TIME WARNER INC.
CONSOLIDATED BALANCE SHEET
(Unaudited; millions, except per share amounts)

December 31, December 31,

2008 2007

ASSETS
Current assets
Cash and EQUIVAIENTS ........c.veiiiiiiieeree ettt et a st et e s e ete e ebesessesennas $ 6,682 $ 1,516
Receivables, less allowances of $2,359 and $2,410 ........ccoceovvvirnenienineenne e 6,195 7,296
DLV 410 1R 1,989 2,105
Prepaid expenses and Other CUITENT SSELS ........couirririieieere e e 976 834
DEferred INCOME tAXES ... c.veeeeieieitieiesie ittt sttt sttt sb et seereene st s 760 700
TOTAl CUMTENE ASSELS ...e.vveiitieiiete ettt bbbttt bbb 16,602 12,451
Noncurrent inventories and film COSES........oiiiiiiiiiiiiiie e 5,192 5,304
Investments, including available-for-sale SECUrIties............coce e 1,930 1,963
Property, plant and eqUIPMENt, NEL.........ccoiiiiieieee e 18,433 18,048
Intangible assets subject to amortization, NEt.........cccocveveiiiiie i 4,057 5,167
Intangible assets nNot subject to aMOItiZatioN ..........cccooveiiiiiiiiee e 31,822 47,220
L0001 | S 34,530 41,749
OFNEE ASSELS ..ottt s ettt te st e e et e b e e beebesteebe e estebeebeebesbebe e enteresnenbenbearen 1,330 1,928
TOTAL ASSEES ...ttt bbbt b bbbt bbb bbb s $ 11389 $ 133,830
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
ACCOUNES PAYADIE ...ttt es $ 1,341 $ 1,470
Participations PaYable...........c i e 2,522 2,547
Royalties and programming COStS PAYADIE .........ccoeiiiinieiiiie e 1,265 1,253
DETEITEA TEVENUE ...ttt bbbttt 1,169 1,178
Debt due Within ONE VAN .........cviiiiiiii e 2,067 126
Other CUTENE IADIITIES. .. .eeeiiiiie et er e e s ba e e s sraae e 5,610 5,611
Current liabilities of discontinued OPErationS...........ccooierireeneeiieee e 2 8
Total current Habilities ..........ovriiiiie e 13,976 12,193
LONG-TEIMN BT ......ciuiieiieee bbb 37,616 37,004
Mandatorily redeemable preferred membership units issued by a subsidiary 300 300
Deferred income taxes 8,756 13,951
Deferred revenue............. 283 522
Other liabilities........ 7,258 7,002
Minority interests .... 3,419 4,322
Shareholders’ equity
Time Warner common stock, $0.01 par value, 4.891 and 4.877 billion shares issued and

3.588 and 3.593 billion shares OULSTANAING .......ccovveiiiiireieeee e 49 49
Paid-TN-CAPITAL ..ot et 172,645 172,443
Treasury stock, at cost (1.303 and 1.284 billion Shares)...........ccccevvevveieieiiiiineneiesee e (25,836) (25,526)
Accumulated other comprehensive income (10SS), NEt ........ccvveiericiiieiiceseee e (1,676) 149
ACCUMUIALED ETICIE ... e (102,894) (88,579)
Total SNArenNOIdErs’ BQUILY ........coiveirriireereee e 42,288 58,536
Total liabilities and shareholders’ QUILY........ccccoiireieiiieece s $ 11389% $ 133,830

See accompanying notes.
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF OPERATIONS
(Unaudited; millions, except per share amounts)

Revenues:
SUDSCHIPLION ..o
AAVEITISING ..o
CONtENL ...

COStS OF FEVENUES .....o.veveeeieieciieieeee e
Selling, general and administrative
Amortization of intangible assets...........cccccovevrenne
Amounts related to securities litigation and
government inVestigations ............ccoceveveereieninn
Merger-related, restructuring and shutdown costs ...
ASSEt IMPAIMMENTS......c.ocviiiiiieeeeee e
Gain (loss) on disposal of assets, net..........c.cccceueee.
Operating income (10SS) .......covevveerereneieieree e
Interest eXpense, Net..........cccoveveirineceenensiennes
Other income (10SS), Net.......cccoiriieiiininireeee
Minority interest income (expense), Net...................
Income (loss) from continuing operations before
INCOME TAXES ...
INCOME tax ProViSioN........cccoveirirereieieieesc e
Income (loss) from continuing operations................
Discontinued operations, net of taX...........cccceeveenene
Net inCOmMe (105S) ....ccvevverviieiiiciiese e

Basic income (loss) per common share from
continuing OPerations...........ccceeverveeneneseseereeneans

Discontinued Operations............cccovevvierenieriessiennens

Basic net income (loss) per common share...............

