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The Company’s total rent expense, which primarily includes facility rental expense and pole attachment rental
fees, amounted to $182 million in 2007, $149 million in 2006 and $98 million in 2005.

Contingent Commitments

The Six Flags Guarantee

Prior to the restructuring of TWE, which was completed in March 2003 (the “TWE Restructuring”), TWE had
various contingent commitments, including guarantees, related to TWE’s non-cable businesses, including Warner
Bros., Home Box Office, and TWE’s interests in The WB Television Network (which has subsequently ceased
operations), Comedy Central (which was subsequently sold) and the Courtroom Television Network (d/b/a truTV
effective January 1, 2008) (collectively, the “Non-cable Businesses”). In connection with the TWE Restructuring,
some of these commitments were not transferred with their applicable Non-cable Business and they remain
contingent commitments of TWE. Specifically, in connection with the Non-cable Businesses’ former investment in
the Six Flags theme parks located in Georgia and Texas (“Six Flags Georgia” and “Six Flags Texas,” respectively,
and, collectively, the “Parks”), in 1997, Time Warner and TWE each agreed to guarantee (the “Six Flags
Guarantee”) certain obligations of the partnerships that hold the Parks (the “Partnerships”) for the benefit of
the limited partners in such Partnerships, including the following (the “Guaranteed Obligations”): (a) making a
minimum annual distribution to the limited partners of the Partnerships (the minimum was approximately
$58.2 million in 2007 and is subject to annual cost of living adjustments); (b) making a minimum amount of
capital expenditures each year (an amount approximating 6% of the Parks’ annual revenues); (c) offering each year
to purchase 5% of the limited partnership units of the Partnerships (plus any such units not purchased pursuant to
such offer in any prior year) based on an aggregate price for all limited partnership units at the higher of
(1) $250 million in the case of Six Flags Georgia and $374.8 million in the case of Six Flags Texas (the “Base
Valuations™) and (ii) a weighted average multiple of EBITDA for the respective Park over the previous four-year
period (the “Cumulative LP Unit Purchase Obligation”); (d) making annual ground lease payments; and (e) either
(i) purchasing all of the outstanding limited partnership units through the exercise of a call option upon the earlier of
the occurrence of certain specified events and the end of the term of each of the Partnerships in 2027 (Six Flags
Georgia) and 2028 (Six Flags Texas) (the “End of Term Purchase”) or (ii) causing each of the Partnerships to have
no indebtedness and to meet certain other financial tests as of the end of the term of the Partnership. The aggregate
amount payable in connection with an End of Term Purchase option on either Park will be the Base Valuation
applicable to such Park, adjusted for changes in the consumer price index from December 1996, in the case of Six
Flags Georgia, and December 1997, in the case of Six Flags Texas, through December of the year immediately
preceding the year in which the End of Term Purchase occurs, in each case, reduced ratably to reflect limited
partnership units previously purchased.

In connection with Time Warner’s 1998 sale of Six Flags Entertainment Corporation (which held the
controlling interests in the Parks) to Six Flags Inc. (formerly Premier Parks Inc.) (“Six Flags”), Six Flags,
Historic TW Inc. (formerly known as Time Warner Inc., “Historic TW”’) and TWE, among others, entered into a
Subordinated Indemnity Agreement pursuant to which Six Flags agreed to guarantee the performance of the
Guaranteed Obligations when due and to indemnify Historic TW and TWE, among others, in the event that the
Guaranteed Obligations are not performed and the Six Flags Guarantee is called upon. In the event of a default of
Six Flags’ obligations under the Subordinated Indemnity Agreement, the Subordinated Indemnity Agreement and
related agreements provide, among other things, that Historic TW and TWE have the right to acquire control of the
managing partner of the Parks. Six Flags’ obligations to Historic TW and TWE are further secured by its interest in
all limited partnership units that are held by Six Flags.

Additionally, Time Warner and Warner Communications Inc. (“WCI”), a subsidiary of Time Warner, have
agreed, on a joint and several basis, to indemnify TWE from and against any and all of these contingent liabilities,
but TWE remains a party to these commitments. In the event that TWE is required to make a payment related to any
contingent liabilities of the TWE Non-cable Businesses, TWE will recognize an expense from discontinued
operations and will receive a capital contribution from Time Warner and/or its subsidiary, WCI, for reimbursement
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of the incurred expenses. Additionally, costs related to any acquisition and subsequent distribution to Time Warner
would also be treated as an expense of discontinued operations to be reimbursed by Time Warner.

In November 2007, Moody’s Investors Service, Standard & Poor’s and Fitch Ratings downgraded their credit
ratings for Six Flags. To date, no payments have been made by Historic TW or TWE pursuant to the Six Flags
Guarantee. In its quarterly report on Form 10-Q for the period ended September 30, 2007, Six Flags reported an
estimated maximum Cumulative LP Unit Purchase Obligation for 2008 of approximately $305 million. The
aggregate undiscounted estimated future cash flow requirements covered by the Six Flags Guarantee over the
remaining term of the agreements are approximately $1.4 billion. Six Flags has also disclosed that it has deposited
approximately $13 million in an escrow account as a source of funds in the event Historic Time Warner or TWE is
required to fund any portion of the Guaranteed Obligations in the future.

Because the Six Flags Guarantee existed prior to the Company’s adoption of FASB Interpretation No. 45,
Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others (“FIN 457), and no modifications to the arrangements have been made since the date
the guarantee came into existence, the recognition requirements of FIN 45 are not applicable to the arrangements
and the Company has continued to account for the Guaranteed Obligations in accordance with FASB Statement
No. 5, Accounting for Contingencies. Based on its evaluation of the current facts and circumstances surrounding the
Guaranteed Obligations and the Subordinated Indemnity Agreement (including the recent financial performance
reported for the Parks and by Six Flags), the Company has concluded that a probable loss does not exist and
consequently, no liability for the arrangements has been recognized at December 31, 2007. Because of the specific
circumstances surrounding the arrangements and the fact that no active or observable market exists for this type of
financial guarantee, the Company is unable to determine a current fair value for the Guaranteed Obligations and
related Subordinated Indemnity Agreement.

Other Contingent Commitments

TWC has cable franchise agreements containing provisions requiring the construction of cable plant and the
provision of services to customers within the franchise areas. In connection with these obligations under existing
franchise agreements, TWC obtains surety bonds or letters of credit guaranteeing performance to municipalities and
public utilities and payment of insurance premiums. Such surety bonds and letters of credit as of December 31, 2007
and 2006 totaled $299 million and $328 million, respectively. Payments under these arrangements are required only
in the event of nonperformance. TWC does not expect that these contingent commitments will result in any amounts
being paid in the foreseeable future.

TWC is required to make cash distributions to Time Warner when employees of the Company exercise
previously issued Time Warner stock options. For more information, see “Market Risk Management—Equity Risk”
below.

MARKET RISK MANAGEMENT

Market risk is the potential gain/loss arising from changes in market rates and prices, such as interest rates.
Interest Rate Risk

Variable-rate Debt

As of December 31, 2007, TWC had an outstanding balance of variable-rate debt of $5.256 billion, which
excludes an unamortized discount adjustment of $5 million. Based on TWC’s variable-rate obligations outstanding
at December 31, 2007, each 25 basis point increase or decrease in the level of interest rates would, respectively,
increase or decrease TWC’s annual interest expense and related cash payments by approximately $13 million. Such
potential increases or decreases are based on certain simplifying assumptions, including a constant level of variable-
rate debt for all maturities and an immediate, across-the-board increase or decrease in the level of interest rates with
no other subsequent changes for the remainder of the period.
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Fixed-rate Debt and TW NY Preferred Membership Units

As of December 31, 2007, TWC had fixed-rate debt and TW NY Preferred Membership Units with an
outstanding balance of $8.611 billion, including an unamortized fair value adjustment of $126 million, and a fair
value of $9.034 billion. Based on TWC’s fixed-rate debt obligations outstanding at December 31, 2007, a 25 basis
point increase or decrease in the level of interest rates would, respectively, decrease or increase the fair value of the
fixed-rate debt by approximately $174 million. Such potential increases or decreases are based on certain
simplifying assumptions, including a constant level of fixed-rate debt and an immediate, across-the-board
increase or decrease in the level of interest rates with no other subsequent changes for the remainder of the period.

Equity Risk

Some of TWC’s employees have been granted options to purchase shares of Time Warner common stock in
connection with their past employment with subsidiaries and affiliates of Time Warner. TWC has agreed that, upon
the exercise by any of its officers or employees of any options to purchase Time Warner common stock, TWC will
reimburse Time Warner in an amount equal to the excess of the closing price of a share of Time Warner common
stock on the date of the exercise of the option over the aggregate exercise price paid by the exercising officer or
employee for each share of Time Warner common stock. At December 31, 2007, TWC had accrued $36 million of
stock option distributions payable to Time Warner. That amount, which is not payable until the underlying options
are exercised and then only subject to limitations on cash distributions in accordance with the senior unsecured
revolving credit facilities, will be adjusted in subsequent accounting periods based on changes in the quoted market
prices for Time Warner’s common stock. See Note 10 to the accompanying consolidated financial statements.

CRITICAL ACCOUNTING POLICIES

The SEC considers an accounting policy to be critical if it is important to the Company’s financial condition
and results of operations, and if it requires significant judgment and estimates on the part of management in its
application. The development and selection of these critical accounting policies have been determined by the
management of TWC and the related disclosures have been reviewed with the Audit Committee of the Board of
Directors of TWC. Due to the significant judgment involved in selecting certain of the assumptions used in these
areas, it is possible that different parties could choose different assumptions and reach different conclusions. For a
summary of all of the Company’s significant accounting policies, see Note 3 to the accompanying consolidated
financial statements.

Asset Impairments
Goodwill and Indefinite-lived Intangible Assets

Goodwill impairment is determined using a two-step process. The first step of the process is to compare the fair
value of a reporting unit with its carrying amount, including goodwill. In performing the first step, the Company
determines the fair value of a reporting unit by using two valuation techniques: a discounted cash flow (“DCF”)
analysis and a market-based approach. Determining fair value requires the exercise of significant judgments,
including judgments about appropriate discount rates, perpetual growth rates, relevant comparable company
earnings multiples and the amount and timing of expected future cash flows. The cash flows employed in the DCF
analyses are based on TWC’s budget and long-term business plan, and various growth rates have been assumed for
years beyond the long-term business plan period. Discount rate assumptions are based on an assessment of the risk
inherent in the future cash flows of the respective reporting units. In assessing the reasonableness of its determined
fair values, the Company evaluates its results against other value indicators such as comparable company public
trading values, research analyst estimates and values observed in private market transactions. If the fair value of a
reporting unit exceeds its carrying amount, goodwill of the reporting unit is not impaired and the second step of the
impairment test is not necessary. If the carrying amount of a reporting unit exceeds its fair value, the second step of
the goodwill impairment test is required to be performed to measure the amount of impairment loss, if any. The
second step of the goodwill impairment test compares the implied fair value of the reporting unit’s goodwill with the
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carrying amount of that goodwill. The implied fair value of goodwill is determined in the same manner as the
amount of goodwill recognized in a business combination. In other words, the estimated fair value of the reporting
unit is allocated to all of the assets and liabilities of that unit (including any unrecognized intangible assets) as if the
reporting unit had been acquired in a business combination and the fair value of the reporting unit was the purchase
price paid. If the carrying amount of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an
impairment loss is recognized in an amount equal to that excess.

