are not ivaulable, such
s for dervative financial instrements, fair value is based on estumates 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 carrving value by $386 million which represents an unrealized loss Based on TWE's fixed-rale
debt outstanding at December 31, 1995, cach 25 basis point increase of decrease in the level of interest rates
prevailing at December 31, 1995 would result in a reduction Of INCrease in the unrealized loss of 395 rallion,
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 carying value which represents an unrealized gain Unrealized gains of
losses related 1o the differences in the fair value and camrying value of TWE's long-term debt are not recognized
unless such debt is retired prior to its mamunty

Foreign Currency Risk Management

Foreign exchange contracts are used primanly by Time Wamer to hedge the nsk that unrematted of future
license fees owed o TWE domestic companies for the sale or anticipated sale of U5 copyrighted products
abroad may be adversely affected by changes in foreign cumency exchange rates. As pan of its uverall strategy
1o manage the level of exposure 1o the nsk of foreign currency exchange rate fluctuations, Time Warner hedges a
portion of its and TWE's combined foreign currency cxposures anticipated over the ensuing twelve month
pencd. including those related to TWE. At December 31, 1995, Time Warner has cffectively hedged
approximately half of TWE's total estimated foreign currency exposures that principally relate 1o anticipated
cash flows to 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 to provide continuing
coverage throughout the year. TWE is reimbursed by or reimburses Time Wamner for Time Warner contract gans
and losses related 1o TWE's exposure. Time Wamner ofuen closes foreign exchange sale contracts by purchasing
an offsetting purchase contract. At December 31, 1995, Time Wamner had contracts for the sale of $504 mullion
and the purchase of $140 mullion of foreign currencies at fixed rates and maturities of three months o less, Of
Time Wamner's $364 million net sale contract position, nonc of the foreign exchange purchase contracts and
$113 million of the foreign exchange sale contracts related to TWE's foreign curmency exposure. primarniy
Japanese yen (21% of net contract posiion related to TWE), French francs (22%). German marks (12%) and
Canadian dollars (219%), compared to a net sale contract postion of $188 million of foreign currencies at
December 31, 1994,

Unrealized gains or losses related to fofeign exchange contracts arc recorded 1n income as the market value
of such contracts change, accordingly, the carmying value of foreign exchange contracts approumales marke!
value. The carrying value of foreign exchange contracts was not material at December 31, 1995 and 1994 and 1
included in other current liabilities. No cash 1s required 1o be received or paid with respect 1o the realization ¢
such gains and losses unul the related foreign eachange conlracts are sertled, generally at their respectve
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maturity dates. In 1995 and 1994, TWE had $11 mullion and $20 mallion, respectively, ol net losses on toeipn
exchange contracts, which were or are expected to be offset by comesponding increases in the dollar value ol
foreign currency license fee pavments that have been or are antcipate § to be received in cash from the sale of
115 copynghted products abroad. Time Wamner places foreign currency contracts with a number of major
tinancial institutions 10 order to mimmize credit nsk

Based on Time Warmner's outstanding foreign exchange ontracts related to TWE's exposure at December
31, 1995, each 5% devaluanon of the US. dollar as compared to the level of foreign exchange rates tor
cumrencies under contract at December 31. 1995 would result in approvimately $6 million of unrealized lovses
on foreign exchange contracts. Conversely, a 5% apprecianon of the U'S. dollar would resuli in 86 million ot
unrealized gains on contracts. Consistent with the nature of the economic hedge provided by such foreign
exchange contracts, such unrealiz=d gains or losses would be offset by corresponding decreases or increases
respectively. in the dollar value of future foreign curmency hcense fee payments that would be received in cash
within the ensuing twelve month penod from the sale of US copynghted products abroad

12. SEGMENT INFORMATION

TWE's businesses are conducted 1n two fundamental arcas of business: Ente~ainment. consistng
pancipally of interests in filmed entertainment, broadcasting, theme parks and cable television programming,
and Telecommunicatuons. consisting pnncipally of interests in cable television systems

Informanon as to the operations of TWE in different business segments s as set forth below  Cable
business segment information reflects the consolidation by TWE of the TWE- Advance/Newhouse Paninership
effective as of Apnl 1. 1995 and Paragon cffective as of July 6, 1995 The operaung results of Six Flags have
been deconsolidated effective as of June 23, 1995 and results pnor to that date are reponed separately 1o
facilitate comparability

Years Ended December 31,

1995 1994 1993
il i

Revenues"
Filmed Ententainment ; = $5.069 4T 024
Six Flags Theme Parks i : LSS 27 557 s33
Broadcasung-The WH Nemwork . 1 =
Programming-HBO o 1.593 1454 1,435
Cable : e bR T 3,005 1.220 2.205
Intersegment elimunauoen - e e 1410) 1287) _ (250
Total o =3 0517 SEARD ST7.040

¢l Substanually all operations outside of the United States suppon the expon of domesic products Reverues include evpon wies of
$1 952 bullion in 1995, 51 633 tlbon i 1994 and §1.650 Willion i 1997 Approvmately 4% of expon revenues are from sabes fo
European cusiomers
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Years lm_d_lmuw M.

1995 1954 _I_!_’_._i_
i emvbbbhooms ¢

Operating Income
Filmed Entertanment A . § 228 5 201 $ 2o
Six Flags Theme Parks : 29 56 i
Broadcasung-The WB Network ... . o - ; 166) - -
Programmng-HBO ' ’ : ; 274 236 213
Cable . . ; i ’ o 49° 155 407
Tonal . ; ; 5 . . . ) 5 96) $ BB § 883

Years Ended Decomber 31,
1995 1994 1993

Depreciation of Property, Plant and Equipment

Filmed Enterntminment . s 107 § 7l $ 46

Siv Flags Theme Parks . . . = i 20 51 41
Broadcasting-The WB Network . .. . . . -t - - -
Programmung-HBO ... ... .. .. : - . 16 13 14
Cable . B ST e R e e 452 330 325
Total . —r . - § 595 $ 405§ 426
Years Ended December 31,
s ma 19
' (millions

Amortization of Intangible Assets'!
Filmed Entertainment . ... .. .. ; L 124 $ 135 5 143
Six Flags Theme Parks .. . i : 11 28 28
Broadcasting-The WH Network . SR - -~ -~
Programming-HBO 1 o 3
Sable s Dt i 30w W o2
1| N ——— . % S 44 0§ 483476

{11 Amormzation inclsdes amovuzaton relaning & the scquinuons of WCl i3 1989 and the ATC runonty interest o 1992 and T othet
business combnpabons accounted for by the purchase method
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Informanon as to the assets and capital expenditures of TWE i as follows

Years Ended [ecember 11,

199 19794 1991
imillions)

Assets

Filmed Entertainment 8 7333 % 7.133 S 6677
Siv Flags Theme Parks ; . — K14 R
Broadcasung-The WB Network it 63 == -
Programmang-HB ; £ PP . 938 K5 BSS
Cable.. _....._. 9,842 191 B4
Corporate! e T 169 1sa
Total Bl AN A e o Sfa ey SIEO0S  SIK.6n? 179613

i1l Consisis poncipally of cash, Cash eguivalenis and otlwer investmenis

Years Ended Ihvoember V],

1993 1994 1993
1 rmnall s |

Capital Expenditures
Filmed Entenainment ; $ 4§ 195 . 240
Six Flags Theme Parks 41 6 £
Broadcasting-The WB Network 7 - — - —
Programmung-HBO 20 13 17
Cable'" . . L1768 699 352
Towl . T IR i g i L " $ 1535 S LIS} 8 6l

{1} Cable capnal expendiures were funded in pan thiough collections on the U S WEST Note in the amount of 3607 mullisn i 149995 $234
mulbion i 1994 and $16 milboa @ 1YY (Nowe ()

13 COMMITMENTS AND CONTINGENCIES

Total rent expense amounted to 3176 mullion in 1995, 5143 mullion i 1994 and 3119 mulbon in 1993 The
minimum rental commuments under noncancellable long-temm operaung leases are. P#H-8 158 mullhon, 1997
156 million, 1998.$149 mullion. 199953143 mullion, 2000-5132 mullion and after 2000-5826 mullhion

Minimum commuments and guarantees under ceridin programming, licensing. franchise and other
agreements al December 31, 1995 aggregated approximately 88 billion, which are pavable principally over a
five-year penod.

Pending legal procecdings are substanually himated to htygation incidental to the businesses of TWE In the
opinion of counsel and management. the ulumate resolution of these matters will not have a matenal eflect on
the consolidated financial statements

14. RELATED PARTY TRANSACTIONS

In the normal course of conducting thenr businesses. TWE wnits have had vanous ransactions with Time
Warner umits, gencrally on terms resulung from a negotiauon among the affected parues that 1n management's
view results in reasonable allocations. Emplovees of TWE parucipate in vanous Time Warner medical, stock
opuon and other benefit plans for which TWE is charged its allocable share of plan expenses. including
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admumstratne costs ime Wamer's corpotate group provides vanous other services o TWE The Music
division of WO provides home vadeocassette distnbution services 1o certain TWE operations. and certain TWE
units huve placed advertising 1n magazines published by Time Wamer’s Publishing division

TWE s required o pay a $130 million advisory fee o U § WEST over a five year penod ending
September 15, 994 Ror U § WEST's expertise in telecommunicalions. telephony and infermation technology.
and i« participation 10 the management and upgrade of the cable systems 1o Full Service Network ™ capacity

In 1995 TWE and cenamn subsidianes of Time Warner enteted inlo MAnagement services agreeiments,
pursuant 1o which TWE receives fees for the management of all cable television s,stems owned by Time
Warner Management fees received from Time Warner in 1995 were not matenal

Time Warner provides TWE with certain corporale support services for which Time Warner was pad 360
milhon per vear through June 10, 1995, with increasing annual amounts as adjusted for nflanion thereafier The
COTporate scrvices agreement runs through June 30. 1997, and may be extended by agreement of both partics
Management believes that the corporate services fee 18 representative of the cost of corporate services that would
be necessary for the stand-alone operations of TWE

Tyme Warner and TWE emered into a credit agreement in 1994 that allows Time Wamer to borrow up 1o
<400 malhion from TWE through September 15, 2000 Outstanding borrowangs from TWE bear interest al
LIBOR plus 1% per annum Time Wamer borrowed S400 million in 1994 under the credit agreement

Prior 1o TWE's reacquisiion of the Time Wamner Service Partnership Assets in September 1995, TWE had
service agreements with the Time Warner Service Partnerships for program sipnal delivery and transmission
wervices. and TWE provided billing, collecuon and markeung services to the Time Wamner Service Pannershups
Wl alwe fas dismbutien and merchandising agreements with Time Warner Entertminment Japan Inc. a
company wned by certamn formier and existing panners of TWE to conduct TWE's businesses in Japan

In addstian to tramsactions with 1ts pannen., TWE has had transactions with Comedy Partners, L.P. 5
Flags and s other equity invesices and with Tumer Broadeasung System, Inc. The Columbia House Company
partnerships. Cinamenca Theatres, LP and other equity mvestees of Time Wamner, generally with respect 10
sales of product in the ordinary course ol businesy

15, ADDITIONAL FINANCIAL INFORMATION

Addional hnancial information with respect o cash flows v as follows
Years Ended December 31,

1992 1994 19

2SN i il berews. !
Cash pavments made for inlerest 571 § 521 $ 4%
Cash payments made for income taxes, net 75 L T0
~Noncash capital contnbutions, net 50 + 354

soncash mvesting actvines i 1995 included the formation of the TWE- Advance/Newhouse Partnership in
Apnl 1995 (Note 21 and the reacquisition of the Time Warner Service Partnership Assets in September 9495
iNote i
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(rther current habiities consist of

Accrued expenses .

Accrucd compensation

Deferred revenues

Tax Distnbutions due to Time Wamer General Panners
Debt due within one year

Total
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REPORT OF INDEPENDENT AUIMTORS

The Partners of
Time Warner Entertainment Company, L.F.

We have audited the accompanying consolidated balance sheet of Time Warner Entertainment Company, LP
(“TWE" ) as of December 31, 1995 and 1994, and the related consolidated statements of operations. cash flows
and parnership capital for each of the three years in the penod ended December 31, 1995 Our audits also
included the financial statement schedule listed an the Index at Item 14(a) These financial statements and
schedule are the responsibility of TWE's management Our responsibility 15 10 Evpress an ogumion on these
financial statements and schedule based on our audits

We conducted our audits in accordance with generally accepted audiung standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the hnancial statements are free of
material musstatement. An audit includes examiming, on a test basis, evidence supportng the amounts and
disclosures 10 the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management. as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion

In our opimon. the financial statements referred to above present farly. i all matenal respects, the consolidated
financial position of TWE at December 31, 1995 and 1994, and the consolidated results of is operations and s
cash flows tor each of the three years  the penod ended Decer Ber 31, 1995, in conformity with penerally
accepted accounting principles, Also, in our opimon, the related financial statement schedile, when considered
i relation 1o the basic financial statements taken as a whole, presents farly w all matenal respects the
information sct forth therein

Ernst & Yousc LLP

New York., New ork
February 6, 1996




TIME WARNER ENTERTAINMENT COMPANY, L.F.
SELECTED FINANCIAL INFORMATION

The selected financial information for each of the nve years in the penod ended December 31, 1995 set
forth below has been denved from and should be read in conjunction with the consohdated finarcial statements
and other financial information presented elsewhere herewrn Capitalized terms are as defined and described in
such consohidated financial statements, or elsewhere herein. The selected histoncal financial informaton for
1995 reflects the consolidation by TWE of the TWE Advance/Newhouse Parnership resulting from the
formation of such parmership, effective as of April 1. 1995, and the consolidzuon of Paragon effective as of July
f, 1995 The selected histoncal financial information ginves effect to the conso idanon of Six Flags Entertamment
Corporation ("Six Flags™) effective as of January 1, 1993 as 3 result of an increase in TWE's ownership of Six
Flags from 50% to 100% in September 1993, and the subsequent deconsolidation of Six Flags resulung from the
disposition by TWE of a 51% interest in Six Flags effective as of Junc 23, 1995

The selected histonical financial informanon lor 1993 also gives effect to the admission of U S WEST as an
additional limited partner of TWE as of September 15. 1993 and the 1ssuance of $2.6 billion of TWE debentures
duning the year to reduce indebtedness under the former TWE credit agreement. and for 1992 gives cffect to the
imual capitalization of TWE and associated refinancings as of the dates such transacuions were consummated
and Time Wamer's acquisition of the ATC munonty interest as of June 30, 1992, using the purchase method of
accounting. Time Warner's cost to acquire the ATC minomy interest 15 reflected an the consolidated financial
statements of TWE under the pushdorn method of accounting

Years Ended Decemmber A,

Selected Operating Statement Information 1995 1994 1 1992 1991
{mbllions)
Revenues . : s ; $ 9517 SB460 S 96 S 6761 5 6,068
Depreciation nnd AMOrUZANon . ..., ... y i 1,019 043 2 782 733
Business segment operaling income Y60 LT HHE3 795 T2
Interest and other, net .. .. _. e AR 580 587 551 525 520
Income belore cxmrdmm) iem . - 97 161 208 160 97
Net income ... . 1 16l 198 160 97
Years Ended December 31,
Selected Balance Sheet Information 1995 I 1993 1992 1991
(millions |
Total assets .. . . . SIB905 SI8.662 S17.963  SISB4E $14230
Debt due within one year 47 32 24 1 878
Long-term debt .. ... .. 6,137 7.160 1.125 7.1 4.571
Time Warner General Pan.ncrs sentor prmms capital 1.426 1663 1.536 - —
Partners” capital ; 2 6,478 6,232 LRLLY £.437 6,717
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TIME WARNER ENTERTAINMENT COMPANY, L.P
SCHEDULE H—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1995, 1994 and 1993

|
|

imillions)
Additkons
Balance a1 Charged 1o Halancr
Beginning Costs and at kmd
Thescription ol Period Expenses Deductiony  of Frrimd
1995:
Reserves deducted from accounts recenable
Allowance lor doubtiul accounts SI88 SO S UhHar Sl
Reserves for sales returns and allowances 118 21N 6Tk It
Total : $306 €322 $i263  $3hS
1994;
Reserves deducted from accounts receivable
Allowance for doubtiul sccounts Sinl § 4y a2 Ha SimM
Heserves for sales returns and allowances N6 | sl BN 11K
Tou - 29 28 sieh siw
1993:
Reserves deducted from accounts recewable
Allowance for doubtful accounts S 16 § 27 S (32Hay  Sinl
Reserves for sales returns and allowances i 74 131 9Kby 96
Total oz wiiai ; . $240 $158 S(l41y 3257

tap Represents uncollectible recenvables charged aganst the rewene
iby Represents retumma of allowanoes apphed Jgamhst ihe rewene
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EXHIBIT INDEXN

Description

Amended and Restated Agreement and Plan of Merger dated as of September 22, 1995
among the Regisrant, TW Inc . Time Warner Acquisition Corp.. TW Acquisition Corp
and Tumer Broadcasung System. Inc. twhich 15 incorporated herein by (=zlerence 1o
Exhibit 2{a) to the Registrant’s Current Report on Form 8-K dated December 1. 1995
(the “December 1995 Form E-K™)

Sharcholders’ Agreement dated as of September 21 1995 among the Regisirant, RE
Turner and centain associates and affibates of R.E. Turner (which s incorporated heremn
by reference to Extubit 10(a) to the Regpistrant’s Current Report on Form 8-K daled
Sepiember 22, 1995 (the “September 1995 Form 85.K"))

Amended and Restated LMC Agreement dated as of September 21, 1995, among the
Registrant, TW Inc.. Liberty Media Corporation «“Libenty "), TCI Turner Preferred. Inc .
Communication Capital Corp. and United Tumer Investment. Inc. (which i incorporated
herein by reference 1o Exhibit [04a) to the December 1995 Form K-K)

Restated Cemificate of Incorporation of the Registrant as filed with the Secretary of State
of the State of Delaware on Mav 26, 1993 twhich 1 incorporated herein by reference to
Exhitit 3 to the Registrant's Quanerly Report on Form 10-Q for the quaner ended June
30, 1993 (the “June 1993 Form 10-Q7).

Ceruficate of Ownership and Merger merging TWE Holdings Inc into Time Warner Inc
as filed with the Secretary of State of the State of Delaware on October 13, 1993 iwhich
1 incorporated herein by reference .0 Exhibit 3.01)(b) 1o he Registrani’s Annual Repor
on Form 10-K for the year ended December 31, 1993 (the 1993 Form 10-K™)
Centificate of the Voting Powers, Designations. Preferences and Relanve. Paricipating,
Optional and Other Special Rights and Qualificatons, Limitations or Restricuons of
Series A Pamicipaung Cumulative Preferred Stock of the Registrant as filed with the
Secretary of State of the State of Delaware on January 26. 1 iwhich v incorporated
heremn by reference to Exhibit 341)ic) to the 1993 Form 10-K)

Cenificate of the Voung Powers, Designations, Preferences and Relanve, Parncipating.
Optional or Other Special Rights. and Qualifications. Limitations or Restriictions thereof,
of Senes C Convertible Preferred Stock of the Registramt as filed with the Secretary of
State of the Stte of Delaware on May 1. 1995,

Centificate of the Voung Powers. Designations. Preterences and Relative, Paruicipating,
Optional or Other Special Rights. and Qualificanons. Limitations or Restnctions thereof.
ol Senes D Converuble Preferred Stock of the Registrant as filed with the Secretary of
State of the State of Delaware on July 6. 1995

Certiticate of the Voung Powers. Designations. Preferences and Relative, Participating.
QOpuonal or Other Special Rights. and Qualifications. Limitauons or Restnctions thereof
of Senes E Convertible Preferred Stock of the Registrant as filed with the Secretary ol
State of the Stz'e of Delaware on January 4. 1996

Centificate of the Voung Powers, Designations, Preferences and Relauve. Paricipanng.
Optional or Other Special Rights. and Qualifications. Limitations or Restnctions thereof,
of Senes F Convertible Preferred Stock of the Registrant as filed with the Secretary of
State of the State of Delaware on January 4. 1996

Ceruficate of Designations of Senes G Convertible Preferred Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on September 5. 1995 (which 1
incorporated herein by reference to Exhibit 4(a) 1o Registrant’s Current Report on Form
8-K dated August 3}, 1995 (the “August 1995 Form E-K"))

Cenihcate of Designations of Senes H Convertible Prefermed Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on September 5. 1995 (which 1
incorporated herein by reference to Exhibi 4(b) to the August 1995 Form 8-K)
Certiticate of Designations of Senes | Converuible 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 15, 1993 (which 1s incorporated
herem by reference to Exhibit 3.3 to the Registrant’s Annual Repont on Form 10-K for
the vear ended December 31, 1992 (the “1992 Form [0-K™ 1
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Specimen Cemificate of the Registrant » Common Stock (which 1s incorporated herein by
reference to Exhibit 4.1 1o the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1991 (the “1991 Form 10-K™)

Amended and Restated Declaranon of Trust of Time Warner Financing Trust (the
“Financing Trust”) dated as of August 15, 1995, among the trustees of the Financing
Trust. the Registrant and the holders of undivided beneficial interests 17 assets of the
Financing Trust, relaung to the $1.24 Preferred Exchangeable Redemption Cumulative
Gecurities of the Financing Trust (the "PERCS™). including, as cahibits thereto. the
Restated Certificate of Trust of the Financing Trust. the Terms of the Preferred Secunties
{including the Form of Certificate) and the Terms of the Common Secunties Gincluding
the Form of Ceruficate).

Indenture dated as of August 15, 1995, between the R:.fmn.lu and Chemical Bank. as
wrustee, relating to the Registrant’s 4% Subordinated Notes due December 23. 1997,
issued 1n connection with the PERCS. including, as Extubit A thereto, the Form of Note
CGuarantee Agreement dated as of August 15, 1995, executed and delivered by the
Registrant, as guarantor, and The Furst National Bank of Chicago. as trusiee, for the
benefit of the holders of the PERCS.

Amended and Restated Declaration of Trust of Time Wamer Capital | ("Time Warner
Capital™) dated as of December 5. 1995, among the trustees of Time Wamer Capital, the
Registrant and the holders of undivided beneficial interests in the assets of Time Warner
Capital, relaung to the 8% Preferred Trust Secunnties of Time Wamer Capital (the
“Preferred Trust Secunties”™ ), including, as exhibits thereto, the Cemificatc of Trust of
Time Wamer Capital, the Terms of the Prefered Secunies {including the Form of
Ceruficate) and the Terms of the Common Securities (including the Form of Ceruficate)
Indenture dated as of December 5. 1995, between the Registrant and Chemical Bank. as
trustee. relating to the issuance of the Preferred Trust Secunues.

First Supplemental Indenture dated as of December <, 1995, between the Registrant and
Chemical Bank, as trustec, relating 1o the Regisuant's 874% Subordinated Debentures
due December 31, 2025, i1ssued in connection with the Preferred Trust Secunties.
including. as Exhibit A thereto, the Form of Debenture

Guarantee Agreement dated as of December 5. 1995, exccuted and delvered by the
Registrant, as guarantor, and The First Nauonal Bank of Chicago. as trustee, lof the
benefit of the holders of the Preferred Trust Secunties.

Rights Agreement dated as of January 20, 1994 between the Registrant and Chemtcal
Hank as Rights Agent (which 15 incorporated berein by reference 1o Exhubit 4ia) 1o the
Regstrant’s Curremt Repon on Form &-K dated January 20. 1994)

Indenture dated as of Apnl 30, 1992, as amended by the First Supplemental Indentusc,
dated as of June 30, 1992, among Tume Warner Entenainment Company, LP (“TWE™).
the Registrant. certaimn of its subsidianes party thereto and The Bank of New York. as
Trustee (which is incorporated herein by reference o Exhibits 104g) and 10(h) to the
Registrant’s Current Report on Form &K dated July 14, 1992 (the “July 1992 Form
8-K™). '

Second Supplemental Indenture dated as of December 9, 1992 among TWE. the
Registrant, centain of its subsidianes party thereto and The Bank of New York. as Trustee
{which 15 incorporated herein by reference to Exhibit 4.2 to Amendment No | 1o the
Registranon Statement on Form 5-4 Rep. No. 33-67688 of TWE filed with the Secuntics
and Exchange Commission tthe “Commission™ ) on October 25, 1993 (the "1993 TWE
5470

Third Supplemental Indenture dated as of October 12, 1993 among TWE. the Registrant,
certain of its subsidianes party thereto and The Bank of New York. as Trustee (which 1
incorporated heremn by reference 1o Exhibit 4.3 to the 1993 TWE 5-1).

Fourth Supplemental Indenture dated as of March 29, 1994 among TWE. the Registrant.
certain of its subsidianies y thercto and The Bank of New York, as Trustee (which 15
incorporated herein by reference (o Exhibit 4.4 to TWE's Annual Report on Form 10-K
for the vear ended December 31. 1993 (*TWE's 19931 Form 10-K" b
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Fifth Supplemental Indenture dated as of December I8, 1994 among . WE. the
Registrant. cenain of its subsidianies panty thereto and The Hank of New York, as Trustee
iwhich 18 incorporated herein by reterence to Exhibit 4.5 1o TWE's Annual Report on
Form 10-K for the vear ended December 31, 1994 ("TWE's 1994 Form 10-K" )
Indenture dated as of October 15, 1985 between the Registrant and Manne Midland
Bank. N.A ., as successor Trusiee (which is incorporated horein by reference 1o Exhibit
4{a) 10 the Registrant’s Registration Statement on Form 5.3 Reg No 33-724 filed with
the Commission on October 8, 1985)

Indenture dated as of October 15, 1992, av 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 15 incorporated herein by reference to E.ﬂub:l 4.10 1o the 1992 Form 10-K}
Indenture dated as of January [5 1993 between the Registrant and Chemical Hank. as
Tmitcc (which 15 incorporated herein by reference to Exlubit 4,11 1o the 1992 Form
10-K)

First Supplemental Indenture dated as of June 15, 1993, between the Registrant @
Chemical Bank, as Trustee. to the Indenture dated as of January 15, 1993 between the
Registrant and Chemical Bank. as Trustee, including as Exhibit A the Form of Liquid
Yield Option Note due 2013 (which 1s incorporated hercin by reference to Extubit 4 o
the Junc 1993 Form 10-0)

Time Wamer 1981 Stock Option Plan. as amended through May 14, 1991 (which s
incorporated herein by reference o Exhubit 10.1 to the 1991 Form 10-K).

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

1988 Stock Incenuve Plan of Time Warner Inc.. as amended through May 14, 1991
{which is incorporated herein by refsrence 1o Exhibit 103 to the 1991 Form 10-K)
Time Warner 1989 Stock Incentive Plan. as amended through May 14, 1991 (which i
incorporated herein by reference to Extbit 104 o the 1991 Form 10-K).

Time Wamer 1989 WCI Replacement Stack Opution Plan, as amended through
February 14, 1995 (which 1s incorporated herein by reference to Exhibit 10.5 1o the
Registrant’s Annual Repon on Form 10-K for the year ended December 31, 1994 (the
“1994 Form 10-K™ )

Time Warner 1989 Lonmar Non-Emplovee Replacement Stock Option Plan. as amended
through May 14, 1991 iwhich 15 incorporated beremn by reference to Exhibit 106 1o the
Registrant's 1991 Form 10-K)

Time Warner 1994 Stock Option Plan. as amended through November 17, 1994 (which »
incorporated herein by reference to Exhibit 107 to the 1994 Form 10-K)

Time Warner Corporate Group Stock Incentive Plan, as amended through May 14, 1991
(which is incorporated herein by reference w Extubn 10.8 10 the 1994 Form 10-K)
Time Wuner 1988 Restincted Stock Plan for Non-Employee Directors, as amended
through November |8, 1993 (which 15 incorporated herein by reference to Exhibit 10.8 1o
the Registrant’s Aanual Report on Form 10-K for the year ended December 31, 1993
(the ~1993 Form 10-K™)

Deferred Compensation Plan for Directors of Time Wamner, as amended through
November 18, 1993 (which is ncorporated herein by reference o Exhibit 109 1o the
1993 Form 10-K)

Time Warner Retirement Plan for Outside Directors, as amended through
September 21, 1989 (which 1s incorporated heremn by reference to Extubit 10,10 to the
1991 Form 10-K)

Amended and Restated Time Wamer Inc Annual Bonus Plan for Exccutive Officers
iwhich 15 incorporated by reierence to Annex A to the Registrant’s defimtive Proxy
Statement dated March 30, 1995, used in conncction with the Registrant's 1995 Annual
Meeung of Stockholders)
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1013 Aamended and Restated Employment and Termunauon  Agreement dated as ol
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 Exhubit 10 26 1o the
Repistrant’s Annual Report on Form 10-K for the year ended Decembe: 31, 19891

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

10.15 Employment Agreement made as of May 17, 1995 between the Registrant and Peter R :
Haje (which is incorporated heremn by reference 1o Extubit 105 to the Registrant’s
Quanterly Repont on Form 10-Q for the quarter cnded June 30, 1995}

10.16 Employment Agreement made as of November 2, 1994 between the Registrant and C
Richard D. Parsons (which 1s incorporated herein by seference to Exhibit 10 17 10 the
1994 Form 10-K).

w17 Employment Agreement effective as of January 1. 1995 between the Regisirant and ’
Richard ] Bressler (which is incorporated herein by reference to Exhibit 10,18 to the
1994 Form 10-K).

