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Dear Shareholders:

Record Earnings
Cable's Clear Advantage

Copvright 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 lcading the
telecommunications revolution, changing forever how consumers receive
information and entertainment. With Time Warner leading the cable industry,
we are positioned to become a major player in delivering the full range of
telecommunication services.

Time Waraner is uniquel, positioned to reap the
benefiss of the telecommuniyations revalutian
and the worldwide demand for sofinare. No
competifor canm match the scope of our copyrighia
and distribuston nerwarks

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 (HBQO)-achieved combined double-digit growth and record
earnings before interest, taxes, depreciation and amortization (EBI'TDA). Due
to the impact of government rate regulation, Time War-ner Cable expcrienced
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 dexcribed as residing in sur
content or copyright businesses. These are hugely successful enterprises that can
be imitated but never auplicated. In franchises such as Time, People, Sports
Ilustrated, Book-of-the-Month Club, Time-Life Books, Warner Bros. Records,



Elektra, Atlantic Records, HBO, Warner Bros., L.ooncy 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 and 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 contro'ling 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 sre 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 Kids, and
ongoing cost management. By any standard Time Inc. remains the industry
leader. It is also becoming s major presence in the development of software for
new media. Already a leading direct marketer of books, music and video, Time
Inc. is repackaging its copyrights for resale ax 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 charge of its own
manufacturing and distribution, this is a truly global operation, The Group's
non-U.S. businesses, now accounting for over 50% of its revenues, have a
ten-year compound annual growth rate of better thun 20%. Here in the U.S,,
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 al' ums for the year
were from the Group's artists. The Group's roster of worldwide-sclling artists
included All-4-One, Anita Baker, Eric Clapton, Green Day, Luis Miguel, John
Michael Mont-gomery, R.E.M,, Stone T'emple Pilots, Mariya Takeuchi and The




3 Tenors.

Driven by the success of films such as Interview With the Vampire, Maverick,
The Client and Disclosure, Warner Bros. had its twelfth straight year of record
results. Warner Bros., however, is more than just the world's most consistently
successful film studio. Warner Bros. Telcvision is the leading cre- ator of
primetime programming, including breakout hits ER and Friends. The 1995
launch of The WB Network demonstrates our commitment to build a primetime
broadcast outlet for our new and classic copyrights. WB Studio Stores are
continuing to open new outlets in America and overseas. Warner Bros.’
investment in a theatrical animation business promises to bring the Studio the
same level of quality and success in animated features that it now enjoys in
every other area of family entertainment.

For HBO and Cinemax, 1994 was a championship season. At year-end, their
subscriber count was up 2.3 million from 1993, the largest increase in over a
decade. As well as winning new subscribers, HBO scored 23 CableACE Awards,
far more than its nearest competitor, and four Golden Globe Awards, more
than any broadcast network. HBO's growth comes from a number of factors.
Muitichannel HBO and Cine-max, for example, have improved penetration.
The introduction of HBO en Espaiiol has resulted in double-digit subscriber
growth in a demographic segment increasing at five times the general rate.

Our fou: content businesses had a year of unqualified success. Each is
positioned for double-digit growth well into the future.

Cable's Clear Advantage

Time Warner Cable has absorbed the pain of rate re-regulation =nd is now
moving bevond it. In the fourth quarter of this year, we expect the cable
company to return to a double-digit growth rate and to deliver consistent
double-digit growth in 1996 and beyond. Driving that growth was a healthy
increase in subscribers in 1994, Another key to growth is that cable has won the
race to be the first to bring broadband, digital interactivity into America's
homes and busin. sses. This isn't a boast. It's a simple technolegical fact.

Ay tepuiatory Daeriees tall cabic wall ke in the
telephune Bbusineccs Jong hejore the phone 1ompantes
dre o vubile’ . By emphacicing cur absliiy te puck-
apr TV und trlephone services we intend ia 2o dller
the 20% of the felecommunicalivas muriet that
penerares 0% of the revenury

There has been a good deal of confusion over which industry-cable or
telephone-has the competitive advantage in offering consumers telephone and
video services. There shouldn't be. Cable already has in place the basic wiring
for delivering programming services and true video on demand. Adding



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

Compared to other cable operators, Time Warner Cable possesses another
crucial 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 :arly
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 attractive cable systems
becoming available for acquisitions or joint ventures. Presented with the chance
to strengthen our clusters and complete our cable footprint, we seized it.

Our agreemcnts 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 more reliable
service-thereby increasing penetration and decreasing customer churn-and
through expanded pay-per-view and targeted advertising packages. In addition,
for a relatively small incremental investment, we will enter the
$100-billion-a-year local telephone industry, a step thut we will take later this
year in Rochester, New York By emphasizing our ability to package TV and
telephone services, we intend to go after the 20% of the telecommunications
market that generates 80% of the revenucs.

Time Warner | as aiready entered the $28-billion-a-year long-distance-access
business. We now provide companics in twelve locations across the country with
connections to their long-distance carriers, as well as 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 intcractive
services. We knmow 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'™ (Y¥SN) and
successfully demonstrated its capability to deliver movies on demand, vidco
games and home shopping services.









Opening Markets

The Digital Decade
- Brands in Demand

Today's media and entertainment industry—shaped by opening global markets, a revolution in

digital technology and the growing value of powerful brands—looks very different than it did
ten years ago. In another decade, it will be unrecognizable.

The forces that are molding our collective future—the globalization of commerce und the
accelerating power of commaunications technology—are fundamental and irreversible.
Combined with underlying demographic trends and the spread of copyright protection, these
Jorces are creating nol just new industries but a new economy. It is an economy based on
intellectual property...and intellectual capital. An economy in which the lingua franca is the
digital bit..and in which the ability to coin words and ideas, to create images and music, is the

coin of the realm. No company faces this changing world with more hope or better prospects
than Time Warner....
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Tne next decade presents one of the most significant internaional business opportunities n
history. Every day, imorc and more countries are opening their doors wider to fresh ideas, new
opportunitics and the energizing force of the free marketplace. People in every comner of the
globe are waking up to more and more options in the information and entertainment they can

receive and enjoy.
No. | in the World

If Time Warner's intemattonai operations were a stand-alone business, that business would rank
as the 130th largest company on the Forrune 500. Tune Wamer's intermational divisions bring in
more revenue and EBITDA than the non-U.S. media and entenainment operations of any other
corporation in the world Tune Warmmer's overseas revenues have grown froin less than $740
million in 1984 10 more than 34 billion 1n 1994. That's a compound annual growth rate of nearly

20%.

'

In 1970 Warner Music Group did business in three countries. Today it operates
in more than 65 and is Time Warner's largest global business. Non-U.S.
markets generate 57% of its recorded-music revenues,

m In the decade ahead, this growth rate is expected (o accelerate
Ole

Why? BBecause of a worldwide pattern of economic, political and demographic trends The rapid
development of market economies, spreading copyright protection, the growth of younger
population segments and the widespread adoption of new communications technologies-ali these
develupments are buth fundamental and irreversible. And all bode extremely well for T.me
Wamer.

Creating Free Markets and Protecting Creativity

State-controlled economies arc rapidly giving way to the free market. Time Wamer--with the
world's premier collection of journalists and creative artists, unsurpassed marketing expert'se and
global distribution networks (c g , Warner Bros. controls inore of its worldwide distribution than
any other studio)--is potsed fo enter promising new markets, from Eastem Europe to the Pacific
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programming on television.

The world of media and entertainment is changing. No company faces this changing world with
better prospects than Time Wamer.

* %k % * &
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Atlantic Classics Collective Soul Michae! Crawford

Altanuic Nashville Confederate Railroad  Encomium A Tribute to Led Zeppelin
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Dir.:Luis Llosa
Sylvester Stallone
Sharon Stone

Interview With the Vampire
Dir :Neil Jordan

Tom Cruise

Brad Patt

Kirstin Dunst

Antonio Banderas
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Stephen Rea
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Lois & Clark: ['he New Adventures of Superman
edicine Ball®*
urphy Brown

On Our Own

The Paremt ‘Hood*
Poiniman®

Sisters

Something Wilder
Step by Step

{/nder Suspicion
The Wayans Bros.*

Witn-Thomas Productions
Daddy's Gurls

The John Larroquette Show
uscle®

The Office**

The WB Television Network

uscle® (see also Witt-Thomas Productions)
The Parent "Hood*® (see also WRTV)
{nhappily Ever After®

the Wayan: Bros.*® (see also WBTV)

Warner Bros. Domestic Pay-TV, Cable and Network Features Distribution
Live FFrom the House of Hlues

* 1995 debut
**Afarch 1995 debur
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Adventure-debuted in 1994. Also premicring were such Time Wamer tic-ins as the
Police Academy Stunt Show, the Warmer Music Rock Revue, the Dennis the Menace
Screen Test and the Robin Hood Stunt Show, as well as enhanced theming and
additional rides in the parks' areas for younger guests, Bugs Bunny Land. And this
summer, the company will open Six Flags Humcane Harbor, a 22-acre [4-attraction,
themed water park, adjacent to Six Flags Magic Mountain. The resulting Six Flags
California complex will be the brst multi-gated entertainment location in the state.
The company plans to continue leveraging its resources and expertise to create

additional multi-gated destinations around is existing

theme parks.

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

Warner's brands.

More than Thrills

Six Flags' sponsorship sales reached new heights in 1994, including blue-chip
companies hke Coca-Cola, MCI, Chevrolet and Kodak New fantasy-themed concept
stores and restaurants debuted, such as the Looney Tunes Shoppe at Six Flags Great
Adventure and the new Mooseburger Lodge restaurant in High Sierra Temitory at Six
Flags Magic Mountain.

Six Flags Theme Parks

Six Flags Californin:

Six Flags Magic Mountain
Six Flags Hurmcane Harbor
Los Angeles, California


















Bronx Tale and Shadowland's.

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



TrHEWIRNELER
CABLE

Time Warner Cable is the cable company best positioned to
enter the new age of telecommunications.

The Power of Clustering
The Future is Now
Near Term and Beyond
An Explosion of Choice

Time Warner Cable expenenced robust internai basic subscnber growth of more than
4%, a 6% increase in pay units, 30% growth in advertising and | 1% growth in
pay-per-view revenues in 1994. The division continued its aggressive rollout of
fiber-optic cable, began a multifaceted entry into the telephone business and launched
the Full Service Network(TM) (FSN)--the most powerful and innovative
communications system ever introduced to consumers.

Due principally to goverminent rate regulation of the cable industry, Tiine Wamer
Cable's overall results were down 4% in 1994. Time Wamer Cable posted EBITDA
of $989 million in 1994, down from $1.035 billion in 1993,

Cable - Financial Highlights

(1 millrens) 1834 13918

Revenuss $2,247 §2,208

EBITDA 289 1,035




The Power of Clustering

Time Warner Cable is the most efficiently clustered of the world's leading cable
operalors, which positions it strongly for both expanded cable revenues and entry into
telephony. With prospects for a pro-competitive approach to telccommuaications
regulation improving in Washington, Time Wamer Cable 1s poised to bring its
technological, packaging and progranuning strengths to bear on a broader
telecommunications marketplace

The Full Service Network offers subscrihers
unprecedented control, convenience and
choice-including the ability to fast-forward, rewind, pause-and
shop-at the rouch of a button,

During 1994 and early 1995 Time Wamer Cable and Tune Wamer Inc. entered mto -
agreements to increasc the number of subscnbers under their manageinent from 7.5
million to 1 1.5 million, with three-quarters of them in 34 groups of at least 100,000
(19 ot which are above 200,000). These agrecements included the acquisitions by
Time Wamer Inc. of Summit Cominunications and KBLCOM (the cable systems
owne 1 by Houston Industnies, including the 50% of Paragon that Time Warmer Cable
does not already own); the creation of a joint venture, Time Wamer Entertainment-
Advance/Newhouse, adding systems with |.4 millior subscnbers, largely in North
Carolina, Florida and New York State; and a merger between Time Wamer Inc. and
Cablevision Industrics, adding about 1.3 million subscribers. All these transactions
are expected to close in 1995.






New York 1 News, Time Warner Cable of New York City's pioneering
Z24-hour iocal cable news channel, saw growth in both ratings and ad
revenue in 1994

Near-Term and Beyond

The union of fiber optics and coaxial cable that Time Warner (Cable engineers
pioneered in 1988 was honored in 1994 with *"i¢ cable industry's first-ever technical
Emmy Award. This architecture is not only paving the way for the Full Service
Network, but aiso improving current performance, thanks to better system reliabihity,
reduced service costs and improved picture quality. The increased capacity of
"fiber-rich” systems also opens up many attractive near-term business opportunities,
including enhanced pay-per-view (Time Wamer already gencrates the industry's best
PPV buy rates), increased multiplexing of premium pay-TV, new product tiers and
telephony. Time Warner Cable is in its second year of the most aggressive rollout of
fiber optics in the industry.

Time Warner Cable won the industry’s fiist Emmy Award for
technological achievement in 1994, recognizing the company's
trailblazing method for combining fiber optics and coaxial cable.

Time Wamer Communications, the telephony division of Time Wamer Cable, took a
number of significant steps in 1994 to enter both the business and residential
telephone sector., including a ground-breaking agreement permit-ting Time Wamer
Cable's Greater Rochester Cablevision to offer switched business and residential
telephone and telecommunications gservices in that city. Also in Rochetelephony
division of Tune Wamner Cable took a number of significant steps in 1994 to enter
both the business and residential telephone sectors, including a ground-breuking
agreement permit-ting Time Wamer Cable's Greater Roche




Time Warner Cable's broadband power wjll enable it to create
attractive telephone /programaing service packages

Time Wamer Communications is currently operating in 12 locatiuns using fiber-optic
SONET (synchronous optical network) nngs to serve businesses and wiil continue to
expand in 1995 The company aiso applied for permission to enter the local telephone
business in Obio. And Time Wamer Communications opened a state-of-the-art
National Operations Center in Englewood, Colorado, providing 24-hour management
of the company's telephone networks across the country In both its telephony
intiatives and in 1ts plans {or the Full Service Network, Tune Warner's ahility to draw
on the expertise and resources of Time Wamer Entertaininent pariner U § WEST bas
proven invaluable. This partnership remains the premier example of a mutually
productive cable-telco relationstip.

An Explosion of Choice

Time Wamer Cable continued in 1994 to create new programming options for its
subscribers and to enhance existing services New York | News, Time Waioer Cable
of New York City's innovative and honored 24-hour, all-news channel, which was
launched i1 1992, achieved steady growth in ratings and advertising revenue dunng
1994, while continuing to serve as a model for local news operations elsewhere in the
U.S. and abroad. The Sega Channel, a new interactive premium service of which
Time Wamer Ententainment owns 33%, offers owners of Sega Genesis video-game
systems the ability to play dozens of popular video games via cable TV for a single
monthly charge. Court TV grew its subscriber base from 14 million to 17 million in
1994 And a joint venture with Spiegel launched the Catalog | shopping channel, with
current plans to focus on online interactive apphcations and the Full Service Network

[n areas not served by cable, high-power, dircct-broadcast satellite services urc
providing customers with multiple channels of programining. Primestar--a
partnership in which Time Warner will own more than 30% after completion of
pending system acquisitions--is rapidly expanding its customer base Time Wamer's
Prunestar customers now are at 100,000







OTHER INVESTMENTS

COMEDY CENTRAL

50% owned by Time Wamer Entertainment
31 mithon subscribers

47% increase in net ad revenucs over 1993

COURTROOM TELEVISION NETWORK
55% owned

Managed by Time Wamer's American

Lawyer Media, LP.

