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TIME WARNER INC.
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

INTRODUCTION

Management’s discussion and analysis of results of operations and financial condition (“MD&A”) is provided as a supplement to the
accompanying consolidated financial statements and notes to help provide an understanding of Time Warner Inc.’s (“Time Warner” or the
“Company”) financial condition, changes in financial condition and results of operations. MD&A is organized as follows:

. Overview. This section provides a general description of Time Warner’s business segments, as well as recent developments the
Company believes are important in understanding the results of operations and financial condition or in understanding anticipated
future trends.

. Results of operations. This section provides an analysis of the Company’s results of operations for the three months ended March 31,
2005 compared to the same period in 2004. This analysis is presented on both a consolidated and a business segment basis. In
addition, a brief description is provided of significant transactions and events that impact the comparability of the results being
analyzed.

. Financial condition and liquidity. This section provides an analysis of the Company’s financial condition as of March 31, 2005 and
cash flows for the three months ended March 31, 2005.

. Risk factors and caution concerning forward-looking statements. This section provides a description of risk factors that could
adversely affect the operations, business or financial results of the Company or its business segments and the use of forward-looking
information appearing in this report, including in MD&A and the consolidated financial statements. Such information is based on
management’s current expectations about future events, which are inherently susceptible to uncertainty and changes in
circumstances.

Use of Operating Income before Depreciation and Amortization and Free Cash Flow

The Company utilizes Operating Income before Depreciation and Amortization, among other measures, to evaluate the performance of its
businesses. Operating Income before Depreciation and Amortization is considered an important indicator of the operational strength of the
Company’s businesses. Operating Income before Depreciation and Amortization eliminates the uneven effect across all business segments of
considerable amounts of noncash depreciation of tangible assets and amortization of certain intangible assets that were recognized in business
combinations. A limitation of this measure, however, is that it does not reflect the periodic costs of certain capitalized tangible and intangible
assets used in generating revenues in the Company’s businesses. Management evaluates the costs of such tangible and intangible assets, the
impact of related impairments, as well as asset sales through other financial measures, such as capital expenditures, investment spending and
return on capital.

Free Cash Flow is cash provided by operations (as defined by U.S. generally accepted accounting principles) less cash provided by
discontinued operations, capital expenditures and product development costs, principal payments on capital leases, and partnership
distributions, if any. Free Cash Flow is considered to be an important indicator of the Company’s liquidity, including its ability to reduce net
debt, make strategic investments, pay dividends to common shareholders and repurchase stock.

Both Operating Income before Depreciation and Amortization and Free Cash Flow should be considered in addition to, not as a substitute
for, the Company’s Operating Income, Net Income and various cash flow measures (e.g., Cash Provided by Operations), as well as other
measures of financial performance and liquidity reported in accordance with U.S. generally accepted accounting principles.
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OVERVIEW

Time Warner is a leading media and entertainment company whose major businesses encompass an array of the most respected and
successful media brands. Among the Company’s brands are HBO, CNN, AOL, People, Sports lllustrated, Time and Time Warner Cable. The
Company has produced and distributed films including The Lord of the Rings trilogy, the Harry Potter series, Million Dollar Baby and The
Polar Express and television programs including ER, Two and a Half Men and The West Wing. During the three months ended March 31, 2005,
the Company generated revenues of $10.483 billion (up 3% from $10.185 billion in 2004), Operating Income before Depreciation and
Amortization of $2.581 billion (up 7% from $2.405 billion in 2004), Operating Income of $1.779 billion (up 10% from $1.616 billion in 2004),
Net Income of $963 million (flat from $961 million in 2004), Cash Provided by Operations of $1.854 billion (up slightly from $1.819 billion in
2004) and Free Cash Flow of $1.173 billion (up 9% from $1.073 billion in 2004).

Time Warner Businesses
Time Warner classifies its operations into five reportable segments: AOL, Cable, Filmed Entertainment, Networks and Publishing.

AOL. America Online, Inc. (“AOL” or “America Online”) is a leader in interactive services, web brands, Internet technologies and e-
commerce services, with 28.0 million total AOL brand subscribers in the U.S. and Europe at March 31, 2005. AOL reported total revenues of
$2.133 billion (20% of the Company’s overall revenues), $518 million in Operating Income before Depreciation and Amortization and
$324 million in Operating Income for the three months ended March 31, 2005. AOL generates its revenues primarily from subscription fees
charged to subscribers and from providing advertising services.

America Online is organized into four business units: Access, Audience, Digital Services and International. This structure reflects AOL’s
increased emphasis on generating higher advertising and search revenues, which the Company believes will continue to grow for the
foreseeable future.

Over the past several years, the AOL Access business has experienced significant declines in U.S. subscribers and related Subscription
revenues, and these declines are expected to continue. Driving this decrease is the continued industry-wide maturing of the premium dial-up
services business, as consumers migrate to high-speed broadband and lower-cost dial-up services. AOL continues to develop, change, test and
implement marketing and new product strategies to attract and retain subscribers. For example, AOL recently launched a new AOL brand
marketing campaign and Voice Over Internet Protocol service for AOL subscribers.

AOL’s Audience business strategy focuses on generating Advertising revenue by expanding its audience and increasing usage across all of
its properties, including properties such as AOL.com, MapQuest, Moviefone and AOL Instant Messenger. A key component of the Audience
business strategy is the planned re-launch in the second half of 2005 of the publicly available version of the AOL.com web portal that will
include a portion of AOL’s content that today is typically only available to AOL subscribers. AOL seeks to generate Advertising revenue from
this increased traffic through the use of branded advertising and performance-based advertising, including paid-search advertising, as well as
from increased utilization and optimization of AOL advertising inventory. The acquisition of Advertising.com Inc. (“Advertising.com”) in the
third quarter of 2004 also provides incremental growth in Advertising revenues, primarily through third-party performance-based advertising.

In the first quarter of 2005, AOL and Time Warner Cable Inc. announced a strategic agreement to develop a customized broadband offering
for their current AOL and Road Runner subscribers, as well as other prospects across the Time Warner Cable Inc. coverage area. The Road
Runner service will continue to be available on a stand-alone basis for those subscribers who elect not to take the new offering. This agreement
allows AOL to proactively migrate its subscribers to the customized broadband offering and also to share in a portion of future subscriber
revenues generated. AOL anticipates some decline in near-term revenues from this migration, but expects to experience an increase in the
overall subscriber life of its revenue stream. Under the agreement, AOL will manage the advertising and search opportunities for both the new
offering and the Road Runner portal, providing an increase
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in its audience size and the potential to earn revenues from online advertising, search, commerce and premium services. Time Warner Cable
will share in a portion of the Advertising revenues generated. The agreement should benefit Time Warner Cable in accelerating its acquisition
of high-speed data subscribers and provide its high-speed data customers additional value through access to AOL’s programming and features.
The arrangement is in the early stages of implementation and the impact on Time Warner’s consolidated financial results is not expected to be
significant during 2005. AOL is pursuing similar agreements with third parties that offer broadband services.

AOL has taken steps over the past several years to align costs with the declining dial-up subscriber base. These efforts have resulted in
reductions in the cost of operating AOL’s network through improved pricing and decreased levels of fixed commitments. These factors are
expected to result in continued declines in operating costs throughout the remainder of 2005, although at a rate less than experienced in the first
quarter of 2005.

AOL’s International business unit, which primarily includes AOL Europe S.A. (“AOL Europe”), has focused on balancing its subscription
and advertising businesses. In late 2004, the International business unit entered into a new, multi-year search arrangement that provides
incremental Advertising revenues.

Cable. Time Warner’s cable business, Time Warner Cable Inc. and its subsidiaries (“TWC Inc.”), is the second-largest cable operator in the
U.S. (in terms of basic cable subscribers served). TWC Inc. managed approximately 10.9 million basic cable subscribers (including
approximately 1.6 million subscribers of unconsolidated investees) at March 31, 2005, in highly clustered and upgraded systems in 27 states.
TWC Inc. delivered $822 million of Operating Income before Depreciation and Amortization, more than any of the Company’s other reporting
segments, and had revenues of $2.246 billion (21% of the Company’s overall revenues) and $426 million in Operating Income for the three
months ended March 31, 2005. As part of the strategy to expand TWC Inc.’s cable footprint, on April 20, 2005, the Company entered into an
agreement to acquire, in conjunction with Comcast Corporation, substantially all of the assets of Adelphia Communications Corporation
(“Adelphia”) (Please refer to “Other Recent Developments™ for further details).

TWC Inc. offers three products — video, high-speed data and its newest service, Digital Phone. Video is TWC Inc.’s largest product in
terms of revenues generated; however, the growth of its customer base for video cable service is limited as the customer base has matured and
industry-wide competition from direct-to-home satellite services has increased. Nevertheless, TWC Inc. is continuing to increase its video
revenues through its offerings of advanced digital video services such as Digital Video, Video-on-Demand (VOD), Subscription-Video-on-
Demand (SVOD) and Digital Video Recorders (DVR) that are available in all of TWC Inc.’s 31 divisions. TWC Inc.’s digital video penetration
provides a broad base of potential customers for these advanced services. Video programming costs represent a major component of TWC
Inc.’s expenses and are expected to continue to increase reflecting an expansion of service offerings and contractual rate increases across TWC
Inc.’s programming lineup.

High-speed data service has been one of TWC Inc.’s fastest-growing products over the past several years and is a key driver of its results.
TWC Inc. expects continued strong growth in residential high-speed data subscribers and revenues for the foreseeable future; however, the rate
of growth of both subscribers and revenue is being impacted by intensified competition for subscribers.

TWC Inc.’s new voice product, Digital Phone, has been launched in all of its divisions and is available to over two-thirds of TWC Inc.’s
homes passed. Digital Phone customers receive unlimited local, in-state and domestic long distance calling, as well as call waiting, caller 1D,
voicemail and enhanced “911” services for a monthly fixed fee. In the future, TWC Inc. intends to offer additional plans, including one that
will provide unlimited local calling with separate long distance charges. Digital Phone enables TWC Inc. to offer its customers a combined,
easy-to-use package of video, high-speed data and voice services, and to compete effectively against similar bundled products that are available
from its competitors.

In addition to the subscription services, TWC Inc. also earns revenue by selling advertising time to national, regional and local businesses.
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As previously noted, TWC Inc. and AOL recently announced a strategic agreement to develop a customized broadband offering. This
arrangement should benefit TWC Inc. in accelerating its acquisition of high-speed data subscribers and provide its high-speed data customers
additional value through access to AOL’s programming and features. TWC Inc. will also share with AOL in a portion of the Advertising
revenues generated on both the new offering and Road Runner portal.

Filmed Entertainment. Time Warner’s Filmed Entertainment businesses, Warner Bros. Entertainment Group (“Warner Bros.”) and New
Line Cinema Corporation (“New Line”), generated revenues of $3.014 billion (26% of the Company’s overall revenues), $410 million in
Operating Income before Depreciation and Amortization and $328 million in Operating Income for the three months ended March 31, 2005.

One of the world’s leading studios, Warner Bros. has diversified sources of revenues with its film and television businesses, combined with
an extensive film library and global distribution infrastructure. This diversification has helped Warner Bros. deliver consistent long-term
growth and performance. New Line is the oldest independent film company in the world. Its primary source of revenues is the creation and
distribution of theatrical motion pictures.

The sale of DVDs has been one of the largest drivers of the segment’s profit growth over the last few years. Warner Bros.’ library,
consisting of more than 6,600 theatrical titles and 54,000 live-action and animated television titles, positions it to benefit from continuing
growth in DVD sales.

Warner Bros.” industry-leading television business has experienced growing revenues, including the successful releases of television series
into the home video market. For the 2004-2005 television season, Warner Bros. has more current productions on the air than any other studio,
with prime-time series on all six broadcast networks (including such hits as Two and a Half Men, Joey, ER, Without a Trace, The O.C., Cold
Case, Smallville and The West Wing ).

Piracy, including physical piracy as well as illegal online file-sharing, continues to be a significant issue for the filmed entertainment
industry. Piracy has expanded from music to movies and television programming due to advances in technology. The Company has taken a
variety of actions to combat piracy over the last several years and will continue to do so, both individually and together with industry
associations.

Networks. Time Warner’s Networks group is comprised of Turner Broadcasting System, Inc. (“Turner”), Home Box Office (“HBO”) and
The WB Television Network (“The WB Network”). The Networks segment delivered revenues of $2.285 billion (20% of the Company’s
overall revenues), $787 million in Operating Income before Depreciation and Amortization and $728 million in Operating Income for the three
months ended March 31, 2005.

The Turner networks — including such recognized brands as TBS, TNT, CNN, Cartoon Network and CNN Headline News — are among
the leaders in advertising-supported cable TV networks. For the third straight year, more prime-time viewers watched advertising-supported
cable TV networks than the national broadcast networks. For the first quarter of 2005, TNT ranked first among ad-supported cable networks in
total day delivery of its key demographics, adults 18-49 and adults 25-54. TBS ranked first among ad-supported cable networks in prime time
delivery of its key demographic, adults 18-34.

The Turner networks generate revenues principally from the sale of advertising time and monthly subscriber fees paid by cable system
operators, satellite companies and other affiliates. Turner has benefited from strong ratings and a strong advertising market. Key contributors to
Turner’s success are its continued investments in high-quality programming focused on original movies, sports, network premieres, licensed
and original series, news and animation, as well as brand awareness and operating efficiency.

HBO operates the HBO and Cinemax multichannel pay television programming services, with the HBO service being the nation’s most
widely distributed pay television network. HBO generates revenues principally from monthly subscriber fees from cable system operators,
satellite companies and other affiliates. An additional source of revenue is from the ancillary sales of its original programming, including such
programs as The Sopranos, Sex and the City, Six Feet Under , Band of Brothers and Deadwood.
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The WB Network is a broadcast television network whose target audience is the 12-34 age group demographic. The WB Network generates
revenues almost exclusively from the sale of advertising time. Like many of its broadcast network competitors, The WB Network has
experienced a decline in its audience of young adults during the 2004-2005 television season. Because this is The WB Network’s target
demographic, the loss had a proportionally larger effect on its overall audience delivery. Among other measures, The WB Network is now
developing new programming designed to increase viewership among adults 18-34.

Publishing. Time Warner’s Publishing segment consists principally of magazine publishing, book publishing and a number of direct-
marketing and direct-selling businesses. The segment generated revenues of $1.240 billion (12% of the Company’s overall revenues),
$175 million in Operating Income before Depreciation and Amortization and $113 million in Operating Income for the three months ended
March 31, 2005.

Time Inc. publishes over 130 magazines globally, including People , Sports lllustrated , In Style , Southern Living , Time , Entertainment
Weekly , Fortune , Real Simple , What's on TV and Cooking Light . It generates revenues primarily from advertising, magazine subscription and
newsstand sales, and drives growth through higher circulation and advertising on existing magazines, new magazine launches and acquisitions.
Time Inc. owns IPC Media (the U.K.’s largest magazine company) and is the majority shareholder of magazine subscription marketer Synapse
Group, Inc. In addition, Time Inc. continues to invest in new magazine launches, including Pick Me Up , a weekly women’s magazine, which
IPC Media launched in the U.K. in January 2005. In the first quarter of 2005, Time Inc. acquired the remaining 51% stake it did not already
own in Essence Communications Partners (“Essence”), the publisher of Essence . Time Inc.’s book publishing operations are conducted
primarily by Time Warner Book Group, which had 28 books on the New York Times bestseller list during the first quarter of 2005. Time Inc.’s
direct-selling division, Southern Living At Home, sells home decor products through approximately 35,000 independent consultants at parties
hosted in people’s homes throughout the U.S.

