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4 June 1996
Ms. Blanca Bayo, Director - via Hand Delivery
Division of Records and Reporling Do F00-T1

Flonda Public Service Commission
2540 Shumard Qak Boulevard
Tallahassee, Flonda 32399-0850

Re. Application for Interexchange Company (IXC) Certification by Time Warner
Connect, a Flonda General Partnership

Dear Ms. Bayo:

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

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

Respectfully,
.‘ Tt -5&'11&*"

Jill Butler

Enclosures

DOCUMEMT NIMBER-DATE
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T Ked 1!'"!'?.’1 H'“‘H"- Tallahasver, F i Tl Wig-w42? JIF’SD"&:W"”W”RTING




I This 1s an application for (check one).

(X)  Original Authority (New companv)
Approval of Transfer (To another certificated company)

() Approval of Assignment of existing certificate (To an uncertificated
company)

( ) Approval for transfer of control (To another certificated company)

2 Select what type of business your company will be conducting (check all that
apply)
( ) Facilities based carrier - company owns and operates or plans to own
and operate telecommunications switches and transmussion faciliies in
Flonda
( ) Operator Service Provider - company provides or plans to provide
alternative operator services for 1XCs, or toll operator services to call
aggregator locations, or cleannghouse services to bill such calls
( ) Reseller - company has or plans to have one or more switches bul
primarily leases the transmission facilities of other carriers.  Bilis its
own customer base for services used
(X)Switchless Rebiller - company has no switch or transmission facibitres
but may have a billing computer Aggregates traflic to obtain bulk
discounts from underlying carrier  Rebills end users at a rate above its
discount but generally below the rate end users would pay for
unaggregated traffic
( ) Multi-Location Discount Aggregator - company contracts with
unaffiliated entities to obtain bulk/volume  discounts under mult-
location discount plans from certain underlying carners  Then offers
the resold service by enrolling unaffiliated customers
3 Name of corporation, partnership, cooperative, joint venture or sole
propnietorship
Time Warner Connect 1s a general partnership
4 Name under which the applicant will do business (ficitious name, et )

Time Wamner Connect
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National address (including street name & number, post office box, city, state and
zp code)

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

Florida address (including street name & number, post office box, city. state and
zip code).

Time Wamer Connect

c/o Jill Butler

2773 Red Maple Ridue
Tallahassee. Flonda 32301
(904) 942-1181

Structure of organization
() Individual () Corporation
( ) Foregn Corporation ( ) Foregn Partnership
()

(X)  General Partnership Limited Partnership

If applicant is an individual or partnership, please give name, title and address of
sole proprietor or partners

Time Warner Connect 1s a general partnership

Applicant's general partners are TW Service Holdings, 1. L P and TW
Service Holdings 11, L P

75 Rockerfeller Plaza
¢/o Mane White
New York NY 10019

(a) Provide proof of comphance with the foreign limited partnershep statute
(Chapter 620 169 FS), 1if applicable

N/A

L




Indicate if the individual or any of the partners have previously been

{1) adjudged bankrupt. mentally incompetent, or found guilty of
any felony or of any cnin -, or whether such actions may
result from pending proceedings

No
(2) officer, director, partner or stockholder in any other Flonda
certified telephone company.  1f ves, give name of company and
relationship  If no longer associated with company, give reason
why not.

No

9 If incorporated, please give Time Warner 1s a general partnership

(a) Proof from the Flonda Secretary of State that the apphcant has
authority to operate in Flonda

Attachment €
(h) Name and address of the company’'s Flonda registered agent
N/A

(c) Provide proof of compliance with the fictitious name statute
(Chapter 865 09 FS), if applicable

Attachment C
Fictitious name registration number

(d) Indicate if any of the officers, directors, or any of the 10 largest
stockholders have previously been

(1) adjudged bankrupt, mentally incompetem, or found guilty of
any felony or of any crime, or whether such actions may result from
pending proceedings

No

(2) officer, director, or partner or stockholder in any other Flonda
certificated telephone company I yes, give name of company and

o apphe doy 3




relationship  If no longer associated with company, give reason
why not

No

10 Who will serve as liaison witl, the commission in regard to (please give name, title,
address and telephone number)

(a) The application,

Jill Butler

Director of Regulatory Affairs
2773 Red Maple Ridge
Tallahassee, Flonda 32301
(904) 942-1181

(904) 942-0431 FFAX

(b)  Official Point of Contact for the ongoing operations of the company,

Giary Lane, President
Time Warner Connect
160 Inverness Drive West
Englewood, CO 80112
(303) 754-6154

(c) Tanfl,

Jill Butler

Director of Regulatory Affairs
2773 Red Maple Ridge
Tallahassee, Florida 32301
(904) 942-1181

(904) 942-0431 FAX

(d)y  Complaimts/Inquiries from customers,

General Manager

Time Warner Connect

2251 Lucien Way, Suite 150
Maitland, Flonda

(407) 660-5542

(407) 660-8068 FAX

coapplie dow 4




Vice President
Time Warner Connect
2600 McCormick Drnive, Suite 255
Clearwater, Flonda 34619
(813) 719-7730
(813) 196-00625 FAX
1 List the states in which the applicant
(a) Has operated as an interexchange carner

Texas

(b)  Has apphcations pending to be certificated as in imterexchange
carrier

North Carohna, Tennessee
(c) Is ceruficated to operate as an interexchange carrnier
New York, Texas, Califorma

(d)  Has been denied authority to operate as an interexchange carner
and the circumstances involved

None

(e) Has had regulatory penalties imposed for violations of
telecommunications statutes and the circumsiances involved

None
(f Has been involved in civil count proceedings with an interexchange

carrier, local exchange company or other teleccommunicis.ons
entity, and the circumstances involved

None
12 What services will the applicant offer to other certificated telephone companies
() Facilities { ) Operators
( ) Billing and Collection () Sales
() Maintenance
(X)  Other _None o -

v applin dw [




13 Do you have a marketing program”

Yes

4 Will your marketing program

(X)  Pay commission’
() OfYer sales franchises”
() Offer multi-level sales incentives
() Offer other sales mcentives?
15 Explain any of the offers checked in question 14 (To whom, what amount, type of

franchise, etc )

Sales commissions are paid to property owners  The amount of which 1s
based on amount of services sold

16 Who will receive the bills for your service (check all that apply)”
(X) Residential customers (X) Business customers
{) PATS providers () PATS station end-users
{) Hotels & motels () Hotel & motel guests
(X)  Unmversities (X) Univ dormitory residents
{) Other

17 Please provide the following (if applicable)

(a) Will the name of your company appear on the bill for your services,
and if not who will the billed party comact 1o ask questions about
the bill (provide name and phone number ) and how 1s this
information provided”

Yes (Attachment D)
ib) Name and address of the firm who will bill for your services
Time Warner Connect will bill for nself
I8 Please provide all available documentation demonstrating that the applicant has the

following capabilities to provide interexchange telecommunications service in
Flonda

ooappdie ihe I




A Financial capatility
See Attachment A

| Balance Sheet - Time Warner, Inc Annual Report (Attachment By

(B8]

Income statement - Time Warner, Inc Annual Repon
(Attachment B)

i Statement of retmned earnings for the most recent three vears
(Attachment I3, Page 54)

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

B Managenal capability

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

a The president of Time Warner Connect 1s

Mr Gary Lane

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

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

€ Technical capability

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

voapplic des )




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

19 Please submit the proposed tanff under which the company plans to begin
operation  Please see Attachment E

20 The applicant will provide the following inierexchange carner services via resale
(check all that apply

X MTS with distance sensitive per minute rates (possible future
application)
Method of access 1s FGA
Method of access if FGB
L Method of access 1s FGD
Method of access 1s 800

MTS with route specific rates per minute
Method of access 1s FGA

Method of access 1s FGB

Method of access i1s FGD

Method of access 1s 800

X MTS with statewade flat rates per mmute (1 ¢ not distance
sensitive)
Method of access s FGA
Method of access 1s FGB
X Method of access 1s FGD
Moethod of access is 800

MTS for pay telephone service providers

Block-of-time calling plan (Reach out Flonda, Ring Amenca, cic )

X ROO Service (Toll Free)
WATS type service (Bulk or volume discount)
X Method of access 1s via dedicated facilities
A Method of access 15 via switched facilities (possible future application)

o mpplie i R




Private Line services (Channel Services)
{Forex | 544 mbs , DS-3, etc)

X Travel Service
X Metlod of access 1s 8C
1_-_ Method of access 1s 800

900 Service

Operator Services
Available to pre-subscribed customers
Available to non pre-subscribed customers (tor example, 1o
patrons of hotels, students in universities, patients in
hospitals
Available to inmates

Services included are

Station assistance
Person-to-Person assistance
Directory assistance
Operator venify and interrupt
Conference calling

21 What does the end user dial for each of the interexchange carnier services that
were checked in services included (above) ( 1+, 1+800, 1+950)

22 Other

= APl dow 9




=e APPLICANT ACKNOWLEDGEMENT STATEMEINT e
b REGULATORY ASSESSHENT FEE I undesstand that &
telephone companies pust Day & regulatory assesssaent
fee in The a=ount of .15 of one vercent of 1its
operating revenue derived from intrastate busi
Qega*d1E5s of the gross ooerating revenue of a 3
2 mininum annual assessment fee of $50 is requl

2. GROSS RECEIPTS TaX: I understand that all telephone
companies zZust Day a gross recelpts tax of two apd

one-half percent on all intra and interstate busiress

3. SALES TAX: I understand that a seven percent salcey tax
pust be paid on intra and interstate revenues.

4. APPLICATION FEE: A non-refundable application fee of
$250.00 must be submitted with the application.

5. RECEIPT AND UNDERSTANDING OF RULES: I acknowledge
receipt and understanding of the Florida Public Service
Commission's Rules and Orders relating to my provision
of interexchange telephone service in Florida. 1 also
understand that it is my responsibility to comply with
all current and future Connission reguirenments

regarding interexchange service.

€. ACCURACY OF APPLICATION: 3y =y signature below, I the
undersigned owner or officer of the named utility in
the application, attest to the accuracy of the
information contained in this application and
associated attachments., I have read the foregoing and
declare that to the best o: my knowledge and belief,
the information is & true and correct statement.

Purther, I am aware that pursuant to Chapter

837.06, Florida Statutes, "Whoever knowingly makes a
false statement in writing with the intent to mislead a
public servant in the performance of his official duty
shall be guilty of & ni meanor of the second degree,
punishable asg provided s. 775.082 apd s. 775.0B3",

UTILITY OFFICIAL: (ﬂ){qika . _injiéizg;.

Signa tu:u Da

Ga ry Lane

President - Time Warner Connect  (303) 754-6154
Title Telephone Ho.
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#
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A statement of how the Coamission can be éassured of
security of the customer's deposits and advance payments ey be
responded to in one of the following ways (applicant please check

one) :

{ ) The applicant will not collect deposits nor
will it collect payments for service morce than
one month in advance.

The applicant will file with the Commissicn and
maintain a surety bond in an amount egqual o
the current bzlance of deposits and advance
payments in excess of one month. {Aond must

accompany application.)

UTILITY OFFICTIAL: (Z;;(ﬂJnj >

P Rl Nt
B ¢'
Sigkature Dak e
Gary Lane
President - Time Warner Connect (303) 7%4-£154

Title Telephone Ho.




TIME WARNER CONNECT Florida Tariff HNo. 1
original Sheet 1

TITLE PAGE
FLORIDA TELECOMMUNICATIONS TARIFF
OF

TIME WARNER CONNECT

This tariff contains the descriptions, regulations, and rates
applicable to the furnishing of resold telecommunication services
provided by Time Warner Connect with principal offices located at
160 Inverness Drive West, Englewood, Colorado 80112. This tariff
applies for services furnished within the State of Florida. This
tariff is on file with the Florida Public Service Commission, and
copies may be inspected, during normal business hours, at the
Company’s principal place of business.

ISSUED:  June 4, 1996 ~ EFFECTIVE:

[SSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WRRNER CONNECT Florida Tariff No. 1
original Sheet 2

CHECK BHEET

This tariff contains the sheets listed below , each of which is
effective as of the drte shown on each sheet. original and revised
pages as named below comprise all changes from the oriainal tariff.

SBHEET REVISION BHEET REVISION

1 Original * 26 original *
2 Original * 27 original *
3 original * 28 original *
4 original * 29 original *
5 Ooriginal » 30 original =
6 Ooriginal * 31 Original #*
7 original » 32 original =
8 Original +* i3 original *
0 Original » 34 original #
10 original * 15 Original *
11 Original * 16 original *
12 original * 37 original #
13 Original =*

14 Original =

15 Original =+

16 original =

17 original *

18 Ooriginal *

19 original *

20 original *

21 Original *

22 original *

23 Original *

24 Original *

25 Original *

+ Indicates new or revised sheet with this filing

ISSUED: June 4, 1996 o ) EFFECTIVE:

1SSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARHER CONNECT Florida Tariff No. 1
original Sheet 3

TABLE OF CONTENTS

Title SHeet.....eeeresinsnasseanasessansssssstsannsesss 1
Check Sheet....ivrerernnecsscennss S T R W 2
Table of Contents....... T PR A P i A S 3
SYMBOLB. . covrsnsssnsasnnsssoarnasscnnsss T Rl T el e e 5
Tariff Format......... R e e e SRS Ay ot 6
Section 1.0 - Technical Terms and Abbreviations........ 7
Section 2.0 - Rules and Regulations............. A ST 10
Section 3.0 - Description of Service..... S e R 23
Soction 4.0 = RAte@B. . .. .vsecssnsessnsosrraasssnsnsses 0

ISSUED: June 4, 1996 EFFECTIVE: -

ISSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1
Original Sheet 4

Alphabetical Table of Contents
SUBJECT PAGE
Abbreviations........ccoieanas e i B 8 B S il
Advance Payments.... ........+00 . R —— 12
Applicable Law.....c.ccasssssssnnns RN e 21
Applicability of Tariff......... S SR e A e 10
calculation of Distance....... TR PO T
cancellation by Customer....... . oot nnnannanans i6
Cost of Collection and Repair........... i .21
Definitions... ................ S S D T R .. B
[1=3+ToY=3 § < - S R L R R I AP s
DEEcriptiOH of Service,....... 2w ne e SR e .. 24
Discounts for Hearing Impaired Customers......... 32
Emergency Call Exemptions........cououeeen T 33
Inspectlnn, Testing and hdjustment... ............ 14
Interruption of Service........... B e A 13
Liability..ocieorsnenanaearannnases AT P kA Er 14
Limitations of Service. .........ceeuesrecesaasssnn 19
Minimum Service Period........coeeremcucesanessns 16
Other Rules...... o D 22
Payment Arrangements...... T T T 11
Payment and Credit Regulations.........coeeervres 11
Quallty and Grade of Service Offered............. 213
Rates General......... e S PO o S T T e PR |
Rates - TWC Dial-1 Serv1cc ..... R R R RN R
Rates - TWC Personal Toll Free Service........ PP 5.
Rates - TWC Calling Card Service............. SRS
Rates - TWC Cellular Long Distance......... PRI 37
Rate PeriodsS. ...cceiissasssnsnssonnsnsns o aiwim el
Refunds and Credit for Servica Outages. .. cooevess 13
Refusal or Discontinuance by Company............ .17
Rules and Requlations..........ecesssrrorsasonens 10
PANEE . o v s s 6828+ ¢ 8o s oasssnnsssisisssssssssessssss 12
Technical Terms........ e N R e B W ¥
Terminal Equipment........... R e S U B G T S B 21
Tests, Pilots, Promotional Campaigns........ RN b
Timing of Calls......coeersrrecencanccsannnns i il
Use of Service......covea0u0s- R g e ) P 20
ISSUED: June 4, 1996 T EFFECTIVE:
ISSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff Ho. 1
original Sheet &

8YMBOLS

The following are the only symbols used for the purposes indicated
below:

D - Delete or Discontinue

I - Change Resulting in an Increase to a Customer’s Bill
M - Moved from another Tariff Location

N - New

R - Change Resulting in a Reduction to a Customer’s Bill

T - Change in Text or Regulation but no Change in Rate or
Charge.

When changes are made in any tariff sheet, a revised sheet will be
issued canceling the tariff sheet affected. Changes will be
identified on the revised sheet(s) through the use of the above
mentioned symbols.

[SSUED: June 4, 1996 " EFFECTIVE:
ISSUED BY: Gary Lane, President
160 Inverness Drive, West

Englewocod, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1
original Sheet 6

TARIFF FORMAT

A. Sheet Numbering - Sheet numbers appear in the upper right
corner of the page. Sheets are numbered sequentially. However,
new sheets are occasionally added to the tar ff. When a new sheet
is added between sheets already in effect, a decimal is added. For
example, a new sheet added between sheets 14 and 15 would be 14.1.

B. Sheet Revision Numbers - Revision numbers also appear in the
upper right corner of each page. These numbers are used to
determine the most current sheet version on file with the FPSC.
For example, the 4th revised Sheet 14 cancels the 3rd revised Sheet
14. Because of various suspension periods, deferrals, etc. the
FPSC follows in their tariff approval process, the most current
sheet number on file with the Commission is not always the tariff
pages in effect. Consult the check sheet for shcet currently in
eflfect.

C. Paragraph Numbering B8equence - There are nine levels of
paragraph coding. Each level of coding is subservient to its next
higher level:

1
.1.(a).
1. (a).I.

D. Check Bheets - When a tariff filing is made with the FPSC, an
updated check sheet accompanies the tariff filing. The check sheet
lists the sheets contained in the tariff, with a cross reference to
the current revision number. When new pages are added, the check
sheet is changed to reflect the revision. All revisions made in a
given filing are designated by an asterisk (*). There will be no
other symbols used on the check sheet if these are the only changes
made to it (i.e., the format, etc. remains the same, just revised
revision levels on some pages). The tariff user should refer to
the latest check sheet to find out if a particular sheet is the
most currert on file with the FP5C.

ISSUED:  June 4, 1996 EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1
original Sheet 7

BECTION 1.0 - TECHNICAL TERMES AND ABBREVIATIONS

1.1 Abbreviations

The following abbreviations are 'sed herein only for the
purposes indicated below:

Cc.0. - Central Office
FCC - Federal Communications Commissiorn
FPSC - Florida Public Service Commission
IXC - Interexchange Carrier
LATA - Local Access and Transport Area
LEC - Local Exchange Carrier
MTS = Message Telecommunications Service
PBX o= Private Branch Exchange
1SSUED:  June 4, 1996 ' "EFFECTIVE: o
1SSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewoond, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1
Original Sheet 8

SECTION 1.0 - TECHNICAL TERMB AND ABBREVIATIONS, (Cont’d.)

1.2 Definitions

Authorized User - A person, firm, corporation or other entity who
is authorized by the Subscriber toc be connected to the service of
the Subscriber under the terms and regulations of this tariff.

carrier - Used throughout this tariff to refer to Time Warner
Connect unless otherwise clearly indicated by the Context.

Company - Used throughout this tariff to refer to Time Warner
Connect unless otherwise clearly indicated by the context.

Customer - Any person, firm, partnership, corporation, or other
entity which uses telecommunications services under the provisions
and regulations of this tariff and is responsible for payment of
charges. The Customer is also a Subscriber when the Customer
orders services on behalf of him/herself.

Day Rate Period - After 8:00 am to, but not including, 5:00 pm
Monday through Friday.

Dedicated Access Origination/Termination - Where originating or
terminating access between the Customer and the interexchange
carrier is provided on dedicated on dedicated circuits. The cost
of these dedicated circuits is billed by the access provider to the
Customer.

End User - Any person, firm, corporation, partnership or other
entity which uses the services of the Carrier under the provisions
and regulations of this tariff. The End User is responsible for
payment unless the charges for the services utilized are accepted
and paid by another Customer.

Evening, Night and Weekend Rate Period - Applies to “hat portion of
a call occuring from 5:00 PM to, but not including, 8:00 AM, Monday
through Friday and all day on Saturday and Sunday.

ISSUED:  June 4, 1996 " EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Coloradeo 80112




TIME WARNER CONNECT Florida Tariff No. 1
original Sheet 9

BECTION 1.0 - TECHNICAL TERMS AND ABBREVIATIONB, (Cont’d.)

1.2 Definitions, (cont’d.)

Holiday Rates - Holiday rates apply to that portion of a call
occurring on Company recognized holidays. The Holiday Rate is
equivalent to the Evening, Night and Weekend Rates. Holiday Rates
apply on New Year’s Day, Independence Day, Labor Day, Thanksgiving
Day and Christmas Day.

Berving Wire Center - A specified geographic point from which the
vertical and horizontal coordinate is used in calculation of
airline mileage.

switched Access Origination/Termination - Where origination or
terminating access between the Customer and the interexchange is
provided on local exchange company Feature Group circuits. The
cost of switched Feature Group access is billed to the
interexchange carrier.

V & H Coordinates - Geographic points which define the originating
and terminating points of a call in mathematical terms so that the
airline mileage of the call may be determined. Call mileage 1s
used for the purposed of rating calls.

ISSUED: June &, 1996  EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewocod, Coleoradeo 80112




TIME WARNER CONNECT Florida Tariff No. 1

Original Sheet 10

BECTION 2.0 - RULES AND REGULATIONS

Undertaking of the Company

Time Warner Connect'’s services and facilities are furnished
for communications originating witnin the United States under
terms of this tariff. The Company’s services and facjilities
are available twenty-four (24) hours per day, seven (7) days
per week.

Time Warner Connect arranges for installation, operation, and
maintenance of the communications services provided in this
tariff for Customers in accordance with the terms and
conditions set forth under this tariff.

Time Warner Connect may act as the Customer’s agent for
ordering access connection facilities provided by other
carriers or entities, when authorized by the Customer, to
allow connection of a Customer’s location to the Time Warner
Connect. The Customer shall be responsible for all charges due
for such service arrangement.

Applicability of Tariff

This tariff is applicable to telecommunications services
provided by Time Warner Connect within the state of Florida.

I5SUED: June 4, 1996 EFFECTIVE:

185UED BY: Gary Lane, Fresident

160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1

Original Sheet 11

SECTION 2.0 - RULES AND REGULATIONS, (Cpnt’d.)

2.3 Payment and Credit Regulations

2.3.1

The Customer is responsible for payment of all
charges for services and equipment furnished to the
Customer or to an Authorized User of the Customer
by Time Warner Connect. All charges due by the
Customer are payable to the Company or to the
Company’s authorized billing agent. Any
objections to billed charges must be reported to
the Company or its billing agent within two months
after receipt of bill. Adjustments to Customer’s
bills shall be made to the extent that
circumstances exist which reasonably indicate that
such changes are appropriate,

Customer bills for telephone service are due upon
receipt, unless otherwise specified by this tarift
or by contract. A one-time late fee of 1.5% will
be applied to all accounts previously billed under
this tariff, excluding one month’s local service
charges but including charges in arrears and unpaid
late payment charges.

The Company reserves the right to assess a return-
check charge of $15.00 whenever a check or draft
presented for payment of service is not accepted by
the institution on which it is written. This
charge applies each time a check is returned to
Time Warner Connect by a bank for insufficient
funds. Any applicable return check charges will be
assessed according to the terms and conditions of
the billing entity (i.e. local exchange company
and/or commercial credit card company) and pursuant
to Florida law and FPSC regulations.

The Customer shall be responsible for all calls
placed by or through Customer’s equipment by any
person, including all charges placed against Travel
card numbers. Customers are responsible for the
security and usage of all Travel Card numbers. The
Customer is responsible for all calls placed via
their authorization code as a result of the
Customer’s intentional or negligent disclosure of
the authorization code. Customers may be required
to accept a Travel Card number change if the

ISSUED:  June

[SSUED BY:

4, 1996 ~ EFFECTIVE:

Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




customer claims that unauthorized calls were made
using his/her assigned number.

15SUED: June 4, 1996 - EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado #0112




TIME WARNER CONNECT Florida Tariff No. 1

Original Sheet 12

BECTION 2.0 - RULES AND REGULATIONS, (Cont’d.!}

2.3 Payment and Credit Regulations, (cont’d.)

2.3.5 Deposits
The Company does not require a deposit from the
Customer.

2.3.6 Advance Paymants
For Customers whom the Company determines an
advance payment is necessary, the Company reserves
the right to collect an amount not to exceed one
(1) month’s estimated charges as an advance payment
for service. This will be applied against the next
month’s charges and a new advance payment may be
collected for the next month.

2.3.7 Taxes
All state and local taxes, including but not
limited to gross receipts taxes, sales taxes, and
municipal utilities taxes, or associated
surcharges, are listed as separate line items and
are not included in the rates listed in this
tariff.

ISSUED: June 4, 1996 EFFECTIVE:
ISSUED BY: Gary Lane, Presldent

160 Inverness Drive, West
Englewood, Colorado 80112




TIME WAPNER CONNECT Florida Tariff HNo. 1

Original Sheet 113

SBECTION 2.0 - RULESB AND REGULATIONB, (Cont’d.)

2.4 Refunds or Credits for Bervice Outages or Deficiencies

2.4.1 Credit Allowance for Interruptions of Bervice
Credit allowances for interruptions of service are
limited to the minimum initial period call charqges
for re-establishing the interrupted call.

2.4.2 Inspection, Testing and Adjustment
Upon reasonable notice, the facilities provided by
the Company shall be made available to the Company
for such tests and adjustments as may be deemed
necessary for maintenance in a condition
satisfactory to the Company. No interruption
allowance will be granted for the tim¢ Jduring which
such tests and adjustments are made.

ISSUED:  June 4, 1996 —  EFFECTIVE:
ISSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT

Florida Tariff HNo. 1
original Sheet 14

SECTION 2.0 - RULES AND REGULATIONB, (Cont’d.)

2.4 Refunds or Credits for Bervice Outages or Deficiencies,

{cont’d.)

2.4.3

1S50ED:  June 4, 1996  EFFECTIVE:

ISSUED BY:

Liability

(A)

(B)

The liability of the Company for any claim or
loss, expense or damage (including indirect,
special, or consequential damage) for any
interruption, delay, error, comission, or
defect in any service, facility or
transmission provided under this tariff shall
not exceed an amount equivalent to the
proportionate charges to the Customer for the
period of service or the facility provided
during which such interruption, delay, error,
omission, or defect occurs.

The Company shall not be liable for any claim
or loss, expense, or damage {including
indirect, special, or consequential damage),
for any interruption, delay, error, omission,
or other defect in any service facility, or
transmission provided under this tariff, if
caused by any person or entity other than the
Company, by any malfunction of any service or
facility provided by any other carrier, by any
act of God, fire, war, civil disturbance, or
act of government, or by any other cause
beyond the Company’s direct control.

Gary Lane, President

160 Inverness Drive, West

Enaglewood, Colorado 80112
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Florida Tariff MNo, 1
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BECTION 2.0 - RULES AND REGULATIONB, (Cont’d.)

2.4 Refunds or Credits for Service Outages or Deficiencies,

(cont’d.)

2.4.3 Liability {(con’t.)

(€)

(D)

The Company £ :all not be liable for, and shall
be fully indemnified and held harmless by
customer or other users of its service against
any claim or loss, expense, or damage, (i) for
defamation, invasion of privacy, infringement
of copyright or patent, unauthorized use of
any trademark, trade name, or service mark,
unfair competition, interference with or
misappropriation or violation of any contract,
proprietary or creative right, or any other
injury to any person, property, or entity
arising from the material data, information,
or content revealed to, transmitted,
prccessed, handled, or used by Company under
this tariff, or (ii) for connecting,
combining, or adapting Company‘s facilities
with Customer’s apparatus or systems, or (11i)
for any act or omission of the Customer, or
(iv) for any personal injury or death of any
person, or for any loss of or damage to
Customer’s premises or any other property.
whether owned by Customer or others, caused
directly or indirectly by the installation,
maintenance, location, condition, operation,
failure or removal of equipment or wiring
provided by the Company if not directly caused
by negligence of the Company.

The Company will provide credit on charges
disputed by Customer in writing that are
verified as incorrect by Company. 1f
objection in writing is not received by
Company within a reasonable period ot time
after bill is rendered (as determined by
current law and regulatory policy), the
account shall be deemed correct and binding
upon the Customer.

ISSUED:  June 4, 1996 o EFFECTIVE:

ISSUED BY: Gary

Lane, President

160 Inverness Drive, West
Englewood, Colorade B0112




TIME WARNER CONNECT Florida Tariff No. 1
original Sheet 16

BECTION 2.0 - RULEB AND REGULATIONB, (Cont’d.)

2.5 Minimum SBervice Period

The minimum service period is one month (30 d~ys).

2.6 Cancellation by Custoner

No charge applies when the applicant cancels an application
for service prior to the start of installation or special
construction.

When an applicant cancels an application for service after the
start of installation or special construction, the applicant
shall pay a cancellation fee which is the lesser of 1) the
costs incurred by the Carrier, or 2) the charge for the
minimum period of the service ordered, plus applicable
installation charges.

Customers of Time Warner Connect may cancel service by
providing thirty (30) days written notice to Time Warner
Connect. Customers are responsible for all charges, including
fixed fees, which accrue up to the cancellation date.

ISSUED: June 4, 1996 EFFECTIVE:

I1SSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorade 80112




TIME WARNER CONNECT Florida Tariff No. 1

Original Sheet 17

SECTION 2.0 - RULES AND REGULATIONS, (Cont’d.)

2.7 Refusal or Discontinuance by Company

2.7.1

Servic: may be su.pended by the Company, without
notice to the Customer, by klocking traffic to
certain cities or NXX exchanges, or by blocking
calls using certain Customer travel cards when the
Company deems it necessary to take such action to
prevent unlawful use of its service. Time Warner
Connect will restore services as soon as it can be
provided without undue risk, and will upon request
by the Customer, assign new travel card codes to
replace ones that have been deactivated.

Time Warner Connect may refuse or discontinue
service under the following conditions provided
that, unless otherwise stated, the Customer shall
be given 15 days notice to comply with any rule or
remedy any deficiency:

(A) For non-compliance with or violation of any
State, municipal, or Federal law, ordinance or
regulation pertaining to telephone service.

(B) For use of telephone service for any purpose
other than that described in the application.

(C) For neglect or refusal to provide reascnable
access to Time Warner Connect or its agents
for the purpose of inspection and maintenance
of equipment owned by Time Warner Connect or
its agents.

(D) For noncompliance with or violation of
commission reqgulation or rules and regulations
on file with the Commission, provided five (5)
working days’ written notice is given before
termination.

T1SSUED:

I1SSUED BY:

June

4, 1996 EFFECTIVE:

Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112
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Florida Tariff No. 1
Original Sheet 18

BECTION 2.0 - RULES AND REGULATIONB, (Cont’d.)

2.7 Refusal or Discontinuance by Company, (cont’d.)

(E)

(F)

(G)

(H)

(1)

(J2

For nonpaymenc of bills, provided that
suspension or termination of service shall not
be made without five (5) days written notice
to the cCustomer, except in extreme cases.
Such notice will be provided in a mailing
separate from the customer’s regular monthly
bill for service.

Without notice in the event of Customer or
Authorized User use of equipment in such a
manner as to adversely affect Time Warner
Connect’s equipment or service to others.

Without notice in the event of tampering with
the equipment or services owned by Time Warner

Connect or its agents.

Without notice in the event of unauthorized or
fraudulent use of service. Whenever service
is discontinued for fraudulent use of service,
Time Warner Connect may, before restoring
service, reguire the Customer to make, at his
or her own expense, all changes in facilities
or eguipment necessary to eliminate illegal
use and to pay an amount reasonably estimated
as the loss in revenues resulting from such
fraudulent use.

Without notice by reason of any order or
decision of a court or other government
authority having jurisdiction which prohibits
company from furnishing such services.

For periods of inactivity over sixty (60)
days.

[S5UFD:  June 4, 1996 EFFECTIVE:

1SSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1

Original Sheet 19

SECTION 2.0 - RULES AND REGULATIONB, (Cont’d.)

Limitations of Bervice

2.8.1 jervice is oifered subject to the availability of
the necessary facilities and/or equipment and
subject to the provisions of this tariff. The

Company may decline applications for service to or
from a location where the necessary facilities or
eguipment are not available. The Company may
discontinue furnishing service in accordance with
the terms of this tariff.

2.8,2 The Company reserves the right to discontinue or
limit service when necessitated by conditions
beyond its control (examples of these conditions
are more fully set forth elsewhere in this tariff),
or when service is used in violation of provisions
of this tariff or the law.

2.8.3 The Company does not undertake to transmit
messages, but offers the use of its service when
available, and, as more fully set forth elsewhere
in this tariff, shall not be liable for errors in
transmission or for failure to establish
connections.

2.8.4 The Company reserves the right to discontinue
service, limit service, or to impose requirements
as required to meet changing regulatory or
statutory rules and standards, or when such rules
and standards have an adverse material affect on
the business or economic feasibility of providing
service, as determined by the Company in its
reasonable judgment.

ISSUED: June 4, 1996 EFFECTIVE:

ISSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112
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TIME WARNER CONNECT Florida Tariff No. 1

original Sheet 20

SBECTION 2.0 - RULES8 AND REGULATIONS, (Cont’‘d.)

2.9 Use of Bervics

2.9.1

2.9.2

2.10 Employee

[ Reserved

Service may be usea for any lawful purpose by the
Customer or by any End User.

The Customer obtains no property right or interest
in the use of any specific type of facility,
service, equipment, number, process or code. All
right, title and interest to such items remain, at
all times, solely with the Company.

Recording of telephone conversations of service
provided by the Company wunder this tariff 1is
prohibited except as authorized by applicable
federal, state and local laws.

Any service provided under this tariff may be
resold to or shared (jointly used) with other
persons at the Customer’s option. The Customer
remains solely responsible for all use of service
ordered by it or billed to its account(s) pursuant
to this Tariff, for determining who is authorized
to use its service, and for promptly notifying the
Company of any unauthorized use. The Customer may
advise its customers that a portion of its service
is provided by the Company, but the Customer shall
not represent that the Company jointly participates
with the Customer in the provision of the service.

Customers reselling or rebilling the Company’s
intrastate service must have a Certificate of

Public Convenience and Necessity as an
interexchange carrier from the FPSC.

Concessions

for Future Use]

ISSUED: June

ISSUED BY:

%; 1aee - EFFECTIVE:

Gary Lane, President
160 Inverness Drive, West
Englewood, Coloradeo 80112
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Original Sheet 21

BECTION 2.0 - RULESB AND REGULATIONB, (Cont’d.)

2.11 Terminal Equipment
Company’s facilities and service may be used with or
terminated in Customer-provided terminal equipment or systems,
such as PBXs, key systems, multiplexers, repeaters, signaling
sets, teleprinters, handsets, or data sets. Such terminal
equipment shall be furnished and maintained at the expense of
the Customer, except as otherwise provided. Customer is
responsible for all costs at his or her premises, including
personnel, wiring, electrical power, and the like, incurred in
the use of Company’s service.

2.12 Applicable Law
This tariff shall be subject to and construed in accordance
with Florida law.

2.13 Assignment or Transfer
All service provided under this tariff is directly are
indirectly controlled by the Company and the Customer may not
transfer or assign the use of service without the express
prior written consent of the Company. Such transfer or
assignment shall only apply where there is no interruption of
the use or location of service. All terms and conditions
contained in this Tariff shall apply to all such permitted
transferees or assignees, as well as all conditions of
service.

1SSUED: June 4, 1996 i EFFECTIVE:

1SSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112



TIME WARNER CONNECT Florida Tariff No. 1
Ooriginal Sheet 22

BECTION 2.0 - RULES AND REGULATIONS, (Cont’d.)

2.14 Cost of Collection and Repair

Customer is responsible for any and all costs incurred in the
collection of monies due the CHmpany including legal and
accounting expenses. The Customer is also responsible for
recovery costs of Company-provided equipment and any expenses
required for repair or replacement of damaged equipment.

2.15 Restoration of Bervice

Restoration of service shall be accomplished in accordance
with Florida PSC rules and regulations.

2.16 Tests, Pilots, Promotional Campaigns and Contests

The Company may conduct special tests or pilot programs and
promctions at its discretion to demonstrate the ease of use,
quality of service and to promote the sale of its services.
The Company may also waive a portion or all processing fees or
installation fees for winner ot contests and other occasional
promotional events sponsored or endorsed by the Company. From
time to time the Company may waive all processing fees for a
Customer. Such promotions will be filed by the Company in
this tariff.

ISSUED: June 4, 1996 EFFECTIVE:

155UED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorade 80112
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Oricinal Sheet 23

BECTION 2.0 - RULES AND REGULATIONS, (Cont’d.)

2.17"800/888" Numbers

The company will make every effort to reserve "BOO" vanity
numbers on behalf of Customers, but makes no guarantee oS
warrantee that the requested "800" nurber(s) will be available
or assigned to the Customer requesting the number.

If a Customer accumulates undisputed past-due charges, the
company reserves the right not to honor the Customer’s request
for a change in 800 service to another carrier (i.e. “"poiting"
of the 800 number), including a request for a Responsible
organization (Resp Org) change, until such charges are paid in
full.

Credit Requirements

The Company reserves the right to deny or cancel service to
entities which do not meet the Company’s credit reguirements
or for whom credit information is not available.

Credit for PIC Change Charges

The Company will credit Customers’ accounts an amount equal to
the charges up to $5.00 incurred for the conversion of line(s)
to the Company’s service as imposed by the local exchange
carrier for Primary Interexchange Carrier (PIC) changes. This
credit will be applied against future charges associated with
use of the Company’s service.

ISSUED: June 4, 1996 ~ EFFECTIVE:

ISSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112



TIME WARNER CONNECT Florida Tariff No. 1
Ooriginal Sheet 24

BECTION 3.0 - DEBCRIPTION OF BERVICE
3.1 Quality and Grade of Bervice Offered

Minimum Call Completion Rate - Customers can expect a call
completion rate of not less than 95% during peak use periods
for Feature Group D 1+ dialing. The call completion rate is
calculated as the number of calls completed (including calls
completed to a busy line or to a line which remains unanswered
by the called party) divided by the number of calls attempted.

1SSUED: June 4, 1996 o EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112
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BECTION 3.0 - DEBCRIPTION OF BERVICE, (Cont’d.)
Calculation of Distance

Usage charges for all mileage sensitive products are based on
the airline distance between serving wire centers associated
with the originating and terminating points of the call.

The serving wire centers of a call are determined by the area
codes and exchanges of the origination and destination points.

The distance between the Wire Center of the Customer’s
equipment and that of the destination point is calculated by
using the "V" and "H" coordinates found in BellCore’s V&H Tape
and NECA FCC Tariff No. 4.

Step 1 - Obtain the "Vv" and "H" coordinates for the Wire
Centers serving the Customer and the destination
point.

Step 2 - Obtain the difference between the "V" coordinates

of each of the Wire Centers. Obtain the Difference
between the "H" coordinates.

Step 3 - Square the differences obtained in Step 2.

Step 4 = Add the squares of the "V" difference and "H"
difference obtained in Step 3.

Step 5 = Divide the sum of the square obtained in Step 4 by
ten (10). Round to the next higher whole number if
any fraction results from the division.

Step 6 - Obtain the square root of the whole number obtained
in Step 5. Round to the next higher whole number
if any fraction is obtained. This is the distance
between the Wire Centers.

Formula: J(ﬁ:ﬁfﬁﬁrﬂy
10
ISSUED:  June 4, 1996 EFFECTIVE:
SSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Ceoclorade 80112
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Florida Tariff No. 1
original Sheet 26

SECTION 3.0 - DEBCRIPTION OF SBERVICE, (Cont’d.)

3.2 cCalculation of Distance, (cont’d.)

EXAMPLE: Distance between Miami and New York City -

Miami:
Hew York:

Difference:
Square and add:
Divide by 10:

Round up:

Take square root:

Round up:

v H
B, 351 529
4,997 1,406
3,354 -877

11,249,316 + 769,129 = 12,018,445
12,018,445 / 10 = 1,201,844.5

1,201,845

\/ 1,201,845 = 1,096.3

1,097 miles

ISSUED: June 4, 1996

ISSUED BY: Gary Lane,

EFFECTIVE:

President

160 Inverness Drive, West

Englewood,

Colorado BO0112
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BECTION 3.0 - DESCRIPTION OF BERVICE, (Cont’d.)

3.3 Timing of Calls

3.3.1

Long distance usage charges are based on usage of

Time Warner Conne  t’s service. Chargeable time
begins when a connection (i.e. two-way
communications) is established between the calling
station and the called station. Chargeable time

ends when either party "hangs up" thereby releasing
the network connection.

Minimum call duration and usage measurement and
rounding for billing purposes is specified on per-
product basis in the rate section of this tariff.

There is no billing applied for incomplete calls.

ISSUED: June

ISSUED BY:

4, 1996 - EFFECTIVE:

Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112
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Florida Tariff No. 1
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BECTION 3.0 - DESBCRIPTION OF BERVICE, (Cont’d.)

3.4 Rate Periods

3.4.1 Time of Day Periods
The appropriate rates apply for day, evening and
night/weekend calls based on the following chart:
MON TUES WED | THURS | FRI SAT SUN
8:00 AM
TO DAYTIME RATE PERIOD
5:00 PM*
5:00 PM
TO EVENING RATE PERIOD EVE
11:00 PM
11:00 PM*
TO NIGHT/WEEKEND RATE PERIOD
B:00 AM
* to, but not including
when a call is established in one rate period but
continues through another rate period, the rate in
effect at the calling station applies to the
portion of the call occurring within each rate
period. When a unit of time is split between two
rate periods, the rate applicable to that unit of
time is based on the rate period in which it began.
ISSUED:  June 4, 1996 "EFFECTIVE:
ISSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Coloradeo 80112
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Original Sheet 29

BECTION 3.0 - DESBCRIPTION OF BERVICE, (Cont’'d.)

Bervice offerings

Time Warner Connect offers a variety of telecommunications
service to its Customers. Intrastate service is offered in
conjunction with interstate service.

This service provides customers with direct dial
"1+" long distance calling. Calls originate via
switched access facilities using normal business or
residential lines. Calls are billed in thirty (30)
second increments with a minimum call duration of
thirty (30) seconds.

3.5.2 TWC Personal Toll-Free (800/888 Type) Bervice

This service is available for the termination of
calls to access lines provided by the Subscriber.
call charges are billed to the Subscriber and not
the party originating the call. Calls are billed
iin thirty (30) second increments with a minimum
call duration of thirty (30) seconds.

1SSUED:  June 4, 1996 = EFPECTI

3

1SSUED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorade 80112
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SECTION 3.0 - DEBCRIPTION OF BERVICE, (CONT’'D.)

3.5 Bervice Offerings, (cont’d.)

3.5.3

3.5.4

TWC Calling card Bervice

TWC Calll Card Service permits a customer to use
Time Warner Connect’s service when away from their
primary place of business or residence. The
Customer must dial a toll-free access code and
personal identification number to place a call.
Calls are billed in thirty (30) second increments
after an initial minimum call duration of thirty
(30) seconds. Call charges are billed to the
Subscriber’s Calling Card account as part of their
consolidated Time Warner invoice.

In addition the usage sensitive charges, a per call
rate applies.

Directory Aassistance

Directory Assistance is available to Customers of
Time Warner Connect. A Directory Assistance charge
applies to each call to the Directory Assistance
Bureau. Up to two requests may be made on each
call to Directory Assistance. The Directory
Assistance charge applies to each call regardless
of whether the Directory Assistance Bureau is able
to furnish the requested telephone number.

TWC Cellular Long Distance

This service is available to residential
Subscriberes for placing calls from their cellular
telephones. TWC Cellular Long Distance is only
available to those Subscribers whose cellular
carrier offers long distance equal access. Calls
are billed in thirty (30) second increments after
an initial minimum call duration of thirty (30)
seconds.

ISSUED:

ISSUED BY:

June

4, 1996 EFFECTIVE:

Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff HNo. 1
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BECTION 4.0 - RATES
4.1 General
Each Customer is charged individually for each call placed

through the Company. Charges may vary by product type, time
of day, day of week and call duration.

[SSUED: June 4, 1996 EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT Florida Tariff No. 1

Original Sheet 32

BECTION 4.0 - RATEB, (Cont’d.)

4.2 Exemptions and 8pecial Rates

4.2.1

Discounts for Hearing Impaired Customers

A telephone toll meisage which is communicated
using a telecommunications devise for the deaf
(TDD) by properly certified hearing or speech
impaired persons or properly certified business
establishments or individuals equipped with TDDs
for communicating with hearing or speech impaired
persons will receive, upon request, credit on
charges for certain intrastate toll calls placed
between TDDs. Discounts do not apply to surcharges
or per call add-on charges for operator services
when the call is placed by a method that would
normally incur the surcharge.

(a) The credit to be given on a subseqguent bill
for such calls placed between TDDs will be
equal to applying the evening rate during
business day hours and the night/weekend rate
during the evening rate period.

(b) The credit to be given on a subsequent bill
for such calls placed by TDDs with the
assistance of the relay center will be equal
to 50% of the rate for the applicable rate
period. If either the calling or called party
indicates that either party is both hearing
and visually impaired, the call shall be
discounted 60% of the applicable rate.

ISSUED:

ISSUED BY:

June 4, 1996 EFFECTIVE:

Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112
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Original Sheet 33

4.2 Exemptions and Bpecial Rates

4.2.2

A
A

o
]

T

ISSUED BY:

UED: June 4, 1996 EFFECTIVE:

Emergency Call Exemptions

The fcilowing calls are exempted from all charges:
Emergency calls to recognizable authorized civil
agencies including police, fire, amkulance, bomb
squad and poison control. The Company will only
handle these calls if the caller dials all of the
digits to rouce and bill the call. Credit will be
given for any billed charges pursuant to this
exemption on a subsequent bill after verified
notification by the billed Customer within thirty
(30) days of billing.

Directory Assistance for Handicappea Fersons
Pursuant to FPSC rules and regulations, the Company

will not charge for the calls made to directory
assistance by handicapped customers.

Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado B80112
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CONNECT

Florida Tariff No. 1
Original Sheet 34

SECTION 4.0 - RATEB, (Cont’d.)
4.3 Rates
4.3.1 TWC Dial-1 Bervice
Ccalls are billed in thirty (30) second increments
with a minimum call duration of thirty (30)
seconds.
IntralLATA per minute usage rates:
Day Evening Night /Weekend
Mlileage
Band
lat Add® 1l lat Add 1 int Add* ]
Hinute Minute Minute Minute Minute Minute
0=10 50.1400 $0.0700 50.1050 §0.0525 50,0700 $0.03150
11-22 0.2100 0.1200 0.1575 0.0900 0.1050 0.0600
23-55 0.2800 0.2100 0.2100 0.157% 0.1400 0.1080
56 & up 0.3700 0.2700 0.2775 0.202% 0.1850 0.113150
InterLATA per minute usage rates:
Day Evening Night /Weekend
Mileage
Band
lst Add’l 1ot Add* 1 lat Add" 1
Minute Minute Minute Minute Minute Hinute
0-10 $0.2000 50.2000 50.1200 50.1200 $0.1200 $0.1200
1SSUED: June 4, 1996 EFFECTIVE: o
ISSUED BY: Gary Lane, President

160 Inverness Drive, West

Englewood, Colorado

8011:=




TIME WARNER CONNECT Florida Tariff No. 1
Ooriginal Page 35

BECTION 4.0 - RATEB, (Cont’d.)
4.3 Rates, (cont’d.)
4.3.2 TWC Personal Toll-Free Bervice
Ccalls are billed in chirty (30) second increments
with a minimum call duration of thirty (30)

seconds.

Per Minute Rate;

Day: $0.2100
Evening/Night /Weekend: $0.1300

15SUED: June 4, 1996 = EFFECTIVE:

ISSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorado 80112




TIME WARNER CONNECT 'lorida Tariff No. 1
Ooriginal Page 36

BECTION 4.0 - RATEB, (Cont’d.)
4.3 Rates, (cont’d.)
4.3.3 TWC Callling Card Service
calls are billed in tnirty (30) second increments
after an initial minimum call duration of thirty
(30) seconds.

In addition the usage sensitive charges, a per call
rate applies.

Per Minute Rate;
Day: $0.2000
Evening/Night /Weekend: $0.1200
Per Call Service Charge:
All time periods: 50.%
TS5UED:  June 4, 1996 o EFFECTIVE: o
ISS5UED BY: Gary Lane, President

160 Inverness Drive, West
Englewood, Colorado 80112




Florida Tariff No. 1

TIME WARNER CONNECT
original Page 137

BECTION 4.0 - RATEB, (Cont’d.)
4.3 Rates, (cont’d.)
4.3.4 Directory Assistance
Per Ccall: $0.40
4.3.5 TWC Cellular Long Distance
Per Minute Usage Rates:
N Day Evening Hight /Weekend
Mileage
Band
lat Add'l lot Add® 1 int Add* 1
Hinute Minute Minute Minute Minute Hinute
0=10 50,1400 s0.0700 50,1080 50.0525 50.0700 $0.0350
11-22 0.2100 0.1200 0.1575% 0.09%00 0.1050 0.0600
23-55 0.2800 0.2100 0.2100 0.1575 0.1400 J.1050
56 & up 0.3700 0.2700 0.2775 0.2025% 0.1850 0.1350
InterLATA per minute usage rates:
Day Evening Night fWeekend
Mileage
Band
st Add'1l lst Add-"l st Add’ 1
Minute Minute Minute Minuta Minute Minute
0-10 50.2000 50,2000 50,1200 $0.1200 §0.1200 50.1200
4.3.6 Special Promotions
[reserved for future use]
ISSUED:  June 4, 1996 EFFECTIVE: ==
I SSUED BY: Gary Lane, President
160 Inverness Drive, West
Englewood, Colorade 80112
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

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

TIME WARNER INC.

(I sact name of registrant as specified in (ts charter)

Delaware 13-1388%20
(State or other jurisdiction of (LE.S. Employer
incorporation or organization) ldentification No.)
75 Rockefeller Plaza, York, N.Y. 10019
{ Address of principal executive offic=s) (Zip Code)

Registrant’s telephone number, including area code: (212) 484-8000
Securities registered pursuant to Section 12(b) of the Act:
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PART 1

Itern 1. Business

Time Warner Inc. (the "Company™) was incorporated in the State of Delawarc in August 1983 and s the
successor 1o a New York corporation originally oiganized in 1922. The Company changed its name from Time
Incorporated following its acquisition of 59.3% of the common stock of Warmner Communications Inc. ("WCI™)
in July 1989. WCI became a wholly owned subsidiary of th= Company in January 1990 upon the completion of
the merger of WCI and a subsidiary of the Company. As used in this repon, the terms “Registrant.” the
“Company” and “Time Wamer™ refer to Time Wamner Inc. and its subsidianies and dmisions, and includes Time
Warner Entertainment Company, L.P. (“TWE"), unless the comtext otherwise requires. See below for a
description of TWE and its relationship to the Company.

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

In September 1995, the Company announced that it had agreed to merge with Tumner Broadcastung System,
Inc. (“TBS™), a diversified information and enterzinment company, by acquinng the remaining approximately
§0% interest in TBS that the Company does not already own. The Company has entered into an Amended and
Restated Agreement and Plan of Merger dated as of September 22, 1995 (the “"Merger Agreement™), which
provides for the merger of each of the Company and TBS with separate subsidiaries of a holding company
("New Time Wamer” and collectively, the “TBS Transaction™). In connection therewith, the issued and
outstanding shares of each ciass of the capital stock of the Company will be converted into shares of a
substantially identical class of capital stock of New Time Wamer. In addition. the Company has agreed to enter
into certain agreements and related transactions with cerain shareholders of THS, including R.E. Tumer and
Liberty Media Corporation ("LMC”), an affiliate of Tele-Communications, Inc. (“TCI"). The Merger
Agreement and certain related agreements provide for the issuance by New Time Wamner of approximately 172.8
million shares of common stock, par value $.01 per share including 50.6 million shares of a special class of non-
redeemable common stock to be issued 1o LMC (the “LMC Class Common Siock™ ), in exchange for the
outstanding TBS capital stock, the issuance of approximately 13 million employee stock options to replace all
outstanding TBS employee stock options and the assumption of TBS' indebtedness (which approximated $2.5
billion at December 31, 1995). As part of ithe TBS Transaction. LMC will receive an additional five million
<hares of LMC Class Common Stock pursuant to a separate oplion agreement which, together with the 50.6
million shares it will receive pursuant to the TBS Transaction, will be placed in a voung trust of which Gerald
M Levin, Chairman and Chief Executive Officer of the Company. will be the trusiee {the “Liberty Voting
Trust™). o, in cerain circumstances, cxchanged for shares of another special class of non-voung, non-
redeemable common stock of New Time Warner that will be held by LMC.

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

In 1995 and carly 1996, the Company completed its acquisition of three significant cable television
companies: Summit Communications Group. Inc. (*Summut”). KBLCOM Incorporated ("KBLCOM™) and
Cablevision Industries Corporation (“CV17) and related companies and. through TWE, formed a cable television
jont venture (the “TWE-A/N Partnership™) wath Advance/Newhouse Partnershup ("~ Advance/Newhouse ™), in
which TWE owns a 66%% interest (these transactions being collectively referred to hereinafter as the 1995
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shareholders. Beginning in the third vear, gither partner can imuate a dissolution in which TWE would receive
iwo-thirds and Advance/Newhouse would receive one-third of the TWE-AN Paninciship's net assets

On May 2, 1995, the Company acquired Summit Communications Group, Inc. ("Summut”}. which owned
cable television systems serving approximately 162,000 subscribers in Winston-Salem, North Carolina and in
certain suburbs of Atlanta, Georgia. To acquire Summit, the Company issued approximatcly | 6 million shares
of its common stock, par value $1.00 per share (“Common Stock™), and approximately 1.3 million shares of a
new series of convertible preferred stock (“Senes C Preferred Stock™) and assumed $140 mullion of
indebtedness

On July 6, 1995, the Company acquired KBLCOM Incorporated ("KBLCOM™), a subsidiary of Houston
Industries Incorporated, which owned cable television systems serving approximately 700,000 subscribers and a
$0% interest in Paragon Communicaions {("Paragon™), which owns cable television syslems serving an
additional 972,000 subscribers. The other 50% interest in Paragon was already owned by TWE. To acquire
KBLCOM, the Company issued one million shares of Common Stock and 11 million shares of a new senes ol
convertible preferred stock (“Senes D Preferred Stock™) and assumed or incurred approximately $1.2 billion of
indebtedness. KBLCOM's systems serve cubscribers located in San Antonio and Laredo, Texas. the Minneapolis
metropolitan area, Ponland. Oregon and Orange County, California. Paragon's systems sene subscribers in
Tampa, Flonida and northern Manhattan, as well as other locanons.

On Junuary 4, 1996, the Company scquired Cablevision Industries Corporation (“CV1”) and related
companies that owned cable television Syslems scrving approximately 1.3 milhon subscribers, in exchange for
the 1ssuance of approximately 2.9 million shares of Common Stock and approximately 6.5 million shares ol a
new senies of convertible preferred stock (“Senes E Preferred Stock™ and "Series I Preferred Stock”) and the
assumption of incumence of approximatcly $2 billion of indebtedness. CVI's systems serve subscnbers
principally located in New York. Nonh Carolina. Flonda, California’s San Femando Valley and Columbia,
South Carolina.

Along with internal growth, the 1995 Cable Transactions increased the total pumber of subscribers under
the management of Time Wamer Cable to approximately 117 million, as compared to 7.5 million subscnbers at
the end of 1994,

For additional information regarding the 1995 Cable Transactions, see Note 4 “Cable Transacuons” and
Nate 9 "Capital Stock,” to the Company's consolidated financial statements at pages F-32 and F-40, respectively
herein

On June 23, 1995, TWE sold 51% of its interest in Six Flags Enterainment Corporation (*SFEC™) to an
investment group led by Boston Ventures Management, Inc., a prnvate investment management firm, for $204
million and received $640 mullion in additional procecds from SFEC, representing payment of certain
intercompany indebtedness and licensing fees. As o result of the transaction, SFEC has been deconsolidated and
TWE's remaining 49% imerest in SFEC 1s accounted for under the equity method of accounting

For financial information about the Company’s industry segments and operations in different geographical
areas with respect to each of the years in the three-year penod ended December 31, 1995, sce Noie 13 “Scgment
Information.” to the Company’s consolidated financial statements a1 pages F-46 through F-49 hercin

NEWS AND INFORMATION

The Company's News and Information business currently is conducied by Time Inc., a wholly owned
subsidiary of the Company. Time Inc. has one of the largest portfolios of brand name franchises in the world.
Development and distnbution of its brands are accomplished through the publishing, direct marketing and sales
of magazines, books, music and videos. Time Inc also develops products for the multimedia and television
markets. It conducts these activities through wholly owned subsidianies, joint ventures, cquity investments and
partnerships
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SPORTS ILLUSTRATED is a weekly magazine which covers the actvities of, and 15 designed 1o appeal to
spectators and participants in virtually all forms of recreational and competitive sports. The adverusing rate base
as of January 1996 was 3,150,000, the same as in January 1995.

SPORTS ILLUSTRATED FOR KIDS is a monthly sports-oriented magazine geared to children ages eight
through fourteen. Its adverusing rate base as of January 1996 was 950,000, the same as n January 1945
including 225,000 copies distnbuted free to over 1,700 schools.

PEOPLE is a weekly magazine which reports on celebnues and other notable pervonalities. The advertiang
rate base as of January 1996 was 3,150,000, the wme as in January 1995

ENTERTAINMENT WEEKLY is a weekly magazine which includes reviews and reports on televivion,
movies, video, music and books The adverusing rate base as of January 1996 wa. 1,225,000, compared o
1,125,000 in January 1995

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

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

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

IN STYLE is a monthly magazine which focuses on celebnues’ lives and lifestyles The adverusing rate
base as of January 1996 was 650.000. compared to 550,000 in January 1995.

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

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

SOUTHERN ACCENTS 15 published six times a year, and features architecture, fine homes and gardens.
arts and travel and 1s targeted 10 affluent Southerners. Its advemising rate base as of January 1996 was 285,000,
compared to 275,000 in January 1995,

COOKING LIGHT is published nine umes a year and promotes health and fitness through active lifestyles
and good nutntion The adverusing rate base as of January 1996 was 1,300,000, compared to 1.200.000 in
January 1995.

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

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

HEALTH is a consumer health magazine published sexen times a year, and HIPPOCRATES is pubiished
ten times a year. Although similar 1 editonal content. HEALTH s targeted at the consumer market, while
HIPPOCRATES is a trade magazine targeted at physicians and cames primarily trade advertising. HEALTH had
an adverusing rate base of 900,000 in January 1996. the same as in January 1995. HIPPOCRATES had a
controlled circulation of 125,000 primary care physicians in January 1996, the same as in January 1995

MARTHA STEWART LIVING is published ten times a year and presents Martha Stewart's personal
perspective on entertaining, cooking. decorating and gardening. Ns adverusing rate base as of January 1996 was
1. 200,000, compared to 800,000 in January 1995. Effective with the February 1996 issue, the rate base will
increase 1o 1,425,000

BABY TALK is published ten times a year and is targeted at expectant and new mothers In January 1996
its advertising rate base was 1,100,000, compared to 1,000,000 in January 1995 BABY TALK's ancillary
publication BABY ON THE WAY s published semi-annually
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PART 1

ltem 1. Business

Time Wamer Inc. (the “Company™) was incorporated in the State of Delaware in August 1983 and 15 the
successor 10 a New York corporation onginally organized in 1922 The Company changed its name from Time
Incorporated following its acquisition of 59.3% of the common stock of Wamer Communications Inc. "WCI")
in July 1989. WCI became a wholly owned subsidiary of the Company in January 1990 upon the completion o
the merger of WCI and a subsidiary of the Company. As used in this report. the terms “Registrant.” the
“Company™ and “Time Wamer” cfer to Time Wamer .ac. and its subsidianies and divisions. and includes Time
Warner Entertainment Company, L.P. ("TWE"). unless the context otherwise requires. See below for a
description of TWE and its relatuonship to the Company

The Company is the world's leading media company, and has interests in three fundamental areas of
business: Entertainment. consisting principally of interests in recorded music and music publishing, filmed
entertainment, broadcasting, theme parks and cable television programming; News and [nformation, consisting
principally of interests in magazine publishing, book publishing and direct marketing, and Telecommunications,
consisting principally of interests in cable television systems. Substanually all of the Company's interests in
filmed entertainment. broadcasting. theme parks and cable television programmung are held through TWE and
most of its interests in cable television systems are held through TWE.

In September 1995, the Company announced that 1t had agreed to merge with Tumner Broadcasting System,
Inc. (“TBS™), a diversified information and entertuinment company. by acquinng the remaining approximately
R0% interest in TBS that the Company does not already own. The Company has entered into an Amended and
Restated Agreement and Plan of Merger dated as of September 12, 1995 (the “Merger Agreement” ), which
provides for the merger of cach of the Company and TBS with separate subsidianes of a bolding company
{“New Time Wamer™ and collectively, the “TBS Transaction™) In connection therewith, the issued and
outstanding shares of each class of the capial stock of the Company will be converted 1mo shares of a
<ubstantially identical class of capital stock of New Time Wamner In addition, the Company has agreed 1o enter
into cemain agreements and related transactions with cerain shareholders of TBS. including R.E Tumer and
Liberty Media Corporation (“LMC”). an affilaie of Tele-Communications. Inc. (“TCI”} The Merger
Agreement and certain related agreements provide for the issuance by New Time Warner of approximately 1728
million shares of common stock, par value $.01 per share including 50.6 million shares of a special class of non:
redeemable common stock to be issued 1o LMC (the “LMC Class Common Stock™), in exchange for the
outstanding TBS capital stock. the issuance of approximately 13 million employee stock options 1o replace all
outstanding TBS employee stock options and the assumption of TBS' indebtedness (which approumated 325
billion at December 31, 1995). As pant of the TBS Transaction, LMC will receive an additional five mullion
shares of LMC Class Common Stock pursuant 1o a scparate option agreement which, togethes with the 506
million shares it will receive pursuant to the TBS Transaction, will be placed in a voting trust of which Gerald
M. Levin, Chairman and Chief Executive Officer of the Company, will be the trustee ithe “Liberty Voung
Trust™), or, in cerain circumstances, exchanged for shares of another special class of non-voting. non-
redeemable common stock of New Time Warner that will be held by LMC

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

In 1995 and early 1996, the Company completed s acquision of three significant cable television
compames Summit Communications Group. Inc. (“Summit”™), KBLCOM Incorporated (“KBLCOM™) and
Cablevision Industries Corporation (“CVI7) and related companies and. through TWE. formed a cable 1elevision
joint venture (the "TWE-A/N Partnership”') with Advance/Newhouse Partnership (“Advance/Newhouse™), in
which TWE owns a 66%% interest (these transactions being collectively referred to hereinafter as the “1995
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Cable Transactions”). (See below for a more detmled discussion of each 1995 Cable Transaction.) Currently.
Summit, KBLCOM (which has been renamed TWI Cable Inc) and CVI and related companies are wholly
owned subsidianes of the Company, and the Company's interest in the TWE-A/N Pannership is held by TWE
Time Wamer Cable (“Time Warner Cable™). a division of TWE, operates and manages substantially all of the
cable television systems acquired through the 1995 Cable Transactions, as well as those sysiems held by TWE
pnior to the 1995 Cable Transactions. Time Warner Cable does not manage those cable television systems of the
Company which are located within the 14-state telephone service area of U § WEST, Inc.. a Colorado
corporation ("U § WEST™). See “Teleconununicanons—Cable Division—Television.”

TWE was formed as a Delaware limited partnershup in February 1992 pursuani to an Agreement of Limited
Partnership, dated as of October 29, 1991, as amended (the “TWE Partnership Agreement™), and has, since 1ts
caputalization on June 30, 1992 (the “TWE Capitalization™), owned and operated substantially all of the Filmed
Entenainment. Programming-HBO and Cable businesses previously owned by subsidianes of the Company.
Upon the TWE Capitalization, cenain wholly owned subsidianes of the Company (the “Time Wamer General
Partners™), contributed such businesses. or assigned the net cash flow derived therefrom (or an amount equal Lo
the net cash flow derived therefrom), to TWE and became general parners of TWE. Also upon the TWE
Capitalization, wholly owned subsidiaries of ITOCHU Corporation (formerly C. Iroh & Co., [td.), a corporation
organized under the laws of Japan (*ITOCHU"). and Toshiba Corporation. a corporation organized under the
laws of Japan (“Toshiba™). collectively comributed $1 billion 10 TWE and became limited parmers of TWE

On September 15, 1993, TWE consummated the transactions contemplated by the Admission Agreement,
dated as of May 16, 1993, as amended (the "Admission Agreement”), between TWE and U § WEST. Pursuant
to the Admission Agreement, a wholly owned subsidiary of U S WEST made a capital contribution of $2.553
billion and became a limited parmer of TWE (the “U § WEST Transactuon™). The Admission Agreement
provides that TWE will use its best efforts to upgrade a substantial portion of its cable systems to “Full Service
Network ™" capacity by the end of 1998. As systems are designated for such upgrade and after any required
approvals are obtained. U S WEST and TWE will share joinl control of those systems through a 50-50
management comunittee. The “Full Service Network™ business is expected to include substanually all of TWE's
cable systems, subject 1o obuwining necessary regulatory consents and approvals. Sec “Telecommunications —
Descnption of Cenain Provisions of the TWE Partnership Agreement.”

Following the sdmission of U § WEST into TWE. each of ITOCHU and Toshiba owned a 5.61% pro rata
prionty capital and residual equity interest in TWE and a 6.25% residual equity interest in TW Service Holding
I. LP and TW Service Holding IL. L.P. (the “Time Wamer Service Pantnerships™) The Time Warner Service
Pannerships owned certain assets related w0 the TWE businesses. (See “Telecommunications—Other
Entertainment Group Assets—Time Wamer Service Pannerships™). On Scptember 5. 1995, and October 2,
1995, ITOCHU and Toshiba, respectively, each exchanged its interest in TWE and the Time Wamer Service
Paninerships for, in the case of ITOCHU, a total of 8 million shares of two new senes of converuble preferred
stock (“Series G Preferred Stock™ and “Serics H Preferred Stock ™) of the Company and, in the case of Toshiba,
7 million shares of a new series of convertible preferred stock of the Company (“Series | Preferred Stock™) and
$10 mullion in cash (the “ITOCHU/Toshuba Transaction™).

As a result of the ITOCHU/Toshiba Transaction and the U § WEST Transaction. the Company and the
Time Warner General Pariners collectively own 74.49% of the pro rata prionty capital and residual equity
pannership interests in TWE. and cenain prionty capital interests senior and junior o the pro rata pnonty
capital interests. The remaining 25.51% pro rata priority capital and residual equity limuted pannership interests
are held by a subsidiary of U 5 WEST.

On Apnl 1. 1995, TWE formed the TWE-A/N Parnership, a cable television joint venwre with
Advance/Newhouse to which Advance/Newhouse and TWE contnbuted cable television systems (or interests
therein) serving approximately 45 million subscnbers, as well as certun foreign cable investments and
programming investments. TWE owns a two-thirds equity interest in the TWE-A/N Partnership and s the
managing partner. In accordance with the parnership agreement. Advance/Newhouse can require TWE 1o
purchase its equity interest for fair market value at specified intervals following the death of both of its pancipal
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shareholders. Beginning in the third year, either panner can inihate a dissolution in which TWE would recenve
wo-thirds and Advance/Newhouse would receive one-third of the TWE-A/N Partnership™s nel asscls

On May 2. 1995, the Company acquired Summit Commurnicatons Group, Inc. ("Summut”). which owned
cable television systems serving approximately 162,000 subscribers in Winston-Salem, North Carohina and i
certain suburbs of Atlanta, Georgia. To acquire Summit, the Company issued approximately 1.6 million shares
of its common stock, par value $1.00 per share (“Common Stock ™), and approximately 3 3 million shares of a
new series of convertible preferred stock (“Series C Preferred Stock™) and assumed $140 mullion o
indebtedness.

On July 6, 1995, the Company acquired KBLCOM Incorporated ("KBLCOM™), a subsiiary of Houston
Industries Incorporated, which owned cable television systems serving approximately 700 000 subscribers and a
$0% interest in Paragon Communications (“Paragon™), which owns cable television Syslems serving an
additional 972,000 subscribers. The other 50% interest in Paragon was alrcady owned by TWE. To acquire
KBLCOM. the Company issued one million suares of Common Stock and 11 million shares of a ncw scnes of
convertible preferred stock (“Senes D Preferred Stock™) and assumed or incurred approximately $1.2 billion of
indebtedness. KBLCOM''s systems serve subscribers located in San Antomio and Laredo. Texas, the Minneapolis
metropolitan area. Portland. Oregon and Orange County. California. Paragon’s systems serve subscribers 1n
Tampa. Florida and northem Manhattan, as well as other locations.

On January 4, 1996, the Company acquired Cablevision Industries Corporation (“CVI") and related
companies that owned cable television sysiems serving approximately 1.3 million subscnibers, in exchange foe
ihe 1ssuance of approximately 2.9 million shares of Common Stock and approximately 6.5 mullior: shares of a
new series of convertible preferred stock (“Senes E Preferred Stock” and “Senes F Preferred Stock™ ) and the
assumption or incurrence of approximately $2 billion of indebtedness. CVI's systems senve subscnibers
pnncipally located in New York. North Carolina, Florida, California’s San Fernando Valley and Columbia,
South Carolina.

Along with internal growth, the 1995 Cable Transactions increased the total number of subscnbers under
the management of Time Warner Cable 1o approximately 11.7 million. as compared to 7.5 million subscnibers al
the end of 1994

For additional information regarding the 1995 Cable Transactions, see Note 4 “Cable Transactions™ and
Note 9 “Capital Stock.” to the Company's consolidated financial statements at pages F-32 and F-40, respectively
herein.

On June 23. 1995, TWE sold 51% of its interest in Six Flags Entertainment Corporation {"SFEC™) 10 an
\nvestment group led Ly Boston Ventures Management, Inc.. a private invesiment management firm, for $204
million and received $640 million in additional procecds from SFEC. representing payment of cerain
intercompany indebtedness and licensing fees. As a result of the transaction, SFEC has been deconsolidated and
TWE's remaining 49% interest in SFEC 15 accounted for under the equity method of accounting.

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

NEWS AND INFORMATION

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

General

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

Time Inc.. either directly or through subsidiar.cs, has equity interest” in ASIAWEEK and Amencan Family
Publishers In 1995, Time Inc. acquired an equity interest in Emphasis, a provider of in-flight media and
entertainment. purchased Targeted Media, an orgamizanon dedicated to the creation and execution of alternative
media concepts and programs; and launched Independent Media Distnbution in Australia. a distributor of
magazines published by Time Inc. and certain other publishers.

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

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

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

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

Magazine publiching follows a scasonal patiern with revenues being generally higher in the second and
fourth quanters and lower in the first and third quarters. Adverusing rate base is the guaranteed minimum paid
circulanion level on which adverusing rates are based

The wndividual magazines of the Company are summanzed below:

TIME. o weekly magazine, summanzes the news and brings original interpretation and insight to the
week s events In 1995, TIME launched Time Digial, a wide-ranging. user-fnendly, quanerly “magazine within
a magasine” about the digital age The domesuc advernsing raie base of TIME as of January 1996 was
4,000,000, which s unchanged from January 995

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

TIME Asia. TIME Atlantic, TIME Canada, TIME Latin America and TIME South Pacific are weekly
Enghish-language editions of TIME which circulate outside the United States. These editions had an aggregale
worldwide adverusing rate base of 1,490,000 as of January 1996, compared to 1,460,000 in January 1993
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SPORTS ILLUSTRATED is a weekly magazine which covers the acuvities of, and is designed 1o appeal 1o,
spectators and parucipants in virually all forms of recreational and compelitive $pors. The adverusing rate base
as of January 1996 was 3,150,000, the same as in January 1995,

SPORTS ILLUSTRATED FOR KIDS is a monthly sports-oriented magazine geared to children ages eight
through founeen Its adverusing rate basc as of Janvary 1996 was 950,000, the same as in January 1995,
mcluding 225,000 copies distributed free to over 1,700 schools.

PEOPLE 1s a weekly magazine which repors on celebnties and other notable personalities. The adverusing
rate base as of January 1996 was 3,150,000, the same as in January '995.

ENTERTAINMENT WEEKLY is a weekly magazine which includes reviews and repors on television.
movies. video, music and books. The advertising rate base as of Janvary 1996 was 1,225,000, compared to
1,125,000 in January 1995,

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

MONEY 15 a monthly magazine which reports on personal finance. The advertising raic base as of January
1996 was | 900000, the same as in January 1995

LIFE 1s a monthly magazine which feares photographic essays The adverusing rate base as of January
1996 was 1,500,000, the same as in January 1993

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

SOUTHERN LIVING is a monthly regional home, garden, food and travel magazine focused on the South
with an adverusing rate base of 2.300.000 as of January 1996. the same as in January 1995

PRUGRESSIVE FARMER is 2 monthly regional farming magazine with an advertising rate base of
630,000 as of January 1996, compared to 640,000 in January 19935,

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

COOKING LIGHT is published nine times a year and promotes health and fitness through acuve lifestyles
and good nutntion. The adverusing rate base as of January 1996 was 1,300,000. compared to 1,200.000 in
lanuary 1995

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

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

HEALTH is a consumer health magazine published seven times a year. and HIPPOCRATES is published
len imes a year. Although similar in editorial content. HEALTH is targeted a1 the consumer market, while
HIPPOCRATES is a trade magazine targeted at physicians and cames pnmanly trade adverusing. HEALTH had
an adverusing rate base of 900,000 in January 1996, the same as in January 1995 HIPPOCRATES had a
controlied circulation of 125,000 primary care physicians in January 1996, the same as in January 1995,

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

BABY TALK is published ten times a yeas and is targeted at expectant and new mothers. In January 1996
its advertsing rate base was 1.100,000. compared to 1,000,000 in January 1995, BABY TALK's ancillary
publicaton BABY ON THE WAY is published scmi-annually
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VIBE is published ten tmes a year by a joint venture between a subsidiary of TPV and affiliates of Quincy
Jones Entertainment Company, It covers rap, thythm and blues, reggae and dance music, as well as politics and
fashion. The advenising rate basc as of January 1996 was 400,000, compared to 250,000 in January %95

THIS OLD HOUSE s published six times a year, pursuant to a hicensing arrangement with public
television station WGBH. and 15 based on the popular home renovation television senies. The adverusing rate
base as of January 1996 was 300,000

ASIAWEEK 15 a weekly English-language magarine which summanzes the news events in the Asian
region. In January 1996 its advertising rate base wac 110,000, compared to 100,000 in January 1995

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

PRESIDENT is a monthly Japanese-language business/management maganine. The advertiving rate base as
of Jannary 1996 was 258,000, the same &s in Januvary 1995,

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

Ancillary Businesses

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

Circulation
The Company's publications are sold pnmanly by subscription Subscnption copies are delivered 1o
subscnibers through the mail. Subscnpuons are sold by direct-maul solicitation, subscnplion sales agencies,

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

Advertising

Advertising carried in the Company’s magazines 15 predominantly consumer adverusing. Many of the
Company's magazines have numerous regional and demographic editions which contain the same basic editonal
material but permit advertisers to concentrate their advertising in specific markets. Through the use of selective
binding and ink-jet technology. the Company creates special custom editions targeted towards specific groups.
This allows the Company to deliver advertise.s a more highly targeted audience by segmenting suLscriber lists
10 identify those subscribers advertisers desire most, as well as providing the opportunity 19 personalize
advertising messages

Paper and Printing
Lightweight coated paper constitutes a significant component of physical costs in the production gl’

magazines Time Inc. has contractual commitments 1o ensure an adequaic supply of paper. but peniodic
shortages may occur 1n the event of strnikes or other unexpected disruptions in the paper industry. Dunng 1995,
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Time Inc, purchased paper pnnaipally from six independent manutacturers. in cach case under contracts that. for
the most pan, are either fixed-term or open-ended at pnces determined on a market pnce or formula price basis
Paper costs were significantly higher in 1995 as a result of several consecutive quarterly price increascs from
October 1994 through October 1995, These sigmficant pnice increases resulted in part from an ncreased demand
for paper relative to production czpacity. Based upon the current marketplace, the Company expects thal paper
prices will stabilize in 1996,

Panung and binding for the Company's magazines are accomplished pnmanly by major domestic and
intermational independent pnnting concems n 20 locations. Magazine printing contracts are cither haed term o1
open-ended at fixed prices with, in some cases, adjustments based on cernain cntena

Books

Gieneral

The Company's direct markeung and book operations include Time Life Inc.. Book-of-the-Month Club,
Inc.. Wamer Books, Inc. and Liule, Brown and Company, each of which is a wholly owned subsidiary of Time
Inc.. and the Oxmoor House and Sunset Books divisions of Southern Progress and Sunset Publishing.
respectively. In 1995, the book operations distnbuted an aggregate of approximately 163 million grosy units

Time Life

Time Life is composed of several divisions including: Books. Music, Video, Televisson, Education. Custom
Publishing and International. Time Life is one of the naton's largest direct marketers of books. music and
videos. The products are sold by direct response, including mail order, television and telephone, through retail,
institutional and licensing channels, and by door-to-door independent distributors in some foreign markets Time
Life products are currently sold in over 25 languages worldwide and approximately 40% of Time Lifc’s
revenues are generated outside the United States. In January 1995, Time Life licensed the name Tame Life
Medical 10 Patient Education Media Inc. 1o be used in connection with the creation of patient education videos
Time Life also holds a minonty equity intcrest in Patient Education Media Inc

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

Time Life Books products are manufactured by several independent companies Manufactunng contracts
are entered into on a series rather than a single Litle basis and are fixed-pnce with provisions for cost of labor,
material and specification adjustments. These contracts. subject to certain limitations, may be termunated by
Time Life or the manufacturer. Time Life's fulfillmem acuvives, excluding intemanonal operations, are
conducted from a centralized facility in Richmond, Virginm.

Hook-of-the-Month Club

Book-of-the-Month Club currently operates eight book clubs and two conunuity businesses wath a
combined membership of more than 3.5 million members. Two of the clubs. Book-of-the-Month Club and
Quality Paperback Book Club, are general interest clubs, and the remaining clubs specialize in history, cooking
and crafts, business, children’s books and the books of a particular author. In addition, multimedia. audio and
video products are offered through the clubs. Book-of-the-Month Club's international businesses operate in over
50 countnes worldwide. In December 1995, Book-of-the-Month Club acquired Meredith Book Clubs, adding
approximately 500,000 members to 11s book clubs. This acquisition will significantly expand its presence in the
women’s lifestyle franchise. In June 1995, the ONE SPIRIT bock club was launched, targeting the growing
consumer interest in spiritual, self-help and health topics.
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Cable. 1o disinbute imiernet content. local content and Pathfinder via high speed cable modems. and TNX, the
world’s first and only swiiched broadband interactive TV news service, which 1s distnbuted on Time Warner
Cable’s Full Service Network Time Inc. has also licensed its editonal content to vanous other commerc:al on
line informaton services, and has produced CD-ROM products intemally. as well as through heensing
arrangements with third pany CD-ROM developers

Time Inc. has undentaken development efforts in vanous television ventures, both in combination with other
Company divisions and independemtly. Sports Ilustrated Productions Inc. completed its second year of teley siom
production i 1995, producing two prime-ume specials, weekly segments on Wide World of Sports and two
home video titles. The “Martha Stewant Living™ television program. based on the popular magarine, entered it
third season in Septemoer and aired a one hour special “Martha Stewart's Home For The Holidays” n
December 1995, PEOPLE magazine 1ook a retrospective look at the people and events of 1995 in o prime time
broadcast aired in December 1995, and HEALTH magazine presented “Your Mind and Body, o weebly
television show focusing on health. fitness and beauty which began anng in September 1995 TPV has
arrangements (o syndicate episodes of the “This Old House * television program after such programs have run
on public television and produce books based on this popular senes

Time Inc. In-Store Marketing

Time Inc. In-Store Marketing. an umbrella orgenization which 1s a subsidiary of TIV, operates all of Time
Inc.'s in-store advertising and demonstration businesses, including Media Holdings. Inc (*Media One™' 1 and
SmanDemo Inc. ("SmanDemo™). Media One's primary product is a two-sided backlit advertising display umit
that is installed in supermarket checkout lanes. SmanDemo 15 an in-store demonstration, coupoming. sampling
and merchandising business

American Express Publishing

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

American Family Publishers

Time Inc. is a 0% pantner in Amencan Family Publishers (“AFP”), a direct mail magazine subscnption
sales agency. AFP sells magazine subscniprions for approximately 200 major magazines in the United States,
including many of the Company’s publications. AFP sells pnmanly through two heavily-promoted nationwide
sweepstakes malings conducted each vear.

Time Distribution Services

Time Distnbution Services ("TDS™) is a nanonal distnbution company responsible for the retul sales,
distribution, marketing and merchandising of single copies of penodicals for Time Inc and other publishers
TDS distributes periodicals through a magazine wholesaler netwerk which services retl outlets such as
newsstands, supermarkets. convenience and drug stores.

Warner Publisher Services

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

Postal costs represent a significant operating expense for the Company's publishing acuvities. An increase
of approximately 10% for first class and 14% for second, third and fourth classes was implemented in January
1995, which significantly increased Time Inc.'s postal costs. However, a recently 1ssued decision by The Postal
Rate Commission has been accepted by the Postul Service and will result in a reduction of Time Inc’s current
postage rates in July 1996. The new rates reflect an increased incentive for matler workshanng efforts that
reduce costs 10 the Postal Service.

Publishing operations continue to minin..ze postal expense th .ugh the use of certun cost-saving measures,
mncluding the utlizaton of contract camers 1o transpont books and magazines to central postal centers. It has
been the Company's practice in selling books and other products by mail fo include a charge for postage and
handling, which is adjusted from time 10 ume to parually offset any increased postage or handling costs

Competition

The Company's magazine operations compete for sales with numerous other publishers and retatlers. as
well as other media. The general circulation magazine industry 15 highly competitive both within iself and with
other advertising media which compete with the Company’s magazines for audience and adverusing revenue.

The Company's book publishing operations compete for sales with numerous other publishers and retailers
as well as other media. In addition. the acquisition of publication rights to imponant book titles 15 highly
competitive, and Wamner Books and Little. Brown compete with numerous other book publishers. WPS and TDS
meet with direct competition from other distributors operating throughout the United States and Canada in the
distnbution of magazines and paperback books.

ENTERTAINMENT

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

Music

(ieneral

The Company’s domestic recorded music business 15 conducted principally through WMG and its
constituent companies, Wamer Bros. Records, Inc. (“WBR™), Atlantic Recording Corporation ("Atlantic™),
Elektrz Entertainment Group (“Elekira”) and their affiliated labels, and through WEA Inc. (“WEA Inc™) and 1ts
constituent compames, Warner-Elekira-Atlanue Corporation (“WEA”), WEA Manufactunng Inc. ("WEA
Mfg "} and Ivy Hill Corporation ("Ivy Hill"). Outside of the United States, the Company’s recorded music
business 1s conducted in more than 70 countries through WEA International Inc. and 2 division of WCI, Wamer
Music International, and their subsidiaries and affiliates (collectively, “WMI™ ), as well as through non-affiliated
licensees

The Company's music publishing business 15 conducted principally through wholly owned subs‘dianes of
WCT ivollecuvely, "Wamer/Chappell™)

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

In 1995, WMG closed Warner Music Enterprises Inc.. one of the Company's direct marketing busincsses,
and completed the transaction pursuant to which it sold s 50% nterest in the Interscope Records partnership.
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Recorded Music and Related Activilies

WBR. Atlantic. Elektra and WMI produce. sell and license compact discs, cassetie tapes and music videon
of the performances of recording amists under contract 10 them or for whose recordings they have acquired
nghts. WMG's recorded music and video product 1s marketed under vanous labels, including the propnetary
labels “Warner Bros..” “Repnse.” “Tommy Boy.” “Warner Nashville,” “Elektra.” “Sire,” “Asylum,” “Atlantic.’
“EastWest America,” “Big Beat,” "Atlantic Nashville,” “WEA.” “Nonesuch.” “EastWest,” “Teldec.” “CGD.
“Carrere.” “Erato.” “MMG.” “DRO.” “Telegram.” “D-Day.” “Muser” and “Fazer”

In addition. WMG has enter=d nto joinl Ventu.: agreements pursuant to which WMG companies
manufacture, distribute and market (both domesucally and, in most cases, intemationally) recordings owned by
such joint ventures. The terms of such agreements vary widely, but each agreement typicall’ provides the WM
record company with an equity interest and a profit participation in the venture, with financing furnished eather
solely by WMG or by both parues. Included among these arrungements are the labels “Amencan Recordings.”
“Giant.” “Mammoth,” “Maverick.,” “Qwest” aasd “Rhino”

WMG's record companies also acquire rights pursuant to agreements 10 manufacture and distnbute certain
recordings that are marketed under the owner’s propnelary label. Included among the labels distnbuted by
WMG under such arrangements are “Curb™ and “Scot Brothers.”

Recording artists are engaged under arrangements that generally provide that the arus s 1o receive a
percentage of the suggested retail selling pnice of compact discs, cassette tapes and music videos sold. Most
artists receive non-returnable advance paymemts against future royalties.

Among the artists whose albums resulted in significant sales for WMG's record companies dunng 1995
were: AC/DC. Bush, Enya, Jeff Foxworthy, Green Day, Hootie & The Blowfish, Madonna, Alanis Monssetie,
John Michael Montgomery, Natalie Merchant, Red Hot Chili Peppers. Simply Red. Van Halen and Tatsuro
Yamashita. In 1996, WMG's record companies have released or expect 1o release albums by the following
antists: Ton Amos, Brandy, Jackson Browne, Tevin Campbell, Jose Carreras, Collective Soul. Phul Collins, The
Cure. Hootie & The Blowfish, Aaron Kwok. Madonna. Nonyun Makihara, Metallica. Luis Miguel, Pantera.,
Laura Pausini, REM.. Linda Ronstadt. Rush. Keith Sweat. Seal, Stone Temple Pilots, Travis Trint, Van Halen
and Westernhagen.

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

WEA Mfg. is engaged in the domestuc manufactunng of audio and CD-ROM compact discs, casseiic lapes
and videocasseties. WEA Mfg. conducts its operations from facilities situated in Olyphant, Pennsylvama and in
the greater Los Angeles area WEA Mig participated in the development of “DVD,” the n=w digital
configuration developed by the Company and Toshiba, and expects to be manufactunng DVDs in 1996 For
additional information regarding DVDs, see "Filmed Ententminment Division—Home Video.”

Ivy Hill 1s engaged in the offset lithography and packaging business through facilines situated i1n four
states lvy Hall 1s a major supplier of packaging to the recorded music industry (including WMG's record
companies) and also supplies packaging for a wide varety of other consumer products.