Diluted income (loss) per common share from
continuing OPerations.........c.ccceevverieeeesesesiesiennans

Discontinued Operations............ccccovereneneiescnennens

Diluted net income (loss) per common share...........

Average basic common shares outstanding..............
Average diluted common shares outstanding...........

Cash dividends declared per share of common

See accompanying notes.

Three Months Ended December 31,

Year Ended December 31,

2007 2008 2007
6,266 25,786 $ 24,904
2,504 8,742 8,799
3,545 11,432 11,708
327 1,024 1,071
12,642 46,984 46,482
(7,552) (27,289) (27,426)
(2,440) (10,163) (9,653)
(172) (784) (674)

(2) (21) (171)
(149) (359) (262)
— (24,309) (36)
16 (16) 689
2,343 (15,957) 8,949
(585) (2,250) (2,299)
(86) (416) 145
(103) 1,974 (408)
1,569 (16,649) 6,387
(550) 3,247 (2.336)
1,019 (13,402) 4,051
12 — 336
$ 1,031 $  (13.402) $ 4387
0.28 (3.74) $  1.09
0.01 — 0.09
0.29 $ (374 $ 118
0.28 (3.74) $ 108
— — 0.09
0.28 $ (374 $ 117

3,605.8 3,582.6 3,718.9

3,637.8 3,582.6 3,762.3

$  0.0625 $  0.2500 $  0.2350



TIME WARNER INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
Year Ended December 31,

(Unaudited, millions)

2008 2007
OPERATIONS
NEE TNCOME (10SS)® ... ee e ee e ee e ee s s ee e, $ (13402) $ 4,387
Adjustments for noncash and nonoperating items:
Depreciation and amOrtiZation .............cceiviiiiiiieiieiiee e 4,590 4,412
Amortization of film and television costs... 5,891 6,076
ASSEt IMPAIrMENtS ........ooeiiciiere e 24,309 36
(Gain) loss on investments and other assets, net 434 (909)
Equity in losses of investee companies, net of cash distributions .............ccocevevereciiieinnnn, 31 63
Equity-based COMPENSALION.........coiiiiiieieiieere bbb 290 286
Minority interests.................... (1,974) 408
Deferred income taxes (4,116) 1,736
Amounts related to securities litigation and government investigations... — (741)
Changes in operating assets and liabilities, net of acquisitions:
LR EToT=T V710 L= TR 1,245 (1,090)
INVeNtories and filM COSES.... ..o (5,766) (6,045)
Accounts payable and other Habilities. ..o, (445) 109
Other balance sheet changes...........c.ccoceeeeeene. (741) 60
Adjustments relating to discontinued operations® (14) (313)
Cash provided by 0perations™ © ..o 10,332 8,475
INVESTING ACTIVITIES
Investments in available-for-sale SECUMTIES ..........oviiiiiiie e, (19) (94)
Investments and acquisitions, net of Cash aCQUITE ...........covoeiriiiicinee e, (2,435) (1,513)
Investment in a wireless joint venture ..............cv.... ?3) (33)
Investment activities of discontinued operations........... — (26)
Capital expenditures and product development costs........ (4,377) (4,430)
Investment proceeds from available-for-sale securities..... 17 36
Other investment proceeds ...........ccvvvverieriereiieesesesiennans 331 2,041
Cash used by INVESLING ACTIVITIES........coiiiiiieieiieee e (6,486) (4,019)
FINANCING ACTIVITIES
BOITOWINGS ...ttt ettt b et st et e e b e et e sb e b e e e st e te e b e s be st e b et ensebeeneeneateabe et 40,366 14,690
DDt FEPAYIMENTS ... bbbttt bt (37,808) (12,523)
Proceeds from exercise of stock options. 134 521
Excess tax benefit on stock options........... 3 76
Principal payments on capital leases ...... (43) (57)
Repurchases of common stock®............. (332) (6,231)
Dividends paid........c.ccccooevieneinnne. (901) (871)
Other fiNANCING BCHIVITIES. ..ot (99) (94)
Cash provided (used) by finanCiNg aCtiVItieS........c.coviviiiiririricice e 1,320 (4,489)
INCREASE (DECREASE) IN CASH AND EQUIVALENTS.......cccceitiiieieen e, 5,166 (33)
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD ... 1,516 1,549
CASH AND EQUIVALENTS AT END OF PERIOD ........coviiiiiniieiee e, $ 6,682 $ 1,516