1018 Amended and Restated Em{luymnt Agreement effecuve as of January 1. 1994 between
the Registramt and Tod R. Hullin (which 1s incorporate herein by reference o
Exhibit 10.19 to the 1994 Form 10-K).

10,19 Amended and Restated Employment Agreement effective as of January |, 1994 between
the Registrant and Philip R. Lochner, Jr. (which 15 incorporated herein by reference to
Exhibit 10.20 1o the 1994 Form 10-K}).

1020 Employmen: Agreement dated as of February 1, 1992 berween the Repistrant and .
Timothy A Boggs (which is incorporated herein b, reference to Exmbn 10.21 w the
1992 Form 10-K).

10,21 The Time Wamer Deferred Compensauon Plan (Amended and Restaled as of
November 1, 1995).

10.22 Travel and Accident Insurance Policy 1ssued by INA Life Insurance Company of New
York (which is incorporated by reference to Exhibit 1044 to the Registrant’s Annual
Report on Form 10-K for the year ended December 31, 1988).

1023 Credit Agreement dated as of June 30, 1995 among TWE, Time Warner Enternamnment-
Advance/Newhouse Partnership (“TWE-AN Pannership™) and TWI Cable Inc.. as
borrowers, Chemical, as asdministrative agent, Bank of Amenca Nanonal 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 insututions named
therein (which is incorporated herein by reference to Exhibit 10(a) 10 the Registant’s
Current Report on Form 8-K dated July 6. 1995).

1024 Agreement of Limited Parnership, dated as of October 29, 1992, as amended by the "

Letier Agreement, dated February 11, 1992, and the Letter Agreemen' dated Junc 23,
1992, among the Registramt and certain of its subsidiaries. ITOCHU Corporation
(“ITOCHU™) and Toshiba Corgor:uon (“Toshuba™) (which 15 nc ted herein by
reference 1o Exhibit (A) to the Registrant’s Current Report on Form K dated October
29 199] and Exhibits 10{b) and 10c) to the July 1992 Form B-K)

1025 Admission Agreement, dated as of May 16, 1993 between TWE and U § WEST. Inc *
iwhich is incorporated herein by reference o Exhibit 10(a) 1o TWE's Current Repon on
Form 8-K dated May 16, 1993 (the “TWE May 1993 Form A-K™n

1026 Amendment Agreement, dated as of September 14, 1993, among ITOCHU, Toshiba, the .
Registrant, US WEST. Inc. and cemain of their respecuve subsidianes, amending the
TWE Pannership Agreement, as amended {which 15 incorporated herein by reference 10
Exhibit 3.2 to E's 1993 Form 10-K)

10.27 Letter Agreement, dated May 16, 1993, between the Registrant and ITOCHU (which 1s
incorporated herein by reference o Exhibit 10(b) to the TWE May 1993 Form 8-K)

1028 Letter Agreement. dated May 16, 1993, betwren the Registrant and Toshiba (which 15
incorporated herein by reference to Exhibut 10c) to the TWE May 1993 Form 8-K)
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10.32

10,33

10.34

10,35

10.36

10,37
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1040
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Restructunng Agreement dated as of August 31, 1995 among the Registrant, ITOCHU
and ITOCHU Entertainment Inc. (which is incorporated herein by reference o Exhibu
2{a) 10 the August 1995 Form B-K)
Restructuring Agreement dated as of August 31, 1995 between the Registrant and
Toshiba (including Form of Registranon Rights Agreemen . between the Registrant and
Toshiba) (which i1s incarporated herein by reference to Exlibit 2(b) to the August 1995
Form E-K)
Option Agreement. dated as of Sepiember 15, 1993 between TWE and U S WEST. Inc
{which is incorporated herein by reference 1o Exhibit 109 10 TWE's 1993 Form 10-k
Promissory Note of U § WEST Cable Corporation. dated Septemper 15, 1993 (which i
incorporated herein by reference 1o Exhibic 10.10 10 TWE'« 1993 Form 10-K)
Guarantee, dated as of September 15, 1993, by U S WEST, Inc of the Promissory Note
of U S WEST Cable Corporation, dated Seplember 15, 1993 (which is incorporated
herein by reference to Exhibit 10.11 10 TWE's 1993 Form 10-K)
Contnbution Agreement dated as of September 9, 1994 among TWE. Advance
Publications, Inc.. Newhouse Broadcasung Corporation, Advance/Newhouse Partnenship
i“Advance/Newhouse”), and TWE A/N Pannership twhich 15 inc ted herein by
reference to Exhibit 10{a) o TWE's Cumrent Report on Form 8-K dated
September 9, 1994 (“TWE's September 1994 Form 8-K™)).
Partnership  Agreemen.. dated as of September 9, 1994 between TWE and
Advance/Newhouse (which is incorporated herein by reference to Exhibit 10ib) 10
TWE's Scptember 1994 Form 8-K)
Letter Agreement dated Apn! 1. 1995 among TWE, Advance/Newhouse. Advance
Publications, Inc. and Newhouse Broadcastung Corporation (which 1s incorporated herein
t;y reference to Exhibit [0c) 1o TWE's Current Report on Form B-K dated Apnl 1
995)
Agreement and Plan of Merger dated as of January 26, 1995, among KBLCOM
Incorporated. Houston Industries Incorporated. Registrant and TW KBLCOM
Acquisiton Sub (which is incorporaled herein by reference to Exhibit 2ia) 1w the
Registrant’s Current Report on Form 8-K dated January 16, 1995).
Agreement and Plan of Merger dated as of Februany 6. 1995, among Cablevision
Industries Corporation (“CVI”). Alan Gerry. Registrant and TW CVI Aequisition Corp
(“TWCVI™) (which s incorporated herein by reference to Exhibit 2ia) to the Registrant’s
Curmrent Report on Form 8-K dated Februany 6, 1995 (the “February 1965 Form B-K"))
Agreement and Plan of Merger dated as of February 6. 1995 among Cablevision
Properties Inc.. Alan Gerry and Registrant (which is incorporated herein by reference 1o
Exhibit 2ib) 1o the February 1995 Form 8-K).
Agreement and Plan of Merger dated as of February 6, 1995 among Cablevision
Management Corporation of Philadelphia. Alan Gerry and Registrant iwhich 15
incorporated herein by reference to Exhuibmt 2(c) 1o the February 1995 Form 8-K).
Agreement and Plan of Merger dated as of December 8, 1995 among Cablevision
Industnies of Middle Flonda. Inc. Alan Gerry, the Registrant and CVI qwhich 1
incorporated herein by reference to Exbubit 2(c) to the Registrant’s Current Repont on
Form 8-K dated January 4, 1996 (the “January 1996 Form 8-K7))
Purchase Agreement dated as of February 6, 1995, as amended and restated as of
December 8. 1995 among Alan Gerry, the corporations and partnerships lis.ed on the
signature pages thereof as the Purchase Gerry Companies and the Direct ﬁsuldm. and the
Registrant (which is incorporated herein by reference 1o Exhubit 2(d) to the January 1996
Form 8-K)
Purchase Agreement dated as of February 6. 1995 among Alan Gerry, Cablevision
Industrics of Delaware, Inc., ARA Cablevision Inc.. Cablevision Industries Limied
Pantnership, Cablevision Industries of Tennessee L P, Cablevision Industries of Saratoga
Associates, Cablevision of Fairhaven/Acushnet, Cablevision Industnes of Middie Florida,
Inc.. Cablevision Industnes of Flonda. Inc. and Registrant (which s incorporated herein
by reference to Exhibit 2(d) to the February 1995 Form 5-Ki
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Supplemental Agreement dated as of February 6, 1995 ancluding Annex A thereto
among Cablevision Industnes Corporation, Cablevision Industries of Delaware, Inc..
ARA Cablevision Inc.. Cablevision  Industnies  Limited Partnership.  Cablevision
Industnes of Tennessee L P. Cablevision Industnes of Saratoga Associates. Cablevision
of Farhaven/Acushnet, Cablevision I[ndustries of Middle Flonda. Inc. Cablevision
Industries of Florida, Inc., Alan Gerry, Registrant and TW CVI Acquisiion Sub
TWCVI™) (which 15 incorporated herein by reference to Exhibit Ziei to the Februan
1995 Form 8:-K}

Amendment Agreement dated as of December 8, 1995 to the Supplemental Agreement
dated as of February 6, 1995, including Annex A thereto, among CVL, the corpaorations
and partnerships listed on the signature pages thereof as the Gerry Companies and the
Direct Holders, Alan Gerry. the Registrant and TWCV1 iwhach s incorporated herem by
reference to Exhibit 2(f) to the January 1996 Form B-K)

Subsidianes of the Registrant.

Consent of Emst & Young LLP. Independent Auditors,

Consent of Price Waterhouse LLP, Independent Accountants.

Powers of Attomey, dated as of March 21, 1996

Financial Data Schedule.

The 1994 financial statements of the Time Wamner Service Partnerships and the report of
independent auditors thereon (which 1s incorporated herein by reference 10 TWE's 1994
Form 10-K).

The unaudited financial statements of the Time Wamer Lorvice Pannerships for the
quanerly peniod ended September 30, 1995 (which 1s incorporated herein by reference o
the Current Repont on Form 8-K of TWE daied November 28, 1995 ("TWE's November
1995 Form 8-K™))

The 1994 financial statements and financial  statement schedule of Paragon
Communications and the report of independent accountants thereon iwhich 1
ncorporated herein by reference to TWE's 1994 19-K)

The unaudited financial statements of Paragon Commumications fof the quarterly penod
ended June 30, 1995 (which is incorporated herein by reference to TWE's November
1995 Form 8-K).

Complaint in U $ WEST, Inc. et al. v. Time Wamer Inc.. et al. (Civil Acuon No 14555}
filed by U S WEST. Inc. in the Court of Chancery of the State of Delaware in and for
New Castle County (which is incorporaied herein by reference to Exhibit %4ic) to the
September 1995 Form 8-K)

Amended and Supplemental Complaint in U S WEST, Inc.. et al. + Time Warner Inc.
et al (Civil Action No. 14555) filed by U § WEST, Inc. in the Court af Chancery of the
Siate of Delaware in and for New Castle County.

Annual Repont on Form 11-K of the Time Warner Employees” Savings Plan for the year
ended December 30, 1995 (1o be filed by amendment)

Annual Report on Form 11-K of the Time Wamcr Thant Plan tor the year ended
December 31, 1995 (1o be filed by amendment)

Annual Repont on Form 11K of the Cable Employees Savings Plan for the year ended
December 31, 1995 (1o be filed by amendment),

Annual Report on Form 11-K of the Paragon Communications Employees Stock Savings
Plan for the vear ended December 31, 1995 (to be filed by amendment)

*  Incorporated by reference
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furmish to the Securitics and Exchange Commission al its request copies of
i holders of the Registrant’s outstanding long-term debt that are




EXHIBIT 2

SUBSIDIARIES OF TIME WARNER INC.

Set forth below are the names ol cenain subsidianes. ar least SO% owned, directly on indirectis, ot Time
Wamer and TWE as of December 31, 1995, unless otherwise indicated. Centuin subsidianies which when
considered in the aggregate would not constitute a sigmficart subsidiary, are omutted from the liw below
Indented subsidianes are direct subsidianes of the company wnder which they are indented

Percentage Statr or {(Mher

Orwned by Jurndicison of
Immediate Incorpor atim o
Name Parent Crganization
TIME WARNER INC. (Registrant) Delaw are
Asiaweck Limited S B Hong Kong
Sunset Publishing Corporation LY Delaw ate
Time Intemational Inc 1K) Dielaw are
Time Inc.il}) 100 Delaware
Amencan Family Publishers (parnnershipi 50 New Yok
Book-of-the-Month Club. inc 104 New Yok
Entertainment Weekly, Inc . 100 Delawarce
Little, Brown and Company (Inc.) 106} Massachusernts
TDS Venwres, Inc. Y - o ) Delaw are
Time Distnbution Services (partnership) A 63 New York
Time Customer Senvee, Inc. B 100 Delaware
Time Publishing Ventures, Inc ; . 100 Delaware
Southem Progress Corporation(2) | . R 100 Delaware
Time Inc. Ventures 100 Delaware
Health Publications. Inc ; 100 Delaware
Hippocrates Partners (partnership) 50 Cahforma
TWC Ventures ; 100 Delaware
Time Life Inc. . ! i 100D Delaware
Time-Life Custiomer Service, Inc 106} Delaware
Warner Books, Inc. . 100 New York
Warner Publisher Services Inc 1K) New York
Time TBS Holdings, Inc. : - 100 Delaware
TW Service Holding |. LP ipartnership) (31 Delaware
TW Service Holding Il L.P wpannershipy. ... i3) Delaware
TW Programming Co. (pannership) 4) New York
TW Cable Service Co. (partnership) , ., .. - i5) New York
TW/Three D Holding Co. (partnership) . i5) New York
Time Wamer Connect (parinership). ; 15) New York
WCI Record Club Inc ; : 10046 Delaware
The Columbia House Company (partnershipy . .. .. 50 MNew York
Wamer Communicatnons Inc 100 Dielaware
Time Wamer Interacuve Inc 100 Delaware
Atan Games Corporation 100 Califorma
P Comics (partpership) ST New York
Warmner Bros. Music Internanional Inc. 100 Delaware
Wamer-Tamerlane Publishing Comp 100 Califorma
WB Music Comp 100 Califorma
W Cinemas Holding e 100 Delaware

W Cinemas Inc ; 100 Delaware




Peroentage Siate or (Hher

(rmned by Jurisdiction of
Immed iate Incorporaton of
,'Il._ﬂ-l' Tl_l'_lit OEIU‘II’_’I
Alpha Theatres Inc. .. ... = 100 Delaware
NPP Music Corp. . ..oovonenee . R 100 Delaware
Wamner/Chappell Music, Inc. . . ; 100 Delaware
New Chappell Music, Inc:ﬂl . . . rade 1040 Delaware
Super Hype Publishing. Inc. , - 10 New York
Cotillion Music, Inc. ... .. . 100 Delaware
Walden Music. Inc. .. .. i ; o 100 New York
Summy-Birchard, Inc. R i 100 Wyoming
Warner Bros. Publications Inc. : 1% MNew York
CPP/Belwin, Inc. ... ... X 100 Delaware
Lonmar Moton Picture Mm;cm:m Inc. ’ i 100 California
E.C. Publications, Inc. . ....... . 100 New York
WClHAm Law Inc, ... - 1 100 Delaware
Amencan Lawver \h:-.lm Ll-‘ e TR 83.25 Delaware
Warner Music Group Inc. ... oo e 100 Delaware
VWamner Laun Music Television Inc . AP 100 Delaware
wamer Bros Records Inc. ... ... .. . 100 Delaware
Atlantic Recording Corporation ... .. ; . o goe e m s BT 100 Delaware
Warner-Elekira-Atlantic C orpcnljun . 100 New York
WEA [nternaticnal Inc.(9) . AR ; - 100 Delaware
Warner Music Canada le . ; j00 Canada
The Columbia House Company ICamd.aJ :p,mncrshnp'l : 50 Canada
Wamer Special Products dnc, ..o o st st 100 Delaware
Warner Custom Music Corp . 100 California
WEA Manufactunng Inc. ... . .. iy i 100 Delaware
Allied Record Company ... .. T T 100 Califormia
Time Warner Limuted. .. .. ; 100 UK.
Warner Music International \l:rmn, L!d i 100 UK.
Time Wamer UK Limited .. = 100 Uk
Warner Chappell Music Group 1U['\: le 100 UK
Warner Chappell Music Limited 100 UK
Magnet Music Lud . 100 UK
Warner Music (U K.) Limed 104} UK
Ivy Hill Corporauion...... -- AW 100 Delaware
Warner Cable Cammumcmum Inc fiﬂ} : 1 Delaware
TWI Ventures Ltd. ...ooovvviniirarn, . 1%} Delaware
Amencan Television and Communications Luq:snmmn kK11 Delaware
Amencan Communications Corporation . 100 Indiana
Amencan Dignal Communications, Inc ! reor wrmed 100 Delaware
ATC Cablevision of San Marino, Inc. ... . . 100 California
ATC Cablevision of South Pasadena, Inc. ... ..... ... . 100 Califormia
ATC Holdings Il Inc. ... ; 100 Delaware
ARP 113, Ine. ... . 100 Delaware
Paragon Commumications lpa.l'lncnhlpl . sx121  Colorado
ATC/PPY, Inc. ... ... . g 100 Delaware
Carohina Network Corporation. . . i 100 Delaware
Philadelphia Community Antenna Tclr‘- 15100 ( umpmx 100 Pennsylvania
Lower Bucks Cablevision, Inc. 100 Pennsylvama

[ ]




Name

Tn-County Cable Television Company
Public Cable Company ...
Public Cable Company lpanncrshlpr
TWI Cable Inc.(13) . .
KBL Cammumcn:mns lnc .......
Paragon Communications lpa.l'tl'lﬂ"ihlpJ
Cablevision Industnies Corporation (14)
Summit Communications Group, Inc
Summit Cable Inc.
Summit Cable Services of Geurgu Inc :
Summit Cable Services of Forsyth County, Inc
Summit Cable Services of Thom-A-Lex. Inc
Time Wamner Operations Inc.
HBO Film Management, Inc
Home Box Office Asia Inc
TWITAE Holding. Inc.
TWITAE, Inc.

Subsidiaries of Time “'Il‘ntl' Enlrminm:nl Compl.n;. L.F.

Time Wamer Entertaunment-Advance/Newhouse Partnership

CV of Viera Joint Venture ipannership).
Time Wamer Communications Holdings Inc.(16)
Century Venture Corporation oA
Ene Telecommunications, Inc.

Kansas City Cable Partners

Time Wamer Cable New Zealand Holdings Lid
Queens [aner Unity Cable System

Comedy Partners. L.P. (pantnership)

Warner Cable of New Jersey Inc.

Warner Cable of Vermont Inc

HBO Darect. Inc.

TW Buffer Inc. ... ..

Warmer Bros. (FE.) Inc

Warner Bros. (Japan) Inc

Warner Bros. (South) Inc.

Wamer Bros. (Transatlantic) Inc.

Bethel Producuons Inc
Wamner Films Consolidated Inc.
Exeter Distributing Inc
Riverside Avenue Distnbuting Inc
HBO Asia Holdings, L.P (partnershipy ... ..

HBO Pacific Partners, CV. ..

Home Box Office (Singapore) Py L:d
Tumer/HBO Lud. Purpose Joint Venture (partnership)
Acapulco 37 S A de CV
Warner Bros. Gesellschaft mbH
Time Wamer Entertainment Limited

The Bountiful Company Limued |

Perc ntage

Drwmed by

Immediate
Pare °

100
106
17
100
104
S0012)
1060
1000
100
1040
1)
100
106 15)
[N}
100
100
1)

66,67

100
50
5419
50
10617

50
10X}
(1Y)
1060
100
100
100
100
100
100
100
100
100
1N 18)

83.33
100

500
104
100
100

State or (Mher
Jurisdiction of
Incorporalion or

Orgasiaation

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

New York
Flonda
Delaware
[Delaware
Pennsvlvama
Colorado
New Zealand
New York
New York
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Neth Antles
Singapore
New York
Mexico
Austna

UK

UK




warner Bros Studio Stores Ld

Warner Bros. Consumer Products (UK) Lid

TWE Finance Limited . .oooovaoenno

wWwarner Bros. Theatres L. ..o e

wWamner Bros. Distributors Ltd. ...
Lonmar Telepictures 1atemational Lud.

Warner Bros International Television Distnbution Iralia S.p.A.

Torremodo Lid . ..ooooieeiieannnn
Victory Film Producuon. Lid. o
Warner Bros. Theatres (UK.} Limited .. e

Warner Bros. Theatres Adverusing Agency Limited ..
warmner Bros. Productions Limited .. ... .- .
warmer Home Video (U.K.) Lamited .

Metro Color Laboratones (UK Lid
Kay Holdings Lud. ....oooooommeeer R

Metrocolor {London) Limued ..........

Lonmar [hstnbution International (Canada) Corp.

Lonmar Canada INC. ....eoeinnorenoeonnies AT

Productions ct Editions Cinematographiques Francaises SARL (PECF) .

Warner Home Video France - VRSP T

Time Wamer Entertainment Australia Pry. Lud

Lonmar Telepictures Pty. Limited .
Warnet Bros. (Australia) Py, L.
Warner Holdings Australia Py. Limited ..
Warner Bros. Properties {Australia) Pry. Lud
Wamner Bros. Theatres (Australia) Pry. Limited
warner World Australia Py, Limited ...
Movie World Emerpnises Paninership ipartnershiph
Warner Home Video Py, Limuted . s
Warner Bros. Video Pry. Lid.
Wamner Sea World Avianon Py, Ld.
Cea World Aviation Partnership (partnership)
Warner Sea World Investments Py, Lamited
San Lodge Py, Limited ... .. oy e
Sea World Management Pty. Ltd ...
Warner Sea World Operations Py Lid. i
Sea World Enterpnses Partnership {partnership)
Warner Sea World Units Pry. Lid.
Time Wamner Germany Holding GmbH. ... W
Time Wamer Entertainment Germany GmbH . Dh ey
Time Wamner Entertainment Germany GmbH and Co. OHG
Warner Bros Movie World GmbH & Co KG
warner Bros. Deutschland Pay TV GmbH -
Warner Home Video GmbH ...........
Wamer Home Video Spol SRO .
GWHS Grundstrucks Verwaltungs GmbH
Warner Bros. Film GmbH ..o
Warner Bros Film GmbH Kinobetrniebe

Percentage
(rwned by

Immved Late
Parent

1030
[{L1]
P
100
100
100
100
100
100
100
106}
100
100
(L1
1040
100
1 00
100
100
100
100
100
1)
100
L0
100
101
50
100
| ()
| O
S0
100
S0
100
100
50
106}
100019
100
1004 200
o)
1000
100
100
100
LY
iYL

Siate or Diher
Jurisdiction of

Incorpos sixn of
Organization

LK

UK

UK
L.k
LK.
UK
Ttaly
UK

UK
UK
UK
UK.
UK

UK

LK
UK.
Canada
Canada
France
France
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australiz
Australis
Australia
Austraha
Austraha
Australin
Australia
Australia
Germany
Ciermany
Germany
Germany
Crermany
Cermany
Crech Republic




Perventage State or (Mher

wned by Jurnadiction of
Tosurmed late Incorparation or
Name Parent [hrganirathon
Warner Bros. Film GmbH Muluplex Cinemas Mulheim : . 1060 Germany
Time Warner Merchandising Canada Inc e " : 100 Canada
Warner Bros. Canada Inc S A o 100 Canala
Warner Bros. Distnbuung (Canada) Limucd e e L 100 Canala
Warner Home Video (Canada) Lid. R N A O G 1001 Canada
Warner Bros. (Afnca) (Pry) Ld. ... . 1K) So. Alnca
Wamner Bros. Belgium SA/NV i 100 Belgium
Warner Bros, (D) AJS ... ... ; 100 Denmark
Wamer & Metronome Films A/S . ... .. 50 Denmiark
Warner Bros. Theatres Denmark A/S LT L PE : Wl 10 Denenark
Scala Biografome IS (partnership) .. . S — 50 Denmark
Dagmar Teatret US (pannershipy .. .. ... e 50 Denmark
Warner Bros. Film Ve Video Sanavi Ve Ticarct AS 100 Tuthey
Warner Bros. Finland OY R, i . it 100 Finland
Wamner Bros. (Holland) BV ... .. : : 100 Netherlands
Warner Home Video (Nederland) BV 100 Netherlands
Wamner Bros. Theatres (Holland) BV .. .. . . 10} Netherlands
Warner Bros. Holdings Sweden AB g - 100 Sweden
Warner Bros. (Sweden) AB ¥ vi T 100 Sweden
Wamer Home Video (Sweden) AH ; i ATy 100 Sweden
Warmer Bros. ltalia SpA. . T e Ay 5 100 Ttaly
Warner Entertainment ftalia Sl ... ... R e 100 Ttaly
Wamer Bros. (Korea) Inc. . ... . : 100 Korea
Warner Bros. (Mexico) S.A. ... ; - oA S 100 Mexico
Wamner Bros. (NZ) Limnted ... .. o e e R S A 100 New Zealand
Wamer Home Video (N.Z) Limited e S LR 100 New Zealand
Wamer Bros. Norway ASS ... ... .. i e 104} Norway
Warner Bros. Singapore Pre Lid G b e TR 100 Singapore
Warmner Home Video (lreland) Lid o e 100 Ireland
Warner Home Video Portugal Lda. e . 100 Portugal
Wamer-Lusomundo Sociedade Ibenca de Clncmas Lx.la i 50 Portugal
Warner Home Video Espanola S.A. ... ... . 100 Spain
Warner Bros. Consumer Products 5.4 fa ; 100 Span
Wamer Mycal Corporation . .. o i S0 Japan
Kabelkom Management Co. [pmmrshlpu‘ll . N Y 50 Delaware
Hungary Holding Co. . .. ... . o 1O 19 New York
Kabelkom Holding Co. |pmrmsh1pn!n ; e 50 Delaware
Quincy Jones Entertainment Company LP. |pmncnhlp: BV R SRR 50 Delaware
DC Comcs {(partnership) . o A 50(7) New York
HBO Cesha Republika. S. RO ... oo i 100 Czech Republic

(1) The names of five subsidianes of Time Inc carrying on the magazine publishing business are omutied

(2) The names of mine subsidianes of Southern Progress Corporation carrying on the magazine or book
publishing business are omitted

i3) The General Partners of TWE own 87 5% and TW/TAE. Inc. and Time Warner Inc. cach own 6 25% as
limited partners

{footnotes continued on nexr page)




ifoainotes continued from previous page

(4) TWE owns 99% and TW Service Holding Il LP owns 1%

(51 TW Service Holding I LP. owns 9% and TW Service Holding I LP owns 1%

(&) Time Wamer Inc owns 80% and Warmner Communications Inc. owns 20%

(7y Wamer Communications Inc. owns 50% and TWE owns 50%

(8) The names of 16 subsidianes of New Chappell Inc camrying on substantally the rame music publishing
operatons in foreign counines are omitted

{4} The names of 34 subsidianes of WEA International Inc. carryving on substanuially the same record. tape and
video cassette distribution operations in foreign countnes are omitted

(10) The names of four subsidiarics of Wamer Cable Communications Inc. carmmang on the cable television
business are omitted.

(11) Time Warner Inc. owns 86 34%, Warner Communications Inc. owns 7.8% and Time TBS Holdings. Inc.
owns 5.86%.

(171 Amencan Television and Communications Corporation indirectly owns S0% of Paragon Communicalions
and the remamning 50% is owned indirectly by TWI Cable Inc.

(13) The names of 21 subsidiarics of TWI1 Cable Inc. carryng on the cable television business arc omitied

{14) The names of 42 subsidianes of Cablevision Industnes Corporation (acquired on January . 1996) carrying
on the cable television business are omitted.

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

(16) The names of 21 subsidiaries of Time Warner Communications Holdings Inc carrying on the same
alicrnate access operations are omitted

(17 TWE owns 99% and Time Wamer Inc. owns 15

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

(19} TWE owns 99% and HBO Direct, Inc. owns 1%.

