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{ FILENAME


SUBSCRIBERS CASE ID 20219


Are you or any members of your household ~mptoyed in any of the industries listed on this card?
An insurance company: No                                                              =
A marketing research firm: No
An advertising agency: No
The entertainment industry: No
A satellite radio provideF. No
A cable TV provider: No
An Internet service provider: No
During the past three months have you taken part in any market research survey other than a political poll?
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses will be kept confidential. Which of these groups includes your age?
25 - 34 years
Which, if any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to cable TV
Decision to subscribe to an Internet service
Decision to subscribe to satellite radio
Decision to subscribe to a wireless phone service
Which of these services, if any, do you or your household currently subscribe to?
Cable TV
Broadband Internet
Satellite radio
Which of the following best describe the type of satellite radio you or your household currently subscribes to?
A paid or trial subscription (such as from the purchase of a car) directly from XM or Sirius
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Satellite TV: No
Wireless phone service: Yes
Which satellite radio service do you or your household currently subscribe to?
Sirius
Do you wear glasses or contact lenses when you read?
No
RECORD GENDER OF RESPONDENT
Female
We would like to invite you to participate in a study that we think you will find interesting. The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point and click on your answers or tell me your answers and I will record them. Would you like to participate in
this study?
Yes, will participate
May I please have your full name, address and phone number?. You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes. It will only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but I cannot ask you to
participate in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscnbed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
My fatherinlaw had the service and we were very pleased with the service.
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
None
2(a) What types of satellite radio programming were most critical t(~ your decision to subscribe to satelhte radio?
(RECORD COMPLETE ANSWERS VERBATIM)
! did not chose the service for any particular programing. I chose the satellite because of family traditions.
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
No
3(a) And now, reflecting on your experience with satellite radio, what types of satellite radio programming are most
critical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
Jazz
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
No
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOUWILL ENTER THE ANSWERS. RECORD:
Respondent entering answers
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Below is a list of the types of satellite radio programming. Please review the list and allocate 100 p~nts among the
seven types of programming in such a way that the number of points (0 to 100) you give each type of programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio.
If a specific type of programming is not important at all, feel free to give it zero points. If, on the other hand, your


decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no right or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
deciding to subscribe and your experience with satellite radio. Please make sure that the total adds to 100. Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUS3 EQUAL 100.)
Please click "Okay" if this is clear.
Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sum to 100.
Comedy: 0
Kids: 0
Local Weather and Traffic: 0
Music: 100
News: 0
Sports: 0
Talk and Entertainment: 0
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable_ You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. Is this clear?
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offering includes 66 Music Channels.)
1. No music programming: 0
2. Substantially fewer channels and less variety of music than currently offered: 0
3. The same number of channels and the same variety of music as currently offered: 5
4. Substantially more channels and more variety of music than currently offered: 10
13. News (Current Offering includes 15 News Channels.)
1. No news programming: 0
2. Substantially fewer channels and less variety of news than currently offered: 0
3. The same number of channels and the same variety of news as currently offered: 5
4. Substantially more channels and more variety of news than currentJy offered: 10
C. Sports (Current Offering includes 8 Sports Channels and Live Game Channels for NBA, NFL, etc.)
1. No sports programming: 10
2. Substantially fewer channels and less variety of sports than currently offered: 10
3. The same number of channels and same vanety of sports as currently offered: 5
4. Substantially more channels and more variety of sports than currently offered: 0
D. Talk & Entertainment (Current Offering includes 22 Talk and Entertainment channels including Howard Stern, Martha
Stewart, etc.)
1. No talk and entertainment programming: 10
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 10
3. The same number of channels and same variety of talk and entertainment as currently offered: 5
4. Substantially more channels and more variety of talk and entertainment than currently offered: 0
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features. Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume-that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 10
2. 2 minutes of commercials per hour:. 5
3. 5 minutes of commercials per hour: 0
4_ 12 minutes of commercials per hour. 0


B. Geographic Coverage
1. Typical FM coverage 10
2. Complete nationwide coverage: 10
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Now, let’s turn to price. I’d like you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative to the other options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable. Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Price for A Single Subscription


1. $8.95 per month: 7
2. $10.95 per month: 5
3. $12.95 per month: 3
4. $14.95 per month: 0


Please review the list below and tell me if there are any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your subscription to satellite radio?
-’[he number of minutes of commercials per hour on music channels
-Geographic coverage
-The monthly price for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your family’s decision to subscribe and retain your subscription to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number from 0 to 100 that best reflects its relative
importance to you and your family’s decision to subscribe and retain your subscription to satellite radio. The more
impodant a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would give it. Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#OUAL 100.)
The number of minutes of commercials per hour on music channels: 25
Geographic coverage: 25
The monthly pdce for a single subscription: 50
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on eacl’i of the following program types. Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most should get the highest number of
points, the second most should get fewer points, etc. Make sure the total adds up to 100%.
Comedy: 25
Kids: 0
Local Weather and Traffic: 0
Music: 75                             ¯
News: 0
Sports: 0
Talk and Entertainment: 0
As you know, the single subscription price per month for satellite radio is $12.95. Let’s assume that some of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no [PRGTYPE] programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: Yes
NEWS: Don’t know
SPORTS: No
TALK AND ENTERTAINMENT: No
How much would you be willing to pay for satellite radio if no [PRGTYPE] programming were available? Please assume
that all other programming and non-programming features of the service, including price, remain the same. Please tell
me the dollar amount you would be willing to pay for satellite radio if these types of programming were not offered at all.
Furthermore, if you think that not having this programming type would lead you to cancel your subscription please say
SO.
Would be willing to pay:
MUSIC: Would Cancel Subscription
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Now, I am going to show you 10 different hypothetical satellite radio program offerings. Each one ~presents a specific
hypothetical satellite radio offering that includes a set of available programming options, as well as various combinations
of the non-programming features we discussed before and a monthly price for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe:’ to "10" meaning
"definitely would subscribe" that best reflects your liket=hood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. ff you definitely would subscribe to the


offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering. If at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do that_ .
Card 17:10
Card 18:0
Card 19:8
Card 20:0
Card 21:10
Card 22:0
Card 23:0
Card 24:0
Card 65:10
Card 66:0
And finally, reflecting on your experience with satellite radio, if satellite radio was not available what, if anything, would
you miss most about it?
NA
Anything else?
NO
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{ FILENAME


SUBSCRIBERS CASE ID 20108


Are you or any members of your household employed in any of the industries listed on this card?
An insurance company: No                                                             =~
A marketing research firm: No
An advertising agency: No
The entertainment industry: No
A satellite radio provider. No
A cable TV provider. No
An Internet service provider: No
During the past three months hav_e you taken part in any market research survey other than a political polio
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses will be kept confidential. Which of these groups includes your age?
18 - 24 years
Which, if any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to satellite radio
Decision to subscribe to a wireless phone service
Which of these services, if any, do you or your household currently subscribe too
Satellite radio
Wireless phone service
Which of the following best describe the type of satellite radio you or your household currently subscribes to?
A paid or trial subscription (such as from the purchase of a car) directly from XM or Sirius
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Cable TV: No
Satellite TV: No
Broadband Internet: No
Which satellite radio service do you or your household currently subscribe to?
XM
Do you wear glasses or contact lenses when you read?
Yes
Do you have your glasses with you or are you wearing your contad lenses today?
Yes
RECORD GENDER OF RESPONDENT
Female
We would like to invite you to participate in a study that we think you will find interesting. The survey wil! take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point and click on your answers or tell me your answers and I will record them. Would you like to participate in
this study?
Yes, will participate
May I please have your full name, address and phone number? You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes. It w~ll only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but I cannot ask you to
participate in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscribed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
I really liked the wide variety of channels and I loved the equipment in which I purchased.
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
No
2(a) What types of satellite radio programming were most critical to your decision to subscribe to satellite radio?
(RECORD COMPLETE ANSWERS VERBATIM)
All of the channels
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
That’s all.
3(a) And now, reflecting on your experience with satellite radio, what types of satellite radio programming are most
critical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
The channels that offer new music that is uninterrupted.
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
No
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Respondent entering answers
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Below is a list of the types of satellite radio programming. Please review the list and allocate 100 p~nts among the
seven types of programming in such a way that the number of points (0 to 100) you give each type of programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio.
If a specific type of programming is not important at all, feel free to give it zero points. If, on the other hand, your


decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no dght or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
deciding to subscribe and your ex.perience with satellite radio. Please make sure that the total adds to 100. Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUST EQUAL 100.)
Please click "Okay" ff this is clear.
Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sumto 100.
Comedy: 25
Kids: 0
Local Weather and Traffic: 0
Music: 25
News: 0
Sports: 25
Talk and Entertainment: 25
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programmin9 and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
e~remely undesirable to 10 = extremely desirable. You can use any number from "0 to -10" to indicate your answer_
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. |s this clear?
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offering includes 74 Music Channels.)
1. No music programming: 0
2. Substantially fewer channels and less variety of music than currently offered: 0
3. The same number of channels and the same variety of music as currently offered: 5
4. Substantially more channels and more vadety of music than currently offered: 10
B. News (Current Offering includes 13 News Channels.)
1.,No news programming: 2
2. Substantially fewer channels and less variety of news than currently offered: 0
3. The same number of channels and the same variety of news as currently offered: 5
4. Substantially more channels and more variety of news than currently offered: 5
C. Sports (Current Offering =ncludes 13 Sports Channels and Live Game Channels for Major League Baseball,
NASCAR, etc.)
1. No sports programming: 0
2. Substantially fewer channels and less variety of sports than currently offered: 0
3. The same number of channels and same variety of sports as currently offered: 5
4. Substantially more channels and more vadety of sports than currently offered: 10
D. Talk & Entertainment (Current Offering includes 17 Talk and Entertainment channels including Opie and Anthony, Air
America, etc.)
1. No talk and entertainment programming: 0
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 0
3. The same number of channels and same variety of talk and entertainment as currently offered: 5
4. Substantially more channels and more vadety of talk and entertainment than currently offered: 10
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programm=ng, but this time let’s do ~ with respect to the various options for each of
the non-programming features. Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - e~remely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 10
2. 2 minutes of commercials per hour:. 8
3. 5 minutes of commercials per hour. 7
4. 12 minutes of commercials per hour- 2


B. Geographic Coverage
1. Typical FM coverage: 0
2. Complete nationwide coverage: 10
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Now, let’s turn to pdce. I’d like you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative to the other options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable. Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Pdce for A Single Subscription


1. $8.95 per month: 10
2. $10.95 per month: 9
3. $12.95 per month: 8
4. $14.95 per month: 0


Please review the list below and tell me if there are any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your subscription to satellite radio?
¯ The number of minutes of commercials per hour on music channels
-Geographic coverage
-The monthly price for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your family’s decision to subscribe and retain your subscription to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number from 0 to 100 that best reflects its relative
importance to you and your family’s decision to subscribe and retain your subscription to satellite radio. The more
impodant a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would give it Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#QUAL 100.)
The number of minutes of commercials per hour on music channels: 15
Geographic coverage: 35
The monthly price for a single subscription: 50
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on each of the following program types. Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most should get the highest number of
points, the second most should get fewer points, etc. Make sure the total adds up to 100%.
Comedy: 15
Kids: 0
Local Weather and Traffic: 0
Music: 50
News: 5
Sports: 15
Talk and Entertainment: 15
As you know, the single subscription price per month for satellite radio is $12.95. Let’s assume that so~ne of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no [PRGTYPE] programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: No
NEWS Yes
SPORTS: Yes
TALK AND ENTERTAINMENT: No
How much would you be willing to pay for satellite radio if no [PRGTYPE] programming were available? Please assume
that all other programming and non-programming features of the service, includ=ng price, remain the same. Please tell
me the dollar amount you would be willing to pay for satellite radio if these types of programming were not offered at all.
Furthermore, if you think that not having this programming type would lead you to cancel your subscription please say


Would be willing to pay:
NEWS: $9.99
SPORTS: $9.99
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Now, I am going to show you 10 different hypothetical satellite radio program offerings. Each one represents a specific
hypothetical satellite radio offering that includes a set of available programming options, as well as~arious combinations
of the non-programming features we discussed before and a monthly price for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe".to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. If you definffely would subscribe to the
offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering. If at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do tha~. _
Card 57:10
Card 58:0
Card 59:1
Card 60:0
Card 61:7
Card 62:8
Card 63:2
Card 64:3
Card 65:10
Card 66:0
And finally, reflecting on your experience with satellite radio, if satellite radio was not available what, if anything, would
you miss most about it?
I would miss the wide variety of music, sports, talk and entertainment that is seldomly interupted by
commercials.
Anything else?
no
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Are you or any members of your household employed in any of the industries listed on this card?
An insurance company: No
A marketing research firm: No
An advertising agency: No
The entertainment indust~ No
A satellite radio provider: No
A cable IV provider: No
An Internet service provider. No
During the past three months have you taken part in any market research survey other than a political poll?
No
rm going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses will be kept confidential. Which of these groups includes your age?
35 - 49 years
Which, if any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to satellite radio
Which of these services, if any, do you or your household currently subscribe to?
Cable TV
Satellite radio
Which of the following best describe the type of satelhte radio you or your household currently subscribes to?
A paid or trial subscription (such as from the purchase of a car) directly from XM or Sirius
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Satellite -FV: Don’t know
Broadband Internet: Don’t know
Wireless phone service: Don’t know
Which satellite radio service do you or your household currently subscribe to?
XM
Do you wear glasses or contact lenses when you read?
Yes
Do you have your glasses with you o~ are you wearing your contact lenses today?
Yes
RECORD GENDER OF RESP(~NDENT
Female
We would like to invite you to participate in a study that we think you will find interesting. The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point a~nd click on your answers or tell me your answers and I will record them. Would you like to padicipate in
this study?
Yes, will participate
May I please have your full name, address and phone number? You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes. It will only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but I cannot ask you to
participate in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscribed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
My husband wanted it
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
I also wanted it
2(a) What types of satellite radio programming were most critical to your decision to subscribe to satellite radio?
(RECORD COMPLETE ANSWERS VERBATIM)
talk, news,
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
music
3(a) And now, reflecting on your experience with satellite radio, what types of satellite radio programming are most
critical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
everything i just mentioned
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENTWHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIMIHER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Interviewer entering answers
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Q4:


Response:
Q4:
Response:


Q5:


Response:
Q5A:
Response:


Q5B:
Response:


QSC:


Response:


QSD:


Response:


Q6a:


Response:


SUBSCRIBERS CASE ID 20191 (Continued)


Below is a list ofthe types of satellite radio programming. Please review the list and allocate 100 points among the
seven types of programming in such a way that the number of points (0 to 100) you give each type of programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio_
If a specific type of programming is not important at all, feel free to give it zero points. If, on the other hand, your


decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no right or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
deciding to subscribe and your experience with satellite radio. Please make sure that the total adds to 100. Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUST EQUAL 100.)
Please click "Okay" if this is clear.


Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sum to 100.
Comedy: 5
Kids: 0
Local Weather and Traffic: 10
Music: 25
News: 25
Sports: 10
Talk and Entertainment: 25
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming_ For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable. You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. Is this clear?
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offering includes 74 Music Channels.)
1. No music programming: 0
2. Substantially fewer channels and less variety of music than currently offered: 0
3. The same number of channels and the same variety of music as currently offered: 10
4. Substantially more channels and more variety of music than currently offered: 10
B. News (Current Offering includes 13 News Channels.)
1. No news programming: 0
2. Substantially fewer channels and less variety of news than currently offered: 0
3. The same number of channels and the same variety of news as currently offered: 0
4. Substantially more channels and more vadety of news than currently offered: 10
C. Sports (Current Offedng includes 13 Sports Channels and Live Game Channels for Major League Baseball,
NASCAR, etc.)
1. No sports programming: 6
2. Substantially fewer channels and less variety of sports than currently offered: 10
3. The same number of channels and same variety of sports as currently offered: 4
4. Substantially more channels and more vadety of sports than currently offered: 0
D. Talk & Entertainment (Current Offenng includes 17 Talk and Entertainment channels including Opie and Anthony, Air
America, etc.)
1. No talk and entertainment programming: 0
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 0
3. The same number of channels and same variety of talk and entertainment as currently offered: 0
4. Substantially more channels and more variety of talk and entertainment than currently offered: 10
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features. Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 10
2. 2 minutes of commercials per hour. 9
3. 5 minutes of commercials per hour. 5
4. 12 minutes of commercials per hour. 6


B. Geographic C~)verage
1. Typical FM coverage: 8
2. Complete nationwide coverage: 9
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Q6b:


Response:


Q6c:


Response:
Q7:


Response:


QS:


Response:


Qga:


Response:


Qgb:


Response:


Now, let’s turn to price. I’d like you to repeat the desirability task for various monthly prices for a single subscrip{ion.
Please indicate how desirable each of the different price options would be to you relative to the other options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable. Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Pdce for A Single Subscription


1. $8.95 per month: 10
2. $10.95 per month: 9
3. $12.95 per month: 2
4. $14.95 per month: 0


Please review the list below and tell me if there are any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your subscription to satellite radio?
-The number of minutes of commercials per hour on music channels
-Geographic coverage
-The monthly pdce for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your family’s decision to subscribe and retain your subscription to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number from 0 to 100 that best reflects its relative
importance to you and your fam=ly’s decision to subscribe and retain your subscription to satellite radio. The more
important a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would 9ire it. Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#QUAL 100.)
The number of minutes of commercials per hour on music channels: 50
Geographic coverage: 25
The monthly price for a single subscription: 25
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on each of the following program types Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most should get the highest number of
points, the second most should get fewer points, etc Make sure the total adds up to 100%.
Comedy: 15
Kids: 0
Local Weather and Traffic: 15
Music: 40
News: 15
Sports: 0
Talk and Entertainment. 15
As you know, the single subscription price per month for satellite radio is $12.95. Let’s assume that some of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no [PRGTYPE] programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: No
NEWS: No
SPORTS: Yes
TALK AND ENTERTAINMENT: No
How much would you be willing to pay for satellite radio if no [PRGTYPE] programming were available? Please assume
that all other programming and non-programming features of the service, including price, remain the same. Please tell
me the dollar amount you would be willing to pay for satellite radio if these types of programming were not offered at all.
Furthermore, if you think that not having this programming type would lead you to cancel your subscription please say
SOo
Would be w=lling to pay:
SPORTS: $10.00
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Q10:


Response:


Q11a:


Response:
Q11b:
Response:


Now, I am going to show you 10 different hypothetical satellite radio program offerings. Each one ~presents a specific
hypothetical satellite radio offering that includes a set of available programming options, as well as various combinations
of the non-programming features we discussed before and a monthly price for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning-"definitely would not subscribe:’ to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. If you definitely would subscribe to the
offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering. If at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do that. _
Card 25:0
Card 26:5
Card 27:0
Card 28:3
Card 29:8
Card 30:6
Card 31:1
Card 32:0
Card 65:0
Card 66:0
And finally, reflecting on your experience with satellite radio, if satellite radio was not available what, if anything, would
you miss most about it?
I would miss the whole thing, I never want to go bac to the regualr radio
Anything else?
no
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Worldwide


120 Fifth Avenue
New York, NY 10011
T: 212.633ol t00
Field Fax: 212. 633. 6621
www.datadw.com


#02-629


,SATEL,L!TE RADIO ~


VERIFICATION QUESTIONNAIRE


Hello, I’m               calling from Data Development Worldwide, a national market research company.
Recently we conducted a study in your area and I’mcalling to confirm a few points in the survey.


Were you recently approached in a mall and asked questions, and then asked to g.o to a facility to do a
survey?


X Yes


No


Did you tell the interviewer that you currently have satellite radio in your household?


X Yes


No


When you went to the facility were you seated at a computer to answer questions about satellite radio?


X~ Yes


No


Thank You For Your Cooperation!
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.:.,Sony Music F_ntertainment Inc. Memorandum


Mark Eisenberg ~


M. ANTHONY, A.LACK, R. WILCOX, P. WISER
July ] 5. 2003


ee: S. Bo~deg. B. Bowlin 3". Cmmolly. ]L Debbi~.


Re: Overview of Internet and "Streaming Radio" Deals


At senior management’s request, we have prepared a general overview of the various types of digital
distribution platforms and outlets currently licensed to "st~eara" Sony Music content - either ona linear
"broadcast" basis (akin to traditional radio), or on more inteba.ctive, one-to-one basis (for which the
]~te~net is particularly well suited). As the granularity oft~e specific deals and the licensing terms
associated with each have been discussed in the normal course over the past several years, the focus of
this memo is to take a step back and review the "digital radio" space from a more conceptual, 30,O00foot
view - perhaps as a tool in redefining our relationship with traditional terrestrial radio.


I. DISTRIBUTION PLATFORMS


¯Internet, including ¯ the Worldwide Web (destination sites, .I.SP’s, portals)
, Private Data Networks (cable, satellite)


¯Wireless networks (telcos)


The bulk of our existing licensing deals for digital streaming in the United States currently falls within
the Interact space -- due in large pa~t to the r~lative maturity of this digital distribution platform, vis-A-
vis other digital platforms to date. ]t is important to note thai outside the US - particularly in Europe
and Asia - the opportunities for delivering music content via wireless networks are growing rapidly,
and are h-kely to be equally, if not more plentiful, than Internet-only delivery platforms.


II. THE "WEBCAST1NG" SPECTRUM


Music service providers who provide "streaming" content to end:users (i.e., digital transmissions which
am "listen_only" and not "downloadab]e") are referred to generically as "webcasters" below.
Webcasting, taken as a whole, is b~st analyzed along a functionality spectrum:


"Traditior~l" t~reslrid (FM)bmadca=ts V~’io= ievdt z~d degrees of
pers~]izstion md inte~ctivL, y on = tr~k-by-t~ck


¯ "Traditiqrm]" terrestrial (FNI) broadcasts simulcast over the ]nternet occupies the far ]eft pole,


¯ "On-demand" access to a full catalog, accessible on a p~r-track basis occupies .the far right pole,


¯ Between these two poles’sits a contiauum ofserv!ce offerings - from i~) linear, interact-
originated we[casts to (it) ~’p~rsonalizedv t.o (iii) "intci’actlve" one-to-one ~narrowcasts’ -- which allow
fox various amounts.of consumer preferenc~ and/or influence in tailoring a s~v, icc’s music offerings to
a listener’s particular taste in genres, sub=genres and’niche-oriental progranm~g (o~ alternatively, to
the collective tastes of a self-selected "cemmunity" with which the user identifies himself).
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From a programming perspective, internet webcastlng which takes the form of simulcasts or
re-broadcast~ of terrestrial radio stations mirror "traditional" radio as we know it. Music is
interspersed with DI banter, audio ads and the like, and more iraportantly, the consumer is presented
with a constant repetition of the tracks in rotation. Thus, simulcasts can be considered complemenlalT
to a record company’s efforts in promoth3anew releases and familiarizin~ record buyers through
r_..e~On the negative, side, the lack of diversity among over-the-air stations is reflected as well.
From a."reach "perspective, simulcasting provides for a much wider audience, since the streams are
accessible by anyone on the worldwide web - a webcasted broadcast transcends a listener’s local
market (e.g., a Hew Yorker can tap into KMTI" in Seattle). This broader reach may be helpful in
certain resl~cts, but also may be inconsistent with certain local marketing �fforts (e,g., creating and
building a story within in a circumscn’bed geogniphi¢ market, for further build-out over time)..


In contrast to simulc~sts, webcaster-originatedprogramming is perhaps best viewed when
plott~ along a continuum - ranging from non-interactive, genre-based (and potentially, very niche-
specific) stations --e.g., ’Tsyehedelie RbcI~ of the Late-60’s" .-- to highly interactive programming
(whereby consumers have the ability to create their own "one-torone" customized stations by rating or
selecting artists, albums and songs). Webeaster-originated programming is markedly different from
traditional radio. ~While il can b~ arlk, ued that niche formals and/or customized stations can ultimately
be used as "discovery tools"for findin~ new music {and perhal~s spurring record purehases)~th _ey_also.
.e. arr~ a fairly significant risk of displacing recorded music sales whale also substituting for full-access
subscription services which are sold to consumers on a "for-pay" basis). For this reason, the rates at
which we license webeasters are inexb’ieably tied to the core functionality licensed for the service.


