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Chatrisan's Message

Hargld M. Lavin
Chuirman ond CEO

Dear Shareholders:

Record Earnings
le's Clear Advant

Copyright Plus Distribution

In 1994 the proliferation of new technologies and the spread of free-market
economic systems continued to expand the voracious global appetite for Time
Warner's products. In terms of technology, the cable industry is now lerding the
telecommunications revolution, changing forever how consumers receive
information and entertainment. With Time Warner leading the cavle industry,
we are positioned to become a major player in delivering the full range of
telecommunication services.

Time Warner (2 uniquels positioned to seap the
breunefits of the telecommunicutions revolutinn
and the worldwide demand for sofitware Nn
campetitor con Match The scofie of cus  oprvrighia
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Amid all these changes one thing remains the same. The ultimate test of every
business-the measure of its strength and the proof of its leadership-is
performance. This is where strategy is tested by reality and the validity of a
company's vision is either confirmed or repudiated,

For the year, Time Warner's content businesses-Time Inc., Warner Music
Group, Filmed Entertainment (including Warner Bros. and Six Flags), and
Home Box Office (HBO)-achicved combined double-digit growth and record
carnings before interest, taxes, depreciation and amortization (EBITDA). Due
to the impact of government rate regulation, Time War-ner Cable experienced
an overall decline, which had a negative impact on our stock and the stock of
every major cable player. Cable, however, has worked its way through the worst
effects of re-regulation and in the fourth quarter showed an increase in
EBITDA for the first time since 1993,

The creative soul of Time Warner is most often described ss residing in our
content or copyright businesses. These are hugely successful enterprises that can
be imitated but never duplicated. In franchises such as Time, People, Sports
lllustrated, Book-of-the-Month (lub, Time-Life Books, Warner Bros. Records,



Elektra, Atlantic Records, HBO, Warner Bros., Looney Tunes, DC Comics-the
list is long- we possess not just lucrative brands but American cultural icons.
They are Time Warner's alone,

A brand'’s power lies in the certainty that it will deliver value day after day, year
after year, Inthe information and entertainment industry, this certainty isn't a
function of a standardized manufacturing process but of highly talented
journalists and artists gifted with the ability to reach minds and touch hearts.
Past, present snd future, these women and men are the source of our success.

The myriad acts of creation that define and distinguish Time Warner don't take
place in a vacuum. From the begin-ning, this has been a company with a
profound sense of the importance of controlling distribution in generating more
business, keeping a larger share of the profits and creating products that
increase consumers' understanding and enjoyment. Distribu-tion is an essential
part of who we are and what we do.

Together, content and distribution are at the center of our strategic mission:
Time Warner is home to the world's premier journalists and creative artists.
We distribute the products of their minds and imaginations to the broadest
audience across the globe. This combination of strengths is reflected in our 1994
performance.

Record Earnings

In publishing, Time Inc. produced double-digit EBITDA growth and record
results. Among the ingredients in its success were circulation and advertising
growth, impressive rate-base increases at Entertainment Weekly, Parenting,
Cooking Light, Martha Stewart Living, and Sports Illustrated For “ids, and
ongoing cost management. By any standard Time Inc. remains the industry
leader. It is also L.coming a major presence in the development 2f software for
new media. Already a leading direct marketer of books, music and video, Time
Inc. is repackaging its copyrights for resale as CD-ROMs and through online
services.

Warner Music Group's eleventh straight record year reinforced its position as
the world’'s No.l music company. Vertically integrated, in churge of its own
manufsacturing and distribution, this is a truly g bal operation. The Group's
non-11.S. businesses, now accounting for over 50% of its revenues, have a
ten-year compound annual growth rate of better than 20%. Here in the LS.,
Warner Music labels continue to hold by far the strongest position on the music
charts. A quarter of the titles in Billboard's top-200-selling albuma for the year
were from the Group's artists. The Group's roster of worldwide-selling artists
inciuded All-4-One, Anita Baker, Eric Clapton, Green Day, Luis Miguel, John
Michael Mont-gomery, R.E.M.,, Stone Temple Pilots, Mariva Takeuchi and The






telephony to our basic cable services is a relatively smal! step. In contrast, to
add video capacity to their primary business, the phone companies face the
immensely expensive, time-consuming job of bringing broadband to local
neighborhoods. As regulatory barriers fall, cable will be in the telephone
business long before the phone companies are in cable's.

Compared to other cable operators, Time Warner Cable possesses another
crucisl strength: clustering. Over the years, Time Warner's strategy of
concentrating its systems in densely populated urban and suburban markets has
made it far and away the best-clustered systems operator. In late 1994 and early
1995, the cumulative impact of fast-developing technological innovations, the
convergence of the cable and telephone industries and rate re-regulation
resulted in several well-situated, demographically sttractive cabie systems
becoming available for acquisitions or joint ventures. Presented with the chance
to strengthen our clusters and complete our cable footprint, we seized it.

QOur agreements to enter a joint venture with Advance/Newhouse and to acquire
KBLCOM, Cablevision Industries and Summit will dramatically expand our
cable presence in New York, Florida, North Carolina, Ohio and Texas. Once the
deals close, our sys-tems in these states will serve over six million of our 11.5
million subscribers, with nearly three-quarters of our customers in 34
geogra-phic clusters of 100,000 or more.

Near term, the investments in enhancing our clusters and upgrading their
architecture will bring immediate access to new revenues through morc reliable
service-thereby increasing penetration and decreasing customer churn-and
through expanded pay-per-view and targeted advertising packages. I addition,
for a relatively small incremental investment, we will enter the
$100-billion-a-year local telephone industry, a step t"at we will take later this
year in Rochester, New York. By emphasizing our ability te package TV and
telephone servi-es, we intend to go after the 20% of the telecommunications
market that generates 80% of the revenues.

Time Warner has already entered the $28-billion-a-year long-distance-access
business. We now provide companies in twelve locations across the country with
connections to their long-distance carriers, us well us data-transport services.
Our presence expanded rapidly in this part of the telephone business in 1994,
and we expect the growth to continue.

l.ong term, new revenue streams will come from the introduction of interactive
services. We know that Time Warner will be both a beneficiary and a creator of
the interactive future. This was made clear on December 14, 1994, in Orlando,
Florida, when Time Warner introduced the Full Service Network™ (FSN) and
successfully demonstrated its capability to deliver movies on demand video
games and home shopping services.





































prograimming on felevision.

The world of media and ententainment 1s changing. No company faces this changing world with
better prospects than Time Wamer.
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equity investments in such software publishers a: Accolade, one of
the largest privately held game compan.es :n the .5,

The 24-hour, Germen-language music-video channel VIVA, ¢3tablished
in December 1993 as a partnership among Warner Music Group, Sony,
EMI, Polygram and a German radio executive, substantially surpassed
its revenue and viewership projectiens in i1ts farst full yea: of
operation wnd is serving as a model fo: future services elsewhere.
In January 1995 Warner Music Group, Sony Pictures, FMi and
Bertels-mann Music Group acquired from Star-TV, an aftiliate of News
Corp., a 50% interest in Channel [V], which operates English- and
Mandarin-language, 24-hour music-video television services reaching
220 million people in Asia.

In addition, WMG made investments in Digital Cable Radio Associates,
a digita. music subscrip- tion service in the U.S5,, marketed as
Music Choice, and an affiliated company, Music Choice Eurcope.

View sections of the annual report that cover other Time Warner divisions
® TIME WARNER CABLE

® WARNIER BROS

® TIME INC

® SIX FLAGS

® HBO

Go to.

® WARNER MUSIC GROUP HOMEPAGE

® WARNER MUSIC GROUP FACTBOOK
TONTENT





































Adventure-debuted in 1994 Also premiering were such Time Warner tie-ins as the
Police Academy Stunt Show, the Wamer Music kock Revue, the Dennis the Menace
Screen Test and the Robin Hood Stunt Show, as well as enhanced theming and
additional rides in the parks’ arcas for younger guests. Bugs Bunny Land And this
summer, the company will open Six Flags Humcane Harbor, a 22-acre. |14-attraction,
themed water park, adjacent to Six Flags Magic Mountain The resulting Six Flags
Califormia complex will be the brst inulu-gated entertainment location in the state
The company plans to continue leveraging its resources and expertise to create

additional multi-gated destinations around Its existing

theme parks.

Expanded use of properties like Warner Bros.' Looney Tunes
characters have enhanced 5ix Flags' appeal and exposure for Time

Warner's brands.

More than Thrills

Six Flags' sponsorship sales reached new heights in 1994 including blue-chip
companies like Coca-Cola, MCI, Chevrolet and Kodak New fantasy -theined coneept
stores and restaurants debuted. such as the Looney Tunes Shoppe at Six Flags Great
Adventure and the new Mooseburger [Lodge restaurantan "hgh Sierra Termitory at Sin
Flags Magic Mountain

Six Flags Theme "arks

Six Flags California:

Six Flags Magic Mountain
Six Flags Hurricane Ha-bor
Los Angeles, Califorma


















Bronx Tale and Shadowlands.