17 million subscribers

E! ENTERTAINMENT TV
49% owned

Managed by Home Box Office
28 million subscrbers

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

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

THE 3DO COMPANY
13% owned
Developer of muitimedia technology

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

SAVOY PICTURES
3% owned by Time Warner Entertainment
Independent motion-picture distnbutor

HASBRO
14% owned
World's largest traditional toy company

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

CATALOG |

50% owned by Time 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 subscnbers



Headline News' 54 4 million subscribers

Turner Network Television (TNT): 609 million subscnbers
Superstation TBS: 61.9 million subscribers

The Cartoon 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 (Latin America)*

Music Choice Europe

N-TV (Germany)*

Sky Network Television (New Zealand)®
TV 1000 (Scandinavia)*

VIVA (Germany)

Wamer Bros International Theatres®
Warner Bros Movie World (Australia)*

* Time Warner Entertainment investment

View sections of the annual report that cover other Time Wamer divisions:
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strong growth area for Time Warner "

Separately, Time Warner reported 1994 EBITDA for its wholly-owned Publishing axd Music Groups of $1.150
billion, up 13% on revenues of $7.396 billion, compared to $1.015 billion of EBITDA on revenues of $6 581
billion in 1993. For the fourth quarter, Time Warner's EBITDA totaled $408 million on revenues of $2 287
billion, compared to $361 million of EBITDA on revenues of $1.960 billion in the year-carlier period Time
Wamer also reported $176 million of pretax income from its equity in the Entertainment Group in 1994,
compared to $281 million for 1993. For the fourth quarter, Time Warner recorded a pretax loss of $1 million
from its equity in the Entertainment Group, compared to $2 million of income in the year-earlier period

For the full year 1994, Time Warner reported a loss of $91 mullion, compared to $221 million in 1993 The net
loss applicable to common shares (afler preferred dividends) was $104 million, compared to $339 million in
1993 The loss per common share was $ 27, compared to $ 90 in 1993 The 1993 results included both a
one-time tax charge and an extraordinary loss totaling

$127 million or $.34 per share

For the quarter, Time Warner reported net income of $12 million, compared to $7 million a year ago The net
income applicable to common shares was $8 million for the «_sarter, compared to

$4 million for the same period of 1993. Net income per common share was § 02, compared to $ 01 in the fourth
quarter of 1993

PUBLISHING
Fourth-quarter EBITDA for Time Inc, the company's publishing division, was a record

$157 million, compared to $146 million a year earlier For 1994, EBITDA was $430 million, also a record for
continuing operations, up 16%, as compared to $372 million in 1993 1994's strong results were driven by
growth in magazine advertising, magazine circulation revenues, and the company's book businesses Improved
performances at People, Sports lllustrated, Fortune, Southern Progress Corp , Book-of-the-Month Club and
Little, Brown as well as operating margin improvement contributed to the overall resuits

MUSIC

Wamer Music Group posted record fourth-quarter EBITDA of $251 million, up 17%., compared to 3215 million
in the fourth quarter 1993 For the full-year, EBITDA was an | | th-straight record $720 million, up 12%,
compared to $643 million for 1993. Contributing 1o the year's results were increases in recorded music sales,
both in the U.S and internationally as well as revenue gains from music publishing and direct marketing
businesses. Top worldwide-selling artists include All-4-One, Anita Baker, Eric Clapton, Green Day, _uis Miguel,
Johnichael Montgomery, R.E M , Stone Temple Pilots, Mariya Takeuchi and The 3 Tenors In the quarter,
Warner Music artists accounted for three of the five nominations for the Best Album of the Yeur Grammy Award

ENTERTAINMENT GROUP
FILMED ENTERTAINMENT

Fourth-quarter EBITDA from the Filmed Entertainment businesses was a record $109 million, up 14%, versus
$96 million a year earlier. For 1994, EBITDA was a record $565 million, compared to $549 million for 1993
Warner Bros and Six Flags each had record years For Warner Bros . it was the 12th-straight year of record
EBITDA It was another outstanding year at the domestic box officc in 1994, led by the success of /rnierview
With The Yampire (5102 million to date), Maverick ($102 million 0 date), The Client (392 million ¢ > date), and
Disclosure (877 million to date) Contributing to the year's results were increased revenues from worldwide
home video, syndication, and consumer products Warner Bros [elevision’s show "ER” is the top-rated new
show on network television Six Flags' improved results were due to increased i cvenues per visitar and increased




attendance

HBO

The programming-HBO business had record fourth-quarter EBITDA of $63 mullion, compared to $61 million a
year earlier For 1994, EBITDA was a record $257 million, up 12%, compared to $230 million in 1993 The
year's results reflect a significant increase in subscnbers to both HBO and Cinemax At year-end, the subscriter
count for Home Box Office and Cinemax stood at

27 million, up 2 3 million from 1993, the largest increase for the services since 1983 In January, HBO again
dominrted the CableACE Awards, winning a total of 23 honors HBO also recetved four Golden Globe Awards,

more than any of the broadcast networks

CABLE

Time Warner Cable’'s EBITDA was $247 mitlion in the quarter, versus $242 mullion a year earlic: EBITDA for
1994 was $989 million, compared to $1 035 billion in 1993 While revenuces from pay-TV units, pay-per-view
programs, and advertising increased for the year, the increase was more than offset by the impact of the
government rate regulation of the cable industry For the © ar, the subscriber baee of Time Warner Cable grew a
healthy 4% to 7 5 million from 7 2 million Afier the closing of the thic. ai.conc d transactions with Summit,
Advance/Newhouse and KBLCOM, Time Warner (able wall have approximately 10 million customers under its
management

Time Warner Inc s the world's leading media and entertainment company, with interests in magazine and book
publishing, recorded musiccompany, with interests in magazine and book publishing, recorded music and music
publishing, filmed entertainment

i
Attachments:
{1) Consolidated Income Statement
{2} Notes
TIME WARNER INC.
CONSOLIDATED STATEMENT OF OPERATIONS
BY BUSINESS SFGMENT
(In millions, except per share amounts)
(Unaudited)
Thres Menths Ended Years Ended
Dacembar 31, Deceamber 31,
1994 1L99] 1994 1993
ARevenues:
Publishing 5 99l 5 940 53,433 53,270
Jualc 1,201 1,024 3, 58¢& 3, 434
Intersegment elimination {2 {4) (234 (22
Total revenues 52,287 51,960 $7.39¢ 56,581

Operating 1ncome before



depreciation and amortization:

Publishing 157 146 430 312

usic 251 215 720 643
408 36l 1,150 1,014

Depreclation and

amortyzation (118) 1108} (431 {424}

Operatling income 2%0 253 713 591

Equity in pretax income {losa}
of Entertairnment

Group, substantially all TWE (1) 2 176 261
Interest and other, net {210) (175) {724 1718)

Corporate expenses 19 {17} {763 (73)

Income before
1ACOME t(AXES 60 &1 49 81

t

L
L
F Y
R
-

Income Laxes (48) {56) {1B0)

Income {loas) before
extraordinary i1tem i2 7 1911 (164}

Extraordinary loss

on retirement 5f debt,

net of 537 mullion

income tLar benefat - - - (571

Net income {loss) 12 7 1911 {221

Preferted dividend
requlrements i4) (33 {13) 1118]

Ne- 1ncome (losa)
applicakle to
CORMON Ehares $ 0 § 1 $ (104) 3 (339

Income {(loas)
per common share:

Income (losa}

before extraordinary
1Lem 3 0.02 5 0.01 $:0.27) 3(0.7351}

Met income {loss)} 3 0.02 $ 0.01 ${0.27) _ 3(0.5%0;




Average common shares 17%.2 177.2 378.9 374.7

ENTERTAINMENT GROUP
COMBINED STATEMENT OF QPERATIONS

BY BUSIN ENT
{In mitlicns; unaudited)

B Three Months Ended Years Ended
Decambar 31, December 31,
1994 1993 1984 1993
Revenues:
Filmed Entertainment 51, 399 $1,312 33,041 $4, 565
Programming - HBO 391 341l 1,513 1,441
Cable 579 551 2,242 2,208
Intersegment elimination {65) {89} (287} 1251}
Total revenues $2,304 52,159 $8,509 57,963
Qperating Lncome
before depreciation
and amortization:
Filmed Entertainment 5 109 5 96 5 565 $ 549
Programming - HBO 63 61 257 230
Cable 247 242 569 1,n3%
419 9% 1,811 1.814
Depreciation and
amcrtization {240) 1234) 1959) {909}
Operating lncome 179 165 852 505
Interest and othez, net [(165) (148} (616) (464)
Corporate services {15 {15} {60} {60}
income (loss) before
Lncome Laxes il) 2 176 281
Income Laxes - 116) oy LY
Income (loss! before
extranrdinacy 1tem {11} 14 1)6 217

Entraordinary loss

on retirement of debt,
net of 57 million

1ncome tax benefit - (10



Net income (loss) St (149 5116 s007

TIME WARNER INC. AND ENTERTAINMENT GROUP
NOTES TO STATEMENTS OF OPERATIONS

Note ]1: Entertainsent Group

The Entertainment Group consists of the Filmed Ententainment, Programming-HBO and Cable businesses,
substantially all of which are owned by Time Warner Enterlainment Company, 1. P (TWE), 2 Delaware limited
partnership in which subsidianes of Time Warner are the general pariners and subsidiaries of ITOCHUJ
Corporation, Toshiba Corporation and U S WEST, Inc are the unaffiliated limited pariners The operating
results of the Enteriainment Group are reported by Time Warner on a deconsolidaled basis No ponion of TWE's
net income for the years ended December 31, 1994 and 1993 was allocated 1o the united pariners Within the
Entertainment Group, the revenues and operating results of Filmed Entertainment include the revenues and
operating results of Warner Bros and Six Flays

Note 2: Income Taxes

The relationship between income before income taxes and income tax expense of Time Warner is aflected by the
amonization of goodwill and certain other financial statement cxpenses that are not deductible for income 1ax
purposes, and by a charge of $70 million ($ 19 per common share) in the third quarter of 1993 to reflect the
effect on the company’s deferred federal income tax liability of the increase in the corporate tax rate enacted into
law in August 1993 Income tax expense of Time Warner includes all income taxes related to its allocable share
of pannership income and its equity in the income 1ax expense of corporate subsidianes of the Ententainment
Group

Contact;
Edward Adler
212-484-6630)

Rewrn 10 Time Warner Press Releases
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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 indebtedness assumed in the Cable Transactions, to
refinance TWE's indebtedness under a pre-existing bank credit agreement and 1o finance the
ongoing working capital, capital expenditure and other corporate needs of cach borrower

The New Credit Agreement permuts borrowings in an aggregate amount of up 1o $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 Pannership 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 10 LLIBOR
plus a margin initially ranging from 50 to 87 5 basis points, which margin will vary bascd on the
credit rating or financial leverage of the applicable borrower. Unused credit ts 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 aiso be required to pay an annual facility fee equal to 1875% of the
entire armount 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 1o, among other
things, additional indebtedness, liens on assets, cash flow coverage and leverage ratios, and loans,
advances, distributions and other cash payments or transfers of assets from the borrowers to their
respective partners or affiliates.

In July 1995, TWIi Cable borrowed approximately $1 2 billion under the New Credit Ayreement to
refinance certain indebtedness assumed or incurred in the acqui-sition of KBLCOM, and TWE
borrowed approximately $2.6 billion to repay and teiminate its pre-existing bank credit agrcement
An additional $1.5 billion was borrowed by TWI Cable under the New Credit Agreement in January
1996 to refinance centain indebtedness assumed or incurred in the acquisition of CV1 and related
companies,

Public Debt Refinancings

In 1995 and early 1996, Time Warner refinanced approximately $4 billion of its public debt, thereby
increasing it financial flexibility through lowering interest rates, extending debt maturitics and
eliminating potential dilution from the conversion of its 8 75% Convertible Debentures into 46 6
miliion 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 principal amount in February 1096
for $1 28 billion (including redemption premiums and accrued interest) The September 1995
redemption was financed with proceeds from a $500 mullion 1ssuance of 7 75% len-year noles in
June 1995, proceeds from a $374 million 1ssuance of the PERCS in August 1995 and available cash
and equivalents. The February 1996 redemption was financed wi'h proceeds raised from a $575
miilion issuance of the Preferred Trust Secunties in December 1995 and proceeds from a $750
million issuance of cerain debentures in January 1996 In connection therewith, Time 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 million aggregate principal
amount of Floating Rate Notes due August 15, 2000, approximately $272 million aggre-ate
pnncipal amount of 7.975% Notes due August 15, 2004, approximately $545 million aggreate
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
Wamer 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 systems 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 compieted or entered into transactions that
raised approximately $1.6 biliion for debt reduction, all of which were completed in 1495 except for
certain 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 Wamner 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 prefe: ed dividends Thosc 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 Wamner and Time Warner and the Entertainment 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. It should be understood, however, thait the assets of the
Entertainment Group are not freely available to fund the cash needs of Time Warner

Pro

. Historical
Forma

Time Warner 19951994 1991
Net
debt/Adjusted 7.0x 8.3x 9.8x
EBITDA
Adjusted
EB]TDA/lnu:rcsl'l 6x 1 4x 1 3x
Adjusted
EBITDA/Interest

4
and preferred P3x 1.4x 1 2x

dividends*®

Time Warner and Entertainment
Group combined

Net

Debt/Adjusted 4 7x 5 3x 5 6x
EBITDA
Adjusted
EBITDA/Interest
Adjusied
EBITDA/Interest
and preferred
dividends***

24x 53x 56x

210x 2 1x ] Yx

* Pro forma ratios for 199$ give effect to the Cable Transactions, the [TUCTH/ S oshiba Transsction, the Debt Kefinamings,
the Six Flags Tranaaction and the Unclustered Cable Transactions, and with respect to Tume Warner snd the Enertainment
Group combined only, the consolidstion of Parsgon, as if each of such ransactions ocourred at the beginning of 1995
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In 1995, the Entertainment Group's cash provided by operations amounted 10 31 495 billion znd
reflected $2 052 billion of EBITDA from the Filmed Entertainment, Six Flags Theme Parks,
Broadcasting-The WB Network, Programming-HBO and Cable businesses and 3159 mithon related
to a reduction in working capital requirements, other balance shect accounts and noncash items, less
$577 million of interest payments, $75 million of income taxes and $64 million of corporate
expenses Cash provided by operations of $1 341 billion in 1994 reflected 51 811 billion of business
segment EBITDA and $180 million related to a reduction in working capital requirements, other
balance sheet accounts and noncash items, less $521 million of interest payments, 369 million of
income taxes and $60 million of corporate expenses

Cash used by investing activities decreased to $750 million in 1995, compared to $1 770 billion in
1994, prin-cipally as a result of a §1 1 billion increase in investment proceeds relating to
management's asset sales program (Capital expenditures increased to $1 653 billion 1n 1995,
compared to §1 235 billion in 1994, principally as a result of higber capital spending by the Cable
Division

Cash used by financing activities was 51 607 billion in 1995, compared to cash provided by
financing activities of $162 million in 1994, principally as a result of an approvimate $1 billion
reduction in debt in 1995 and a $943 million increase in distnbutions paid to Time Warner, oflset in
part by a $368 million increase in collections on the note receivable from U § WEST that were used
to partially finance the capital spending requirements of the Cable Division

anagement believes that TWE's operating cash flow, cash and equivalents, collections on the U] §
WEST Note and additional borrowing capacity are sufficient to fund its capital and liquidity needs
for the foreseeable future.