(201 Tame Warner Entertainment Germany GmbH owns 85% and Time Wamer Germany Holding GmbH owns
15%

171 The names of 13 subsidianes of Kubelkom Managemen Co. and Kabelkom Holding Co. carmying on
substanually the same cable television operations in Hungary arc omitted



EXHIBIT 23.1

CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference of our repons dated February 6, 1996, witl. respect 10 the
consolidated financial statements and schedules of Time Warner Inc. and Time Warnér Entertainment Company.
LP ("TWE") included in this Annual Repont on Form 10-K for the vear ended December 31, 1995, and our
report dated March 3. 1995, with respect to the combined financial statenents of the Time Wamner Service
Pantnershaps included in TWE's Annual Repont on Form 10-K for the vear ended December 31, 1994,
incorporated by reference in this Annual Report on Form 10-K for the vear cnded December 31, 1995, 1 each
of the following.

Post-Effecuve Amendment No. 2 1o Registration Statemnents No. 33-11031 and No 276753 on
Form 5-8:

Post-Effective Amendment No. 4 on Form 5-3 1o Registranon Statement No 2-754960 on Form
5-16 and Post-Effecuve Amendment No. | on Form 5-7 to Hegistrauon Statement No  33-58262
on Form §-3;

. Registration Statements No 33-20883 and No. 33-35945 on Form 5-8.

Posi-Effective Amendment No. 8 to Registration Statements No  '-62477 and No. 267216 on
Form §-8;

5. Registration Statements No 33.37929 and No. 33-47152 on Form S-8,

10.
. Registration Statement No. 33-35317 on Form §-8,
i

13

14

15.
16.
17.

18.
9.
. Pre-Effecive Amendment No. 2 to Registration Statement No  33-62585 on Form 5.3

. Post-Effective Amendment No. I to Registranon Swatement No.o 33-16507 on Form 5.8 and

Registration Statement No. 3348381 on Form S-8,

. Post-Effective Amendment No. | t0 Registration Statement No. 3329247 on Form 5-8.
. Registration Statement No. 33-33076 (the Prospecius constituting a pant thereofl also apphies (o

Registrauon Statements Noo 33-29029 and No. 33-29030) on Form S-8.

. Amendment No. | to Regustranon Statement No.o 33-33043 on Formm 5-B and Registranon

Statement No. 33-51471 on Form S§-8;
Pre-Effective Amendment No. | (o Registranon Statement No. 33-29031 on Form §-3,

Registration Statements No. 3340859 and No. 33-48382 on Form 5-8;

Registration Statement No 33-4715) on Form S-8;

Post-Effective Amendment No, 2 1o Registration Statement No 33.57812 on Form S-3,
Registration Statements No. 33.62774 and No, 33-51015 on Form S-§;

Post-Effective Amendment No. | to Registration Statement No. 33-50237 on Form §-3,

Registration Statement No. 33.53213 on Form S-8 and Post-Effective Amendment No | w
Registration Statement No 33.57667 on Form S-8;

Registration Statement No.o 33-61497 on Form S-K,
Amendment No. | to Registration Statement No. 33.61579 on Form 5-3; and

Emst & Young LLP

New York, New York
March 21, 1996




EXHIBIT 23.2

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference of our repon dated January 19, 1995, except as 10
Note 6. which s as of January 27, 1995, with respect to the financial statements and scoedule of Paragon
Commumications which are incorporated by reterence o this Annual Repon on Form 1T-E for the year ended
December 31, 1994, an cach of the following:

"

i

L]

20

Fost-Effecive Amendment No. 2 to Registranon Statements No 33.11031 and No 2.76753 an Form
h-K,

Post-Effectve Amendment No. 4 on Form 5-3 to Regisuration Staternent Noo 2-75960 on Form 516
and Post-Effective Amendment No | on Form 5.3 1o Registration Statement No 33.58262 on
Form S-3,

Registration Statements Noo 3320881 and No  33-35945 on Form 5-8,

Posi-Effective. Amendment No B 1o Registration Statements No 2-62477 and No 2-67216 on
Form S-8.

Registranon Statements No  33-37929 and No 3347152 on Form S-8,

Post-Effective Amendment No, 2 1o Fegistration Statemer Noo 3316507 on Form S-8 and
HRepistration Statement No, 33-48381 on Form 5-8.

Post-Effective Amendment No 1 10 Registranon Statement No. 33-29247 on Form §-8,

Repistration Statement No. 33-33076 (the Prospectus constituting o pant therco! also applies to
Registranon Statements No. 33-29029 and No 33-29030) on Form 5-8;

Amendment No. | to Registranon Statement Noo 33-33043 on Form S5-8 and Regustraton Statement
No. 33-51471 on Form S-8,

Pre-Effecive Amendmem No | 10 Registration Statement No 3329031 on Form §-3,
Registration Statement No. 33.35317 on Form §-8;

Registration Statements No  33.40859 and No 33-4R3E82 on Formn S-5.

Registravon Statement Moo 3347151 on Form 5.5,

Post-Effective Amendment No. 2 on Form 5-8 1o Registration Statement No. 33-57412 on Form 5-3:
Regisiration Statements No. 33-62774 and No 33-5101% on Form 5-8,

Post-Elfective Amendment Noo | to Registration Statement Noo 33 50237 on Form 53,

Repistration Statement No 33-53213 on Form 5.8 and Posi-Effective Amendment Noo | o
Registration Statement No  33-57667 on Form S-8,

Hegistration Statement Moo 33-61497 on Form S-8:
Amendment No | to Registration Statement No 33-61579 on Form S-3, and
Pre-Effective Amendment No 2 o Registration Statement No. 33-62585 on Form §5-3,

PRICE WATERHOUSE LLP

DesvER, CoLORAIN
Marcu 21 1996
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Management's Discussion and Analysis of Results
of Operations and Financial Condition

Teme ¥Warner hag msereses in three fundamenzal areas of
nusiness: Enteraaiamens, consisting prnzipally of interesiy
in recorded music and musig publahing, filmed entercain.
ment, broadeasting, theme parks and cable television pro-
grameung: Naws and Information, consisting principally ol
interests in magane publithing, book publishing and
directy marketing and Telecommumizations, conuisting
principally of inzeresss in cable celevition systems,
Substanzially all of Tine ¥arner's interests in filmed
entertainment, broadeasting, theme parks, cable tefevinion
programming and most of it3 cable television aystems
are held through the Entertainment Group. consisting
principally of TWE, which is not consolidated for financial
reporung purposes. TYWE manages the telecommuni-
rationg properties owned by Time VWarner and the com-
tened cable television operations are conducted under
the name of Time Warner Cable. Capitalized terms are a3
defined and described in the accompanying consolidated
financizl yzatements, or elsewhere herein.

STRATEGIC INITIATIVES

Significant Transactions

D"-"n"l 1995 Time Warner and the Entertainment Grouwp
ermbarked on a program to improve their financial can:
ginen and merease ther overall financal fexibility through
the mmatian of a0 asset sales program and significan:
gent refinancings Teme ¥Warner and the Entertainment
Group alis pursued significant, strategic inmauves during
1995 through the:r cable television operations and
through a3 proposed merger of Time VWarner and TBS,
These mitatives aze part of a continung strategy to further
ennance the strength of Time Warner's interests in enter-
tunment and news and informacion, and to attempl to
wi¢ existng and atguired cable television syitems to
estaniinh an enterzriae that woll be responsible for the
overall manageme=t and finanzing of s cable and telecom.
mumizatons niererit  In pursuit of these stracegic
mpatises, Tirme Warner and the Entertainment Group
arncunced of comalezed a number of transacuont
1585 gnd early 1996 that have had or are expedted (0
fiave 3 ugnafizant e e on thewr results of pperations and
cmarcal conditias Surh transactions include
» The SeptemBber 1595 announcement of Time VWarners
sgreement 1o mesge with TBS by acquinng the remaiming
t does not atready own,

B0 rteretln T35

Timi

50

«The acgwvinany 1y Time vwarner of Summit RELC LM
and CVI and
by TWWE of the TWE.Advance/Newhaouse Partnecihog
whith together strengthened the geographic cluttert of

the cable telewision yyytems and substantaliy mereased

rected companies, and the formaon

the number of cible subscribers managed Sy Time
Warner Cable {tollecuvely, the "Cable Transactions”).
The exchange of ITOCHU's and Tostuba’s nierests
in TWE for equity interests in Time Yarner (the
“ITOCHU/ Toshiba Transaction™),
The refinancing of apprommasely $4 billion of public
debt by Time Warner and the execution of 3 new 3813
sillion eredit agreement, under which apprommately
517 tilion of debe assumed in the Cable Tranwactiony
was refinanced by subnidiaries of Time Warner and 516
bilhon of pre-exitting bank debt was refinanced by
TWYE fthe "Debt Refinancings”). and
The sale by Time Warner and the Enterminment Graup
of certain assers under an anaet sales program, which
raised appromimately $1.6 billion on 3 combined basn
for debr reduction, including the sale of 51% of
TWE's interest in S Flags (the “Six Flags Transaczion™]
and the sale or expected 3ale or transfer of cerzain
unelustered cable telewision systems owned by TWE
(the “Unziustered Cable Trantactions™).

The nature of these transactiont and their impact
on the results of operanons and financal condiuon af

Time Warner and the Entertaiinment Group are further

discussed belaw

Telecommunications Sirategy

In 1994, Time VWarner embarked on a strategy (o eapand
115 cable relewizion butiness, leading (o agreementd [0
combife with or acguire cable televiiion JyIlEmMI terving
approvimately 3.7 mullion subscnibers Thas stratefy wai
tated on management’s expeitation that there would be
a mpnificane increase in the walue of cable telewinion
writerny related. an part. to 4 future convergence of the
cable and telephone induitries which would prowide cable
companies with an ppportunity to operate large geo-
graphic clusters of cable telgwition syitems for purpoies
of masimizing the development and gatnbution ol new
and wmoroved servicey on 3 ot e¥izient basis, suth a1
incressed channel capatity, high speed data tramymiaion

and ielephany servides
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Dumeg 1995 and witn the acquanan ef OV ang
‘giaied campanies 0 jJanuary |§96 Time WWarner come
soeted ity plans for the expanion of it cadie teievition
tumness, theredy strenphening its geographic clusters of
:3Tie telewision apsiems as previouily envivoned Along
=it nternal  growth, the acquaitons of Summie
KELCOM and CVI and related comparies, 33 well 33 the
inrmanon of the TWE.Advance/Mewhouse Partnership
increased the towl number of subscribers under the
management of TimeWarner Cable to 117 million, 23
compared ta 7.5 milicn subscribers at the end of 1994
Time Warner Cable has alio extended its reach of cable
teievision systems to neighborhoods passing 18 millien
nomet ar clote to 20% of television homes in the US In
addition, there are now 15 geographic clusters of cable
television tystems serving over |00.000 subtcribers each,
including key markets such as New York City and Surte,
central Florida and Narth Carolina Time Warner does not
currently plan to make any more significant acquitit:ons of
cable televidion syitems, but instead intends to continue
ta refine its geographic clusters by exchangping cermin
unclustered cable television systems for geographically-
wrategic ones or by selling non-strategic cable televition
systems as part of the Company’s continuing atier salel
program. Managemen: continuet to beleve that the
increated «ize and concentration of 11 subterber base
will provide for susuined revenue growth from new and
improved services, and provide certain economies of scale
relating to the upgrade of the technological capabilities of
Time Warner Cable’s cable televition systema

Management belreves that the future convergence of
the cable and telephone induttries has been substantally
confirmed through warious ewents within the induitry,
including the February 1996 enactment into law of
1weeping telecommunications industry reform. Among
ather feazures, the Telecommunications Act of 1996 effec-
twely removes regulazory barriers that histonically pro-
hicited cable televition companies and lozal and
long-distance telephone companies from compeung in
each other’s business. In addition, the new law eliminates
meot cable rate pricing restrictions in 1999, and earlier
under certain circumstances. Time YWarner expects that
the relaxation of cable rate regulation in 1999.along with
sermitied cable rate prace increases for certain regulated
terwices that went npo effect on Janvary |, 1996 under 3
ieparate Tume Warmer agreement with the federal
Coammunications Commission (the TFCCT), will provide
enhanced pricing flexibility that will help finance its cable
ind telephany exzantian plant

The rneat phate of Time WWarners telecommun-

sanams strategy o 1o wmplidy the structure af its cable and

LR

a1

telecomrmunications properued By hrng [ luch Sropentes
togeines 10 far 31 prazuiable and on 3 aw-eflicien: Zais
imtg an encerprive that ~ill be retpantible for ine osers
manigement and finanoing of these incerests The fimu
step of this prodess wis completed o 993 wnes
ITOCHU and Tash 22 exchanged ther intereszs in TWWE
for eguity wnteresss in Time WYarner The restrusturing
process dependi. among other things, upon succeszic
negatiations with US WEST and certain creditors, and
the recept of franchae and other regulatory approvalt
Accardingly. there can be no assurance that the effort
will succeed In the interim, a1 contemplated by the TWWE.
Advance/MNewhouse Partnership agreement, Time Warner
may trantfer cerwain of 11 newly-3cquired cable syatems 1o
the TWE - Advance/Newhoute Partnership on 2 ws-eff
cient Bass Such tmamyfers, if they are made, are expected
15 be structured 3o that the systemi will be tramiferred
subjec: to a portion of Tume Warner's debr, thereby
reduting the financa! leverage of Time Warner and
ngreasing the under-leveraged capitalization of the TWE-
Advante/Newhoure Partnershup and convequently, TYVE.

TES Transaction

WWith the annourncemen: in September 1995 of Time
Warner's plan 1o merge with T85, Time Yvarner has taxen &
strategic siep that would further enhance Time Yarners
infereils in enteruinmen: and pewi and mformaton
astets while imprawing the balance between uch intereity
and 11 sntereitt 10 the telecammunicationt bulineis The
addition of TBS new: and entertainment programming
nerworks, film and cartoon [ibranes, film production cam-
panies and sports franchizes is expected to complement
virtually all of Time YWarners busineii interests and
expind the emphatis an growth thraugh Time Warner’
intereits in its entertainment and news and information
butinesses.

The TBS Transaction provides for the merger of each
of Time Warner and TBS with teparate subsidaries of 3
haolding company (“Mew Time Warner”) that will com.
bine, for financial reporung purpoles, the consolidated
net aziets and operating results of Time Warner and TS
Based on TES' financial poition and retulis of operatiom
as of and for the yeir ended December 31 1995 and
giving pro forma eftect to the TBS Transaction a1l it had
oeeurred on December 11 1995 for balaince sheet pur-
poies and at the beginning of the year for szatement of
operaont purpotes, the ncremental effect on Time
Wairner reflected in the combuned pro forma financial
statemends of New Time Warner wauld have been (1) an
increate 11 shareholder's equity of approwmately 373 bl
lign, principally due to the isiuance by New Tume WWarners

CRN B




{ gz=srpwmazely 1773 millisn shares of cammen 1198
(i) a7 ensrease 0 long-term debt of apprommately 515
= lian due to the assumption of T85 gebo [ui) aningreate
n oodwill of approwimately 573 biion a3 3 resulz af a
srewminary allocanon of the exteis coit over the net
Spok value of assets acquired. [iv) an incredse 1n revenues
of $1.4 billion, (¥) an ncrease in ESITOA (a3 defined
below) of $524 million, (vi) an increase in depreciation
and amartuzation of $377 millien, including approximazely
32100 million of noncash amartization of goodwill, (wi) an
increate in operating income of 3147 million, (viii} an
inerease in et loss of 5111 million and {ix) a reduction in
ret loss per comman share of 3.12 per commaon share
resulting from the dilutive effect of issuing 177.8 million
shares of common stock

The TAS Transaction iv subject to customary closing
canditions. ncluding the approval of the shareholders of
TBS and of Time Warner, all necessary approvaly of the
FCC and appropriate antitrust approvals, There can be no
azsurance that all these approvals can be obtinea or. in
the case of governmental approvals, il obtained, will not
be conditioned upon changes to the terms of the merger
agreement or related agreements.

USE OF EBITDA

The fallawing comparauve discussion of the results of
operations and financial condition of Time Warner and
the Entercuinment Group includes. among other factors,
an analyss of changes in the operaung mncome of the
buniness tegments belore depreciauon and amoruzation
{"EBITOA™) in order to eliminate the efiect on the oper:
atng performance of the music, ilmed entertainment and
gable butinesies of significant amounts of amor uzation of
intangible assets recagrized in the 314 bilhon acquintion
of W] n 1989, the $1.3 billion scquisition of the ATC
munority interest in 19%2, the 31.4 billion acquesitions of
KBLCOM and Summut in 1995 and other butine s combi-
nations accounted for by the purchase methed, including
the §904 mullicn sequisition of TVl and related companies
i January 1996 and the propesed TBS merger with
retpec: 1@ cerian dilcusiions on & pro forma basis.
Financal analysis generally consider EBITDA to be an
important measure of comparative operaung perfar-
mance far the bunnesies of Time Warner and the
Entertanment Qroup, and when wied in comparison o
gebr lewels or the coverage of interest expense, a1 a
mesture of hgudity. However, EBITDA should be con-

ugered 0 3ddition to. not as a substitute for, operating

32

inggme net azonte, cath flow gnd oihes mealaTe
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AESULTS OF OPEHATIONS
1983 VS, 1964

Time Warner had recenues of $8.047 bilion, 2 oz of
5124 rullion (546 per commaon ghare) before an eatraor:
dimary loss on the revrement of debt and a net lon of
%166 millign {5.57 per comman share) in 1995, compired
to revenues of 57.396 bilion and a net loss of 391 milion
(5.27 per commen share) in 1734

The increase in Time Warner's net loss in 1935 was
pringipally related to 2 §42 million extraordinary lcot on
the retirement of detit [$.1 | per commeon share) and 585
million in pretax losses (352 mullion after taxes and 5411
per commen share) related to certain businester and
{oint wentires owned by the Music Division which were
restructured or closed. As ducussed more fully below,
the increase in Time Yarner's net lass in 1995 "mosuch
lottet was principally miugated by an owerall increase
in the fundamentl operating income of Time Warner's
butiness tegments and increased mcome from It egquity
in the pretax income of the Enteruunment Group, etiet
in part by a detreate in invesrment-related income and
higher interest expenie on approaimately $1.3 billion of
debe astumed 0 the cable acquisitions, The increase in
Time Warner's riet loss per common share in 1995 alio
related to an increase in preflerred dividend requirements
2o 552 mullian from $1) mullion in 1994 34 3 result of the
preferred stock iiued in connection with the 1995 cable
acquiniians and the ITOCHW Toshiba Transaction.

Time Warner's equity in the pretax income of the
Entertainment Group was 5156 million in 1995, com-
pared to §176 million i 1994 As discussed more fully
below. the Entertainment Group’s operaung resulii n
1995 reflect an overall increase in Dperaung iNncome gen:
erated by ity business segments (including the coniri-
bution by the TWWE-Advance/Newhcouse Partnership) and
in increase in investment-related income reswlung fram
£ain1 an the sale of certain uncluttered cable aystems and
ather .Awestmenty. offiet in part by minority interest
expente related fo the consahidation of the operanng
resultt aof the TWE-Advance/Mewhoute Partnerthip
efiective 31 ol Apnl | 1598

On a pro forma bauis, gwng effect ta (i) the Cable
Tranmacuons, (1) the ITOCHU/Tostuba Transactian, (k)
the Dbt Refimancings. (iv) the S Flags Transaction and

TIME TaNNERN




s Linelytzered Casie Trassacuons, as of each af such
sransactions had oogurred 21 the bepnang of the perigds,
Time Warner wauld hase reported 10r the yedry ended
Crecember 31, 1995 and 1994, revenues of SE 741 Bihion
and $8.217 bihion, depreciasc  ans amaruzation af $915
millign and $706 milion. operaung wcame of 5456
muillign and $55) million, equity in the pretan mngomse of
the Entertainment Group of 3186 milhea and 5205
million, a loss before extragrdinary iwem of $258 million
and 5266 million (§1.02 and 51.07 per comman share)
and a net loss of 5197 milion and 5264 million ($1.1} and
51.07 per common thare), respectively. The 1995 to 1994
camparison of pro farma results are similarly affected by
any underlying histarical trends that are unrelated o the
transactions given pro forma effect to therein. such as the
585 million in preuax Music Divisian |otses discussed
above. The increate in pro forma over hustorical lozies
before extraordinary items for each period is principally
the result of approximately 5230 millicn 1annualized non-
cash amartization of cermain intangible asvets recognized in
the cable acquisitions which is not fully offiet by the pro
farma effects of other improved net operating result, 3
companenl of which (s the pro forma benefit from the net
addition of over 5400 million 10 annuaiized EBITDA

On 1 pro larma basis, giving effect to (i} the forma-
tion of the TWE-Advance/Newhoute Partnerthip, (i) the
refinancing of approximately 516 billion of pre-exiiting
bank debt (ili) the canwohdatan of Paragon, (iv) the
Sie Flagt Tramsaction and (v) the Unclustered Cable
Transacuons, as if each of such transacuons had occurred
at the beginning of the periods. the Enterainment Group
would have reporied for the years ended December 1,
1995 and 1994, revenues of 59.684 billion and 58,778
billion, depreciation and amortzation of $1.078 billion
and $1.018 billion. operating income of $994 million and
5911 million, income before extraordinary item of 520)
mmullbian and $171 million and net inzome of $179 million
and $171 million, respectively The 19%5 to 1994 com-
parnnon of pro farma results are sirmalarly affected by any
underlying historical trends that are unrelated to the
transaciomy given pro forma effect to therein The
increase in pro forma over historical net income for each
neriod principally results fram the pro forma efecns of a
full year contribution by the TYYE-Adwance/Newhouie
#artnership, and nterest savingy aisociated wath the
refinaneing of TWYEs bank debr and lower debt levels

resulting from asset sales
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of Time Y¥arner includes ail smzome taxes related o i
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TIMF WARNER

Publishing

Revenues increated to 51,722 bulhion, compared to 51 411
willian in 1994, EBITDA increased to $476 million from
£430 million, Deprecation and amoruzation amounted 1o
$55 milion in 1995 and 383 million in 1994, Operating
income increased to $181 million from 3347 mulion
Aevenues benefited from ncreases 0 Maganne Circy-
lation, sdvertsing and book revenuel. Contributing to the
revenue gan were incredsel schieved by Peopiz, Snorts
lWisstrated, Fortune and book publisher Oxmoor House
EBITOA and operating income ncreaned as a result of the
revenue gains, offset i part by wgnificantly higher posual

and paper couts 31 3 result of price ingrestes

LER BN %




Music

ta §41%4 Bllon compired 2
E8ITDA decreated 10 5690 mu

ind amartiziuon,

Peverues Increised
51 985 pillign in 1594
fram %720 millian.
including amortization related 10 she purchase of WWCI
amounted to 5369 midlion in 1995 and $354 maiiar
1994 Operating income decreased to $121 milhon from
$144 million, Operating results were adveriely affected
&y 585 million in losses recorded in 1995 that related to
zertain businesses anf joint ventures owned by the Munc
Ditvizsion which were restructured or closed Revenues for
1595 were negatively a¥ected by certin reclassifications
relating to third party, pressing and distrnidution arrange-
ments and changer in the Munc Division’s ownerthip
interesty in certain invertmenty and ubvidiaries that
resulted in changes from the consolidation to the equity
method of accounang Excluding the effect: from such
reclayificationt and changes. revenuet from the funda.

an

Deprecation

mental  business increazed by approximately 6%,
principally as a result of increases in both domestic and
inzernational recorded mutic revenues and increazed
musie publishing revenues, Domestic and internations!
recorded music revenues benefited from a number of
popular releases and ar increase in the percentage of
compact disc to toml unit sales. Excluging the 385 million
in losses, EBITDA increased, and cperating income
benefited. principally from the revenue yains and interest
income an the resolution of a recorded mMusic tax Matier,
offtet in part by eipenies incurred in connection with
the terzlement of certain employment comtracts and
lawer resules from direct marketing actimties attributable
10 higher ameruzation of member acquisition costs

Tne losies relating to certain businestes and joine
wventures that were restructured or closed are primardy
related to Warner Mutic Enterprises. one of the
Company’s direct marketing efforts, and the write off of
iy refared direct mail arder asiets that ~ere not recov-
erable due to the cloture of thit butineis. Such cloture
weas subszamtially completed in 1995 and will not require
any vignificans, future cash outlays The activities that sl
not be contnued have not been material to historical
operating results and are not expected to significancly

zffect the results of future operationt

Cable

Ay 1 resdlt of Time Wirner's acquinitions of KBLCOM
and Summig i 1995, cable operating results for 1993
meluded revenues of $172 million, EBITOA of $90 muillion,
depreciazion and amaruzation of 535 million and an
aperating loss af §5 million Moderate operating losted

TiwmE
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ire enpec.ed 3 connnue i 1998 petauie of 1he .
eHess of gzaronmately $210 millan af nascath
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nuanpaie et resognizes
ary of XBLCO™ a=d Summit in 155

gration of cestals
Yvarnery aogQuiy
and O and rvlated comparies in 1995

luterest and Other, Net

Interesc and other, net incressed ta 3877 million in 1351
compared to 5724 milion in 1994 Inzereit exdenie
increated 1o $877 million, compared 12 3765 mulier
arincipally 3t a result of appraximacely 31 1 billon of genr
astumed in the cable acquisitions and higher shorttere
floating.rates of inzerest paid on 526 bil'on nouenal
amount of intereir rate swap contracts Other wnzame
net, wai immaterial in 1995, compared to $45 million
1994, pringipally becavie cf 1 dedrease 0 investment.
r ated income Investment-related ingeme in both
perindt conuted of paing on the sale of certain aniets
including the sale of an interest v Q/C, Inc n 1995,
which were offiet by loates from reductons in the carrying

value of certain investments taken in each pericd

ENTERTAINMENT GROUP

Filmesd Entertainment

Revenues ‘ncreased to $5.078 bilion, compared 1o
%4 484 billion n 1954 EBITOA increased to $490 million
fram $412 milaon. Depreciztion and amartiaton
including amortization relaied 1o the purchase of WCl
amounted to $237 million in 1935 and 5211 midlon 0
1994 Operating income increased to 3251 million from
5219 million Tevenues Senefited from increases in world.
wide theatrical, home video, contumaer products and tele-
vition diatrisution cperationy YWorldwide theatrical and
domesnc home wideo revenues in 1995 were led by the
wuccess of Batman Farever EBITDA and operating intome
benefited from the revenue gaini and increated income

from licensing operations

Six Flags Theme Faris

Az 3 result of TWEs male of $1% of its interest in S
Flags, the operating resulis of Six Flags have been decon:
solidated effective a1 of June 23, 1995 and TWES
remaining 49% interes: 0 Sox Flagy i3 sccounted for under
the equity method of sccounung Accordingly, revenues
decreised 1o $117 miion, compared 1o 5557 millon in

1994, EBITDA degreaisd s40 million fram $13%
million Depreciatian and amargpzation amounted 1o LB
muthion n 1995 and $7% mullionin | 994 Operating income

1]

decreated to $19 mullion from 554 milion
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Brosdeasting - The WH Network