WMG's recorded music product 1s marketed and distnbuted n the continental United States by WEA,
which supplies, directly or induectly through sub-distnbutors and wholesalers, thousands of record stores,
department stores, discount centers and other retail outlets across the country. Alternative Distnbution Alliance.
a distribution company specializing in aliernauve rock music, with a focus on new artists, operates as a joint
venture among WMG. its labels. Restless Records and Sub Pop

Warner Syecial Products Inc. produces, pnmanly fof relemarketers, compilations of music for which it has
sbtained nghts from WMG’s recorded music companies, as well as from third partes.

In foreign markets, WMI produces, distnbutes. promotes and sells recordings of local amsts and. in most
cases. distributes the recordings of those arusts for whom WMG's domestic fecording companies have
iternational nghts. In cenain countnes, WM licenses (o non-affiliated parties rights to distribute recordings of
WMG's labels WMI strengthened its operations dunng 1995, establishing new affiliates in the Czech Republic
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and in Poland and forming a new WEA dmimon in Branl. WM] also operates two plants 1n Germany that
manufacture compact discs. cassetie tapes and vinyl records for WMI's European affiliates and hicensees and for
WMI companies outside Europe, as well as for unrelated paruies.

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

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

WMG. with other partners, including another subsidiary of the Company, has an equity imterest in Music
Choice. an audio programming service that delivers mulupic channels of CD-quality stereo music via cable
television. In Europe, where the service is known as Music Choice Europe. it is delivered via cable television
and direct-1o-home satellite.

WMG, with other partners, has an equity interest i VIVA, a 24-hour German language music video
channel carried on cable television in Germany. WMG, pursuant (o scparale joini ventures. has equity interesis
ih two other music video channels: Channel [V] 1 Asia and YA TV in Latin Amenca

WMG's computer-eniertainment and video-game busincsses—including investments n Inscape and
Accolade in the United States and wholly owned operations in Europe —are operating in 1996 as pant of a new
company, Wamer Interactive

Music Publishing

Time Wamer's music publishing compames own or control the nghts to over one million standard and
contemporary compositions, including numerous popular hits, folk songs and music from the stage and motion
pictures. Cenain works of the following artists, authors and composers are included in Wamner/Chappell's
catalogues: John Bettis. Michael Bolion, The Black Crowes, Phil Collins, Comden & Green, Dubin & Warren,
Genesis, George and Ira Gershwin, Gin Blossoms, Victor Herbent, Michacl Jackson, Elton John, Leiber &
Stoller. Lerner & Lowe, Madonna, Henry Mancini, Johnny Mercer, George Michacl, Midnight 0il, Cale Porter,
the artist formerly known as Pnnce. R EM, Rodgers & Han, Soul Asylum, Jule Styne, Bernie Taupin. Van
Halen. John Williams and the foreign admimstration of the works of Irving Berlin.

Warner/Chappell also admimisters the film music of several television and motion picture companies,
including Lucasfilm, Ltd.. Samuel Goldwyn Producuons, Aaron Spelling Productions and New World

Wamner/Chappell’s pnnted music division markets publicanions throughout the world contaiming the works
of Alshama. Phil Collins, The Eagles. The Grateful Dead. Michael Jackson. Led Zeppelin, Madonna, the artst
formerly known as Prince, Rush, Bob Seger and many others. Wamer/Chappell also owns CPP/Belwin. Inc.. one
of the world’s largest publishers of pnnted music

Principal sources of revenues to Wamner/Chappell are license fees for use of its music copynghts on radio
and television, in motion pictures and in other public perforrhances. royaltics for use of its music copynghts on
compact discs, casseiie tapes, vinyl records. music videos and in commercials; and sales of published sheel
music and song books for the home musician as well as the professional and school markets, including methods
for teaching musical instruments

Legislation

With the enactment of PL. 104-39 in late 1995, sound recording copynght owners and performers are now,
for the first tme in the United States, able to license and receive royalues for the public performance of
digitized sound recordings distributed through subscription music and interactive services. This law was enacted
in response to the advent of digital technology in broadcast, cable and other means of distnbution. Digitization
creates the potenual for vinually flawless recepuon and copying. and the conscquent displacement of the sale of
pre-recorded music product. Passage of this legislanon favorably impacts WMG's interests
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In addition. bills introduced in Congress last year o extend the term of ownership of copynghts tor an
additional 20 years (H.R. 989, S 483) are sull pending. Passage of these bills would benetit all of the
Company’s copynght businesses. including the businesses of WMG. but no assurance can be given that they wiil
become law

Competition

The recorded music business is highly compettive The revenues and income of a compans in the
recording industry depend upon the public acceptance of the company’s recording arusts and the recordings
released in a particular year. Although WMG is one of the largest recorded music companies an the world, its
compelitive position is depenc.nt upon its continuing ability to atract and develop talent that can achiese a tugh
degree of public acceptance. Overexpansion of retul outlets for music over the past several years led te the
closing of many such stores dunng 1995, which 15 expected 1o further increase coispeliion among recoried
music companies for sales of music related product. Competition also intensified dunng 1595 as a result of the
stat-up of a number of new labels The recorded music business continues to be adversely affected by
counterfeiting. piracy, parallel imports ana. in particular, the home taping of recorded music In addition. the
recorded music business also meets wath competiion from other forms of entenainment, such as televivon,
pre-recorded videocassettes and video games Compeution in the music publishing business 13 intense Although
WMG's music publishing business 15 the largest on a worldwide basis, it competes with every other music
publishing company 1n acquinng musical compositions and in having them recorded and performed

Filmed Entertainment Division

Gieneral

The Company's principal interest in the filmed entertainment business s conducted by Wamner Hros
(“WB"). a division of TWE The filmed entertinment business includes the production. financing and
distribution of feature motion pictures, television sencs. made-for-television movies, mini-senes for television,
first-run syndication programmung and amimated programming for theatncal and television exhibion, the
ownership and operatiun of a national broadcast network, The WB; and the distnbution of pre-recorded
videocassettes and videodiscs. WB also is engaged in product hicensing and the ownership and operation of
retail stores, movie theaters. theme parks (including the management of TWE's interest in Six Flags theme
parks), a new iniemauonal cable channel and a new on-line service.

Feature motion pictures and television programs are produced at vanous locations throughout the world.
including The Wamer Bros Studio i Burbank. Califormia and The Wamer Hollywood Studio in West
Hollvwood. Califorma. For addivonal mformation, see ltem 2 “Properties ”

Feature Films

WB produces feature films cither solely or under ammangements with other producers, and 15 generally the
pnncipal source of financing for such films. In addition, WB purchases outnght, or licenses for distnbution,
completed films produced by others. Acquired distnbution nghts may be limued to specified temiones.
specified media and/or particular penods of tme The terms of WB's agreements with indcpendent motion
picture producers and other entiies result from negouations and vary depending upon the production, the
amount and type of financing by WB. the media covered. the temtonies covered, the penod of distnbuuon and
other factors. In some cases, producers, directors, actors, wnters and others paricipate in the procecds generated
by the mouon pictures in which they are imvolved

WH operates a worldwide theatrical distribution organization through which it distril.utes its own films, as
well as uims produced by others. Dunng 1995, 50% of film rentals from WB theatncal distnbution were
generated in the United States and Canada and $0% in international terntones.

Feature films are licensed to exhibitors under contracts that provide for the length of the engagement, rental
fees, which may be cither a percentage of box office receipts. with or without a guarantes of a fixed mummum.
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or a flat sum. and other relevant terms. The number of feature films that a paricular theater exhibits depends
upon ns policy of program changes. the compeutve conditions in s area and the quality and appeal of the
featre films available 1o it WB competes with all other distnbutors for playing ume in theaters

WB has entered into distnbution servicing agreements with Morgan Creek Productions Inc. and its affiliates
i"Morgan Creck”), pursuant to which, among other things. WB provides domestic distnbution services for all
Morgan Creek pictures through June 199K, and cenmn foreign distnbution services for selected pictures. In
1995, WB released “Ace Ventura II: When Nature Calls,” stamng Jim Carrey, under this armangement. Among
the releases antcipated for 1996 15 “Diabolique,” stamng Sharon Stone,

An affiliate of WB is a party to long «rm distnbution agreements with Monarchy Enterprises C V. and its
affiliate, Regency Ententunment U.S.A. (collecuvely “Monarchy/Regency ™). as well as with Le Studio Canal
Plus and Alcor Film for the distribution of major moton mictures involving an expecied total proctuction outlay
in excess of $200 million. Amon Milchan produces the pictures for Monarchy/Regency with funding provided
primanly by Monarchy/Regency. The WB affibate makes a distnbution advance (which it has the nght 1o
recoup. together with its distribution fee) equal to a portion of the production budget of each film, and it also
advances all necessary marketing and distnbution costs for the films. WB has acquired all distnbution nghts in
the United States and Canada. and substanually all international theatnical and home wideo nghts to these
motion pictures. [n 1995, WB released “Copycat,” staming Sigouney Weaver and Holly Hunter, under this
arrangement. Among the releases anticipated for 1996 is “Bogus.” stamng Whoop Goldberg and direcied by
Moman Jewison. It is anticipated that four or five pictures per year will be produced dunng the approximately
five-vear production lerm of the agreements

Dunng 1995, David Geffen and TWE agreed to wind-up the operations of Geffen Pictures, a yoint venture
of TWE and The David Geflen Company. The final two pictures produced by Geffen Pictures, “Michael
Collins.” starmng Liam Neeson and Julia Roberis, and “Joe's Apartment.” will be released by WB in 1996 WB
has selected cerain of Geffen Pictures’ projects for conunued develnpment by WB with David Geflen as

producer,

Dunng 1995, WB released 26 motion pictures for theancal extubmion, of which 12 were produced by
others. Among these 26 motion pictures, the following have produced substantial gross receipts: “Batman
Forever,” "Outbreak,” “The Bridges of Madison County.” “Ace Ventura |I' When Nature Calls™ and “Under
Seige 1! Dark Temtorv.” Sigmuficant revenues were also generated in 1995 by pictures onginally released in
1994, including “Disclosure™ and “Interview with the Vampire ™

Dunng 1996, WB curmrently expects 10 release domestically 24 mouwon pictures, of which nine will be
produced by others. In addition to those previously mentioned. such motion pictures include: "Craser.” staming
Amold Schwarzenegger, “Mars Attacks,” directed by Tim Buron, “Space Jam.” stamng Michael Jordan. A
Time 1o Kill." starning Sandra Bullock and Samuel L. Jackson, “Tin Cup,” stamng Kevin Costner, “The
Glimmer Man," starring Steven Seagal and Keenan Ivory Wayans. “Sleepers.” directed by Barry Levinson and
starring Brad Pitt, Roben DeNiro and Dustin Hoffman. “Rosewood.” directed by John Singleton. “My Fellow
Amencans,” starring Jack Lemmon and James Gamer and “Twister,” a co-producuon with MCA.

Wamer Bros. Feature Animauon operates two animation studios. one in Glendale. Califormia, and the other
in London. England, and plans 1o produce its first fully animated icature film for release in November 1997
Additionally. the division is providing animation services on “Spacc Jam.” a combination live action/animated
film scheduled for release in November 1996, The division has numerous projects in development for production
and release 1n subsequent years.

Wamner Digital Studios is a recently formed division that oversees the creation and control of Wamner Bros
digital visual effects, which effects are an integral part of the production of feature films

Televizion
WH, through its television production and distnibution divisions and vanous contractual amangements. 1s

the leading supplier of television programming in the world. These WB divisions and suppliens produce and
distibute  filmed entertainment for television (including comedy and drama senes, animation  shows,
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made-for-television movies, muni-senes and first-run syndicalion  programiming ) for nitial exhvbiion on
networks, local stations o cable systems. They include the wholly owned Wamer Bros Television Productions
“Warner Bros Television™), Telepictures Productions (“Telepictures™), Wamner Bros. Television Ammation.
Warner Bros Domestic Television Distribuuon ("WBDTD™), Telepicures  Distnbution, Wamer Bros,
International Television Distnbution (*WBITD™) and Warner Bros. International Channels divisions, the joint
ventures Time Telepicwres Television and Quincy Jones/David Salzman Entenaunment Company, and
contractual arrangements with the Prime Time Entertainment Network ("PTEN") and Witt-Thomas-Harms
Productons (“Witt-Thomas™)

WB Television series for the 1995-96 broadcast season include: the highly-rated "ER™ and "Friends™ (each
in its second season), “Murphy Brown™ (in 1ts eighth scason), “Family Maners™ (in its seventh season),
“Guoters” (in s sixth season), “Step by Step” {in 13 fifth scason). “Hangin' with Mr. Cooper” (in its fourth
season), "Kung Fu: The Legend Continues™ (in its fourth season), “Living Single” and "Lois & Clark: The New
Adventures of Superman”™ (each in its third season). “Hope & Glona.” "The Parent ‘Hood™ and “The Wayans
Bros.” (cach in its second season) and “The Drew Carey Show,” "John Grisham’s The Client.” “Kirk.”™ “High
Society” and "Too Soinething™ {each in its first scason). During 1996, Wamner Bros. Television will also present
numerous movies and mini-series including. “Stephen King's The Shining” (a 6-hour mini-senes) and “The
Thom Birds: The Missing Years.,” from the Wolper Organization.

Telepictures specializes in reality and reality-based series and specials for the first-run syndication markel.
For the 1995.96 television scason, Telepictures retumed the nationally syndicated “Jenny Jones” for a fifth
season and, on June 10, 1996, will launch a talk/vanety senes hosted by actressicomedian Rosie O'Donnell
Through a joint venture, Time Telepictures Television produced the second season of the six-day-a-week pop
culture news magazine “EXTRA

Warner Bros, Television Animation is responsible for the creation. development and production of
contemporary aumation as well as for the creative use and production of WHB's classic animation propertics for
all television media worldwide. Wamer Bros. Television Ammation currently supplies animated programming (o
the Fox Children's Network, ABC Television Network. Nickelodean, as well as providing five senes 1o The
WBH's new children’s programming service, Kids" WB!, which debuted in september 1995. Commencing 1n
September 1996, Wamer Bros. Television Animation will supply cight senes to Kids' WB!

PTEN. a consortium of leading television stations, offers pnmeume first-run programs that are exclusively
supplied by WBDTD. The 1995-96 scason of PTEN includes the founth scason of “Kung Fu: The Legend
Conunues” and the third season of “Babylon 5.%

WB and Win-Thomas have an exclusive. long-term feature film and television production and distnbution
agreement. The agreement provides for Witt-Thomas 1o exclusively create, develop and produce all forms of
television for all media. For the 1995-96 scason, the team produced the third season of “The John Larroquette
Show"™ and three new comedies “Minor Adjustments,” “Local Heroes™ and "My Guys™ (the latier two for
mid-season debuts),

WERDTD is one of the industry’s leading domestic distnibutors of television programming  The division has
over 3 800 hours 1n active domestic syndication; a substantal poruon of this programming 15 produced by WB's
television divisions and ventures. The pnmary focus of WBDTD is to launch and suppofl major off-network
seres and high profile first-run syndicanon stnps.

Telepictures Distribution was created in June 19953 as a television syndication operation that distnbutes
onginal, general interest programs for the first-run syndication market, as well as the second licensing cycle of
welected off-network product from WBDTD's Library.

WBITD is responsible for expanding WB's global presence in television, handling the full breadth of
distribution services to the intemnational television marketplace, establishing and managing strategic global
alliances that include co-producing and distnbuting programs that qualify for European Community (EC)
content. WBITD is the world's largest distnibutor of television programming It licenses more than 25,00 hours
of television programming and feature films. dubbed of subtitled in more than 40 languages. 1o telecasters n
more than 175 countnies. The division handles the distnbution to the internaponal television marketplace
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(including. broadcast. pay cable. basic cable, satellite. pay-per-view, video-on-demand and digital platformsi of
all of the product produced by the WB ielevision divisions and ventures and WB feature films, among others

Wamner Bros. International Channels oversees the programming, development and operation of branded
satellite-delivered cable programming services in both mature and emerging broadcast markets throughout the
world. The first. WBTV-The Wamer Channel, debuted on September 30, 1995 in Laun Amenica and the
Caribbean Basin to more than 800,000 subscribers, with Brazil added in carly 1996, The 24-hour-a-day,
family-onented service is a joint venture of WB and HBO Ole Panners, and utilizes the cable distnbuton
experuse and facilities of HBO Ole. In alliance with Home Box Office and other major motion picture studios
WH parucipates as a partner in five rher 24-hour pay tele ision services: HBO Asia. HBO Brasil. HBO Ole
Sony Entertainment Television and the music channel. YA TV.

WB"s backlog, representing the amount of future revenue not yet recorded from cash contracts for the
licensing of theatrical and television product for pay cable. network, basic cable and syndicated television
exhibution, amounted to $1.056 billion at December 31, 1995 compared to 3852 million at December 31, 1994
(including amounts relating to Programming-HbO of $175 million at cach date). The backlog excludes
adverusing barter contracts.

The WB Television Network

The WB Television Network completed its first full year of broadcast operations in January 1996
Combining the WB's current broadcast affiliate line-up of 95 stations with the reach of Trnbune Hroadcastung
Company's (“TBC") WGN Superstation. The WB's national coverage is more than 80% of all United States
television households. In addition to a Wednesday night primetime line-up that includes four half-hour
comedies: "Sister. Sister.” "The Parent 'Hood,” “The Wayans Bros ™ and "Unhappily Ever Afier.” The WH
launched a three hour Sunday night slate of prime time programming in September 1995 that currently includes
four half-hour comedies: “Steven Spielberg Presents Pinky & the Brain.” “Simon,” “Sister, Sister.” “Kirk™ and
4 one hour drama entitled “Savannah.” A third night of pnme time programming 1s scheduled to be added in
September 1996, and it is currently planned that an additional night of programming will be added cach year
thereafter. The WB prime tim= program philosophy is to deliver family-onented programming that appeals to
the greatest number of houschold viewers.

Kids' WB! children’s programming premicred in September 1995 with six half hours on Saturday moming
and two half-hour weekday stnips. The Saturday moming program block includes “Freakazoid,” a new anumated
senes from Steven Spielberg, and new episodes of “Steven Spiclberg Presents Animaniacs™ and “Steven
Spmelberg Presents Pinky & the Brain” In addition, the morming block includes new episodes of “Sylvester &
Tweety Mystenies™ and “Earthworm Jim” On weekdays. Kids' WH! continues to offer Wamer Bros classic
animation as well as previously produced episodes of “Animaniacs.™ In September 1996, an additional hour of
srumated programmung will be added to the weekend line-up. Included in this new hour of programming is a
new version of “Superman.” currently in production with Wamer Bros. Television Animation.

In August 1995, TBC exercised an opuion to obtain an ownership interest in The WB. TBC now owns
11 125% of The WB and has options that are exercisable over the next several years and that could increase
TBC's ownership to 22.25% of the network. Key employees of The WB hold an 11% interest in the network

Home Video

Through its Warner Home Video division ("WHV™). WB distnbutes for home video use pre-recorded
videocassettes and laser optical videodiscs containing the filmed enteninment product of WB. In additon,
WHY distributes (of services the distnbution of) the ententainment product of other companies from which it has
acquired home video distnbution or servicing nghts. Such companies inclnde Metro Goldwy 1 Mayer/United
Arusts, TBS, Regency Pictures and Morgan Creek Producuons (in the United States and in selected intemational
tnarkets) In 1996, WHV began distributing the entertainment product of WarnerVision. a WMG company that
spectalizes 1in children’s and fitness videos

Dunng 1995, WHV released seven titles into the Nonth Amencan rental market whose sales exceeded
400,000 units each: “Disclosure.” “Interview with the Vampire,” “Outbreak,” “The Specialist.” “Species,” "Just
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Cause” and “Nawral Bomn Killers” Internationally. the following uitles gencrated substantal home video
revenue in 1995 “Interview with the Vampire.” “Mavenich.” “Disclosure,” “The Specialist.” “The Chent™ and
“Outbreak.” Additionally, the Wamer Bros. Family Entenainment label was enhanced through the
affordably-priced North Amencan video releases of “Free Willy 20 The Adventure Home.” "Richie Rich,
“Linle Giants.” “A Lmle Prncess.” “Bom to be Wild™ and "A Troll in Central Park.” which generated
combined videocassette sales in excess of 17 million units. Also. WHV released “Batman Forever.” and. under
the MGM/UA family entertainment label, “Pebble and the Penguin™ a1 affordable pnces. generating combined
sales of over 10 million units. Based on this expenence. WHV will continue the video release ol certn
“blockbuster™ theatrical releases and family entertainment programming on a direct to sell-through basis

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

In December 1995, a consortium of nine major consumer electronics manufacturers, including Sony Corp
and Philips Electronics NV, who had previously anrounced that they were developing a similar product based on
a4 scparate competing format, announced agreement on & unified standard for a lugh density digital optical
technology that is capable of stoning large volumes of digitized information—enough storage capacity for two
full-length feature films on a double-sided 0.6mm bonded disc The unified standard has been named the “digtal
versatile disc” or “DVD". Cenain members of the consoruum, including Toshiba. have announced thews
\ntention to introduce in late summer of 1996 a new gencration of digital video disc players uuhizing DVD for
home viewing by consumers of motion pictures. The DVD technology offers picture quality significantly
supenior to existing technology, as well as premium features such as multiple language soundtracks. 1f the new
DVD delivery medium is adopted by consumers, and there can be no assurance at this ume that it will be, WHV
anticipates being able to benefit by releasing first-run feature motion pictures in the new format, as well as
re-releasing the extensive WHYV catalogue of feature motion pictures.

Consumer Products

Warner Bros. Consumer Products, another division of WB, through its lhicensing division CWBCP
Licensing ™). acts as an agemt for owners of copynghts and trademarks in the consumer products marketplace.
WHCP Licensing licenses nghts to names, photographs, likenesses, logos and simular representaiions of
endorsements with respect 1o the theatrical motion pictures and television senes produced or distnbuted by WH,
including those featuring the cartoon characters owned by DC Comics. WBCP Licensing operales in both
domestic and international markets, and meets with active competition in all phases of its activites In 1995,
WRBCP Licensing continued its major licensing programs for “Looney Tunes.” Sieven Spiciberg’s “Tiny Toon
Adventures.” “Animaniacs” and the amimated television senies “Adventures of Batman and Robin.” In additon,
WBCP Licensing conducted a major hicensing program for the new theatncal motion picture “Batman Forever,”
and began a licensing program for the 1996 theatncal license of the molon pictare “Space Jam.”

Warner Bros. Inieractive Entertainment

Warner Bros. Interactive Entertainment ("WBIE™) s a new division that licenses. develops and produces
interactive entertainment and educational programming based on WB-owned or controlled properues Dunng
1995. WBIE entered into a number of licensing agrecments for interacuve enlenainment products (e.g. video
games, pinball games and handheld games). and initiated a majot interactive game licensing program for “Space
Jam” WBIE has also formed an alliance with Acclaim Entertanment. Inc w0 jointly  publish interacuve
entertunment software based on three WB feature films, including “Space Jam.”

Warner Bros. Studio Stores

{n 1995, the retail division of Warner Bros. Consumer Products (“WBCP Retal™) contimued 115 expansion
with the opening of 22 additonal outlets in the United States Hy the end of 1995, WHCP Reuail had opened a
total of 133 Warner Bros. Studio Stores, 122 of which are located in select shopping locations throughout the
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United States. 10 of which are located 1n the United Kingdom and one of which 1s located 10 Germany In 196
WBCP Retail plans to open 10-15 addinonal stores in the United States. Two {ranchised Wamner Broa Studin
Stores were opened in each of Hong Kong and Singapote duning 1995 Duning 1996, WRCP Retail currently
plans 1o open two franchised stores in Hong Kong. three franchised stores v Japan and 10 franchised stores in
Australia. Additional agreements 1o franchise Wamer Bros. Studio Stores throughout countnes in the Asia
Pacific and Furopean regions are scheduled to be completed dunng 1996

Warner Bros. Online

Wamer Bros. Online (“WBOL™). a new division created in 1995, produces informational, promotional and
entenainment programming for online services and * es accessible through the World Wide Web on the
Internet. In January 1996, WBOL began providing a new multiplex entertainment center on the World Wide
Web, which includes a wide vanety of onginal. made-for-online entertainment activities for children and adults
The site offers entertainment and information based on popular Wamer Bros movies and television shows,
WMG recording artists and Wamner Bros. cartoon and DC Comics characters WBOL, in consultanon with
WBCP Retail, has created and launched the Wamer Bros. Studio Store site on the World Wide Web Internet
shoppers visiting this site can select and purchase Warner Bros. and DC Comies products by placing orders
while online. WBOL is continming 1ts affiliation with Amenca Online 10 provide 2 wide range of programming.
including original online comtent specifically designed for America Online

Theaters

Through its Warner Bros. Intemational Theatres division, WB operates 45 multiplex cincma complexes
with 367 screens in seven foreign countries. WB operates 12 theaters in the United Kingdom. two in Germany
and. through joint ventures, 18 theaters in Australia, two in Denmark, three in Portugal, one in Spain and seven
in Jupan. Directly and through joint ventures. WB plans to open 1B new multiplex cinemas in 1996 five in the
United Kingdom, five in Australia, iwo in ltaly, two in Germany, three in Japan and one in Spain

Warner Bros. Theme Parks

WB. through joint ventures with certain Australian entities tincluding one which 1s 34.25% owned by WB).
owns and operates Sea World of Australia and a 400-acre movie siudio and movie-related theme park named
“Warmer Bros. Movie World" as well as a water park complex. all near Bnisbane, Australia 1n addison, WB and
a German pantner are completing construction of a new regional theme park and studio complex in the
Rhine/Ruhr area of Germany, which is scheduled 1o open in the summer of 1996. The park and studio complex
v« modeled after Wamer Bros. Movie World in Australia. WB has also recently announced a joint venture with
MAl plc. ("MAI™), a United Kingdom media company, 1o study the feasibility of the development and
construction of a theme park and siudio complex near London

Six Flags Theme Parks

In June 1995, TWE sold 51% of its ownership interest in Six Flags Ententainment Corporation (“SFEC™) to
a group of investors led by Boston Ventures Management. Inc.. a prnivate investment management Hirm Prioe to
the sale, TWE's ownership interest in SFEC was 100% SFEC indircctly owns all of the outstanding stock of Six
Flags Theme Parks Inc, (“Six Flags™)

Six Flags operates |1 theme parks in seven locations. making it the second largest operator of theme parks
in the United States and the leading operator of national system regional theme parks. Six Flags's theme parks
include seven major ride-based theme parks, as well as three separately-gated water parks and one wildlife salan
park Each of the theme parks is located in or near a major metropolitan area. All of the theme parks operated
by Six Flags are owned by Six Flags, except Six Flags Over Texas and Six Flags Over Georgia (the “Co-Venture
Parks” 1 The To-Venture Parks are owned by himited partnerships, the limited partners of which are unaffiliated
mited partnerships and the general partners of which are wholly owned subsidianes of Six Flags (the
“Managing Subsidiaries™). The Managing Subsidiancs have sole responsibility for the operation and
management of the Co-Venture Parks pursuant 1o partnership agreements. The pannership agreements provide
that Six Flags will operate the Co-Venture Parks through 1997
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In March 1996, Six Flags completed amrangements 1o manage the Fiesta Texas theme park lixated 0 San
Antonio, Texas, commencing in the 1996 scason. The park 1 owned by an affibate of United Service
Automobile Association (“USAA™) and leased to a pannership owned by Six Flags and USAA. In connection
with these arrangements, Six Flags also acquured an option to purchase the park and USAA's interest in the
partnership.

Regulation and Legislation

On February 8, 1996, President Clinton signed into law 4 comprehensive reform of the nanon’s
communications laws, entitled the Telecommunications Competition and Dercgulation Act of 1996 (the " 1996
Telecommunications Act”), which substantially revises the Communications Act of 1934, as amended by the
Cable Television Consum.: Protection and Competition Act of 1992 (the "1992 Cable Act”h The new law
contains cerain provisions relating to violeni and sexually explicit programming. First. the statute tequires
manufacturers 1o build television sets with the capability of blocking certain coded programming (the siv-called
“V.chip”). The effecuve date for any FCC rule regarding the manufacture of such seis may not occur hetore
March B, 1998 and may occur at a later date if. after consultation with the manufactunng industry, the FCC
determines that more tme 15 needed. Second, the 1996 Telecommunications Act gives the cable and
broadcasting industries one year 1o develop voluntary ratings for video programming containing violence. wen
and indecent content and to agree voluntanly to transmut signals comtaining such ratings Principal
representatives from both industnics have announced that they will meet this umetable. However. if the industnes
fail to reach a consensus, the statute gives the FCC the authority to establish an advisory commitice to
recommend a ratings system and 1o prescnbe rules requinng transmission of a rating 11 a distnbutor has decided

1o rale a program.

The 1996 Telecommunications Act eliminates the numerical resinctions on the number of television
stations that one entity may own and increases from 25% 10 15% the percentage of the national audience thal
one entity is allowed to reach. In addition. the FCC 15 direcied to revise its dual network rule which prohubits a
TV station from affiliating with an entity maintaining twu or more networks of television broadcast stations. The
FCC must now permit such affiliatons unless certan limited circumstances penaun The FCC must also amend
its rules to permit common ownership or control of a broadcast network and cable systems

During 1993, the FCC revised its rules to allow the three major television networks to acquire financial
interests and syndication rights in programs produced for a network by outside producers such as WB and to
engage in the syndication of such programs abroad. The FCC continued to prohibit the networks from acuvely
syndicaung any programs domestically—both off-network™ (produced initially for network distnbution) and
“first-run” (produced directly for syndication) By the terms of the FCC's 1993 decision. however, thuse
remaining restrictions expired in 1995,

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

WB cannot at this tme predict the cffect on its television businesses of the passage of the 1996
Telecommunications Act and the changes, or proposed changes. to the FCC rules discussed above.

Competition

The production and distribution of theatnical motion pictures, television and amimaton product and
video-assettes/videodiscs are highly compeutive businesses, as cach compeles with the uther, as well as with
other forms of entertainment and leisure time activities (including video gamces and online services such as the
Internet)  Furthermore, there is increased competition m the ielevision industry evidenced by the increasing
number and vanely of basic cable and pay television services now available. There is acuve compeliion amMOng
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all production companies in these industnes for the services of producers. directors, actors and others and for the
acquisition of literary properties. With respect 1o the distnbution of television product. there 15 significant
competition from independent producers and distnbutors as well as major studios. Revenues for filmed
entertainment product depend in part upon gencral economic conditions, but the competiive position of o
producer or distributor 15 sull greatly affected by the quality of. and public response to, the entenainment
product it makes available 1o the marketplace. The television network industry is extremely competitive as
networks seek 1o attract audience share and television stations for affibation, and obtain adverusing revenue and
distnbution rights to television programmung. There 1s sirong competiion throughout the home video industry.
both from home video subsidianes of several major motion picture studios and from independent compames
WH competes in its character merchandising and other licensing and retail activities with other licensors and
retailers of character, brand and celebnty names. WB's opeuion of theaters is subject Lo varying degrees of
competition with respect to obtaining ~=w theater sites and attracung patrons, including competition from a
number of motion picture distribution methods, such as pay television and home video sysiei.s. Competition
within the theme park industry exists on a regional rather than a national basis. Pnincipal factors relating to
competition within the theme park industry generally include the uniqueness and perceived quality of the ndes
and attractions in a particular park. ease of access 10 the park from major metropolitan arcas., the atmosphers and
cleanliness of a park. and the quality of its food and enterainment

Programming—HBO Division

General

The Company's interest in the programming business is pnncipally conducted through TWE's Home Box
Office division (“Home Box Office”). The pnncipal businesses of Home Box Office are the programming and
marketing of two pay television programming services, HBO and Cinemax. HBO's programming includes
commercial-free. uncut feature motion pictures, sporting events, special entenainment events (such as concerts.
comedy shows and documentaries) and motion pictures produced by or tor HBO. Cinemax offers a broad range
of motion pictures. including classic, family, action-adventure, forcign and recently released feature films, as
well as documentanes,

At December 31, 1995, there were approximately 20.8 million subscripnons to HBO. compared to 19.2
million subscaptions at year-end 1994, approximately 8.9 million subscriptions to Cinemax, compared to /8
million subscnptions at year-end 1994, The overall gain of 2.7 million subscrniptions for the two services
represents the largest annual increase in Home Box Office subscnpuions since 1953

Affiliates

Home Box Office’s pay television services are principally distnbuted through cable television systems with
which Home Box Office has a contractual relationship, The HBO and Cinemax services are transmitied via
C.Band communications satellites to these cable television systems, as well as 10 mulu-point microwave sysiems
with which HBO also has a contractual relationship (both, “affiliates™) These affiliates are gencrally charged a
monthly fee on a per subscription basis for each of the services camied. Subscribers to HBO and Cinemax are
then billed monthly by their local affiliate for cach service purchased and are free cancel a service al any
ume. Individual dish owners wishing to subscnbe to HBO or Cinemax as delivered by one of the C-Band
satellites must purchase a consumer decoder and arrange for its activation. Subscriptions for such direct
broadcast satellite (“DBS™) viewing are available through cable television system operators, HBO Direct Inc..a
subsidiary of TWE, satellite equipment dealers or unaffiliated program packagers. Home Box Office, through its
affiliation agreements with United States Satellite Broadcasung. Inc. (“USSB™) and Pnmestar Partners L.P. {in
which TWE holds a 31% interesi), also makes the HBO and Cinemax services avalable by means of high-
powered and mid-powered Ku-Band frequency satellites. respectively, o DBS viewers who obtain subscriptions
from such distnbutors. In 1995, Home Box Office entered into an affiliation agreement with Echostar Satellite
Corp.. anather provider of high-powered Ku-Band DBS distnbution for HBO and Cinemas,
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Home Box Office formally introduced in 1993 a new “multichannel” format for the delivery of HBO and
Cinemax over multiple channels providing diffening schedules of HBO and Cinemnax programming As ol vear
end 1995, the new multi-channel format was received by approximately 87 million HEO subscnibers and 34
million Cinemax subscribers, including all DBS subscnbers

As a result of acquisitions and mergers in the cable television industry in recent years, the percentage ol
Home Box Office’s revenue from affiliates that are large multiple system cable operatons has increased and
Home Box Office anticipates that the consolidation among cable television operators will continue As of
December 31, 1995, the largest single muluple system cablz operator with which Home Box Office does
business is TCl. Home Box Office’s affiliation with TCl accounted for approximately 20% of HBO and
Cinemax combined subscnpuc s, As of December 31, 1995, Time Wamner Cable (see “Cable Diviston —
Television™) accounted for an additional 14%. Home Box Office anempts to assure itself of continuity an it
relationships with affiliates and has entered into multi-year contracts with cenaun of +xch operatons. including
TCL. Home Box Office’s agreements with its cable affiliates are typically for terms of hve years Affiliation
agreements with some larger multiple system operalors, including TCI, are for terms in excess of five vearn
Although Home Box Office believes the prospects of continued camage and marketing of 1ts pay programmung
services by the large cable operators are good. the loss of one or more of them ay distnbutors or effectve
marketers of Home Box Office’s pay cable television services could have a matenal adverse effect on Home Hon
Office’s business,

Programming

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

Home Box Office attempts to ensure access (o future movies in a number of ways In addmion 10 s
exhibition of movies distributed by WB and its regular licensing agreements with numerous distnbutors. it has
entered 1nto agreements with Somy Pictures Enterunment. Inc (“Sony Piwctures™), Paramount Pictures
Corporation ("Paramount”) and Twenueth Century Fox Film Corporation (“For™) pursuant to which Home Box
Office has acquired exclusive and non-exclusive nghts 1o exhibit on its pay iclevision services ali or a substantial
portion of the films produced. acquired and/or released by these entities dunng the term of cach agreement
Home Box Office has also entered into non-exclusive license agreements with Fox. Paramount, Sons Pictures
and MGM/UA for older. library films

In 1995, Home Box Office entered into an agreement with DreamWorks SKG punsuant to which Home
Bax Office acquired exclusive nghts 1o exhibat on its pay television services fiims from this new entcrlaunment
company. as well as an agreement with Onon Pictures Corporation for exclusive nghts ta cenan of s librany
films

HBO also exhibits made-for-pay television motion pictures that are produced by or for Home Box Office or
one of s divisions of by outsade production companses from which Home Box Office Licenses certaun exclusive
pay television and other nghts (frequently including domestic home video) for a negotiated fee. Besides motion
mictures, a sigmuficant pornon of HBO's programming consists of dramatic and comedy specials. ielevision
senes, famuly shows, documentanes and other programs that are produced specifically £ ¢ HBO Home Boa
Office ettuer negotiates a license to these programs with an outside production company or produces the
programs nsell. or through a production services enuty, in which case all nghts are gencrally retuned and
exploied by Home Box Office. Home Box Office also acquires exclusive pay television nghts to show certan
live and delayed-broadcast sporung cvents. such as boxing matches and Wimbledon. and may also acquire
additional nghts 1o these programs. Cinemax's programming composition has recently been expanded to include
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documentanes as well as motion pictures. In 1995, the excellence of HBO's onginal programmng was
recognized by, among other honors, 19 Emmy Awards, 27 CableACE Awards, 4 Golden Globe Awards and a

Peabody Award.

Ocher Interests

Home Box Office acquires home videocassette distribution rights for the United States and Canada for a
number of theancal and made-for-pay lelevision motion pictures, concerts and comedy shows that 1t has
produced or licensed for pay television. HBO Video, a division of Home Box Office, exploits these nghts
Certain aspects of the distmbution of videocassettes by HBO Video are camed out pursuant 1o a service
arrangement with WHV. In late 1995, Savoy ™ictures Entertainment, Inc., a major supplicr of theatncal motion
pictures for home videocassente distribution by HBO Video, ar ounced that it was withdrawing from the
productuon and distnbution of theaincal motion pictures.

Time Warner Sponts (“TWS™), a division of Home Box Office, operates TVKO, an entity that distnbutes
pay-per-view pnze fights and other pay-per-view programmung. In October 1995, TWS closed down the
uperanons of its sports licensing division pursuant to the sale of that division's assets 1o DelWiiber Associates,
Inc.

In 1995. HBO Independent Productions ("HBOIP™), a division of Home Box Office, produced three senes
for broadcast by the Fox network., “Marun,” “The Last Frontier”™ and “"House of Buggin,” and entered into a
“first look ™ production agreement for series with CBS. A division of Home Box Office owns a 50% interest in,
and s the managing general partner of, & limited parnership that indirectly acquired the assets of Citadel
Entertainment, Inc. and its affiliates. The remaining interest is held by MAIL The limited partnersiup produces
motion pictures and other programs for broadcast, basic cable and pay television networks. including HRO

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

HBO Enterprises. a division of Home Box Office, distributes cemain feature length theatrical films and
made-for-pay television programming to other cable television or pay-per-view services. In addition. HBO
Emterpnses distributes Home Box Office onginal programming in domestic syndication and foreign television
and home videocassettes when it controls such rights. WBITD distnibutes in foreign markets cenain television
programmung of HBO,

HBO Ole, a pannership compnsed of TWE. acting through its Home Box Office and WB divisions. a Sony
Pictures subsidiary and a Venezuelan company, operates two Spamsh-language pay television moton picture
services, HBO Ole and Cinemax, which are currently distnbuted in Central and South Amenca, Mexico and the
Canibbean. HBO Ole, in partnership with a Brazilian company, also distributes a Portuguese-language pay
television movie service in Brazil.

Home Box Office, through a subsidiary of TWE, alsc operates HBO Asia, together with ils partner, a
subsidiary of Paramount. HBO Asia, an English-language movie-based pay television service is currently
distributed to countries in Southeast Asia. including Singapore, Thailand, the Philippines, Taiwan. Indonesia,
Malaysia, Hong Kong. Macau, Cluna, Bangladesh, Brunei and Papua New Guinea

In addition to its Latin American and Asian ventures, Home Box Office, together with a partner, operales a
Czech-language pay television motion picture service mn the Czech Republic. Home Box Office also either
operates or has licensing arrangements with pay television services in Hungary and New Zealand Ser “Cable
Davision—Television—Other Interests.”

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

TWE holds a 50% interest in Comedy Central. an advemniser-supporned basic cable television service, which
features comedy programming. Comedy Central launched in April 1991 and was available in approximately 37
million homes at year-end 1995. HBO Downtown Productons. a division of Home Box Office. produces
comedy programming for exhibiton on Comedy Central.
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TWE holds a $8% interest in E! Entertainment Television, a Los Angeles-based adveruser-supported basic
cable channel specializing in promoting the enteriunment industry and serving approximatcly 37 million
subscribers as of year-end 1995,

Competition

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

In 1993, an entity affiliated with TCI, the multiple system cable operator accounting for 20% of HBO and
Cinemax combined subscribers, launched STARZ!, a pay cable television service having exclusive contracts
with several motion picture studios. In February 1994, Viacom Inc.. the parent company of the pay cable
television movie services Showtime and The Movie Channel, acquired a controlling interest 1n the parent
company of Paramount, with which Home Box Office currently has an exclusive license agreement covenng
Paramount theatrical releases through December 31, 1997,

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

Regulation and Legislation

The 1992 Cable Act, among other things, imposes certain requirements conceming the wholesale rates that
Home Box Office may charge us affiliastes and the means by which Home Box Office may make its
programming services available for subscription through distributivn technologies other than cable television. In
April 1993, the FCC released regulations designed 1o implement these provisions of the 1992 Cable Act
generally prohibiting vertically integrated programmers in Which cable companies hold a 5% or greater
attributable interest. which include the program services owned by Home Box Office. from offering durierent
price, terms, or conditions to competing multichannel video programming distnbutors (which includes, but is
not limited 1o, cable. multichannel multipoint distribution services (“MMDS™ or “wireless cable™). and DBS
satellite distributors) in the geographic areas in which they compete, unless the differential is justified by cemain
permissible factors set forth in the regulations. These permissible justifications include the different costs of
delivering the programming to the distributor, creditworthiness, financial stability, character. technical factors,
differences related to volume, penetration. channel positioming, promotional adverusing, prepaymeant discounts,
retail pricing. and contract duration. The rules also place certain restrictions on the ability of vertically integrated
programmers such as Home Box Office to enter into exclusive distribution arrangements with cable operators
{although exclusive arrangements with non-cable distributors are permissible). Although subscriptions to HBO
and Cinemax services are cumently provided by means of a number of different technologies including cable.
MMDS and DBS, the 1992 Cable Act and the FCC's implementing regulations could have a matenial adverse
effect on Home Box Office’s business. In December 1994, the FCC subswanuially affirned these rules on
reconsideration, and determined that it has authority 1o award monetary damages for violations, but that no such
remedy is necessary at this ime. See “Cable Division —Television—Regulation and Legislation.”

The 1996 Telecommunications Act contains provisions concerning manufacturer insertion of a “V-chip”
1o television sets and industry implementation of a ratings system for violent, sexually explicit and indecent

programming. (See “Filmed Entertainment Division—Regulauon and Legislation ™) Home Box Office cannot
predict at tnis time the effect of this legislation on its business.

In November 1994, the FCC. in its Telephone Company-Cable Television Cross-Ownership proceeding,
permitied telephone companics to own programmers such as Home Box Office. Thus, telephone companics are
free to produce, package and distnbute video programming to unaffiliated cable operators or other multichannel
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video programmung distnbutors. Such ielephone company Programming services might compete with Hone
Box Office. Certain telephone companies have already formed such ventures with individuals or entiies with
experience in program production. In addition, the 1996 Telecommunications Act permuls telephone companies
to provide video programming services (whether programmed by such telephone companies or by third parties
such as Home Box Office) directly to customers both within and outside their telephone service arcas Such
distribution may be on a common camer basis. which would be regulated under Title 11 of the Communications
Act: as a cable television service, which would be regulated under Title VI. or under a new hyhnd service called
an “Open Video System,” for which the FCC must deveiop a regulatory regime by August B, 1996,

In November 1994, the FCC also released a decision in s Sixth Reconsideration. Fifth Report and Order
and Seventh Notice of Propo :d Rulemaking con uding that 1t had junsdiction to regulate the rates of
discounted packages of pay services that were also offered on a per channel basis, The FCC. however, ruled tha
the rates for such a collective offering of pay services camied on cable systems as of Apnl 1. 1993 would be
presumed reasonable and would not be regulated by the FCC. The FCC, at the same time, reiterated ats
longstanding position that the 1992 Cable Act prohibited rate regulation of pay services. such as HBO and other
cable programming, when they were offercd on a per channel basis Home Box Office has asked the FCC w
reconsider that portion of its decision that would subject pay services. such as HBO. to rate regulation when
made pan of a discounted package.

TELECOMMUNICATIONS

The Company's Telecommunications business consists principally of interests in cable television systems
that are substantially managed by Time Wamner Cable, a division of TWE. and wireline telephony operations
that are conducted through Time Wamer Communications, a pannership wholly owned and controlied by TWE

Cable Division—Television

General

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

In January 1996, following the Companys acquisition of CV1 and related companics, the number of cable
subscribers managed by Time Wamer Cable increased to approximately 11.7 mullion, geographuically
concentrated in 35 groupings of more than 100,000 subscnbers cach. More than 55% of Time Warner Cable’s
subscribers are located in five states: Florida, New York. North Carolina. Ohio and Texas. Time Warner Cable 15
the second-largest multiple system cable operator in the United States. Of the appronpmately 11.7 million
subscribers, approximately 9.5 mullion are in systems owned by or through TWE. including approximately 4.5
million in the TWE-A/N Pannership, and approximately 2.2 million in systems owned by subsidiancs of the
Company. Time Warner Cable manages or provides ceriain services 1o substanually all such systems and
receives a fee from the Company for management of, or services provided to. such systems owned by
subsidianes of the Company.

Through a network of coaxial and fiber-optic cables, the Company ‘s cable 1elevision system subscnbers
generally receive 36 or more channels of video programming. including local broadcast television signals,
locally produced or ongmated video programming, distant broadcast television signals (such as WTBS, WWOR
or WGN), advertiser-supported video programming (such as ESPN and CNN) and premium programming
services (such as HBO, Cinemax, Showtime and The Movie Channel). In most systems, T:me Wamner Cable also
offers movies and other events on o pay-per-view basis, as well as audio and other entertainment services,

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

Pursuant to the Admission Agreement with US WEST. TWE has agreed to use 115 best efforts 1o complete
upgrades 1o a substanual portion of its cable systems by the end of 1998, Such upgrades include the broad
deployment of fiber, electronics and switching equipment. It 15 anucipated that =u:bstanual capital expenditures
will be required 10 complete these upgrades

Time Warner Cable has grown recently pnmarily as a result of the 1995 Cable Transactions, increases in
the number of subscribers to its pre-existing cable television systems and the development of geographically
clustered systems through the exchange or purchase of existing cable television systems. Future growth in
subscribers is expected to come from the exchange of cenain of its unclustered cable television systems lin
geographically strategic sysiems, increased penetralion of existng homes passed (through rebuilds and the
introduction of new services), population growth, and extensions of existing sysiems. Dunng 1995 and ealy
1996, the Company acquired systems in Alabama, California. Flonda. Georgia, Hawau, linois, Indiana.
Kenlucky, Louisiana, Maryland, Michigan. Minnesota. Nebraska. New York. North Carolina, Ohio, Oregon,
Pennsylvania. South Carolina, Texas, Wisconsin and Wyoming. These acquisitions were funded principally
through the issuance of equity secunties of the Company, the proceeds from Time Wamer Cable’s disposition of
svstems in Arkansas, Colorado, Louisiana and Mississippi and by the exchange of cable television svstemn
assets. These transactions resulted in a net increase of approximately 3.7 million basic subscnibers under the
management of Time Wamer Cable. For information sbout the Company's most recent acquisitions of cable
television systems in 1995 and carly 1996, see pages I-1 through l-3

Most of the Company's cable television revenue is denved from monthly fees paid by subscnbers tor cable
video programming services. Additional revenue 15 generated by sellag ume on cable television systems for
commercial advertisements to local, regional and, in some cases, national advertisers. Advertising ume i sold as
inserts into cerain non-breadcast cable programmung and local onginauon programming shown on the
Company’s cable television systems. In addition. pay-per-vicw service is offered in cenain cable 1elevision
systems. which allows subscribers to choose to view specific movies and events, such as concens and sportng
cvents, and to pay on a per-event basis. Certain cable television sysiems also sell DBS video services such as
Primestar, for a monthly fee.

Programming

Time Warner Cable provides cenain video programming to its subscnbers pursuant 1o multi-year contracts
with program suppliers who are pad a monthly fee per subscriber. Many of these contracts contain pnce
escalation provisions: however. in most cases the cable operator has a nght to cancel the contract if the supplier
raises its pnce beyond agreed limits. The Joss of any one supplier would not have a matenal adverse effect on
Time Warner Cable’s operations

Service and Programming Charges

Subscribers to the Company’s cable systems generally are charged monthly fees based on the level of
service selected. The monthly prices for vanous levels of cable television services texcluding services offered on
a per-channel or per-program basis) range generally from $5 1o $25 for residenual customers Other services
offered include equipment rentals, usually for an addinonal monthly fec. Systems offening pay-per-vicw movics
generally charge between $4 and $6 per movie, and systems offering pay-per-view events generally charge
between $6 and $50, depending on the event. A onc-time installation fee 1s generally charged for connecting
subscribers 1o the cable television system.

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

Commercial subscribers are charged rates for cable programming services that vary depending on the
nature of the contract

1-25




Regulation and Legislation

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

Federal Laws.  The Cable Communications Policy Act of 1984 (1984 Cable Act™). the 1992 Cable Act
and the 1996 Telecommunications Act are the principal federal statutes governing the cable industry. Thesc
statutes regulate the cable industry, among other things. wath respect to: (1) cable system rates for both basic and
cenain nonbasic services; (ii) programming access and exclusivity armangements; (iii) access to cable channels
by unaffilisted programming services, (iv) leased access terms and conditions, (v) honrontal and vertcal
ownership of cable systems: (vi) .onsumer protection and customer service requirements; (vil) franchise
rencwals: (viii) television broadcast signal camage and retransmission consent, (ix) techmical standards, (x)
privacy of customer information: (xi) equal employment opportunity. (xii) consumet electronics equipment
compatibility; (xiii) obscene or indecemt programming; and (xiv) requinng subscribers to subscnbe (o ters of
service other than basic service as a condition of purchasing premium services. The provisions of the 1992
Cable Act continue 1o have an adverse effect on the operations of Time Warne; Cable The recently enacted
1996 Telecommunications Act, however, is expected (0 have a favorable impact on Time Wamer Cable's
business. e.g. through establishment of cntena and a umetable for the ultimate climinauon of regulation of
centain cable rates. The 1996 Telecommunications Act also opens up the cable television and telephone markews
1o addinonal competition

Federal Regulations. The FCC, the pnncipal federal regulatory agency with junsdiction over cable
television, has promulgated regulations covenng a number of areas. The FCC has the authority 10 enforce these
regulations through the imposition of substantial fines, the issuance of cease and desist orders and/or the
imposiion of other administrative sanctions, such as the revocation of FCC licenses needed 10 operate certain
wransmission facilities ofien used in connection with cable operations. A bnef summary of the most signuficant
of these federal regulations as adopted to date follows

Rate Regularion. Under the 1992 Cable Act nearly all cable television systems are subject to local rate
regulation of basic service, pursuant 10 a formula established by the FCC and enforced by local franchising
authorites. Additionally, the legislanon requires the FCC to review rates for nonbasic service tiers (other than
pet-channel or per-program services) in response to complaints filed by franchising authonues and/or cable
customers; prohibits cable television systems from requinng subscribers 1o purchase service tiers above basic
service 1n order 1o purchase premium service if the system 1s techmically capable of doing so; requires the FCC
10 adopt regulations to establish, on the basis of actual costs, the price for wnstallation of cable service and rental
of cable equipment: and allows the FCC (o impose restnctions on the reticnng and rearrangement of basic
services under certain limited circumstances.

Under the 1996 Telecommunications Act, regulation of nonbasic ter rates 15 scheduled 1o temmunate on
farch 31, 1999, The 1996 Telecommunications Act also expands the definition of “effecuve competuon™ to
cover situations where a local telephone company or its affiliate, or any multichannel video provider using
telephone company facilities, offers comparable video service by any means except DBS. Regulation of both
basic and nonbasic tier cable rates ceases for any cable system subject 1w “effecuve competition.”

The FCC's rate regulations employ a benchmark system for measunng the reasonableness of exisung basic
and nonbasic service rates, and a pnice cap formula for calculsung future rate increases. Alternatively, cable
operators have the opporwunity (o make cost-of-service showings which, in some cases, may justify rates above
the applicable benchmarks. The rules also require that charges for cable-related equipment (¢ g.. converter boxes
and remote control devices) and installation be unbundled from the provision of cable service and based upon
actual costs plus a reasonable profit. The 1996 Telecommunications Act allows cable operators (o aggregale
most cable equipment costs on a franchise, system, regional or company level

Local franchising authonties and/or the FCC are empowered 1o order a reduction of existing rates which
erceed the maximum permitted level for either basic and/or nonbasic cable services and associated equipment,
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and refunds can be required. The regulations also provide that future rate increases may not exceed an inflanon
indexed amount, plus increases in certan costs beyond the cable operator’s control. such as taxes, franchise tees
and increased programnung costs. Cost-based adjustments to these capped rates can also be made in the event a
cable operator adds or deletes channels or significantly upgrades its system. The FCC has continued 1o modity
the processes by which these adjustments can be made in a fashion that has made them more benehicial for cable
operators generally. In addition. new product tiers consisting of services new 1o the cable system can be created
free of rate regulation as long as cenain conditions are mel. €.£.. SETVICES May not Lx moved from evsting liers
to the new product ler.

On November 30, 1995, the FCC adopted a Social Contract which resolves cable television rate complaints
pending against Time Wamner Cable and requic s Time Warner Cable to upgrade its domestic cable television
systems. The Social Contract was negotiated in accordance with the FCC's authonty to consider and adopt
wocial contracts” as alternatives to other regulatory approaches applicable to cable television rates The Social
Contract is intended to ensure fair and reasonable rates for Time Wamer Cabie customers., reduce the
administrative burden and cost of regulation for local governments, the FCC and Time Warner Cable and resolve
946 cable programming service tier rate complaints on file with the FCC. Specifically, the Social Contract
provides for an estimated $4.7 million plus interest in subscriber refunds in the form of subscnber bill credats to
certain designated Time Warmner Cable systems. a commitment by Time Wamer Cable to establish a lifeline
basic service priced at 10% below Time Wamer Cable's benchmark regulated rates with an adjustment 1o the
nonbasic tier 1o recoup the reduced basic service tier revenue, and a commitment by Tune Warner CUable
upgrade its domestic systems 10 a mimmum of 5§50 MHz. or exisung 550 MHz systems to 750 MHz. over the
next five years, On January 29, 1996, a Petition for Judicial Review was filed by the cities of New York, New
York: Austin, Texas and the Intercommunity Cable Regulatory Commission (which represents 2K Cincinnati
suburbs served by Time Warner Cable) seeking review of the FCC decision adopting the Social Contract as well
as cenain FCC staff decisions implementing the Social Contract. The Petition contends. among other things, that
the terms of the Soctal Contract and the process by which it was negotiated and implemented are contrary to the
1992 Cable Act, and are inconsistent with the FCC's own rules. A petition for reconsideration of the Social
Contract is also pending before the FCC.

One purported class-action brought in a Flonda suue coun and one action by the Wisconsin Attorney
General have been brought alleging that the retiening and a la carte pncing implementaton by Time Warncs
Cable in response to the FCC's new rate regulaton rules violate those rules and/or state consumer prolection
laws. A purported nauonwide class action has also been brought in a federal court in New York alleging that any
charges imposed by Time Wamer Cable for addiuonal outlet connecuons violate the 1992 Cable Act and the
FCC's rate regulation rules 10 the extent those charges exceed Time Wamer Cable’s costs Time Warner Cable
has opposed each of these claims on the grounds that any statc law claims regarding cable rates are preempied
by the 1992 Cable Act and rules. that any federal claims regarding cable rates must be brought before the FCC
in the first instance and that rates for premium services cannot be regulated at all pursuant to the 1984 Cable Act
and the 1992 Cable Act. The underlying claum brought by the Wisconsin Anorney General has been seuled and
on September 25, 1995 the Coun of Appeals reversed the Distnct Coun ruling and held that Time Warner's
service and rate restructuring complied with FCC raie regulations and that such regulatops preempted
Wisconsin law. The United States Supreme Court recently rejected a request filed by the Wisconsin Atlomey
General for certioran,

Carriage of Broadcast Television Signals.  The 1992 Cable Act allows commercial television broadcast
stations which are “local™ to a cable system to clect every three years either lo require the cable system to carmy
the station, subject 10 cenain exceptions, or (o negotiate for “retransmission consent” to carry the stabon
Broadcast stations typically seek monetary compensation or the camage of additional programming in returmn for
granting retransmassion consent. Local non-commercial television stations are also given mandatory camage
ngats, subject to certain exceptions. Linlike commercial stations, noncommercial stations are not given the
option 10 require negotiation of retransmission consent. In addition, cable systems musi obtain retransmission
consent for the carriage of all “distant” commercial broadcast stations, except for certain “superstations,” ¢
commercial satellite-delivered independent stations such as WTBS. WGN and WWOR-TV. As of February 6
1996, Time Warner Cable has obtained any necessary retransmission conscnts from all stations currently camed
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The next election between mandatory carmage and retransmission consent (22 local commercial television
stanons will occur on October 1, 1996, The mandmory camage rule is presently under review by the United
States Supreme Coun

Time Wamer Cable has been sued in Conne. ucut state count by Bndgeways Communications Corporation
for. among other things. an alleged violaton of the state antitrust law. Central to the plainuff’s case 1 i
allegation that Time Warner Cable illegally failed 10 comply with plaintiff’s mandatory camage request. The
FCC has made no such finding and Time Wamner Cable has argued to the coun that the FCC 15 the only body
with the authonty to make such a determination,

Deletion of Centain Programmng.  Cable twievision systemis that serve LOO0 or more customers musi
delete the simultaneous or nonsimultancous network programming of o distant station upon the approprate
request of a local television statior holding local exclusive nghts to such programming. FCC regulations also
cnable television broadcast stauons that have obtained exclusive distnbution nghts for syndicated programming
in their market 1o require a cable system to delete or “black out™ such programmung from other television
stations which are carmed by the cable system

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

Public and Leased Access Channels.  The 1984 Cable Act permits local franchising authonties 1o require
operators 1o set aside certain channels for public, educational and governmental access programming, The 1984
Cable Act further requires cable television systems with thirty-six or more acuvated channels to designate a
portion of their channel capacity for commercial leased access by unaffiliated thurd parties. The 1992 Cable Act
requires leased access rates to be set according to a formula determined by the FCC. The FCC is currently
reevaluating 1ts leased channel rate formula, which could lead 1o leased channel rates which are substanually
more favorable to channel lessees.

Ownership.  The 1996 Telecommunications Act repealed the restnctions on local exchange telephone
companies ("LECs™) from providing video programming directly 1o customers within their local eachange
telephone service areas. except 1n rural areas or by specific warver of FCC rules. On February 27. 1996, the
Supreme Court vacated a Founth Judicial Circuit decision which had held the 1984 Cable Act's cable telephone
cross-ownership prohibition unconstinutional. The Supreme Coun remanded for the Coun of Appe=als to consider
whether the case is mool in light of the repeal of the statuwtory cross-ownershup ban The [996
Telecommunications Act also authonized LECs 1o operate “open video systems™ without obtaining a local cable
franchise. althouech LECs operating such systems can be required to make payments to local governmental
bodies in lieu of cable franchise fees. Where demand cxceeds channel capacity, up to two-thirds of the channels
on an “open video system” must be available to programmers unaffiliated with the LEC

The 1996 Telecommunications Act eliminated the FCC rule prolubiung common ownershup between a
cable system and a national broadeast television network. The 1996 Telecommunications Act also eliminated the
statutory ban covenng cenain common ownership interests, operation or control between a television station and
cable system within the staton’s Grade B signal coverage arca. However, the parallel FCC rule against
cableflelevision station cross-ownership remains in place, subject to review by the FCC within two years
Finally. the 1992 Cable Act prohibits common ownership, control of interest in cable television systems and
MMDS facilities or SMATV systems having overlapping service arcas, except in limited circumstances. The
1994 Telecommumcations Act exempts cable systems facing “effective compeution™ from the MMDS and
SMATYV cross-ownership restnctions.
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Pursuant 1o the 1992 Cable Act. the FCC has adopted rules which. with cerain exce stions, preclude a cable
television system from devoting more than 40% of its first 75 activated channels to national video programming
<ervices 1n which the cable system owner has an atnbutable interest. The FCC also has set a limit of 30% of
total nationwide cable homes that can be served by any multiple cable system operatoi. The FCC has stayed the
effectiveness of this rule pending the outcome of its appeal from the U.S. Distnct Count decision holding the
multiple ownershup Limit provision of the 1992 Cable Act unconstitutional

Technical Requirements. The FCC has imposed technical siandards applicable to all channeis on which
downstream video programming is carried, and has prohibited franchising authorities from adopting standards
which conflict with or are more restrictive than those established by the FCC. The FCC also has adopted
additional standards applicable to cable television systems using frequencies i the 108-137 MHz and
235 400 MHz bands in order to prevent harmful interference with acronautical navigation and safety radio
services and has also established limits on cable system signal leakage. Periodic testing by cable operators for
compliance with these technical standards and signal leakage limits is iequired.

The FCC has continued to adopt and consider regulations to implement the requircments of the 1992 Cable
Act designed to improve the compatibility of cable sysiems and consumer electronics cquipment. These
regulations generally prohibit cable operators from scrambling their basic service lier and from changing the
infrared codes used in their existing customer premises equipment. The 1996 Telecommumications Act directs
the FCC to set only minimal standards to assure compatibility between television sets, VCRs and cable systems,
and to rely on the marketplace. The FCC must adopt rules to assure the competitive availability 1o consumers of
customer premuses equipment, such as converters. used 10 access the services offercd by cable systems and other
multichannel video programming distributors.

Other FCC Regulations. Additional FCC regulations relate 1o a cable system's camage of local sports
programming; privacy of customer information; franchise fees: equal employment opportunity. pole
atlachments: restrictions on origination and cablecasting by cable system operators: application of the fairness
doctnne and rules governing political broadcasts: customer service; home winng and limitations on adverusing
contained in nonbroadcast children's programming. The 1996 Telecommunications Act changes the formula for
pole attachment fees which could result in substantial increases in payments by cable operators to utilities for
pole attachment rights when services other than cable services are delivered oy cable systems.

Copyright.  Cable television systems arc subject to federal copyright licensing covenng camage of
broadcast signals In exchange for making semi-annual payments (o 3 federal copyright toyalty pool and
meeting cenain other obligations, cable operators obtain & statutory license to retransmit broadcast signals. The
amount of this royalty payment vanies, depending on the amount of system revenues from certain sources, the
number of distant signals carried. and the location of the cable system with respect 0 over-the-ar television
slations

The Copynight Act of 1976 was recently amended 10 extend the availability of the cable statutory copynght
hcense 1o microwave video service providers, such as MMDS. This legislation also extended through 1999 the
separate stalutory license provisions applicable to DBS and other satellite video distnbution systems. The
compulsory license status of SMATV systems is not covered by this legislation. The availability of compulsory
copynght licensing to other multchannel video service providers enhances their competitiveness with traditional
cable systems

State and Local Regulation.  Because & cable television system uses local streets and nghts-of-way, cable
television svstems are subject to local regulanon, typically imposed through the franchising process, and certain
states have also adopted cable television legislation and regulations. Cable franchises are noncxclusive, granted
for fixed terms and usually terminable if the cable operator fails to comply with matenal provisions, No Time
Warner Cable franchise has been terminaied due to breach. Franchises usually call for the payment of fees
(which are limited under the 1984 Cable Act to 5% of the system’s gross revenues from cable service) 1o the
granung authonty. Franchises generally contain provisions governing charges for basic cable television services,
channel capacity. support for public, educational and government access channels, length of the franchise term,
renewal. sale or transfer of the franchise, temmitory of the franchise, design and technical performance of the
svatent. use and occupancy of public streets and number and types of cable services provided. The terms and
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conditions of cable franchises vary materially from junsdiction to jurisdiction, i nd even from city to city within
the same state, historically ranging from reasonable 1o highly restricuive or burdensome.

The 1992 Cable Act prohibits exclusive franchises and allows franchising authonities o operate thewr own
multichannel video distribution system without having to obtan a franchise. Moreover. franchising authonties
are immunized from monetary damage awards anising from regulation of cable television sysiems or decisions
made on franchise grants. renewals, transfers and amendments.

The 1996 Telecommunications Act provides that local franchising authonities may not condition the grant
or renewal of a cable franchise on the provision of telecommunications service or facilives (other than
institutional networks) and clarifies that the calculation of franchise fees 15 to be based solely on .evenues
derived from the provision of cable services, not revenues derived from telecommunications services.

Renewal of Franchises. The 1984 Cable Act establishod renewal procedures and crlena designed to
protect incumbent franchisees against arbitrary denials of rencwal. While these formal procedures are not
mandatory unless timely invoked by either the cable operator or the franchising authority, they can provide
substanual protection to incumbent franchisees. The 1992 Cable Act makes several changes 10 the renewal
process which could make 1t easicr in some cases for a franchising authonity 1o deny renewal

In the renewal process. a franchising authonty may seck to impose new and more onerous requirements.
such as upgraded facilities, increased channel capacity or enhanced services, although the municipality must
take into account the cost of meeting such requirements. Time Wamer Cable may be required to make
significam additional investments in its cable television systems as pan of the franchise renewal process. Of
Time Wamer Cable's franchises, as of January 1, 1996, 790 franchises serving approximately 1.644.0X0)
subscribers expire during the penod ending December 31, 1998. Although Time Wamner Cable has been
successful in the past in negonanng new franchise agreements, there can be no assurance as o the renewal of
franchises in the future.

The United States District Court of the Western District of Kentucky receatly held that the 1984 Cable Act
does not authorize it 10 review a franchising authority's assessment of local community needs to deternune if
they are reasonable or supported by any evidence. This federal district court decision is under appeal. If upheld
and adopted by other federal counts. this test might allow local franchising authonties (0 establish unrealisuc
franchise renewal demands oesigned 1o oust an incumbent cable franchisec.

Franchise Transfers. The 1992 Cable Act requires franchising authonties to act on any franchise transfer
request within 120 days after receipt of all required information. Approval 15 deemed 1o be granted 1f the
franchising authonity fails to act within such peniod. The 1996 Telecommunications Act repeals the restnction
against a cable operator selling or otherwise transferming ownership of a cable television system within 36
months after acquisition or initial construction.

The foregoing does not purpon to describe all present and proposed federal. state and local regnlations and
legislation relating to the cable television industry. Other existing federal regulations. copyright licensing and, in
many jurisdictions. state and local franchise requirements. currently are the subject of a vanety of Judicial
proceedings, legislative hearings and administrative and legulative proposals which could change. in varying
degrees, the manner in which cable television sysiems operate. Neither the outcome of these proceedings nor
their impact upon the cable television industry or Time Wamer Cable can be predicted at this tims

Compertition

Cable television systems face strong competition for viewer attention from & wide vanety of established
providers and new entrants, including broadcast television, DBS, MMDS, SMATV systems and telephone
companies Cable television systems also compete with these and other media for advertising dollars

DBS. The FCC has awarded conditional permits to several companies for orbital slots from which high-
power Ku-Band DBS service can be provided. DBS services offer pre-packaged progamming that can be
receved by relatively small and inexpensive receiving dishes. Two high-power DBS services shanng common
catellites, Direc TV and USSB, were reported to have a total of approximately 1.3 million subscribers nauonwide
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as of December 31, 1995, Pnmestar, a medium-power DBS service parmally owned by TWE. was reported to
have approximately 1.0 million subscnbers as of that date. In additon to DBS, most cable programmung i
available 1o owners of larger, more expensive C-Band satellne dishes CTVROs ™). exther directly trom the
programmers or through third-party packagers.

MMDSWireless Cable. Wireless cable operators use microwave technology to distnbute v idew
programming. In recent years, wireless cable has grown rapidly, serving 800.000 subscnbers via 121 systems as
of June 1995 according to the FCC. Wircless cable 1s now available in 19 of the nanon's top 20 televivon
markets. In recent years, the FCC has adopted rules to facilitate the use of greater numbers of channels by
wireless cable operators

SMATV Additional competition may come from pnvate cable ielevision systems servicing condominiums,
apartment complexes and certun other multiple unit residential developments. The operators of these privaie
systems. known as SMATV systems, often enter into exclusive agreements with apantment building owners ot
homeowners' associations which preclude franchised cable television operators from serving residents of such
private complexes. Under the 1996 Telecommunications Act. 8 SMATVY system 1s not a cable system as long as
it uses no public nght-of-way. SMATV systems offer both improved recepion of local television stations and
many of the same satellite-delivered program services as offered by franchised cable television systems

Overbuilds. Under the 1992 Cable Act. franchising authorities are prohibited from unreasonably refusing to
award additional franchises. There are currently an insignificant number of overlapping cable systems opcrating
in Time Wamer Cable franchise arcas. Municipalities themselves are authonzed 1o operate cable systems
without a franchise. No such municipally-owned systems are presently in eperation in Time Wamer Cable
franchise areas, although several municipalities have indicated an interest in doing so

Telephone Companies. The 1996 Telecommunications Act eliminated the restnciion against ownership and
operation of cable systems by local telephone companies within their Jocal exchange service areas. Telephone
companies are now free to enter the retail video distnbution business through any means, such as DBS. MMDS5.
SMATV or as traditional franchised cable system operators. Aliematively, the 1996 Telecommunications Act
authorizes local telephone companies to operate “open video systems™ without obtaining a local cable franchise,
although telephone companies operating such systems can be required to make payments to local governmental
bodies in lieu of cable franchise fees. Where demand cxceeds available channel capacity, up to two-thirds of the
channels on an “open video system” must be available to programmers unaffiliated with the local telephone
company. The open video system concept replaces the FCC's video dialtone rules. The 1996 Telecommunica
tons Act also includes numerous provisions designed to make it casier for cable operators and others to
compete directly with local exchange telephone camers With certun limited exceptions, neither a local
cxchange carrier nor a cable operator can acquire more than a 10% equity interest in the other enlily operating
within its own service area.

Other Competition. Cable television systems compete with other communications and entertainment media,
including off-air television broadcast signals which a viewer 15 able to receive directly using the viewer’s own
television set and antenna. Cable systems also face competsion from alternative methods of distnbuting and
receiving television signals and from other sources of entertainment such as live sporting events. movie theaters
and home video products, including videocassetie recorders and, in the future, DVDs, as well as. the Internet. In
recent years, the FCC has adopted policies providing for authonzation of new technologies and a more favorable
operating environment for certain existing technologies that provide, or may provide, substanual additional
competition for cable television systems. The extent to which cable television service is competitive depends in
significant pant upon the cable system’s ability 10 provide an even greater varicty of programmng than s
available off-air or through competitive aliernative delivery sources. Premium programming provided by cable
systems is subject to the same compettive factors which exist for other prograriming discussed above. The
continued profitability of premium services may depend largely upon the continued avalability of atractive
programming at competitive prices The cable television industry also competes with radio, welevision, pnnt and
other media for adverusing revenues, As the cable television industry continues (o develop programmung
designed specifically for distnbution by cable, advertising revenues may increase.
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(hther Interests

TWE has a 54% nterest in a joint venture established o 1991 1o invest in, and further develop, cable
television svstems in Hungary. TWE also has a 20% interest in TV-1000, a pay television service operatng in
Scandinavia; a 31% interest in N-TV. a German language news and information channel distnbuted in Germany
in which TBS also has a 33% interest; and a2 25% interest in 1A, a general-interest regional television
broadcaster serving the Berlin and Brandenburg arcas of Germany (all of which interests are under the
management responsibility of Home Box Office). TWE also owns indirectly 13% of a New Zealard over-the-air
subscniption television service—Sky Network Television, as well as 20% of Kablevision, Sweden’s second
largest cable ielevision company

Cable Division—Telephony

Time Warner Cable's wircline telephony operations are conducted through Time Warner Communications,
a partnership wholly owned and controlled by TWE. which has formed separate business entities o provide
telephony services in various geographic areas. Time Warner Communications seeks to take advantage of Time
Wamer Cable’s geographically clusicred cable systems 1o efficiently develop ns telecommunications business

The itial focus of Time Warner Communications following its formation in 1993 was the development of
“alternative access” telephone operations in meuwopolitan areas where Time Wamner Cable operates cable
systems. These operations generally provide connections between large businesses and their long distance
telephone providers, between multiple business locations of a large business, and between long distance
telephone company locations. The connecuons are marketed primanly to long distance telephone carmers and
large business customers, and are used for high volume voice and data communications. The networks on which
these connections are made are comprised of dedicated fiber opuc strands within the affiliated cable systems’
backbone fiber networks, together with specially constructed high volume building entrance facilities and
specialized elecronic equipment for transmussion of digital signals. Allernative access services do not require
Time Warmner Communications o operate switching equipment

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

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

The required qualifications for providers of local exchange services are generally regulated by each siate
As of March 1. 1996, Time Wamer Communications has received certificates (o provide local exchange services
in Flonda, New York, Ohio and Tennessee, and 15 proceeding wath applications to obtain such certificaion in
Hawan, North Carolina, Texas and Wisconsin. All these states have already adopted legislation that suppons
competition in lelecommunications services. Furher, the 1996 Telecommumcations Act will in the future
preempt suite and local bamers 1o eatry into competitive lelecommunications service (although competitively
neutral swate and local regulations will conunue 1o be permitted). Time Wamer Communications will continue 1o
seck local exchange service authonzation in states where Time Warner Cable has major cable systems.

In order for Time Warner Communications to actually enter into the local exchange service business, Time
Warner Communications must obtain nghts to connect its local exchange service customers 1o the incumbent
LECs customers in an area. Time Wamer Communications has been in active negotiations throughout 1995 with
incumbent LECs 1in Flonda, New York, Ohio, Tennessec, Texas and Wisconsin. Even where procompetilive state
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legislation has existed or state-level regulatory mediation has been available, the incumbent LECs have. in Time
Warner Communications’ view, been extremely reluctant to concede approprate terms for competitive entrants
10 facilitale nterconnection.

The 1996 Telecommunications Act mandates that incumbent LECs provide reasonable and nondiscnmina-
tory rates, terms and conditions for interconnection (including reciprocal compensaaon for transport and
termination of calls), and that incumbent LECs enter into good faith negotiaions with requesting camers 10
facilitate such interconnection. In addiuion. incumbent LECs must provide nondiscniminatory access 1o
unbundled network clements, functions and services on reasonable terms. Number portability is treated as a
network element and local dialing panty is addressed. While the 1996 Telecommumications Act should improve
the outlook for Time Warner Communications, the exact umetable for and terms of mandated interconnection
arrangements. and other incumbent LEC compliance. cannot be predicted. The FCC s required 1o 1ssue
implementing regulations for interconnection requirements by August 8, 1996,

Currently, Time Wamer Communicauions 1 providing local exchange service on a l'mited basis n
Rochester. New York.

Time Warner Cable also offers (as a “re-seller”} cellular telephone and paging services Lo business and
residential customers in Rochester, New York

Description of Certain Provisions of the TWE Parinership Agreement

The following descriplion summarizes cerain provisions of the TWE Pantnership Agreement relating to the
ongoing operations of TWE. Such descnption docs not purpon [0 be complete and 15 subject 1o, and 1 qualified
i tts entirety by reference to, the provisions of the TWE Parnership Agreement

Management and Operations of TWE

Board of Representanves. Subject 1o certain authority of the Management Commuttee {as descnbed below)
with tespect 10 the Cable division. the business and affairs of TWE are managed under the direction cf a board
of representatives (the “Board of Representatives”™ or the “Board™) that 15 compnised of representatives
appointed by the Time Warner General Partners (the "Class B Representanves ™) and representatives appointed
by the Class A Partners (the “Class A Representatives™)

The Class B Representatives control all Board decisions except for cenain maters including (1) the merger
or consolidation of TWE. (ii) the sale or other disposition of asscts of TWE gencranng in excess of 10% of the
consolidated revenues of TWE dunng the previous fiscal year or represenling In €xcess of 10% of the far
market value of the total assets of TWE tin each case, other than in conpecticn with certain joint ventures and
“cable asset swaps™ as to which the thresholds are greatery. L) iy acquisition by TWE, other than n the
ordinary course of business, 1f the consideration paid by TWE in connection with such acquisition would exceed
the greater of (1) $750 million and (2) 10% of the consolidated revenues of TWE for the most recently ended
fiscal year of TWE: (iv) the engagement by TWE in any business other than the businesses then being conducted
by TWE. as they may evolve from time to tme and any business related to such businesses {provided that TWE
may not engage in the manufactunng. sale or servicing of hardware, other than as may be incidental 1o TWE's
businesses), (v) the incurrence by TWE of indebtedness for money borrowed if, after giving effect to such
incurrence. the ratio of total indebiedness for money borrowed 1o cash flow would exceed the greater of (x) 5.00
1o 1.00 and (y) .5 over the analogous ratio in the TWE credit agreement as in effect from fime to time. ivi) cash
distnbunions other than as provided in the TWE Parnership Agreement, (vi) the dissolution or soluntary
hankruptey of TWE; and (vi) any amendment (o the TWE Partnership Agreement

Each o1 the matters described in clauses (1) through (v) requires the approval of a majonty vole of the Class
A Representatives who were appointed by partners that have a residual equity interest of at least 3% and a
majonty vote of the Class B Representatives. and each of the matters described in clauses (vi) through (viit)
requires the unanimous approval of all representatives. Each partner’s representatives collectively have vuoling
power in proporion o the residual equity interest of the pariner that designated such representative
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The managing general panners. both of which are wholly owned subuidianes of the Company, may take
any action without the approval or consent of the Board if such acuon may be authonzed by the Class B
Representatives without the approval of the Class A Representatives. However. see “Full Service Network
Management Commuittee.” below.

Full Service Nerwork Management Commuriee. In connection with the U § WEST Transacuon, the Hoard
cstablished the Full Service Network business, which. subject 10 obtaiing necessary francruse and other
approvals, is compnsed of the businesses and operations of the cable television syvstems of TWE and the TWE-
A/N Pannership that have been from ume to ume designated to become a part thereof. Subject 10 obtaining
necessary franchise and other approvals relating to the designated systems, the business and affairs of the Full
Service Network business will be governed by a Ful' Service Network Managememt Comnutice (the
"Management Commuttee™ ). The Management Committee 15 comprised of six voung members, three designated
by U S WEST and three designated by TWE. If U § WEST at any ume oans less than 50% of the pannership
interest which 1t owned, directly or indirectly. as of Septiember 15, 1993 orif a “change in conrol” of U S
WEST occurs, U S WEST's night 1o designate any members of the Management Commuttee will termunate. The
Full Service Network business is managed on a day-1o-day basis by the officers of Tume Warner Cable. The
approval of a majonty of the members of the Management Commitiee 15 required for certun sigmificant
transactions relating 1o the Full Service Network business. including, among other things, the sale. pledge or
encumbrance of assets of the Full Service Network business. the acquisition of cable assets, the making of
commutments or expenditures relating to the Full Service Network business. in each case subject to agreed upon
thresholds, certain decisions with respect to design, architecture ard designation of cable systems for upgrade
and the adoption of the annual business plan.

Non-Voting Representatives and Commuttee Members. Each of ITOCHU and Toshiba have the nght 1o
designate non-voting members (o the Board of Representatives and the Management Committee. In addition,
Advance/Newhouse has the nght 1o designate a non-voung member to the Management Committee

Day-to-Day Operations. TWE is managed on a day-to-day basis by the officers of TWE, and each of
TWE's three principal partnership divisions s managed on a day-to-day basis by the officers of such division.
Upon the TWE Capitalization. the officers of Time Wamer also became officers of TWE and the officers of the
Time Wamer General Pantners became the officers of the corresponding parnership divisions and the
subdivisions thereof.

Certain Covenants

Covenant Not to Compete. For so long as any partner (or affiliate of any partner) owns in excess of 5% of
TWE or 15% of TWE Japan and in the case of any Time Wamer General Partner. for one year thereafter, such
partner (including its affiliates) is generally prohibited from competing or owning an interest in the three
pnncipal lines of business of TWE—cable. cable programming and filmed entertainment fincluding the
ownership and operation of theme parks)—as such businesses may evolve. subject to cenain agreed upon
exceptions. limited passive investments and inadvertent violations. The covenant not to compete does not
prohibit (1) U § WEST from conducting cable and certain regional programming businesses in the 14-state
region in which it provides telephone service. (i) any party from engaging in the cable business in a region i
which TWE is not then engaging in the cable business, subject to TWE's nght of first refusal with respect 1o
such cable business. or (iii) any party from engaging in the telephone or information services business. [TOCHU
and Toshiba continue to be bound by and benefit from the non-compete provisions but only as they relate to

Japan

Transactions with Affiliates. Subject 1o agreed upon exceptions for existing arrangements, TWE will not
enter into any transaction with any partner or any of us affiliates other than on an arm’s-length basis

Regisrration Rights
Beginming on June 30, 2002 (or as early as June 30, 1999 if cenain threshold cash distnbunions are not
made to the Class A Parwers), the Class A Pariners holding. individually or in the aggregate, at least 10% of the

I-34




residual equity of TWE will have the night to request that TWE reconstitute itself as a corporation and register
for sale in a public offening an amount of partnership interests held by such Class A Panners determined by an
investment banking firm so as to maximize trading liquidity and minimize the intial public offening discount, o
any. Upon any such request. the partics will cause an investment banker 1o determine the pnice al which the
interests sought 10 be registered could be sold in a public offering (the “Appraised Value™ ) Upon determinanon
of the Appraised Value, TWE may clect either to register such interests or purchase such interests the
Appraised Value, subject 1o certan adjustments. If TWE elects to register the interests and the proposed public
offering pnce (as determined immediately pnor to the time the public offenng 1s 1o be de. lared effective) i less
than 92.5% of the Appraised Value. TWE will have a second option to purchase such interests immediately prior
1o the time such public offering would otherwise have been declared effective by the Secunties and Eachange
Commission at the proposcJ public offering pn ¢ less underwnting fees and discounts. If TWE exercises s
purchase option. it will be required 1o pay the fees and expenscs of the underwniters Upon exercise of cither
purchase option, TWE may also elect 1o purchase the entire partnership interests of the Class A Panners
requesting registration at the relevant pnice. subject 10 cenn adjustments.

In addition to the foregoing. U § WEST wall have the nght to exercise an additional demand registranon
right (in which the other Class A Partners would be entitled to parucipate) beginning 18 months following the
date on which TWE reconstitutes itself as a corporation and registers the sale of <ecunues pursuant to o
previously exercised demand registration nght

Beginning on June 30, 1995, at the request of any Time Warner General Partner, TWE will effect a publi
offering of the parnership interests of the Time Warner General Panners or reconstitute TWE as a corporanon
and register the shares held by the Time Wamer General Partners. In any such case, the Class A Panners will
have standard “piggy-back™ registranon nghts.

Upon any reconstitution of TWE into a corporation, each partner will acquire preferred and common equiny
in the corporation corresponding tn both relatve value. rate of return and prionty to the partnership interests ot
held prior to such reconstitution, subject 1o certun adjustments 1o compensate the partnens for the effects ot
converting their partnership interests mio capital stock.

Certain Put Rights of the Class A FPartners

Change in Control Put. Upon the occurrence of a change in control of the Company. at the request of an;
Class A Partner, TWE will be required to elect either to liquidate TWE within a two-year penod of to purchase
the interest of such panner at fair market value (without any minonty discount) as determuined by investment
bankers. A “change in control” of the Company shall be deemned 10 have occurred:

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

{y) whenever any person shall acquire {whether by merger, consolidation. sale. assignment. lease.
transfer or otherwise, in one transaction or any related senes of transactions), or otherwise benenicially own
voting securities of the Company that represent in cxcest of 50% of the veung power of all outstanding
voting secunties of the Company generally entitled 1o voie for the election of directors, if such person
acquires or publicly announces its intention to initially acquire ten percent or more of such voung secuntics
in @ transaction that has not been approved by the management of the Company within 30 days after the
date of such acquisition or public announcement.
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Assignment of Pur Rights. etc. TWE, with the consent of such assignee. may assign to the Company. any
general partner or any third party. the obligation 1o pay the applicable put pnce in connection with the exercise
of a change in control put right by a Class A Partner and the night to receive the partnership interests in payimcnt
therefor.

With respect to any of the put rights of the Class A Partners, TWE may pay the applicable put price in cash
or Marketable Securities (defined as uny debt or equity securities that are listed on a national sccunbies exchange
or quoted on NASDAQ) issued by TWE (or if TWE assigns its obligauon 1o pay the put pnce to the Company
by the Company) The amount of any Marketable Secunties compnsing the applicable put pnce shall be
determined based on the market price of such secunt'~s during the seven months following the closing of such
put transaction. In the case of a change in government regulation put, up to 33% of the applicable put price may
be paid in notes issued by TWE (or if TWE assigns its obligations to pay the put price to the Company by the
Company).