Cable Capital Spending

Since the beginning of 1994, Time Warner Cabic has been engaged in a plan to upgradce 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 Capital spending by
Time Warner Cable, including the cable aperations of both Time Warner and TWE, amounted to

$1 349 billion in 1995, compared to $778 million in 1994, and was financed in part through
collections on the note receivable from U S WEST of $602 nmullion in 1995 and 5234 million in
1994 Cable capital spending for 1996 is budgeted to be approximately 31 ¢ billion and is expected
to be funded pnncipally by cable operating cash flow and $169 million of collections on the
remaining portion of the note receivable from U S WEST n exchange for certain flexibility in
establishing cable rate pricing structures for regulated services that went nto cflect on January |,
1996 and consistent with Time Warner Cable's long-term strategic plan, Time Warner Cable has
agreed with the FCC to invest a total of $4 billion in capital costs in connection with the upgrade of
its cable infrastructure, which is expected to be substantially completed over the next five years The
agreement with the FCC covers all of the cable operations of Time Warner Cable, including the
owned or managed cabie television systems of Time Wamer, TWE and the
TWE-Advance/Newhouse Partnership Management expects to continue to finance such level of
investment principally through the growth in cable operating cash flow derived 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 transmission, telephony
and other services
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the risk of foreign currency exchange rate fiuctuations, Time Warner hedges a portion of its and
TWE's combined foreign currency exposures anticipated over the ensuing twelve month pertod. At
December 31, 1995, Time Warner has effectively hedged approximately half of the combined
estimated foreign currency exposures that principally relate to anticipated cash flows to be remitted
10 the U.S. over the ensuing twelve month period, using foreign exchange contracts that generaliy
have maturities of three months or less, which are generaily rolted over to provide continuing
coverage throughout the year. Time Wamer often closes foreign exchange sale contracts by
purchasing an offsetting purchase contract. At December 31, 1995, Time Warner had contracts for
the sale of $504 million and the purchase of $140 million of foreign currencies at fixed rates,
primarily English pounds (29% of net contract value), German marks (19%), Canadian dollars
(16%), French francs (16%) and Japanese yen {5%), compared to contracts for the sale of $551]
mullion and the purchase of $109 million of foreign currencies at December 31, 1994

Unrealized gains or tosses related to foreign exchange contracts are recorded in income as the
market value of such contracts change accordingly, the carrying value of foreign exchange
contracts approximates market value The carrying value of foreign exchange contracts was not
matenal at December 31, 1995 and 1994 No cash is required to be received or paid with respect 10
the realization of such gains and losses until the related foreign exchange contracts are settled,
generally at their

respective maturity dates. fn 1995 and 1994, Time Warner nad $20 million and $33 million,
respectively, and TWE had $11 million and $20 mitlion, respectively, of net losses on foreign
exchange contracts, which were or are expected to be offset by corresponding increases in the dollar
value of foreign currency royalties and license fee payments that have been or are anticipated to be
received in cash from the sale of U S copyrighted products abroad. Time Warner reimburses or is
reimbursed by TWE for contract gains and losses related to TWE's foreign currency exposure
Foreign currency contracts are placed with a number of major financial institutions in order to
minimize credit risk.

Based on the foreign exchange contracts outstanding at Pacember 31, 1995, each 5% devaluation
of the U S. dollar as compared to the ievel of foreign exchange rates for currencies under contract
at December 31, 1995 would result in approximately $25 million of unrealized losses and $7 million
of unrealized gains on foreign exchange contracts involving foreign currency sales and purchases,
respectively. Conversely, a 5% appreciation of the U S dollar would result in $25 nulthion of
unrealized gains 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 or gains on foreign exchanye sale
contracts, Time Wamer would be reimbursed by TWE, or would reimburse TWE, respectively, for
approximately $6 million related to TWE's foreign currency exposure Consistent with the nature of
the economic hedge provided by such foreign exchange contracts, such unrealized gains or losses
would be offset by corresponding decreases or increases, respectively, in the dollar value of future
foreign currency royalty and license fee payments that would be received in cash within tise ensuing
twelve month period from the sale of U S copyrighted products abroad
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12.1 mullion shares of Hasbro, Inc. common siock owned by Time Warner (Note §).
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Basis of Consolidation and Accounting
or Investments

The consolidated financiat statements include 100% of the assets, habilitics, revenues, expenses,
income, loss and cash flows of Time Wamer and all companies in which Time Warner has a
controlling voting interest (*subsidianes”), as if Time Wamer and its subsidiaries were a single
company Significant intercompany accounts and transactions between the consolidated companies
have been eliminated.

The Entertainment Group and investments in certain other companies in which Time Warner has
significant influence but less than a controiling voting interest, are accounted for using the equity
method Under the equity method, only Time Warner's investment in and amounts due to and from
the equity investee are included in the consolidated balance sheet, only Time Warner's share of the
investee's earnings is included in the consolidated operating results, and only the dividends, cash
distn-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 118§,
"Accounting For Certain Investments in Debt and Equity Securities,” ("FAS 1157) investments in
companies in which Time Wamer does not have the cont olling interest or an ownership and voting
interest 5o large as to exert significant influence are accounted fcr 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
investment is restnicted or if the invesiment is not publicly traded. Unrealized gains and losses on
investments accounted for at market value are reported net-of-tax in a separate component of
sharcholders' equity until the investment is sold, at which time the realized gain or loss is included in
income Dividends and other distributions of eamnings from both market valuc and cost method
investments are included in income when declared

The effect of any changes in Time Warner's ownership interests resulting from the issuance of equity
capital by consolidated subsidiaries or equity investees to unafliliated parties 1s included in 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.ocal curtency assets and liabilities are
transiated at the rates of exchange on the balance shect date, and local currency revenues and
expenses are translated at average rates of exchange duning the period. Resulting translation gains
or losses, which have r.ot been material, are included in accumulated deficit Foreign currency
transaction gains and losses, which have not been material, are included in operating results

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting, principles
requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and footnotes thercto Actual results could di.Ter 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 products 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 1o
customers’ rights to return unsold items anagement periodically reviews such esiimates 2nd « 1s
reasonably possible that management's assessment of recoverability of accounts receivables and



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

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

Inventorics of magazines, books, cassetics 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 industry 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 nf cable system revenues are derived from subscriber fees, which are recorded
as revenue in the period the service is provided

Advertising

Advenrtising costs are expensed upon the first exhibition of the advertisement, except for certain
direct-response advertising, for which the costs are caprtalized and amortized over the expected
penod of future benefits Direct-response adventising pnncipally consists of product promotional
mailings, broadcast advertising, catalogs and other promotional costs incurred in the Company's
direct-marketing businesses Deferred advertising costs are ‘enerally amontized over periods of up
1o three years subsequent to the promotional event using straight-line or accelcrated methods, with
a significant portion of such costs amortized in twetve months or less. Deferred advertising costs for
Time Wamer amounted to $195 million and $175 million at December 31, 1995 and 1994,
respectively. Adventising expense for Time Warner amounted to $1.045 billion in 1995, $931
muilion 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 onginal matunties of three months or less Noncurrent cash and equivalents at
December 31, 1995 consist of net proceeds received from the issuance of Preferred Trust Securities
in December 1995, which were segregated for the redemption of the 8 75% Converuible Debentures
in February 1996 (Notes 6 and 8)

Property, Plant and Equipment

Propenty, plant and equipment are stated at cost Additions to cable property, plant and equipment
generally include matenal, labor, overhead and interest Depreciation is provided generally on the
siraight-hne method over useful lives ranging up to twenty-five years for builldings and
improvemcnts and up to fifteen years for furniture, fixtures, cable television equipment and other
equipment

In March 1995, the FASR 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 infangible assets Time Wamer expects that the adoption of FAS 121 will not have a
matenal effect on its financial statements

Intangible Assels



As a creator and distributor of branded information and entertainment copyrights, Time Warner has
a significant and growing amount of intangible assets, including goodwill, cable television franchises
and music catalogues, contracts and copynghts In accordance with generally accepted accounting
pnnciples, Time Warmner does not recognize the fair value of intermally-generated intangible assets
Costs incurred to create and produce copyrighted product, such as compact discs and cassettes, are
generally either expensed as incurred, or capitalized as tangible assets as in the case of cash
advances and inventoriable product costs However, accounting recognition i1s not given to any
increasing asset value that may be associated with the collection of the underlying copyrighted
matenal Additionally, costs incurred to create or extend brands, such as magazine titles, generaliv
result in Josses over an extended development period and are recognized as a reduction of income as
incurred, while any corresponding brand value created is not recognized as an intangible assct in the
consolidated balance sheet On the other hand, intangible assets acquired in husiness comhinations
accounted for by the purchase method of accounting are capitalized and amortized over their
expected useful life as a noncash charge against future results of operations Accordingly, the
intangible assets reported in the consolidated balance shect do not reflect the fair value of Time
Wamer's internally-generated intangihle assets, but rather are limited 10 intangible assets resulting
from certain acquientertainment copyrights, Time Warner has a significant and giowing amount of
intangtble assets, including goodwill, cable 1elevi

Time Warner amonizes goodwill over periods up to forty years using the straight-line method
Cable tele-vision franchises, music catalogues, contracis and copyrights, and « ther intangible assets
are amonized over periods up to twenty years using the straight-line method fn 1995, 1994 and
1993, amortization of goodwill amounted to $175 million, $158 raillion and $148 million,
respectively, amortization of music copynghts, artists' contracts and record catalogues amounted to
$118 million, $115 million and $113 miilion, respectively; amonization of other intangible assets
amounted to $43 million, $31 million and $31 million, respectively, and amontization of cable
television franchises amounted to $42 million in 1995 Accumulated amonization of intan-gible
assets at December 31, 1995 and 1994 amounted to $1 845 billion and $1 505 billion, respectively

Time Wemer separately reviews the carrying value of acquired intangible assets for each acquired
entity on a quarterly basis to determine whether an impairment may exist Time Warner considers
relevant cash flow and profitability information, including estimated futuie operating results, trends
and other available information, in assessing whether the carrying value of intangible asscts can be
recovered. Upon a determination that the carrying value of intangible assets will not be recovered
from the undiscounted future cash flows of the acquired business, the carrying value of such
intangible assets would be considered impaired and will be reduced by a charge to operations in the
amount of the impairment Impairment is measured as any deficiency in estimated undiscounted
future cash flows of the acquired business to recover the carrying valuc related to the intangible
assets

Income laxes

Income 1axes are provided using the liability method prescnbed by FASB Statement No 109,
"Accounting for Income Taxes " Under the liabihity method, deferred income taxces reflect 1ax
carryforwards and the net tax effects of temporary differences between the carrying amount of
assets and liabi'ities for financial statement and income 1ax purpases, as deterimined under enacted
tax laws and rates The financial effect of changes in tax laws or rates is accounted for ir the period
of enactment.

Realization of the net operating loss and invesiment tax credit carryforwards, which were acquired
in acqui-sitions, are accounted for as a reduction of goodwill

The princapal operations of the Entertainment Group are conducted by partnerships fncome tax









were assigned to that partner or its predecessor based on the estimated fair value cf the net assets
each contributed to the pannership, as adjusted for the fair value of cerain assets distributed by
TWE 10 the Time Warner 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 priority capital return The priority capital return consists of net paninership income
allocated to date in accordance with the provisions of the TWE partnership agreement and the right
to be allocated additional partnership income which, together with any previously aliocated net
partrership income, provides for the various priority capital rates of return specified in the table
below. The sum of Contributed Capital and the undistnbuted priority capital return is referred to as
"Cumulative Priority Capital.” Cumulative Priority Capita! is not necessanly indicative of the fair
value of the underlying prionity capital interests principally due to above-market rates of return on
certain pnority capital interests as compared 10 secunties of comparable credit risk and maturity,
such as the 13.25% rate of return on the junior priority capital interest vwned by subsidiaries of
Time Wamer Furthermore, 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, Time Wamer's ownership ot Contributed Capital
and Cumulative Prionity Capital at December 31, 1995 and pnonty capital rates of return thereon is
set forth below

Priority
Capital
Priority of . Rates of %
Contributed( 'on.'nburcdj ,:’:;:‘:aﬂ Y Return® Owned
Capital  Capual* Capi taj; (%6 per by Time
fbillions) P annum Warner
compunded
quarterly)
Senior
prionty $14 $14%**  BO00% 100 00%
capital
Pro rata
prionty 56 87 13.00%%*** 74 49%
capital
Junior
prionty 29 46 13 25%**"** 100 00%
capital
Residual
e.quity 313 3 jsevsce ecoseus 74 499,
capital

* Excludes panncrship income or koss sliocated thereto

*® Income siiocations relaied o prionty capital retes of ceturn are haved on parinership n..ome alter sny special iy allocanons

*2% Nel of § st nnllum ol pertnersbap ncone distnbuted 16 1995 representing the proridy oaptal retuin theroon thesugh Juse W, 1994
SE04 11 00 o the extent concurrenlly distnbuted

sames || 25% 1o the exlent concurrently distnbuled

esosorendunl equity capital 13 not ennithod W0 ssted pronty rates of reiurn snd. 83 wuch, its Cumulahive Pnornity Capital 13 equal 0 1ts
Contnbuted Copntal However, in the casc of cortain events such a3 (he hiquideinn of dussolutsn of rescdual cquity capir ! 1s enbled Lo
any excess of the (arr value of the nel sascls of TWE over the aggregaic amount of Cumuiahive Pronty Cepial and spec.al tar
wlocations. The ressdual equity Contnbuled Caprial has proniy aver *he pnority relums on junsoe and [ro rals pnonh capulal



Because Contributed Capital is based on the fair value of the net assets that each partner contributed
to the partnership, the aggregate of such amounts is significantly higher than TWE's partners' capial
as ~eflected in the consolidated financial statements, which is based on the historical cost of the
contributed net assets. For purposes of allocating partnership income or loss to the partners,
parinership 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 parinership losses, in contrast to the
net income reported by TWE for financial statement purposes, which is also based on the historical
cost of contnbuted net assets.

Under the TWE partnership agreement, partnership income, to the cxtent 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 prionity, pro rata priority and junior prionity 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 to eliminate prior aliocations of partnership income
10, and then to reduce the Contributed Capital of, the residual equity, junior priority capital and pro
rata prionty capital interests, in that order, then to reduce the Time Warner General Pariners’ senior
prionty capital, including partnership 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 to receive additional parinership income necessary to provide
for the vartous priority capital rates of return is carmied forward until satisfied out of future
partnership income, including any partnership income that may result from any liquidation or
dissolution of TWE.