The VWA MNetwork wak unched in jancary 1595, ard
generated 566 millon of cperating Iosrer on 333 miilion
of rewenues. The cperating loss was mizgated by 3 favor-
asle legal sextlement, as well a3 by funding from a hmited
partner admited as of Aygust 15993, Due to the start-up
nature of this new national broadeast operation, losses

are expectied L0 continue,

Programming - HRLO

Aewenues increased to S1.607 billion, compired to
$1.513 billion in 1994 EBITDA increased to 5291 million
from %257 million. Depreciation and amortization
amaunted to $19 million in 1995 and $10 mullion in 1994,
Operating income increased 1o $174 million from 5237
million, Revenues beneficed primaniy from an increase in
subscripoions ta 29.7 milen from 17 mulion ax the end of
1994, at well a1 from higher pay-TY rates. EBITDA and
cperating income improved principally as 3 resuit of the

revenue gains

Cuable

Revenues increased o 5).094 bilien, compared to
51 247 billign in 1994, EBITODA ircreased 1o 31.275 billion
feam  $98% rullicn. Deprecation and amortration,
including dmortization related to the purchase of WCI
and the acquisition of the ATC minority interest,
amounted to $773 million in 1995 and $649 million in
{4954 Operaung income increased to 5502 milion from
§340 million. Revenues and operaung results benefited
fram the formauon of the TWE-Advance/MNewhouse
farznership on Apnl 1, 1995 and the conselidauion of
Paragon effective a1 of july &, 1995 Eacluding such effects,
revenues benefited from an aggregate increaie o basic
cable and Primestar-related, direct broadcast satellice sub-
szribers that approached $% and increases in nonregu-
lated  revenues, ncluding pay-TY. pay-perview and
adverunng Excluding the positive contnbusions from she
TWE.Adwvance/Newhoute Partnerthip and the consoli
gation Paragon, EBITDA and operating income
ingreated 28 a result of the revenue gains. offset in part by

of

the full year impact of the second round of cable rate reg:
dlationy that went inta efecy in July 1994, higher starc-up
cowts for telephany operationi and, with respect to
aperating meame anly. higher deprecaavon and amort-

ranian relating (o ncreased capical spending

TiwME
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Imzeres: and oiner

E51& =ullicn n Imzeres: €xdenis

a0, compared o §347 mulkon

coinplred
mereated t3 3379 mu
1574, princially 34 4 esulz of higher short-term. flaating-
rates of incereil pod on borrownn [l under TWE s formar
and exisung bank credit agreements, olfael wn pars by
mteredt sawingy n e Lt quarter of 1995 on lower debt
levelt related (o management’s asset sales program There
was other ingome. new. of $40 millign in 1995, compared
1o other expente, net. of $4% million in 1994, principally
becaute =f an ingresse in nwertment.related income
related 1o gaint on the 1ale of cerzan unclustered cable

systemi and other nveltments

19684 VS 1993

Time YWarner had revenuves of 37196 bullion and a net
is1s ef 351 million (5217 per common share] in 1994,
compared to revenues of 36581 billion and a net loss of
5211 mithon ($.90 per common share) in 199). Included
b the 1993 results i1 an extraordinary loss on the retire-
maent of deb: of $57 million (3,15 per commaon share) and
a one-time tax charge of $70 millicn (§.19 per commaon
thare) that resulted from the effect on the Companys
deferred income wx bablity of the increase in the cor-
porate income tax rate enacred in August 1991,

As discusied more fully below, the improvement in
Time Warners net loss In 1994 reflected an owerall
increate in operating ncome generated by ity buvinesy
segments and an increate N mMvestmEnt related income.
offiet in part by higher interest expenie and lower
inzome fram Time YWarner's equity in the prefax income
of the Entertainment Group The improwement in Time
Warners 1994 net o5 alio related to the absence of the
exiraordinary lost and one-ume tax charge that were
recorded in 193] The impravement in Time Warners net
lois per comman thare in 1994 further resulted from a
$105 millien reduction in preferred dividend reguirements
relating to Time Warner's 199) redemption or exchange
of $5.6 bilion of preferred ttock for dedt

Time ¥Warner’s eguity in the prewmas ncome of the
Emertainment Group wat 5176 milhon i 1994, compared
to $181 mullion in 1991 As discusied more fully below, the
Enterminmen: Group'ts cperavng rewulus im 1994 reflected
an overall decreire in operating meome generated by i1
bunness sepments, print:pally relating to lower Cable
reiults due to cable rate regulation, and a0 ncreate n
investment-related and foregn currency cantratl lones,

ofietin part by an incrests i interell (Ncome
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E3LTOA and operawng wmeame {2 Tome Warnes

412 :hg Entertainmen: Group o 1594 a0 (53] are 4a
taiiaws

"wacy Lased ENTOA Dpessiag iegaey
Jecwemngr Ji | euiligeg) L] 4y (LT F] i)
Time Warner:

Puslishing 5 430 5 2 5 7 3 1%5
Music 710 441 Jub 1%
Toral 51150 31015 LA 5 1
Entertainment Griup:

Filmed Entertainmen: § 433 § 417 3% 1% § 1M
Six Flags Theme Parki 135 11 LT 53
Programming - H8O 157 110 117 111
Canle 589 1,015 142 404
Total $I1BI1 $1814 % 852 5 90%

TIME WARNER

Fublishing

Aevenues increased to 53,431 billion, compared 10 $3.270
tullion in 1993, EBITDA increased to $430 milkon from
£372 milign, Deprecation and amoruzaton amounted to
$83 milhon in 1954 and 377 million in 199). Operating
income increased to 3347 milbon from 3295 mullion.
Revenues benefited principally from increates in magazine
advertsing and arculation revenues, which were aided in
part by several special iswwer dunng 1994, Sigruficant
revenue gainy were achieved by Pesple, Sporu llustrated
and Southern Lwnp. EBITDA, operating wncome and
operating margint improved principally as 3 result of the
revenue gaing and continued coit contanment

Music

Revenues increared 190 32966 bllion, compared to
$3.334 telvon in 1993, EBITDA increased to 3720 milhon
frarm 5643 millan. Depreciation and amoruzauon,
including amaruzation related to the purchate of WCI,
amounied to 3154 milion in 1994 and $347 million in
1993 Operatng income increased to 3366 million from
5196 mullian The revenue growth resulted from increases

boith domestc and intermational recorded music
revenues. which benefited from a number of popular
releases during the year and an increase in the percentage
of compact disc to towal unit sales, and increased music
publithing revenues. EBITDA and operating intome bene.
fited fram these revenue gains and increated resulss from
direct miarkenng actwinies attributable to new members
and lower amorutation of member acquitition costs, offiet
in part by ¢oils axtocrated with the reorganization of the
domettts MUkl tompamed and confinuing nsestment in

Aew BUIRELE wenRiufes

GG

Interest wind iher, Net

Interes: and oiner. nes increated 1o $724 mullion i 1954
compared 0 STI8 millign i 199) ingerest exoenge
wm-reased 1o §749 mulion fram $698 miion a3 3 resuit of
3 full pweglve monthy of interest on the debt sued d;:nn‘
the firyt three mon ha of 199) to redeem or exchange
preferred stock, offset in part by savingy from lower-cost
debt uted to fund the redempuion of cerzam notes and
debentures in 1591 There was other income, nes of $45
million in 1994, compared to ather expense, net of 520
million in 193], principally because of an incresse in
investment-related income. including an increase i the
amortization of the excess of the Time YWarner General
Partners' inzerest in the ner assets of TWE over tie net
book value of therr investment in TYWE to reflect U 5
WEST as1 a partner for 3 full year Investment-related
income was reduced in part in both years by adjuiimencs
1o the ¢ rrying value of certain inveitments, expenies it
connection with the settlement of certin employment
contrazis and loses on foregn exchange conuracts used

to hedge foreign exchange risk.

ENTERTAINMENT GROUY

Fimesd Entertainment

Revenues increated to §4 484 beliion, compared to
$4.032 bithon in 1993 EBITDA increased to $410 million
from 5417 milben Deprecauon and amortzauon,
including amaortitation elited to the purchase af wWiCl,
amounted to $211 milion in 1994 and $194 mibon in
1991, Operating income decreased 1o 5219 mlon from
5$21) million. Worldwide home wvideo, syndicabion and
consumer produtts "evenuei incressed at Warner drot.
offiet in part by lower worldwide theatrical revenues
EBITDA and aperaung income marging decreared prin-
cipally as 2 result of lower theatrical results in comparison
10 the exceptionally strong theatrical results in 1993

Six Flags Theme Parks

Heverues increased 1o 3357 million, compared to $531
millign in 1991 EBITDA mncreated ta S135 mullion fram
%121 million. Depreciation and amartizasion amounted to
579 million i 1994 and $69 mullion o 1993 Operaung
income increased o $%5& mithion from 553 mullion
Revenuegs Increased 11 a result of overall arendance
growth and higher revenues per wmitor EBITDA and
operating income ymproved principally 33 a reault af the

Fewefue faini
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Froyrammunyg - HBEO

Peveruet imerested 2 $1.511 billiam, zompared o
S 4d | mlipn in 1993 EBITDA incresved 12 5257 mellinn
£210 million, Deprecausn
amounted o 520 million i 1994 and 517 milian
1991 Operating income increased to 3137 million from
$21) million. Reverues benefited from an increase in
subicrmptions and higher pay-TV rates. EBITDA, operating
mgome and operatng marging improved prndpally 31 3
result of the revenueaing

from and amornzanen

Cable

Fevenues increased 1o 52.241 billon, compared 1o 31 708
tilban i 1993, EBITDA decreated 10 5989 millon from
$1.015 bdlion, Depreciation and amortization, including
amaruzation related 1o the purchate of WCI and the
acquisition of the ATC minarity interesr, amounted 1o
$649 mullion in 1994 and $619 million in 1993 Operating
mcome decreated to $340 millien from $404 million.
Revenues and operating results in 1994 were adwersely
affected by two rourds of cable rate regulation that in
general reduced the rates cable operatcrs are aliowed 1o
charge for regulated 1ervices, the first of which went into
eHect in September 1993 and the second of which went
into effect in July 1994 The unfavorable effects of rate reg-
ulation were offset in part by an increase in subscribers
and nonregulated revenues. ACtions that were undertaken
to mitgate the impact of rate regulation included 3
number ol cost containment measures and 1 connued
emphasis on near and long-term itrategiel to increase

revenues fromunregulated services

Interest and Other. Nel

Intereit and other, nat. increased to $416 midlian In 1994,
1993
gecreated 1o 5557 million, compared with 5580 million in

compired to 3544 millian in Interest expense
193] There wai other expenie, net. of $49 milien in
1994, compared 1o other income. net. of 516 million in
1993 Investment.related and foreign currency contract
imstes in 1994 gxceeded an increate in interest income
en higher cash balances and the interesc-bearing note
recesghlie fram U S WEST In 19%9), other incame, net
benelited from a gan on the sale of certain 333ecs and
other wvestment.related income, which mare than offier

investment losien

Time
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FINANCLAL CONDITION AND LIQUIDITY
DECEMBEHR 21, 19495

TIME WARARNER

1995 Financial Condition

Time YWarner had 599 billicn of debi. 5949 million of
mandatorily redeemable priferred securiies of 1.5
udaries, $1.2 billion of cash and equivalents [ne: ded: of
$8.7 tullion), and 5) 7 bullion of thireholders’ egquiry 4t
December 11, 1995, compared to 39.1 bdlion of cezt
§281 million of cath and eguivalents [net debr of S8 %
billion), and $1.1 billion of shareholders’ eguity at
Decermber 11, 1934 The intreate (n deb: princpally
reflects the assumption of approximately 51.1 billion of
debt related to the Cable Transacuons, offset in part by
debt reductions uilng proceeds raited from the alset
sales program, including proceeds from the issuance of
the PERCS which monetized Time Warners |45 mvest.
ment in Hatbro. The increase in mandatonly redesmadic
preferred securities of subsicdiaries reflecs the issuance in
1995 of the PERCS and Preferred Trust Securiues, the
proceeds of whith were used to reduce cerian
indebtedness of Time Yarner The nongurrent cath and
equivalents consist of the ne: proceeds received from the
issuance of the Preferred Trust Securities in December
1995, which were used in the redemption of the B 755
Coﬂvtm't;lg Debentures in early 1996 The mcrease in
hareholders’ eguity reflects the issuance in 15%5 of
approximately 1.5 millien shares of common stock and
approwuimately 19.3 million shares of preferred 1tock in
connection with the ITOCHU/ Toshiba Tramaction and
the scguititions of KBLCOM and Summit. On 2 combened
bamis (Taime Yvarmer and the
together). there was $147 bilon of net deb:
December 11, 1995, compared 1o 315 billion of net debt
at the begnning of the year

Entertainment Group

Investiment in TWE

Time Warner's investment in TVWE at December 11,1995
contists of 74 49% of TWE's pra rata priority capital and
residual equity capial and 100% of TWES senor priaeity
capital and junior pronity capieal Such prarity capenl
interesty prowide Time WWarner, and with respect o the
pro rata prionty capital only, U 5 WEST, with certain priority
claims 1o the net partnerthip intome of TWE and digzmb-
utions of TWE partnerihip capital, ingluding certan prcnrcy
ditributions of partnerthip capital in the event af hgu
dation or disvalutian ol TWYE  Each level of priority cagizal
interegil srovides lor an annual rate of return lqul| o ar

EaEYEN




er 2ee2ing 8%, incluging an above-marke: | 1I5% annual
race of return {(11.25% to the extent cancurrently Sutnio-
uzes) related to Time “Warner junier poonty capizal
inieress, which repretents Cumulative Priority Cazizal of
54 5 Silbon at December 31, 1995 While the TVWE part-
nership agreemens consemplates the reinvestment of sig:
nificant partnership cash flows in the form of capeal
expenditures and otherwite provides for ceruln other
restrictions that are expected ta limic cash distributions
on partnership interests for the foreseeable future, Time
Vvarner's $1.4 billion senior priority capital interest and,
to the extent not previously ditributed, partnership
income allocated thereto (based on an 8% annual rate of
return) it required to be distributed to Time VWarner in
three annual installments beginning on July | 1937 In
1995, Time Warner received a $36& million cath gistri-
bution from TWE representing the priority capital return
allocated to its senior priority capitl interest through

June 30, 1995,

Credit Agresment Reflnancings

In connection with the Cable Transactions, TWYI Cable,
TWE and the TWE-Advance/Newhouse Partnership
executed 3 five-year revolving credic facility in June 1995,
The Mew Credit Agreement enabled suth entities o
refinance® certin indebtedness assumed in the Cable
Transactions, to refinance TWE's indebredness under a
pre-exitting bank credit agreement and to finance the
ongoing working capital, capital expenditure and other
corparate needs of each borrawer.

The New Credic Agreement permits borrowingi in
an aggregate amount of up to 38.) billion, with no sched-
uled reductions in credit avalatnlity prior to maturity
Sarrowings are limited ta §4 billon in the cae of
Tl Cable, %5 tddlion the cate of the TWE-
Advance/Mewhouie Partnership and 58,3 billion in the
case of TWE, subject in each case ta cermin hmimauons
and adjustments Such borrowings bear interest at specific
rates far each of the three borrowery, generally equal o
LISOR plus a margin itially ranging from 50 wo B7.5 basis

in

points, which margn will vary based on the credic ratung
or financial leverage of the applicable borrower Unused
credit 4 available for general business purpoies and to
support any commercial paper barrowingi Each borrower
y required to pay & commitment fee smisially ranging fram
1% 1o .3%% per annum on the unuted portion of its com.
mirment TWYI Cable may alio be required Lo pay an annual

TIiwWyE

aH

facility fee equal 1o I875% of the ensire amount of

commitment. cegpending on the level of i fimamca
in any given year. The New Lredis Agreement

cermain cowenanid Tor each borrdwer relaung o

leverage
conuan:
among other things, adgitional ndebtednmess. beni on
assets; cash flow co-erdze and leverage rauci, and laam
advances, dutrnibutong and other cish payments
trantfers of ansets friim the borrowers 1o the™ reipeive
partners or affilates

Im july 1995 TWI| Cable borrowed appromsmately
$1.2 billion under the New Credit Agreement to refinance
gertain indebtedness atsumed or incurred in the acqui
sition af KBLCOM, and TWE borrowed appromimately
526 tlion to repay and terminate i pre-erisung Sank
credit agreement. An addiional $1.5 bilion wai bomowed
by TWl Cable under the New Credit Agreement in January
1996 to refinance cermain indebrednen of
ncurred in the acgquinition of TV and relatec comparue:

o

Artumec

Public Debt Rellnanciogs

In 1995 and early 1996, Time Warner refinc~ced approxi-
mately $4 billion of iw public debr thereby increasng =
financial flexibility through lowering interess rates. exend.
ing debt maturities and eliminaung potential dilution from
the conversion of s B.75% Convertuble Debentures into
45,6 milbon share: of commen stock The outsanding
B.75% Converuble Debentures were redeemed in (wo
tranches: $1 tdlion principal amount in September 1995
for $1.04 billion (including redemption premiumi and
accrued interess) and the remaining $1.1 billion pringspal
amount in February 1996 far 51.18 bilbon (inclusing
redemption premium:y  and interest] The
September 1995 redemptian was financed with procesds
from 3 $500 mllion issuance of 7.75% ten-year notes in
June 1995, procends from a 3374 million isuance of the
PERCS in August 1995 and available cash and equivaients
The February 1996 redemption way financed with pro-
ceeds rained from 3 $575 midlion nsuance of the Preferred
Trust Securities in December 1995 and proceeds irom a
$750 millipn wsuance of cermin debentures [0 January
1994 In connection therewith, Time Warper recogrized 40
extraordinary loss of $16 milbon in February 1996
InAuguit 1995 Time Warrer redeemed all ot is 51 8

accrued

billign principal amount of outstanding Reset Notes in
exchange for new securines, consating of apprommately
$454 million azgregate principal amount af Floanng Aate

Motes due August 15, 1000 appronmately 3171 million
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1ggregate principal amaunt ol 7975% Notey due Augult
'3, 2004, approximately 5345 milion azgzregate grinml
smount of 8.11% Debentures cue Auguss 15, 2006, ane
aaproxmately $545 million aggregate principal amount of

3 |8% Debentures due Auguse 15,2007

Asset Sales

As part of a continuing stracegy (o enhance the financil
position and credit statistics of Time Warner and the
entertainment Grouz®an asset tales profram wai initated
n 1995, Including the sale of 51% of TWE's interesr in Six
Flags in June 1995, the tale of an nterest in QVC. Ine 0
Fesruary 1995, the sale or expected sale of certain
unclustered cable syitems and the proceeds raied from
the moneuzation of Time Warner’s investment in Hasbro
in Auguse 1995, Time Warner and the Entertainment
Group on a combined basis have completed or entered
inta transactions that raised approxin Jtely $1.6 billion
for debe reduction, all of which were completed in 1995
excep: for certain transactions aggregating approximately
5170 million which are expected to close in 1994,

Credit Statistics

The combination of asser sales and deb: refinancings s
intended .o strengthen the financial position of Time
Warner ahd the Enteruiinment Group and, when aken
together with EBITOA growin, it expecied 1o continue
the improvement of Time Wirner's overall credit
stanincs, These credit stamtics consist of commaonly-
uied liguidity measures such as leverage and coverage
rauios. The leverage ratio represents the raueo of toul
debt, less cash ("Net debt”) to towal business segment
EBITDA, less corporate expenies (TAdjusted EBITDA")
The cowerage ratio represents the rauo of Adjusted
EBITOA to toral interest expense and/or preferred divi-
dends. Those ratios. on a pro forma basis for 1995 and on
an historical basis for 1994 and 1991, are a3 set forch
below for each of Time YWarner and Time Warner and the
Entertamment Group combmed. Certain raung agencies
snd other credit analytts place mare emphasis on the
tombined ratios while others place more emphavs on
the Time Warner stand-alone ratios. It should be under-
ytood. however, that the aysets of the Entertamment
Group are not freely avadable to fund the cash needs
of Time Warner.

Ho

1ty e
i T i
TimeWarner I o
Me: seas/Adjvited ZBITOA * Qe Ile Fia
Aziiies ERITOA Interess® e | 4u .
Adiuited EBITDANnterest
and preferre 1 dividendy ™" % I L T
Time Warner and
Enteruainment Group combined
Net debt/Adjusted EYITDA al L% LU
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and preferred dividendy™ liw e 1%
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Cash Flows

During 1995, Time Varner's cash prowded by operauani
amounted to 51.051 tilion and reflected $1.254 billion of
EBITDA from sy Publivhing, Music and Cable buninesiei,
$1.08) billien af ne: distributions from TWWE and 535
million from the secuntizavon of receivables, less $659
million of interest payments, $278 million of incomae taxe:,
$74 million of corporate expemies and 319! millon
related to an increase in other workung capedl requre-
ments, balance sheet accounts and noncash imems Cash
provided by operauons of $473 million in 1994 reflected
$1.150 billion of EBITDA from the Publthing and Musie
butinesser. 5120 million of net divtnibutiony from TYWE,
179 milion from the secunimization of recevables. lesy
£539 million of interest payments, $3139 million of income
wxes, $76 millign of corporate expenies and 522 mullan
related to an ingrease n other working capital require:

ments. balance sheet acenunts and noncath itemi
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Cath used by inwesning actwiivel, extloZing inveit

men: groceecs. increased o $8 gnoan (995 com

nared to $151 mullion in 1994 prinzipally 2y 3 resuls of
higher investment spending by Time Wasners businest
wegments. As a result of managements aset 1ales program
invesiment proceeds increased 1o 5175 million in 1995
compared to 5118 million in 1994

Cash provided by financing actwities was 5121 malion
in 1995, compared 10 cash used by financing acuwities of
5158 million in 1994eprincipally as a resuls of the receip:
of proceed. from the issuance of the Preferred Trust
Securities in December 1995, offset in part by the uie of
avallable cath und equivalents 1o redeem a portion of the
5.75% Convertble Debentures in September 1995 in
addinon, cazh dividends paid increased to 3171 million i
1595 compared to 5142 million in 1994,

The assets and cath flows of TWE are rettricted by
the TWE partnership agreement and are unavaiable to
Time Warner except through the payme ¢ of certain fees,
reimbursernents, cash distnbutions and loans, which are
ubject to himitations. Under the New Credic Agreement,
TwWE and TWI Cable are permitied to incur additnonal
indebredness 1o make loans, advances, dutnibutions and
cther cath paymenti to Time Warner, tubject o thewr
respective compliance with the cash flow coverage and
leverage fatio covenants contained therein.

Management believes that Time VWarner1 operating
cash flow, cash and markerable sjecurities and addinonal
borrowing capacity are sufficient 12 fund 12 capital and
liguidity needs for the foreseeable future without distri-
butiont and loans from TWWE above thoie permitted by

eNEUNE afreements.

ENTERTAINMENT GROUYP

ees Fuancial Comdition

The financial condition of the Entertainment Group, princi
pally TWE, at December 11, 1995 wai affected by the for:
matian of the TYWE-Advance/Newhouse Partnership, the
Siu Flags Transaction and the conialidation of Flf'lll:m. The
fnterzanment Group had $6.2 billion of debt. $1.4 billion
af Time Warner General Partnery senior priorgy capital
and 35 6 billion of partnery’ capital (necof the 5169 million
Lneoliected poruon of the note fecewable from
L SWWESTY at December 31, 1995, compared to 57,2 bulliar
ot celt, 517 piliion of Time YWarner General Partnery
semiar prigrigy capital and $6.5 bilion of partnert’ capva’
3t December 31 1994 The §1 bilion reduction i debs
resulted prngpally from the S Flagy Tramiaction In

atditan, menopally 34 4 result of the payment of over L]

TIwWE

G0

L

=4 Srarner 1 1953

iam of datributions ta Ty

equivaenty dezreated o 3109 millien at Dece-

§$1 1 biiken December | 1wl

1995, compared at
reduting

Entertanmant Group to $8 billion and §60

the deSi-net-of-Javh amounts

reIpestsely

Credit Statislics

Principally a1 3 result of the formation of the TWv:
Advance/Newhouse Partnerstip and the i
Transaction, the Enterainment Group's leverafe ani
coverage rauos improwed in 1995 on a pro formi bass

Flags

a1 set forth beigw
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Such ranos may be adweriely affected upon the
traniler of cerean of Time Warner's newly-acquired cable
spatemt to the TYWE-Advance/Newhouse Partnership,
which, if completed, 13 expected 1o be wructured 10 that
the 1yitems will be tramiferred tubject 1o 2 poruon
of Time YWarrers debe theseby reducng the financual
leverage of Time WWarner and increasing the under-
leveraged capitalization of the TWE-Advance/Newhouie
Parinerstup and consequently, TWWE

Cash Flows

In 199%, the Entertanment Groups cash promded by
operations amounted 1o §1 495 ilon and refiecied
$2.052 tullion of EBITDA from the Filmed Enteramment,
Six Flagy Theme Parks, Broadeasting-The WB MNerwork
Programming-HBO and Cable buninesses and $159 millon
related to & reduction A working capital requirementi,
other balance sheet accountt and noncish items, less 3577
millign of interest payments, §75 million of income taner
and 544 million of corporate expenser Carh prowided by
operationy of 51 341 1984 reflected 31811

tillion of bunness segment ESITDA and $180 mallion

billign

related 1o & reduction n worsing capital requirements,
other balance sheet accounts and nonzath items less 5321
mdlion of interest payments. $5% muiion of income Lases

and 550 million of corporate expenies
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Zath uved Sy nweating activities decreased o 5750
mken o 1995 compared to $1 770 bdlhign o 1994 oron.
upaiy a4 retult of 3 S} bdlion increase v inveaIment
srazeeds relating to management’s asset sales program
Capiual expenditures increased to 51.531 billon in 1995,
campared to $1.235 billion in 1994, principally as a result
of higher capital spending by the Cable Division

Cash used by financing activities was 31 607 billion in
1995, compared to cash provided by financing activites of
S142 million in 1994ermcizally a3 3 result of an approx-
rmate $1 billion reduction in debt in 1995 and a1 $94)
millian increase in distributions paid o Time Warner,
offiet in part by 2 $368 million increase in collections on
the note receivable from U S WEST that were uied 1o
partially finance the capizal spending requirements of the
Cable Diwvision

tManagement beleves that TWE'S cperating cash flow,
caih and equwvalents, collections on the U 5 WEST Note
and additional borrowing capacity are sufficient to fund i
capital and liquidity needs for the foreseeable future

CABLE CAFPITAL SPENDING

Since the beginning of 1994, Time YWarner Cable has been
engaged in a plan (o upgrade the technological capabilicy
and reluabyity of it cable television systems and develop
new gervices, which it believer will potivon the business
for sustained, long-term growth, Capizal spending by Time
Warner Cable including the cable operatuons of both Time
Wearner and TYWE, amounted to $1.34% bdlion in 1995,
compared to 5778 million in 1994, and was financed in
part through collections on the note receivable from U 5
WWEST of $602 milign in 1995 and $134 million in 1994
Catle capital spending for 1996 is budgeted to be approxi-
mately 1.6 bilion and 15 expected Lo be funded principally
ty cable operaung cath flow and $169 million of collec-
tians on the remaining partion of the note feceivable fram
LI 5 WEST. In exchange for certain flexibility in etrablishing
cable rate pricing structures for regulated services thae
went into effect on january |, 1996 and consatent with
fime “Warner Cable's long-term strategc plan, Time
Wearner Calle has agreed with the FCC 1o invest 3 tonal of
54 bilhan n o capital ol in connection with the upgrade
of iy cable infrassructiure, which (1 expected 1o be b,
stantully completed over the next five years The agree-
ment with the FCC covers all of the cable operations aof
Time “Warner Cable, including the owned or managed
cable of Time Warner, TWE and

televition jyitems

U

the TWi-Advance! Newngpure Pirtnerth p Management

fingnse yuzh lewel of v ptmens

eXZeCTy 10 fonlinue 2

ningipaily through the Jrowsh in fasle Spematng cah
flow derwed from ircreates in subicribers and cadle rited
porrowingt under the Paevi Lredit Agresment and he
development of new revenu: sireams fram eapanded pro-
ramming options, high spee | data trangmussion, telephony

and other servicel

OFF-BALANCE SHEET ASSETS

As dincuited below, Time YWarner beleves that the value of
cerunn off-balance sheet asiens should be conndered,
alang with other factors discussed eliewhere herein, in
evaluating the Companys financal condition and proipe 1t
far future resuly of operavions, including 103 abelity (o fund
23 capizal and hgquedicy aeeds

Intangible Assets

A3 a creator and ditributor of branded information
and entertainment copyrights, Time ¥Warner and the
Entermunment Group have 2 significant amount of inter-
nally-generated intangible assers whose value o not fully
refllecied in their respecuve conaohidated balance theets
Such intangitle assets extend across Time Varner's prin
cipal business interests. but are best exemplified by Time
Warner'y collection of copyrighted music product, s
interests in WWarner 8ras’ and HBO'S copyrighted film and
television product ibrariel. and the creayon or eateENLON
of brands. a3« the care of Time Inc's new magatine uties
ar The YWE Network, Generally accepted accounung prin-
ciples do rot recognize the value of tuch astets, encept at
the time they may be acquired in a business combinatian
accounted for by the purchase method of accounting
Becaure Time Warner pwni the copyrghts to wuch
creative materal, it continually generates revenue through
the sale of such products acrons different media and in
new and exitting miarkets The value of film and television.
refated copyrighted product and trademarks iy continually
realized by the licenung of films and televition sefwel to
secondary markets and the lcenung of crademarks, such
13 the (semey Tuner characters and Botmen, to the rew
industry and other markets In addiuon, technolomical
agvances, wwch a1 the imtroduction of the compact dae and
home videocasiette in the | 980°% and potentially the digial
versatile ise o the future have hratoncally generated
significant resenue opportunities through the repackaging
and tale of yuch copyrghted producis under the new