Home Box Office's expertise in creating entertainment software positions it well for
the technical challenges and innovations ahead. Investments in interactive multimedia
for CD-ROM and other game/entertainment fonnats include





















OTHER INVESTMENTS

COMEDY CENTRAL

50% owned by Time Warner Entertainment
31 million subscnibers

47% increase in net ad revenues over 1993

COURTROOM TELEVISION NETWORK
55% owned

Managed by Time Warner's American

Lawyer Media, L P

17 million subscribers

E! ENTERTAINMENT TV
49% owned

Managed by Home Box Office
28 million subscribers

THE SEGA CHANNEL
33% owned by Time Wamer Entertainment
Video-game pay-television channel

BLACK ENTERTAINMENT TELEVISION (BET)
15% owned
40 2 million subscribers

THE 300 COMPANY
13% owned
BDeveloper of multimedia technology

CRYSTAL DYNAMICS
10% owned by Time Warner Entertainment
Video-game software developer

SAVOY PICTURES
3% owned by Time Wamer Entertainment
Independent motion-picture distributor

HASBRO
14% owned
World's largest tradstional toy company

ATARI CORPORATION
25% owned
Personal computer and video-game systems

CATALOG )

S0, owned by Tune Warner Entertainment
New home-shopping channel with Spiegel,
Eddie Bauer and others

TURNER BROADCASTING SYSTEM
19 6% owned
Cable News Network (CNN) 60.7 million subscribers



Headline News 54 4 million subscribers

Turner Network Television (TNT) 60 9 million subscr 'bers
Superstation TBS 6! 9 million subscribers

The Cantoon Network 11 7 million subscribers

INTERNATIONAL INVESTMENTS INCLUDE:
Cable (Hungary, Sweden, Taiwan, Japan,
China, France)*

Channel [V] (Asia)

Classic FM Radio (U K |, Netherlands,
Finland, Sweden)*

HBO Asia*

HBO Brasil*

HBO Hungary*

HBO Ole (l.atin America)*

Music Choice Europe

N-TV (Germany)*®

Sky Network Teievision (New Zealand)*
TV 1000 (Scandinavia)*

VIVA (Germany)

Warner Bros International Theatres®
Warner Bros Movie World {Australia)*

* Time Warmer Entertainment investment

View sections of the annual report that cover other Tune ‘Vamer divisions
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depreciation and amortization:

Publishing 157 146 41iu 37z
uslc 251 21% 72Q 6423
quB RINY 1,150 1,015

Depreclation and
amortizatian {118) 1108) (437} (424
Operating income 290 253 713 5%]
Equity 1n prefrax 1ncome {loas)
of Entertlainment
Group, substantially all TWE (1) 2 176 281
Interest and other, net 1210 {175) {124y 1719}
Corporate expenses {19 (17 {76) {73}
Income before

Lncome taxes EU 63 -] g1l
Ihcome taxes 148} [=1-3 1180 124"
Income {loas) bLefore
extraocrdinary ltem 12 K| t5%1) {le4:
Extraordinary loss
on retirement of debt,
net of 537 miilion

income tax benefit - - - 157
Net 1ncome (loas) 12 7 i191) {221
Pre ferred dividend

requirements 14} t3) {13} {118}
Net ncome [(losa)
applicable to
common shares 5 4 54 3 _1104) 3 13139}
Income (losgs)
per common share:

tncome {lops)
before extraordinary
1tem 2 0.02 5 0.01 5¢0.27) 5(0.7%)
Net 1pcome {losa) 5 0.02 5.0l 310.27) _510.9%0)




Average common shares

379.2 3717.2

318.9 /4.7

Thres Months Ended

Years Ended

Decamber 31, December 31,
_ 1994 1993 1984 1993
Revenues:
Filmed Entertalnment 51,399 51,212 55,041 24,563
Programming - HBO 391 EL:DY 1,513 1,441
Cable 579 9551 2,242 2,208
Intersegment eiimination {65} (85) 1267) {251}
Tetal revenues 52,304 52,1%9 58,509 37.96%
QOperating income
before depreciation
and amortizatjion:
Filmed Entertainment S5 109 3 96 R 2] 5 949
Programming - HBC 61 6. 257 210
Cable 247 242 58% 1,035%
415 199 1,811 1.814

Depreciration and
amortization 1240} (234) {999} {90%)
Operating lhLoome 179 165 852 405
Interest and other, net (16%) tl4n) (616} {57 4)
Corporate services %3 (135 160 {60)
Income {loss) before
income taxes {1} i 178 281
Income taxes -~ __t1e) t40) (£4)
Income {(ioss) before
extracrdinacry 1tem 1) t3d) 136 217
Extraordinary loss
on retlirement of debt,
net of 57 million

- {10)

income tax benefit
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of a new $8.3 billion credit agreement, under which approximately $2 7 billion of debt
assumed in the Cable Transactions was refinanc=d by subsidiaries of Time Wa.ner and 32 6
billion of pre-existing bank debt was refinanced by TWE (the "Debt Refinancings™), and

+ The sale by Time Wamer and the Entertainment Group of certain assets under an asset sales
program, which raised approximately $1.6 billion on a combined basis for debt reduction,
including the sale of 51% of TWE's interest in Six Flags (the "Six Flags Transaction”) and the
sale or expected sale or transfer of certain unclustered cable television systems owned by
TWE (the "Unclustered Cable Transactions”).

The nature of these transactions and their impact on the results of op..ations and financial condition
of Time Wamner and the Entertainment Group ate further discussed below
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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 Agreement
enabled such entities to refinance certain indebt Jness assumed in the Cable Transactions, to
refinance TWE's indebtedness under a pre-existing 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 in an aggregate amount of up to $8 3 billion, with
no scheduled reductions in credit availability prior to matunity. Borrowings are limited to $4 billion
in the case of TWI Cable, $5 billion in the case of the TWE-Advance/Newhouse Partnership and
$8.3 billion in the case of TWE, subject in each case to certain limitations and adjustments Such
borrowings bear interest at specific rates for each of the three borrowers, generally equal to LIBOR
plus a margin initially ranging from 50 to 87 § basis points, which margin will vary based on the
credit rating or financial leverage of the applicable borrower Unused credit is available for general
business purposes and to support any commercial paper borrowings Each borrower is required to
pay a commitment fee initially ranging from 2% to 35% per annum on the unused portion of its
commitment. TWI Cable may also be required to pay an annual facility fee equal to 1875% of the
entire amount of its commitment, depending on the level of its financial leverage in any given year
The New Credit Agreement contains certain covenants for each borrower relating 10, among other
things, additional indebtedness, liens on assets, cash flow coverage and leverage satios, and loans,
advances, distributions and other cash payments or transfers of assets froin the borrowers to their
respective partners or affiliates.

In July 1995, TWI Cable borrowed approximately $1.2 billion under the New Credit Agreement to
refinance certain indebtedness assumed or incurred in the acqui-sition of KBLCOM, and TWE
borrowed approximately $2.6 billion to repay and terminate its pre-existing bank credit agreement
An additional $1.5 billion was borrowed by TWi Cable under the New Credit Agrecment in January
1996 to refinance certain indebtedness assumed or incurred in the acquisition of CV1 and related
companies.

Public Debt Refinancings

In 1995 and early 1996, Time Warner refinanced approximately 34 billion of its public debt, thereby
increasing its financial flexibility through lowering interest rates, extending debt maturities and
eliminating potential dilution from the conversion of its 8 75% Convertible Debeniures inlo 46 6
million shares of common stock The outstanding 8 75% Convertible Debentures were redeemed in
two tranches $1 billion principal amount in September 1995 for $1 06 billion {including redemption
premiums and accrued interest) and the remaining $1 2 billion pt..cipal amount in February 1996
for $1.28 billion (including redemption premiums and accrued interest) The September 1995
redemption was financed with proceeds from a $500 million issuance of 7 75% ten-year notes in
June 1995, proceed “om a $374 million issuance of the PERCS in August 1995 and available cash
and equivalents. The February 1996 redemption was financed with proceeds raised from a $575
million issuance of the Preferred Trust Securities in December 1995 and proceeds from a $750
million issuance of certain debentures in January 1996 In connection therewith, Tane Warner
recognized an extraordinary loss of $26 million in February 1996

In August 1995, Time Warner redeemed all of its $1.8 billion principal amount of outstanding Reset
Notes in exchange for new securities, consisting of approximately $454 miilion aggregate principal
amount of Floating Rate Notes due August 15, 2000, approximately $272 million aggregate
principal 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 principal amount of 8.18% Debentures due August 15, 2007



Asset Sales

As part of a continuing strategy to enhance the financial position and credit statistics of Time
Warner and the Entertainment Group, an asset sales program was initiated in 1995 Including the
sale of 51% of TWE's interest in Six Flags in June 1995, the sale of an interest in QVC, Inc in
February 1995, the sale or expected sale of certain unclustered cable sysiems and the proceeds
raised from the monetization of Time Warner’s investment in Hasbro in August 1995, Time Warner
and the Entertainment Group on a combined basis have completed or entered into transactions that
raised approximetely $1.6 billion for debt reduction, all of which were completed in 1995 except for
cerlain transactions aggregating approximately $170 million which are expected to close in 1996

Credit Statistics

The combination of asset sales and debt refinancings is intended to strengthen the financial position
of Time Warner and the Entertainment Group and, when taken together with EBITDA growth, is
expected to continue the improvement of Time Warner's overall credit statistics. These credit
statistics consist of commonly-used liquidity measures such as leverage and coverage ratios. The
leverage ratio represents the ratio of total debt, less cash ("Net debt”) to total business segment
EBITDA, less corporate expenses ("Adjusted EBITDA") The coverage ratio represents the ratio of
Adjusted EBITDA to total interest expense and/or preferred dividends. Those ratios, on & pro
forma basis for 1995 and on an historical basis for 1994 and 1993, are as set forth below for each of
Time Warner and Time Warner and the Enteriginment Group combined Certain rating agencies and
other credit analysts place more emphasis on the combined ratios while others place more emphasis
on the Time Warner stand-alone ratios. 1t should be understood, however, that the assets of the
Entertainment Group are not {reely available to fund the cash needs of Time Warner.