Other Recent Developments
Adelphia/Comcast
Adelphia Acquisition Agreement

On April 20, 2005, a subsidiary of the Company, Time Warner NY Cable LLC (“TW NY”), and Comcast Corporation (“Comcast”) reached
definitive agreements to acquire substantially all the assets of Adelphia Communications Corporation (**Adelphia”) for a total of $12.7 billion
in cash (of which TW NY will pay $9.2 billion and Comcast will pay the remaining $3.5 billion) and 16% of the Common Stock of Time
Warner’s cable subsidiary, TWC Inc.

Comcast’s effective 21% interest in TWC Inc. will be redeemed on or after the acquisition of Adelphia for approximately $2.0 billion in
cash and cable systems serving approximately 755,000 subscribers (“TWC and TWE Redemption Agreements”). Specifically, Comcast’s
17.9% interest in TWC Inc. will be redeemed in exchange for stock of a subsidiary of TWC Inc. holding cable systems serving approximately
587,000 subscribers, as well as approximately $1.856 billion in cash. In addition, Comcast’s 4.7% interest in TWE will be redeemed in
exchange for interests in a subsidiary of TWE holding cable systems serving approximately 168,000 subscribers, as well as approximately $133
million in cash. TWC Inc., Comcast and their respective subsidiaries will also swap certain cable systems to enhance their respective
geographic clusters of subscribers (“Cable Swaps”).

Upon closing of these proposed transactions, TWC Inc. will gain systems passing approximately 7.5 million homes, with approximately
3.5 million basic subscribers. TWC Inc. will then manage a total of approximately 14.4 million basic subscribers. Time Warner will own 84%
of TWC Inc.’s Common Stock, a $2.9 billion economic interest in a subsidiary of TWC Inc. and TWC Inc. will become a publicly traded
company at the time of closing.

These transactions are subject to customary regulatory review and approvals, including Hart-Scott-Rodino antitrust approval, FCC and local
franchise approvals, as well as, in the case of the Adelphia acquisition, the Adelphia bankruptcy process, which involves approvals by the
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bankruptcy court having jurisdiction over Adelphia’s Chapter 11 case and Adelphia’s creditors. Closing is expected in about 9 to 12 months.

The purchase of Adelphia’s assets is not dependent on the occurrence of the Cable Swaps and redemption transactions between Time
Warner and Comcast. Furthermore, if Comcast fails to obtain certain necessary governmental authorizations, TW NY has agreed that it will
also acquire the cable operations of Adelphia that would have been acquired by Comcast, with the purchase price payable in cash or TWC Inc.
stock at the Company’s discretion.

Amendments to Existing Arrangements

In addition to agreeing to the purchase of Adelphia’s assets, the TWC and TWE Redemption Agreements and Cable Swaps described above,
the Company and Comcast amended certain existing agreements they had previously entered into. The objective of these amendments is to
cancel these agreements contingent upon the completion of the TWC and TWE Redemption Transaction described above. Here is a brief
description of these amendments:

Registration Rights Agreement. In conjunction with the restructuring of TWE completed in 2003 (the “TWE Restructuring”), TWC Inc.
granted Comcast and certain affiliates registration rights related to the shares of TWC Inc. Class A Common Stock acquired by Comcast in the
TWE Restructuring. As part of the agreements described above, Comcast generally has agreed not to exercise or pursue registration rights with
respect to the TWC Inc. Class A Common Stock owned until the date upon which the TWC Redemption Agreement described above is
terminated in accordance with its terms (e.g. the TWC Redemption Agreement is cancelled).

Tolling and Optional Redemption Agreement. On April 20, 2005, a subsidiary of TWC Inc., Comcast and certain of its affiliates entered
into an amendment (the “Second Tolling Amendment”) to the Tolling and Optional Redemption Agreement, dated as of September 24, 2004,
and previously amended on February 17, 2005. Pursuant to the Second Tolling Amendment, the parties agreed that if the TWC Redemption
Agreement terminates, TWC Inc. will redeem 23.8% of Comcast’s 17.9% ownership of TWC Inc. Class A Common Stock in exchange for
100% of the common stock of a TWC Inc. subsidiary which will own certain cable systems serving approximately 148,000 basic subscribers
plus approximately $422 million in cash.

A more complete description of the transactions described above may be found in the Company’s Current Reports on Form 8-K, each dated
April 20, 2005 and filed with the Securities and Exchange Commission (“SEC”) on April 21, 2005 and April 27, 2005.

Update on Government Investigations

As previously disclosed by the Company, the SEC and the U.S. Department of Justice (“DOJ”) had been conducting investigations into the
accounting and disclosure practices of the Company. Those investigations focused on advertising transactions, principally involving the
Company’s America Online segment, the methods used by the America Online segment to report its subscriber numbers and the accounting
related to the Company’s interest in AOL Europe prior to January 2002.

The Company and its subsidiary, AOL, entered into a settlement with the DOJ in December 2004 that provided for a deferred prosecution
arrangement for a two-year period. In addition, on March 21, 2005, the Company announced that the SEC has approved the Company’s

proposed settlement, which resolves the SEC’s investigation of the Company.
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Under the terms of the settlement with the SEC, the Company agreed, without admitting or denying the SEC’s allegations, to be enjoined
from future violations of certain provisions of the securities laws and to comply with the cease-and-desist order issued by the SEC to AOL in

May 2000. The settlement also requires the Company to:

. Pay a $300 million penalty, which will be used for a Fair Fund, as authorized under the Sarbanes-Oxley Act;

. Adjust its historical accounting for Advertising revenues in certain transactions with Bertelsmann, A.G. that were improperly
recognized or prematurely recognized primarily in the second half of 2000, during 2001 and during 2002; as well as adjust its
historical accounting for transactions involving three other AOL customers where there were Advertising revenues recognized in the
second half of 2000 and during 2001;

. Adjust its historical accounting for its investment in and consolidation of AOL Europe; and

. Agree to the appointment of an independent examiner, who will either be or hire a certified public accountant. The independent
examiner would review whether the Company’s historical accounting for transactions with 17 counterparties identified by the SEC
staff, principally involving online advertising revenues and including three cable programming affiliation agreements with related
advertising elements, was in conformity with generally accepted accounting principles, and provide a report to the Company’s audit
and finance committee of its conclusions within 180 days of being engaged. The transactions that would be reviewed were entered
into between June 1, 2000 and December 31, 2001, including subsequent amendments thereto, and involved online advertising and
related transactions for which revenue was principally recognized before January 1, 2002.

The Company paid the $300 million penalty in March 2005; however, it will not be able to deduct the penalty for income tax purposes, be
reimbursed or indemnified for such payment through insurance or any other source, or use such payment to setoff or reduce any award of
compensatory damages to plaintiffs in related securities litigation pending against the Company.

The historical accounting adjustments were reflected in the restatement of the Company’s financial results for each of the years ended
December 31, 2000 through December 31, 2003, which were included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2004 (the “2004 Form 10-K”) filed on March 11, 2005.

As previously discussed, as part of the settlement with the SEC, the Company agreed to appoint an independent examiner. Depending on the
independent examiner’s conclusions, a further restatement might be necessary. It is also possible that, so long as there are unresolved issues
associated with the Company’s financial statements, the effectiveness of any registration statement of the Company or its affiliates may be
delayed.
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Investment in Google Inc.

In May 2004, America Online exercised a warrant for approximately $22 million and received approximately 7.4 million shares of Series D
Preferred Stock of Google Inc. (“Google™). Each of these shares converted automatically into shares of Google’s Class B Common Stock
immediately prior to the closing of Google’s initial public offering on August 24, 2004. In connection with this offering, America Online
converted approximately 2.4 million shares of its Google Class B Common Stock into an equal number of shares of Google’s Class A Common
Stock. Such Class A shares were sold in the offering for $195 million, net of the underwriters’ discounts and commissions, and the Company
recorded a gain of approximately $188 million in the third quarter of 2004. Following this transaction, America Online continued to hold
approximately 5.1 million shares of Google’s Class B Common Stock. Transfers of these shares are subject to applicable securities laws
requiring that sales be made either pursuant to a registration statement or under exemptions from registration.

The Company has entered into agreements to sell its remaining 5.1 million shares at an average share price of approximately $185. The
sales under the agreements settled on May 3, 2005, and the Company received total cash consideration of approximately $940 million, resulting
in a gain of approximately $925 million that will be recognized in the second quarter of 2005. Accordingly, as of March 31, 2005, the shares
are classified as a current asset on the Company’s accompanying consolidated balance sheet at their fair value of approximately $918 million.
There is a corresponding unrealized gain of approximately $542 million, net of deferred taxes of approximately $361 million, reflected in other
comprehensive income, a component of consolidated shareholders’ equity.

Mandatorily Convertible Preferred Stock

At December 31, 2004, the Company had outstanding one share of its Series A mandatorily convertible preferred stock, par value $0.10 per
share, face value of $1.5 billion (the “Series A Preferred Stock™), held by a trust for the benefit of Comcast, that was issued on March 31, 2003,
as part of the TWE Restructuring. The Series A Preferred Stock was not entitled to receive a dividend, had a liquidation preference of $0.10 per
share and, after payment of the liquidation preference, would have participated on a pro rata basis with the common shareholders in the event
of a liquidation of the Company. The holder of the Series A Preferred Stock was entitled to vote on all matters submitted to shareholders of the
Company and voted with the common shareholders as a class, with the Series A Preferred Stock having a number of votes equal to
134,245,006 shares of Common Stock. In accordance with the terms of the stock, on March 31, 2005, the Series A Preferred Stock was
automatically converted into 83,835,883 shares of Common Stock of the Company, valued at $1.5 billion, and such amount was reclassified to
equity in the accompanying consolidated balance sheet. Prior to the conversion, an estimate of the number of shares of Common Stock issuable
upon the conversion of the Series A Preferred Stock based on the fair market value of the Common Stock at the end of the applicable period
was included in the calculation of the Company’s diluted earnings per share, but not its basic earnings per share. Following the issuance of the
Common Stock upon the conversion of the Series A Preferred Stock, the shares issued are included in the calculation of both the basic and
diluted earnings per share.

Urban Cable Works of Philadelphia, L.P.

Urban Cable Works of Philadelphia, L.P. (*“Urban Cable™) is an unconsolidated joint venture of TWC Inc., with approximately 49,000 basic
subscribers at March 31, 2003, that operates cable television systems in Philadelphia, Pennsylvania. Urban Cable is 40% owned by TWC Inc.
and 60% owned by an investment group led by Inner City Broadcasting (“Inner City”). Under a management agreement, TWC Inc. is
responsible for the day-to-day management of Urban Cable. During 2004, TWC Inc. and Inner City settled certain disputes regarding the joint
venture for $34 million in cash.

TWC Inc. has also agreed to purchase, subject to receipt of applicable regulatory approvals, all of Inner City’s interests in Urban Cable for
approximately $53 million in cash. In addition, upon closing, TWC Inc. will eliminate in consolidation $67 million of debt and interest owed to
it by Urban Cable and will assume $49 million of Urban Cable’s third-party debt. On March 3, 2005, the City Council of Philadelphia denied
TWC Inc.’s request for
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approval of this transaction. TWC Inc. believes the denial was invalid, but is unable to predict when the transaction may be completed. In
conjunction with the agreement to acquire Adelphia, Urban Cable would be transferred to Comcast as part of the Cable Swaps. For additional
details, please refer to the Adelphia/Comcast discussion above. For the three months ended March 31, 2005, Urban Cable’s revenues and
Operating Income were $12 million and $1 million, respectively.

RESULTS OF OPERATIONS
New Accounting Principles To Be Adopted
Stock-Based Compensation

In December 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Statement of Financial Accounting Standards
No. 123 (Revised), “Share-Based Payment” (“FAS 123R”). FAS 123R requires all companies to measure compensation costs for all share-
based payments (including employee stock options) at fair value and recognize such costs in the statement of operations. As a result, the
application of the provisions of FAS 123R will have a significant impact on Operating Income before Depreciation and Amortization,
Operating Income, net income and earnings per share. In Aprit 2005, the SEC amended the compliance dates for FAS 123R from fiscal periods
beginning after June 15, 2005 to fiscal years beginning after June 15, 2005. The Company will continue to account for share-based
compensation using the intrinsic value method set forth in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”), until adoption of FAS 123R on January 1, 2006.

In accordance with APB 25 and related interpretations, compensation expense for stock options is generally recognized in income based on
the excess, if any, of the quoted market price of the stock at the grant date of the award or other measurement date over the amount an
employee must pay to acquire the stock. The compensation costs related to stock options recognized by the Company pursuant to APB 25 were
minimal. If a company measures share-based compensation using APB 25, it must also disclose what the impact would have been if it had
measured share-based compensation using the fair value of the equity award on the date it is granted as provided in FAS 123, predecessor of
FAS 123R. See Note | for the pro forma impact if compensation costs for the Company’s stock option plans had been determined based on the
fair value method set forth in FAS 123.

Reclassifications

Certain reclassifications have been made to the prior year’s financial information to conform to the March 31, 2005 presentation.
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Significant Transactions and Other Items Affecting Comparability

As more fully described herein and in the related notes to the accompanying consolidated financial statements, 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:

Three Months Ended

3/31/05 3/31/04
(millions)

Restructuring costs $ q2) $ —
Asset impairments (24) _
Gains on disposal of assets, net 10 1
Impact on Operating Income (26)

Investment gains 25 39
Gain on WMG option 80 —
Loss on investments, net 2) €)]
Impact on other income, net 103 36
Pretax impact 77 37
Income tax impact 37 (15)
After-tax impact $ 40 § 22

Restructuring Costs

Restructuring costs consist of charges related to employee terminations and exit activities. During the three months ended March 31, 2005,
the Company incurred restructuring costs of $17 million at the Cable segment and changes in estimates of previously established restructuring
accruals, which included an additional $3 million and the reversal of $8 million of restructuring costs that were no longer required at the AOL
segment (Note 9). During the three months ended March 31, 2004, the Company did not incur any restructuring costs.

Asset Impairments

For the three months ended March 31, 2005, the Company recorded a $24 million noncash impairment charge related to goodwill associated
with America Online Latin America, Inc. (“AOLA”) following AOLA’s March 2005 announcement that it intends to liquidate its operations.

Gains on Disposal of Assets, Net

For the three months ended March 31, 2005, the Company recorded a $2 million gain at the AOL segment from the resolution of a
contingent gain related to the 2004 sale of Netscape Security Solutions and an $8 million gain at the Publishing segment related to the
collection of a loan made in conjunction with the Company’s 2003 sale of Time Life Inc. (“Time Life”), which was previously fully reserved
due to concerns about recoverability.

For the three months ended March 31, 2004, the Company recognized an $8 million gain at the Publishing segment related to the sale of a
building, partially offset by an approximate $7 million loss at the Networks segment related to the sale of the winter sports teams.

Investment Gains

For the three months ended March 31, 2005, the Company recognized $25 million of gains from the sale of investments. For the three
months ended March 31, 2004, the Company recognized $39 million of gains from the sale of investments.
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Gain on WMG Option

For the three months ended March 31, 2005, the Company recorded an $80 million gain reflecting a fair value adjustment related to the
Company’s option in Warner Music Group (“WMG”). In April 2005, the Company entered into an agreement with WMG pursuant to which
WMG has agreed to a cash purchase of the Company’s warrant at the time of the WMG public offering (Note 2).

Loss on Investments, Net

For the three months ended March 31, 2005, noncash charges impacting the Company’s investments were $2 million. These amounts
consisted of $3 million to reduce the carrying value of certain investments that experienced other-than-temporary declines in market value,
offset in part by $1 million of gains to reflect market fluctuations in equity derivative instruments.