Compul$orl~ Licenses (Non-interactive) ~s. Voluntarg Licenses (Interactive)


As ftrfther described below, purse, ant to US copyright legislation (known as the DMCA ), record companies
are required to license their recordings to "non-interaelive" webcasting services under a statuiorily mandated
(co .mpulsory) license, provided the service concerned satisfies a series of very specific functionality rules
designed to keep the progrmamaing more tightly ali .gned with the "left" pole rather than the "right" pole in the
above-illustrated spectrum. (These restrictions include, for example, (i) limits on the number of tracks from a
particular album or artist that can be played in a 3-ho~r block; (ii) a prohibition against publishing playlists in
advance oftbe webcast; (iii) a rAJnimum program length, if the program is to be repeated or archived; and (iv)
affirmative requirements to prominently display the song title as a track is being played.)


"lnterartive" and/or other programming which doesnot Comply with the DMCA restrictions are
licensable at the record company’s discretion - i.e., record companies are free to voluntar@ negotiate
individually with each service -- and ultimately, they may withho, ld licenses, in their sole discretion


Note: The~e is a lively d©bate (curr~tly, unresolved) between w~bcm~rs and r~cord companies as to what ~onstilut~s
"--’~activily" under th~ DMCA. In fa~t, Sony h~s bem~ a plainliffin scvm’al litigatio~ on the isle, including actio~
against MTV and Launch (later acquired by Yahoo) - both of which w~ ulrimatdy ~,l~d prior to judgment The courts
have not yet ruled on the precise issue, though we underUand that ore of the majors is still pressSng ahead in its case
agairist Launch.


Schedule I (attached) provides a summary listing of the various types of non-interactive licenses,
{compulsory) licenses which have been issued collectively through the RIAA, pursuant to the DMCA -
together with the rates/fees negotiated.           ~.


Schedule 2 (attached) provides a summaff listing of the various types of vo]tmtary and/or interactive
licenses which Sony Music has entered iota for streaming audio / radio deals - logether with
representative rate/fee structures.
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SCHEDULE I - DMCA COMPULSORY LICENSED SER VICES


The following typ~s ofwebcas~e-cs have be~n licensed co]]¢ctivdly through the RIAA (by way of
industry arbi~ations - known as CARPS - and/or associat~l negotiations).


Simulcasts of Terrestrial (FM) Radio (e.g., K-Roe; ClearChamae])


$.0088 p~r listener, p~r "tuninghour" (roughly 9/]0 of l cent ~Ter hour of listening, per user)


*Webcaster-ori~lnated Proeramming/Large Webcasters (e.g., Yahoo, AOL, Real, MS.H)


(i) $.000762 per-play, p~r listener, Or. (roughly ~/100 ofl centper-play, per user)
(ii) $.0117 per ]ist~cr, pet"tuning hour:’, or (rough!y l cent per hour oflisten~ng,, per user)
(iii) 10.9% ofwebcaster’s subscription r~venue,


subject to $~27 ~ubscribcx minimum per month


*Webcagte~ may el~t from amongst payment ~ti~ms (~, (il) and (iii) - op~on (iii) beh~g
conditioncxl upon the webcaster charging a ~’~b,~’ipfion f¢~ ~


Webcaster-orlginated Pro~,ramming / Small Webcasters


8% of revenues (escalating to 12% in outer yea~s),
subject to flo~r~of 5% ofwebcaster’s operating expenses (escalating to 7% in outer years)


Noncommercial Webcasters (e.g., college and universities)


Nominal / flat fee $250-$500/yr*


*Subject to surch~xge.ofroughly 2/100 cent per-play 0r.25 cents per
"tuning hour" (webcaster election) surchm’ge in the event listenership
excee& an average of 200 simultaneou~ listeners per month~


Pre-existing Digital Radio Services [Music Cho|ce~ DMX and Muzak)


~% 5fr~venues, escalating to 7.25% in outer years.


¯ Satellite Radi9 Services (XM and Sirius)


REDACTED
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SCHEDULE 2 - VOLUNTARY LICENSES with WEBCASTERS


Personalized ] Cnsiomized ]nternet Radio


Listener can influence the programming of his station(~), through a combination ofratings 03-
selections from among (i) genres; (ii) artists and (ii~ songs.-The degree of customization falls
significantly short of accessing individual, tracks for "on demand" listening. The level of
interaetivity also does not p~’rmit users to build their own playlists on a track-by-track basis.
Skipping functionality often licensed, allowing usersto "forward" past a particular song (or
series of songs). "Rewinding" typically no.t ~hitted.


Licensees of ~ony MnMc:


HextRadio (late-stage negotiation)
AOL Radio (awaiting functionality paran~ters flora thorn)


Representative 2?ates (~ate.s in each deal proportionate to level.of interactivity being licensed)


"Consumer-paid" Services


Ad Supported Sci’x’ices


] 5%-33%* ofwebcaster’s subscription r~venues,
subject to floors of(i) $.0025 to $.0045 "per play"
and (i~ subscriber minim~ums of $.45 to $2 p~r
~ubscriber, per month*.


*(Pro-n~ta, based on use of
Sony content)


$.0025 to $.0045 "pax play"


"On Demand" Streamin~ Access to Full Catalo~


Listener can build indi~.’dual playlist(s), track-by-track, or alleraatively, listen to any track in
the content library on an "on demand" basis. Re.winding and repeat plays permitted.
To date, on-demand sl~’earning of full-length tracks has been licensed by Sony only within the
context of a broad, subscription service offering (many of which provide "on demand" streams
as one component of a more robust consumer offering which also features timed-our
downloads, internet radio programming and bums).


Licensees of ,.eony Music:


Napster (f/k/a Pressplay) Listen / Rhapsody*
MusicNet Streamwaves**
Full Audio
CenterSpan *$~’ription So.ice offering ~rm and bum~ o~ly


* "Sl~x~ript~. Scrvi~ offcrlng ~m~ only
Representative Rates


$.01 "per-play"(per user). This variable rate is a builtdn "minimum" within an overall subscription
deal, which provides for Sony.Io retciv¢ a share of the servioe’s revenues’(in the range of 38%-50%)*
or alternatively, a mininmm monthly subscript minimum ($2.00-$5.00)°*
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I. Introduction
Surveys are used to describe or enumerate objects or the belie£, attitudes, or
behavior of persons or other social units) Surveys typically are offered in legal
proceedings to establish or refute claims about the characteristics of those ob-
jects, individuals, or social units. Although surveys may count or measure every
member of the relevant population (e.g., all plainti~ eligible to join in a suit, all
employees currently working for a co~poration, all trees in a forest), sample
surveys count or measure only a portion of the objects, individuals, or social
units that the survey is intended to describe.2


Some statistical and sampling experts apply the phrase "sample survey" only
to a survey in which probability sampling techniques are used to select the
sample.3 Although probability sampling offers important advantages over
nonprobability sampling,4 experts in some fields (e.g., marketing) regularly rely
on various forms ofnonprobability sampling when conducting surveys. Consis-
tent with Federal P,.ule of Evidence 703, courts generally have accepted such
evidence,s Thus, in this reference guide, both the probability sample and the
nonprobability sample are discussed. The strengths of probability sampling and
the weaknesses of various types ofnonprobability sampling are described so that
the trier of fact can consider these features in deciding what weight to give to a
particular sample survey.


As a method of data collection, surveys have several crucial potential advan-
tages over less systematic approaches.6 When properly designed, executed, and


1. Social scientists describe surveys as ;’conducted for the purpose of collecting data from individu-
als about themselves, about their households, or about other larger social units." Peter H. P, ossi et al.,
Sample Surveys: History, Current Practice, and Future Prospects, in Handbook of Survey Research 1, 2
(Peter H. P, ossi et al. eds., 1983). Used in its broader sense, however, the term survey applies to any
description or enumeration, whether or not a person is the source of this information. Thus, a report on
the number of trees destroyed in a forest fire might require a survey of the trees and stumps in the
damaged area.