The impairment test for other intangible assets not subject to amortization involves a comparison of the
estimated fair value of the intangible asset with its carrying value. If the carrying value of the intangible asset
exceeds its fair value, an impairment loss is recognized in an amount equal to that excess. The estimates of fair value
of intangible assets not subject to amortization are determined using a DCF valuation analysis. The DCF
methodology used to value cable franchises entails identifying the projected discrete cash flows related to such
franchises and discounting them back to the valuation date. Significant judgments inherent in this analysis include
the determination of discount rates, cash flows attributable to cable franchises and the terminal growth rates.
Discount rate assumptions are based on an assessment of the risk inherent in the future cash flows generated as a
result of the respective intangible assets.

Goodwill and indefinite-lived intangible assets, primarily the Company’s cable franchise agreements, are
tested annually for impairment during the fourth quarter or earlier upon the occurrence of certain events or
substantive changes in circumstances. The Company’s 2007 annual impairment analysis, which was performed
during the fourth quarter, did not result in any impairment charges. However, over the past year, the decline in the
Company’s stock price has resulted in a lower estimated fair value for each of the Company’s reporting units.
Similarly, the Company has experienced declines in the values of its cable franchises. The result of this decline is
that the estimated fair value of the Los Angeles reporting unit approximates its carrying value, and the fair values of
the cable franchises in many of the Company’s geographic regions approximate their carrying values. Accordingly,
any future declines in estimated fair values will likely result in goodwill and cable franchise impairment charges. It
is possible that such charges, if required, could be recorded prior to the fourth quarter of 2008 (i.e., during an interim
period) if the Company’s stock price, its results of operations, or other factors require such assets to be tested for
impairment at an interim date.

To illustrate the magnitude of a potential impairment charge relative to future changes in estimated fair value,
had the fair values of each of the reporting units and cable franchises been hypothetically lower by 10% as of
December 31, 2007, the Company would have recorded goodwill and cable franchise impairment charges of
approximately $1.5 billion, and had each of the values been hypothetically lower by 20%, the Company would have
recorded goodwill and cable franchise impairment charges of approximately $5.0 billion.

Long-lived Assets

Long-lived assets (e.g., customer relationships and property, plant and equipment) do not require that an
annual impairment test be performed; instead, long-lived assets are tested for impairment upon the occurrence of a
triggering event. Triggering events include the likely (i.e., more likely than not) disposal of a portion of such assets
or the occurrence of an adverse change in the market involving the business employing the related assets. Once a
triggering event has occurred, the impairment test employed is based on whether the intent is to hold the asset for
continued use or to hold the asset for sale. If the intent is to hold the asset for continued use, the impairment test first
requires a comparison of undiscounted future cash flows against the carrying value of the asset. If the carrying value
of the asset exceeds the undiscounted cash flows, the asset would be deemed to be impaired. Impairment would then
be measured as the difference between the fair value of the asset and its carrying value. Fair value is generally
determined by discounting the future cash flows associated with that asset. If the intent is to hold the asset for sale
and certain other criteria are met (e.g., the asset can be disposed of currently, appropriate levels of authority have
approved the sale, and there is an active program to locate a buyer), the impairment test involves comparing the
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asset’s carrying value to its fair value. To the extent the carrying value is greater than the asset’s fair value, an
impairment loss is recognized for the difference.

Significant judgments in this area involve determining whether a triggering event has occurred, determining
the future cash flows for the assets involved and determining the proper discount rate to be applied in determining
fair value. In 2007, there were no significant long-lived asset impairments.

Multiple-element Transactions

Multiple-element transactions involve situations where judgment must be exercised in determining the fair
value of the different elements in a bundled transaction. As the term is used here, multiple-element arrangements
can involve:

* Contemporaneous purchases and sales (e.g., the Company sells advertising services to a customer and at
the same time purchases programming services);

» Sales of multiple products and/or services (e.g., the Company sells video, high-speed data and voice
services to a customer); and/or

* Purchases of multiple products and/or services, or the settlement of an outstanding item contemporaneous
with the purchase of a product or service (e.g., the Company settles a dispute on an existing programming
contract at the same time that it enters into a new programming contract with the same programming
vendor).

Contemporaneous Purchases and Sales

In the normal course of business, TWC enters into multiple-element transactions where the Company is
simultaneously both a customer and a vendor with the same counterparty. For example, when negotiating the terms
of programming purchase contracts with cable networks, TWC may at the same time negotiate for the sale of
advertising to the same cable network. Arrangements, although negotiated contemporaneously, may be documented
in one or more contracts. In accounting for such arrangements, the Company looks to the guidance contained in the
following authoritative literature:

e Accounting Principles Board Opinion No. 29, Accounting for Nonmonetary Transactions;

e FASB Statement No. 153, Exchanges of Nonmonetary Assets—an amendment of APB Opinion No. 29;

e Emerging Issues Task Force (“EITF”) Issue No. 01-9, Accounting for Consideration Given by a Vendor to a
Customer; and

e EITF Issue No. 02-16, Accounting by a Customer (Including a Reseller) for Certain Consideration
Received from a Vendor (“EITF 02-167).

The Company’s accounting policy for each transaction negotiated contemporaneously is to record each
element of the transaction based on the respective estimated fair values of the products or services purchased and the
products or services sold. The judgments made in determining fair value in such transactions impact the amount of
revenues, expenses and net income recognized over the respective terms of the transactions, as well as the respective
periods in which they are recognized.

In determining the fair value of the respective elements, TWC refers to quoted market prices (where available),
historical transactions or comparable cash transactions. The most frequent transactions of this type that the
Company encounters involve funds received from its vendors, which the Company accounts for in accordance with
EITF 02-16. The Company records cash consideration received from a vendor as a reduction in the price of the
vendor’s product unless (i) the consideration is for the reimbursement of a specific, incremental, identifiable cost
incurred in which case it would record the cash consideration received as a reduction in such cost or (ii) the
Company is providing an identifiable benefit in exchange for the consideration in which case it recognizes revenue
for this element.
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Sales of Multiple Products or Services

The Company’s policy for revenue recognition in instances where multiple deliverables are sold
contemporaneously to the same counterparty is based on the guidelines of EITF Issue No. 00-21, Revenue
Arrangements with Multiple Deliverables, and SEC Staff Accounting Bulletin No. 104, Revenue Recognition.
Specifically, if the Company enters into sales contracts for the sale of multiple products or services, then the
Company evaluates whether it has fair value evidence for each deliverable in the transaction. If the Company has
fair value evidence for each deliverable of the transaction, then it accounts for each deliverable in the transaction
separately, based on the relevant revenue recognition accounting policies. If the Company is unable to determine
fair value for one or more undelivered elements of the transaction, the Company recognizes revenue on a straight-
line basis over the term of the agreement. For example, the Company sells video, high-speed data and voice services
to subscribers in a bundled package at a rate lower than if the subscriber purchases each product on an individual
basis. Subscription revenues received from such subscribers are allocated to each product in a pro-rata manner
based on the fair value of each of the respective services.

Purchases of Multiple Products or Services

The Company’s policy for cost recognition in instances where multiple products or services are purchased
contemporaneously from the same counterparty is consistent with the Company’s policy for the sale of multiple
deliverables to a customer. Specifically, if the Company enters into a contract for the purchase of multiple products
or services, the Company evaluates whether it has fair value evidence for each product or service being purchased. If
the Company has fair value evidence for each product or service being purchased, it accounts for each separately,
based on the relevant cost recognition accounting policies. If the Company is unable to determine fair value for one
or more of the purchased elements, the Company recognizes the cost of the transaction on a straight-line basis over
the term of the agreement.

This policy also applies in instances where the Company settles a dispute at the same time the Company
purchases a product or service from that same counterparty. For example, the Company may settle a dispute on an
existing programming contract with a programming vendor at the same time that it enters into a new programming
contract with the same programming vendor. Because the Company is negotiating both the settlement of the dispute
and a new programming contract, each of the elements is evaluated to ensure it is accounted for at fair value. The
amount allocated to the settlement of the dispute, if determinable and supportable, would be recognized
immediately, whereas the amount allocated to the new programming contract would be accounted for
prospectively, consistent with the accounting for other similar programming agreements. In the event the fair
value of the two elements could not be established, the net amount paid or payable to the vendor would be
recognized over the term of the new or amended programming contract.

Property, Plant and Equipment

TWC incurs expenditures associated with the construction of its cable systems. Costs associated with the
construction of the cable transmission and distribution facilities and new cable service installations are capitalized.
With respect to certain customer premise equipment, which includes set-top boxes and high-speed data and voice
cable modems, TWC capitalizes installation charges only upon the initial deployment of these assets. All costs
incurred in subsequent disconnects and reconnects are expensed as incurred. Depreciation on these assets is
provided generally on a straight-line basis over their estimated useful lives.

TWC uses standard costing models to capitalize installation activities. Significant judgment is involved in the
development of these costing models, including the average time required to perform an installation and the
determination of the nature and amount of indirect costs to be capitalized. Additionally, the development of
standard costing models for new products such as Digital Phone involve more estimates than the standard costing
models for established products because the Company has less historical data related to the installation of new
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products. The standard costing models are reviewed annually and adjusted prospectively, if necessary, based on
comparisons to actual costs incurred.

TWC generally capitalizes expenditures for tangible fixed assets having a useful life of greater than one year.
Types of capitalized expenditures include: customer premise equipment, scalable infrastructure, line extensions,
plant upgrades and rebuilds and support capital. For set-top boxes and modems, useful life is generally 3 to 5 years
and for distribution plant, useful life is up to 16 years. In connection with the Transactions, TW NY acquired
significant amounts of property, plant and equipment, which were recorded at their estimated fair values. The
remaining useful lives assigned to such assets were generally shorter than the useful lives assigned to comparable
new assets, to reflect the age, condition and intended use of the acquired property, plant and equipment.

Programming Agreements

The Company exercises significant judgment in estimating programming expense associated with certain
video programming contracts. The Company’s policy is to record video programming costs based on the
Company’s contractual agreements with its programming vendors, which are generally multi-year agreements
that provide for the Company to make payments to the programming vendors at agreed upon rates, which represent
fair market value, based on the number of subscribers to which the Company provides the service. If a programming
contract expires prior to the parties’ entry into a new agreement, management estimates the programming costs
during the period there is no contract in place. Management considers the previous contractual rates, inflation and
the status of the negotiations in determining its estimates. When the programming contract terms are finalized, an
adjustment to programming expense is recorded, if necessary, to reflect the terms of the new contract. Management
also makes estimates in the recognition of programming expense related to other items, such as the accounting for
free periods and service interruptions, as well as the allocation of consideration exchanged between the parties in
multiple-element transactions. Additionally, judgments are also required by management when the Company
purchases multiple services from the same cable programming vendor. In these scenarios, the total consideration
provided to the programming vendor is required to be allocated to the various services received based upon their
respective fair values. Because multiple services from the same programming vendor are often received over
different contractual periods and often have different contractual rates, the allocation of consideration to the
individual services will have an impact on the timing of the Company’s expense recognition.