U § WEST Change in Government Regulation Remedies

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

Restrictions on Transfer by Time Warner General Partners

Any Time Warner General Partner is permitted o dispose of any partnership interest (and any Time Wamner
General Partner and any parent of any Time Wamer General Partner may 1ssue or sell equity) at any ume so
long as, immediately after giving effect thereto. (i) the Company would not own, directly or indirectly, less than
ia) 43.75% of the residual equity of TWE. if such disposition occurs pnor to the later of December 31, 1997 and
the date on which the Class A Partners have received cash distnbutions of $500 million per §1 billion of
investment, and (b) 35% of the residual equity of TWE if such disposiiion occurs after such date. (1) no person
or entity would own, directly or indirectly, a partnership interest greater than that owned, directly or indurectly,
by the Company, and (iii) a subsidiary of the Company would be a managing general partner of TWE

No other dispositions are permitted, except that the Company may sell its entire partnership interest subject
to the Class A Panners’ rights of first refusal and “tag-along” nghts pursuant to which the Company must
provide for the concurrent sale of the partnership interests of the Class A Panners so requesting

Other Entertainment Group Assets

Time Warner Service Partnerships

In September 1993, cenain assets of TWE were distnbuted to the Time Warner General Partners and were
owned and operated by other parntnerships (the “Time Wamner Service Partnerships™) in order 1o cnsure
compliance with the Modification of Final Judgment entered on August 24, 1982 by the United States Distnct
Coun for the District of Columbia applicable to U S WEST and its affiliated companies, which may have
included TWE. In 1994, U § WEST recewved a judicial order that TWE was no longer prohibited from owning
or operating substantially all of such assets. Accordingly, in Sepiember 1995, TWE reacquired substanually all
of the assets of the Time Warner Service Partnerships, subject to the liabilities relating thereto, in exchange for
jumor prionty capital interests in TWE equal to approximately $400 million.
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Courtroom Television Network (*Court TV")

Each of TWE and affiliates of each of NBC and TCI holds a 33'% interest in Coun TV, subject 1o
adjustment in accordance with the terms of the Count TV paninership agreement. Court TV 18 a 24-hour basic
cable network covering actual courtroom trials from around the United States and abroad. Since 1991, Count TV
has brought daytime viewers live and taped coverage of more than 400 trals, including: Weeks v Baker &
McKenzie. 0J. Simpson. Rodney King. Dr. Kevorkian, Reginald Denny, the Menendez brothers, the
ParamountQVC hearing and Zion v. New York Hospital. Dunng prime time. Cournt TV features live analyses ol
the day's coverage as well as a vanety of programs that explore all aspects of the legal system On the weekend.
Court TV airs highlights of the week’s courtroom coverage and presents Continuing Legal Educanon (CLE) for
lawyers and Cable in the Classroom programming for teachers

TWE Japan

The Company owns a 37.25% nterest in, U S WEST owns a 12.75% interest u.. and cach of Toshiba and
[TOCHU owns a 25% interest in. Time Wamner Entertainment Japan Inc (“TWE Japan™) TWE Japan was
organized 10 conduct TWE's businesses in Japan, including home video distnbution. theatrical film and
television distribution and merchandising businesses, and to expand and develop new business opporunitics
Pursuant to distribution and merchandising agreements entered into between TWE and TWE Japan, TWE Japan
receives distribution fees generally comparable to those currently received by TWE for performung distnbuton
services for unaffiliated third parics

In 1995, the Company, TWE Japan. U § WEST, Toshiba and ITOCHU agreed jointly 10 establish TTTUS
Communications Corp. (“TITUS"). a multipie system operator that will develop new CATY operations in
selected locations throughout Japan. The agreement also contemplates that TITUS eventually will provide
telephone service as well as video services in ils Operatng arcas.

DC Comics

TWE and WCI each owns a 50% interest in DC Comics. a New York general parmnership. formed in June
1992 to continue the business previously conducted by DC Comics Inc.. a New York corporation. DC Comics
publishes more than 60 regularly issued comics magazines, among the most popular of which are “Superman.”
“Batman,” “Wonder Woman" and “The Sandman.” as well as story collections sold as books. DC Comics also
derives revenues from motion pictures. television syndication. product licensing, books for juvenile and adult
markets and foreign publishing. Trademarks in DC Comics' pnncipal characters have been registered in the
United States Patent and Trademark Office and in certan foreign countries

Cinamerica Theatres, L.F.

WCI owns a 50% interest in Cinamenca Theatres, L P. an unconsolidated joint venture with Paramount
Communications Inc., which owns and operates two theater circults: Mann Theatres and Festival Cinemas. The
joint venture operates 371 screens in 66 theaters. prncipally located in Califorma and Colorado

E.C. Publications

E.C. Publications, Inc. is the publisher of MAD, a magazine featunng amicles of humorous and sauncal
interest, which is regulasly published nine times a year and also in periodic special editions E.C Publications 1
whally owned by the Company

OTHER INTERESTS

Turner Broadcasting System, Inc.

In September 1995, the Company agreed 1o merge with TBS by acquinng the remaimng approxmately
S0% wterest in TBS not already owned by the Company. For information about the pending merger, sec

1-37




page 1-1. At December 31, 1995, the Company had cconomic and vot ng inicrests in TBS of 19.6%and 6 4%
respectively. TBS is a diversified information and entertainment company. Through its subsidianes, TBS owns
and operates four domesuc entertainment networks WTBS (commonly known as the “TBS SuperStation™)
Turner Network Television (“TNT”). the Caroon Network and Tumer Classic Movies ("TTM™), four
international entertainment networks TNT Laun Amenca, Camoon Network Laun Amenca. TNT & Canoon
Network Europe, and TNT & Cartoon Network Asia; and four news networks Cable News Network ("CNN™),
Headline News, Cable News Network International ("CNNI™) and CNN Financial Network ("CNNfm™ ) TBS
produces and distributes entertainment and news programming worldwide, with operations in motion picture
animation and television production, home video, television syndication, licensing and merchandising. and
publishing

American Lawyer Media

Amencan Lawyer Media, L.P. ("ALM™), which is majority-owned by the Companv. operates a chamn ol
metropolitan and regional legal and business newspapers and also publishes THE AMERICAN LAWYER. a
national monthly magazine with a subscripuon-only readership among lawyers across the United States ALM
also owns and operates COUNSEL CONNECT ("CC™), an on-line service connectung lawyers in law nrms and
corporate legal depanments worldwide. On February 2, 1996, ALM acquired the minonty share of CC that had
been held by Lexis-Nexis. Since February 25, 1994, ALM had run CC as LEXIS Counsel Connect in
partnership with Lexis-Nexis, a division of Reed Elsevier Inc. At the ime the partnership was formed. Leais.
Nexis was the Mead Data Central division of the Mead Corporation. ALM also publishes four weekly and five
daily newspapers, which in most cases enjoy local official status for the publicanon of coun opimons. legal
notices and/or official court notices. and one monthly newsletter ALM also provides cemain services 1o
Coun TV,

Hasbro, Inc.

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

Atari Corporation

The Company owns appromimately 13.5% of Atan Corporation, which 13 engaged in the design
manufacture and sale of interactive multimedia entertainment systems. In February 1996, Atan Corporation
entered into an agreement to merge with JTS Corp., a disk-dnive manufacturer based in San Jose. California

Atari Games Corporation

The Company owns 100% of Atan Games Corporation (“Atant Games™), which 1s engaged in the design,
manufacture and sale of interacuve video games for arcades and home sysiems. On Frbruary 13, 1996, WCI
entered into a Stock Purchase Agreement with Williams Interactive Inc. (“"Williams™), a wholly owned
subsidiary of WMS Industries, Inc.. pursuant to which WCI will sell 1o Williams, all of the 1ssued and
outstanding capital stock of Atan Games The transaction 15 expected to close in April 1994
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CURRENCY RATES AND REGULATIONS

The Company's foreign operaions are subject to the nsk of fluctuation in currency exchange rates and
exchange controls. The Company cannot predict the extent to which such controls and fluctuations in curency
exchange rates may affect its operations in the future or its ability to remut dollars from abroad. Sec Note |
“Organization and Summary of Significant Accounting Policies—Foreign Currency™ and Note 12 “Financial
Instruments —Foreign Exchange Risk Management™ to the consolidated financial statements set forth at pages
F-24 through F-28 and at pages F-44 and F-45, respectively. herein For the revenues, oper.ting income from
and identifiable assets of foreign op=rations. see Note 13 “Segment Information™ to the consolidated financial
statements set forth at pages F-46 through F-<9 herein

EMP OYEES

At December 31, 1995, the Company emploved a total of approximately 65.500 persons This number
ncludes approximately 29,700 persons emploved by TWE.
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Item 2. Properties

Publishing, Music and Corporate

The following table sets forth cenain informanion as of December 31, 1995 with respect to the Company s
principal properties (over 250,000 squarc feet in arca) that are used pniman'y by its publishing and musi
divisions or occupied for corporate offices, all of which the Company considers adequate for its present needs,
and all of which were substanually used by the Company or were leased 1o outside tenants

Location

New York, New York
75 Rockefeller Plaza
Rockefeller Center

New York, New York
Time & Life Bldg.
Rockefeller Center

Mechanicsburg,
Pennsylvania
1225 § Market St
Olyphant,
Pennsylvania
1400 and 1444 East
Lackawanna Avenue
Indianapolis. Indiana
4200 M. Industnal
Street
Nonorf,
Germany
Niedernstrasse 1-7
Alsdorf,
Germany

Max-Planck Strasse 1-9

Terre Haute,
Indiana
Bldg
Industrnal Park

(nher
U.S. and abroad.

including locations in

Europe, Asia, Latn

Amenca, Australia and

New Zealand

Total

102, Fort Harmson

Prl-:lE! Use
Executive and adminie*rauve

c.aices (Corporate, Music and
Filmed Entennainment)

Business and editorial offices
(Publishing and Corporate)

Office and warehouse space
(Publishing )

Manufactunng. warchouses.
distnbution and office space
(Music)

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

Manufactunng, distnbution and
office space (Music)

Manufactunng and office space
{Music)

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

Approvima
Square Feel

te
Flow Spece
560,000

1 457,000

358,000

1,058,000

252,000

334,000

269,000

265,000

2.097.000

5,084,000

11,738,000
i

Type of Ownership
Expiration [lale of Lease

Leased by the Company Lease
expires i 2014

Approximately 109,000 sq 1
are sublel to outside tenants
Leased by the Company. Most
leases expire in 2007
Approximately 36,000 g It
are sublet to outside tenants
Owned and occupied by the
Company

Owned and occupied by the
Company

Owned by the Company
Approximately 142, sg 1t
are leased to outside tenants

wwned and occupied by the
Company

Owned and occupied by the
Company.

Leased by the Company Lease
expires in 2001

Owned by the Company

Leased by the Company
Approximately 297, T
are sublet 1o outside tenants




Filmed Entertainment, Programming—HBO and Cable

The following table sets forth cenun information as of
properties (over 125000 square tee
Programnung—HBO and cable televi
TWE/AN Pannership), all of which t

wete substanually used by the Company or were leased to outside tenants

Location

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

New York, New York
i325 Avenue of the
Amencas

Baltumore, Maryland
White Marsh

Los Angeles, California
9210 San Femando

Burbank, California
The Wamer Bros
Studio

West Hollywood,
Califormia
The Wamer
Hollywood Studio

Valencia, Califorma
Undeveloped Land
Raleigh. North Carolina
2505 Atlanuc Avenue

Other, tn the U.S. and
abroad, including
locations in Europe,
Asia. Latin Amenca,
Australia and New
Zealand

Totals

(a) Ten acres consist of various parcels adjoining The Wamer Bros. Swdi

residential uses

rrinuElur

Business offices
(Prugramming—HBO)

Business offices
{Filmed Entertainment)

Warehouse {Filmed
Entenainment)
Warehouse

(Filmed Entertainment)

Sound stages,
administrative, technical
and dressing room
slructures, sCreening
theaters. machinery and
equipment facilies, back
lot and parking lot and
other Burbank properties
(Filmed Enlertainment)
Sound stages,
adminstrative.

techmical and dressing
room structures, screening
theaters. machinery and
-:?uipmcm facilities
{Filmed

Entertainment}

Locauon filmung (Filmed
Entenainment)
Office/Warehouse facility
(Cable)

Office buildings, retail
stores, theatres, plants and
warchouses (Filmed
Entenainment,
Programmung—HBO,
Cabhle)

Approumate
Square Feet
Floor
SpoceiAcre
335,000 sg, fi

139,000 sq. 1t

387,000 sq. 1t
182,000 sq i

3.422.(00)
sg. i of
i

mproved
space on |58
acres (a)

350,000
sq It of

improved
space on 11
ACTES

225 acres
150,000 =q ft
3,799.000 sq. fi (b)

7.070,000 sq. . (h)c)

15,834,000 sq. It
394 acres

———

December 31, 1995 with respect o principal
t in area) owned or lcased by the Company’s Filmed Entenanment.
sion businesses (including the properties of the Company, TWE and the
he Company considers adequate for us present needs, and all ol which

Typr of Ownenhip.
Fapiration [hate of Lease

Leased by TWE

Lease expires m 2004

Leased by TWE
Lease expares in 2010
Owned by TWE

Lensed by TWE
Lease expires in
Owned by TWE

Owned by TWE.
Approx. 20,000 sq. It arc
leased 1o outside tenants

Owned by TWE

Leased by TWE. Leaswe
expires 1999

Owned by TWE

Aporox, 62,000 sq. It we
leased to outside lenants

Leased by TWE.
Approx 57.000 sq. fu are
sublet to outside tenants

a. with muxed commercial, office and

(foorotes conhnued on nell page)
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ifootnores contmued from previous page)

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

(c) Includes 108,000 sg. fi. of office space vccupied by Time Warner corporate staff who provide services to
TWE pursuant to arrangements set forth in the TWE Parinership Agreement

Item 3. Legal Proceedings

The Company and its subsidianes are parues, in the ordinary course of business. to litigations involviny
property, personal injury and contract claims. The amounts that the Company believes may be recoverable in
these matters are either covered by insurance or are not matenal

In November 1992, TWL. filed a federal laws. .« secking to overtum major provisions of the 1992 Cable Act
pnmarily on First Amendment grounds. The complaint. filed in the U.S. Distnct Court for the Distnet of
Columbia against the FCC and the United States of Amenca, challenges the provisions of the 1992 Cable Act
relating 1o rate regulation, must camry, retransmission consent, terms of dealing by verucally integrated
programmers, umiform pricing and operation of cable systems by wunicipal authonties. the number of
subscribers that @ cable operator could serve nationwide, free previews of cemain premium channels and
educational channel set-aside requirements for durect broadcast satellite service. In addiuon, the complant secks
to overturn several parts of the 1984 Cable Act relating to public, educatonal and government acces:
requirements and commercial leased channels. The complaint seeks injunctions agunst the enforcement of
implementation of these provisions. Several other parties have also filed similar lawsuits and these acuons have
been at least panially consolidated with the acuon filed by TWE. On Apnl 8, 1993, 1n a 2-1 decison, the
District Court upheld the constitutionality of the must carry provisions of the 1992 Cable Act. On May 3, 1993
TWE filed an appeal from this decision directly to the U.S. Supreme Court. The US Supreme Count on
June 27, 1994 vacated the judgment of the Distnet Court regarding the must-carry provisions and remanded the
case 1o thal court for further factual findings after ruling that cable systems were enutled to significant Firs:
Amendment protection. In December 1995, that panel upheld the “must-cary”™ requirements by 2-1 vote. The
Supreme Court has now decided to review that decision. On Seplember 16, 1993, a one-judge Distnct Courn
upheld the constitunonality on First Amendment grounds of all the other challenged provisions except
restnctions on the number of subscnibers that a cable operator could serve nationwide. free pay TV previews and
direct broadcast channel usage. TWE appealed this decision to the U.S. Court of Appeals for the D.C. Circuit on
November 12, 1993 Briefing on the appeal. and argument took place. on November 20, 1995 For a descnption
of the 1984 Cable Act and the 1992 Cable Act, see ltem | “Business—Cable Dwvision—Regulation and
Legislanon.”

By letters dated July 15, 1993 and September 21, 1993 (the "Access Leners”), the Dallas Regional Office
of the Federal Trade Commission (the “FTC") informed WEA that it is conducting a preliminary investigation
to determine whether WEA 15 “unreasonably restricung the resale of previously owned compact discs”™ and
“unreasonably restricting the sale of new compaci discs*' The Access Letters allege that WEA's conduct may
violate Section 5 of the Federal Trade Commission Act, bul also say that neither the Access Letters nor the
exisience of the investigation “should be viewed as an accusation by the FTC or us staff of any wrongdoing by
[WEAL" The Access Letters request that WEA voluntarily submit the documents and information requested
therein. The FTC investigation also includes other major distnbutors of recorded music. In the course of the
investigation, the FTC issued a subpoena for the deposition of a former WEA executive. WEA has complied
with the Access Letters and subpoena. In carly October 1994, WEA (and other major distnbutors of recorded
music) received a follow-up subpoena for the production of documents. staung that the FTC i+ mvestigating
whether members of the pre-recorded music disinbuting indusiry may be engaging i unfair methods ot
compenition by fixing pnces or by engaging in concented activities 1o lumnt the avalabiliuy of cooperalive
advertising or promotional funds 1o retailers who distibute used compact discs or adveruse prices of compact
discs below specified levels. WEA produced documents in late December 1994 onu early 1995 in response to
the subpoena
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In October 1993, a purported class acuon was filed in the United States Distnct Count for the Northern
Distnct of Georgia entitled Samuel D. Moore, et al. v American Federation of Television and Radio Artists,
et ul. No 93.Civ-2358. The acuon was brought by fifteen named music performers or representatives of
deccased performers on behalfl of an alleged class of performers who participated 1n the creaton of production
of phonograph recordings for onc or more of the defendant recording companies. The named defendants
included the American Federation of Television and Radio Arusts (“AFTRA"). the AFTRA Health and
Retrement Fund (“Fund™), each present trustee of the Fund and fifty named recording companes, including
four WCI subsidiaries. The named defendan recording companies comprised substanuially all of the domesuc
recording industry and the complaint sought 1o establish a defendant class for purposes of the hiugation. The
complaint sought recovery against the recording companies for, among other things. breach of contract, breach
of fiduciary duty, fraud. embezzlement and RICO vi-lations, all growing « ¢ of alleged failure by the recording
companies to make proper contributions 1o the Fund pursuant to the Phono Code, which 1+ negotiated by
AFTRA and most of the domestic recording companies, and other alleged failures to meet the terms of the
Phono Code and individual contracts. Plaintiffs sought from the defendant record companics substarial
monetary damages, treble damages, antorneys’ fees and costs and the imposition of a constructive trust over the
master recordings created from recorded performances of the plaintiffs. In March 1994, plainufis filed an
amended complaint. In March and Apnl 1994, AFTRA. the Fund, the Fund's trustees and certain of the
defendant recording companies, including the four WCI subsidianies. moved to dismiss planuffs’ amended
complaint. On August 2, 1994, the courl. among other things, dismissed the claims against the Fund and the
Fund's trustees. converied AFTRA's motion to one for summary judgment {and allowed re-bnefing) and
dismissed all claims against the defendant recording companies except the RICO clmm. The record company
defendants 1n the one remaining RICO claim answered the amended complaint and filed a motion for summary
judgment secking dismussal of the claim. The court subsequently granted AFTRA's motion, and denied the
recording company defendants’ motion as premature, Plaintiffs have filed a motion to certify vanous classes of
plantiffs The partics are in limited discovery.

On February 21, 1995, counsel for plaintiffs filed a new lawsuil, entitled Samuel D). Moore, et al. v. Sony
Music Entertainment Group, et al., No. 95-Civ-1221, in the United States Distniet Court for the Southern
Distnict of New York. The action was brought by all but one of the named plaintiffs in the Georgia federal suit,
with one new plaintff. The plainuffs are suing on behalf of an alleged class of performers and denvatively on
hehalf of the AFTRA Fund The named defendants include the Fund's trustees, the Fund. and the recording
companies that were named as defendants in the Georgia federal suit. The complaint is based on substanually
the same allegauons as the complaint in the Georgia federal suit, and secks to recover substanuial monetary
damages. liquidated damages, and aromey’s fees from the recording companies. The record company
defendants simultaneously moved in the Southern Distnct of New York for an order transfemng the new case 10
the Northern District of Georgia, and moved in the Northemn District of Georgia for an order staying plainuffs
from proceeding with the New York federal acuon. On Apnl 19. 1995, the U.S. Distnct Coun for the Northem
Distnict of Greorgia granted the record company defendants’ motion with respect to the New York federal action
and enjoined the plantffs from proceeding any further with such action. On Apnl 30, 1995, the U.S. Distnct
Coun for the Southern Distnct of New York directed that the New York federal action be transferred to the
Northern Distnct of Georgla in order that the Georgia court nay determune whether the claums asseried in the
New York action should be dismissed or pursued in the Georgia court. On February 26, 1996, the Georgia
Court, finding the partics, issues and available relief substantially the same as in the initial matter. dismussed the
action. The Georgia coun further indicated that should plantiffs wish to pursue the claims of the second suit. the
appropniate vehicle would be to seck leave of Court to amend the complaint in the onginal action

On July 14, 1994, the Company received a civil investgative demand from the United States Deparument of
Justice tn turtherance of an invesUgauon 1Nt ceran worldwide activities of WMG and other companies 1n the
recorded music industry  principally related to cable, wire and satellite-delivered music and music video
programmers, The Company has complied with the civil investugatve demand to the extent that it swught
\nformation and documents with respect to domestic activities of WMG and has objected to responding with
respect to foreign actvities on the ground that the Depanment of Justice lacks junsdiction o inguire into such
activities On November 3, 1994, the Depantment of Justce filed a peution in the United States Distnct Coun
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for the Distnct of Columbia seeking to compel the Company and the other compat ies to provide documents
from their files in the Upited States that deal with overseas acuvities. That motion remains pending

On May 30, 1995, a purported class action was filed in the United States District Count for the Central
istnect of Califormia, entitled Digital Disinbution Inc, db/a Compact Disc Warchouse v. CEMA Distribution,
Somv Music Entertainment, Inc., Warmer Elekira Atlannc Corporation. UNI Distnbution Corporation.
Bertelsmann Music Group, Inc. and Polygram Group Distribution, Inc,, No. 95-3596 (JSL) (the “California
Federal Action”) On July 19, 1995, a purported class action was filed in the Supenor Coun of Califormaa for
the County of Los Angcles. entitled Brenden Barry v CEMA Distnbution, Sony Music Entertainment. Inc..
Warner Elekira Atlantic Corporation, UNI Distnbution Corporation, Bertelsmann Music Group, Inc and
Folvgram Group Distribution, Inc.. No. BC 131748 (the “California State Action”™) The California Federal
Action 15 brought on behalf of duect purchasers of compact discs ("7Ds”) and the California State Acuon is
brought on behalf of indirect purchasers of CDs. In both actons, the plaintffs allege that WEA, along with five
other distnibutors of recorded music CDs, violated the federal and/or stale antitrust laws and unfair competiuon
laws, by engaging in a conspiracy to fix prices of CDs, and seck an injuncuon and treble damages In the
Califormia Federal Action the defendants’ motion to dismiss the amended complaint was granted and the acuon
was dismissed, with prejudice. on January 9, 1996. Plaintffs have filed a notice of appeal. In the Califormia State
Acuon. plantffs voluntanly dismissed the amended complaint without prejudice on March 6, 1995

Litgation relating to the 1990 merger of Time Inc. and WCI has either been dismussed. or has been
dormant for years. The litigation is described in previous reports on Form 10-K filed by the Company

On September 22, 1995, U § WEST and U 5 WEST Mulumedia Communications, Inc. (“USWMC™), a
wholly owned subsidiary of U S WEST, filed a complaint in the Court of Chancery of the State of Delaware (the
"Delaware Chancery Court”) individually and allegedly in a denvauve capacity on behalf of TWE agamst the
Company and four of TWE's general parners, ATC. Time Wamer Operations Inc., WC] and Wamner Cabie
Communications, Inc. (“WCCI"), as well as TWE (as 2 nominal defendant), alleging that the TBS Transacton
would breach certain provisions of the TWE Partnership Agreement and the Admission Agreement. U § WEST,
Inc.. et al v. Time Warner Inc., et al., Case No. 14555. U S WEST seeks equitable relief, including an injunction
against consummation of the TBS Transaction and declarations that the defendants have breached fiduciary
duties and such agreements

On October 11, 1995, the Company and the other defendants filed an answer and counterclaims denying the
matenal allegations contuned in U S WEST's complaint and alleging. among other things. (a) that U S WEST
breached 1s agreements with TWE. (b) that U § WEST fraudulently musrepresented and failed to disclose the
standards of regulatory compliance that would apply to the pannership after the adnussion of U S WEST as a
partner and (c) that the Admission Agreement would not have been entered into as presently structured if the
misrepresentations had not been made. The countercluim seeks, among other things, (1) reformation of the
Admussion Agreement, (1) an injunction prohibiing U § WEST from prevenung TWE from entering 1010
contracts or pursuing business opportunities that are in the best interests of TWE and (i) damages. On
October 31, 1995, U § WEST replied 1o the Company’s counterclaims, essenually (A) denying the Company’s
matenal allegations and asserung as affirmative defenses that the counterclaims fail to state a claim and are
barred by laches. acquiescence, unclean hands, waiver and/or estoppel and (B) asserung that the proposed
transactions which the Company alleges U S WEST obstructed are businesses that the TWE Parnership
Agreement prohibits TWE from owning or conducting, and that the TWE Pantnership Agreement provides that
U S WEST may, but need not, waive such restnctions on TWE in us sole discretion.

On December 12, 1995, U S WEST filed an amended and supplemental complaint, reasserung the
allegations contaned in its onginal complaint and asserung new allegations regarding (a) the Company's alleged
failure to make U S WEST aware during the negotiation of the Admission Agreement of the existence of cenain
documents and (b) *he Company's November 16, 1995 announcement regarding a pew stralcgic operaling
structure and management team. On December 27, 1995, the Company and the other defendants filed an answer
to the amended and supplemental complaint and counterclaims denying the material allegations contained in
U % WEST's amended and supplemental complaint and reasserting the counterclaims. On February 8, 1996, the
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Company moved to dismiss the acuion on the pleadings. On March 11, 19%. the Coun announced that it would
not rule on the moton, but instead proceeded with the tnal on March 13, 1996

Two complaints have been filed agmnst the Company. certain officers and directors of the Company. andl
other defendants, by cenain stockholders of the Company, purporiedly denvatively on behalf of the Company
relating 1o the pending TBS Transaction and related transactions. The two complaints were filed in tie Delaware
Chancery Court on October 30, 1995 (Bernard v. Time Warner inc., et al. Case No. 14651; Parmes v Time
Wurner Inc.. eral. Case No. 14660). These two complaints allege, among other things. that some or all of the
defendants have violated fiduciary duties owed 1o the Company and its stockholders by, among cther things.
(a) seeking to entrench themselves in board and management positions and to eliminate the threat of a hostle
takeover, (b) securing economic benefits for themselves or conferring special benefits on TCI and others at the
expense of the Company’s public stockholders and () structunng the TBS Tramsaction so as to place the
Company’s chiefl executive officer 1n & position which allegedly wall involve a conflict between the interests of
TC1 and the Company. Among other relief demanded, both complaints seck an injunction against consummation
of the TBS Transaction and an order direcung the individual defendants to account 1o the Company for their
alleged profits and plainuffs’ alleged damages. On November 22, 1995, the Company and the other defendants
named in e Bernard complaint moved to dismiss such complant.

On March 12, 1996, a complaint was filed in the Delaware Chancery Court by a stockholder of the
Company. purportedly denvatively on behalf of the Company (Trust for the Benefit of Paula C Rand o
Gerald M Levin, e al., Case No. 14890), The complaint alleges, among other things. thal some or all of the
defendants have breached fiduciary duties owed to the Company and its stockholders by, among other things,
(a) seeking to entrench themselves in board and management positions. (b) confernng special benefits upon TC1
at the expense of the Company’s public stockholders and (c) wasting and misappropnatng corporate assets by
causing the Company lo enter into certain agreements, including those with TCl. R.E. Tumer and Michacl
Milken in connection with the TBS Transaction The complainmt seeks. among other things. (1) to enjoin,
prelimmaniy and permanently, consummation of the TBS Transaction and cenain related ammangements. (1) 1o
void the Liberty Voung Trust, (ili) to enjotn, preliminanly and permanently, any settlement of the liugation
between the Company and U § WEST, unless and unu! approved by the Coun of Chancery, (iv) a declaratory
judgment that defendants breached thew fduciary duties 10 the Company and s stockholders and
iv) unspecified damages.

Seventeen complaints have been filed agunst TBS. the Company. cenain officers and directors of TBS. the
Company or TWE, and other defendants, purporiedly on behalf of a class of TBS shareholders, two of which
have been voluntanly dismissed. Sixteen of the 17 complaints were filed in Supenor Coun, Fulton County.
Georgta, the other was filed in the Court of Chancery of the State of Delaware i and for New Castle Coumty. OF
the complants filed in Georgia, 14 were filed pnor 1o the approval of the TBS Transaction on September i
1995 by the Company's Board of Directors and the Board of Directors of TBS (Shimgala v. Tumer Broadeasung
Sys. Inc., ev al, Case No. E-41502; Schrank v. R.E Turner, i al., Case No. E-41501; Lewis. et al. v Tumer
Hroadcasting Sys., Inc., et al., Case No, E-41500; Silverstein and Silverstemn . Turner Broadeasting Sy, Inc.,
et al. Case No. E-41526; Strauss v. Turner Broadcasting Sys.. Inc.. et al, Case No E-4 1538; Hoffrean v. Ted
Turner. et al., Case No. E-41544; Barry v. Turner Broadcasting Sys.. Inc., et al., Case No. E-41545; Mersel and
Mersel v R.E Tumer, e1. al., Case No. E-41554, Friedland and Friedland v. Turner Broadcasting Sys.. Inc.
ot al. Case No. E-41562; Schwarzchild v Turner Broadcasting Sys.. Inc., et al.. Case No. E-41586; Tumer and
Hanson v Turner Broadcasting Sy1., Inc.. et al. Case No. E-41637. H. Mark Solomon v. Turmer Broadcasnng
Sys. Inc.. et al.. Case No. E-41685; Shores v. Turner Broadcasting Sys.. Inc., et al, Case No. E-41749, and
Krim and Davidson v. Turner Broadeasting Sys.. Inc. et al., Case No. E-41779). Two of the complaints filed in
Georgia were filed after the TBS Transaction was approved by the Company’s Board of Directors and the Boand
of Directors of TBS (Alrman v Tumer Broadcastng Sys., Inc. et al, Case No. E-43205; Joyce v Tele-
Commumcations, Inc., et al., Case No. E-43321). The plunuff in Altman filed a voluntary dismissal of the
action without prejudice on November 10, 1995. On September 27, 1993, an amended complant was filed in
Shingala On Ovtober 24, 1995, an amended complaint was filed in Lewis. apparently on behalf of the named
plantifis in 12 of the 16 acuons filed in Georgia. On Novembes |, 1995, a second amended complaint was hled
vt Lewts witich is virtually identical 1o the first amended Lewis complaint except that the plainuff in the Joyee
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action was no longer included as a named plainuff. The purponed class action filed vy a THS sharcholder 1n
Delaware was filed on October 2. 1995 (Joyce v. John C. Malone. et al., Case No.  4592) and subsequently
disrmussed voluntanly without prejudice by the plaintiff on November 15, 1995. As noted above, a substanually
sumtlar acuon on behalf of the same plaintiff was filed in Georgia on Oclober 23, 1995 (Joyee v, Tele-
Communicauons, Inc., et al., Case No. E<43321). On November 13, 1995, Judge Elizabeth Long. 10 whom all
remaning actions had been assigned. consolidated the actions. On November 210, 1995, subject to coun
approval, the plaintiff in Joyce proposed to file an amended and consolidated class acuon complaim which also
includes a denvative claim. Also on November 20, 1995, plamuffs in the actions other than Joyee filed a motion
for the recusal of Judge Long. which motion was denied on January 22, 1996. The defendants filed answers in
response (0 the second amended complaint 1n Lewis on December 20, 1995

The |7 purporied class acuon complaints filed by TBS sharcholders allege, among other things. that the
terms of the TBS Transaction are unfair to TBS shareholders and that some or all of the defendants have
breached or aided and abetted the breach of fiduciary, common law andfor stawtory duties owed 1w TBS
shareholders. Among the breaches alleged in many of the complaints are (a) payment of unfair consideration for
class members' shares, (b) conferral of benefits on controlling shareholders at the expense of other sharcholders.
(c) corporate waste, (d) failure 0 seek competuuve bids and an independent appraisal of TBS and
{e) entrenchment of TBS Board members. Some of the complaints allege that some or all of the defendar« have
committed fraud and/or have used decepuive and coercive pracuces to bring about the TBS Transacuon Among
other reliel demanded. all of these complaints seck damages, most scek an injunction against consummation of
the THS Transaction and many seek an aucuon of TBS.

On January 19, 1996, defendants in these actions filed a mouon for judgment on the pleadings on all clams
asserted in the second amended complaint filed in Lewis on the grounds that. under Georgia law, the valid grant
of dissenters’ nghts to TBS sharcholders with respect to the TBS Transacuon profubis planuffs from
maintaining the clums asseried in the second amended complant Plaintiffs are not yet required to file a
response to thus mouon.

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

The Company and its subsidianies are also subject to industry investigations by ceriain government agencirs
and/or proceedings under the antitrust laws that have been filed by private parties in which. in some cases, other
companies in the same or related industries are also defendants. The Company and 1ts subsidianes have denied
or will deny liability in all of these acuons. In all but a few similar past actions. the damages, if any, recovered
from the Company or the amounts, if any. for which the actions were settled were small or nominal in relavon 1w
the damages sought: and it is the opinion of the management of the Company that any settlements or adverse
Judgments in the similar actions currently pending will pot involve the payment of amounts or have other results
that would have a matenal adverse effect on the financial condition of the Company

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

Pursuant to General Instrucuon G (3), the information regarding the Company’s executive officers required
by ltem 401(b) of Regulation §-K 18 hereby included i Part | of this repont

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

Ll.ll_f Agr (MTie

Gerald M Levin %6  Chawman o the Board and Chiel Executive Otheer

Richard D Parsons . . 47 President

Peter B Hape - 61 Executive Vice Preswdent. General Counsel and
Secrelary

Timothy A Boggs . ... ocooveia 45 Senior Vice Tresident

Kichard ] Bressler R -1 o P W Semor Viee President and Chiel Financial Officer

Tod R Hullin ... ... e 57 Semor Vice President

Philip R. Lochner, Jr. Y 51 Semor Vice President

Set forth below are the pnncipal posiions held by each of the executive officers named above wnce
March 1, 1991

Mr. Levin Chairman of the Board of Directors and Chiel Executive Officer since
January 21, 1993 Pnor 1o that he served as President and Co Chiel
Executive Officer from February 20, 1992, Vice Chairman and Chief
Operaung Officer from May %91, and Vice Chairman of the Board
prior o that

Mr Parsons .  President since February 1. 1995 Prior 1o that he served as Chaurman
and Chief Executive Officer of The Dime Savings Bank of New York.
FSB from January 1991

Mr Hape . . Executive Vice President and General Counsel since October |, 199
and Secretary since May 20, 1993

Mr Boges - . Semor Vice President since November 19, 1992, Prior to that he served
as Vice President of Public Affairs

Mr Bresaler = Seniot Vice President and Chief Financial Officer since March 16,
1995. Prior 1o that he served as Senior Vice President, Finance from
January 2. 1995; and as a Vice President pnor to that
M Hullin i Sentor Vice President since February 7. 1991
Mr. Lochner ... Semor Vice President since July 18 1991 Prnior to that, he was a

Commissioner of the Secunties and Exchange Commussion from
March 1990 10 Junc 1991
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PART 11

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

The pancipal market for the Company s Common Stock 15 the New York Stock Exchange The Commeon
Stoch 1 also hsted on the Pacific Stock Exchange and the London Stock Exchange. For quarterly pnce
information with respect to the Company's Common Stock for the two yean ended December 31, 1995, see
“Quanerly Financial Information™ at page F-55 herein, which information is incorporated heremn by reierence

The approximate number of holders of record of the Company’s Common Stock as of January 31, 1996
was 25.(0K)

For mformation on the frequency and amount of dividends paid with respect to the Company » Common
Stock durng the two years ended December 31, 1995, sec “Quaneriy Financial Informanon”™ at page F-353
herert. which information 15 incorporated herein by reierence

ltem 6. Selected Financial Data

The selected hnancial information of the Company for the five years ended December 3. 1995 1 set forth
at page F 53 herein and 1s incorporated hetein by reference

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

The information st forth under the caption “Management s Discussion and Analysis™ at pages F-2 through
F-14 herein s incorporated herein by reference

Iltem 8. Financial Staterments and Supplementary Data

The consohdated financial statements and supplementary data of the Company and the repont of
independent auditors thereon set forth at pages F-20 through F-50 and F-52 herein are ncorporated heremn by
reference

Cuarterly Financial Information set forth at page F-55 herewn 1s incorporated herein by reference

Item 9. Changes In and Disagreements with Accounianis on Accounting and Financial Disclosure

Not Applicable
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PART 111

ltems 10 11 12 and 13 Directors and Executive Officers of the Regustrant; Executive
Compensation; Secarity Ownership of Certain Beneficial Owners
and Management; Certain Relationships and Kelated Transactions

Information called for by PART Il (ltems 10. 11, 12 and 13) 15 incorporated by reference from the
Company's definitive Proxy Statement to be filed in connection with its 1996 Annual Meetung of Stockholders
pursuan 1o Regulation 14A. except that the information regarding the Company's execulive officers called o
by ltem 401(b) of Regulation $-K has been included in PART  of this report and the mformation called for by
ltems 402ik) and 402(1) of Regulauon §-K 1s not incomporated by reference
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PART IV

Item 14. Exhibits, Financial Statement Schedules, and Reporrs OOn Form K-K
tar (1vi2) Financial Statements and Schedules

(1) The list of consolidated financial statements and schedules set forth in the accompanying Index o
Consolidated Financial Statements and Other Financial Informauon ai page F-| herein 1 incorporated
herem by reference. Such consolidated financial staiements and schedules are hied as pan of this report

(i) The unaudited financial statements of the Time Warner Service Pannerships for the quarterly
peniod ended September 30, 1995 ncluded an the Current Report on Form 8.K of Time Names
Entertainment Company, L.P. (Reg No 33-53742) dated November 28, 1995 ("TWE's 1995 Form K-K™1
are incorporated herein by reference and are filed as an exhibil 1o this repon

(1ii) The financial statements of (+ Time Wamner Serv, ¢ Partnerships and the repon of independent
suditors thereon, set forth at pages F-63 through F-73 in the 1994 Annual Repon on Form 10-K of Time
Warner Entertunment Company, L.P ("TWE’s 1994 Form 10-K") are incorporaied herein by reference and
arc Nled as an exhibit 10 this repon

(1) The unaudited financial statements of Paragon Communications for the quarterly penod ended
June 30, 1995 included in TWE's 1995 Form 8-K are incorporated herein by reference and are hled as an
exhubit 1o this report,

(v) The fnancial statements and financial statement schedule of Paragon Communicauions and the
repon of independent accountants thercon, sct forth at pages F-74 through F-83 1n TWE's 1994 Form 10-K.
are incorporated herein by reference and are filed as an exhibil 1o this repon

All other financial statement schedules are omitted because the required information s Aot applicable o1
because the information required 15 included 1n the consolidated financial statements and notes thereto

i3) Exhibits:
The exhibits listed on the accompanying Exhibit Index are filed or incorporated by reference as part aof this
teport and such Exhibit Index 15 incorporated herein by reference. Exkibus 101 through 10.22 listed on the

accompanying Exhibit Index dentify management contracts or compensatory plans or arrangements required to
be filed as exhibits to this repont, and such listimg 15 incorporated herein by reference
ibi Reports on Form 8-K
{1} The Company filed a Current Report on Form 8-k dated November 14, 1995, in which 1t reported
i ltem S certamn transactions eatered into of proposed 1o be entered into by the Company and TWE and
which set forth in ltem 7 centan pro forma financial statements of the Company ai September 30, 1995
which give effect to such transactions
(i) The Company filed a Current Report on Form 8-K dated December 1. 1995, in which it reporied in
ltem S that it had emtered into an Agreement and Plan of Merger, dated as of Seplember 22, 1995,
peoviding for TBS 1o become a wholly owned subsidiary of the Company through a merger with a
subsidiary of the Company
(1) The Company filed a Current Report on Form 8-K dated January 4. 1996, in which it reported in
flem 2 us acquisiton of CV1 and certain related companics, and related transactions
(1v1 The Company filed a Current Report on Form 8-K dated March 22, 199 which set torth in liem 7
certan pro forma financial statements of the Company at December 31, 1995 -
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SIGNATURES

Pursuant to the requirements of Section 13 or 15id) of the Securities Exchange Act of 193, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TIME WARNER INC

By I/ PETER B HAE

Peter R Haje
Exsecutive Vicse Presbdent.
Geeoeral Counsel and Secrviary

Date’ March 22, 1996

Pursuant to the requirements of the Secuniies Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated

Signature Tie Dete
i GERaLD M. LEVIN Director, Chairman of the Board and March 22. 1996
(Gerald M, Levin Chief Executive Officer (principal

executive officer)

s/ RicHARD | BRESSLER Semor Vice Presidemt and Chief Financial March 22, 1996
(Richard 1. Bressier) Officer (pancipal financial officer)

fs/ Jonx A LaBanca Vice President and Comtroller (pnincipal March 22, 1996

(Jinkiri ‘A, LaBarcal accounting officer)

" [hrector March 22 1996
iMery Adelaonn
‘ Director March 22, 1996

(Lawrence B Bultenwbewer)

' [Jirector March 22, 1996

1Edwary % Finkelitein)

, hrector March 22, 1996

iBeverty Silbs Greenough

r Darector March 22, 1996
(Carda A, Mills)
. Dhrecton March 22, 199
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Time Warner has interests in three fundamental areas of business: Entertainment. consisung principally of
imterests 1n recorded music and music publishing, filmed enteraunment, broadcasung. theme parks and cable
television programming, News and Information. consisting prncipally of interests in magazine publiching, book
publishing and direct marketng: and Telecommumcations, consisting principally of interests in cable television
systems Substanually all of Time Warner's interests in himed entertainment, broadcasting, theme parks, cable
television programming and most of its cable television sysiems are held through the Entenainment Group,
consusting pnncipally of TWE. which is not consolidated for financial reporting purposes TWE manages the
telecommunications propertics owned by Time Wamer and the combined cable television operatons are
conducted under the name of Time Wamer Cable Capitalized terms are as defined and described i the
accompanving consolidated financial statemeias. or elsewhere herein

Strategic Initiatives

Significant Transactions

Dunng 1995, Time Wamer and the Entenainment Group embarked on a program to improve their financial
condiion and ncrease their overall financial flexibility through the initiation of an asset sales program and
ugnificant debt refinancings Time Wamer and the Entertainment Group also pursued significant. strategic
imtatives duning 1995 through their cable television operations and through a proposed merger of Time Wamer
and TBS These miuatives are pan of a continuing strategy 1o further enhance the strength of Time Warner s
interests 1 entertainment and news and information. and to attempt 10 use existing and acquired cable television
systems 1o establish an enterpnse that will be respansible for the overall management and financing of s cable
and telecommunications interests. In pursuit of these strategic imuanves, Time Warner and the Enteriunment
Group announced or completed a number of transacuons in 1995 and early 1996 that have had or are expected
10 have a significant effect on thewr results of operauons and financial condition. Such transactions include:

» The Sepiember 1995 announcement of Time Warner s agreement to merge with TBS by scquinng the
remaining 80% interest in TBS that it does not already own;

« The acquisitions by Time Wamer of Summit. KBLCOM and CV1 and related companies. and the
formation by TWE of the TWE-AdvanceNewhouse Partnership, which together stcogthened the
geographic clusters of the cable television sysiems and substantially increased the number of cable
subscnibers managed by Time Wamer Cable (collectively, the "Cable Transactions "},

e The exchange of ITOCHU's and Toshiba's interests in TWE for cquity interests in Time Warmner (the
“ITOCHUMoshiba Transaction™ i,

e The refinancing of approuimately $4 billion of public debt by Time Wamner and the execution af a new
8.3 billion credit agreement. under which approximately $2.7 hillion of debt assumed in the Cable
Transactions was refinanced by subsidianes of Time Wamer and 526 bilhon of pre-cxisung bank debt
was refinanced by TWE (the “Debt Refinancings™), and

s The sale by Time Wamner and the Entertunment Group of certain assets under an asset sales program.
which raised approximately $1.6 billion on a combined basis for debt reducuon. including the sale of
$1% of TWE's interest in Six Flags (the "Six Flags Transaction”) and the sale or expected sale of
wransfer of cerain unclustered cable television systems owned by TWE (the “Unclustered Cable
Transacnons |




TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND AMALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CO SDITION — Continued )

The nature of these transacuons and their ympact on the resulis of opesation: and financial conditon of Time
Warner and the Entertainment Group are further discussed below

Telecommunications Stralegy

In 1994, Time Wamner embarked on a strategy to expand iis cable television business, leading o agreements
1o combne with or acquire cable television sysiems sepang approximately 3 7 million subscribers This strategy
was based on management’s expeciation that there would be a sagnficant increase i the value of cable television
systems related, in part. 1o a future convergence of the cable and telephone indusines which would provide cable
companics with an opportumity 1o operate large peographic clusters of cable television systems for purposes of
maximizing the development and distnbution of new and improved services on a cost efficient basis, such as
increased channel capacity, high speed data transmission and telephony services

Dunng 1995 and with the acquisiton of CV1 and related compamies in January 1996, lime Wamet
completed s plans for the expansion of its cable ielevision business. thereby strengthening s geographic
clusters of cable television systems as previously envisioned. Along with internal growth, the acquisitions o
Summit. KBLCOM and CVI and related compames. as well as the formation of the TWE-Advance/Newhouse
Partnership, increased the total number ol subscribers under the management of Time Wamet Cable 10 117
million, as compared to 7.5 million subscribers at the end of 1994, Time Warner Cable has also extended s
reach of cable television sysiems to neighborhoods passing 18 million homes or close 10 20% of television
homes n the U.S. In addition, there are now 33 geographic clusters of cable television sysiems scrving over
100,000 subscribers each, including key markets such as New York City and State, central Flonda and North
Carolina. Time Warner does not currently plan to make any more significant zcquisitions of cable television
systems. but instead intends to continue 10 refine its geographuc clusters by exchanging cenain unclustered cable
television systems for geographically-stratcgic ones of by selling non-strategic cable television systems s pin
of the Company s continuing asset sales program. Management continues 1o believe that the increased size and
concentration of its subscriber base will provide for sustained revenuc growth from new and improved services.
and provide cerain economies of scale relaung to the upgrade of the technological capabilities of Time Warner
Cable’s cable television systems

Management believes that the future comvergence of the cable and telephone industnes has been
substanuially confirmed through vanous cvents within the industry, including the February 1996 enactment into
law of sweeping lelecommunications wndustry reform. Among other features, the Telecommumications Act of
1996 cffectively removes regulatory barmers thal histoncally prohibited cable television companies and local and
long-distance telephone companies from competing in cach other’s business. In addiuon, the new law eliminates
most cable rale prcing restncuons in 1999. and earher under certain circumstances. Time Wamer capects that
the relaxation of cable rate regulauon in 1999, along with permitted cable rale price InCreascs for certain
regulated services that went into effect on January 1. 1996 under a scparate Time Warner agreement with the
Federal Communications Commission (the “FCC™). will provide enhanced pncing flexibility that will help
finance its cable and telephony expansion plans

The next phase of Time Wamer's iclecommunications siralegy 1% to simplify the structure of its cable and
telecammunications properties by bninging such properuies together, so far as pracucable and on a tax-cfhcient
basts, mto an enterpnse that will be responsible tor the overall management and financing of these interests The
first step of this process was completed in 1995 when ITOCHU and Toshuba exchanged their interests in TWE
for equity imerests in Time W - The restructunng process depends, among other things. upon successiul
negotauons with U S WEST and certun credutors, and the receipt of franchise and other regulatory approvals
Accordingly, there can be no assurance that the eftort will succeed. In the intenim. ab contemyg lated by the TWE-
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDIT!ON—{(Continued)

Advance/Newhouse Partnershup agreement., Time Wammer may transfer cerian of s newly-acquired cable
swstems (o the TWE-Advance/Newhouse Pantnership on a tax-efficient basis Such wansfers, if they are made,
are expected 10 be structured so that the systems will be transferred subject to a portion of Time Warner's debt,
thereby reducing the financial leverage of Time Warmner and increasing the under-leveraged capitalization of the
TWE -Advance/Newhouse Pastnership and consequently, TWE

TS Transaction

With the announcement in September 1995 of Time Warner's plan to merge with TBS. Time Wamer has
taken a strategic step that would further enhance Time Wamer' interests in cnteriainment and news and
information assets while improving the balance between such interests and its interests 1n the telecommunica-
nons business The addition of TBS' news and entertainment programming networks, film and cartoon libranies,
Alm production compamies and sports franchises 1v expected to complement virually all of Time Warner's
business interests and expand the emphasis on growth through Time Wamer’s interests in its entertunment and
news and information businesses

The TBS Transaction provides for the merger of cach of Time Warner and TBS with separate subsidiancs
of a holding company (“New Time Wamer™) that will combine. for financial reporting purposes, the
consolidated net assets and operating results of Time Warner and TBS. Based on TBS’ financial position and
results of operations as of and for the year ended December 31. 1995, ard giving pro forma cffect 1o the TBS
Transaction as if it had occurred on December 31. 1995 for balance sheet purposes and at the beginning of the
vear for statement of operations purposes, the incremental effect on Time Warner reflected in the combined pro
forma financial statements of New Time Warner would have been (i) an increase in shareholder’s equity of
approumately $7.3 billion, principally due 1o the issuance by New Time Warner of approximately 177.8 million
Jhares of common stock. (ii) an increase in long-term debt of approximately $2.5 billion duc 1o the assumption
of TBS' debt. (iii) an increase in goodwill of approximately $7 9 billion as a result of a preliminary allocation of
the excess cost over the net book value of assets acquired. (1v) an increase in revenues of $31.4 billion, (v) an
merease in EBITDA (as defined below) of $524 million, (vi) an increase in depreciation and amoriization of
$377 mullion. including approximately $200 mullien of noncash amorization of goodwill, {vii) an increase in
operaung income of $147 million, (vill) an increase in net loss of $111 mullion and (1x) a reduction in net loss
per common share of $.12 per common share resulting from the dilutive effect of isswing 1778 million shares of
common stock.

The TBS Transaction is subject to customary closing conditions, including the approval of the shareholders
& TBS and of Time Warner, all necessary approvals of the FCC and appropnate anutrust approvals There can
be no assurance that all these approvals can be obtained i, in the case of govemmental approvals. if obtained,
will not be condiwoned upon changes 1o the terms of the merger ~croement of related agreements

Use of EBITDA

The following comparative discussion of the results of operations and financial conditon of Time Wamer
and the Ententainment Group includes, among other factors. an analysis of changes in the operating ncome of
the business segments before depreciation and amortization (“EBITDA™) i order 1o eliminate the effect on the
operating performance of the music. filmed entertainment and cable businesses of significant amounts of

amortization of intangible assets recognized in the $14 billion acquisition of WCI n 1989, the $1.3 billion
acquisition of the ATC minonty tnterest in 1992, the $1 4 hillion acquisiiions ol KBLCOM and Summit 1n 1995
and other business combinations sccounted for by the purchase method. including the $904 mullion acquisition
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TIME WARNER INC.
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RFSULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

of CVI and related companies in January 1996 and the proposed TBS merger with respect (o cerain discussions
on a pro forma basis. Financial analysts generally consider EBITDA 10 be an imporiant measure of comparative
operating performance for the businesses of Time Wamer and the Entertainment Group, and when used
camparnison 10 debt levels or the coverage of inlerest expense, as a measure of hiqudity However, EBITDA
should be considered in addition 10, not as a substitute for, operating income, net income. cash flow and other
measures of financial performance and hiquidity reported in accordance with generally accepted accounting

prnciples

RESULTS OF OPERATIONS

1995 vs. 1994

Time Wamner had revenues of $8.067 billion, a loss of $124 million (546 per common share) before an
extraordinary loss on the retirement of debt and a net loss of $166 mullion 1557 per common shares in 1995,
compared to revenues of $7.396 billion and a net loss of $91 million (527 per common share} in 1994

The increase in Time Wamner's net loss in 1995 was principally related to a 342 million extraordinary loss
on the retirement of debt ($.11 per common share) and $85 million in pretax losses ($32 million after taxes and
$.13 per common share) relaicd to ceriain businesses and joint ventures owned by the Music Division which
were restructured or closed. As discussed more fully below, the increase in Time Warner's net loss in 1995 from
such losses was pnncipally mitigated by an overall increase n the fundamental operaung income of Time
Warner's business scgments and increased income from s equity in the pretax income of the Entertainment
Group, offset in part by a decrease in investment-related income and higher mterest expense on approximately
$1.3 ballion of debt assumed in the cable acquisitions. The increase in Time Warner's net loss per common share
i 1995 also related 10 an increase in preferred dividend requirements to $32 million from $13 million in 1994
a5 a result of the preferred stock issued in connection with the 1995 cable acquisitions and the ITOCHU/Toshiba
Transaction

Time Warner's equity in the pretax income of the Entertanment Group was 3256 million an 19495,
compared 1o $176 rllion in 1994, As discussed more fully below, the Entertainment Group s operaling results
m 1995 reflect an overall increase in operaung Income generated by ils business scgmcnls {including the
contnbution by the TWE-Advance/Newhouse Parnership) and an increase in investment-related income
resulung from gains on the sale of certain unclustered cable systems and other investments. offset in pan by
minonty interest expense related to the consolidation of the operaung results of the TWE-Advance/Newhouse
Partnership effecuve as of Apal 1. 1995

On a pro forma basis, giving effect to (1) the Cable Transactons, (i1} the ITOCHU/Toshiba Transacuon. (u)
the Diebt Refinancings. (v) the Six Flags Transacuon and (v) the Unclustered Cable Transactions, as if each of
<uch transactions had occurred at the beginning of the penods. Time Wamer would have reporied for the years
ended December 31, 1995 and 1994, revenues of $8.742 billion and $8.217 billion, depreciation and
amortization of $935 million and $906 million, operating income of 3656 mullion and $653 mullion, equity n
the pretax income of the Entenunment Group of $286 million 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
5366 million ($1.13 and $1.07 per common share), respectively The 1995 to 1994 companson of pro forma
tesults are sumilarly affected by any underlying histoncal trends that arc unrelated 1o the transachions given pro
(orma effect 10 theruin, such as the $85 million in pretay Music Division losses discussed above The increase in
pro forma over histonical losses hefore extraordinary pems for each penod s principally the result ol
approximate v $230 mulhion in annualized poncash amortizanon of cenun intangible assels recognized in the
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cable acquisinons which is not fully offset by the pro forma effects of other impioved net operaung results. a
component of which 1s the pro forma benetit from the net addition of over $400 nullion in annuahzed EBITDA

On a pro forma basis. giving effect to (1) the formaton of the TWE-Advance/Newnouse Pannership. (1) the
refinancing of appronimately $2.6 billion of pre-existing bank debt. (1) the consolidation of Paragon. (1v) the
Six Flags Transaction and (v} the Unclustered Cable Transactions, as if each of such transactions had occurred
At the beginning of the periods, the Entertainment Group would have reported for the years ended December 31
1995 and 1994, revenues of $9.686 billion and $8 778 billion, deprecration and amormzation of $1.078 tlhon
and SI 038 billion. operating income of $994 mullion and $923 mullion. income before extraordinary item of
$303 million and $171 million and net ¢ .come of $179 millic.i and $171 mullion. tespectvely. The 1995 10 1994
companson of pro forma results are sumilarly affected by uny underlying historical trends that are unrelated to
the transactions given pro forma effect to therein. The increase in pro forma over historical net income for cach
penod prncipally results from the pro forma effects of a full year contnbution by the TWE-Advance/Newhouse
Partnership, and interest savings associated with the refinancing of TWE's bank debt and lower debt levels
resuling from asset sales.

The relationship between income before income taxes and income fax cxpense of Time Wamner i<
principally affected by the amortization of goodwill and certain other financial statement €xpenses that are not
deductible for income tax purposes. Income tax expense of Time Wurner includes all income taxes related to its
allocable share of partnership income and 11+ equity 1n the INCOMC tax cxpense of corporate subsidianes of the
Ententatnment Group

EBITDA and operating income for Time Warner and the Entertminment Group in 1995 and 1994 arc as

follows
Years Ended December 11,

EBITDA Operating |ncome
1995 1994 1995 1984
imillions i

Tieme Wurner
Publishing % 476 § 430 $381 5347
Music'!! 690 720 e | 66
Cable o0 == (5) —
Toal £1.256  SL.150 &9_? $713

I

Entertainment Group
130 $253 5219
6

Filined Entenanment ... ... . ... I § 4% §

Six Flags Theme Parks . 1] 135 29

Broadcasting-The WB Network 166 — (6h)

Programming-HBO 293 157 274 237

{"able . 1.275 989 502 40

lotal i : . . vrepem Sl 52,052 S$1.811 5992 $852
- ———— ey i e

| Iclstes pretan losses of 383 mallion recorded in 1993 relued o certun businesses and juint venmuery owned by the Muns Davisson
which were restructured or chmed
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Time Warner

Publishing  Revenues increased to $3.722 billion, compared to $3.433 billion in 1994 EBITDA increascd
1o $476 million from $430 million. Depreciation and amortization amounted to $95 million 10 1993 and 383
million in 1994, Operating income increased 1o $381 million trom $347 mullion. Revenues benefited from
increases 1n magazine circulation, adverusing and book revenues. Contnibuuing (o the reveaue gun were
increases achieved by People, Sports Ilustrated. Fortune and book publisher Oxmoor House. EBITDA and
operating income increased as a result of the revenue gains, offset in part by significantly higher postal and
paper costs as a result of price increases

Music. Revenues increased to $4.196 biluon, compared to $3 46 billion 1n 1994, EBITDA decreased 10
$6%) million from $720 million. Depreciation and amortization, including amortization related to the purchase
of WCIL amounted to $369 million n 1995 and $354 million 1n 1994, Operating income decreased to $321
million from $366 million. Operating results were adversely affected by $85 million in losses recorded in 19495
that related to cenain businesses and joint ventures owned by the Music Division which were restrus tured or
closed Revenues for 1995 were negatively affected by certan reclassifications relating 1o third party, pressing
and distnbution arrangements and changes in the Music Division’s ownership interests in ceriun investments
and subsidianies that resulted in changes from the consohidation to the equity method of accounung Excluding
the effects from such reclassifications and changes. revenues from the fundamental business increased by
approximately 6%, principally as a result of increases in both domestic and international recorded music
revenues and increased music publishing revenues Domestic and international recorded music revenucs
benefited from a number of popular releases and an increase in the percentage of compact disc to total unit
sales. Excluding the $85 million in losses. EBITDA increased. and operating income benefiled. pnincipally trom
the revenue gains and interest income on the resolution of a recorded music tax matier, offset in pan by
expenses incurred in connection with the settlement of cenain employment contracts and lower resulis from
direct marketng activities attributable to higher amortizanon of member acquisition costs

The losses relaung o certain businesses and joint ventures that were restructured or closed are pnmanly
related to Wamner Music Enterpnses, one of the Company's direct markeung cffors, and the wnte off of it
related direct mail order assets that were not recoverable due to the closure of this business. Such closure was
substantially completed in 1995 and will not require any significant. future cash outlays. The acuvities that wall
not be continued have not been matenal to histonical operating results and are not expected to significantly affect
the results of future operations

Cable  As a result of Time Wammer's acquisitions of KBLCOM and Summit in 1995, cable operating
results for 1995 included revenues of $172 million. EBITDA of $90 million. depeeciation and amortization of
$95 mullion and an operating loss of $5 mllion Modectate operating losses are expecied to continue in 1996
because of the full vear effect of approximately 5230 million of noncash amortizaton of certaun intangible
assets recognized 1n Time Warner's acquisiions of KBLCOM and Summit n 1995, and CVI and related
companies in 19%6

Interest and Other. Net. Interest and other, net. increased to $877 millien in 1993, compared 10 §724
million in 1994, Interest expense increased o $877 million, compared 1o $769 million, pancipally as a result of
approximately $1 3 billion of debt assumed in the cable acquisitions and higher short-term. floaung rates of
interest paid on $2.6 billion notional amount of interest rale swap coniracts. Other income, net, was immatenal
in 1995, compared to $45 million 1n 1994, principally because of a decrease in investment-related income
Investment-related income 1n both penods consisted of gans on the saie of certain assets, including the sale of
an interest 1n OVC, Inc. in 1995, which were offsct by losses from reductions in the carrying value of cenain
investments taken in each penod
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Entertainment Group

Filmed Emtertainment. Revenues increased to $5.078 hillion, compared to $4 484 billion i 1994
EBITDA mcreased 10 $490 million from $430 million. Depreciation and amoruzaton, including amortizaton
telated to the purchase of WCI, amounted 10 $237 million in 1995 and $211 million in 1994, Operating income
increased 1o $253 million from $219 million. Revenues benefited from increases in worldwide theatncal, home
video, consumer products and television distribution operations Worldwide theatncal and domestic home video
revenues in 1995 were led by the success of Batman Forever EBITDA and operaning income benefited from the
revenue gans and increased income from licens ag operations

Six Flags Theme Parks.  As a result of TWE's sale of $1% of its interest in Six Flags, the operating results
of Six Flags have bern deconsolidated effective as of June 23, 1995 and TWE's remaining 49% interest in Six
Flags 15 accounted for under the equity method of accounting. Accordingly, revenues decreased to §227 r-ullion,
compared to $557 mullion in 1994, EBITDA decreased to $60 million from $135 mullion Depreciauon and
amoriization amounted to $31 million in 1995 and $79 mullion 1n 1994 Operaung income decreased to $29
mullion from $56 million.

Broadeasung-The WB Network. The WB Network was launched in January 1995, and generaled $66
million of operating losses on $33 million of revenues. The operatung loss was mitgated by a favorable legal
settlement, as well as by funding from a limited partner admitted as of August 1995 Due to the start-up nature
of this new nanenal broadcast operation, losses are expected to contnue

Programming-HBO  Revenues increased to $1.607 billion. compared to $1.513 bilhan n 1994, EBITDA
increased o 5293 million from $257 million. Depreciation and amortization amounted to $19 million in 1995
and $20 million in 1994 Operating income increased to $274 million from $237 muilion. Revenues benefiled
primanly from an increase in subscriptions to 29.7 mullion from 27 million at the end of 1994, as well as from
higher pay-TV rates EBITDA and operaung income improved principally as a result of the revenue gans

Cable Revenues increased 1o $3.094 billion, compared to $2.242 million 1in 1994 EBITDA increased to
$1 275 billion from $989 million. Depreciation and amortizaton, mcluding amortuzation related to the purchase
of WC| and the acquisition of the ATC minority interest. amounted 10 $773 mallion in 1995 and 3649 million in
1994 Operating income increased 10 $502 million from $340 million Revenues and operating results benefited
from the formation of the TWE-Advance/Newhouse Partnership on Apnl 1. 1995 and the consolidauon of
Paragon effectve as of July 6. 1995, Excluding such eifects, revenues benehited from an aggivgale increasc in
hasic cable and Prmestar-related, direct broadcast satellite subscnibers that approached 6% and increases in
nonrcgulated revenues, including pay-TV. pay-per-view find adveruising. Excluding the positive contnbutions
trom the TWE-Advance/Newhouse Parmnership and the consolidauon of Faragon. EBITDA and operaung
mcome increased as a result of the revenue gains. offset in pant by the full year impact of the second round of
catle rate regulations that went imo effect in July 1994, higher start-up costs for telephony operations and, with
fespect 1o operating ncome only, higher depreciation and amortization relating to increased capital spending

Interest and Other, Net.  Inmterest and other, net, decreased o $539 million in 1995, compared to 3616
mallion 1 1994 Interest expense increased to $579 million, compared 10 $567 mullion i 1994, principally as a
tesult of higher shon-term. floating-rates of interest paid on borrowings under TWE's fommer and exisung bank
credit agreements, offset in part by interest savings in the last quarier of 1995 on lower debt levels related to
management's astel sales program. There was other income, net. of $40 million in 1995, compared to olher
expense. net. of $49 million in 1994, principally because of an increase in investment-related income related to
wains on the sale of cenain unclusiered cable svstems and other investments
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1994 vs, 1993

Time Wamer had revenues of $7.396 billion and a net loss of $91 mulhon 15,27 per common share) in
1994, compared to reveaues of $6.581 billion and a net loss of $221 million (S.90 per common share) in 1993
Included tn the 1993 results 1s an extraordinary loss on the reurement of debit of S57 miilion (515 per common
<hare) and a one-time tax charge of $70 mullion ($.19 per common share) that resulted from the effect on the
Company's deferred income tax hability of the increase in the corporate income tax rate enacted in August
1993,

As discussed more fully below, the improvement in Time Warner's net loss in 1994 reflecied an overall
increase in operaling income generated by 11s business scpments and an increase in investment related income.
offset 1n part by higher interest expense and lower income from Time Wamner's equity in the pretax income ot
the Entertainment Group. The improvement in Time Wamer's 1994 net loss also related to the absence of the
extraordinary loss and one-time tax charge that were recorded in 1993. The improvement in Time Warner's net
loss per common share in 1994 further resulted from a S103 million redoction in preferred  dividend
requirements relating to Time Wamner's 1993 redemption or exchange of $5.6 billion of preferred stock for debt

Time Wamer's equity in the pretax income of the Entertainment Group was $176 million wn 1994,
compared to $281 million 1n 1993. As discussed more fully below, the Entertanment Group's operaling results
in 1994 reflected an overall decrease in operating income generated by its business segments, pnncipally relating
0 lower Cable results due to cable rate regulation. and an increase in investment-related and foreign currency
contract losses, offsel in part by an increase in interest income.

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

follows
Years Ended December 11,

rating
ERITIA OE“-'
1994 1993 1994 1993
{ ol b
Time Warner
Publishing .. ........-- 22 S 430 0§ 372 SM7T 85295
| T O v et 8 A L R e T 643 366 196
Total ., ..o vides i e i . $1,150 ISI.U]S £713 3591
Entertainment Group:
Filmed Ententainment . ... ..., e R e R e $ 430 § 427 5119 3133
six Flags Theme Parks. . £ e R SR 135 122 56 33
Programmung-HBO . .. . o = 57 230 237 13
Cable .. s s . per Gl 989 1.035 330 406
Total in mn i i . A7 i ki - $1.811 51814 S8S52 $905
—— — - == Y =

Time Warner

Publuhing  Revenues increased 10 83 433 illion, compared to $3.270 billion in 1993. EBITDA increased
1 $430 milhion from $372 nullion. Depreciation and amortization amounted to $83 million in 1994 and §77
million 1n 19€3, Operating income increased to $347 million from $295 miliion. Revenues benefited principally
from increases i magazine advertsing and curculation revenues, which were mded in pant by several special
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issues during 1994, Significant revenue gains were achieved by People. Sports (llustrared and Southern Living
EBITDA. operating income and operaling margins improved principally as a result of the revenue gains and
conunued cost containment.

Music. Revenues increased to $3.986 billion, compared to $3.334 billion in 1993. EBITDA increased 1o
$720 million from $643 million. Depreciauon and amortizanon, including amortization related to the purchase
of WCI. amounted to $354 million in 1994 and $347 million in 1993. Operating income increased 1o $366
million from $296 million. The revenue growth resulted from increases in both domestic and intermauonal
recorded music revenues, which benefited from a number of popular releases dunng the year and an increase in
the percentage of compact disc to total umit sales, and increased music publishing revenues. EBITDA and
operating income benefited from these revenue gains and increased results from direct marketing activities
attnbutable 1o new members and lower amortization of me...ber acquisition costs, offset in pan by costs
associated with the reorganization of the domestic music companies and continuing investment in new business
Yeniures.

Interest and Other, Net. Interest and other, net, increased to $724 million in 1994, compared o 3718
million in 1993, Interest expense increased to $769 m.llion from $698 million as a result of a full twelve months
of interest on the debt issued during the first three months of 1993 to redeem or exchange preferred stock, offset
in part by savings from lower-cost debt used to fund the redemption of cerain notes and debentures i 1993
There was other income. net. of $45 million in 1994, compared to other expense, net. of $20 mullion in 1993,
principally because of an increase in investment-related income, including an increase in the amortzation of the
excess of the Time Warner General Partners' interest in the net assets of TWE over the net book value of theu
investment in TWE to reflect U § WEST as a panner for a full year. Investment-related income was reduced in
part in both years by adjustments 1o the carmying value of cenain investments, expenses in connection with the
settlement of certain employment contracts and losses on foreign exchange contracts used to hedge foreign
exchange nsh.

Entertainment Group

Filmed Entertainment  Revenues increased to $4 484 billion, compared to $4.032 billion i 993
EBITDA increased to $430 million from $427 million. Depreciation and amoruzauon, including amortization
related to the purchase of WCI, amounted to $211 million in 1994 and $194 million in 1993, Operating incorc
decreased 1o $219 million from $233 million Worldwide home video. syndication and consumer products
revenues increased at Wamer Bros., offset in part by lower worldwide theatncal revenues. EBITDA and
operating income margins decreased pnncipally as a result of lower theatrical results in companson 10 the
caceptionally strong theatrical results in 1993

Six Flags Theme Parks. PRevenues increased to $557 million, compared to %533 million in 1993 EBITDA
increased to $135 million from $122 million. Depreciation and amortization amounted to $79 million in 1094
and $69 million in 1993. Operating income increased 1o $56 million from $53 miilion. Revenues increased as a
result of overall attendance growth and higher revenues per visitor. EBITDA and operating income improved
prncipally as a result of the revenue gains

Programming-HBO. Revenues increased to $1.513 billion, compared to $1.441 billion in 1993 EBITDA
increased 10 $257 million from $230 million, Depreciation and amortizaton amounted to $20 million 1 1994
and $17 mullion 1 1993, Operating income increased to $237 million from $213 million. Revenues benefited
from an increase in subscnptions and higher pay-TV rates. EBITDA, operating income and operaling margins
improved pancipally as a result of the revenue gauns.
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Cable  Revenues increased 1o $2.242 billion, compared 10 $2.208 billion in 1993 EBITDA decreased to
$959 million from $1.035 billion. Depreciation and amortization, including amortization related 1o the purchase
of WCI and the acquisition of the ATC minonty interest, amounted 1o 3649 million in 1994 and $629 million n
1993 Operating income Jecreased 1o $340 million from $406 mullion. Revenues and operating results in 1994
were adversely affected by two rounds of cable rate regulation that in general reduced the rates cable operators
are allowed to charge for regulated services, the first of which went into cffect in Sepiember 1993 and the
second of which went into effect in July 1994, The unfavorable effects of rate regulation were offset in pan by
an increase in subscribers and nonregulated revenues Actions that were undertaken (o mitigate the impact of
rate regulation included a number of cost containment measures and a continued emphasis on near and long-
term strategies 1o increase revenues {rom unregulated services

Interest and Other. Net. Interest and other, net. increased to $616 million in 1994, compared w0 564
million in 1993, Interest expense decreased to $567 million, compared with $580 million in 1993, There was
ather expense, net. of $49 million in 1994, compared to other income. net. of 316 million in 1993 Investment
related and foreign currency contract losses in 1994 exceeded an increase i interest income on higher cash
halances and the inlerest-bearing note recewvable from U S WEST. In 1993, other income, net, benefited from a
gain on the sale of cenain assets and other investment-related income, which more than offset investment losses

FINANCIAL CONDITION AND LIQUIDITY
Decemnber 31, 1995
Time Warner

1995 Financial Condition

Time Warner had $9.9 billion of debt, $949 million of mandatorily redeemable prefemred secuntics of
subsidiaries. $1.2 billion of cash and equivalents (net debt of $8.7 billion), and $3 7 hilhon of shareholders’
equity at December 31, 1995, compared to $9.2 billion of debr, 282 million of cash and equivalents (net debt of
%59 billion), and $1.1 billion of shareholders’ equity at December 31, 1994 The increase in debt pnncipaliy
reflects the assumption of approximately $1.3 billion of debt related to the Cable Transactions, offsel in pant by
debt reductions using proceeds raised from the asset sales program, including proceeds from the issuance of the
PERCS which monetized Time Wamer's 14% investment in Hasbro. The increase in mandatonly redecmable
preferred secunties of subsidianes reflects the issuance in 1995 of the PERCS and Preferred Trust Secuntics, the
proceeds of which were used 1o reduce certain indebiedness of Time Wamer The noncurrent cash and
cquivalents consist of the nct proceeds received from the 1ssuance of the Preferred Trust Secunties in December
1995, which were used in the redemption of the 8.75% Convertible Debentures 1 early 1996. The increase in
sharcholders’ equity reflects the issuance in 1995 of approximately 2.5 million shares of common stock and
approxamately 29.3 million shares of preferred stock in connection with the ITOCHU/Toshiba Transaction and
the acquisiions of KBLCOM and Summut. On a combined basis (Time Warner and the Entertainment Group
together). there was $14.7 billion of net debt at December 31, 1995. compared to $15 billion of net debt at the
beginming of the year.

Investment in TWE

Time Warner's mvestment in TWE at December 31, 1995 consists of 74.49% of TWE's pro rata paonty
capital and residual equity capital, and 100% of TWE's senior pnonty capital and junior prionty capital. Such
pnority capital interests provide Time Warner. and with respect 1o the pro rata prionty capital only. U § W 3T,
with certain prionty claims 1o the net partnership income of TWE and distributions of TWE pannership capital,
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imncluding cenain pnonty distnbutions of pannership capital in the event of liquidation or d ssolunon of TWE
Each leve! of pnonty capital interest provides for an annual rate of retum equal 1o ot exceeding B%. including
an above-market 13.25% annual rate of retum (11.25% to the cxtent concurtently distnbuted) related to Time
Warner's jumor prionty capual interest, which represents Cumulanve Prionty Capual of 3.6 billion a
December 31, 1995, While the TWE pannership agreement contemplates the reinvestment of significant
partnership cash flows 1n the form of capial expenditures and otherwise provides for ceran other restnclions
that are expected to himit cash distributions on partnership interests for the foreseeable future. Time Warner's
$14 tillion senor prionty capital interest and. to the exient not previously distributed. pannership income
allocated thereto (based on an 8% annual rate of rewm) is required to be distnbuted to Time Warner in three
annual mstallments beginning on July |, 1997, In 1995, Time Wamer received a $366 million cash distnbution
from TWE represenung the pnonty capital retumn anocated to 118 senior pnonty capital interest through June 30,
149495

Credit Agreemeni Refinancings

In connection with the Cable Transactions, TWI Cable, TWE and the TWE-Advance/Newhouse Pantnership
executed a five-year revolving credit facility in June 1995. The New Credit Agreement enabled such entities to
refinance certain indebtedness assumed in the Cable Transactions. to refinance TWE's indebtedness undet a pre-
existing hank credit agreement and 1o finance the ongoing working capital, capital expenditure and other
corporate needs of each bormower

The New Credit Agreement permits borrowings in an aggregate amount of up fo 58.3 illion, with no
scheduled reductions in credit availability prior to matunty. Borrowings are limited to $4 hillion in the case of
TWI Cable. S5 billion in the case of the TWE-Advance/Newhouse Partnership and $8.3 billion in the case of
I'WE. subject 1n cach case to certain limitations and adjustments. Such borrowings bear interest at specific rates
for cach of the three borrowers, generally equal to LIBOR plus a margin initially ranging from 50 to 875 basis
points, which margin will vary based on the credil raung or financial leverage of the applicable borrower.
Unused credit is available for general business purposes and to support any commercial paper borrowings. Each
borrower 1s required to pay a commitment fee initially ranging from 2% 1o 35% per annum on the unused
portion of its commitment. TW] Cable may also be required to pay an annual facility fee equal to AB75% of the
entire amount of its commitment, depending on the level of its financial leverage in any given year The New
Credit Agreement contains centain covenants for each borrower relating 10, 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 1o their respective partners or affiliales

In July 1995. TWI Cable borrowed approimately $1.2 billion under the New Credit Agrecment 1o
rehinance certan indebtedness assumed or incurted in the acquisition of KBLCOM. and TWE borowed
approuimately $2.6 billion to repay and termunate its pre-existing bank credit agreement An additonal 51.5
billion was borrowed by TWI Cable under the New Credit Agreement in January 1996 1o refinance ceran
indebtedness assumed or incurred in the acquisiton of CV1 and related companies

Public Debt Refinancings

In 1995 and early 1996, Time Wamer refinanced approximatcly $4 billion of it public debr. thereby
increasing its financial flexibility through lowening interest rates, extending debt matuntics and climinaung
potential dilution from the conversion of its 8.75% Convertible Debentures into 46.6 million shares of common
stock. Tne outstanding 8.75% Convertible Debentures were redeemed in two tranches: 51 bilhon principal
amount 1n September 1995 for $1.06 billion (including redemption premiums and accrued interest) and the
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remaining $1.2 billion principal amount in February 1996 for $1.28 billion (including redemphion premiums and
accrued interest). The September 1995 redemption was financed with proceeds from a 3500 million 1ssuance of
7.75% ten-year notes in June 1995, proceeds from a $374 mullion 1ssuance of the PERCS 1n August 1995 and
available cash and equivalents. The February 1996 redemption was financer! with proceeds from a 3575 mullon
issuance of the Preferred Trust Secunties in December 1995 and proceeds from a $750 million issuance of
certain debentures in January 1996, In connection therewith, Time Wamer recognized an extraordinary loss of
$26 million in February 1996,

In August 1995, Time Warner redeemed all of its $1.8 billion pnncipal amount of outstanding Reset Notes
in exchange for new securities, consisting of approximately $454 million aggregate pnncipal amount of Floaung
Rate Notes due August 15, 2000, approximately 3272 million aggregate principal amount of 7975% Notes due
August 15, 2004, approximately $545 million aggregate principal amount of B.11% Debentures due August 15
2006, and approximately $545 million aggregate principal amount of 8.18% Debentures due August 15 2007

Asset Sales

As pant of a continuing stralegy 10 enhance the financial position and credit statisuics of Time Warner and
the Entertainment Group, an assel sales program was initiated in 1995, Including the sale of 515 of TWI
interest in Six Flags in June 1995, the sale of an interest in QVC, Inc. i February 1995, the sale or expeciod
sale of certain unclustered cable systems and the proceeds raised from the monetization of Time Wamer's
investment in Hasbro in August 1995, Time Warner and the Entertainment Group on a combined basis have
completed or entered into transactions that raised approximately $1.6 billion for debt reduction. all of which
were completed in 1995 except for cemain transactions aggregaung approximatcly $170 million which are
expected 1o close in 1996,

Credis Statistics

The combination of asset sales and debt refinancings is intended to strengthen the financial posiuen of
Time Wamer and the Entertainment Group and, when taken together with EBITDA growth, is expected to
continue the improvement of Time Wamner's overall credit statistics. These credit statistics consist of commanly-
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 (“Adjusied EBITDA™)
The coverage ratio represents the ratio of Adjusted EBITDA 1o total interest expense and/or preferred dividends
Those ratios. on a pro forma basis for 1995 and on an historical basis for 1994 and 1993, are as set forth below
for each of Time Wamer and Time Wamer and the Entertainment Group combined. Certain raung agencics and
other credit analysts place more emphasis on the combined ratios while others place more emphasis on the Time

Warner stand-alone ratios. [t should be understood, howsever, that the assets of the Entertainment Group are not

freely available to fund the cash needs of Time Warner.
Poa: Harms Historica!

1995a) 1994 199
Time Warner:
Net debt/Adjusted EBITDA ... .. B = WAL, T B3x Yl
Adjusted EBITDA/nterest (). ... oo e 1.6x b4x  13s
Adjusted EBITDA/Interest and preferred dividends (bWc) ... ... 1.3x ld4x 1 2x
Time Warner and Entertainment Group combined:
Net debt/Adjusted EBITDA . ... e L S ks ST 4.7x 53x S
Adjusted EBITDA/Interest (by. .. e i 24 Lia L
Adjusted EBITDA/Interest and preferred dividends (bic) S 2.1x 21 19

(footnotes on next page)
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND AMALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

(foatnores from previows page)

13 Fro forma ratios for 1993 give effect 1o the Cable Tramacuons. the MOCHU/ Toshiba Tramsacuon, the Dett Refinancings. the Sin Flags
Tranusction and the Unclustered Cablke Transacuon. and with respect 1o Time Wamer and the Entenainment Group combined only, the
consolidation of Paragon, as if easch of wch wamnactons oucurted ot the beginming of 1993 Although not reflecied therein, the THS
Tramacuon 14 ot expecied 1o ugnificamly affect the pro forma ratios presented above. Histoncal ratioa for 1995 ar: -of meaninglul
and have not been presented because they reflect the operating revuln of scquired or diposed cntites for only 8 portion of the year in
companion 1o year-end net debt levels

by Exclodes imerest of $28 mallion i 1999 and $12 mulbon in 1994 which was pasd 10 TWE in connection with borrowings wnder Time
Warnet 1+ $400 mullion credit agreement with TWE

f¢1 Inchdes preferred dividendh of $11 mallon in 1995 1n connection with (mpany -oblipated mandaion]y redeemabic prefermed wecunie
of subudiznes and on a pro forma baus. sn wcremental $591 mulhon of prefemed davidends relased 1o the preferred siock ovwued i the
Cable Transacuons and the ITOCHU/ Tostba Transacuon

Cash Flows

Dunng 1995, Time Warner's cash provided by operations amounted 10 $1.051 billion and reflected $1.256
billion of EBITDA from its Publishing, Music and Cable businesses. $1.063 billion of net distnbutions from
TWE and $35 million from the securitzation of recewvables. less $659 million of interest payments, $278
million of income taxes. $74 million of corporate expenses and $292 million related 1o an increase in other
working capital requirements. balance sheet accounts and noncash items. Cash provided by operanons of $473
million in 1994 reflected $1.150 billion of EBITDA from the Publishing and Music businesses, $120 mulhon of
net distributions from TWE. $179 million from the securitization of receivables. less $539 million of interest
payments, $339 mullion of income taxes. $76 mullion of corporate expenses and $22 mullion related 10 an
increase in other working capital requirements, balance sheet accounts and noncash items.

Cash used by investng activines, excluding investment proceeds, increased 10 $647 mallion i 1995,
compared 1o $351 million in 1994, pnncipally as a result of hgher investment spending by Time Wamer s
business segments. As a resull of management's asset sales program, imvestment proceeds increased to 5376
million in 1995, compared to $118 milhion in 1994,

Cash provided by financing activities was $123 million in 1995, compared to cash used by financing
activities of $158 million in 1994, principally as a result of the receipt of proceeds from the issuance of the
Preferred Trust Secunties in December 1995, offset in pant by the use of available cash and equivalents 1o
redeem a portion of the 8.75% Convertible Debentures m September 1995 In additon, cash dividends pad
increased to $171 mullion i 1995, compared 1o $142 million in 1994

The assets and cash flows of TWE are resinicted by the TWE partnership agreement and are unavailable to
Time Wamer except through the payment of cenain fees, reimbursements, cash distnbutions and loans, which
are subject 1o limitations. Under the New Credit Agreement, TWE and TWI Cable are permitted o incur
additional indebtedness to make loans, advances, distnbutions and other cash payments to Time Wamner, subject
to their respective compliance with the cash flow coverage and leverage ratio covenants contained therein

Management believes that Time Warner's operating cash flow, cash and marketable secunties and additional
borrowing capacity are sufficient to fund s capital and liquidity needs for the foresecable future without
dstnbutions and loans from TWE above those permitted by existing agreements
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TIME WARNER INC.
MANAGEMENT'S DISCUSSION AND ANALYSI®
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —i Continued)

Entertainment Group

1995 Financial Condition

The financial condition of the Entertunment Group. prncipally TWE. at December 31. 1995 was affected
by the formation of the TWE-Advance/Newhouse Partnership. the S Flags Transaction and the consolidation
of Paragon. The Entertainment Group had $6.2 billion of debt, $1.4 billion of Time Wamer General Partners
senior pnionty capital and $6.6 hillion of partners’ capital (net of the $169 mullion uncollected portion of the
note receivable from U § WEST) at December 31, 1995, compared to £7 2 billion of debt. $1 7 billion of Tume
Warner General Partners’ senior prcaty capital and $6.5 . llion of pariners” capital at December 31, 1994 The
$1 billion reduction in debt resulted pnncipally from tiie Six Flags Transacuon, In addivion. principally as o
tesult of the payment of aver $1 billion of distnbutions 1o Time Warner in 1995, cash and equivalents decreased
to $209 million at December 31, 1995, compared to Si.1 billion at December 11, 1994, revocing the dett-net-
of-cash amounts for the Entertainment Group o %6 billion and $6.1 tillion, respectively

Credit Statistics

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

Pro Forma __.,“E."‘i-.

1995 m) 1794 1993

Net debuAdjusted EBITDA | EN1 150 33
Adjusted EBITDA/Interest 18 In A

(3 Pro forma ranos for 1995 goe effect 1o the formation of the TWE: Advance/Newhouse Panneruhup, the refinancing of approvimarely
§26 a'bon of pre-esisting bank debe, the consolidation of Paragon. the Six Flags Transaction and the Unclhustered Cable Tramuacnions
23 if each of such tramactions had occurred ol the beginning of 1994 Higoncal ratos lor 1993 are not mesrmngful 2nd have o beer
presented because they refleci the operaning resubis of acquired of dispowed entibes for only & paetion of the year (n COMPANWM 0 year
emd net debt levels

Such ratios may be adversely affected upon the transfer of cenain of Time Wamer's newly-acquired cable
systems to the TWE-Advance/Newhouse Partnership. which. if completed. is expected to be structured so that
the systems will be transferred subject o a portion of Time Wamer's debt. thereby reducing the financial
leverage of Time Warner and increasing the under-leveraged capitahzation of the TWE Advance/Newhouse
Partnership and consequently. TWE

Cash Flows

In 1995, the Entertainment Group's cash provided by operations amounted 1o $1.495 billion and reflected
$2.052 billion of EBITDA from the Filmed Entertainment. Six Flags Theme Parks, Broadcasung-The WB
Network. Programming-HBO and Cable bustnesses and $159 million related to a reduction in working capital
requirements, other balance sheet accounts and noncash ilems. less $577 mullion of interest payments, 5758
million of income taxes and $64 million of corporate eapenses Cash provided by operanons of §1 341 hlbon n
1994 reflected $1.811 billion of business scgment EBITDA and $180 milhion related o a reduction in working
capital reawrements, other balance sheet accounts and noncash items, less $521 million of interest paymenis,
569 mllion of income taxes and $60 mullion of corporalc expenscs.
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Cash used by investing activities decreased to $750 million 1n 1995, compared to $1.770 billion 1n 1994,
poncipally as a result of a $1.1 billion increase in ivesiment proceeds celating 1o management’s asset sales
program  Capital expenditures increased to 516353 billion i 1995, compared to $1.233 hillion n 1994,
pancipally as a result of higher capital spending by the Cable Division

Cash used by financing activities was $1.607 billion 1n 1995, compared 1o cash provided by nnancing
sctivities of $162 million in 1994, principally as a result of an approximate $1 billion reduction in debt in 1995
and a $943 million increase in distnbutions pad to Time Warmer, offset in pant by a $368 mulhion increase in
collections on the note receivable from U S WEST that wer= used to parially finance the capital spending
requirements of the Cable Division,

Management believes that TWE's operaung cash flow, cash and equivalents., collections on the LI 5 WEST
Note and additional borrowing capacity are sufficient 1o fund s capital and hiquidity needs for the foresecable
fulure

Cable Capital Spending

Since the beginning of 1994, Time Warner Cable has been engaged in a plan to upgrade the technological
capability and reliability of its cable television systems and develop new services. which it believes will position
the business for sustained, long-term growth. Capital spending by Time Wamer Cable. including the cable
operations of both Time Wamer and TWE. amounted 10 $1.349 billion in 1995, compared to $778 million n
1994, and was financed in pan through collections on the note receivable from U S WEST of 5602 million 1
199 and $234 million in 1994 Cable capital spending for 1994 is budgeted to be approximatc. $1.6 billion
and 15 expected 1o be funded pnincipally by cable operaung cash flow and $169 million of collections on the
remaiming portior of the note receivable from U S WEST. In excharge for centain flexibility in establishing
cable rate pncing structures for regulated scrvices that went into effect on January 1, 1996 and consistent with
Time Wamer Cable's long-term strategic plan. Time Warner Cable has agreed with the FCC to invest a total of
4 tillion 1n capital costs in connecuon with the upgrade of its cable infrastructure, which is expected to be
substanually completed over the next five vears. The agreement with the FCC covers all of the cable operations
of Time Warner Cable. including the owned or managed cable television systems of Time Wamer, TWE and the
TWE-Advance/Newhouse Partnership. Management expects to continue 1o finance such level of investment
pancipally through the growth in cable operaung cash flow denved from increases in subscribers and cable
rates. borrowings under the New Credit Agreement and the development of new revenue streams from expanded
programmung options, high speed data transmission, elephony and other services.