2. InJ.H. Miles & Co. v. Brown, 910 F. Supp. 1138 (E.D. Va. 1995), clam processors and fishing
vessel owners sued the Secretary of Commerce for failing to use the unexpected]y high results from
1994 survey data on the size of the clam population to determine clam fishing quotas for 1995. The
estimate of dam abundance is obtained from surveys of the amount of fishing time the research survey
vessels require to collect a specified yield of clams in major fishing areas over a period of several weeks.
ld. at 1144-45.


3. E.g., Leslie Kish, Survey Sampling 26 (!965).
4. See infia ~ lll.C.
5. Fed. R.. Evid. 703 recognizes facts or data "’ofa type reasonably relied upon by experts in the


particular field .... "
6. This does not mean that surveys can be relied on to address all types of questions. For example,


some respondents may not be able to predict accurately whether they would volunteer for military
service if Washington, D.C., were to be bombed. Their inaccuracy may arise not because they are
unwilling to answer the question or to say they don’t know, but because they believe they can predict
accurately, and they are simply wrong. Thus, the availability of a "don’t know" option cannot cure the
inaccuracy. Although such a survey is suitable for assessing their predictions, it may not provide a very
accurate estimate of what their actual responses would be.
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described, surveys (1) economically present the characteristics of a large group
of objects or respondents and (2) permit an assessment of the extent to which
the measured objects or respondents are likely to adequately represent a relevant
group of objects, individuals, or social units? All questions asked of respondents
and all other measuring devices used can be exarrfined by the court and the
opposing party for objectivity, clarity, and relevance, and all answers or other
measures obtained can be analyzed for completeness and consistency. To make
it possible for the court and the opposing party to closely scrutinize the survey so
that its relevance, objectiviw, and representativeness can be evaluated, the party
proposing to offer the survey as evidence should describe in detail the design
and execution of the survey.


The questions listed in this reference guide are intended to assist judges in
identifying, narrowing, and addressing issues bearing on the adequacy of surveys
either offered as evidence or proposed as a method for developing information,s
These questions can be (1) raised from the bench during a pretrial proceeding to
detemfine the admissibility of the survey evidence; (2) presented to the con-
tending experts before trial for their joint identification of disputed and undis-
puted issues; (3) presented to counsel with the expectation that the issues will be
addressed during the examination of the experts at trial; or (4) raised in bench
trials when a motion for a preliminary injunction is made to help the judge
evaluate what weight, if any, the survey should be given? These questions are
intended to improve the utility of cross-examination by counsel, where appro-
priate, not to replace it.


MI sample surveys, whether they measure objects, individuals, or other social
units, should address the issues concerning purpose and design (section II), popu-
lation definition and sampling (section III), accuracy of data entry (section VI),
and disclosure and reporting (section VII). Questionnaire and interview surveys
raise methodological issues involving survey questions and structure (section IV)
and confidentiality (section VII.C), and interview surveys introduce additional
issues (e.g., interviewer training and qualifications) (section V). The sections of
this reference guide are labeled to direct the reader to those topics that are
relevant to the type of survey being considered. The scope of this reference
guide is necessarily limited, and additional issues might arise in particular cases.


7. The ability to quantitatively assess the limits of the likely margin of error is unique to probability
sample surveys.


8. See infia text accompanying note 27.
9. Lanham Act cases involving trademark infringement or deceptive advertising frequendy require


expedited hearings that request injunctive relief, so judges may need to be more familiar with survey
methodology when considering the weight to accord a survey in these cases than when presiding over
cases being submitted to a jury. Even in a case being decided by a jury, however, the court must be
prepared to evaluate the methodology of the survey evidence in order to rule on admissibility. See
Daubert v. Merrell Dow Pharms., Inc., 509 U.S. 579, 589 (1993).
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A. Use of Surveys in Court
Forty years ago the question whether surveys constituted acceptable evidence
still was unsettled.~° Early doubts about the admissibility of surveys centered on
their use of sampling teehniquesn and their status as hearsay evidence)2 Federal
Rule of Evidence 703 settled both matters for surveys by redirecting attention
to the "validity of the techniques employed.’’~3 The inquiry under 1Lule 703
focuses on whether facts or data are "ofa type reasonably relied upon by experts
in the particular field in forming opinions or inferences upon the subject.’’~4 For
a survey, the question becomes, "Was the poll or survey conducted in accor-
dance with generally accepted survey principles, and were the results used in a


10. Hans Zeise], The Uniqueness of Survey Evidence, 45 Cornell L.Q. 322, 345 (1960).
11. In an early use of sampling, Sears, Roebuck & Co. claimed a tax refund based on sales made to


individuals living outside city limits. Sears randomly sampled 33 of the 826 working days in the relevant
working period, computed the proportion of sales to out-of-city individuals during those days, and
projected the sample result to the entire period. The court refused to accept the estimate based on the
sample. When a complete audit was made, the result was almost identical to that obtained from the
sample. Sears, Roebuck & Co. v. City oflnglewood, tried in Los Angeles Superior Court in 1955, is
described in R[ Clay Sprowls, The Admissibility of Sample Data into a Court of Law: A Case History, 4
UCLA L. Rev. 222, 226-29 (1956-t957).


12. Judge Wilfred Feinberg’s thoughtful analysis in Zippo Manufacturing Co. v. Rogers Imports, Inc.,
216 F. Supp. 670, 682-83 (S.D.N.Y. 1963), provides two alternative grounds for admitting opinion
surveys: (1) surveys are not hearsay because they are not offered in evidence to prove the truth of the
matter asserted; and (2) even if they are hearsay, they fall under one of the exceptions as a "present sense
impression." In Sobering Corp. v. Pfizer Inc., 189 F.3d 218 (2d Cir. 1999), the Second Circuit distin-
guished between perception surveys designed to reflect the present sense impressions of respondents
and "memory" surveys designed to collect information about a past occurrence based on the recollec-
tions of the survey respondents. The court in Schering suggested that ira survey is offered to prove the
existence of a specific idea in the public mind, then the survey does constitute hearsay evidence. As the
court observed, Federal Rule of Evidence 803(3), creating "an exception to the hearsay rule for such
statements [i.e., state of mind expressions] rather than excluding the statements from the definition of
hearsay, makes sense only in this light." ld. at 230 n.3.


Two additional exceptions to the hearsay exclusion can be applied to surveys. First, surveys may
constitute a hearsay exception if the survey data ,vere collected in the normal course of a regularly
conducted business activity, unless "the source of information or the method or circumstances of prepa-
ration indicate lack of trustworthiness." Fed. R. Evid. 803(6); seealso Ortho Pharm. Corp. v. Cosprophar,
Inc., 828 F. Supp. 1114, 1119-20 (S.D.N.Y. 1993) (marketing surveys prepared in the course of busi-
ness were properly excluded due to lack of foundation from a person who saw the original data or knew
what steps were taken in preparing the report), arid, 32 F.3d 690 (2d Cir. 1994). In addition, ira survey
shows g, aarantees of trustworthiness equivalent to those in other hearsay exceptions, it can be admitted
if the court determines that the statement is offered as evidence of a material fact, it is more probative on
the point for ~vhich it is offered than any other evidence which the proponent can procure through
reasonable efforts, and admissibility serves the interests of justice. Fed. R. Evid. 807; e.g., Keith v.
Volpe, 618 F. Supp. 1132 (C.D. Cal. 1985); Sobering, 189 F.3d at 232. Admissibility as an exception to
the hearsay exclusion thus depends on the trustworthiness of the survey.