Pro . )
Forma® Historical
Time Warner 19951994 1953
Net
debt/Adjusted 7.0x 8 3x 9 8x
EBITDA
Adjusted
EBITDA/Interest* L6x 1dx 1 3x
Adjusted
EBITDA/Interest
and preferred L3x Tax 1 2x

dividends**

Time Warner and Entertainment
Group combined

Net

Debt/Adjusted 4 7x 5 3x 5 Ox
EBITDA

Adjusted

EBITDAInerest 2 4% 53% 3 6%
Adjusted

EBITD A/Interest
and preferred
dividends®***

21x21x 19x

* Pro forma rolios for 1995 give efect 1o the Cable Transactions the ITOCHU/Toshiba Transaction, the [ebt Relinancings,
the Six Flags Transaction and the Unclustored Cable Tranuctons, snd with respect to Time Wamer and the Entagtsinment
Group combtned only, the consolidation of Paregon, as if cach of such rensactions cccwred al the beginming of 199%
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12.1 mulion shares of Hasbro, Inc. common siock owned by Time Wamner (Note 8).

Table of Content .
1995 Time Warner Annual chor] OR {1995 Financial Report

Submit

Time Vornar lns.
T8 Rasdaller Fan, Mew York, ¥Y 10019

<Previous Next>






Submut

—

Tins Varner Ina .
75 Rackolalior Pinas, Moo Youl, Y 210018

<Previous Next>





















Basis of Consolidation and Accounting
or Investments

The consolidated financial statements include 100% of the assets, liabilitics, revenues, expenses,
income, loss and cash flows of Time Wamner and all companies in which Time Warner has a
controlling voting interest ("subsidiaries”), as if Time Warmer and its subsidiaries were a single
company. Significant intercompany accounts and transactions between the consolidated compani=s
have been eliminated

The Entenainment Group and investments in certain other companies in which Time Warner has
significant influence but less than a controlling voting interest, are accounted for using the equity
method. Under the equity method, only Time Warner's invesiment in and amounts due to and from
the equity investee are included in the consolidated balance sheet, only Time Warner's share of the
investee's earnings is included in the consalidated operating results, and only the dividends, cash
distri-butions, loans or other cash received from the investee, less any additional cash investment,
loan repayments 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 i‘or Cerntain investments in Debt and Equity Securities,” {“FAS [15") tnvestmznts in
companies in which Time Wamer does not have the controlling interest or an ownership and voting
interest so large as to exert significant influence are accounted for at market value if the investments
are publicly traded and there are no resale restrictions, or at cost, if the sale of a publicly-traded
nvestment 1s restricted or if the investment is not publicly traded Unrealized gains and losses on
investmenis accounted for at market value are reported net-of-tax in a separate component of
shareholders’ equity until the investment is sold, at which time the realized gain or loss 1s included in
income. Dividends and other distributions of earnings from both inarket value and cost 1nethod
investments are included in income when declared

The effect of any char.ges in Time Warner's ownership interests resulting from the issuance of equity
capnal by consolidated subsidiaries or equity investees to unaffiliated partics 1s included 1n income

Foreign Currency

The financial position and operating results of substantially all foreign operations are consolidated
using the local currency as the functional currency. L.ncal currency assets and liabilities are
translated at the rates of exchange on the balance sheel date, and lucal currency revenues -nd
expenses are transiated at average rates of exchange dunng the period Resuluing translation gains
or losses, which have not been material, are included in accumulated ‘eficit Foreign currency
*ransaction gains and losses, which have not been material, are included in operating results

Use of Estimales

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the
financial statemeats 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 forecast of anticipated revenues from the sale of future and
existing music and publishing-related producis in order to evaluate the ultimate recoverability of
accounts receivables and artist and author advances recorded as assets in the consolidated balance
sheet Accounts receivables and sales in the music and publishing industries are subject to
customers' nghts to return unsold items anagement periodically reviews such estimates and it is
reasonably possible that management's assessment of recoverability of accounts receivables and



individual artist and author advances may change based on actual results and other factors
Revenues and Costs

The unearned portion of paid subscriptions is deferred untu magazines are delivered to subscribers
Upon each delivery, a proportionate share of the gross subscription price is included in revenues

Inventorics of magazines, books, casseites and compact discs are stated at the lower of cost or
estimated realizable value. Cost is determined using first-in, first-out, last-in, first-out, and average
cost methods. In accordance with indusiry practice, certain products (such as magazines, books,
compact discs and cassettes) are sold to customers with the right to return unsold items Revenues
from such sales represent gross sales less a provision for future returns Returned goods included in
inventory are valued at estimated realizable value but not in excess of cost

A significant portion of cable system revenues are derived from subscriber fees, which are recorded
as revenue in the period the service is provided.

Advertising

Advertising costs are expensed upon the first exhibition of the advertisement, except for certain
direct-response advertising. for which the costs are capitalized and amortized over the expected
penod of future benefits Direct-response advertising principally consssts of product promotional
mailings, broadcast advertising, catalogs and other promotional costs incurred in the Company’s
direct-marketing businesses. Deferred advertising costs are generally amortized over periods of up
to three years subsequent to the promotional event using straight-line or accelerated methods, with
a significant portion of such costs amortized in twelve months or less Deferred advertising costs for
Time Warner amounted to $195 million and $175 million at December 31, 1995 and 1994,
respectively. Advertising expense for Time Warner amounted to $1.045 bitlion in 1995, §931
million in 1994 and $831 million in 1993

Cash and Equivalents

Cash equivalents consist of commercial paper and other investments that are readily convertible into
cash, and have original maturities of three months or less Noncurrent cash and equivalents at
December 31, 1995 consist of net proceeds received from the issuance of Preferred Trust Secunties
in December 1995, which were segregated for the redemption of the 8 75% Convert:hle Debentures
in February 1996 (Notes 6 and 8)

Property, Plant and Equipment

Property, plant and equipment are stated at cost Additions to cable property, plant and equipment
generally include material, fabor, overbead and interest Depreciation is provided generally on the
straight line method over usefi. ‘ves ranging up to twenty-five years for buildings and
improvements and up to fifteen years for furniture, fixtures, cabie television equipment and other

equipment

In March 1995, the FASB issued Statement of Financial Accounting Standards No 121,
"Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed
Of." ("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 certain intangible assets. Time Warner expects that the adoption of FAS 121 will not havc 4
matenal effect on its financial statements

Intangible Assels












were assigned to that partner or its predecessor based on the estimated fair value of the net assets
each contributed to the partnership, as adjusted for the fair value of certain assets distributed by
TWE to the Time Warner General Partners in 1993 which were not subsequently reacquired by
TWE in 1995 ("Contributed Capital™), plus, with re- yect to the pnority capital interests only, any
undistributed priority capital retumn. The prionty capital return consists of aet partnership income
allocated to date in accordance with the provisions of the TWE partnership agreement and the nght
to be allocated additional partnership income which, together with any previously allocated net
partnership income, provides for the vanious priority capital rates of return specified in the table
below The sum of Contributed Capital and the undistnbuted prionty capital return is referred to as
"Cumuiative Prionty Capital " Cumulative Priority Capital is not necessanly indicative of the fair
value of the underlying priority capital interests principally due to above-market rates of return on
certain priority capital interests as compared to securities of comparable credit risk and maturity,
such as the 13.25% rate of return on the junior priority capital intzrest owned by subsidiaries of
Time Wamer. Furnthermore, the ultimate realization of Cumulative Priority Capital could be affected
by the fair value of TWE, which is subject to fluctuation

A summary of the priority of Contributed Capital, Ttme Warner's ownership of Contributed Capital
and Cumulative Priority Capital at December 31, 1995 and prionty capital rates of return thercon 1s
set forth below:

Priority
Capital
Priority of . . Rates of 4%
Cmm’bmedComnbuted;:;:;:f;" Y€ Return®* Owned
Capital  Capital® Capital (%6 per by Time
(dillions} P annim Warner
compurded
quarterly)
Senior
prionty $14 $14%** 800% 100 00%
capital
Pro rata
priority 56 87 13 00%**** 74 49%
capital
Junior
priority 29 46 13 25%°***** 100 00%
capital
Residual
equity 13 ] jeeecos osssen 74 4995
capial

* Excludcs partinership income or koss allocated thereto

** Income silocaivne related io pronily capidsl tates ol refurn are basod on parinership iconke aller any spesial Ly silocations

*#* Nel of $366 milon of partncrehuip income distnbuted in 195 represcnting the pnonn capasl retuen thereon through June 3G, 1995
=ees 1| 00%s o the calent concurrenty distribuled

sreer )| 25% o the exilent concurrently disnbined

svaeerRemdus cquily camial s nol cntitied 10 Rated pronty rates of raum snd, as such, ds Cumulative Prionty Capital 1s equal Lo its
Conwnbuted Capiial However, i the case off certaw evenils such as the hquidation or dessolution of ressdual equily capatal i entitked to

any cxcess of the (ur value of the net ssscts of TWE vver 1he sggregale amount of Cumulalive Prionity Capltsl and spocial tax
allocations. The ressdual equaty Contnbuted Capial hax pisonity over Lhe pnoety retums un junad and pro 1ats prionts caprial




Because Contributed Capital is based on the fair value of the net assets that each partner contnbuted
1o the parinership, the aggregate of such amounts is significantly higher than TWE's partners’ capital
as reflected in the consolidated financial statements, which is based on the histoncal cost of the
contributed net assets. For purposes of aliocating parin.sship income or loss to the partners,
partnership income or loss is based on the fair value of the net assets contributed to the partnership
and results in significantly less partnership income, or results in partnership losses, in contrast to the
net income reported by TWE for financial statement purposes, which is also based on the historical
cost of contributed net assets.