Off-Ealance Sheet Assets

As discussed below, Time Warner believes that the value of cemain off-balance sheet assets should be
constdered, along wiih other factors discussed elsewhere herein, in evaluatng the Company's financial condition
and prospects for future results of operations. including ns ability to fund its capital and liquidity needs

Intangible Assels

As a creator and distributor of branded informauion and ententainment copynghts. Time Wamner and the
Entertainment Group have a significant amount of internally-generated intangible assets whose value is not fully
teflected 1n their respective consolidated balance sheets. Such intangible assets vxtend actoss Time Wamer's
principal business interests, but are best exemplified by Time Warner's collection of copynghted music product.
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Its 1nterests in Warner Bros.” and HBO's copyrighted film and television product libranes. and the creation or
extension of brands, as in the case of Time Inc.'s new magazine titles or The WB Network. Cenerally accepted
accountng pnnciples do not recognize the value of such assets, except al the time they may be acquired in a
business combination accounted for by the purchase method of accounting.

Because Time Warner owns the copyrights to such creauve matenal. it continually generales fevenue
through the sale of such products across different media and in new and existing markets. The value of film and
television-related copyrighted product and trademarks is continually realized by the licensing of films and
television senes 1o secondary markets and the licensing of trademarks, such as the Looney Tunes characters and
Batman, 1o the retail industry and other markets. In addition. technological advances, such as the introduction of
the compact disc and home videocassette in the 1980°s and potentally the digital versaule disc in the future,
have historically generated significant revenue opportunities through the repackaging and sale of such
copynghted products under the new technological format. Accordingly, such intangible assets have sigmificant
off-balance sheet asset value that is not fully reflected in the consolidated balance sheets of Time Wamer or the
Enternainment Group.

Warner Bros. Backlog

Warner Bros.” backlog, representing the amount of future revenue not yet recorded from cash contracts for
the hicensing of theatncal and television product for pay cable, network, basic cable and syndicated television
exhibition, amounted to $1.056 billion at December 31. 1995, compared to $852 mullion at December 31,1994
{including amounts relating to HBO of $175 million at each date). Because such contracts are for the licensing
of theatrical and television product which have already been produced. the recognition of revenue 15 principally
only dependent upon the commencement of the availability period for telecast under the terms of the related
licensing agreement. In addition. cash licensing fees are collected penodically over the term of the related
licensing agreements. Accordingly. the portion of backlog for which cash advances have not already been
received has significant off-balance sheet asset value as a source of future funding. The backlog excludes
advertising barter contracts, which are also expected to result in the future realization of cash through the sale of
adverising spots receved under such contracts,

Interest Rate and Foreign Currency Risk Management

Interest Rate Swap Contracts

Time Warner uses interest rate swap contracts to adjust the proportion of total debt that is subject 1o
vanable and fixed interest rates. At December 31, 1995, Time Warner had interest rale swap contracls o pay
floating -rates of interest (average six-month LIBOR rate of 5.9%) and recewve fixed-rates of interest (average
rate of 54%) on S2.6 billion notional amount of indebtedness, which resulted in approximately 43% of Time
Warnet's underlving debt, and 41% of the debt of Time Wamer and the Entertainment Group combined. being
subject to vanable interest rates. The notional amount of outstanding contracts at December 31, 1995 by year of
matunty. along with the related average fixed-rates of interest to be received and the average floaung-rates of
interest to be paid. are as follows: 1996-$300 million (receive—4.6%. pay-3.9%). 1998-5700 million (recesve-
5 5%, pay-5.8%). 1999-512 billion (recewve-5.5%: pay-5.9%): and 2000-$400 mullion (receive-5.5%, pay-
£ 9%, Al December 31, 1994, Time Warner had interest rate swap contracts on $2.9 billion notional amount of
indebiedness
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Based on the level of interest rates prevailing at December 31, 1995, the fair value of Time Warmer's fixed:
rate debt exceeded its carrying value by $407 mullion and it would have cost 39 mullion to erminate the related
interest rate swap contracts, which combined 15 the equivalent of an unrealized loss of $416 mullion. Mased on
Time Warner's fined-rate debt and related interest rate swap contracts outstanding at December 31, 1995, cach
25 hasis point mcrease of decrease in the level of interest rates prevailing at December 31. 1995 would result in
4+ net reduction of increase in the combined unrealized loss of approximately $185 mullion. respecuvely.
including respective costs or savings of 516 million to terminate the related interest rate swap contracts. Based
on the level of interest rates prevailing at December 31, 1994, the fair value of Time Wamer's fixed-rate debt
was 5577 million less than its carrying value and 1t would have cost $236 million 1o termunate 1ts interest rate
swap contracts. which combined was the equivalent of an unrcalized gamn of $336 million. Unrealized gains or
losses on debl of interest rate swap contracts are not recognized unless the debt 13 retured or the contracts are
terminated prior o their maturity.

Although changes in the unrealized gains or losses on interest rale swap contracts and debt do not result 1n
the realization or expenditure of cash unless the contracts are terminated of the debt 15 retred, cach 25 basis
point increase or decrease in the level of interest rates related 1o Time Wamer's vanable-rate debt and nteres!
rate swap contracts would respectively increase or decrease Time Warner's annual interest expense and related
cash payments by approximately $12 million. including 87 mallion related to interest rate Swap COMIACts.

Foreign Exchange Contracls

Time Warner uses foreign exchange contracts pnmanly to hedge the nisk that unrermitted or future Toyaltics
and license fees owed to Time Wamer or TWE domestic companies for the sale of antcipated sale of US.
copynghted products abroad may be adversely affected by changes in foreign currencCy exchange rates. As part
of 11s overall strategy to manage the level of exposure Lo the nsk of foreign currency exchange rate fluctuations.
Time Warmer hedges a poruon of its and TWE's combined foreign currency exposures anucipaied over the
ensuing twelve month period. At December 31, 1995. Time Warner has effecuvely hedged approximately half of
the combined estimated foreign cumency expeosures that pancipally relate to anticipated cash flows to be
remutted 1o the 'S over the ensuing twelve month penod. using foreign exchange contracts that generally have
maturities of three months or less, which are generally rolled over to provide continuing coverage throughout the
vear Time Warner often closes forcign exchange sale contracts by purchasing an offseting purchase contract. Al
December 31, 1995, Time Warner had contracts for the sale of $504 mallion and the purchase of $140 million of
forergn currencies at fined rates, pnmanly 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 al December 31, 1994

Unrealized gains or losses related to foreign exchange contracts are recorded 1n income as the market value
of such contracts change, accordingly, the carrying value of foreign exchange cONLracts approsimales market
value The carrving value of foreign exchange contracts was not matenal at December 31, 1995 and 1994, No
cash 15 required to be received or paid with respect 1o the reahzation of such gains and losses unul the related
foreign exchange contracts are settled. generally at their respective maiurity dates. In 1995 and 1994, Time
Warner had $20 million and $33 million, respectively, and TWE had S11 million and $20 million, respectively,
of net losses on foreign exchange contracts, which were or are expected 10 be offsel by corresponding ncreases
i the dollar value of foretgn currency royaltes and license fee payments that have been of are anticipated to be
recened in cash from the sale of U.S. copynghted products abroad. Time Warner reimburses of is reimbursed by
TWE for contract gains and losses related 10 TWE's foreign currency exposure Foreign curmency contracts are
placed with o number of major financial institutions in order to anmmize credit nsk.
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Based on the foreign exchange contracts outstanding 2t December 31, 1995, each 3% devaluation of the
'S dollar as compared 1o the ievel of foreign exchange rates for currencies under contract at December 11
1995 would result 1o approximately $25 mullion of unrealized losses and $7 mulhion of unrealized gans on
foreign exchange contracts smvolving foreign cumency sales and purchases. respectvely Comenely, 2 5%
appreciation of the US. dollar would result in $25 mullion of unrealized gans and 57 mullion of unrealized
losses. respectively. At December 31. 1995, none of Time Wamner's foreign exchange purchase contracts relates
to TWE's foreign currency exposure. However, with regard to the $25 mullion of unrealized losses or gains on
foreign exchange sale contracts, Time Wamer would be reimbursed by TWE. or would reimburse TWE
respectively. for approuimately $6 mullion related o TWE's foreign cumrency exposure Consistent with the
nature of the economic hedge provided by such foreign exchange contracts, such unrealized gamns or losses
would be offset by comesponding decreases of increases. respectively. i the dollar value of future foreign
currency royalty and license fee payments that would be recerved in cash within the ensuing twelve month
period from the sale of U.S. copynghted products abroad
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TIME WARNER INC,
CONSOLIDATED BALANCE SHEET
December 31,

{millions, except per share amounts)

1995 15954
ASSETS
Current assets
Cash and equivalents air ) § B2 $ 252
Receivables, lew allowances of i?lﬁ and !TM iy 1,755 1439
Invesntones B A P RN, . ERE] 170
Prepand capenses diTh s Fidadiie=a i i K4 T8
Total curmenl assels o P 3,730 2817
Cash and equwvalents segregated for redempuion of long-erm debt . 57 -
Investments in and amounts due 10 and from Emerminment Group . i 1734 5,350
(rher imvestments i Ty 29 1553
Land and buildings i : 451 a5
Cable televishon equipment , il i
Furmature, Gatures and other equipment b bl
1,948 1410
Lens accumulated depreciation (69 16371
Property, plant and equipment 1L.1e 751
Musie catalogues, contracts and copynghis 1,140 1.207
Cable television franchises & 1 & -
Gl . S 4213 4630
Orther assets - Sl i
Total assets y 432132 $16716
LIABILITIES AND SHAREHOLDERS® EQUITY
Current liabilities
Accounts payable § a7 L
Royalues payvablc . 745 ]
et due within one year M 115
Other current babalitics 1 266 1.218
Total current hablities . : ) 1m7 2972
Long-term debt 9.907 LB L1
Deferred incoime tanes 1aX 1700
Uncamed poruen of pad wbﬁmp-(m 52 ] .31
Other hatnhibes . 08 42
Company -obhgated rrund.nnnig redeemable prefermed secunues of mmm
holding solely subordinated notes and debentures of the Company 1a) iy -
Shareholders” equity
Preferred stock. $1 par value, 230 mullion shares authonzed. 19 7 milhon ard @40 thowsand shatcs
outstanding. 52 %44 billion and $140 milbon hguidauon preference L !
Common stock, $1 par value, 750 million shares authongzed, 387 7 million md JT‘J 3 milhon shares
putstanding 3 ; IR 7%
Padan capital . 5422 2588
Unrealized gams on certain mutruhic secunues e 130
Accumulated deficit (2289 _i1.950 S50
Tona) shareholders' eduity 667 1148
1al liabihities and shareholders’ equity . . 12,112 $16.716
P —

(b Includes $374 mullion of preferred secunies that are redeemable for cash or, at Time Wamer's option. approsmatcly 121 million
shares of Hashro, Inc common stock owned by Time Warnes (Note B)

S accompanyiig noORCy
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 31,

{millions, except per share amounts)

L. . S L

Revenues 1ai N 04T 37 Ve AR
{amt of pevenues (anhi 482 4.7 VTR0
Selling peneral and adminniratve akbi pa. ] 137 2210
Dperating capenies 7370 641 5.9
Hunneys scgmeni OpErEnng MCOMme L) 113 91
Equity in pretay income of Entertunment Growpia) 286 176 281
Interest and other. net tab - BT iT24) iTIE
Corporate expefies i3} (T4} 178 iTh
Income before (ncome Lawes . 2 L] L1
Income Laves i126 (1E 14
Liss before extraordinan em [ L1240 9 e
Eatraordinary b on reurement of debt net of 320 mullion and $37 ml' on

income tiv bemefi in 1995 and 1993, reipectvely l - 137
Net lusa ilEh) %1 [ §]
Pretered dividend requirements (131 i1 P18}
Met lovy apphicable w commaon shares . 218 Sl S 033N
Lams pet Conmimon shiare
Loss before extraordinary iiem . S 4 S 1IN B TH
Net e . o ) A AR, LB 1 $ LN § 090
Averape commaon shares i REEY TR 9 1747

141 In:ludes the Tollowing income lexpenses ) resuliing from transactom with the Entertunment Group and other relaied companies for the
vears ended Decemnber 31 1995, 1994 and 1993, respectively. revenues-3211 milhon $203 millon and 3170 million. cest of revenues.
& 108 mllion, %105 million and $(87) mulbon. selling. general and admunstrative- 546 mullion. 47 mullion and 539 million, equily in
pretar income of Entenanment Group-5(93) mulbon. 501201 milbon and 80114 million. iaerest and other, net-527) million, 313

mallion and $441 mullion, and corporate expensesr-364 milbon. $60 million and $&60 millwa

i Includes depreciation and amortization expense of 3 3%
Pl

WOE de CMPANY INE HaHEY

§ 407
s

£ 4
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TIME WARNER INT,
CONSOLIDATED STATEMENT O1' CASH FLOWS
Years Ended December 31,

(millions)
1994 1994 1993

OPERATIONS
Net lows 5 ooles § 1% b R
Adjustments {od noodauh and POnOPCTAlInG ICMA
Extraoedinary boss on retirement of debt 47 - L
One-time tan charge 12). - = i
Depreciation and amornizanon 440 FR N 474
Soncash intercsl cupense 176 ML H
Excess idehoiencys of distributions ever cquity in preta income of Entenainment Group 7 134 261
Egquuty in income of olther mmvesier companies. nel of distnbutions R 1.1 T --
Changes in operating assets and hatnlities

Recevables i 168} 147} iTh

Imentones 82 1384 20

Accounts payable and other labilitics oy 124 0w

Onher balance sheet changes 1 31 158} 1182
Cash provided by operations 1.051 _Aan b
INVESTING ACTIVITIES
Investments and acguiibions (381} 118T) 115
Capital eapendinares 268 LT {198y
Iavestment proceeds i ! 378 118 103
Cashi used by investing activibes rull (234 (2700
FINANCING ACTIVITIES
Bormowang .02} ELE 4714
Dbt repavments . 12,693 (L] (1599}
lssuance of Compans-obligated mandatonly redeemable preferred secunities of subnidianes 949 — -
Redemption of old Senes D preferred wini — - (1A%
[hwidends pasd i (142 (299
sk opton and dividend reipvestment plans 10 4 w2
Onher, poncipally RRancig cosia 1913 i8] (144
Cash provided (usedi by Anancing activities 123 1138} (729
INCREASE (DECREASE) IN CASH AND EQUIVALENTS 0l K2 (742)
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD 282 200 Wl
CASH AND EQUIVALENTS AT END OF PERIOD (b $ 1,183 $ 2 3y X

T _—= ==

(4t Reflects a $70 million wncrease 1n Time Warner's deferred income ks hatshity as 3 result of mew tan law enacied in |99}

b Includes current and poncurment cash and equivalents ar December 1], 194

See accnmpanving motes
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TIME WARNER INC.

CONSOLIDATED STATEMENT OF SHAREHOLDERS® EQUITY
(millions, except per share amounts}

BALANCE AT DECEMBER 11, 1992

et lons

Drvidends on COMMOn ﬂ-xt $.31 per mnr

Dividends on Senes B prefermed stock-39 28 per share

Drvidends on old Senes C and D preferred stock 10
dates of redemption of exchange ... ... .

Eachange of old Senes C preferred stock and
redernption of old Senes D preferred stock

Unrealiged paims on cemain markeuble equit)
imvestments 51 adoption of FAS 113

Shared pawed purivant o siock option and dividend
reinvestment plam '

(het

BALANCE AT DECEMBER 31, 199}

Met lioms '

Dinvidends on common un:h ll! p:r ah-l:l 1506 per
share per quaner effectve for the second quaner of
1994

[hvidends on Series B Fﬂmtd stk - !9"'! per vhare

Unrealized lowsres on cenain marketable equiry
iFvesuments

Shares ||mdmﬁummunﬁupmﬂmdm&m
reinvestment plans

Chhes

BALANCE AT DECEMBER 31, 1994

et loss

Dvidends on common |Iucl 5 3-:. per share

Dividends on Senes B preforred stock-56 W per thare

Dividends on new Senes C. D, G. H and | preferred
wock-§3 75 per share per year effective from the
respective dates of issuance . .. '

luuance of common and peeferred uc-:hmh:
KBLCOM and Summit acquisitions

Issuance of preferred stock in the I"F'DCHL’ﬂ'oi.h:b-l
Transaction

Unrealized lodses on cernain mam:uhle Equitty
HvEILments

Shares wsued pursuant to ﬂuck upl.ruh and dn-u.\:nj
resmveatment plans

et

BALANCE AT DECEMBER 31, 1995

See accompanying noles

Preferred  Common  Pald-In Urovalized  Accumulated
Stock Stock Capital Graling Dieficit Total
5139 1172 S8 6l 5 — 5 (% 48167
{221) (padi]
L] 1108)
4 iy (k]
{106) 1.1
(128) 16,240 M (B6T9)
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TIME WARNER INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Time Wamer Inc. (“Time Wamner™ of the “Company™) 1s the world's leading media company, whose
principal business objective is to create and distnbute branded information and entertunment copyrights
throughout the world. Time Wamer has interests n Lhree fundamental arcas of business: Enterainment,
consisting principally of interests in recorded music and music publishing. filmed entertainment, broadcasting,
theme parks and cable television programming, News and Information, consisung principally of interests in
magazine publishing, book publishing and direct markeung, and Telecommunications, consisting principally of
interests in cable television systems. Substanually all of Time Wamer's nterests in filmed entertainment,
broadcasting, theme parks. cable television prezramming and most of its cable television sysiems are held
through Time Warner Ententainment Company, LP (“TWE"), a partnership in which Time Wamer owns a
74.49% residual equity interest and cemain pnonty capital interests semor thereto. Time Wamer dres nol
consolidate TWE and certain related companies (the “Entertainment Group™) for financial reporting purposes
because of certain limited pannership approval nghts related to TWE's interest in certun cable television
systems

Each of the business interests within Entertainment. News and Information and Telecommunications i3
important 10 management’s objecuve of increasing shareholder value through the creation, extension and
distribution of recognizable brands and copyrights throughout the world. Such, brands and copyrights include (1)
copynghted music from many of the world’s leading recording arusts that 1s produced and distributt, by a
family of established record labels such as Wamer Bros. Records, the Atlantic and Elekira Entertainment Groups
and Warner Music International. (2) the unique and extensive film and television libranes of Wamer Bros. and
trademarks such as the Looney Tunes characters and Barman, (3) The WB Network, a new nanonal broadcasting
network launched in 1995 as an extension of the Wamer Bros brand and as an additional distribution outlet for
Warner Bros ~ collection of children cartoons and television programming. (4) Six Flags. the largest regional
theme park operator in the United States, n which TWE owns a 49% interest. (5) HBO and Cinemax, the
leading pay television services, (6) magazine franchises such as Time. People and Sports lllustrated and direct
marketing brands such as Time Life Inc. and Hook-of-the-Month Club and (7) Time Warner Cable, the second
largest operator of cable television systems in the U S

The operating results of Time Wamer's vanous business interests are presented herein as an indication of
financial performance (Note 13) Except for start-up losses incurred in an effont 1o create value in a branded
national broadcasting network, Time Wamner's pnincipal business interests gencrate significanl operating income
and cash flow from operations The cash flow from operations gencrated by such business inleresis is
significantly greater than their operating income due to significant amounts of noncash amomization of
intangible assets recognized in vanous acquisitions accounted for by the purchase method of accounting.
Noticash amoruization of intangible assets recorded by Time Warner's business interests, including the
unconsolidated business nterests of the Entertainment Group, amounted to 3822 million in 1995, $782 mullion
in 1994 and $768 million 1n 1993

Basis of Consolidation and
Accounting for Invesuments

The consolidated financial statements include 100% of the assets, liabilitics, revenues, CXPEnses. INCOMC,
loss and cash flows of Time Wamner and all companies 1n which Time Wamner has a controlling voting ipterest
(“subsidianes” ). as if Tune Warner and its subsidianies were a single company, Sigmificant intercompany
sccounts 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 co'rolling voting interest, are accounted for using the equity method. Under the equity
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

method, only Time Wamer's investment in and amounts due 10 and from the cquity invesiee are inciuded in the
consohidated balance sheet, only Time Wamer's share of the investee's carmings 15 included in he consolidated
operating results. and only the dividends. cash distnibutions. loans or other cash received from tne investee, less
any additonal cash investment. loan repayments or other cash paid fo the investee are included in the
consohdated cash fows

In accordance with Financial Accounung Standards Board (“FASB™) Statement No. 115, “Accounting For
Certamn Investments in Debt and Equity Secunties.” (“FAS 1157) wvestments in companies in which Time
Warner does not have the controlling interest or an ownership and voting interest so large as 1o exent significant
influence are accounted for al market value if the investments are publicly traded and there are no resale
restnctions, of at cost, if the sale of a publicly-traded investment is restricted or if the investment 1+ not publicly
traded Unrealized gains and losses on investments accounted for at market value are reponied net-of-tax in a
separate component of sharcholders’ equity until the investment 1s sold. at which time the realized gain or loss 1s
included in income. Dividends and other distributions of earmings from bc : market value and cost method
mvestments are included in income when declared

The effect of any changes in Time Wamer's ownership interests resulting from the 1ssuance of equity
capital by consolidated subsidianies or equity investees 1o unaffiliated parties is included in income

Foreign Currency

The financial position and operaung results of substantially all foreign operations are consolidated using the
local currency as the functional currency. Local currency assets and liabiliues are translated a1 the rates of
eachange on the balance sheet date. and local currency revenues and expenses are translated at average raies of
exchange dunng the period. Resulting translation gains o losses. which have not been matenial, are included in
accumulated deficit. Foreign currency transaction gains and losses. which have not been matenal, are ncluded in

operating results

Use of Estimates

The preparation of financial statements in conformuty with generally accepted accounung prnciples
requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and footnotes thereto, Actual results could differ from those estimates

Significant estimates inherent in the preparation of the accompanying consalidated financial statements
include management's. forecast of anucipated revenues from the sale of future and exisung music and
publishing-related products in order 1o evaluate the ultimate recoverability of accounts receivables and anist and
author advances recorded as assets in the consohidaed balance sheet. Accounls receivables and sales in the
music and publishing industries are subject (o custemers’ nghts o retum unsold nems  Management
penodically reviews such estimates and it 15 reasonably possible that management’s assessment of recoverability
of accounts recevables and individual arust and author advances may change based on actual results and other
factors

Hevenues and Costs
The uncamed portion of paid subscriptions 18 deferred until magazines are delivered to subscnibers. Upon
cach delivery, a proportonate share of the gross subscnption price is included in revenues

Inventories of magazines, books, cassettes and compact discs are stated at the lower of cost of catimated
realizable value Cost is determined using first-in. first-out; last-in, first-out; and average com methods. In
accordance with industry practice, cerain products (such as magazines. books. compact discs and casselles) are
wold 1o customers with the nght 1o return unsold items Revenues from such sales represent gross sales less a

F-25




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

provision for future returns. Returned goods included in inventory are vaiued at estimated realizable value but
not 1n excess of cost

A significant portion of cable system revenues are denved from subscriber fees, which are recorded as
revenue in the penod the service 13 provided.

Advertising

Advernsing costs are expensed upor the first exhibition of the adverusement. except for cenain durect-
response advertising, for which the costs are capntalized and amortized over the expected penod of future
benefits. Direct-response advertising principally consists of product promotional mailings, broadcast advertising,
catalogs and other promotional costs ncurred in the Company's direct-marketing businesses  Deferred
advertising costs are generally amortized over penods of up to three years subsequent to the promotonal evemt
using straight-line or accelerated meth. Js, with a sigmficant portion of such costs amortized in twelve months o
less. Deferred advertising costs for Time Wamer amounted to 5195 million and 5175 milhon @
December 31, 1995 and 1994, respectively. Advertising expense for Time Warner amounted 1o $1.045 bilhon in
1995, 8931 million n 1994 and $831 mallion i 1993,

Cash and Equivalents

Cash equivalents consist of commercial paper and other investments that are readily converuble into cash,
and have original 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 Secunties in December 1995, which were
segregated for the redemption of the 8.75% Convertible Debentures in February 1996 (Notes 6 and §)

Property, Plant and Equipment

Property, 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 strmight-line method
over useful lives ranging up to twenty-five vears for buildings and improvements and up o fifteen years for
furmiture, hxtures, cable television equipment and other equipment

In March 1995, the FASB 1ssued Statement of Financial Accounting Standards No. 121, “Accountng for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.” ("FAS 1217) effecuve for
fiscal years beginning after December 15, 1995 The new rules establish standards for the recognition and
measurement of impairment losses on long-lived assets and certain intangible asscts. Time Wamner expeiis that
the adoption of FAS 121 will not have a matenal effect on us financial statensnls.

Intangible Assets

As a creator and distributor of branded information and entertmnment copyrights, Time Wamer has a
significant and growing amount of intangible assets, including goodwill, cable television franchises and music
catalogues. contracts and copynghts. In accordance with generally accepted accounting pnnciples. Time Warner
does not recogmze the fair value of internally-generated intangible assets. Costs incurmed 1o creale and produce
copynghted 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 inventonable product costs However,
accounting TECOENINON iy NOL Ziven to any increasing asset value that may be associated with the collection of
the underlying copynghted matenal. Addinonally, costs incurred 1o create or extend brands, such as magarine
titles. generally result in losses over an extended development penod and are recognized as a reduction of
income as incurred, while any corresponding brand value created is not recognized as an intangible asset in the
consolidated halance sheet. On the other hand. intangible assels acquired in business combinations accounted for
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TIME WARNER INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—( Continued)

by the purchase method of accounting are capitalized and amortized over their expected useful life as a noncash
charge againa future results of operations Accordingly, the intangible assets reporied in the consolulated
balance sheet do not reflect the fair value of Time Warner's internally-generated intangible assets, but rather are
limited to intangible assets resuling from certain acquisitions in which the cost of the acquired companies
exceeded the fair value of their tangible assets at the tme of acquisition

Time Wamer amortizes goodwill uver penods up to forty years using the straight-ine method  Cable
television franchises. music catalogues, contracts and copynghts, and other intangible assets are amortized over
penods up to twenly years using the straight-line method. In 1995, 1994 and 1993, amortization ol goodwill
amounted to $175 million, $158 million and $148 million. respectively, amortization of music copynghts.
artists’ contracts and record catalogues amounted to $118 nillion. $115 million and 3113 million, respectively,
amortization of other intangible assets amounted 10 543 million. $31 mullion and $31 mullion, respectively. and
amortization of cable television franchises amounted 1o $42 million in 1995, Accumulated amortization of
intangible assets at December 31, 1995 and 1994 amounted to $1.845 billion and $1.505 bullion. respectively

Time Warner separately reviews the carrying value of acquired intangible assets for each acquired entity on
a quarterly basis to determine whether an impairment maj exist. Time Wamner considers relevant cash flow and
profitability information. including estimated future operaung results, trends and other available information, in
assessing whether the carrying value of intangible assets can be recovered Upon a determination that the
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 asscts would be considered impaired and will be reduced by a
charge to operations in the amount of the impairment. |mpairment 1s measured as any deficiency in esumated
undiscounted future cash flows of the acquired business 10 recover the carmying value related to the inangible
assels

Income Taxes

{ncome taxes are provided using the liability method prescnibed by FASB Statement No. 109, " Accounting
for Income Taxes.” Under the liability method, deferred income tases reflect tax carryforwards and the net tax
etfects of temporary differences between the carmying amount of assets and liabilites for financial statement and
wncome tax purposes, as determined under enacted tax laws and rates. The tinancial effect of changes in tax laws
of rates is accounted for in the penod of enactment.

Realization of the net operating loss and investment tax credit carryforwards, which were seguired in
acquisitions, are accounted for as a reduction of goodwill

The principal operauons of the Ententainment Group are conducied by pannerships Income lax expense
includes all income taxes related 1o Time Wamner's allocable share of partnership income and its equity in the
income tax expense of corporate subsidianes of the pannerships.

Stock Options

In accordance with Accounung Prnciples Board Opimion No. 25, “Accounting for Stock lssued to
Employees.” compensation cost for stock options 15 recognized in income based on the excess, if any, of the
quoted market price of the stock at the ,rant date of the award or othet measurement date over the amount an
employee must pay o acquire the siock The excrcise pnce for stock opuons granted to employees equals or
cxceeds the far market value of Time Wamer common stock at the date of grant. thereby resulting in o
recogmuon of cOMpEnsation expense by Time Wamner
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Loss Per Common Share

Loss per common share 15 based upon the net loss applicable to common shares alter preferred dividend
requirements and upon the weighted average of common shares outstanding duning the penod. The conversion
of securities convertible into common stock and the exercise of stock options were not assumed in the
calculations of loss per common share because the effect would have been anudilutive.

Reclassifications

Certain reclassifications have been made 10 the prior vears' hinancial statements 1o conform to the [99%
presentation.

2. ENTERTAINMENT GROUP

Time Wamer's investment in and amounts due to and from the Entertainment Group at December 3], 1995
and 1994 consist of the following

December 31,
1995 1984
{mukllions )

Investment in TWE .. ..... ... o ceeenn 56,179 55,284
Income tax and stock option related dxsml:uncms duc irum TWE F T Earsiins 122 423
Credit agreement debt due 10 TWE ... ... R (400 400
Other liabilwies due 1o TWE. pnncipally n:l.m:d 10 homc v:dm dumbuuo:: ; 1354 (266
Other receivables due from TWE . : ] S it: _ 76 -
Investment in and amounts due to and from TWE .. .. ...... ... . 5623 54|
Investment in other Enterntainment Group companies . . ... . : : 1t 309
Tl s swssseismmasdinini B AR N S TS S R BT $5.734  $5.350

TWE is a Delaware limited pannership that was capitalized on June 30, 1992 10 own and operate
substantially all of the Filmed Entertainment. Programmuing-HBO and Cable businesses previously owned by
subsidianes of Time Wamer. Certain Time Warner subsidianies are the general panners of TWE ("Tune Warner
General Partners” ). Time Wamer acquired the aggregate 11.22% limited partnershup interests previously held by
subsidianes of each of ITOCHU Corporation (“[TOCHU™) and Toshiba Corporation (“Toshiba™ ) in 1995 for an
aggregate cost of $1.36 billion. consisting of 15 million shares of convertible preferred stock (Senes G Preferred
Stock. Series H Preferred Stock and Series | Preferred Stock) and $10 million in cash (the "ITOCHU/Toshiba
Transaction™). The ITOCHU/Toshiba Transaction was accounted for by the purchase method of accounting for
business combinations.

After the ITOCHU/fToshiba Transaction, Time Wamer and certain of its wholly-owned subsidianics
collectively own 74.49% of the pro rata priority capital and residual equity interests in TWE, and certan
additional senior and junior prionty capital interests, The remaining 25.51% pro rata pnionty capital and residual
equity himited partnership interests are held by a subsidiary of U S WEST, [nc. (“U S WEST"). which acquured
such interests 1n 1993 for $1.532 billion of cash and a $1.021 billion 4.4% note (the “U § WEST Note™)

Each parner’s interest in TWE consists of the initial prionty capital and residual equity amounts thal were
assigned to that panner or its predecessor based on the esumated fair value of the net assets ~ach contnbuted to
the partnership, as adjusted for the fair value of certain assets distributed by TWE 10 the Time Wamer General
Pariners in 1993 which were not subsequently reacquired by TWE in 1995 ("Contnbuted Capital™). plus, with
respect to the prionty capital interests only. any undistributed priority capital return. The pnonty capital return
consist- of net partnership income allocated to date in accordance with the provisions of the TWE partnershup
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agreement and the nght to be allocated additional pannership income whuch, together with any previousis
allocated net partnership income, provides for the vanious prionty capital rates of retumn specihied i the table
below. The sum of Contnbuted Capital and the undistnbuted priunty capital return i reterred to as "Cumulative
Prionty Capital” Cumulauve Prionty Capital is not necessanly indicative of the tair value of the underlving
prionty capual interests pnncipally due to above-market rates of retum on cenan prnonty capital interests as
compared 1o securities of comparable credit risk and matunity, such as the 13.23% rate of retum on the junior
prionty capital inerest owned by subsidianes of Time Warner. Funthermore, the vlumate realizanion ot
Cumulative Prionty Capital could be affected by the fair value of TWE. which 15 subject 0 Huciuanon

A summary of the pnonty of Contnbuted Capatal, Time Wamner's ownership of Contnbuted Capual and
Cumulative Prionty Capital at December 31, 1995 and prionty capital rates of returm thereon is sct torth below

Priarity
Cumulative Capital
Contribuled Priorit Rates of T Owned by
Priority_of Contributed Capital Capital* u..-.I Retarm* Time Wamer
i billiors b 1% per snnum
m-pw-lﬂl
quarterly )
Senior prionty capial . . b e e SEE 514 Sla 8.00% L LRE ti
Pro rata priority capital o e 56 87 13 & T4 405
Junior prionty capital LA Y 29 4.6 11.25%! 00 005
Residual equity capital : e R i3 33n - T4.49%

(2} Excludes parmenhip income of Joss allocated therets

(b1 Income allocations related to prionty capital rates of relum ae based on partnenship income after any special s allocatiom

e} Met of $346 million of partnership income distnbuted 1 1995 represesting the pronty capital retum thereon trough Jose W 1995

(d) 11.00% to the exent concurmently distnbuted

{e) 11.25% 1o the extent concurrently distnbuted

if an:lqmyclrul i oot entied to sisied pnonty raes of retum and, s such. ity Comulstive Pronn Capral 18 eqpual 10 its
Contnbuted Capital. However, in the case of certun events such as the hiquidation of disselution of TWE, resdual equity capital
entitled 10 any excess of the fair value of the net avets of TWE over the aggregate amount of Cumalatre Prionty Capual and special
tax allocations The resrdual equity Contnbuted Capial has prionty over the prioniy retums on jumod and pro f3a pronty capiial

Because Contnibuted Capital is based on the far value of the net assets that each panner contnbuied to the
partnership, the aggregate of such amounts 1s significantly higher than TWE's partners’ caputal as reflected in the
consolidated financial statememts. which 15 based on the histoncal cost of the contnbuted net assets. For
purposes of allocating partnership income or loss to the pariners, pannership income or loss 1s based on the far
value of the net assets contributed to the parmership and results in significantly less pannership incomc. of
results in partnership losses. in contrast to the net income reporied by TWE for financial statement purposes.
which 15 also based on the histoncal cost of contnbuted net assets.

Under the TWE partnership agreement. pantnership income, to the extent carmcd. is first allocated to the
pariners so that the economic burden of the income Lax consequences of partnership operations 15 bome as
though the partnership were taxed as a corporanon (“special L allocations™ ), then to the senior prionty, pro
rata priority and junior priority capital interests. in order of pnonty, at rates of reum ranging from 8% 10
13.25% per annum, and finally to the residual equity interests. Partnership losses generally are allocated first 1o
eliminate prior allocations of partnership income to. and then to reduce the Contnbuted Capital of. the residual
equity, junior prionty capital and pro rata prionty capital interests, in that order, then to reduce the Time Warner
General Partners’ senior priority 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 allocanons m a
particular accounting period. the nght 1o receive additional partnership income necessary to provide for the
varous prionty copital rates of setum s camed forward until satisfied out of future partnership income,
including any parinership income that may result from any licwidation or dissolution of TWE.
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The TWE pannership agreement provides, under cenain circumstan es. for the distribution of partnership
income allocated to the senior prionty capital owned by the Time Wamer General Pariners. Pursuant to such
provision. $366 million of partnership income was distnibuted to the Time Warner General Partners in 1995 The
semor prionty capital and, 1o the extent not previously distnbuted, pannership income allocated thereto 1
required to be distributed in three annual installments beginning on July 1. 1997 The junior prionty capual
owned by subsidianies of Time Wamer may be increased if cerain operating performance targets are achieved
over a five-year period ending on December 31, 1996 and a ten-year penod ending on December 31, 2001
Although satisfaction of the ten-vear operaung performance targer is indeterminable at this time. it 15 not
eaxpected that the five-year target will be atained.

TWE reported net income of $73 million, $161 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 coi..nbuted by the Time Warner General Partners at Time
Warnet s historical cost. The excess of the Time Wamer General Pariners’ inlerest in the net assets of TWE over
the net book value of their investment 1n TWE is being amoruzed to income over a twenty year penod

U S WEST has an option to obtain up to an additional 6.33% of pro rata pnionty capitai and residual equity
interests, depending on cable operating performance. The option is exercisable between January 1. 1999 and on
or about May 31, 2005 a1 a maximum exercise pnice of $1.25 billion 1© 51.8 billion, depending ui the year ol
exercise. Either U S WEST or TWE may elect that the exercise price be paud with partnership interests rather
than cash

Each Time Wamner General Partner has guaranteed a pro rata portion of approximately $6 billion of TWE's
debt and accrued interest at Decemnber 31, 1995, based on the relauve fair value of the net asscts cach Tune
Warner General Partner contributed to TWE. Such indebtedness is recourse to each Time Wamer General
Pantner 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 Partners include the equivalent of 29.6 million
common shares of Turner Broadcasting System, Inc., 12.1 million common shares of Hasbro, Inc., 43.7 mllion
common shares of Time Warner, and substantially all the assets of Time Wamner's music business. There are no
restrictions on the ability of the Time Wamner General Partner guarantors 1o transfer assets, other than TWE
assels, 1o parties that are notl guarantors.

Set Torth below 1s summanzed financial information of the Entertainment Group, which reflects the
consolidation by TWE of the TWE-Advance/Newhouse Partnership cficcuve as of Aprl |, 1995 (Note 4. the
deconsolidation of Six Flags Entertainment Corporation (“Six Flags™) effecuve as of June 23, 1995 and the
consolidation of Paragon Communications (“Paragon™) effecuve as of July 6. 1995.

TIME WARNER ENTERTAINMENT GROUP
Years Ended December 31,

1995 1994 1993
{millions |

Operating Statement Information

Revenues .. .......ociviiunss s $9.629 $B509 §75963
Deprecianon and amortization . . SraEeua : 1,060 959 K
Business segment operaung income o T S R R : 992 852 S
Interest and other, met . ......... ... Ry e e o5 539 6l St
Minonty interest ... ...... . . e _ . 133 - —
Income before imcome taxes 256 176 281
Income before extrnordinary item . . 170 136 217
Net income s i ST e - ; i 146 136 207
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Yean In:i_ql December .

1995 1994 1%}
il s 1 o
Cash Flow Information
Cash provided by operations = o 1498 LW S LT
Capnal expenditures . e i R (1.653) <1235 s
Investments and acquisiions . R (217 CINA ine
Investment procecds : ; R o 1120 1 %4
Loan 1o Time Wamer e - o — 400
Borrowings . .. . . v TR " 244 1.ix)] LTS
Debt repayments . , ; ciha T 11,596) 983y AT
Collections on note receivable from U 5 WEST . i 62 14 It
Capital contributions . : . AL .- . 1,532
Capital distnbutions ; Gy i1,063) 120 P 2
Increase (decrease) in cash and equivalents (B6H2) 207 | W)
December V.
Tiwt 1w
mbllsas)
Balance Sheet Information
Cash and equivalents ,......... e N S M9 5 0T
Total current assets . ... v R R e e W e - 2.9 3.571
Total assets .............o.0... : T A SO M B 18,960 18,947
Total curment Babilities ... . . .oio i i e e v 3230 st
Longd:rmd:bl i mea e - e e e B F el A (R i e s s 6,137 7,160
Minonty interests........ . s S e 126 -
Time Wamner General Partners’ senior pnority capital. consisting of $1.364 billion
Contnbuted Capital plus an undistnbuted prionty fretumn R |.426 I.6h 3
Partners’ capital, before deduction of the U § WiST Note . e 6745 7.262
USWEST Note. . ..o iivamsansn . aravsi ; it s 169 ™

The assets and cash flows of TWE are restricted by the TWE pannership and credit agreements and are
unavailable for use by the panners except through the payment of cenain fecs. reimbursements, cash
distributions and loans, which are subject 10 limitanons. A1 December 31, 1995 and 1994, the Time Warner
General Partners had recorded $122 million and $89 mullion. respectively, of stock option related distnbutions
due from TWE. based on closing prices of Time Wamer common stock of $37.875 and £35 125, respectively
Time Wamer is paid when the options are exercised. The Time Wamner General Pariners also receive tax-related
distributions from TWE. The pavmeni of such distributigns was previously subject 1o restnctions until July 19495
and is now made to the Time Wamer General Partners on a cument basis. At December 31. 1994, the Time
Warner General Partners had accrued 5334 million of tax-related distnbutions due from TWE. Dunng 1995, the
Time Wamer General Pariners received net distnbutions from TWE in the amount of $1.063 hillion, consisting
of $366 million of TWE partnership income allocated to the Time Warner General Partners’ senior prionty
capital imerest. $680 million of tax-related distnbutions and $17 million of stock opuon related distnbunons
During 1994 and 1993, the Time Wamer General Partners received net distnbutions from TWE in the amount of
$120 million and $20 million. respectively. consisting of $115 mullion of tax-related distnbutions and 35 milhon
of stock option related distnbutions w1994, and $20 mullion of stock option related distributions in 1993 In
addition 1o the tax. stock option and Time Warner General Partners’ senior prionty capital distnibutions, TWi
may make other distributions, generally depending on excess cash and credit agreement limitations The Time
Warner General Partners’ full share of such distributions may be deferred if the limited partners do not receive
cenain threshold amounts by certain dates
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On June 23, 1995, TWE sold 51% of its interest in Six Flags 1o an anvestment group led by Boston
Ventures for $204 million and received $640 million in additional proceeds ‘rom Six Flags, representing
pavment of certain intercompany indebtedness and licensing fees. As a result of the transaction, Sin Flags has
been deconsolidated and TWE's remaiming 49% interest in Siv Flags 1s accounted for under the equity method
of accounung. TWE reduced debt by approuimately $8350 mullion in connection with the transaction, and a
portion of the income on the transaction has been deferred by TWE pnncipally as a result of its guarantee of
certain third-panty, zero-coupon indebtedness of Six Flags due in 1999

In the normal course of conducting their businesses, Time Warner and its subsidianes and affiliates have
had varnous transactions with TWE and other Entenainment Group companies, generally on terms resulting
from a negouation between the affected units that in management's view results in reasonable allocations. [n
1995, TWE and centain subsidianes of Time Wamer entered into management services agreements. pursuant to
which TWE receives fees for the managememt of all cable television systems owned by Time Warner
Management fees paid to TWE in 1995 we e not matenal In addition, Time Warner provides TWE with cenain
corporate suppon services for which it received o fee i the amount of $64 mullion. $60 million and $60 mullion
in 1995, 1994 and 1993, respectively

1. TBS TRANSACTION

Time Wamer has entered into an Amended and Restated Agreement and Plan of Merger dated as of
Seprember 22, 1995 (the “Merger Agrecment” ), which provides for the merger of cach of Time Wamer and
Turner Broadcasting System, Inc. ("THS") with separate subsidianies of a holding company (“New Time
Warner” and collectively, the “TBS Transacuon™). In connection therewath, the 1ssued and outstanding shares of
cach class of the capital stock of Time Wamner wall be converted into shares of a substanually identical class of
capital stock of New Time Wamer. In addition. Time Wamer has agreed (o enter into cerain agreements and
related transactions with certain sharcholders of TBS, including R. E. Tumer and Libenty Media Corporauon
("LMC") The Merger Agreement and certain related agreements provide for the issuance by New Time Warner
of approamately 172.8 million shares of common stock, par value $.01 per share (including 50.6 mulhon shares
of a special class of non-redeemable common stock to be issued to LMC, the “LMC Class Common Stock™). in
exchange for the outstanding TBS caputal stock, the issuance of approximately 13 muilion stock options to
replace all outstanding TBS options and the assumpuon of TBS' indebtedness (which approx:mated $2.5 billion
at December 31, 1995). As part of the TBS Transaction, LMC will recewve an additional five million shares of
LMC Class Common Stock pursuant to a scparate option agreement which, together with the 50.6 mullion shares
received pursuant 1o the TBS Transaction, will be placed in a voung trust oOr. in ceman Circumstances,
exchanged for shares of another special class of non-voting, non-redeemable common stock of New Time
Warner The TBS Transaction will be accounted for by the purchase method of accounting for business
combinatons,

The TBS Transacuion is subject 1o customary closing conditions, including the approval of the sharcholders
of TBS and of Time Wamer, all necessary approvals of the Federal Communicatons Commssion and
appropnate antitrust approvals. There can be no assurance that all these approvals can be obtained or. in the case
of governmental approvals, if obtaned. will not be conditioned upon changes to the terms of the Merger
Agreement or Lhe related agreements

4. CABLE TRANSACTIONS

On Apnl 1, 1995, TWE formed a cable television joint venture with the Advance/Newhouse Pantnership
i Advance/Newhouse" ) w which Advance/Sewhouse and TWE contnbuted cable elevision systems dor
interests theremn) serving approximately 4.5 mullion subscribers, as well as cenain (oreign cable investments and
programnung investments that included Advance/Newhouse's 10% nterest in Primestar Panners. LP
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(“Primestar” ). TWE owns a two-thirds equity interest in the TVE-Advance/Newhouse Pantnenstip and 1 the
managing pariner.  TWE consolbidates the parnnership and the one-third equity interest owned by
Advance/Newhouse 13 reflected in TWE's consolidated financial statements as munonty mterest In accordance
with the partnership agreement, Advance/Newhouse can require TWE 1o purchase sty equity mierest for fau
market value at specified inervals following the death of both of 1s pnncipal sharcholders Begmming 10 the
third year, either partner can initiate a dissolunon i which TWE would recenve two-thirds  and
Advance/Newhouse would receive one-third of the partnership’s net assets. The assets coninbuted by TWE and
Advance/Newhouse to the pannership were recorded at their predecessor's historical cost No gain was
recognized by TWE upon the capitahzation of the partnership.

On May 2, 1995. Time Warner acquired Summit Communications Group. Ine. (“Summit™ ), which owned
cable television systems serving approximatcly 162,000 subscnbers. in exchange for the issuance ol
approximately 1.6 million shas=s of common stock and approxumately 3 3 million shares of a new convertible
preferred stock (“Senes € Preferred Stock”™) and the assumption of $140 million of indebiedness The
acquisition was accounted for by the purchase method of accountng for business comt nations, accordingly the
cost 1o acquire Summut of approximately 3351 million was allocated o the net assets acquired 10 proportion to
estimates of their respective fair values, as follows: cable television franchises-$372 mullion. poodwill-$136
million; other current and noncurrent assets-$144 million; long-term debt-$140 million: deferred income taxes
$166 million. and other curremt habiliues-35 million.

On July 6, 1995, Time Wamer acquired KBLCOM Incorporated ("KBLCOM™), which owned cable
television systems serving approximately 700,000 subscnbers and a $0% interest in Paragon, which owned cable
television systems serving an additonal 972,000 subscribers. The other 50% imterest in Paragon was already
owned by TWE. To scquire KBLCOM. Time Wamer issued | million shares of common stock and 11 mullion
shares of a new convertible preferred stock (“Senes D Preferred Stock™) and assumed or incurred approxmalely
$1.2 billion of indebtedness. The acquisition was accounted for by the purchase method of accounung for
business combinations: accordingly, the cost to acquire KBLCOM of approximately §1.033 bullion was allocated
to the net assets acquired in proportion to their respective fair values, as follows: investments-3950 million;
cable television franchises-51.366 billion; goodwill-$586 million. other cument and noncurrent assets-$28Y
million: long-term debt-$1.213 billion. deferred income taxes-$895 million; and other current liabilities-$50
million.

On January 4, 19%6, Time Wamer acquired Cablevision Indusines Corporation ("CWI") and related
companies that owned cable television systems serving approximately 1.3 million subscnbers. in exchange fof
the issuance of approximately 2.9 million shares of common stock and approximately 6.5 million shares of new
converuble preferred stock ("Senes E Preferred Stock™ and “Series F Preferred Stock™) and the assumpiion ot
incurrence of approximately $2 billion of indebtedness. The scquisition is not reflected in the sccompanying
consolidated financial statements. The acquisition will be accounted for by the purchase method of accountng
for business combinations, accordingly. the cost to acquire CVI1 and related companies of $904 mullion 15
expected to be preliminanly allocated to the net assels acquired tn proportion 1o estimates of their respective faur
values. as follows: cable television franchises-$2.390 billion; goodwill-$688 million. other current and
noncurrent assets-$481 million. long-term debt-81.766 billion, deferred income taxes-$731 million; and other
current and moncurrent liabilites-$158 million

The accompanying consohidated statement of operations includes the operating results of each busincss
from the respective closing date of cach transaction On a pro forma basis. giving effect o (1) all of the
aforementioned cable transactions. (i) the ITOCHU/Toshiba Transaction, (i) Time Wamer's and TWE's debt
refinancings and (iv) the sa'e of 51% of TWE's interest in Six Flags and the sale o expected sale or transfer of
certmn unclustered cable television systems owned by TWE. as if each of such transactions had occurred at the
beginning of the periods, Time Wamer would have reported for the years ended December 31, 1995 and 1994,
revenues of $8.742 billion and $8.217 billion, depreciation and amortization of $915 million and $906 mllion,
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operating income of $656 mullion and $653 million. equity 1n the pretax 13come of the Entenainment Groap of
$286 million and $205 million. a loss before extraordinary iem of $255 mullion and $266 mallion (8102 and
$1.07 per common share) and a net loss of $297 mullion and $266 million ($1.13 and $1.07 per common share ),

respectively, .

5. OTHER INVESTMENTS

Time Wamer's other investments consist of:
De.ember 3,

1992 1594
imillons |
Equity method investments'" . S1.B98 5 985
Market value method invesiments ] 175 435
Cost method investments .. . . . i 116 135
[, 1 B e R : LR e $LIB9 51,555
=

i1} Equity method imestments include Time Warner + investment in TBS which was camed a1 $541 million at December 31, 1993 Tirme
Warner has agreed o acquire the remanung inerest in TBS that it does not already own (Note )

Market value method investments include the fair value of 12,1 million shares of common stock of Hasbro,
Inc. (“Hasbro™). Notwithstanding the market value per share, such shares can be used, at Time Wamer's option.
1o fully satisfy either its obligations with respect to the zero coupun exchangeable notes due 2012 {Note 6) of
the Company-obligated mandatorily redeemable preferred securities of a subsidiary due 1997 (Note %1 Hecause
the issuance of the mandatorily redeemable preferred secunties provides Time Wamer with protection againsi
the nisk of depreciation of the market pnce o1 Hasbro common stock and the zero coupon exchangeable notes
lirut Time Warner's ability to sharc in the appreciation of the market price of Hasbro common stock. the
combination thereol has effectvely monctized Time Wamner's investment in Hasbro,

In addition to TWE and its equity investees, companies accounted for using the equity method include TBS
icurrently 19.6% owned). Cinamenca Theawes, LP (50% owned) and The Columbia House Company
pantnerships (50% owned) and other music joint ventures (generally S0% owned). A summary of combined
financial information as reported by the equity investees of Time Wamer is set forth below

Years Ended December 3,

1995 1994 1993
tmillions

Revenues. . . ooova... o . . . . 55,123 4444 53.363
Depreciauon and amortization p— e 219 182 140
Operaung income . ; 547 S84 450
Income before :mmrdlnun nems nnd mmul.uu.c cﬁ.’ccl of a ch.ungc in

accounuing principle oy i i TR : 188 281 it}
Net income (Joss) ...t civianrai e amea s K 188 2156 (135
Current assets . .. .. A — 2,272 2113 1.5886
Total assets ... ... e - 5.851 5194 4111
Current hiabilities . ; 1.318 1.136 755
Long-term debt : : jE20 37130 2.606
Towal Babilithes .. ccomereesiiiismmiins e i en o osians ' - 5.886 5423 3,992
Total sharcholders™ equity or p.'ll'lnﬂ‘i capital .. ..... i i15) (229) 119
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6. LONG-TERM DEBT

Long-term debt consists of

__ December 31
1994 1994
| millions )
Time Warner:
7.45% Notes due February 1, 1998 ... . ... s : § 0 8 500
7.95% Notes duc February 1. 2000 i AT R R . SO0 S0
Floating rate notes due August 15, 2000 i6.8% interest rate) . 454 -
Redeemable reset notes due August 15, 2002 (8.7% wield) i . — 1.719
7.975% Notes due August 15, 2004 e I m -
7.75% Notes due June 15, 2005.. ... e I 497 —
£.11% Debentures due August 15, 2006 . . .o e A 549 -
§.18% Debentures due August 15, 2007 ... ..o 548 -
Zero coupon exchangeable notes due December 17. 2012 (6.25% yield) 581 547
Zero coupon convertible notes due June 22, 2013 (5% yield), ... i 1,019 970
9.125% Debentures due January 15, 2013 .. ..o o 1.000 1,000
8.75% Convertible subordinated debentures due January 10, 2015 . TARF 1.226 222
B.75% Debentures due April 1. 2007 .. ... oiiiiiiiiiiiienin e 248 248
9.15% Debentures due February 1. 2023 .. ... e — - 1,000 1,000
Credit agreement debt due o TWE (6.8% and 6.7% intcrest rales) e — 400 400
Time Warner Cable Subsidiaries:
New Credit Agreement (6.8% interest raie) o i : i v 1.265 -
Summit 10.5% Debentures due Apnl 15, 2005 . . e - 140 -
Other .. .... G T R et e eem 1B T L LN P 115 129
T v T, o P P T LR S 10,307 9,239
Reclassification of debt duc to TWE 1o amounts duc to the Entertmnment Group . . (400) (400}
Total S : — $ 9907  $8.839
—_— e
Debt Helinancings

During 1995 and carly 1996, i1 response [0 favorable market conditions, Time Wamer refinanced
approximately $4 billion of its public debt and, in conjunction with the cable acquisiions entered into a new
credit agreement under which it refinanced approximately $2.7 billion of debt assumed 1n the acquisitions. as
more fully descnbed below.

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

The New Credit Agreement permmuits borrowings in an aggregate amount of up to $8.3 llhon. with no
scheduled reductions in credit availability prior to matunty. Borrowings are limited o $4 billion in the case of
W1 Cable. $5 billion in the case of the TWE-Advance/Newhouse Partnership and $8.3 billion in the casc of
TWE. subject in cach case to certain limitations and adjustments. Such bommowings bear interest al specific rates
for each of the three borrowers, generally equal to LIBOR plus a margin initially ranging from 50 to 87.5 basis
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points. which margin will vary based on the credit raung or financial leverage of the applicable borrower
Unused credit 15 available for general business purposes and 1o supporn any commercial paper borrowings. Each
borrower 1s required to pay a commutment fee initially ranging from 2% to 35% per annum on the unused
portion of its commitment. TWI Cable may also be required to pay an annual facility fee cqual to 1875% of the
entire amount of its commitment, depending on the level of its nnancial leverage i any given year The New
Credit Agreement contains ceriain covenants for cach bormower relating to, among other things, additional
indebtedness; liens on assets; cash flow coverage and leverage ratios. and loans, advances. distnbutions and
other cash payments or transfers of assets from the borrowers 1o thewr respective panners or affiliates. Pnncipally
as a result of such restrictions, restricted net assets of consolidated subsidianes of Time Wamer amounted w
approuimately $950 million at December 31, 1995

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

In August 1995, Time Warner redeemed all of its $1.8 hillion pancipal amount of outstanding Redeemable
Reset Notes due August 15, 2002 (the “Reset Notes”) in cxchange for new secunities, conssting ol
approumately $454 mullion aggregate pnncipal amount of Floaung Rate Notes duc Auvgust 15, 2000,
approximately $272 million aggregate principal amount of 7.975% Notes due August 15, 2004, approximately
$545 million aggregate principal amount of 8.11% Debentures duc August 15, 2006, and appromimately $545
million aggregate principal amount of B.18% Debentures due August 15, 2007

Through periodic redemptions, Time Warner has fully redeemed its $3.1 billion prncipal amount of B 75%
Comveruble Subordinated Debentures dae 2015 (the "8 75% Convertible Debentures™). which were issued in
Apnl 1993 1n exchange for the old Senes C preferred stock that was issued in Time Warner's 1989 acquisition
of Warner Communications Inc. (“WCI™) (Note 9). Time Wamner first redeemed $900 million pnncipal amount
of §.75% Convertible Debentures in July 1993, In September 1995, Time Warner redeemed approximately 31
billion principal amount of such debentures for $1.06 billion (including redemption premiums and accrued
interest) and, in February 1996, Time Warner redeemed the remaining $1.2 billion principal amount of 8.75%
Converuble Debentures for $1.28 billion tincluding redemption prermiums and accrued interest). The September
1995 redemption was financed with proceeds from a $500 mullion issuance of 7.75% ten-year notes in June
1995, proceeds from a $374 million 1ssuance of Company-obligated mandatorily redeemable preferred securitics
of a subsidiary 1n August 1995 and available cash and equivalents. The February 1996 redemption was financed
with proceeds raised from a $575 mullion 1ssuance of Company-obligated mandatonly redecmable preferred
secunities of a subsidiary in December 1995 and proceeds from a $750 mullion 1ssuance i January 1996 of (1)
£400 million principal amount of 6.85% thirty-year debentures, wnich are putable by the holders thereof in year
seven, (i1) $200 million principal amount of 8.3% forty-year discount debentures, which do not pay cash interesi
for the first twenty years, (iii) $166 million principal amount of 7.48% (welve-year debentures and (1v) £150
million pnncipal amount of 8.05% 1wenty-year dehentures. Sec Note 8 for a descnption of the mandatonly
redeemahle preferred secunties issued in connection with such redemptions,

An extraordinary loss of $57 million was incurred n 1993, principally in connection with the redemption
of $900 million of 8.75% Convertible Debentures and $529 mullion of WCT senior and subordinated debentures
An extraordinary loss of $42 million was recognized in 1995 in connecuon with the Scptember 1995 redemption
of the 8 75% Convertible Debentures and the write-off by TWE of deferred financing costs related to s former
bank credit agreement. In additon, Time Warner recognized an extraordinary loss of $26 million in February
1996 in connection with the redemption of the remuming outstanding poruon of the 875% Convertible
Debentures
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Zero Coupon Notes

Time Warner's zero coupon notes do not pay interest unul matunity. The zero coupon exchangeable notes
due December 17, 2012 are exchangeable at any time by the holders into an aggregate of 12,1 million shases o
common stock of Hasbro, Inc. ("Hasbro™) at the rate of 7,301 shares for each $1.000 principal amount ol notes,
subject 1o Time Warner's nght to pay in whole or in part with cash instead of Hasbro common stock  Tine
Warmer can clect to redeem the notes any time after December 17, 1997, and holders can elect 1o have the notes
redeemed prior thereto in the event of a change of conuol. at the 1ssue price plus accrued interest Holders also
can clect 10 have the notes redeemed at the issue price plus accrued interest on December 17, 1997, 2002 and
2007, subject to Time Warner's right to pay in whole or in part with Hasbro common stock instead of cash The
equivalent conversion price of Hasbro common stock at the first date of redemption is 334 41 per share, and will
be adjusted thereafter in proportion to changes in tie accrued onginal issue discount of each note. The 121
million shares of Hasbro common stock owned by Time Warner can be used by the Company, at its electuion. 1o
sansfy its obligations under such notes or its obligations under certun mandatonly redecmable prefered
securities of a subsidiary (Note 8) Unamoruzed onginal issue discount on the zero coupon exchangeable notes
due 2012 was $1.070 billion and S1 104 billion ar December 11, 1995 and 1994, respectively

The zero coupon convertible notes due June 22. 2013 are converuble at any tme by the holders into an
aggregate of 187 million shares of Time Wamer common stock at the rate of 7.759 shares for cach 106K}
pancipal amount of notes. Time Warner can elect to redeem the notes any time after June 22, 1998, and holders
can elect to have the notes redeemed prior thereto in the event of a change in control, at the 1ssue pnce plus
accrued interest. Holders also can elect to have the notes redeemed at the 1ssue pnice pius accrued interest on
June 22, 1998, 2003 and 2008, subject to Time Wamer's nght 1o pay i whole of in pant with Time Wames
common stock instead of cash. The equinvalent comversion pnce of Time Wamer common stock at the first date
of redemption is $61 44 per share, and will be adjusted thereafter 1n proportion to changes in the accrued
original 1ssue discount of each note. Unamortized onginal issue discount on the zefo coupon convertible notes
due 2013 was $1.396 billion and $1 445 hillion at December 31, 1995 and 1994, respectively

TWE-Related Obligations

Time Warner and TWE entered into a credit agreement 1n 1994 that allows Time Warner to borrow up to
$400 million from TWE through September 15, 2000 Outstanding borrowings from TWE bear interest at
LIBOR plus 1% per annum. Time Wamer borrowed $400 million in 1994 under the credit agreement. and used
the proceeds therefrom principally to repay centain of its notes at their matunty In addition. cach Time Warner
General Parner has guaranteed a pro rata portion of approuimately $6 billion of TWE's deb and accrued
interest at December 31, 1995, as more fully describad in Note 2

Interest Expense and Maturities

At December 31. 1995, Time Wamner had interest rate swap contracts to pay floaung-rates of interest and
receive fiaed-rates of interest on $2.6 billion notional amount of indebtedness. which resulied in approximately
43% of Time Wamer's underlying debt being subject to vanable interest rates (Note 12}

Interest expense amounted to $877 mullion in 1995, $769 mullion 1n 1994 and $698 million in 1993,
including $28 mullion in 1995 and $12 mullion in 1994 which was paid 1o TWE in connecties: with borrowings
under Tume Wamer's $400 million credit agreement with TWE. The weighted average interest rate on Time
Warner's total debt. including the effect of interest rate swap contracts, was 79% and Bl% m
December 31, 1995 and 1994, respectively
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Annual repayments of long-term debt for the five years subsequent to December 31, 1795 consist of $500
million due in 1998 and $2.219 billion due in 2000. Such repayments cxclude the aggrsgaie repurchase or
redempuion poces of $656 million in 1997 and $1.151 bilhion in 1998 relating to the zero coupon exchangeable
notes and zero coupon convertible notes, respectively, in the years in which the holders of such debt may firsi

exercise their redemption opuons.

7. INCOME TAXES

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

Domestic
FForeign PP

Total

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

Federal
Current'' e A B B e 1
DPeletred 2 . o iivig e e e e

Fuoreign
Current'!
Deferred .

State and Local
Current
Deterred

Tootal

Years Ended December 3.
1995 1994 1991
{ kbt )

200 S(TH MSTH

208 167 138
s 2 5 89 5 8l
2 — .

Years Ended [ecember 31,
1995 1994 1993

(45) i1l

T8 % 86
150} (33} 154

s 12 S$180 £245
= == == o=

(11 Incluges utilization of wx camyforwards of $101 mullich in 1995, $48 millon 1 15994 and 3136 mullion 16 1997 Eacludes current Ly
benehis of 39 mullon in 1995, 311 mullon i 19954 and $14 million i 1993 resulting (rom the exercise of sock optons and vesung of
restncted sock awards, which were credited directly o pasd-in-capual, and current s benefits of 33 mitlon 1994 and $6 million

1997 rewlting from the revrement of debe which redoced the extraordinary loses in such years

Includes §70 mullon wnuscal charge 18 1993 1o increase deferred tan habality for incfeass in L rase

(T1 Includer foreign withholding taaes of 3102 million o 1993, §74 mallion 1 1994 and 579 mullion in 1993
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The differences between income taxes expected at the US. federdl statutory income tax rate and income
taxes provided are as set forth below. The relationship between income before income taxes and income tax
expense is most affected by the amortizanon of goodwill and certaun other financial statement expenses that are
not deductibie for income tax purposes and by a 70 million charge in 1993 10 adjust the deferred income tax
liability for the increase in the U'S federal statutory rate from 34% 1o 35% enacted into law that year

Years Ended Decembser 11

1995 1984 1991

T Imillions) )
Taxes on income at US. federal statutory rate = P s 1 § 3l $§ 28
State and local taxes, net .. ... C e 1 et e e e i 1% i 21
Nondeductible goodwill amortization o . 100 a7 96
Other nondeductuble expenses L o o R 10 ] i1
Charge 10 increase deferred tax habilny for increase i tax rate . — — 70
Foreign income taxed at different rates. net of US. formgn tax credits 3 | 11
Other ! o . i6) 11 B
T oo r s Samalsy R e e S peawivisasaeessses B0 5180 % 34D

o= P~ = =

Significant components of Time Warner's net deferred tax liabilities arc as follows
December 11,

L
i ekl b )

Assets acquired in business combinations. ... ... . . 820963 $2.276
Depreciation and amortization ... rdty e - 9 619
Unrealized appreciauon of certain marketable secunues R . 81 91
Deferred tan habilities i R . ) ) 42603 1,446
Tax carryforwards L 2t
Acciued habalities 1 NP i 228 206
Receivable allowances and return reserves . - : 211 200
(ther : . y . . |08 Tty
Deferred tax asscis . i o B43 T46
Net deferred tax habilies. . ..o .00 ool L . 83420 $2.700

sy —

S income and foreagn withholding taxes have not been recorded on permanently reinvested camings of
foreign subsidianes aggregaung approximately $760 fullion at December 31, 1995. Determinanon of the
amount of unrecognized deferred US. income tax lLiability with respect to such earmings 15 not practicable [f
such carnings are repatriated. additional U S, income and foreign withholding taxes are substanually expected to
be offset by the accompanying foreign tax credns

'S federal tax carryforwards at December 31, 1995 consisted of $328 million of net operating losses.
$157 million of investment tax credits and $30 million of alternative minimum tax credits. The utlization of
centain carryforwards is subject to limitations under U.S. federal income tax laws Except for the alternative
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mimmum tax credis which do not expire, the other U5, federal tax carryforwards expire in varying amounts as
tollows for income t@ax reporling purposes

Carrylormards

Nel Iovestnment
nt:::u Tas

Credits

__l-ﬂhlll

19497 . ‘ P . - . s — s 2
| Gl ; ; . — 7
1999 P N e ; v I4 19
20000 N A AT : PPRAPRT - 25
Thereafter up 1o 2008 . o e R R A A4 K
5128 $152

|

B. MANDATORILY REDEEMABLE PREFERRED SECURITIES

In August 1995, Time Wamer issued approximately 12.1 million Company-obligated mandatonly
redeemable preferred securities of a wholly-owned subsidiary ("PERCS™) for aggregate gross proceeds of $374
million The sole assets of the subsidiary that is the obligor on the PERCS are $385 million principal amount of
1% subordinated notes of Time Wamner due December 23, 1997. Cumulative cash distributions are payable on
the PERCS at an annual rate of 4%. The PERCS are mandatonly redeemable on December 23, 1997. for an
amount per PERCS equal 1o the lesser of $54.41, and the market value of a snarc of common stock of Hasbro
on December 17, 1997, payable in cash or, at Time Waner's option. Hasbro common stock. Time Wamer has
the nght to redeem the PERCS at any ume pnor to December 23, 1997, at an amount per PERCS equal to
$84.41 (or 1 cenain limited circumstances the lesser of such amount and the market value of a share of Hasbro
common stock at the ume of redempuon) plus accrued and unpaid distnbutions thereon and a declining
premium, payable i cash or, ar Time Wamner's option. Hasbro common stock.

In December 1995, Time Wamer issued approximately 23 mullion Company-obligated mandatonly
redeemable preferred secunties of 3 wholly-owned subsidiary (“Preferred Trust Secunues”') for aggregale gross
proceeds of $575 million. The sole assets of the subsidiary that 15 the obligor on the Preferred Trust Securities
are $592 million principal amount of 8'4% subordinated debentures of Time Wamer due December 31, 2025,
Cumulatine cash distributions are payable on the Prefermred Trust Securities at an annual raie of 8%, Cash
distributions may be deferred at the election of lime Wamer for any penod not exceeding 20 consecutive
quarters The Preferred Trust Secunues are mandatonily redecmable for cash on December 31, 2025, and Time
Warner has the nght to redeem the Preferred Trust Sccunties. in whole or in part, on or after
December 31, 2000, or in other certain circumstances, in each case at an amount per Preferred Trust Secunty
equal to $25 plus accrued and unpaid distnbutions thereon

Time Warner has cemain obligations relating to the PERCS and the Preferred Trust Secunues which
amount 1o a full and unconditional guaranty of each subsidiary’s obligations with respect thereto

9. CAPITAL STOCK

The outstanding capital stock of Time Wamner at December 31, 1995 consisied of 29.7 million shares of
preferred stock and 387 7 mullion shares of common stock net of 457 maillion shares of common stock in
weasury, as to which 437 million were held by the Time Wamer General Pantners). At January 31, 1996,
mcluding cach brokerage house that holds shares of Time Wamer common stock as one shareholder bui
s hmding the number of shareholders whose shares are beneficially held by such brokerage houses, there were
approvimately 25,000 holders of record of Time Wamer commaon stock,
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Dunng 1995, Time Warner 1ssued approximately 29.3 imilhon shares of converuble preferred stock in
connection with the ITOCHU/Toshiba Transactuon and ns azquisivons of KBLCOM and Summut. and in
January 1996, Time Warner issued an additional 6.5 million shares of convertible preferred stock in connesnion
with its acquisiton of CV] and related companies. Set forth below 1s a summary of the princinal terms of Time
Waraer's outstanding 1ssues of preferred stock:

of Lm"sm Fhﬂt-l o Farliest

Description Orutstanding C'mtrd:“ Date D

{millions | imillions | -
Senes B Prefemred Stock ... ... ... ... 4 = — Al ans nme
Senes C Preferred Stock ... ... ... Lol 313 6.8 51298 S72004)
Senes D Preferred Stock ... i ey 1.0 129 e TN
Senes G Preferred Stwock . A 62 129 Q/5ARN QIS
Series H Preferred Stock ... ... ... .., 1.8 37 Q5100 G159
Senes | Preferred Stock ... .. e 10 14.6 10r2/99 107299
Shares outstanding at December 31, 1995,........ 297 60.9
Series E Preferred Stock issued o January 1996 .. 33 6.8 14701 14001
Series F Preferred Stock issued in Januay 1996 . 3.2 67 11400 1441
Total shares outstanding al January 31, 1996. .. .. lﬁé 74.4

Each share of Senes B Preferred Stock: (1) i1s entitled to a liquidation preference of $145 per share, (2) 1
not convertible, (3) entitles the holder thereof to receive an annual dividend equal 1o $4.35 per share beginnuing
in June 1995, and $9.28 per share prior thereto, (4) does not generally enutle the holder thereof 1o vote, excepr
in certain limited circumstances, and (5) is redeemable, in whole or in part, by Time Wamer and the holders
thereof in exchange for cash or shares of any class or senes of publicly-traded Time Warner stock. at Time
Warner's option, equal in value to the hiquidation value of the Senes B Preferred Stock plus a premium of 2% of
liquidation value for each year after May 31, 1995 to the redempuion date.

The principal terms of each senies of converuble preferred stock issued in 1995 and 1996 (the Senes C
Preferred Stock, the Series D Prefemed Stock, the Senes E Preferred Stock, the Senes F Preferred Stock. the
Series G Preferred Stock. the Series H Preferred Stock and the Senes | Preferred Stock. and collectively, the
“Convertible Preferred Stock™) are similar in nature, unless otherwise noted below. Each share of Convertible
Preferred Stock: (1) is entitled to a liquidanion preference of $100 per share, (2) is immediately convertible nto
2.08264 shares of Time Warner common stock at a conversion prnice of $48 per share (based on its hguidation
valuc}, except that shares of the Senes H Preferred Stock are generally not convertible until September 5, 2000,
(3) enutles the holder thereof (i) to receive for a four year penod from the date of issuance (or a five yvear penod
with respect 1o the Senies C and Senes E Preferred Stock) an annual dividend per share equal 1o the greater of
$3.75 and an amount equal to the dividends paid on the Time Warner common stock into which each share may
be converted and (ii) to the extent that any of such shares of preferred stock remain outstanding at the end of the
period in which the mimimum $3.75 per share dividend is to be paid. the holders thereafier will receive
dividends equal 1o the dividends paid on shares of Time Wamer common stock multiplied by the number of
shares into which their shares of preferred stock are converuible and (4) except for the Senes H Preferred Stock
which is generally not entitled 1o vote, entitles the holder thereof to vote with the common stockholders on all
matters on which the common stockholders are enttled 10 vote. and each share of such Convertible Preferred
Stock is entitled to two voles on any such matter.

Time Warner has the right to exchange each senies of Convertible Preferred Stock for Time Warner

common stock at the stated conversion price at any ume on or after the respective exchange date. The Senes C
Preferred Stock is exchangeable by the holder beginning afier the third year from its date of issuance and by
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Time Warner after the Tourth year at the stated conversion pnce plus a declining premium in years four and five
and no premium thereafter. In addition, Time Wamner has the nght to redeem cach senes of onveruble
Preferred Stock. 1n whole or in part. for cash at the liquidation value plus accrued dividends. at any time on of
abter the respective redempuon date.

Pursuant 1o a shareholder nghts plan adopted in January 1994, Time Wamner distnbuted one nght per
common share which currently becomes exercisable in cemain events involving the acquisition of 15% or more
of the then ouststanding common stock of Time Wamer. Upon the occurrence of such an cvent, each nght
entitles 11s holder to purchase for $150 the economic equivalent of common stock of Time Warner. or n centain
Swcumstances. of the acquiror. worth twice as much. In connection with the plan, 4 million shares of preferrea
anch were teserved The rights expire on January 20, 2004, In connection with the TBS Transaction. Time
Warner expects to amend the sharcholder nghts plan pnncipally to change the basis for determining if an
aceuisition of 15% or more of Time Wamer common stock has occurred to a fully-diluted basis

In 1993, Time Warner redeemed or exchanged $6.4 billien of Senes C and Senes D preferred stock (Told
Seres € and Series D preferred stock™) that were issued in Time Warner's 1989 auquisition of WCL The cash
redemption of the old Senes D preferred stock was financed pnncipally by the proceeds from the 1ssuance of
long-term notes and debentures. The old Senes C preferred stock was exchanged for the B.75% Converubic
[Debentures

At December 31. 1995, Time Warner had reserved 172.6 millicn shares of common stock for the
conversion of its Convertible Preferred Stock. zero coupon convertible notes and other converuble secuntics, and
{or the exercise of outstanding options 10 purchase shares of common stock. excluding 257 mullion shares
related 1o the 8 75% Convertible Debentures which were redcemed in February 1996 (Note 6).

10. STOCK OPTION PLANS

Options 10 purchase Time Warner common siock under vanous stock opuon plans have been granted to
employees of Tume Wamer and TWE at. or in excess of, fair market value at the date of grant Generally, the
options become excraisable over a three-year vesting period and expire ten vears from the date of grant. A
summary of stock option acuvity under all plans is as follows:

Thousands  Exercise Pricr
of Share Per Share

Balance at January | 1995, . ..o T S TR 77611 $ 843
Crranted ' T My g A o 5096 34-45
Exercised s i (3.721) 40
ancelled = ! . {367} 17-45
Balance at Decomber 31, 1995 . inm ok W e TR D el TRO1Y $17-48

December 31,

1995 1994

{ thousands )
Exercisable o : e 66,242 63,106
Available for future grants, . . ..o ... . . porem e e o F RN 7.884 8,849

For options exercised by employees of TWE. Time Warner 18 reimbursed for the amount by which the
market value of Time Warner common stock on the exercise date excecds the exercise price. of the greater of the
evercise price of $27 75 for options granted prior to the TWE capualization on June 30, 1992 There were 28.5
million options held by employees of TWE ai December 31. 1995, 21.8 mullion of which were excrcisable.
There were 1.3 mullion options exercised in 1994 and 4.8 million options cxercised in 1993, at pnces ranging
from S8-536 per share in cach vear
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11. BENEFIT PLANS

Time Wamer and s subsihanes have defined benetit pension plans covenng substantially all domesig
employees. Pension benefits are based on formulas that reflect the employees™ years of serviee and
compensation levels dunng theirr employment penod. Qualifying plans are funded in accordance with
government pension and income tax regulations. Plan assets are invested in equity and fixed income secuntics

Pension expense included the following
_Yran Ended December 3.

LT TR LT}
[ TR
Service cost. ... .. .. e SRR ; $ 29 5 4 %25
Interest cost, ......... el S i 53 50 a5
Actual return on plan asset . R ! (137 (] 154
Net amorization and deferral _ 89 35 1o
Total ... ... . : S M $ 37 528
The status of funded pension plans 15 as follows
[ecember 31,
1995 1994
(bl lions )

Accumulated bencfit obligaton (B9% vested) R N SRS ; 344 $394
Effect of future salary INCTBASE ... . ..ty e e e 192 1
Projected benefit obligation e R (e S i 736 526
Plan assers at fair value . o R Ry I el 3 495
Projected bencfit chligation in excess of plan assets = i 93) (3l
Unamortized aciuanal losses = i : 94 39
Unamortized plan changes X rOFA, il el . Eiavas 2 (T
Other ... oveveeon.n - . o e S, . ; [RL10 (8
Prepaid (accrued) pension expense . $ (0§ 2

The following assumptions were used in accounting for pension plans
199 1994 1993

Weighted average discount rate ; i 7.25% B85% 1.5%
Return on plan assets S 9% 9% 9%
Rate of increase i compensation . . Lo . i 6% 6% 6%

Employees of Time Wamner's operztions in foreign countries participate to varying degrees i local pension
plans. which in the aggregate are not significant

Time Warner also has an employee stock ownership plan. 401(k) savings plans and other savings and profit
shaning plans, as 1o which the expense amounted to 351 million in 1995, $51 million in 1994 and 346 mullion 1
1993 Contributions to the 401(k) and other savings plans are based upon a percentage of the employees® elected
comnbutions, Contnbutions to the employee stock ownership and profit shanng plans are generally determined
by management and approved by the board of directors of the partcipating companies,
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12, FINANCIAL INSTRUMENTS

The carrying value of Time Wamner's financial instruments approximates fair value. except tor differences
with respect to long-term, fixed-rate debt and related interest rate swap contracts and certain differences related
1o cost method investments and other hinancial instruments which are not significant. The fair value of financial
instruments, such as long-term debt and investments, is generally determined by reference to market values
resulting from trading on a national secuntics exchange or in an over-the-counter market In cases where quoted
market pnces are not available. such as for denvauve financial instruments. fair value 15 based on estimates
using present value of other valuation technigues

Interest Rate Risk Management

Interest rate swap contracts are used 1o adjust the proportsn of total debt that 1 subject 0 vanable and
fised interest rates. Under interest rale swap contracts, the Company either agrees [0 pay an amount equal 10 a
specified floating-rate of interest imes a notional pnncipal amount. and Lo FECEIVE 10 FELUM an amount equal 10
specified fixed-rate of interest imes the same notional pnncipal amount or, ViCe VErsa. 1o receive o floating-rate
amount and to pay a fixed-rate amount. The notional amounts of the contracts are not exchanged No other cash
payments are made unless the contract 1s terminated pnor to matunty, in which case the amount paid or recenved
in settlement 1s established by agreement a1 the ume of termunation, and usually represents the net present value,
at current rates of interest, of the remaining obligations to exchange payments under the terms of the contract
Interest rate swap contracts are entered into with a number of major financial instinutions in order 10 FunIMize
credi nsk

The net amounts paid or payable, or recenved or receivable, through the end of the accounting penod are
included in interest expense. Because interest rate swap contracts are used to modify the interest charactensucs
of Tune Wamer's outstanding debt from a fixed 10 a floating-rate basis or, vice versa. unrealized gains or losses
o interest mte swap contracts are not recognized in income unless the contracts are terminated prior 1o their
matunty, Gains or losses on any contracts terminated early are deferred and amortized (o income over the
remaming average life of the terminated contracts.

At December 31, 1995, Time Warner had interest rale swap contracts (o pay floating-rates of interest
taverage six-month LIBOR rate of 59%) and receive fixed-rates of interest (average rate of 54%) on 826
tillion notional amount of indebtedness, which resulted in approximately 43% of Time Warner's underlying debt
being subject to vanable interest rates. The notional amount of outstanding conuracts by vear of matunty at
December 31, 1995 15 as follows 1996.5300 mullion. 1998-5700 mullion. 1999-51.2 billion, and 2000-5400
million Al December 31, 1994, Time Warner had interest rate swap contracts on 52.9 billion notional amount of
indebtedness

Based on the level of interest rates prevaihing at December 31, 1995, the fair value of Time Wamer's hixed
rate debt exceeded its carrying value by $407 mullion and 1t would have cost 59 nullion 1o termunate the related
interest rate swap contracts, which combined 1s the equivalent of an unrealized loss of $416 million. Based on
fime Warner's fixed-rate debt and related interest rate swap contracts outstanding at December 31, 1995, cach
25 basis point increase or decrease in the level of interest rates prevailing at December 31, 1995 would result
a et reduction of increase in the combined unrealized loss of approximately $185 milhion. respectively,
including respective costs of savings of $16 million to terminaie the related inlerest raie swap contracts Based
on the level of interest rates prevailing at December 31, 1994, the fair value of Time Wamer's fixed-rate dei
was $572 million less than is carrying value and it would have cost $236 million to terminale 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 in
the realization or expenditure of cash unless the contracts are termunated of the debt is retired, each 15 basis
point increase o decrease in the level of interest rates related to Time Warner's variable-rate debt and interest

-4




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

rate swap contracts would respectively increase or decrease Time Warner's annual interest expense and related
cash payments by approximately $12 mullion. including §7 million related to interest rale swap conTacts.

Foreign Exchange Risk Management

Foreign exchange contracts are used primanly by Time Wamner to hedge the nsk that unrematted or future
royalties and license fees owed 1o Time Wamer or TWE domestic companics for the sale or anticipated sale of
US copynghted products abroad may be adversely affe: ted by changes n foreign curency exchange rates. As
part of its overall strategy to manage the level of exposure 10 the nak of foreign currency exchange rate
fluctuations, Time Warner hedges a portion of its and TAE's combined foreign currency exposures anticipated
over the ensuing twelve month period. At December 31 1995, Time Wamner has effecuvaly hedged
approximately half of the combined estimated foreign currency exposurcs that principally relate to anticipated
cash flows 1o be remitted to the U.S. over the ensuing twelve month period, using foreign exchange contracts
that generally have maturities of three months or less. which are generally rolled over to 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 Wamner had cc tracts for the sale of $504 million and
the purchase of $140 million of foreign currencies at fixed rates. primarily English pounds (29% of nct contract
value), German marks (19%), Canadian dollars (16%), French francs (16%) and Japanese yen (5%), compared
1o conwacts for the sale of $551 million and the purchase of $109 million of foreign currencies at
December 31, 1994

Unrealized gains or losses related to foreign exchange contracts are recorded in income as the market value
of such contracts change; accordingly, the carrying value of foreign exchange contracts approximates marke!
value. The carrying value of foreign exchange contracts was not matenal at December 31, 1995 and 1994 and i
wncluded in other current liabilities. No cash is required to be received or paid with respect 10 the realizanon of
such gans and losses until the related foreign exchange contracts are settled, generally at their respective
matunty dates. In 1995 and 1994, Time Wamer had $20 million and $33 million. respectively, and TWE had
$11 million and $20 million, respectively, of net losses on foreign exchange contracts, which were or are
expected ta be offset by corresponding increases in the dollar valve of foreign currency royaltics and license fec
payments that have been or are anticipated 1o be received in cash from the sale of U.S. copyrighted products
abroad Time Wamner reimburses or is reimbursed by TWE for contract gains and losses related w TWE's
foreign cummency exposure. Foreign currency contracts arc placed with a pumber of major financial institutions in
order 1o minimize credit nsk.

Bascd on the foreign exchange contract. outstanding at December 31, 1995, each 5% devaluation of the
US dollar as compared to the level of foreign exchange rates for currencics under contract at
December 31, 1995 would result in approximately $25 million of unrealized losses and $7 million of unrealized
gans on foreign exchange contracts involving foreign currency sales and purchases. respectively. Conversely, a
% appreciation of the U.S. dollar would result in $25 million of unrealized gains and $7 million of unrealized
losses, respectively. At December 31, 1995, none of Time Wamer's foreign exchange purchase contracts relates
10 TWE's foreign currency eaposure However, with regard to the $15 million of unrealized losses or gans on
foreign exchange sale contracts, Time Wamer would be reimbursed by TWE, or would ramburse TWE,
respectively, for approximately $6 million related to TWE's foreign currency exposurc. Consistent with the
nature of the economic hedge provided by such foreign exchange contracts, such unrealized gans or josscs
would be offset by corresponding decreases or increases. respectively, in the dollar value of future forcign
currency royalty and license fee payments that would be received in cash within the ensuing twelve month
penod from the sale of US. copyrighted products abroad
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13. SEGMENT INFORMATION

Time Warners businesses are conducted in three fundamental areas: Entertainment, consisuing prnncipally
of interests in recorded music and music publishing, filmed entenanme 1. broadcasting, theme parks and cable
television programming; News and Information, consisting principally of interests in magazine publishing, book
publishing and direct marketing, and Telecommunicatons, consisting principally of nterests in cable television
systems. Time Warner's interests in filmed entertainment, brosdcasung, theme parks. cable television
pregramming and most of its telecommunications business are held by the Entertainment Group. which 15 not
consolidated for financial reporting purposes.