-amwg s
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illy refigced in the comiohidate Salanze sheets of Time

Wearner of the Ensertainmens Group

Warner Bros. Backlog

Warner Broi’ backlog, representing the amount of
future revenue not yet recorded (rom cash contracts for
the hicenping of theatrical and televinion product for pay
cable, network, basec cable and syndicated television
exhitition, amounted to 51.056 billion at December 11,
1995, compared to $851 million at December 11, 1594
jincluding amounts relaung 1o HBO of $175 million at
each date). Because such contracts are for the licenuing
of thestrical and televivion product which have already
veen produced, the recognition of revenue i3 principally
only dependent upen the commencement of the avail.
ability period for telecast under the terms of the related
licenuing agreement. In addition, cah licrasing fees are
collezted periodically over the term of the related htensing
agreemenzs. Accordingly, the portion of backiog for
which cash advances have not already been received has
vgnificant ofi-balance sheet aser value 31 2 Jource of
future funding The backlog excludes advertising bartes
contraces. which are alio expected to result in the future
realization of cath through the sale of advertining spoty
recewed under such contracs

INTEREST RATE AND FOREIGN CURRENCY
RISK MANAGEMENT

Interest flale Swap Conlracls

Time WWarner utes interest rate swiap CONTracts to adjust
the proportion of total debt that is subject to variable
and fixed interesr races At December 31, 1995, Time
Warner had (RTerest rate swap Ccontracil o pay flgating-
rates of interes: (average six-mont’: LIBOR rate of 5§ 9%)
and receive fixed-razes of interest {average rate of 5 4%)
=n $1.6 billion notonal ameunt of indebtedneis. which
resulted in approwimately 43% of Time Warmer s underipng
debe. and 41% of the debr of Time Wirner and the
Entersyinment Graup combined, being subject 1o variable

muerest rates. The notional amount of outstanding

TEwE

LI

cartracey 3t Decemzer 11 (995 By pear of man.
along woth the reiditd averdfe fhiaed-rates o Wnerels o
S receved 308 the aserage foanung  ates of alered
be paid, are 13 followy 1996-5300 million (recewe-4 3%
2ap-59%). 19985750 milipn (recewe-5.5%. pap i BN
(839.51 1 millign (receve-5 5% pay-3 9% ). and 2000-8<4 20
million {receive:f 5% pap-5.9%) At December I 1554
Tome Warner hao intereil rate swap contraciy on 5.9
tullign nouonal amoun: of indebtedness

Based on the lesel of interest rates prevading ar
Decernber 11, 1995 the tair vaive of Time VWarner s fed
rate debt exceeded i carrping value by $407 milioa ans
it would have coit 59 million to terminate the relate!
in{erest rate swad coniraccs, which combined o the
equivalent of an unrealized loss of $416 millan, Bared oo
Time Warners fixed-rate deb: and related interesl rate
twap contracts cutscanding at December 31, 1995, eacn
15 batis poin. increate or decrease in the level of interest
ra 4 prevading at Decemnber J1, 1995 would result in 3
ne: reducion oF increste in the combined unrealizes lon
ol approximately S185 mullion, respectoely, ingluting
respective coits or tavingy of 316 million 1o terminate
the related interest rate swap contracis. Based on the
level of interes: rate: prevailing at December 11, 1994
the fair value of Time Warner's fixed-rate debt wai 5571
million less than it carrping value and it would hawe cout
$214 million 1o terminate it interest rate swap coniraitl
whith combtined was the equivalent of an unrealized gain
of $315 milion Unrealized gans or losses on gedt or
inTerest rate iwis comtracty are not recagnized unfeis
the debt v retired or the CORLracty are terrminated prior
Lo their maiurity

Although changet in the unrealized Qaing or loties on
interest rate swap contracts and debt do not retul i the
realization or espendizure of cath unless the ZoRt=atl are
terminated or the debr iy reured, each 25 basih point
increate or decreate in the level of interest rates related
to Time VWarner's varnable-rate debt and interett rate 1wip
tontracts would respectively increave or decreate Time
WWarnert anfusl intergst espenie and related cah
paymenzs by appromimately $12 million, including 57

mullion related (o interest rate iwap contractl




foreign Exchange Contracts

Time Wirner uses foreign exchange contracis grimarnly
12 nedge the nak that unremusted ar futyre royalties and

zevie fees owed to Time Warner ar TWE domestic
campanies for the sale or anticipated sale of US copy-
righted products abroad may be adwersely afected by
zhanges in forelgn currency exchange rates As part of it
averall strategy to manage the level of exposure to the
ritk of foreign currency exchange rate fluctuations, Time
VWarner hedges a pBrion of ity and TWE's combined
foreign Curfency exposure: anticipated over the entuing
twelve month period. At December 11, 1995, Time
Wirner has effectively hedged approximately half of the
combined estimated foreign currency exposures that
srinzipally relate to anticipated cath flows 1o be remitted
to the ULS. over the eniuing twelve manth period, using
foreign exchange contracts that generally have maturiies
of three months or less, which are generally rolled over
1o provide cantinuing coverage throughaut the yesr Time
Warner often closes {oreign exchange sale contracts by
purchasing an offiezing purchase contract At December
31, 1995, Time Warner had contracts for the sale of $5.4
million and the purchaie of 5140 million of foreign
currencies at fixed rates. primarily English pounds (29% of
net contract value), German marks (19%), Canadian
coliars (16%), French francs (16%) and Japaneie yen (5%).
compared to contracts for the sale of 3551 millien and
the purchase of $109 milion of foreign currencies at
December 11, 19594,

Unrealized gaint or losses relsted to foreign
exchange contracts are recorded in income as the market
walue of sueh contracts change; accardingly. the carrying
walue of foregn exchange contracts approximates marke:
value The carrying value of foreign exchange contracus
wis ne material at December 1Y 1995 and 1994, No
cath i3 required to be received or paid with reipec: to
the realizagion of such gaing and lotses until the related
rareign exchange contraces are settled, generally at their

61

reldestive Fidturity dates Im 1955 3 2 1534 Time oo

hyd 820 m'lan and $13 million, respectively, 402 -
had S0 millian and $20 millign, respecively. of me
on wihich ware ¢ it

txpacied to be ofiet by correiponding incrediel 5 e

fareifn  gashenge contTaciy
dollar value of ‘areign Currency royaities and licenie 'e=
payments that have been or are anticipated (o be recereed
in cash from the sale of U.S. copyrphied producs
abroad Time Warner reimburiel or it reimburie? &y
TWE for contract gaine and lostes related to TWWEs
foreign currenty expoture. Foreign currency comtract:
are placed with a number of major financial institunons in
order o minimize credi rigk,

Based on the foreign exchange contracts outsanding
at December 11, 1995, cach 5% devaluation of the U3
dollar 31 compared 1o the bevel of foreign exchange rate:
f - eurrencies under contract at December JI. 1995
would resuft in approximately 525 million of unrealized
losses and 57 milion of unrealized gainy on foreipn
exchange contracty invelving foreign currency salel and
purchases, respectively Conversely, a 3% appreciauon of
the LS dollar would result in 325 milhon of unrealized
gains and 37 million of unrealized loites. respectively At
December 11, 1995, none of Time Warners foregn
exchange purchate contracu relater to TWE' forergn
currency exposure. However, with regard to the 313
million of unrealized loites or gains on foreign exchange
sale contracts, Time Warner would be reimbursed by
TWE, or wou'd reimburse TYVE, respectvely, for agprox-
imately $6 million related to TWE foregn currency
exposure. Conpittent with the nature cf the economic
hedpe provided by such foreign exchange contracu, such
unrealized gains or loises would be offset by carre.
sponding decreates or increates, respectively, i the
dollar value of future foreign currency rayalty and hoene
fee payments thit would be received in cash wathin the
eniuing twelve manth period from the sale of U3 copy-
righted praducts abroad
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Consolidated Balance Sheet

Sprpmner 1 (riani €785 387 thary Smensill e F ] faia
ASSETS
Current assets
Lash and equivalentd L 3 15
Recevables, less allownces of 3786 and §768 1758 1419
|neeniories il 173
Prepaid expenies B4 118
Toul current assets b B (¢] 1817
Cash and egquivalents segregated

for redemption of long-term debs 857 -
investments in and amounts due to

and from Entertainment Group 574 5350
Other investments 1189 1355
Land and buildings 431 411
Cakhle velevizion equipment 181 -
Furmiture, firtures and other equipment 1,194 *9d

1.983 1410

Less azcumulated depreciation [84%) (457}
Property, plant and equipment Lig 74
Music catslogues. contraces and copynights 1,143 1.207
Cable television franchizes | &94 -
Goodwill 5112 4413
Orher atsets §64 404
Total assess $12.132 14714

i
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LIABILITIES AND SHAREHOLDERS' EQUITY
Current Labilities

Azzounts payable 5 871 $ 44
Royalues payable - 75% 1
Debt due within one year 14 155
Orher current labilives 1564 931
Towal current labilities o017 1572
Long-term debt 507 37
Deferred income taxey 1410 LM
Uneirned portion of paid subseriptions 654 4l
Onher labilives 508 4ls
Company-obligated mandatorily redeemable preferred securities of subsiduries

holding solely subordinated notes and debentures of the Company™ 4% -
Sharcholders’ equity
Fraferred 110ck, $1 par value, 150 million thares authorized, 29.7 million and

§42 thousand shares outstanding, $1.9%4 billion and §140 milbon hquidation preference 0 !
Comman stock. 51 par value, 750 million shares authorized, JB7.7 million

and 175, million shares outstanding 188 7
Paid-in capieal 5411 1588
Unrealized gans on cerain marketable securities (1 132
Azcumulated deficic (1189 11950
Toul shareholders’ equity FETH 1148
Towl hathites and shareholders’ equity 522102 Si8Tid
(£ dmgraten §1 74 madan of prrforred s § T ere i for £ovA e, o T Weiemenr | spoen, eppraswmetrly |11 mellan dharei af Howbem, b

(e prach pered Sy Temg Womes [Noie 8)
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Consolidated Statement of Operations

rpeey Sates Geow=er [0, [reliorn, wrivdi 3o i emeni 1949] 144 1l

Heveoues™ 4 B34T 5 1.1% 5 8580

Cost of revenuet™® 4,481 LELH 1.782
Seliing. general and adminiztrative™" 1.688 2376 L9
Openuing expentes © 13m0 6481 5990
Businest 1egment cperating income 457 71 531
Equity in pretax income of Entertainment Group 156 176 181
Interest and other, nec” 1877 {714) 718
Corporate expentes™ (74 (78} ]
Income before income taxes 1 & o
Income axey {114) (183) [345)
Lois before extraordinary iem (124) (1} HELH
Extrasrdinary loss on retirement of debe nec of 3246 million and

£17 million income tx benafit in 1995 and 1991, respectively [41) - {57}
Net ioss [1d8) mn 21
Preferred dividend reguirements (51} (L) (118}
Net loss applicable to common shares 5 (28 s (104) 5 (1%
Loss percommon share:
Losy before extraordinary rtem 3 (44 s (1N $ 75
Pet lags 3 (5 3 {In 5 (%

Average common shares 1818 1789 Tar

|1 inctatrs e fabemnp wcrm (Erpemnes) reiuteg [ TERESTURAY st the Eateriaamest Gomud e TV6r FEETE campanerd for the prent oaded
Drecemser M 1095, 1954 end | 99), reaprcimwly rrersees- 511 1 maies, 310 muiion ord 3110 mulor, oot #f rrersvns 31 0d] rulian, §{10%) meiian andt ¥
s ypling preery 2o sdmenairre b4 mben. 541 mikin ord 131 malen ctuty @ portis scame of Enrtansin Commape 37 5] s, 1 10) vl =
L0 1 5] reienn, eonerys ond geves, vt 31 7] miige, $1 ] mipe gl §4) mmion; g c3peneny ergenpes B4 rodhan JA0 mdemt god JA0 rlion

%) el deperowie cod emerTTrvon erdemse of ] 0 H ayr H i

bry cooempaapa melll
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Consolidated Statement of Cash Flows

Tesn faded Decemitr ]I, jmuiian) (L1 1eds )
Operutions
Net los 5 (14d) 5 M) } 3
Adurtments fo noncash and nonoperaung items
Exzraordinary lois on reurement of debt 4 B 5T
-
One-ume ax chage” - = s
Degreciation and amoruztion 559 417 414
MNoncash interest expense 174 1% 184
Excess (deficiency) of distribunions over equity in pretax inzome
of Enterasnment Group 8oz (58) [1dt}
Ecuity in income of other investee sompanies,
net of distnbutions {18) un
Changes in operating assets and labdities
Recevables {88) (47) 7]
Inventoriel (51 (1B} i)
Accountt payable and other labilives 143 34 136
Onher balance sheet changes {191) (158) {151
Cash prowmded by operations 1251 47 2157
Investing Activities
Investments and acquisitions (a1} (18T} [175)
Capital expenditures [2154) (144} [198)
investmen: proceedi m e 12
Caih used by ivesting actvities arn (213) g
Financing Activities
Borrowings 131} §81 4714
Debt repaymenti [La%]) (618} [1.5%%)
issvance of Company-obligated mandatonly redeemable preferred
wecurinies of subsidiaries 544 = =
fedemprion of old Senes D preferred s:ock - B {1494}
Diwidends paid {1 {141} %)
Stock opuon and dividend reinvestment plany 104 1] L
Cizher, principally financing eoss (%} (6} {141)
Tyth provided (uted) by financing activities 11 (158) eabl]
Inecrease (Decrease) in Cash and Equiralents 50} B2 [EA ]
Cash and Equivalents st Beginning of Period 181 0 i
3 18 L S E = ]

Cash and Equivalents at End of Period™

o dpfgmy g §10 mmdam smiepctin en Teion Whirmer | dtieernd neemy 110 beded 0 S0 rTES &f mee tza s erooed o 1]
W T 00 AEenl G o eeedieass or Decemder 11 T FEY
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Consolidated Statement of Shareholders’ Equity

Foyorend Capmmns beben opmred  Alrormsiczed

B R T R R 1] e S Loasd Cary Dater Tt
HBALANCE AT DECEMBER 31, twe2 Ll B3 $ 17 SAske § (%0 Sdrs?
MNet Loss {211} {111
Dhvidends on commen tock-5.31 per share [i1g) {11k
Dividends on Series Frpreferred 110ck=-5% 28 per share 4 [{B]] %
Dividends on old Series C and D preferred stock

to dates of redemprion or exchange [104) [134)
Exchange of old Series C preferred stock and

redemption of oid Series D preferred stock {138 i6 1) {11) (w479
Unreahized gains on certain marketable equity

investments 3t adoption of FAS 113 205 bk
Shares iued purtuant to stock option

and dividend resnvestment plans 4 1é 110
Other 1 1] [44) 5
BALANCE AT DECEMEBEN 231, 1883 { e 1517 08 {1.751) I g
MNer Loss (9} o
Dividends on commen stock-5.15 per share

(509 per 1hare per quarter effecuve for the

second quarter of 1954) (133} (133}
Dwvidends on Series & preferred s10ck-59.18 per thare i (1 &)
Unrealized iotses on certain marketabie

EQUITY INveITTION 75} {75
Shares itued pursuant to stock opuon

and dividend reimvestment plang | 5} 54
Cither 18] is n
HALANCE AT DECEMEBER 21, 1994 1 T 1583 130 (1.950) [RET]
MNet Lous {1864} {184}
Diwidends on common siock=% 36 per share {138) [13a)
Dividencs on Series B preferred 31ock=56.40 per share | ® (£1]
Diwidencs on new Series C, 0, G, H and | preferred

yiock=51 75 per share per year effective from the

retpective daies of juance (+4) (44
lsiuance of comman and preferred stock in the

KELCOM ang Summig acquisition 14 1 1367 1,184
tauance of prefesred stock in the ITOCHU Tathiba

Trarsacusn 15 1,335 1350
Uargahized loases on cerwun marketable

CquiTy eestm et {14} {14}
Smares iasued purtuant 10 1tock oplion

and dwidend rervestment plans 4 12 s
Chiher 1 I 07 i
HALANCE AT DECEMBENR 21, 18983 1w 3 a3 541 LT $(179%) 5 1as7
Jer soramogepey mun

68

TIiwmi WahsER




Notes to Consolidated Financial Statements

1. DRGANTIZATION AND SUMBMARY OF
SIGNIFICANT ACCOUNTING FOLICIES

Description of Business

Time Warner Ing. ("Time YWarner™ or the “Company™) 12
the worlds leading media company. whose principal
business objecuve it i@ create and diagnbute branded infor-
mation and enterminment copynghts throughout the
world Time Warner has interests in three fundamenul
areas of business: Entertainment. consisting principally of
inter=5ts in recorded music and music publishing, filmed
entertunment. broadcasting, theme parks and cable tele-
wisien programming, Mews and Infarmation, conusung prin.
ugally of interests in magazine publishing, book publithing
and direct marketing. and Telecommunications, consisting
principally  of interests in cable television systems
Sutsuanually all of Time YWarners interests in filmed enter-
winment. broaccasung. theme parks. cable television
programming and moit of is cable television systems are
held through Time Warner Enterminment Company, LP
{"TWWE™). 3 partnership in which Time VWarner owns a
74 4%% residual equty interes: and certain priority capial
interests senior thereto. Time Warner does not consalidate
TWE and ceruin related companies (the “Entertainment
Group”) for financial reporting purposes because of certain
hmized partnership approval nghos related o TWES
interest in certdin cable television systems

Each of the butiness interests within Enteruinment,
MNews and Information and Telecommunications s impor.
tant 2 management’s objective of increasing shareholder
value through the creation, extention and distribution of
recogruzable brandy and copyrighu shroughout the
world, Such brands and copyrights include (1) copyrighted
music from many of the world's leading recording artists
that i1 produced and distributed by a family of escablahed
recard labels such a3 ¥Warner Broi Recards. the Atlantic
and Elektra Entertiinment Groupt and Warner Music
International, (2} the unique and extensive film and rele.
wisign hibraries of Warner Bros. and trademarks such as
he Looney Tunes characters and Batman, (1) The WE
fetwork. 3 new mational broadcasting network faunched
n 1995 a5 an extension of the Warner Bros. brand and 23
an addmional distribution oudles for Warner Bros coliec-
ven of children cartaons and television programmung, (4)
ww Flags, the largest regional theme park operatar in the
United States, in which TWE owni 4 4%%
(5) HED and Cinermax. the leading pay television services,
(6) magazine franchises such as Time, People and Sport

mLereat,

TiME

e

LR

Fupteated and direct maraebing Sraody sueh a3 Tme Life
Ing. and Book-gf-the-Manth Club and (7] Time ¥Warngr
Catle the wecond lirfes: speratar of cable telewion
1yazems in the U3

The operating results of Time VWarners wvarigus
business interests are presented herein as an indication of
finanual performance [Note 13). Except for start-up
lsses incurred in an effort to create value in 3 branded
ravonal broadeasung network. Time Warner's principal
butinesi interests generate significant operaung income
and cash flow from operauons. The cash flow from opera-
tions generated by such business interesty is significantly
greater than their operating income due Lo fgr’zant
amounts of noncath amoruzavon of intangible asset:
recogni' d in various acquisitions accounted for By the
purchate method of accounting. Noncash amoruzation of
inangible assets recorded by Time Warner's bubness
invereity, including the uncansehdated bunness interesss
of the Enterainment Group, amounted ta 3842 =illion in
1995, 5782 million in 1994 and 3768 million in 1991

Basis of Consolidation and Accounting
for Investments
00%

el EEpENIEL, IRCOME, loss

The coniolidated financial itatementt include
of the astets. labidities, re
and cash flows af Time VWarner and all companies in
which Time Varner hat 1 controlling soting interest
["tubtidiaries”), a1 if Time WWarner and i3 subsidiaries
were 3 single company. Significant intercompany actounu
and transactions between the consolidated companies
have been eliminated

The Entermainment Group and investmenzy in certan
other compa=es in whith Time YWirner has lnlhlﬁu!"nl
influence but less than 3 controling voung ingeress, are
accounted for using the equity method Under the equity
method. only Time Warners investment in and amounty
due 1o and from the aguity Investee are included in the
consobidated balance sheet only Time WWarner's share of
the investee's earmings 1 included in the contoldaced
operating results, and only the dividends cath distn
putiany, loans or other gath received from the inveitee,
lest any agdwional cawh nveizment, loan repayments
or ather cash paid to the wwestee are included in the
consohdated cash Nowt

In accordance with Firangial Accounting Standirds
Board (FASBT) Staremen: Mo 115, “Accounting For
Cerzam Investments in Dedr and Equity Securines [TFAS

1157} investments i cemparnies in which Time Wirner

e RN E




23& rob Rave e CONUFDIIME INLErEll OF 40 Ownering
3°d vounginterest 12 large a3 19 enert b ftifizant nfugnse
17¢ azzounted for at marxet value of the inveslmenty are
puolizly traded and there are no resale resTnolons oF at
cour, if the zale of 3 publicly.rraded investment o
reitricted or il the inwveitment i nat publicly craded
LUnrealized gant and losses on Aveiimenty accounted for
4t market value are reported net-of-zax In a separate
component of sharehalders’ eguity until the investment is
10id, ag which time the realized gain or loss it included in
incame. Dividends and other distributions of earnings
from both market value and cost method invesiments are
included in ingome when declared

The effect of any changes in Time Warner’s owner-
thip interests resulting from the issuance of equity
capital by consolidated subsidiaries or equity inveszees

1o unaffiliated parties is included in income

Foreign Currency

The financial position and operating results of substan.
tially all foreign operations are comiolidated using the
Ioeal currency as the functional currency. Local currency
as1ezs and liabilities are translated at the rates of
exchange on the balance sheet cate, and loca! cyrrency
revenuet and expenses are translated at average rates of
exchange during the period. Resulting translation gaini
or [osses, which have not been material, are included in
accumulated deficic. Forelgn currency transaction gaing
and lasses, which hive not been maternl, are included in

operating resulty

Use of Estimates

The preparation of financial statements in conformcy
with generally Jrcepied accounting principles reguirey
management o make estimates and assumptions that
akezt the amount reparted in the financal statements
ind footnotet therema Actual results could ofler from
those escimates

Sigrafizans eitimatet inherent in the preparation of
ttitements

the tontolidated financial

intiude managemensy forecast of anucipated revenues

aczempanyping

from the lale of future and exsting music and publishing.

productt on arder to evaluate the ulvmate

relitec
recoveraslity of aztounts recervables and arust and
potmos 1feiacer resorded as avies on the congoiisated
pilamce theer Agzounty recevables and sales in the
=yt ang penliaminpengystnes are subject 1o cultomers
Fgeis fo oreturn omiold itemt Management periodically

reeitwl BUc™ e3nmates and it op redsondbiy poiwbie that

—amyge=e=: ¢ siiesvment of recowerabilty of 3zzounta

-

T

recesvables and indoidua artisland auther atdsdnces

awm

tuanpe Bases o situyl retoins and ather 11073

Hevenues and Costs
The unearned porooy of paid subicripuions o deferre?
gntl maguzines are ¢rovered to sublonoers Upon each
Celivery, 3 propartan ie shire of the gross tudicrpnon
price it ingluded In revenues

Inventories of magarines, books, cassertes and com:
pace discs are stated 3t the lower of cowt or eumated
realizable vilue Cott i1 determined using firsz-in, firse.
out, hastin, first.our, and average coit methodi In
ascordange with industry practice. cermain produtts
[such a1 magazines, booxs, compact discs and cassetind)
are 1old to customery with the right to return umiold
iems, Fevenues from such wales represent gross saled
lers 3 provision for future returni, Returned goods
inglyds  in inventory are valued at estimazed reafizable
value but not in excess of cost

A significant portion of cable wystem fevenuet
are derved from subscriber fees, which are recorded a5

revenue in the period the tervice (4 provided

Advertisiong

Advertiaing costs are expensed upon the first exhibition
of the advertiserment, exgept for cer@in direct-response
advertising. far which the coits are capitalized and amar-
tized over the expected period of future benefits, Direct
responie advertinng arnopally conunt of produc:
pramouanal mailings, broadease adverusing, catalogs and
other promotional costs ngurred in the Companyt
direct-marketing businesses. Deferred adwertsing costy
are generally amaortited aver periods of up 1o three
yeari iubiequent 1o the promotonal event wung
wtraighs-line or accelerated methods, with a vignifican:
portion of suth coiti amortized in twalve monthy or
less Deferred adwernang Time WWirner
amounied to 3195 mdtion and SI75 million at December
11, 19%5 and 1994, respectively Adwertising expenie far
Time ¥arrer amounted 1o §1 045 billion o 1595 5931
millign m 1994 ang 831 mullign in 199]

costy for

Cash and Equivaients

Cash equivalents conui: af commercal paper and other
inta cash

y tonweruible =e

negitmenits that are rexd

puve orpnal matuncser of three months or dest

MNaomeurre=: cath and egwealents 3t December 11, LK
of mer proceed: rezened fram the issuance af

LonL!
Preferred Trust Seeanines n December [995 which were
segreqated for the redemanan of the 8

Dlese=rures in Fehrgary 1994 (Notes b an
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Froperty, Plant and Equipment

Peaperty, plant and eguipmen: are 1tated AT cost

to cable propercy. plast
generally include mazerial. labor, overhead and nteres:

Adduiang ing eguipment
Diepreciation s prowided generally an the strasgne-line
method over uieful lives ranging up 1o twenty-five years
iar buildings and improvementa and up 1o fifteen years
for furmture, fintures, cable television equipment andg
oihe equipment

In March 1995, tfte FASB itsued Suzement of Financul
Ascounting Sandirds Moo 21, “Accountng for the
impairment of Long-Lived Assews and for Long-Lived Assets
to Be Disposed OF ("FAS 1217) effective for fiscal years
bepnning after December 15, 1995 The new rulet establish
1zandards for the recognition and measurement of impair-
ment loses on long-lived aisets and certain intangible
azzezs Time Warner expects that the adopuion of FAS 121
= | not hawe a materal efect on it fnancial statementy.