The TWE partinership agreement provides, under cenain circumstances, for the distribution of
partnership income allocated to the senior priority capital owned by the Time Wamer General
Partners. Pursuant to such provision, $366 million of partnership income was distributed to the
Time Wamer General Part-crs in 1995, The senior priority capital and, to the extent not previously
distributed, partnership income aliocated thereto is required to 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 performance 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 indeterminable at this time, it
1s not expected that the five-year target will be attained.

TWE reponied net income uf $73 million, $16! million and $198 million in 1995, 1994 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
Warner General Partners at Time Warner's historical cost. The excess of the Time Warner General
Partners’ interest in the net assets of TWE over the net book value of their investment in TWE is
being amortized to income over a twenty year period

U S WEST has an option to obtain up to an additional 6.33% of pro rata prionity capital and
residual equity interests, depending on cabie operating performance The option is exercisable
between January 1, 1999 and on or about May 31, 2005 at a maximum exercise price of $1 25
billion 10 §1.8 billion, depending on t'.e year of exercise. Either U S WEST or TWE may clect tha
the exercise price be paid with partnership interests rather than cash

Each Time Wamer General Partner has guaranteed & pro rata portion of approximately $6 billior: of
TWE's debt and accrued interest at December 31, 1995, based on the relative fair value of the net
assets each Time Warner General Partner contributed to TWE Such indebtedness is recourse v
each Time Warner General Partner only to the extent of its guarantee In addition to their interests
in TWE and the other Entertainment Group companies, the assets of the Time Wamer General



Panners include the equivalent of 29 6 million common shares of Tumer Broadcasting System, Inc |
12 1 million common shares of Hasbro, Inc , 43 7 million common shares of Time Warner, and
substantially all the assets of Time Wamer's music business There are no restrictions on the ability
of the Time Wamner General Partner guarantors to transfer assets, other than TWE assets, to parties
that are not guarantors.

Set forth below is summanized financial information of the Entertainment Group, which reflects the
consolidation by TWE of the TWE-Advance/Newhouse Partnership effective as of Apnil 1, 1995
(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 Ended

December 31, 1995 1994 1993
{millions)

Revenues $9,629$8,50957.963
Dcpre_cmt.]on and 1060 959 909
amortization

Business segment 50 g5y 905
operating income

Interest and other, 539 616 564
net

Minority interest 133 - -
Income before 256 176 281
NCOMe taxes

Income before 170 136 217
extraordinary item

Net income 146 136 207

Cash Flow Information

Years Luded
December 31, i995 1994 1993
(millions)

Cash provided by
operations
Capital
expenditures
Investments and

scquisitions (217 (186) (368)
Investment
proceeds
Loan to Time
Wamer - (400) )
Borrowings 2,484 1,001 3,075
Debt repayments  (3,596) (953)(3,734)

$1,495 51,34) 81,276

(1.653)(1,235) (613)

1,120 5] 184




Collection on note

receivable from US 602 234 16
WEST
Capital
contnbutions ’ - 1532
Capital distnbutions (1063) (120) (20)
Increase (decrease)

in cgshand (862) (267) 1,302
equivalents

Balance Sheet Information

December 31, (MI”IOHS} 19985 1994

Cash and equivalents $209 $1,071
Total current assets 2,909 3,571
Total assets 18,96018,992
Total current tiabilities 3,230 2,953
Long-term debt 6,137 7.160
Minonity interests 726 -
Time Wamer General

partners’ senior prionty

capital, consisting of 1,426 1,663

$1 364 billion Contributed

Capital plus an

undistributed priority return

Pariner’ capital, before

deduction of the USWEST 6,745 7262
Note

USWEST Note 169 771

The assets and cash flows of TWE are restricted by the TWE partnership and credit agreements and
are unavailable for use by the partners except through the payment of certain fees, reimbursements,
cash distn-butions and loans, which are subject to limitations At December 31, 1995 and 1994, the
Time Warmner General Partners had recorded $122 miilion and $89 mullion, respectively, of stock
option related distributions due from TWE, based on closing prices of Time Warner comsnon stock
of $37 875 and $35 125, respectively Time Warner is paid when the options are exercised The
Time Warner General Partners also receive tax-related dist:-butions from TWE The payment of
such distributions was previously subject to restrictions until July 1995 and is now made to the
Time Wamer General Pariners on a current basis At December 31, 1994, the Time Warner General
Partners had accrued $334 million of tax-related distributions due from TWE Du ing 1995, the
Time Wamer Generdl Partners received net distributions from TWE in the amount of $1 0¢3
billion, consisting of $366 miilion of TWE parinership inceme allocated to the Time Warner
(General Pariners' senior prionity capital interest, $680 million of tax-related distributions and $17
million of stock option related distnbutions During 1994 and 1993, the Time Warner Gencral
Partners received net distnibutions from TWE in the amount of $120 mullion and $20 nullion,
respectively, consisting of $115 million of tax-related distrihutions and $$ million of stock option
related distrsbutions in 1994, and $20 million of stock option related distributions in 1993 In
addition 1o the tax, stock option and Time Wamer Generai Partners’ senior prionty capital
distributions, TWE may make other distributions, generally depending on excess cash and credit
agreement limitations The Time Warner (ieneral Partners’ full share of such distributions may be













The acquisition is not reflected in the accompanying consolidated financial statements The
acquisition will be accounted for by the purchase method of accounting for business combinations,
accordingly, the cost to acquire CV1 and related companies of $904 million is expected to be
preliminanly allocated to the net assets acquired in proportion to estimates of thesr respective fair
values, as follows. cable television franchises-$2 390 billion; goodwill-$688 million, other current
and noncurrent assets-$481 .aillion, Jong-term debt-31.766 billion, deferred income taxes-$731
mllion; and other current and noncurrent liabilittes-$158 million.

The accompanying consolidated statement of oper-ations includes the operating results of cach
business from the respective closing date of each transaction On a pro forma basis, giving effect to
(i) all of the aforementioned cable transactions, (ii) the ITOCHU/Toshiba Transaction, (iii) Time
Warner's and TWE's debt refinancings and (iv) the sale of 51% of TWE's interest in Six Flags and
the sale or expected sale or transfer of centain unclustered cable television systems owned by TWL,
as if each of such transactions had occurred at the beginning of the periods, Time Warner would
have reported for the years ended December 31, 1995 and 1994, revenues of $8 742 billion and
$8.217 billion, depreciation and amortization of $93$ million and $906 million, operating income of
$656 million and $653 miliion, equity in the pretax income of the Entertainment Group of $286
miilion and $205 million, a loss before extraordinary item of $255 million and $266 million ($1 02
and $1.07 per common share) and a net loss of $297 million and $266 million ($1 13 and $1 07 per
common share), respectively.
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August 15, 2006, and approximately $94 million aggregate principal amount of 8 18%% Debentures
due August 15, 2007

Through pernodic redemptions, Time Warner bas fully redeemed tts $3 1 billlon principal amount of
8 75% Convertible Subordinated Debentures due 201 5 (the "8 75% Convertible Debentures”),
which were issued in April 1993 in exchange for the old Series C preferred stock that was issued in
Time Wamer's 1989 acquisition of Wamer Communications Inc ("W(1") (Note 9) Time Wamer
first redeemed $900 million principal amount of 8.75% Convertible Debentures in July 1993 In
September 1995, Time Wamer redeemed approximately $1 billion pnncipal amount of such
debentures for $1.06 bilhion (including redemption premiums and accrued interest} and, in February
1996, Time Warmer redeemed the remaining $1 2 hillion principal amount of 8 75%% Convertible
Debentures for $1 28 billion (including redemption premiums and accrued interest) The September
1995 redemption was financed with proceeds from a $500 million issuance of 7 75% ten-year notes
in June 1995, proceeds from a $374 million issuance of Company-uobligated 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 $575 million issuance ot Company-obligated
mandatonly redeemable preferred securitics of a suhsidiary in December 1995 and proceeds from a
$751 million issuance in January 1996 of (1) $400 million principal amount of ¢ 85%% thinty-year
debentures, which are putable by the holders thereof in year seven, (i) $200 nullion principal
amount of 8 3% forty-year discount debentures, which do not pay cash interest for the first twenty
years, (iii) $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 for a description of the mandatnnly
redeemable preferred securities issued in connection with such redemptions

An extraordinary loss of $57 million was incurred in 1993, principally in connection with the
redemption of $300 million of 8 75% Conventible Debentures and $529 million of WCI senior and
subordinated debentures. An extraordinary loss of $42 million was recognized 1n 1995 in connection
with the September 1995 redemption of the 8 75% Convenrtible Debentures and the write-off by
TWE of deferred financing costs related to its formes bank credit agreement In addition, Time
Warmer 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 not pay interest untit maturity The zero coupon exchangeable
notes due December 17, 2012 are exchangeable at any time by the holders into an aggregate of 121
million sbares of common stock of Hasbro, Inc ("Hasbro™) at the rate ot 7 301 shaies for each
$1,000 principal amount of notcs, subject to Time Warner's right to pay in whole or in part with
cash instead of Hasbro common stock Time Warner can elect to redezm the notes any time after
December 17, 1997, and holders can elect to have the notes redeeined prior thereto in the event of a
change of control, at the issue price plus accrued interest Holders also can elect to have the netes
redecmed 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 pant with Hasbro common stoch instead of cas’s The
equivalent conversion price of Hasbro common stock at the first date of redemption is $54 41 per
share, and will be adjusted thereafier in proportion to changes in t'ie accrued original issue discount
of each note The 12 | raillion shares of Hasbro common stoch owned by I'ime Warner can be used
by the Cosmpany, at its ~lection, to sausfy its obligations under such notes or its obligations under
certain mandatorily redecmable preferred securities of a subsidiary (Note 8) Unamortized original
issue discount on the zero coupon exchangeable notes due 2012 was $1 070 billion and §1 104
billion at December 31, 1995 and 1994, respectively

I'he zero coupon convertibie notes duc June 22, 2013 are convertible at any tme by the Folders into
an aggregate of 18 7 million shares of Time Warner common stock at the rate of 7 759 shares for













Net
{milhions)  Operating
lLosses
1997
1998 .
19599 14
2000 -
Thereafter
up to 2008 314
$328

Carryforuards

Investment Tox
Credits

$2
7
19
99

89

$152
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31, 1995

Secries E

Preferred

Stock issued 33 68 1/4/01 174/01
in January

1996

Senes F

Preferred

Stock issued 3 5 67 14100 17401
in January

1996

Total shares
outstanding
at January
-31, 1996

362 744

Each share of Senes B Preferred Stock (!} s entitled to a liquidation preference of $145 per share,
(2) is 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 nol

eneraliy entitle the holder thereof to vote, except in certain .mited circumstances, and (5) is
redeemable, in whole or in part, by Time Warner and the holders 1hercof in exchange for cash or
shares of any class or series of publiciy-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 to the redemption date

The principal terms of each series of convertible preferred stock issued in 1995 and 1996 (the Series
C Preferred Stock, the Series D Preferred Stock, the Series I Preferred Stock, the Series F
Preferred Stock, the Senes G Preferred Stock, the Series 1 Preferred Stock and the Series |
Preferred Stock, and collectively, the “Convertible Preferred Stock™) are stinular in nature, unless
otherwise noted below Each share of Convertible Preferred Stock (1} is entitled 1o a hquidation
preference of $100 per share, (2) is immediately convertible into 2 08264 shares of Time Wamer
common stock at a conversion price of $48 per share (based on its liquidation value), except that
shares of the Series H Preferred Stock are generally not convertible until September 5, 2000, (3)
entitles the holder thereof (i) to receive for a four year period from the date of i1ssuance (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 (i) to the extent that any of such shares
of preferred stock remain outstanding at the end of the period in which the mitminium $3 75 per
share dividend is to be paid, the holders thereafter will receine dividends equal to the dividends paid
on shares of Time Warner common stock multiplied by the number ot shares into which their shares
of preferred stock are convertible and (4) except for the Senes H Prefersed Stock which s generally
not entitled to vote, entitles the holder thereof to vote with the common stockholders on all matters
on which the common stockhnlders are entitled to vole, and each share of such Convertible
Preferred Stock is entitled 10 two votes on any such matter

Time Warner has the right to exchange each senies of Converubic Preferred Stock tor Tiime Warner
common stock at the stated conversion price at any time on or after the respective exchange date
The Series C Preferred Stock is exchangeabie by the holder beginmng after the third vear from its
date of issuance and by Time Warner after the fourth year at the stated conversion price plus a
decliming premium in years four and five and no premium thereafter In addiion, Time Warner tas
the right to redeem each series of Convertible Preferred Stock i whole or 1n part, tor cash at the



















interest rates prevailing at December 31, 1995 would result in a net reduction of increasce in the
combined unrealized loss of approximately $185 million, respectively, including respective costs or
savings of $16 million to terminate the related interest rate swap contracts Based on the level of
nterest rates prevatling at December 31, 1994, the fair value of Time Warner's fixed-rate debt was
$572 million less than its carrying value and it would have cost $236 million to terminate its interest
rate swap contracts, which combined was the equivalent of an unrealized gain of $336 million

Although changes in the unrealized gains or losses on interest rate swap contracts and debt do not
result iri the realization or expenditure of cash unless the contracts are terminated or the deht s
retired, each 25 basis point increase or decrease in the level of intesest rates related to Time
Warner's variable-rate debt and interest rate swap contracts would respectively increase or decrease
Time Warner's annual interest expensc and related cash payments by approximately $12 million,
inciuding $7 million related to interest rate swap contracts

Foreign Exchange Risk Management

Foreign exchange contracts are used primarily by Time Warner to hedge the risk that unremitted or
future royalties and license fees owed to Time Warner or TWE domestic companies for the sale or
anticipated sale of U S copynighted products abroad may be adversely atfecied by changes in
foreign currency exchange rates As part of its overall strategy to manage the level of exposure 10
the risk of foreign currency exchange rate fluctuations, Time Warner hedges a portion of its and
TWE's combined foreign currency exposures anticipated over the ensuing twelve month period At
December 31, 1995, Time Wamer has cffectively hedg 1 approximately half of the combined
estimated foreign currency exposures that principally relate to anticipated cash flows to be remitted
to the U.S. over the ensuing twelve month period, using foreign exchange contracts that generally
have maturities of three months or less, which are generally rolled over 10 provide continuing
coverage throughout the year. Time Warner often closes foreign exchange sale contracts by
purchasing an offsetting purchase contract. At December 31, 1995, Time Warner had contracts for
the sale of $504 million and the purchase of $140 million of foreign currencies at fixed rates,
primarily English pounds (29% of net contract value), German marks (19%), Canadian dollars
{16%), French francs (16%) and Japanese yen (5%), compared to contracts for the sale of $551
million and the purchase of $109 million of foreign currencies at December 31, 1994

Unrealized gains or Josses retated to foreign exchange contracts are recorded in income as the
market value of such contracts change, accordingly, the carrying value of foreign exchange
contracts approximates market value The carrying value of foreign exchange contracts was not
matcrial at December 31, 1995 and 1994 and is included in other current liabilitics No cash is
required to be received or paid with respect 10 the realization of such gains and losses until the
related foreign exchange contracts are settled, generally at their respective maturity datcs In 1995
and 1994, Time Wamer had $20 miilion and $33 million, respectively, and TWE had $11 milhon
and $20 million, respectively, of net losses on foreign exchange contracts, which were or are
expected to be offset by corresponding increases in the dollar value of foreign currency royalties and
license fee payments that have been or are anticipated to be received in cash from the sale of U S
copyrighted products abroad Time Warner reimburses or is reimbursed by TWE for contract gains
and losses related to TWE's foreign currency exposure Foreign currency contracts are placed with
a number of major financial institutions in order to minimize credit nsk