Under the TWE partnership agreement, parinership income, to the extent earned, is first allocated to
the partners so that the economic burden of the income tax consequences of partnership operations
is borne as though the parinership were taxed as a corporation ("special tax allocations”), then to
the senior prionty, pro rata prionity and junior priority capital interests, in order of priority, at rates
of return ranging from 8% to 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 th 'n to reduce the Contributed Capital of, the residual equity, jumor priontyv capital and pro
rata prionty capital interests, in thay order, then to reduce the Time Warner General Partners' sentor
priority capital, including parinership income allocated thereto, and finally to reduce any special tax
allocations To the extent partnership income is insufficient to satisfy all special allocations in a
particular accounting period, the right 1o receive additional partnership income necessary to provide
for the vanous priority capital rates of return is carried forward until satisfied out of future
partnership income, including any parinership income that may result from any liquidation or
dissolution of TWE

The TWE partnership agreement provides, under cenain circumstances, for the distribution of
pannership income allocated to the senior priority capital owned by the Time Warrer General
Partners. Pursuant to such provision, $366 million of parinership income was distributed to the
Time Warner General Partners in 1995. The senior prionity capital and, to the extent not previously
distnbuted, partrarship income allocated thereto is required 1o be distributed in three annual
installments beginning on July 1, 1997 The junior priority capital owned by subsidiaries of Time
Warner may be increased if certain operating pertormance targets are achieved over a five-year
period ending on December 31, 1996 and a ten-year period ending on December 31, 2001
Although satisfaction of the ten-year operating performance target is indcterminable at this time, it
15 not expected that the five-year target will be attained

TWE reported net income of $73 million, $16) million and $198 muilion in 1995, 1954 and 1993,
respectively, no portion of which was allocated to the limited partners Time Warner did not
recognize a gain when TWE was capitalized TWE recorded the assets contributed by the Time
Wamer General Partners at Time Warner's historical cost. The excess of the Time Warner General
Partners’ interest i.  1e net assets of TWE over the net book value of their investment in TWE 1s
being amortized to income over a twenty year perod

U S WEST has an option to obtain up to an additional 6 33% of pro rata prionty capital and
residual equity intereats, depending on cable operating performance The option 1s exer. isable
between January 1, 1999 and on or about May 31, 2005 at a maximum cxercise price of §1 25
illion to $1.8 billion, depending on the year of exercise. Either U S WEST or TWLE. may elect that
the exercise price be paid with partnership interests rather than cash

Each Time Wamer General Partner has guaraniced a pro rata portion of approximately $6 billion of
TWE's debt and accrued interest at December 11, 1995, based on the relative fair value of the net
assets cach Time Wamer General Partner contnbuted to TWE Such indebtedness is recourse to
each Time Warner General Partner only to the extent of its guarantee In addition to their interests
in TWE and the other Entertainment Group companie., the assets of the Time Warner General



Partners include the equivalent of 29 6 milhon common shares of Turner Broadcasting System, [nc .
12 I million common shares of Hasbro, Inc , 43 7 million common shares of Time Warner, and
substantially all the assets of Time Warner's music business Therc are no restrictions on the abibty
of the Time Warner General Partner guarantors to transfer assets, ¢ “ier than TWI: assets, to parties
that are not guarantors.

Set forth below is summarized financial information of the Entertainment Group, which reflects the
consolidation by TWE of the TWE-Advance/Newhouse Partnership effective as of April 1, 1795
(Note 4), the deconsolidation of Six Flags Entertainment Corporation (*Six Flags®) effective as of
June 23, 1995 and the consolidation of Paragon Communications ("Paragon”) effective as of July 6,
1995

TIME WARNER ENTERTAINMENT GROUP

Operating Statement Information

Years fnded

December 31, 1995 1994 1903
{mithons)

Revenues $9.029%8,509%7.963
Depre_c:atolon and 1060 959 909
amomzalion
Business segment
operating income
interest and other,
net

Minonty interest 133 - -
Income before )

incomne taxes 256 176 281
Income before

992 852 905

539 616 564

. i 170 136 217
extraordinary item
Net income 146 136 207
Cash Flow Information
Years Ended
December 31, 1995 1994 1993

(miltions)

Cash provided by
operations
Capital
expenditures
Investments and
acquisitions
Investment

$1,495 31,341 31,276
(1,657)(1,235) (oil)

(217) (186} (308)

, 20 s

pr s 1. | 184
Loan to Time

Wamer - (400) i
Borrowings 2,484 1,001 3,075

Debt repayments  (3,596) (953)(3,734)



























Summit 10.5% Debentures

due April 15, 2005 140 -
Other s 129
Subtotal 10,3079,239

Reclassification of debt due
to TWE 10 amounts due to (400) (400)
the Entertainment Group

Total $9,907 $8,839

Debt Refinancings

During 1995 and early 1996, in response to favorable market conditions, Time Warner refinanced
approximately $4 billion of its public debt and, in conjunction with the cable acquisitions, entered
into a new credit agreement under which it refinanced approximately $2 7 bullion of dibt assumed in
the acquisitions, as more fully described below

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

The New Credit Agreement permits borrowings in an aggregate amount of up to $8 3 billion, with
no scheduled reductions in credit availability prior to matunty. Berrowings are limited to $4 billion
in the case of TWI Cable, $5 billion in the case of the TWE-Adv.nce/Newhouse Partnership and
$8 3 billion in the case of TWE, subject in each case 10 certain limitations and adjustments Such
borrowings bear interest at specific rates for each of the three borrowers, generally equal to LIBOR
plus a margin initially ranging from SO to 87 $ basis points, which margin will vary bascd on the
credit rating or financial leverage of the applicable borrower Unused credit is available for general
business purposes and to support any commercial paper borrowings Each borrower is required to
pay a commitment fee initially ranging from 2% to 35% per annum on the unused portion of its
commitment TWI Cable may also be required to pay an annual facility fee equal to 1875%, of the
entire amount of its commitment, depending on the level of its financial leverage in any given year
The New Credit Agreement contains certain covenants for each borrower relating to, among other
things, additional indebtedness; liens on assets, cash flow coverage an.. leverage ratios, and loans,
advances, distributions and other cash payments o transfers of assets from the borrowers to their
ruspective partners or aff “ates. Principally as a result of such restrictions, restricted nct assets of
consolidated subsidianies of Time Wamer amounted 1o approximately $950 milkon ar December 3§,
1995

In July 1995, TWI1 Cable borrowed approximately $1 2 billion under the New Credit Agrecineut to
refinance certain indebtedness assumed or incurred in the acquisition of KBLCOM An additional
$1 5 billion was borrowed by TWI Cable under the New Credit Agreement in January 199¢ to
refinance certain indebtedness assumed or incurred in the acquisition of "V and refated companics

In August 1995, Time Warner redeemed ail of its $1 8 biilion principal amount of outstanding
Redeemable Reset Notes due August 15, 2002 (the "Reset Notes”) in exchange for new secunties,
consisting of approximately $454 million aggregate principal amount of Floating Rate Notes due
August 15, 2000, approximately $272 million aggregate pnncipal amount of 7 975% Notes due
August 15, 2004, approximately $545 million aggregate principal amount of 8 11% Dcbentures due




August 15, 2006, and approximatcly $545 million aggregate principal amount oi 8.18% Debentu: .
due August 15, 2007

Through penodic redemptions, Time Warner has fully red .emed its $3. 1 billion principal amount of
8.75% Convertible Subosdinated Debentures due 2015 (the "8.75% Convertible Debentures®),
which were issued in April 1993 in exchange for the old Senes C preferred stock that was issued in
Time Warner's 1989 acquisition of Wamer Communications Inc. ("WCI") (Note 9) Time Wamer
first redecmed $900 million principal amount of 8 75% Convertible Debentures in July 1993 In
September 1995, Time Warner redeemed approximately $1 billion principal amount of such
debentures for $1 06 billion (including redemption premiums and accrued interest) and, in February
1996, Time Warner redeemed the remaining $1 2 billion principal amount of 8 75% Convertible
Debentures for §1 28 billion {(including redemption premiums and accrued interest) The Scptember
1995 redemption was financed with proceeds from a $500 million issuance of 7 75% ten-year notes
in June 1995, proceeds from a $374 million issuance of Company-obligaied mandatorily redeemable
preferred securities of a subsidiary in August 1995 and available cash and equivalents The February
1996 redemption was financed with proceeds from a 3575 million issuance of Company -obhgated
mandatonly redeemable preferred securities of a subsidiary in Deceiber 1995 and proceeds from a
$750 mullion issuance in January 1996 of (1} $400 million principal amount of 6 85% thirty-year
debentures, which are putable by the hoiders thereof in year seven, (ii) $200 million principal
amount of 8 3% forty-year discount debentures, which dc not pay cash interest for the first twenty
years, (i} $166 million principal amount of 7 48% twelve-year debentures and (iv) $150 million
principal amount of 8.05% twenty-year debentures See Note 8 {or a description of the mandatorily
redeemable preferred securities issued in connection with such redemptions.

An extraordinary loss of $57 million was incurred in 1993, principally in connection with t™>=
redemption of $900 million of 8.75% Convertible Debentures and $529 million of WCl senior and
subordinated debentures An extraordinary loss of $42 million was recognized in 1995 in connection
with the September 1995 redemption of the 8 75% Convertible Debentures and the write-off by
TWE of deferred financing costs rciated (o its former bank credit agreecment In addition, Time
Warner recognized an extraordinary loss of $26 million in February 1996 in connection with the
redemption of the remaining outstanding portion of the 8 75% Convertible Debentures

Zero Coupon Notes

Time Warner's zero coupon notes do nol pay interest until maturity The zero coupon exchangeable
notes due December 17, 2012 are exchangeable at any time by the holders into an aggregate of 12 |
million shares of common stock of Hasbro, Inc ("Hasbro”) at the rate of 7 301 shares for each
$1.000 pnincipal amount of notes, subject to Time Warner's right to § y in whole or in part with
cash instead of Hasbro common stock Time Warner can elect 1o redeem the notes any time after
vecember 17, 1997, an holders can elect to have the notes redeemed prior thereto in the event nf a
change of control, at the 1ssue price plus accrued interest Holders also can clect to have the notes
redeemed at the issue price plus accrued interest on December 17, 1997, 2002 and 2007, subject to
Time Warner's right to pay in whole or in part with Hasbro common stock instead of cash. The
equivalent conversion pric * of Hasbro common stock at the first date of redemption 1s $54 41 per
share, and will be adjusted thereafier in proportion 10 changes in the accrued original issue discount
of each note The 12 I mitlion shares of Hasbro common stock owned by Time Warner can be used
by the Company, at its election. to satisfy its obligations under such notes or its obligations under
certain mandatorily redeemable preferred securities of a subsidiary (Note 8). Unamortized original
issue discount on the zero coupon exchangeable notes dne 2012 was $1 070 billion and $1 104
billion at December 31, 1995 and 1994, respectively