Intangible Assets
As 2 creator and distributor of branded information and
enctertainment copyrights, Time Warner has a significant
and growing amount of intngible asses, incluring good-
wll casle television franchises and music camlogues,
sezzzs and gopyrights. In accordance with generally
1zcenzed azcounnng pringiples, Time Warner does not

sezzprize the fair value of internally-generated intanpible
ariets Costr incurred to create and produce copy-
rpried produst such a5 compact ditcs and castettes.are
femeraly either expensed a3 incurred, or capitalized as
sasptie assets 33 i the case of cash advances and inven:
1oran'e produst e24ts. However acCounting recognition
, mgi geen 1o any increasing asiet value that may be
asizziated wiih the collertion of the underlying copy-
=pies mazeria! Addiuonally, costs incurred 1o Create or
exiz=d brandy tuch 2y magazine titles, generally result in
Z1ies over an extended developmen:t period and are
recogrized at a reduction of income a1 inzurred, while
any corresponding brand value created i3 noc recognized
11 a7 mzanpble attet 7 the consolidated balance sheet
T~ e other fandanmangible asiels acguired in bunneis
sambinations aizounted for by the purchase method of
gczounung ate capitabited and amorured ower their
expested uieful life 51 3 noncath charge againsr future
resuits of coperaticmy Accordingly, the intngible astets
reported i the comohidated balance sheet do not reflect
e tar walue of Time VWarmers nternally-generated
crampibie asseis. Sut rather are [imited to intangible
amiens retulting fram certdin acquisitions in which the
st of the azzuired companies exceeded the fair value

st eherr angiabe aatesy At the tvmae of acguisitaon

71
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Tume V¥arner amoriies (oodwili aver pencdi ud b
forty yeast uning wne stragni-lng meshs © Cadle tele
a

canrrazrs and copy

visign franchises. mukd satalogues,

righzi. and ogher MzIngD @ 25IRLY ATE AMOrLIes Ower

the straghihne

periodi up to twenty pe3ft wling
methad In 1995, 199- and 199), amortizatien of good
will amounted ta 3175 milion, 3158 million and 5148
million, respectively; amortitation of music capyrighss,
artisty’ contractt and record cataloguel amaounted to
$118 million, §115 million and 311 million. respectively
amartization of ather in@ngible assels amounted 1o $4)
million, 531 milbon and $11 million, respectvely, and
amoruzation of cable zelevision franchises amounied 1o
§42 million in 1995, Accumulated amortizatien of nun-
gible asezs 2t December 11, 1995 and 1994 amour 22 10
$1.6845 tullron and $1.505 buliion. reipectively

Time Warner separately reviews the carryng value of
acquired intangible asiets for each acquired entity =0 3
quarterly baiis 10 determine whether an impairmen: may
exizr Time Warner conuders relevant cash  fiow
and profimbdity information, including estimated future
operating results, trends and other available information,
in astessing whether the carrying value of intanpible a1ess
can be recovered Upon a determinauon that the carrping
value of intangible asrets will not be recovered from the
undiszcounted future cash flow: of the acquired Susiness,
the carrying value of such imunpble assets would be
considered impared and will be reduced by 2 charge 10
pperationy in the amount of the impairment. Imaurment
i3 meatured a1 any deficiency in eanmated unditzounted
future cash flowi of the acquired Sutinels 12 recover the
carrying value related to the inangible asvels

Ilncoms Taxes

income tawes are prowded umng the lability method
prescrided by FASE Suzement No. 109, "Accounung for
Income Taxe1™ Under the lability method. deferred
income canes refiect tax carryforwards and the net tax
effects of temporary diferences beoween the carrying
amount of assets and lasilites for financial szatement and
income taa purpoies. a1 deiermined under enacted fax
laws and rates. The financial effect of changes in tx laws
or rates i accounted for in the period of enactmen:
Realization of the ne: cperating loss and investment
tax credit carrpiorwardy, whith were acquired in asgquis
sitions, are accounted for as 3 reduction of goodwill
of the Entertainment
tix

The principal
Group are conducted by partnerihips
expenye includes all income taxes related to Time

operaiigns
Income

Warner: allscabie share cf parcnershup income and
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Stock Dptions

In accordance with Accounting Principles Board Opinica
s 15, “Accountng for Stock lssued o Emplayees,
campensation cost for stock optiont 14 recognized in
meome based on the excetl, if any, of the guoted market
price of the stock at the grant date of the award or
athes meljurement cate over
must pay to acquire the stack The exercise price for
stock opions granted to employeel equals or exceeds
he fur marker value of Time Warner comman stock at

the amount an employee

the date of grant, thereby resuleing in no recognition of
compensation expense by Time VWarner

Loss Per Commaen Share

Loss per commaon share i3 based upon the ne’ .0
ipplicable 1o common shares after preferred didend
requirements and upon the weighted average of common
shares outstanding during the period The converiion
of ecurines conversiole into  £OMMOA 3otk and
he exercise of stock oplions were not astumed in the
clculanians of loss per common share hecause the effect

would kave begn antidilutive,

Heclassifications

Cersun reciissfications have been made 10 the prior years’
financl statements 1o conform to the 1995 presennation

2 ENTERTAINMENT GROUT

Time VWarner's invesiment in and amounts due to and

fram the Eptertanment Group at December 31, 1995
1nd 1934 consist of the foliowing:
D!.-_rrﬂec- RNl (£ 1} [T
ineestment in TWE $6.179  25.284
lncome tax and stock option related

gistrioutians due fram TWE 171 411
Credit agreement dedt due 1o TWE (400} {400
Oiher habidities due ta TWWE. principally

refated £ home vided dutributian [154]) (164)
Mr:: ervables due fram TWVE 74 -
Imweszment in and amounts due )

e and framm THYE 5411 5041
|mweatenent i other

_En_-_s:rgjm{nt Groud companiel (AR 309
TE :I___ £5 714 55250

1

T2

NE o 4 Dielaware muied sartmerih,  that =i

symisalized on june 13 531 23 gw= and Gperate 1LDELAN
sially all of the Filmed Emcerzan Ment F‘rrxg-‘:f“-ﬂ'!n;-HEiD
and Cabie buninesses previdudly owned by suzndiaries f
subsidiaries are

Time YWirner Cerian T me Warne

the general pariners ai TWwE ("Time Warner General
Pariners’) aggregate
11.71% limited partnership interests previously held
ITOCHU Corporauion

LLa]

Time Wvarnes acguired the

by subsidiares of each of
(HTOCHUT) and Toshiba Corperauon (“Toshima™)
1995 for an aggregaze cout of 51 14 billion, conpisung of
15 million sharer of converuble preferred stock {Series
G Preferred Stock. Series H Preferred Szock and Series |
Preferred  Sicck) and $10 million n cash  (the
“[TOCHU/othisa Transacgion”) The ITOCHUMathib
Transaction wai accounted for by the purchate method
of accoununy for business combinanoni

After tne ITOCHUIMoshiba Tranzaction,
vWarner and certain of it whollp-awned subsidaries col
lectively own 74 49% cf the pro prionity capiual and

residual equity interests o TWE. and certain additiona!

Time

senior and junior priority capital inte reits. The remaming
15.51% pro raua prionty cpital and residual equity himited
partnership intereitd are held by 3 subsidiary of U S
WEST. Inc. (U SWEST ). which acguired tuch interesd
in 1993 for §1.532 billion of cash and 2 SLO21 Billon
4.4% note (the "U SWEST Nate™)
Each partner’s interest in TWE
priority capital snd repidual eguity amounti that sweie
Inllﬂuf 1o that partner or it predecelner based on the
asseis gach contributed 1o

consists af the il

eitimated tar value of the net
the partnership, a3 adjusted for the far value of ceruin
agsets distrivuted by ToVE to the Time Warner General
Partners in 155) which were not subsequently reacquired
by TWE in 1995 {"Covwnbuted Capial”), plus. with
respect to the priority capial incerests only, any wndiy-
tributed priority capital return. The prioriy capital return
caonsists of net partnership income aliocated to date
1ecordance with the provitiony of the TWE partnerihip
agreement and the night 1o be allocated addinonal part
neribip neeme which, together wath any previouily aflo-
cated met partnerthip mncome. provides for the varicus
prioricy capizal rates ol rewrn wpecified n the able
belnw The tum of Contributed Capital and the undizria-
uted priority capital return 1% refersed ta a3 “Cumulative
Friority Capial” Cumulative Priority Capal v not nes-
estarily indicative of the fair value of the underlpng pnor
ity capieal interets principally due to anave-market rates
ol peturn OR CEFLAIN Progrily capital intereill a% compared

15 securies of comparable credic fith and maturity, tuch

wamwEf




13.25% rate of

inferesl owned by subudatie

15 the rFEIUFN @0 e jLTUDF pTiaTItY
faava af Time ¥Warner

i rinermore. the uitmate realizazion of Cumulative
Pruarity Camital could be affected by the fur walue of
TW/E, which i3 subject to fluctation

A yummary of the prionty of Contriouted Lapiaal
Time WWarners ownerihip of Contrisuted Capital and
Cumulazive Prioricy Capital a2 Decenber 11,1995 and pri.

ority capital rates of return thereon (s set forth below:

Cepasi Azrnn
o g™

Propey of Comdrir 5 35 P
Loncrtnred Caveneited Proariy  Cormpinanadtd % Genad
Lol | dulinam ) Copast ° puarterh] by Deme Vemrmer
Senior priority

capal R HTE aogs 100 00%
Proorata prioriy

capial is 67 13.00%" 7440%
jurigr prioricy

capital b | 446 125%™ 100.00%
Resicdual equity

capital 1] 13 = T4 47%

i5) Eagisdes portrerihep o of ol elesciod Sereta

18] b oy alacroeey sicted @ praery Copal i of ryoern ary B d
e partramiAl eEE PR By pee tos sdecTmeny

[ ] |f5]'uwﬂnﬂmmm- g
e B preay Czphsl Ao Dherran Bt fens 10, 1954

120 11 GE% o the et peecorreatly ETndated

1 11 1% o0 v ertens cancarreadly Swrduted

() Arnetudd ety C2aesl o sod patihed ta i2sied Preety i af fesers ond
£ puth, A1 Comvgirzes Araety Coptal A agest 1 0 Comrdaned Copaal
Pt e CHe 0 O0r el Bt @1 U bweliaen & dasslisen of
T et wpety copas 8 esetied 1 ey wroru of O for eoher of the
et atartt o TWE eors o eprrpaie esment of (ot freety Copasl
it 1premd w30 edmsioes The s sty Canendutrd Copasl ha
PrairTr @T ChE DSy FEEMIRY 8 pamets @ Do Rl presnty pepedol

Because Contributed Capical 1 baved on the far
waluw of the ner 331ees that each partner contnbuted 10
the partnershiz, the aggregate of such amounts s nghifi-
cantly higher than TWWE's partners’ capital as reflected in
the consohidated financial statemenzs, which 13 baved on
the hiatorical cost of the contribuied net assets. For
surpoies 2f allocaung partnership income or [0 Lo the
partners, partnership income or loss i bated on the fair
value of the nee asield contributed to the partnership
ind resulss o significantdy less partnership ncome
of retwitt in partnerthup losies, i contrast to the net
mcome reported by TYYE financial
aurposes, which 11 alto bated on the historical cosn of

far sLatement

zantriduted net el

Fiwa

i |

Unde- 1he TWE perineriiup ages ‘ment parthesy

nLgme to the exsen: eirngd. o firs: allocated 1o o

pariners 12 173! 2he ¢ onomug burden of the nLome t1s
g Dorae

canjecuences al parinerfshup operationi
though the parireritid were tamed 31 3 corporator
(“special tax ailocy Sand ). then 1o the senior prianty, 7o
raza priongy and jwruor prianty capiral intereits, in arcer
of priority. at rates of return ranging frem B% o 13.25%
per annum, and finally 1o the rencual eguity mieresls
Parwnerstup losses genenally are allocated first to ehiminate
prior allocations of partnership income to, and then to
reduce the Contnbuted Capital of. the rendual egusty
junior priority capital and pro rata prionty capeial interests.
i that order, then 1o reduce the Time Warne. General
Partners semior prioedy capital, ingluging partnerihip
incane allocated thereto, and finally to reduce any special
tx allocanont To the extent partnership income 13 mbul
ficrerit to watafy all specal allocations in a partzular
acenunting period, the nght to receive additional partner:
thip income necestary to provide for the vanous prianty
capimal rates of return i1 carried forward unol utighied
out of future partnerthip income, including any partner:
thip ingcome that may result from any iquidation or dilio-
lution of TYWYE

The TWWE partnership agreement providei, under
certain circumstances, for the distribution of partnerihip
income allogazed 1o the senior prionty capital owned by
the Time virner Gereral Partners. Puriuant to such pro.
wiion, $166 milion of partnerthip income wai ditrid-
uted to the Time Wirner General Partners in 1993 The
senior prioriy cagital and, to the extent not previously
ditrnbuted. partnerihip income allocated theremn n
required ta be ditributed in three annual instaliments
beginning on |uly |, 1997 The junior priority capial
owned by subsidianier of Time WWarner may be intreaied
il tertan operatng performance wargets are 3chwewed
ower 1 five-year period ending on December 11 1956
and 2 ten-year period ending on December 11, 2001
Although satiafacnion of the ten-year operating perfor-
mance target 11 ndeterrminable ar this tme, it iy not
expected that the five.year targer will be attained

TWE -eporie? net income of 371 milhon, 516)
milhian and 5196 mollian o 1995, 1994 and 199), respec-
tively. na pornon of whech was allocated to the limited
piriners Time Wirner &id not recogmee 3 gain when
TWE war capitalized TWWE recorded the asvety con-
trisuted by the Time “Warner General Partners at Time

sarner's hivtarical cost The excent of the Time Warner




L TAE
w

aenerdl Partners intarest in the net assezs of | E aver

tve ner book value of ther investmens o0 TV E 3 Deing
amseuzad o ANCOMe Gver 3 Pwen Ty yeir Jeriod

J SWEST has a5 opuon 10 obwan up o a8 adeiiona!
$.31% of pro rata prigrity capical and rerdual eguity
inzerests, depending o cable operaung performance The
option i1 exercilatie between January | 1999 and on or
about May 11, 7005 at & maximum exercie price of $1.25
tullion to $1.8 ihon, depending on the year of exercite
Eitner U S WEST oaTWWE may elect that the enercise
prite be paid with partnership interesss rather than cash

Each Time Warner General Partner has guaranteed a
pro rata portion of approximately 36 bilion of TWEY
dent and accrued interest at December 11, 1995, based
on the relative fair value of the net assews each Time
wWarner General Pirtner contnibuted 1o TVWE Such
indebtedness s recourse (o each Time Warner General
Partner only to the extent of (ts guarantee In addition 1o
their incerests in TYWE and the other Entertainment
Group companies, the asseis of the Time Warner Genenal
Partners include the equivalent of 19.4 millien common
shares of Turner Broadcasting System, Ing., 12,1 milhon
comman shares of Hasbro, Inc.. 43.7 milkon comman
shares of Time Warner, and substantially all the aisets of
Time Warner's music business. There are no restrictions
on the ability of the Time Warner General Partner
guarantors to transfer ansets, other than TWE aisets. to
parties that afe ot guaraniors

Ser farth below i3 summarized financial informazian
of the Entertainment Group. which reflects the con.
iolidation by TWE of the TWE.Advance/Newhouse
Partnership effeciese a3 of April 1, 1995 (Mote 4], the
decamsolidation of Six Flags Entertainment Corporation
("Six Flags”) effective a3 of june 21, 1955 and the conioli-
dauon of Paragon Communication: ("Paragon”) effective
as of july &, 1595

TIME WARNER ENTERTAINMENT GROUT

Operating Statement Information

eaei Emfad Grorsoir ] meigeul 197 1434 l,
l?-l':-:.uﬂ. $9621  sAiab 374
Deprecation and amorszavon 1060 w9 %25
Bumnnely 1egment
operasng ingodine b M 852 Ri'E)
Interest and other. net 19 g §64
I Minarity interest 133 ~
| Income befare income taxes 154 174 281
' Inzame before
| extraordinary item 179 114 ur
| Netincome Ik 114 w7
|
! Cash Flow luformation
[I  Beart Ebrd Duwcwmber 11, fmalbpns) 1195 1944 1]
' Cashprovided by operations 51485 § L3I 3127
| Capital expenditures (L853)  (1.23%)  (a1))
l: Investrvens - and acquininion [217) {I188) (148}
:: Inveitment proceeds 1,120 1 184
!I Loan toTime Yarner - (400} -
t o Borrowing 1464 1,001 1973
1"- Debt repayments {1.594) (953)  {1.714)
'! Coliecuions on note
1? recevable from U SWEST T} 234 i
!' Capital contributions - - 131
'[5 Capital distnibutions {1.04) (nm o
! lngrease (decrease} in
i caih and ﬂ:u-u’.t__nil_ - (B&l) {1e7) t.ﬁl
:E! Halanee Shest Information
(R e ] 1915 184
Caih and equivalents $ 0% 5 107
I} Total current assets 1909 ER B
| Toral assets 18940 18992
1- Touwl current uatilities o 1931
-: Long-term deb: 6117 7062
i Minority interests Tls
Time Warner Gieneral Pariners”
senior prionty capital,
contisting of 51 164 billion
Contributed Capical plus an
ungiatnbuted priority return 1a2s | 443
Partneri capital before deduction
of the LI SWEST Nots £ 745 1182
152 FEA

L) SWWEST Note

T4
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Tre asters and zath flows of TWYE are restrazied by

WE partneribup and credid afreementy and are

rme TWWE
unariilanle for wie By the partness extept nrough the
agyment of certain fees. réeimiuriementi cash gintre
sutions and loans, which are subject to limitationg At
Cecember 31, 1995 and 1994, the Time Warner General
Partners had recorded $111 milbon and 589 millian,
respecuvely, of sock option related distribytions due
from TWWE, bated on closing prices of Time Warner
cammon stock of $IRB75 and 535125 respectvely Time
Warner is paid when the options are exercited The Tima
Warner General Partners 3l3o receive tax-related diseri-
sutions fram TYWE. The payment of such distributions was
previoutly subject to restrictions until July 1995 and is
now made to the Time Warner General Partners on 2
current basis. At December 1, 1594, the Time Warner
General Partners had accrued 3134 million of tax-related
distributiont due from TWE. During 1995, the Time
Warner General Partners received net distributions from
TWE in the amount of $1.06] billion, consistng of $346
mullion of TW/E parinership income allocated to the Time
Warner General Partners’ senior prionty capital interest,
$680 million of taxrelated distribution: and $17 million
of steek option related distributions. During 1994 and
1993, the Tune ¥Warner General Partners received net
¢istrmutidng from TWE in the amount of 5120 million
and $20 millian, respectively, congisting of 3115 milben of
tan.related distnbutions and 35 million of stock opuon
refated digtributions in 1994, and 510 millien of siock
cption related ditributions in 199, In addition 1o the
wx, 1tock opton and Time YWarner General Partners’
werior prionty capital ditributions, TYWE may make other
distributions, generally depending on excess cath and
crecdit agreement limications. The Time Warner General
Fariners’ full share of such distnbutisns may be deferred
if the himited partners do not receive certain threshold
amounzt by certain dates

On June 21, 1995, TWE sold 51% of it interest in
S Flagt to an investment group led by Boston Ventures
for $204 million and received 5640 million in adgitional
oroceedt from Six Flags, representing payment of certain
intercompany indebtedness and licensing fees. Az a result
of the transacoon, Six Flags hay been deconsohidazed and
TWWES remaining 49% interest in Sim Fl.l:!l. i3 accounzed
under thz equizy method of accounning TWYE
reduced debt by approximateiy SB50 million in connec:

far

sign walh the transaction, and a port:an of the inzeame an

Ti™My

Ta

the tramsactian hal been deferred by TWVE pring2a - g
i orevuls af oy puarantes 9 certain thirdeparty Ter
;aupon indestedness of Sie Flagy due in 1999

In the marm al courte of conduching their busineitel
Time Warner ar 3 ot subndiaries and affiliates have fac
various traniactiont with TVWE and other Entermanme=:
Group compamies, generally on termi resulling from
3 negotanion between the affected unms that in marage
ments wiew reiults in reasonable allocavons. In 1995
TWE and certain subsidiaries of Time Warner entered
o Mandgement fervices Jreaments puriuant 1o which
TWE recewes fees for the management of all cadle
televition systems owmed By Time Yyarner Fanagement
fees paid to TWE in 1995 were not macerial. In aggmon
Time YWarner provides TWE with certain corporate
tuppor: serwices for which it received a fee in the amaunt
of 564 milhion, $60 million and $60 million in 1995 1554

and 199], respectively

J. TES THANSACTION

Time Warner hay entered into an Amended and Resmted
Agreement and Plan of Merger dated as of September 11,
1995 (the “Merger Agreement”), which provides for the
merger of each of Time Warner and Turner Broadcainng
System, Inc. {"TB5") with separate subsidares of a holding
company ["New Time Warner” and collectuvely, the T35
Trantaction™) In connection therewrth, the niued and
oustanding shares of each clan of the capiul stock of
Time Warner will bs ¢onverted into shared of a sutiun.
ually identical elats of capinal stock of New Time Yarner
In addion, Time Warner has agreed to enter into certain
agreements and related transacues with certain share-
holders of TBS, including R £ Turner and Liberty Media
Corporation ["LMCT) The Merger Agreement and certan
relazed agreements prowide for the isuance by Mew Time
Warner of approwmasely 1728 million shares of eommon
szock. par value S01 per share (mncluding 50.6 millian
sharei of a special class of non-redeemable commaon 1iock
to be mved to LMC, the "LMC Class Common Stock”)in
exchange for the outsaanding TBI capimal stock the
inswance of approwimately 13 million stock opuomy to
replace all putatanding TBS opuony and the assumpuien of
TBS indebtedness [which approximated $1.5 bill== ar
December 31, 1995) As pars of ke T8S Transaction LMC
will receive an addivonal five midlen shares of LMC Clan

Comman Sto¢k puriuint 1o 1 separate oplion agreement

EBABRNER




witizn, together with tne 309 millan mares relemed
surilans to the TES Transazzion, wil e plazed 11 2 waung
trust OF In CErilin GWriuMitancel. easfanfed 37 3NArel
of another special class of mon-wgimg non-redeemable
sammaon siock of New Time Warmer The T83 Traniacuion
will be accounted for by the purchiie method of actounting
for Buniness combinations,

The TBS Transaction i3 subject 1o cuttomary ciosing
condiniony, includine the approval of the shareholders of
T85 and of Time Werner, all necessary approvals of the
Federal Communicatians Commituan and appropriate
anutruss approvals. There can be no assurance that all
these approvals can be obuained er, in the case of govern-
mental approvais, f cbtained, will not be conditioned
upon changes to the terms of the Merger Agreement or
the related agreements.

4. CABLE TRANSACTIONS

Qn April 1, 1995, TWE formed 2 cable television jint
wenture  with the Advance/Newhouie
(" Advance/Newhouie”) 1o which Advance/Newhouse and
TWE contributed cable television systems (or interests
therein) serving approximately 4.5 million subscribers, a1
well a3 certain foreign cable investments and programming
ineestmedes that included Advance/Newhoute's |05 inter-
et 1 Primeszar Partnery, LP (“Primestar”). TWE owni 2
rwo-thurds equity interest in the TWE-Advance/Newhouse
Parinership and is the managing partner TYVE consalidates
the partnership and the one-third equity interest owned
ny Advance/Mewhoure it reflected in TWWEL consalidated
financial statemments 23 menonity intereat. In accordance
with the partnership agreement Advance/Mewhouse can
reguire TWYE 1o purchase its equity interest for far mar-
wee wilue 2t specified intervals following the death ef both
af ity princrpal shareholders. Beginming an the third yeae,
either partner can mitage a disiofunon in which TWE
would recewe two-thirds and Advanze/Newhoute would
receive pne-third of the partnerthipt net asiets The
atiets contrbuted by TWE and Advance/Newhoute to
the partnershep were recarded at ther predecessory hig.
varical cast Mo gnn war recogrzed by TWWE upon the

Partnership

tapizaiizatinn of the partnership.

THME

76

On May 1 1993 Time WVarner acgures e

o] -

Communcanont araue lne (“dummet ) wlids Fe
eiole felewinan ayilems aermng yporosynately 152 Cu
subteriag=1 i wachange for 1hE lvance of aoprammate’s

1.6 mullign shares @ comman ftock and approsmasely 3.3
new convertble .'.l'!1f’r': )

A el

milbgn shares of
{"Series C Preferred Stock’) and the suumpuion of §121
indehiadanss The acquisition wai Jccounted
accounung for Buninelty

million of
far by the purchare method of
combinavans, accordingly the (ot o acquire Summit of
approximately $151 millian wis aliocated to the ne:

assets scquired 0 proporuon 19 erumates of ther

respective  far valuer 4L follows table celewruion

franchises=5$171 mabon, |oud-|llnil-lt
mullion, long-term

mallion, other

current and nongurrent arbeta-$ 144
debi-5 140 million; deferred ncame taner-5 166 million,
and ot o current lailien-3$5 mithon

On July 6, 1995, Time Yaroer acquired KBLCOM
Incorporated ["KBLTOM ) which owned catle telewsion
systems serving apprommately 700,000 whicribers and a
50% interest in Paragon, which ownad cable television

Tyitems SErw.ng an addipanal 972,000 subscribers The

ather 50% interest in Paragon was dlready awned by

TWE To acquire KBLCOM. Tima Warner insued I mulhion
shares of common steck and || millian sharel ol 2 new
convertible preferred stack { serier D Preferred Stock”)
and assumed or incurred approsimately $1.1 mihon of
indebtedness The acguisition walk accounted for by the

method of accounting fof bulinels combs.

purchiie
1o acquire KBLCOM

nauons. accordingly. the eoit
of approximazely $1.011 biiion wai
net asiers acquired in proporuon Lo ther reapective fair
values. 25 follaws investments-39:0 milhon, cable tefe-
1. 31466 bilion, tsmﬂmii—-iiﬂ& mullion;

sliocated 10 the

vision franchizei—
other current and noncurrent ayety-3209 million. long-
term cehr-%1.21) bilion. deferred income ranes- S8
mill.on: and other current liabihitmi=350 milhion

On  fanwary 4 199 Time VWarner dcquired
Cablevition Industriey Corporation (“CWI') and related
companhies that owned cable relevition ayyiemy 1erving

approximately | 3 million subscribery in exthange for the

wsuance of appronmately 19 million yhares of commaon

&5 mullion sharel of new

itock and approumately
Preferred Stock”

converuble preferred stock (Serien |
nd the aumptan oF

dliad ol mdebledness

and “Series F Preferred Stoes | 2

incurrence of approsimately 31 B

e A NETR




The azguisinan 15 Aot reflgcted 0 the AZZOMPAnyIMg
rontalidated finanzial 1matements The s2guinitian will be
2czounted for by the purchase method of aczounung far
butingss combinations; accordingly, the £oit to 425u
CViand related companies of $904 million 13 expected to
be preliminarily allocated to the net 1ssets acquired in

groporion o estimates of ther respective fair values, as
fallows: cable television franchises-52 1590 bilon: good.
will-S588 million; other current and noncurrent
asser1-5481  milliom long-term debt-51.786 billion:
deferred income axes=5711 million; and other current
and nangurrent habimies=5 158 million

The accompanying consolidated 1tatement of oper.
auont includes the operacing results of each business frem
the respective closing date of each tranwaction On a pro
farma basis, giving effect 1o (i) all of the aforemenvoned
cable transactions. (i) the ITOCHUMoshil o Trantaction,
(i1} Time Warner's and TWE3 debt refinancings and
{iv) the sale of 51% of TWE" interest in Six Flags and the
sale or expected sale or transfer of certain unclustered
cable televition systems owned by TWE, a3 if each of such
tranzactions had occurred ac the beginning of the perinds,
Time Warner would have reported for the years ended
December 11, 1995 and 1994, revenues of $8.742 billion
and 58.217 billion, depreciation and amoruzation of $915
mullion artd $904 million, operating income of 5656 millica
and 3451 million, equity in the pretax income of the
Entertanment Group of 5286 million and $105 milhon, 3
ioss before extraordinary item of 3258 milign and 5166
miton ($1.02 and $1.07 per common thare} and a4 net
Izss af $297 million and $2é4 million ($1.13 and §1.07 per
cammaon thare), respectively.