Lased on the foreign exchange contracts outstanding at December 31, 1995, each 5% devaluation
of the U S doilar as compared 10 the level of foreign exchange rates for currencies undcr contract
at December 31, 1995 wculd result in approximatety $25 million of unrealized losses and $7 nullion
of unrealized gains on foreign exchange contracts involving foreign currency sales and purchases,
respectively Conversely, a $% appreciation of the U S. dollar would resuit in $25 million of
unrealized gains and 37 million of unrealized losses, respectively At December 31, 1995, none of









Total $9,629$8,50957,963

Years tnded December
3’. (m'lh”"“-) ’995 !99‘ !993
OPERATING
INCOME
Time Warner
Publishing $381 $347 $295
usic® 321 366 296
("able (5) . .
Total $ 3%

$697 113 5o
Entertainment Group

s Y 3

Fiimed Enterntainment 253 310 233

Six Flags Theme parks 29 S6 53
Broadcasting-the WB (66)

Network

Programming-HBO 274 237 213
Cable 502 340 400
Total $992 $852 $905

Years lnded ecember

3f, fmulfions) 1995 1994 1993

DEPRECIATION OF
PROPERTY, PLANT
AND EQUIPMENT
Time Warner

Pubhishing $59 $47 %45

usic 95 86 87

Cable 27 - -

Total s s
(81 13% 132

Entertainment Group

Filmed Entertainment i I§ $76 851

Six Flags Theme parks 20 51 4
Broadcasting-the WB

- -

Network

Programming-HBO '8 14 14
Cable a6s 340 327
Total s § §

616 481 431




Years Fnded December

jf' ("”'”'n”s) 1995 1994 f9U3
AMORTIZATION OF
INTANGIBLE
ASSETS
Time Warner
Publishing $36 336 $32
usic 274 268 260
Cablc 68 R .
b h

Io‘d $378 304 292
Entertainment Group

LY h b Y

Filmed Entertainment 124 135 143

Six Flags Theme Parks 11 28 28
Breadcasting-the Wi

Network

Programming-HB( 1 6 3
Cable 308 309 302
Total $444 $478 3476

Information as to the assets and capital expenditures of Time Warner and the Entertainment Group
is as [ollows

Years Frded

December 31, 1995 1994 1993
{mlitons)

ASSETS

Time Warner

Publishing 32175 am; iao?
usic 7.828 7,672 7,40
Cable 3875 - -
L\I‘Ilﬂ"llnlllﬂ'll 5’734 $.350 5,627
Group™

Corporate** 2,520 1,681 1,907
Total S s 5

22,132 16,716106,892
Entertainment

Group

Filmed g 3
Entertainment 57189 7.184 6,719
Six Flags Theme 814 848
parks
Broadcasting-the
WB Network
Programmung-HB(  93% 911 875

63 - -




































Operating Officers
ENTERTAINMENT

Warner Bros.

ROBERT A. DALY
Chairman and Co-CEQ

TERRY S. SEMEL
Chamrman and (o-CEQ

BARRY M. MEYER
Fxecunve Vice President and (0

RICHARD J. FOX
Fxecutve Vice President, International i heatrical Enterprises

JAMES R. MILLER
Executive Vice President, Business and Acquisitions

SANFORD R. REISENBACH
Fxecutive Vice Presidem, Markenng and Planning

EDWARD A. ROMANO
Ixecutive Vice Prestdent and ()

STEPHEN ROSS
Executive Vice President, Special P’rojecis

JOHN A, SCHULMAN
Executive Vice President and General Counsel

Warner Bros. Worldwide Theatrical Production
BRUCE BERMAN
Prexident

Warner Bros Worldwide Theatnical Advertising and Pubhcity
ROBERT G. FRIEDMAN
Prosident

Warner Bros [nternational Theatrical Distnbution

EDWARD E. FRUMKES
Prestdent

‘Warper Home Video
WARREN LIEBERFARB
President

Warner Bros Domestic Theatrical Distribution
D. BARRY REARDON
President




Warmner Bros. Music
GARY LE MEL
President

Warner Bros Domestic Television Production
TONY JONAS
President

Warner Bros Domestic Television Distnbution
RICHARD T. ROBERTSON
President

Warner Bros International Television Distribution
JEFFREY SCHLESINGER
President

Warner Bros. Domestic Pay-TV, Cable and Network Features
EDWARD BLEIER
Presudent

Warner Bros. Television Animation
JEAN MACCURDY
President

Warner Bros Feature Animation
MAX HOWARD
President

Warner Bros Intemational Theatres
MILLARD OCHS
President

Warner Bros. Worldwide Consumer Products
DANIEL R ROMANELLI

PresidentWamer Bros Worldwide Licensing
GEORGE JONES

PresidentWamer Bros Worldwide Studio Stores
PETER STARRETT
FPreswdent

Warner Bros Interaational recreation Enterprises
NICHOLAS WINSLOW
Presideins

Wamer Bros Studios facilities
GARY CREDLE
President

Eiektra Entertainment Group

SYLVIA RHONE
Chairman and CEQ



AARON LEVY
Vice Chairman and COO

SEYMOUR STEIN
President

DC Comics

JENETTE KAHN
Presudent and liditor-In-Chief

PAUL LEVITZ
Executive Vice President and Publisher

The Atlantic Group

AHMET M. ERTEGUN
Co-Charrman and Co-CEQ

VAL AZZOLI
Co-Charrman and Co-CF()

Wamner Music Group
ROBERT A, DALY
Chairman ard Co-CEQ

TERRY S. SEMEL
Charrmun and Co-C ()

JEROME N. GOLD
Frecutive Vice President and CFO

FRED WISTOW
Frecutive Vice President and General Counsel

Warner Bros. Records

RUSS THYRET
Chairman and (£

DAVID ALTSCHUL

Vice Charrman

COLIN HODGSON
Fxecutive Vice President and (1)

STEVEN BAKER
President, Warner Bros. records

HOWIE KLEIN
Presidens, Reprise records

Warner Music International



RAMON LOPEZ
Chairmen and CEQ

STEPHEN SHRIMPTON
President

JAMES CARADINE
Fxecutve Vice President

KEN COOPER
Fxecutive Vice President and (1O

PETER ANDRY
Warner Classics Imermational

ANDRE MIDAN]
Presdent, Warner Music Lann America

MANFRED ZUMKELLER
Preudent, Warner Music Europe

WEA Inc.
DAVID MOUNT
Chatrman and CEQ

ELLIS KERN
President and Co-CO0

RICK WIETSMA
Fxecutive Vice President and Co-(CO0

Warner/Chappell Music
LESLIE E. BIDER
hairman and CEQ

IRA PIANKO
Cheef Operating Officer and Cl-()

RICK SHOEMAKER

Fresident

Warner Special Products

ANTHONY PIPITONE
Prestdent and (RO

Home Box Office

JEFFREY L. BEWKES
Chairman, President and CEQ)



SETH G. ABRAHAM
Ixecutive Vice President and Presidem, Time Warner Sporis

CHRIS ALBRECHT
Executive Vice President and President, Original Programming and HBO Independent Productions

JOHN K. BILLOCK
Fxecutive Vice President and President, HEBO Sales and Marketmyg

LARRY P. CARLSON
Executive Vice President amd President, HB() Satellite Services

ROBERT COOPER
Executive Vice President and Pressdems, HBO Prctures and HBO NYC Production

WILLIAM C. NELSON
Fxecutive Vice President and CI-()

JOHN S. REDPATH JR.
Executtve Vice Fresident and General Counsel

STEPHEN J. SCHEFFER
Executive Vice President and President, I'tdm Programnung, Video, and Faterprises

CURTIS G. VIEBRANZ
Fxeculive Vice President and Presidens, HBO International

HAROLD AKSELRAD
Sermor Vice Presidemt, Business Affenrs

DAVID BALDWIN
Sentor Vice President, Program Planning

VINTON H. BAUER
Semor Vice President, HBO Direct

ALBERT COLLIS JR.
Semior Vice Presidemt, Information fechnology

SHELEY D. FIsCHEL
Sermor Vice President, Human Resources and Admnistration

ROBERT S. GRASS!
Sermor Vice Presidem, Affiliate relanions

LESLIE H. JACOBSON
Semor Vice President, Film Programaung
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Management’s Discussion and Analysis of Results
of Operations and Financial Condition

Un Qctober 0. 1996, Time Warner Inc [*Time Warner ™ of the
‘Company’). acqured the remaming B0% interest in Turnet
Broadcasiing System. ing {"T@$7) that & did not aready own
As a result of this transacuon. a new parend campany with the
nams “Time Warnor Inc * repiaced the okd pacent company of
the same name [“Old Time Warner™, now known as Tyme Warner
t ompamies. Inc |, and Old Time Warner and TB5 became
separate, wholly owned sudsidianes of Lhe Mw paiere company
{"New Time Warner™) Reterences herewn Lo “Tame Warner™ o Lha
*Company” refer to Oid Tume Warner prios to October 10, 1996
and New Time Warncr thereafues

Time Warner classdies NS business interests nto four
fundamental areas: Entertainment, consisting prncipaily of
wnlerasts 0 recofded MUSK and muse: pubhishung. fimed enter -
Laimatnt friewton procuction, teloyraion braaoc asting and
theme prks Cable Networks, conssung phincipally of interests
in ¢ able televison programming and sporis franchises:
Pubdisheng, conssting pancipslly of HETosis in Magaling
pubbshing, book pubiishing and drect markeding and Cable,
cohwsung principally of interests in cable Lelrvision systoms
A maority of Time Warnes's mterests in filmed entefanmont,
Lelevision production, telewison broadcasting and Lheme parks,
a portion of 1ts nterests i cable Ielevison programming and
a rmagorty of 1its ¢ able teleyvraon systems are held Uvough
hime Wasner t ienainment Company. L P (TTWET) Time
Warnct owns general and bmited partnershiponlerests sn TWE
consisting of 74 49% of (he pro rata prwity capsal ("Serwes A
Capual™) and ressdual cquity capetal ("Residual Capesl”). and
100% of the semor photty copital {*Semor Capnal”) and jureor
priofity caputal {"Senes B Capital’) The remainmng 25 51%
tmited partnershop amedrests in the Scrses A Caprsl and Ressdual
Capnai of TWE are held by 3 subsidiary of 1 5 WEST. Inc
{"US WEST™) Tum: Warner does nol consoadate TWE and ceraw
reialed compames the “Entertamment Group™) for inancial
epOtdg PUIPOSes Decause of cortom hmited partmes Shyd
approval nghts reisted 10 TWE s intereat in cerlam cabie teiev
sion systems Capitalized lerms are 35 defined and deschibed
n e 3CCHMPanyng consohdasted fnand sl Statements of
alsowhere heren

"

STRATEGIC IMITIATIVES

Significamt Trensactions Dur g Uhe pal two yrars Time
warner has pursund ssgnlic AMe, $11alegiC ivbabives that have
rosulited N the acquistion of TBS and the exparwon of Tene
Warncr  imerests ol the Cabic teevnon busness These
intistwes were part of an ongong stralegy 1o strengtian Tene
Warner's Fiorests n entenasnment and Cabic lelevedon piogram
fmng. and o sxpand the oper ation of Ls/ge grograprsc Custers
of cablo Lorviuon Systams m an offon o achve cconomees of
scale in the develnpment and disiritauon of new and eapanced
sernces Ovor the sAme porod, Management X0 engaged n
8 program to iImprove the combwned financial condsbon of Time
Warnet and the Enteanmant Group, as well Bs 0 mooase
theee overell finencwl Nexiuity, through the wruabon of a debt
reduction Pprogrem and wugndicamn et relinancings
Mansgemart belicyes IEs expansion sirategy has lagely
schieved 1ts abyecUvas and (Mends (G R T 1 L N LN PPN, Y, |
improng Uk combined (NANCI CONAILON OF Luw,c ¥ fnef ard
the Ertertainunam Group and ncraasng Lhay owecall Inang al
fonbdity through sddaionsl intigtives, such Bs comamaed
dett reduction and (M peMermaton of vanous COSl- svings
ang revenue-enhancing measw ¢ deugned (0 sugment
tundarnends! buuness growth
Consistent wilh Mansgement’s siralegic drcctinn, Lime
Warner compicied the following (ransacton m 1996 that have
had and are rupested to Lonunuae o have a sigimfscamt effrct
o s tesults of opesatons and Hnand Al ©onabon
o The acquisitirn in October 1996 of the remaning BI% ierest
i TBS that was not akready owned (the “TBS Tramacuon™)
In Lonnectiun with This 1ransacton, New Time Waraes ssued
or agreed tu 1ssue spproximately 178 4 milluon shaces of
common stock. approsmmatcly 14 mllion sinck optrons and
$67 mikon of ConLIeralipn paysbie. alits Clectson, W erther
cash or cummon slock New Time Warner slso assumed
approxamsicly $2 B bulion of indebtadnass The addinn of
TBS5's Nows And FalerARMent pFoGramming nciworks fim
and animatian ibranes him pearud UOn Companses arkd Sports
francheses 1s caprcicd Lo complemerd virtually all of Tune
Warner's busness inlarests









16 2 bilhon acquisstion of TBS i 1996 and olher bussness
combmations accountod [or by the purchass melhod Financial
analysts genorally consader EBITOA ta be sn mportant measwe
of comparative operating perfarmance for the businessas of
Time Warner and the Entertanment Group, and when used in
COMPanNion 1o oobl levels or the coveragl of st est Cxpense,
3s a measure of hquidity However, EBITOA should be conud-
ered in Addon 10, NOL 83 B wbNdute (o, oper Ming iNCome, et
incoma. Casvh fow and other messwies of Hinancial performanc e
and quadAy reponted i sccordance with genorally accepled
accounting prnciples

TRANSACTIONE AFFICTING COMPARABIRITY OF
RESULIS OF OFLEATIONE ARO FINANCIAL CONDITION

In conNeCLON with Management’s strategic iHmbves. Time
Warnet and the Ente tasmment Group have completed a numixer
Of CANSBCHONS Over the PAS] two yea s whicl have afincted the
comparsbeity of each entay’s results of aperatwns and financial
condiicn For Time Waner, these UBnuachions includs the
185 Transactan. the Cabie ACquisitnt the 110CHU/ Tosba
HransActon, the Preferred Stock Refinancing and certain
olhes debX refnancngs ithe “TW Tranwactions”) For the
Entertasment Group. Lhese 17 antaclons inchude the formation
of the TWE Advance/Newhouss Partnerstup, the refinancing
of TWE's benk debt snd Cortmn asset shies INClLuCNg (he sale
ol 57% of TWE's wterest in Sax Flags (Lhe “Enlortainment
Group Transactions® and. when taken tagother with the Tw
Transachons, the “Tme Warner ramactons”) Each of these
U srractons 1 more fully dLusted slsawhery horom

in ordet (0 onhance comparalilily the following diacussion
of results of opey stons (or Twme Wainae and 1he Erderimoment
Group s supplemenied. where appropraste, by peo lorma

financ il infar mation thal grves offec( to the Time Warnet
lranwactions and the | ntartsinment Graup Transactions
rospactively 83 ¥ wue b tranasc Uom had o cidrad at the
beginmng of the respecuve poiods presontnd The pro lorma
resufy are presanied for informatonal purpnses only and are not
nec o388y wndic alive of the operaling results that would have

o curred had the U amuaclions acwally occutied at The beginning
o Thoae Do e, oor are they Necessarily sl suve of future