@ The year ended December 31, 2007 includes net income from discontinued operations of $336 million. After considering noncash gains and
expenses and working capital-related adjustments relating to discontinued operations, net operational cash flows from discontinued operations were
$(14) million and $23 million for the years ended December 31, 2008 and 2007, respectively.

®  The years ended December 31, 2008 and 2007 include $21 million and $912 million, respectively, in payments, net of recoveries, related to securities
litigation and government investigations.

©  The year ended December 31, 2007 includes approximately $2 million of cash related to changing the fiscal year end of certain international
operations from November 30 to December 31.

@ The year ended December 31, 2007 excludes $440 million of common stock repurchased from Liberty Media Corporation, indirectly attributable to
the exchange of the Atlanta Braves baseball franchise (the “Braves™) and Leisure Arts, Inc. (“Leisure Arts™). Specifically, the $440 million represents
the fair value at the time of the exchange of the Braves and Leisure Arts of $473 million, less a $33 million net working capital adjustment.

See accompanying notes.
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TIME WARNER INC.
RECONCILIATION OF ADJUSTED OPERATING INCOME (LOSS) BEFORE DEPRECIATION AND
AMORTIZATION TO OPERATING INCOME (LOSS) BEFORE DEPRECIATION AND AMORTIZATION
(Unaudited, millions)

Three Months Ended December 31, 2008

Adjusted Amounts Operating
Operating Related To Income/(Loss)
Income/(Loss) Securities Before
Before Litigation & Gains/(Losses) Depreciation
Depreciation Asset Government From And
And Amortization Impairments Investigations Asset Disposals Amortization
AOL® e $ 405 $ (2,220) $ — $ — $ (1,815)
Cable® ..o, 1,660 (14,822) — (13) (13,175)
Filmed Entertainment.......... 371 — — — 371
NEetworks ........cccvevrenennnne. 682 — — — 682
Publishing®........c..ccccovvene. 124 (7,165) — — (7,041)
Corporate®.........ccccocounne. (71) — (8) — (79)
Intersegment elimination.... 17 — — — 17
Total .o $ 3,188 $ (24,207) $ (8) $ (13) $ (21,040)

Three Months Ended December 31, 2007

Adjusted Amounts Operating
Operating Related To Income/(Loss)
Income/(Loss) Securities Before
Before Litigation & Gains/(Losses) Depreciation
Depreciation Asset Government From And
And Amortization Impairments Investigations Asset Disposals Amortization
AOL® e, $ 3L $ — $ — $ 16 $ 397
(01 0] [- 1,563 — — — 1,563
Filmed Entertainment......... 350 — — — 350
Networks ........ccevevveiniinnns 857 — — — 857
Publishing.......c.ccccceovvvinnnnnns 414 — — — 414
Corporate®.........ccccocoune. (98) — ) — (100)
Intersegment elimination.... — — — — —
Total oo, $ 3,467 $ — $ (2) 3 16 $ 3,481

@ For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $2.207 billion noncash impairment to
reduce the carrying value of goodwill and a $13 million noncash impairment related to asset writedowns in connection with facility consolidations. For
the three months ended December 31, 2007, Operating Income before Depreciation and Amortization includes a $16 million gain related to the sale of a
building.

®  For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $14.822 billion noncash impairment
of cable franchise rights and a $13 million loss on the sale of certain non-core cable systems.

©  For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $7.139 billion noncash impairment to
reduce the carrying value of goodwill and intangible assets, a $21 million noncash impairment of Southern Living At Home, which is held for sale, and
a $5 million noncash impairment related to certain other asset write-offs.