The zero coupon convertible notes due June 22, 2013 are convertible at any ime by the holders into
an aggregate of 18.7 million shares of Time Warner common stock at the rate of 7 79 shares for






















31, 1995

Series E

Preferred

Stock issued 3.3 68 1/4/01 1/4/01
in January

1996

Series F

Preferred

Stock issued 3 5 67 1/4/00  1/4/01
in January

1996

Total shares
outstanding

at January 362
31, 1996

74 4

Each share of Series B Preferred Stock. (1) is entitled to a liquidation preference of $145 per share,
(2) is not convertible, (3) entitles the holder thereof to receive an annual dividend equal 10 $4 3§ per
share beginning in June 1995, and $9.28 per share prior thereto, (4) does not

encrally entitle the holder thereof to vote, except in certain limited circumstances, and (5) 1s
redeemable, in whole or in part, by Time Wamner and the holders thereof in exchange for cash or
shares of any class or senies of publicly-traded Time Warner stock, at Time Warner's option, equal
in value to the liquidation value of the Series B Preferred Stock plus a premium of 2% of liquidation
value for each year after May 31, 1995 1o the redemption date.

The principal terms of each series of convertible preferred stock issued in 1995 and 1990 (the Series
C Preferred Stock, the Series D Preferred Stock, the Series E Preferred Stock, the Series F
Preferred Stock, the Series G Preferred Stock, the Series H Preferred Stock and the Series |
Preferred Stock, and collectively, the "Convertible Preferred Stock”) are similar in nature, unless
otherwise noted below Each share of Convertible Preferred Stock (1) is entitled to a liquidation
preference of $100 per share, (2) is immediately convertible into 2 08264 shares of Time Warner
common stock at a conversion price of $48 per share (based on its hquidation value), except that
shares of the Series H Preferred Stock are generally not convertible until September S, 2000, (3)
entitles the holder thereof (i) to receive for a four year period from the date of issuance (or a five
year period with respect to the Series C and Series E Preferred Stock) an annual dividend per share
equal to the greater of $3 75 and an amount equal to the dividends paid on the Time Warner
common stock into which each share may be converted and (ii) to th~ extent that any of such shares
~f preferred stock remain outstanding at the end of the period in which the minimum $3 75 per
share dividend is to be  id, the holders thereafter will receive dividends equal to the dividends paid
on shares of Time Warner common stock multiplied by the number of shares into which their shares
of preferred stock are convertible and (4) except for the Series H Preferred Stock which is generally
not entitled to vote, entities the holder thereof to vote with the common stockholders on all matters
on which the common stockholders are entitled to vote, and each share of such Convertibie
Preferred Stock is entitled to two votes on any such matter.

Time Wamer has the right to exchange each series of Convertible Preferred Stock for Time Warner
common stock at the stated conversion price at any time on or afier the respective exchange date
The Series C Preferred Stock is exchangeable by the holder beginning after the third year from its
date of issuance and by Time Warner after the fourth year at the stated conversion price plus a
declining premium in years four and five and no premium thereafter In addition, Time Warner has
the right to redeem each series of Convertible Preferred Stock, in whole or in pan, for cash at the



























Total

Years Faded DDecember
31, tentlsom)

OPERATING
INCOME
Time Wamer
Publishing
usic*®

(able

Total

FEntertainment Group
Filmed Entertainment

Six Flags Theme parks
Broadcasting-the W1
Network
Programming-HBO
Cable

Total

Years Frdded December
31, (mullionys)

DEPRECIATION OF
PROPERTY, PLANT
AND EQUIPMENT
Time Warner

$9,62988,50987,963

1995 1994 (993

$381 $347 3298
121 166 296

5y -

3 3
3697 AR U

219 2
20 56 53

{66) - -

274 137
502 340

$992 SRL2 3905

213
406

1995 1994 1993

Publishing $59 947 345
usic 95 ¥0 87
Cable 27 - .
Total 3 I S
181 133 132
Entertainment Group
Fitmed Entertainment ll§ $76 %51
Six Flags Theme parks 20 S1 4}
Broadcasting-the WB i i .
Network
Programming-1{BO 18 14 14
Cable 465 340 327
Total I s s
—_ ——— = 0l 481 411







Cable 9.842 8303 8.102

Corporate®* 731 1,780 1,658

Total ' 3 5
$'3,960 ¢ 99215 202

* kolcummace  Group asects represent Tome Warner's invesiment in and amaunts duc lo and itom Lhe Enlerininmen) Giroup

*+ Conunsts prcipaily of cash, cash equivakenty and other investmenty

Years Ended [ecember

37, (mithons) 998 1994 993

CAPITAL

EXPENDITURES

Time Warner

Publishing $70 S50 841

usic 121 108 91

Cable %0 - -

Corporate 19 5 w0

Total o s
$266 8 (64 198

Entertainment Group

Filmed Enterfainment  § 294 § 395 Ig

Six Fiags [ heme Parks 443 46 34

Broadcasting-the WB

- - -

Network

Programming-HBO 20 1416
Cable* 1,293 778 153
Corporate 3 2 .
Tolal $ § 3

Years Inded
December 31,
(muitlions)

Revenues
United States®
Europe
Pacific Rim
Rest of World

Total

Operating
Income
United States
Europe
Pacific lsm

1,653 1,235 613

1995 1994 (993

$5447 $4944 5 4414

1,552 1,445 17296
75 724 581
293 293 288

$3067 %7396 5 0,581

$457 $494 §436
158 108 102
57 14 28


































Operating Officers
ENTERTAINMENT

Warner Bros.

ROBERT A. DALY
Chatrman and Co-CEQ

TERRY §. SEMEL
Chairman and Co-CEQ

BARRY M. MEYER
Executive Vice President and COO

RICHARD J. FOX
Executive Vice President, International Theatrical Enterprises

JAMES R. MILLER
Fxecutive Vice Prestdent, Business and Acquisitions

SANFORD R, REISENBACH
Fxecutive Vice President, Markeung and Planming

EDWARD A. ROMANO
Fxecunve Vice President and Ci<0

STEPHEN ROSS
Fxecutive Vice Presidem, Special Pr jects

JOHN A. SCHULMAN
Fxecunive Vice President and General Counsel

Warner Bros Worldwide Theatrical Production
BRUCE BERMAN

Prosident

Warner Bros Worldwide Theatrical Advertising and Publicity
ROBERT G. FRIEDMAN

1 estdent

Warner Bros Intemnational Theatncal Distribution
EDWARD E. FRUMKES
President

Warner Home Video
WARREN LIEBERFAREB
Presidemt

Warner Bros [Domestic Theatnical Distribution
D. BARRY REARDON
Prestdent






AARON LEVY
Vice Chairman and (COQ

SEYMOUR STEIN
President

DC Comies

JENETTE KAHN
President and Fditor-in-Chef

PAUL LEVITZ
Executive Vice President and Publisher

The Atlantic Group

AHMET M. ERTEGUN
Co-Chatrman und Co-CERQ

VAL AZZOLI
Co-Charrman and Co-CFO

Warner Music Group
ROBERT A. DALY
Charrman and Co-CEQ

TERRY S. SEMEL
Chairman and Co-CEO

JEROME N. GOLD
Lxecunve Vice Presiden amd CFQ

FRED WISTOW

Fxecutive Vice President and General Counsel

Warner Bros. Records

RUSS THYRET
¢ “hairmars and CEQ

DAVID ALTSCHUL
Vice Chairman

COLIN HODGSON
Fxecutive Vice President and CF()

STEVEN BAKER
President. Warner ros. records

HOWIE KLEIN
President, Reprise records

Warner Music International



RAMON LOPEZ
Charrman and CEQ

STEPHEN SHRIMPTON
Presidernt

JAMES CARADINE
Executive Vice Presideni

KEN COOPER
Executive Vice President and CFO

PETER ANDRY
Warner Classics International

ANDRE MIDANI
President, Warner Music Latin America

MANFRED ZUMKELLER
President, Warner Music Furope

WEA Inc.
DAVYID MOUNT
Chairman and CKO

ELLIS KERN
President and Co-COQ

RICK WIETSMA
Executive Vice President and Co-C0O0

Warner/Chappell Music
LESLIE E. BIDER
Chairman and CEQ

IRA PIANKO
Chief Operating Officer and CI-()

RICK SHOEMAKER
President

Warner Special Products

ANTHONY PIPITONE
President and CEO

Home Box Office

JEFFREY L. BEWKES
Chairman, President and (FO



SETH G. ABRAHAM
Executive Vice President and President, Time Warner Sporis

CHRIS ALBRECHT
Executive Vice President and President, Original Programming und HB(} Independent Productions

JOHN K. BILLOCK
Executive Vice President and Presidemt, HRO Sules and Marketiny

LARRY P. CARLSON
Fxecutive Vice President and President, HR() Satellite Serices

ROBERT COOPER
Execuiive Vice President and Presidens, HBO Pictures and HBO NYC Productions

WILLIAM C, NELSON
Executive Vice President and CFO

JOHN S. REDPATH JR.
Ixecutive Vice President and General Counsel

STEPHEN J. SCHEFFER
Execunive Vice President and President, Iilm Programmng, Video, amnd Enterprises