For the three months ended March 31, 2004, noncash charges impacting the Company’s investments were $3 million, These amounts
consisted of $1 million to reduce the carrying value of certain investments that experienced other-than-temporary declines in market value and
$2 million of losses to reflect market fluctuations in equity derivative instruments.

Three Months Ended March 31, 2005 Compared to Three Months Ended March 31, 2004
Consolidated Results

Revenues. Consolidated revenues increased 3% to $10.483 billion for the three months ended March 31, 2005 from $10.185 billion for the
three months ended March 31, 2004. As shown below, these increases were led by growth in Subscription and Advertising revenues, offset, in
part, by declines in Content and Other revenues:

Three Months Ended

3/31/05 3/31/04 % Change
(millions)
Subscription $ 5,492 $ 5314 3%
Advertising 1,647 1,447 14%
Content 3,083 3117 (1%)
Other 261 307 (15%)
Total revenues $10,483 $10,185 3%

The increase in Subscription revenues was primarily related to the Cable, Networks and Publishing segments, offset partially by a decline at
the AOL segment. The increase at the Cable segment was principally due to the continued penetration of services (primarily high-speed data,
advanced digital video services and Digital Phone) and video rate increases. The increase at the Networks segment was due to higher
subscription rates and an increase in the number of subscribers at both Turner and HBO. The increase at the Publishing segment was primarily
due to a decrease in subscription allowances (which are netted against revenue), due in part to timing, and increased newsstand sales. The AGL
segment declined primarily as a result of lower domestic subscribers partially offset by international growth due primarily to the favorable
effects of foreign currency exchange rates.

The increase in Advertising revenues was primarily due to growth at the AOL, Networks and Publishing segments. The increase at the AOL
segment was due primarily to revenues associated with the acquisition of Advertising.com and growth in paid-search and traditional
advertising. The increase at the Networks segment was driven by higher CPMs (advertising cost per one thousand viewers) and sellouts at
Turner’s entertainment networks, partly offset by a decline at The WB Network as a result of lower ratings. The increase at the Publishing
segment was due to solid growth at People , In Style and Real Simple , and contributions from new magazine launches.

The slight decrease in Content revenues was principally due to a decline at the Networks segment due primarily to the absence of Content
revenues from the winter sports teams after their sale in the first quarter of 2004 and favorable home video returns experience during 2004,

partially offset by higher ancillary sales of HBO’s original programming.
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The decline in Other revenues was primarily due to the sale of the winter sports teams at the end of the first quarter of 2004 at the Networks
segment.

Each of the revenue categories is discussed in greater detail by segment in the “Business Segment Results.”

Costs of Revenues. For the three months ended March 31, 2005 and 2004, costs of revenues totaled $6.000 billion and $5.971 billion,
respectively, and as a percentage of revenues were 57% and 59%, respectively. The improvement in costs of revenues as a percentage of
revenues related primarily to improved margins at the AOL and Networks segments, as discussed in detail in the “Business Segment Results.”

Selling, General and Administrative Expenses. For the three months ended March 31, 2005 and 2004, selling, general and administrative
expenses increased 3% to $2.528 billion in 2005 from $2.445 billion in 2004, primarily reflecting increases at all segments, except AOL. The
segment variations are discussed in detail in the “Business Segment Results.”

Reconciliation of Operating Income before Depreciation and Amortization to Operating Income and Net Income.

The following table reconciles Operating Income before Depreciation and Amortization to Operating Income. In addition, the table provides
the components from Operating Income to Net Income for purposes of the discussions that follow:

Three Months Ended

3/31/05 3/31/04 % Chang
(millions)

Operating Income before Depreciation and Amortization $ 2,581 $ 2,405 7%
Depreciation (652) (635) 3%
Amortization (150) (154) (3%)
Operating Income 1,779 1,616 10%
Interest expense, net (346) (404) (14%)
Other income, net 111 31 258%
Minority interest expense, net (59 (56) 5%
Income before income taxes, discontinued operations and cumulative effect of accounting change 1,485 1,187 25%
Income tax provision (522) (475) 10%
Income before discontinued operations and cumulative effect of accounting change 963 712 35%
Discontinued operations, net of tax — 215 NM
Cumulative effect of accounting change, net of tax — 34 NM
Net income $ 963 $§ 961 —

Operating Income before Depreciation and Amortization. Time Warner’s Operating Income before Depreciation and Amortization
increased 7% to $2.581 billion for the three months ended March 31, 2005 from $2.405 billion for the three months ended March 31, 2004,
principally as a result of solid growth at the Cable, Networks and AOL segments and a decline in costs at Corporate. The segment variations
are discussed in detail under “Business Segment Results.”

Depreciation Expense. Depreciation expense increased to $652 million for the three months ended March 31, 2005 from $635 million for
the three months ended March 31, 2004. The increase in depreciation primarily related to the Cable segment and, to a lesser extent, increases at
all other segments, except AOL and Corporate. The increase in depreciation expense at Cable reflects increased spending on customer premise
equipment that is depreciated over a significantly shorter useful life compared to the mix of assets previously purchased. The decrease in
depreciation expense at AOL relates primarily to a decline in network assets as a result of membership declines.
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Amortization Expense. Amortization expense decreased to $150 million for the three months ended March 31, 2005 from $154 million for
the three months ended March 31, 2004. The decrease relates primarily to a decline in amortization at the Publishing segment as a result of
certain intangibles with short useful lives, such as customer lists, becoming fully amortized beginning in the latter part of 2004.

Operating Income. Time Warner’s Operating Income increased to $1.779 billion for the three months ended March 31, 2005 from
$1.616 billion for the three months ended March 31, 2004, reflecting the changes in business segment Operating Income before Depreciation
and Amortization, partially offset by the increase in depreciation expense, as discussed above.

Interest Expense, Net. Interest expense, net, decreased to $346 million for the three months ended March 31, 2005 from $404 million for
the three months ended March 31, 2004 due primarily to lower average net debt levels and higher interest rates on cash investments.

Other Income, Net. Other income, net, detail is shown in the table below:

Three Months Ended

3/31/05 3/31/04
(millions)
Investment gains $ 25 $ 39
Gain on WMG option 80 —
Loss on investments ) 3)
Income from equity method investees 11 6
Other (3 (11)
Other income, net $ 111 $ 31

The changes in investment gains, the gain on the WMG option and the decline in the losses on writedowns of investments are discussed
above in detail under “Significant Transactions and Other Items Affecting Comparability.” Excluding the impact of these items, Other income,
net, improved in 2005 as compared to the prior period, primarily from an increase in income from equity method investees.

Minority Interest Expense, net. Time Warner had $59 million of minority interest expense for the three months ended March 31, 2005
compared to $56 million for the three months ended March 31, 2004. The increase relates primarily to larger profits recorded by TWC Inc,, in
which Comcast has a minority interest.

Income Tax Provision. Income tax expense from continuing operations was $522 million for the three months ended March 31, 2005,
compared to $475 million for the three months ended March 31, 2004. The Company’s effective tax rate for continuing operations was 35%
and 40% for the three months ended March 31, 2005 and 2004, respectively. The decrease in the effective tax rate results primarily from
$51 million of capital loss carryforwards recognized during the period.

Income before Discontinued Operations and Cumulative Effect of Accounting Change. Income before discontinued operations and
cumulative effect of accounting change was $963 million for the three months ended March 31, 2005 compared to $712 million for the three
months ended March 31, 2004. Basic and diluted net income per share before discontinued operations and cumulative effect of accounting
change were $0.21 and $0.20 in 2005, respectively, compared to $0.16 and $0.15 in 2004, respectively. The increase in Income before
discontinued operations and cumulative effect of accounting change resulted primarily from the increase in Operating Income, Other income,
net, and lower interest expense, net, partially offset by a higher income tax provision as discussed above.

Discontinued Operations, Net of Tax. Included in the 2004 results are $77 million of pre-tax income from the operations of the Music
business and $138 million of income tax benefits that were realized in connection with the close of the music transaction in 2004 (Note 2).
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Cumulative Effect of Accounting Change, Net of Tax. The Company recorded a $34 million benefit, net of tax, as a cumulative effect of
accounting change upon the consolidation of AOLA in the first quarter of 2004 in accordance with FASB Interpretation No. 46 (Revised),
“Consolidation of Variable Interest Entities.”

Net Income and Net Income Per Common Share. Net income was $963 million for the three months ended March 31, 2005 compared to
$961 million for the three months ended March 31, 2004, Basic and diluted net income per commeon share were both $0.21 and $0.20 in 2005
and 2004, respectively. Net income includes the items previously addressed under “Significant Transactions and Other Items Affecting
Comparability,” discontinued operations, net of tax, and the cumulative effect of accounting change, net of tax.

As previously discussed under “Other Recent Developments,” net income will be positively impacted by a gain of approximately
$925 million on the sale of Google stock during the second quarter of 2005.

Business Segment Results

AOL. Revenues, Operating Income before Depreciation and Amortization and Operating Income of the AOL segment for the three months
ended March 31, 2005 and 2004 are as follows:

Three Months Ended
3/31/05 3/31/04 % Change
(millions)

Revenues:

Subscription $ 1,774 $ 1,919 (8%)

Advertising 311 214 45%

Other 48 58 (17%)
Total revenues 2,133 2,191 (B3%)
Costs of revenues (@ (978) (1,063) 8%)
Selling, general and administrative @ (620) (639) (3%)
Restructuring costs 5 — NM
Asset impairment (24) — NM
Gain on sale of consolidated business 2 — NM
Operating Income before Depreciation and Amortization 518 489 6%
Depreciation (147) (170) (14%)
Amortization 47 (42) 12%
Operating Income $ 324 § 2717 17%

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

The reduction in Subscription revenues primarily reflects a decrease in domestic Subscription revenues (from $1.471 billion in 2004 to
$1.313 billion in 2005), offset in part by an increase in Subscription revenues at AOL Europe (from $429 million in 2004 to $449 million in
2005). AOL’s domestic Subscription revenues declined due primarily to a decrease in the number of domestic AOL brand subscribers and
related revenues. AOL Europe’s Subscription revenues increased from the favorable impact of foreign currency exchange rates ($25 million),
partially offset by a decline in subscribers and related revenues.

In addition, total Subscription revenues in 2005 were positively impacted by the consolidation of AOLA ($12 million) beginning in the
second quarter of 2004 and negatively impacted by the sale of AOL Japan ($19 million), which was sold on July 1, 2004. In March 2005, AOL
acquired the remaining interest in AOL Canada that it did not already own. The Company began consolidating AOL Canada effective
March 31, 2005. For the year ended December 31, 2004, AOL Canada generated $58 million of Subscription revenues and Operating Income
of $1 million.
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The number of AOL brand domestic and European subscribers is as follows at March 31, 2005, December 31, 2004 and March 31, 2004
(millions):

March 31, December 31, March 31,

2005 2004 2004
Subscriber category:
AOL brand domestic @
$15 and over 16.8 17.5 19.6
Under $15 4.9 4.7 4.4
Total AOL brand domestic 21.7 22.2 24.0
AOL Europe 6.3 6.3 6.4

@ AOL includes in its subscriber count individuals, households or entities that have provided billing information and completed the
registration process sufficiently to allow for an initial log-on to the AOL service.

The average monthly Subscription revenue per subscriber (“ARPU”) for each significant category of subscribers, calculated as total
subscription revenue for the category divided by the average subscribers in the category for the applicable period, is as follows:

Three Months Ended
3/31/05 3/31/04
Subscriber category:
AOL brand domestic
$15 and over $ 20.52 $ 20.66
Under $15 13.11 12.77
Total AOL brand domestic 18.91 19.24
AOL Europe 23.11 21.72

Domestic subscribers to the AOL brand service include subscribers during introductory free-trial periods and subscribers at no or reduced
monthly fees through member service and retention programs. Total AOL brand domestic subscribers include free-trial and retention members
of approximately 14% at March 31, 2005, 13% at December 31, 2004 and 17% at March 31, 2004. Domestic subscribers to the AOL brand
service also include subscriptions sold at a discount to employees and customers of selected America Online strategic partners. Domestic AOL
brand subscribers also include subscribers to bundled broadband service, which combines the AOL service with high-speed Internet access
provided by third-party broadband Internet access providers such as cable companies and telephone companies.

The largest component of the AOL brand domestic $15 and over price plans is the $23.90 price plan, which provides unlimited access to the
AOL service using America Online’s dial-up network and unlimited usage of the AOL service through any other Internet connection. The
largest component of the AOL brand domestic under $15 price plans is the $14.95 per month price plan, which is primarily marketed as a bring
your own access (“BYOA”) plan, and includes unlimited usage of the AOL service through an Internet connection not provided by America
Online, such as a high-speed broadband Internet connection via cable or DSL. This BY OA price plan also includes a limited number of hours
per month of dial-up telephone access in the U.S. to the AOL service using America Online’s dial-up network. America Online continues to
develop, test, change and implement price plans, service offerings and payment methods to attract and retain members to its AOL brand
interactive service and, therefore, the composition of AOL’s subscriber base is expected to change over time.

The decline in AOL brand subscribers on plans priced $15 and over per month resulted from a number of factors, principally the continued
maturing of dial-up services and subscribers adopting other dial-up and high-speed services. Further, during the period, subscribers migrated
from the premium-priced unlimited dial-up plans, including the $23.90 plan, to lower-priced limited dial-up plans, such as the $14.95 plan. The
decline in AOL brand subscribers overall, and specifically in the $15 and over per month price plans, is expected to continue into the
foreseeable future.
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Growth in AOL brand subscribers on plans below $15 per month was driven principally by the migration of subscribers from plans $15 and
over per month, and to a lesser extent, by new subscribers on the $14.95 plan. The AOL/TWC Inc. bundled broadband offering is in the early
stages of testing. The number of subscribers to this offering is not material and are included within the price plans below $15 per month
category.

Within the $15 and over per month category, the decrease in ARPU was due primarily to a less favorable mix in subscriber price plans.
Premium services revenues included in ARPU for the three months ended March 31, 2005 and 2004 were $20 million and $22 million,
respectively. ARPU for subscribers in the below $15 per month category increased primarily due to an improved mix in subscriber price plans
and an increase in the number of revenue generating customers. Also contributing to the increase in ARPU was an increase in premium
services revenues from subscribers in this category. In the below $15 per month category, premium services revenues included in ARPU for the
three months ended March 31, 2005 and 2004 were $6 million and $5 million, respectively.

AOL Europe offers a variety of price plans, including bundled broadband, unlimited access to the AOL service using America Online’s dial-
up network and limited access plans, which are generally billed based on actual usage. AOL Europe continues to actively market bundled
broadband plans, as AOL Europe’s subscribers have been migrating from dial-up plans to bundled broadband plans, and this trend is expected
to continue.

The ARPU for European subscribers increased primarily because of the positive effect of changes in foreign currency exchange rates related
to the strengthening of the Euro and British Pound relative to the U.S. Dollar, as well as a change in the mix of price plans, with broadband
subscribers growing as a percentage of total subscribers. The total number of AOL brand subscribers at AOL Europe reflects a year-over-year
decline in subscribers in France and Germany, partially offset by an increase in subscribers in the U.K.

In addition to the AOL brand service, America Online has subscribers to lower cost services, both domestically and internationally,
including the Netscape and CompuServe brands. These other brand services are not a significant source of revenue.

Advertising revenues increased primarily due to $60 million of revenues generated from Advertising.com, which was acquired in
August 2004, from sales of advertising run on third-party websites, and a $27 million increase in paid-search advertising. AOL expects
Advertising revenues to continue to increase during the remainder of 2005 due to expected growth in both traditional online and paid-search
advertising, as well as through contributions from Advertising.com’s performance-based advertising.