@ For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes $8 million in net expenses related to
securities litigation and government investigations. For the three months ended December 31, 2007, Operating Loss before Depreciation and
Amortization includes $2 million in net expenses related to securities litigation and government investigations.
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TIME WARNER INC.
RECONCILIATION OF ADJUSTED OPERATING INCOME (LOSS) BEFORE DEPRECIATION AND
AMORTIZATION TO OPERATING INCOME (LOSS) BEFORE DEPRECIATION AND AMORTIZATION

Year Ended December 31, 2008

(Unaudited, millions)

Adjusted Amounts Operating
Operating Related To Income/(Loss)
Income/(Loss) Securities Before
Before Litigation & Gains/(Losses) Depreciation
Depreciation Asset Government From And
And Amortization Impairments Investigations Asset Disposals Amortization
AOL® e $ 1,558 $ (2,229) $  — $ — $  (671)
6,186 (14,867) — (13) (8,694)
Filmed Entertainment .. 1,228 — — — 1,228
Networks®© ............... 3,508 (18) — (3) 3,487
Publishing®.. . 779 (7,195) — — (6,416)
Corporate® .........ccccooo.ne. (315) — (21) — (336)
Intersegment elimination.... 35 — — — 35
Total .o $ 12,979 $ (24,309) $ (21) $ (16) $ (11,367)
Year Ended December 31, 2007
Adjusted Amounts Operating
Operating Related To Income/(Loss)
Income/(Loss) Securities Before
Before Litigation & Gains/(Losses) Depreciation
Depreciation Asset Government From And
And Amortization Impairments Investigations Asset Disposals Amortization
AOL® e $ 1,836 $ 2 $ — $ 683 $ 2,517
(OF: 1o] [T 5,742 — — — 5,742
Filmed Entertainment......... 1,215 — — — 1,215
Networks® .........cocoevvven. 3,370 (34) — — 3,336
Publishing®..........cccoovvvevnnn. 1,098 — — 6 1,104
Corporate®.........cccocvvvenn. (379) — (171) — (550)
Intersegment elimination.... 3) — — — 3)
Total .ooveveveeeee e $ 12,879 $ (36) $ (171) $ 689 $ 13,361

(b)

(©

(d

(€)

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $2.207 billion noncash impairment to reduce
the carrying value of goodwill and a $22 million noncash impairment related to asset writedowns in connection with facility consolidations. For the year
ended December 31, 2007, Operating Income before Depreciation and Amortization includes a net pretax gain of $668 million on the sale of AOL’s
German access business, a net $1 million reduction to the gain on the sale of AOL’s U.K. access business, a $16 million gain related to the sale of a
building and a $2 million noncash asset impairment.

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $14.822 billion noncash impairment of cable
franchise rights, a $45 million noncash impairment of certain non-core cable systems and a $13 million loss on the sale of these non-core cable systems.
For the year ended December 31, 2008, Operating Income before Depreciation and Amortization includes an $18 million noncash impairment of
GameTap, an online video game business, as well as a $3 million loss on the sale of GameTap. For the year ended December 31, 2007, Operating
Income before Depreciation and Amortization includes a $34 million noncash impairment of the Court TV tradename as a result of rebranding the
network’s name to truTV.

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $7.139 billion noncash impairment to reduce
the carrying value of goodwill and intangible assets, a $30 million noncash asset impairment related to the sub-lease with a tenant that filed for
bankruptcy in September 2008, a $21 million noncash impairment of Southern Living At Home, which is held for sale, and a $5 million noncash
impairment related to certain other asset write-offs. For the year ended December 31, 2007, Operating Income before Depreciation and Amortization
includes a $6 million gain on the sale of four non-strategic magazine titles.