13. Fed. R. Evid. 703 advisory committee’s note.
14. Fed. R. Evid. 703.
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statistically correct way?’’~s This focus on the adequacy of the methodology used
in conducting and analyzing results from a survey is also consistent with the
Supreme Court’s discussion of admissible scientific evidence in Daubert v. Merrell
Dow Pharmaceuticals, Inc)6


Because the survey method provides an economical and systematic way to
gather information about a large number of individuals or social units, surveys
are used widely in business, government, and, increasingly, administrative set-
tings and judicial proceedings. Both federal and state courts have accepted sur-
vey evidence on a variety of issues. In a case involving allegations of discrimina-
tion in jury panel composition, the defense team surveyed prospective jurors to
obtain age, race, education, ethnicity, and income distribution2v Surveys of
employees or prospective employees are used to support or refute claims of
employment discrimination)s In ruling on the admissibility of scientific claims,
courts have examined surveys of scientific experts to assess the extent to which
the theory or technique has received widespread acceptance)9 Some courts have
admitted surveys in obscenity cases to provide evidence about community stan-
dards.2° Requests for a change of venue on grounds of jury pool bias often are
backed by evidence from a survey of jury-eligible respondents in the area of the
original venue.2~ The plaintiff in an antitrust suit conducted a survey to assess
what characteristics, including price, affected consumers’ preferences. The sur-


15. Manual for Complex Litigation ~ 2.712 (1982). Survey research also is addressed in the Manual
for Complex Litigation, Second ~ 21.484 (1985) [hereinafter MCL 2all and the Manual for Complex
Litigation, Third ~ 21.493 (1995) [hereinafter MCL 3d]. Note, however, that experts who collect
survey data, along with the professions that rely on those surveys, may differ in some of their method-
ological standards and principles. An assessment of the precision of sample estimates and an evaluation
of the sources and magnitude of likely bias are required to distinguish methods that are acceptable from
methods that are not.


16. 509 U.S. 579 (1993). See also General Elec. Co. v.Joiner, 522 U.S. 136, 147 (1997).
17. People v. Harris, 679 P.2d 433 (Cal.), cert. denied, 469 U.S. 965 (1984).
18. EEOC v. Sears, R.oebuck & Co., 628 F. Supp. ]264, 1308 (N.Do Ilk 1986), aft’d, 839 F.2d 302


(Tth Cir. 1988); Stender v. Lucky Stores, Inc., 803 F. Supp. 259, 326 (N.D. Cal. 1992); R.ichardson v.
Quik Trip Corp., "591 F. Supp. 1151, !153 (S.D. Iowa 1984).


19. United States v. Scheffer, 523 U.S. 303, 309 (1998); Meyers v. Arcudi, 947 F. Supp. 581,588
(D. Conn. 1996); United States v. Varoudakis, No. 97-10158, 1998 WL 15123B (D. Mass. Mar. 27,
1998); United States v. Bishop, 64 F. Supp. 2d 1149 (D. Utah 1999); United States v. Orians, 9 F.
Supp. 2d 1168, 1174 (D. Ariz. 1998) (all cases in which courts determined, based on the inconsistent
reactions revealed in several surveys, that the polygraph test has failed to achieve general acceptance in
the scientific community).


20. E.g., People v. Page Books, Inc., 601 N.E.2d 273, 279--80 (Ill. App. Ct. 1992); People v.
Nelson, 410 N.E.2d 476, 477-79 (Ill. App. Ct. 1980); State v. Williams, 598 N.E.2d 1250, 1256-58
(Ohio Ct. App. 1991).


21. E.g., United States v. Eagle, 586 F.2d 1193, 1195 (8th Cir. 1978); United States v. Tokars, 839
F. Supp. 1578, 1583 (D. Ga. 1993), aft’d, 95 F.3d 1520 (1 lth Cir. 1996); Powell v. Superior Court, 283
Cal. R_ptr. 777, 783 (Ct. App. 1991).
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vey was offered as one way to estimate damages.~2 A routine use of surveys in
federal courts occurs in Lanham Act~3 cases, where the plaintiff alleges trade-
mark infringement~4 or claims that false advertising2s has confused or deceived
consumers. The pivot~ legal question in such cases virtually demands survey
research because it centers on consumer perception and memory (i.e., is the
consumer likely to be confused about the source of a product, or does the
advertisement imply an inaccurate message?).26 In addition, survey methodol-
ogy has been used creatively to assist federal courts in managing mass torts litiga-
tion. Faced with the prospect of conducting discovery concerning 10,000 plain-
tiffs, the plaintiffs and defendants in Wilhoite v. 01in Corp.27 jointly drafted a
discovery survey that was administered in person by neutral third parties, thus
replacing interrogatories and depositions. It resulted in substantial savings in
both time and cost.


B. A Comparison of Survey Evidence and Individual Testimony
To illustrate the value of a survey, it is useful to compare the information that
can be obtained from a competently done survey with the information obtained


22. Dolphin Tours, Inc. v. Pacifico Creative Servs., Inc., 773 F.2d 1506, 1508 (9th Cir. 1985). See
also SMS Sys. Maintenance Servs., Inc. v. Digital Equip. Corp., 188 F.3d 11 (1st Cir. 1999); Benjamin
F. King, Slatlstlcs in Antitrust Litigation, in Statistics and the Law 49 (Morris H. DeGroot eta]. eds.,
1986). Surveys also are used in litigation to help define relevant markets. In United States v. E.L DuPont
de Nernours & Co., 118 F. Supp. 41, 60 (D. Del. 1953), aft’d, 351 U.S. 377 (1956), a survey was used to
develop the "market setting" for the sale of cellophane. In Mukand, Ltd. v. United States, 937 F. Supp.
910 (Ct. lnt’l Trade 1996), a survey of purchasers of stainless steel wire rods was conducted to support
a determination of competition and fungibility between domestic and Indian wire rod.


23. Lanham Act ~ 43(a), 15 U.S.C. ~ 1125(a) (1946) (amended 1992).
24. E.g., Union Carbide Corp. v. Ever-l:keady, lnc., 531 F.2d 366 (7th Cir.), cert. denied, 429


830 (1976); Qualitex Co. v. Jacobson Prods. Co., No. CIV-90-1183HLH, 1991 U.S. Dist. LEX]S
21172 (C.D. Cal. Sept. 3,1991), afl’d in part & rev’d on other grounds, 13 F.3d 1297 (gth. Cir. 1994), rev’d
on other grounds, 514 U.S. 159 (1995). According to Neal Miller, Facts, Expert Facts, and Statistics: Descrip-
tive and Expetmental Research Methods in Litigation, 40 R.utgers L. tLev. 101, ~37 (1987), trademark law
has relied on the institutionalized use ofstadstical evidence more than any other area of the law.


25. E.g., Somh|and Sod Farms v. Stover Seed Co., 108 F.3d 1134, 1142-43 (9th Cir. 1997);
American Home Prods. Corp. v.Johnson &Johnson, 577 F.2d 160 (2d Cir. 1978).


26. Courts have observed that "the court’s reaction is at best not determinative and at worst irrel-
evant. The question in such cases is, what does the person to whom the advertisement is addressed find
to be the message?" American Brands, Inc. v. R.J. Reynolds Tobacco Co., 413 F. Supp. 1352, 1357
(S.D.N.Y. 1976). The wide use of surveys in recent years was foreshadowed in Triangle Publications, Inc.
v. Rohrlich, 167 F.2d 969, 974 (2d Cir. 1948) (Frank,J., dissenting). Called on to determine whether a
manufacturer of girdles ]abded "Miss Seventeen" infringed the trademark of the magazine Seventeen,
Judge Frank suggested that, in the absence of a test of the reactions of"numerous girls and women," the
trial court judge’s finding as to what was likely to confuse was "nothing but a surmise, a conjecture, a
guess," noting that "neither the trial judge nor any member of this court is (or resembles) a teen-age girl
or the mother or sister of such a girl." ld. at 976-77.


27. No. CV-83-C-5021-NE (N.D. Ala. filed Jan. 11, 1983). The case ultimately settled before
trial. See Francis E. McGovem & E. Allan Lind, The Discovery Survey, Law & Contemp. Probs., Autumn
1988, at 41.
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by other means. A survey is presented by a survey expert who testifies about the
responses ofa substanfal number of individuals who have been selected accord-
ing to an explicit sampling plan and asked the same set of questions by inter-
viewers who were not told who sponsored the survey or what answers were
predicted or preferred. Although parties presumably are not obliged to present a
survey conducted in anticipafon of litigation by a nontestifying expert if it pro-
duced unfavorable resuhs,2s the court can and should scrutinize the method of
respondent selection for any survey that is presented.