5 OTHER INVESTMENTS

Time YWarner's other investments conwst of

Jeiemdes 11 frdigeni) ey 1944
Equity method investmenty'™ 3 1898 3 985
HMarker value method investments 175 415
Cottmethod investments T BE1

5 2389 5 1555

gy et el exciudt Nene Wirse | mvrimest o TBT =t
ey cmer w0t 3541 e gy Dhbdwemper 30 1 8FS Foma Weopmee o0y
s d b S et e Aeman bkl o TEE Ut 4 Sana sl ey

o= fagr |

L

T

Market value mettod meestmeniy o

vilue 2/ |2 | mullign $Rires of comman stdex of
Ire | "Hathra) Motwithiiangding (he maragl viJ4 oe
share, sush sna ey can be used, 3t Tome Warners opuian
to fully satafy e sner s obligations with regpect 13 1he
28ro toupon eschangeable neoter cue 1011 (Note &
or the Company-gbligated mandatorily
preferred securities of 2 wwbnidiary due 997 (Mote §)

receeTalle

Becaute the ssuance of the mandatorily redeemadie pre
ferred securities provides Tirme Warner with protesiion
against the risk of depreciation of the market price
of Hasbro comman stock and the 2era foupon
exchangeable notes hmit Time Yarner's ability to share
in the appreciation of the marke: price of Hasbro
common stock. the combination thereo! hat eflectively
me~euzed Time ¥YWarner s inwestment mn Hashro

In addition to TYWE and ity equity invesiect, com.
paniey accounted for using the eguity method inchide
TES (currentiy |9 6% owned), Cinamerica Theatres LP
[50% owned) and The Columbtia House Company part:
nerships (50% owned) and other mulic [oint weniurel
{generally 50% owned) A wmmary of combined financial
information at reported by the equity investees of Tume
Warner i set forth below

fren Ended Depr—ter I fmalari) 1¥4] [AL1] _r_‘l_l
Aevenues $512) 34444 5115
Depreciation and arnortization 19 182 140
Operaung ncomae 547 $84 440
Income before extraordinary

inems and cumulative

eMect af & cha gein

accounung principle I8 181 #i]}
fsetingoma {loi) 188 154 {115}
Curfent aliets 12N 101) 1 584
Total assers 5.85) 5094 411
Current habilities 1318 [NB T T8
Long-term deb: 1B1s 3712 1605
Tozal labilities Y11 §.41) 1992
Totual shareholdery’

equity or partnert’ capinal [35) {11%) — I_I"

waAmBER




& LONG-TEAM DEBT

Lang-tesm cebt conus of

_\,_“,-:;.-1- | — | B .Hl-___”l'
Time Warner
7.43% Noves due February 1,1998 $ 520 5 00
795% Notes due February |,2000 500 500
Flaating rate nomes due

Auguie 15,2000 [ﬁ.Bj"— interet rate) 454 -
Redecmable reret notes due

Auguit 15,7007 (B.7% yield) - L7y
T975% Motes due August 15, 2004 m -
7 75% Mozet due June 15,2065 497 -
8.1 1% Debentures due Auguat 15,2004 545 -
g 18% Debentures due August 15,1007 545 -
Zero coupon exchangeable notes

due December 17,1012 (6.25% yield) 531 547
Zero coupon convertible notes

dur June 12,3010 (5% yield) 1019 LI
5.125% Debentures due January 15,2013 1,000 1.000
875X Converuble suberdinated

debentures due January 10,2015 1,124 1216
2 75% Debentures due Aaril 1,2017 148 143
%15% Debenures due February 1,222 1,000 1.000
Credit agreement debt due

ta TWE (6.8% and 6 7% interest races) 400 400
Time Warner Cable Subsidiaries:
fuew Credit Agreement

[& B% interest rate) 1265 -
Summue 10 5% Desentures

due April 15, 2005 143 -
Chher it 119
Subtoeal 19397 9.1)9
Aeclassification of debr due to

TWVE 1o amounts due to

the Enzertainment Group [4C8) 400}
Tots $3507 $8219

Tatal

Debit Aeflinancings

g"J|,||||‘-. 199% and :Jrh« 1 9% &, reyponie to favarabie

marke: condinons. Time Warner refinanced approsi.
mately 54 billian of 163 public debt and. in conjunition

wiith the cable acguiiiliont, entered into a3 new credit

agreerment under which iz refinanced approximately 2.7
Bidlion of detit asiumed 0 the acguititians, a5 mare fully
detiribad Delow

Ti1wE

TH

7 June (593 3 =mplpeowned wwondary o Tire
Wearmer (CTWYl Camie ') T'WWE ang ne TYYE-AZwdnce

Mewhiouie Partherin s executed 2 five-yeas reec ang

+ Agreement ) The fsew

"

faziligy {tne wew Crec

sreds
Credit Agreement eradled such snuies 0 refinance
cerzan indebtedness assumed 0 the cable degquiditons,
12 refinance TYVEs indebledneis under a pre-exiung
bank credit agreemen: and (o finance the ongoing
working capizal, capital expenditure and other carporate
needs of each borrower

The MNew Credit Agreement permats bormowangs i an
aggregate amount of up to 58] bullion, with no scheduled
reduct ong in credit availabiicy prior to maturicy, Borrowings
are e ted 1o §4 biliion in the caie of TWW1 Cable, 55 bullion
in the case of the TWWE-Advance/Newhouse Partnership and
§3]1 tulkion in the cate of TWE, subpect in each caie o
cermr hmiguons and adjustments Such borrowingl bear
interest at specific rates tor each of the three borrowers,
geners |y equas to LIBOR plus 3 margn inially rangng
fram 50 to B7.5 basis paints, which margin will vary based
on the credit rating or financial leverage of the applicable
barrower, Unused credic iv available for general buaness
purpotet and to tupport any commaercial paper barrow.
ings. Each borrower 11 required 1o pay 3 commitment lee
initally ranging from 1% to .J5% per annum on the
unused portion of i1 commitment. TV Cable may alio
be required 1o pay an annual facility fee equal to (18735
of the entire amount of 1ts commament, depending on
the level of s finanzial leverage in any given year The
Mew Credit Agreement contans certain covenants for
each borrower relatng to. among other things, additional

indentedness. eny on astets; cath fiow coverage and

leverage ratios. and loans. advances, dutributions and
other caih paymerz or transfers of asens from the
borrowert o their relpective partners oF atfiliaces
Pringipally 21 1 rewslt of guch rewtrictions, restricted net
assets of conzoldated subndanes of Time Warner amaunted
to approwmately $950 milion 2z Ciecember 11, 19%5

In July 1995 TWW! Cable borrowed approximacely
$1.1 sillion under the MNew Credit Agreement o
refinance certain indebtedness ansumed or Incurred
the scquivton of KBLCOM &n addimional 515 billion
wit borrowed by TWi Cable under the Mew Crecit
Agreement in January 1994 (o refinance. ‘reain indedt
ecnets atsumed or inzurred m the asquitition af OV and

related companias

A MR




InAuguss 1995, TimeWYarner rezeemecallofims 81 2
11 pringesal gmownt of putstandn] Aedeematic Aeie!
wozey cue Avgess (5. 2002
exihange for new tefuritiel. consitting of approwimately

fthe “Aese: Motes)

5434 mullion aggregate principal amauns of Floating Rate
MNotes due August 5, 2000, approwmately 5171 millian
aggregate principdl amaunt af 79755 Notes due August
13, 1004, approximacely 5545 milion aggregate principal
amount of B.11'S Debenzures due Augusr |5, 2004, and
apprommately 3545 millien aggreqate principal amount of
8 18% Debentures due Augusc 15,1007

Through penodic redemprtions. Time Wirner has
fully redeemed s 33,1 tullion principal amount of B.75%
Convertible Subordinated Debentures due 1005 (the
“875% Convertble Debentures”). which were isiued in
Azril 1993 in exzhange for the old Series C preferred
s1ock that was niuved (n Time YWarner's 1989 acquiation
af Warner Communications Inc. ["WCIT) (Note ) Time
Warner first redeemed 5900 million principal amount of
875% Convertible Debentures in july 1993, In September
1955, Time Warner redeemed approsimately 51 bilhon
princigal amount of such debemtures for 51.06 billipn
[ireluding redemption premiums and accrued intereit)
and. n February 1996, Time Warner redeemed the
remaning  51.2  Silhon  principal of B75%
Detenzures for 3115 bidlien (including
The

amowung

Consertble
redempiion and agcrued interes:)
Sepiember 995 redemption was financed wath proceeds
from 3 5500 mullion givance of 7.755 ten-year notes in
fune 1993, proceeds from a $I74 million ssuance of
Campany-obligated mandatorly redeermable preferred
secunities of 3 subudary i August 1993 and available cash
and eguivalents. The February 1994 redemption wa
finarzed with proceeds from a 5573 mullion usuance of
C?rrpln[-:}bl-[a:r: mandatorily redeermable
secuninied 6 3 swbndary in December (995 and proceeds
from 2 $750 mullion mwvance in January 1996 of (i) $400

million principal amoun: of 6,858 thirty-year debentures,

premudmig

preferred

which are putable by the holders theres! in year seven, (i)
$160 mullan proneigal amount of 8.1% forty.year discount
debenturey, which do not pay cash interess for the firse
twenty years {(m) $1ébd milhon pringipal amaunt of 7 48%
twelae-year debentures and (iv) SE50 million prinaigal
amount ol BGY% twenty.year dabentures See MNote B for
4 deicription of the mandatorly redeemable preferred

sefufiiics addued o5 COROECTEN wilh fuch redemplions

Th

An exzracreinaty loss of $37 mulion way ingurtel in

notennetnan math the redemancn of

1993, arnoizatiy
£300 million of B.75% Convertnle Deberures and 53329
millen of WCI seniar and suborgiraled Cedenturel. An
extraordinary lois of $41 milion way recognized i 1555
N cenneczian with the Sepiemoer 1973 redempuion of the
8.75% Converutle Dedentures and the write-off by TWVE
of deferred financing costs relazed 1o s former bank
eredit agreement In addinon Time Yvarner recogmized an
extragrdinary loss of 516 million w February 1996 in con-
nection with the redempron of the remaming outsanzing
portion of the B 75X Convertbie Debentures.

dLero Coupon Noles

Time YWarner's 1ero coupon notel do not pay intereit
unel maturity The 1ero coupon exchangeable notes due
December |7, 1014 are exchangeable at any ume by the
holders mio a, aggregate of 111 midlon shares of
common siock of Hasvro, lne. ["Hasbro™) at the rate of
7301 shares for each $1,000 princigal amount of aatus,
tubect o Time ¥¥arners right to pay in whole or in part
with cash inttesd of Hazbro common 1ock, Time Warner
tan elect to redeem the notes any time afer Cecember
I7. 1997, and holders can elect to have the nctes
redeemed prior thereto i the event of a change of
cantrol, 31 the 1ziue prce plut accrued intereis Holders
alio can elect 1o have the notes redeemed at the tiue
price plus accrued interest on December (7, 1997, 2002
and 1007 subrect 1o Time Warner's right (o pay i wnole
or i part with Haibro common stock instead of canh The
equwvalent convertion price of Haibro commaoan stock at
the firu date of redermuon n S54.41 per share, and will
be adjuited Uweresfter in proportion to changes in the
accrwed onginal issue ducount of each note The 111
million ghares of Hathro common stock owned by Time
Wiarner ¢un be uied by the Company, at i slectian to
sausfy s cblganeons under such notes oF i3 obhgationt
under ceriun manditonly redeemable preferred sesun-
wes of a subtaduary (Note F) Unamoruzed onginal niue
discount an the rero coupon eschangeable notes due
2002 was §1 070 pminen and 51104 lhon 2t Decemser
I, 1995 and 1994 respectively

The rers coupon convertble natel due june 12,101
are coreertible at any tme by the holdery info an s e-
gate of |87 milion shares of Tome Wearrer commaon 13k
3t the rate of 7759 shares for each 31000 principal
amaunt of nates Trme ¥earner can eleci to redeem the

&« a b AER




atey afe Tme afrer june 22, 1994, and nolders 2a0 el
=1ee tme moies redeemed QRQr (Ereld N LRE #=E0] a'a

zmange i coAtrol, At the 133ue price plus secrued i

~mige s al3a can elecs 10 have the notes recesmes 3t 1
1sue orce plus accrued miterwit on june 21 1993 1000
124 1008 zubject taTime Vyarner's right 10 pay i whole or
in mare with Time Warner common 1tock instead ol cash
The equwvalent conversion price of Time ¥irner common
stack at the firs: dare of redempuon i 561 44 per thare
and wall be adjuited *hereafter in proporuon to changes
in the accrued original ilue discount of each note
Unamaruzed orginal issue discount on the zers coupon
convertste notes due 2003 was §1.354 billion and §1.443
tullion 2t December 31, 1995 and 1994, respectively

TWE-Helated Obligations

Time Warner and TWE entered into a credit agreement
in 1954 that allow: Time Warner to borrow up to $4.J
million  fram TWE through September [3, 1000
Qutstanding borrowings from TWE bear interest at
LIBOR plus I% per annum, Time Warner borrowed 5400
million in 1994 under the credit agreemer.t.and uied the
mrozeeds therefrom principally to repay certain of its
rotes 3t their maturity. In addition, each Time Warner
General Partner has guaranteed a pro rata portion of
spproximiately S6 billion of TWES debt and accrued
interest at December 31, 1995, a1 more fully deseribed
v ote 2

luterest Expense and Maturities

At December 11 1995 Time Warner had intereit rate
ywap contracts to pay floating-rates of interest and
racave fimed-ratetr of interesr on 5146 bidlion notional
amognt ol indebtedness, which rewulted v approsemately
41% of Time Warners underbyng debt being tubject 10
wvaradle interest rates (Note 12).

Incerest expense amounted 1o 3877 mition in 1995,
£76% rullion in (994 and $898 milhon in 1993, including
5§18 mullipa v 1995 and 512 millicn in 1994 which wis
2114 ta TWE in connection with borrowings under Time
Harner's 5400 milbon credit agreement with TWE The
weighted average interest rate on Time Warner’s totl
sebt ngluding the effect of interest rate ywap contract:
was 79% and 8 1% ar December 11, 1995 ang 1994
resperntively

annual repayments of long-term debt for the five
years subseguent ra December 311995 contat of 3500
1998 gnd %2219 bilhon due i 2000

Fi 1 Sue an

i

HO

LR rEsaFTIERTL ERIl.fe the JQITefale fepurchaie
seze—zton aricer of $834 mullioa o 1997 and §1 051
gilligs in 1998 relating 1o the Tero coupon exchanged” =
rotey ind Tera roupon convertidie notes reipecliveiy. 0
the weart 1n whazh the holdery af juch celt Ty firas

exercie thewr redemplion oplion.

7. INCOME TAXES

Domestic and foreign pretax incame (lows) are a3 follows

Spary Lacwd Cwowmbur )1 (madlery} 1994 [ELN] ing
Domeitic $ [0y 5 (7B § (3
Foreizn 105 147 1
Total 3 7 0% B 3 &

Current and deferred income mxer (Bax benefit}

provided are as follows

fepry Emded Decemnd, 11 [makam) ey jwia _tﬂ
Federal
Current'” § 41 5 & 3 4%
Oeferrea™ {1&7) 81) i
Fareign
Current® 113 154 148
Deferred | (43) Y]
State and Local
Current | M a5
Deierred 159) (13) {§4)
Tota! 4 136 § 180 3 '-'f'i

(1] inghotes wnbroves of tae corryferwerdy of 3101 mlign o ¥ B b
e [ 94 g §1 ] 8 mign o | #7) Lavhedes correal s e wf
$7 iz o BTV, 50T eadbnn wn (904 g 514 pllger o (7] emiatieg
gty wreras of Bach #poe e~ rersep of MO ENh ey,
ey Errdned vty 1 pomdaneraadl end cummar La Brewfa of
31 it o PV g B s o | 0T ] eppaomyg fram D rraeeesi
uf el b B pdared L Ertmeeieary driien el preni

(1) bmgihotny 3 /0 rmsllonn wmarnectl (haepe o [T ) in eireane defeord i
ey flae ecreaut @ 108 FEIE

(1] ety forrpe wehhaadeng cxers of §10] mdas o 1995 374 sl
o 1904 gad 370 rllpn (1)

The differencer between meome Lanel expected it
the U S federal statutory wweome tax rate and ncome
tanes provided are 31 ter forth below The relationitug
between income before mcome tases and income Law
eapente o most affccied by the amortizaton of geodeil
and certain other financial jtatement expeniel that are
not deductible for income taw purposes and by a 370
mullips charge in 199) 1o adjust the deferred ncome tas
hatility lar the increase 1 the UGS federal statutary rate

from 14% to 35% enacred oo law that year
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“r Lot Orr=ges 11 =g __“- o 'i:~ ) "_‘F
Tiveiran income 2z LS

‘gcaral statutory rate 4 I b T | 5 24
jzte and local tames. net g 13 4
Maondeductible goodwiil

imoruzauon 160 LH s
Cimer nondeducuble expenies e =} i
Crarge to increase deferred tax

lLabiligy for increase in tax rate B = n
Foregn income taxed=at

different races, net ef LS,

farergn @x crediny ] | i3
9"-_.'":;' [£3] 1 B
Torl $ 124 5 180 § 145

Significant components of Time YWarner's net defer "ed
ux Labiliues are as follows:

Srrrder )1 freiigen (L] ILiT]
Assets acquired in business

combinations $1%) 3 LN
Dezreziation and amortization B1% L
Unrealized appreciation of certain

marketable securities L1 #
Crther 190 460
Oelerred tax labilities 4241 g
Tax carryforwards 1% 2a4

terued habidipes 118 106
fecevable allowances

ind relurn reserves M 109
Other 104 T
Eﬁ:;'.lllrr;;un FEIT LN - _H_;ﬂ- T44

MNet deferred i labilines § 1410 § 1700

U5 income and foreign withholding maxes have nat
been recorded on permanently reinvested earmings of
fsreign  subtidharies agyregauing approximately 5760
milhan at December 11, 1995 Determination of the
smaunt of unrecognized deferred LS. income tax labilicy
with respect to such earnings is not pracuicable If such
cazengy are us
foreign withholding tasey are subszantially expected to be
affies by the accompanying foreign tax credin

U5 federal tax carryforwards at December 31, 1995
cznutted of 5118 million of net operating losies, $157
rullige of inwestment tax credits and 530 mullign of

repatriated. addinonal income and

t'rernative munimum tan credits. The vnlbaanon of cercan
carrpforwards i3 subject to imitations under U 5§ federal
inzame tax laws Ewcept for the alternative mimmum tax

credioy which do not expare, the other US federa! tas

Ty
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8. MANDATORILY REDEEMANLLE
FREFERNED SECURITIES

In August 1995, Tome Warner itsued approximacely |2 |
millian Coripang-obligated manditorily redeemable sre

red securitie: ol 4 wholly-owned subsidary (FIACE )
for aggregate gross proceeds of 5374 millian The 1cle
azsens of the subtiduary that it the oblgor on the PERCS
are 5385 million principal amount of 4% 1ubordinates
nates of Time Decemnber 1), 1997
Cumulatwe cath diatnibutions are payable en the PERCS
at an annual rate of 4% The PERCS are mandatordy
redeemable on December 11, 1997, for an amoaunt per
PERCS egusl 1o the lewser of 5544 and the marie:
common steck of Habro en

Varner due

value of a share of
December 17, 1997, payitle in cath or, 3t Time Warners
cption, Hatbra common stock Time Wyarner hay the rigne
1o redeern the PERCS at any ume prior to December 21,
1997, at an amount per PERCS egual to $54 41 (or n
certiin bmited cirgumitances the hesser of such amount
and the market value of 4 share of Hatbro commaon stocx
at the ume of redempuson) plus acgrued and wnpaid
gatributioni thereon and 3 dechming premium, payable n
cath or at Time Varner v option, Hashro commen stock
In Diecernber 1995 Tirme VWarner l(1ived appros:.

mately 23 million Ceompany-obligated manditonly
redeemable preferred securities of a wholly.gwred sub-.
udiary ["Preferred Truit Securiier”) for aggregate groas
proceeds of $575 millior The 1ole as1ets of the subuduary
that is the obligar on the Preferred Trust Securitiey are
5592 million principal amount of 8 7/8% subordinated
due December 11, 1015

the

debentures of Time VWarner

Cumulative cash  dotributons  are  payable on

Preferred Truit Securitien 32 3n annual rate of B 7/8% Cash
dntnbutions may be deferred a2t the elecuon of Time
YWearner for any perod not exceeding 10 contecutive
guarters The Preferred Trust Securmes are mandatoniy

A
101

redeermable for cagh Ciecember 31, and Time




Sarmgr has the ngnco i3 redees the Pravecrel Tros

saTusitigd, in whole of 1A 9AFL B0 o 4fter December 3l

7RI 21 12

12 315 Dl

1520 arn pther certdin Qirguminanes
imaunt per Preferred Trusz Sesurcy ecu:
irzrugd and unpaid distribunidni thereon
Tume Warner hay certain obligationy relazing o the
PERCS and the Preferred Trust Securities which amount
o 3 full and unconditionsl guaranty of each subndiarys

galigations with respect thereto
-

4. CAPITAL STOCHK

The outstanding capital stock of Time Warner nt
Cecember 31, 1995 conusted of 29.7 milan shares of
sreferred stock and 187.7 milhon shares of common
tock (net of 45.7 million thares of comman stack in
treasury, as 1o which 41.7 million were held by the Time
Warner Genegral Partners). At January 31, 15 5. including
e1ch Srokerage houte that holdi shares of Time Warner
sammaon $tock at one shareholder but excluding the
rumber of shareholders whose shares are beneficially
neld by such brokerage houses, there were approximately
15,000 holders of record of Time Warner comman stack.

During 1995, Time Warner isiued approximately
193 millian shares of convertible preferred s1ock in
cannection with the ITOCHUMoshiba Transaczion and
i14 acquisitions of KBLCOM and Summit, and in [snulry
1594, Tome VWarner istued an additional 65 million shares
5! ranvernble preferred stock in connection with atk
aequisitan af CVI and refated companies Set forth below
o2 summary of the principal terms of Time Warner

putitanding issues of preferred stock:

Peerer ol
bsaewi of
Bish
[ [artn:
bhares Uger  Esghespe  Arder=pios
Shwasr s | mlestl) Comgrpee Doty D
Jeries 3 Preferred Stock 4 - - Atamyume
§eries C Preferred Stock 3} L8 198 WL
Serces O Preferred Stock 110 119 Tiwsd 16100
Leries G Preferred Stoek 612 139 99 qr8a9
series Hi Prelerred Stock 18 17 Wy 95099
Servey | Preferred Stock 1o 46 1Y I ey
Shares ouzsranding
1t December 31 1995 137 L
Serigs B Preferred Stock
mauedon lanuary 1994 3] 88 1740 (L
Leries F Preferred Stock
asued in January 1996 33 &7 1400 14
Tatal thares cutitanding
at january 11,1998 I6 2 44

THAw

LT

Zysmamare 2f Series A Preferrec 55 S (1) entie

0l on areferenie of $1435 per share (1h o 0z
consertible, (3] enttiey ine Molder thereal 1o resewe o

+3 5§34 35 petr share Deginmis et o
thare origr theretd, (4] zoes roe

e
iguigat

anpual givdend equal
1995 and $9.28 v -
genesally enutle th

certaln hmited circumatances, and (8) i recesmatie o
wnole or in part. by Time ¥Yarner and the holders thereo!

hoiger theren! o wole, Esiept

i

i exchange for cash or shares of any class or 1enes af
publicly-traded Time Wwarmer stotk. 31 Time YWarner:
oaticn, equal in value to the liquidation value of the Seres 8
Preferred Stack plus 1 premium of 1% of hguditon value
for each year atter May 31, 1995 1o the recemprion cate

The principal terms ol each seres ol convertble
preferred 310ck insued in 1995 and 1996 (the Senes ©
Preferred Stock, tne Seres D Preferred Stock the Series
E Pre’ rred Stock, the Serves F Preferred Stock, the Seres
G Preferred Stock. the Series H Preferred Stock and the
Series | Preferred Szack, and collectively the "Converuble
Preferred Stock™) are similar in nature. unlels Sthersie
noted below Each share of Converuble Preferred Stock
{1} i1 entitted 1o a hguidauon preference of S100 per
share, (1) 15 immediately convertuble nto 208184 shares
ol Time Wirner commaon stock at a conwersion price of
§48 per share (based on its lquidation value) excest that
thares of the Series H Preferred Stock are generally not
convertible unul September 5. 2000, ()} enutles the
holder thereal {1} ta recewe for a four year perind from
the dite of niuance (or 3 five year penod with reipect
to the Series C and Serigs E Preferred Stock) an annual
didend per share equal to the greater of 5175 and an
amount equal to the dividends paid on the Time Wirner
eommon stock inta which each share may be converted
and (1) to the extent that any of such shares of preferred
stock remain oursunding a: the end of the pericd
whith the menmmum $3.75 per share dividend i1 to be
naid, the holders thereatier will receve dmdends equal
to the dividends pard on shares of Tim  Warner commaon
1tock multiphied by the number of shares intg which 1her
shares of preferred stock are converuble and (4) excep!
for the Series H Preferred Stock which s geaerally not
entitled 1o vote, enniiey the halder thereafl (o vote with
the ¢ vmmaga soackho’dery an all matters on which the
¢ammon stockholders are entitled ta wvote. and eath
share of suzh Convertible Preferred Stock i entitied to
two voIes on dny uwch matier

Time %aroer has the right to exchange each ienel
of Converiible Preferred Stock for Time ¥Warner comman
siock at the stated convertion proe at any wme oA
or ifter the respective exchange date The Seren C




Preserred Stock v exchangedbie Oy the houder Depnming

s*2er tha third yeir from its gate of suanse ang oy Time
Wirmer after the fourth year 32 the 3f3zed converton
arise olus 3 declineng premium an years four and five and
ro premium thereafer In adeition, Time Vearner tas the
fign: to redeem eich seres of Convertible Preferred
Stack in whole orin part. for cath at the hguidation value
glus accrued dividends, at any Lme an or after the
respective redempuon date

Pursuant to @ thareholder rights plan adapted
January 1994, Time YWarner distributed one night per
commaon share which currently becomes exercisable in
certain events invalving the acquisition of 15% or more
of the then ouststanding common stock of Time Warner
Upon the occurrence of such an event. each right entitles
it3 holder to purchate for 3150 the economic equivalent
of common stock of Time VWarner, or in certain circums
stances. of the acquirer, worth swice as much In
connection with the plan, 4 million shares of preferred
stock were reserved. The rights expire on January 20,
2004. In conaectian with the TBS Transaction, Time
Warner expects (o amend the shareholder rights plar
principally to change the basis for determining f an
scquitition of 15% or more of Time Warner common
stock has occurred to 3 fully-diluted basiy

fn ¥F99), Time Warner redeemed or exchanged 54 4
bilion of Seriet C and Series D preferred stock (Told
Serigs © and Series D preferred stock”) that were is3ued
in Teme Warner's 1989 acquisition of YWCI The cash
redernption of the old Series D preferred stock wai
financed principaily by the proceeds from the ssuance
of long-term notes and debentures. The old Series C
greferred 3toch wiar exchanged for the 275X
Convertuble Debentures

Ar December 11, 1995, Time Warner had rezerved
172 & millian thares of common stock for the converuion
of ity Convertible Preferred Stock. 1ero coupon con-
vertible notes and other convertible secuntes, and for
the eaercine of outitandiig opucny to purchase shares of
commen stock, excluding 15.7 million thares related 1o
the 8 75% Convertible Debentures which were redeemed

im February 1995 (MNote 8)

10, STOCHK OPTION PLANS

Qpmons to purchase Time Warner common stock under

varmpui ttock oplhion plan'| have been pgranted o

emplavesy af Time Waraer gnd TVWE at, or in sacess of

Taomanw

53

farr marke: vaue at the date of gra Genesdip %=

opt-ons Sezome esfslilable oeer 3 INrER-ywl” sed

terigd 3nd gxpgire ten years fram the date of £
1

A gumrmacy of atoes gpnon gotivizy undes all Zln-

1 10w

=TT

i~ I

Balance at [anuasy [ 1995 TT Rt i"-‘;-;-i
Granted 509 1444
Exerciied 37 3.43
Cancelied {Js7} I7.4%
Balance at December 31, 1995 LT L
Deternser 11, rivsasandn) (L ALl
Exercizable 85242 41104
Available for future granty 7884 F449

For opuoni exercited by employees of TYVE Time
Wiarner i1 reimburied for the amount by which the
raarket value of Time ¥Warner common stock on the
exercise dite exceeds the exercite price, or the greater
of the exersine price or 317.75 for optiant granted prior
to the TWE capitalization on june 1O 1991 There wers
285 milien opuons held by employees of TWE at
Oecember 31, 1995, 21.8 million of which were exercit
able There were | ] million cpuons exercised o 1554
and 4B million options exercived in 199). at prices
ranging from $8-516 per tharen each year

11. BENEFIT PLANS

Time \Warner and itz wubiidiaries have defined benefiz pen-
won plant tovering substantialiy all domesuc emplorees
Pension benefits are based on formulas that reflect the
emaloyees” year: of tervice and compensaton levely
during their employment period Qualifying plani are
funded v accordince wnth government pension and
income tax regulations Plan anen are inverted in equity
and fixed ingome securives

Pension expenie included the lollowing

feory Eaded Oeme=ber ]| (=g reij 19 ‘_ri'r_;
Service cost o s 1 s M 3N
Intereir cont 3] 53 45
Actual return on plan aspets (137} (] (i
Met amorttation and deferral a (4%] 1
Torl s 14 3 17 5 18
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“ne gmtus of funced pennion plani s 31 f2iig=s

Smecpraes 11 emeiemen) e 1d44
gmulated benefit

goligazien (B9% vested) § 544 § 194
Erect of future sdlary increase 192 132
|:"_r|:r|¢:'.ed benefiz obligation T4 §2s
Plan asgeu at fair value (L) 455
Projected benefit obligation

i eacess of plan asgpts (%3 iy
Unamaruzed aciuarial losses 94 43
Unamoruzed plan changes 1 (M
Oitner {10y (8)
Prepaid (accrued) pension expenie s M s 1

The foliowing assumptions were uied in 2C2ounting
for pension plans.