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes $21 million in net expenses related to securities
litigation and government investigations. For the year ended December 31, 2007, Operating Income before Depreciation and Amortization includes
$153 million in legal reserves related to securities litigation and $18 million in net expenses related to securities litigation and government
investigations.
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TIME WARNER INC.
RECONCILIATION OF OPERATING INCOME (LOSS) BEFORE DEPRECIATION
AND AMORTIZATION TO OPERATING INCOME (LOSS)
(Unaudited, millions)

Three Months Ended December 31, 2008

Operating
Income/(Loss)

Before Depreciation Operating

And Amortization Depreciation Amortization Income/(L 0ss)
AOL® e, $  (1,815) $ (72) $ (42) $ (1,929)
Cable® ... (13,175) (703) (66) (13,944)
Filmed Entertainment........... 371 (41) (59) 271
NEtWOrKS......coveirieiiiririees 682 (85) (12) 586
Publishing® ........ccccovvev.n. (7,041) (33) (23) (7,097)
Corporate® ..o, (79) (11) — (90)
Intersegment elimination...... 17 — — 17
Total .o, $  (21,040) $ (945) $ (201) $(22,186)

Three Months Ended December 31, 2007
Operating
Income/(Loss)

Before Depreciation Operating

And Amortization Depreciation Amortization Income/(L 0ss)
AOL® e, $ 397 $ (96) $ (27) $ 274
(OF: o] [ 1,563 (703) (65) 795
Filmed Entertainment........... 350 (41) (56) 253
NEtWOrKS ..o 857 (81) (6) 770
Publishing .......ccccccoevvvrnnnnnn. 414 (34) (18) 362
Corporate® ........oocovvvvirn, (100) (11) — (111)
Intersegment elimination...... — — — —
L0 | T 3 3,481 $ (966) $ (172) $ 2,343

@ Forthe three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $2.207 billion noncash impairment to
reduce the carrying value of goodwill and a $13 million noncash impairment related to asset writedowns in connection with facility consolidations. For
the three months ended December 31, 2007, Operating Income before Depreciation and Amortization includes a $16 million gain related to the sale of a
building.

®  For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $14.822 billion noncash impairment

of cable franchise rights and a $13 million loss on the sale of certain non-core cable systems.

For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $7.139 billion noncash impairment to

reduce the carrying value of goodwill and intangible assets, a $21 million noncash impairment of Southern Living At Home, which is held for sale, and

a $5 million noncash impairment related to certain other asset write-offs.

For the three months ended December 31, 2008, Operating Loss before Depreciation and Amortization includes $8 million in net expenses related to

securities litigation and government investigations. For the three months ended December 31, 2007, Operating Loss before Depreciation and

Amortization includes $2 million in net expenses related to securities litigation and government investigations.

(©)

(d)
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TIME WARNER INC.
RECONCILIATION OF OPERATING INCOME (LOSS) BEFORE DEPRECIATION
AND AMORTIZATION TO OPERATING INCOME (LOSS)
(Unaudited, millions)

Year Ended December 31, 2008

Operating
Income/(Loss)

Before Depreciation Operating

And Amortization Depreciation Amortization Income/(L 0ss)
AOL® e, $ (671) $ (310) $ (166) $ (1,147)
Cable® ... (8,694) (2,826) (262) (11,782)
Filmed Entertainment........... 1,228 (167) (238) 823
Networks® ..........cc.ccooevvenn 3,487 (326) (43) 3,118
Publishing® ........cccovvveve.n. (6,416) (133) (75) (6,624)
Corporate® ..........cooovevnenn, (336) (44) — (380)
Intersegment elimination...... 35 — — 35
Total..oooeeeceeee, $  (11,367) $ (3,806) $ (784) $(15,957)

Year Ended December 31, 2007
Operating
Income/(Loss)

Before Depreciation Operating

And Amortization Depreciation Amortization Income/(L 0ss)
AOL® e, $ 2,517 $ (408) $ (96) $ 2,013
Cable....coeiie 5,742 (2,704) (272) 2,766
Filmed Entertainment........... 1,215 (153) (217) 845
Networks® ........ccccoevvvenenn. 3,336 (303) (18) 3,015
Publishing® ........ccccovviune. 1,104 (126) (71) 907
Corporate® .........coocvecvienn, (550) (44) — (594)
Intersegment elimination...... (3) — — (3)
Total...ooeeeeee e $ 13361 $ (3,738) $ (674) $ 8,949

@ Forthe year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $2.207 billion noncash impairment to reduce

the carrying value of goodwill and a $22 million noncash impairment related to asset writedowns in connection with facility consolidations. For the year
ended December 31, 2007, Operating Income before Depreciation and Amortization includes a net pretax gain of $668 million on the sale of AOL’s
German access business, a net $1 million reduction to the gain on the sale of AOL’s U.K. access business, a $16 million gain related to the sale of a
building and a $2 million noncash asset impairment.