OPeTALNG Fenits

AESULTS OF OPERATIONE

As & tosud of the TAS Tramsaction Timo Warner now has two
now Dusnast ey menis whet B pacsiial 13 ravioasly existing
i eresls i mod erte-tnment and ¢abhe telrvision

pr oty Ammang hetd thragh TWE Dime Warner s Cable Nebwiork s
saqont pond pally conusts of THS « cable elevison networks
An LPOMS OEEYBLONY  ThOSe OPET AUGAHS INCDe CNLe i Amme Nt
network s such 85 THT the T1HS Superstation, (he Cartoon
Nelwork and Turner Classa Mnwes nows networks such as
CNN 1 NN nternatons! ang CHNN Heaclhine Neows and ooy
frant Poes comusung of the Allsnta Braves and the Atlanta
Hawns Time Warnot s Famed Eredanment segmaent principally
consmts of TBL s fim and tedwwion praduc lon and distnbulxy
operations. ncludeng New Line Castle Rack, Hanna Barbera,
inc and Lho formes film and tedevinon Iiuranes of Mclro
Gokdwen Mayor, inc and RKQ Pictures, tne Bocause the sosuilsy
of aperations of these butinesses and Tume Warner'y cable
DULINEL4ES &8 NOL COMpBad 2D L0 tha pruw pariod. the lolcwng
diw ussnn of busnoys wegmant operating  sUILs 13 presented
an i Rh & hidiw W ad and (o lorms hase









on the saic of Invements, offset 1n part by tho dochne in the
worldwide recorded mussc busingss, a related Increase in the
Music division’s piovision for bad debis and lowe: resulls
trom direct marketing sctivities. Mansgement crpects Lhat
the current suate of the U.S, rotad environment wail continue
(o affect 1997 operating resuins

Cable Networks - TBS Cable Networks resuits reflect the
acquistion of TBS offoctve in October 1996 and inc o
revenuns of $680 milon. EBITDA of 3162 mulhon, deprecintion
and amortization of 363 mdkon and operating income of $99
milion Such operstiing results are nod comparable ta the poar
year and, accordingly. e discussed on a pio forma oasH

On a pro lorma bass. revenues increased to $2 417 bithon,
compared 10 $2 106 balion in 1955 EBITOA increasedio
$547 mabon from $502 mdbon. Depreciadion and amortizatin
InCluding amortizetion related o the purchase of TBS.
amounted to $250 mdison In 1596 snd $235 milion n 1995
Operating inc.ome mcreased (o $297 mitlion from $267 milhon
Revenues benofitod from Incresses n advertiting aod
subscriptions  Advertssng revenues incrossed dur Lo s strong
overall adverusing market for TNT and the TBS Suparstation,
the continued expansion of CHN inlernationsl, snd ciossed
viewe! shap for the news networks duning the 1886 U S political
conventions and presicentsl CAMPaQN. SubLc NpLon revenuets
ncreased as a result of higher rates. as welt as an INCTreaso In
both cable and home walellite viewsrs, primarity & TNT, the
Carioon Notwork, CNN snd CNN intecnationat EBITDA and
OpOr aling INCOME InC reader] principalty 83 8 rasuk of the
revenue gans, offset i s by kgher sports and ontertoin
Mool e Ogramming Couls snd 311 -up Costs 107 three NOw
networks, including CNN/S)

Fimed Enlaviamwnent TBS Fumoed Entortammaont results
reflect the acqursiion of TBS effectwe 1n October 1996 ana
mclude revenues of 3455 mudlion EBITDA of 312 milhkon, depre
C18LH0M 3nd aMOFLZALON of 324 millkon anc opcdAlING nCome i
$B milion Such operating rewulls are no. comparable Lo the
phor year and. accordungly, are disCUssed 0n & pro forma basis
On a pro forma bass. re cnues Mcreased o $1 458 billon
compared to $1 352 bakon n 1995 EBITDA decrensnd from
48 mahon 1 1885 10 a loss of 3308 million in 1996 Geprocabon
ond amote sLON, 1 lucing ninortiE W00 relatod 1o the purchsse

n

of TBS, amounted Lo $94 mdbon n 1996 and %110 millon in
1995 Operating losses increased Lo 3202 million from $62
millson Revenues bonofiled from inCreases in wiridwde
thentrical and home video rovenuos Woridwido thostn el
revenues benclted rom an incre ase in the nomber of theatrcal
tricases Homo video revenuns incressed pamarily due (0 an
nCreasc in sales of thoatne al and cxisting kibvary pioduct
Despite such revenur mcreases. £ BITDA and oped guing income
decreased pimcipally as a cesult of deappownling e sults for
theatacal releascs, which resuited in approximately 3200 miilion
Of wrile offs at New Line ang Castie RoCk duning the mine
month. pre-merget penod

Cable The 199f Cable operating results incrcased as o result
of the CVI Acgueinion elfcctive as of January 4, 1996, and the
fuit year elfect from the scquisibons of KBLCOM effective s of
July 6. 1995 and Summa cifective a5 of May 2. 1995 Hovenuoes
increased 1o 3909 milkon, compared to $172 midlion in 1995
EBITDA incicased \o $4 16 mitbon from $30 miulhun  Depreciston
and amortizalion smounied to 3401 million in 1986 ano
$95 milimn nn 1995 Operatng income increased (o 375 millon
from s loss of $% millson

On 8 pro torma basis, Time Wavnor's Cabie divisson
had 1995 reve ues of 3847 millor. EBITDA of $425 muilon.
dopd 6C1Lon And amorty 5uon of $396 milion and Oope:ating
income of $29 millon N companson 1o 1995 pro forma Jesuls,
1996 revenues benefited Irom an increase 1n basic cable
SubsCribers, INCroasos In reguiated Cabky tatos as petmiliod
under Tinc Warnet Cable's “social contract” with the F ederal
Commurecations Commison (the "FCCT) and an i toase an
pay e yiew and adverbsing revenues | HITDA and oferabing
ncome iIncressed principally 83 & result of revenue gans. offset
10 pard, with 1 Spect Lo opes sUNG inCome only. by tugher dJepre
Ciation and amor Lation relslig 1o ndfeasnd Capital spumnadng

interast and Other, Hel Interest snd olhes, et aacicased W

$71 174 bl 1in 1396 compared (o 3872 mdhanan 19% L oerest
expense incira.ed to dwbB mullon, compared to $87 T million
The increase w1 interest expense was pond ipaily due to Lthe
B450MpLon of incurrondc e of approssmatidy 36 1 Billkon of debt
n the Cobie Acquisitions and the TBS Transacton. affsel in pan
by the favocable effect from Time Warnor s redemption of the

8 75% Commrubie Debeniwes and the reduchon in debt



associaled with the Prefesred Stock Refinancing Othev expenss,
net, increasad to $208 mullion tn 1996 from an mmstor sl smount
0 1995, principally because of a docrease in investment - related
INCOMe resiiting from lower gans on Cenain asset sakes.
InCreased losses from reductions in the carrnng value of ceran
irvestmens and an ncresse N drwdend requerements on
prefered securties of subsidianes 1ssued 1t 1995 in connecunn
with the redemplion of the 8 15% Converubie Debentures

ERTIRTAIRMENT CROUP

Filmead Enter tannment-Warmner Siros, Revenw s increased to

35 648 bihon, compared ta 3% 076 ilkon in 1995 EBITDA
increased (o 3545 mihon from $490 mudbon, Depreciation and
amoriization, Ncluding amartization rolated 1o the purchase of
WCI, amounted to 3292 milllon in 1896 and 1237 milllon in 1995
Oper ating income nCrgased 10 $254 mebon from $253 mithon
Revenyes benefted from ncCreases in woridwade home video,
television disthbution and consumer products operations. offset
0 part by kower nternatonsl thestncal revenues EBITDA and
operat:ing income benefitad principally from the ravenus

gains offset in Lrge part, with respect to operating income
only. by higher deprocathan snd amotiration principa by

related {0 the 1986 summer optreng of an wternational

theme park in Gevmairy.

Six Flags Thome Parkis As 8 result of TWE'S sale of 51% af its
nterest in Six Flags. the operating results of Six Flags havo
becn deconsoldsted effactve 48 of June 23, 1995 and TWE™s
remaining 499% inleresd in Six Flags 13 accouned for undor the
cquity method of 8CCowRking

Broadcasting - The WS Network The WEB Network recorded
an operatng loss of $98 mdhon on 387 Milkon of revenues N
1996, compared Lo an opealing Kyss of $66 Mdlion 00 $33
madlin of revonues in 1995 The .ncresse ;i revenues and
operating losses primarty cesuAed irom the pxpanwon of the
WE Network's prumetime [Fogramming schedule (now al three
nights) and the exankion of Kads' WB'. the netwark s animatod
pogrammng hneup on Sslrdsy mormgs and weckdays

In aaditian, opersing krases for 1995 were mitw ated by 8
favorable legal settioment Due to the $6i1-up natute of this
nation sl broadeast opeaUON. D330s arc capectied tO rontinug

am

Cable Natworhs - HBD Rovenaos incraasod lo $1 781 bithon
compared 1o $1 607 bidbon n 1895 F BITDA ncressed (o
$350 mihon from $293 méhnn Depreciatyon and amostezation
amounted to $22 mullon in 1996 and $19 milion in 1995
Operating income wcreased to $328 million from $274 milhion
Revenues benefried prmanily from 8 siprufic amt Incresse in
subacriplions ta 32 4 mibon from 29 7 miilon at the end of
1895 EBITDA and operating v ame smplovod prind pelly

as a result of the revenus gains

Cabls Rcvenues ncreased (o 33 B51 bilon, comparcd In
$3 094 bl n 1995 EBITDA inczrasrd to 31 536 ilkon from
$1 275 bdwon Degeeciation and amaihizatan inc hxding
amortizalion related to the purchasa of WCI snd tho ac quisiton
of the ATC minoriy nilerest, amounicd to 3930 milbon in 1996
and $773 million i 1999 Operaung income ncrerasod 1o 3606
mithon from 4502 mabon The 1996 Cablke oporating rosults
incressed 85 a rosult of Lhe full yesr eltec’ from the Iormation
of the TWE - Acgvancel/l.-whouse Pa unetshup effective 8s of
Apri 1, 1995, and the consoldation of Parsgon Communc stxons
eflecuve as of July 8, 1995

On 3 pro forma baus, the Ententsinment Group's Cable
Aivisan had 1995 revenues of 33 578 biibon, EBITDA of
11 355 bilkon, deprecution and amonization of 3822 mulkon
and operating (ncome of $533 mikon In compansan to w5
o torma rasuits, | 096 revenuos benofidad {rom wn aggrogata
inCraase in basic cable and Pnmgestas-rolated, diraci brosdcast
sateline subsChibers, ncreases in reguialod cable rates A%
pevnited uniter Tung Warne Cable s “social contract” with the
FCC andincreases in pay per wew and sdverlisng revenues
EBITDA and oporaung mcome Incressed pnncipally as s result
o revenue gans. offsel in pan, wih respect Lo opefanng
neome only. by fegher depreciation and amaostizatton relating
{oow rensed capial spending

intereat and Othar, Net Inlerest and other. net decerased (o
3524 mithan in 1996, compared to 3539 mithon w1 1935 Interest
oapense decreased tn 3478 milion, compared Lo 3579 milion in
139% pancipakiy as A resull of interesd $avings on lowe! average
debt ievels relased 10 management & dedt (cducLon Program snd
iower Shon -1erm. Rostng - ales of Monest pad on Dofrowings
undet TWE's lormer snd extsting bank crodit agreements



















in Janusry 1998, n conhection with the C¥1 Acquisttion,
subtrudiaries of Time Wamer asaumed $ 500 mullion of pubilic
nofes and debentures of CVi and borrowed $1 5 ihon undaer
the 1995 Credn Agrecment to refinance a ke amount of oiher
indebledness asusmed or mourred i Auch scquisiion

In february 1986, Time Warney redeemed the romaining
$1.2 talleny prncipal amoun of 8. 75% Convertible Debentures
tor $1 28 Dulhon. inCluding redomption premiums and ac crued
treerest thergon The sodempuon was llnanced wiah (1) procceds
raised from 8 $575 mulibon iss5uance i December 1095 of
Company-obigatod mandatordy redoemable preferred securties
of & subsickary ard (2} 8750 mihan of proceeds rased from the
issuance o Sanuacy 1996 of (1) 3400 miikon proncipal amount of
6 B5% gebentures duc 2026. which are redeematie at the oplion
ol the holdors thereof in 2003, (v) 3200 milion principal amount
of B 3% drscount deDemuces due 2036, which do not pay ¢ash
imerest untd 2016, {w} 3166 mikon poncipal amount of 7 489
debentures duc 2008 and (v $150 million v ncipdd amount of
B 05% debentures cue 2016

During the fiv st quarnor of 1987, Tima Warnar entserd Inlo
& numbes of nancmng rensactinns, which resuled in the
refwrwncing of spproximataly $600 methon of dobt. Tene Warner
redeemed $100 milion principal amount of 10.75% Senior
Notes due January 30. 2002 of TWI Cable snd spprosimately
$283 mithon accretad semourd of TBS Convertibis Notes at sn
aggregate redompoon prce of SppY onimately 3800 mikon,
InCluding fedemplion premdums snd ALCiued Ioresd thoreon
Time Warnoer 8is0 issutd $600 millian prind ipal amow it of
floaung Rate Resot Notes Oue Decomber 3G 2030 the
“f loating Rate Reset Noles™) The Floating Rate Reset Notes
beas irrergsl 81 a fostsng rete aquai to LIBOR joss (5 basi
poirts unil December 30, 2001, 8t which Ume the imerest rate
wall be 7esel 31 8 hued rate equal to 6 59% plus a marga:n bascd
upon Time Warner's croot fisk a8l such time The Flosnng Rate
Reset Noles are regecmabie at the election of the holders, n
whost: bul Aot in part. on Decomber 10, 2001

b1

Dot Reduction Progiam As arl of a Conunun strategy

to enhand o the inand A positnn and Cior statistics of Timae
Warnet and the Endertainment Group. a $2 33 bellion debdt
reductinn program was mitaled in 1995 Ing luting the Saie

of 31% of TWE s interestin Six Flags i June 1995, the sale

of aninterest n OWC. Ine i ¥ ebruary 1999 1he <ale of cenain
unc luslefed € able vystems, i piroe ceas taned from the mone -
tization of Time Warpet & investment wn Hasboo in August 1995
fihrough the issuance of mandatosly redeemsble profered
ancweitios of n wobsidiatyl and a portion of its intarast in