Information as to the operations of Time Wamner and the Entertainment Group in different business
segments is set forth below. Cable business segment information for Time Warner reflects the 1995 acquisitions
of KBLCOM and Summit. Cable business scgment mnformation for the Entertunment Group reflects the
consolidation by TWE of the TWE-Advance/N_~house Partnership «ifective as of Apnl 1. 1995 and Paragon
effecuve as of July 6, 1995, The operating results of Six Flags have been deconsohdated effective as of
June 23, 1995 and results prior 1o that date are reported separately to facihitate comparabality

Yean Ended December 11,

1 174 1991
il b )

Revenues
Time Warner
Publishing S ; $3 122 $3.433 §3,.270
Music e e i oo 4,196 31.986 3344
Cable S o e A T B T R e 172 — -
Intersegment elimination ....... ... ..o o) g e (23) (23) (23}
Total . _ B $8.067 £7.396 $6.581
Enieriainment Crroup
Filmed Entertainment . ..oouviininiiaeana s T RNER L1 7] 4,484 032
Six Flags Theme Parks ©.oocivi i ; : o 227 557 533
Broadcasung-The WB Network ... . ... . ; : i3 — —
Programming-HBO .. ......... . . 1.607 1513 1441
Cable — . L . . 3.094 2,242 2,208
Intersegment ebmupation . ....... civa ‘ e e A 410) (28T) (251}
Total i i £9.629 $8.509 $7.963
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Years Ended Devembser M,

1995 14 199
{ okl bsnns o

Operating Income
Time Warner:
Publishing ... . —— $381 5347 §208
Music" .. ... . e B 21 ity 29
Cable .. . . : o ; %
Towl. .......... ; ﬁ? 5713 $541
Entertainment Group.
Filmed Entertainment : g 253 s2lv 8233
Six Flags Theme Parks . o . o i, 29 11 53
Broadcasung-The WB Network s ; (66
Programming-HBO . ; 2 247 243
Cable ... A ; 502 M0 406
Woudl,, o siiniuss: 5992 3852 5908

(1} Includes prerax bosses of $8% muilhon reconded in 1995 related 16 cerain buiineises and pont vennares owned by the Muse [hvison
which were restructured or closed The losses are primarily related w Wamer Muuc Enterpnaes, == of the Company + duret maneung
efforts. and the wrie off of its related direct mal order assets that were pot recoverable dus 10 the chosure of thiy business Such Closure
was whstanually completed in 1999 and will not requare any significant. future cash outlays The actvities that wili nat be contnued
are nol matenal 1o the Company « results of operanons, having resulied in insigraficant operanng lonsey in poar penods

Year: Ended December 31,

19495 94 1993
T imillieass
Depreciation of Property, Plant and Equipment
Time Warner:
Publishing. . . .... . s e TRV $5 $47 545
Music. : SRR ; 95 LT 87
Cable. ... . .. iy = —
g 111 1 A P Rk ; S ; e S181 $133 sIR
= == P
Entertainment Group:
Filmed Entermainment . . .. PRI s o 2y PO ; ot 1 1 i I 0 B -
Six Flags Theme Parks | . . e A RO 20 51 41
Broadcasuing-The WB Network ‘ B o - - =
Programmung-HBO ... . : o . 18 14 14
Cable . ..o i i _465 340 127
Total. R : 616 SAK1
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Years Ended Decembser 31,

1995 1994 199}
i il

Amortization of Intangible Assets'!
Time Warner:
Publishintp . ..ovvviivioonnnnvsan s y . $ W 5 LT OO T .
Music . .. ‘ R 274 268 2600
Cable. .. ..ooivianas P e 68 n e
Towal . ; $ 378 5 W S Mg
Enterraimnment Group:
Filmed Emtertamnment ... .. ... ... ... e e § 124 % 135 % 143
Six Flags Theme Parks . .............. .. 5 RER i 11 28 28
Broadcasung-The WB Newwork, .. . R — — -
Programming-HBO R— - - | f 3
Cable . i s 9 302
Total A R bR e e $ 44 5 478 0§ 470

i1 Amortizaton mcludes all amomranon relanng o the acguitibon of WCT in 15989, the scquinition of the minoney indcrest in ATC tn
1992, the acquisitons of KBLCOM and Summut in 1999 and other bunneis combinations sccounted for by the purchase method

Information as to the assets and capital expenditures of Time Wamer and the Entenainment Group 1s as

follows:
December 31,
1995 1994 1993
{miilhons |
Assels
Time Warner
Publishing ... S R et i s $ 2175 S 013 5 L8YT
Music S S ; v 7.828 1,672 7.401
Cable L e E LA 3875 - —
Entertainment Group'" e 573 5350 5.627
Corporate ! uonis e o e o 250 1.681 1,967
Toual - R DS R e S $22.132 M $16,892
Entertainment Group:
Filmed Entenaunment . . . ......... e = v $ 7.389 $ 7.184 5 6,719
Six Flags Theme Parks .. ....... .. e e - B14 848
Broadcasung-The WB Network. B e ; - 6l — —
Programmung-HBO R b R A S e R 915 a1l 875
Cable . TP AR R ; : S 9,842 8,303 8102
Corporate=' . A PPN S s v 731 1.780 1658
Totali .. iiee o0 caee by Ci e e e o ... SI8960  SIB9U2 $18.202

, Enterunmest Group asets represent Time Wamner's ivesment in and amounts due 1o and from the Enerainment Group

i 2+ Consusts pancpally of cash. cash oquvalents and other imvesments
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Years Ended Decemnber 31,

1995 1994 1993
T il b o

Capital Expenditures

Time Warner:

Publishing . ............. T & o . 0% s 50§80 4]

Music .......c000n R ! SR e e TN ; 121 108 L]

(o 1Y - P T PP S 1] -

Corporate 19 b 0y

Towad ... ... 266 0% 16d 198

Entertainment Ciroup

Filmed Entertainment . R e . $ 294 % 395 5 M0

Six Flags Theme Parks . . 43 46 vl

Broadcasting-The WB Network ... T U A — - -

Programming-HBO . ... . T A = b1 14 16

(0] 1. [~ LT PP P I 1.293 178 153

Corporate . : I - 3 =

5 1) RO oG Pt R R T i £ 0653 $1.235 % 6l3
pe————— e ——— == ——

i1} Cable capual expendiures were funded in pan through collections on the U § WEST Sote in the amount of $602 malbon in 1993 $234

million in 1994 and $16 million in 1993 (Note 1)

Information as to Time Warner's operations in different geographical areas is as follows

Years Ended December 31,
1995 174 1993
A ern i b ¢

Revenues
United States"' ... . ...... ... .. AL s § 5447 § 4944 $ 4414
Euw I T = & , T I%; I.4:5 1.296
Pacific Rim ; .. T4 5E3
Rest of World ... . . AR 2 293 283 .S
Toul o mmnssam ; . - ;ﬁ S 7.596 S 6581
Operating Income
United States —— ; Al i ; S 457 § 4% $ 436
Eur st RO ¥ e i ‘ Igg 108 102
Pt BT o i s s a8 S o B s . 74 28
Rest of World ..... ... .... e . ) 25 37 2%
Tomd orstvasieinue e = e i ' £ 697 s 713 $ 591
Assels
United States ... ... ..... - i . 519,301 $13.961 $14,328
Pacific Rim .. ....... T iR - 628 14
Restof World . ......covvv R 406 4072 415
FOERL. & & s e o e : §22.132 516,716 516,892

(11 Time Warnei s revenies do not include the revenues of the Entertunment Group, which had expor revenues of §1 982 talbon mn 1995,

51691 bulbon in 1994 and 51.650 bdhon in 1993, pancipally from the sale of Filmed Emenunment products abroad
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14 COMMITMENTS AND CONTINGENCIES

Total rent expense amounted to $174 million in 1995, $157 million in 1994 anc 5163 mullion in 1993 The
mimimum rental commitments under noncancellable long-term operating leases are: 1996-5147 mullion. 1997-
%133 million: 1998-5139 mullion; 1999-3130 million: 2000-5123 million and atter 2000-8923 million

Minumum commitments and guarantees under centan licensing, arusts and other agreements aggregated
approximately $2.9 billion at December 31, 1995, which are pavable pnncipally over a five-year penod Such
amounts do not include the Time Warner General Partner guarantees of approximately 36 billion of TWE debt

Pending legal proceedings are substantially himited to hugation incidental 1o the businesses of Time
Warner, alleged damages in connection with class action lawsuiis and pending htigation with U 5 WEST. In the
opimon of counsel and management, the ulumate resolution of these matters will not have a matenal effect o
the hinancial statements of Time Warner

15, ADDITIONAL FINANCIAL INFORMATION
Additonal financial information with respect to cash flows s ar [ollows:
Years Ended December 31,

1995 1994 1993
- rqul.llhnms
Cash payments made for interest ........... S659 % 539§ 110
Cash payments made for income taxes ....... .. e i B 189 234
Tax-related distnbutions received from TWE . R e e e 680 115
Income tax refunds receaved .. . oLl S 24 50 52

Dunng the years ended December 31, 1995 and 1994, Time Wamer realized $35 mullion and $179 million.
respectively, from the secuntization of receivables. Noncash investing and financing achivities in 1995 included
the S1 4 billion acquisitions of KBLCOM and Summit in exchange for capital stock (Note 4). the $1.36 billion
acquisition of ITOCHU's and Toshiba's interests in TWE in exchange for capital stock and S10 million i cash
(Note 2) and the S18 billion redemption of Time Warner's Reset Notes i exchange for other debt secuntec
(Note 6 Noncash financing activities in 1993 included the 1ssuance af approximately 33,1 bilhion of debentures
in eachange for the old Senes C preferred stock (Note 9)

Other current labilites consist of

[December M,
s I
emillbom 1
Accrued expenses . ... : $ 972 § M4
Accrued compensation R EEY) 08
Accrued income taxes R 173 81
Deferred revenues SR . I o . B4 55
Total rm g1 e .o ; $1.506 51,238
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REPORT OF MANAGEMENT

The accompanying consolidated financial statements have been prepared by managemicnt i confutmmity
with generally accepted accountung pnnciples, and necessanly nclude some amounts that are hased on
management’s best estimates and judgments

Time Warner maintuns a system of internal accounting controls designed to provide manapement with
reasonable assurance that assets are safeguarded against loss from unauthonzed use or disposiion, and that
transactions are executed in accordance with management s authonzation and recorded properly The concept of
reasonable assurance is based on the recogniuon that the cost of a system of internal control should not exceed
the benefits derived and that the evaluation of those factors requires estimates and judgments by management
Further, because of inherent limitations 1n any system of internal accounung control, efrors of irregulantics m.
occur and not be detected. Nevertheless. management believes that a high level of internal contiol 1s maintained
by Time Wamner through the selection and trmning of qualified persoancl, the establishment and communication
of accounting and business policies, and 15 internal audit program.

The Audit Committee of the Board of Directors, composed solely of directors whao are not employees of
Time Warner, meets peniodically with management and with Time Wamer's internal auditors and independent
auditors 10 review matters relaung to the quality of financial reporung and intemal accounting control, and the
nature, extent and results of their audits. Time Warner's internal auditors and independent auditors have free
access 10 the Audit Committee.

Gerald M. Levin Richard D Parsons Richard ] Bressler
Chairman and President Semior Vice President
Chiefl Execunve Officer and Chiel Financial Officer
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Sharcholders
Time Wamer Inc.

We have audited the accompanying consohidated balance sheet of Time Wamer Inc. ("Time Wamner™) as ol
December 31, 1995 and 1994, and the related consolidated statements of operations, cash flows and
shareholders’ equity for each of the three vears in the penod ended December 31, 1995 Our audits also
included the financial statement schedules listed in the Index at liem |4{a). These financial statements and
schedules are the responsibility of Tume Warner's management. Our responsibility 15 1o express an opiruon on
these financial statements and schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing standards Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are frec of
material misstatement. An audit includes examuning. on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounung pnnciples wsed and
signilicant esumates made by management, as well as evaluating the overall financial statement presentation We
believe that our audits provide a reasonable basis for our opinion.

In our opnion, the financial statements referred to above present fairly, in all matenal respects, the consohdated
financial position of Time Warner at December 31, 1995 and 1994, and the consolidated results of its operations
and its cash flows for cach of the three years in the penod ended December 31, 1995, in conformuty with
generally accepted accounting principles. Also. in our opinion, the related financial statement schedules. when
considered in relation to the basic financial statements taken as a whole, present fairly in all matenal respects the
imformation set forth there=in,

Ernst & Youwo LLP

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

The sclected financial information for cach of the five yeirs in the penod ended December 31 1995 sel
forth below has been denived [rom and should be read in conjuncuon with the hnancial statements and cther
financial information presented elsewhere hercin. Capitalized terms are as defined and descnibed in such
consolidated financial statements, or elsewhere herein. The selected historical financial information for all
peniods after 1992 reflects the deconsolidavon of the Entertunment Group, prncipally TWE. elfective
January 1, 1993,

The sclected histoncal financial informauon for 1995 reflects the izsuance of 293 mullion shares of
convertible preferred stock having an aggregate liguidauon preference of $2.926 billion in connection with
{i) the acquisitions of KBLCOM and Summit and (1) the exchange by Toshiba and ITOCHU of thewr direct and
indirect interests in TWE. The selected historical financial information for 1593 reflects the wssuance of 34 1
billion of long-term debt and the use of $.5 billion of cash and equivalents for the exchange or redemption of
preferred stock having an aggregate liquidation preference of $6.4 billion. The selected hstoncal financial
information for 1992 reflects the capualization of TWE on June 30, 1992 and associated refinancings, and the
acquisition of the 18.7% minc.ity interest in ATC as of June 30, 1992, using the purchase method of accounting
for business combinations.

Per common share amounts and average common shares have been restated to give effect 1o the tour-for
one common stock split that occurred on September 10, 1992,
Years Ended December 3.

Selected Operating Statement Information 1995 1994 1993 1992 1991
{milllons, except per share amounts)

REVEOUES « . \vcevnrmnmarenre brnmmssaais .. $BO067 $ 739 6581 S13070 S12.000
Depreciation and amoruzation ... .. o AR 559 437 424 1172 1109
Busincss scgment Operaling income (a) ... 697 713 391 1.343 1154
Equity n pretax income of Entertainment Group ... 256 176 281 — —
Interest and other, met .......... ... e A 877 724 TI8 582 900
Net income (loss) (bMe) ... ... il R (166) (91) (221 86 (99
Net loss applicable to common shares (after preferred

dividends) ..... ... ... e (218) (104) (339 (542 (692)
Per share of common stock:

Net loss (bpeh. .. o AR $ (057) S (0.27) $ (0.90) § (146) S (2400

DIVARERAS o . vvevnereme e s s g . % D36 S 035 $ 031 $025 S 025
Average common shares (c).. .. e 3838 3789 3747 710 288.2

() Butiness sefment opcraung income fof the year ended December 31, 1994 inctades 589 milbon in losses relating fo cenain Pusineaes
and joint ventures owned by the Musc Lhvision which were restructured or closed Business segmenl operating incame fof the year
ended Docember 31, 1991 includes a 360 milhon charge relating to the restruciunng of the Publishing Division

b} The net loss for the year ended December 31, 1995 includes 20 extraordinary lois on the renrement of debt of 342 million (311 per
common share] The net loss for the year ended December 31, 199) includes an extrsordinany bow on the renrement of debt of 337
mullion (5 15 per common shure | and an snuscal charpe of $70 mullioa (5 19 per common share) from the effect of the new income
lsw on Time Wamner's deferred income tan liability

(ch In Augum 1991, Time Wamner completed the ale of 137.9 million shares of common sock purnwant to & nghts offening Net procesds
of $2.558 tribon from the nphts offenng were used (0 reduce indebtedness under Time Wamer's bank credit agreement. 11 the nghts
offening had been completed a1 the begiming of 1991, net loss for the year would have been reduced to 333 mullon o 3170 per
common share, and there would have been 159 ) million shares of common sock outianding dunnag the year
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Years Ended December 3.

Selected Balance Sheet Information 1995 1994 1993 1992 1991
imillions. rucepl per share amounts)

Investments in and amounts due 1o and from

Entenmainment Group . .ooooiiiie ... $574 5535 $5627 8 — § —
Total assers S T 2,132 16.716 16,892 17.366 24,889
Long-term debt e = R R 9.907 8.839 9.291 10,068 B.719
Company -obligated mandatonly redeemable preferred

weounties of subsidianes holding solely subordinated

notes and debentures of the Company (a) . ... ... 9449 - — — —
Shareholders” equity

Preferred stock hguidation preference . .. ....... 2,994 140 140 6,532 0.256

Equity applicabic to common stock . ...l 673 1,008 1.230 1,635 2242

Total shareholders’ equity .......o.oeiicnevirninann 3.667 1.148 1370 8.167 BA98
Total capmabizanon ... .. .. e T O S 14,523 9987 10,661 18,23 17214

1a Includes $374 mullon of preferred secunties that are redeemable for cash os, 3t Time Wamer s option. approsimately 12| million whares

of Hasbeo Ine common slock owned by Time Wamer
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TIME WARNER INC,
QUARTERLY FINANCIAL INFORMATION (UNAUDITED}

Equity in
Pretan et Met Income

Operating Income Income (Loss  (Losa) Per  Dividends .

Income of  (Losaj of Net Common Per Average L ommon

Business  Entertainment  Income 1o Common Share Common Common o'k
Quarter  Hevenues  Segments Group { Lass ) Sharesib) ib¥c) Share Shares  High  Law

imillions, except per share amounts |

1995
Is1 51,817 5138 $ 2 § 147y 3 (30 $O 1 0109 Ay s 19 51N
Ind 1,907 184 L3 L]} i 0ok 0.0 3814 434 M
Ied (3} 1.581 ] | 129 1144 {180y e 009 186 5 4%  TE
4th 1.362 354 al 33 § 0ol o 1875 e 1
Year (a) B.06T a7 154 | L) {2181 108T) 034 1= R A I
1994
Iu 51558 5112 § 44 L k1] $ M LN T $0 08 1M1e a0 S
Ind 1667 170 [ [Pl 2% 1006 00 1188 A% L
ind |.884 141 (0] M [§5.1] 0o 0 ¥ i M
dih .28 290 i I2 ] 002 00 92 Tk Moa
Year 1096 T3 174 {91 {10k I 01 VTR 9 444 1)

() Businew segment operating income for the turd quaner of 1995 includes 585 million n losaes Felating 10 cenan Busnesses and pomnl
ventures owned by the Music Division which were restructured o closed The net Jows for the third quaner of 1995 includes an
exrsordinany boss on the reurement of debt of $42 million (5 11 per commaon share)

b} Alwer preferred dividend requirements

(et Per common share amounts fof the quarnen and full years have been calculated wparately Accordingly. quanerly amounts may not ad
10 the annual amoun because of differences in the sverage common shares outstanding dunng cach penod
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TIME WARNER INC.
SCHEDULE 1—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED BALANCE SHEET

December 31,
{millions)
1795 1954

ASSETS
Cash and equivalents (a) . ........ o — § 92 § OF
Investments i and amounts due 1o nnd l’mm unconsolidated subsidianes and

cquity method INVESIEES ... ...oueruen i e 16,040 13,122
Other assets e N R D R T 436 358
Total assets e b e e L 4 b R Y B e e R S . S17398 513,548
LIABILITIES AND SHAREHOLDERS® EQUITY
Long-term debt . ....ovoiiiiiiiiiiiiiii e iR iiieeeieoo. S BA6T 5 BB
Deferred INCOME TARES . . . oo v as o e ememeeeeemens o n o ra i n s snn it einns i 3,420 2700
O TIRBRE RS 5 o o e S e S i S R R e R67 889
Subordinated notes and debentures in luppnrl of nund.l.'lunly redeemable

preferred secunties of subsidianes. . i R B S e R e g 9T —
Sharehalders’ equity:
Prefermed stotk . .ooineieiarasiansiaieiseiissinanaanananaresania 30 1
Common SIOCK . . .\ ccuve vevaniasam i saresis sy . ] 388 319
Paid-in capital R T SR BRI R SR 2 5422 2,588
Unrealized gains on cerain mir‘p.tt.lblc secunties . ... .. e b WALE 5 116 130
Accumulated defiCIt . ..o s s e s e b . (2.289) (1.950)
Total shareholders’ equity ... S . srile s . 3.667 1.148
Total habiliies and sharcholders’ equaty . . ...... S i $17,398  $13.548

(a) Inchades $557 mullos of cash and equnvalents ai December 31, 1993 scpregaied lor the redemption of loog-term debe

Spr L ITIPANAVIRE PERSL
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TIME WARNER INC.
SCHEDULE I—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED STATEMENT OF OPERATIONS
Years Ended December 31,

(millions
1994 1994 1991
Equity in the income of unconsolidated subsidianes and equity method
investees before federal and state income and foreign withholding taxes ... $ 815 §73] $ T
Interest and other, net ... ........... R T S T (860 (641 (T18)
COTPOFALE CXPEASES .. ..ot eivinsnrarinsss seon asenmansnbssasatitnassns (74) (76) (73)
Income tloss) before federal and state income and foreign withholding taxes. (119) 14 3
Provision for federal and state income and foreign withholding taxes .. .. (5y  (108) (167)
Loss before extraordinary ilem . el e (124) (91) (164)
Extraordinary loss on debt, net nf 5"'6 H'I]"I{II‘I -nd $37 million income tax
benefit in 1995 and 1993, respectively . e S A st e {42) — {57h
e s v v s s A S B N o A B e S(166)  §.(91) S22
_— == _t==

Sec sccoimpanyifig nodes
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TIME WARNER INC,

SCHEDULE 1—CONDENSED FINANCIAL INFORMATION OF REGISTRANT
UNCONSOLIDATED (PARENT-ONLY) CONDENSED STATEMENT OF CASH FLOWS

Years Ended December 31,
{millions)

OPERATIONS
Net loss
Extraordinary loss on reurement of debt
One-uime tax charge (a) . ...
Noncash interest exXpense ... ....ocooonoooo i
Deficiency of distributions over equity in pretax income of
unconsolidaled subsidianies and equity method investees (b) ... ..
Other. pnncipally changes in operating assets and habilities ........ ...

Cash provided (used) by operations (c). . O Y o2y

INVESTING ACTIVITIES

Investments and scquisitions, principally loans and advances 1o

Investment proceeds, principally repayments of loans and advances by
unconsolidated subsidiaries . .......... ... P o =Y (L =FY

Cash provided (used) by invesung acuvities (d) ..

FINANCING ACTIVITIES

BOMMOWINES « 1 v v srmamamrss uess bl s s o S

Debt [EPAYIMERIS . . ovvvvenns ey rsrsssnmasnensebaneaiaiaisis —nasnannes

lssuance of subordinated notes and debentures in support of mandatorily
redeemable preferred securities of subsidianes ... ..o o

Redemption of old Senes D preferred stock b e I

Dividends paid .. ..o TR oy .

Stock opuon and dividend reinvestment plans

Other. principally financing costs

Cash provided (used) by financing activities (d)

INCREASE (DECREASE) IN CASH AND EQUIVALENTS
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD
CASH AND EQUIVALENTS AT END OF PERIOD ... ..

(sl Refect a 570 milhon increase in Time Warner's deferred income tax Lability ai & result of mew tan lew enacted in

s
S (eh) 8 91 S {221
42 —_ 57

— —_ 70
176 219 IRS
(89 (396) (462)
(4] 149 435
(1099 (119) el
(153 (B15) (737
1.154 1.087 114
0| 2 1623)
T48 550 4,730
(1.455) (617) (1.003)
977 - —
= — (3.494)
(17 i142) (299)
10 £ ] 92
(43) [1:1] {133)
162 i181) iU
BS54 (28) (666
68 9% 762
s 9 5 68 5 96
e Ty B~ — ————1

1991

(b Drstnbuiions from encomnsoldated sublidianes and equity method invesices were 726 mallion, 3335 milhon and $332 million in 1993

1%94 and 1993, respecuvely

{¢) Cash payments made for interest amounted 1o 3628 millon. 3439 mulkon and 268 million 1o 1993 1994 and 199}, respecinely LS
federal and sate income and foreign withholding tax payments were $195 mulbion, $299 million and $1137 million i 1995, 19594 and
1991, respectively, and related L refunds were 319 milbon, $44 milbon and $44 mullion, resprctively

() For information with TESpect 10 cenan noncash umvesting and financing actvites of Time Warnes, we Now 15 10 the Time Wamner
comolidated fnancial statements. In additon. noncash investng acuvines of Time Wamer with ity wrmonscdidated wbuidhanes inc leded
noncash capatal distnbutons (comnbutions), net. of 321430 talhon 151761 mullion and $) 049 billion in 1999, 1954 and 1993

respeotneely, and a $3 balbon kesn o a0 unconnlslated subgidiary 1 1993

Se€ AccOMpanyinf notes




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

1. BASIS OF PRESENTATION

Time Warner's investments in and amounts due 1o and from unconsolidated subsidiunes and equity method
investees are <tated at cost plus equity in the undistnbuted income (loss) of subsidianes and equity method
investees, before US. federal and state income and foreign withholding taxes, since dates of acquistion. Time
Warner's share of the income (loss) of unconsolidated subsidianes and equity method investees. before lederal
and state income and foreign withholding taxes, 15 included in the statement of operations using the cquity
method. The unconsolidated (parent-only) financial swatements should be read in conjunction with the
accompanying consolidated financial statements of Time Wamer. Capitalized terms are as defined in the Time
Warner consolidated financial statements

2. LONG-TERM DEBT

The principal terms and amount of the long-term det of Time Wamer (parent-only) are set forth in Note 6
1o the Time Wamer consolidated financial statements. Time Warner (parent-only) long-term debt excludes
unconsolidated subsidiary debt of $1.440 billion and $28 million at December 31, 1995 and 1994, respectively.
of which $1.265 billion 15 due n 2000

1. SUBORDINATED NOTES AND DEBENTURES

In August 1995, Time Wamer issued $385 million principal amount of 4% subordinated notes due
December 23, 1997 (the “4% Notes™) to a wholly-owned subsidiary 1n support of such subsidiary’s 1ssuance of
the PERCS. The amount payable by Time Warner upon the maturity of cach 4% Note 15 equal to the lesser of
54 41. and the market value of a share of common stock of Hasbro on December 17, 1997, payable in cash or.
at Time Warner’s option, Hasbro common stock held by a subsidiary of Time Wamer. Time Wamer has the nght
10 redeem the 4% Notes at any time prior to December 23, 1997, at an amount per 4% Note equal to $54.410 (or
in cerain limited circumstances the lesser of such amount and the market value of a share of Hasbro common
stock at the time of redemption) plus accrued and unpaid interest thercon and a declining premium, payable in
cash or. at Time Wamer's option, Hastro common stoch.

In December 1995, Time Wamner issued $592 mullion pancipal amount of 8%4% subordinated debentures
due December 31, 2025 (the “8%4% Debentures”) to a wholly-owned subsidiary in suppon of such subsidiary s
issuance of the Preferred Trust Securities Interest payments on the B'4% Debentures may be deferred &t the
election of Time Wamer for any penod not exceeding 20 consecutive quarters. Time Warner has the nght to
redeem the 8%% Debentures, in whole or in pan, on or after December 31, 2000, or in other cemain
circumstances, in each case at an amount equal to the principal amount of 8%% Debentures to be redeemed plus
accrued and unpaid interest thereon




TIME WARNER INC.
SCHEDULE I—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1995, 1994 and 1993

(millions)
Ade lthons
Balance st Charged lo
lrm Costs and
Deseription of Exprnses  Deduoctions
1995:
Reserves deducted from accounts receivable:
Allowance for doubtful accounts. .. ... ... .. S 157 $ 230 § (199Na)
Reserves for sales returns and allowances .. ..., 611 2217 (2.230MbMc)
Y s e A e B S R $ 768 § 2447 $(2.429)
fr————i = emaZt T
Reserves deducted from amounts due to publishers
{accounts payable)
Allowance for magazine and book retums e ?flﬂ] gl.DISi $ 1,011 ich
1994:
Keserves deducted from accounts receivable.
Allowance for doubtful accounts. . . .. . S13 s 197 S (171%a)
Reserves for sales retums and allowances ... 545 1,822 (1,756 b)c)
Tokal o vommnapsnisnaE SR e T $ 676 $ 2,019 $(1.927)
- - e f——
Reserves deducted from amounts due to publishers
{accounts payable)
Allowance for magazine and book retums . ...... gl $ (905) 3§ 900 ()
1993;
Reserves deducted from accounts recervable:
Allowance for doubtful accounts.... .... 5122 £ 194 $ (185Xa)
Reserves for sales reurns and allowances ... ... sn 1,631 (1608} b)c)
Total . ..vmiis A . S 644 S 1.825 $1.793)
RE— e m———
Reserves deducted from amounts due to publishers
{accounts payable)
Allowance for magazine and book returns g ﬂﬁl $ (B55) $ RBAT (c)

ia) Represents uncollecuble recervables charped agunst rosenve
by Represents returms of allowances applied againsl reserve

$ 188
598

S 786

T—

$1163)

R

i1 The distnbunon of magannes pot owned by Time Warner resulis in a recepable recorded at the sales price and a corresponding labality
o the publisher recorded at the sales pnce less the dinbution commussion recognized by Time Warner as revenue. Therelore, changes
i teserves lof maganne reiams alo resalt in corfesponding clanges w0 the rewerve agunst the liatehity due to the publithers
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

TWE is engaged principally in two fundamental areas of business' Entertainment, consisting principally o
interests in filmed entenunment, broadcasting, theme parks and cable 1elevision programming. and
Telecommunications, consisting principally of interests in cable television systems, TWE also manages the
telecommunicanions propertics owned by Time Wamner and the combined cable television operations are
conducted under the name of Time Warner Cable. Capitalized terms are as defined and described in the
accompanying consolidated financial statements. or elsewhere herein

Strategic Initiatives
Significant Transactions

During 1995, TWE embarked on a program to improve its financial condition and increase its overall
financial flexibility through asset sales and the refinancing of its bank debt. In conjunction with Time Wamer,
TWE also pursued significant, strategic objecuves during ‘995 through its cable television operations. These
objectives are part of a continuing stutegy to further enhance the strength of TWE's interests in entertainment
and 10 attempt 10 use cxisting and acquired cable television systems o establish an enterpnise that will be
responsible for the overall management and financing of its and Time Wamer's cable and telecommunications

interests. In pursuit of these strategic objectives, TWE completed a number of transactions in 1995 that have had
a significant effect on its results of operations and financial condition. Such wansactions include

e The formation by TWE of the TWE-Advance/Newhouse Partnership which. together with cenain cable
acquisitions by Time Wamer. strengthened the geographic clusters of the cable television systems and
substantially increased the number of cable subscnbers managed by Time Warner Cable.

o The execution of a new $8.3 billion credit agreement, under which $2.6 billion of pre-existing bank debr
was refinanced by TWE: and

e The sale by TWE of cenain assets under an asset sales program. which raised approximately $1.1 billion
for debt reduction, including the sale of 51% of TWE's interest in Six Flags (the "Six Flags
Transaction™) and the sale or expected sale or transfer of cenain unclustered cable television systems
owned by TWE (the "Unclustered Cable Transactions™).

The nature of thess transactions and their impact on the results of operations and financial condition of TWE are
further discussed below,

Telecommunications Strategy

In 1994, TWE and Time Warner embarked on a strategy to expand their cable television business, leading
to the formation of the TWE-Advance/Newhouse Partnership and the acquisition by Time Wamer of certamn
cable television systems, which increased the number of subscnbers under TWE's management by
approximately 3.7 mullion. This strategy was based on management’s expectation that there would be a
signficant increase in the value of cable television systems relaied. in part, 10 a future convergence of the cable
and telephone industnes, which would provide cable companies with an opportunity to operaic large geographic
clusters of cable television systems for purposes of maximizing the development and distnbution of new and
improved services on a cost efficient basis, such as increased channel capacity, high speed daia ransmission and
telephony services.

In early 1996, TWE and Time Warner completed their plans for the expansion of theur cable television
business. thereby strengthening their geographic clusters of cable television systems as previously envisioned
Along with intemnal growth, the formation of the TWE-Advance/Newhouse Pannership, and Time Warner's
acquisitions of Summit Communications Group. Inc. ("Summit”), KBLCOM Incorporated (“"KBLCOM™) and
“ablevision Industries Corporation (“CVI1™) and relaied companies, increased the total number of subscribers
under the management of Time Warner Cable 1o over 11.7 million, as compared to 7.5 million subscribers at the
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TIME WARNER ENTERTAINMENT COMPANY, L.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—(Continued)

end of 1994, Time Wamer Cable has also extended its reach of cable television systems [0 neighborhoods
passing 18 million homes or close 1o 20% of television homes in the U.S. In addition, there are now 35
geographic clusters of cable television systems managed by Time Wamer Cable serving over 100,000
subscribers each, including key markets such as New York City and State, cemiral Flonda and North Carolina.
Excluding Time Wamer's sysiems, TWE owns or manages cable television systems serving 9.5 million
subscribers. with 31 geographic clusters serving over 100,000 subscribers each. TWE and Time Warner do not
currently plan to make any more significant acquisitions of cable television systems, but instead inteads 1o
continue 1o refine their geographic clusters by exchanging cenain unclusiered cable television systems for
geographically-strategic ones of by selling non-strategic cable lelevision sysicms a3 part of their continuing asst
sales program, Management continues 10 believe that the increased size and concentration of its subscriber base
will provide lor sustained revenuc growih from new and improved scrvices, and provide centain economues of
scale relating to the upgrade of the technological capabilities of Time Warner Cable's cable television sysiems.

Management helieves that the future convergence of the cable and iclephone industnes has been
substanually confirmed through various events within the industry, including the February 1996 enactment into
law of sweeping telecommunications industry reform. Among other features, the Telecommunications Act of
1996 effectively removes regulatory barmiers that historically prohibited cable television companies and local and
long-distance telephone companies from competing in each other’s business. In addition, the new law climinates
most cable rale pncing restnctions in 1999, and carlier under certain circumstances. TWE expects that the
relaxation of cable rate regulation in 1999, along with permitied cable rate price increases for certain regulated
services that went ino effect on January 1. 1996 under a scparale Time Wamer Cable agreement with the
Federal Communications Commuission (the "FCC™), will provide enhanced pncing flexibiluy that will help
finance s cahle and telephony expansion plans.

The next phase of TWE and Time Warnet's telecommunications stralegy is 10 simplify the structure of its
cable and telecommumications properuies by branging such properues together. so far as practicable and on a tax-
efficient basis, into an enterprise that will be responsible for the overall management and financing of these
interests The first step of this process was completed in 1995 when ITOCHU and Toshiba exchanged their
interests i TWE for equity interests in Time Wamer. The restructunng process depends. among other things,
upon successful negotiations with U 5 WEST and certain creditors, and the receipt of franchise and other
regulatory approvals Accordingly, there can be no assurance that the effort will succeed. In the nterim. as
contemplated by the TWE-Advance/Newhouse Parinership agreement. Time Warner may transfer certain of its
newly-acquired cable systems to the TWE-Advan:e/Newhouse Pannership on a tax-efficient basis. Such
wansfers, if they are made. are expected 10 be structured so that the systems will be transferted subject 1o a
potion of Time Wamer's debt. thereby increasing the under-leveraged capitalization of the TWE-
Advance/Newhouse Partnership and consequently, TWE.

Use of EBITDA

The following comparative discussion of the results of operations and financial condition of TWE includes,
among other factors, an analysis of changes in the operating income of the busincss Scgments before
depreciation and amortization ("EBITDA"} in order 1o ehrmnate the effect on the operaung performance of the
filmed enterainment and cable businesses of significant amounis of amoruzation of intangible assets recognized
i Time Wamer's $14 billion acquisition of WCI in 1989, the $1.3 billion acquisition of the ATC mnonty
interest o 1992 and other business combinations accounted for by the purchase method, Financial analysis
generally consider EBITDA 1o be an imponant measure of comparative operating performance for the
businesses of TWE, and when used 10 companson 1o debt levels or the coverage of interest expense, as a
measure of liqudity However, EBITDA should be considered in addition to, not as a substiiuie for, operaung

F-621




TIME WARNER ENTERTAINMENT COMPANY, L.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION—{Continued)

income. net income, cash Aow and other measures of financial performance « nd hiquidity reponed in accordance
with generally accepted accounung principles

RESULTS OF OPERATIONS

1995 vs. 1994

TWE had revenues of $9.517 billion, income of $97 million before an extraordinary loss on the r=tirement
of debt and et income of $73 million for the year ended December 31, 1995, compared to revenues of $8.460
billion and net income of $161 mullion for the year ended December 31, 1994, The decrease in net income in
1995 was principally related to a $24 million extraordinary loss on the retrement of debt and higher
depreciation and amorntization relating tc increased capital sp.nding.

As discussed more fully below, TWE's operaung results in 1995 reflect an overall increase in operaung
income penerated by its business segments (including the contribution by the TWE-Advance/Newhouse
Partnership) and an increase in investment-related income resulting from gains on the sale of cenain unclustered
cable systems and other invesiments, offset in part by minonty interest expense relaied 1o the consolidation of
the operating results of the TWE-Advance/Newhouse Partnership effective as of Apnl 1. 1995,

On a pro forma basis, giving effect to (i) the formauon of the TWE-Advance/Newhouse Pannership. () the
refinancing of approximately $2.6 billion of pre-cxisting bank debi. (iii) the consolidanion of Paragon, (iv) the
Six Flags Transaction. (v) the Unclustered Cable Transactions and (vi) the reacquisition of the Time Warner
Service Pantnership Assets. as if each of such transactions had occurred at the beginning of the penods. TWE
would have reporied for the years ended December 31. 1995 and 1994, revenucs of $9.682 hillion and $8 779
billion, depreciation and amortization of $1.069 billion and $1.035 billion, operating income of $962 million
and $884 million. income before extraordinary ttem of $172 mullion and 5143 mullion and net income of $148
million and $143 mullion, respectively. The 1995 1o 1994 companson of pro forma results are similarly affected
by any underlying historical trends unrelated to the transactions given pro forma effect 10 therein. The increase
i pro forma over historical net income for 1995 prnncipally results from the pro forma effects of a full year
contnibution by the TWE-Advance/Newhouse Pannership, the contribution of net income related to the Time
Warner Service Partnership Assets. and interest savings associated with the refinancing of TWE’s bank debt and
lower debt levels resulting from asset sales. The decrease in pro forma over histoncal net income for 1994
principally results from the pro forma effects of the contribution of net losses related to the Time Wamer Service
Partnership Assets, which exceeded the positive pro forma cffects of a full year contnbution by the TWE-
Advance/Newhouse Partnership, and interest savings associated with the refinancing of TWE's bank debt and
lower debt levels resulung from asset sales.

As a US. partnership, TWE is not subject 1o US. federal and state income taxation. Income and
withholding taxes of $86 million in the ycar ended December 31. 1995, and $40 million in the year ended
December 31, 1994, have been provided in respect of the operations of TWE's domesuc and foreign subsidiary
corporations
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EBITDA and operating income for TWE in 1995 and 1994 are as follows
Years Ended December M,

EBITDA i~y

1995 1994 1995 1994
imillions
Filmed Entertunment . RS E i 2t S 459 S 407 S228 s200
Sin Flags Theme Parks... ... ... o e 60 135 29 56
Broadcasting-The WB Network .. .......... ..o on (66) — (66) -
Programming-HBO . . .. ..ovvniiiiiiniiiieiaee e 291 255 217 236
DI ociviraie s i 5 e e A s R 1o . & | 994 495 355
Total OO RN s U $1.999 851,791 $960  SB4R
e - —_— = _

Filmed Entertainment. Revenues increased to $5.069 billion. compared to $4.476 billon in 1994
EBITDA increased to $459 million from $407 million. Depreciauon and amortization. including amortizaiion
related 1o the purchase of WCI, amounted to $231 million in 1995 and $206 million in 1994 Operating income
increased 1o $228 million from $201 million. Revenues benefited from increases in worldwide theatrical, kome
video, consumer products and television distribution operations. Worldwide theatncal and domestic home video
revenues 1 1995 were led by the success of Barman Forever. EBITDA and operaling income benefited from the
revenue pains and increased income from licensing operations.

Six Flags Theme Parks.  As a result of TWE's sale of 51% of its interest in Six Flags, the operatng results
of Six Flags have been deconsolidated effective as of June 23, 1995 and TWE's remaining 49% interest in Six
Flags 1s accounted for under the equity method of accounting. Accordingly. revenues decreased to $227 mullion,
compared to $557 million in 1994, EBITDA decreased to $60 million from $135 million. Depreciaion and
amortization amounted 1o $31 million 1n 1995 and $79 million in 1994 Operating income decreased to 529
mullion from 856 mallion,

Broadcasting-The WB Nerwork. The WB Network was launched in Jauuary 1995, and generated $66
mullion of operatng losses on $33 mullion of revenues. The operating loss was mitigated by a favorable legal
settlement. as well as by funding from a limited panner admitted as of August 1995 Due to the stan-up nature
of this new national broadcast operauon, losses are expected 10 continue

Programming-HBO. Revenues increased to $1.593 billion. compared to $1.494 hillion in 1994 EBITDA
increased 1o 5291 million from $255 million. Depreciation and amortization amounted to $17 nullion in 1995
and $19 million 1n 1994 Operating income increased to $274 million from 3236 million. Revenues benchited
primanly from an increase in subscriptions to 29.7 mullion from 27 million at the end of 1994, as well 25 from
higher pay-TV rates. EBITDA and operaung income improved pnncipally as a result of the revenue gains

Cable. Revenues increased to $3.005 billion, compared to $2.220 billion in 1994. EBITDA increased to
§1 755 hillion from $994 million. Depreciation and amortization. including amoruization related to the purchase
of WCI and the acquisition of the ATC runonty interest, amounted 10 $760 million in 1995 and $639 million in
1994 Operauing income increased to $495 million from $355 million. Revenucs and operating results benefited
from the formation of the TWE-Advance/Newhouse Parnership on April 1, 1995 and the consolidation of
Paragon effecuve as of July 6, 1995, Excluding such effects. revenues benefited from a 3% increase in basic
cable subscribers and increases in nonregulated revenues, including pay-TV, pay-per-view and advertising.
Excluding the positive contributions from the TWE-Advance/Newhouse Parnership and the consolidation of
Paragon. EBITDA and operating income increased as a result of the revenue gains, offset in part by the full year
impact of the second round of cable rate regulations that went into effect in July 1994, higher start-up costs for
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telephony operations and. with respect to operating income oniy, higher Jepreciation anrd amortization relating to
increased caputal spending.

Interest and Other Net. Interest and other, net, decreased 1o $580 mulhon i 1995, compared to $35K7
million in 1994, Interest expense increased to $571 million. compared to $563 mullion in 1994, pnincipally as 3
result of higher short-term, floating-rates of interest paid on borrowings under TWE's former and existing bank
credit agreements, offset in pan by interest savings in the last quaner of 1995 on lower debt levels related to
management’s asset sales program. Other expense, net. decreased 10 $9 million in 1995 from $24 rmullion in
1994, principally because of an increase in investment-related mcome related to gains on the cale of cerun
unclustered cable systems and other invesiments

1994 vs. 1993

TWE had revenues of $8.460 billion and net income of $161 million in 1994, compared to revenues of
$7.946 billion and net income of S198 million in 1993. The decrease in net income principally relates to the
effects of cable rate regulation, offset in pan by the absence of an extraordinary loss on the returement of debt ol
$10 million recorded in 1993. As discussed more fully below, the Entertainment Group's operating results in
1994 reflected an overall decrease in operating in-ome generated by its business segments, prncipally relating to
lower Cable results due 1o cable rate regulation, and an increase in investmeni-related and foreign currency
contract losses, offset in pant by an increase in interest income.

EBITDA and operating income for TWE in 1994 and 1993 are as follows:
Years Ended December 31,

EBITIN ey

1994 1993 1994 199
trmid oy

Filmed Enteriunment .. ... .... i i i S 407 5 399 5201 §210
Six Flags Theme Parks. ......... i PR 135 122 56 53
Programming-HBO , . : i A T i 255 230 236 213
AL oamiscs b i mamgins S = G4 1.034 155 407
L7 T e W RN ok e O s ST S R .. S$1.791 51785  SB4H  $88]
e e T R

Filmed Entertainment. Revenues increased 1o $4.476 billion. compared 1o $4.024 billion n 1993
EBITDA increased to $407 million from $399 million. Depreciation and amorttization, including amortzation
related to the purchase of WCI, amounted to $206 million wn 1994 and $189 million in 1991, Operating income
decreased to 5201 million from $210 million. Worldwide home video. syndication and comsumer products
revenues increased at Wamer Bros.. offsct in part by lower worldwide theatncal revenues. EBITDA and
operating income margins decreased principally as a result of lower theatncal results in companson to the
exceptionally strong theatncal results in 1993,

Six Flags Theme Parks. Revenues increased 1o $557 mullion, compared to $513 million 1n 1993 EBITDA
increased to $135 million from $122 million. Depreciation and amortization amounted to $79 million in 1994
and $69 million in 1993, Operating income increased to $56 million from $53 million. Revenues increased as a
result of overall anendance growth and higher revenues per visitor EBITDA and operating income improved
prncipally as a result of the revenues gains

Programming-HBO. Revenues increased to $1.494 billion, compared to $1.45 billion in 1993, EBITDA
increased to $255 million from $230 million. Depreciaton and amortization amounted to $19 million in 1994
and $17 million in 1993, Operating income increased to $236 million from $213 million. Revenues benefited
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from an increase in subscriptions and higher pay-TV rates. EBITDA, operating income and operatng margins
improved principally as a result of the revenue gains

Cable. Revenues increased to $2.220 billion, compared to $2.205 bill.on in 1993, EBITDA decreased to
$994 mullion from $1.034 billion. Depreciation and amoruzation, including i moruzation re'ated to the purchase
of WCI and the acquisition of the ATC minority interest, amounted to $639 million in 1994 and $627 million in
1993. Operating income decreased to $355 million from $407 million. Revenues and operatng results in 1994
were adversely affected by two rounds of cable rate regulation that in general reduced the rates cable operators
are allowed to charge for regulaicd services, the first of which went into effect in September 1993 and the
wecond of which went into effect in July 1994, The unfavorable effects of rate regulation were offset in part by
an increase in subscribers and nonregulated revenues. Actions that were undertaken to mitigate the impact ol
rate regulation included a number of cost containment measures and a continued emphasis on near and long-
lerm strategies to increase revenues from unregulated services.

Interest and Other. Net. Interest and other, net, increased to $587 mullion in 1994, compared 1o 3551
million in 1993, Interest expense decreased to $563 million, compared with $573 million in 1993, There was
other expense, net, of $24 million in 1594, compared to othe: income. net. of $22 million t1n 1993 Inves'ment-
related and foreign currency contract losses in 1994 exceeded an increase in interest income o1 higher cash
balances and the interest-bearing note receivable from U S WEST. In 1993, other income, net benefited from 2
gain on the =ale of certain assets and other investment-related income, which more than offset investment losses

FINANCIAL CONDITION AND LIQUIDITY
December 31, 1995

1995 Financial Condition

The financial condition of TWE at December 31, 1995 was affected by the formauon of the TWE-
Advance/Newhouse Partnership, the Six Flags Transaction and the consolidation of Paragon TWE had $6.2
billion of debt, $1.4 billion of Time Wamer General Partners’ senior prienity capital and $6.5 billion of partners’
capual (net of the $169 million uncollected portion of the note receivable from U § WEST) at
December 31, 1995, compared to $7.2 billion of debt, $1.7 billion of Time Wamner General Panners’ senior
prionity capital and $6.2 billion of parners’ capital at December 31, 1994, The $1 billion reduction in debt
resulted principally from the Six Flags Transaction. In addition. principally as a tesult of the payment of over $1
billion of distributions to Time Wamer in 1995, cash and equivalents decreased to $209 million at
December 31, 1995, compared to $1.1 billion at December 31, 1994, reducing the debt-net-of-cash amounts for
TWE to $6 billion and $6.1 billion. respectively

Credit Agreement Refinancing

In connection with the cable transactions, TWE. the TWE- Advance/Newhouse Partnership and TWI1 Cable
exccuted a five-year revolving credn facility in June 1995 The New Credit Agreement enabled such enlities to
refinance cenain indebtedness assumed in the cable acquisitons. 1o refinance TWE's indebtedness under a pre-
existing bank credit agreement and to finance the ongoing working capital, capital expenditure and other
corporate needs of cach borrower.

The New Credit Agreement permils borrowings in an aggregate amount of up 10 $8.3 billion, with no
wheduled reductions in credit availability prioe 10 matunty, Bormowings are limited to %4 billion in the case ol
TWI Cable, $% billion in the case of the TWE-Advance/Newhouse Partnership and $8.3 billion in the case of
TWE. subject in each case to certin limitations and adjustments. Such borrowings bear interest at specific rates
for each of the three borrowers, generally equal to LIBOR plus a margin initally ranging from 50 to 87.5 basis
points, which margin will vary based on the credit raung or financial leverage of the applicable borrower
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Unused credit is available for general business purposes and to support amy commercial paper borrowings. Each
borrower is required 10 pay a commitment fee nitially ranging from .29 10 .35% per annum on the unused
portion of its commitment. The New Credit Agreemen! contains certain covenants for each borrower relatng 1o,
among other things, additional indebiedness: liens on assets; cash flow coverage and leverage ratios; and loans,
advances, distributions and other cash payments or transfers of asscts from the borrowers to their respective
partners or affiliates.

In July 1995, TWE borrowed approximately $2.6 billion under the New Credit Agreement to repay and
termunate its pre-existing bank credit agreement.

Asset Sales

In conjunction with Time Warner and as part of a continuing straiegy to enhance the nnancial position and
credit statistics of TWE. an asset salc . program was initiat 4 by Time Warner and TWE in 1995 Including the
sale of 51% of TWE's interest in Six Flags in June 1995 and the sale or expected sale of centain unclustered
cable systems, TWE has completed or entered into transactions that rused approximately S11 billion for detd
reduction. all of which were completed in 1995 except for certain transactions aggregating anproximately $170
million which are expected to close in 1996,

Credit Statistics

The combination of asset sales and the debt refinancing is intended to strengthen the financial position of
TWE and, when taken together with EBITDA growth, is expected to continue the improvement of TWE'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. Those ratios, on a pro forma basis for 1995 and on an histonical
basis for 1994 and 1993, arc as set forth below

Pro Forma _ Historical
1995(0) 1994 1991

Net debuv/Adjusted EBITDA ... . . Ry Syt EX LY 15x 3dx
Adjusted EBITDA/Imerest . S e . A7x Jax 30x

1a) Pro forma ratios for 1993 gwe effect 1o the formanon of the TWE:Advance/Newhouse Pannerihip. the refinancing of appronimaely
$2.6 billson of pre-cxisting bank debt the comsolidation of Paragon, the Six Flags Transaction and the Unclustered Cabie Transactions,
a if each of such transactions had occurmed at the beginning of 1993 Histoncal ratios for 199% are not meamagful and have not been
presented because they reflect the operating resuis of scquired or disposed entities for oaly 0 pomon of the year in COMPaNon 1o year-
end net debt levels
Such ratios may be adversely affected upon the wansfer of certain of Time Warner's newly-acquired cable
systems to the TWE-Advance/Newhouse Partnership, which, if completed. is expected to be structured zo that
the systems will be transferred subject 10 a portion of Time Wamer's debt. thereby increasing the under-
leveraged capitalization of the TWE-Advance/Newhouse Partnership and consequently. TWE.

Cash Flows

In 1995, TWE's cash provided by operations amounted to $1.519 billion and reflected $1.999
hillion of EBITDA from the Filmed Entertainment, Six Flags Theme Parks. Broadcasting-The WB Network,
Programming-HBO and Cable businesses and 3230 million related 10 a reduction in working capual
requirements, other balance sheet accounts and noncash items, less $571 million of interest payments. 875
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million of income taxes and $64 million of corporaie expenses. Cash provided by operations of £1.296 billion in
1994 reflected $1.791 billion of business scgment EBITDA and $155 million related to a reduction in working
capital requirements. other balance sheet accounts and noncash items, less $521 mullion of interest payments,
269 million of income taxes and $60 million of corporate expensecs

Cash used by investing activities decreased (o <688 million in 1995, compared 1o $1.659 billion in 1994,
principally as a result of 2 $1 billion increase in investment proceeds relating to management's asset sales
program. Capital expenditures increased 10 $1.535 billion in 1995, compared to $1.153 billion n 1994,
pnncipally as a result of higher capital spending by the Cable Division.

Cash used by financing activities was $1.693 billion 1n 1995, compared to cash provided by financing
sctvities of $96 million in 1994, principally as a result of an approximate $1 hillion reduction i debt in 1995
and a $918 million increase in distributions paid 1o Time Wamer, offset in pan by a $368 million increase in
collections on the note receivable from U § WEST that were used to partially finance the capial spending
requirements of the Cable Division.

Management believes that TWE's operating cash flow. cash and equ’ alents, collections on the U S WEST
Note and additional borrowing capacity are sufficient to fund its capital and liquidity needs for the foresecable
future

Cable Capital Spending

Since the beginning of 1994, Time Wamner Cable has been engaged in a plan to upgrade the technological
capability and reliability of its cable television systems and develop new services. which it believes will position
the business for sustained, long-term growth. Capital spending by TWE's Cable dwvision amounted to $1.178
billion 1n 1995, compared to $699 million in 1994, and was financed in pan through collections on the nole
receivable from U § WEST of $602 million in 1995 and $234 mullion in 1994, Capital spending by TWE's
Cable division for 1996 is budgeted to be approximately $1.3 billion and is expected to be funded principally by
cable operaung cash flow and $169 million of collections on the remaining portion of the note receivable from
L' S WEST. In exchange for certain flexibility in establishing cable rate pricing structures for regulated services
that went into effect on January 1. 1996 and consistent with Time Warner Cable's long-term strategic plan, Tirme
Warner Cable has agreed with the FCC 1o invest a total of 54 billion in capital costs in connection with the
upgrade of its cable infrastructure, which is expected 1o be substanually completed over the next five years. The
agreement with the FCC covers all of the cable operations of Time Wamer Cable, including the owned or
managed cable television systems of TWE. the TWE-Advance/Newhouse Paninership and Time Wamer.
Management expects (o continue o finance such level of investment pnncipally through the growth in cable
operating cash flow denved from increases in subscribers and cable rates. borrowings under the New Credit
Agreement and the development of new revenue streams from expanded programming options, high specd data
ransmission, telephony and other services.

OfT-Balance Sheel Assets

As discussed below, TWE believes that the value of centaun off-balance sheet assets should be considered.
along with other factors discussed elsewhere herein, in evaluating TWE's financial condition and prospects for
future results of operations, including its ability 1o meet its capital and liguidity needs

Intangible Assels

As a creator and distnbutor of branded information and entertinment copyrights, TWE has a significant
amount of internally-generated intangible asscts whose value is not fully reflected in the consolidated halance
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sheet. Such intangible assets extend across TWE's principal business interests, but are best exemplified by it
intcrest in Wamer Bros” and HBO's copynghted film and television product librznes, and the creation o
extension of brands. as in the case of The WB Network. Generally accepted accounung pnnciples do med
recognize the value of such assets, except at the ume they may be acquired in a business combination accounted
for by the purchase method ol accounting.

Because TWE owns the copynghts to such creative material. it continually generates revenue through the
sale of such products across different media and i new and existing markets. The value of film and television
related copyrighted product and trademarks is continually realized by the licensing of films and television senes
to secondary markets and the licensing of trademarks, such as the Looney Tunes characiers and Batman. to the
retail indusiry and other markets. In addition, technological advances. such as the introduction of the home
videocassette in the 1980's and potentially the digital versatile disc in the future, have histonically gencrated
significant revenue opportunitics through the repackaging and sale of such copynghted products under the new
technological format. Acce dingly, such intangivie assets have sigmficant off-balance sheet asset value that i
not fully reflected in TWE's consolidated balance sheet

Warner Bros. Backlog

Warner Bros.” backlog, representing the amount of future revenue not yet recorded from cash contracts for
the licensing of theatrical and television product for pay cable. network, basic cable and syndicated television
exhibition, amounted 1o $1.056 billion at December 31, 1995, compared to $852 million at December 31, 1994
{including amounts relating 1o HBO of $175 mullion at each date). Because such contracts are for the licensing
of theatrical and television product which have already been produced. the recognition of revenue s pnincipally
only dependent upon the commencement of the availability penod for telecast under the terms of the related
licensing agreement. In addition, cash licensing fees are collected penodically over the term of the related
licensing agreements. Accordingly, the portion of backlog for which cash advances have not already been
received has significant off-balance sheet asset value as a source of future funding. The backlog excludes
advertising baner contracts, which arc also expected to result in the future realization of cash through the sale of
advertising spots received under such contracts,

Foreign Currency Risk Management

Time Warner uses foreign exchange contracts pnmanly to hedge the nsk that unremitted or future license
fees owed 1o TWE domestic companies for the sale or anticipated sale of U.S. copyrighted products abroad may
be adversely affected by changes in foreign currency exchange rates. As pant of its overall strategy to manage
the level of exposure to the risk of foreign currency exchange rate fluctuations, Time Wamer hedges a portion of
its foreign currency exposures anticipated over the ensuing twelve month penod. including those related 1o
TWE. At December 31, 1995, Time Wamer has effecuvely hedpged approximately half of TWE's totai cstimated
foreign currency exposures that principally relate o anucipated cash flows 1o be remitted to the US. over the
ensuing twelve month penod. using foreign exchange contracts that gencrally have maturities of three months or
less. which generally are rolled over to provide continuing coverage throughout the year. TWE is reimbursed by
or reimburses Time Warner for Time Wamer contract gains and losses related to TWE's foreign currency
exposure. Time Wamer often closes foreign exchange sale contracts by purchasing an offsctung purchase
contract At December 31, 1995, Time Wamner had contracts for the sale of $504 million and the purchase of
$140 million of foreign currencies at fixed rates and maturities of three months or less. Of Time Warner's $364
million net sale contract position, none of the foreign exchange purchase contracts and $113 million of the
foreign exchange sale contracts related 10 TWE's foreign currency exposure, primarily Japanese yen (21% of net
contract position related to TWE), French francs (22%), German marks (12%) and Canadian dollars (21%).
compared 0 a net sale contract posiion of $188 million of foreign currencies at December 31, 1994
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Unrealized gains or losses related to foreign exchange contracts are recorded in income as the market value
of such contracts change; accordingly, the carrying value of foreign exchange contracts approximates market
value. The carrying value of foreign exchange contracts was not material at December 11, 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 mawnty dates. In 1995 and 1994, TWE had
$11 milhon and $20 million, respectively, of net losses on foreign exchange contracts, which were or are
expected 1o be offset by cormresponding increases in the dollar value of foreign currency license fee payments
that have been or are anticipated o be received in cash from the sale of U.S. copyrighted products abroad. Time
Warner places foreign currency contracts with a number of major financial institutions in order 10 minimize
credit nsk

Based on Time Wamer's outstanding foreign exchange conmracts related to TWE's exposure at
December 31, 1995, each 5% devaluation of the U.S. dollar as compared to the level of foreign exchange rates
for currencies under contract at December 31, 1995 would result in approximately $6 muilion of unrealized
losses on foreign exchange contracts. Conversely, a 5% appreciation of ae U.S. dollar as compared 1o the level
of foreign exchange rates for currencies under contract at December 31, 1995 would result in $6 million of
unrealized gains on contracts. Consistent with the natre of the economic hedge provided by such foreign
exchange contracts, such unrealized gains or losses would be offset by comesponding decreases of Increascs,
respectively, in the dollar value of future foreign currency license fee payments that would be received in cash
within the ensuing twelve month period from the sale of U.S. copynighted products abroad




TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED BALANCE SHEET

December 31,
imillions)
1995 1994
ASSETS
Current assets
Cavh and equivalents Yy 10
Recervables. including 5354 and 266 due from Time Warner,
leis allowances of 3363 and §M06 1638 | 42
Inventonies i : HH Ghh
Prepaid espenses 141 120
Total current aasets LT 1473
NoncuTenl ImEniones 1 909 | !
Loan recevable from Time Warner ain ELE ]
Investments . Giewd y 153 L)
Land and buildings . m k4l
Cable television equipment 5459 1619
Furmitore, fixtures and other equipment ; 1,792 | AN
LR A
Less accumulated depreciation . (3135 (2.2t
Propemy. plam and equipmen i $.208 1784
Cable televison franchises ; ; ' s 1,360 1.2\
Groodwll . . 4,119 aall
(bt assels arws ) e 620 Th1
Total assets 318,908 518,660
R p ===y
LIABILITIES AND P&ITNFHS CAFITAL
Current liabilites ;
Accounts payable LI 3 %4
Parucipanons and pmp‘mn; couts 1 %00 147
Oeher current habilinies. including $134 due 10 Time \Irmr a m: LI L 1.427 | 486
Toul current habiliues , 1218 1857
Long-term debt TN 6137 T 16l
(xher long-term Labilities m:h.udm; SIW and $E9 du: w Time Warner W24 144
Minonty interests | T8
Time Warner General Pannens’ semor pnonty capeal 1426 1o b
Partners” capital
Contnbuted capital . a1 7.39%
Undistnbuted partnenup wnmp {dencit) ; 1475) 1y
Note recewvable from U S WEST i 168} (1)
Totl parners” capial 647 621
¥
Towl hatelites and partnen capstal S8 RLE

See JCCOMPANYING HOLEY
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(millions)

Hevenues (ar

Cost of revenues (anbi
Selhinp. peneral and sdmmnistrative (apb)

Operating expenscsy

Bunness sepment operaling income
Interest and vther. et (4)

Minonty imicredd

Corporate services (a)

income before income LaLes
Income Lases

Income belore extraonlinary item

Earaordinary loss on reurement of debt, net of $7 million income tax benefit in 1993 relsted o a
tasable subsidiary o

Net income

195 sM 199
$9.517 35 460 57 b
6597 5970 3.4679

1 .G6d) 1,63 I 384
8587 7412 _'_F_..N__J-F
Gl HdR 553
(580) (58T (331)
13y - -—
it (L] 160
183 201 mn
(b i) 64

97 181 208
(24) -_ 110}

T 7 5 181 5 198

141 Includes the following income (espenses) resulung from tramactions wath the partnens of TWE and other related companies for the
years ended December 11, 1995 1994 and 1993, respectvely: revenoes- 356 malhion, $112 million and 367 million, cost of revenues-
$054) mullion, $476h mafhon and $(885 million, selling, general und admunistrative-3(61) million, $(72) million and ${38) million.
interest and other, net-524 mullon. 521 malbion and $3 mulbion. and corporate expenses-$064) millon, 360} million and $160) milhon

Nowe 1)

bt Includes deprecianon and amornizabon eipenmse of

§1.03%

==

Ser accompanying fodes
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TIME WARNER ENTERTAINMENT COMPANY, L.P.

CONSOLIDATED STATEMENT OF CASH FLOWS
Years Ended December 31,

{millions)

OPERATIONS
et inmome
Adjusiments (or noncash and nonoperating dems
Extraordinary bows on retrement of debt
Depreciauon amd ameorizanon i
Eqguity in (income ) losses of investee companies. net of distnbutions
Change o operating assets and habilites
Hecervables
Inveniones .
Accounts payable and owher labilives
(Hher balance sheel changes

Cash provided by operations

INVESTING ACTIVITIES
Investments and acquisitons
Caputal evpenditures
Investment procesds

Loan o Time Wamner

Cash ured by ivesting acuvibies

FINANCING ACTIVITIES

Borrowings

Debt repayments

Capital conentunons, including collections on note recevabee from L § WEST

Capral distnbutons
Other

Cash provaded (used) by financing scuvities
INCHEASE (DECHREASE) IN CASH AND EQUIVALENTS

CASH AND EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND EQUIVALENTS AT END OF PERIOOD

Ser acompaniing notes
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1995 1994 1993
5 7 5 sl LI b
M - 10
1.0¥ T} w2
B 1 i2n
(15%) (e 1
LY (Th) (13K)
HTe Loy 26d)
(103 2 9
1.519 1.2 121
(203 1136) M7
(1.325) i1.183) 613
1,050 L] 1§
o | 800 i
(6883 1659 (780}
2484 an 1073
3594 194%) (LTM)
&02 4 1 348
(1.088) (170) (33)
95) - (45}
1683 Gy Kl
{BA2) 1267) 1,302
| 071 1,338 3y
$ 2 $1L.071 $13M




TIME WARNER ENTERTAINMENT COMPANY, L.
CONSOLIDATED STATEMENT OF PARTNERSHIP CAPITAL

(millions)
Time VWarner __ Fartners” Capitsl
Ceneral U ndistributed
Partners’ Partserihip Us Total
Semior Comdritmts d Famnings WEST  Parineny’
aprital Capital | Deeficit ) Sole Capital
BALANCE AT DECEMBER 131, 1992 5§ - LAY S 14y 5 — 417
et PCOME 194 e
Admpuon of USW
Contribuatson a5 .02 155
Time Warner General Partnen schas prionty capvial 1501 (1.5 )0
[nsantwions (41 133 1539
Dustnbution of Time Wamer Senace
Partneruiup Assels (B w4 94
Allacation Of isCome 33 11%) i
Collectom ) It
Ot I _l_llll h o i
BALANCE AT DECEMBER 31, 199} 1,538 758 13935 o] s ) .00
Nel inoome [-1] il
[rstnbmtions. (4} (£ ey
Albocateon of iRcome 127 it 2T
Calbections u I
(nther o . _ 1
BALANCE AT DECEMBER 21, 194 1,663 7.398 (394 (771 65,233
Net income T3 7
Distribubions (a) R ‘e (3661 42 421
Reacquisiion of Time Warner Service
Parnenship Assets (b 124 124
Allocation of income 129 (119 129
Colles prons i 602 w2
Unbaer . . id) [E1]
BALANCE AT DECEMBER 31, 1995 $1.428 §75121 $UETY) 3 (184 HATE
——— — == T ——

i2) Dubutions 5 1995, 1994 and 1993 included §346 milbon. $173 mulbion a=d $252 milbon, respectively. of accrued ta-relaed
dranbutions, and 525 mllion, $30 milion and 513 milbon of cah distnbutions 10 the Time Warner Service Paninerthips, repectvely
Stock opuion distnbutions of $50 million and $274 million were accrued in 1953 and 1993, respectively, because of an increase in the
market price of Time Warner common stock and $177 milhon of previously-accrued siock opoon distnbutions were reveried in |94
because the market price of Time Wamner common stock declined during the peniod In sddition. Time Wamer General Pannen seniod
prionty capital was reduced in 1995 by a 3366 million distribution of pannenship income previoudly allocaled 10 wech interest

Time Warner General Panners' junior prionty capial was reduced in 1997 for the $95 mullion histoncal cost of the Time Wamer
service Pannership Assets distntuied 1o the Time Wamer Gencfal Partnens and was increased in 199% by the 3124 mullion histoncal
cont of the Time Wamner Service Pannership Assets reacquered by TWE

ih

See CCOMPARYIng NOES
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICI 'S

Description of Business and Basis of Presentation

Time Wamer Entenainment Company, LP, a Delaware limited partnership ("TWE™), s engaged
prncipally in two fundamental areas of business: Entertainment. consiting principally of interests in filmex
entertainment, broadcasting, theme parks and cable television projramming, and Telecommunications
consisting pancipally of interests in cable television systems

Each of the business interests within Entertainment and Telecommunications 1s important to TWE"
objective of increasing pariner value through the creation, extension and distnbution of recognizable brands and
copynghts throughout the world. Such brands and copyrights include (1) the unique and cxtensive film and
television libraries of Wamer Bros. and trademarks such as the Looney Tunes characters and Borman, (1) The
WB Network. a new national broadcasting network launched in 1995 as an extension of the Wamner Bros. brand
and as an additional distribution outlet for Wamer Bros.' collection of children cantoons and television
programming, (3) Six Flags, the largest regional theme park operator in the United States. in whicn TWE owna
a 49% interest, (4) HBO and Cinemax, the leading pay televisior. services and (5) Time Wamner Cable. the
second largest operator of cable television systems in the US

The operating results of TWE's vanious business inierests are presented herein as an indication of financial
performance (Note 12). Except for start-up losses incurred in an effort to create value in a branded national
broadcasting network, TWE's principal business interests gencrate significani operating in-ome and cash flow
from operations. The cash flow from operations gencrated by such business interests is significantly greater than
their operating income due 1o significant amounts of noncash amortization of intangible assets recogmized
prncipally in Time Wamer Inc’s (“Time Wamer™) $14 billion acquisition of Warner Cummunications Inc
(“WCI”) in 1989 and $1.3 billion acquisition of the munonty interest in Amencan Television and
Communications Corporation ("ATC") in 1992, a portion of which cost was allocated to TWE in accordance
with the pushdown method of accounting. Non-cash amortization of intangible asscts recorded by TWE'
businesses amounted to $444 million in 1995, $478 million ia 1994 and $476 million in 1993,

Subsidiaries of Time Warner are the general partners of TWE (“Time Warner General Partners ™). Dunng
1995, Time Warner acquired the aggregate |11.22% limited partnership interests previously held by subsidianes
of each of ITOCHU Corporation and Toshiba Corporation. As a result. Time Wamer and certain of its wholly-
owned subsidianies collecuvely own 7449% of the pro rata pnonty capital and residual equity pastnership
interests in TWE, and cemain prionty capital interests senior and jumiof to the pro rata prionty capital interests
The remaining 25.51% pro rata pronty capital and residual equity hmited partnership interests are held by a
subsidiary of U § WEST, Inc. (“U § WEST”), which acquired such interests 1n 1993 for $1.532 killion =f cash
and & $1.021 tullion 4.4% note ithe U § WEST Note™)

In hieu of contributing cerain assets to the partneship al its capitalization in 1992 (the “Benehcal
Assets”), the Time Wamer General Panners assigned to TWE the net cash flow generated by such assets or
agreed to pay an amount equal to the net cash flow generated by such assets. TWE has the right 1o receive from
the Time Wamner General Panners. at the limited partners’ option, an amount equal to the fair value of the
Beneficial Assets, net of associated liabilities. that have not been contnbuted to TWE by June 30, 1996, rather
than continuing to receive the pet cash flow, or an amount equal to the net cash flow, generated by such
Beneficial Assets The consolidated financial statements include the assets and habilities of the businesses
contnibuted by the Time Wamer General Pariners. including the Beneficial Assets and associated labilives . all
at Time Warner's histoncal cost basis of accounting

The consolidated financial statements reflect (1) the consolidation by TWE of the TWE-Advance/Newhouse

Partnership resulting from the formation of such parmership (Note 2). (i) the deconsmidation of S Flags
Eniertainment Corporation ("Six Flags™) as a result of the disposition by TWE of a 51% interest in Six Flags
effectve as of June 22, 1995 (Note 1} and (i) the consalidation of Paragon Communications (“Paragon™) as a
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

result of an increase in TWE's control over the managemenit of such entity effective as of July 6, 1995 Cenan
other reclassifications have been made to the pnor year’s financial statements 10 conform 10 the 1949%
presentation.

Basis of Consolidation and
Accounting for Investments

The consolidated financial statements include 100% of the assets, liabilities, revenues, eXpenses. INCOME.
loss and cash flows of TWE and all companies in which TWE has a direct and indirect controlling voung
interest (“subsidiaries”™), as if TWE and its subsidiarics were a single company Sigmificant intercompany
accounts and transactions between the consolidated companies have been eliminaied. Significant accounts and
wansactions between TWE and its partners and affiliates are disclosed as related panty transactions (Note 14)

Investments in companies in which TWE has significant fluence but less than a controlling voting intefcst
are accounted for using the equity method. Under the equity method. only TWE's investment in and amounts
due to and from the equity investee are included in the consohidated balance sheet. only TWE"s share of the
investee's camnings is included in the consolidated operating results, and only the dividends, cash distnbutions.
loans of other cash received from the investee. less any additional cash investment, loan repayments of other
cash paid w the investee are included in the consolidated cash flows.

In accordance with Financial Accounting Stancards Board (“FASB™) Statement No. 115, “Accounting For
Certain [nvestments in Debt and Equity Secunties”, investments in companics in which TWE does not have the
controlling interest or an ownership and voting interest so large as 1o cxenl significant influence are accounted
for a1 market value if the investments are publicly traded and there are no resale restnctions, of at cost. if the
sale of a publicly-traded investment is restnicted or if the investment 1s not publicly traded. Unrealized gains and
losses on investments accounted for at market value are reported in paniners’ capital unul the investment 15 sold,
a1 which tme. the realized gain or loss is included in income. Dividends and other distributions of earnings from
both market value and cost method investments are included in income when declared.

Foreign Currency

The financial position and operating results of substantially all of the foreign operations of TWE are
consolidated using the local cumrency as the functional currency. Local currency assets and labilities are
translated at the rates of exchange on the balance sheet date, and local currency revenues and expenses are
translated at average rates of exchange during the penod. Resulung translation gains or losses, which have not
been matenal, are included in panners’ capital. Foreign currency transaction gains and losses, which have not
been matenal, are included n operating results,

Use of Estimates

The preparation of financial statements 0 conformity with generally accepted accounting prnciples
requires management to make estmates and assumptions that affect the amounts reporied in the hinancial
statements and footnotes thereto. Actual results could differ from those estmates.

Significant estimates inherent n the preparation of the accompanying consolidated financial statements
include management's forecast of anucipated revenues from the distribution of theatrical and television product
i order 10 evaluate the ultimate recoverability of film inventory recorded as an asset in the consolidated balance
sheet Management periodically reviews such esumales and it is reasomably possible that management's
sssessment of recoverability of individual films and television product may change based on actual results and
other factors
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Revenues and Costs

Feature films are produced or acquired for 1ntial exhibition in theaters followed by distrtbution in the home
viden, pay cable. broadcast network, basic cable and syndicated television markets. Generilly, distnbution 1o the
theatnical, home video and pay cable markets (the pnmary markets) s principally comj leted within eighteen
months of imbal release ond hereafter with respect to distribution to the basic cable, broadcast network and
swndicated television markets (the secondary markets). Theatncal revenues arc recogmzed as the hlms are
exhibited Home video revenues, less a provision for returns, are recognized when the home videos are sold
Revenues from the distribution of theatrical product to cable. broadcast network and syndicated television
markets are recopmzed when the films are available to telecast

Television films and senes are initially produced for the networks or first-run television syndication (the
prumary markets) and may be subsequently licensed tw foreign or domestic cable and syndicated television
markets (the secondary markets). Revenues from the distribution of television product are recogmicd when the
films or senies are available to telecast, except for baner agreements where the recogmition of revenue 1s deferred
until the related adverusements are exhibited.

License agreements for the telecast of theatncal and television product in the cable, broadcast network and
syndicated television markets are routinely entered into well in advance of their available date for telecast. which
15 generally determined by the telecast privileges granted under previous license agreements Accordingly. there
are significant contractual rights 1o receive cash and barier upon which revenues will not be recognized unnil
such product 15 available for telecast under the contractual terms of the related license agreement. Such
contractual nghts for which revenue is not yet recognizable is referred 1o as “backlog.” Excluding advertising
barter contracts, Warner Bros' backlog amounted to $1.056 billion and $852 million at December 31, 1995 and
1994, respectively (including amounts relating .o the licensing of film product to HBO of $175 million at each
date)

Inventones of theatrical and television product are stated at the lower of amortized cost or net realizable
value. Cost includes direct production and acquisition costs, production overhead and capitalized interest, A
portion of the cost 1o acquire WCI was allocaled to s theatncal and television product as of December 31,
1984, mcluding an allocation to product that had been exhibited at least once in all markets ("Library” )
Individual films and series are amortized, and the related panticipations and residuals are sccrued. based on the
proportion that current revenues from the film or senies bear to an estimate of total revenues anticipated from all
markets. These estimates are revised periodically and losses, 1f any, are provided i full WCI acquisition cost
allocated to the Library 15 amortized on a straight-line basis over twenty years. Current film inventories include
the unamortized cost of completed featurs films allocsted o the pnmary markets. television films and senes in
production pursuant to a contract of sale. film nghts acquired for the home video market and advances pursuant
to agreements (o distribute third-party films in the pnmarv markets. Noncurrent film invemones include the
unamomized cost of completed theatrical and television filmy allocated to the secondary markets, theatrical films
in production and WCI acquisition cost allocated to the Library.

A sigmficant portion of cable system and cable programming revenues are denved from subscniber fees,
which are recorded as revenue in the period the service 15 provided The cost of nghts to exhibit feature films
and other programmung on pay cable services dunng one Of more availability periods (“programming costs”™)
generally 1s recorded when the programming is mually available for exhibition, and 15 allocated 10 the
appropnate availability periods and amortized as the progrmmming 14 exhibited

Advertising
In accordance with FASB Statement No. 53, “Financial Reporting by Producers and Distributors of Motion

Pricture Films.” adventising costs for theatncal and television product are capitalized and amortized over the
related revenue streams in each market for which such costs are intended to beneht. which generally does not
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—i(Continued)

exceed three months, Other advertising costs are expensed upon the first exhibition of the adverusement
Advertisiig cxpense. excluding theatncal and television product, amounted to $241 mullion in 1995, 5190
million 1 1994 and $169 million in 1993.

Cash Eqguivalents

Cash equivalents consist of commercial paper and other investments that are readily convertible into cash,
and have ongmal matuntes of three months or less

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Addinons 10 cable property, plant and equipment generally
include material, labor, overhead and interest. Depreciation 1s provided generally on the straight-line method
over useful lives ranging up to twenty-five years for buildings and improvements and up to fifteen years for
furmiture. fixtures, cable television equipment and other equipment.

In March 1995, the Financial Accounting Standards Board issucd Statement of Financial Accounting
Standards No 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Asscts to Be
Disposed O ("FAS 1217) effective for fiscal years beginming after December 15, 1995 The new iules
establish standards for the recognition and measurement of impairment losses on long-lived assets and cenain
intangible assets. TWE expects that the adoption of FAS 121 will not have a material effect on us financial
stalcments

Intangible Assels

As a creator and distnbutor of branded information and entenainment copynghts, TWE has a significant
and growing amount of intangible assets, including goodwill, cable television franchises and other copynghted
products and trademarks. In accordance with generally accepted accounting principles, TWE does not recognize
the tair value of internally-generated intangible assets. Costs incurred 1o create and produce copynighted product,
«uch as feature films and television series. are generally either expensed as incurred. or capitalized as tangible
asscts. as in the case of cash advances and inventonable product costs. Howsver. accounting recognition 15 not
given to any increasing asset value that may be associated with the collection of the underlving copynghted
material. Additionally, costs incurred tu create or cxtend brands, such as the stan-up of The WB Nemwori,
generally result in losses over an extended development period and are recognized as a reduction of income as
incurred, while any corresponding brand value created is not recognized as an intangible asset in the
consolidated balance sheet. On the other hand. intangible asse acquired in business combinations accounted for
by the purchase method of accounung are capitalized and amoruzed over their expected useful life as a noncash
charge against future results of operations. Accordingly, the intangible assets reported in the consolidated
halance sheet do not reflect the fair value of TWE's intemally-generated intangible assets, but rather are limited
to intanpible assets resulting from certain acquisitions in which the cost of the ncquired companies exceeded the
fair value of their wangible assets at the time of acquisition.

TWE amoruzes goodwill over penods up to forty years using the straight-line method. Cable television
franchises and other intangible assets are amortized over periocds up to Iwenly ycars USINg the straight-line
method In 1995, 1994 and 1993, amortization of goodwill amounted to $127 mullion, $129 million and $132
mullion. respectively. amortization of cable television franchises amounted 1o 5223 million. $208 million and
$222 mullion. respecuvely; and amortization of other intangible asscts amounted to $94 mullion, $141 mullion
and $122 million. respectively. Accumulated amortization of intangible assets at December 31, 1995 and 1994
amounted 10 $2.337 billion and $1.867 billion, respecuvely.
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TWE separately reviews the carrying value of acquired intangible assets for each acquirca cauty on 4
guarterly basis to determine whether an impairment may eust. TWE considers relevant cash flow and
profitability information. including estimated future operating results, trends and other available information 1
assessing whether the carying value of intangible asset: ¢an be recovered. Unon a determination thar the
carrying value of intangible assets will not be recovered froin the undiscounted future cash flows o1 the acquired
business. the carrying value of such intangible assets would be considered impaued and will be reduced by o
charge to operations in the amount of the impairment. Impairment 15 measured as any deficiency i est:mated
undiscounted future cash flows of the acquired business 10 recover the carrying value related 10 the intangible
assels.

Income Taxes

As a Delaware limited pannership, TWE is not subject to U.S. federal and state income tanation However,
certain of TWE's operations are conducted by subsidiary corporations that are subject to domesnc or toreign
taxation, Income taxes are provided on the income of such corporations using the hability method of accounung
for income taxes prescnbed by FASB Statement No. 109, “Accounung for Income Taxes

2. TWE-ADVANCENEWHOUSE PARTNERSHIP

On Aprl 1, 1995, TWE formed a cable television joint venture with the Advance/Newhouse Pannership
(“Advance/Newhouse”) 10 which Advance/Newhouse and TWE contributed cable television systems (or
interests therein) serving approximately 4 5 million subscnbers. as well as cerain foreign cable investments and
programming investments that included Advance/Newhouses 10% interest in Pnimestar Parmners, L P
(“Primestar™). TWE owns a two-thirds equity interest in the TWE-Advance/Newhouse Pannership and i the
managing partner. TWE consolidates the pannership and the one-thud equity interest owned by
Advance/Newhouse 15 reflected in TWE's consolidated financial statements as minority interest. In accordance
with the partnership agreement, Advance/Newhouse can require TWE to purchase its equity interest for far
market value at specified intervals following the death of both of its pnincipal shareholders. Beginming in the
third year, either pariner can imnate a dissolunon i which TWE would recenve  two-thards  and
Advance/Newhouse would recerve one-third of the partnershup’s net assets. The assets contnibuted by TWE and
Advance/Newhouse to the partnershup were recorded at their predecessor’s histoncal cost, which, with respect to
Advance/Newhouse, consisted of asscts contnbuted to the partnership of approximately $338 million and
liabilities assumed by the partnership of approuimately $9 million. No gain was recognized by TWE upon the
capitalization of the pannership.

The accompanying consolidated stalement of operations includes the operating results of the
Advance/Newhouse businesses from the date of contnbutian to the partinership. On a pro fonma basis, giving
cffect to (i) the formaton of the TWE-Advance/Newhouse Partnership, (ii) the consolidation of Paragon, (iii) the
reacquisition of the Time Wamer Service Parinership Assets (Note 8). (iv) TWE's debt refinancing (Note 6) and
(v) TWE’s asset sales, including the sale of 51% of its inerest in Six Flags and the sale or expected sale or
ransfer of certin unclustered cable television systems, as if cach of such transactions had occurred au the
beginning of the penods, TWE would have reponed for the years ended December 31, 1995 and 1994, revenues
of $9.682 billion and $8.779 billion, depreciation and amomization of $1.069 tillion and $1.035 billion.
operaung mcome of $962 million and $884 million. income before extraordinary item of $172 mullion and 5143
million and net income of $148 million and 5143 mullion. respecuvely

3. SIX FLAGS

On June 23. 1995, TWE sold $1% of its interest in Six Flags to an investment group led by Boston
Ventures for $204 mullion and received $640 million in addivonal proceeds from Six Flags, representing
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payment of cenain intercompany indebtedness and licensing fees. As a result of the transaction, Six Flags has
been deconsolidated and TWE's remaining 49% interest in Six Flags 15 accounted fo under the equity method
of accountng, TWE reduced debt by approximately $850 mullion 1n coanection W th the transaction, and a
portion of the income on the transaction has been deferred by TWE pnncipaily as a result of s guarantee of
cenain third-pany, zero-coupon indebtedness of Six Flags due in 1999,

TWE had owned all of Six Flags since September 1993 when 1t provided $136 million in funds 1o Six
Flags to repurchase the remaining $0% common stock interest held by other stockholders and preferred stock of
cenan subsidiaries

4. INVESTMENTS

TWE's investments consist of:

[hecember 31,
L T\ .

{millions
Equity method iNVESUMERLS .. .c.oovuneaniniinnnraneee ey s sty SR .. 5 338 5 629
Cost method investments ... ... oveeenn e . 48 37
Total .. . .. ovoont . : $ 383 5 Hbh
——— = f— ———

Companies accounted for using the equity method include Comedy Panners, L.P. (50% owned), cenain
cable system joint ventures (generally $0% owned). Primestar (31% owned in 1995). Six Flags (49% owned 1n
1995 when deconsolidated), certain intemational cable and programming joint ventures (generally 25% owned
in 1995 and 1994) and Courtroom Television Network (13% owned in 1995,. A summary of combined financial
information as reported by the equity investecs of TWE is set forth below:

Years Ended December 31,

140 1994 1)
[T

REVENUES . . oo et vemenmansnmnnrrroamisnass LT e, 81450 s 112 £ 596
Depreciation and amoruzauon . ... i m i 195 125 97
Operating income (lossy.......... P - (9) 11 113
Net income (J0S8) . .oonivriame o iiasin i iy anepid (168 (53) 80
Current assels & R . i 455 192 72
Total assets . L S . 2416 1.281 1.054
Current habilities . .o.ocv0vnes SR T T TR PP 405 305 163
Long-term debt . . ! . 1,778 554 6l
Tonal habthnes . .. 2.1 Q26 T94
Total shareholders’ equity or parners’ capital ... oo = 93 355 260
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5. INVENTORIES

TWEs inventories consist of

December 31,
1995 R
Curremt Momcurrent Currest \-_-m_mnnl
ekl bevens |
Film costs:
Released, less amormization ... e $529 § 437 5 SES 5 W7
Completed and not released ; KR 74 a2 123 )
In process and other e 11 396 I8 il
Library, less amortuizauon ... ...... P - "7 - 765
Programming costs, less amoruizaton. ... ........ ... ... 219 337 149 i
Merchandise ......... . ... _n —_ Bl
R R 2 s T g S $904 $1.909 § 056 §1 K0T

Excluding the Library, the unamortized cost of completed films at December 31, 1995 amounted to §1 062
billion. more than 90% of which is expected to be amortized within three years after release. Excluding the
effects of accounting for the acquisition of WCI, the total cost incurred in the production of theatrical and
television films amounted 1o $2.011 billion in 1995, $1.667 bilhon in 1994 and $1.784 billion i 1993 and the
total cost amortized amounted to $2 billion. $1.640 billion and $1.619 billion, respectively

6. LONG-TERM DEBT
Long-term debt consists of

December 31,
1995 1994
ekl b )

Credit agreement. weighted average interest rales of 64% and 6.5% : $2.185 $2.550
Commercial paper, weighted average interest rates of 6.2% and 6.2% . YR 157 49
Six Flags 9.25% zero coupon notes due December 15, 1999 . e — 123
V%% notes due May 1, 2002 ... . L. e o 600 )
TY4% debenturcs due September 1, 2008 . . ... r— 599 564
10.15% notes due May I, 2012 .. PN a5 250 250
B'A% notes due October 1, 2012, ; PN E o 347 347
8%% debentures due March 15, 2023 L R : TP L | S
8%4% debentures due July 15, 2033 B I ol ¥
Other ... o . - o 14 58
Total e S5 _ M & WLEEA . 5§6,137 $7.160

In June 1995, TWE. the TWE-Advance/Newhouse Partnership and a wholly-owned subsidiary of Time
Wamner ("TWI Cable™) exccuted a five-vear revolving credit facility (the “"New Credit Agreement™) The New
Credit Agreement cnabled such ennties to refinance certain indebtedness assumed in certain cable acquisiuons,
to refinance TWE's indebtedness under a pre-existing bank credit agreement and to finance the ongomg working
capital, capital expenditure and other corporaie needs ol each bomower.