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $14.822 billion noncash impairment of cable
franchise rights, a $45 million noncash impairment of certain non-core cable systems and a $13 million loss on the sale of these non-core cable systems.
For the year ended December 31, 2008, Operating Income before Depreciation and Amortization includes an $18 million noncash impairment of
GameTap, an online video game business, as well as a $3 million loss on the sale of GameTap. For the year ended December 31, 2007, Operating
Income before Depreciation and Amortization includes a $34 million noncash impairment of the Court TV tradename as a result of rebranding the
network’s name to truTV.

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes a $7.139 billion noncash impairment to reduce
the carrying value of goodwill and intangible assets, a $30 million noncash asset impairment related to the sub-lease with a tenant that filed for
bankruptcy in September 2008, a $21 million noncash impairment of Southern Living At Home, which is held for sale, and a $5 million noncash
impairment related to certain other asset write-offs. For the year ended December 31, 2007, Operating Income before Depreciation and Amortization
includes a $6 million gain on the sale of four non-strategic magazine titles.

For the year ended December 31, 2008, Operating Loss before Depreciation and Amortization includes $21 million in net expenses related to securities
litigation and government investigations. For the year ended December 31, 2007, Operating Income before Depreciation and Amortization includes
$153 million in legal reserves related to securities litigation and $18 million in net expenses related to securities litigation and government
investigations.

(b)

(©)

(@

()
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TIME WARNER INC.
RECONCILIATION OF CASH PROVIDED BY OPERATIONS TO FREE CASH FLOW
(Unaudited, millions)

Three Months Ended December 31, Year Ended December 31,
2008 2007 2008 2007
Cash provided by operations..............ccccccceeevereiennn, $ 2,238 $ 2319 $ 10,332 $ 8,475
Less cash provided by discontinued operations:
Net iNCOME (10SS) ..cvvveveeeieiieieee e 2 (12) — (336)
Other Changes.......ccoveiererireeieie s 5 22 14 313
Cash provided by continuing operations................... 2,241 2,329 10,346 8,452
Add payments related to securities litigation and
government investigations ..........cccccocvvereneniennennns 8 @) 21 912
Add excess tax benefits on stock options................. — 2 3 76
Less capital expenditures and product
development COSES.......cceiverierveere e (1,240) (1,330) (4,377) (4,430)
Less principal payments on capital leases................. (12) (12) (43) (57)
Free Cash FIOW® .........ccoociiviiiiicceceee e $ 997 $ 982 3 5,950 $ 4,953

@ Free Cash Flow is cash provided by operations (as defined by U.S. generally accepted accounting principles) plus payments related to securities litigation

and government investigations (net of any insurance recoveries) and excess tax benefits from the exercise of stock options, less cash flow attributable to
discontinued operations, capital expenditures and product development costs, principal payments on capital leases, and partnership distributions, if any.
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION
Description of Business

Time Warner Inc. (“Time Warner” or the “Company”) is a leading media and entertainment company, whose businesses
include interactive services, cable systems, filmed entertainment, television networks and publishing. Time Warner classifies
its operations into five reportable segments: AOL.: consisting principally of interactive consumer and advertising services;
Cable: consisting principally of cable systems that provide video, high-speed data and voice services; Filmed Entertainment:
consisting principally of feature film, television and home video production and distribution; Networks: consisting principally
of cable television networks that provide programming; and Publishing: consisting principally of magazine publishing.

Note 2: INTERSEGMENT TRANSACTIONS

In the normal course of business, the Time Warner segments enter into transactions with one another. The most common
types of intersegment transactions include:

» The Filmed Entertainment segment generating Content revenues by licensing television and theatrical programming to
the Networks segment;

» The Networks segment generating Subscription revenues by selling cable network programming to the Cable segment;
and

» The AOL, Cable, Networks and Publishing segments generating Advertising revenues by promoting the products and
services of other Time Warner segments.

These intersegment transactions are recorded by each segment at estimated fair value as if the transactions were with third
parties and, therefore, impact segment performance. While intersegment transactions are treated like third-party transactions
to determine segment performance, the revenues (and corresponding expenses or assets recognized by the segment that is
counterparty to the transaction) are eliminated in consolidation and, therefore, do not impact consolidated results.