Income Taxes

From time to time, the Company engages in transactions in which the tax consequences may be subject to
uncertainty. Examples of such transactions include business acquisitions and dispositions, including those designed
to be tax free, issues related to consideration paid or received, and certain financing transactions. Significant
judgment is required in assessing and estimating the tax consequences of these transactions. The Company prepares
and files tax returns based on interpretation of tax laws and regulations. In the normal course of business, the
Company’s tax returns are subject to examination by various taxing authorities. Such examinations may result in
future tax and interest assessments by these taxing authorities. In determining the Company’s tax provision for
financial reporting purposes, the Company establishes a reserve for uncertain tax positions unless such positions are
determined to be “more likely than not” of being sustained upon examination, based on their technical merits. That
is, for financial reporting purposes, the Company only recognizes tax benefits taken on the tax return that it believes
are “more likely than not” of being sustained. There is considerable judgment involved in determining whether
positions taken on the tax return are “more likely than not” of being sustained.

The Company adjusts its tax reserve estimates periodically because of ongoing examinations by, and
settlements with, the various taxing authorities, as well as changes in tax laws, regulations and interpretations.
The consolidated tax provision of any given year includes adjustments to prior year income tax accruals that are
considered appropriate and any related estimated interest.
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CAUTION CONCERNING FORWARD-LOOKING STATEMENTS

This document contains “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995, particularly statements anticipating future growth in revenues, cash provided by operating
activities and other financial measures. Words such as “anticipates,” “estimates,” “expects,” “projects,” “intends,”
“plans,” “believes” and words and terms of similar substance used in connection with any discussion of future
operating or financial performance identify forward-looking statements. These forward-looking statements are
based on management’s current expectations and beliefs about future events. As with any projection or forecast,
they are inherently susceptible to uncertainty and changes in circumstances, and the Company is under no
obligation to, and expressly disclaims any obligation to, update or alter its forward-looking statements whether as a
result of such changes, new information, subsequent events or otherwise.

EEINT3 9 <«

Various factors could adversely affect the operations, business or financial results of TWC in the future and
cause TWC’s actual results to differ materially from those contained in the forward-looking statements, including
those factors discussed in detail in Item 1A, “Risk Factors,” in Part I of this report, and in TWC’s other filings made
from time to time with the SEC after the date of this report. In addition, the Company operates in a highly
competitive, consumer and technology-driven and rapidly changing business. The Company’s business is affected
by government regulation, economic, strategic, political and social conditions, consumer response to new and
existing products and services, technological developments and, particularly in view of new technologies, its
continued ability to protect and secure any necessary intellectual property rights. TWC’s actual results could differ
materially from management’s expectations because of changes in such factors.

Further, lower than expected valuations associated with the Company’s cash flows and revenues may result in
the Company’s inability to realize the value of recorded intangibles and goodwill. Additionally, achieving the
Company’s financial objectives could be adversely affected by the factors discussed in detail in Item 1A, “Risk
Factors,” in Part I of this report, as well as:

e economic slowdowns;

» the impact of terrorist acts and hostilities;

» changes in the Company’s plans, strategies and intentions;

* the impacts of significant acquisitions, dispositions and other similar transactions;

 the failure to meet earnings expectations; and

* decreased liquidity in the capital markets, including any reduction in the ability to access the capital
markets for debt securities or bank financings.
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ASSETS

Current assets
Cash and equivalents . . . . . . ...t
Receivables, less allowances of $87 million in 2007 and $73 million in 2006. . . ... ..........
Receivables from affiliated parties. . . .. .. ... ..
Prepaid expenses and other current assetS. . . . . ... ...
Deferred inCOME taX @SSELS . . . . v v v vt ittt e e e e e e e e e e e e
Current assets of discontinued Operations . . . .. ... ...ttt

Total current assets . . . . ... ...
INVESIMENLS . . . o . o
Property, plant and equipment, net . . . . .. ... ...
Intangible assets subject to amOrtization, Net . . . . .. .. ..ottt ittt e
Intangible assets not subject t0 amOTtization. . . . . .. .. ..ottt
Goodwill . . . o e
Other assets . . . . . ...t

Total aSSEtS . . . . o e

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities
Accounts payable . . ...
Deferred revenue and subscriber-related liabilities . . ... ... ... ... ... L L .
Payables to affiliated parties . . . . . .. .. e
Accrued programming €XPEINSE . . « . . v« vttt e e e e e e e e e e e e e
Other current liabilities . . ... ... ... ..
Current liabilities of discontinued operations . ... ........ ... ...ttt

Total current liabilities . .. .. ... ...
Long-term debt. . . . . ..o
Mandatorily redeemable preferred membership units issued by a subsidiary. . ... ..............
Deferred income tax liabilities, Net . . . . . . . . ...
Long-term payables to affiliated parties. . . . ... . ...
Other liabilities. . . . . . ...
Noncurrent liabilities of discontinued Operations. . . . .. ........ ...ttt
MINOTILY INEEIESES . . o . o v e et e e e e et e e e e e e e e e e
Commitments and contingencies (Note 14)
Shareholders’ equity
Class A common stock, $0.01 par value, 902 million shares issued and

outstanding as of December 31, 2007 and 2006, respectively . ... ................ .. .....
Class B common stock, $0.01 par value, 75 million shares issued and

outstanding as of December 31, 2007 and 2006, respectively . ... ....... ... ... ... ....
Paid-in-capital . . . . ...
Accumulated other comprehensive 10ss, net . . . .. ... ..
Retained earnings . . . . ... ...

Total shareholders’ equUity . . .. ... ... e
Total liabilities and shareholders” equity . . ... ... ... ...

See accompanying notes.
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December 31,

2007

2006

(in millions)

$ 232 $ sl
743 632

2 98

95 71

91 78

— 52
1,163 988
735 2,072
12,873 11,601
719 876
38,925 38,051
2,117 2,059
68 174
$56,600  $55,821
$ 417 $ 516
164 156
204 165
509 524
1,237 1,113
5 16
2,536 2,490
13,577 14,428
300 300
13,291 12,980
36 137

430 296
— 2
1,724 1,624
9 9

1 1
19,411 19,314
(174) (130)
5,459 4,370
24,706 23,564
$56,600  $55,821




TIME WARNER CABLE INC.
CONSOLIDATED STATEMENT OF OPERATIONS

Years Ended December 31,
2007 2006 2005

(in millions, except per share data)

Revenues:
Subscription:
Video . . oo $10,165 $ 7,632 $ 6,044
High-speed data . . .. ... .. 3,730 2,756 1,997
VOICE. .« oo 1,193 715 272
Total Subscription . . ... ... ... 15,088 11,103 8,313
AdVErtiSING . . . . oo 867 664 499
Total Tevenues™ . .. ...t 15,955 11,767 8,812
Costs and expenses:
Costs of revenues™® . 7,542 5,356 3,918
Selling, general and administrative™® . ... ... ... . .. 2,648 2,126 1,529
Depreciation . ... ... .. 2,704 1,883 1,465
AMOTHIZAON .« . o vttt e e e 272 167 72
Merger-related and restructuring COStS . . .. ... oottt 23 56 42
Total coSts and EXPEeNSES. . . . . v vttt 13,189 9,588 7,026
Operating Income . . ... ... 2,766 2,179 1,786
Interest expense, net™ . . .. (894) (646) (464)
Income from equity investments, Nt . . . . ... ...ttt 11 129 43
Minority interest €Xpense, Nt . . . . .. v v v vttt e e e e (165) (108) (64)
Other INCOME, NEL . . . . . i e e e e e e e e e 145 2 1
Income from continuing operations before income taxes. . . .. ................... 1,863 1,556 1,302
Income tax ProviSion . . . .. .. ..ottt e (740) (620) (153)
Income from continuing Operations . . .. ... ... .. ..ttt 1,123 936 1,149
Discontinued operations, net of taX . .. .......... ... — 1,038 104
Cumulative effect of accounting change, netof tax . ............ ... ... ...... — 2 —
NEt INCOME .« . v vt ettt ettt e e e e e e e e e e e e $ 1,123 $ 1976 $§ 1,253
Basic income per common share from continuing operations . ................... $ 115 $ 095 $ 115
Discontinued Operations . . . . .. . ... v vttt e — 1.05 0.10
Cumulative effect of accounting change . . . . ....... ... ... . ... .. .. — — —
Basic net income per common share . . .......... ... $ 1.15 $ 200 $ 1.25
Average basic common shares outstanding . . .. ....... ... L L o 976.9 990.4 1,000.0
Diluted income per common share from continuing operations . ... ............... $ .15 $ 095 $ 1.15
Discontinued Operations . . . . ... ... vt it — 1.05 0.10
Cumulative effect of accounting change . . . . ......... ... ... . — — —
Diluted net income per cOMmON ShAre . . . . ..o oo $ 1.1I5 $ 200 $ 1.25
Average diluted common shares outstanding . . . . ... ... ... L oo 977.2 990.4 1,000.0
@

Amounts include the following income (expenses) resulting from transactions with related companies:

Years Ended December 31,

2007 2006 2005
(in millions)
ReVENUES . . . o $ 20 $ 94 $ 106
COStS OF TEVENUES . . . . o o e e e e e e e e e (1,024) (830) (637)
Selling, general and adminiStrative . . . . . . . . .. .o e (16) 9 24
Interest XPense, NEt . . . . . . ot vttt e e — (73) (158)

® Costs of revenues and selling, general and administrative expenses exclude depreciation.

See accompanying notes.
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TIME WARNER CABLE INC.
CONSOLIDATED STATEMENT OF CASH FLOWS

Years Ended December 31,

2007 2006 2005
(in millions)
OPERATING ACTIVITIES
Net inCome™ . . ..ot $1,123 $ 1,976  $1253
Adjustments for noncash and nonoperating items:
Cumulative effect of accounting change, netof tax . ....... ... ... ... ... ... ... — 2) —
Depreciation and amortization . . . .. ... ... ... e 2,976 2,050 1,537
Pretax gain on sale of 50% equity interest in the Houston Pool of TKCCP . ............ (146) — —
(Income) loss from equity investments, net of cash distributions . .. ................. 12 (129) (43)
Equity-based compensation €XpPense . . . . ... .v vttt e 59 33 53
Minority interest EXpense, NEt. . . . . . o vttt e e e e e e 165 108 64
Deferred inCOME taXeS. . . . . . vt vttt e et e e e 317 240 (395)
Changes in operating assets and liabilities, net of acquisitions:
Receivables . . . . . .. e 18 (146) 6)
Accounts payable and other liabilities . . .. ........ ... ... . ... (29) 456 41
Other changes . . . . .. .o 21 (65) 97)
Adjustments relating to discontinued operations™. . .. .. ... .. .. ... . 47 (926) 133
Cash provided by operating activities . . . . . ... ... . 4,563 3,595 2,540
INVESTING ACTIVITIES
Investments and acquisitions, net of cash acquired and distributions received . ............ (27) (9,229) (113)
Investment in a wireless joint VeNture . . . .. ... ..t (33) (633) —
Investment activities of discontinued operations . ... ......... ... . .. ... ... — — (48)
Capital expenditures from continuing Operations. . . . . .. .. ... ..o v vunen e .. (3,433) (2,718) (1,837)
Capital expenditures from discontinued operations . .. ................. .. ... .. — (56) (138)
Proceeds from the sale of cable systems . . . .......... .. .. . 52 — —
Proceeds from disposal of property, plant and equipment . . . .. ...................... 9 6 4
Other investment proceeds . . ... ... ... ... — 631 —
Cash used by investing activities . .. .. ... .. ...t (3,432) (11,999) (2,132)
FINANCING ACTIVITIES
Borrowings (repayments), net® (1,574) 634 (422)
Borrowings'® . ... 8,387 10,300 —
Repayments' . . .. ... (7,679) 975) —
Principal payments on capital leases. . . . ... . . 4) 3) (D
Issuance of mandatorily redeemable preferred membership units. . . ................... — 300 —
Redemption of Comcast’s interest in TWC . ... .. ... .. . . . . — (1,857) —
Excess tax benefit from exercise of stock options . . .. ...... ... .. .. L L L oL 5 4 —
Distributions t0 OWNETIS, NEt. . . . . . o o ottt e e e e e (24) 31) (30)
Other . . . . (61) 71 —
Debt repayments of discontinued operations. . . .. ... ....... ... — — (45)
Cash provided (used) by financing activities . . ... .. ....... .. ... (950) 8,443 (498)
INCREASE (DECREASE) IN CASH AND EQUIVALENTS ... ...... ... ... ...... 181 39 (90)
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD. . . ................... 51 12 102
CASH AND EQUIVALENTS AT ENDOF PERIOD . . . ... ... ... ... ... ........ $ 232 § 51 $ 12
@