CURTIS G. VIEBRANZ
Executive Vice President and President, HBO International

HAROLD AKSELRAD
Semor Vice Presidemt, Business Affairs

DAVID BALDWIN
Semor Vice President, Prog, am Planmny

VINTON H. BAUER
Sentor Vice President, HBO Direct

ALBERT COLLIS JR.
Senior Vice President, Information Technology

SHELEY b. FISCHEL
Semor Vice President, Human Resources and Admimstration

ROBLRT S. GRASSI
Semor Vice President, Affiliaic relations

LESLIE H. JACOBSON
Semior Vice President, Film Programnung

ERIC KESSLER
Sentor Vice President, HBO Marketing

HENRY MCGEE
Semor Vice President and Preswdent, HBO Video

SHEILA NEVINS
Semor Vice President, Documentary and Family Programming
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Common Stock Repurchass Program In Aprd 1996, Tume
Warner's Board of Oirectors sutharized & plogram to repirchase.
from ume o ime, up to 15 millon shares of Time Warner
common stock in connection therewith, Time Warner cnteved
inlo a five-yesr. $750 millon revolving credit facikly (the “Stock
Opiion Proceeds Credit Faciky”) m bday 1698, Borrowings
under the Stock Option Praceeds Creds Faciity are principally
used @ fund HOCK repurChases and spproximately 3200 milon
of preferred dividend requiroments on Time Warner's Series G,
H, | and J Preforred Stock, The common siock repurchased
under tha program is expected 1o be used to sausly luture share
1ssusnces relsted to the exercise of exislihg empioyoo stock
options Actusl repgurcheses in any period will be subject lo
market condions As of December 31, 1986, Tima Warnar had
acquined approximately 11 4 milion shares of £ commaon stonk
for an sggregate cost of $456 mikon Such repurchases were
principally fundes wath borrowings under the Stock Opuinn
Procceds Credit Facuty

The Stock Opiwon Proceeds Credt Facdity witially prowded
for borrowngs of up 1o 3750 madlon, of which up to 3100 miibon
5 resetved solely for the parymard of interest and fees there -
under At December 31, 1996, $488 millkion had becn borfowed
uhdor the Stock Opton Procesds Credit Faclity. Barrowings
undor the Stock Opdon Procesds Cradit Faciity generally besr
inerest st LIBOR phus 8 margin equal (o 75 bess pointy and
arc principaity expected W be repaid from the cash prococds
rocerved from e enarcies of designaied empioyes stock opuons
The recepl of such StOCK QPUON prOCEeCs parmananty reduces
the boirowing sveilsbility under the (aclity. whech has beon
feduced to approsimalely %715 million 03 of Docembor 3. 1996
Al December 31, 1996, bawed on & closing marked pnce
of Tume Warniv common siock of $37 50. the aggregsato vaiue
of potential proceeds o Time Wadaer from the exorcise of
outstanding vestad, "in the money” stock oplions covered
under the {acility was approxmately $1 5 billion, representng
a? 110 ) coverage rabo over the related bofrawing avpilabiity

To thee extent That StOCk GRLDN Proceeds e Nt SWfiIcient
10 sanusfy Timo Warnos's oblgatons under the Stock Opion
Proceeds Credrt Facdaty. Tame Warner 4 generally required to
fepay such barrowings usung ploceeds from the sake of shares

of it -ommon stock heid In escrow unded the Stock Oplion
Proceeds Credn Faciny o, st Time Warnet's clecuon, using
available cash on hand In addition, as a result of Time Warner's
commiiment to use the Stack Option Procecds Credit F aciity to
fund approxmmaloly $200 milbon of preterred dividend fequira.
ments on s 50nes G H, | and J Preleced Stock, Time Warnaer
has L0 supplemontaity agreed tu pIACE IN OACTOW A AMOUIM
of cash oqual 16 tho oxcess of lha unpad predurred diwdenxt
reguements on such spnes of converlibie preferred Stock Dver
Lhe birtowang avaiabiity undor the facdity st any umec At
Docombeor 11, 1806, Teme Warner had placed $62 mithion of cash
and 38 milkon shares n escrow under these arangements, which
shares are not conudersd 10 be sued and o slanding capital
stock of tho Company Time Warngs may Le roqueed, from vme
Lo bime, 1o have up tn 52 5 mikon shares el n oscrow
Because barrowangs wider the Stock Oplion Proceeds
Crodit Facbly are cxpecied Lo be pnncipally repaid by Time
Warner {rom the cash procecds related tn the ¢xe rcise nf
rmplayer Stock oplions . Time Warmer s pincipat credt catug
agencwes have concludged thal such borrowings and related
fnancing Costs ate credit noutral and are cxcludahile from dobt
and mierost cxpense 'especuvely, for thar purpases in cvalu
ating Tima Wefou:'s lvorage and covivage rabios .. adddion,
because Time Warnes has comnmrted 1o use the Stock Option
Proceeds Credd § acirty 1o fund approsymastely $200 milion of
proforred dvidond reGgueements on 1S Senes G H, land )
Prefarrod Stock, snd has enloied Lo Lha eSCiow BrTANGements
gnscnbed above. such pieferred drvidend requircments are
similnrly exclode from prefoitod dividends for purposes of
evaluating Time Wainer 5 Coverage tatio

Debt Rafinancings i 1996 s~ early 1887, Timo Warnor
Continued o capitaiize on tavorable market conditions [hrough
certamn debt refinancings. whach lowered wlerest rates, slag.
gered drbl matunties 8nd. with rospect (o the redempion of tha
8 714% Convertibic Debontures in f cbruary 1996 and the TBS
Converuble Koles n February 1337 ~limunated the potential
dilwason from the convarsion of s h seconties into 31 3 milbon

ahares of common sinck



in January 1996. in connection with the CVI Acquistion,
subsidianes of Time Warrer assumed $ 500 mudton of public
notes and debentures of CYI and borrowed $1 5 bilhon under
the 1995 Crednt Agreement to redinance s hke-smount of other
indebtedness assumed or Incurred N SuCh acquismion

in February 1996, Time Warner redeomed ihe remaining
$1 2 bivon prncipal amount of 8.75% Comvertible Dabentures
fnr $1 28 bdlion, inchucding redemplion fr amiums and accrued
interest thoreon The redempion was financed with (1) proceeds
raesed from 8 $575 mulion msusnco m December 1995 of
Company-obligated mandatorsy redoomable preferred socwities
of a subsichary armd (2) $7%0 mihon of proceeds raised from the
1ssuance an Januasry 1996 of {i) $400 miison prencipal amount of
E B5% debemures due (026, which are redeemabln ol the opluon
of the holders thereod i 2003, (n) 3200 mallion prncipal amouid
of 8 3% discount “ebemuras due 2036, which do not pay cash
interest untd 2016, (m) $ 166 muillion pong ipal amourt of 7 8%,
dirbentures due 2008 and (vl $150 million prncipal amount of
8 05% debenturcs due 2016

During Lhe st quarter of 1987, Twne Wainer oniarad inin
a number of linancing tramasrtions, which resulled in the
refinancing of approximatety 5600 million of debt Tene Warner
redecmed $300 mithon princips! smount of 10 75% Sanior
Notes due January 30, 2002 of TWI Cable and approximately
$263 milkon sccroted amowntl of TBS Converuibie Notes st an
aggregete resemplion price of spproxmaiely $600 milkon,
InCluding fedemplon prewiams and sccrued interesl ther con
Tima Warnor 8lsd issusd S$800 milkon prncipal amount of
fioating Rate Reset Notes due Docembar 30, 2011 {the
“Floating Rate Resst Notes”™) The Floating Rala Resct Notes
boer inlarest sl & foalng rale oqual to LIBOR ioss 25 basm
points until December 30, 2009, at wisch Lme the inlerest rate
wil De reset at 8 hixed rate oquat 1o & 59% plus & margn based
upon Time Warner's Credal rish 8¢ »uch ume The Floslng Rale
Reset Notes are redeemable st the ciecbon of the holders in
whaole but not w1 part, on December 3G 2001

Dadst © :cduclion Progrem As par f a cortmuing sUrategy

to enhance the financwsl position and crede statisties of Time
Warner and the £ntertamment Group, 8 52- $3 bilhon debt
reduclion program was initaled in 1395 ncluding the sake

of $1% of TWE's imorest in Six Flags 0 Junn 1995, the salo

of an inerest tn QVC. nc 1n Februay 1995, the sale of crrain
unclustered ¢ abie sysiems. the proc oeds raised from the mone
liration of Time Watmer s investment in Hasbro in Aogust 1995
{through the Issuance of mandaic-ily redeemable preforred
tocurtios of 8 subsadiary) and & porton of A intarest in

ITWE in Aprd 1986 [Cwough the 1ssusnce of Series M Preferred
Sloch) and the expected 1997 wake of TWE s nterestin f!
Entertainrnent Tolewsion inc . Time Warner and (he
Entertainmont Group on 8 cambined basis have excecded
ther wial gaals unde this progeam

Cradn Siatistics [he combination of assel saies and debt reh
nanc ngs i% Inlenced Lo strengthen Lhe financial postron of Time
Warner and the € nlertamnmicnt Gioup and, when taken together
wilh [ BITDA growth. 14 expocted (o conlinue (ha improvement
of Time Warner's over sl credil statistic s Those credn slalistics
consis of commonly used liquadty measwres Such 83 everage
and Covernge ralins. The leveraQe ralio fopreseris the raln of
1otpi cirt, less avadable cash and oquivalents ["Nel debt ] to
totsl business segmenl EBITDA, kess corparate expen o5
CAdjusted EBITDA®) The coverage ratio represants the (stio

of Adpsied EBITDA to tolal imerest expense . wior prefetred
fdidends Those ratios, on & pro lorma baus for 1996 snd
1995, and on p Histoncal baus for 1994, are a3 sm fonh below
for each of Tune Warner and Time Warner and the Enterlainment
Group combingd Ceartain rsting agorncies and nibor credit
analysts place more emphass on the combined ratos whike
olhors place more emphats on the Time Warnes stand alone
ratios it should be undersiood. weves, that the assms of the
Entertainment Group arc not (rewely availabic to fund the cash
noods of [ime Warner












pancipally 8 & resull of the lconsing of 1ho bR Wolavision sories
Frionds and ER {or damestic syndgic ation, as well as lor
cxlubitien on Time Warner's Cablo television nelwork s beginning
n 1998 Backlog of the recenlly-acquired film produchion
companes of TES amourted 10 approximately $290 milhon at
December 31, 1998 finCluding Amounts reAaGnNGg Lo 11 hietising
ol him product to Twne Waroes s cable television networks of
aspptoximately 390 millos g