The New Credit Agreement permuts borrowings in an aggregate amount of up to $8.3 billhon. with no
scheduled reductions in credit avaslability prior to maturity. Borrowings are imited to $4 billion in the case of
TWI1 Cable, 55 billion 1n the case of the TWE-Advance/Newhouse Pannership and $8.3 bullion in the case of
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TWE. subject in each case to centamn limitations and adjusiments. Such borrowings bear interest at specific rales
for each of the three borrowers, generally equal to LIBOR plus a margin initially rang'ng from 50 to 87.5 bawus
points, which margin will vary based on the credit rating or financial leverage of the applicable borrower,
Unused credit 15 available for general business purposes and 10 support any commercial paper bommowings. Each
borrower 1s required 1o pay a commitment fee initially ranging from .2% to .35% per annum on the unused
portion of its commitment. The New Credit Agreement contains cenain covenants for each borrower relating o,
among other things, additioral indebtedness, liens on assels. cash flow coverage and leverage ratios; and loans,
advances. distnbutions and other cash payments or transfers of assets from the borrowers to thewr respective
partners or affiliates.

In July 1995, TWE borrowed approximately $2 6 billion under the New Credit Agreement to repay and
terminate its pre-existing bank credit agreement. In connection therewith, TWE recognized an extraordinary los:
of $24 mullion to write-off deferred financing costs related to the former credit agreement,

As a result of the Six Flags transaction, long-term debt was rewuced by approximately $850 million n
1995, including the deconsolidation of Six Flags™ 9.25% zero coupon notes duc in 1999 Such zero coupon
notes have been guaranteed by TWE. In addition. TWE recognized an extraordinary loss of $10 million in 1993
\n connection with the retirement by Six Flags of certain of its indebtedness.

Each Time Wamer General Partner has guaranteed a pro rata portion of approximately $6 billion of TWE's
debt and accrued interest thereon based on the relanve fair value of the net assets each Time Warner General
Partner contnbuted to TWE (the “Time Warer General Partner Guarantees™). Such indebtedness 1s recourse 1o
cach Time Warner General Partner only to the extent of ils guarantee. The indenture pursuant to which TWE's
notes and debentures have been issued (the “Indenure”) requires the unanimous consent of the holders of the
notes and debentures to termunate the Time Warner General Partner Guaraniees prior to June 30, 1997, and the
consent of a majonty of such holders to effect a termination thereafter. There are generally no restnctions on the
ability of the Time Warner General Pariner guarantors to transfer material assets, other than TWE assets. 10
paruies that are not guarantors.

Intcrest expense was $571 million in 1995, $563 million in 1994 and $573 mullion in 1993, The weighted
sserage interest rate on TWE's total debt was 77% and 7.6% at December 31, 1995 and 1994, respectively

TWE has the intent and the ability under the New Credit Agreement lo conlinue 10 refinance 1ts
commercial paper borrowings on a long-term basis. TWE is not obligated 10 repay any portion of (s long-term
debt untl the year 2000 when the New Credit Agreement expires and all borrowings thereunder, including
commercial paper supported by the New Credit Agreement are required to be repaid

7. INCOME TAXES

Domestic and foreign pretax income (loss) are as follows
Years Ended December 3.

1995 1994 1993

el con §
Domestic . . 191 £242 $271
Foreign 5y P .. B PR PSR WA [L1] i41) 1
Total A R EilEE ; $183 §201 202
— - _——— _——
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As a partnership, TWE is not subject 1o U.5. federal, state or local income waxation. Howeser, cortain of
TWE's operauons are conducted by subsidiary corporations that are subject to domesuc of foreign Laxation
Income taxes (benefits) of TWE and subsidiary corpcrations are as set forth below

Yours Ended December 31,

R o
T milloay
Federal:
e Y s o S S s T R RS T $7 L h 10
DR e i A AR T R (5) [ 12
Foreign:
Curremt®’, | , 74 53 tk
Deferred .. fi i1ty 3
State and local:
Deferred ......... e e (3 (%) [RE3

{1} Incledes vulization of Six Flagy' s camyforwards in the amount of $16 million in 1993, 335 mallion i 1954 and $7% mulln o 1990
(2} Inchudes foreign withholding taves of 360 milion in 1995, 344 milion in 198 and $%9 million 18 1993

The financial statement basis of TWE's assets exceeds the comresponding tax basis by $8¥ hillion a
December 31, 1995, principally as a result of differences in accounung for depreciable and amortizable assets
for financial statement and income tan purposcs.

8. TWE PARTNERS' CAPITAL

Each partner’s interest in TWE consists of the initial prionty capital and residual equity amounts that were
assigned to that partner or ils predecessor based on the esumated fair value of the net assets each contnbuted 1o
the partnership, as adjusted for the fair value of centain Time Warner Service Partnership Assets (as defined
below) distributed by TWE to the Time Wamner General Parners in 1993 which were not subsequently
reacquired by TWE in 1995 ("Contnibuted Capital™ ), plus, with respect (o the prionty capital interests only, any
undistributed priority capital return. The prionty capital return consists of net partnership income allocated to
date 1n accordance with the provisions of the TWE partnership agreement and the right to be allocatea
additional partnership income which, together with any previously allocated net partnership income, provides for
the various priority capital rates of return specified in the table below. The sum of Coatributed Capital and the
undistributed prionity capital retumn is referred to as “Cumulative Prionty Capital.” Cumulative Pnonty Capital
is not necessarily indicative of the fair value of the underlying pnonty capital interests principally due 1o above-
market rates of return on certain prionty capital interests as compared o securities of comparable credit nsk and
maturity, such as the 13.25% rate of return on the junior pnorty capital interest owned by subsidianes of Time
Warner. Furthermore, the ulumate realization of Cumulative Pnonty Capital could be affected by the fair value
of TWE, which is subject to fluctuation.
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A summary of the pnonty of Contnbuted Capital. ownership of Contnbuted Capital and Cumulauve
Prionty Capital at December 31, 1995 and prionty capial rates of return thereon 1s set forth below

Friority Time

Cumulative Capital Warner Limited Partners
Contributed Priority Hates of enersl us
Friority of Conlributed Capital Capital* Capital Return Partners  Time Warmer  WEST
1 balll boin (% per anAGm {ownership %
compournded
quarterty )
Semor pronty capital oo S14 Siav 800%  100.00% - -
Pro rata prnionty capial ... - 56 87 1o0%e  63.27% 11.22%  1551%
Jumor prnionty capial ... .. . 29 46 13.25%'  100.00% - -
Residual equuy capital - ... - 33 3 — M 63T% 1122% 2531%

ia1 Ercludes partnenship income of loss aliocated thereto

b1 Income aliocaons related fo pronty capstal fates of retorr are bawed 0a parinenhip iNComE after any special tan sllocations

161 Net of $366 mullion of pannership income distnbuted 1n I¥9Y representing the pric.y capital return thereon (hrough June M1, 1993

idi 1) D% 1o the evtent concurrently distnbuted

iy 11 2%% 1o the extent concurrently divinibuted

if Rewdusl cquity capital 5 pot colitled 10 wated pnonty fates of retum and. as such, i Comulstive Prionty Capial i equal o it
Contributed Capital However, in the case of centain events such as the lquidation o dissolution of TWE. revdual equity crmial w
entitled o anv excess of the far value of the net assers of TWE over the aggregate amount of Cumulanve Pnonty Cxpital and special
a1 alicanons The rewdual eguity Contnbuted Capual has pnonty over the pronty Friumt oo junior and pro ral pnonty capital

Because Contributed Capital is based on the faur value of the net asscts that each pariner contnbuted to the
partnership. the aggregate of such amounts is _ignificantly higher than TWE's partners’ capital as reflected in the
consolidated financial statements, which 15 based on the historical cost of the contributed net assets. For
purposes of allocating partnership income or loss to the partners, partnership income of loss 1s based on the far
value of the net assets contributed to the pannership and results i significantly less pannership income, o
results 1n partnershup losses, in contrast to the net income reporied by TWE for financial statement purposes,
which 1 also based on the histoncal cost of conmbuted pet assets.

Under the TWE pantnership agreement. partnership income, [0 the extent eammed. 15 first allocated to the
partners so that the economic burden of the income lax consequences of partnership operations is borne as
though the parnership were taxed as a corporation (“special tax allocations™), then o the wenior prionty. pro
rata pnonty and jumor pnonty capital interests. in order of pnionty. at rates of retum ranging from 8% o
1325% per annum, and finally to the rrsidual equity interests Partnership losses generally are allocated first
eliminate prior allocations of partnerthip income to, and then to reduce the Contnibuted Capital of, the residual
equity. junior pnonty capital and pro rata prionty capital integests, in that order, then to reduce the Time Warner
General Pariners’ senior priority capital, including partnership income allocated thereto, and finally to reduce
any special tax allocations. To the extent partnership income 18 insufficient to sausfy all special allocations in a
particular accounung penod. the night to recene additiona) partnership income necessary o provide for the
various pnonty capital rates of retum 1s camied forward until satsfied out of future parnership income.
including any pannership income that may result from any liquidation or dissolution of TWE

The TWE partnership agreement provides. under cerain circumstances, for the distribution of parnership
income allocated to the senior prionty capital owned by the Time Warner General Partners (“Senior Prionty
Caputal Distributions™). Pursuant 10 such provision, $366 million of partnership income was distributed 1o the
Time Warner Genera! Partners in 1995, The senior prionty capital and. to the extent not previously distnbuted.
pannership income allocated thereto is required 10 be distribuied 1n three annual installments beginning on
Julv 1. 1997 The jumor pnotty capnal owned by wbsidianes of Time Wamer may be mcreased if certan
opetating performance targets are achicved over a five-year penod ending on December 31, 1996 and a ten-ycar
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penod ending on December 31, 2001, Although satisfactucn of the ten-vear operating performance taryel i
indeterminable at this ume, it 1s not expected that the five-year target will be anamed

U 5 WEST has an opuon to obtain up to an additional 6.33% of pro rata prionty capital and residual eguins
interests, depending on cable operating performance The option 15 exercisable between January 1. 1999 and on
or about May 31, 2005 at a maximum exercise price ranging from $1.25 billion 10 81 8 billion, depending on the
year of exercise. Either U S WEST or TWE may elect that the exercise price be paid wath parinershup mterest
rather than cash.

Distnbutions and loans 1o the panners are subject 1o pannership and credit agreement hontations
Generally, TWE must be in compliance with the cash flow coverage and leverage ratios, restncied payment
limitations and other credit agreement covenants in order 10 make such distnbutons or loans

In September 1993, centain assets of TWE were distributed 10 the Time Warner General Pariners and weie
owned and operated by other partnerships (the “Time Wammer Service Panmnerships™) m order 1 ensune
compliance with the Modification of Final Judgment entered on August 24, 1982 by the United States Districr
Court for the Distnct of Columbia applicable 1o U § WEST and us affiliated companies, which may have
included TWE. This ¢ stnbution was recorded for financial statement purposes based on the $95 mulhion
histonical cost of such assets and. for partnership agreement purposes, Time Warmner General Pantners’ junior
prionty capital was reduced by approximately $300 million. In 1994, U § WEST recerved a judicial order that
TWE was no longer prohibited from owning or operating substanually ail of such assets. Accordingly, in
September 1995, TWE reacquired substantially all of the assets of the Time Wamer Service Pantnerships.
subject to the liabilities relating thereto, (the “Time Wamer Service Partnership Assets™) in exchange for jumor
prionty capital interests in TWE equal 1o approximately $400 million. The reacquisiion was recorded for
financial statement purposes based on the $124 million histoncal cost of the Time Wamer Service Pantinership
Assels. Prior to the reacquisition of the Time Wamer Service Pantnershup Assets in September 1995, TWE was
required to make quarterly cash distributions of junior pnonty capital i the amount of $12.5 mullion 1o the
Time Wamner General Partners (“TWSP Distnbutions”), which the General Partners were then required 1o
contribute 1o the Time Warner Service Partnerships. TWE paid TWSP Distnbutions to the Time Wamer General
Panners in the amount of 5325 mullion. $50 mullion and $12.5 million in 1995, 1994 and 1993, respectvels
which were recorded as reductions of Time Warner General Pantners’ junior prionty capital

TWE reimburses Time Warner for the amount by which the market pnce on the exercise date of Time
Wamer common stock options exercised by employees of TWE exceeds the exercise pnce or. with respect 1o
options granted pnor to the TWE capualization, the greater of the exercise pnce and 527.75, the market pnce of
the common stock at the tme of the TWE capitalization on June 30, 1992 (“Stock Option Distnbutions ™) TWE
accrues Stock Option Distnbubions and a comresponding hability with respect to unexercised opuions when the
market price of Time Wamer common stock increases duging the accounting penod, and reverses previously
accrued Stock Option Distnbutions and the corresponding liability when the market pnce of Tume Warner
common stock declines. Stock Option Distnbutions are paid when the optons are exercised. Al December 31,
1995 and 1994, TWE had recorded a hability for Siock Opuon Distnibunions of $122 million and 589 mullion.
respectively, based on the unexercised options and the market prices at such dates of $37.875 and $35.125
respectively, per Time Wamer common share. TWE paid Stock Option Distributions to Time Warner in the
amount of 317 milion, 55 million and 520 million in 1995, 1994 and 1993, respectively

Cash distnbutions are required to be made to the partners to permit them to pay income taxes al statuiorn
rates based on their allocable taxable income from TWE (“Tax Distnbutions™), including any 1axable income
genenaled by the Beneficial Assets, subject to limiations referred 1o herein. The aggregate amount of such Tax
Distributions 15 computed generally by reference to the taxes that TWE would have been required to pay af it
were a corporation. Tax Distributions were previously subject to restnctions untl July 1995 and are now pad to
the Time Warner General Paniners on a current basuis TWE paid 3630 mullion of such Tax Distnbutions (o the
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[ime Warner General Partners in 1995 (of which $334 million was accrued at December 31, 1994), compared to
SUS mallion an 1994

In addition 10 Stock Option Distributions, Tax Distributions and Semor Prionty Capital Distributions.
quarterly cash distnbutions may be made to the pariners to the extent of excess cash, as defined in the TWE
pannership agreement (“Excess Cash Distribution” ). Assuming that no additionnl parnersiup inleresis arc
issued to new partners and that ceriain cash distribution thresholds are met. cash distnbutions other than Stock
Option Distnbutions, Tax Distnbutions and Senior Prionty Capital Disitnbutions wall in the aggregate be made
63.37% 1o the Time Warner General Partners, 11.22% to Time Wamer and 25.51% to U S WEST pnor to Junc
10, 1998, thereafter, the Time Wamner General Panners will be entitled 10 additonal distnbutions with respect 1o
jumior prionty capial, |f aggregate distnbutions made 1o the linuted pariners, generally from all sources. have
not reached approximately $800 million by June 30, 1997, cash distnbutions to the Time Wamer General
Fartners with respect to the Time Warner General Pariners’ pro rata prionty and residual equity capital, other
than Stock Opuion Distnbutions and Tax Distnbations, will be deferred unul such threshold 15 met Simularly, if
such apgregate distnbutions to the limited partners have not reached approximately $1.6 billion by June o,
199%. cash distnbutions with respect to junior prionity capital will be deferred unul such threshold 1s met. If any
wuch deferral occurs. a portion of the corresponding pannership income allocar ns with respect to such deferred
amounts will be made at a rate higher than otherwise would have been the case. As of December 31, 1995, no
cash distnbutions have been made to the limited partners. In addition. if a division of TWE or a substantial
portion thereof 1s sold. the net proceeds of such sale, less expenses and proceeds used 1o repay outstanding debt.
will be required to be distributed with respect to the panners’ partnership interests. Similar distnbutions arc
required to be made in the event of a financing or refinancing ¢f debt Subject to any limuations on the
\neurrence of additional debt contained in the TWE partnership and credit agreements. and the Indenture, TWE
may borrow funds o make distributions

9. STOCK OPTION PLANS

Options o purchase Time Warner common stock under various stock option plans have been granted to
employees of TWE at. or in excess of. fair market value at the date of grant Generally, the options become
exercisable over a three-year vesting penod and expire fen years from the date of grant A summary of stock
opton activaty with respect to employees of TWE 15 as follows:

Thousands of Shares
of Time Warner Eaercise Price

Common Stock Per Share
Ouistanding ar January | 1995, . - 30,198 $ 845
CGiranted & o3 o : .. 2.141 445
I xercised ; (13160 R-38
Cancelled (a) : {2.488) 17-45
Balance at December 31, 1995 g R . i 28535 §17-45

December 3.

T s 1w
1 Uvonasgends |

Exercisable T e e R RN e B 21.846 21,318
=3 fae—— =1

Pl Ireludes all opeom cancelled and forfeited dunng the vear. s well a3 options related 1o employecs whi have beeo tmasterred out of
and inta TWE 10 and from other Time Warner divisions
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TWE reimburses Time Warner for the use of Time Wamer stock options on the basis descnibed i Note
There were 437 thousand options exercised in 1994 and 1.9 million opuons exercised in 1993, a1 pnces ranging
from $8-336 per share in each vear

10. BENEFIT PLANS

TWE and its divisions have defined benefit pension plans covenng subsiantially all domestic employees
Pension benefits are based on formulas that reflect the employees™ years of service and compensation levels
during their employment period. Quahifving plans are funded in accordance with govermnment pension and
income tax regulatons. Plan assets are invested in equity and fixed income secunues

Pension expense included the following:

Years Ended December 31,
1995 1994 1991

{mmillioms )

Service cost ; - o e ST $20 52 0§21
Interest cost T T W e SR R i 21 24 19
Actual retum on plan assets . R ST ; (35) 4 {21

Net amortzation and deferral R i 37 i21) 5

TOURE: . s e vnsmmasa: s R bl o i $ 23 33 s M

f—— pa—— et b =

The status of funded pension plans 1s as follows:
December M
1995 1994
| el b

Accumulated bencht obliganon (8%% vestedd. .. ... . .. . ..., : . . . K 517

Effect of future salary increases - 111 9l

Projecied benefit obligaton i j ; IR 324 263

Plan assets at fur value i I 247 225
Projected beneht obligation in excess of plan assets ; (77h (%)

Unamoruzed actuanal losses .. . ; Z 64 24

Unamortized plan changes ... .... .. ... . T . 5 4
ther . ....... R, ey T N~ SN I 5 i4)
Accrued pension hability R R e e e e e {a f TR ceeee SIS S04

The following assumptions were used in accounting for pension plans

198 1 i
Weiphted average discount rate R VA e e AT LR 1.25% 85% 0 75%
Heturn on plan assets ST e T e P S 2 o A Q% 9% 9%
Rate of increase in compensation levels ... . . i ! 6% 6% 6%

Certain domestic emplovees of TWE parucipate 1n multiemployer pension plans as to which the expense
amounted w 521 million in 1995, S18 mullion in 1994 and $19 million in 1993, Employees in foreign countries
participate to varying degrees in local pension plans, which in the aggregate are not significaui.

Centam domestic employees also participate in Time Warner's 401(k) savings plans and other savings and
proht shanng plans as to which the expense amounted to $25 million in 1995, 823 mullion in 1994 and $20
million 10 1993 Contnbutions (e the 401(k) and other savings plans are based upon a percentage of the
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cmployees’ clected contnbutions. Contnbutions o the profit hanng plans are generally determined by
manage ment

11. FINANCIAL INSTRUMENTS

The carrving value of TWE's financial instruments approximatcs far value, except for differences with
respect to long-term, fixed-rate debt and cerun differences related to cost method nvestments and other
financial instruments which are not significant. The fair value of financial instruments, such as long-term debt
and investments. is generally determined by reference o market values resulting from trading on a nauonal
securities exchange or in an over-the-counter market. In cases where quoted market pnces are not available, such
as for denvative financial instruments, fair value is based on estimates using present value or other valuation
technigues "

Long-Term Debt

Based on the level of interest rates prevailing at December 31, .995. the fair value of TWE's fixed-rate debt
exceeded its carrying value by $386 nullion which rcprescnts an unrealized loss. Based on TWE's fixed-rate
debt outstanding at December 31, 1995, cach 25 basis point increase or decrease in the level of interest rates
prevailing at December 31, 1995 would result in a reduction or increase in the unrealized loss of £95 million,
respecuvely. Based on the level of interest rates prevailing at December 31, 1994, the fair value of TWE's fixed:
rate debt was $460 million less than its carying value which represents an unrealized gain Unrecalized gains or
losses related to the differences in the fair value and carrying value of TWE's long-term debt are not recogmized
unless such debt is retired prior 10 1ts matunty

Foreign Currency Risk Management

Foreign exchange contracts are used primanly by Time Warner to hedge the risk that unremitted or future
license fees owed to TWE domestic companies for the sale or anticipated sale of U.5 copyrighted products
abroad may be adversely affected by changes in foreign currency exchange rates. As pan of its overall strategy
to manage the level of exposure to the nsk of foreign currency exchange rate fluctuations. Time Wamer hedges a
portion of us and TWE’s combined foreign curmency exposurcs anticipated over the ensuing twelve month
penod, including those related to TWE. At December 31, 1995, Time Warner has effectively hedged
approximately hall of TWE's total estimated foreign currency exposures that principally relae to anticipated
cash flows to be remitted 1o the U S. over the ensuing twelve month penod. using foreign exchange contracts
that generally have matunties of three months or less, which generally are rolled over to provide conunuing
coverage throughout the year. TWE 1s reimbursed by or reimburses Time Warner for Tume Wamer contract gains
and losses related to TWE's exposure. Time Wamer ofien closes foreign exchange sale contracts by purchasing
an offsetting purchase contract. At December 31, 1995. Time Wamner had contracts for the sale of $504 mullion
and the purchase of $140 million of foreign currencies at fixed rates and maturities of three months or less. Of
Time Wamner's 5364 million net sale contract posiion, Rone of the foreign exchange purchase contracts and
5113 million of the foreign exchange sale contracts related to TWE's foreign currency cxposure, pnmanly
Japancse yen (21% of net contract position related 1o TWE). French francs (22%), German marks (12%) and
Canadian dollars (219%). compared (0 a net sale contract position of $188 million of foreign curencies at
December 31, 1994

Unrealized gains or losses related to foreign exchange contracts are recorded 1n income as e market value
of such contracts change; accordingly, the carrying value of foreign exchange contracls approximates market
value. The carrying value of foreign exchange contracts was nol material at December 31, 1995 and 1994 and 15
included in other current liabilities. No cash 1s required to be received or paid with respect 1o the realization of
such gains and losses unul the related foreign exchange contracls are seitled, generally at their respective
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matunty dates, In 1995 and 1994, TWE had $11 nallion and $20 million. respectuvely, of net losses on loreign
exchange contracts, which were or are expected 1o be offset by comesponding increases in the dollar value of
foreign currency license fee payments that have been or are anticip ated 10 be received in cash from the sale of
U.S. copyrighted products abroad Time Warner places foreign currency contracts with 4 number of majo
financial institutions in order to nunimize credit nsk

Based on Time Warner's outstanding foreign exchange contracts related to TWE's exposure at December
3L 1995, cach 5% devaluation of the U5, dollar as compared to the level of foreign exchange rates tor
currencies under contract at December 31, 1995 would result in approximately $6 million of unrealized Josses
on foreign exchange contracts. Conversely, a 57 appreciation of the U.S. dollar would result in 86 mullion ol
unrealized gains on contracts. Consistent with the nature of the economic hedge provided by such foreign
exchange contracts, such unrealized gains or losses would be offset by comesponding decreases or increascs.
respecuvely, in the dollar value of future foreign currency license fee payments that would be recenved in cash
within the ensuing twelve month penod from the sale of US copynghted products abroad

12. SEGMENT INFORMATION

TWE's businesses are conducted in two fundamental areas of business. Entertainment. consisting
pnncipally of interests in filmed entertainment. broadcasting, theme parks and cable television programming.
and Telecommunications. consisting principalls of interests in cable television systems

Information as to the operations of TWE in different business segments is as set forth below Cable
business segment information reflects the consolidation by TWE of the TWE-Advance/Newhouse Pannership
effecuve as of Apnl 1. 1995 and Paragon effective as of July 6 1995 The operating results of Siv Flag: have
been deconsolidated effective as of June 23, 1995 and results pnor to that date are reponed separately 1o
facilitate comparability

Years Ended December 31,

199s 194 1993
o mkllbowrun |

Revenues'!

Filmed Ententainment R 55069  S4476 54024
Six Flags Theme Parks . ... . ... —l por ) 557 533
Broadcasting-The WB Network . i3 - —
Programming-HBO 1,593 1A% 1.435
Cable i R 5 i 3005 2.220 2,205
Intersegment elimunatuon > : (4l (2B7) {251)
Total ; — . . $9.517  SBA60 37946

(11 Substanually all operations outssde of the Lnned Staser wwppon the exvpon of domestic prodects Revenues inglude export sales of
S1UR2 bilbon n 1995, 31 693 tallion 0 1994 and 31 630 balben i (991 Approvimately 5% of evpon revenues are from sales o
Funspean customen

IF-R9




TIME WARNER ENTERTAINMENT COMPANY. L.F.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—i(Continued)

years Ended December 31.
1995 1754 1991
B = ==
Operating Income
Filmed Entertunment ... ... ... ; R AR S $ 228 %2, 5 210
Six Flags Theme Parks .........-... ... - . 29 5¢ 53
Broadcasting-The WB Network . . 5 : AR N : (6f) - -
Progmmmung-HBO .. ... .. . . : ) PRI 274 236 213
Cable i . - e Iy 495 155 A07
VORI e cmimnie s m oo opmshs s e S e At SO L S S 960 S R4E S HR3

Years Ended Decembaer 11,

1995 1994 1993
{endilions |

Depreciation of Property, Plant and Equipment
Filmed Entertuinment ........ .. .. .. . : B T (17 A T I
Six Flags Theme Parks . R . ; : 20 51 41
Hroadcasung-The WB Network ... .. . B VTR - — —
Programmung-HBO . . . . . g 16 13 14
Cable . ; A A T T B 452 330 125
Total . : $ 598 5§ 465 5 426

Yeanrs Ended December M.

1995 1994 1993
irmbllions |

Amortization of Intangible Assets"
Filmed Entenunment : LI $ 135§ 143
Six Flags Theme Parks 1 2K 18
Broadeastng-The WH Network - - —
Programming-HBO s . i (] 3
Cable . ! ' JOR 9 a2
Total 2 § 434 5 478 5 476

T ——— e =

(11 Amortizaton includes amorzaton relanng 1o the acquuinom of WCT in 1789 and the ATC runonty intErest (a 1992 and w0 other
Buuness combinations scoounted fof by the purchase methaod
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—iContinued)

Information as to the assets and capital expenditures of TWE s as follows

Years Ended December 31,

795 199 1993
D tmillion)

Assels

Filmed Emtentunment . ... ... S A L a R S $733 5 7133 8 66T
Six Flags Theme Parks ... ...... .. ... s ; - 514 ndH
Broadcasung-The WB Newwork. . ... . . ; PR 63 - —_
Programmung-HBO ... .. .. ... ... ., . ... . 018 895 BSS
Cable . o e . . y 9842 H.191 B.041
Corporate ' A e o T : 731 1.629 1.542
Total . i M B . SIE905 318662  §17.963

th Comaus prncipally of cash cash equivalents and olher investments

Years Ended December 31,

1998 1994 199}
fomallieens 1

Capital Expenditures
Filmed Entenainment ... .. : i YA s K § 204 § 195 5 210
Six Flags Theme Parks ... . B e 43 46 34
Broadcasung-The WB Network . P —— : - - —_
Programmung-HBO - N v - 20 13 17
Cable!!! . i N s 1.178 699 152
Tonal . . : . 5 1.535 $ 1,153 5 615

[ ] — =" _—

(11 Cable capital expenditures were funded in pan through coliections on the L 5 WEST Node 10 the amount of 3602 mullion in 995, 310
mulbion tn 1954 and $10 mulbon i 199 (Noee |)

13, COMMITMENTS AND CONTINGENCIES

Total rent expense amounted to $176 million in 1995, 5143 million in 1994 and $119 million 1n 19935 he
mimmum femzl commitments under noncancellable long-term operating leases are: 1996-5158 mullion; 1997-
5156 mulhion, 1998-5149 mullion, 1999-3143 mullion, 2000-5132 million and after 2000-5826 mallion.

Minimum commitments and guarantees under certdin programming, licensing. franchise and other
agreements at December 31, 1995 aggregated approximately $8 billion, which are payable principally over a
five-year period,

Pending legal proceedings are substantially limited to htigation incidental to the businesses of TWE. In the
opimon of counsel and management, the ultmate resolution of these matters will not have a matenal effect on
the consohdated financial statements,

14. RELATED PARTY TRANSACTIONS

In the normal course of conducting therr businesses, TWE units have had vanous transactions with Time
Warner units, gencrally on terms resulting from a negotiation among the affecied parties that in management’s
view fesults in reasonable allocations. Employees of TWE parucipaie in vanous Time Wamer medical, stock
option and other beneht plans for which TWE 1s charged its allocable share of plan expenses. including
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —i(Continued)

sdminstiative costs. Time Wamer's corporate group provides vanous other services 10 TWE. The Music
division of WC provides home videocassetie distnbution services to cenain TWE operations. and centain TWE
units have placed advertising in magazines published by Time Wamer's Publ shing division

TWE s required to pay a 5130 million advisory fee 1o U § WEST over a hve-yeaf peniod ending
Sepiember 15, 1998 for U S WEST s experuse in telccommunications, telephony and information technology.
and s participation i the management and upgrade of the cable systems 10 Full Service Network™ capacity

In 1995, TWE and certain subsidianes of Tume Wamer eniered INl0 MANAEMEn! scIVICes Agrecments.
pursuant to which TWE receives fees for the management of all cable television systems owned by Time
Warner Management fees recenved from Time Warner in 1995 were not matenal.

Time Wamer provides TWE with certin corporale suppor services for which Time Warner was paid 360
million per vear through June 30. 1995, with increasing annual amounts as adjusted for inflation thereafier The
corporale services agreement runs through June 30. 1997, and ma: be extended by agreement of both partics
Management believes that the corporate services fee 1s representative of the cost of corporate services that would
be necessary for the stand-alone operations of TWE

Time Wamner and TWE entered into a credit agreement in 1994 that allows Time Wamer to bormow up Lo
<400 million from TWE through September 15, 300, Outstanding borrowings from TWE bear interest at
LIBOR plus 1% per annum Time Wamer borrowed $400 million 1n 1994 under the credit agreement

Prior 10 TWE's reacquisition of the Time Warner Service Partnership Assets in September 1995. TWE had
service agreements with the Time Warner Service Pannerships for program signal delivery and transmission
ervices, and TWE provided billing. collection and marketing services to the Time Wamer Service Partnerships
TWE also has distnbution and merchandising agreements with Time Wamer Entenainment Japan Inc.. a
company owned by cenain former and exisung panners of TWE to conduct TWE's businesses in Japan

In addition to transactions with ils panners. TWE has had transactions with Comedy Panners, L.P. Six
Flags and its other equity investees and with Turner Broadcasting System. Inc. The Columbia House Company
partnerships. Cinamenca Theatres. L P and other equity investees of Time Wamer. generally with respect 10
sales of product in the ordinary course of business.

15. ADDITIONAL FINANCIAL INFORMATION

Additional financial informauon with respect 1o cash flows 15 as follows

Years Ended December 31,
1995 1904 1993

- imillsons i
Cash pavments made for wterest. L e $571 § 521§ 450
Cash payments made for mcome taxes, net .. . ; 75 (] 0
~Noncash capial contnbutions, net . i 50 4 384

Noncash investing activities in 1995 included the formanon of the TWE-Advance/Newhouse Partnership in
Apal 1995 iNote ) and the reacquisition of the Time Wamer Service Partnership Assets in September 1995
i Note 1]
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Other current habilities consist of

December 31
1995 1754

{ il bonraa §
Accrued expenses. ... . $ 937 § 827
Accrued compensation . ....... s R Co 216 143
Deferred revenues o o e R ST PRy . 227 150
Tax Distnbutions due 1o Time Wamer General Partners — i34
Debt due withun one year . .. . . ; ) 47 3
TR 0 s o s o ; s $1.42 $1.486
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REPORT OF INDEPENDENT AUDITORS

The Partoers of
Time Warner Entertainment Company, L.P.

We have audited the accompanying consolidated balance sheet of Time Wamer Entertunment Company. L.
{“TWE" ) as of December 31, 1995 and 1994, and the related consolidated stitements of operations, cash flows
and partnership capital for cach of the three years in the penod ended Dec:mber 31, 1995 Our audits also
included the financial statement schedule listed in the Index at Item 14(a) These financial statements and
schedule are the responsibility of TWE's management. Our responsibility 1s to express an opinion on these
financial statements and schedule based on our audits

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit 1o obtain reasonable assurance about whether the financial s;atements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An sudit also includes assessing the accounting pnnciples user! and
significant estimates made by management. as well as evaluating the overall financial statement presentation. We
belicve that our audits provide a reasonable basis for our opimon.

In our opinion, the financial statements referred to above present fairly, in all matenal respects, the consohidated
financial position of TWE at December 31. 1995 and 1994, and the consolidated results of its operations and its
cash flows for each of the three years in the penod ended December 31, 1995, in conformity with gencrally
accepied accounting principles. Also, in our opinion, the related financial statement schedule. when considered
in relation to the basic financial statements taken as a whole, presents fairly in all matenal respects the
information set forth therein.

ErnsT & Youna LLP

New York, New York
February 6. 1996
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
SELECTED FINANCIAL INFORMATION

The sclected financial information for cach of the five years in the penod enoed Decemnber 310 1995 sel
forth below has been derived from and should be read in conjunction with the consohdated financial statcments
and other financial information presented elsewhere herein. Capitalized terms are as defined and descnbed in
such consolidated financial statements, or elsewhere herein. The selected histoncal financial information tor
1995 reflects the consolidauon by TWE of the TWE-Advan e/Newhouse Pannership resultng from the
formation of such partnership. effective as of April 1, 1995, and th: consolidatior of Paragon effective as of July
6, 1995. The selected histoncal financial information gives effect to the consolidation of Six Flags Entertainment
Corporation (*Six Flags”) effective as of January |, 1993 as a result of an increase in TWE's ownership of S
Flags from 50% to 100% in September 1993, and the subsequent deconsolidation of Six Flags resulung from the
disposition by TWE of a 51% interest in Six Flags effecuve as of June 23, 1995

The selected histoncal financial informanuon for 1993 also gives effect to the admussion of U S WEST as an
additional limited partner of TWE as of September 15, 1993 and the 1ssuance of 52.6 billion of TWE debentures
during the year to reduce indebtedness under the former TWE credit agreement, and for 1952 gives effect 1o the
initial capitalization of TWE and associated refinancings as of the dates such transacuions were consummated
and Time Wamer's acquisition of the ATC nunonty interest as of June 30, 1992, using the purchase method of
accounting. Time Wamer's cost to acquire the ATC minonty interest is reflected in the consohdated financial
statements of TWE under the pushdown method of accounting.

Yeary Ended [Devember 3,

Selected Operating Statement Information i 194 1993 iz 1991
[T

REVEHUES . v iiavin vaenaf v suspal i ciiiiiieeees. 39517 SBAG0 S 7946 S 6761 8 6068
Depreciation and amorizaton .. ... ..., ... 1,039 943 92 182 733
Business segment operaung income . e 960 848 B8 795 T2
interest and other, net .. ............ S8R0 587 551 525 520
Income before umdmn:) iem — o 97 161 208 160 97
Net income . i R e 73 161 198 160 97

Years Ended [eoember 3,

Selected Balance Sheet Information 1993 1994 199 1992 1991
tmbllina s

Total assets . G e S . S1B905 S18.662 517963 SI5EB48  S14.2%

Debt due wn}un one year = ; ; 47 32 24 7 RT8

Long-term debt .. ... ... : 5 ¢ 6.137 7. 160 i I 117 4571

Time Wamner General Pa.nncu seniof prionty capital 1.426 1.663 1.536 - -

Pariners” capital . . . . 6478 6,233 6,000 6437 6,717
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1995

I st
2nd
3Ird 1
4th
Year 1a)
1994
lsr .
Ind
id
4th
Year

TIME WARNER ENTERTAINMENT COMPANY, L.P.
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

perating
Income of Net
Husiness locome

Hevenues  Segmenis I Loss )
Temillions )

S2 (6 39l § 4
2.392 266 46
2314 268 23
2755 235 110y
9517 Gel) 73

$1.M9 $201 $ 48
2055 227 56
2.203 235 41
2283 183 It
H.460 R4K 161

13} “ei income for the thind quarter of 1993 includes an extraordinary loss on the retirement of debt of 324 million
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TIME WARNER ENTERTAINMENT COMPANY, L.I.

SCHEDULE II—VALUATION AND QUALIFYING ACC OUNTS

Years Ended December 31, 1995, 1994 and 1993

(millions)

Iltitrlﬂhn

1995:

Reserves deducted from accounts receivable
Allowance for doubtiul accounts.
Reserves for sales returns and allowances

Towl ...........

1994:

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

Total

1993:

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

1a) Represents uncollectible recenvables charged againyt the resenve.
ibl Represents retorms of aliwances applied aganu the rewene
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Additions
Balance st Charged o Halance
Beginning Costs and at End
ol Period Expenses Deductions ol Period
S1EN S £ 1%Ha S0
118 21K 671y oY
$300 8322 S1263) 5365
161 £ 40 S 22Mul  SIRK
96 164 (1420by 1IN
$257 £213 S840 L3
—_— == —_—— ——]
S16h $ 27 S (2nm) S16i
74 131 (109 b) My
£240 158 Sil41) £2587
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EXHIBIT INDEX

Description

Amended and Restated Agreement and Plan of Merger dated as of September 22 1995
among the Registrant, TW Inc.. Time Warner Acquisition Corp, TW Acquisition Corp
and Turmner Broadcasung System. Inc. (which s incorporated herein by relerence 1o
Exhibit 2(a) to the Registrani’s Current Report on Form 8-K dated December 1. 1993
(the "December 1995 Form 8-K7))
Shareholders’ Agreement dated as of September 22. 1995 araong the Registrant. RE
Turmner and certain associates and affiliates of R.E. Tumer (which 1s incorporated heremn
by reference to Exhibit 10{a) to the Registrant’s Current Report on Form 8-r dated
September 22, 1995 (the “September 1995 Form 8-K")).
Amended and Restated LMC Agreement dated as of September 22, 1995, among the
Registrant, TW Inc., Liberty Media Corporation (“Liberty '), TCl Turner Preferred. Inc.
Communication Capital Corp. and United Turner Investment, Inc. (which s incorporated
herein by reference to Exhibit 10{a) 10 the December 1995 Form B.K)
Restated Certificate of Incorporation of the Registrant as filed with the Secretary of State
of the State of Delaware on May 26, 1993 (which is incorporated herein by relerence to
Exhibit 3 to the Registrant's Quanterly Report on Form 10-Q for the quarter ended June
30, 1993 (the “June 1993 Form 10-Q7).
Certificate of Ownership and Merger merging TWE Holdings Inc. into Time Warner Inc
as filed with the Secretary of State of the State v Delaware on October 13, 1993 (which
is incorporated herein by reference 1o Exhibit 3.(1)(b) to the Registrant’s Annual Report
on Form 10-K for the year ended December 31, 1993 (the 1993 Form 10-K"}
Cenificate of the Voting Powers, Designations, Preferences and Relative, Parucipating,
Optional and Other Special Rights and Qualifications, Limitations or Restrictions ol
Series A Participating Cumulative Preferred Stock of the Registrant as filed with the
Secretary of State of the State of Delaware on January 26, 1994 (which is incorporated
herein by reference to Exhibit 3.(i)c) to the 1993 Form 10-K).
Cenificate of the Voting Powers, Designations, Preferences and Relative, Participaung,
ional or Other Spec.al Rights, and Qualifications. Limitations or Restrictions thereol,
of Series C Convertible Preferred Stock of the Registrant as filed with the Secretary of
State of the State of Delaware on May 1. 1995
Centificate of the Voting Powers, Designations, Preferences and Relative. Participating.
Optional or Other Special Rights. and Qualifications. Limitations or Restrictions thereol.
of Series D Convertible Preferred Stock of the Registrant as filed with the Secretary of
Swte of the State of Delaware on July 6. 1995
Cenificate of the Voting Powers, Designations. Preferences and Relauve. Partcipaung.
jonal or Other Special Rights, and Qualifications. Limiations or Restnctions thereof,
of Senes E Convertible Preferred Stock of the Registrant as filed with the Secretary of
State of the State of Delaware on January 4, 1996,
Cenificate of the Voting Powers, Designations, Preferences and Relative, Participatng.
ional or Other Special Rights, and &diﬁ:anum. Limitations or Restnictions ( i
of Series F Convertible Preferred Stock of the Registrant as filed with the Secretary of
State of the Stale of Delaware on January 4, 1996,
Certificate of Designations of Series G Convertible Preferred Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on September 5. 1995 (which 1s
incorporated herein by reference 1o Exhibit 4ia) to Registrant’s Current Repont on Form
B-K dated August 31, 1995 (the “August 1995 Form 8-K")).
Centificate of Designations of Series H Convertible Preferred Stock of the Registrant as
filed with the Secretary of State of the State of Delaware on September 5, 1995 (which is
incorporated herein by reference to Exhibit 4(b) 1o the August 1995 Form B-K).
Cenificate of Designations of Series | Convertible Preferred Stock of the Regiswrant as
filed with the Secretary of State of the State of Delaware on October 2, 1995,
By-laws of the Registrant, as amended through March 18, 1993 (which 15
hercin by reference to Exhibit 3.3 to the Registrant’s Annual Repont on Form 10-K for
the vear ended December 31, 1992 ithe “1992 Form 10-K™))
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4.2

43

+.4

43

4.0

4.7

4.8

4.9

4.10

4.11

4.12

4.13

Description

Specimen Certificate of the Registrant’s Common Stock (which is inco ~orated herein by
reference to Exhibit 4.1 to the Registrant’s Annual Repon on Form 10-K for the year
ended December 31, 1991 (the “1991 Form 10-K™).
Amended and Restated Declaranca of Trust of Time Wamner Financing Trust (the
“Financing Trust™) dated as of August 15, 1995, among the trustees of the Financing
Trust, the Registrant and the holders of undivided beneficial interests in assets of the
Financing Trust, relating to the $1.24 Preferred Ex :hangeable Redempuon Cumulative
Securities of the Financing Trust (the “PERCS™), including, as exhibits thereto, the
Restated Centificate of Trust of the Financing Trust. the Terms of the Preferred Secunties
{including the Form of Cenificate) and the Terms of the Common Secunes (including
the Form of Centificate).
Indenture dated as of August 15, 1995, between the Registrant an. Chemical Bank, as
vustee, relating to the Registrant’s 4% Subordinated Notes due December 23, 1997,
issued in connection with the PERCS. including, as Exhibit A thereta, the Form of Note
Guarantee Agreement dated as of August 15, 1995, executed and delivered by the
Registrant, as guarantor, and The First National Bank of Chicago, as trustee, for the
benefit of the holders of the PERCS.
Amended and Restated Declaration of Trust of Time Wamer Capital 1 (“Time Warnet
Capital”) dated as of December 3, 1995, among the trustees of Time Wamer Capital. the
Registrant and the holders of undivided beneficial interests in the assets of Time Wamer
Capital, relating ‘o the 8%% Prefemr.d Trust Securities of Time Wamer Capital (the
“Preferred Trust Securities”), including, as exhibits thereto. the Cenificate of Trust of
Time Wamer Capital, the Terms of the Preferred Securines (including the Form of
Certificate) and the Terms of the Common Securities (including the Formi of Certilicaie).
Indenture dated as of December S, 1995, between the R istrant and Chemical Bank. as
trustce, relating to the issuance of the Preferred Trust unties.
First Supplemental Indenture Jdated as of December S, 1995, between the Registrant and
Chemical Bank. as trustee, relating 1o the Registrant’s 8%4% Subordinated Debentures
due December 31, 2025, issued in connection with the Preferred Trust Secunlies.
including, as Exhibit A thereto, the Form of Debenture.
Guarantee Agreement dated as of December 5. 1995, executed and delivered by the
Registrant, as guarantor, and The First National Bank of Chicago, as trustee, for the
benefit of the holders of the Preferred Trust Secunties.
Rights Agreement dated as of January 20. 1994 between the Registrant and Chemucal
Bank. as Rights Agent (which is incorporated herein by reference to Exhibit 4(a) 1o the
Registrant’s Current Report on Form 8-K dated January 20, 1994).
Indenture dated as of April 30, 1992. as amended by the First Supplemental Indenture,
dated as of June 30, 1992, among Time Wamner Enterainment Company, LP. (“TWE"),
the Registrant, certain of its subsidianes party thereto and The Bank of New York. as
Trustee (which is incorporated herein by reference 1o Exhibits 10{g) and 10(h) 1o the
ge’gjsm.nt's Current Report on Form 8-K dated July 14, 1992 (the “July 1992 Form
L N‘]I 5

Second Supplemental Indenture dated as of December 9, 1992 among TWE. the
Registrant, cenain of its subsidianes  thereto and The Bank of New York, as Trustee
(which is incorporated herein by reference to Exhibit 4.2 to Amendment No. 1 to the
reration Statement on Form S-4 Reg. No. 13-67688 of TWE filed with the Secunnics
! Exchange Commussion (the “Commission™) on October 25, 1993 (the “1993 TWE
1.
Third Supplemental Indenture dated as of October 12, 1993 among TWE, the Registrant,
cenain of its subsidiaries party thereto and The Bank of New York, as Trustee (which 18
incorporated herein by reference to Exhibit 4.3 1o the 1993 TWE 5-4).
Fourth Supplemental Indenture dated as of March 29, 1994 among TWE, the Registrant.
ceriain of its subsidiaries party thereto and The Bank of New York, as Trustee (which 15
incorporated herein by reference o Exhibit 4.4 1o TWE's Annual Repon on Form 10-K
for the year ended December 31, 1993 ("TWE's 1993 Form 10-K™))
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Exhibit
SNumber

4.14

4.15

416

417

4.18

10.3

10.4

1.5

106

107

108

10.9

1016

10.11

1012

Description

Fifth Supplemental Indenture dated as of December 28, 1994 among TWE. the
Registrant. certain of 11s subsidianes v thereto and Tne Bank of New York, as Trusice
iwhich is incorporated herein by reference to Exhibit 4.5 to TWE's Annual Report on
Form 10-K for the year ended December 31, 1994 ("TWE’'s 1994 Form 10-K™)).
Indenture dated as of October 13, 1985 between the Registrant and Manne Midland
Bank. N.A., as successor Trustee {which is incorporated herein by reference 1o Exhibit
4(a) to the Registrant's Registration Statement on Form S-3 Reg. No. 33-724 filed with
the Commussion on October 8, 1985),

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

First Supplemental Indenture dated as of June 15, 1993, between the Registrant and
Chemical Bank. as Trusiee, to the Indenre dated as of Janvary 15, 1993 between the
Registrant and Chemical Bank, as Trustee, including as Fxhibit A the Form of Liguid
Yield Option Note due 2013 (which 1s incorporated herein by reference to Exhibit 4 w
the June 1993 Form 10-Q).

Time Warner 1981 Stock Option Plan, as amended through May 14, 1991 (which s
incorporated herein by reference to Exhibit 10.1 to the 1991 Form 10-K).

Time Wamner 1986 Stock Option Plan, as amended through May 14, 1991 (which is
incorporated herein by reference to Exhibit 107 1o the 1991 Form 10-K).

1988 Stock Incentive Plan of Time Warner Inc., as amended through May 14, 1991
{which is incorporated herein by reference to Exhibit 103 to the 1991 Form 10-K).
Time Warner 1989 Stock Incentive Plan, as amended through May 14, 1991 (which is
incorporated herein by reference to Exhibit 104 to the 1991 Form 10-K),

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

Time Warner 1989 Lorimar Non-Emplovee Replacement Stock Option Plan, as amended
through May 14, 1991 (which is incorporated herein by reference to Extubit 10.6 1o the
Registrant's 1991 Form 10-K).

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

Time Warmer Cororate Group Stock Incentive Plan, as amended through May 14, 1991
{which is incorporated herein by reference to Exhibit 16,8 1o the 1994 Form 10-K).
Time Waruer 1988 Restricted Stock Plan for Non-Employee Directors, as amended
through November 18, 1993 (which is incorporated herein by reference to Exhibit 10.8 10
the Registrant’s Annual Report on Form 10-K for the yvear ended December 31, 1993
ithe “1993 Form 10-K").

Deferred Compensation Plan for Direciors of Time Wamer. as amended through
November 18, 1993 (which is incorporated herein by reference to Exhibit 10.9 o the
1993 Form 10-K).

Time Warner Retirernent Plan for Outside Directors, as amended through
September 21, 1989 (which is incorporated herein by reference to Exhibit 10.10 1o the
1991 Form 10-K).

Amended and Restated Time Wamer Inc. Annual Bonus Plan for Executive Officers
iwhich 15 mncorporated by reference to Annex A to the Registrant’s definitive Proxy
Statement dated March 30, 1995, used in connection with the Registrant’s 1995 Annual
Meeting of Stockholders).
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1014

10:15

10.16

1017

1018

10.19

10.20

10.21

10,22

10.23

10.24

10.25

10,20

10 27

10.28

Doseviption

Amended and Restated Employment and Tenmination Agreement dated as of
March 3. 1989, as amended and restated as of January 10, 1990, between the Registrant
and J. Richard Munro (which is incorporated herein by ceference to Exhibit 10.26 to the
Registrant's Annual Report on Form 10-K for the year ended December 31, 1989).
Amended and Restated Employment Agreement dated as of November 15, 1990,
between the Registrant and Gerald M, Levin (which is incorporated he win by reference
to Exhibit 10.26 to the Registrant’s Annual Repont on Form 10-K fo the year ended
December 31, 1990.

Employment Agreement made as of May 17, 1995 between the Registrant and Peter R
Haje (which is | herein by reference to Exhibit 105 to the Registrant’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 1995).

Employment Agreement made as of November 2. 1924 between the Registrant and
Ric D. Parsons (which is incorporated herein by seference to Exhibit 1017 1o the
1994 Form 10-K).

Emmmnl Agreement effective as of January 1, 1995 between the Registramt and
Ric 1. Bressler (which is incorporated herein by reference to Exhibit 10,18 to the
1994 Form 10-K).

Amended and Restated nt Agreement effecuve as of January 1. 1994 between
the Registrant and Tod R. Hulin (which 1s incorrarated herein by reference (o
Exhibit 10.19 to the 1994 Form 10-K)

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

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

The Time Wamer Deferred Compensation Plan (Amended and Restated as of
November 1. 1995).

Travel and Accident Insurance Policy issued by INA Life Insurance Company of New
York (which is incorporated by reference to Exhibit 10.44 to the Registrant's Annual
Report on Form 10-K for the year ended December 31, 1988).

Credit Agreement dated as of June 30, 1995 among TWE, Time Warner Entertainment-
Advance/Newhouse Partnership (“TWE-AN Parnership™) and TWI Cable Inc.. as
borrowers, Chemical, as administrative agent, Bank of Amenca National Trust and
Savings Association, The Bank of New York and Morgan Guaranty Trust Company of
New York. as documentation and syndication agents, and the lending institutions
therein (which is incorporated herein by reference to Exhibit 10(a) 1o the Registrant’s
Current Report on Form 8-K dated July 6, 1995).

Agreement of Limited Partnership, dated as of Gctober 29, 1992, as amended by the
Letter Agreement, dated February 11, 1992, and the Letier Agreement dated June 13,
1992, among the Registrant and cerain of its subsidiaries, ITOCHU Corporation
(“ITOCHU™) and Toshiba C on (“Toshiba™) (which is i ted herein by
reference to Exhibit (A) to the Registrant’s Current Report on Form -K dated October
29, 1991 and Exhibits 10(b) and 10(c) to the July 1992 Form 8-K).

Admission Agreement, dated as of May 16. 1993 between TWE and U § WEST. Inc
(which is incorporated herein by reference to Exhibit 1(6a) to TWE"s Current Repornt on
Form 8-K dated May 16, 1993 (the “TWE May 1993 Form 8-K"))

Amendment Agreement, dated as of September 14, 1993, among ITOCHU, Toshiba, the
Registrant, US WEST. Inc. and cenain of their respective subsidianes, amending the
TWE Partnership Agreement, as amended (which is incorporated herean by reference to
Exhibit 3.2 1o ‘F\\’é‘s 1993 Form 10-K)

Letter Agreement, dated May 16, 1993, between the Registrant and ITOCHU (which 1s
incorpurated herein by reference to Exhibit 10(b) to the TWE May 1993 Form B-K)
Letter Agreement, dated May 16, 1993, between the Registrant and Toshiba (which is
incorporated herein by reference to Exhibat 10(c) to the TWE May 1993 Form 8-K)
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10.29 Restructunng Agreement dated as of August 31, 1995 among the R.ogistrant, ITOCHU *
and ITOCHU Entertainment Inc. (which 15 incorporated herein by reference to Exhibu
2(a) 10 the August 1995 Form 8-X).

10.30 Res:mctunni Agreement dated as of August 31, 1995 between the Hegistrant and .
Toshiba (including Form of Registration Rights A treement, between the Registrant and
Toshiba) (which 1s incorporated herein by referem ¢ to Exhibit 2(b) to the August [995
Form 8-K}.

10,31 Option Agreement, dated as of September 15, 1993 between TWE and U 5 WEST, Inc
{which is incorporated herein by reference 1o Exhibit 10.9 1o TWE's 1993 Form 10-k)

10.32 Promissory Note of U § WEST Cable Corporation, dated September 15, 1993 iwhich 1.
incorporated herein by reference to Exhibit 10.10 to TWE's 1993 Form 10-K)

1033 Guarantee, dated as of September 15, 1993, by U § WEST., Inc. of the Promussory Note
of U S WEST Cable Corporation, dated September 15, 1993 (which s incorporated
herein by reference 10 Exhibir 10.11 10 TWE's 1993 Form 10-K).

10.34 Contribution  Agreement dated as of Septemmber 9. 1994 among TWE. Advance
Publications. Inc., Newhouse Bmdcnunhnmpomim, Advance/Newhouse Partnership
(" Advance/Newhouse ™), and TWE-A/N nership (which is inc herein by
reference 1o Exhibit 10(a) to TWE's Current Report on Form %-K  daied
September 9. 1994 ("TWE's September 1994 Form 8-K")).

10.35 Partnership Agreement. dated as of September 9. 1994 between TWE and B
Advance/Newhouse (which i1s incorporated herein by reference to Exhubi 10b) w0
TWE's September 1994 Form 8-K).

10.36 Letter Agreement dated April 1. 1995 among TWE, Advance/Newhouse, Advance .
Publications. Inc. and Newhouse Broadcasting Corporation {which s incorporated herein
by reference to Exhibit 10(c) 10 TWE's Current Repont on Form 8-K dated Apnl 1.

1995),

10.37 Agreement and Plan of Merger dated as of January 26, 1995, among KBLCOM
Incorporated. Houston Industries Incorporated. Registrant and TW KBLCOM
Acquisiion Sub (which 15 incorporated herein by reference to Exhibit 2(a) 1o the
Registrant’s Current Report on Form 8-K dated January 26, 1995).

10.38 Agreement and Plan of Merger dated «s of February 6. 1995, among Cablevision .
Industries Corporation (“CV1™). Alan Gerry, Registrant and TW CVI Acquisition Corp
(*TWCVI™) (which 1s incorporated herein by reference to Exhubit 2(a) to the Registrant’s
Current Repon on Form 8.K dated February 6. 1995 (the “February 1995 Form 8-K™))

10.39 Agreement and Plan of Merger dated as of February 6. 1995 among Cablevision :
Propertics Inc.. Alan Gerry and Registrant (which 1s incorporated herein by reference 1o
Exhibit 2(b) 1o the February 1995 Form 8-K).

10.40 Agreement and Plan of Merger dated &s of February 6, 1995 among Cablevision 4
Management Corporaion of Philadelphia. Alan Gerry and Registrant (which 15
incorporated herein by reference to Exhibit 2(c) o the February 1995 Form 8-K)

10.41 Agreement and Plan of Merger dated as of December 8, 1995 among Cablevision o
Industries of Middle Florida. Inc.. Alan Gerry. the Registrant and CVI (which s
incorporated herein by reference to Exhibit 2ic) to the Registrant’s Current Report on
Form B-K dated January 4, 1996 (the “January 1996 Form 8-K"))

1042 Purchase Agreement dated as ol February 6, 1995, as amended and restated as of *
Decemnber 8. 1995 among Alan Gerry, the corporations and rships lsted on the
signature pages thercof as the Purchase Gerry Companics and the Direct Holders, and the
Registrant (which is incorporated herein by reference 1o Exhibit 2(d) to the January 1996
Form 8-K).

10.43 Purchase Agreement dated as of February 6. 1995 among Alan Gerry, Cablevision .
Industries of Delaware, Inc.. ARA Cablevision Inc.. Cablevision Industnes Limited
Partnership, Cablevision Industnies of Tennessee L P.. Cablevision Industnes of Saratoga
Associates, Cablevision of Fairhaven/Acushnet, Cablevision Industnies of Middle Flonda.
inc.. Cablevision Industnes of Florida, Inc. and Registrant (which is incorporated herein
by reference to Exhibit 2(d) to the February 1995 Form 8-K)
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Detrigtihe

Supplemental Agreement dated as of February 6. 1995 including Annex A thereto,
among Cablevision Indusines Corporation. Cablevision Industiies of Delaware. I
ARA Cablevision Inc.. Cablevision Industnes Limited Panmnership. Cablevision
Industries of Tennessee L.P, Cablevision Industries of Saratoga Associzies. Cablevision
of Fairhaven/Acushnet, Cablevision Industries of Middle Flonda, Inc.. Cablevision
Industries of Flonida, Inc.. Alan Gerry, Registrant and TW CVI Acquisiion Sub
(“TWCVI™) (which is incorporated herein by reference 1o Extubit X(e) to the February
1995 Form 8-K).

Amendment Agreement dated as of December 8, 1995 10 the Su lemental Agreement
dated as of February 6, 1995, including Annex A thereto, among CV1. the corporations
and partnerships listed on the signature pages thereol as the Gerry Companies and the
Dircct Holders, Alan Gerry. the Registrant and TWCVI (which 15 incorporated herein by
reference w0 Exhibit 2(f) to the January 1996 Form 8-K).

Subsidianes of the Registrant.

Consent of Emst & Young LLP. Independent Auditors.

Consent of Price Waterhouse LLP, Independenmt Accountants

Powers of Auomey, dated as of March 21, 1996,

Financial Data Schedule.

The 1994 financial statements of the Time Wamer Service Parnerships and the report of
independent auditors thereon (which is incorporated herein by reference to TWE's 1994
Form 10-K).

The unaudited financial statements of the Time Wamer Service Partnerships for the
quarterly period ended September 30, 1995 (which 15 incorporated herein by reference 1o
the Current Re on Form 8-K of TWE dated November 28, 1995 ("TWE's Novembw ;
1995 Form B-K")).

The 1994 financial statements and financial statemem schedule of Paragon
Communications and the report of independent accountants thereon (which 1
incorporated Lerein by reference 1o TWE's 1994 10-K).

The unaudited financial statements of Paragon Communications for the guarnerly perod
ended June 30, 1995 (which is incorporated herein by relerence o TWE"s November
1995 Form 8-K).

Complaint in U § WEST. Inc. et al. v. Time Warner Inc.. et al. (Civil Action No. 14555)
filed by U S WEST. Inc. in the Court of Chancery of the State of Delaware in and for
New Castle County (which is incorporated herein by reference 10 Exhibit 99ic) to the
September 1995 Form 8-K)

Amended and Supplemental Complaint i U § WEST, Inc., et al. v. Time Warner Inc.,
et al. (Civil Action No. 14555) filed by U § WEST, Inc. in the Court of Chancery of the
State of Delaware in and for New Castle County.

Annual Report on Form 11-K of the Time Wamer Emplovess’ Savings Plan for the year
ended December 30, 1995 (to be filed by amendment)

Annual choﬂ on Form 11-K of the Time Wamer Thnft Plan for the year ended
December 31, 1995 (i be filed by amendment)

Annual Report on Form 11-K of the Cable Employees Savings Plan for the year ended
December 31, 1995 (1o be filed by amendment).

Annual Report on Form 11-K of the Paragon Communicaticons Employees Stock Savings
Plan for the vear ended December 31, 1995 (1o be filed by amendment)

= Incorporated by reference.

The Registrant hereby agrees (o
long-term debt instruments defining the nghts o

nut required 1o be filed herewith.

L2

Number

furnish to the Securities and Exchange Commission at its request copics of
{ holders of the Registrant’s outstanding long-term debt that arc




EXHIBIT 21

SUBSIDIARIES OF TIME WARNER INC.

Set forth below are the names of cemain subsidiarics, at lcast 50% owned, directly o indirectly, of Time
Warner and TWE as of December 31, 1995, unless otherwise indicated. Cenain subsidianies which when
considered in the aggregate would not constitute a significant subsidiary, are omitted from the list below
Indented subsidiaries are direct subsidiaries of the company under which they are indented

Percentage State or (Mher
Oremed by Jurindiction of
Immediate Incorparation o

Name Parent Organizstion
TIME WARNER INC. (Registrant): Delaware
Asiaweek Limited ] e e N A RO Hong Kong
Sunset Publishing Corpma:mn . : i : 100 Delaware
Time International Inc, . . ai 100) Delaware
TAME IOCHTY ivsiomias s visia i r i v a D ses ot el = o Oy Delaware
Amencan Famuly Publishers I[la.r‘lncnhlp! ..... _ o 50 New York
Book-ol-the-Month Club, Inc. | . . 104) New York
Entertainment Weekly, Inc e R 100 Delaware
Little, Brown and Cumpany (Inc.). , ; fedisiat 100 Massachusetts
TDS Ventures, Inc. RS e Raeil 100 Delaware
Time Distnbution Services (partnership) e 63 New York
Time Customer Senvce, Inc. . . e . A 100 Delaware
Time Publishing Ventures. Inc. ... . . .. ... ... ... .. ..., 100 Delaware
Southem Progress Corporation(2) ... ... .........0 oo, 100 Delaware
TIME IO, VERIUPES -ou e e e e ve SRR T e YT 100 Delaware
Health Publn:atmm lm: i iR S 100 Delaware
Hippocrates Panners I'p:l.rlnthhlp.'- e T S0 California
TWC Ventures R o 100 Delaware
Time Life Inc. .......... . . 1000 Delaware
Time-Life Customer S-:nu:c Im: e T 100 Delaware
Wamer Books, Inc. ... : i ; 106} New York
Warner Publisher Services Inc ; ; 100 New York
Time TBS Holdings, Inc F G S 100 Delaware
TW Service Holding I, L.P |Plﬂ.l'l¢t\hlp! RFies (3 Delaware
TW Service Holding Il L.P. ipartnershipy . ..... . R E1] Delaware
TW Programming Co. (parinership) R e i4) New York
TW Cable Service Co. (pantnership) e iy e 5 New York
TW/Three D Holding Co. (partnership) ... ... .. R (5 New York
Time Warner Connect (partnership) R (5 New York
WCI Record Club Inc. SFEE e S 1004 6) Delaware
The Columbia House Company ip:nncnhtpl ot 50 New York
Warner Communications Inc. R e 100 Delaware
Time Wamer Interactive Inc. . L e 100 Delaware
Atani Games Corporation , ... . e 100 California
DXC Comics (partnership) . ... .. . i ; . ; S00T New York
Wammer Bros. Music [nternational Inc 100 Delaware
Wamner-Tamerlane Publishing Corp 100 Califormia
WB Music Corp i AR ey 100 Califormia
W Cinemas Holding Inc. .. ... e S e 100 Delaware

W Cinemas Inc. ..........._, s st cha o 100 Delaware




Same M_! [hlglumn
Alpha Theatres Inc —_— I N e 00 Delaware
NPP Music Comp. .....ooooenn . . . : N 100 Delaware
Wamner/Chappell Music, Inc. T . 100 Delaware
New Chappell Music, Inci8). e A R e 100 Delaware
Super Hype Publishing, Inc. .. .. ........... s 100 New York
Cotillion Music. Inc. S o woem e 100 Delaware
Walden Music, Inc. ........0c oo s eyt B B MRS 100 New York
Summy-Birchard. Inc. .. ... .. 100 Wyoming
Warmer Bros, Publications Inc. A T 100 New York
CPP/Belwin, Inc. ..... e O i e 100 Delaware
Lonmar Motion Picture Mmg:mcm ln¢. ...................... 100 Califormia
EC. Publicanons, Inc. .............. R 100 New York
WClAm Law Inc. ... ... e i . NS e e A 100 Delaware
Amencan Lawyer Mcdm L P TR W = e SRR B3.25 Delaware
Warner Music Group Inc. ........... e 3 B 100 Delaware
Warner Latin Music Television e . I i G 100 Delaware
Warner Bros. Records Inc. .......... ... . 5 0 100 Delaware
Atlantic Recording Corporation . .......... T ——— 100 Delawme
Warner-Elektra-Atlantic Corporation ... ......ooooviaaee iannorees 100 New York
WEA Intemnational Incd9) ... S e R 100 Delaware
Warmer Music Canada Lad. .........c. oo 100 Canada
The Columbia House Company (Canada) ‘.'parmcrship} i 50 Canada
Warner Special Products Inc. .ooooooiiiiiiiii i . 100 Delaware
Warner Custom Music Corp. ...ovvvvncuniaraisrnns o 100 California
WEA Manufactuning Inc. ....ooiciiiiiiainniinen . s 100 Delaware
Allied Record Company . ....coooviiiimiii e s 100 Califormia
Time Wamer Limated . . ..., ... z R 100 UK.
Warner Music International Services Lud. . s 100 UK.
Time Wamer UK Lumited . o 100 UKk
Wamer Chappell Music Group (UK) Ltd e N e 100 UK
Warner Chappell Music Limited . . o sonra pen e e B R 100 UK
Magnet Music Lid. . T : R 100 UK
Wamer Music (UK.) Limuted ........... ¢ e 1040 UK
Ivy Hill Corporanon. .. ...... e e T e 100 Delaware
Wamner Cable (ummumcuuuns lnc 11{}1 ...... R SR : 100 Delaware
TWIT Ventures Lid, . ocioimanrioninrarenes T i 100 Delaware
Amencan Television and Cmununmuons Curporauuu i 4 100011y Delaware
Amencan Communications Corporation . ... ...... iz fir R 100 Inciana
Amencan Digial Communications. Inc - S 100 Delaware
ATC Cablevision of San Manno, Inc. .....o.o00 0 e 100 Califorrua
ATC Cablevision of South Pasadena. Inc. .. ....... e 100 Cahforma
ATC Holdimgs 1L Inc. . ...coiiooninnnn ; 5 100 Delaware
ARP 113 Inc. .....-. S 100 Delaware
Paragon Communications ||:|.1nnﬂsh|p] A _ o 50(12y  Colorado
ATC/PPY, Inc g 5 S e e e et 100 Delaware
Carohina Network Curpﬁﬂu.lon. SR ; i i 100 Delaware
Philadelptua Community Anlenna T:Icnsmn Cumpam 100 Pennsylvania
Lower Bucks Cablevision, Inc. : e A 100 Pennsylvania

L]




Name

Tri-County Cable Television Company ..., .

Public Cable Company .......... .. ... . -

Public Cable Company mmnenmp} ........
TWI Cable Inc13) ......... A i wa it S are
KBL Communications, Inc. ..., .. TR e
Paragon Communications (pa:tn:rshtpj

Cablevision Industnes Corporation (14) . ......... . .. .

Summit Communications Group, Inc.

Summit Cable Inc. P
Summit Cable Services nf Gcr.wgu Inc ..... -
Summit Cable Services of Forsyth County, Inc. ...
Summit Cable Services of Thom-A-Lex, Inc.

Time Warner Operations Inc.
HBO Film Management. Inc
Home Box Office Asia Inc,

TWITAE Holding. Inc. .. .. ... .. .

TWITAES INC.. . o iocsncnniovmonmin sinns . v Faeainm
Subsidiaries of Time “Irmr F.nteruiumml Company, L.P.

Time Wamer Entertainment-Advance/Newhouss Partnership . .

CV of Viera Joint Venture (pannership). .. ..

Time Wamer Communications Holdings Inc.(16) ... ;

Century Venture Corporation ..

Kansas City Cable Pmncrs

Time Wamer Cable New Zealand Hnldmp Lr.d
Queens Inner Unity Cable System .
Comedy Partners, L.P. (pantnership)

Warner Cable of New Jersey Inc.

Warner Cable of Vermont Inc. .., .. ; ol

HBO Direct, Inc. ................. L P
T™W Buffer Inc.
Warner Bros. (FE.) Inc. ] P e e b A
Warner Bros (Japan) Inc. . ... .
Warner Bros. (South) Inc.
Warner Bros. (Transatlantic) Inc
Bethel Producuons Inc. ..

Wamer Films Consolidated Inc. .

Ezeter Distributing Inc. .................oo.. ...,
Riverside Avenue Distnibuting Inc
HBO Asia Holdings, L.P. (pantnership)
HBO Pacific Partners, C.V. .
Home Box Office (Singapore) Pry le

Tumer/HBO Lid. Purpose Joint Venture (pannership) . ... ...

Acapulco 37 S.A. de C.V.

Waner Bros. Gesellschaft mbH . _' s

Time Wamer Entertainment Limited
The Bountiful Company Limited

tad

Percentage

Orened by

Immediste
Pustont

100
100

Kk

100
1)
S0{12)
100
100
1040

100
100
100
1006 1 5)
100

100

100

100

66.67
100

54.19
100(17)

50
100
100
100
100
100
100
100
100
100
100
100
100
100K 18)
8133
100

1)
100
100

State or {Mher
Jurisdiction of

Incorporation o
Uhrganiration

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

New York
Flonda
Delaware
Delaware
Pennsylvama
Colorado
New Zealand
New York
New York
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Neth. Antles
Singapore
New York
Mexico
Austria
UK,

UK.




Warner Bros. Studio Stores Lid: ovenmosens
wamer Bros. Consumer Products (UK) Lid,
TWE Finance Limited ......oovneoro

Warner Bros Theatres Ltd. . ...oooonvn ;

Warner Bros. Distnbutors Ltd. .....oocoeeen AP
Lonmar Telepictures International Lid. ... £t

Warner Bros. Intemational Television Distnbution lalia S.pA. ...

Tomemodo Ld. ... e e s R
Victory Film Production, (17, AN PEE L L
Warner Bros. Theatres (U.K.) Limied .......- .
Warner Bros. Theatres Advertising Agency Limited ........ .-
Warner Bros, Productions Limited ... ..o.oo0one- S
Warner Home Video (U.K.) Limited ..... -

Metro Color Laboratones UKL oeoiiienes o -

Kay Holdings Ltd. ..o
Metrocolor (London) Limited .....ooousemmumenrmmmarmsrersa®s
Lonmar Distribution International (Canada) Corp. «.ovommvvreninees
Locimar Canada INC. ...iccrenreramnarsnnersts RN

Productions et Editions Cinematographiques Francaises SARL [PE:CF'J ——

wamer Home Video France S.A. ...oooonomesmmemsssmrsiessnsnss

Time Wamner Enteniainment Australia L B B
Lorimas Telepictures Pry, Limited ...oivesrmmrropenmanmnrrnrnt?
Wamner Bros. (Australia) Pry. Ld. ..o

warmer Holdings Australia Pry. Limited ... R

Warner Bros. Properties (Australiz) I B R

Wamner Bros. Theatres (Australia) Pty. Limited ., ........-o0o .

Warner World Australia Pry. Limited ... .co0ocieenn S
Movie World Emerprises Partnership (parnership). . ...
Wamner Home Video Pry. Limited .
Warner Bros. Video Pty. Lid.
wamner Sea World Aviauon Pry. Ltd. AR
Sea World Aviation Partnership {parnershipl. -
Warner Sea World Investments Pry. Lamited. ...
Sari Lodge Pry. Limited . ...oocovmreeroocrnes
Sea World Managemert Pty. Lud. -
Wamer Sca World Operations Pry. Lid: . oconena ;
Sea World Enterprises Partnership {partnership) .
Warner Sea World Units Pry. Lad. .ooooooeemmmee e
Time Warner Germany Holding GmbH...... AR P
Time Wamner Entertainment Germany GmbH .. ...

Time Wamer Enterimnment Germany GmbH and Co. OHG

Warner Bros. Movie World GmbH & Co. KG ..
Warner Bros. Deutschland Pay TV GmbH
Warner Home Video GmbH .........o-. ..
Warner Home Video Spol SRO .........
GWHS Grundstrucks Verwaltungs GmbH . .
wWarner Bros, Film GmbH ...
Warner Bros. Film GmbH Kinobetnebe

100 19)
100
100K 200
L
100
100
100
100
100
100

UK

LK

UK

LUK
UK.
UK.
Traly

UK "
UK.
UK.

UK

UK.

UK

UK

UK.
Uk
Canada
Canada
France
France
Australia
Australia
Australia
Australia
Australia
Australia
Austrahia
Australia
Austrahia
Australia
Australia
Mustralia
Australia
Australia
Australia
Australia
Austrzlia
Australia
Germany
Germany
Germany
Germany
Ciermany
CGermany
Czech Republic
Germany
Germany
Germany




Percentage State or (Mher

(rwned by Jurisdiction of
Immed iate Incorporstion or
Name Farent Chrpani tation
Warner Bros. Film GmbH Muluplex Cinemas Mulheim . 100 Germany
Time Wamer Merchandising Canada Inc. .. ....... .. . . .. T 100 Canada
Wamner Bros. Canada Inc AR ; . Py 100 Canada
Wamer Bros. Distnbuung (Canada) Limated .. ... ... .. O 100 Canada
Wamer Home Video (Canada) Lid. Yt Vi e Py 100 Canada
Wamer Bros. (Afnca) (Puy) Lid e e 100 S0 Afnca
Wamer Bros. Belgium SA/NV PR e p— . 100 Belgium
Wamer Bros. (D) ASS: it i e s 100 Denmark
Warner & Metronome Films A/S . oo 50 Denmuark
Wamer Bros, Theatres Denmark A/S A I — LY} Denmark
Scala Biografome VS (partnership) . R S0 Denmark
Dagmar Teatret IS (pannership) et = . &0 Denmark
Warner Bros. Film Ve Video Sanavi Ve Ticaret A 5 e 106D Turkey
Wamer Bros. Finland OY ... .. .. PR e i 100 Finland
Wamner Bros. (Holland) B‘v" S N .. 100 Netherlands
Wamer Home Video (Nederland) B. \ e 100 Netherlands
Warner Bros. Theatres (.lolland) B.V. o S : 100 Netherlands
Warner Bros. Holdings Sweden AB.. .. ... ... .. .. 1008 Sweden
Wamer Bros. (Sweden) AB .. ... ... .. i GG 10} Sweden
Wamer Home Video (Swedenm) AB . .. ... .. .. ST 100 Sweden
Warner Bros. Italia SpA. .. . .. e 100 lealy
Wamer Entertainment ltalia Sol. . ... ... s i 100 Italy
Wamer Bros. (Korea) Inc. ...... . ...... ... ool T 100 Korea
Wamner Bros. (Mexico) S A : SRR 100 Mexico
Wamer Bros. (N.Z.) Limited ... ... B e e e O RN 100y New Zealand
Wamer Home Video (NZ) Limated ... ... ... . .. .. 100 New Zealand
Wamer Bros. Norway AJS . . e 100 Norway
Wamer Bros. Singapore Pre. Lid . 100 Singapore
Wamer Home Video (Ireland) Lid " 100 Ireland
Wamer Home Video Portugal Lda 100 Portugal
Wamer-Lusomundo Sociedade Ibenca -.1-: Cummn Ld; S0 Porugal
Wamer Home Video Espanola S A TR 100 Spain
Wamer Bros. Consumer Products S A ... ... .. 100 Spain
Wamer Mycal Corporation ... ... . 50 Japan
Kabelkom Management Co. lpmncnh:pu"ll ..... o i 50 Delaware
Hungary Holding Co. ... ... ... . ............ R = 100{19) New York
Kabelkom Holding Co. -:pnnn:nh:m{"-'ll i i 50 Delaware
Quincy Jones Entertainment Cumpam LP !pmncnhjpl 50 Delaware
DC Comics (partnership).... ... .. S(7) New York
HBO Cesha Republika, SR.O . e . 100 Ciech Republic

(1) The names of five subsidianes of Time Inc. carrving on the magazine publishing business are omitied

(2) The names of mine subudianes of Southern Progress Corporation camying on the magazine or book
publishing business are omutted

i3) The General Pantners of TWE own 87 5% and TW/TAE. Inc. and Time Warner Inc. each own 6.25% as
limited partners.

ifootmotes conttnued on next page)




ifooinotes continued from previous pagel

(41 TWE owns 9% and TW Service Holding Il L. owns 1%.
(51 TW Service Holding 1, L.P. owns 99% and TW Service Holding Il LP. owns 1%
i6) Time Wamer Inc. owns 80% and Wamer Commumications lac. owns 20%
(71 Wamer Communications Inc. owns 50% and TWE owns 50%.
(8) The names of 16 subsidianes of New Chappell Inc. carrying on substanually the same music publishing
operations in foreign countnes are omined
{9) The names of 34 subsidiaries of WEA International Inc. carrying on substantially the same record. tape and
video cassette distribution operations in foreign countnes are omitied
(10) The names of four subsidiaries of Warner Cable Communications Inc. carrying on the cable television
business are omitted.
(11) Time Wamer Inc. owns 86.34%, Wamer Communications Inc. owns 7.8% and Time TBS Holdings, Inc
owns 3 86%
i17) Amencan Television and Communications Corporation indirectly owns 50% of Paragon Communications
and the remaining 50% is owned indirectly by TWI Cable Inc.
i(13) The names of 21 subsidianes of TWI Cable Inc. carrying on the cable television business are omitted.
[ 14) The names of 42 subsidiaries of Cablevision Industnes Corporatior (acquired on January 4, |996) carmying
on the cable iclevision business are omitted.
(15) Time Warner Inc. owns 87.21% and Wamner Communications Inc. owns 12.79%.
(16) The names of 21 subsidianes of Time Wamner Communicatons Holdings Inc. carrying on the same
alternate access operations are omitted.
(173 TWE owns 9% und Time Wamner Inc. owns 1%
(18) TWE owns 99% and Home Box Office Asia Inc. owns 1%
119) TWE owns 9% and HBO Direct. Inc. owns 1%
(20) Tume Warner Entertainment Germany GmbH owns 85% and Time Warner Germany Holding GmbH owns
15%.
(711 The names of 13 subsidianes of Kabelkom Management Co. and kabelkom Holding Co. cammying on
substantially the same cable television operations in Hungary are omutted.




EXHIBIT 23.1

CONSENT OF INDEPENDENT AUDITORS

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

T

Post-Effecuve Amendment No. 2 to Registration Statements Mo, 1311031 and No 2-76753 un
Form S-8;

- Post-Effective Amendment No. 4 on Form 5-3 to Registration Statement No. 2-75960 on Form

5-16 and Post-Effective Amendment No. 1 on Form §-3 1o Registration Statement No. 13.58267
on Form §-3,

Registrauon Statements No. 33-20883 and No. 33-35%45 on Form 5-8;

4. Post-Effective Amendment No 8 1o Registraion Stutements No  2-62477 and No. 2-67216 on

Form §-8;

. Registration Statemen' No. 33.37929 and No. 3347152 on Form 5-8,

6. Post-Effective Amendment No. 2 w0 Registration Statement No. 33-16507 on Form $-8 and

Registration Statement No. 33-48381 on Form S-8:

7. Post-Effecuve Amendment No. | to Registration Statement No. 33-29247 on Form S-8,
8. Registration Statement No. 33-33016 (the Prospectus constituting a pan r.hcr:::{f also applies to

Registration Statements No. 33.29029 and No. 33-29030) on Form §-8;

. Amendment No. | to Registration Statement No. 33-33043 on Form S$-8 and Registration

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

. Registration Statement No. 33-35317 on Form §-8;

Registration Statements No. 3340859 and No. 33-48382 on Form 5-8;

. Registration Statemeni No, 3347151 on Form §-8,

. Post-Effecuve Amendment No. 2 to Registranon Statement No. 33-57812 on Form §-3;
. Registration Swuatements No. 33-62774 and No. 33-51015 on Form S-§;

. Post-Effective Amendment No. | to Registration Staternent No. 33-50237 on Form §-3;

Registraion Stateiaent No, 33.53213 on Form S5-8 and Post-Effecuve Amendment No. | 1o
Registration Statement No. 33-57667 on Form S-8:

. Registranon Swuement No. 33.61497 on Form 5-8:
. Amendment No. | to Registration Statement No. 33-61579 on Form §-3.; and
. Pre-Effective Amendment No. 2 to Registration Statement No. 3162585 on Form 5-3

Emst & Young LLP

New York. New York
March 21. 1996




EXHIBIT 23.2

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference of our repont dated January 19, 1995, except as to
Note 6, which is as of January 27, 1995, with respect to the financial statements and scnedule of Paragon
Communications which are incorporated by reference i this Annual Report an Form 10-K for the year ended
December 31, 1994, 1n each of the following:

1.

Post-Effective Amendment No. 2 to Registration Statements No. 33-11031 and No. 2-76753 on Form
5-8.

. Post-Effective Amendment No 4 on Form 5-3 to Registration Statement No. 275960 on Form 5-16

and Post-Effective Amendment No. 1 on Form 5-3 10 Regivration Statement Noo 3058262 on
Form §-3.
Registration Statements No. 33-20883 and No. 33-35945 on Form S-8:

Posi-Effecuve Amendment No K 10 Registranon Statements No  2-62477 and No 267216 on
Form 5-8.

5, Registration Statements No. 33-37929 and No. 33.47152 on Form 5.8,

Post-Effecuve Amendment No, 2 1o Registranon Staiement No  33-16507 on Form S-B and
Registration Statement Ne o 33-48381 on Form 5-8;

7. Post-Effective Amendment No | 10 Registration Statement No. 33-20247 on Form S-8,
8. Registration Statement No. 33-33076 (the Prospectus comsutuning a pan thereof also applies 1o

i2

12

s

14

15

18

19.

Registration Statements No. 33.29029 and No. 33-29030) on Form 5-8;

. Amendment No | o Registration Statememt No. 33-33043 on Form S-8 and Registration Statement

No. 33-51471 on Form S-8:

. Pre-Effective Amendment No. | to Registraton Statement No 33-29031 on Form 5.3,
1.

Registranion Statement No. 33.35317 on Form 5-K,

Registration Statements No. 33-40859 and No. 1348382 on Form 5-8,

Registration Statement No. 3347151 on Form 5-8.

Post-Effective Amendment No. 2 on Form 5-8 o Repistranon Statement No. 33-57812 on Form 5-3.
Registration Statements No. 33-62774 and No. 3351005 on Form S-8:

. Post-Effecuve Amendment No. | 1o Registranon Statement No. 33.50237 on Form 5-3,
17.

Registration Statement No. 33-53213 on Form 5-8 and Post-Effecuve Amendment No.o | 1o
Registranion Statement No 33-57667 on Form S-8.

Registration Statement No  33-61497 on Form 5-8,
Amendment No | to Registrabon Statement No, 33-61579 on Form 5-3, and
Pre-Effecuve Amendment No. 2 1o Registraton Statement No  33-62585 on Form §-3.

PRICE WATERHOUSE LLF

DENVER, COLORADO
MarcH 21, 1996




ATTACHMENT B

Financials




Management's Discussion and Analysis of Results
of Operations and Financial Condition

Time Warner hat interests in three fundamental areas of
susiness Eatertinment conuisting principally of interests
in recorded music and music publishing, filmed entertain.
ment, broadcasting, theme parks and cable telewation pro-
gramming: News and Information, canusning principally of
intereszs in magpanrfe publishing. book publshing and
direct marketing. and Telecommunications, consisting
oringipally of interests in cable telewition systems.
Substancially all of Time Warners interests in filmed
entertainment, broadcasting, theme parks, cable television
programming and most of (3 cable television syitems
are held through the Enteruinment Group, consisting
principally of TWE, which i3 not contolidated for finanzial
reporting purposes. TYWE manages the telecammuni-
cations properties owned by Time ¥Warner and the com-
bined cable televition pperations are conducted under
the name of Time Warner Cable. Capitalized .erms are as
defined and described in the accompanying consolidated
financial szatemen, or eliewhere herein,

STRATEGIC INITIATIVES

Significant Transactivns

During 1995, Time Warner and the Entertainment Group
embarked on a program o improve their financial con-
ditian and increase therr overall financul Aexibility through
she initiation of an 311et 1ales program and significant
dest refinancingy Time Vvarner and the Entertainment
Group alse pursued significant, strategic Initiatives during
1995 through ther cable telewision operations and
through a proposed merger of Time ¥Warner and T85.
These initiatives are part of a continuing strategy to further
enhance the strength of Time VWarner's interests in enter-
tainment and news and information, and to attempt (o
uie exiting and scquired cable televition fyitem: to
z3ranlish an enterprise that will be responuble for the
everall management and financing of its cable and telecom-
af

muMEalion] In pursuit these strategic

Jugiatives, Time Warner and the Entertainment Group

inrereiil

announced or completed a number of trantactiont in

1995 and early 1996 that have had or are expected o

hawe 3 mgnifieant effect on their results of operation: and

finanzial condition Such transactions include

+ The September 1995 announcement of Time WWarner's
agreement to merge with TBS by acquiring the remaining
80% wnrerest an TBS that it doet not already own,
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+The accuititions by Time YWarner of Summu, KSLCOM
ind C¥1 and related companiet, and the formation
ny TWE of the TWE-Advance/Newhouse Partnership,
which together strengthened the geographic clusters of
the cable television systems and substantially increased
the number of cabe subseribers managed by Time
warner Cable (calle tvely, the "Cable Transactions™).