TWE 1n Aprd 1996 (thraugh the tysuanc e of Seres M Preferred
Stack) and the cxpected 1997 sale «f TWE < intesestn £!
tntertainement Telewision, inc . Time Warner and the
Entertammest Group on a combuied basis have eaceeded
ther tAl goals under ths peodgram

Ceedit Statistics The CombinALun ¢ as4et 33ies and gebt reh
nanc Ny s 15 sntended o sirengthen the hiandia) powton of Time
Warner and the Endertmnnmaent Group and, wiwn taken Wgriber
with EBITDA growth, 15 expectsd (6 continue the ynprovement
of Tenc Werner & overall credn statisies These credn staustics
consist of commonly used baundily Incasures such as keverage
and cover? ¢ ratios The levorage ratio repiasents 1he tato of
tolsl gobd, oss available cavh and s--quivalents ["Net dett ™) 1o
ol business segment EBITDA. ks corporale expenses
Adyusted EBITDAT) The coverage ralx refresents the ..l

of Adpsted £ ITDA WD 1Gtnl Ineerest eapense andéor prefeced
dividerndds Thoso ratos, on a pro foana baws for 1986 and
1995, and on b histoncal baws lor 1994, are as sel torh below
for each of Time Warnor and Time Warner and the | mlertainment
Group combned Cavtain rgting agences and othed credit
analysia place more emphaws an the combined ratos while
othe-, fnace morg fmphass on the Tung Warnor stand alone
rabos It should be understond haowever, Lhat the assets of the
Erigrtamment Group arc nat freely avadabie 10 fund the cash
nevds of Time Warnee









TWE, amounted 1o $1 563 tallion in 1896, compaiod to §1 140
billon in 1895, and was lnanced in pari through coBecuons on
{he notc recoivable from U 'S WEST of 3169 milbon 10 1996 ant
$602 milion n 1995 Cable capasl spending for 1997
budgeied 1o be steady al approxunatedy 31 6 bithon and
expected 10 be funded pancipally by cabic operatmg c ash liow
In exchange 1ot certan flembaldy in eslablisheng cable rate
prcing structures 1of regulated worvices Lhal wert imo etfecl on
January 1. 1996 and consislent wath Time Warner Cabic's iong
term strategic plan, Time Warner Cable has agreed wab the FCC
to mnvast a total of 34 brthon t Capital Costs in conneclion with
the upgrade of its cabke infrastcucture, which 1S expacted to

be substantially completed over 3 hive yoar penod ending
December 31 2000 The agreement with the FCC covers ail of
the cable operatioms of Time Warper Cable. inciucing Lhe owned
or managed Cable elewson systerns of Time Warnet, TWE and
the TWE Advance/Newhouse Partnorship Management cxpects
to contnie Lo linanc.e sucn lewel of Investmoent prine ipally
through the growh in c able operating < ash How domved from
ICreases in SubsCrixns and cabia rates. bank credd sgrooment
borrowings and the dowNopmant of new fevenue sUeams

from expanced prOgramemang OpLon's, high spoad ds
Lanumston and olhoe sarvices

OFF-BALANCE SHELY ABBLTS

As dincussed below, Tima Warner betoves that the valuo of
certan off- Balenca sheet 3s38ts should be considerad, along
with olhor [aCtors disussed eiscwhere hrom, 1N evaluating
the Company's inancal condan and prospects lor lutwre
tesults of operatons, iIncluding 1ts abibty Lo fund s capital
and hquedny needs

Intangible Assats As a creslor 3nd distnibudar of anded
information and enterlanmont copyighls Tirne Warner and the
Entertainment Lroup have 8 Hgnificant amaount of nternally-
generated intangible assols whose vaiue 15 not fully refloctnd in

Lhoir respec Uve consolidaied balanca shoeds Such intangibie
assots ontond across Tume Waind s prncipsl businoss
ntergsts, but are best exemplined by Time Warner s Collechon
of copynghted musst product. Its kbraries of copytghing fim
and tolevivon procul and the cresion of 6 xtenson of brands
Generally accepted sccounung principies do nol fecagnie Le
value of such asspts, except At the ime Lthay may be acquered
IN & DUSINESS COMDINALON A< CoumMed for Dy the purchase
method of accounting

Hecausr Tene Wasner owns the copyrghts to such creative
material, k Continually genarates revenue thiough the sake of
<urh products across difforent medu and o new and exisling
markets The velue of fim and tekrvisuon relatod copynghled
product and trademacks 13 continually realized by the hcenang
of hims and televivnn semr 1o secondary markcts and the
ieensing of Uademarks, such as the  onaey Tunes characiers
and Batman. Lo the re1ad indusicy and nther mack ety In sodison
Lochnologic 8l edvances, such 8s Uw intioduchion of the compact
dise and hiwne vidoocassetie i the 1980°s and potonually e
digitsl nicdoo dise i Ut futuve, haive hislo «cally gonorsiod
sigrificant (ovonuse oppOriuniies theouh the repackaging and
sake of such copyngied products 1 M0 now (e hnnlogic sl
format Accovdingly, such intargeble 2s1ats have signdicant
off-bDalance sherot 2188t vala that ks nox fully reflectod in the
consolidated balance sheets of Time Warner and the
Emtertoinmoent Group.,

Fimed Enterlsinemant Backiog Backiog sepretenty the smount
of luture revorsa NoL yet recarded Itom cash Contracts fod the
boensing of the sific sl and iekevision produr t for pay cable.
basic cabir network and syndecated Leievision exhiilion
Backlog of Wainer 8ros smaumted 10 31 502 bilhon and $1 D56
B gt Decomber 31, 1996 and 1995 respectively (ncloding
amaounts roistng 1o the brenung of vm product to Time

Warner s and TWE s cabile teMrvision nitwork s ol $463 mulleon
and 3175 milkon, respecuvelyl Warnet 8105 backkog incteased


































recogmized o5 Bn ntangsbie asset i1 Lhe consolidated balance
sheet On the n.her hana IaNQIbie A550LS A Querd N husinge ss
COmMbE 3UNNS ACCoumed for by the puichase method af
ACCawIng e capialized and amortiized over thed expected
usctul e 45 a noncash charge agamst fulure resuns of
operabions ACCOFONgly, the nlangibie 33s01% reported i the
consolidated balance shect do not rediect the faw value of Time
Watner's n{crnally -generaled nlangible assets, but rather sre
imited 10 Intangibhe 855615 resUNING from Cernmin sCQuisibom
nwinch lhe cost of the scquire-d companes exceeded the Tair
value of thow Langidle BSscts 8t the bme of scquis(on

Time Warner amoruzes goodwll and sports {anchise s over
prnads up Lo fofly years using the strasght-line method Cabie
Weley)5s0n rancheses. Muse CAAIDQUEes, CONUPaCts B copy-
nghts, and olher inlangibie 8ssels are amartized over poriods
up o teveidy years usig Lhe straight-bne meth:  In 1996, 1995
And 1994, amonuzaton of goodwl smounted ta $250 mioo,
$175 mikon and 3158 rmulhion. respectvely. samorlization of
MUSIC COpYnghs. arusts’ contracts and record Catakoguos
amounted to $132 mean. $118 mikon and $115 mdlon, respec -
Uvely: amartization of Cable television Bnd sports francheses
amaounicd to 3212 mitleon 1 1396 &nd $42 milkon 0 199% and
amoruizetron of olher miangible a3 sets amountod to 387 milkon,
341 mulion and $31 mabon respectively. Accumulated
amorlization of FHangubie assets a0 Docomber 31, 1966 and
1995 amounted to 32 457 baleon and 31 B45 bdlion, respectively

Time Warnor sepasately (eviews the carryng value af
3¢ quarod tangDie: 834015 Jor each acqued enlity on a quartorly
03ws Lo determne wiether 30 impar ment may exist Time
Warner consuders reicvan cash Now and profiateiny mformaton,
i haching esuimated Niwe oporating o Llls, tronds and othar
avalabie nlOrMalon, M 35resing whother thy Carrying valua
of ntangibie assets can be revovered Upon a derermination that
the carrying value of intangdie assels will not be recovered rom
the undincounied flRure Cash Mows of the BCQUINRT DUSINCSS,
the carryng vaiue of Such yangibit Assets would be considoned
impaved and will be «educed by 3 charge 1o operations in the
amnunt of the impairment Anmparment Charge 1s measured
as any deficiency in estimaled o ounted (ulure cash flows
of the acqured business to racovar tha Carrying value rolated
(o the intangibie assets

Income Teass Income LAXOS B0 providnd Lwng the kabdy
method prese aibed hy FASH Statement Na 109, “Ad e ounbing
o income Taxes © Undet (he bability method. dreletred income
tanes reflect tax carrylorwards and tha pet tax eifects of
lemporary difflerenc 04 DEtween the carrying amount of 85 sCis
and kabdairs for fnancial slatement snd mCOmMe Lax puiposes.
8% determuned under cnacted tax [aws and rates The financial
effocl of changes i Lax laws of 18tes 15 accounted fof n the
pernd oF enactment

Reahzation of the net oporaung ko4s arkd investment tax
crodil carryforaards which were acqurcd I acqusilions, are
accounted tof at i reuc b of goodwnll

The princwpal opreaimns of Lhe Entertainmaent Group are
conducled by partnershupsy InCame Wx cxpease ind ludes Al
Income texes related to Tung Warnar 3 slocabla sharo of
parnet Shep incormc and 18 equity W LD KICOME tax expense
of corporale subsduccs of Lhe pantnarships

Slochk OpLons In aCcOrdance with Accounting Prnc plos Boa' d
Cpimion No 25, “Accounung fod Stock Issued (o Empioyces”
{"APB 257). compensalion cost lor slack oplions is fecogmzed
nancome based on the cxcess. of any, of the quotod maket
prce of the stack at Uw geant date of the award or other
megsurement date ovet the amournt an employee must pay to
acquwe the stock The Laercnna prce lor siock opbons gramad
fo employcns cquals of exceeds Ui fair Mmarket valve of Time
Wariwe commnn sinck af the dale of yrant. thereby resuling

N A0 FECOGR o of Compensatnon enpeiiae by Timo Wart

Loss Par Common Share L0%s per ¢ ommon share 15 based
upon Lhe net loas apphcabla to comman shares afler proforred
dividond requirements, and upon the witighterd avcrage of
common shares nutstanding du ing the period The converson
ol sor urdie s convertible into common stock and (he caercise of
SIOCK OPtONs were iof 3ssumod n the cakeulatans of loss per
common share because the efiect woukd have been anudilutive



2. MERGERS AND ACQUISITIONS

TBS Transaction On Octobor 10, 1896, Now Tune Warncs
acquired the remaiung BO% nderest in TBS thal was not alteady
owned by Od Time Warner {tha “TBS Transaction™] As pert of
the transachion. cach of Oid Time Warner and TBS became
separate, whaolly owned subsidianes of New Time Warnar which
combnes, (or linpnc i reporting puposes, the consohidated el
855¢ls and oporatung results of Old Time Warnar and TBS fach
1ssued and outstanding share of each Chiss of caphal stock of
Otd Time Warner was convertad into one shate of & substantally
wdenucal class of capeal slock of New Time Warner.

in connection with the TAS Transaction. Now Time Warnor
1ssued (i) approwmatety 173 4 milion shares of comeon Sock
(incluaing 50 6 malbon sharnes of a8 special class of non-
redeemabie common stock having 1/100th of B vore por share
on certain lvmited maaers ["LMCN-V Class Comman Stock”)
to affilbles of Liberty Media Corporation {"LMC"), & subudiary
of Tele-Commumcauons, Inc ], in exchange for shares of TBS
capital stock and () approxsmaiedy 14 million stock options
to replace all oustanasng TBS stock oplions in addiuon, New
Time Warner agreed o 1ssum o LMC and s aifilates st a Later
date an addronal fre malion shaves of LMCN-V Class Common
Stock and $67 mullion of condecson Dayatie, 8¢ Lhe eleclion
of New Time Warncr, In cash or additional shares of LMCN .V
Ciass Common Stock Thes addsanal ¢onsideration well be
155ued PUrSURNE 1L (1 1R/ BE OPLIDN and NON-COMPEtion
agreement that wil pwovioe. B New Time Warner exercises ds
opuon, for a subsiohiry of LMC to provide conan satellite uplink
and gdistnbubion serwces for WTBS, a broadcast television
stahon owned by T35, ¥ 4 is converted Lo & copyrnght-pa.d,
cable ieleviSIon picny BMETHNG serncd New Timo Werner has
also fully and uncond Lonally guarantoed all of TBS's and O
Time Warnes's autstanding pubiicly iraded indetiedness, which
amounted ta $1 030 bibon and 37 754 billion, respecuvely
at December 31 19496

Ihe TBS Transacuon was sccauned for by the purchase
melhod of accounung for business Combinstions ACCordingly.
the cost to acquie TBS of appronima.ely $6 2 bithon was
pretminardy slloc aled Lo the net asaots acquired n proporson
to cstimates of thew respoctive far valuos as follows:
gondwlt 3B 746 Dibon other Curracd and oo W ient 3440(s
31 BC6 bihon: long-term debt-32 765 babon deferred
Income taxes- 3189 mull 1n. and other current and nonc wr rent
liabiies-31 416 bikon

Cable Transaclions On Januacy 4. 1996. Time Warner acquired
CVi whech owned ¢ bie (eleviSIon SYsIRms $60vng Bppioxamately
1 3 mithon subscnbess. i oxchange for the issusnco of appean
matety 2 9 mdion shaes of cominon sinck and apgeosmalely
6 3 milion shaces of now canvertibie peeferred stock {"Senes £
Proforred Stock” and “Seres F Preforred Siock ™). as adjuated.
and the SIUMPUGN o incwienc e of approximalely $2 billion of
Indebledness The scquisaion was accounted for by the purchase
mathod of 8CCounting 1o Dusness CoMmbnatons, accordingly.
the CoOSL L0 sccuaro G of $80¢ mulkon was sllocatud to the bet
BS3LIS BCCHAMND M (¥ OPOrTINN Lo ther fespecinve far values as
lolows: cablo telnvuon Iranchssos-$2 300 bithon; goodwill 3688
makon; other cumem snd Aoncurrent asscls $401 mikor, long-
torm cebt $1 766 bikon: defevred income Laxes 3731 mdbon;
and other curmemd And noncurremt kabilkbies- $158 mihon

On tuly 6. 198% Time Warner acquirod K8LCOM, which
owned cable lolnvision sysiems serving approximalely 700,000
subicnibers, and 8 50% inorast in Paraqgon Commiine stuom
("Paragon’), which owned cable telovision systems serving an
sdcional 972,000 subscribers The othes 0% interest in
Paragon was already awned by TWE To ac quire KBLCOM, Tume
Warner issued 1 mition shares of common stock and 11 mulkan
shares of 8 new convertibie preleried stock [“Senes D Prelerred
Sinck”) and aswmed or incurrod Bppraximately §1 2 billon of
indetiednes The acqushion was accounted for by the
purchase methad of ac~ounting for business combinations;
accorcngly. the Cost 1 scquwe KBLCOM of spprorimately
$3 033 bdbon was atiocawd Lo the Nt Assets scquired in
PropOrton Lo thew respoctive Iair values, as folows: invest
oM s- $950 mibon. c able todeviswon francheses-$1 366 billon
goodwill- 3586 mibon, other Current and nonciarent assels-
$269 mdon long-term detd-$1 213 bilion: deferred income
laxes-$BS mulon. and other curront habditios-$50 mullon