Net income included income from discontinued operations of $1.038 billion and $104 million for the years ended December 31, 2006 and

2005, respectively (none for the year ended December 31, 2007). Income from discontinued operations in 2006 included gains, net of
taxes, of $965 million. Net cash flows from discontinued operations were $47 million, $112 million and $237 million for the years ended

December 31, 2007, 2006 and 2005, respectively.

® Borrowings (repayments), net, reflects borrowings under the Company’s commercial paper program with original maturities of three
months or less, net of repayments of such borrowings. Borrowings (repayments), net, also included $29 million and $17 million of debt
issuance costs for the years ended December 31, 2007 and 2006, respectively (none for the year ended December 31, 2005).

(©)

See accompanying notes.
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Amounts represent borrowings and repayments related to debt instruments with original maturities greater than three months.



TIME WARNER CABLE INC.
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

Common Paid-in- Retained
Stock Capital Earnings Total
(in millions)

BALANCE AS OF DECEMBER 31,2004 . ...................... $10 $17,827 $1,137 $18,974
Netincome™ . ... ... — — 1,253 1,253
Change in pension benefit obligation, net of $2 million income tax benefit . . — — (3) (3)
Comprehensive inCome . . . . . ..o v ittt — — 1,250 1,250
Reclassification of mandatorily redeemable Class A common stock™ . . . . .. — 81 — 81
Allocations from Time Warner Inc. and other, net . .. ... ... ... ... .. — 42 — 42
BALANCE AS OF DECEMBER 31,2005 . ...................... 10 17,950 2,387 20,347
Net income™ . ... ... — — 1,976 1,976
Change in pension benefit obligation, net of $1 million income tax impact . . — — 1 1
Comprehensive income . . ... ...ttt — — 1,977 1,977
Change in unfunded accumulated benefit obligation upon adoption of

FAS 158, net of $84 million tax benefit. ... ..................... — — (124) (124)
Shares of Class A common stock issued in the Adelphia acquisition. . .. ... 2 5,498 — 5,500
Reclassification of mandatorily redeemable Class A common stock®™ . . . . . . — 984 — 984
Redemption of Comcast’s interest in TWC .. ..... ... ... ... ..... 2) (4,325) — (4,327)
Adjustment to goodwill resulting from the pushdown of Time Warner Inc.’s

basis in TWC . . . .. — (719) — (719)
Allocations from Time Warner Inc. and other, net® . .. ............... — (74) — (74)
BALANCE AS OF DECEMBER 31,2006 . ...................... 10 19,314 4,240 23,564
Net income™ . ... ... — — 1,123 1,123
Change in pension benefit obligation, net of $29 million income tax

benefit. . ... ... — — (43) (43)
Change in realized and unrealized losses on derivative financial instruments,

net of $1 million income tax benefit . . .. ......... .. ... ......... — — @€))] @))]
Comprehensive inCOme . . . . . ..ottt e — — 1,079 1,079
Impact of adopting new accounting pronouncements® . .. ... ... ... .. .. — — (34) (34)
Allocations from Time Warner Inc. and other, net' . .. .. ............. — 97 — 97

BALANCE AS OF DECEMBER 31,2007 . ......................

&+

10 $19.,411 $5,285 $24,706

(a)

(b)

©)

(@)

Net income included income from discontinued operations of $1.038 billion and $104 million for the years ended December 31, 2006 and
2005, respectively (none for the year ended December 31, 2007).

The mandatorily redeemable Class A common stock represents shares of TWC’s Class A common stock that were held by Comcast
Corporation (“Comcast”) until July 31, 2006. During 2004, these shares were classified as mandatorily redeemable as a result of an
agreement with Comcast that under certain circumstances would have required TWC to redeem such shares. During 2006, this requirement
terminated upon the closing of the redemption of Comcast’s interest in TWC and Time Warner Entertainment Company, L.P., and as a
result, these shares were reclassified to shareholders’ equity (Class A common stock and paid-in-capital) before ultimately being redeemed
on July 31, 2006.

The amounts primarily represent the change in TWC’s accrued liability payable to Time Warner Inc. for vested employee stock options, as
well as other amounts pursuant to accounting for equity-based compensation plans.

Relates to the impact of adopting the provisions of Emerging Issues Task Force Issue No. 06-2, Accounting for Sabbatical Leave and Other
Similar Benefits, of $37 million, partially offset by the impact of adopting the provisions of Financial Accounting Standards Board
Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109, of $3 million. Refer to
Note 2 for further details.

See accompanying notes.

82



TIME WARNER CABLE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION
Description of Business

Time Warner Cable Inc. (together with its subsidiaries, “TWC” or the “Company”) is the second-largest cable
operator in the U.S., with technologically advanced, well-clustered systems located mainly in five geographic
areas—New York state (including New York City), the Carolinas, Ohio, southern California (including Los
Angeles) and Texas. As of December 31, 2007, TWC served approximately 14.6 million customers who subscribed
to one or more of its video, high-speed data and voice services, representing approximately 32.1 million revenue
generating units.

On July 31, 2006, a subsidiary of TWC, Time Warner NY Cable LLC (“TW NY”), and Comcast Corporation
(together with its subsidiaries, “Comcast”) completed the acquisition of substantially all of the cable assets of
Adelphia Communications Corporation (“Adelphia”) and related transactions. In addition, effective January 1,
2007, TWC began consolidating the results of certain cable systems located in Kansas City, south and west Texas
and New Mexico (the “Kansas City Pool”) upon the distribution of the assets of Texas and Kansas City Cable
Partners, L.P. (“TKCCP”) to TWC and Comcast. Prior to January 1, 2007, TWC’s interest in TKCCP was reported
as an equity-method investment. Refer to Note 4 for further details.

Time Warner Inc. (“Time Warner”) currently owns approximately 84.0% of the common stock of TWC
(representing a 90.6% voting interest). The financial results of TWC’s operations are consolidated by Time Warner.
Time Warner also owns a 12.43% non-voting common stock interest in a subsidiary of TWC. On February 6, 2008,
Time Warner announced that it has commenced a review of its ownership interest in the Company. Time Warner has
initiated discussions with the Company regarding a possible change in such ownership.

TWC principally offers three services—video, high-speed data and voice —over its broadband cable systems.
TWC markets its services separately and as “bundled” packages of multiple services and features. Historically,
TWC has focused primarily on residential customers, and in 2007, it began expanding its service offerings to small-
and medium-sized businesses. As of December 31, 2007, 48% of TWC’s customers subscribed to two or more of its
primary services, including 16% of its customers who subscribed to all three primary services. In addition, TWC
earns revenues by selling advertising time to national, regional and local businesses.

Video is TWC'’s largest service in terms of revenues generated and, as of December 31, 2007, TWC had
approximately 13.3 million basic video subscribers. Although providing video services is a competitive and highly
penetrated business, TWC continues to increase video revenues through the offering of advanced digital video
services, as well as through price increases and digital video subscriber growth. As of December 31, 2007, TWC had
approximately 8.0 million digital video subscribers, which represented approximately 61% of its basic video
subscribers. TWC’s digital video subscribers provide a broad base of potential customers for additional advanced
services.

As of December 31, 2007, TWC had approximately 7.6 million residential high-speed data subscribers. TWC
also offers commercial high-speed data services and had 280,000 commercial high-speed data subscribers as of
December 31, 2007.

Approximately 2.9 million subscribers received Digital Phone service, TWC’s voice service, as of
December 31, 2007. In 2007, TWC also began the roll out of Business Class Phone, a commercial Digital
Phone service, to small- and medium-sized businesses.

Basis of Presentation
Changes in Basis of Presentation

Consolidation of Kansas City Pool. As discussed more fully in Note 4, on January 1, 2007, the Company
began consolidating the results of the Kansas City Pool it received upon the distribution of the assets of TKCCP to
TWC and Comcast. Prior to January 1, 2007, the Company accounted for TKCCP as an equity-method investment.
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TIME WARNER CABLE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Discontinued Operations. As discussed more fully in Note 4, the Company has reflected the financial
position, results of operations and cash flows of the Transferred Systems (as defined in Note 4 below) as
discontinued operations for all periods presented.

Basis of Consolidation

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses and cash
flows of TWC and all entities in which TWC has a controlling voting interest, as well as allocations of certain Time
Warner corporate costs deemed reasonable by management to present the Company’s consolidated results of
operations, financial position, changes in equity and cash flows on a stand-alone basis. In accordance with Financial
Accounting Standards Board (“FASB”) Interpretation No. 46 (revised 2003), Consolidation of Variable Interest
Entities—an interpretation of ARB No. 51, the consolidated financial statements include the results of Time Warner
Entertainment-Advance/Newhouse Partnership (“TWE-A/N") only for the systems that are controlled by TWC and
for which TWC holds an economic interest. The Time Warner corporate costs include specified administrative
services, including selected tax, human resources, legal, information technology, treasury, financial, public policy
and corporate and investor relations services, and approximate Time Warner’s estimated cost for services rendered.
Intercompany accounts and transactions between consolidated companies have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
(“GAAP”) requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and footnotes thereto. Actual results could differ from those estimates.

Significant estimates inherent in the preparation of the consolidated financial statements include accounting
for asset impairments, allowances for doubtful accounts, investments, depreciation and amortization, business
combinations, pension benefits, equity-based compensation, income taxes, contingencies and certain programming
arrangements. Allocation methodologies used to prepare the consolidated financial statements are based on
estimates and have been described in the notes, where appropriate.

Reclassifications

Certain reclassifications have been made to the prior years’ financial information to conform to the
December 31, 2007 presentation.