«The exchange of ITOCHU? and Toshiba's interests
in TWE for equity interests in Time Yarner (the
“ITOCHUMashiba Transaction™),

* The refinancing of appromimately $4 billion of public
debt by Time Warner and the execution of 2 new 38.3
tillion credit agreement, under which approximately
$1.7 billion of debt assumed in the Cable Trantacuions
wai refinanced by subsidiaries of Time Warner ind 326
billion of pre-exisung bank debt was refinanced by
TWE (the "Debt Refinancings”),and

«The sale by Time Warner and the Enterainment Group
of certain assets wunder an aiser iales program, which
raised approximarely $1.6 billisn en a2 combined basis
for debt reduction. including the sale of 51% of
TWE's interest in Six Flags (the "Six Flags Transaction”)
and the ule or expected sale or tranmsler of certain
uncluitered cable televition systemi owned by TYYE
{the "Unclustered Cable Trantactioni”)

The nature of thele tranzactions and their impazt
an the reiults of operations and financial eonditian of

Time Warner and the Entertanment Group are further

ditcuited below

Telecommunicalions Strategy

In 1994, Tirme Warner embarked on a strategy to expand
i3 cable telewition business. leading 10 agreements to
combine with or sacquire cable televilion iyitems jerving
approwimazely 3.7 million subseribers, This strategy w2t
bated on management’s expectation thisshere would be
3 significant increate in the value of cable televition
iystemi related, in pare o 2 luture conwergence ol the
cable and telephone industries whith would prowide cable
companies with an gpportunity 0 Operate large geo-
graphic clusters of cable televinion systems for purposel
of maximizing the development and dutribution af new
and smproved terwices on 3 0L efficient baus, such a3
ineresred channel capacity, high speed dity tranimissian

and telephony services
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During 1995 and with the acquivition of C¥I and
related companies in Janvary 1596, Time Warner com.
piezed 2y plans for the expansion of s cable television
busingss, thereby strengthening its geographic clusters of
cable television syitems as previoutly envinoned Along
with intermal growth. the acguintions of Summuc
KELCOM and CVI and related companies, a3 well 21 the
farmatian of the T VE-Advance/Newhoute Partnerthip,
increased the to! number of subscribers under the
management of TimaVvarner Cable ta 11.7 million, as
campared to 7.5 millign subscribers at the end ol 1994,
Time Warner Cable has alio extended its reach of cable
television systems to neighborhoods passing 18 million
homes or clote 1o 20% of celevision homes in the LIS In
addition, there are aow 15 geographic clusters of cable
television systems serving over 100,000 subtcribers each,
including key markets such as New York Cirp and Suate,
central Florida and Nerth Carolina Time Wirner does nos
currently plan to make any more significant acquisitions of
cable television syttemis. B_c inttead imtends to continue
to refine it geographic cluiters by exchanging cermin
unciustered cable television systems for geographically-
strategic ones or by selling non-strategic cable television
tysterms ai part of the Company’s contlnuing atse: zales
program. Management continues to belleve that the
increased size and concentration of its subicriber base
will provide for sustained revenue growth from new and
improved tervices, ind provide certain economies of 1cale
relating to the upgrade of the technological capabilities of
Time Warner Cable’s cable television syizems

Management believes that the future convergence of
the cable and telephone induttries has been subitanually
confirmed through various events wathin the mdustry,
including the February 1996 enactment into law of
sweeping telecommunications industry reform Amaong
other features, the Telecommunications Act of 19956 effec:
tivaly removes regulatory barriers that historically pro-
tibited cable television companies and local and
long-distance telephone companies from competing in
each other’s business. In addition, the new law eliminates
most cable rate pricing restrictions in 1999, and earlier
under certain circumstances. Time Warner expects that
the relaxation of cable rate regulation i 1999, along with
permitted cable rate price increases for cermin regulated
services that went into effect on January |, 1996 under a
reparate Time “Warner agreement with the Federal
Communications Commission (the "FCC7), will provide
entanced pricing fexibility that will help finance it eable
and telephony expansion plans,

The next phare of Time VWarnery telecommum
cationy sErategy is to mphfy the structure of s cable and
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telecommunicationy propertiey Iy brinping such prooe
rofgether. 10 far a5 pracucable and on 3 Lyw-eficiers La.
IO 3N ENsErprine that =il be seiponsdie for the oo
management and fina  ing of thate interesty [he
tep of this process way zompiezed o (595 =t
ITOCHKU and Teshuba exchanged their nteresis i 1+
for equity intereifs in Time Y¥arner The restroitg’
praceus depends, among other things. upon wucce’s
negotiations with U5 WEST and certin creditary an!
the recaipt of franchise and other regulatory approwdls
Accordingly, there can be no a3surance that the eror!
will succeed. In the interim, a5 contemplated by the TV
Advance/Newhouse Partnership agreement, Tune vWarie
miay transler certain of 1 newly-acquired cable systeris 1o
the TWE-Advance/Newhoute Partnerthip on a4 tis-ef
crent basis. Such tramifers, if they are made, are expected
to be structured to that the systemi will be traniterrec
subject to & portion of Time YWarner's debt, theren;
reducing the financul leverage of Tume Warner ans
increasng the under-leveraged capalinaznon of the Thvi
Advance/Newhoute Partnership and conseguenly TvE

THS Transaction

With the annguncement in September 995
Warner's plan to merge with TBS. Time Warner hat taen &
strategic step that would further enhance Time Warner s
interetts in enteruainment and news and nformanon
a1sels while improving the balance between such intesesy

ol Time

and ity interests in the telecommunications businest The
addition of TBS news and entertanment programming
aetworks, film and cartoon hbranes, film producuon (em
panies and sporus franchites is expected 10 complement
wvirtually all of Time Warner's buminess mtereiis and
expand the empha1’s on growsh through Time Wirners
interests in it entertainment and news and miormanon
businenies

The TBS Transaction provides for the merger of each
of Time Warner and TBS with separate subsidiares of a
holding company ("MNew Time Warner”) that will com
tine, for financial reportng purposel, the coniolicited
net atiets and operating results of Time YWarner and 785
Bared on TBS' financual posiven and results of operations
as of and for the year ended December 31, 1995 -2
grving pro forma effect to the TBS Transacton as if it nad
accurred on December )1, 1955 for Balance sheer puv
poses and at the begnning of the year for suatemes: o
operations purpoter, the incremental effect on Tinie
Wartier reflected in the combined pro forma financa
statements of Mew Time Warfer would have been (1] 4
increase i shareholters equity of approsmatety 371 0
lign, principally due 1o the nauance by New Time Ve e
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af s pprommazely | 77.8 milhon shares of comman 1ock

b 44 azrease in long-term debt of 3paromvmazely 5135
Sillign due 1o the assumption of TBS debe (1) an increase
i goodwill af approaimately $7.9 Diien a3 2 resuls of 3
preliminary allocavon of the excess coit Over the net
pook value of asvets acquired, {iv) an nzredse in revenues
of $3.4 billion, (v) an increase in EBITDA (as defined
pelow) of 3514 million, (vi) an increase in depreciazion
and amortization of $377 million, incluging approximately
5100 million of noncash amortinaton of goodwill, {vii) an
ncrease in operating income cf 3147 million, (vii) an
increase in net loss of S111 million and (ix] a reducuon in
net loss per common thare of 5.11 per commen share
resulting from the dilutive effect of iiuing 177 8 million
shares of common stock.

The TBS Transaction is subject 1o customary closing
conditions, including the approval of the sharehoiders of
Ta5 and of Time VWarner, all necessary approvals of the
FCC and appropriate antitrust approvals. There can be no
assurance that all these approvals can be conined or, in
the cate of governmental approvals, if obtained, will not
be conditioned upon changes to the terms of the merger
agreement or related agreements.

USE OF EBITDA

The following comparative discussion of the rewulu of
operauons and financial conditon of Time Warner and
the Enteruainment Group includes. amang other fagtars,
an analysis of changes in the operaung income of the
busness segments before depreciation and amortzation
["EBITDA™) in order to eliminate the efect on the oper-
atng performance of the music, filmed entertainment and
cable businesses of significant amaunts of amaruzation of
intangible assets recognized 1n the S14 bdlhon acquiition
af Wil in 1989, the $1.3 billion acguwsition of the ATC
minority interest in 1992, the $1 4 bullion acquisitions of
KALCOM and Summit in 1995 and other business combi-
nauans accounted for by the purthaie method, including
the $904 million acquisition of TVl and related companies
in january 1994 and the proposed TBS merger with
reipect to certan discussiont an a4 pro forms basis
financial analyses generally consider EBITDA 1o be an
important measure of comparative operaung perfor-
wanze for the businesses of Time Warner and the
Ersertainment Group, and when uted i compariion to
dest levels or the coverage of nterest expense, at 3
mesture of liguidity However, EBITDA should be con:
pdered in addiion Lo, not as a substitute fo- operating
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income. net ncome, cath flow and other meai.res

of fimangial performarce and lhiguidicy reporied 0

accardance wiih generally ac cepred aczounung priniioien

RESULTS OF OFERATIONS
1938 VS 1994

Time Warner had reveruesr of $SE067 billion, 2 los: of
$124 million {5 46 pt r comman share) before an exzraor-
dinary loss on the riurement of debt and a net loss of
$166 million (5.57 per comman share) in 1995, compared
1o reveruel of 57.396 billon and a net loss of 391 mullion
(5.27 per comman share) in 1994,

The increase in Tome Warner's net loss in 1993 was
principaily related to 3 $42 millun extraordinary lou on
the retirement of debt ($.11 per common share) and 385
mullion in pretax losses (552 million after axes and 511
per commaon share) related to certain businesses and
joint wentures awned by the Mutic Division which were
resr-uctured or closed. As dacusied more fully below,
the increase in Time Warner's net loss in 1995 from wuch
lottes war principally mitigated by an overall intrease
in the fundamental operating income of Time Warners
business segments and increaied income from i equity
in the pretax income of the Enteruinment Group, offtet
in part by a decreaie in invertment-related income and
higher interest expente on appromimately 31.1 bilian of
debt assumed in the cable acquitiions, The incredte in
Time Warner’s net lois per common share in 1535 alio
related 1o an increase in preferred dividend reguirements
1o $52 million from $13 million in 1994 a1 a result of the
preferred stock isued in connection with the 1995 cable
acgquintions and the ITOCHW Toshiba Transaction

Tuwne VWarner's equify in the pretix income of the
Entertainment Group was 5156 million in 1995, com-
pared to $178 million i 1994, Ax discussed more fully
below. the Enterainment Group's operaung rercii 0
1995 reflect an overall ingredse in cperating income gen-
erated by it busineis segments (including the contri-
bution by the TWE-Advance/Newhoure Partnership) and
an increase in investment-relited income retultng trom
gaint on the sale of certain unclustered cable systems anc
other investmenty. offset in part by minority niereet
expense related to the contohdation of the cperating
results the TWvi-Advance/Newhouie Partneritig
effective a3 ol April | 1995,

On a pro forma baus, giving eMect to (1) the Cavee
Trangactions, (U} the ITOCHUWIToshibas Tramsactian, (i}
the Debt Refinancings, (iv) the S Flagy Tranzacuen and

af
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(¢} the Uncluszered Cable Transactions, a1 of each of such
transactions had occurred at the beginning of the periods,
Time Warner would hase reporied for the yeary ended
Diecember )i, 1995 and 1994, revenuer of 58 T4] sillian
and 53.217 billion, depreciation and amoruzauon of $513
mition and 5906 million, operating income of 5656
rmillion and $65) million, eguity in the pretan income of
the Entertainment Group of 5186 milllon and $205
mullion, a loas before extraordinary item af 255 million
and $2646 million (#1.01 and $1.07 per comman share)
and a net loss of 3197 mill.on and 5166 million (31.1J and
51.07 per common share), respectively. The 1995 to 1994
comparison of pro forma retults are similarly affected by
any underlying historical trends that are unrelated to the
transactions given pro forma effect to therein, such as the
§85 million in pretax Music Division losses discussed
abave. The increase in pro forma owver historical !osses
before extragrdinary items for each peniod i principally
the result of approximately 5230 million in annualized non-
cash amoruzaton of certain intangible assets recognized in
the cable acquisivons which is not fully offiet by the pro
forma effects of other improved net operating resulu. 3
camponent of which is the pro forma benefit from the net
addition of over $400 million in annualized EBITDA.

On a pro forma bais, giving effect to (i) the forma-
uon of the TWE-Advance/Newhouse Partnership, (i} the
refinancing of approximately S$1.6 billion af pre-existing
Sank debe [is) the consolidation of Paragon, {iv) the
Sx Flagy Tranucvon and (v] the Unclustered Cable
Transactons, as f each of such transacuons had occurred
a: the beginning of the periods, the Entertainment Group
would have reported for the years ended December 11,
1995 and 1994, revenues of $9.686 billion and 38778
tillian, depreciation and amortization of $1.078 billion
and $1.038 billion. operating income of $994 million and
%921 millien, income before extraordinary item of 3201
millizan and $171 million and net income of $179 muillion
and $!71 milhon, respecuwely. The 1995 to 1994 com.
sarison of pro forma resules are similarly alfected by any
underlying historical trends that are unrelited to the
tramsactions given pro forma effect 1o therein The
inerease wn pro forma over historical net incame for each
periad principally reqults fram the pro forma effects of a
full year contribution by the TWE-Advance/ MNewhouie
Partnership, and intereir savingl amsociated wath the
refinancing of TWES bank debt and lower dedt levels
resultng from sipet 1ales

Toaw o
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The relationship betwaen income before meorie
tael and income Gx expenie of Time Yarner i princ za .
afecied by the amorugatign @ goodell and e7a -
gzher finanzidl itdcement expenies that aw ~z=
decucuble [or come Qx purpotel. InCome s exjents
of Time ¥Warner incluces all income taxes related o 12
allocable shar i of partnerthip income and its eguity in the
ncome tax +xpente of corporate subsndiares of the
Enterainment Group.

EBITOA and cperaung income for Time “Warner
and the Entertainment Group in 1998 and 1994 are

foliows

Teary [nded [uTDa Oppremng e
Crecembe |1 [y (15 ¥ed 1994 1994
Time Warner: l
Publishing S 476§ 420 3181 3 MW7
Music" 490 1o i 1T
Cable L) - 15} -
Teuwl 51,254 $1.080 3 %7 5 T}
Entertalnment Group:

Fimed Enterminment § 4%0 $ 477 3283 %119
Six Fapi Theme Parks 60 1% L L1
Broadeasting -

TheWB Nerwnork (66} - (48] -
Programming - HEO %) m 174 m?
Cable 1,278 k14 13 Y40
Toul 12052 1181 3 Tl 5 85

(1] bnchtet prwzis baai o B1) mlban sreomied o |90 ] mvignad 13 Dpmme
Buteneyogs 8o gl eresorTi sl by Bt Wlaisl [ sl t -
Lt L e T

TIME WARNEN

Fublisbing

Revenues increated 1o $3.712 billion, tompared 1o 53411
betlion in 1994 EBITDA ingreased to §476 mullion from
5430 milioa. Deprecation and amoruzation amounted to
595 mullign in 1995 and $8]1 million in 1994, Operating
income increased to 5181 million from $347 millon,
Revenues benefited from incredses in magazine circu-
lation, advertsing and book revenues Contributing to the
revenue gain were moreases achrewed by People, Sports
Mustroted, Fortune and boak publisher Oxmoor House
EBITDA and operaung income incresned a1 3 resulz of the
revenue gaing, offtet in part by significantly higher poazal

and paper cotts a3 3 reacit of price increaies
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Music

Hewverues o %4.194 Sillian -]
§1 935 millian in 1994, EBITDA decreared 12 5550 milhon
fram 5710 million. Depreciation and amoruraton,
including amortization related to the purchasze of WCI,
ampunted to 3389 milben in 1995 and 33154 mullion in
1994 Operating income decreased to 5311 million from
5166 million, Operating results were adwersely afected
by 585 million in losses recorded in 1995 that related to
eertain butinetses anf joint ventures awned by the Music
Dhivisigin which were restructured or closed Revenues for
1995 were negatively affected by certain reclassifications
relating to third party, pressing and gistnbuton arrange-
ments and changes in the Music Division’s ownership
nterests 0 certain inveitments and subiidiaries that
resulted in changes frem the consolidation to the equity
mathod of accounting. Excluding the effects from such
reclassifications and changes, revenues from the funda.
mental butiness Increased by approaimately &%,
principally a3 a result of increases in both domestic and
international recorded music revenues and increased
munic publithing revenues. Domestic and international
recorded mutic revenues benefited from 3 number of
popular releases and an increase in the percenuge of
compacs disc 1o total uni: sales. Excluding the 385 million
in losses, EBITDA increased. and operating income
benefited, principally fram the revenue gaini and interest
incame on the resolution of a recorded munic tax mMarmer,
offiet in part by expenses incurred in connecuon wath
the sertlement of certzin employment contracts and
Ipwer retults from direct marketing activites antributable

mereased cempared

to higher amartization of member acquitition costs.

The lostes relaung o certain businestes and joint
wentures that were restructured or closed are primarily
related Music one of the
Company's direct marketing eHorts, and the write off of

1o Warner Enterprises,
ity related direct mail order assets that were Not recov:
erable due ta the clowure of this businest Such tlaiure
weas substantially completed in 1995 and woll not require
any slgnificant. future cath outlays The actraties that will
not be continued have not been material to historical
operating results and are not expected to significantly
affect the results of future operationt

Calils

A a2 result of Time Warners acquisitions of KELCOM
and Sumeit in 19%5 cable operating resulus for 1995
meluded revenues of 5172 million, EBITDA af $90 midlian,
depreciation and amaortizatien of 395 mullon and an
wperating lows of §5 milllon. Moderate operating losies
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1me expected to contimue 18 1954 bezavae of the U]l ey

et of approwimately 5210 millira of norcath -
tzation of certain intanpible 2556ty recogmized 10 Tire
YWarner's acgquisitizr1 of XBLCOM and Summut i 1592

and CV¥land related zompanies in 1998

Interest and Cther, Net

Interest and othur, net. increased ta 3877 millon in 1995,
compared to $714 million in 1994 Interei; expenie
increaved to 3877 million, compared to $74% millien,
principally 33 a result of approximately 51.3 billign of des:
assumed in the cable acquisitions and higher short-term,
floating-rates of interest pald en $2& billion notional
amount of interest rate swap CORLracel Orher income,
net, was immazerial in 1995, compared to 343 million in
1994, principally becauss of a decrease in inveitinent.
relited income  Investmentorelated income n both
periods consisted of paing on the sale of cerain aiiens,
incuding the sale of an interest in QVC, Inc In 1995,
which were offiet by lostes from reductiont in the carrying
value of certain investments taken in each period

ENTERTAINMENT GHOUY

Filmed Entertainment

Revenuei increazed to 55078 bilion, compared
4 454 billion in 1994 EBITDA increased to $490 million
from %410 million Depreciation and amortization,
ingluding amortzaton related 2 the purchaie of WCI,
amounted to $237 million in 1995 and 3211 millian
1994, Openating income increated to £2%) millipn from
$£119 milfion Revenues benefited from increases in warld:
wide theatrical, home video, contumer products and tele
vision ditribution operations Worldwide theatrizal and
domestic home video revenues in 1995 were led by the
succeit of Batmon Forever EBITDA and operating income
benefited from the revenue gains and increased incame

1o

from licenung operations

Six Flags Theme Paris

At 3 result of TWE's sale of 51% af ity interest in S
Flags. the operating results of Sir Flagt have been decon
solidaced effecuve a3 of June 23, 1995 and TWES
remaining 4% interest in Six Flags 43 accounted for under
the egulty methed of iccounting Accordingly. revenues
decreated to 5127 million, compared to 3557 million in
(994 EBITDA decressed to 3460 million from $11%
million [Deprecianon and amortization amouhted to 31
millign in 1995 and $79 milliaa in 1994, Operaung income
decreated to 329 mullion from 556 millan
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Broadeasting - The WH Network

The WB Network wai launched i [anuary (995, and
generated $&4 million of cperating lzises on 533 milhion
of revenues. The operacing loss was mitigazed by 4 favar.
aole legal sertlement, as well a3 by funding from a limized
partner admitted as of August 1995, Due to the sart-up
nature of this new national broadcast operation, losier
are expecied (o continue

Programming - HBO
Revenues increased to 51.607 bilion, compired 15
$1.513 bwllion in 1994 EBITDA increased 1o 5293 mullion
fram %257 million. Depreciation and anortization
amounted 1o $19 milion in 1995 and $20 million in 1994,
Operating income increased to 5274 million from 5137
milhon. Revenuei benefited primarily from an increase in
subscriptions to 29.7 million from 27 million at the end of
1994, a1 well 21 from higher pay-TV rates. EBITDA and
aperating income improved principally as a reauls of the

revenue gains.

Cahle

fievenues increated to 51.094 billion, compared to
51.141 tullion in 1994 EBITDA increased to $1.275 billion
fram $989 million. Depreciation and amortization,
ineluding dmortzation related to the purchase of WCI
and the acquisition of the ATC minority interest
amaunzed to 5773 mullien i 1995 and 5649 million in
i394, Operaung income increased to 3501 million from
%340 million, Revenues and ocperating results benefited
frem the formaton of the TYYE-Advance/Mewhouse
Parznership on April |, 1995 and the comolidibon of
Paragon effective as of July &, 1995, Elﬂudlnl such effects.
revenues benefited from an aggregate increase in basic
cable and Primestar-related, direct broadeast satellite sub-
scripers that approached 6% and increases 1 nonregu-
lazéd  revenues. including pay-TV. pay-persview and
adveruung Excluding the positive contributiont from the
T E.Advance/Me~houte Partnership and the conscli-
gauon of Paragon, EBITDA and operating
increated 31 a result of the revenue gang, offvet in part by

Income

the full year impact of the second round of cable rate reg-
ulationy that went anto effect in July 1994, higher start-up
casts for telephony ocperations and, with respect to
operating income only, highar depreciation and amaorti-

ration relating to increaved capital tpending

]

Interest und Other, Neot

Inseress and other, net. cscreased 10 5519 millie . 1553,
comaired 2 $6lé million in 1994, Interes: experie
increased to 5579 million, compared to 3567 million in
1994, pringipally as a result of higher short-term, floaung:
rate: of interest paid on bo rowings under TWE's formier
and exuting bank ¢redit areements. offset in par: by
interest savings in the fase quarter of 1995 on lower debt
lewely relazed 1o managemenc’s asse: sales program. There
wat other income, net. of $40 million in 1995, compared
to other expense, net. of $4% mullion in 1994, prncially
because of an increase in investment-related income
related 10 gaing on the sale of cermain unclustered cadie
systems and other investments.

1994 V5. 10023

Time Warne had revenues of §7.396 billion and a net
loss of $91 million (5.27 per commaon share) in 1994,
compared to revenues of 56.581 billion and a net loss of
5221 milion ($.90 per common share) in 199). Included
in the 199 resules is an extracrdinary lois on the retire-
ment of debt of $57 million (5.15 per common thare) and
2 one-time tax charge of $70 million (5.19 per comman
share) that resulted from the effect on the Cumpany’s
deferred income tax liability of the increase in the cor-
porate income tax rate enacted in Auguse 199).

As discusred more fully below, the improvement in
Teme Yvarners net bods in 1994 reflected an owerall
increase in operating income generated by it buwnes:
segments and an ncreaie in invertment related income.
ofiiet in part by higher interest expenie and lower
income from Time ¥Warner's equity in the pretax income
of the Entertainment Group. The improvement in Time
Warner's 1994 net loss alio related 1o the abience of the
extraordinary loir and one-ume tax charge that were
recorded in 1993 The improvement in Time Warner's net
lott per cominon share in 1994 further resulted from 3
5105 mullion reducuion in preferred dividend requirements
relavng to Time YWarners 199) redemption or exchange
of §5.6 billion of preferred stock for debt.

Time Warner'ys equity in the pretax income of the
Entertmament Group was $176 million in 1994, compared
to $181 million in 199) As discussed more fully below, the
Entertainment Group's operating resules in 1994 reflecied
an overall decreate in operating income generated by il
business segments, principally relaung 1o lower Cable
results due to cable rate regulation. and an increaie in
investment-related and I‘orm‘n gurrency contract loses,
ofter in part by an increase wn inierelt income

TIME Sanpnwiee
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TIME WARNER

Publishing
Revenues increased to $1.433 billion, compared to $1.270
illion in 1993, EBITDA increased to $430 million from
$371 mihon, Depreciation and amartization amounted to
%$3) millian in 1994 and 377 million in 199). Operating
ingome increased to $347 million from $195 miliion,
feveiues benefited principally frem increases in magazine
adwerusiny and circulaton revenues, which were aided in
part by several special issues during 1994 Sgnificant
revenud gaing were achieved by People, Sports liluntroted
and Sewthern Lreang. EBITDA, operaung income and
operating marpns improved principally as a result of the
revenue gains and continued £o3t containment

Musie

Revenues increased to 51986 bilion, compared 1o
51 334 billion in 1991 EBITDA increased to $720 million
fram %64} million. Depreciation and amortmaten,
meluding amortization related to the purchaie of ¥YYCI,
amounted ta 5154 million in 1994 and $347 millon in
19%1 Operaung income increased to 3366 milhon from
5296 million The revenue growth resulted from increases
m both domesiic and inte-national recorded music
revenues, which benefited from a2 number of popula-
releases during the year and an increaie in the percentage
of campact disc to total unic sales, and increated music
publiyhing revenues, EBITDA and aperating income bene-
ficed from these revenue gaing and increated results from
direct markeping acuvities attributable to new members
and lawer amartizabion of member acquisition coizs, offier
i part by costs assooated with the reorganization of the
damestic MmuiC companies and continuing investment in

néw Dulinell ventures

Tist @
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Interest and Other, Net

Intere1® and other nes increst = oo 5714 million =~ | 994
compared 2 $718 millign in 199)

ingrested to 5769 milion from $498 million as a resuir of

Interest eeierss
a full twelve months of interest on the dedt msued during
the firiz three moenths of 199 to redeem or exznange
preferred 1iock. offset in part by sawingi from lower-cost
debr uied 1o fund the redempuon of certan notes and
debeniures in 199) There was other income, neL of $45
million in 1994, compared to other expente, net. of 515
million in 19%), principally because of an increase in
investment-related income, ingluding an increase in the
amortization of the excess of the Time Warner General
Partners’ intereit in the net asiets of TWE over the ne;
book value of their inveitment in TWE o reflect U 5
WEST a1 a partner for a full year lnwestment-relazec
income wa reduced in pare in both years by adpuitments
to the carrying value of certain investments, expenies in
connection with the settlement ol certain employment
contrasts and loses on foreign exchange contracus used
to hedge foreign exchange risk

ENTEARTAINMENT GROUP

Filmed Entertaloment

Revenues increased to S4484 billion. compared to
£4.012 billion in 1993, EBITDA increased to 3+30 million
fram  S427 Oepreciation and amoruzanion,
including amortzation related to the purchase of WOl
amounted to 3211 million in 1994 and S194 mllcn in
1993, Operating income decreased 1o 3119 milion from
£213 milion, Warldwide home video, syndication and
consumer products revenuesd increased at Yarner Bros,
offiet in part by lower worldwide theatrical revenues
EBITOA and operating income marging decreived prin.
crpally as a rewult of lower theatrical Feswlts in comparson
1o the exceptionally strong theatrical resules in 1991

millian.

Six Flags Theme Parks
Aevenues increaved to 3557 milhon, compared to 3513
million i 1993, EBITOA increased to 5135 million fram
5121 million, Depreciation and amoruzason amounted 1o
$79 mulben in 1994 and $49 million in 199). Operanng
income increased to $56 milion from 353 millon
Revenues increared as a2 result of owerall artencance
growsh and higher revenues per viaaor EBITDA and
operating income improved principally a3 3 reult of the

fevenue gaing
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Programming - HEO

Revernues Imcrezsed ta 51511 bilhan, zampared 1o
51 441 Bilign in 199) EBITDA increased o $257 millian
fram 5210 million Deprecation and amoruzation
amaunced to $10 million in 1994 and SI7 millign
1991 Operatng income increased to 3137 million from
5113 million. Revenues benefited from an increase in
subicriptions and higher pay-TV rates EBITDA, operating
ingoime and operating margini improved principally as a

resuls of the revenud™paing

Cable

Aevenues increased 1o $1.241 billion, compared to §2.208
tullion in 199). EBITDA decreased 1o $989 million from
51.015 billion. Deprecation and amortization, including
amortization related to the purchaze of WCI and the
acquitition of the ATC minority intereit. amounted to
£4649 million In 1994 and 3429 million in 199). Operating
income decreased (o 5340 millien from 5408 million
Fevenues and operating results in 1994 were adwversely
affected by two rounds of cable rate regulition that in
general reduced the rates cable operators are allowed tn
charge for regulated services, the firsz of which went into
efiect in September 1973 and the wecond af whizh went
into effect in July 1994 The unfavorable effects of rate reg-
ulation were offset in part by an increase in subscribers
and nonregulated revenues Actions that were undertaken
ta mitigate the impact of rate regulation included a
number of cost containment measures and 1 continued
emphasis on near and long-term sirategiel to increase
revenuesl from unregulated services.

Interest and Other. Net

Interest and other nec. increased to $&614 million In 1994,
rompared to $584 million in 199) Interest expente
decreated to 3567 million, compared with 3580 million in
19%). There wai other expense, net, of $4% million in
994, compared 1o other income, net. of $1& million in
[99] Invesunent-refated and foresgn currency contract
Imases 10 1994 exceeded an increase in interest income
on higher cath balances and the interest-bearing note
receivable from U 5 WEST In 199). other income. net
veneflited from a gan on the sale of certam aniets and
ther inveitmentwelated income, which more than offset

invgitment losies

o7
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TIME SARNED

1993 Floancial Condition

Time Yarner had 599 billon of debt 5949 mils
mandatari v redesmatle preferred securities of

wudrares, § .1 billon of cash and eguwalents (ne: dedt of
$8.7 biilion), and 3.7 builion of thareholdert’ eguity ar
December 31, 1995, compared to 39 1 bilion of deu:
5182 million of cith and equivalents [net debt of 389
tulion). and $1.1 billon of shareholders’ eguicy a:
Cecember 11, 1994 The incresse 0 debr prinzgally
reflecer the atsumprion of appronimately 51.] milion of
debt refated to the Cable Transacuons. offiet in part by
debt reductiont using procesds raised from the auet
naler program, including proceeds from the imuance o
the PERCS which monetized Time Ywarner's 145 inwes:
ment in Hatbro, The increase in mandatorily redeematie
preferred securities of subsidiariey reflects the nauance
1995 of the PERCS and Preferred Trust Secunities, the
proceeds to reduce cerian
indebtedness of Time Warner. The noncurrent cash and
equivalents consist of the net proceeds recewed from the
Bivance of the Preferred Trust Securities in December
1995, which were uted in the redempucn of the B 75%
Canvertible Debentures in early 1996, The increase in
shareholders’ equity reflects the iusuance in 1995 of
apprommately 1.5 milhon shares of common staek and
approwmimately 19.] million shares of preferred a1ock in
connecuon with the IMTOCHUW Moshiba Transacuan anc
the acguisitrons of KBELCOM and Summit On 3 combined
basis (Time Warner and the Engertainment Group
together), there wai 5147 billion of ne: debt at
December 31, 1995, compared to $!% bilan of net debt
at the beginmung of the year

| 1=

ol whith were wied

Investment in TWE

Tene Warnery investment in TWE at Decemnber 311995
consiats of 74 49% of TWE's pro rata priority captal and
retidual equity capital, and 100% of TWE venior priority
capital and jumior prionty capital Such prionty capil
mtereits provide Time ¥Wirner, and wnith reipect 1~ the
pro rat prionity capital only, U 5 WEST. with certam prionizy
ctairny 1o the net partnerihip income of TWE and gartrib
utions of TWE partnership capital, including cerwun priority
diatributions of partnership capital in the even: of hgue
dagon or diusoluvon of TWE Each level of priafity capital
inzerest provides for an annual rate of return equal o ar

TEME WamNLR




exceeding BY. mncluding an abowe-marker 13.25% annual
saz¢ of return [11.15% 20 the extent canzurrently distrib.
uted) related to Time Warner's junior prority sapital
interest. which represency Cumulative Priority Cagiaal of
%4 & oillon ac Decemnber 31, 1993 While the TWWE part-
nership agreement contemplaces the renvestment of g
mificant partnership cath flowi in the form of capital
expenditures and otherwite provides for certin other
restrictions that are expected to limir cash distribution
an partnerihip interests for the foresecable future Time
Warners 51.4 billion senior priority cap:tal interest and,
to the extent not previously distributed, partnership
incame allocated thereto (based on an 8% annual rate of
return) i3 required to be distributed to Time Warner in
tnree annual instaliments beginning en July 1. 1997 In
1595, Time Warner received a 5366 million cash destrls
sutien from TYWE representing the priority capital return
allozated to its senior priority capital interest through
jume 30, 1995,

Credit Agresment Refllnancings

In connecuon with the Cable Transactions, TWI Cable,
TWE and the TWE-Advance/Newhaouse Partnership
executed a five-year revolving credit facility in June 1995
The Mew Credit Agreement enabled such entities to
refinance’ certain ndebredness assumed in the Cable
Transactions, to refinance TYYE's indebtedness under a
pre-exiiting bank credit agreement and to finance the
ongomg working capital, capital expenditure and other
corporate needs of each borrower

The MNew Credit Agreement permits borrosangs in
an aggregate amount of up 1o 38.] bdlion, with no 1ched-
yled reductions in credit availability prior to matunity
Barrowings are lmited to S$4 bduon i the case of
W1 Cable, %53 bilon the case of the TWE.
Advance/Newhouse Parnership and 583 billian in the
case of TWE, subject in each case to certain limatauon

i

and adjustments Such borrowings bear intereit at speaific
rates far eazh of the three borrowers. generally equal 1o
LIBEHE plus 4 margin imitially ranging from S0 to B7.5 bawn
ponts which margn will vary based on the credit rating
ar financual leverage of the applicable borrower Unuied
credit 4 avadable for general buniness purpaoies and 1o
support any commercial paper borrowings. Eich borrower
it required ta pay a commitment fee initially ranging from
1% to .13% per annum on the unused portion of its com-

mutment. TWW1 Cable may also be required to pay an annual

SH

Bcilizy fee egual to 1375% of the entire amaount o
sepencing on Ih

leverage in any given year The New Crecid Afreeens

cammtment, il gl vy finasia
cantaing cErtan ¢ penants for sath borrower relabng 1o
among other thngs, ad2itonal indebtecnesy, beny o
azsens; cath e coverage and leverage rauos, and lsans
advances, dis rioutions and other cash paymenu or
trangfers of assets from the borrowers 1o therr respeciise
partners or a¥ilates

la July 1995, WYl Cable borrowed appromsmately
$1.2 billign under the New Credit Agreement (o refinance
certain indebiedness attumed or ngurred in the acgue-
vuon of KBLCOM, and TWE borrowed apprommately
$2.6 billion to repay and termunate iU pre-exisung Bank
credit agreement An addional $1.5 billion was bormowed
by TVl Cable under the New Credit Agreement in january
1996 to refinance ceruin indebtedness assumed or

i~eurred in the azguisition of CV] and related companes

Public Deht Refloancings

In 1995 and early 19946, Time Warner refinanced approai.
mately $4 bilbon of its public debt, thereby increasing its
financial lexibility through lowering interest razes, ecend.
ing debe maturities and eliminating potential didution from
the conversion of i B.75% Convertible Debentures into
466 milion shares of common stock The outsanding
8.75% Conwerutie Debentures were redesmaed in two
tranches 51 bullion principal amount in Seprember 1995
for 51.04 bilben (including redemplion premiumi and
acerued interest) and the remaining $1.2 billian principal
amount i February 1996 for 51,28 bilhon (ncleding
redempuon interest)] The
September 1995 redemption was financed with proceeds
from a 3500 million ussuvance of 7.75% ten-year noies in
June 1995, proceeds from a 3374 million issuance of the
PERCS in Auguat 1995 and available cath and equivaients.
The Februsry 1996 redemprion way financed with pro-
ceeds raised from a 3575 million issuance of the Preferred
Trust Securiver in December 1995 and proceeds from a
750 million siuance of certin debentures i Jandary
1994 In connection therewith Time YWarner recopruzed an
extracrdinary 1011 of 324 millan in Febiruary 1996

In August 1995.Time Warner redeerned all of o 51 8

premiums  and  accrued

billion pringipal amoun: of outsmanding Reset Notes 0
exchange for new securities, consisting of approwimate'y
$454 million aggregate princigal amaunt af Floaung Rate
Mates dus August 15 2000, approsimately 3271 millicn




apprepaze prncipal amount of 7.373% MNotes due Auguis
15, 2004 approximately $545 million aggregate srinz pal
smour: of 8 11% Debentures due August 15, 2004, and
sozrosmasely 3545 million aggreqase principal amount of
8 18% Debentures due August 15,2007

Asnet Sales

A part of a continuing strategy 10 snhance the financial
sztition and credit statistics of Time YWarner and the
Entermainment Groupfan asset sales program was initated
i 1995 Including the sale of 51% of THWE'S intersit in Six
Flags in June 1995, the sale of an interest in QVC. Inc. in
February 1995, the male or expecied sale of certain
unclustered cable systems and the proceeds raned from
the monetization of Time VWarner's investment in Haibro
in Auguie 1995, Time Warner and the Entertainment
Group on a combined basis have completed or entered
nia transactiond that ralied approximately 516 billian
far debt reduction. all of which were completed in 1595
except for certin transactions aggregating approximately
5170 million which are expected to close in 1995

Credit Statistics

The combination of asiet saley and debe refinancings iy
intended to strengthea the financial position of Time
Warner ahd the Entertainment Group and, when taken
together with EBITDA growth, it expected to continue
of Time Warners credit
statanicy. These credit stausucs consist ol commaoniy-

the improvement owerall
uied liguidicy measures such ay leverage and coverage
ratios. The leverage rauo represents the ratio of woul
dene less cash ("Met debe”) to tow) business segment
EBITDA, less corporate expenies (“Adusted EBITDA")
The coverage rauo representi the rato of Adjuited
EBITDA to total interest expense andlor preferred divi-
dends. Those ratias.on a pro forma bass for 1995 and on
an hitorical basiv for 1994 and 199 are a3 30 forth
below for each of Time YWarner and Time Warner and the
gntertanment Group combined. Certain raung agencies
and other credit analyits place more emphaiis on the
combined ratios while others place more emphaus on
the Time Warner stand-alone ravos. It should be under-
1iood, however, that the assers of the Entertainment
Group are not freely available to fund the cath need:
af Time Warner

6o

ryly=e T
avje (dda ET
Time WWarner
Ne: dese/Adjuazed E3ITDA HE 1la i
Adjutzed EBITOA Interess™ I ISR O
Adiusred EBITOA Interess
and preferred dividends™™ i [4n |2«
Time VWarner and
Entertainment Grouj combined
Ne: debt/Adjuited ESITOA vTn LI R T
Adjusted EBITDA Interest™ Tdx lis lYix
Adjusted EBITDA/Interest
Lix 1ils (K™

and preferred dividends™

[ Pow fuermag syen for |99 ) pey wfert 12 o Cable Pemsorvans, o0
ITOCHU Tawheba Tramsorses, e Dedt drdagacaq e b Repy [revsacien
e Ungheptersd Catin Trpsuacsmed pof == mapers 1 Five Woigree: o
o Le st Gl £ 4 oy ™ - o Fermgen o
woch af bttt onIECIey MOeTE! 61 S bepeeeng of | 99] bty
rrfecied teewa, 0 THE Traniacses @ mut arpeced 3 ppstionadl %
B poy farma rouey peesented sdowr Frers reuet for 197 e s
st e Rewr sa! Bres periesied Srisens oy s e epeiog
el B BERerd 8 SARRE] £eIn ey @ e o T et
Trmporass L prdeeed mel deiil e

(80 Lrctones puimeens of 118 mmalios on (99 moad 1] enaiinn w0 1994wty
et g 10 TWE oo pommprime wmith Barrpmmeyl ot lwmg binemars | §400
s et ppeveans wmb T T

[¢] beedni povferrad deadengy af 311 millen ; IPF] & comemries =0

y-addy dy presered o
peSiadarni Bed 54 3 pew Sl Band, 68 wcrrepened §0) sl of
pevlpread empeacy reied 1 T pewford sk aserd o ohe Coier

Tramgocmee g e [TOOALU Deuinba Tremascoen,

Cash Flows

Dwring 1995, Time ¥YWarner's cash provided by operausng
amounted to 51 051 bullion and reflected 51.256 bullion of
EBITDA from its Publahimp. Music and Cable bunnesses,
%1041 buliion of net distribuvons fram TWE and $13
million from the securinzation of recevables, lesy $459
million of interest payments, 3178 million of income maxes.
$74 rmulion of corporate expenies and %2191 mullon
related 1o an increase 0 other working capis! require.
ments, balance theet accounis and noncath iwems Caak
provided by operations of $471 million in 1994 reflected
€1 150 bilion of EBITDA from the Publishing and Fuiic
businestes, $170 midiion of net distributions from TWE,
$179 milben from the securiuzavon of recewvables. len
5539 million of interest payments. $119 mdiien of inzome
taxes, 376 million of corporate expentes and 311 midlion
refated to an imcrease in other working capitd! feguire-

ments. balance sheet accounts and noncash wemi
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Ca:h uied by wwesting actmires, emcluding inwesis
ment progeeds, ncreated 19 §647 millisa o 1595, com-
gired ta 5351 million in 1994, principaily a5 2 resuic of
hgnes invelsmen: spencing by Time VWarness bunness
jegmenti A a result of management’s asset sales program,
nveitment proceeds increased to 3378 milign in 1993,
compared to 5118 million in 1994

Cash provided by financing activities was $12J millien
w1995, compared to cath vied by finanting acuwities of
5138 million in | 994 principally as 2 resuls of the receipt
of proceeds from the isuance of the Preferred Trust

nillian o/ datributions 1o Time vWarner i 1995 catn ans
equivaients decreased to 5109 mullion at December I
1555, compared ta 511 bilian at December J1. 1954
reducing the dedbtnet-of.cash
Entertasinment Group to $¢ bullion and §6.1 Sillan,

amounts  for  the

relpectively

" Credit Statistics

Sezuriues in December 1995, offier in pare by the vie of |

avalatle cash and equivalencs to redeem a portion of the
8 73% Convertible Debentures in September [9%5 In
iddition, cash dimidends paid increased to 5171 million in
1995, compared to 5142 millign in 1994,

The assets and cash flows of TWE are restricted by
the TVWE partnership agreement and are unavailable to
Time Warner except through the payment of o tain fees,
resmbursements, cash distributions and loans, which are
subject to himitations. Under the New Credit Agreement,
TWE and TWI Cable are permitted to incur additional
indestedness to make loans, advances, distributions and
ather
reipective compliance with the cash flow coverage and
leverage fatio cavenants contained therein,

FMaragement believes that Time YWarners operaung
cash flow, cash and marketable tecurities and additional
srrowing capacity are sufficient o fund bis capital and
hgwdiy needs for the foreseeable future without distri-

cath payments to Time Warner, subject to their

-
|

tunons and lgans from TWE above thoie permitted by

eniiling agreements.

ENTERTAINMENT GROUY

19495 Financial Condition

The finaneial condition of the Entertainment Group, princi.
paliy TWWE, at December 11, 1995 was affected by the for-
mation of the TWE-Advance/Newhouse Farinership, the
Six Flags Transacison and the contobdauion of Paragon The
ntermainment Group had 562 billion of debr. 51 4 billion
ol Time Warner General Partners’ senior prioricy capital
and 56 6 billion of partners’ capital (net of the 3169 milhan
untallected parton of the note recevable from
) SWWEST) ar Dezember 31, 1995, compared to $7.2 hullipn

t dent. 51 7 bilion of Time Warner General Partners’
priormy capetal and 565 billen of partners’ capital
3t December )31 1994 The 51 bdhon redugtion n debt
resulted principally from the Sim Flags Tramsaction In

LefeaE

acditian, principslly a5 2 result of the payment of over §1

;. assetforth below

Prncipally as a result of the formatcn of the TWE-
Advance/Newhouse Partnership and the Six Flags
Transaction, the Entertainment Group’t leverage and
coverage ratics improved in 1993 on a pro forma Basis.
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Such ratos may be adversely affected upon the
transfer of certamn of Time Warner's newly-acquired cable
syttem: to the TWWE.Advance/Newhouse Partnership,
which. if complezed, is expected 1o be structured 1o that
the syitems will be translerred subject to 3 poruon
of Time Warner's debt. thereby reducing the financul
leverage of Time WYWarner and increaning the under
leveraged capialization of the TWE-Advance/Newhoure

Partnership and conregquentdy TWE

Cash Flows

In 1595, the Entermainmens Group's cash prowded by
cperations amounted 1o S1 455 bilion and refected
$1.057 bllon of EBITDA from the Fumed Entertainment.
Six Flaps Theme Parks. Broadeasting-The WB Neowork,

' Programming-HBO and Cable buninesies and $159 mullian

60

related 1o a reduction in working capital requirementi,
other balance theet azcounts and nonrcath iverms, fess 3577
mullion of nterest payments, $75 milion of income taves
and $44 million of corperate expentes. Cash prowded by
operations of $1 341 bilign in 1994 reflected 1871
billion of butiness wegment EBITDA and 3180 million
related (o a reduction in working capital requirements
ather balance theet accounts and noncash wems. less $511
millign of interest payments, 569 milion of income fixes

and 540 million of corporate expeniet




Cath used by inveveing activitiey decraaied to 5750
it i 1995, compared to 31 770 tillion in 1994, prin-
sipally as a result of 2 401 pillion indreaie in invERLmERT
sravaeds relating to managements aniet salei program
Caoial expenditures incrazied 1o 31 430 bien in 1995,
campared to $1.215 billion in 1994, principaliy ai a renult
of Mighar capital spending by the Cable Chinion

Cath usad by financing activitien walk $1 407 billion in
1995, compared 1o carh provided by financing activitied of
§142 million in 1994 .rincipally ay & rewlt of an approsi:
mace S| billion reduction in debt in 1995 and a $94)
million ingreare in distributions pald to Time Warner,
ofiet in part by a 3360 million increate in collections an
the note receivable fram U § WEST that were uied to
partially finance the capital ipending requirementi ol the
Cable Division

Hanagement believes that TWE's operating cah flow,
c11h and equivalents, callections on the U § WEST Note
and additional borrowing capacity are sufficient 1o fund its
capital and hiquidity needi for the forevess ble fiture,

CARLE CAPITAL SPENDING

Since the beginning of 1994, Tima Warner Cable hay T Th
engaged in 4 plan 1o upgrade the rechnological capability
and reliabyiry of i cable television yyirema and davalop
new services, which it believey will potition the Burineis
for 1w ained, long-term growth Capital ypeniding by Time
Warner Cable, including the cable oparationt of both Time
wwarner and TWE, amounted 1o 31,349 billion i» 1995,

compared to 3778 millian i 1994, and war linanced in

part throwgh collections on the note receivabie from (VR

WEST of 3602 mullion in 1995 and 1104 million in 1994
Casle capital spending for 1996 i budgered (o be approst

mately $1.6 tillion and i gapected (o be fundad pr incipaliy

tip zable operaung cath flow and $16% milion ol colle:

tigny on the remaining poruen of the note rel wivable from

L) S WEST I ewchange for cartain flenibility in avtablivhing
te pricing swruciures for ululunl werwices that

cable ra
went anto etfect on January |, 1996 and conplnient with
liwe ‘WWarmer Cablet long-term trategic  plan Time

Searner Cable hay agreed with the FOC G invesi a total al

ilign v capital oty in connectlon with the upgrade

45
e subi

of s cable infrastruciure, which 18 gapecied 10
The agree

jrantially completed gvar the newt [ive yoars
il

nent with 1he FCC covern all of the cable Operativmng ¢
withihng Whe wwnail oF managed

TwWi and

Ve Yarner + alile

it e peleea wratermn af Thme Warner

the TWE.-Advance/Newnouse Partnership Minagermnent
AUNpELt) 1O c3nLNGe 13 Angnoe tueh level of nvestmen:
pringigally through the frawth a cable cperaung cash
flow derived from increases in subscribers and cable rates
borrq-ml: under the New Credic A:rltmlrl and the
development of new revenue streams from expanded pro-
gramming options, Righ 1peed data tranimision, telephony

and other jervicel,

OFF-DALANCE SHE ET ASSETS

Ay distuased below, Time Warner believes thar the value of
certain ofi-balance shee: assens should be conudered,
along with other factory discussed eliewhere herein, in
evaluaung the Company s financul condition and prospect
for future results of operations, including 113 abilicy ta fund
its caprtal and liguidity needs

Intangible Assels

As a creator and distroutar of branded information
and entercainment copyrights. Time Warner and the
Entertains ent Group have 3 significan: amount of nter-
nally-generated intangible assets whose value i3 not fully
reflected in their respective consolidated balance sheeus
Suth intangble assets extend across Time Warners prin:
cipal business interescs, but are beit esemplified by Time
YWarnern collection of copyrighted music product s
interests in Yvarner Bros ' and HBO's copyrighted film and
television product braries, and the creation of extension
of brands, a3 in the case of Time Incs new magarine utles
or The WH Metwork Generally accepted accounting prin.
ciples do not recognize the value of such airets, except at
the time they may be acquired in 4 business combination
accounted for by the purchase method of accounting
Because Time Vvarner owns the copyrights to such
creatree materal it continually generates revenue thraugh
the sale of 1uch products across different media and in
new and existing markets The value of film and telewition-
related (oprnlhlgd product and trademarks o continually
tealized by the hcenmng of films and television 1eries 1o
tecondiry markets and the hcenuing of trademarks, such
as the Looney Tunes characteri and Botmon, to the retul
industry and other markei. In addios, technological
sdvances, such ay the ntroducton of the compact disg and
hema videocassetee b the 1980 and potentially the digizal
seriable die o the future, have huatorcally generated
ygrifizant revenue opportunities through the repackaging
and sale of tuch copyrighted products under the new

RN R




sezhnological formac Accordingly, suth nunpale asiets
M= sigrirgant ofi-dalance sheer asser value inat b ngt
fuliy refleczed in the coniolidited balance sheets of Time

wwarner or the Entertinment Graup

Warner Bros Backlog

Wvarner Broi’ backlsg, representing the amaunt of
future revenue not yet recorded from cash contraces for
the Licensing of theatrizal and television praduce for pay
zable. network, basa cable and syndicated televinion
exhibition, amounted to $1.056 billion at December 31,
1995, compared to S852 million at Cecember 31, 1994
(including amounts relating to HBO of 3175 milion at
each date). Becauze tuch contracts are for the licensing
of thessrical and television product which have already
been produced, the recognition of revenue i1 principally
anly dependent upon the commencement of the avail.
ability period for telecast under the terms of the related
leensing agreement. In addition, cash licensing fees are
calleszed periodicalty ower the term of the related licenuing
agreemenu. Accordingly, the portion of backlog for
which cath advances have not already been received has
significans o%-balance sheet asser value as a aource of
future funding. The backlog excludes advertising barter
contracts, which are also expected 1o result in the future
reahizatioh of cash through the sale of advertising spots
recewed under such contraces.

INTEREST RATE AND FOREIGN CURRENCY
RISH MANAGEMENT

[nterest Hute Swup Contructs

Time Warner utes interest rate ywap contraces 1o adjust
the proportion of total debt that is subject to variable
and fixed interes: razes Ar December 31, 995 Time
WWarner had interest rats swap contracts to pay fleating-
rates of interest {average six-month LIBOR rate of 5 9%)
and receive fined-rates of interest [average rate of 3.4%)
an 516 billon nocuonal amount of indebtedness, which
resulted in approximately 41% aof Time YWarner's underfying
dest, and 41% of the debr of Time Varner and the
Enrerrainment Group cambined, being subject to variable
notional amount of ocutstanding

nrerest rates. The

62

contracts at December 31 1595 by year of matdrite
along with tne relatesd werage fHmeg-rates of interest 13
be received and fhe averafe fzaung.rates of noerest 2
be pad. are a3 follows 1996.5500 million (receive.s 5%
pay-5.9%). 19985700 milion (recewe-3.5%. pir-5 8%)
1999-51.2 bilhvan (recewe-5.5%; pay-5.9%) ¢ o 2000-5<00
millicn (receive-5.5%; pay-5.9%). At December 11 1594,
Time WWarner had interest rate swap contracti on 319
ilien notional amourt of indebtedness

Bated on the livel of ineres: <iles prevan-g at
December 311995 tie fair value af Time Warner s fixed:
raze debt exceedes 103 carrying value by $407 milan and
it would have cost 59 milion to terminate the relatec
interest race swap contracti, which combined 1 the
equivalent of an unrealized loss of $416 milion Based on
Time Warner's fized-rate debt _nd related interest rate
swap contracus outstanding at December 3, 1975, each
15 batis point incredie or decrease in the jevel ol nteres:
rates prevailing at December 31, [995 would esultina
net reduetion or increase in the combined wnrealized o
of spproximately 5183 mulloa, respectively, including
respective costs or sawngl of 316 miliion to terminate
the related intereir rate wwap contracis, Based on the
level of interess razes prevailing at December 11, 1954
the fair value of Time WWarner's fized-rate debt wat 5571
millipn less than ity carrping value and it would have cou
£216 million 1o termunate s interest rate ywap toelracie
which combined wis the equivalent of an unrealoed gain
of 511 milion Unrealized gains or loties on debt or
infereil rale twap contraciy are not recogrized unlesd
the debt i1 retired or the CONLracts are terminited prior
10 ther maturiTy

Although changes in the unrealized gams or ladies on
interest rate swas contmacts and debt do not retult in The
realization or expendizure of cath unless the contracis are
terminated or the debt i retred, each 23 Sawn paine
increate or decreate in the level of interest ratet related
to Time Warner's vanable.rate debt and interest rate iwap
contractt would reipecuvely increate or decrmire Time
Warner's annual interest expense and related cah
payments by approwmately $12 millinn, including 57
million related to interest Fate twip CONLFRELY
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Forelgn Exchanpe Contracts
Time YWarner uset foreign exchange cantracys grimanly
10 hedge the risk that unremitied or {uture royalues and
license fees owed 1o Time YWarner or TWE domestic
companies for the sale or anricipated sale of US copp-
righted products abroad may be adveryely affecied by
changes in foreign currency excharge rates. As part of its
overall strategy to manage the level of expoure ta the
risk of foreign currency exchange rate fluciuadons. Time
Warner hedges 3 plrtion of it and TWE's combined
fu-rt:';n Currency expolures antizipated over the eniuIng
twelve month period, At Decemnber 31, 1995, Time
WWarner has effectively hedged approximately hall of the
combined eitimated foreign currency exposures thac
prinzipally relate to anticipated cash flows to be remitted
to the LS. over the ensuing twelve month period, using
foreign exchange contracts that generally have maturities
of three months or less, which are generally rolled over
to provide continuing coverage throughout the year, Time
Warner often clotes foreign exchange 1ale contraces by
purchazing an offserting purchase contract At December
30, 1995, Time Warner had contracus for the 1ale of $504
million and the purchase of 3140 milicn of foreign
currencies at fimed races, primarily English pounds (29% of
net contract value), German marks (19%). Canadian
dollars [IE:} French francs (16%) and Japanese yen (3%,
compared to contracts for the 1ale of 5551 million and
the purchase of 3109 million of foregn currencien at
Dezember 11,1994

Unrealized gain: or losses related to foreign
exchange rontracts are recorded in income as the market
value of such contracts change, accordingly, the carrying
value of foreign exchange contracts approximates market
vilue The carrying value of foreign exchange contracus
was not material at December 11, 1995 and 1994 No
234t i reguired to be recewed or paid with respect to
the realization of such gains and losses untl the related
foreign exchange contraces are settled, generaliy ar their

i

reipective maturcy dates In 19953 an2 1934 T

rad S0 mullian and 51) = fon respectenis 3

had 511 mullion gad 510 muban, respestveip ol ne ey
en forespn exzhange contmatll, which were v
expected 10 be offiel by corresponding moreaie: it

callar vifue of foreign currency royaltes and lice=ic fee
payment . that hive been or ire antizipated 10 De received
in cash fram the sale of US copyrighted progusn

by

abroad Time WVarner reimburies or i1 reimbursed
TWE for contract gains and losses related o TWEy
foreign currency exposure. Foreign currercy cont-aczhy
are placed with 2 number of major financal Insutuons
order (o minamize credit rita

Bated on the foreign exchange contraces outitand ng
at December 11 1995, each 3% devaluation af the U3
dollar as compared 1o the level of foreign exchange rates
for currencies under contract at December 31 1995
would result in approximately 325 million of unrealize !
lostes and 37 million of unreslized gaint on foregn
exchange contracts involving foreign currency sales and
purchases. respectively Conversely. a 5% appreciation of
the U.S dollar would result in 335 million of unrealized
gaing and 537 million of unreslized losves, respectively A:
December 11, 1995, none of Time Yarners foregn
exchange purchare contracu relates to TWE'S foreign
currenty cxposure However, with regard 1o the 31§
milhon of unrealized lotses or gains on foregn exchange
sale canzracts, Time YWarner would be reimburied by
TWE. or would reimburie TWE, respectively, far approx-
imately $6 mulhon related to TYWE's foreign currency
exposure. Conintent with the nature of the economic
hedge provided by such foreign exchange contraci. tuch
unrealized gaing or losses =ould be offtet by corre-
tponding decreasel or increaies, relpectively, in the
gollar value of future foreign currency royalty and license
fee paymerts that would be received ir® sh wathin the
eniuing twelve month period from the sale of U S copy-

righred products abroad
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Consolidated Balance Sheet

Spewmage §1 [mulkgmg g2:end per phacy Sl g i

ASSETS

Current assels

Cash and equivalents 3 428 - S

Receivables, less allowinces of 3786 and 3768 1,75% 1433

Inwenzores 4] 178

Prepard enpenies B4 Tis
1710 a1y

Total current asten

Cash and equivalents segregated
far redempuon of long.term debt 557 -
Investments in and amounts due 10

and from Enterwinment Group 5734 §.14a
Qther mvestments 1.)8% 1455
Land and buldings a1l qil
Cable teiewinion equipment Yl -
Furniture, fixtures and other equipment 119 "e
1,983 1410

Less accumulated depreciation (94%) (857
Property. 5lanl and egquipment L 751
Muwc canlogues, contracts and copyrighn 1140 1297
Cabie televizion franchites 1494 -
Goadwill 5.11) 4410
Chiher assets 544 4
Toral asiews $12.132 SiaFin

64
TEME SsmsEn




1edy

IR LY

LIARILITIES AND SHAREHOLDERS' EQUITY
Current LHabilities

czounts payable s &N 3 428
Aopalues payable = 735 L
Debt due within one year 14 158
Crzher current liabilities 1544 r2aa
Total current liabilities 1017 151
Long-term debt 8507 8319
Deferred income taxe: 1440 LI
Unearned porton of paid subscriptions b54 11
Other Labilities $04 414
Company-obligated mandatorily redeemab’ preferred securities o ubsiduries

haolding 1olely subordinated notes and debentures of the Company® " -
Sharebolders’ equity
Preferred s:ock. $1 par value, 250 mullion shares authonized. 29.7 million and

962 thousand shares outstanding, $31.994 billion and §140 million lquidation preference k=] I
Comman stock. 31 par value, 750 million shares authorized, J87.7 milion

and 1793 million shares outstanding 184 179
Paid-in capital 5412 1583
Unreaized pung on certan marketable securitied & 130
Acscumulated deficis (L18%) (1350}
Toral shareholders’ equity JasT 1143

LY FABE) $IbTi4

Toual latilies and shareholders’ equity

rmemga JLiR geead By Timg Wisemas [Noie §)

o sucaTerTef AairL
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Consolidated Statement of Operations

ez bmsrd Dwornger ]I imdmey wriest 3o %8 SeamDl L1 L LLE |
Hevenues “ § 047 § 7.0% 3 454
Coit of revenuer™™ 4481 4307 1ra0
Seling, general and administranye™™ 1484 1i%s 113
Olperating expenses 1370 (X1} PR LT
Businels tegrment operating intome 7 Til i
Equity in prewax income of Enterainment Group™ 154 trb Fi |
Inzerest and other, net™ {877} (714} [Tis
Corporate expenies™ (14 {74 4
income before income mxes H &9 ]
Ingcome taxes (114} {180} (245
Lo before extraordinary item (114} ) {1ad)
Extracrdinary loss on recrement of dest. net of $16 milion ang

£37 millian income tic benefit in 1995 and 159], respecuvely (41) - (¢24]
Net loss [184) ) aan
Preferred dwidend requirementa 3] B {118)
Net loss applicable to commeon shares $ {11m 5 (104 1 m

Loss percommon share:

Lot befare extrsordinary item i (e LI | YT

1 [T T [N 3 1w

g b

e 17an et
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Consolidated Statement of Cash Flows

Cash and Equivalents at End of Pertod™

‘ezt Lagded Dpoeender 11, (eealbaey) Ll & wi
Operations
oot losy 3 [isd) 5 [¥) $ N
Agurzments for noncath and nonoperating inems
SammaorZinary loss on resrement of debt 41 - 57
One-ume o char;t’ - s 7
Dezrecauon and amortization 459 417 agd
Meongazh atereit expenie 178 11 145
Exzens (deficiency) of distributions over egquity 1 pretix income

of Ertermnment Group 87 (58] e 11}
Eguy in income of other investee companies,

re: of datrintion: {18} (1N
Cranges m operaung assets and labdmes

Fecevabler (48) (4N i)

Imweniones 154 (38} m

Accounts payable and other labilities 180 114 104

Onter balance sheet changes (%1} {238 (F32
CZain prowded by ocperaton: 185t 471 157
Investing Activities
Imwestments and acquititions (RLIY] (187} [175)
Capizal expendmures [188) (144} (198
freeizment procesdl 175 (4] ([33]
Cash uted by inwesting activities {271) (237) 270
Financing Activities
Barrowangs 1911 S8l 4714
Diest repayments [Le%]) (626) (1.59%)
lnvance of Company-obliated mandatonly redesmuble preferred

securities of subtigiaries q49 -
Redempuion of old Senes D preferred stock - - (1asq)
Diwigends paid {174} {142} 1199
Stock option and dedend reinvestment plang 104 18] 71
Qther, principally financing cotts v} (81 (141)
Cath provided {uted) by financing activities 1 {158 T
Increase (ecresse) in Cash and Equivalents %01 Bl (741)
Cash and Equivalents at Beginning of Period Il 100 §42

T | iB% 3 113 $ IO

18] Avfarry g 510 s mg-wsie o Teny Yigrmee | Sriewd e oo by 01 8 (15 B Abe (i bre weamed o (PR

B bpheiey uempad pagd mmer eped (208 dd ppumeseay o7 Decemdas 111 0F]

bad ot g parrepeg Aalrn
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Consolidated Statement of Shareholders’ Equity

Fepipen Cpmemss Fuges  Umepmized  dicemarted

—Laep gaiest Jev ghey pauen Soach JEER Lrsap Ganng Owict ‘?i.
BALANCE AT DECEMBER 231, 1982 s 119 5 1 5 6438 5 - § (D) §a.1a’
fNet Lot (221 {1
Dhividends on common stock-5.31 per thare (Bi&) (his)
Uiwvidends on Series Brpreferred stock-59.28 per share i {13 19
Dimidends on old Series C and D preferred stock

1o dates of redemprion or exchange (104) (154
Exchange of old Series C preferred stock and

redemption of old Serves D preferred s10ck {118 (3.142 (M {a479)
Unrealized gains on cerwain markezable eguity

investments az adoption of FAS 115 108 b1}
Shares issued puricant to stock option

and dwidend remvestment plans 4 114 1
Other ] i 4] W
HALANCE AT DECEMEER 31, 1883 I 178 PR} 1 105 {1751) 11
Met Loss (*1) ()
Diwidends on common stock=5.35 per share

{$ 09 per share per quarier efecuve for the

1econd quarter of 1994) (13 [{} )]
Drvidends, on Series B preferred stock=-39.18 per share ' {1 {9}
Unrealized losses on certain marketable

equiTy iInwestments [75) 75
Shares imiued pursuant 1o stock opuon

and diadend reinvestment plans ! 4] 4
Orher 13 13 ____:-
BALANCE AT DECEMBEHR D31, 19v4 | iFA PR ] 139 [1.950) 1148
fer Lo {184} {144]
Diwdend: on common stock-5.36 per thare (138) (LELY
Dwidends on Series B preferred stock-36 40 per thare | L] %)
Dindends on new Series T, 0, G, H and | preferred

s1ock-51 75 per thare per year effecuve from the

respective dates of isauance [4) i+
lssuance of comman and preferred sock in the

KBLCOM and Summit acquisitions 14 ) (B11 IBLE}
lstuance of preferred wock n the ITOCHUTeihiba

Transactian [} i35 1,344
Unrealized lagses on certan marketable

equity sveLuments {14) [14}
Shares inswed pursuant to stock option

and dendend renvertment plans L 111 ]
Oizher 1 "7 18
BALANCE AT DECEMDER 01, 1993 s $ 18 55411 14 ${1189]  §1a47
frr coop=pipmy fwin
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Notes to Consolidated Financial Statements

1 OHNGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Teme Warner Inc. (“Time Warner™ or the "Campany™) i3
the worldy leading media company, whose pringipal
business objective it tQ create and cutnbuie branded infor-
mansn and enterminment copyrightt throughout the
warld. Time Warner has interests in three fundamenal
areas of bumness: Enterminment. consisting principally of
inzerests in recorded music and music publishing, filmed
enteruainment, broadcasting, theme parks and cable tele-
vision programming News and Information, consisung prin.
crpally of interess in magazine publishing. book publishing
and direct marketing. and Telecommunications, consnting
principaily of interests in cable syitems
Substanually all of Time Warner's interess in filmed enter.
winment, broadeasting, theme parky cable television
programuming and moit of i3 cable televition syitems are
held through Time Warner Enterminment Company, LP
["TWWE"). a partnership in which Time Wairner owni 3
7449% residual equity interess and cermin priority capital
mtereits seruor thereto Time YWarner doel not eons slidate
TWWE and certain related companies {the “Enterminment
Group™) for financial reporuing purpoies because of certain
limited partnership approval righis related to TWE:
interest in cerain cable television syiiems

Each of the butinesi interests within Entertainment,

television

tdews and Information and Telecommunications iy imper-
tant to management’s objective of increanng shareholder
walue through the creation, extension and distribution of
recogrizable brands and copyrighus throughour the
world Sueh brands and copyrights include (1] copyrighted
misic from many of the worldy leading recording arzisty
that i3 produced and distributed by a family of established
record labels sugh an Warnes Bros Records, the Atlantic
and Elektra Entertainment Groups and WWarner Music
Inzernational, (1) the unigue and extensive film and vele.
wision libraries of Warner Bros. and trademarks wuch as
the Llooney Tunes characters and Bgimon. (1) The WWB
fletwark, 3 new nationsl broadcasting networs dunched
in 1995 23 an extension of the Warner Bros brand and ar
1n additonal dutribution outlet for Yarner Srcy collee

trgn of children cartoont and television programming, (4)
Six Flags. the largest reponal theme park operator in the
United States, in which TWE awns 1 45%
{5} HBO and Cinemax, the leading pay teleniion terwizet,

interest,

{6} magazine franchies such as Teme, Peaple and Sparti

Tiwp

G

utzroted and direct marketng brandy quch ay Time L
Inz. and Book-ofithe-Maonth Clua ang (7) Time wvarne
Cable. the second larges: operatsr of cable celesinize
trizems in the US

The operating results of Time ¥Warners warious
business interests are presented herein as an indicauon of
finangial periarmance (MNote 13). Eacept for suarioup
lasses incurred in an effor: to create value in 3 Branded
national broadecasting network, Time VWarners princizal
butiness interests generate significant operating wmcome
and cawh Now from operations The caih flow from opera
tions generated by such business interests is significantly
[reater than their operating income due 1o sigmafizan:
amounts of noncash amertization of inwangible asvets
recognized in vanous acquisitions accounted for by the
purchase method of accounting, Noncath amortizazian of
nungible asiets recorded by Time Warner's bunnei
interesty, including the unconsolidated business interests
of the Entertainment Growp, amounted 1o $812 midlon in
1995, 8781 million in 1994 and $768 million in 199).

Hasis of Consalidation and Accounti=g
for Investments

The consolidated financial statementa include 100X
of the assets, liabilities, revenues, expensel, income, (o
and cath fiows of Time Warner and alf companes n
which Time Warner has a controlling voung interest
{ subtidiaries”), 33 f Time Warner and i3 autnidarie:
were 3 single company Significang intercompany accounty
and trangactont between the contolidated companies
have been eliminated

The Eniertanment Group and mveitments in certan
other companies in which Tume Warner hay wgrificant
wmfivenze but less than s controlling voting interest, are
accounted for uiing the equity method Under the egquity
meznod, only Time Vyarners investment in and amounti
gue to and from the equity investee are included in the
consohdated balance sheet. only Time Warner's share of
the investee’s earnings i3 included in the coniolidaied
operating results, and only the dividends, czth dittre
butioni, loant ar other cath recewwed from the inseliee
less any adduwional cath westment, foan repiyments
or other cash paid to the iAvestee are incluced n the
consolidated cath flows

In sczordance with Finaneisl Accounung Standards
Boird {"FASE”) Statement Mo, |15 “Accounung far
Cerzain Investments in Debe and Equity Securities,” [TFAS
1857} mvestments in companies in which Time YWarner

C IR




241 nat have the controlling nieresl Of an Qwnership
174 vaning interest 1o lirge a5 to exerugnificantinfluence
are 1zzounted for ar marke? vi'ue if the inwesimenti 1re
suthcly traded and there are no resale restrictians, ar at
czit, o the sale of a publcly-iraged inveitment i
restricied or if the investment iy nac publicly trades
Unrealized gains and losses an inveszments accounted lor
ar market value are reported net-of-tax in 2 separate
czmponent of shareholders’ equity untl the investment iz
sald, ac which time ti*e realized gain or lois is included In
mceme, Dividends and other dimribusons of earning:
from both market value and cost method investments are
inzluded In Income when declared.

The effect of any changes in Time YVarner's owner-
thip inzerests resulting from the issuance of equity
capital by contolidated subtidiaries or equity investees
1o unaffiliated parties is Included Inincome

Fareign Currency

The financial position and operating esultt of substan-
tially all foreign operations are censolidated uiing the
local currency as the functional currency, Local currency
asters and liabilitier are translazed at the rates of
exchangs on the balance sheet date, and lozal currenzy
revenues and expenies are tranglated ag average races of
exchange’ during the period. Resulung translazion gains
or losses, which have not been material, are included in
accumulated deficic. Foreign currency transaction gaing
1nd losses, which have not been material, are included in
operating resuls.

Use of Estimates

The preparation ol financial smtements in conformicy
with generally’ accepted accounting principles requires
management ta make estimates and ansumption: that
atez: the amounts reparted i the financial statements
ard footnotes thereto, Actual results could differ from
thoie eitimates.

Significant estimates inherent in the preparation of
she accompanying consolidated financal smatements
melude management’s forecasr of anticipated revenues
fram the sale of future and existing music and publishing-
retated producty in order to evaluate the ultimate
recaverability of accounts receivables and arvst anc
author advanzes recorded as assets in the consohidated
Eilance sheel Accounts receivadbles and sales in the
e and publithing industries are subject to customert’
rights to return unsold (temy, Management periodically
resiewd tuch esnumates and it o reasonably poinble that
managementy atvetzment of recoverability of accounts

(L

0

receivisins and mdivadysl artist and author advar Do

Change Satel OF ACTLF LGN ANE OThEr fRClaTY

Reveuues and Costs

The unedrned =~oruon of pad subicripuions & deferres
until magazines are delvered 1o subseridery Lpon escn
delivery, 2 proporuonate share of the gross subserpion
price i1 incloded in revenues

Inventcries of magatines, books. castetfties and ca™
pact dites are stated 12 the lower of foit or eanmazes
realizable value. Cotc it decermined using firsz-in, fire:
out; last-in, first-out. and average coil methocs In
accordance with indyusiry practice. ceruiin producis
(such 33 magazine: books compact ditcy and castestes)
are sold to customers with the right to return ufsald
iternt. Revenues from such tales reprecent gron waley
less 3 provivion for future returns. Returned good:
included in inventory are valued at estimated realizatie
value But not in excess of cost

A wgnificant portion of cable syiem revenue:
are derived from subicriber fees, which are recorded 2
revenue in the periad the tervice is provided

Advertising

Adverusing costs are expenied upon the firse exhibition
of the advertsement. except for certain direct-reiponse
adwertising. for which the costs are capralized and amor.
tzed over the expected period of future benefits, Direct.
responie adwertiting principally consists of product
promotional madings, broadcast dvertiting. catalogy and
other promatons! costs incurred in the Company’
direct-markenng butinesses Deferred advertising coin
are generally amoruzed over periods of up to three
yeiri iubtequent (o the promotional event uning
ttraight.iine or accelerated methods. with a ngnificant
porucn of such costs amortited in fwelve morntht or
less. Deferred sdwertiuing costs for Time Vvarner
amounzed to 5155 millign and $175 million at December
10, 19595 and 1994, respectively, Advertising expente for
Time Warner amounted to 51.045 billion in 1993, 3911
million in 1994 and $8)1 million In 199).

Cash and Equivalents

Cash ecuivalentt consiat of commercial paper and other
investments that are readidy converuble Into cash and
have arpnal matunues of three monthy or less
Noncurrent cath and equivalents 3t December 11 1975
gantitt of ner proceeds receved from the issuance of
Freferred Trust Securives in December 1995, which were
segregazed for the redempuon of the B.75% Convernitle
Debentures in February 1994 (Motes 6 and B)
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FProperty. Plant and Equipment
Property, plant and 1me 3tated at coat
cadle property. pla~:
generally include materisl labor. owerfgad and interes:
Depreciation iy pravided generally 2n the srraight-line
method over uteful lives ranging up 1o twenty-five years
for buildings and improvements and up to fifteen years
for furniture, fixtures, vable televivion equipment and
other equipment

In March 1995, e FASS sued Smatement of Financaul
Accounting Standards No 111, "Accounting for the
Impairment of Long-Lived Astets and for Long-Lived Atiets
to Be Dupoted OF [CFAS 1217) effeczive for fiscal years
peginrung after December 15, 1995 The new ruler establinh
srandards for the recognition and measu-ement of impair-
ment losses on long-lved asters anc cermin intangible
astecs. Time Warner expects that the adopnon of FAS 121
will not have a material effect on ius financil sutenent

-1 L

and

Addiuions io EGupment

Intangible Asseis

A1 3 creator and distributor of branded information and
entertainment copyrights. Time Warner has 1 significant
and growing amount of intangible asyens. including good-
will, cable television franchiser and music caulogues.
contracts and copyrights. In accordance with generally
sccepted accounting principles, Time Warner does not
recognize the fair value of internally-generated intangible
astezs, Costs incurred to create and produce Copy:
righted product wch a1 compact diszs and castettes, are
generally either expented a3 incurred, or capitalized a3
tangibile assers a1 in the case of cash advances and inven-
1oruble produtt costs, However, accounting recognition
1 not given o any increasing atvet value that may be
atsociated with the collection of the underlying copy-
righted material Additionally, costs incurred to create or
exzend brands, such as magazine titles, generally result in
Izsses over an extended development period and are
recognited as a reduction of income a3t incurred, while
any correrponding brand value created i3 not recognized
a1 an incangible atet in the consolidated balance sheet
(i the other hand, lnuﬂ;-bfe anees acquired in business
combinations sccounied for by the purchite methoad of
a1ccounting are capitalized and amortized over their
evoected wieful life 2y 3 noncath charge agaimt luture
rewulty of aperationt Accordingly. the intanpible aisett
reparted in the comiolidated balance sheet do not reflect
the far wvalue of Time VWarnery internally.generated
manginle assess. but rather are limited 1o intangible
asreny resuliing from certan acquinitians i wihich the
cont of the acquired companiey exceeded the fair value
pfthier tangible a3vety 2t che time of acguintion

LR
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TimeYvYarngr amortifey poodwill over per

forty yeary ubng the straight-ine method Ca!

vinan franchises. muiid cataloguet, contracii a

rgnrg, and other mmanpbie JITeTs are amordiars e
pericds up
methed In [ 395, 1994 and 199), amoruzation o

will ampunted to 3175 million, $158 million an2 3 43

million, -espectively, amortizavon of mus: ceprrrm

1o twenty years cung the airag .

arusts” ioAtraciy and record catalogues amouniel
S1IB milbon, $115 milicn and 511 ] million. respeciier
amortization of other intangible aszets amounted o 34
million, 33| million and $3| million. respectivels
amortization of caoie televition franchisel amounte? 2o
£42 miliga in 1995 Accumulated amortizavgn af inan
pbie assets at Decernber 31, 1995 ana 1994 amounted 1o
$1.845% billion and $1.505 billion, respectively,

Time ¥Warner separateiy reviews the carmng vaice of

acquired intangible assews for each acquired entty =0 4
quarterly basis to determine whether an implirment My
exist. Time Wwarner considers relevant cash  flow
and prefiability information, including estimated future
operating results, trends and other available information,
in apaeaning whether t* ¢ carryping value of intangible 23162
can be recovered Upon a determination that the carrying
value of intangible assets will nat be recovered from the
undiscounted future cath flows of the acquired Buninels,
the carrying value of uch intnpble anes would be
eontidered impaired and will be reduced by a charge o
pperation; in the amount of the imparment Impairment
4 measured 21 any deficency in esumated undicounied
future cath flows of the acquired butinels 1o recover the

carrying value refated 1o the intangible avvets

Incoms Taxes

inzome wwes are prowided uning the labdity method
prescribed by FASB Surtemant No. 109, "Accountng for
Incame Taxes” Under the liability method, deferred
income taned refllect tax carryforwards and the net wax
effects of tempaorary differences between the carrying
amount of ansets and kabilities for financial statement and
income tix purpotes, a1 determined under enacied tas
lawy and rates. The financial effgct of changes in Lix lawi
or rates i1 accounted for in the period of enactment

Reslizaton of the net aperating los and mveitment
tax credit carryforwards, which were acquired in acgue-
sivont, are accounted for at s reduction of geedel!

The principal of the Entertamment
are conducted by partnership
income tanet felited

operationt

Group Income  taix

expenie ingludes all to Time

Warners allocable ihare of partnership income and

W aRENEHR




) es.e IF the IRCame fix EXpENniEe of zorporate

oot aries o £ she partnerships

stock Options

in 3zcaedince with Azcounuing Principles Baard Opinian
Mg 23
campensauon cost for stock options is recognized in
\memme Sated on the excess. f any, of the quoted market
orce of the stogk at the grant date of the award or
pther meljurement Sate over the amount an employee
st pay to sequire the stock. The exercise price for
siock optiony granted to employees equalt or exceed:
che fair markes value &f Time Warner commaon 1tock at
the date of grant. thereby resulting in RO recognition of

compenLation expenie by Time Warner.

“accounting for Sizck hauved 0 Employeer,

Loss Per Commeon Share

Loit per common share it bated upon the net lous
aophcable to common shares after preferred dividentd
regquirements and upon the weighted average of comman
shares outstanding during the period. The cc version
of tecurities converuble nto  comman stock and
ihe exprcine of itock oplions were not attumed in the
calculations of loss per commaon share beclute the efiect

would have been antidilutive.

fleclassifications

Cersain reclassifications have been made 10 the prior yearsy’

financial Taternents 1o conform to the 1995 presentanon

o ENTERTAINMENT GROUT

e WWarneri invettment in and amount due to and

s=m the Entertainment Group at December 30, 1995
and 1994 consist of the following:
Sprpembupe 11, frreienni] (1M AL
L_—:e:rm:nl.' in TWWE $4.17% §5.084
12 pme tax and stock option related

aptribusion due fram TWWE 121 41
Credit agreement debt due to TWE 1499) (429
(ther hapdimes due to TWE. principally

relyted 12 home video ditnbution {154} [168)
\_.".'_l.!_r_l:_t[!w:blr'l due from TWWE T8
Ineestment in and amounts due =

<5 and from TWE 5411 LY
IrwestrTient in Gther

F_n.'._r;'.'lnml.‘ﬂ Group companet 111 o2 ]

$5714 33342

T4

TWE 3 1 Delaware limized partnersiip that wil
capisyiized on June 30,1991 toown ang operate tubtan-
tally 3l of the Fimed Entertamment, Fru;ummm;-HES
and Ciole butinesses gresiously owned by subsidiariey of
Tirme Warnar Cerzan Time SYarmer subnduarnies an
the peneral pariners &l TWE ("Time Warner Genery!
Partners”). Time “Warner acquired the af ‘egate
11.17% limuged partnership intaresti previously held
by subsidiaries of each of ITOCHU Carporation
{ITOCHY") and Toshiba Carporaucn ("Toshiba™) in
1595 for an aggregate cost 3 5136 billion. caniuung of
15 milion shares of converuble preferred 1tock [Series
G Prefarred Stock. Series H Preferred Stock and Seriet |
Preferred Stoek) and $10  millian cash (the
“ITOCHU/ Tashiba Transacuon”). The ITOCHU Moshiba

for by the purchate method

Transaction was accounted
of accounting for business combinauons

After the ITOCHUToihiba Tramsaction. Time
Varner and certan of it wholly-owned subsidiaries col-
lectively own 74 45% of the pro rata pnonty capital ang
revidual equity interesty in TWVE, and certain additonal
senior au.d junior priority capital interests. The pemaining
15 51% pro ram priority capiual and retdual eguity limited
partnerhip interests are held by 2 subsidiary of U §
WEST, Ine_ (U § WEST). which acquired such interesit
in 1591 far 51.532 bilion of cagh and a $1.011 bilbon
£ 4% note fthe “U SYWEST Mote™)

Each partners mierestin TWE consists of the il
priority capital and renidual egurty amounts that were
aspgned o that parcner or il predecesior based on the
estmated fair value of the net a1seu each contribured 12
the partnerifup. as aduszed for the fair value of certain
asrets ditrisuted by TWE to the Time Warner General
Partrers in 199) svhich were not subseguently reacguited
by TWE in 1995 ("Contrbuted Capual). plus. with
relpect 1o the priovity capital interests only, any undit-
tributed priarity capital return The priority capiial return
of net partnerthip income allocated 1o date i
the TWE partnerthp

conuiti
accordance with the provisont of
agreement and the right o be allocated addinonal pas:
nership income which. together wath any previously 2o
cated net parinerihip ingome. provides for the winoul
priofty capinal raues of return specified i the ubie
belgw The 1um of Contributed Capital and the undittrd
uted priority capital return u referred 1o an "Cumulative
Prionty Capital” Cumulative Prigrizy Capetal s not nes
evsarily ingicative of the faer walue of the underiping pras
ity capital intereits principally due 10 above-markel rates
o return on cerLain prianty capital intereity s compane -

t securities of comparable credu riak and maturity, wen
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the [3.25% rate of return on the junor poority

it
23214 mterest owned Sy tubuZarnes of Tome Warner

Furznermore, the ultimate realization of Cumulative
Prioricy Capital could be affected By the far vilue of
TWE. which 13 subject 1o fluctuation

A wurnmary of wthe priority of Comtmouted Capiaal
Time Warner's ownership of Contributed Capital and
Cumulauve Priority Caprtal at Decemnber 11, 15%5 and pri-

ority capital rates of return thereon i3 set forzh beflow:

- Fegrny
Craesl Reter
o Rprar™
Frawty of Commshronn (5 per praum
: Cantrnctrd Prprty  perpmanded X Jrwad
Captai g Copasi™  Capral Queniey] by Teme Wimar
Seniar priority
eapizal HE FIE 8 00% 1 00 0
Pro rata priority
capital 54 a7 13.00%™ T4.4%%
Junior prigncy
capital 19 4.6 1).15%+ 100.00%
Residual equity
capizal 11 b I L =M 74475

{el Erthrdei pareirshed mooey o lony slocoted thareia
(8] bacame elacTrent marted B iy copltel reted af sriuny get Beied
a4 pareniha ewarme S ooy 1peodl o odecaman

fc) Mat af ]88 mdion pf peremrig income drnduted n 1935
mprrianneg Bhe prosty copas! sl Pherren Uhemegh fume J0, 1995

dh 1 GO o e mnend coneeatly EEdtrd
e £l 1% ta the wnent cancurrently datndatrd

If) Rewduel wguery crpial a Mt grotied 1o Eoied peoeny Foin f rien omd,
£4 but®, % Curmplrmvs Pravey Capasi n eguel 09 2 Comndenrd Copaal
eperd o e CELE S Corisen Pepal) lath @ BN bjedidten & Sdiaadest 3
Il resfusl equey copasl 8 erovied 9 ey erorn of Ehe for volur af the
mpt ziae o TAE werr oo sppeTreTe omewnt of Corsdeneen Proesy Copaal
gt ypeon 120 sdorsuons. The resdvol eguey Comtdnded Copasl Aai
pruaedy gved v PralrEy oLl B peness BAS B PR preney Copeal
Secauve Contributed Capital 13 based on the lar
value of the net a1rets thag each partner contributed to
the partnership, the aggregate of such amounty it nignifi-
cantly hugher than TYWE's partners’ cap:zal a3 reflected in
the cantolidated Nnancial statemencs, which 15 based on
the hustorcal cost of the contributed nec assets. For
purpotes of allocating partnership income or loss 1o the
partners partnership income or laii s based on the fair
value of the nel asieti contnibuted to the partnerzhip
in wgrnficantly  less parthership income.

and resuley
o results in partnership losses, in contrast te the net
rcome reported by TWE for financial statement

purpotes, which 13 alio based on the historicil coit of

contrButed net ditets

T

Under the TWI pa=tnerthid agraement partmesih;
INCOME. ©O the exient earned, i first allocated to tne

pariners 53 that the econormc durden of the irCome Ll

conieguencel o
hough the gIrinesifup were taned a3 3 {OFRORILSA

FAFTAErIND ORErALAT 1 $ETAE
{(“sprzal max allacations ). vaen (o the seniGr proncy, pro
raty prionty and jumor prarity capial interesls, v order
of priorery, 3¢ rates of return ranpog from 8% to 11 15%
per annum, and finall o the repdual equity mtereits
Partnership lotses generally are allocated first 10 elminate
prior allocations of partnership income to. and then to
reduce the Contrbuted Capital ol the rendusl sgquity
jumior prigrity capital and pro rata prority capital intereit
in that order. then (o reduce the Time Warner General
Partners’ semior pronty capetal, ancluging partnerihip
income allocated therewo, and finally to reduce any apecial
tax allocations. To the extent partaership income s intul-
ficient to satitfy all special allocavons in a particular
accounung period, the right to recewe additional partner-
thip in' me necessary to provide for the various prisrity
capital rates of return iy carried forward unul satisfied
out of future partnerthip income, ml:h.ndm'i any partner-
ship income that may result from any liquidation or disza-
lution of TWWE.