Other revenues primarily include software licensing revenue and revenue from providing the Cable segment access to the AOL Transit Data
Network (“ATDN") for high-speed access to the Internet. Other revenues decreased due primarily to lower ATDN revenue from TWC Inc.,
reflecting lower pricing under the terms of a new agreement, partially offset by higher software licensing revenue.

Costs of revenues decreased 8% and, as a percentage of revenues, decreased to 46% in 2005 from 49% in 2004. Costs of revenues declined
principally as the result of lower network-related expenses, which decreased 32% to $359 million in 2005 from $527 million in 2004. The
decline in network-related expenses was principally attributable to improved pricing and decreased levels of fixed commitments. These factors
are expected to result in continued declines in network expenses throughout 2005, although at a rate less than experienced in the first quarter of
2005. The decline in network costs was partially offset by costs associated with Advertising.com, which was acquired in August 2004, and
higher broadband and member service costs at AOL Europe.

The decrease in selling, general and administrative expenses is primarily related to a decrease in marketing costs and lower bad debt
expense, partially offset by additional costs resulting from the acquisition of Advertising.com. The decrease in marketing costs primarily
resulted from lower spending on member acquisition activities, partially offset by an increase in brand advertising. Marketing costs are
expected to continue to decrease during 2005.
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As previously discussed under “Significant Transactions and Other Items Affecting Comparability,” the results for the three months ended
March 31, 2005 include a $24 million noncash goodwill impairment charge related to AOLA, a $2 million gain from the resolution of a
previously contingent gain related to the 2004 sale of Netscape Security Solutions and changes in estimates of previously established
restructuring accruals, which include the reversal of $8 million of restructuring charges that are no longer required, partially offset by
$3 million of additional restructuring charges.

The increases in Operating Income before Depreciation and Amortization and Operating Income are due primarily to lower costs of
revenues and selling, general and administrative expenses, partially offset by lower revenues and the 2005 goodwill impairment charge.
Operating Income also improved due to lower depreciation expense reflecting a decline in network assets as the result of membership declines.

Cable. Revenues, Operating Income before Depreciation and Amortization and Operating Income of the Cable segment for the three
months ended March 31, 2005 and 2004 are as follows:

Three Months Ended

3/31/05 3/31/04 % Ch
(millions)

Revenues:

Subscription $ 2,127 $ 1,934 10%

Advertising 119 109 9%
Total revenues 2,246 2,043 10%
Costs of revenues @ (1,002) (905) 11%
Selling, general and administrative &) (405) (388) 4%
Restructuring charges (17 — NM
Operating Income before Depreciation and Amortization 822 750 10%
Depreciation (376) (346) 9%
Amortization (20) (18) 11%
Operating Income $§ 426 $ 386 10%

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

Subscription revenues increased due to the continued penetration of advanced services (primarily high-speed data, advanced digital video
services and Digital Phone) and video rate increases. High-speed data subscription revenues increased to $493 million for the three months
ended March 31, 2005 from $414 million for the three months ended March 31, 2004. The Company anticipates that revenues for the
remainder of 2005 will be impacted positively by revenues associated with its high-speed data and Digital Phone services.

Basic cable subscribers include all subscribers who receive a bill for basic video cable service. Digital video subscribers reflect all
subscribers who receive a bill for any level of video service received via digital technology. High-speed data subscribers include all subscribers
who receive a bill for TWC Inc.’s Road Runner [nternet service, as well as other Internet services offered by TWC Inc. Digital Phone
subscribers includes all subscribers who receive a bill for telephony service. At March 31, 2005, as compared to March 31, 2004, basic cable
subscribers declined by 0.2% and totaled 10.910 million (including 1.578 million subscribers of unconsolidated investees, which are managed
by TWC Inc.), digital video subscribers increased by 9% to 4.909 million (including 755,000 subscribers of unconsolidated investees, which
are managed by TWC Inc.}, residential high-speed data subscribers increased by 20% to 4.122 million (including 588,000 subscribers of
unconsolidated investees, which are managed by TWC Inc.), commercial high-speed data subscribers increased by 31% to 182,000 (including
23,000 subscribers of unconsolidated investees, which are managed by TWC Inc.) and Digital Phone subscribers totaled 372,000 (including
65,000 subscribers of unconsolidated investees, which are managed by TWC Inc.).

The increase in Advertising revenues was due to the strength of national and local advertising, including an increase in both the rates and
volume of advertising spots sold.
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Costs of revenues increased 11% and, as a percentage of revenues, were 45% for 2005 compared to 44% for 2004. The increase in costs of
revenues is primarily related to increases in video programming costs, higher employee costs and an increase in telephony service costs. For the
three months ended March 31, 2005, video programming costs increased 13% to $510 million due primarily to contractual rate increases across
TWC Inc.’s programming line-up. Programming costs in the first quarter of 2004 also benefited from the receipt of non-recurring programming
credits. Video programming costs are expected to increase during the remainder of 2005 at a rate in line with the rate of increase experienced
during 2004, reflecting the expansion of service offerings and contractual rate increases across TWC Inc.’s programming line-up. Employee
costs increased primarily due to merit increases and higher headcount resulting from the roll-out of advanced services. Telephony service costs
increased due to the growth of Digital Phone subscribers. High-speed data connectivity costs declined 22%, resulting in a decline in costs on a
per subscriber basis.

The increase in selling, general and administrative expenses is primarily the result of higher employee and administrative costs due to merit
increases and higher headcount resulting from the roll-out of advanced services and $9 million in legal reserves related to legal matters,
partially offset by a $27 million reserve established in the first quarter of 2004 in connection with the previously discussed Urban Cable
dispute.

As previously discussed under “Significant Transactions and Other Items Affecting Comparability,” the results for the three months ended
March 31, 2005 include approximately $17 million of restructuring costs, primarily associated with the early retirement of certain senior
executives. These changes are part of TWC Inc.’s broader plans to simplify its organization and enhance its customer focus. TWC Inc. is in the
initial stages of executing this reorganization and expects to incur additional costs associated with this reorganization as it is implemented
throughout 2005.

Operating Income before Depreciation and Amortization increased principally as a result of revenue gains, offset in part by higher costs of
revenues, selling, general and administrative expenses and the $17 million of restructuring charges discussed above. Operating Income before
Depreciation and Amortization for the three months ended March 31, 2005, as compared to the same period in 2004, reflects increased start-up
losses associated with the roll-out of Digital Phone service.

Operating Income increased due primarily to the increase in Operating Income before Depreciation and Amortization described above,
offset in part by an increase in depreciation expense. Depreciation expense increased $30 million due primarily to the increased spending on
customer premise equipment in recent years, which generally has a significantly shorter useful life compared to the mix of assets previously
purchased.
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Filmed Entertainment. Revenues, Operating Income before Depreciation and Amortization and Operating Income of the Filmed
Entertainment segment for the three months ended March 31, 2005 and 2004 are as follows:

Three Months Ended
3/31/05 3/31/04 % Change
(millions)

Revenues:

Advertising 3 3 $ 3 —

Content 2,951 2,919 1%

Other 60 65 (8%)
Total revenues 3,014 2,987 1%
Costs of revenues @ (2,226) (2,208) 1%
Selling, general and administrative @ (378) (367) 3%
Operating Income before Depreciation and Amortization 410 412 —_
Depreciation (30 (24) 25%
Amortization (52) (53) 2%)
Operating Income $ 328 $ 335 2%)

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

Content revenues increased slightly during 2005 primarily due to an increase in revenues from theatrical product, which increased
$296 million to $1.855 billion, partially offset by a decrease in revenues from television product, which decreased $238 million to
$991 million. Consumer products and other revenues also declined $26 million to $105 million. Revenue from theatrical product increased due
to a $313 million increase in home video sales and a $123 million increase in television license fees, partially offset by a $140 million decrease
in worldwide theatrical film revenues. The decrease in television product revenues was primarily attributable to a $282 million decrease in
worldwide license fees, partially offset by a $44 million increase in home video sales.

Home video sales from theatrical product increased primarily due to growth in new home video releases, including Harry Potter and the
Prisoner of Azkaban in most international territories and the domestic release of Troy. The increase in theatrical product sales on television
primarily related to the timing and quantity of various international availabilities, including a greater number of significant titles including
Ocean’s Eleven , The Matrix Revolutions and Scooby-Doo: The Movie . The decrease in worldwide theatrical film revenues was attributable to
difficult comparisons to the prior year, which included significant international revenues from The Last Samurai and domestic revenues from
The Lord of the Rings: The Return of the King.

The decrease in worldwide license fees from television product was primarily attributable to difficult comparisons to 2004, which included
third-cycle syndication continuance license arrangements for Seinfeld and higher revenues associated with the final broadcast season of
Friends . The growth in home video sales of television product was attributable to an increased number of titles released in this format .

The decrease in Content revenue from consumer products and other primarily related to lower licensing revenues from such properties as
Looney Tunes , Scooby-Doo , Harry Potter and The Lord of the Rings .

Other revenues declined due to a decrease in revenue from international cinemas.

The slight increase in costs of revenues resulted primarily from higher home video product costs attributable to the increase in volume,
partially offset by lower film costs ($1.408 billion in 2005 compared to $1.528 billion in 2004), primarily resulting from the quantity and mix
of product released. Included in film costs are theatrical valuation adjustments, which declined from $56 million in 2004 to $38 million in
2005. Costs of revenues as a percentage of revenues were 74% for both periods.

19




TIME WARNER INC.
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION- (Continued)

Selling, general and administrative expenses increased primarily due to higher employee costs related to additional headcount and salary
increases, partially offset by a decline related to the distribution fees associated with the off-network television syndication of Seinfeld in the

prior year.

Operating Income before Depreciation and Amortization and Operating Income were essentially flat due to increases in costs of revenues
and selling, general and administrative expenses, which were offset by the increase in revenues, as discussed above.

The Company anticipates that both Operating Income before Depreciation and Amortization and Operating Income will decline during the
remainder of 2005 in comparison to 2004 due primarily to difficult comparisons to 2004 theatrical results, which included significant
contributions from The Lord of the Rings: The Return of the King and Elf , and from television results, which included higher syndication sales
in the prior year .

Networks. Revenues, Operating Income before Depreciation and Amortization and Operating Income of the Networks segment for the
three months ended March 31, 2005 and 2004 are as follows:

Three Months Ended

3/31/05 3/31/04 % Change
(millions)

Revenues:

Subscription $ 1,342 $ 1,234 9%

Advertising 682 634 8%

Content 253 284 (11%)

Other 8 43 81%)
Total revenues 2,285 2,195 4%
Costs of revenues @ (1,086) (1,135) (4%)
Selling, general and administrative @ (412) (318) 30%
Loss on sale of assets — (@) NM
Operating Income before Depreciation and Amortization 787 735 7%
Depreciation (55) 49) 12%
Amortization (4 (3) 33%
Operating Income $ 728 $ 683 7%
@ Costs of revenues and selling, general and administrative expenses exclude depreciation.

The increase in Subscription revenues was due primarily to higher subscription rates and an increase in the number of subscribers at both
Turner and HBO.

The increase in Advertising revenues was driven primarily by higher CPMs and sellouts at Turner’s entertainment networks, partially offset
by a decline at The WB Network as a result of lower ratings.

The decrease in Content revenues was primarily due to the absence of Content revenues in 2005 from the winter sports teams at Turner,
which were sold on March 31, 2004 and contributed $22 million of Content revenues in the first quarter of 2004, and favorable home video
returns experience during 2004, partially offset by higher ancillary sales of HBO’s original programming.

Other revenues declined primarily due to the sale of the winter sports teams, which contributed $39 million of Other revenues in the first
quarter of 2004.

Costs of revenues decreased 4% and, as a percentage of revenues, decreased to 48% in 2005 compared to 52% in 2004. The decrease in
costs of revenues was primarily due to the sale of the winter sports teams at the end of the first quarter of 2004, partially offset by an increase in
programming costs, which grew to $761 million for 2005 from $741 million for 2004. The increase in programming costs is primarily due to
higher costs for sports rights, licensed series and news at Turner.
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The increase in selling, general and administrative expenses is primarily related to the absence of the first quarter 2004 reversals of
approximately $60 million of bad debt reserves at Turner and HBO on receivables from Adelphia, a major cable operator that declared
bankruptcy in 2002, and higher general and administrative costs at Turner.

As discussed in “Significant Transactions and Other Items Affecting Comparability,” the 2004 results include an approximate $7 million
loss on the sale of the winter sports teams.

Operating Income before Depreciation and Amortization and Operating Income improved during 2005 due to an increase in revenues and
lower costs of revenues, partially offset by higher selling, general and administrative expenses, as described above.

The Company anticipates that the rate of growth in both Operating Income before Depreciation and Amortization and Operating Income
during the remainder of 2005 will be lower than that experienced during 2004. The lower expected rate of growth is due, in part, to the
recognition of an approximate $50 million benefit from the favorable resolution of certain contractual agreements as well as the reversal of
additional bad debt reserves, both of which occurred in 2004.

Publishing. Revenues, Operating Income before Depreciation and Amortization and Operating Income of the Publishing segment for the
three months ended March 31, 2005 and 2004 are as follows:

Three Months Ended
3/31/05 3/31/04 % Change
(millions)

Revenues:

Subscription $ 381 $ 354 8%

Advertising 571 521 10%

Content . 128 109 17%

Other 160 163 (2%)
Total revenues 1,240 1,147 8%
Costs of revenues @ (543) (500) 9%
Selling, general and administrative @) (530) (485) 9%
Gain on sale of assets 8 8 —
Operating Income before Depreciation and Amortization 175 170 3%
Depreciation 35) (30) 17%
Amortization 27) (38) (29%)
Operating Income $ 113 $ 102 11%

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

Subscription revenues increased primarily due to a decrease in subscription allowances (which are netted against revenue), due in part to
timing, and an increase in newsstand sales of People and the U.K. magazine launches, Nuts and Pick Me Up .

Advertising revenues increased due to growth at People , In Style and Real Simple and contributions from new magazine launches, offset
partly by lower Advertising revenues from other core magazines. The Company anticipates that the rate of growth in Advertising revenues will
diminish in the second quarter of 2005.

Content revenues increased primarily due to the success of several titles at Time Warner Book Group.

Costs of revenues increased 9% and, as a percentage of revenues, were 44% for both periods. Costs of revenues for the magazine publishing
business include manufacturing (paper, printing and distribution) and editorial-related costs, which together increased 10% to $428 million due
primarily to magazine launch-related costs and increased advertising pages at People .
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Selling, general and administrative expenses increased 9%, primarily due to the timing of consumer promotion spending and magazine
launch-related costs.

As previously discussed in “Significant Transactions and Other [tems Affecting Comparability,” the 2005 resuits reflect an $8 million gain
related to the collection of a loan made in conjunction with the Company’s 2003 sale of Time Life, which was previously fully reserved due to
concerns about recoverability. The 2004 results reflect an $8 million gain on the sale of a building.

For the three months ended March 31, 2005, Operating Income before Depreciation and Amortization and Operating Income increased
reflecting an increase in overall revenues, partially offset by higher costs of revenues and selling, general and administrative expenses,
including $8 million of higher start-up losses on magazine launches. Operating Income also benefited from a decline in amortization as a result
of certain short-lived intangibles, such as customer lists, becoming fully amortized.

Corporate. Operating Loss before Depreciation and Amortization and Operating Loss of the Corporate segment for the three months ended
March 31, 2005 and 2004 are as follows:

Three Months Ended
331/05 3/31/04 % Change
(millions)
Selling, general and administrative @ $ (102) § (164) (38%)
Operating Loss before Depreciation and Amortization (102) (164) (38%)
Depreciation (9) (16) (44%)
Operating Loss $ (111 $ (@180) (38%)

@ Selling, general and administrative expenses exclude depreciation.