2. RECENT ACCOUNTING STANDARDS
Accounting Standards Adopted in 2007
Accounting for Sabbatical Leave and Other Similar Benefits

On January 1, 2007, the Company adopted the provisions of Emerging Issues Task Force (“EITF”) Issue
No. 06-2, Accounting for Sabbatical Leave and Other Similar Benefits (“EITF 06-2”), related to certain sabbatical
leave and other employment arrangements that are similar to a sabbatical leave. EITF 06-2 provides that an
employee’s right to a compensated absence under a sabbatical leave or similar benefit arrangement in which the
employee is not required to perform any duties during the absence is an accumulating benefit. Therefore, such
arrangements should be accounted for as a liability with the cost recognized over the service period during which
the employee earns the benefit. Adoption of this guidance resulted in a decrease in retained earnings of $62 million
($37 million, net of tax) on January 1, 2007. The resulting change in the accrual for the year ended December 31,
2007 was not material.

Accounting for Uncertainty in Income Taxes

On January 1, 2007, the Company adopted the provisions of FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109 (“FIN 48”), which clarifies the
accounting for uncertainty in income tax positions. Refer to Note 9 for further details regarding FIN 48.
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TIME WARNER CABLE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Recent Accounting Standards Not Yet Adopted
Consideration Given by a Service Provider to Manufacturers or Resellers of Equipment

In September 2006, the EITF reached a consensus on EITF Issue No. 06-1, Accounting for Consideration
Given by a Service Provider to Manufacturers or Resellers of Equipment Necessary for an End-Customer to
Receive Service from the Service Provider (“EITF 06-17). EITF 06-1 provides that consideration provided to the
manufacturers or resellers of specialized equipment should be accounted for as a reduction of revenue if the
consideration provided is in the form of cash and the service provider directs that such cash be provided directly to
the customer. Otherwise, the consideration should be recorded as an expense. The provisions of EITF 06-1 will be
effective for TWC on January 1, 2008 and are not expected to have a material impact on the Company’s
consolidated financial statements.

Fair Value Measurements

In September 2006, the FASB issued Statement of Financial Accounting Standards (“Statement”) No. 157,
Fair Value Measurements (“FAS 1577). FAS 157 establishes a single authoritative definition of fair value, sets out a
framework for measuring fair value and expands on required disclosures about fair value measurement. Certain
provisions of FAS 157 related to financial assets and liabilities as well as other assets and liabilities carried at fair
value on a recurring basis became effective for TWC on January 1, 2008 and are being applied prospectively. These
provisions of FAS 157 are not expected to have any impact on the Company’s consolidated financial statements.
The provisions of FAS 157 related to other nonfinancial assets and liabilities will be effective for TWC on January 1,
2009, and will be applied prospectively. The Company is currently evaluating the impact the provisions of FAS 157
will have on the Company’s consolidated financial statements as it relates to other nonfinancial assets and
liabilities.

Business Combinations

In December 2007, the FASB issued Statement No. 141 (revised 2007), Business Combinations (“FAS 141R”).
FAS 141R establishes principles and requirements for how an acquirer in a business combination (i) recognizes and
measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any noncontrolling
interest in the acquiree, (ii) recognizes and measures the goodwill acquired in a business combination or a gain from
a bargain purchase, and (iii) determines what information to disclose to enable users of financial statements to
evaluate the nature and financial effects of the business combination. FAS 141R will be applied prospectively to
business combinations that have an acquisition date on or after January 1, 2009. The provisions of FAS 141R will
not impact the Company’s consolidated financial statements for prior periods.

Noncontrolling Interests

In December 2007, the FASB issued Statement No. 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51 (“FAS 160”). The provisions of FAS 160 establish accounting and
reporting standards for the noncontrolling interest in a subsidiary, including the accounting treatment upon the
deconsolidation of a subsidiary. The provisions of FAS 160 will be effective for TWC on January 1, 2009 and will be
applied prospectively, except for the presentation of the noncontrolling interests, which for all prior periods would
be reclassified to equity in the consolidated balance sheet and adjusted out of net income in the consolidated
statement of operations. The Company is currently evaluating the impact the provisions of FAS 160 will have on the
Company’s consolidated financial statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Cash and Equivalents

Cash and equivalents include money market funds, overnight deposits and other investments that are readily
convertible into cash and have original maturities of three months or less. Cash equivalents are carried at cost, which
approximates fair value.
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TIME WARNER CABLE INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Investments

Investments in companies in which TWC has significant influence, but less than a controlling voting interest,
are accounted for using the equity method. Significant influence is generally presumed to exist when TWC owns
between 20% and 50% of the investee or holds substantial management rights.

Under the equity method of accounting, only TWC’s investment in and amounts due to and from the equity
investee are included in the consolidated balance sheet; only TWC’s share of the investee’s earnings (losses) is
included in the consolidated statement of operations; and only the dividends, cash distributions, loans or other cash
received from the investee, additional cash investments, loan repayments or other cash paid to the investee are
included in the consolidated statement of cash flows. Additionally, the carrying value of investments accounted for
using the equity method of accounting is adjusted downward to reflect any other-than-temporary declines in value.
Refer to “—Asset Impairments” below for further details.

Derivative Instruments

The Company accounts for derivative instruments in accordance with FASB Statement No. 133, Accounting
for Derivative Instruments and Hedging Activities (“FAS 133”), FASB Statement No. 138, Accounting for Certain
Derivative Instruments and Certain Hedging Activities—an amendment of FASB Statement No. 133 (“FAS 138”),
and FASB Statement No. 149, Amendment of Statement 133 on Derivative Instruments and Hedging Activities
(“FAS 149”). These pronouncements require that all derivative instruments be recognized on the balance sheet at
fair value. In addition, these pronouncements provide that for derivative instruments that qualify for hedge
accounting, changes in the fair value will either be offset against the change in fair value of the hedged assets,
liabilities or firm commitments through earnings or recognized in shareholders’ equity as a component of
accumulated other comprehensive income (loss), net, until the hedged item is recognized in earnings,
depending on whether the derivative is being used to hedge changes in fair value or cash flows. The
ineffective portion of a derivative’s change in fair value is immediately recognized in earnings. The Company
uses derivative instruments to manage the risk associated with movements in foreign currency exchange rates
related to forecasted payments denominated in the Philippine peso related to payments made to vendors who
provide Road Runner™ customer care support services.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. TWC incurs expenditures associated with the construction of
its cable systems. Costs associated with the construction of the cable transmission and distribution facilities and new
cable service installations are capitalized. With respect to certain customer premise equipment, which includes set-
top boxes and high-speed data and voice cable modems, TWC capitalizes installation charges only upon the initial
deployment of these assets. All costs incurred in subsequent disconnects and reconnects are expensed as incurred.
Depreciation on these assets is provided generally on a straight-line basis over their estimated useful lives.

TWC uses standard costing models to capitalize installation activities. Significant judgment is involved in the
development of these costing models, including the average time required to perform an installation and the
determination of the nature and amount of indirect costs to be capitalized. Additionally, the development of
standard costing models for new products such as Digital Phone involve more estimates than the standard costing
models for established products because the Company has less historical data related to the installation of new
products. The standard costing models are reviewed annually and adjusted prospectively, if necessary, based on
comparisons to actual costs incurred.

TWC generally capitalizes expenditures for tangible fixed assets having a useful life of greater than one year.
Types of capitalized expenditures include: customer premise equipment, scalable infrastructure, line extensions,
plant upgrades and rebuilds and support capital. In connection with the Transactions, as defined in Note 4 below,
TW NY acquired significant amounts of property, plant and equipment, which were recorded at their estimated fair
values. The remaining useful lives assigned to such assets were generally shorter than the useful lives assigned to
comparable new assets, to reflect the age, condition and intended use of the acquired property, plant and equipment.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

As of December 31, 2007 and 2006, the Company’s property, plant and equipment and related accumulated
depreciation included the following (in millions):

December 31, Estimated

2007 2006 Useful Lives
Land, buildings and improvements™ . ... ... ... ... ... ... . . ... ... ... $ 1,00 $ 910  10-20 years
DiStHbUON SYSIOMS . . . .« . o ottt et 12,940 10,531  3-25 years™
Converters and modems . . . . ... ... e 4,488 3,630 3-5 years
Vehicles and other equipment . . ............. . ... ... . 2,267 1,835 3-10 years
CONStruction iN PrOZIESS « « « . v v v v v e e e e e e e e e e e e e 425 637

21,190 17,543
Less: accumulated depreciation . . ... ........ ...t (8,317) (5,942)
Total. . .o $ 12,873 § 11,601

Land, buildings and improvements includes $147 million and $139 million of land as of December 31, 2007 and 2006, respectively, which
is not depreciated.

® Weighted-average useful lives for distribution systems are approximately 12 years.

Capitalized Software Costs

TWC capitalizes certain costs incurred for the development of internal use software. These costs, which
include the costs associated with coding, software configuration, upgrades and enhancements, are included in
property, plant and equipment in the consolidated balance sheet. Such costs are depreciated on a straight-line basis
over 3 to 5 years. These costs, net of accumulated depreciation, totaled $457 million and $371 million as of
December 31, 2007 and 2006, respectively. Amortization of capitalized software costs was $115 million in 2007,
$81 million in 2006 and $54 million in 2005.

Intangible Assets

TWC has a significant number of intangible assets, including customer relationships and cable franchises.
Customer relationships and cable franchises acquired in business combinations are recorded at fair value on the
Company’s consolidated balance sheet. Other costs incurred to negotiate and renew cable franchise agreements are
capitalized as incurred. Customer relationships acquired are amortized on a straight-line basis over their estimated
useful life (4 years) and other costs incurred to gain access to sell services to a particular property and to negotiate
and renew cable franchise agreements are amortized over the term of such franchise agreements.

Asset Impairments
Investments

TWC’s investments are primarily accounted for using the equity method of accounting. A subjective aspect of
accounting for investments involves determining whether an other-than-temporary decline in value of the
investment has been sustained. If it has been determined that an investment has sustained an other-than-
temporary decline in its value, the investment is written down to its fair value by a charge to earnings. This
evaluation is dependent on the specific facts and circumstances. For investments accounted for using the cost or
equity method of accounting, TWC evaluates information (e.g. budgets, business plans, financial statements, etc.)
in determining whether an other-than-temporary decline in value exists. Factors indicative of an other-than-
temporary decline include recurring operating losses, credit defaults and subsequent rounds of financing at an
amount below the cost basis of the Company’s investment. This list is not exhaustive and the Company weighs all
known quantitative and qualitative factors in determining if an other-than-temporary decline in the value of an
investment has occurred.
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Goodwill and Indefinite-lived Intangible Assets

Goodwill impairment is determined using a two-step process. The first step of the process is to compare the fair
value of a reporting unit with its carrying amount, including goodwill. In performing the first step, the Company
determines the fair value of a reporting unit by using two valuation techniques: a discounted cash flow (“DCF”)
analysis and a market-based approach. Determining fair value requires the exercise of significant judgments,
including judgments about appropriate discount rates, perpetual growth rates, relevant comparable company
earnings multiples and the amount and timing of expected future cash flows. The cash flows employed in the DCF
analyses are based on TWC’s budget and long-term business plan, and various growth rates have been assumed for
years beyond the long-term business plan period. Discount rate assumptions are based on an assessment of the risk
inherent in the future cash flows of the respective reporting units. In assessing the reasonableness of its determined
fair values, the Company evaluates its results against other value indicators such as comparable company public
trading values, research analyst estimates and values observed in private market transactions. If the fair value of a
reporting unit exceeds its carrying amount, goodwill of the reporting unit is not impaired and the second step of the
impairment test is not necessary. If the carrying amount of a reporting unit exceeds its fair value, the second step of
the goodwill impairment test is required to be performed to measure the amount of impairment loss, if any. The
second step of the goodwill impairment test compares the implied fair value of the reporting unit’s goodwill with the
carrying amount of that goodwill. The implied fair value of goodwill is determined in the same manner as the
amount of goodwill recognized in a business combination. In other words, the estimated fair value of the reporting
unit is allocated to all of the assets and liabilities of that unit (including any unrecognized intangible assets) as if the
reporting unit had been acquired in a business combination and the fair value of the reporting unit was the purchase
price paid. If the carrying amount of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an
impairment loss is recognized in an amount equal to that excess.