The TW/E parinership agreement provides, under
certain circumstances, for the distribution of partnership
income allocared to the senior prionty capital owned by
the Time Warner General Partners. Pursuant 1o such pro.
vision, $386 million of partnerthip income was distril-
uted 1o the Time Warner General Partners in 1995 The
tenior priority capital and, to the extent not prewously
distributed, partnership income allocated thereta 1
required to be distributed n three annual imallmenta
beginnung on July 1. 1997 The junior priority capical
owned by subsdiaries of Time Warner may be increated
if cermain operatng performance wrgews are achieved
ower 3 five-year period ending on December 31 1554
and a ten-year periad ending on December 11, 2001
Although tautficnon of the ten-year operating perfor.
mance target it indeterminable 3t thiy ume, it 11 not
expetied that the five-year target will be atrained

TWE reported net income of 573 million, S1&1
rulian and $188 mullion an 1995 1994 gnd 199), rerpec:
tively. no portion of which wat allocated to the imited
partners Time Warner &id nat recs, & a fan when
TWWE wat capitalized TWWE recorded the astets con.
tritared by the Time ¥Warner General Partners 25 Time
VWarner's huszorical cost The exzess of the Tume Varner




LA

Lesnwral Partners iNterels n tne ne: aiiedt ot TYWE ower
e nel book value of thewr investment 0 TYVE 13 being
amortized Lo income Gver § Cwenty yeir perod

U SYWEST has an option to ohoun up 0 an agditional
833% ol pro rau priority capiaal and resndual eguily
intereits, depending on cable operaung performance. The
opion i3 exercitable between January |, 15959 and on or
abous May 11, 2005 at a maximum exercise price of §1.25
bilion to §1.8 billion, depending on the year of exercise
Either U 5 WEST omTWE may elec: that the exercise
price be paid with partnership interests rather than cash.

Each Time Yvarner General Partner has guaranteed
pro raa portion of approximately 56 billion of TWE's
debt and accrued interest at December 11, 1995, bated
on the relative fair vaiue of the ne: assews each Time
Warner General Partner contributed 1o TYVE. Such
indebredness is recourse to each Time Warner Gereral
Fartner only to the extent of its guarantee. In addition ta
their interests in TWE and the eth - Enterrainment
Group companies, the assets of the Time Warner General
Partners include the eguivalent of 19.6 million common
thares cf Turner Broadcasting System. Inc.. 111 million
comman shares of Hasbro, Inc., 41.7 millicn comman
thares of Time Warner, and substantially all the assezs of
Time YWarner's music butiness. There are no restrictions
on the ability of the Time Warner General Partner
prarantors 1o transfer assets, other than TYYWE assets, to
partees that are not ll.llrll"ltﬂl'l.

Set forth below it summarized financial information
of the Entertainment Group, which reflects the coa-
solidanon by TWE of the TWE.Advance/Newhoule
Partnership effective as of April [, 1995 (Note 4). the
deconsohdation of Six Flags Enterainment Corparatian
("Six Flags™) effective a3 of June 23, 1995 and the consoli.
dauon of Paragon Communications ("Paragon”) effective
as of July &, 1935

LR

TIME WANNER ENTERTAINMENT GROUY

Operuting Statement Information
Fezry Saded Decemper )1 (mudany 1R} LT L
Revenuer o $9.420 53307 8 19s)
Depreciavuon and amortzaton 1,068 i L1
Business segment
¥ operating income 92 B51 %05
i Interest and othe . net 51% &6 b4
|l'l Minority interes: 113 - -
{, Incorme before income taxes 154 176 181
‘|, Ingome before
l_ extraordinary item V70 116 T
| Netincome I44 134 107
| Cash Fiow Information
| Teas Cnted Decemier 11, mateny) (943 1994 149
!.' Cash provided by cperations 31493 § (a4l 51274
il. Capital expenditures (Le83) 1A%y (i)
Ii awestments and acquititions [ {184) [148}
:L Inveizment proceedt 1110 i 164
l' Loan to Time Warner - (409) =
i Borrowings 1484 1,001 1075
!1 Debt repayments {1.596) (953) (1734}
| Collections on note
I' receivable from U SWEST &02 134 14
! Capraal contribusians - - 15n
it Capial distributions (1.061) {1209 s
! tncrease (Cecrease) in
: cath and equivalencs {BE2) (&7} 1331
':f Balasico Sheet Information
‘ Crepemige ]|, frmalgni) (R} e
i' Cash and equivalents $ 109 8 107
F: Total current asiety 1504 157
! Total assens 18960 1899
| Toul current labiities 1D 198
| Long-term debt 8117 1,160
: Minority intereits 114 -
[ Time Warner General Partnery’
: senigr prioricy capital,
! consisting of $1.364 billion
Contributed Capital plus an
undistributed prioncy return 1474 1481
Partners’ capital before deduction
of the U SYWEST Mote & 744 7281
U SWWEST Mote 149 171
T4
Woa W WA e




Tre asseis and cash flows af TWE are restricted 5y
the TWE pirtnership and Credit Jfreements ang are
unavalable for cie by the partners except through the
sayment of certan fees. reimbursements, cash dusri
putions and loans, which are subject to limiouess A:
December 31, 1995 and 1994, the Time Warner General
Partners had recorded 5121 milhon and 387 million,
respectively, of 3iock opuon related distribyuions due
from TWE. based on closing prices of Time Warner
comman stock of $3#B75 and 515115, respectively Time
WWarner i3 paid when the options are exercited. The Time
Warner General Partners 1130 receive tax-related diseri.
butians fram TYWE The payment of such distributions was
previoutly subject to restrictions undl July 1995 and is
now made to the Time Warner General Partners on a
current basis, At December 31, 1994, the Time Warner
General Partners had acerued 5334 million of tax-related
distriputions due from TWE. During 1995, the Time
Warner General Partners received net distributions from
TWWE in the amount of $1.04] billion, consisting of $1&4
milhion of TWE partnership income allocated 1o the Time
VWarner General Partners’ senior priorty capital witerest,
§680 millian of wx-related distributions and 517 million
of stock opuion related distributions. During 1954 and
1993, tne Time Warner General Partners recewed net
distributidng frem TWE in the amount of 5120 million
and $10 million, respectively, consisting of 5115 million of
tax-relazed distributions and 55 million of stock option
refated distributions in 1994, and 520 million of ttock
opucn related diatributions in [99). In addition 1o the
ux, siock option and Time Warner General Partnery’
tenior priority eapital distributions, TYWE may make other
distridutions, generally depending on excess cash and
credit agreement himitatians, The Time Warner General
Partners’ full share of such distnbutions may be deferred
if the limited partner: do not receive certain threshold
amounts by certain dates,

On June 1), 1995, TWE sold 51% of it interest in
See Flagy to an investment group led by Boston Ventures
for 5204 million and received $640 million in additional
proceeds from Six Flags, representing payment of certain
imtercompany indebtedness and licensing fees Ay a result
of the trantactian, Six Flags has been deconsalidated and
TWE's remaining 49% interest in Six Flags s aceounted
for under the eguity method of accounting. TWWE
reduced debt by approximately 3850 million in connec-
tign with the transaction, and a poruan of the income an

T5

the tramsaction has Seen deferred By TWE principally as
1 result of ity gearitiee of certain third-party. rero-
tovponindedzednest of Six Flags duein 1999,

In e narmal course of conductng their bunneises
Time Wirner and 4 tubgidiaries and affiliater have had
varigus transactiont with TWE and other Entertainmen:
Group companies. generally on terms resutung from
i negotation between the affected units that in manage-
menty veew retults I8 reasonabic allocatony. In 1995
TWE and cerain sutsidiaries nf Time Warner entered
Into management Jervicel 33 etmenii, purivant Lo which
TWE receives fees for thi management of all cble
television syitems owned by Time VWarner. Managemen:
fees paid to TWE in 199 were not material. In addition,
Time Warner provides TWE wich certain corporate
upport services for which it receved a fee in the amoun:
of $64 million, $80 milion and $60 million in 1995, 1394
and 1993, respectively

3. TBS THANSACTION

Time War=er hay entered into an Amended and Resated
Agreement and Plan of Merger dated 31 of September 20
1995 (the "Merger Agreement”). which provides for the
merger of each of Time Warner and Turner Broadcasting
System, Ing, (TTBY") with separate tubsicanes A a holding
company {"MNew Time Warner™ and collectively, the "TES
Transacuon™). In connection therewith, the suved and
outstanding shares of each class of the capial stock of
Time Warner will ba converted into shares of 4 qubsan.
tially identical class of capital stock of New Time VWarner.
In addizion, Tine YWarner has agreed to enter into certain
agreements and related transactions with certain thare.
holders of TBS, incluging R. E Turner and Liberty Meca
Corporation ["LMC”) The Merger Agreement and certain
related agreements prowide for the Miuance by New Time
Warner of appromimately 172,86 million shares of comme.—
stock, par vilue 501 per share (including 50.6 milhon
thares of 3 special ¢lais of non-redeemable common stock
1o be iiued t5 LMC, the "LMC Class Commaen Stock”), in
exchange for the outstanding TB3 capial stock, the
isuvance of approxmately 1] million stock gptions to
replace all outstanding TBS optians and the stiumpuon of
TBS indebtedness (=Sich appromimated 515 billon at
December 11, 1995} As part of the TBS Transaction, LMC
will receve an addivional five millign ghares of LMC Claxs

Caommon Siock pursuant to 3 separate opuon agreement




wrmizn, together win the 306 millkon shares recewved
sursuant to the T35 Transacuon, will be placed ia 3 voung
Trust Drin CErtain cirgumstances, exchanged far shares
of anotrer specisi clags of non-voung, non-receemanie
commaon yiock of New Time Warner The T8S Transacuion
wiil be accounted for by the purchase method of accounung
for business combinauons,

The TBS Transaction is subject to customary clasing
condizions, ncluding the approval of the thareholders of
T85 and ol Time YWerner, all necessary approvals of the
Federal Communicauony Commission and appropriace
antitruit approvals. There can be no asiurance that all
these approvals can be cbtined or, in the case of govern-
mental approvals, f obtained, will not be conditioned
upan changes to the terms of the Merger Agreement ar
the related agreements.

4. CAELE TRANSACTIONS

On Apnl 1, 1995, TYWE formed a cable television joint
venture  with  the Advance/Mewhouse Partnership
{"Advance/Newhoute | 10 which Advance/Newhouse and
TWE contributed cable televizion systemy (or interestt
therein) serving approximately 4.5 milhon subscribers, as
well 21 certain faresgn cable investments and programming
inwestmerus that included Advance/Newhouse's 105 inter-
e1t in Primestar Partners, LP {"Primestar™). TYWE owns 2
two-thirds equity interest in the TWWE-Advance/Newhouse
Fartnership and 13 the managing partner. TYWE contolidaces
the partnership and the onesthird egquity interest owned
by Advarce/MNewhouse is reflected in TWES consolidated
fingnc:al siatements a3 minority interest. In accordance
with the parinership agreement. Advance/Newhouse can
require TYVE to purchase it egquity interest far fair mar-
kes value at specified intervals following the death of both
af s principal shareholders. Beginnuing in the third year,
either partner ean imtiate a disolution n which TWYE
would receve two-thirds and Advance/Newhoule would
receive one-third of the partnership’s net aisets. The
assezs contributed by TWE and Advance/Newhouse o
the partnership were recorded at their predecessors his-
torical cost Mo gan was recognized by TWE upon the
capitalizanion of the partnershup.

TimE
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Cn May 2 | 595,

Communizauons Growp. lng. ("Summit’). which owned

Time Warner acquired Summit

cable selevition tyitemt terving appromimately 152,000
subscriaerin exchange for the issuance of apprommately
I.6 mulliar thares of commaen 1200k and appraximate. 3.]
million share, of a2 new comverthle preferred siock
(“Series C Preferred Stock ) and the assumption of 5140
million of indebtedness The regquisition wal accounted
for by the purchate method of accounting for butines
combinations. accordingly, the cost o acquire Summuc of
appronmately $3151 milion was allocated to the net
astent acquired in proportion 1o estimaces of ther
respective far walues, as cable televiion
franchites-$371 milion: goodwill-§145 millkon. cther
current and noncurrent assews-3i44 miwon; long-term
debt-5140 million; deferred income taxes=3146 million,
and other current liabilities-55% millian

On July 6, 1995, Time Warner acquired KELCOM
Incorporated ("KBLCOM”), which owned cabie televinion
systems serv. f approcmately 700.000 subscribers and 2
50% interest in Paragon, which owned cable telemsion
systems serving an additional 971.000 subscribers. The
other 50% interest in Paragon was already ow-ed by
TWE To acquire KBLCOM, Time Warner iatued | miliion
shares of common siock and || milhon thares of 3 new
convertible preferred stock (“Series D Preferred Stock”)
and assurmed or incurred appromimately $1.2 billron of
indebiednest The acquisition was accounted far by the
purchase method af acgounting for butiness combi.
nations. accordingly, KBLCOM
of appromimaszely $1.013 billion was allocated to the
net asiets acquired o prapartuon o thelr respectve lar

follows.

the coit o acquire

valuei, 31 follows irvestment=-5%50 million; cable tele-
wisign franchites-51.166 billion, goodwili-5586 mullicn
other current and noncurrent a1iets-3189 milion, long-
term debi-51.211 billion: deferred income taxes-5895
millige, and other current labilies=550 million

On  January 4, 1955 Time Vvarner
Cablewiszion Industries Corporatan (“CVI1T) and related
companies that owned cable television systems serving
appromimately 1.3 millign subscribers. in exchange for the

acguireu

wiuance of approximately 1.9 midlion shares of comman
stock and approximately 6.5 million shares of rew
converuble preflerred ttock (“Series E Preferred Srock”
and “Serigs F Preferred Stock™) and the assumpuon or
incurrence of approximately 52 billion of indebredneis

ENER



cqunizron ot npt reflected 0 the ascompanpng

tonsohdated financial smtements. The acguisition will be
azzounied for by the purchaze method of accour.sing for
Suniness combimations. atcordingly. the colt to acQuite
CWl and related companes of S04 million it expected 1o
Se prelimunarily aliccated 1o the net assets acquired in
proporuon to estimates of their feipeciive fair values, as
fallaws: cable television franchises-52.190 bilkon, good.
will-§588 million. other current
a1ets=$481  milliow, long-term debt=51.768 billion,
deferred income tanes=5711 million: and other current
and noncurrent habilmes-$158 millian

The accompanying consolidated statement of oper
ations includes the cperating results of each butiness from
e respective cloting date of each transaction. On a pro
farma basis, giving effect 1o (i) all of the aforementioned
table transacuons, (1) the ITOCHUTashiba Transaction,
fup Time Warners and TWE's debt refinancings and
{i#} the sale of 51% of TWE's interest in Six Flagy and the
sile or expecied sale or tranifer of certain uncluscered
cable television systems owned by TWE, as if each of such
wransacuions had cocurred 3 the beginning of the periods,
Time ¥varner would have reported for the years ended
Decembier 11, 1995 and 1994, revenues of $8.7412 billion
and $8 217 billion, depreclation and amortization of $91%
mullizn artd 3906 million, operaung income of $656 million
and 5853 million. equity In the pretax income of the
Enteranment Group of $185 midlion and $205 million. &
lo1s before extraordinary item of 5255 million and 5244
mullan (8101 and 51.07 per common share) and a net
loss of 3297 mullion and $265 million (51.13 and 51.07 per
tamman thare), respectively,

and noncurrent

5 OTHER INVESTMENTS

Time ¥Warner's pther investments consist of

Orrmter )i [ruliay) [Ra 1o
Equity method inveitmenty'” § 1898 % 9%
Marker value method investments 175 414
Coit method invesimenty Ié 13§
Ip;:l $ 89 5 1,55_5

111 fguty mptiod meizen eckede Frme Wieees | seerzmind o TAL whah
sy coerd 07 JhA1 mtae 2t Cacemiies 11 [ 00] Frmp vigrngs by
efreed (4 Eiieere e remaesa g eeril @ TAT Bar € dont st sierady
= (haie [}
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Marke: value methad mvesimensy include the far
value of [1 1 million shares of comman 1tock of Haisea,
Inz. ("Hazzra7) Notwithszanding the marke: value | r
thare such thares can be uted, 2t Time WWarner's option,
1o fully sauify eaher i obligauons with respect 1o the
zero coupon exchangeable notes Jue 2012 (Note &)
ar the Company-gbligated m ndatorily redeemable
preferred yecuritier of 2 subtidiay due 1997 (Note B).
Beciuge the itsuance of the mandatorily redeemabie pre.
ferred securitiey provides Time VWarner with protection
againt the risk of deprecation of the market price
of Mastro common stock and the zero coupon
exchangeable notes limig Time Warner’s abili'y to share
in the appreciation of the marke: price of Hubro
common itock, the combination thereo! hat effectvely
monetized Time Warner's invertment in Hasbro

In agdition to TWE and its equity investees. com.
panies accounted for using the equity method include
TE5 (currently [v.6% owned), Cinamerica Theatres, LP
(50% owned) and The Columbia House Company part:
nerships (50% owned) and other music |oint weniures
{generally 50% owned) A summary of combined financial
infarmation 23 reported by the equity investees of Time
Warner it tet farth below:

Femny Lnded Deermser 11 fmaiam ey ree4 [LL}]
Revenues $5.02) S4444 5)04)
Deprecation and amaruzation 119 181 140
Operating income $47 584 450
Incame before extraordinary

ivems and cumulative

effect of 4 change in

accounting principle .13 181 10
Met income (las) 188 154 (13%)
Current asiets 1111 L 1584
Towal assen LES 5094 ERLY
Current labilitiey 1.8 1136 5%
Long-term dest JEIs 1739 1424
Tatal labahites L a8 547) 157
Toial shareholders

equty oF partners capal 1% [11%) e
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6 LONG-TERM DEBRT

Lorp-ferm dets convits of

""_'-_'__"' B 1 g . ._nj ELT
Time Warnar:
745% MNotes due February |, 1993 3 S0 3 W
795% Naotes due February 1,2000 509 ]
Fioatng rate notes dus

Auguit 15,2000 {E.E'.t intereit rate) 454 -
Fedeernable retet notes due

Auguse 15,2002 (B.7% yield) - (L
7 975% MNotes due August 15,2004 pFE. -
7.75% Notes due June 15,2005 437 -
8 11% Debenturet due August 15,2006 545 -

8 18% Debentures due Augusr 15,2007 545 -
Zero coupan exchangeable notes

due December 17,2012 (6.25% yield) LT 447
Zero coupon convertuble notes
due June 22.2011 (5% yield) 101 %70

9.125% Debentures due January 15,1001 ge0 1000
8 75% Convertible subordinazed

debentures due January 10,2015 1228 112
4 75% Debentures due April 1,2017 148 143
9 15% Deberures due February 1,202 1,000 000
Credit agreemens debe due

ta TWWE (6.8% and 6. 7% interest rates) 400 400
Time Warner Cable Subsidiaries
Mew CrediwAgreement

(& 5% interest rate) 6111 -
Surrrmt 10.5% Debentures

dueApril 15,2005 140 -
Oither s 11%
Subtoal 18,307 $.119
feciasuficanon of debt due to

TVWE ta amounts due to

the Enteruinment Group [400) {400)
Total $9907 380819

Debt Heflnancings

During 1995 and early 1996, in respomie to favorable
market condinons, Time VWarner refinanced approni-
mately §4- boilion of 13 public debt and, In conjunction
with the cable acquisitions. entered into 3 new credi
apreement under which it refinanced approumately 32.7
sihgn of debt assumed In the acquintions, 31 more fully

deseribed below

TH

in jure [7%5 3 wholly.-owned 1295127y

Warmes ("TW Cable”), TWYE and the TWWE.AzZea
Newhouse Partnership esezuted i fvg-pell rescisc |
€redit face by (tne dew Credit Agreement ) The Tues
Credit Agreement enabled such entitied 3 refnanie
cerzan indebredness attumed in the cadle acquibiion
to refinarice TWESL (ndebtedness under 3 pre-exitiing
Bank credit sgreement and to finance the ongoirg
working cipital capital expend ture and other corporats
needs of gach barrower

The New Crediz Agreement permezs borroenni in a0
aggreqate amount of up to 58.3 tullion. with na seheduled
reductions in credi availabvlity prior to maturry. Borrowingh
are hrmuted 1o $4 bellion ia the case of TWV] Canle 53 alan
n the cate of the TYYE-Advance/Mewhoute Partnership and
$81) billion in the case of TVWE. subpect in eazh case 1o
cermin Emitatont and sdiuitments. Such borrowingi bear
ntereit 3¢ speaific rate: far each of the three borrower:
generally egual to LIBOR plus 3 margn initially rangng
fr m 50 1o BT.5 basiy pointy, which margin will vary Bated
on the credit rating or financial leverage of the 3pplicable
borrower, Unuied credit is available fc - general butiness
purpoies and [0 support any commaercial paper borrow-
ings Each borrower i required to pay 3 commuiment fee
imitially ranging from 1% to J35% per annurm on the
ynuted poruon of ity commizmenc. TWVI Cable may also
be reguired to pay an annual facdiny lee wqual 1o 18755
gf the entire amount of 11 commtment, depending on
the level of its financial leverage in any given year The
MNew Credit Agreement containg certain covenants for
e3ch Dorrower relating to, among other thingl, adswianal
indebtednesy. lens on asgens, cash flow cowerage and
leverage ratios. and losns, advances, distmibutiony and
other ¢ash payments or transfers of assets from the
borrawert *o their respective partners or afilates
Prncpally as a result of suth restrictions, resthoied ne:
asyeus of comobdated whudianes of Time YWarner amounied
w approximately 3930 million at Decembar 31,1993

In July 19%5. TWIl Cable borrowed approximately
$1.1 bdion under the MNew Credit Agreement o
refinance certan indebiednels atwumed or incurred oo
the scquitition of KBLEOM An addingnal 315 billien
way borrawed by TWI Cabie under the MNew Creds
Agreemenc in January 1996 to refinance certain indedt
ednett sisumed or incurred In the acguisition of Cvl and

related companies
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I August 1893 Tirme WWarner receered all of 2y 51 8
=ilan pringipal amount of outsunding Redesmable fete:
Notes due Augusz 15, 2002 (the “Aete: MNoter ) in
eazhange for new securives, consaung o approximacely
§454 millign aggregate principal amount of Floating Aate
MNeotes due August 15, 2000, approumarely 3171 millian
aggregate principal amount of 7.975% Notes due August
15, 1004, approximately S545 milion aggregate principal
amount of 8.11°% Debentures due August |5, 2006, and
approximately 3545 million aggregate prinzipal amount of
8.18% Debentures due August 15,2007

Through penodic redempuons, Time Warner has
fully redeemned its 5).1 billien principal amount of B.75%
Convertible Subordmated Debentures due 2015 (the
“B.75% Convertible Debentures”), which were 11ued in
April 199] in exchange for the old Series C preferred
stock that wai istued in Time Warner's 1989 acquisition
of Warner Communicationt Ing. {"WCI™) (Nots 9) Time
Warner first redeemed $900 million orincipal ameunt of
B.75% Convertible Debentures in July 19%). In September
1995, Time ¥Warner redeemed approximately $1 billion
principal amount of such debentures for 5104 billion
{incluging redemption premiums and accrued interest)
and, ia Hbmry 1994, Time YWirner redeemed the
rermaiming $1.1  billian  principal amount of B75%
Convertitle Debentures for 5018 bdlion (including
redemption  premiums  and accrued  interest). The
Seprember 1995 redempuon was financed with proceeds
from a $500 million itsuance of 7.75% ten-year notes in
June 1993, proceeds from a $374 mllon ssuance of
Company-obligated mandatonly redeermable preferred
securities of a subtidiary n August 1995 and available cash
and equivalents. The February 1996 redemption was
financed with proceeds from a S575 malon issuance of
Company.cbligated mandatorily redeemable preferred
securities of 3 subsidiary in Decermber 1995 and proceeds
fram a $750 million isswance in Janvary (996 of (i) $400
mullioa principal smount of § B5% thirty-year debentures,
which are putable by the holders thereal in year veven, (1)
$200 million pringipal amount of B.1% forty.year discount
debentures, which do not pay cash interest for the firse
twenty years, () $166 million principal amount of 7.48%
twelve-year debentures and (iv) 5150 millien principal
amount of 8.05% twenty-year debentures See Note B for
a description of the mandatorily redesmable preferred
tecurities ssued in connectian with such redemplons

TiwE
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An extranrdinary laas of 357 millian was mgurred
1993, princigally 0 coaneClion woth Ihe redemal oo
$900 millign of 8 75% Convertible Debentures and 330+
milign of YW wenior and wubor..nated debentute: -~
entraordinary lois of $42 million was recognezed in 1475
ia connecuon with the Septenber [995 redempron of tre
8.75% Conve tibic Debentures and the write-off by TW'vi
of deferred ' nancng costs related o i former bane
credit agreement In addition, Time YWarner recognized an
eatraordinary low of $16 mullion in February 1996 in con
nection wath the redempuon of the remaining sutstanding
porton of the B 75% Comveruble Debercures

Zaro Coupon Notes

Time VWarner'ys rero coupon noter do not pay intereis
wapl matysay The zero covpon exchangeable notes due
Dwecember |7, 1011 are enchangeabls at any time by the
holdery nta an aggregate of 121 milion shares of
common stock of MHabro, Ine. (“Hasbro™) at the rate af
7.301 share: for each $1,000 principal amount ef natesy
tubject to Time Warner's right to pay (n whole or in part
with cash nstead of Hasbro commn stock Tme Viarner
can elect 1o redeem the notes any time afier ODecember
|7, 1997, and holders can elect to have the notes
redeemed prior thereto n the ¢ven: of a change of
control, a1 the issue price plul accrued intereit Holders
also can elect to have the notes redeemed at the msue
price plut accrued interest on December |7, 1997, 2002
and 1007 subpect to Time Warner's right to pay in wha'e
or in part with Hasbro common stock instead of cash. The
equivalent conversion pace of Habro commaon sock at
the first date of redempuon (1 §54.41 per share, and will
be adjusted thereafter in proportion to changer in the
accrued onginal nsue ducount of each note The 12
million shares of Hatbro common stock owned by Time
Warner can be used by the Company. at is election, 1o
sausfy it obligavons under such notes or s obhqaton:
under certain mandatorily redeemable preferred secur
tier of 3 whudary (Note B) Unamortzed ongnal diue
gitcount on the zero coupon exchangeable notes due
1012 was $1.070 tvikon and 51,104 billion at December
11,1995 and 1994, respectively,

The rero coupon convertible notes due june 11,7011
are convertible at any time by the holders into an aggre.
gaie of 1B.7 millin shares of Time Warner common stock
it the rate of 7759 shares for each 51.000 principal
amount of notes. Time YWarner can slect 1o redeem the
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Fotes any Lme after june 22, 1558, and holders can wiect o
have the notes redeemnad prior there:o in the esent aof 2
change in control. 21 the issue price plus acdrued interest
Holders alio can elect 12 hive the notel redesmed 32 e
imiue price plus accrued interest on June 11, 1598, 200)
and 2008, subject 1o Time VWarner's right Lo pay i whale or
in part with Time Warner comman stock initead of Lah
The equivalen: conwersion price of Time VWarner comman
stock at the first date of redemption i3 56| .44 per thare.
and will be adjustedthereatrer in proportion o changes
in the aterued original istue dicount of each note
Unamortized original i3sue discount 07 the tero coupon
conwertible notes due 2013 was §1.3%5 billion and $1.445
tillion ac Decenber 11, 1995 and 1994, respecuively

TWE-ilelated Obligations

Time Warner and TWE entered into 3 credit agreement
in 1994 that allows Time Warner to borrow up to $400
million from TWE through September 15, 2000
Outitanding borrowingt from TYYE bear interest at
LIBOR plus 1'% per annum. Time ' "arner borrowed $40.
millign in 1994 under the credit agreement. and uied the
proceeds therefrom principally 1o repay ceruin of ity
notes at their maturity, In addition, each Time YWarner
General Partner hay guaranteed a pro rata portion of
approximately $6 billion of TWWE'S debr and accrued
interest at December 31, 1995, a5 more fully described
inNote 1.

Interest Expense and Maturities

Ar December 11, 1995, Time ¥Warner had interest rate
ywan contracts to pay fNoaung-rater of interest and
receive fixed-rates af interest on 324 billion notional
amount of indebtednets, which resulted in approximately
41% of Time Warner's underlying debr being 1ubject to
variable interest rates (Mote 12)

nterest expente amounted to $877 million in 1995,
$769 million in 1994 and 5698 million in 199), ingluding
528 million in 1995 and $:2 million in 1994 which wii
paid to TWWE in connection with borrowings under Time
Wiarners $400 milioa eredit agreament weith TWE. The
weighted aserage interest rate on Time YWarner’s total
debt. including the effece of interest rate iwap contracti,
way 79% and BI% 3t December 31, 1995 ard 1994,
respectively

Annual repayments of long-term debt for the five
yeary wwbiequent to Oecember 31, 1995 conuist of 3500
{948 3nd $1.219 billon due n 2000

mallign due A

80

Suth repaymanty exclude the agfrefate repurs

redembtion arzel of $658 mulion om 1997 am2 §
sillign (n 1998 relating to the ferd COUPON EafRar (f1 ¢
noes Angd Tard CoOupon Convertuie NOLRE FRADECT =¢ 5

the years in which the hoiders of such deSe mae 1ras

exercite ther redampron oplany

7. INCONME TAXES

Oamesiic and [nrq.ln pretax income (loss) are a8 1+

Tee1 Eaded Decembar ] fmalany) 113 LT 18]

Domestic $ (39 8§ (% % y
Fareign iCs 187 1ia
Toul 1 P T L T

Current and deferred income tawes (s Semefis)

provided are a fallows:

Feery Ended Decemger 11 jraigei) 1§75 ¥ 1ag
Federal
Current™ $ 41 3 46 5 45
Deferred™ {187) (81 i
Foreign
Current® 115 184 lsd
Deferred B (45) (1
Sarte and Local
Current 78 T™ (1
Deferred {50) (3]] (34}
138 % 18D 3 l4l

Toul 3

{17 bnhedry widsgwes of tos crmpienmeedy of 1101 melimn o 1995 $4 1
i e (904 0 5110 e ot 1970 Eatheden querpnt tie Besr's of
§7 e v (HRS ST 1 i o D d gnd § 14 malbien o | #9] rrnarnyg
foo e wrrront 8 230k gpoe ead erryeg of SERATIEY EXA peo
whoh were LREd Senry L2 end Currea Lar Beawsa of
5] g o (995 and §4 meipa o | 9] rrietee] fram D mrerweey
of $eby, wiar mpdierwd P LrTTedecy bun e et e

1) bk §70 mallpn il cherpe o | #8] 12 ecrrmve defeeed 2
dgtdey for wcremie o 2y e

{1) ke farepe mebakie taen of 110) madasn o | 995, 374 malen
PRUTITE Py 1§

The differencel between income tavel expesied at
the US federal statutory sncome tax rate and intome
wanes provided are as set forth below The relationship
petween income before ncome tames and ncome Law
expente 1 most afected by the amortization of goodwill
and certain other financial starement expenien that are
nat deductible for income tax purposes and by a 370
milion charge n 199) 1o adjust the deferred income tas
liability for the increate in the U5 federal statutory rate
from J4% to 15% enacted into law that year
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Tesry i_rlfr.fﬂwi"h"lf | Py | i LI (1]
Taxes an income az LS -

federal smatutory rate L 3 14
imie and local Cxes, net 4 ] 33 H|
MNondedusuble goodwill

amoruzaton e LH L1
Other nondeductible expenies 1] 1 T
Charge 1o increase deferred tax

liability for increase in cax rate - - T
Foreqgn income taxedhat

different rates. net of LLS,

foregn ax credits ] i 1
Other 14} I L)
Tanl $ 114 $ 180 5 148

Significant components of Tirme Warner's ne: deferred
tax liabilities are as follows:

[recemper 11, (i) 9] revi
Astels azquired in business

combinations $ 1961 3 1176
Depreciation and amortization Bl% 19
Unrealized appreciation of certain

markezable securities Bi 9
Other 1% 440
Dieferred wax liabilities 4141 J A4y
Taw carryforwards 194 164
Accrued habilities 113 104
Aecewvable allowances

and recurn reserves H1 100
Oither o8 Té
cherrtd Lax I54ELS 4] 744

tet deferred tax habilitiey $ )40 3 1700

U5 income and foreign withholding taxes have not
been recorded an permanentiy reinvested earnings of
subsidiaries aggregating a.promimately 5760
1995. Determination of the

faregn
millign at December 11,
amount of unrecognized deferred LS. income tax latulity
with respect ©9 such earnings is nat practicable. If such
earmings are repatriated, additionsl LS. income and
fareign withhalding taxet are tubitantially expected to be
offset by the accompanying foreign tax credits

U5 federal tax carryforwards at December 11, 1595
congisted of §128 midlion of net operating losses, 151
rullion of lavertment tax credizt and %530 million aof
alymenatiee munimum tax credits The utdization of certam
sarryforwards i1 subject to limitatisns under US federal
ingome tax laws Except for the aliernative minimum tax
credits which da not expire. the other S federal tax

41

farryforwardi expire in varying amounzy 1y followy fo-

INCOMe X reaorung purposes

Corrpfamag =i

(e Dh-u:-'[!umu E-:TJC—;;U
1997 - 5 1
1998 - 7
1999 14 k]
1000 - 23
Thereafier up 1o 2008 Ji4 98
5 118 5 181

8. MANDATORILY HREDEEMABLE
FREFERHED SECURITIES

In Augusc 1995, Time Warner issued approximately 12,1
milion Company-obligated mandatorily redeemable pre-
ferred securities of a whollp-owned subsidiary ("PERCS)
for aggregate gross proceeds of 3174 million The 1ole
assets of the subsidiary that is the obligor on the PERCS
are $185 mullion principal amount of 4% subordinated
notes of Time YWarner due December 2J, 1997
wumulative cath distributions are payable on the PERCS
at an annual rate of 4% The PEACS are mandatorily
redeemable on December 11, 19%7, lor an amount per
PERCS equal 1o the lesser of S5441, and the marue:
value of 2 share of commen stock of Haibro on
December 17, 19%7_ payable in cath or, at Tame Warner s
option, Hatbro common stock Time YWarner has the right
to redeem the PERCS at any ume prior to December 11,
1957, at an amount per PERCS equal 1o $54.41 [or in
certan lmited Circumstances the lesser of such amoun:
and the market vaiue of 3 thare of Hashro common siock
at the ume of redemption) plus accrued and unpad
distributions thereon and a declining premium, payable in
cash or, at Time Warner's option, Haibro commaon siock
In Oecember 1995 Time VWarner issued approwi.
mately 13 million Companp-obligated mancdatorily
redeemable preferred tecurities of a wholly-owned sub-
siduary [ Preferred Trust Securities”) for aggregate grosn
proceeds of 3575 mdiion. The sole assets of the subudiary
that is the obligor on the Preferred Trust Secunite are
$5%1 million principal amount of B 7/8% wubordinated
debentures of Twne WWirner due December 31 2025
Cumulative  cash  diiributions are payable on  the
Preferred Trust Securities a2 an annual rate of B 2785 Cash
dutributions may be deferred at the election of Time
Warner for any period not esxcesding 10 consecutive
quarters The Preferred Trust Securines are mandaiordy

redeemable for cath on December 31, 2015, ard Time
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dearmgr had the RSt 10 redeeT the Freferred Trui:
jezur-ues, im whole o~ in part, on or after December 11
VIOD groan gther cartain clrecumitancets n eath cave At an
y=aunt per Preferred Trust Secunty ezual tz 515 pics
3zzrutd and unpaid distributions thereon

Time YWarner has certain obligations refating o the
PERCS and the Preferred Trust Securities which amaunt
= 2 full and unconditonal guaranty of each subiidary’s

asligauons with respect thereia

5. CAPITAL STOCH

The outstanding capital stock of Time Warner at
Cecember 31, 1995 consisted of 297 million shares of
preferred stock and JB7.7 million shares of common
stack (net of 45.7 million shares of common stock in
treatury, a8 to whicth 41 7 million were held by the Time
Warner General Partners) At January 1, 1994, including
each brokerage house that holds shares of Time Warner
comman $tock 11 one shareholder but excluding the
rumber of shareholders whose thares are beneficially
held by such brokerage houses, there »are appromimately
15.000 holders of recard of Time Warner common 1tock.

During 1995, Time Warner istued approximately
191 million shares of convertible preferred stock in
connection with the ITOCHUToshiba Transaction and
171 acquisitions of KBLCOM and Summit, and in January
1596, Time Warner issued an additional 6.5 millian shares
of canveruble preferred 1tock In connection with it
itzwisiton of CVIl and related companies Ser forth below
it 1 summary of the principal terms of Time VWarners
outstanding itsues of preferred 1tack

sogmae of
Sogrwn of
heetie  [avru £ oernt
Drearpiae rmekaml) Ou:‘:"ﬁ C:::-ﬂ bm Dar
Series B Preferred Stack A - - Arany ume
Series C Preferred Stock 1) &8 1R 57100
Series D Preferred Stock 110 219 ey 7600
Series G Preferred Stock 67 119 %599 %1599
Series H Preferred Stoce 18 17 sl §i599
Series | Preferred Stock 10 146 107299 19
Shares outstanding
at December 31,1535 297 (SR
Series E Preferred Stock
issued in January 15995 1] 68 LD 1i4g)
Series F Preferred Stock
ssued in January 1995 12 &7 11400 114501
T.nm;rn outstanding
at Jangary 111996 I8 744

"

Eizh ghyre of Serves 3 Preferred Srock (1) 1 emus
1oy hawidation preference of Si45 per anare. (1) o
conversbte. (J) antitles the holder therect (O Feceive &
nnuyl Zoodend esual 10 5415 per thare bepinung @ Lo
1993, 172 $%9.28 per share prior therein, (4) does nos
generally entutle the Holder thereof (o vote. excep:
certun [imized circumstances. and (3} 15 redeemable
wholg or 0 part, by TimeVWarner and the holders thereat
in exchange for cath or shares of any class or seres o
publicly-traded Timie Yvarner stock. at Teme Warneri
cpuon. equal in «alue 1o the liquidation value of the Series o
Preferred Stock plus a premium. of 1% of lquidauon value
for eazh year afer Mayp 11,1995 to the redemption date.

The principal termi of each teries of coneertble
preferred stock maued in 1995 and 1996 (the Seres ©
Preferred Stock, the Seriey D Preferred Stack, the Serey
E Preferred Stock. the Seres F Preferred Stock, the Serie
G Preferred Stock. the Series M Freferred Stock and the
Series | Preferred Stock, and collecuvely, the “Coanveruble
Preferred Stock™) are wmular in nature, unless ctherwiie
noted below Each thare of Converuble Preferred Sack
(1) is entitled to 3 liguidition preference of $100 per
thare, (2) 15 immediately convertible ina 208164 shares
of Time ¥Y¥arner common 1tock at 3 conversion price of
548 per share (bated on i1 liquigac an value), except that
shares of the Series H Preferred Stock are genenally not
eonwertible untd September 5, 2000, (3} enutles the
holder thereal (1) 1o receive for a four year period from
the date of isswance (or 3 five year period wath respect
to the Series C and Series E Prelerred Stock) an annual
dividend per share equal 1o the greater of 5375 and an
amount equal 1o the dondends pard on the Time Warner
commaon otk into which each share may be converted
and (1) to the extent that any of such shares of preferred
stock reman outitanding at the end of the penad in
whuth the minimum $).75 per share dwidend i3 to be
pald, the holders thereafter will receive dividency equal
to the divigendt paid on sharesr of Time Yvarner comman
stock multiplied by the number of shares ims which their
shares of preferred stock are convertible and (4] except
for the Series H Preferred Stack which o generally not
entitled 1o wvote, entitles the holder thereal o voie with
the cammon stockholders on all matters on which the
commaon stockhalders are entitled to voie. and each
shire of suzh Convertible Preferred Stack it enutled 1o
two voies on any such matter

Time VWarner has the right to eachange each 1eries
of Coavertible Preferred Stock for Time YWarner commaen
stock at the stated conversion price at any Lime on

or after the respective eachange date The Series C
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Preferred Stock i exchangeable by the holder beginning
afrer the third year fram i1 date of istuance and by Time
warner after the fourth year 3@ the stated consersion
prize plus 2 dechming premiura in years fgur and five and
o premigm therelfter In addition Time Warner has the
tight to redeem eich series of Converuble Preferred
Seacke in whole or in part. for cash at the iquidation value
plus accrued dividends, 3t any ume on of after the
retpecuve redemption date.

Pursuant o a=ahareholder rights plan adopted in
Janwary 1994, Time Warner ditributed one right per
common sha“e which currently becomes exercisable in
cermain events invalving the acquisition of 15% or more
of the then ouizanding common stock of Time VWarner,
Upon the eccurrence of such an event, each righ: entitles
its holder to purchate for 5150 the economic equivalent
of common tock of Time Warner, or in certain circum-
stances, of the icquiror, worth twice 43 much. In
connection with the plan, 4 million shares of prejerred
stock were reserved. The rights expire on |anvary 10,
1004 In connection with the TBS Tranwaction, Time
Warner expects 1o amend the shareholder rights plan
principally to change the basis for determining if an
szquisition of 15% er more of Time Wirner commaon
stock has occurred 1o a fully-diluted basis.

In F99). Time VWarner redeemed or exchange 56,4
billion of Series C and Series D preferred stock (“old
Serien C and Serves D preferred stock™) that were issued
in Time Yarner’s 1989 acquisition of WWCI. The cash
redemption af the old Series D preferred siock was
financed principally by the proceeds from the issuance
of long-term notes and debentures The ole Series C
preferred stock was  exchanged for the B.75%
Canveruble Debentures

At Decermnber 31, 1995, Time Warner had reserved
172.6 million thares of common stock for the conversion
af «ts Convertible Preferred Stock. ero coupon con.
vertble notes and other convertible securities, and for
the exercise of ovuuanding Gplions to purchase shares of
sommeon stock, excluding 15.7 million shares related to
the B.75% Converuble Debentures which were redeemned
in February 1996 (Mote &)

10. STOCK OPTION PLANS

Cptions to purchate Time Warner comman ftock under
various stock opiion plany have been grarted o

employees of Time YVWarner and TYWE a1, or in excess af,

83

fair marker value a2 the daze of grant Generaly ==
eplions Secome esot-siable ower 3 three:pedr seis g
period and expere ten years from the caze of gra-
A gummary of itoss ap:.cn—u:m:r unger all paci

33 follows

hovtonts oar

&f bnarny Plg= fmzie
Balance at January 1,15%5 TTAI $  dd
Granted 5.09% Jo 4}
Exercized (3nn 45
Cangelled {187} T4
Balance at December 11_1995 T4 € |71
Decemar J1, (thassendy) 1941 T
Exercizable 64,241 £1.104
Available for future grants 7884 1847

For opuons exersised by employeer of TWE Time
Warner i1 reimburied for the amount by which the
market value of Time Warner common 1tock on the
exercise date exceeds the exercite price, or the greater
of the exercine price or $17.75 for options granted prior
to the TWE capitalization on June 10, 1992 There were
18.5 million options held by employees of TWE 4
December 11, 1995, 21.8 million of which were exercis-
able. There were | ] million options emertiied in 1554
and 4.8 million opuonsy exercised in 199), at prices
ranging from $8.516 per thare in each year.

11. RENEFIT PLANS

TemeVWarner and 123 subsidiaries have defined benefiz pen:
sion plans covering substanually all domestic employees
Pension benefits are Laied on formulas that reflec: the
employees’ years of service and compensation levels
during thewr employment period Qualifying plany are
funded in accordance with gowernment pension and
ncome wx regulations. Plan aitets are invested in eguity
and fixed income securitien
Pengion expente included the following

Teorn Doded Dere=sber 1 frmsbia=i) (AR (LA rery
Service cout S & B S T S
Interest cost 53 50 a4
Actual return on plan astens {117) {2 {32}
Mec amartitatian and deferral g9 {44 (1]
Total 5 M4 5 7 =

FTiag Wamsgn




The suatus of funded pention plans 14 31 fallows

E:ﬁo-r 11, [reage) 19 L Y]
Azzutulated benefiz

obligatian (B9% vested) 5 344 5 19
EHect of future talary increase 131 111
Projected benefis oblipation 734 514
Flan assets at fair valug &) 455
Projected benefit obligation

n excess of plan asygts (1) 1y
Uramaorzized actuarial losses 4 43
Unamartized plan changes ] (4]
Orher (1 (8]
Prepad (accrued) pension expense s (M % 1}

The following assumptions were used in accountng
for pension plans:

1995 i 1941
Wieghted average
discount rate 7% ass 5%
Fewrn on plan astets % £ %
Rate of increase in
compensation (33 &% &%

Employses of Time Warner's operations in foreign
countries participate to warying degreet in local pension
plans, which in the aggregate are not significan:

Time Y¥arner alio has an employee 11ock ownership
plan, 401(k) savings plans and other sawings and profit
sharing plans. as 1o which the expense amounted ta 51
mullion in 1995, §51 million in 1994 and $46 million in
1991, Contributions 1o the 401{k) and other savings plans
are based upon a percentage of the employees’ elected
contributions, Contributions to the empioyee 120ck own-
ership and profit sharing plans are generally determined
by management and approved by the board of directars
ol the partiCipating companies.

12. FINANCIAL INSTRUMENTS

The carrying value of Time Y¥arner's financial instruments
spprommates fair value, except for differences with
respect to long-term, fined-rate debt and related interast
rate 1wap contracts and certain differencel re lated to cost
method  investments and other financial instruments
which are not significanc. The fair value of financzial interu-
menti duch as long-term debt and Invesiments, iy gener-
sliy deterrmined by relerence to market values resulung
from trading on 3 national securities exchange or in an

fiwi

A4

gvar-ihe-counter marce: In cases where guoted marue:
pricer are fAat a«adanie, such as for derivatve financil
nstrument, fair value ¢ Dated on estimatel unng prejent

vilue of ather valuauon technigues.

Interest Auto Hisk Management

Interent rate 1wap coneracts are used o 2%ust the pro-
portien of total debs that is subject to variable and fixed
interest ratei. Under intecest rate twap contracu the
Company either agrnes 1o pay an amount egqual £33
specified floating.rate of interest umes a nouonal prncipal
amount. and to recelve In return an amount equal 1o 2
specified fixed-rate of interesr times the same nousnal
principal amount ar, vice versa, to receive a floating.rate
amount and to pay 3 fimed-rate amount The notonal
amounts of the contracts are not exchanged Mo other
cash payments are made unless the contract i1 term:
fated priar 1o maturity, in which case the amount paid ar
receved in rettiernens i1 ertablithed by agreement at the
time of termination. and wsually represents the net
present value, 2t current rates of interest, of the remaming
chligations to exchange payments under the terms of the
eonwact Interest rate swap contracls are entered inio
with 3 number of major financial institutions in order o
rmuramize crecit Figk,

The ne: amounts pald or payable. or recered of
recervable, through the end of the accounting penod are
iatluded 1 oanterett expense Because interest rate 4wap
concracis are wied 1o modify the interest charactemiics
of Time Warner's cutstanding debt from 3 fixed 10 2
flioating-rate basit or. vice versa, unrealized gaing or lo1zes
on iRtersit rate tw3 CONLracis are not recognized in
ingame yrles the contracts are terminated prior 1o thew
maturity Gairs of lgises on any contracis terminited
eiarly are deferrad and amortized to income over the
remaining average life of the terminated contracss

At December 31, 1995, Time Warner had interes:
rate iwip contracts to pay floating-rater of interest
{average six-month LIBOR rate of 59%) and recewve
fixed-rates of Interest (average rate of 54%) on 3156
billion notional amount of indebiedness, which resultes
in approsimately 41% of Time Warners underlying cebt
beng subject to viriable interest rates The notond
smount of outstancing contracts by year of mawnty at
Cecembar 31, 1993 1 as follows: 1996-3100 million,
1958-3700 million. 1999.51.2 billion: and 2000.5400
milllon At December 11, 1994, Time Warner had snzerent
rate wwap contracis on 329 bilien notionsl amount of

mgdebtedne
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Sited on the level of interes rates prevailing at
ezamoear VI, 1995, the fair value of Time Warner's fined-
rite dedt exceeded ity carrpng value &y 5407 million and
i would have cast 59 millon to termunate the related
inzerelt rate swap congracty, which combined is the
eguivalent of an unreslized loss of $414 million, Based on
Time Warners fixed-rate debc and refated interes: rate
swap contracts outstanding at December 11, 1995, each
15 basis point increase or decrease in the level of interest
rates prevailing at Deeember 1. 1995 would result in a
net reduction or increase in the combined unrealized lons
of approximately $185 million, respectively, Including
respective costs or savings of 514 milbon to terminate
the related interest rate swap contracts. Based on the
level of interest rates prevailing ar December 31, 1994,
the fair value of Time Warner's fixed-rate debt was 3571
million less than its carrying value and it would have
estt 5216 million to terminate il interest rate Iwap
contracts, which combined wai the eguivalent of an
unrealized gain of $336 million,

Although changes in the unrealizec gains or losses on
interest rate swap contracts and debt do not result in the
realzation or expenditure of cash unless the contracts are
terminated or the debt is retired, each 15 basis point
increase or decrease in the level of interest rates related
1o Time Wirner's variable-rate debr and interest rate swap
contracts would reipectively increase or decreaie Timae
Warner's annual interest expense and related cah
payments by approximately 512 million, including 57
million related to interest rate twap contracts

Foreign Exchange Nisk Management

Foreign exchange contracts are used primarily by Time
Warner to hedge the rivk that unremitted or future
royalties and license fees owed to Time Wirner or TWE
domestic companies for the sale or anticipated ale of
U5 copyrighted products abroad may be adwersely
affected by changes in foreign currency exchange rates. As
part of its overall strategy 1o manage the level of exposure
to the risk of loreign currency exchanpe rate fluctuations,
Tume WWarner hedger a poaruon of i and TWES com.
tined foreign currency expoiures anticipited over the
entuing twelve month period. At December 31, 1995,
Tume Warner has effectively hedged approwimately half of
the combined einmated foreign currency expoiures that
principally relate to anticipated cath flows 1o be remitted
to the US over the entuing twelve month pancd. using
fareign eschange contracts that generally have maturivies

of three months or leas, whizh are generally rolie? o-e
ta provide conunuing coverage throughout the year Tims
Varner ofien closes faregn exchange 1ale contracsy =
purthaung an offietung purchate contrace At Deserm e
31,1995, Tune Warner had contrac  for the sale of 3304
milion and the purchaie of 5140 milion of foreig
currencies at fimed rates, primanily Engliah pounds {195 o
net congract valie), German marks (19%). Canadun
dollars {16%), | rench francs (16%) and Japanese yen (3%).
compared to ¢Intracu for the sale of 3551 milbon and
the purchase of $10% million of foreign curencies at
December 11, 1954,

Unrealized gaina or losses
exchange contracts are recorded in income a3 the market
vilue of such contracts change: accordingly, the carrping
value of foreign exchange contracts approximates marke:
value. The carrying value of foreign exchange contracu
wai not material at Decernber 31, 1995 and 1994 and i
inclyuded in other current labilities. No eash (s required 1o
be received or pald with respect 1o the realization of such
gains and losses until the related foreign exchange con-
tracts are sertled, genenally ag their reipective maturty
dates In 1995 and 1994 Time Warner had 510 million and
$1) million, reipecuvely, and TWE had S11 milon and
510 million, respectvely, of net losses on foreqgn
exchange contraces. which were or are expected to be
ofiser by corresponding increates in the dollar valve of
foreign currency reyalties and license fee payments that
have been or are anticipated to be received In cath
from the male of LS. copyrighted products abroad
Time Wiarner reimburies o is reimburied by TWE for
contract gains and losies related to TWES foreign
currency expoture. Foreign currency contracts are pliced
with a number of major financial mstitubent in order o

related 1o foregn

minimize credic risk.

Bs1ed on the foreign exchange contracts outstanding
3t Decermber 31, 1995, each 5% devaluauon of the US
dollar a5 compared to the level of foregn exchange rates
for currencies under contract at December 11 1995
would result in approximately 325 milion of unreakzed
iosses and $7 million of unrealized gains on foreign
exchange contracts involving foreign currency sales and
purchases. respectively. Conversely, a 5% apprecuanan of
the US. dollar would resuly in $25 million of unrealized
gains and 37 million of unrealized lowves, respectively At
Diecember 31, 1995, none of Time Warner's foreign
exchange purchase conmtracts refates 1o TWES foresgn
currency exposure. However. with regard to the 315
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mullion of unrealized louses ©F grini on foregn eacnange
sale coniracts. Time VWirner woulz be reimaurses Dy
TWE, or would reimburie TWE, respectively, for approw.
imately 56 million related to TYYE's foregn curreasy
exnoture. Consistent with the nature of the ezonomic
hedge provided by such foreign exchange conirass such
unrealized gains or losses would be offiet by corre.
sponding decreises or increaiel. respectively. in the
dollar value of future foreign currency royalty and license
fee payments thatswould be received in cath within
the enuing twelve month period from the wle of U5
zopyrighted products abroad.

13. SEGMENT INFORMATION

Time ¥Warners businesses are conducted in three funda-
mental arear; Enterminment consisung principally of
interests in recorded music and mutic publishing, filmaed
entercunment. broadcasting, theme parki and cable cele-
vision programming; News and Information, consisting
gringipally of interests in magazine puhlishing, book pub.
lshing and direst marketng and Telecommunications,
consisting principally of interests in cable television
tystems. Time VWarner’s intereits in filmed entertain.
ment, broadeasting, theme parks, cable television
programming and most of it telecommunicazions
business are held by the Entertainment Group, which is
not consolidated for financial reporung purposes

Information a3 to the operations of Time VWarner
and the Entertainment Growp in different business
regrments i3 set forth below. Cable business segment
information for Time Warner refiects the 1995 acqui.
sizions of KBLCOM and Summit. Cable business segment
information for the Entermainment Group reflects the
consalidation by TWE of the TWE-Advance/Newhoute
Parenership effective a1 of April [, 1995 and Paragon
etfective as of July &, 1995 The operating results of Six
Flags have been decomolidated effective a3 of june 21,
1995 and results prior to that date are reported sepa-
rately 1o facilitate comparabiity.

.11

Nt ok Devyrdes | thbar} il A
REVENTES

Time Warner

Publishing 31711 §$14)) 51T
Muses 4.1° 1988 1))
Cable m -
Intersegmant elimination [ [1h 1
Toul B $E067  $7I%4 5450
Entertainme 1l Group:

Filmed Entertaiamen: #5078 S4484 540)
Six Flags Theme Parks i 537 §1)
Broaccasung-

The Wi Metwark 1 - -
Programming-HBO 1.507 1.51] | 4d
Cable 1094 114} Lice
Intersegment elimination (410 (81 (250
Toul 39419 SR 3196

-
Frarn Ladfed Doy U, (mdaei) (L0 " [LL3]
OFPERATING INCOME
Time Warner:
Publithing $ 381§ 347 5 18%
Musig™ i Jod Pl
Cable (%) - -
Towal $ &% 0§ 710§ &%
Entertainment Group:
Filmed Enteruainment 4 281 % uvy 5 11}
Six Flags Theme Parky i L1 il
Broacaasting-

The WEB Nerwaork (64} - -
Programming.HBO 174 b 1 1
Cable 501 14 404
Total $ 991 % 851 5 90

(1) back, di prrsen bovien of 11§ malian recorded o |91 pisted 0 ool
B end et ersietl send by G Mot (eeees whah =y
ArAaerd o tsed The bonses gy prvanly reimed @ Wirse? A0
Ermrprnn, v of e Company ) deert mssctwweny efern, end B =t
off of @ refoted Sevct mad pader EUREL UAEL =re Aot FRORTTA R 01 L
e ey of T benmery furh cloturs wet sebimsemely camprie o 199]
OF el st et oy e, et (T mateys The srveer T wd
mal b congmend gy not matenl £ e Compery | reseits of epas
Bpmef et o mapadficest ppeueg leues o pres penady
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ez Lmps Derwmder )1 imeboet) (97§ Qi i
DEPRECIATION OF YROPENTY,

FLANT AND EQUIPMENT
Time Warner:

Puslighing 5 19 %5 47 0§ 4f
Music 93 84 ar
Cable 1. = ..
Taul g 18 5 111 5 1N
Entertalnment Group:

Fiimed Enteruainrffen: $ 1) 3 % 5 S
Six Flags Them= Parks 20 ] 41
Broadecasting-

The WH Netwark - = o
Programming HBO ia 14 14
Cable 445 340 nz
Total § 416 5 481 35 4])
fazry Ended Decwmber 1 o) 1945 1494 191)
AMORTIZATION OF

INTANGIBLE ASSETS™
Time Warner:

Publishing s 1 3 ¥ 35 N
Music 174 168 160
Cable 68 - -
Towl $ 378 % 14 5 1IN
Entertainment Group:

Filmed Enteruinment $ 1145 135 3 14)
Six Flags Theme Parks " L 18
Broadcasting-

TheWEB Network - - -
Programming-HBO 1 ] ]
Cable 108 109 Jaz
Tosal g 444 5 478 8 4?;

[} Amgriremen mciafer of smerugsuens seoey 9 S eopen §f

W e (FET o scgwanen of the mensrdy et o ATC o [99)
e sogenteney of LLC0M ond fummd o | #1] and pehar Busesrnn

rmBenstan piiaeied far by the purthetir methad

87

Informason 48 10 the MRS ANS Cagutal sxpenstures

of Time WWarner and tne Entertanment Group 0 38 1300wy
Dwcemaer 11 =Sari) (L &4 2
ASSETS

Time Warner:

Pubhlhlﬁ; £ 2178 % 101) S |B97
Music 7.0 1471 TAGH
Cable 1873 -
Entertainment Liroup " 5734 5.350 4827
Corporate™ 1520 | 481 1947
Total $32.131 S16TI6 S16.8%]
Entertainment Group!

filmed Entertainmaent g 7089 5 B4 5 LTI9
Sox Flags Theme Parki - Bi4 844
8roadecasting-

The WHE Netwark [ - =
F'rn:rlmrmn'-HB-D LY L] B7S
Cable 9.841 8301 a.101
Corporate™ 711 1,780 1458
Tetal 10,960 §189%1 518201

{1] Enprtmament Gopup auints regersrd Tomg viarsgs | seprrmest @
ol emewri v 13 o P the Dmtertevemeat Lag

[4) Conpry prrcaely of raak, cash eguesitnn ond ot s

Feers Ended Decernber 1, fouliari) [Lid3 e LN

CAFITAL EXTPENDITURES
Time Warner:

Publishing 3 0 3 008 Al
Music [F1] ica L 1]
Cable L1 - N
Caorporate 1% 6 &4
Total $ 4 3 144 5 198
Entertainment Group:

Filme 4 Entertainment $ M3 MM 3 1o
Six Flags Theme Parks 4 4 14
Broadeasting-

The VW8 Metwork - - -
Programming-HB0C 10 |4 4
Cable" 1,191 78 151
Carporate ] H .
Total 3 165) 3133 5 &1)

i) Catie repasl arprndngrey =vre fonded o port s (b veri »0 0
U S DT Nane o vhe mmanent af F40] mation o 199] 5114 muian in
IR0 ) JI8 g o (W0 e 3
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Informaticn a1 o Time Yarners operivions n

different ‘.glr];.ﬁ 2zl arean o5 31 foi'owi

fegry Enced Decpmaer J 1 [ =elamn (E23Y IREr] (L1}
Revenues

Unized States™ $ 5T 5§ 454 3 4404
Europe 1552 1,443 1,194
Pacific Rim 775 714 58)
Rest of World 11) 18] 183
Toul . $ BO0&6T 5 7095 5 4S5@0
Operating Inecme

United Saates § 457 5 494 5 4
Europe 158 104 101
Pacific Rim 57 74 28
Feit of World 25 7 15
Total $ &% s 1l s 5
Asseuts

United Statel $ 19001 § 12961 S 14328
Europe 1.797 L7172 1,435
Pacific Rim 628 434 514
Reit ofVWarld 405 402 415
Toul $2L131 3 16716 5 16891

[1] Tame Wizmar | rreests €0 mel enchede Ehe rrveswrs i She Eaeriawesns
G, whwh hod arpart rewnswes of 31780 bt o 105, S187) bilar
o 1994 and 51850 selan in [ §9], provcrpady fram (v sy of Fimed
Ensprubevsgn prodiarsi gbesod

14. COMMITMENTS AND CONTINGENCIES

Total rent expenie amounted to 5174 milbon in 1995,
$157 millien in 1994 and 516) million in 1991 The
minimum rental commitments under noncancellable
long-term cperating leases are: 1994-5147 million, 1997-
$133 millian; 1998-5119 milion; 1999-3130 milhan;
2000-51213 million and after 2000.5923 million.
Minimum commitments and  guarangees
certain licensing, artises and other agreements aggregated
approwimately 519 billion at Dezember 31, 1995, which
are payable principally ower 3 five-year period, Such
amounts do rotinclude the Time Warner General Partnes

under

guarantees of approximately $6 billion of TWWE debt.

Percing legal proceedings are jubstantaily limited 1o
hugaton modental 1 the Jumwnesles of Tume Vvarner
alleged damajes v connecnon with clags aszion e s
and pending livgation with U 5§ WWEST In the opimon of
counse! and management the ultimaze resolunion ol theie
magzers will noc have a2 matera! effecs on the financal

statements of Time Warner

15. ADDITIONAL FINANCIAL INFORMATION

Additional finamcial information with respect o cash
flows i3 a3 follows

feery Esded Dwvember ]I, [liann) 1995 1 i)
Cash payments made
for interest T 45% 5 s % 100
Cash payments made
for income taxes Jo 1% 14
Tax-related distributions
received from TWWE 480 s -
24 50 51

Ir ome tax refunds received

During the years ended Decamber 31, 1995 and 1594,
Time Warner realized 535 million and §. 79 mullion, revpec-
uvely, from the securitization of recevabler MNoncash
investing and financing activities in 1995 included the 31.4
billion acquisivons of KBLCOM and Summit in exchange
for aapital stock (MNoe 4). the §1.16 billion acquartion of
ITOCHU's and Tashibas interests in TWE in exchange for
capinal stock and 510 million in cash (Mote 2) and the 51.8
tulion redempuon of Time Warner’s Reier Noter in
exchange for other debr securities (Note 8). Noncash
financing actwities in 199] included the issuance of
approximately $1.1 tillien of debentures in exchange for
the old Series C preferred 1tock (Note 5)

Oriher current labihtes consist of

Fpcemdgs ]I jmulige) 192 1984
Accrued expeniel 1 %1 0§ M4
Accrued compensation nr o8
Agcrued ncome el 173 L]}
Deferred revenuzs 64 55
Total $ 1564 § _Iﬂf
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Report of Management

The accompanying consolidated financial statements
have been prepared by management in conformity with
generally accepted accounting prenciples, and necessarily
include some amounts that are bated on management’s
best estimates and judgments.

Time Warner maincains a system of internal account-
ing :eﬂwmuiimil to provide management with reasen-
able assurance that assets are safeguarded againit loss
from unauthorized use or dispotition, and that transac-
tions are executed in accordance with management’
authorization and recorded properly. The concept of rea-
sonable assurance is based on the recognition that the
cost of a system of internal control should not exceed
the benefits derived and that the evaluation of those fac.
‘tors requires estimates and judgments by management,
Further, because of inherent limitations in any systemn of
internal accounting control, errors or irregularities may
occur and not be detected. Nevertheless, managemant
believes that a high level of internal control is maintained
by Time Warner through the selection and training of
gualified perionnel, the establishmen: and communica-
tion of aceounting and business policies, and its internal
audit program.

—_————— e

;
|

The Audit Commities of the Board of Diremmar:
comooted salely of directars wha are not empiogees of
Time Warner, meets periodically with managemer: an
with Time ¥Warner's internal auditory and indesencen:
auditars 1o review matters relating to the guilizy of
finantial reporting and internal accounting contral, and
the riture, extent and retults of their sudiis Time
Warner's internal auditors and independent audizors
have free access to the Audit Committee.

/é-v.i( ﬂ] }S—’F"‘\ (—F_;«).QJ_BS- i

CHRALD r. LEYIN MICHARD O PARSDRY
Chairman and

Cheef Exeeutive Officer

Prevideni

MICHARD | BRESLLEA
Seniar Vice Prenideat
end Chief Fingacial Offices

Report of Independent Auditors

THE BOARD OF DIMECTONS ANT SHAREHOLDERS
TIME WARNER INC.

Ve have audited the accompanying consolidated balance
sheet of Time Warner Inc. ("Time Warner™) as of
December 31,1995 and 1994, and the related consolidated
satements of operations, cash flows and shareholders’
egquity for each of the three years in the pericd ended
December 31, 1995, These financial statements are the
respontibility of Time Warner's management. Our respon-
umbity 5 [0 express an opinion on these financial state-
ment: based on our audics.

We conducted our audits in accordance with generally
accepred auditing standards. Those suandardi require that
we plan and perform the audic to obtain reasonable
asturance about whether the financal statements are free
of material misstatement An audit includes examining, on
3 test basis, evidence supporimg the amounts and disclo-
wres in the financial satements. An audit also includes
assessing the accounting principles wsed and significant

8

eitmates made by management, a1 well a3 evaluaung the
overall financial statement presentation Yve belweve that
our audits provide a reasonable basis for our opimion

In our opinion, the finant_. statements referred 1o
above preient fairly, in all material respects, the coniol.
dated financial position of Time YWarner at December 11,
1995 and 1994, and the consolidated results ef 1
operations and its cash flows for each of the three year:
in the period ended December 11, 1995, in conformy
with generally accepred accounting principles

M«rhu?

Mgw Tora, Mew Tark
February &, 1774
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Selected Financial Information

T.e selected financial infarmation for each aof the five
yerwrs in the perod ended December 11, 1995 tez forth
nelow has been derived from and should be read in con-
junetion with the financial statements and cther financial
infarmauon  presented eliewhere herein. Capitalized
terms are 13 defined and described in such consolidated
financial statements, or eliewhere herein. The selected
mszarical financial informagion for all pariods after 1992
relests the deconsolidation of the Entermainmant Group,
principally TYVE, effective January 1. 15%).

The selected historical financial informaton far 1995
reflects the issuance of 19.3 million shares of converuble
preferred stack having an aggregate liquidation preference
of §1.926 billion in connection with (i} the acquisiions of
KBLCOM and Summit and (i) the exchange by Toshia

and ITOCHU of their direct and indirect interests n TVWE
The selected historcal finangal infarmation fo= 1¥9]
refiects the istuance of 56.1 billion of long-term det and
the ute of 5.5 bidiion of cash and egqurvalents far the
exchange or redemption ol preferred stock hamng an
agrregate lquidaucn preference of $6.4 billion The
selected histarical f uancial infarmaton for 1991 reflects
the capitalization of WE on June 10, 1991 and asociated
refirancings, and the acquitivon of the 18.7% munority
interest in ATC a1 of June 30, 1991, uning the purthaie
method of accounting for business combinations

Per common shire amounts and average common
thares have been resuted to give wifect to the fourfor-ona
commen siock 1piit that oceurred on Septamber 10, 1992

tray Emdnd Drcombar )| friant troest par shen pmaunil i oy 18] i} 1]
Selectad Operating Statemant [nformation
Revenues s8 7 $ 7054 5 43581 13010 311
Ciepreciation and amortzation (11} 417 474 1172 1o
Butiness segment operating income™ 897 T i1 (BL} 1154
Equity in prezax income of Entertainment Group 254 7 H T -
Interest and other, net 877 714 718 LU Ll
Mezincofme (loss) (184} {55) (211 LY "
et o applicable to common shares (after preferred dividencs) (218) (1) (119 (342) (193
Per share of common 1ock:
MNeelogy™m 5 (05N $ (017 3 (0% 3 (144 3 (140}
Dwvidends $ 016 5 015 3 0N $023 3 0
Awerage comman sharey” 1818 1789 1747 g 181
Selected Balance Sheet Information
Inwatsrments in and amounts due to and from Enterminment Group 3 5714 3 3.3%0 3 5807 ] - 3
Toml aises w1 181s ihA%] 17.0es 4am
Lang-term debt 5507 8819 9.1 10,040 LI
C ampany-obligated mandatorily redecrnable preferred
se:uriues of ubsiduries halding soiely subordinated
notes and debentures of the Company'™ 949 - - - -
Shareholders’ equity:
Preferred stock liguidation preference 1994 143 140 4301 4154
£5uity apphicable to commaon stock 473 1,008 1,110 1415 1141
Toual shareholders” eguity 1847 | 148 L1 LT [ELL]
Toral capualizauen 14,321 2947 10,441 ___11!11. 1.014
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g Mt Demppa eich eert mvertend 0 Oesed Bowe) pepmen: pperesg e for o pri vl

13 1o renirertuen g of the By daphep Dwenesn

50 Fue mgn icen e 4 prar et ODegeember 11, 1) exiainn a0 artrpeedacy i e P TS of drdn af 141
o g prer paded Deopmder 110 #0] eciefn oo nevrperfeacy B o0 (e roEmast o ded af 117 dian

gy B i weagi) ww=si iy

Daremsge Fi 1 PF] walefei @ Fi el (e TR

s [§ | pot gpmvman i) Py nat i

(11T pre cnmvmun shpre) #nd o= wnmtasl 771 o

170 maian (5 11 por cammpas Bhare) from g efenn of the me oo tor dew £ Temp Wazenas | drfernd ewmme o bbbty

w Ao putt 193], Tomg Wirmer g ted

STprep wrrn wied 4 fert mdvborgeris wedes Temg Womerd basd ordd gpoTeTesL
Fo g pRar wield Aot Dren redeted 18 1)) mdaa g ST 70 pre cornener ihecr !

F Bl L

i 3100 main of segieend Wit S5 000 srdeemet o foet e Dy Wvmrmes L

Vi pmrgld by Tomr Wiz

90
Timg

o asie of 1100 mullign shorrn of comman jeak Puriennt 8 @ rph ey Ne

percerdi of b2 410 pian fram e SR

If eng rpoes wifeeey Bl bewn fepeted 0 1 Bepeses | of 10F1 rei Bl
ey =il ey pees 111 ] emdlas itee W L ek e |

can eppraeemr iy | ]| endias vhorwi W PrElen BN I

e RN




ATTACHMENT C
I :l'f""*ft"-

Sandra B, Mortham
Secretary of State

April 26, 1996

TIME WARNER CONNECT
C/O CT CORPORATION SYTEM
TALLAHASSEE, FL

The Pannership Registration Statement for TIME WARNER CONNECT, a
Florida partnership, was filed on April 26, 1996 The document number o this

filing is PE600000235.
Enclosed is the certification you requested.

Please be aware if the partnership address changes, it is the responsibility of the
parinarship to notify this office.

Shouid you have any questions regarding parinerships, please contact this office
at lhe address given below.

Sincerely,
Buck Kohr
Corporate Specialist
Parinership Section

Division of Corporalions Letter Number: 496A00020076

Division of Corporations - .0 BOX 6327 ‘Tallahussee, Florida 32314

¢l 'd Wo3TINL pb:0[ NHL 96-6 -AbW
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Department of Hiate

| certify the attached is a true and correct copy ol the Parinership Registralion
Statement of TIME WARNER CONNECT, a Florida partnorship, filed on
April 26, 1996, as shown by the records of this office.

The document number issued to this filing is GPSED0000235.
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= PARTNERSHIP REGISTRATION STATEMENT

s Time Warneg Coongct o R <
IName of Partsership) .._."_.J‘_""
.8 2
o2 New York — 3 — 1_:-Ja~mgia G
Siate/County ol Formailon B T:mbﬂ‘%, ;.;5:-;‘-1':"
Npr
a_ 75 Rockefeller Ploza, New York, Neu York 10019 ‘E’v {;!Fr:ﬁ:'
[Strest Addeens of Chicd Executive Office) -0 >
3 %
5. 7600 MeCotmick Drive, Sulte 2335 7 B
— r.’ ,E':_.‘!
Clearwvater, Florida 34619 o "E'*

= ﬁlr:t‘._m_ﬁ'ﬁl F'nn.:tpd Oilice on Fm:”mpﬁ ey
6. In accordance with 5. 620.8105(1)(e)(| & D), Florida Statutes, required partner information is provided in one
of the following options:

3] Attached is a list of the names and mailing addresses of ALL pariners and Flarida Registration Numbers,
if other than individuals, or:

The name and street address of the agent in Flonida who shall maintain a list of the names and addresses

ol all partners:
If OTHER THAN INDIVIDUAL,
NAME & FLORIDA STREET ADDRESS FLORIDA REGISTRATION
OF FLORIDA AGENT NUMBER

Ii:cany of the partners are other (han individuals, its enuty name and Florida Registration Number must be listed
low:

W Sarvice Holding I, L.P. E95000000154 o
TW Service Holding 11, L.P. 895000000353
= Partner Ertity Name Florids Documert #

The eaccution of this stalement as @ partner constitutes an alfirmation under the penaliies of peryury that the facts
stated herein are true.

Signed this ,.!gf‘* day of April .19 94
TW Service Holding I, L.F.

Signatures of TWQ Partners: E?_L}:LE.LL f~ WD
Eervice iId 1, L.F.
e Ay Pt -

Typed or printed name of pariners sigming above: Diane Moas, Vice President & Aggl. Secretary
FlingFee. 85000 = |
ERIEOMESITY Catlilied copy: -~ - $52.50 (bptidnal)

Cerlificate of Statuk::, 7 § B.75 (optional)

v d BUHERYE Sb:01 NHL 35-6 -Ava
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List of Partnciy and Adglresses

TW Service Holding 1, L.P.
75 Rockefeller Plaza
New York, NY 10019

TW Service Holding 11, L.P.

75 Rockefeller Plaza
New York, NY 10019

TWI3TIML

9b:01 NHL 98-8 -\WH




ATTACHMENT D LD Pesale lert.

TIME WAANERD CONNECT BILLING BaTE BILLING NUMEER |
Ba00 WEST TIOWELL 1185 /%5 yIw-0003 % |
HOUETON, TX 77050
PATMENT Cul ACCOUMT NUMZER i
TlME WAENER 1115755 JaFoonle
Connect
AMOUNT DUE: 3 83.4L
AMCUNT PAID &
JERe LICHTS PATHMENT STU3 MESSACE AREA,
BLD2 W TIOUELL b LIKES WITH 25 CHARACTERS
HOUSTON @ T7CL0 EACH, CONRAIMING A mONTHLY

USER DEFINED MESSACE AREA.

PLEASE TEAR ALOMC THE DOTTED LINE AND RETUAN ASOVE POATION WITw PAYMENT - DO WOT FOLD.

BILLING WUMAER @T'ME WARNEH ;:-:; ::::E:I:E:ficr

WOUSTON, Tx T7CLOD
— Connect
JEFF LIGHTS PALE i
BILLING DATE | PATHENT DUE | PREVIOUS 8AL | PATMENTS RECD | CURRENT CHARACES | AMOUNT DUE
(E s F R R e e PR R R R s L P R AR I PR PR TN AR PN RN R RN NS NN N AR TR SN R R S AN R R R P E AR E YY)
MoWss | nnses | .00 | .02 | 23,64 | B3 .84
. CUSTOMER MESSAGE AREA USED FOR SPECIAL

GREETINCS. TWO LINES OF &0 CHARACTERS.

R T R T r L i et i s e e et R P Y]

CUSTEMER BILLING DETAIL

SN EE NN RN SN RN RN SN IS E NN IR SRR AN G RN AR

AmCUNT T TorAL  TOTAL OUE
PATMEMTS RICEIVED THARCUGH 11701795 .00
CURRENT CHARLES:
BASIC SEaVILE . -
1 BASIC MONTHLY CMARCE ~ 110195 11/730,98 15,30 1.39 15.49
1 BASIC MONTHLY CHARGCE 10/10/95-10/31795 10,34 1.0l 11,35
FED T STATE 1.5& LOCAL .12 z.60 2.40
TOrAL CUSRENT CMARGES FOR BASIC SERVICE 27.08
CALL PACKAGE 1 9,08 .89 9.97 .97
PACKAGE INCLUDES: CALL WAITIKG, CALL FORWARDING £ J-uWav CaLll
CUSTOM FEATURES
1 CALLER D 10095 - 11230295 5.8% .58 8.43
1 CALLER D 10/10/9%-10/31/95 £.23 &1 L. &L
FEd 3 STATE &3 LogaL .05 JF9 JF9
TOTAL CUAREMT CMARGES FOR CUSTOM FEATURES 1,07
INSTALLATION & OTHER CHG
OINSTALLATION=-8ASIC SERVICE 1071095 30.00 2.9 32.%1
1 OINSTALLTION-CUSTOM FEATURES 10710495 2.L0 23 2.43
FED L7 STATE 2.0}  LoOCAL & Y. 18 1o1s
35,58

TOTAL CURRENT CHARGES FO8 (WSTALLATION L OTHER CHG




TIME WAAINER CONNELDT BILLING DATE EILLING au=Eiz |
B00 WEST TIOWELL 13701475 329-0003 9 |
BOUSION, TX 77040 e b LR e b e S S e
PATHENT OUE ACCOUNT wimd:id l
TIME WARNER g | ey |
Connect
AN OUE: 3 3.5
AMIUNT PAID:
JEFFad |GHTS PATMENT STUA MESSACE AREA.
8402 U TIOWELL 4 LIMES WITH 26 CHARACTERS

Tx 77050 EACH, COMTAINING A MOWTHLY

WOUSTON
USER DEFIWED MESSACE ARFA.

TIME WARNER 355 Ceir T ol

Connect WOUSTON, 1% 77040

BILLING WuM3ER

329-0003 §

JEFF LIGHTS Pace 2

BILLING DATE | PAYMENT OUE | PREVIOUS 8AL | PATMENTS RECO | CURRENT CHARGES | peruNT DUT

eyttt T I TR AR PR R PR AR PR R PR LR PR RAL DL LR R AL LLE LA R L Ll Sl

Thealses | 1SR | 00| .0g | 83,44 | a3.64

CUSTOMER MESSAGE AREA USED FOR SPECIAL
GREETINGS. TWO LIMES OF &40 CHARACTERS.

Tttt eI PSR PR R RN RN E R R R T R e PR e R e E e R R R R Rl
CUSTOMER BILLING DETAIL

SN NN NN NS IR SIS NS F NSRS RNNE I RIS A RIS EET NN EF TR

AMOUNT Tax TaraL foray out

Fgo 2.29  STATE L.77 LoctaL 33

TArAL AROUNT DUE

focal subscribers processed S for Q703 V101295




————— 372 11 ’5§ 15:28 COMPUTOSZRVICE
p

i3

TIME WARNER

Connect pizi

TR el
Tiin T TALE
|
c5r01 /98 2t0-415-8088.5 |
Lzia
: R ]
| TIME VARNZ2 COMMECSH Blunles IeSUIRLES
i.
il -
i}; ToTaL OF [TEaIZiD Calls FACHE BC0- 34401500
#
E CaLL cale TERSIHATIAD HEF LTI ComaiC! HiWJTES AmCLNT
] DATE " TTPE PLALE WwsEd Timi

DOMESTIC DIFECT DIALED

1 £3saLy95  DIALED DAY wEwFCal &1 L01-2L3-9997 12: 119 5.0 1,23
» 03725795  DIALED Dar pak MCWICA A 1103905999 10:354 1.9 95
1 0l/28/94 DlALED £VE growwIViLLD 12 2103159999 10:62 5.0 1.3
L Ge/0LsR4  DIALED WTE EREIVILLE 1a A15-585-3659 111432 2.9 JBS
4 pas0%/94  DUIALED Dar LT Ul L1L-ATE-SSR g:27p 23.0 5.5%
4 GLyCAJ9E  DIALED VE DENVER eo 103-326-99 T:hi4 L0 1.45
7 GAJ13/54 DIALED WTE FORT 15AEEL T 20-TH1-8999 11:392 1.¢ 2.10
'|— '
: Sunpadl OF LOWS DISTANCE CwdRCEE F2R TimE uaRLER CONNILY
I
l"-" B S ——— - R
T1ME WLARER COKKECT CHARGEY %1)}.70
Tan:Fed L1 Stace 22 Lecal Gl komedes ] 1 .5
';.—_;...a:_'-'"-_111....;;1...;:“..“11:-—91;111-|:||vlrll.l.l[u-ljlnl--ltll.lrlilllllllsllIIIIIIIITtl!IIZLIl

TIME WARNEZ COMNTZT 10TAL CRARLLS $£14.33




m— e —

AR

*g5 1623 coreyutesER T )

]
.

TIME WARNER - S i e

Connect

ragl

| _210-815-2823-5

CS5/01755

|
210-333 - 1022:7_ |

Lo"3a

-

TINE WARNEZ COMMECT

TOTAL OF ITERIZED CALLS

BILLING [wculRIES

Pudni BOC-184-L532

e

|— CaLL CALL TEaminal (W TERMIEAT LS CoasECT MIKLTES AT
l DATE TTPE PLACE Wit TieE
CALLING CALD CALLS
t B3/25755  DIALED QAT fuwcat 1 L0v-REL-99%9 11112 5.0 1.15
Facs wITIN Tx 210-331-4283
7 ©3/257,96  DLALED DAY Gav mIKica A 310-391-6949 10344 2.0 8 1
Fa0m AUSTIN , te 216-331-8438
3 03/28/%4  DI4ALED EVE SROwKEVILLE CTE 2105449099 10:022 4.0 1.3%
faRom AUSTIN s 1% 210-3%2-g2E3
1
i[ SLAwART CF LONG DISTAKCE CHARGES Foa TIME Wa2KER COwwECT
L ®
1i
[i=f WARwTR COMNECT CRIZCZES £3.%9
00 wecal G  Wen-Rew .0a 3.1

Tanifed

T==sar

LA State

qro sme = EEsAIEIEAS AT I DRr TS ED Tt ST LLEL L (T T T 84

TimE wARNERQ COKNEDT TOTAL CRARCES

tEAveREERIRIIEARTE

:r1l!:llII!lllInli)l-l:tllllIllit

33,56
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1)
(]
-
.
W
o
o

§:3% COMPUTOSIRVICT

TIME WARNER IS :

Connect $aif 3

85/01/56 210-44L-2000-5 |

LOGD

TimMf WaIkER COWNECT BILLING IKSUIRIES

- i
]

OTAL OF ITEMIZED CALLS puONE B00-184-45C3 [E
i\

T

CALL . CaLl TERMINATINE TEAM{WATING ConMECT HIKUTES A
DATE L § LH PLALE ' wwicid Iind

PERSOKAL TOLL FREE SERVICE
{ 05/01/94  DIALED DAY ATLANTA SgaA L0L-281-55%9 15:45 8.0 3.00
2 £af02/95  OLALED DAY Ex5T TNy Wl L1G-8A2-9999 7454 .0 3

giseaRr OF LOKG DISTANCE CRARLES FOL TIME WAIKER ComNiCT

TiME WARNER SOaNSCT CHARCES 55.53
Tarifud b State 22 L=zal B3 Mencdes e 3 Lk

:lilltilllluttll-l:!.-ttllljlll-li:tlnltl--ISIquI:I--Ir!

LA

griggnErsTEaArIEIYeeFiiinewt Rl aasEftaesETIZERESEIAEREE

TIME WARWIR CONKECT TOTaL CWARSLS




pmmem—FR 11 '35 16F3T corPuUTOSEWIT Y

O TME WARNER

Connect

210-444-3000-9 _]l

| 210-615-2288-9 0$/01/95

LEE0

u
w

TIME L2EWER COMNECT

1 70TAL OF TEMIZED caLls

A[LLING IRDJIRIET

pront BI0-Jbh-L9L0

CaLL CALL TERMIRATING

DATE TTPE PLACE WuH3ER

TERMILATIRG COMNERT

AIEUTES  AMOUNT

cELLLLAR SEAVICE

1 04/05/95  DIALID O4Y SaM HONICTA £a 310-371-3%9 4.0 2.09
2 ei/11/96  DIALED EVE HIKNEARPOLS MY 40T7-250-5%99 1.0 50
susplART OF LOWG DISTAKCE CHARCES FOA Tlné_uulttl. CoNyELCT ﬂ
- e ]
TiME UARKER COWMECT CrARGIS £2.50
5 .00

. Tax:fed

wadEE lﬂill"ﬂlll._li‘l"-‘mﬂlﬂl’“llﬂ'!:ll'-'! sEsRIETaTrIdesss

finT vARKEA coswEcT T07AL CHARCES

03  S3ate 00 Lecal 00 ken-Res

FssumEEeal SeesrismEAEEResT

£2.50



Commissioners:

SUSAN F. CLARK, CHAIRMAN DIVISION OF RECORDS &

J. TERRY DEASON REPORTING
JULIA L. JOHNSON BLANCA §. BAYO
DIANE K. KIESLING DIRECTOR

(904) 413-6770

Public Serbice Commission

JOE GARCIA

June 5, 1996

Ms. Jill Nickel Butler

Time Wamner Communications
2773 Red Maple Ridge
Tallahassee, Florida 32301

Docket No. 960700-T1
Dear Ms. Butler:

This will acknowledge .cceipt of an application for certificate (o provide
interexchange telecommunications service by TIME WARNER CONNECT, which was filed
in this office on June 4, 1996 and assigned the above-referenced docket number.

Appropriate staff members will be advised.

A tentative schedule of events in your docket (referred to as a Case Assignment and
Scheduling Record or CASR) should be available, upon request, ten (10) working days after
establishment of the docket. You may contact the Records Section at (904) 413-6770 or by
fax at (904) 413-7118 to request that a copy of the case schedule be faxed or mailed to you.
The schedule of events provides you with an opportunity to anticipate completion stages of
work in the docket. These dates are subject to change; therefore, you may wish to call the
Records Section periodically to obtain revised schedules for your docket. For firm dates of
hearings or other activities, please look to the Commission’s official notices and orders.
You can also obtain information on your docket by accessing the PSC HomePage on the

Internet, at http://www.state.fl.us/psc/.

Singerely,

At - i
Linda C. Williams
Commission Deputy Clerk Supervisor

Fi,

CAPITAL CIRCLE OFFICE CENTER e 2540 SHUMARD OAK BLVD ® TALLAHASSEE, FL 32399-0850
An AfMirmative Acton/Equal Opporunity Employer Internet E-mail: CONTACT@PSC STATE.FL.US
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