A party using a nonsurvey method generally identifies several witnesses who
testify about their own characteristics, experiences, or impressions. While the
party has no obligation to select these witnesses in any particular way or to
report on how they were chosen, the party is not likely to select witnesses
whose attributes conflict with the party’s interests. The witnesses who testify are
aware of the parties involved in the case and have discussed the case before
testifying.


Although surveys are not the only means of demonstrating particular facts,
presenting the results of a well-done survey through the testimony of an expert
is an efficient way to inform the trier of fact about a large and representative
group ofpo_tential wimesses. In some cases, courts have described surveys as the
most direct form of evidence that can be offered.29 Indeed, several courts have
drawn negative inferences from the absence of a survey, taking the position that
failure to undertake a survey may strongly suggest that a properly done survey
would not support the plaintiff’s position.3°


II. Purpose and Design of the Survey
A. Was the Survey Designed to Address Relevant Questions?
The report describing the results of a survey should include a statement describ-
ing the purpose or purposes of the survey. One indication that a survey offers
probative evidence is that it was designed to collect information relevant to the
legal controversy (e.g., to estimate damages in an antitrust suit or to assess con-


28. Loctite Corp. v. National Starch & Chem. Corp., 516 F. Supp. 190, 205 (S.D.N.Y. 1981)
(~iistinguishing between surveys conducted in anticipation of litigation and surveys conducted for
nonlitigation purposes which cannot be reproduced because of the passage of time, concluding that
parties should not be compelled to introduce the former at trial, but may be required to provide the
latter).


29. E.g., CharlesJacquin et Cie, Inc. v. Destileria Serralles, Inc., 921 F.2d 467, 475 (3d Cir. t990).
See also Brunswick Corp. v. Spinit Reel Co., 832 F 2d 513, 522 (10th Cir. 1987).


30. E.S. Originals, Inc. v. Stride Rite Corp., 656 F. Supp. 484, 490 (S.D.N.Y. 1987); see also Ortho
Pharm. Corp. v. Cosprophar, Inc., 32 F.3d 690, 695 (2d Cir. 1994); Henri’s Food Prods. Co. v. Kraft,
Inc., 717 F.2d 352, 357 (7th Cir. 1983); Informaton Clearing House, Inc. v. Find Magazine, 492 F.
Supp. 147, 160 (S.D.N.Y. 1980).


236







Reference Guide on Survey Research


sumer confusion in a trademark case). Surveys not conducted specifically in
preparation for, or in response to, litigation may provide important informa-
tion,at but they frequently ask irrdevant questions32 or sdect inappropriate samples
of respondents for study,aa Nonetheless, surveys do not always achieve their
stated goals. Thus, the content and execution of a survey must be scrutinized
even if the survey was designed to provide relevant data on the issue before the
court. Moreover, if a survey was not designed for purposes of litigation, one
source of bias is less likdy: The party presenting the survey is less likely to have
designed and constructed the survey to prove its side of the issue in controversy.


B. Was Participation in the Design, Administration, and
Interpretation of the Survey Appropriately Controlled to Ensure
the Objectivity of the Survey?


An early handbook for judges recommended that survey interviews be "con-
ducted independently of the attorneys in the case.’’34 Some courts have inter-
preted this to mean that any evidence of attorney participation is objection-
able.3s A better interpretation is that the attorney should have no part in carrying
out the survey,a6 However, some attorney involvement in the survey design is


31. See, e.g., Wright v. Jeep Corp., 547 F. Supp. 871,874 (E.D. Mich. 1982). Indeed, as courts
increasingly have been faced with scientific issues, parties have requested in a number of recent cases
that the courts compel production of research data and testimony by unretained experts. The circum-
stances under which an unretained expert can be compelled to testify or to disclose research data and
opinions, as well as the extent of disclosure that can be required when the research conducted by the
expert has a bearing on the issues in the case, are the subject of considerable current debate. See, e.g.,
1Zichard L. Marcus, Discovery Along the Litlgation/Science Interface, 57 Brook. L. Rev. 381, 393--428
(1991);Joe S. Ceci],Judicially CompelledDisdosure of Research Data, 1 Cts. Health Sci. & L. 434 (1991);
see also Symposium, Court-Ordered Disclosure of Academic Research: A Clash of Values of &ience and Law,
Law & Contemp. Probs., Summer 1996, at 1.


32. Loctite Corp. v. National Starch & Chem. Corp., 516 F. Supp. 190, 206 (S.D.N.Y. 1981)
(marketing surveys conducted before litigation were designed to test for brand awareness, whereas the
"single issue at hand... [was] whether consumers understood the term ’Super Glue’ to designate glue
from a single source").


33. In Craig v. Boren, 429 U.S. 190 (1976), the state unsuccessfully attempted to use its annual
roadside survey of the blood alcohol level, drinking habits, and preferences of drivers to justify prohib-
iting the sale of 3.2% beer to males under the age of 21 and to females under the age of 18. The data
were biased because it was likely that the male would be driving if both the male and female occupants
of the car had been drinking. As pointed out in 2Joseph L. Gastwirth, Statistical Reasoning in Law and
Public Policy: Tort Law, Evidence, and Health 527 (1988), the roadside survey would have provided
more relevant data if all occupants of the cars had been included in the survey (and if the type and
amount of alcohol most recently consumed had been requested so that the consumption of 3.2% beer
could have been isolated).


34. Judicial Conference of the U.S., Handbook of Recommended Procedures for the Trial of
Protracted Cases 75 (I 960).


35. E.g., Boehringer Ingelbeim G.m.b.H.v. Pharmadyne Lab., 532 F. Supp. 1040, 1058 (D.N.J.
t980).


36. Upjohn Co. v. American Home Prods. Corp., No. 1-95-CV-237, 1996 U.S. Dist. LEXIS
8049, at *42 0W.D. Mich. Apr. 5, 1996) (objection that "counsel reviewed the design of the survey


237







Reference M~nu~t on &iemific E~idence


necessary to ensure that relevant questions are directed to a relevant popula-
tion.37 The trier of fact evaluates the objectivity and relevance of the questions
on the survey and the appropriateness of the definition of the population used to
guide sample selection. These aspects of the survey are visible to the trier of fact
and can be judged on their quality, irrespective of who suggested them. In
contrast, the interviews themselves are not directly visible, and any potential
bias is minimized by having interviewers and respondents blind to the purpose
and sponsorship of the survey and by excluding attorneys from any part in con-
ducting interviews and tabulating results.


C. Are the Experts Who Designed, Conducted, or Analyzed the
Survey Appropriately Skilled and Experienced?


Experts prepared to design, conduct, and analyze a survey generally should have
graduate training in psychology (especially social, cognitive, or consumer psy-
chology), sociology, marketing, communication sciences, statistics, or a related
discipline; that training should inclu de courses in survey research methods, sam-
pling, measurement, interviewing, and statistics. In some cases, professional ex-
perience in conducting and publishing survey research may provide the requi-
site backgrqund. In all cases, the expert must demonstrate an understanding of
survey methodology, including sampling,38 instrument design (quesfonnaire and
interview construction), and statistical analysis.39 Publication in peer-reviewed
journals, authored books, membership in professional organizations, faculty ap-
pointments, consulting experience, research grants, and membership on scien-
tific advisory panels for government agencies or private foundations are indica-
tions of a professional’s area and level of expertise. In addition, if the survey
involves highly technical subject matter (e.g., the particular preferences of elec-
trical engineers for various pieces of electrical equipment and the bases for those
preferences) or involves a special population (e.g., developmentally disabled adults
with limited cognitive skills), the survey expert also should be able to demon-
strate sufficient familiarity with the topic or population (or assistance from an
individual on the research team with suitable expertise) to design a survey in-
strument that will communicate clearly with relevant respondents.


carries litde force with this Court because [opposing party] has not identified any flaw in the survey that
might be attributed to counsel’s assistance").