The impairment test for other intangible assets not subject to amortization involves a comparison of the
estimated fair value of the intangible asset with its carrying value. If the carrying value of the intangible asset
exceeds its fair value, an impairment loss is recognized in an amount equal to that excess. The estimates of fair value
of intangible assets not subject to amortization are determined using a DCF valuation analysis. The DCF
methodology used to value cable franchises entails identifying the projected discrete cash flows related to such
franchises and discounting them back to the valuation date. Significant judgments inherent in this analysis include
the determination of discount rates, cash flows attributable to cable franchises and the terminal growth rates.
Discount rate assumptions are based on an assessment of the risk inherent in the future cash flows generated as a
result of the respective intangible assets.

Goodwill and indefinite-lived intangible assets, primarily the Company’s cable franchise agreements, are
tested annually for impairment during the fourth quarter or earlier upon the occurrence of certain events or
substantive changes in circumstances. The Company’s 2007 annual impairment analysis, which was performed
during the fourth quarter, did not result in any impairment charges. However, over the past year, the decline in the
Company’s stock price has resulted in a lower estimated fair value for each of the Company’s reporting units.
Similarly, the Company has experienced declines in the values of its cable franchises. The result of this decline is
that the estimated fair value of the Los Angeles reporting unit approximates its carrying value, and the fair values of
the cable franchises in many of the Company’s geographic regions approximate their carrying values. Accordingly,
any future declines in estimated fair values will likely result in goodwill and cable franchise impairment charges. It
is possible that such charges, if required, could be recorded prior to the fourth quarter of 2008 (i.e., during an interim
period) if the Company’s stock price, its results of operations, or other factors require such assets to be tested for
impairment at an interim date.

To illustrate the magnitude of a potential impairment charge relative to future changes in estimated fair value,
had the fair values of each of the reporting units and cable franchises been hypothetically lower by 10% as of
December 31, 2007, the Company would have recorded goodwill and cable franchise impairment charges of
approximately $1.5 billion, and had each of the values been hypothetically lower by 20%, the Company would have
recorded goodwill and cable franchise impairment charges of approximately $5.0 billion.
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Long-lived Assets

Long-lived assets, including finite-lived intangible assets, are tested for impairment whenever events or
changes in circumstances indicate that the related carrying amounts may not be recoverable. Determining the extent
of an impairment, if any, typically requires various estimates and assumptions including cash flows directly
attributable to the asset, the useful life of the asset and residual value, if any. When necessary, the Company uses
internal cash flow estimates, quoted market prices and appraisals, as appropriate, to determine fair value.

Accounting for Pension Plans

TWC has both funded and unfunded noncontributory defined benefit pension plans covering a majority of its
employees. Pension benefits are based on formulas that reflect the employees’ years of service and compensation
during their employment period and participation in the plans. The pension expense recognized by the Company is
determined using certain assumptions, including the expected long-term rate of return on plan assets, the discount
rate used to determine the present value of future pension benefits and the rate of compensation increases. The
determination of these assumptions is discussed in more detail in Note 11.

Equity-based Compensation

The Company follows the provisions of FASB Statement No. 123 (revised 2004), Share-Based Payment
(“FAS 123R”), which require that a company measure the cost of employee services received in exchange for an
award of equity instruments based on the grant-date fair value of the award. That cost is recognized in the
consolidated statement of operations over the period during which an employee is required to provide service in
exchange for the award. FAS 123R also requires that excess tax benefits, as defined, realized from the exercise of
stock options be reported as a financing cash inflow rather than as a reduction of taxes paid in cash flow from
operations.

Historically, TWC employees were granted equity awards under Time Warner’s equity plans. Since April
2007, grants of equity awards to TWC employees have been and will continue to be made under TWC’s equity
plans.

With respect to Time Warner equity grants to TWC employees, the grant-date fair value of a stock option is
estimated using the Black-Scholes option-pricing model, consistent with the provisions of FAS 123R and the
Securities and Exchange Commission (“SEC”) Staff Accounting Bulletin (“SAB”) No. 107, Share-Based Payment.
Because the option-pricing model requires the use of subjective assumptions, changes in these assumptions can
materially affect the fair value of the Time Warner stock options granted to TWC employees. Time Warner
determines the volatility assumption for these stock options using implied volatilities, both historical and current,
from Time Warner’s traded options as well as quotes from third-party investment banks. The expected term, which
represents the period of time that options granted are expected to be outstanding, is estimated based on the historical
exercise experience of Time Warner employees with respect to their ownership of Time Warner stock options.
Groups of employees that have similar historical exercise behavior are considered separately for valuation
purposes. The risk-free rate assumed in valuing the options is based on the U.S. Treasury yield curve in effect
at the time of grant for the expected term of the option. The Company determines the expected dividend yield
percentage by dividing the expected annual dividend by the market price of Time Warner common stock at the date
of grant.

In April 2007, TWC made its first grant of stock options and restricted stock units based on TWC Class A
common stock. The valuation of, as well as the expense recognition for, such awards is generally consistent with the
treatment of Time Warner awards granted to TWC employees as described above. However, because TWC’s Class A
common stock has a limited trading history, the volatility assumption was determined for 2007 awards by reference
to historical and implied volatilities of a comparable peer group of publicly traded companies. Furthermore, the
volatility assumption was calculated using a 75%-25% weighted average of implied volatilities from traded options
and the historical stock price volatility of the peer group. In the future, the Company will also look to the implied
volatilities of TWC traded options in determining expected volatility.
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For awards granted prior to the adoption of FAS 123R on January 1, 2006, the Company recognizes equity-
based compensation expense for awards with graded vesting by treating each vesting tranche as a separate award
and recognizing compensation expense ratably for each tranche. For equity awards granted subsequent to the
adoption of FAS 123R, the Company treats such awards as a single award and recognizes equity-based
compensation expense on a straight-line basis (net of estimated forfeitures) over the employee service period.
Equity-based compensation expense is recorded in costs of revenues or selling, general and administrative expense
depending on the job function of the grantee.

When recording compensation cost for equity awards, FAS 123R requires companies to estimate the number of
equity awards granted that are expected to be forfeited. Prior to the adoption of FAS 123R, the Company recognized
forfeitures when they occurred, rather than using an estimate at the grant date and subsequently adjusting the
estimated forfeitures to reflect actual forfeitures. The Company recorded a benefit of $2 million, net of tax, as the
cumulative effect of a change in accounting principle upon the adoption of FAS 123R in the first quarter of 2006, to
recognize the effect of estimating the number of awards granted prior to January 1, 2006 that are not ultimately
expected to vest.

Revenues and Costs

Revenues are principally derived from video, high-speed data and voice services and advertising. Subscriber
fees are recorded as revenues in the period during which the service is provided. Subscription revenues received
from subscribers who purchase bundled services at a discounted rate are allocated to each product in a pro-rata
manner based on the individual product’s determined fair value. Installation revenues obtained from subscriber
service connections are recognized in accordance with FASB Statement No. 51, Financial Reporting by Television
Cable Companies, as a component of Subscription revenues as the connections are completed, as installation
revenues recognized are less than the related direct selling costs. Advertising revenues, including those from
advertising purchased by programmers, are recognized in the period during which the advertisements are exhibited.

Video programming, high-speed data and voice costs are recorded as the services are provided. Video
programming costs are recorded based on the Company’s contractual agreements with its programming vendors.
These contracts are generally multi-year agreements that provide for the Company to make payments to the
programming vendors at agreed upon rates, which represent fair market value, based on the number of subscribers
to which the Company provides the service. If a programming contract expires prior to the parties’ entry into a new
agreement, management estimates the programming costs during the period there is no contract in place.
Management considers the previous contractual rates, inflation and the status of the negotiations in
determining its estimates. When the programming contract terms are finalized, an adjustment to programming
expense is recorded, if necessary, to reflect the terms of the new contract. Management also makes estimates in the
recognition of programming expense related to other items, such as the accounting for free periods and service
interruptions, as well as the allocation of consideration exchanged between the parties in multiple-element
transactions. Additionally, judgments are also required by management when the Company purchases multiple
services from the same cable programming vendor. In these scenarios, the total consideration provided to the
programming vendor is required to be allocated to the various services received based upon their respective fair
values. Because multiple services from the same programming vendor are often received over different contractual
periods and often have different contractual rates, the allocation of consideration to the individual services will have
an impact on the timing of the Company’s expense recognition.

Launch fees received by the Company from programming vendors are recognized as a reduction of expense on
a straight-line basis over the life of the related programming arrangement. Amounts received from programming
vendors representing the reimbursement of marketing costs are recognized as a reduction of marketing expenses as
the marketing services are provided.

Advertising costs are expensed upon the first exhibition of related advertisements. Marketing expense
(including advertising), net of reimbursements from programmers, was $499 million in 2007, $414 million in
2006 and $306 million in 2005.
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Multiple-element Transactions

Multiple-element transactions involve situations where judgment must be exercised in determining the fair
value of the different elements in a bundled transaction. As the term is used here, multiple-element arrangements
can involve:

* Contemporaneous purchases and sales (e.g., the Company sells advertising services to a customer and at
the same time purchases programming services);

* Sales of multiple products and/or services (e.g., the Company sells video, high-speed data and voice
services to a customer); and/or

* Purchases of multiple products and/or services, or the settlement of an outstanding item contemporaneous
with the purchase of a product or service (e.g., the Company settles a dispute on an existing programming
contract at the same time that it enters into a new programming contract with the same programming
vendor).

Contemporaneous Purchases and Sales

In the normal course of business, TWC enters into multiple-element transactions where the Company is
simultaneously both a customer and a vendor with the same counterparty. For example, when negotiating the terms
of programming purchase contracts with cable networks, TWC may at the same time negotiate for the sale of
advertising to the same cable network. Arrangements, although negotiated contemporaneously, may be documented
in one or more contracts. In accounting for such arrangements, the Company looks to the guidance contained in the
following authoritative literature:

e Accounting Principles Board Opinion No. 29, Accounting for Nonmonetary Transactions;

* FASB Statement No. 153, Exchanges of Nonmonetary Assets—an amendment of APB Opinion No. 29;

e EITF Issue No. 01-9, Accounting for Consideration Given by a Vendor to a Customer; and

e EITF Issue No. 02-16, Accounting by a Customer (Including a Reseller) for Certain Consideration
Received from a Vendor (“EITF 02-167).