Besides normal corporate expenses, included in selling, general and administrative expenses are legal and other professional fees related to
the SEC and DOJ investigations into the Company’s accounting and disclosure practices and the defense of various shareholder lawsuits ($6
million and $8 million for the three months ended March 31, 2005 and 2004, respectively). It is not yet possible to predict the outcome of these
lawsuits, and costs are expected to continue to be incurred in future periods.

Also included in selling, general and administrative expenses for the three months ended March 31, 2004 is a $53 million charge associated
with the relocation of the Company’s corporate headquarters. Of the $53 million charge, approximately $26 million relates to a noncash write-
off of a fair value lease adjustment, which was established in purchase accounting at the time of the merger of America Online and Time
Warner Inc., now known as Historic TW Inc. (“Historic TW”). In the first quarter of 2005, the Company reversed approximately $3 million of
this charge, which was no longer required due to changes in estimates.

Excluding the items discussed above, selling general and administrative expenses decreased slightly due primarily to lower severance costs.

Operating Loss before Depreciation and Amortization and Operating Loss include the changes in selling, general and administrative
expenses noted above. Operating Loss also benefited from a decline in depreciation expense as 2004 included additional costs associated with
the Company’s former headquarters.
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FINANCIAL CONDITION AND LIQUIDITY

Current Financial Condition

At March 31, 2005, Time Warner had $22.092 billion of debt, $7.012 billion of cash and equivalents (net debt of $15.080 billion, defined as
total debt less cash and equivalents) and $63.311 billion of shareholders’ equity, including the $1.5 billion conversion of mandatorily
convertible preferred stock to common stock in the first quarter of 2005 compared to $22.375 billion of debt, $6.139 billion of cash and
equivalents (net debt of $16.236 billion) and $60.771 billion of shareholders’ equity at December 31, 2004.

As discussed in more detail below, management believes that Time Warner’s cash provided by operations, cash and equivalents, borrowing
capacity under its committed credit facilities and availability under its commercial paper programs are sufficient to fund its capital and liquidity
needs for the foreseeable future, including the proposed acquisition of Adelphia and the redemption of Comcast’s interest in TWC Inc. and
TWE.

The following table shows the change in net debt from December 31, 2004 to March 31, 2005 (millions):

Net debt at December 31, 2004 $16,236
Free Cash Flow &)®) (1,173)
Other v
Net debt at March 31, 2005 (©) $15,080

@ See Free Cash Flow discussion under “Cash Flows” below for a reconciliation of the Company’s Free Cash Flow to cash provided by
operations ($1.854 billion for the three months ended March 31, 2005).

®  Free Cash Flow includes a $300 million payment made related to the government investigations.

©  Included in the net debt balance is approximately $288 million, which represents the net unamortized fair value adjustment recognized as
a result of the merger of America Online and Historic TW.

The Company employs a disciplined approach to capital management, including investment opportunities and the potential return of capital
to shareholders. Depending upon the timing and magnitude of such transactions, the Company’s net debt may continue to decline due to the
prospective generation of Free Cash Flow.

As previously discussed under “Other Recent Developments,” net debt in the second quarter of 2005 will be positively impacted by the
receipt of $940 million of cash from the Company’s sale of its Google stock.

In April 2005, the Company entered into an agreement to jointly acquire substantially all of the assets of Adelphia with Comcast for a
combination of cash and stock of TWC Inc. Concurrent with the acquisition of Adelphia, TWC. Inc. will redeem Comcast’s interests in TWC
Inc. and TWE. Upon closing, these transactions will impact the Company’s financial condition and liquidity. For additional details, please see
“Other Recent Developments.”
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Cash Flows

Cash and equivalents increased by $873 million and $2.855 billion for the three months ended March 31, 2005 and 2004, respectively.
Components of these changes are discussed in more detail in the pages that follow.

Operating Activities

Sources of cash provided by operations are as follows:

Three Months Ended March 31,

2005 2004
(millions)

Operating Income before Depreciation and Amortization $ 2,581 $ 2,405
Noncash asset impairments 24 —
Net interest payments () (268) 327
Net income taxes paid ®) 69) (80)
Adjustments relating to discontinued operations (¢} ) 141
Merger and restructuring payments (9 (62) (3]
Cash paid related to the government investigations (300) —
All other, net, including working capital changes (45) (259)

Cash provided by operations $ 1,854 $ 1,819

@ Includes interest income received of $45 million and $17 million in 2005 and 2004, respectively.

®  Includes income tax refunds received of $13 million and $11 million in 2005 and 2004, respectively.

) Includes net income from discontinued operations of $215 million in 2004. Amounts also include working capital related adjustments
associated with discontinued operations of $(7) million and $(74) million in 2005 and 2004, respectively.

@ Includes payments for merger and restructuring costs, as well as payment for certain other merger-related liabilities.

Cash provided by operations increased to $1.854 billion in 2005 compared to $1.819 billion in 2004. The increase in cash provided by
operations is related primarily to an increase in Operating Income before Depreciation and Amortization, higher contributions from working
capital changes and lower interest payments. These increases were partially offset by a reduction in cash relating to discontinued operations and
cash paid related to the settlement of the SEC investigation in 2005. The changes in components of working capital are subject to wide
fluctuations based on the timing of cash transactions related to production schedules, the acquisition of programming, collection of accounts
receivables and similar items. The change in working capital between periods primarily reflects higher cash collections on receivables, partially
offset by the timing of accounts payable, participations and accrual payments.

Investing Activities

Sources of cash provided (used) by investing activities are as follows:

Three Months Ended March 31,

2005 2004
(millions)

Investment and acquisitions, net of cash acquired:

Consolidation of AOLA @& $ — $ 33

Essence 27 —

All other, principally funding of joint ventures o (113)
Capital expenditures and product development costs (651) (557)
Proceeds from the sale of other available-for-sale securities 1 29
Net proceeds from the sale of WMG ®) — 2,501
All other investment proceeds 85 70

Cash provided (used) by investing activities $ (789) $ 1963

@) Represents cash balance of AOLA upon consolidation.
() Represents $2.6 billion of proceeds received from the sale of WMG less certain working capital adjustments.
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Cash used by investing activities was $789 million in 2005 compared to cash provided by investing activities of $1.963 billion in 2004. The
change in cash provided (used) by investing activities is primarily due to the absence of proceeds from the 2004 sale of WMG, an increase in
capital expenditures and product development costs and the Company’s purchase of the remaining interest in Essence during 2003.

Financing Activities

Sources of cash used by financing activities are as follows:

Three Months Ended March 31,

2005 2004
(millions)

Borrowings $ 17285 $ 1,866
Debt repayments (1,532) 2,917)
Proceeds from exercise of stock options 99 172
Principal payments on capital leases (€X))] (48)
Other financing activities ) —

Cash used by financing activities $ (192) $ (927)

Cash used by financing activities was $192 million in 2005 compared to $927 million in 2004. The decrease in cash used by financing
activities was due principally to lower incremental debt repayments in 2005, partially offset by lower proceeds from the exercise of stock
options.

Free Cash Flow

Free Cash Flow is cash provided (used) by operations (as defined by U.S. generally accepted accounting principles) less cash provided by
discontinued operations, capital expenditures and product development costs, principal payments on capital leases, and partnership
distributions, if any. Free Cash Flow is considered to be an important indicator of the Company’s liquidity, including its ability to reduce net
debt, make strategic investments, pay dividends to common shareholders and repurchase stock. Free Cash Flow should be considered in
addition to, and not as a substitute for, the Company’s various cash flow measures (e.g., cash provided by operations) reported in accordance
with U.S. generally accepted accounting principles.

The following table provides a reconciliation from the Company’s cash provided by operations to Free Cash Flow.

Three Months Ended March 31,

2005 2004
(millions)

Cash provided by operations $ 1,854 $ 1,819
Capital expenditures and product development costs (651) (557)
Principal payments on capital leases (37 (48)

Free Cash Flow including discontinued operations 1,166 1,214
Less: Free Cash Flow from discontinued operations 7 (141)

Free Cash Flow $ 1,173 $§ 1,073

Capital Expenditures and Product Development Costs

Time Warner's total capital expenditures and product development costs were $651 million in 2005 compared to $557 million in 2004.
Capital expenditures and product development costs principally relate to the Company’s Cable segment, which had capital expenditures of
$387 million for the three months ended March 31, 2005 as compared to $319 million for the three months ended March 31, 2004.
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The Cable segment’s capital expenditures from continuing operations comprise the following categories:

Three Months Ended March 31,

2005 2004
(millions)
Cable Segment Capital Expenditures
Customer premise equipment $ 198 3 166
Scaleable infrastructure 45 24
Line extensions 63 46
Upgrade/rebuild 30 21
Support capital 51 62
Total capital expenditures $ 387 $ 319

TWC Inc. incurs expenditures associated with the construction and maintenance of its cable systems. Costs associated with the construction
of the cable transmission and distribution facilities and new cable service installations are capitalized. TWC Inc. generally capitalizes
expenditures for tangible fixed assets having a useful life of greater than one year. Capitalized costs include direct material, direct labor,
overhead and, in some cases, interest. Sales and marketing costs, as well as the costs of repairing or maintaining existing fixed assets, are
expensed as incurred. Types of capitalized expenditures include: customer premise equipment, scalable infrastructure, line extensions, plant
upgrades and rebuilds and support capital. With respect to customer premise equipment, which includes converters and cable modems, TWC
Inc. capitalizes direct 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 using the straight-line method over their estimated
useful lives. For converters and modems, useful life is generally 3 to 4 years and for plant upgrades, useful life is up to 16 years.

Backlog

Backlog represents the amount of future revenue not yet recorded from cash contracts for the licensing of theatrical and television product
for pay cable, basic cable, network and syndicated television exhibition. Backlog was approximately $3.9 billion and $3.7 billion at March 31,
2005 and December 31, 2004, respectively. Included in these amounts is licensing of film product from the Filmed Entertainment segment to
the Networks segment of $674 million and $514 million at March 31, 2005 and December 31, 2004, respectively.
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RISK FACTORS AND CAUTION CONCERNING FORWARD-LOOKING STATEMENTS
Risk Factors

If the events discussed in these risk factors occur, the Company’s business, financial condition, results of operations or cash flows could be
materially adversely affected. In such case, the market price of the Company’s common stock could decline.

The Company’s America Online business continues to face substantial competition in maintaining and growing its subscriber base, in
developing compelling products and services, and in increasing revenues from sources other than fees for the AOL service, and if America
Online is unable to meet its competitive challenges, the Company’s financial results could be adversely affected. During the last several
years, the online services industry has been changing from one in which the only way for a household to access the Internet was through
narrowband (i.e., telephone “dial-up”) Internet access provided by Internet service providers to one in which households can access the Internet
through a variety of connection methods, such as cable modems, DSL or wireless connections offered by a number of different providers,
including Internet service providers, cable companies and telephone and other telecommunications companies. As a result, significant price and
service competition for Internet access exists. Furthermore, unlike some of its competitors, AOL does not own or control access to a high-speed
network that it can provide directly to its subscribers. As a result primarily of these factors, America Online has experienced declines in
subscribers throughout 2003 and 2004, and declines are expected to continue into the foreseeable future. Declines in subscribers have resulted
in decreased Subscription revenues and have had an adverse impact on profitability. The decline in membership may also adversely impact
Advertising revenues generated from the AOL service.

Since late 2002, America Online’s strategy has focused on improving and expanding its Internet products and services, including
enhancement or upgrade to the content and features provided through the flagship AOL service, and introducing premium services, as well as
reducing costs. In late 2004, America Online reorganized its operating structure and expanded its strategy from attracting and retaining
subscribers, especially those who access the Internet via a high-speed connection, to focus also on increasing the value of and maintaining or
increasing the size of its U.S. and worldwide audience to the America Online network of sites, content and services. America Online’s strategy
continues to include the development and offering of additional products and services to existing subscribers, as well as to Internet users in
general. The success of its strategy will depend on a number of factors, including competition, the rate of decline in the number of subscribers
to the AOL service, the ability to generate more activity on, and to attract more people to, its network of sites, content and services, the growth
of the online advertising business, the ability to secure agreements with third parties for distribution of America Online products and services,
accurate forecasting of consumer preferences, and the ability to anticipate and keep up with technological developments. If America Online is
unsuccessful, Time Warner’s financial condition, results of operations and cash flows could be adversely affected.

With respect to “dial-up” narrowband Internet access, America Online faces significant competition from other Internet service providers,
particularly those with low-price offerings. To meet this competition through ways other than price reductions, America Online has focused on
improving the quality of features and content provided on its flagship AOL service to seek, attract and retain narrowband Internet users, for
example, by providing the McAfee Virus Scan product to AOL members without additional charge. America Online also operates lower-priced
Internet services to compete with the low-price ISPs. It is too early to determine whether these services will be successful in retaining existing
and attracting new subscribers.

America Online expects to continue to experience declines in the number of subscribers. Each year, a significant portion of AOL members
cancel their membership or are terminated by America Online either for non-payment of account charges or violation of one of the terms of
service that apply to members (for example, sending spam e-mails or violating community guidelines in chat rooms). In addition, maintaining
and growing the subscriber base is difficult because the larger the subscriber base, the greater the number of new subscribers required to offset
those subscribers who cancel or are terminated. In 2003 and continuing to the present, America Online did not register
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new members in numbers sufficient to replace the subscribers who canceled or were terminated. One important reason for the declining number
of subscribers has been that registrations have been declining in response to marketing campaigns and various other subscriber acquisition
methods; continuing decreases in new registrations could adversely affect the rate of decline in the total number of subscribers. As part of its
strategy announced in late 2004 and in connection with the upcoming re-launch of AOL.com, America Online during 2005 is moving certain
proprietary content to the Internet, allowing all Internet users, not just members of the AOL service, to access such content without charge. This
strategy could result in further declines in the number of subscribers and may result in subscribers canceling their subscriptions at a faster rate
than in the past. In addition, America Online is seeking to enter into agreements with high-speed access distributors, such as cable companies
and telecommunications companies, to bundle and distribute the AOL service for a fee. Under these arrangements, including an agreement
signed recently with Time Warner Cable, America Online anticipates that it will charge less, and accordingly earn less revenue, for the service
than if it were selling directly to subscribers. America Online continues to develop, test, change and implement price plans, service offerings
and payment methods to identify effective ways to attract and retain members.

America Online will need to develop other sources of revenues to offset the lower revenues from service fees expected to result from the
decline in subscribers and from the offering of the lower-priced Internet services to compete against other narrowband ISPs. For the foreseeable
future, Advertising revenues will be an increasingly important source of revenues for America Online. America Online’s ability to increase
Advertising revenues depends in part on its ability to increase the value of its audience of unique visitors to the America Online network of
sites, content and services, as well as its ability to maintain or increase its audience size. This audience includes AOL members as well as
Internet users accessing America Online’s network of sites, content and services from the Internet either in the U.S. or from another country.
Although America Online has had some success in attracting an audience outside of its ISP membership at Internet Websites like MapQuest
and Moviefone, America Online faces significant competition from third-party Internet sites, such as Yahoo!. It is unknown whether America
Online’s strategy of increasing content available on the Web will be successful in generating increased activity by its audience or in
maintaining or increasing its audience size, and thus increase Advertising revenues. In addition, America Online must continue to focus on
establishing, expanding and renewing relationships with advertisers and improving its advertising business. America Online’s Advertising
revenues have improved as a result, in large part, of America Online’s acquisition of Advertising.com and its and AOL Europe’s paid-search
relationships with Google. Increased competition to provide Internet advertising opportunities could adversely impact Advertising.com’s
continued growth. In addition, America Online seeks to expand sources of Advertising revenue through introduction or expansion of Web-
based services, such as InStore.com and the upcoming re-launch during the second half of 2005 of the AOL.com Website as a portal. It is too
early to determine if these Web-based services will be successful.