Because backiog genes sily relates 1o countracts for the
liconsing of theatncal $nd lolewson product which bave soady
beon pioduced. the recogrition of revenue for such completed
product is pricipsilty only depeodent upon the commencement
of tha availabulily penod for telecast under tha tarms of the
related heensing agreomnent Cash keensing fees aro colleciod
periodic lty over the térm of te rolaled licensing agreemonts
Accordingly. the portion of backiog for whech cash advances
have nak slready becn recrived has signdicant olf -baianc e sheet
asset value 85 o sowrce of hutwe fundng The backing cxcludes
advertising barler contracts. which sre also expocted to rosut
in the future reshzauon of revenuos and Cash \Tvough the sale
ol advertising 3pots reCeved under tuch CORURCLS

ISTEAEAY AATE ASD FOAEION CURRENCY
RISK MANAGEMEINT

intaresl Rate Swap Camtracts Time Warner uses Witeresl rate
Swap COmsatts 10 sdierst the proporion of total detd that is
subyect to varisble snd foed mterest rales At December 31,
1996, Time Warner had mtaresl (alc Swap CORZACIS to pay
flaaung-rates of mevesl {dvevada sia-month LIBOR rale of

5 19%) and receive hiaed rales of intercst (average rate of 5 5%)
on $2 1 bilinn novonal amownt of mdebiedness. which residted
n sppioximately 4 7% of Twne Warner's underlying debt and
43% of the debdt of Twme Warne: and the Entertainment Group

¢ ombined, bedg subyoct W variebie interost rstos AL Decembor
31 1995, Time Warner had mietost rats swap Contracts on

$2 6 buhon nobonat amours of indetedness.

Foreign Exchange Contracts Time Wainer uses lorewgn
exchange ConUad i35 primardy Lo hidge tha risk that uniomitiad
o future royakies and cnsa foes owed to Time Wartur of
TWE domastic ompanses (v the wake or anticipated sate of
U'S copynghled products atvoad may be adveescly affected
by changes n foreign currency exchange rates As par of s
overalt siralegy Lo manago thw level of oxposse 10 the 1isk of
foregn cutrend y #xchange rate fluctuations. ime Warner
hodges a poruon of 1s and TWI s cambined foresgn curcency
AVPOSLIEL AnLc IPatod rivar 1 1isieng twelvo manth peood
Al December 31, 1996. Time Warnetr had offectivery hedged
approximstely haif ol the combioed esumated foroign currency
exposw ot thal prancipally rolate 1o anticipated cssh Nows 1O be
remited tothe U S over the pnswng Mwaelve month posod using
forcagn exchange Contzacts that gonedoily have matunbes of
throe months of WSS, whsch ar0 goeneraldly sised Dve? 1O provide
continuing coverage Ihfoughout Uie year Time Warner ofien
closes foreign cxchange sake Ccontracls by purchasag an
offsoting purchase conact At Doc embor 31, 1996, Tume: W net
had contracts for the wase of 3447 mitikon and Lhe purchase of
$104 mifiion of forawQn currencens at ired tales, compared
to contracts for U sale of 3504 mikon and the purchase of
1140 miikon of foresgn currencies s Lecernber 31, 1995

Soe Note 14 1o the accompanying € omsoldated
financial slatements for a more compyehenive deron ~ion
of Time Warner's interest rate and loresgn Cudtendy fiuk

management activies


















Notes to Consolidated Finamcial Statements

1. ORGANIZATION AND SUMMARY OF SIONWFICANT
ACCOUNTING POLICIES

Description of Busiress On October 10, 1996, Time Warnet
Inc {"Time Warner™ of the “Company ). acquerad the romaiung
80% interest in Turner Broadcasting System, Inc. [“TBS ") that
t did not alrgady cwn, as more fully describod harcin (Note 2)
AS 3 resuf of this ransaCUon, 3 New parent COMparny with the
name “Tune warner inc ° replaced the old parent company of
the: same name Old Time Warner *, now knaown as Tima Warnor
Companses. Inc |. and Okt Tune Warner and TBS boc ame
Sepaate. wholly owned sududisries of the new paemnt company
("New Time Warner™) References becein to “Time Warner* of the
“Company” reter 1o Did Tene Warner prs 1o Octobor 10 1986
and New Time Warner (herealter

Tune Wacnes 15 The world & lesding modia and entesLan
mont Company whose pOncips! Business obseclive is Lo croatre
arel distribute branded wfor mation and ertortainment ¢ opy-
rights thraughout the world Tune Warmey classfies 1s business
interests into four flundamenial areas” Entertanment. consisting
prncipally of interests in reconmad MUSIc and Music publtshing,
Himed enternainment. LEewISOn O0UCTon. LoWon broad -
casting and theme parks: Cable Natworks, consinling principstly
of interesls in cable LEEISION Progr AMMing and spons
franctuses. Publishing, consistng prncipaity of mwrests in
magazinc publisiung, book publbshing and direct mark eting:
and Cable. consisting prncipally of imerests in cabie (clevition
systems A majorty of Time Warner's imercats 1 Himed entor.
fnment. ekevisian produclion. telovmean broadc sstiing and
theme parks, a porion of NS interests in cable television
programmmg and b Mmaorry of 1S CADE (CHvISION Systems
a'c held (hraugh Time Wainer Entertanmaent Company. L P
{"TWE"] Time Wn: ner O gencral and kmded partnership
uiterests o TWh conustmg of 74 49% of the pro rats phonty
capnal ["Seres A Capiai®) and residoal equity £apital ["Resdua)
Captat™], and 100% of the Senir Priormy Capital [~ Senor
Capnat™) and jumor preonty capua) {*Senes B Capaal™) The
remaming 25 51% hmied pannessig intevests in the Sorws A
Fapiiat ang Resiguat Capital of TWE are hedd Dy a subsdiary
PTUSWEST Inc {"U S WEST | Time Warnar docs not
consolidate TWE and cerian related COMPAMNES (Lo
“Entenainment Group“} lor ANsncLal (EParting purposes
because of certain imAed partnes ship approva) nghts rrlated
to TWH santirest 10 coniain cable tolavinion sysisms

4

Each of the bunness eveals within Entertasnment, Cabie
Metworks, Publishe o snd Cable 1t important 1n managemant's
nbjective of INcressing shareholder value thisugh the creation,
~riension and distrbulon of roCognizable brands and copy
fghts throughout the world Such bramds snd Copyrgs
include (1) copyrighted music from many of the worlkg's leading
recording artisls that 16 produced and distnibuted by a fanuly of
astablished feCord labeis such as Warnor Bros Recards, the
Allarc and Elekis ¥ Eerisinment Groups snd Watner Mus.c
ey nabinnal (2] the uegue sind estensve T 1etevision and
animation ibearsgs of Warne: oy and THY and Gadomarks
such as the Looney Tunes characters Batman and The
Fintstones (3! The WH Network. a nabonal broade asting
network sunched in 1995 as an exlension of the Wacner Bros
twand and 1% An acdatmnat ditnbuton outlel lor the Lompany +
colectron of Chikdien L CAMO0MS ANd LekevISON [OQramIThin,
14) Six Fimgs. 1he largest regronal theme patk opeaslon n U
Unned States. in whach TWE owris & 499% intorest, (5) wading
cable televison nelwork s, such 83 HBO, Cinerizx, CNN, TNT
and the TBS Supersiaton, (B} sparts iranc hisas cnnsisting of
the Allarts Braves and Atianias Hawks_ (7) magazing (ranchises
such ws Trme. People and Sparts Husisated and awedt
markoung brands soch as Tima Liue Inc snd Book-of tho- Momh
Club ana (8} Tune Warner Cabile. the second largest operstor
of coble Welavision systems inthe U S

Tho apatating resulls of Time Warner's various business
letests ade preseniod heren &3 a0 indw ation of financ wl
perlormance (Ncie 15) € xcop for starf up loases wx werg m
camection with Tho WB Network. Time Warnar's prine gia)
DUBINESS UECSLS generate Lgrfa snt operaling income and
cash flow from aperstsons The cash flow from operations
govrated Dy such Duwne s inlereats 1% Comiderably groate:
than thed opes aling ind T doe 10 S1gifec ant smounts of
noncash amortizaton of intangbic a5401s recogrized in
YAIOUS ACQuitiinns accnunled frr by tha pu chase method
of accounting Nont ash amartization of intangible a%srts
racorded by Time Warnies s business iInerests, inciudang the
unC e SHIat A Butaness intecests of the Enderoantaent G oar
smoureed (o 31 117 bliion i 1996 3827 malion n 1995
and $ 762 millon in 1994
























partiership and resuts in sigruficantly 10ss partnes stip income,
of results in parinership loawes. 1N ConUesh o the net ome
reparted by TWE lor financisl statement purposes, which Is
alv0 bascd on the husilorcal cost of contnbuted net assets