The Company’s accounting policy for each transaction negotiated contemporaneously is to record each
element of the transaction based on the respective estimated fair values of the products or services purchased and the
products or services sold. The judgments made in determining fair value in such transactions impact the amount of
revenues, expenses and net income recognized over the respective terms of the transactions, as well as the respective
periods in which they are recognized.

In determining the fair value of the respective elements, TWC refers to quoted market prices (where available),
historical transactions or comparable cash transactions. The most frequent transactions of this type that the
Company encounters involve funds received from its vendors, which the Company accounts for in accordance with
EITF 02-16. The Company records cash consideration received from a vendor as a reduction in the price of the
vendor’s product unless (i) the consideration is for the reimbursement of a specific, incremental, identifiable cost
incurred in which case it would record the cash consideration received as a reduction in such cost or (ii) the
Company is providing an identifiable benefit in exchange for the consideration in which case it recognizes revenue
for this element.

With respect to programming vendor advertising arrangements being negotiated simultaneously with the same
cable network, TWC assesses whether each piece of the arrangements is at fair value. The factors that are
considered in determining the individual fair values of the programming and advertising vary from arrangement to
arrangement and include:

e existence of a “most-favored-nation” clause or comparable assurances as to fair market value with respect

to programming;
e comparison to fees under a prior contract;
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* comparison to fees paid for similar networks; and
e comparison to advertising rates paid by other advertisers on the Company’s systems.

Sales of Multiple Products or Services

The Company’s policy for revenue recognition in instances where multiple deliverables are sold
contemporaneously to the same counterparty is based on the guidelines of EITF Issue No. 00-21, Revenue
Arrangements with Multiple Deliverables, and SAB No. 104, Revenue Recognition. Specifically, if the Company
enters into sales contracts for the sale of multiple products or services, then the Company evaluates whether it has
fair value evidence for each deliverable in the transaction. If the Company has fair value evidence for each
deliverable of the transaction, then it accounts for each deliverable in the transaction separately, based on the
relevant revenue recognition accounting policies. If the Company is unable to determine fair value for one or more
undelivered elements of the transaction, the Company recognizes revenue on a straight-line basis over the term of
the agreement. For example, the Company sells video, high-speed data and voice services to subscribers in a
bundled package at a rate lower than if the subscriber purchases each product on an individual basis. Subscription
revenues received from such subscribers are allocated to each product in a pro-rata manner based on the fair value of
each of the respective services.

Purchases of Multiple Products or Services

The Company’s policy for cost recognition in instances where multiple products or services are purchased
contemporaneously from the same counterparty is consistent with the Company’s policy for the sale of multiple
deliverables to a customer. Specifically, if the Company enters into a contract for the purchase of multiple products
or services, the Company evaluates whether it has fair value evidence for each product or service being purchased. If
the Company has fair value evidence for each product or service being purchased, it accounts for each separately,
based on the relevant cost recognition accounting policies. If the Company is unable to determine fair value for one
or more of the purchased elements, the Company recognizes the cost of the transaction on a straight-line basis over
the term of the agreement.

This policy also applies in instances where the Company settles a dispute at the same time the Company
purchases a product or service from that same counterparty. For example, the Company may settle a dispute on an
existing programming contract with a programming vendor at the same time that it enters into a new programming
contract with the same programming vendor. Because the Company is negotiating both the settlement of the dispute
and a new programming contract, each of the elements is evaluated to ensure it is accounted for at fair value. The
amount allocated to the settlement of the dispute, if determinable and supportable, would be recognized
immediately, whereas the amount allocated to the new programming contract would be accounted for
prospectively, consistent with the accounting for other similar programming agreements. In the event the fair
value of the two elements could not be established, the net amount paid or payable to the vendor would be
recognized over the term of the new or amended programming contract.

Gross Versus Net Revenue Recognition

In the normal course of business, the Company acts as or uses an intermediary or agent in executing
transactions with third parties. The accounting issue presented by these arrangements is whether the Company
should report revenue based on the gross amount billed to the ultimate customer or on the net amount received from
the customer after commissions and other payments to third parties. To the extent revenues are recorded on a gross
basis, any commissions or other payments to third parties are recorded as expense so that the net amount (gross
revenues less expense) is reflected in Operating Income. Accordingly, the impact on Operating Income is the same
whether the Company records revenue on a gross or net basis.

For example, TWC is assessed franchise fees by franchising authorities, which are passed on to the customer.
The accounting issue presented by these arrangements is whether TWC should report revenue based on the gross
amount billed to the ultimate customer or on the net amount received from the customer after payments to
franchising authorities. The Company has determined that these amounts should be reported on a gross basis.
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TWC’s policy is that, in instances where the fees are being assessed directly to the Company, amounts paid to the
governmental authorities and amounts received from the customers are recorded on a gross basis. That is, amounts
paid to the governmental authorities are recorded as costs of revenues and amounts received from the customer are
recorded as Subscription revenues. The amount of such franchise fees recorded on a gross basis was $495 million in
2007, $392 million in 2006 and $284 million in 2005.

Income Taxes

TWC is not a separate taxable entity for U.S. federal and various state income tax purposes and its results are
included in the consolidated U.S. federal and certain state income tax returns of Time Warner. The income tax
benefits and provisions, related tax payments, and current and deferred tax balances have been prepared as if TWC
operated as a stand-alone taxpayer for all periods presented in accordance with the tax sharing arrangement between
TWC and Time Warner. Under the tax sharing arrangement, TWC is obligated to make tax sharing payments to
Time Warner as if it were a separate payer. Income taxes are provided using the asset and liability method prescribed
by FASB Statement No. 109, Accounting for Income Taxes. Under this method, income taxes (i.e., deferred tax
assets, deferred tax liabilities, taxes currently payable/refunds receivable and tax expense) are recorded based on
amounts refundable or payable in the current year and include the results of any difference between GAAP and tax
reporting. Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of
assets and liabilities for financial statement and income tax purposes, as determined under enacted tax laws and
rates. The financial effect of changes in tax laws or rates is accounted for in the period of enactment.

The Company made cash tax payments to Time Warner of $263 million in 2007, $444 million in 2006 and
$496 million in 2005.

As previously discussed under “Recent Accounting Standards—Accounting Standards Adopted in 2007,” on
January 1, 2007, the Company adopted the provisions of FIN 48, which clarifies the accounting for uncertainty in
income tax positions. This interpretation requires the Company to recognize in the consolidated financial
statements those tax positions determined to be “more likely than not” of being sustained upon examination,
based on their technical merits.

Comprehensive Income (Loss)

Comprehensive income (loss) is reported in the consolidated statement of shareholders’ equity as a component
of retained earnings and consists of net income (loss) and other gains and losses affecting shareholders’ equity that,
under GAAP, are excluded from net income (loss). For TWC, such items consist of gains and losses on certain
derivative financial instruments and changes in unfunded benefit plan obligations. The following summary sets
forth the components of other comprehensive income (loss), net of tax, accumulated in shareholders’ equity (in
millions):

Net Net Net
Derivative Change in Accumulated
Financial Unfunded Other
Instrument Benefit Comprehensive
Losses Obligation Loss
Balance at December 31, 2004. . . . . . ... $ — 3 4 3 4)
2005 ACHVILY © . v vttt e — 3) 3)
Balance at December 31, 2005. . . ... ... ... ... ... — @) @)
2006 activity ™ . ... — (123) (123)
Balance at December 31, 2006. . . ... ....... ... ... ... — (130) (130)
2007 QCHVILY © . v v ot et e @))] (43) (44)
Balance at December 31, 2007. . . .. ... .. $ 1 $ a173) $ (174)

@ 2006 amount primarily reflects the adoption of FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other

Postretirement Benefits (“FAS 158”), on December 31, 2006. Specifically, as a result of adopting FAS 158, on December 31, 2006, the
Company reflected the funded status of its plans by reducing its net pension asset by $208 million to reflect actuarial and investment losses
that had been deferred pursuant to prior pension accounting rules and recording a corresponding deferred tax asset of $84 million and a net
after-tax charge of $124 million.
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Income per Common Share

Basic income per common share is computed by dividing net income by the weighted average of common
shares outstanding during the period. Weighted-average common shares include shares of Class A common stock
and Class B common stock. Diluted income per common share adjusts basic income per common share for the
effects of stock options, restricted stock units and other potentially dilutive financial instruments, only in the periods
in which such effect is dilutive. Set forth below is a reconciliation of basic and diluted income per common share
from continuing operations (in millions, except per share data):

Years Ended December 31,

2007 2006 2005

Income from continuing operations—basic and diluted . .. .......... ... ... ..., . $1,123 $ 936 $ 1,149
Average common shares outstanding—basic. . . ... ... ... L o e 976.9 990.4 1,000.0
Dilutive effect of equity awards . .. .. ... .. .. e 0.3 — —
Average common shares outstanding—diluted . ... ... ... ... ... L o L. 977.2 990.4 1,000.0
Income per common share from continuing operations:

BasiC . . . $1.15 $095 § 1.15

Diluted. . . . ..o $1.15 $095 $ 1.15

Segments

FASB Statement No. 131, Disclosure about Segments of an Enterprise and Related Information, requires
public companies to disclose certain information about their reportable operating segments. Operating segments are
defined as components of an enterprise for which separate financial information is available and is evaluated on a
regular basis by the chief operating decision makers in deciding how to allocate resources to an individual segment
and in assessing performance of the segment. Since the Company’s continuing operations provide its services over
the same delivery system, the Company has only one reportable segment.

4. TRANSACTIONS WITH ADELPHIA AND COMCAST
Adelphia Acquisition and Related Transactions

On July 31, 2006, TW NY and Comcast completed their respective acquisitions of assets comprising in the
aggregate substantially all of the cable assets of Adelphia (the “Adelphia Acquisition”). At the closing of the
Adelphia Acquisition, TW NY paid approximately $8.9 billion in cash, after giving effect to certain purchase price
adjustments, and shares representing 17.3% of TWC’s Class A common stock (approximately 16% of TWC’s
outstanding common stock) valued at approximately $5.5 billion for the portion of the Adelphia assets it acquired.
The valuation of approximately $5.5 billion for the approximately 16% interest in TWC as of July 31, 2006 was
determined by management using a DCF and market comparable valuation model. The DCF valuation model was
based upon the Company’s estimated future cash flows derived from its business plan and utilized a discount rate
consistent with the inherent risk in the business. The 16% interest reflects 155,913,430 shares of TWC Class A
common stock issued to Adelphia, which were valued at $35.28 per share for purposes of the Adelphia Acquisition.

In addition, on July 28, 2006, American Television and Communications Corporation (“ATC”), a subsidiary of
Time Warner, contributed its 1% common equity interest and $2.4 billion preferred equity interest in Time Warner
Entertainment Company, L.P. (“TWE”) to TW NY Cable Holding Inc. (“TW NY Holding”), a newly created
subsidiary of TWC and the parent of TW NY, in exchange for a 12.43% non-voting common stock interest in TW
NY Holding having an equivalent fair value.