America Online has made progress in developing alternative sources of revenue and reducing costs, although it needs to continue to do so.
For example, while AOL Europe’s profitability increased in 2004, the European services are not the leading Internet service providers in
France, Germany or the U.K. Competition includes telecommunications companies that may have greater resources and infrastructure. AOL’s
continued growth will depend in part on AOL Europe’s increasing its profitability over the next year. In addition, while network service costs
were cut substantially in 2004, further decreases in 2005 are expected, but in a smaller amount than in 2004. Decreases in network service costs
in 2005 are expected to result from previously negotiated price decreases, as well as from continuing decreases in demand based on the decline
in the number of subscribers to the AOL service who access the service via dial-up telephone. America Online’s strategy includes continuing to
introduce and expand use of existing premium digital services that provide incremental revenues, such as AOL Voicemail and MusicNet on
AOL.

Developing and introducing digital services requires America Online to operate outside of its core area of expertise. For example, America
Online recently announced the launch of the AOL Internet Phone Service, an enhanced Voice Over Internet Protocol service for new and
current AOL subscribers. This new service involves an ongoing commitment of resources to a new line of business and there can be no
assurance that it will be successful. Furthermore, revenues from digital premium services may be adversely affected by a reduction in prices for
the services or from incorporating them into the standard AOL service offering rather than offering them separately as premium services,
resulting from pressure from competitors who may offer similar services over time at lower
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prices or at no additional charge as part of their standard offerings. For example, a McAfee Virus Scan Online product, which AOL previously
sold separately to subscribers, is now provided to AOL subscribers at no additional charge.

The Company’s Cable segment has begun providing voice services over its cable systems and faces risks inherent to entering a new line
of business, from competition and from regulatory actions or requirements. Time Wamer Cable’s Digital Phone service was launched in all
of its operating divisions at December 31, 2004. Coordinating the introduction of a product with which it has only limited operating experience
may present significant challenges. First, although Time Warner Cable has introduced Digital Phone service in all its divisions, it remains a
relatively new technology. Furthermore, the Digital Phone service depends on interconnection and related services provided by certain third
parties. Time Warner Cable may encounter unforeseen difficulties as it introduces the product in new operating areas or increases the scale of
its offering in areas in which it has launched. Second, Time Warner Cable may face heightened customer expectations and regulatory
requirements related to the reliability of voice services as compared with video and high-speed data services. Time Warner Cable will need to
undertake significant training of customer service representatives and technicians. If the service is not sufficiently reliable or Time Warner
Cable otherwise fails to meet customer expectations or regulatory requirements, the Digital Phone business could be impacted adversely. Third,
the competitive landscape for voice services is expected to be intense, with Time Warner Cable facing competition from other providers of
VolP services, as well as regional incumbent telephone companies, cellular telephone service providers and others, including established long
distance companies. The regional incumbent telephone companies have substantial capital and other resources, as well as longstanding
customer relationships. Some of these companies have entered into co-marketing arrangements with direct-to-home satellite service providers
to offer video services (and, in the future, will likely offer video services on their own), together with their telephone and DSL offerings. Such
bundled offerings by telephone companies may compete with Time Warner Cable’s offerings and could adversely impact Time Warner Cable.
Finally, the Company expects advances in communications technology, as well as changes in the marketplace and the regulatory and legislative
environment. Consequently, the Company is unable to predict the effect that ongoing or future developments in these areas might have on the
Cable segment’s voice business and operations.

The voice services business may also present additional regulatory risks. It is unclear whether and to what extent traditional state and federal
telephone regulations will apply to telephony services provided using VoIP technology. In addition, regulators could allow utility pole owners
to charge cable operators offering voice services higher rates for pole rental than is allowed for cable and high-speed services. The FCC
recently initiated a rulemaking proceeding examining the proper regulatory approach to voice services utilizing VoIP technology. Congress is
considering enacting new laws to govern those services. Additionally, there are court cases addressing the proper regulatory treatment for the
service, and there are rulemakings and various other proceedings underway at the state level. In view of these various activities at the state and
federal level, the Company cannot be certain what impact regulation will have on the Digital Phone business.

Pending shareholder litigation or failure to fulfill the obligations under the deferred prosecution agreement with the U.S. Department
of Justice or the Consent Order with the Securities and Exchange Commission could adversely affect Time Warner’s operations. In
connection with the resolution of the investigation by the DOJ of the Company, America Online entered into a deferred prosecution agreement
with the DOJ. In accordance with the agreement, the DOJ filed a criminal complaint against America Online in December 2004 for the conduct
of certain employees in connection with securities fraud by PurchasePro.com, but the DOJ will defer prosecution of AOL and will dismiss the
complaint in December 2006 provided the Company fulfills its obligations under the deferred prosecution agreement, as described in the 2004
Form 10-K. If the Company does not satisfy its obligations, the DOJ can proceed with the prosecution of America Online for actions in
connection with PurchasePro.com, as set forth in the complaint, and may consider additional actions against the Company, which could have
significant adverse effects on its operations and financial result. The Company intends to satisfy its obligations under the deferred prosecution
agreement. In addition, in connection with the settlement with the SEC, the Company consented to entry of a Consent Order requiring it to
comply with federal securities laws and regulations and the terms of an earlier order. If the Company is found to be in violation of the Consent
Order, it may be subject to increased penalties and consequences as a result of the prior actions. As of May 1, 2005, there were forty-one
putative class action and shareholder derivative lawsuits alleging violations of federal and state securities laws as
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well as purported breaches of fiduciary duties pending against Time Warner, certain of its current and former executives, past and present
members of its Board of Directors and, in certain instances, America Online. There is also a consolidated action making allegations of ERISA
violations. The complaints purport to be made on behalf of certain of the Company’s shareholders and allege, among other things, that Time
Warner violated various provisions of the securities laws. There are also actions filed by individual shareholders pending in federal and state
courts. The Company is unable to predict the outcome of the pending shareholder litigation. The Company has not established any reserves
associated with shareholder and civil litigation due to their preliminary status and because it is unable to reasonably estimate a range of possible
loss. The Company is incurring expenses as a result of the pending shareholder litigation, and any costs associated with judgments in or
settlements of these matters could adversely affect its financial condition and results of operations. See Note 10, “Commitments and
Contingencies— Securities Matters.”

Technological developments may adversely affect the Company’s competitive position and limit its ability to protect its valuable
intellectual property rights. Time Warner’s businesses operate in the highly competitive, consumer-driven and rapidly changing media and
entertainment industries. These businesses, as well as the industries generally, are to a large extent dependent on the ability to acquire, develop,
adopt, and exploit new technologies to distinguish their products and services from those of their competitors. In addition, the Company may
face legal and practical limitations on its ability to enforce the Company’s intellectual property rights as a result of technological developments
that facilitate the theft and unlawful distribution of the Company’s copyrighted works in digital form, including via the Internet. For example:

»  The Company’s cable business may be adversely affected by more aggressive than expected competition from alternate technologies,
such as satellite, DSL, traditional phone, and wireless and power-line services; by the failure to choose technologies appropriately; by
the failure of new equipment, such as digital set-top boxes or digital video recorders; or by the failure of new services, such as digital
cable, high-speed data services, Digital Phone and Video-On-Demand, to appeal to enough consumers, or to be available at prices
consumers are willing to pay, to function as expected or to be delivered in a timely fashion;

*  The Company’s America Online business may be adversely affected by competitors’ abilities to develop new technologies more
quickly, including more compelling features/functionalities and premium digital services for Internet users, and by the uncertainty of
the costs for obtaining rights from third parties, including appropriate patent licenses for technologies and methods used to deliver new
services; and

+  The Company’s filmed entertainment and television network businesses may be adversely affected by the fragmentation of consumer
leisure and entertainment time caused by a greater number of choices resulting from technological developments, the impact of digital
video recorders or other technologies that change the nature of the advertising and other markets for television products.

Caution Regarding Forward-Looking Statements

The SEC encourages companies to disclose forward-looking information so that investors can better understand a company’s future
prospects and make informed investment decisions. 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, Operating Income before Depreciation
and Amortization and cash flow. 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 present 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.

o LT3 [T

Additionally, Time Warner operates in highly competitive, consumer-driven and rapidly changing media, entertainment and Internet
businesses. These businesses are affected by government regulation, economic, strategic,
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political and social conditions, consumer response to new and existing products and services, technological developments and, particularly in
view of new technologies, the continued ability to protect intellectual property rights. Time Warner’s actual results could differ materially from
management’s expectations because of changes in such factors. Other factors and risks could adversely affect the operations, business or
financial results of Time Warner or its business segments in the future and could also cause actual results to differ materially from those
contained in the forward-looking statements, including those identified in Time Warner’s other filings with the SEC, and the following factors
and risks:

For Time Warner’s AOL business:

+ the ability to successfully implement its business strategy;

+ the ability to develop and introduce new products and services to remain competitive;
» the ability to differentiate its products and services from its competitors;

+ the ability to develop, adopt or have access to new technologies;

» the ability to have access to distribution channels controlled by third parties;

« the ability to manage its subscriber base profitably;

» the ability to provide adequate server, network and system capacity;

 the risk of business interruption caused by computer viruses, worms or other malicious activity, weather events, natural disasters,
terrorist attacks, third-party supplier failures, or unforeseen events;

» the risk of unanticipated increased costs for network services;
« the ability to maintain, and the cost of maintaining, the privacy and security of company and customer information;
» increased competition from providers of Internet services, including providers of broadband access;

+ the ability to generate increased usage of sites and services that are part of the America Online network, and the ability to maintain or
expand the audience for its sites, content and services;

« the ability to attract additional traditional advertisers to the online advertising medium;
+ the ability to maintain or renew existing advertising or marketing commitments;

+ the risk that the online advertising industry will not continue to grow, and that even if the industry continues to grow, the risk that
America Online will not successfully compete in securing advertising relationships;

+ the ability to maintain or enter into new electronic commerce, marketing or content arrangements;

»  risks associated with state, local or federal taxation of online services and Internet access providers;

»  risks associated with foreign currency exchange rates;

= the risks from changes in U.S. and international regulatory environments affecting interactive services; and

+ the ability to reduce losses at the international businesses that are still unprofitable.
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For Time Warner’s cable business:

more aggressive than expected competition, including price competition, from other distributors of video programming, including
direct to home satellite distributors, regional incumbent telephone companies and from competitors using new technologies;

more aggressive than expected competition, including price competition, from other distributors of high-speed data services, including
DSL, satellite and terrestrial wireless distributors, power companies and from competitors using new technologies;

more aggressive than expected competition, including price competition, from other distributors of voice services, including regional
telephone companies, long distance providers, national VoIP providers, wireless distributors and from competitors using new
technologies;

greater than expected increases in programming or other costs, including costs of new products and services, or difficulty in passing
such costs to subscribers;

increases in government regulation of video services, including regulation that limits cable operators’ ability to raise rates, that
requires that particular programming be carried or offered in a particular manner (for instance, “a la carte”), or that dictates set-top box
or other equipment features, functionalities or specifications;

government regulation of other services, such as high-speed data and voice services, including regulation that results in the imposition
of pole fees for such services that are higher than those permissible for video services;

government regulation that dictates the manner in which it operates its cable systems or determines what to offer, such as the
imposition of “forced access” rules or common carrier requirements;

increased difficulty in obtaining franchise renewals;

the failure of new equipment, such as digital set-top boxes or digital video recorders, or services, such as digital video service, high-
speed data service, voice service or video-on-demand, to appeal to enough subscribers or to be available at prices subscribers are
willing to pay, to function as expected and to be delivered in a timely fashion;

fluctuations in spending levels by advertisers and consumers;

changes in technology and failure to anticipate technological developments or to choose technologies appropriately; and

unanticipated funding obligations relating to its cable joint ventures.

For Time Warner’s filmed entertainment businesses:

the ability to continue to attract and select desirable talent and scripts at manageable costs;
general increases in production costs;

fragmentation of consumer leisure and entertainment time and its possible negative effects on the broadcast and cable networks, which
are significant customers of the filmed entertainment businesses;

continued popularity of merchandising;
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+ the uncertain impact of technological developments that facilitate theft and unlawful distribution of the Company’s copyrighted works
and by legal and practical limitations on the ability to enforce the Company’s intellectual property rights;

+ the ability to develop and apply adequate protections for filmed entertainment content in a digital delivery environment;
+ the ability to develop successful business models for the secure delivery of filmed entertainment products in a digital environment;
«  risks associated with foreign currency exchange rates;

»  with respect to feature films, the risk that marketing costs associated with theatrical film releases in a highly competitive marketplace
will increase;

+  with respect to television programming, a decrease in demand for television programming provided by non-affiliated producers and
increased competition in viewership for broadcast programming due to the increasing number of cable and pay television services;

»  with respect to home video, the threat of an impending format war over the next generation of high definition DVD product might
prevent a smooth transition from the current, highly profitable DVD product to the next generation, thereby fragmenting and
diminishing the potential market while harming current DVD sales as the industry and consumers wait to see which format or formats
will prevail; and

+ the ability to maintain an ad supported commercial television model in the face of challenges posed by increased consumer usage of
digital video recorders or other technologies that change the nature of the advertising and other markets for television products.

For Time Warner’s network businesses:

« increased competition from large media companies whose increasing scale could result in competitive advantages including
advertising sales, promotions, programming and other areas;

- greater than expected newsgathering, programming or production costs;

» increased resistance by cable and satellite distributors to wholesale price increases;

+ the negative impact on premium programmers of greater than anticipated basic cable rate increases to consumers;
= increased regulation of distribution agreements;

» the sensitivity of network advertising to economic cycles and to new media technologies;

« the negative impact of further consolidation of multiple-system cable operators;

« theft and unlawful distribution of content by means of interception of cable and satellite transmissions or Internet peer-to-peer file
sharing;

» the impact of digital video recorders or other technologies that change the nature of the advertising and other markets for television
products;

+ the development of new technologies that alter the role of programming networks and services; and
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»  greater than expected fragmentation of consumer viewership, as well as the possible loss of viewers, as a result of the increased
number of programming services and the increased popularity of alternatives to television.

For Time Warner’s publishing businesses:

« declines in spending levels by advertisers and consumers;

» the ability in a challenging environment to continue to develop new profitable sources of circulation;

« substantial postal rate increases expected in the first quarter of 2006;

« unanticipated increases in paper costs;

» increased costs and business disruption resulting from instability in the newsstand distribution channel;

» increased competition from new magazine entrants may have an impact on its most profitable magazines, including People;
»  risks associated with changes in foreign currency exchange rates;

» changes in government regulation of direct marketing;

+ receipt of information identifying debit card purchasers which may require changes in payment acceptance procedures for such
purchasers, which could decrease subscription renewals; and

+ the introduction and increased popularity over the long term of alternative technologies for the distribution of news and information.