Under the TWE partnarship agroemont, parinorship
nCome. 10 the extent esrned, i fiirst siloc ated 10 the partners’
capinal accounts S0 that the economic burden of the incame tax
CONSCQUENCes of partner ship operations is borne as though the
pannersiup were taxed Bs a Corparalion (Csptr sl tax alinca
1 n57), then to the Servor Capalal, Sories A Capital and Sorwes B
Capntal. in order of priomty, at rates of rewrn ranging from 8%
ta 131 25% per annum, and hnslly to the Resdua! Capial
Partrership o s generally sre sflocated (irst Lo eleninate prior
allocatians of partnership mcome 0. and then to reduce the
Contributed Capaal of the Rewigual Capital, Sernies B Capaal
ang Senies A Capual in that arded, then to seduce the Time
warner General Parinees” Senay Capital, including partnesship
income slocated thereto, shd finsily to reduc e any spacial tax
allocatrans To the extent partnership income ts insufhiciert (o
safisfy oil <pecal aikoc ABans in 8 porctc U Accaunlng poriod,
the nght 1o receive a3dRNsl parinersiip INCome NeCessary to
prowvide for the vanouws prioeity caphal ratas of return s carmied
forward untl sausfied out of future partnes shep income,
inciuding any parnerwhip mcome that may result from any
hqwdation, sake or drsoluton of TWE

The TWE partnership agreomonl provides, widor cortam
circumstances, for the destnbution of parinctstip ncome atio-
cated 1o the Senior Capitsl owned by the Time Warner Genaral
Partners Pursuam to such provision. $366 mallion of parincrship
income was distriovned 1o the Time Warner Genersl Pariners in
1995 Beginming on July 1, 1987, Lhe Senwr Capetal and. to the
extert nol previcusty disuibited. partnership income alloc ated
theto s iequired to be disinbuted wn three anoual insaiiments,
w i the mtiat distnbuton expected (o be approxmataty
3535 mihon The Sencs B Capital owred by the Time Warner
Goeneral Partiners may be ncreased f cregn oparating porlos
mare ¢ LarGets ate achieved over a Nive year penod ending
an December 11 1996 and a ton year pennd ending on
Ceeremie: 31 2001 Alhough sausiacton of the ten poar
Opfating perioomanc e Laiget s ingeterminabie At (Fus tme

the hve yeat 1aget was not attamed

TWE repacted net income of $210 mullion, $73 mithon and
$381 illinn in 1996, 1905 and 1994 raspectively. no parion of
which was alioc ated [o the hmted partners Tima Warnee dics nnt
recogreZe A garl when TWE was capitakzed TWE recorded ine
s55els comribuled by the Time Warner Genersl Partners ot Time
Warner's lestorical cox The excess of the Tume Warnor Generai
Partners’ interests in the med asscis of TWE ovor the net book
value of thew itnvestment in TWE i3 beng amostued Lo income
OV 8 IWwenty: year period

U S WEST has an apixon to obdsn up to an addssonal
6 11% of Seriny A Capilal and Residual Lapial inlerosts.
depending on cable nperating performanc e The aption 13 exer
c1sabla betwoen Janusty 1, 1999 and on of about May 11, 2005
ol A MANIMUM excise poce of 31 25 baion to 31 8 bilhon
depenadmng on the year of exercise bithe. U S WEST or Twi
may ckect that the exerc1se price be paid wath partnersiup
mirrests rathes than cash

Each Time Warnet General Partons has quaranteed a pro
1ats parton of appronsmately 35 4 tiliron at TWE 3 debt and
sccrnd wlotesd ol Uncember 31, 1990, LDaved ano the relative
far value of the net avsets each Time darnet General Parinee
contribuled 1o TWE Such indebtrdnoss 5 tonur e to rach
Time Wasner Genersl Partner only (n Lhe extent of s guarantee
in addnion (o ther interests in TWE and the othet Entertanmeid
Group companies, tho assets of the Time Warner General
Parnors includo a 10 6% nterest in TBS, a 10 29 interestin
Olg Tirme Warnes, 18 ) milon common shares of Hasbro, Inc
and substantially all the aswets of Tune Warner's musik
business Theee are no restictions on the abidy of the Twne
Warner Genersl Partnes guarsntons 1D Uansfer assels, other
than TWE assets. 1o parbes that asc AL guarantors

Sct forth below 1s summeanzed inancial udormation of
the Emertasnment Group. whs h refiec(s the formation by
TWE of the TWE - Agvance/Newhouse Partacistup effeclive
as of April 1 1995 (Nowe 21 Lhe decinnsohdaton of Six Flags
effecown as of Juni- 23 1995 ang Ihe c onsaidation of
Paragon etfeclive as of July 6. 199%








































HBased on the ievel of intorest rates prevading st Decoember
11, 1996, the tar valum of Teme Warner's fized rslo dobl
exceeded 1L carrying value by 3231 milion and it would have
cost $43 milhon 10 lermunale the related inlerest raie swap
contrac(s. winch combunod 1s the equevalent of an unrealized
foss of $274 mitbon Based on the ievel of wmerest rates
prevaiing at December 31, 1995, the faw vaiue of Time Warner
fixed-rate debt oxceeded &3 Carryng valuo by $407 miikon ana
& would have cost $ mileon 10 terminalo Ks iknro st ratle swap
contracts. winch condnned was the equivalont of an unrcalized
013 of $416 milhon Uryealized gamns of Hossgs on dobx o
inlerest rale Swap comracts are ndk recognized for financsl
reportng pur poses uniais (he dobt 14 retmod or Lhe comracis
are tarmunatod pror Lo thok malurity

Changes w1 the unfealized gains or l0ssgs on mkorost rate
Swap contracts and bt do not reALR in Lhe roaksatlon o
expenddure of cash undess the contracts are lormingiod or the
debt s retrad However. based on Tine Warnar's vatuble rale
debt and relsted intorost rate Swap COMUracts outilandmng al
December 31, 19956. each 25 bess pownt NCreats of GeCroase
in the level of terest redes would, FOSPOCUVE Y. INCTEASE OF
decrease Time Warner's arnusl intorest expensa snd rolated
cash payments by spprommately $16 miton, including 36
mukon related 10 interesl r e swap contracts. Such potentisd
INCreases of Ggocresses are based on Centain simplilying
assumplions, niciuding 8 conalant level of varnblo rate dobt
and related intovest rade SwBp COMracLs during the penod and
for al matuntics. an unmichate, 8cr0ss-the -board Increase o
deceeass in the kevel of wtoresl | ates with no other subsequen
changes for Lhe remanader of the prvwd

Forsmgn Exchangs Rish Mansgement fnirgn oxc hangr
cont/acls aie wiad prunar.y by Time Warnes to hedge the nisk
that ureematted or fulure roysiies and cense fees owed lo Time
Warner of TWE domeslsc companies for tw ke of snicipated
sale of U 5 copyrighted pragucts sbroad may be adversely
aftected by changes in loresgn Currency exchange retcs As part
of N3 ovetoll strawgy o Mansge the lavel of axposuro Lo the sk
of lorcwgn currency exchange rate (uctustons, Time Warno
hedges a porbon of s and TWE's combined foresgn curroncy
EXpOsUres ANLCIPAtOT Over e eNung twdive Month porniod

Al Gecember 11, 1996, Tume Warner has effectively hedged
approxsnaliely haif of the comizned estmated foresgn currency
exposres that princinady relsle Lo snucipsted cash flows o be
rermited o the U S ower the ~auing twehr® manth penod Lsing

lotesgn eachange contracts Lthat Jencrally have maturtes of
thvee months o7 I8ss whech are gonovally rolled over ta provda
cuntir NG caverage throughowt the year Time Warner oftrn
closes fosesgn exchsnge Contracis oy purchasng an olflsetting
purchaso contract At ODecember 31, 1996, Tema Warner had
cont>acts for the saie of $44 T milhon and the pwrchase of
3104 mikon of foresgn currencwes 3Chaed rates, prmarnly
English pounds (21% of el cantract vaiue). Govman macks
{19%}, Canadwn dodlars {1B8%), Frenchirancs {15%) a-t
Japanesa yen (19%), compared to rontracts for the sale of
$%0: miion and lha puchase of $140 milkon of lareign
currencies at December 31, 199%

Unronlizod gains o iasos rolated (o foregn axchango
T ontracts aio rac odded inoneome a4 tha matket value ol s h
confracts change accordingly, the ¢ atiying valae of tareign
Pehange contrac (s approximales maeked value The carrying
value of 10r0gn exCHRANGe CONL ALY was fx:t matanal al
Decomber 31, 1096 and 1995 and »s inciuded in othir curtent
Lahiities No Cash is required Lo be feceived of paid with respect
to such gawm and losies untd the related loregn sechange
contra s ate seflied, generady st [hew raspecuve motuiny
dates For the ynais ended December 31, 1856, 1995 and
19094, Time Warner ioCogrized $15 mithon in gamns, $20 malon
inlosses and $33 mithon n 0sses. respectivoly. and TWE
tecognizad 36 milion in gaing, 311 millon in losses and 320
mithon N loises resped iwvely, on foreign exchange conracts,
which weve o are cxpected (o be offser by corresp ching
decreases and ncicases, respecively, m the dodlac value of
losomgn currency foyakes and beense fee p. ymants that have
been of are antc pated 10 be recrived 1 Chsh from the watke of
US copyng od procdurts sbvead Lime Waroer mwmb ses o
15 roimbursod by TWi Tor contract gaws and inssos relatod to
TWE s foresgn currency exposure Fareign cutrency comracts
are plac ed with a numbes of magor finascut nsttutinns W
ordor to manemize Cradit nsk

Based on the loreign exc hange contracts oulatanding at
Decnmber 11, 1996. each 3% dovaluat:on of the U S dollar as
compated Lo the lovel of foregn exchange ratos lor curencias
unoer conlisct at Docember 31 1886 would result i appron
mately $22 mibnn of uncoalzed I0sses anc 35 rullion of
urreskzed gans on loregn exchange Contracts imvolving laregn
cuirency sakes snd purchases, respectively Conversely 8 4%
appteciation of the 5 dollar would result 11 322 millnin of
wweshzed gans and 35 malion of unvashized OsSLes, rospoc
tiwely At December 31 1996 none of Time Warner's inrexgn
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