On July 31, 2006, immediately before the closing of the Adelphia Acquisition, Comcast’s interests in TWC
and TWE were redeemed. Specifically, Comcast’s 17.9% interest in TWC was redeemed in exchange for 100% of
the capital stock of a subsidiary of TWC holding both cable systems serving 589,000 basic video subscribers, with
an estimated fair value of $2.470 billion, as determined by management using a DCF and market comparable
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valuation model, and $1.857 billion in cash (the “TWC Redemption”). In addition, Comcast’s 4.7% interest in TWE
was redeemed in exchange for 100% of the equity interests of a subsidiary of TWE holding both cable systems
serving 162,000 basic video subscribers, with an estimated fair value of $630 million, as determined by
management using a DCF and market comparable valuation model, and $147 million in cash (the “TWE
Redemption” and, together with the TWC Redemption, the “Redemptions”). The DCF valuation model was
based upon the Company’s estimated future cash flows derived from its business plan and utilized a discount rate
consistent with the inherent risk in the business. The TWC Redemption was designed to qualify as a tax-free split-
off under section 355 of the Internal Revenue Code of 1986, as amended (the “Tax Code”). For accounting purposes,
the Redemptions were treated as an acquisition of Comcast’s minority interests in TWC and TWE and a disposition
of the cable systems that were transferred to Comcast. As of December 31, 2006, the purchase of the minority
interests resulted in a reduction of goodwill of $738 million related to the excess of the carrying value of the
Comcast minority interests over the total fair value of the Redemptions. In addition, the disposition of the cable
systems resulted in an after-tax gain of $945 million included in discontinued operations for the year ended
December 31, 2006, which is comprised of a $131 million pretax gain (calculated as the difference between the
carrying value of the systems acquired by Comcast in the Redemptions totaling $2.969 billion and the estimated fair
value of $3.100 billion) and a net tax benefit of $814 million, including the reversal of historical deferred tax
liabilities of $838 million that had existed on systems transferred to Comcast in the TWC Redemption.

Following the Redemptions and the Adelphia Acquisition, on July 31, 2006, TW NY and Comcast swapped
certain cable systems, most of which were acquired from Adelphia, each with an estimated value of $8.700 billion,
as determined by management using a DCF and market comparable valuation model, in order to enhance TWC’s
and Comcast’s respective geographic clusters of subscribers (the “Exchange” and, together with the Adelphia
Acquisition and the Redemptions, the “Transactions”), and TW NY paid Comcast $67 million for certain
adjustments related to the Exchange. The DCF valuation model was based upon estimated future cash flows
and utilized a discount rate consistent with the inherent risk in the business. The Exchange was accounted for as a
purchase of cable systems from Comcast and a sale of TW NY’s cable systems to Comcast. The systems exchanged
by TW NY included Urban Cable Works of Philadelphia, L.P. (“Urban Cable”) and systems acquired from
Adelphia. The Company did not record a gain or loss on systems TW NY acquired from Adelphia and transferred to
Comcast in the Exchange because such systems were recorded at fair value in the Adelphia Acquisition. The
Company did, however, record a pretax gain of $34 million ($20 million, net of tax) on the Exchange related to the
disposition of Urban Cable, which is included in discontinued operations for the year ended December 31, 2006.

The purchase price for each of the Adelphia Acquisition and the Exchange is as follows (in millions):

Cash consideration for the Adelphia Acquisition. . . .. ... ... .. e $ 8,935
Fair value of equity consideration for the Adelphia Acquisition ... ......... .. ... ... .. ... ... ... 5,500
Fair value of Urban Cable . . . .. ... .. 190
Other COSES. . . . o o e 227
Total purchase price . ... ... ... . e $14,852

Other costs consist of (i) contractual closing adjustments totaling $56 million, (ii) $116 million of total
transaction costs and (iii) $55 million of transaction-related taxes.
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The purchase price allocation for the Adelphia Acquisition and the Exchange is as follows (in millions):

Depreciation/
Amortization
Periods®

Intangible assets not subject to amortization (cable franchise rights) . ... .............. $10,487  non-amortizable
Intangible assets subject to amortization (primarily customer relationships) . ............ 882 4 years
Property, plant and equipment (primarily cable television equipment) .. ............... 2,426  1-20 years
Other @SSeS . . . o ot 162 not applicable
Goodwill . . .. e 1,114 non-amortizable
Liabilities . . . . . .o (219) not applicable

Total purchase price. . . . .. ..ot e $14,852

@ Intangible assets and goodwill associated with the Adelphia Acquisition are deductible over a 15-year period for tax purposes and would

reduce net cash tax payments by more than $300 million per year, assuming the following: (i) straight-line amortization deductions over
15 years, (ii) sufficient taxable income to utilize the amortization deductions and (iii) a 40% effective tax rate.

The allocation of the purchase price for the Adelphia Acquisition and the Exchange primarily used a DCF
approach with respect to identified intangible assets and a combination of the cost and market approaches with
respect to property, plant and equipment. The DCF approach was based upon management’s estimated future cash
flows from the acquired assets and liabilities and utilized a discount rate consistent with the inherent risk of each of
the acquired assets and liabilities.

The systems acquired in connection with the Transactions have been included in the consolidated financial
statements since the closing of the Transactions. The systems previously owned by TWC that were transferred to
Comcast in connection with the Redemptions and the Exchange (the “Transferred Systems”) have been reflected as
discontinued operations in the consolidated financial statements for all periods presented.

Financial data for the Transferred Systems included in discontinued operations for the years ended
December 31, 2006 and 2005 is as follows (in millions, except per share data):

Years Ended December 31,

2006 2005
TOtAl TEVENUES . . . o o oottt et e e e e e e e e $ 457 °$ 686
Pretax inCOmME . . . . . .ottt e et e $ 285  $ 163
Income tax benefit (ProviSion) . . . ... ... ..ottt e 753 (59)
NEtINCOME . . . .ottt e e $ 1,038 $ 104
Basic and diluted net income per common share ... ........ .. ... . . . ... ... .. $ 1.05 $ 0.10
Average basic and diluted common shares outstanding . . .. ......... ... ... ..... 990.4 1,000.0

Included in discontinued operations for the year ended December 31, 2006 were a pretax gain of $165 million
on the Transferred Systems and a net tax benefit of $800 million comprised of a tax benefit of $814 million on the
Redemptions, partially offset by a provision of $14 million on the Exchange. The tax benefit of $814 million
resulted primarily from the reversal of historical deferred tax liabilities (included in noncurrent liabilities of
discontinued operations) that had existed on systems transferred to Comcast in the TWC Redemption. The TWC
Redemption was designed to qualify as a tax-free split-off under section 355 of the Tax Code, and as a result, such
liabilities were no longer required. However, if the Internal Revenue Service were successful in challenging the tax-
free characterization of the TWC Redemption, an additional cash liability on account of taxes of up to an estimated
$900 million could become payable by the Company.

As a result of the closing of the Transactions, on July 31, 2006, TWC acquired systems with approximately
4.0 million basic video subscribers and disposed of the Transferred Systems, with approximately 0.8 million basic
video subscribers, for a net gain of approximately 3.2 million basic video subscribers.
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On February 13, 2007, Adelphia’s Chapter 11 reorganization plan became effective and, under applicable
securities law regulations and provisions of the U.S. bankruptcy code, TWC became a public company subject to
the requirements of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Under the terms of the
reorganization plan, during 2007, substantially all of the 155,913,430 shares of TWC’s Class A common stock that
Adelphia received in the Adelphia Acquisition (representing approximately 16% of TWC’s outstanding common
stock) were distributed to Adelphia’s creditors. The remaining shares are expected to be distributed as the remaining
disputes are resolved by the bankruptcy court. As of December 31, 2007, Time Warner owned approximately 84.0%
of TWC’s outstanding common stock (including 82.7% of the outstanding shares of TWC’s Class A common stock
and all outstanding shares of TWC’s Class B common stock, representing a 90.6% voting interest), as well as a
12.43% non-voting common stock interest in TW NY Holding. On March 1, 2007, TWC’s Class A common stock
began trading on the New York Stock Exchange under the symbol “TWC.”

TKCCP Joint Venture

TKCCP was a 50-50 joint venture between TWE-A/N, which is a consolidated subsidiary of TWC, and
Comcast. In accordance with the terms of the TKCCP partnership agreement, on July 3, 2006, Comcast notified
TWC of its election to trigger the dissolution of the partnership and its decision to allocate all of TKCCP’s debt,
which totaled approximately $2 billion, to the pool of assets consisting of the Houston cable systems (the “Houston
Pool”). On August 1, 2006, TWC notified Comcast of its election to receive the Kansas City Pool. On October 2,
2006, TWC received approximately $630 million from Comcast due to the repayment of debt owed by TKCCP to
TWE-A/N that had been allocated to the Houston Pool. From July 1, 2006 through December 31, 2006, TWC was
entitled to 100% of the economic interest in the Kansas City Pool (and recognized such interest pursuant to the
equity method of accounting), and it was not entitled to any economic benefits of ownership from the Houston Pool.

On January 1, 2007, TKCCP distributed its assets to TWC and Comcast. TWC received the Kansas City Pool,
which served 788,000 basic video subscribers as of December 31, 2006, and Comcast received the Houston Pool,
which served 795,000 basic video subscribers as of December 31, 2006. TWC began consolidating the results of the
Kansas City Pool on January 1, 2007. TKCCP was formally dissolved on May 15, 2007.

For accounting purposes, the Company has treated the distribution of TKCCP’s assets as a sale of the
Company’s 50% equity interest in the Houston Pool and as an acquisition of Comcast’s 50% equity interest in the
Kansas City Pool. As a result of the sale of the Company’s 50% equity interest in the Houston Pool, the Company
recorded a pretax gain of $146 million in the first quarter of 2007, which is included as a component of other
income, net, in the consolidated statement of operations for the year ended December 31, 2007.

The acquisition of Comcast’s 50% equity interest in the Kansas City Pool on January 1, 2007 was treated as a
step-acquisition and accounted for as a purchase business combination. The consideration paid to acquire the 50%
equity interest in the Kansas City Pool was the fair value of the 50% equity interest in the Houston Pool transferred
to Comcast. The estimated fair value of TWC’s 50% interest in the Houston Pool of $880 million was determined
using a DCF analysis and was reduced by debt assumed by Comcast. The purchase price allocation is as follows as
of December 31, 2007 (in millions):

Depreciation/
Amortization
Periods

Intangible assets not subject to amortization (cable franchise rights) . ........ ... $ 612 non-amortizable
Intangible assets subject to amortization (primarily customer relationships) . ... ... 66 4 years
Property, plant and equipment (primarily cable television equipment) . .......... 183  1-20 years
Other assets . . . . ..ottt 67  not applicable
Liabilities . . . . . ..o (48) not applicable

Total purchase price. . . ... ... $ 830
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The allocation of the purchase price for the acquisition of Comcast’s 50% equity interest in the Kansas City
Pool primarily used a DCF approach with respect to identified intangible assets and a combination of the cost and
market approaches with respect to property, plant and equipment. The DCF approach was based upon
management’s estimated future cash flows from the acquired assets and liabilities and utilized a discount rate
consistent with the inherent risk of each of the acquired assets and liabilities.

Supplemental Pro Forma Information

The following schedule presents supplemental unaudited pro forma information for the year ended
December 31, 2006 as if the Transactions and the consolidation of the Kansas City Pool had occurred on
January 1, 2006. The unaudit