For Time Warner generally, achieving the Company’s financial objectives, including growth in operations, maintaining financial ratios and
a strong balance sheet, could be adversely affected by decreased liquidity in the capital markets, including any reduction in the ability to access
either the capital markets for debt securities or bank financings, failure to meet earnings expectations, significant acquisitions such as the
pending Adelphia acquisition or other transactions, economic slowdowns, the impact of terrorist acts and hostilities in Iraq and elsewhere in the
world, increased expenses as a result of the shareholder litigation pending against Time Warner, as well as the risk of costs associated with
judgments in or settlements of such matters, and changes in the Company’s plans, strategies and intentions. In addition, lower than expected
valuations associated with the cash flows and revenues at its segments may result in its inability to realize the value of recorded intangibles and
- goodwill at those segments.
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Evaluation of Disclosure Controls and Procedures

The Company, under the supervision and with the participation of its management, including the Chief Executive Officer and Chief
Financial Officer, evaluated the effectiveness of the design and operation of the Company’s “disclosure controls and procedures” (as such term
is defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act”)) as of the end of the period covered by this
report. Based on that evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that the Company’s disclosure controls
and procedures are effective in timely making known to them material information relating to the Company and the Company’s consolidated
subsidiaries required to be disclosed in the Company’s reports filed or submitted under the Exchange Act. The Company has investments in
certain unconsolidated entitics. As the Company does not control these entities, its disclosure controls and procedures with respect to such
entities are necessarily substantially more limited than those it maintains with respect to its consolidated subsidiaries. The Company began
consolidating the financial results of AOLA, effective March 31, 2004 pursuant to the requirements of FASB Interpretation No. 46 (Revised),
“Consolidation of Variable Interest Entities.” Because the Company does not control AOLA, the Company’s disclosure controls and
procedures with respect to information regarding AOLA also are more limited than those for consolidated subsidiaries the Company controls.

Changes in Internal Control Over Financial Reporting

There have not been any changes in the Company’s internal control over financial reporting during the quarter ended March 31, 2005 that
have materially affected, or are reasonably likely to materially affect, its internal control over financial reporting.
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(Unaudited)
March 31, December 31,
2005 2004
(millions, except
per share amounts)

ASSETS
Current assets
Cash and equivalents $ 7,012 § 6,139
Restricted cash 150 150
Receivables, less allowances of $2.151 and $2.109 billion 4,494 5,512
Inventories 1,972 1,737
Investment in Google 918 —
Prepaid expenses and other current assets 1,100 1,101
Total current assets 15,646 14,639
Noncurrent inventories and film costs 4,270 4415
Investments, including available-for-sale securities 3,703 4,703
Property, plant and equipment 13,160 13,094
Intangible assets subject to amortization 3,773 3,892
Intangible assets not subject to amortization 39,656 39,656
Goodwill 39,797 39,667
Other assets 3,151 3,273
Total assets $123156 $§ 123,339
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Accounts payable $ 1,078 % 1,339
Participations payable 2,558 2,579
Royalties and programming costs payable 1,093 1,018
Deferred revenue 1,552 1,497
Debt due within one year 1,626 1,672
Other current liabilities 5,034 6,468
Current liabilities of discontinued operations 44 51
Total current liabilities 12,985 14,624
Long-term debt 20,466 20,703
Deferred income taxes 15,298 14,943
Deferred revenue 901 905
Mandatorily convertible preferred stock — 1,500
Other liabilities 4,698 4,341
Noncurrent liabilities of discontinued operations 38 38
Minority interests 5,549 5514
Commitments and contingencies (Note 10)
Shareholders’ equity
Series LMCN-V common stock, $0.01 par value, 6.3 and 105.7 million shares outstanding 1 1
Time Warner common stock, $0.01 par value, 4.588 and 4.483 billion shares outstanding 46 45
Paid-in-capital 157,844 156,252
Accumulated other comprehensive income, net 90 106
Accumulated deficit (94.670) (95.633)
Total shareholders’ equity 63,311 60,771
Total liabilities and shareholders’ equity $123.156¢ % 123,339

See accompanying notes.
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(Unaudited)

Revenues:
Subscription
Advertising
Content
Other

Total revenues @

Costs of revenues )

Selling, general and administrative )
Amortization of intangible assets
Restructuring costs

Asset impairments

Gains on disposal of assets, net

Operating income

Interest expense, net (&)

Other income, net

Minority interest expense, net

Income before income taxes, discontinued operations and cumulative effect of accounting change
Income tax provision

Income before discontinued operations and cumulative effect of accounting change
Discontinued operations, net of tax

Income before cumulative effect of accounting change
Cumulative effect of accounting change, net of tax
Net income

Basic income per common share before discontinued operations and cumulative effect of accounting change
Discontinued operations
Cumulative effect of accounting change

Basic net income per common share
Average basic common shares

Diluted income per common share before discontinued operations and cumulative effect of accounting change
Discontinued operations

Cumulative effect of accounting change

Diluted net income per common share

Average diluted common shares

fa)  Includes the following income (expenses) resulting from transactions with related companies:
Revenues
Costs of revenues

Selling, general and administrative
Interest income, net

See accompanying notes.
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2004

(millions, except
per share amounts)

$ 5492 § 5314
1,647 1,447
3,083 3,117
261 307
10,483 10,185
(6,000) (5,971)
(2,528) (2,445)
(150) (154)
(12) —
(24) —
10 1
1,779 1,616
(346) (404)
111 31
(59) _(56)
1,485 1,187
(522) (475)
963 712
— 215
963 927

— 34

$ 963 § 96l
$ 021 $ 0.16
— 0.04

— 0.01

$ 021 § 021
4,587.8 4549.1
$ 020 § 0.5
— 0.04

— 0.01

$ 020 $ 0.20
47223 4699.1
$ 59 5 62
(65} (60}

8 7
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TIME WARNER INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
Three Months Ended March 31,
(Unaudited)

OPERATIONS
Net income @
Adjustments for noncash and nonoperating items:
Cumulative effect of accounting change, net of tax
Depreciation and amortization
Amortization of film costs
Impairments of goodwill
Loss on writedown of investments
Gain on sale of investments and other assets, net
Equity in (income) losses of investee companies, net of cash distributions
Changes in operating assets and liabilities, net of acquisitions ®)
Adjustments relating to discontinued operations
Cash provided by operations ()

INVESTING ACTIVITIES

Investments and acquisitions, net of cash acquired
Capital expenditures and product development costs
Investment proceeds from available-for-sale securities
Other investment proceeds

Cash provided (used) by investing activities

FINANCING ACTIVITIES
Borrowings

Debt repayments

Proceeds from exercise of stock options
Principal payments on capital leases
Other

Cash used by financing activities

INCREASE IN CASH AND EQUIVALENTS
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND EQUIVALENTS AT END OF PERIOD

@ The first quarter of 2004 includes net income from discontinued operations of $215 million.
) The first quarter of 2005 includes a $300 million payment related to the government investigations.

2005 2004
(millions)

$§ 963 $ 961
— (34)
802 789
776 725
24 —
3 1
(35) 39)
(7 8
(665) (518)
o) a4
1,854 1,819
(224) (80)
(651) (557
1 29
85 2,571
(789) 1,963
1,285 1,866
(1,532) (2,917)
99 172
(37 (48)
) -
(192) (927)
873 2,855
6,139 3,040
$ 7,012 $ 5,895

©  The first quarter of 2005 includes an approximate $36 million use of cash related to changing the fiscal year end of certain international

operations from November 30 to December 31.
See accompanying notes.
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CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
Three Months Ended March 31,

(Unaudited)
2005 2004
(millions)
BALANCE AT BEGINNING OF PERIOD $60,771 $56,213
Net income 963 961
Other comprehensive loss (17) 1)
Comprehensive income 946 960
Conversion of mandatorily convertible preferred stock 1,500 —
Other (@) 94 262
BALANCE AT END OF PERIOD $63,311 $57,435

@ The first quarter of 2005 inciudes approximately $117 million for shares issued pursuant to stock option and other benefit plans
(including the related income tax benefit of approximately $20 million) and an approximate $23 million net loss related to changing the
fiscal year end of certain international operations from November 30 to December 31 (including the related income tax benefit of
approximately $9 million). The first quarter of 2004 includes approximately $214 million for shares issued pursuant to stock option and
other benefit plans (including the related income tax benefit of approximately $32 million).

See accompanying notes.
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1. DESCRIPTION OF BUSINESS, RECENT TRANSACTIONS 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 business interests into five
reportable segments: AOL: consisting principally of interactive services; Cable. consisting principally of interests in cable systems that provide
video programming, high-speed data and Digital Phone services; Filmed Entertainment: consisting principally of feature film, television and
home video production and distribution; Networks: consisting principally of cable television and broadcast networks; and Publishing.
consisting principally of magazine and book publishing. Financial information for Time Warner’s various reportable segments is presented in
Note 7.

Recent Transactions
Investment in Google Inc.

In May 2004, America Online exercised a warrant for approximately $22 million and received approximately 7.4 million shares of Series D
Preferred Stock of Google Inc. (*Google™). Each of these shares converted automatically into shares of Google’s Class B Common Stock
immediately prior to the closing of Google’s initial public offering on August 24, 2004. In connection with this offering, America Online
converted approximately 2.4 million shares of its Google Class B Common Stock into an equal number of shares of Google’s Class A Common
Stock. Such Class A shares were sold in the offering for $195 million, net of the underwriters’ discounts and commissions, and the Company
recorded a gain of approximately $188 million in the third quarter of 2004. Following this transaction, America Online continued to hold
approximately 5.1 million shares of Google’s Class B Common Stock. Transfers of these shares are subject to applicable securities laws
requiring that sales be made either pursuant to a registration statement or under exemptions from registration.

The Company has entered into agreements to sell its remaining 5.1 million shares at an average share price of approximately $185. The
sales under the agreements settled on May 3, 2005, and the Company received total cash consideration of approximately $940 million, resulting
in a gain of approximately $9235 million that will be recognized in the second quarter of 2005. Accordingly, as of March 31, 2003, the shares
are classified as a current asset on the Company’s accompanying consolidated balance sheet at their fair value of approximately $918 million.
There is a corresponding unrealized gain of approximately $542 million, net of deferred taxes of approximately $361 million, reflected in other
comprehensive income, a component of consolidated shareholders’ equity.
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Adelphia/Comcast

Adelphia Acquisition Agreement

On April 20, 2005, a subsidiary of the Company, Time Warner NY Cable LLC (“TW NY), and Comeast Corporation (“Comcast”) reached
definitive agreements to acquire substantially all the assets of Adelphia Communications Corporation {“Adelphia”™) for a total of $12.7 billion
in cash (of which TW NY will pay $9.2 billion and Comcast will pay the remaining $3.5 billion) and 16% of the Common Stock of Time
Warner’s cable subsidiary, TWC Inc.

Comcast’s effective 21% interest in TWC Inc. will be redeemed on or after the acquisition of Adelphia for approximately $2.0 billion in
cash and cable systems serving approximately 755,000 subscribers (“TWC and TWE Redemption Agreements”). Specifically, Comcast’s
17.9% interest in TWC Inc. will be redeemed in exchange for stock of a subsidiary of TWC Inc. holding cable systems serving approximately
587,000 subscribers, as well as approximately $1.856 billion in cash. In addition, Comcast’s 4.7% interest in TWE will be redeemed in
exchange for interests in a subsidiary of TWE holding cable systems serving approximately 168,000 subscribers, as well as approximately $133
million in cash. TWC Inc., Comcast and their respective subsidiaries will also swap certain cable systems to enhance their respective
geographic clusters of subscribers (*Cable Swaps”).

Upon closing of these proposed transactions, TWC Inc. will gain systems passing approximately 7.5 million homes, with approximately
3.5 million basic subscribers. TWC Inc. will then manage a total of approximately 14.4 million basic subscribers. Time Warner will own 84%
of TWC Inc.’s Common Stock, a $2.9 billion economic interest in a subsidiary of TWC Inc. and TWC Inc. will become a publicly traded
company at the time of closing.

These transactions are subject to customary regulatory review and approvals, including Hart-Scott-Rodino antitrust approval, FCC and local
franchise approvals, as well as, in the case of the Adelphia acquisition, the Adelphia bankruptcy process, which involves approvals by the
bankruptcy court having jurisdiction over Adelphia’s Chapter 11 case and Adelphia’s creditors. Closing is expected in about 9 to 12 months.

The purchase of Adelphia’s assets is not dependent on the occurrence of the Cable Swaps and redemption transactions between Time
Warner and Comcast. Furthermore, if Comcast fails to obtain certain necessary governmental authorizations, TW NY has agreed that it will
also acquire the cable operations of Adelphia that would have been acquired by Comcast, with the purchase price payable in cash or TWC Inc.
stock at the Company’s discretion.
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Amendments to Existing Arrangements

In addition to agreeing to the purchase of Adelphia’s assets, the TWC and TWE Redemption Agreements and Cable Swaps described above,
the Company and Comcast amended certain existing agreements they had previously entered into. The objective of these amendments is to
cancel these agreements contingent upon the completion of the TWC and TWE Redemption Transaction described above. Here is a brief
description of these amendments:

Registration Rights Agreement. In conjunction with the restructuring of TWE completed in 2003 (the “TWE Restructuring’), TWC Inc.
granted Comcast and certain affiliates registration rights related to the shares of TWC Inc. Class A Common Stock acquired by Comcast in the
TWE Restructuring. As part of the agreements described above, Comcast generally has agreed not to exercise or pursue registration rights with
respect to the TWC Inc. Class A Common Stock owned until the date upon which the TWC Redemption Agreement described above is
terminated in accordance with its terms (e.g. the TWC Redemption Agreement is cancelled).

Tolling and Optional Redemption Agreement. On April 20, 2005, a subsidiary of TWC Inc., Comcast and certain of its affiliates entered into
an amendment (the “Second Tolling Amendment™) to the Tolling and Optional Redemption Agreement, dated as of September 24, 2004, and
previously amended on February 17, 2005. Pursuant to the Second Tolling Amendment, the parties agreed that if the TWC Redemption
Agreement terminates, TWC Inc. will redeem 23.8% of Comcast’s 17.9% ownership of TWC Inc. Class A Common Stock in exchange for
100% of the common stock of a TWC Inc. subsidiary which will own certain cable systems serving approximately 148,000 basic subscribers
plus approximately $422 million in cash.

A more complete description of the transactions described above may be found in the Company’s Current Reports on Form 8-K, each dated
April 20, 2005 and filed with the Securities and Exchange Commission (“*SEC”) on April 21, 2005 and April 27, 2005.

Basis of Presentation
Reclassifications

Certain reclassifications have been made to the prior year’s financial information to conform to the March 31, 2005 presentation.
Use of Estimates

The preparation of the 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 financial statements and footnotes thereto. Actual
results could differ from those estimates.

Significant estimates inherent in the preparation of the accompanying consolidated financial statements include accounting for asset
impairments. allowances for doubtful accounts, film ultimates, video and magazine returns, business combinations, pensions and other
postretirement benefits. income taxes and contingencies.

Interim Financial Statements

The accompanying consolidated financial statements are unaudited but, in the opinion of management, contain al! the adjustments
(consisting of those of a normal recurring nature) considered necessary to present fairly the financial position and the results of operations and
cash flows for the periods presented in conformity with GAAP applicable to interim periods. The accompanying consolidated financial
statements should be read in conjunction with the audited consolidated financial statements of Time Warner included in its Annual Report on
Form 10-K for the year ended December 31, 2004 (the 2004 Form 10-K”) filed on March 11, 2005.
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Update on Government Investigations

As previously disclosed by the Company, the SEC and the U.S. Department of Justice (“*DOJ”) had been conducting investigations into the
accounting and disclosure practices of the Company. Those investigations focused on advertising transactions, principally involving the
Company’s America Online segment, the methods used by the America Online segment to report its subscriber numbers and the accounting
related to the Company’s interest in AOL Europe S.A. ("AOL Europe") prior to January 2002.