1994 1514 194]
'Ne-lh.::d average
discount rate T.15% 85% 74%
Aeturn an plan assets 5 9% L4
Rate of increase in
compeniation &% ix 6%

Employees of Time Warner's operations in foreign
cauntries participate to varping degrees in local pension
plany which inthe aggregate are not sgnificant

Time ¥Wirner alio ha: an employee 1tock ownershup
plan, 400k} savings plans and other sawingi ang profit
snaring plans, as to which the expense amounted to 551
mullian in 1995, 551 milhion in 1994 and S46 millen in
199] Cantrmbunons 1o the 401 {k) and other sawings plans
are based upon 1 percenzage of the employeet’ elected
contribuuons, Contrbutions to the employee stotk own:
erstip and profit shanng plans are generally derermined
5y management 1nd approved by the baard of direciors

of the paruipating companiel

12 FINANCIAL INSTRUMENTS

The carrying value of Time Warner's financial instrumenia
approumates far walue. except
1o lang term, fined-rate debt and related interest

for diMerences with

reypes
rate swap coriraciz and certan differences related to cost

method pvestments and  other financial ingtruments

wiven are not pgmficant The fair value of financial instru
mengi such 21 long-term debt and investments, iy grner
reference to market walues resuluing

slle derermine! b

tradhing @0 4 natanal secunte: exchange oran an

B-l

gwar-the.counter market |8 caies where quoled —ir«e?l
sricet 3¢ not avaladie, swon as for demwative HTITIQ
[mptrurients faie valoe 1 Dite ! 0N eALIMATES UL ZTREETE

wiligg or DTARr W3.uaT00 T8 aniGuel

Interest Hate Lisk Meunaprmant

Interest rate swap caniiacti are uied to adjust e 2ro
poruion of toral debt that s subject to variable ang fimed
intereit rates, Lnder interest rate fwap contracis ine
Company either agrees to pay an amount equal 13 1
specified floating-rate of interest times & notional prinzizal!
amount, and 1o receive in return an amount equal 12 2
toecified fixed-rate of interesr times the ame nouonal
princizal amount or, sice veria, 1o receive 3 flioaung-rate
amount and to pay a fimed.rate amount. The nougnal
amounts of _ie contracts are not exchanged =0 other
cath payments are made unless the contract i3 terme
nated prior to maturity, in which case the amount ~a:2 or
received in settlement i3 establahed by agreement 3t the
time of termination, and usually represents the net
present valug, at current rates of interest, of the remaiming
ebligation: to exchange payments wnder the termi of the
contract Interest rate fwap COREFACIE are entered into
with 3 number of major financial insututions in order (o
mmimize credit ritk

The net amounts paid or payable, or recerss or
receivatile, through the end of the accounting pered are
included in interest expense. Because interelt rate 1wap
contracys are uied to modify the interest characterniicl
of Time Warner's cutstanding debt fram 2 fixed 1o 2
floating-rate bavis or.»'ce versa, unrealized gainy or laises
On intereir rate twip contralii are not recognied o
inceme unless the contraces are terrmundted prior 1o their
maturity, sains or lollel on any coniraciy terminated
early are deferred and amoruzed to income aver the
remaining average hie of the terminated contracis

At December 31, 1995, Timae Warner had mieres:
rate iwap contratts to pay foasing-ratet of interest
{average nx-month LIBOR rate of 59%) and recewe
fined.rates of interest (average rate of 54%) on 314
tillion notipnal amount 6! indebtedness, which resutted
in approximately 1% of Time YWarner’y underlying debt
being subject to variable intereit rates The netional
amount of outstanding contracty by year of matunty at
December 11, 1995 a1 as followy 1996.3100 milion,
1998.9700 mulliam  1999.%1 2 1009.5400

millian At Decembes 3. 1994 Time YWarner had intereit

Bl and

rate wwap contracts on 519 bilhian natignal amount of

ingdebliedness.
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Ziyed on the level of mreress rates prevabng at
Te-e—sa= I, 1995 the far value of Time ¥Wisnes 1 e
rare dest exceeded i1 2arrping value by 5437 milisa
o would have cost §% million o terminate the refated
the

dns

mrgrest rate iwap coftracti. which combned 3
esuivalent of an unrealized loss af $416 milion Based on
Time Warner's fized-rate debt and related interest rite
iwap contracts outstanding at December 11, 1995, each
15 Baiis pornt increase of decreate in the level ol interen:
rates prevailing ac Deeember 31, 1995 would result in a
ret reduction or increate in the combined unrealized lo
of approxmately S185 mullion, respectively incluging
respactive coits or savings of $1é6 milion to terminate
e related intereir rate swap contracts Sased on the
level of interest rates prevailing at December 11, 1994,
the fair value of Time Warner's fixed-rate debt wai 3571
mulion less than s carrping value and it would have
cost 5236 mulbon o termunate i3 interest rate iwip
contraces, which combined was the eguivalent of an
unrealized gain ol 5336 million.

Although changes in the unreslzed gans or losses on
interest rate wap contricts and debe do not resultin the
reaiization or expenditure of cash unless the contracts are
terminated or the debt 3 reured, each 215 bass point
mereate ar decrease in the level of interest rates related
ra Time Wirners variable-rate dedt and inzeres: rate swap
contracty would respectivaly increaie or decresie Time
WWarmer's annual nterest expense and related cash
sayments by approximately 512 million. including $7
million refated to interest rate fwap contracii

Foreigu Exchange Fish Management

Foreign exchange contracts are used primarily by Time
Warner to hedge the risk that unremeted or future
royalties and license lees owed 1o Time Warner or TWYE
domestic companies for the sale or anticipated sale of
U5 coppyrghted products abroad may be adweryely
atiected by changes in foreign currency exchange rates. As
part of i3 owerall stratepy to manage the level of expoture
ta the risk of foreign currency exchange rate fluctuation:
Time Warner hedges a portion of v and TWEY com
bed foreign Currency expoiures anuGipated ower the
eriuing twelve manth period. At December §1 1995
Time Warner hay effectively hedged appromimately half of
e combined estmated foreign currency expasurel that
principaliy refate to anticipated cath flows o be remitind
te the LS over the ensuing twelve month period whing

foresph exchange contracts that generally have maturitiey

Tima

RS

of three manths or ig1l, which are generally roiled over
13 growde contnuang Coverage throughout the year T me

Wearner often cicies fore gn exchange HWie COonifacsl ar
purshamng an offetiing ourchate cantrace At Decermoer
31, 1995, Tome Varner had contracts for the wale of $504
lign and the purchiye of $140 mulion of foregn

L

currencies at fined rates, primardy Englisn pounds (195 of
net contract value) German marks (19%), Canagian
dollars (16%), French francs (1£X) and japanese yen (3%,
compared to cantraces for the sale of 3551 mullion and
the purchase of 5109 million ol foregn currenciel at
Decenber J1 1594
Unrealited gaim related
excnanfe CONIracis are recorded in Ncome ay the Marae:
value of 1uch contracts change. accordingly, the carrpng
vilue of fareign exchange contracts approximates Mmarket
walue e carrying value of FDI‘III[H exchange contracty
wat not material 2z Decermber 31, 1995 and 1994 and s
intluded in other current liabilities, Ne cash iy required o
be received or paid with respect to the real “ation of tuch
gans and lotses until the related foreign exchange con-
tracts are settled, generally at their respective maturisy
eatet In 1995 and 1994 Time Warner had $20 mullion and
511 rulin, respectvely. and TVWE had 11 madlisn ang
510 million, respectively, of net lonser on foregs
exzhange contracts. which were or are espected to be

lowres to foregn

ar

offie: by correiponding incrested in the dollar value of
foreign currency royalties and license lee payments that
have been or are anticipited to be recewed in cath
from the 1ale of US copyrighted products 3broad
Time Yarner remmburies or i3 reimburied by TVE for
conrrac: gaimy and loises related to TWES foregn
currency exposure Foreign currency contracts are placed
with 3 number of major financial institutions in order to
rmumsmize credit itk

Eated on the fore gn exchange contracts outstandng
at Decermber 31, 1995 esct 5% devaluation of the US
dollar as compared 1o the level of foreign exchange rates
far currencies under contrace at December 11 1995
would rewlt in approsimately 315 midlion of unreahzed
iosees and 37 millian of unrealited gains on foregn
.a‘h..--l-,g contrasts inenlang fare I cuFF@ncy LafEl and
purchaies, respectively Converiely, 3 5% apprezianan af
the U5 dollar would resuts in 315 million of unrealized
gas ang 37 million of unrealited Iotser. resprotinels Az
Clecermber 31, 19%%
eschange purchase contrazts relates 10 TWi's foreign

none of Time WWarnes 1 foregs

currency expoture However with regard to the S15
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fa.¢ conmtraces, Time MVgranes would be remiur
TWE or would reimBurse TYWE, respecuvely for appron
—azely 56 million relased o0 TWEY foregn cusrandy
evooture Consistent with the nature of the ezznom
negge provided by wweh foreign exchange contrac tach
unrealized gains or losses would be offtel by corre
sponding decreates Or increases, reipettively, i the
2allar value of future foreign currency royaly and hoense
fee paymenty that™wguld be recewed in cash within
the eniuing twelve month period from the sale of US

zopyrighted products abroad.

13. SEGMENT INFORMATION

Time ¥¥arner's buninestes are conducted in three funda-
mental areas. Entertainment. conzisting prinapally of
interescs in recorded music and music publithing, filmed
entertainment, broadgasting, theme parks and cabie tele-
wuon programming: News and Information, canuging
principally of interests in magazine publishing, book pub
ishing and direct marketing. and Telecommunicanens,
conustuing principally of interests in cable telewsion
tritems. Time Warner's interests in filmed enteriain-
theme parks, cable
of

ment, broadcascing, televizion
grogramming and most
sunness are held by the Entertainment Group. which i
not consolidated for financial reporung purposes

information a3 to the operations of Time Warner

13 telecommunicatons

smd the Enteruainment Group in different bumniness
segments 13 sec forth below Cable busineis segment
infarmanon for Time YWarner reflects the |5%5 acqui-
wtigns aof XBLCOM and Summit, Cable business segment
informatien for the Entertainment Group reflects the
samsohdation by TWE af the VWE-Advance/Newnouie
Partnership effective as of April [, 1995 and Paragon
effective 31 of July 6, 1995. The operating results of S
Flags hawe been deconsolidated effective 31 of june 1],
1995 and results grior o that date are reported fepa-
rately o facilizate comparabibity

T

Hi

e Tocn b Dhrcrmrmgr, | et ey _lli'l _”_'
NEVENUES

Time Waruer

Puphishing $1T1 s3451 31170
Muns 4 FR L] 1114
Canule 172 - -
Inzersegment elmmanion 11 fih __lf._llr
Toul SE0LT 5T 5 lii_'
Entertainment Group:

Filmed Entertainment 5078 $44ds 543011
Six Flags Toerme Paras m $57 i
Broagcaning-

The /8 Netwark 1 - -
Pragramming-HBO 1607 14511 I A4
Cable 1094 1141 1208
inuru‘mum g.'-m..-_;r_-:;n (418) (187} [ahi1)
Toul $9.429 S850%  37Si)
Frari Lofed Dacemier ]I (malony 1994 [LL 2] [T1J]
OFPERATING INCOME
Time Warner:

Publishing L )m % 34T 5 2%
HMusie™ m ok i
Cable (%) - -
Toul T s e s 1 s
Entertainment Group

Filmed Entertainment s 253 5 ny 5§ 1
Six Flags Theme Parka 1% 55 51
Broadeasting-

The WE MNetwars (1] - -
Frogrammng-HBO 4 H 1
Cable 501 14 434
Tonal $ 97 3 BS! 4 %05

(1) bmchadtd pratda Krvins of S5 mlime swcimperd o [90] oyasmed o prmoee
Benmiiet @nd et meegprty swmed by e Aube Oetams wfa b =
reetaerd o cloard The st @7 prompedy smasted 19 Wimar Sl
Emmrepomis, #e o the Campony | dpet mesbrorg o5 ool e =21
o o W mered dewel Fid BT @I TR SR AR SROPTTRS Co0 L2
g Ot 8F Tt Bl Bt rlmtsre wmn poinieaedy ceperr = 1131
wod el ot rrpet ey wpioent, ey (VA sutieyy The g L =
Rl CBmaenesd 08 s meee 13 1R Campaty 1 Tl 0 sl
Bema g St e L e luiey o P Pl
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Ferey Lagd Desiv ) et s _“_J
DEPRECIATION OF FROTERTY

PLANT AND EQUIFMENT
Time Warner,

Puslighing b S S 45
Mutis LH) ar
Canie Ris -
Toz! 5 8! 5 H:.‘
Entertainment Group:

Fiimed Enterzainrfenc s 11 5 N
Six Flags Theme Parks 10 4
8roadcasting-

The Wil Metwork - -
Pragramming-HBO I8 i
Casle 48 17
Total S 6l 3 41
ey Ernded Dweremar J 1, frmligm) L] e
AMORTIZATION OF

INTANGIFLE ASSETS
Time Warner:

Publishing 5 1s s n
Muuic 174 140
Cable &3 -
Toul | s 178 3
Entertainment Graugp

Filmed Enterwinment § 114 3 14)
Six Flags Theme Parks ¥ 4
Sroadeasting-

The WE Netwark = =
?v.ﬂ;nmmnn‘-HED i 1
Casle 1ce 101
Total 4 A4 5 47A
| ) dmprprsuse e of ErerLIcuen msing D DN Sdeeten @

Wl e |80 v somvtan 6 (e mwagery mreest e ATC o (992

o acgueitect o EMEOM and furmmt o [ 11] pnd pivel Butnet)

famppegraned rrcmeeted fir By the Juetionr Swied

L

lar@ermaiigi 48 L0 T ARNED ANd Ao ex2eT o0

al e g o F thg '_-"T.gr"...amﬂ‘\t‘-'. ;‘.r':h.-; WB 1373

e e I_;;--|_ == L |4 sl
ASSETS

Time Waruer

Publishung $ LiTy § Lou) §ooeay
Musc 7818 FATL 7oAl
Cable 1875 . .
Entertainmaent Group'" 57)s §.182 5437
Corporate”™ . 1510 | &A1 I uk
'?E'_—__ B 322117 SleTis 31888
Entertainment Group

Flmed Entertunment 3 TIRS % b4 3 ilie
Len F-l;‘LTne-nf Parks - a4 44
8rnadeasting-

[he WE MNetwors 63 -
frogramming-HBO %15 L1 ars
Cable 9841 8301 LRIrH
Corporaie® 71 1,780 1458
Total SIBFE0 51899 ‘.'ILIE:

1] Entprraemmen: G mantl sroviesy Deme Wipmmpe | rmrrome—t =
g amanrs) fur 1 o e e Eatartowemes Goped

[1) Compr prwcraedy of cowi, CevA equernieni gnd Brte emwroes 3

tres Enowd Dycr—t 11 (melbpma) 19 (X )
CAFITAL EXPENDITURES

Time Warner

Fublishing 4 - R S - B T 1
Music i |ca 1
Cadle L - -
Corporate 5] & L)
Ter! 5 led § i44 3 168
Entertainment Group

Fimed Ertertainment 5 a5 19F % 110
Six Flags Theme Parky 4) ai 14
froadcasung:

The VW MNerwaork - -
Pragramming-HEO 10 4 It
Cable 1.1%1 178 151
Loepuoats o oo ] 2=
Total s s 3 an s e

11 Coten (30n Erpradtet wior fonded = Jor SVt rhlersatt B0 U
U4 DT Rgie o the smenet of $607 mulion o 1 99] §1 )4 rakpa -
1004 e f1 4 miizen o (90 ) [Rpce 1)




Imformgson g4 o Dime WWairnery pperitiong

2ferent geugraghical areas o as ‘ollows

Term Ended Dpcemter J1 mebgmr 193] 1994 Aad)
Hevenues

Linined States § 5447 5 4544 § 2414
Europe 1552 | 445 1.1%%
Faoific fim 775 TH 581
Resr of Warld 293 18] 1L}
Toul o S BOST 5 7095 5 4A38I
Operating Income

Unized Scaces $ 457 5 494 %3 408
Europe 158 ca 131
Pazrfic Rim 57 T4 2
Rest of YWorld '} 17 13
Toual s &7 3 71y s 591
Assels

United Saates S 19301 % 13961 § (4,322
Europe 1.7%7 Ly 1815
Pazific Rim 628 &35 514
Resiof World A0k 407 41%
Toral $ 22131 S 18716 5 16,892

(4] Tame eriormar s rreragas do mel echedy o rrvessen of R Eatertaament
Comep. wha® bl gedart re=pmens of 31 V0] blian o 1995 51 47) plign
wt [ AFd g 31 A0 i [ 99] prncpedy florm B e of Flmgd
Estarileerent Soader E2ed

14, COMMITMENTS AND CONTINGENCIES

Total reng expente amounted 1o $174 million in 1595,
LI157 mullion n 1994 and $141 million in 1993 The
rental commitments under noncancellable
long-term operating leates are: [996-5147 million: 19%7-
5131 milbon, 1998-513% million; 1999.3130 million;
2000-51 23 millian and afer 2000.592) millian,
Minimem  commiuments  and  guaraniees
certain icenting, arusis and other agreements aggregated

apprommately 31.9 billion at December 11, 1995, which

minimum

unger

are payable principally ower 3 fivesyear period Such
amaounts do nat include the Time VWarner General Partner
fuarantee: of appronmately $6 bilion af TWE debr

BA

Perzing legal proceedings are aubsrandaily imited oo

gatien nedeniy 12 the Susneues of Time YWarner

dleged damages it zonNesuon with clark acuon leaia
and penaing lingation wath U 5 WWEST, In the opiman of
tountel and management. the uitmate resalunon of these
matiers will not Save a2 mazeral efect on the financal

1atermenty of TimeWVarner

15, ADDITIONAL FINANCIAL INFORMATION

Addiianal financisl informaton wita respect 1o cash

flows 13 21 follows

feers i Drecermiber 11, [ilaey) (1TH L i)
Cash payments made

far nterest § 859 § 51% 3 110
Cash payments made

for income axes Jor 187 104
Taxsrelated distributions

receved from TWVE [T 1] 1% -
Income wax refunds received 14 50 51

During the v-ars ended December 11, 1995 and 1954,
Time Warner realized 515 million and 3179 mallion, respec.
uvely, from the secunutaton of receables Moncash
invesung and finanging acuvities in 1995 included the S1.4
tellion scquisitions of KBLCOM and Summiz i exchange
for tagital stock (Note 4), the §1.34 billion acquininon of
ITOCHUs and Tothitia's interests in TWWE in exchange for
eapital stock and 510 million in cash (Mote 2) and the $1.8
billion redempuion of Time Warners Reset NNoter in
exchange for other deb: securizies (Note &). Nonzash
finanging actiwities in 1991 included the issuance of
approwimately 5).1 bullion of debentures in exchange for
the old Series C preferred 1iock (Note %),

Other current labilives consist of,

[ T = ] Il r“:
;::"ruu enpeniel s 911 5 T4
Accrued COmpeEniaton m Joe
Accrued income Laned 171 al
Deferred revenues s 84 44
Total I N N
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Report of Management

The accompanying consolidated financial statement
nise been prepared by management in conformity waith
generally aceepted accounung pringiples, and necessarily
include some amounts that are based on management’s
bes: etumates and judgments.

Time Warner maintains a system of internal account-
mg cantrols designed to provide management with reason-
able assurance '.'hz?ah'l.'u are iafeguarded againit loss
fram unauthorized use or disposition, and thac transac.
uons are executed in accordance with management’y
authorization and recorded properly. The concept of rea-
sonable assurance i3 based on the recognition that the
cott of 3 system of nternal conirol should not exceed
the benefits derived and that the evaluation of those fac-
tors requires eiumates and judgments by management
Further, because of inherent limitations in any system of
internal accounting control, errars or irregularities may
occur and not be detected, Nevertheless. management
brelieves that a high level of internal control (s maintained
by Time Warner through the seiection and tnining of
qualified personnel. the establisthment and communica-
tion of accountng and butiness policies, and its internal
audic program

The Audit Cammittee ol the Board of Direciory,
sampaied tolely of diresiors who are not emplorees of
Time Warner, meets periodically witk management and
with Time Warner's internal auditory and independent
auditors to review matters relating to the qualicy of
financial reporting and internal accounting contral, and
the nature, extent and results of their audits. Time
YWarner’s internal auditors and independent auditors
have free accest to the Audit Committee,

Al M. Juin < RQDR

MICHARD O PARIDME

Fresident

CHERALD P LEWIM
Chgermen gnd
Chref Enecutres Officer

FICHARD | SRESSLEA
Swmagr Vegw Prescden:
and Chigf Fingneal Officer

Report of Independent Auditors

THE BOARD OF DIRECTORS AND SHAREHOLDERS
TIME WARNER INC.
We have audited the accompanying consolidated balance
sheet of Time YWarner Ing. ("Time Warner™) a1 of
December 31,1995 and 1'994_and the related consolidated
iatements of operatcons, cash flows and shareholders’
egquity for each of the three years in the period ended
December 31, 1995 These financial statements are the
responubility of Time ¥arners managemenc. Our respan-
sitibity is to expreis an opinion on these financial state-
ments based on our audits

Wve condutted our audits in accordance with generally
accepted audiung standards, Those standards require that
we plan and perform the audit to obtain reatonable
assurarce about whether the financial statements are fres
of materal misstateMent An audit intludes examining, on
1 test bans, evidenze supporiung the amounts and disclo.
sutes 1A the fimancal statements An audit alio includes

aermg the ALCaunting ivul(:plq, used and ‘ulr“ﬁq;.---

TiW i

L)

einmates made by management. as well as evaluaung the
owerall financial statement presentation. Ve bekeve that
our augdits provide 3 reatonable basis for our opinion.

In our opinion, the financial scatements referred o
above present fairly, in all material respects, the consoli.
daved financial poution of Time Warner at December J1.
1995 and 1994, and the ronsolidated results of iy
operations and its cash flows for each of the three years
m the period ended December 11, 1995, in conformity
with generally accepted accounting principles

Pam Tare Few Tork

February B, 1998

T




Qelected Financial Information

The seivcred financial informauon for each of the five
sears in tne period ended December 31, 1995 1t forth
below hai Seen derived from and 1hould be read n cone
juncuign with the fingnzial statements and other financis!
\migrmanion presented elsewhere heren Capiualized
serm3 are as defined and described 0 such consolidated
financial statements, pr elsewhere herein. The selected
Ristorical financial information for all periodi afer 1991
eflec:s the deconsabidauon of the Entertanment Group.
srineigally TWE, effecuve January 1, 1992

The 1elected histancal financial nformaction for 1993
refleczs the isauance af 19.3 million thares of convertble
preferred stock having an aggregate hguidation preference
2f $1.914 billion n connection with (i) the acquaitions of
KBLCOM and Summit and (i) the exchange by Toshiba

rezrt Encied Ovcember 11, fralioen. ersedt par shann emmana)

and ITOCHU of ther @irgsz and indirect interesss 7 797 E
The selectes Mitoreal fnancial imtgrmanon for 193]
reflects the niuanze of 58 1 bilion of long-term dedt anc
the ute of $5 hilign of cash and equivalenu for the
exchange or redemplion of preferred itock haning an
aggregaze liguidauen preference of $64 billion The
selected historical finangial information for 1991 reflects
the capiaalizavon of TWE on June 10 1992 and assacated
refinancings. and the acquumon of the 1BT5 munonty
interest in ATC ai of June 30, 1997, umng the purchase
methad of accounung for business eombinationt

Per comman shire amounts and average common
shares have been restated 1o give effect to the lourlur-one
common stock sphit that occurred Bn Seprember 10, 1592

1975 (RAT ] LN 159¢

Seisrted Operuting Statement Infarmation
Fleverues

Depresiation and smortization

Susiness segment operating income’

£quity in prezax income of Entertainment Group
interest and other, net

MNetincome (lot)™"

pdet loss applicable to cammeon shares (after preferred dividends)

Per thare of common 1tock:
MNet lagy™"
Dimdendt

-_':v_tragt comman shares'™

1 BO087 3 T.)% 3 &.581 111070 L1202

559 T H 424 1,172 1.10%
&57 T 591 1,34) 1154
154 174 FL1 - -
B77 Ti4 Tia 883 a6
(184) {¥1) (221} 84 (*9}
(18) {104} {119) (542) (891}

g (a5 5 (017} 5 {090) S (144 5 (140
L 4 0¥ T 0N 1 0 1&5 Y 01
1)a 1734 1747 1710 1€4 1

Selected Halanee Sheot Information

(neg3iments in and amounts due toand from Entercainment Group % 5,734

Tozal assecs
Long-term debt

tharehalders’ equity;

Equity apphecable to comman 1tock

Total shareholdery” equity

$ 5133 8 5417 g a § -

FERE 14714 16,892 17 164 14 889
5507 B8)Y 9.3 10,668 B.I1E
£ ampany-obligated mandatorily redeemable preferred
securities of subsidiaries holding solely .ubordinated
notes and debentures of the Comparyg™ q4% . = - 2
Prelerred stock iguidation preference 1994 Jan 140 #5011 L.1%4
11 1004 L1 1815 1147
1447 INET! 1,370 8147 g .4%5
14.51) 1537 10,441 18,215 17,114
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FLORIDA DEPARTMENT OF STATE

Sandra B. Mortham
Secretary of State

April 26, 1996

TIME WARNER CONNECT
C/O CT CORPORATION SYTEM
TALLAHASSEE, FL

The Partnership Regisiration Statement tor TIME WARNER CONNECT, a
Florida partnership, was filed on April 26, 1996. The dncumen! number to this

filing is GP9600000235.
Enclosed is the certification you requestod.

Please be aware if the partnership address changes, 1t is the responsibility of the
partnership to notify this office.

Should you have any questions regarding parinerships, please contact this office
at the address given below.

Sincerely,
Buck Kohr .
Corporate Specialist

Partnership Section
Division of Corporations Letter Number: 496A00020076

Division of Corporations - P.O. BOX 6327 -Tallahassee, Florida 32314

30 4 JLRERTEI ] #0010 NEL 96-6
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Department of Htate

'trz? Nz

| cerify the atlached is a true and correct copy of the Partnership Registralion
Statement of TIME WARNER CONNECT, a Florida partnership, filed on
April 26, 1996, as shown by the records ol this office.

The document number issued to *his filing is GPSEN0000235.

70w @iben unber mp hanb anb the
P\ @reat Sral of the State of Flonda,

at Tallahassee, the Capital, this the
Twenty-sixth  pap gfApril. 1996

<z£«/ 4 7,%‘)
Sundra B. Mortham
Secretury of Statr
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= PARTNERSHIP REGISTRATION STATEMENT

1. Time Warner Coanect

{Name of Partnership)

.2 NHew York 3 PR b L % 'ﬁ T
{FEI Number D

[Siai/Couniy of Formation) ) Vs

4 75 Rockefeller Ploza, New York, New York 10119 ";1 ':-Euhgf:‘.’-'
{Sircet Address of Chiel Ex eculive Oflice) o

* Din

o1

g 2600 McCormick Drive, Suite 233 CR~ e

e lr, _,::-?:;-

Clearwater, Florida 34619 a

%) TSticel Addicas of Prncipal Difice o Flanda, il epphceble)

6. In sccordance with s. 620.8105(1)(c)(| & 2), Florida Statutes, required partner information is provided in cne
of the following options:

._E' Attached is 3 list of the names and mailing addresses of ALL partners and Florida Registration Numbers,
if other than individuals, or:

a The name and street address of the agentin Florida who shall maintain a list of the names and eddresses
of - all partners:

IF OTHER THAN INDIVIDUAL,
NAME & FLORIDA STREET ADDRESS FLORIDA REGISTRATION
OF FLORIDA AGENT NUMBER

li:.!'c:m)r of thé pariners are other than individuals, its entity name and Florida Registration Number must be listed
low:

W Service Holding I, L.P. E95000000354
TW Service Holding 1I, L.P. B950000003535
Partnzr Entity Name Florida Documert ®

The eaccution of this stalement as a partner constitules an affirmation under the penalties of perjury that the facts
staled herein are true.

Signed this __oly ™ day of April . 19_a9g
TW Service Holding I, L.P.
Signatures of TWO Partners: By: “'TIMT’P}’D
ﬁ&ﬂ'\ric- %ldﬁiﬂ, L.
Rypo
Typed or printed name of partners signing above: Diane Moss, Vice President & Apgl, Jecretary
Filing Fee: 7§5000 < -5
CRIEDTH39S) Cerlified copy:  * * | 5.352.50 (bptidnal)
Cerlificate of Statuys, * § 8.7 (optional)
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List of Pastners and Adglresses

TW Service Holding 1, L.P.
715 Rockefeller Plaza
New York, NY 10019

TW Service Holding 11, L.P.
75 Rockefeller Plaza
New York, NY 10019
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