Additionally, transactions between divisions within the same reporting segment (e.g., a transaction between HBO and Turner
Broadcasting System, Inc. within the Networks segment) are eliminated in arriving at segment performance and, therefore,
do not impact segment results.

Revenues recognized by Time Warner’s segments on intersegment transactions are as follows (millions):

Three Months Ended December 31, Year Ended December 31,

2008 2007 2008 2007

Intersegment Revenues

AOL ..ot $ 3 $ 4 $ 10 $ 20
CabIE .o, 5 5 12 15
Filmed Entertainment ...........cccoooviiieienenc e, 133 114 544 583
NETWOTKS ... 236 235 946 916
PUBIISRING ....cviiiiieic e, 7 7 29 27
Total intersegment rEVENUES ..........coveverveverereeresiereann, $ 384 $ 365 $ 1541 $ 1561
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TIME WARNER INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 3: SIGNIFICANT TRANSACTIONS AFFECTING COMPARABILITY

The comparability of Time Warner’s results from continuing operations has been affected by certain significant
transactions and other items in each period as follows (millions):

Three Months Ended December 31, Year Ended December 31,

2008 2007 2008 2007

Amounts related to securities litigation and

government investigations.............ccocevvverevesesiennnns, $ (8) $ (2) $ (22) $ (171)
ASSEt IMPAINMENTS ......ccveiieiece e, (24,207) — (24,309) (36)
Gain (loss) on disposal of assets, net..........cccceeeeennnn, (13) 16 (16) 689
Impact on Operating INCOMe (L0SS) .....cveverveerrerenienns (24,228) 14 (24,346) 482
Investment gains (10SSes), Net.........cccevvvevvececieieenns, (406) (77) (426) 211
Costs related to the separation of TWC..........cccceee. (108) — (217) —
Share of equity investment gain on disposal of

BSSBES .ttt — — 30 —
Minority interest impacts on certain of the above

TEBIMS vttt ettt 2,362 Q) 2,386 (58)
PretaxX impact........ccoooerencineeseee e, (22,380) (64) (22,573) 635
Income tax IMPACt .......coovvveeeierce e, 5,534 (10) 5,597 (340)
Other tax items affecting comparability .................... @ 39 (6) 131
After-taxX impact ..., $ (16,847) 3 (35) $ (16,982) $ 426
Impact of items affecting comparability on

diluted income (loss) per common share from

continuing OPErations ...........ccceeeeereneresrsrerereverenns $ 4.70 $ 0.01 $ 4.73 $ (012
Diluted average common shares outstanding ............. 3,596.4 3,637.8 3,602.1 3,762.3

Amounts Related to Securities Litigation

The Company recognized legal reserves as well as legal and other professional fees related to the defense of various
securities lawsuits, totaling $8 million and $21 million for the three months and year ended December 31, 2008,
respectively, and $2 million and $180 million for the three months and year ended December 31, 2007, respectively. In
addition, the Company recognized related insurance recoveries of $9 million for the year ended December 31, 2007.

Asset Impairments

During the three months and year ended December 31, 2008, the Company recorded noncash impairments related to
goodwill and intangible assets of $14.822 billion, $7.139 billion and $2.207 billion at the Cable, Publishing and AOL
segments, respectively. During the three months and year ended December 31, 2008, the Company also recorded noncash
impairments of $13 million and $22 million, respectively, related to asset writedowns in connection with facility
consolidations at the AOL segment, as well as $21 million related to Southern Living At Home, which is held for sale, and
$5 million related to certain other asset write-offs at the Publishing segment. In addition, during the year ended December
31, 2008, the Company recorded noncash impairments of $45 million relating to certain non-core cable systems at the
Cable segment, $18 million related to GameTap, an online video game business, at the Networks segment and $30 million
related to a sub-lease with a tenant that filed for bankruptcy in September 2008 at the Publishing segment.

During the year ended December 31, 2007, the Company recorded noncash impairments of $2 million at the AOL segment

related to asset write-offs in connection with facility closures and a $34 million noncash impairment of the Court TV
tradename at the Networks segment as a result of rebranding the network’s name to truTV, effective January 1, 2008.
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Gain (Loss) on Disposal of Assets, Net

For the three months and year ended December 31, 2008, the Company recorded a $13 million loss on the sale of certain
non-core cable systems at the Cable segment. In addition, for the year ended December 31, 2008, the Company recorded a
$3 million loss on the sale of GameTap at the Networks segment.