On May 2. 1995, Time Warner acquired Sumemt, whach
owrnd Cabie teitvInIon Aysiems serving Approsimately 162,000
subacribrors. in exchange for hey 1ssuance of appiovimaiely 1 6
rmuilon shares of common stock and apprasimately 3 3 milhon
shares of a new Converuible pieferred stock [*Senes C Preferied
Stock™) and the assumpuon of $140 nallkon of indel. coness
The acquisition was accounted for by the purchase method of
sccoonting for Busaess combinsuons accordingly, the cost ta
oacquire Summit of approximately $35 1 mihon was alloc ated to
the s55014 ACquired in proportion (o \heir respective fair vatues,

5 lodlows cable ielevision franchises 3372 milbon goodwall

5146 milion ather ©utrent Bnd none wecont asaeis 3144 ol





















B 75% Convertible Debertures, the "8 75% Debentures’) lor
appruxunately $265 milion in May 1996 [inchading redempiion
premiums and gccrued inlerest thereon). and (6 reduce bank
acbt of TWi Cable by spproxemately $1 3 bilion

In February 1996, Time Warner redeemard fa romaining
$1 2 bilkon principal amount of B 759 Convertible Debentures
for $1 2B bebon, including redemplon premums and acgrued
wnerest thereon The redemplon was financed wth (1) procecds
raised from & $575 milson msuance in Decomber 1995 of
Company-obhgated mandatorly redeemabie preforred securdees
of 3 subswhary and [2) 3750 mdhon of proceeds ransed fram the
issuance in January 1996 of i) 3400 malon principal amount of
6 85% deberxures due 2026, which are radonmable st Lhe opton
of the holdors thereol i 2003, (1) $200 millkon principal smount
of 8 1% discount debentures due 2018, which do nat pay €ash
irkerest undl 2016, bw) $166 muthon principal amount of 7 48%
dcbentwes due 2008 and {iv) £750 muion pencipal amount
of § 05% gebenlwes oue 2016 Time Warner had previousty
tedeemed appronmatédy 31 bifion pancipal smount of 8 75%
Conwvertuble Dobentures for $1 06 bihon (including redomption
premams angd accrued excrest) in September 1997 1sing
procecds raused from (8] 8 3500 milion nsyance sn Junc 1995
of 7 75% ten-yoar notes. (b) & $374 millkon issuanc e n Augusl
1995 of Company - cbkgated mandalarily rodesmabie proferred
secwilies of a subsadary and () avsilabic cash and cquivalent s
Ser Note 9 for 8 descrnipuon of Lthe mandatordy regecmable
predecred securres 1550ed n connecion with such redempuons

In lanuary 1996, in conneCt:on with i(s acquesson of CYI,
subsidiarmes of Tune Wasndr assumed $500 milbon of pubihc
noles and oebentwes of CWand borrowed $1 % ilhon under
the 1999 Crogil Agroems it (8% defined bokiw) to cefinance a
hke-amourk of other indetlednoss Bssumoed of ncwed in
SuCh 2C QuUISION

n August 1995, Time Warnor redecmed sil of ks $1 B Dillion
prncipal amourt o DuAsandng Redeomable Resrt Notos
due August 15, 2002 {he "Resel Nodes™) in exchange for now
securiies. consisting of approximately 3454 milbon aggregate
pre.cipal amourt 3 Floating Rate Notos due August 15 2000,
approxmmately $212 mallion 8ggr ogate pncpal amount of
7 975% Notes due Augost 15. 2004, approxmalely $54% mdhon
aggregate poncpal amount of 8 11% Debenturas dug Augyust
14 2006, and apprommaicly $58% iithon aggregate principal
ameunt of 8 8% Debentures duc August 15. 2007

(3]

In July 1995, TWi Cablr borrowed approximatety
$1 2 bilon undes the 1995 Credi Agreement to relinance
cerimnndebledness assumed i uried in the
acquisnian of KBt COM

In June 1985 TWICabk TWE and 1he TWE
Advance/Nowhause Partnesship executed a hive year revolving
credit facibty (the “1995 Credit Agreemert™! The 1995 Cindn
Agreemant crabled weh entiies 1o refinanc e certan indebted-
ness assumed inhe © athe acquisiions, to refinance TWE's
mdebtedness under a pre rushing bank credd agroement and
to hinance Lhe ongorg working ¢apilal. capital cxpandiure and
mhor cof podate Neods, of cach barrswer

An extraardinary Joss of 317 mikon was recogr ized by
Time Warnos in tha first quarier of 1897 in Connectsn wilh the
1897 Debt Redempions An extracidinary 054 of $35 milon
was recognired i 1986 in connecon with Time Watnet
rodompiin of the 8 75% Debanturps An anyacrdinaty ss
of 342 mibon was rocogrized in 1995 in canfecon with Time
Warner's partial redemplon of the B 75% Caonvrtible
Debontures and the wite-off by TWE of doforred Inancing cnsts
rolated to s former bank credit agroement Lhat was Llormuanated

laro Coupon Netes Twno Warnne'y zoro coupon notas do not
pay interest v madusmy The Icfro o apon exc hangesble noies
due Decomber 12, 2012 are cxchangeable sl any Ume by the
holders inin on aggregate of 18 1 rmilion shares of common
s{ock of Hasbro al the rate of 10 951% shares fur each $1.000
pancpat amound of notes, subject to Time Warnas 4 nght to pay
in whoke o 0 parl wilh cashansicand of Hastio conumnon stock
Thir tetmee of these mntes have been agusted tor a 3 T 2 slock
spint of Hastro Common stock that occuwrred i March 1992

{the “Hasbro Stock Spin™) Time Warnar can alect 10 redeem the
nates any ume after December 17, 1997 and hatders Can checl
10 have the noles redeemaod prioe thevelo in Ine ovierd of a
change of contiol, at the 1ssue price plus accrued Nlerost
stoiders 21so can elect to have the notes regeemed ot the 1ssue
price plus accrued inerest on Decembaor 17, 1397 2002 and
2007 subyeet 1o Time Warner s night to pay @ whole o4 in part
with Hasbro commnn siock nstead of cash The ey« lend
conversinn pace of Hasbrg common Mok al the hirst date af
redompuion «4 336 27 per <hara, and will bo adjustad the:ealior
N propod Uoa Lo changes i the accrued angingl issue isCount
of esch nate The 1B 1 mulhon sharas of Hash/o common sinck
ownod by Timn Warree can ba usted by tha Company, st s eine
uon, 10 wWusly its obhgatiant under 3uch PO o 1y obbgatinns
unde: Ccortain mandsiordy regecmabie prefertad securhies of a
subsudiary (Mote §) Unamoriz: d Grginal issue discount an Lthe
110 COUPDN rxcnangeable notes due 2012 was Y1 03D billion
and 31 0/0 bihon st December 31, 1996 5.0 1995 cryectively



The 2600 Coupon convertibhe nntes due dune 22, 2013 are
converuble at any time by Lve holder s ito an ¥gregate of 18 7
muison shares of Time Warner common stock at the rate of
7 159 shares for each 37,000 pencipal amount of notes Time
warnet can piect (o redeem Lhe notes any Lme afler June 22.
1898, and holGers can chect O have the notes redeemed pros
therclo i the evere of 8 change m contiol. at the 1ISsuc prto
[ #s accrued ikerest Holoers 8lso can gttt to have the noles
redeemed at Lhe 1550 price plus adcrued imerest on Juna 22,
1998 2003 and 2008, subyect to Time Warner's nghi to pay in
whole or in part with Time Wasner common stack instoad of
cash The equivalent conversion price of Time Warper common
stock at the first date of redemptian s 671 44 per shace, snd wll
be adjusted thereafier in peoporion to changos in the accrucd
onginal ssue discount of #aCh nole Unamartized ofkpuns
15500 OrS UM (N the 2er0 coupon Convertitke notes due 2013
was 31 345 biliion and 31 396 bilton a1 December 11, 1996
and 1995 respectively

Bank Credit Facllitias The 1995 Credit AQreemernt permds
borfowIng s N an aggregale smount of up Lo §8 3 bitkon, with no
sChedgudod reductions 1 credt avaiabaty peior (O Mmaturty in
June 2000 Borrowings are lWnked (0 54 Dilbon in the case of
TWI Cabie. $5 billion in the case of the TWE - Advance/Newhouie
Potnershap and 38 3 biton i the case of TWE, subsect n sach
case to certain hmitaom, 8nd adpsuments Such borromings
be-ar imere51 at specdc rales for cach of the Ivae borfowers,
generally cquet (0 LIBOR pius 8 mavgn mitusity rangeng from 50
to 87 5 basis pomts, whnch margin will vary basad on the credit
taling or insncial leverage of the applicable borrower Unused
credit 1s svatabie for general busines s purposes and W support
any commercial paper borrowangs Each borrower s required to
pay a commitment fce nrually ranging from 2% to  35% per
annum on the unusid porpon of € commament TWi Cable may
also be requied to pay sn annual acilty fee oquai to 1B75%
ul the efiire amou of 1% Commtment. dependng an the level
CF K B sl Ievnage o sty Qreuns yane fha 1995 Creda
ANt (oM Lerman Covenamls fof each DOV rower relsing
1o snong othet tings, additanal indebteoncss Iwens on assets
casntiow coverage and leverage rabos, and lnsns advances,
dratribulions and oLhet Ca5h paymems OF Lrandders of asacts
from the DOrOWET s Lo Lhew respecUve pArtneds or afithales

n conncchion with the TBS Trans. ton, Tune Warnos
assumed approximalely 31 7 bulion of Getd Lnder two sepat ate
revehang credit faciiies of TAS fthe “TES Credd Agreaments”)
the TBS Credu Agreements parmut b rowings by TBS i an

(2]

aggregale amount of up to $2 bikon Borrowing svailabilny
under the TBS Credn Agreements 15 sCheduled to be reduced
by $100 mukon lor esch ¢ slendar quarted in 1998 ar2 therealter,
by $200 milkon por quater untd December 31, 2000. at wiweh
ume the TBS Credit Agreements capare Basrowings under the
TBS Credil Agreermefits beas interest al 1ates genceally rqual Lo
LIBOR pius 8 matgin ranging trom 50 to 150 basts points, which
margin will vary basad on & mossura of TBS's financial heverage
Unursed credil is avadabie for general business purposes 185
is requwed 1o pay commament lees of 3175% on the unused
portion of s commitmems Tho TBS Credit Agreoments Contan
certain covenats for TBS relaling to. among othat things.
addional ndebiednass; igns on sAsM s guatsniney, diapow
Gtons and scquisitions, cssh Row covoed 390 and leversgc fatos
and loans, sdvances. distributons and olher Cash DaymMENLs
or transfovs of sssots from TBS 1o Tvne Warnor of s sifiliates
Principaity as a resuk of (he resUictions under the 1385
Credit Agroement and the TBS Crede Agreaments, restricled net
assots of conmokdated subsidares of Timo Warner amounted
{0 spproximsiely 38 7 bullon at Docembor 31, 1096

Time Warner - TWE Crodia Agreoment Timeo Warnor and
TWE entered imo & credit agrvement in 1994 Lhat allows

Time Warsner (o borrtee Ly to $400 mdbon from TWE theaugh
September 15, 2000 Out.tanding borrowmngs frorn TWE boar
inlercsl 81 LIBOR plus 1% pov annum  Time Warner box iowed
$400 mabion M 1994 uno.f the credn agreement, and usad the
proceeds Iherefrom pancpmlly Lo repay Corlam of 43 notes at
thai Matwity In addition, cath Time Warnar Gonoral Pariner
has guarameed & pro rals portion of approximatety 35 4 tailon
of TWE's detd and acCrued iMerost at Docember 31, 1996,

as more fully gescnibed in Nole 3

iaretl Esparse and Maturities At Drcembor 11 1936 Tune
Warnot had Niarose rale Caap ¢ OMracts in pay floating cates,
of intorest snd o< rve Laed rates of witerest o0 32 Y billion
nodonal amount of Ingebiedness. which resukod i appron-
mately 479% of Time Warner s ungeriying dets beng subject

{n varablo inlefcst rates (Note 14)

Interost aapanse amounted Lo $968 mulion in 1996, 3877
mrulkon on 1995 and 3769 mulwon n 1894 including 326 miton
n 1998, $28 mdlon 1 1995 and $12 miton n 1994 which was
pawd to TWE i connection with borrowings unodor Time Warnes s
$400 mitlion crednt sgrooment with TWE The wegtind average
wnerast rate on Time Warner 1 1oted dotd inc uding the etlect
of wriniesl rate swap covirac (v wan | 3N and 7 O at
Cecembor 31, 1996 and 1995 respechively











































Selected Financial Information

The selrcted financal iformation tor each of Lhe five yosrs in
the punod eidod December 31, 1996 4ot lonth below has been
detived om and should be read (in conjunchion with tho firancal
steloments and other fmancal irdormetion prasented msewhore
herein Capaakzed terms ire 83 defired and descnbed i such
consolidated hnanciyl siatemants, o cisowhore hefewn The
selected histon al financ al information for all penads aftor
1992 refwrcts the ceconsoldaton of the Enertamment Group,
principaly TWE. offecuve January 1. 198

The sciccted hedonc sl tand ! information for 1096
reflects (8] the wssusnce of approximately 173 4 milbon shaves
ol common stock and the sssumpuon of approximataiy 17 8
tallnn of Ocbiooness n connection with the TBS Tramsacuon
) he msuance of 1 6 mellson shares of Senes M exchangeabie
prefeored stack having an aggreqate liqudation proference of
$1 & bdlion and the vae of spprosmatedy 31 45 billion of et
procoi-ds therelrom 1o seviuce debd and icHi the easunnco of
6 3 mdon shares of converutde prefefred stock having an
8qQrEgate bquidstron preference of 3633 mition ang 2 9 milkon
shares of common slock snd (4] 1he assumpton of inCurrent e of

Lk |

approximetely §2 bilon of weieblodnass, i connoclion with ihe
scquisiion o CVI The select: o historw sl hinancial infor mation
lar 1985 refects (o) the issuance of 29 3 million shares of
convertbin prefested stock having an AgGregate hgwdabon
prederence of $2 926 bdisnn and 2 & milion shares of comman
stack and (b) the assumpixan or mcurrence of approsmatoly $1 3
bididon of indeDladness in CONNMeCLIDn with (1) the B quitk s
of KBLCOM and Summit and (y) the rarhange by Toshiba and
ITOCHU ol thew direct and indirecLinterests in TWE The
ot tod hustorc 8l linancud i~ formaton for 1991 reflects the
1ssusnce of $6 1 billion of long tevm debl and the e of 1500
mulbon of cath and equavabents Iar Lhe exchange o redempivn
of preferend stock having 8n aggregate iquidation preterent o
of $6 4 bibon The sede ted Nestone al finas 1k s lormaton
tor 1992 reflecis the apiablairn ol TWE o0 Juoe W, 194,
And A8 w00 HRet] felinane s, Ao the acquiatur of the
18 79 mnarity wiieresi i ATC as of June 30 1997 using (b
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