The Company and its subsidiary, AOL, entered into a settlement with the DOJ in December 2004 that provided for a deferred prosecution
arrangement for a two-year period. In addition, on March 21, 2005, the Company announced that the SEC has approved the Company’s
proposed settlement, which resolves the SEC’s investigation of the Company.

Under the terms of the settlement with the SEC, the Company agreed, without admitting or denying the SEC’s allegations, to be enjoined
from future violations of certain provisions of the securities laws and to comply with the cease-and-desist order issued by the SEC to AOL in
May 2000. The settlement also requires the Company to:

+ Pay a $300 million penalty, which will be used for a Fair Fund, as authorized under the Sarbanes-Oxley Act;

» Adjust its historical accounting for Advertising revenues in certain transactions with Bertelsmann, A.G. (“Bertelsmann”) that were
improperly recognized or prematurely recognized primarily in the second half of 2000, during 2001 and during 2002; as well as adjust
its historical accounting for transactions involving three other AOL customers where there were Advertising revenues recognized in the
second half of 2000 and during 2001,

* Adjust its historical accounting for its investment in and consolidation of AOL Europe; and

»+ Agree to the appointment of an independent examiner, who will either be or hire a certified public accountant. The independent
examiner would review whether the Company’s historical accounting for transactions with 17 counterparties identified by the SEC staff,
principally involving online advertising revenues and including three cable programming affiliation agreements with related advertising
elements, was in conformity with GAAP, and provide a report to the Company’s audit and finance committee of its conclusions within
180 days of being engaged. The transactions that would be reviewed were entered into between June 1, 2000 and December 31, 2001,
including subsequent amendments thereto, and involved online advertising and related transactions for which revenue was principally
recognized before January 1, 2002.

The Company paid the $300 miliion penalty in March 2005; however, it will not be able to deduct the penalty for income tax purposes, be
reimbursed or indemnified for such payment through insurance or any other source, or use such payment to setoff or reduce any award of
compensatory damages to plaintiffs in related securities litigation pending against the Company.

The historical accounting adjustments were reflected in the restatement of the Company’s financial results for each of the years ended
December 31, 2000 through December 31, 2003, which were included in the Company’s 2004 Form 10-K.

As previously discussed, as part of the settlement with the SEC, the Company agreed to appoint an independent examiner. Depending on the
independent examiner’s conclusions, a further restatement might be necessary. 1t is also possible that, so long as there are unresolved issues
associated with the Company’s financial statements, the effectiveness of any registration statement of the Company or its affiliates may be
delayed.
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Stock-Based Compensation

In December 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Statement of Financial Accounting Standards
No. 123 (Revised), “Share-Based Payment™ ("FAS 123R”). FAS 123R requires all companies to measure compensation costs for all share-
based payments (including employee stock options) at fair value and recognize such costs in the statement of operations. As a result, the
application of the provisions of FAS 123R will have a significant impact on Operating Income before Depreciation and Amortization,
Operating Income, net income and earnings per share. In April 2005, the SEC amended the compliance dates for FAS 123R from fiscal periods
beginning after June 15, 2005 to fiscal years beginning after June 15, 2005. The Company will continue to account for share-based
compensation using the intrinsic value method set forth in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”) until adoption of FAS 123R beginning January 1, 2006.

In accordance with APB 25 and related interpretations, compensation expense for stock options is generally recognized in income based on
the excess, if any, of the quoted market price of the stock at the grant date of the award or other measurement date over the amount an
employee must pay to acquire the stock. The compensation costs related to stock options recognized by the Company pursuant to APB 25 were
minimal. If a company measures share-based compensation using APB 235, it must also disclose what the impact would have been if it had

measured share-based compensation using the fair value of the equity award on the date it is granted as provided in FAS 123, predecessor of
FAS 123R.

The Company recognizes compensation expense pursuant to the methods specified in FASB Interpretation No. 28, “Accounting for Stock
Appreciation Rights and Other Variable Stock Option Award Plans,” for its stock option incentive plans under APB 25 and in the FAS 123 pro
forma disclosure that follows. Had compensation cost for Time Warner’s stock option incentive plans been determined based on the fair value
method set forth in FAS 123, Time Warner’s net income and basic and diluted net income per common share would have been changed to the
following pro forma amounts:

Three Months Ended March 31,

2005 2004
(millions, except per share amounts)

Net income, as reported $ 963 $ 961
Deduct: Total stock-based employee compensation expense determined under

fair value based method for all awards, net of related tax effects (74) (72)
Pro forma net income $ 889 $ 889
Basic net income per share:

As reported $ 0.21 $ 0.21

Pro forma 3 0.19 3 0.20
Diluted net income per share:

As reported $ 0.20 $ 0.20

Pro forma by 0.19 $ 0.19

For purposes of these disclosures, the Company has refined certain of its valuation approaches and inputs and believes such refinements are
consistent with the valuation techniques as required under FAS 123R. As guidance and interpretations in the area of equity-based compensation
evolve, the Company will continually assess its methodologies and processes in this area to ensure compliance with FAS 123R. Before the first
quarter of this year, the Company estimated the expected term of an option by computing the average period of time such options would remain
outstanding from the grant date to the exercise date. The historical expected term was computed by segregating the employee base into two
groups (Senior Executives and all other employees). Beginning in the first quarter of 2005, the Company has begun to use historical exercise
patterns of previously granted options in relation to stock price movements to derive an employee behavioral pattern used to forecast expected
exercise patterns. In evaluating expected employee exercise behavior, the Company separated employees into four groups based on the number
of options they were granted. The weighted average expected term assumption used for the first quarter of
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2005 was 4.79 years from the date of grant as compared to 3.60 years from the date of grant for the first quarter of 2004. In addition,
historically during 2004, the volatility assumption was calculated using an average of historic and implied volatilities. Beginning in the first
quarter of 2005, the Company determined the volatility assumption using implied volatilities based primarily on traded Time Warner options. It
should be noted that both historical and implied volatility for Time Wamer have declined during the period. The weighted average volatility
assumption used for the first quarter of 2005 was 24.4% as compared to a weighted average volatility of 35.0% for the first quarter of 2004.
Had the Company used the methodologies employed in 2004 to estimate stock option valuation assumptions, the fair value of an option granted
in the first quarter of 2005 would have increased by approximately 1%.

Based on recent accounting interpretations, pro forma stock-based compensation expense for the three months ended March 31, 2005
reflects approximately $20 million, net of tax, related to the accelerated amortization of the fair value of options granted in prior periods to
certain retirement-eligible employees with no subsequent substantive service requirement (e.g., no substantive noncompete agreement).
Historically, the Company recognized pro forma stock-based compensation related to retirement-age-eligible employees over the award’s
contractual vesting period. Management does not believe that the amount related to prior years® grants is material to the pro forma disclosures
of the prior or current year.

Conditional Asset Retirement Obligations

In March 2005, the FASB issued FASB Interpretation (“FIN”) No. 47, *Accounting for Conditional Asset Retirement Obligations — an
Interpretation of FASB Statement No. 143, (“FIN 47”). FIN 47 clarifies the timing of liability recognition for legal obligations associated with
the retirement of a tangible long-lived asset when the timing and/or method of settlement are conditional on a future event. This Interpretation
is effective for Time Wamer no later than December 31, 2005. The application of this Interpretation is not expected to have a material impact
on the Company’s consolidated financial statements.

2. SALE OF MUSIC SEGMENT

On March 1, 2004, the Company sold its Warner Music Group (“WMG™) recorded music and Warner/Chappell music publishing operations
to a private investment group (“Investment Group”) for approximately $2.6 billion in cash and an option to reacquire a minority interest in the
operations sold. The Company has presented the results of operations and financial condition of the Music segment as discontinued operations.
As of March 31, 2005, there are $82 million of liabilities associated with the former Music operations. The liabilities are principally related to
severance and pension obligations to former employees of the Music segment, which were retained by Time Warner.

Financial information of the Music operations, and adjustments to the initial estimates of the assets sold to and liabilities assumed by, the
acquirors in such transactions and to the resolution of various tax matters surrounding the music business dispositions included in discontinued
operations in the accompanying consolidated statement of operations for the three months ended March 31, 2004, is as follows (millions):

Total revenues $ 780
Pretax income 77
Income tax benefit 138
Net income 215

The option to reacquire a minority interest in the WMG recorded music and music publishing business allows Time Warner to purchase a
15% interest in WMG’'s recorded music and music publishing operations at any time during the three years following the closing of the
transaction or to purchase a 19.9% interest in the event the Investment Group enters into a music merger transaction with another major music
business within three years of closing of the transaction. This option is accounted for in accordance with FASB Statement No. 133,
“Accounting for Derivative Instruments and Hedging Activities.” The strike price for the option to purchase a 15% interest is equal to 75% of
the then estimated equity value of the 15% interest acquired but not less than a pro rata share (i.e., 15%) of the Investment Group’s equity
purchase price (reduced by a pro rata share of cash distributions). The strike
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price for the option to purchase a 19.9% interest is equal to a pro rata share (i.e., 19.9%) of the Investment Group’s equity purchase price
(reduced by a pro rata share of cash distributions) accreted at 8.5% per annum if the transaction is signed prior to March 1, 2005, and if a
transaction is signed between March 1, 2005 and March 1, 2007, interest is accreted at 8.5% for the first 15 months and 15% thereafter. To the
extent the option is exercised for either the 15% or the 19.9% interest on a gross basis, the Company would account for its interest using the
cost method of accounting, In the first quarter of 2005, WMG filed a registration statement with the SEC relating to an initial public offering of
its Common Stock. In connection with the anticipated IPO of WMG, the Company entered into an agreement with WMG pursuant to which
WMG has agreed to a cash purchase of the Company’s option at the time of the WMG public offering based on the initial public offering price
per share, net of any underwriters’ discounts. Based on the price range contained in WMG’s SEC filings relating to the 1PO, the cash purchase
price payable by WMG to the Company with respect of the option would be approximately $165 million. Accordingly, the value of the option,
which is included in Investments, including available-for-sale securities in the accompanying consolidated balance sheet, was increased by
$80 million to $165 million. The $80 million increase in value was recorded in Other income, net, in the consolidated statement of operations.

3. INVENTORIES AND FILM COSTS

Inventories and film costs consist of:

March 31, December 31,
2005 2004
(millions)
Programming costs, less amortization $ 2,817 $ 2,599
Videocassettes, DVDs, books, paper and other merchandise 524 522
Film costs — Theatrical:
Released, less amortization 696 893
Completed and not released 218 60
In production 818 843
Development and pre-production 49 51
Film costs — Television:
Released, less amortization 510 493
Completed and not released 175 191
In production 425 494
Development and pre-production 10 6
Total inventories and film costs @ 6,242 6,152
Less: current portion of inventory (1.972) {1,737)
Total noncurrent inventories and film costs $ 4270 $ 4415

@ Does not include $3.082 billion and $3.137 billion of net film library costs as of March 31, 2005 and December 31, 2004, respectively,
which are included in intangible assets subject to amortization in the accompanying consolidated balance sheet.

()  Current inventory as of March 31, 2005 and December 31, 2004, is comprised primarily of programming inventory at the Networks
segment ($1.462 billion and $1.215 billion, respectively), bocks, magazines, paper and other merchandise at the Publishing segment
($227 million and $199 million, respectively), DVDs, videocassettes and laservision discs at the Filmed Entertainment segment
($277 million and $318 million, respectively) and general merchandise at the AOL segment ($6 million and $5 million, respectively).

4. MANDATORILY CONVERTIBLE PREFERRED STOCK

At December 31, 2004, the Company had outstanding one share of its Series A mandatorily convertible preferred stock, par vatue $0.10 per
share, face value of $1.5 billion (the “Series A Preferred Stock™). held by a trust for the benefit of Comcast, that was issued on March 31. 2003,
as part of the TWE Restructuring. The Series A Preferred Stock was not entitled to receive a dividend, had a liquidation preference of $0.10 per
share and. after payment of the liquidation preference, would have participated on a pro rata basis with the common shareholders in the event
of a liquidation of the Company. The holder of the Series A Preferred Stock was entitled to vote on all matters submitted to shareholders of the
Company and voted with the common shareholders as a class, with the Series A Preferred Stock having a number of votes equal to
134,245,006 shares of Common Stock. In accordance with the terms of the stock, on March 31, 2003, the Series A Preferred Stock was
automatically converted into 83,835,883 shares of Common Stock of the Company, valued at $1.5 billion, and such amount was reclassified to
equity in the accompanying consolidated balance sheet. Prior to the conversion, an estimate of the number of shares of Common Stock issuable
upon the conversion of the Series A Preferred Stock based on the fair market value of the Common Stock at the end of the applicable period
was included in the calculation of the
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Company’s diluted earnings per share, but not its basic earnings per share. Following the issuance of the Common Stock upon the conversion
of the Series A Preferred Stock, the shares issued are included in the calculation of both the basic and diluted earnings per share.

5. SHAREHOLDERS® EQUITY

At March 31, 2005, shareholders’ equity of Time Warner included 96.3 million shares of Series LMCN-V common stock and 4.588 billion
shares of common stock (net of approximately 82 million shares of common stock held in treasury). The outstanding shares of common stock
include the 83,835,883 shares of common stock issued upon conversion of the one share of Series A Preferred Stock on March 31, 2005. Time
Warner is authorized to issue up to 750 million shares of preferred stock, up to 25 billion shares of common stock and up to 1.8 billion shares
of additional classes of common stock, including Series LMCN-V common stock. Shares of Series LMCN-V common stock have substantially
identical rights as shares of Time Warner’s common stock, except that shares of Series LMCN-V common stock have limited voting rights and
are nonredeemable. The holders of Series LMCN-V common stock are entitled to 1/100 of a vote per share on the election of directors and do
not have any other voting rights, except as required by law or with respect to limited matters, including amendments to the terms of the
Series LMCN-V common stock adverse to such holders. The Series LMCN-V common stock is not transferable, except in limited
circumstances, and is not listed on any securities exchange. Each share of Series LMCN-V common stock is convertible into one share of Time
Warner common Stock at any time, assuming certain restrictive provisions have been met. During the first quarter of 2005, 9.4 million shares of
LMOCN-V common stock were converted into an equal number of shares of common stock.

6. GOODWILL

A summary of changes in the Company’s goodwill for the three months ended March 31, 2005 by reportable segment is as follows
(millions):

December 31, Acquisitions & March 31,
2004 Adjustments () Impairment ® 2005

AOL $ 3,027 % 18 % 24) § 3,021
Cable 1,921 — — 1,921
Filmed Entertainment 5,218 2 — 5,220
Networks 20,626 — — 20,626
Publishing 8,875 134 — 9,009
Total $ 39,667 § 154  § (24) §139,797

@) Includes $132 million at the Publishing segment related to the preliminary purchase price allocation for the acquisition of the remaining
ownership interest in Essence Communications Partners.
™ Impairment relates to the $24 million impairment charge of America Online Latin America, Inc. (“AOLA") goodwill.

7. SEGMENT INFORMATION

Time Warner classifies its business interests into five reportable segments: AOL, consisting principally of interactive services; Cable,
consisting principally of interests in cable systems that provide video programming, high-speed data and Digital Phone services; Filmed
Entertainment, consisting principally of feature film, television and home video production and distribution; Networks, consisting principally of
cable television and broadcast networks: and Publishing, consisting principally of magazine and book publishing.

information as to the operations of Time Warner in each of its business segments is set forth below based on the nature of the products and
services offered. Time Warner evaluates performance based on several factors, of which the primary financial measure is operating income
before noncash depreciation of tangible assets and amortization of intangible assets (“Operating Income before Depreciation and
Amortization”). Additionally, the Company has provided a summary of Operating Income by segment.
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