For the three months and year ended December 31, 2007, the Company recorded a $16 million gain related to the sale of a
building at the AOL segment. In addition, for the year ended December 31, 2007, the Company recorded a net pretax gain
of $668 million on the sale of AOL’s German access business and a net $1 million reduction to the gain on the sale of
AOL’s U.K. access business at the AOL segment and a $6 million gain on the sale of four non-strategic magazine titles at
the Publishing segment.

Investment Gains (Losses), Net

For the three months and year ended December 31, 2008, the Company recognized net losses of $406 million and $426
million, respectively, primarily related to a $367 million impairment of the Company’s investment in Clearwire
Corporation, an impairment of $12 million and $38 million, respectively, of the Company’s investment in SCi
Entertainment Group plc (“SCi”) and $27 million and $21 million, respectively, of miscellaneous investment losses.

For the three months and year ended December 31, 2007, the Company recognized net losses of $77 million and net gains
of $211 million, respectively, primarily related to a $73 million impairment of the Company’s investment in The CW
Television Network and a $57 million impairment of the Company’s investment in SCi, partially offset by a $56 million
gain on the sale of the Company’s investment in Oxygen Media Corporation. In addition, for the year ended December 31,
2007, the Company also recognized a $100 million gain on the Company’s sale of its 50% interest in Bookspan and a $146
million gain at the Cable segment on Time Warner Cable’s (“TWC”) deemed sale of its 50% interest in the pool of assets
consisting of the Houston cable systems (the “Houston Pool”) in connection with the distribution of the assets of Texas and
Kansas City Cable Partners, L.P. to TWC and Comcast Corporation.

Costs Related to the Separation of TWC

During the three months and year ended December 31, 2008, the Company incurred pretax costs related to the separation of
TWC of $108 million and $217 million, respectively, including direct transaction costs (e.g., legal and professional fees) of
$6 million and $28 million, respectively (which have been reflected in other income (loss), net on the Company’s
consolidated statement of operations), and financing costs of $102 million and $189 million, respectively (which have been
reflected in interest expense, net on the Company’s consolidated statement of operations). For the three months and year
ended December 31, 2008, financing costs included $89 million and $143 million, respectively, in net interest expense on
the $7.0 billion in aggregate principal amount of senior unsecured notes and debentures issued by TWC in June 2008 and
November 2008 in two separate, registered public offerings (the “2008 Cable Bond Offerings™) (after considering the
impact of the use of a portion of the proceeds of such offerings to repay variable-rate debt with lower interest rates and the
investment of the remainder in various short-term investments) and $12 million and $45 million, respectively, of debt
issuance costs, primarily related to the portion of the upfront loan fees for TWC’s $9.0 billion senior unsecured term loan
that was expensed due to the reduction of commitments under such facility as a result of the 2008 Cable Bond Offerings.

Share of Equity Investment Gain on Disposal of Assets

For the year ended December 31, 2008, the Company recognized its $30 million share of a pretax gain on the sale of a
Central European documentary channel of an equity method investee.

Minority Interest Impacts

For the three months and year ended December 31, 2008, expense of $2.362 billion and $2.386 billion, respectively, was
attributed to minority interests associated with items affecting comparability, which primarily reflects the respective
minority owners’ shares of impairments related to goodwill and intangible assets, the costs related to the separation of
TWC and the impairment of certain non-core cable systems.

For the three months and year ended December 31, 2007, income of $1 million and $58 million, respectively, was
attributed to minority interests associated with items affecting comparability, which primarily reflects the respective
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minority owners’ shares of the gains on TWC’s deemed sale of the Houston Pool interest and on the sale of AOL’s German
access business.

Income Tax Impact and Other Tax Items Affecting Comparability

The income tax impact reflects the estimated tax or tax benefit associated with each item affecting comparability. Such
estimated taxes or tax benefits vary based on certain factors, including the taxability or deductibility of the items and
foreign tax on certain gains. The Company’s tax provision also includes certain other items affecting comparability. For the
three months and year ended December 31, 2007, these items included $43 million and $125 million, respectively, of tax
benefits related to the realization of tax attribute carryforwards and changes in certain state tax laws.
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