37.3 J. Thomas McCarthy, McCarthy on Trademarks and Unfair Competition ~ 32:166 (4tb ed.
1996).


38. The one exception is that sampling expertise is unnecessary if the survey is administered to al!
members of the relevant population. See, e.g., McGovem & Lind, supra note 27.


39. If survey expertise is being provided by several experts, a single expert may have genera] famil-
iarity but not special expertise in all these areas.
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D.Are the Experts Who Will Testify About Surveys Conducted by
Others Appropriately Skilled and Experienced?


Parties often c~ill on an expert to testify about a survey conducted by someone
else. The secondary expert’s role is to offer support for a survey commissioned
by the party who calls the expert, to critique a survey presented by the opposing
party, or to introduce findings or conclusions from a survey not conducted in
preparation for litigation or by any of the parties to the litigation. The trial court
should take into account the exact issue that the expert seeks to testify about and
the nature of the expert’s field of expertise.4° The secondary expert who gives an
opinion about the adequacy and interpretation of a survey not only should have
general skills and experience with surveys and be familiar with all of the issues
addressed in this reference guide, but also should demonstrate familiarity with
the following properties of the survey being discussed:


1. the purpose of the survey;
2. the survey methodology, including


a. the target population,
b. the sampling design used in conducting the survey,
c. the survey instrument (questionnaire or interview schedule), and
d. (for interview surveys) interviewer training and instruction;


3. the results, including rates and patterns of missing data; and
4. the statistical analyses used to interpret the results.


III. Population Definition and Sampling
A. Was an Appropriate Universe or Population Identified?
One of the first steps in designing a survey or in deciding whether an existing
survey is relevant is to identify the target population (or universe).41 The target
population consists of all elements (i.e., objects, individuals, or other social units)
whose characteristics or perceptions the survey is intended to represent. Thus,
in trademark litigation, the relevant population in some disputes may indude all
prospective and actual purchasers of the plaintiff’s goods or services and all pro-
spective and actual purchasers of the defendant’s goods or services. Similarly, the
population for a discovery survey may include all potential plaintiffs or all era-


40. Margaret A. Berger, The Supreme Court’s Triology on the Admissibility of Expert Testimony
~ IV.C, in this manual.


41. Identification of the proper universe is recognized uniformly as a key element in the develop-
ment of a survey. See, e.g., Judicial Conference of the U.S., supra note 34; MCL 3d, supra note 15, ~
21.493. See also 3 McCarthy, supra note 37, ~ 32:I66; Council of Am. Survey R.es. Or~., Code of
Standards and Ethics for Survey P,.esearch ~ III.B.4 (1997).
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ployees who worked for Company A between two specific dates. In a cornmu-
nity survey designed to provide evidence for a motion for a change of venue,
the relevant population consists of all jury-eligible citizens in the community in
which the trial is to take place.~2 The definition of the rdevant population is
crucial because there may be systematic differences in the responses of members
of the population and nonmembers. (For example, consumers who are prospec-
tive purchasers may know more about the product category than consumers
who are not considering making a purchase.)


The universe must be defined carefully. For example, a commercial for a toy
or breakfast cereal may be aimed at children, who in turn influence their par-
ents’ purchases. Ifa survey assessing the commercial’s tendency to mislead were
conducted based on the universe of prospective and actual adult purchasers, it
would exclude a crucial group of eligible respondents. Thus, the appropriate
population in this instance would include children as well as parents.~3


B. Did the Sampling Frame Approximate the Population?
The target population consists of all the individuals or units that the researcher
would like to study. The sampling frame is the source (or sources) from which
the sample actually is drawn. The surveyor’s job generally is easier ira complete
list of every eligible member of the population is available (e.g., all plaintiffs in a
discovery survey), so that the sampling frame lists the identity of all members of
the target population. Frequently, however, the target population includes mem-
bers who are inaccessible or who cannot be identified in advance. As a result,
compromises are sometimes required in developing the sampling frame. The
survey report should contain a description of the target population, a description
of the survey population actually sampled, a discussion of the difference be-
tween the two populations, and an evaluation of the likely consequences of that
difference.


42. A second relevant population may consist of jury-eligible citizens in the community where the
party would like to see the trial moved. By questioning citizens in both communities, the survey can
test whether moving the trial is likely to reduce the level of animosity toward the party requesting the
change of venue. See United States v. Haldeman, 559 F.2d 31,140, 151, app. A at 176-79 (D.C. Cir.
1976) (court denied change of venue over the strong objection of Judge MacKinnon, who cited survey
evidence that Washington, D.C., residents were substantially more likely to conclude, before trial, that
the defendants were guilty), cert. denied, 431 U.S. 933 (1977); see also People v. Venegas, 31 Cal. Rptr.
2d 114, 117 (Ct. App. 1994) (change of venue denied because defendant failed to show that the defen-
dant would face a less hostile jury in a different court).


43. Children and some other populations create special challenges for researchers. For example,
very young children should not be asked about sponsorship or licensing, concepts that are foreign to
them. Concepts, as well as wording, should be age-appropriate.


240







Reference Guide on Surve~ Research


A survey that provides information about a wholly irrelevant universe of
respondents is itself irrelevant.44 Courts are likely to exclude the survey or ac-
cord it little weight. Thus, when the plaintiffsubmitted the remits of a survey to
prove that the green color of its fishing rod had acquired a secondary meaning,
the court gave the survey little weight in part because the survey solicited the
views of fishing rod dealers rather than consumers.4s More commonly, how-
ever, the sampling frame is either underinclusive or overinclusive relative to the
target population. If it is underinclusive, the survey’s value depends on the ex-
tent to which the excluded population is likely to react differently from the
included population. Thus, a survey of spectators and participants at running
events would be sampling a sophisticated subset of those likely to purchase run-
ning shoes. Because this subset probably would consist of the consumers most
knowledgeable about the trade dress used by companies that sell running shoes,
a survey based on this population would be likely to substantially overrepresent
the strength of a particular design as a trademark, and the extent of that
overrepresentation would be unknown and not susceptible to any reasonable
estimation.46


Similarly, in a survey designed to project demand for cellular phones, the
assumption _that businesses would be the primary users of cellular service led
surveyors to exclude potential nonbusiness users fi-om the survey. The Federal
Communications Commission (FCC) found the assumption unwarranted and
concluded that the research was flawed, in part because of this underinctusive
universe .47


44. A survey aimed at assessing how persons in the trade respond to an advertisement should be
conducted on a sample of persons in the trade and not on a sample of consumers. Home Box Office v.
Showtime/The Movie Channel, 665 F. Supp. 1079, 1083 (S.D.N.Y.), afl~d in part & vacated in part, 832
F.2d 13 ] 1 (2d Cir. 1987). But see Lon Tai Shing Co. v. Koch + Lowy, No. 90-C4464, 1990 U.S. Dist.
LEXIS 19123, at *50 (S.D.N.Y. Dec. 14, 1990), in which the judge was willing to find likelihood of
consumer confusion from a survey of lighting store salespersons questioned by a survey researcher
posing as a customer. The court was persuaded that the salespersons who were misstating the source of
the tamp, whether consciously or not, must have believed reasonably that the consuming public would
be misled by the salespersons’ inaccurate statements about the name of the company that manufactured
the lamp they were selling.


45. IL.L. Winston Rod Co. v. Sage Mfg. Co., 838 F. Supp. 1396, 1401-02 (D. Mont. 1993).
46. Brooks Shoe Mfg. Co. v. Suave Shoe Corp., 533 F. Supp. 75, 80 (S.D. Fla. 1981), a_if’d, 716


F.2d 854 (l lth Cir. 1983). See also Winning Ways, Inc. v. Hol]oway Sportswear, Inc., 913 F. Supp.
1454, 1467 (D. Kan. 1996) (survey flawed in failing to include sporting goods customers who consti-
tuted a major portion of customers). But see Thomas & Betts Corp. v. Panduit Corp., 138 F.3d 277,
294-95 (7th Cir. 1998) (survey of store personnel admissible because relevant market included both
distributors and ultimate purchasers).


47. Gencom, Inc., 56 Rad. ILeg. 2d (P&F) 1597, 1604 (1984). This position was affirmed on
appeal. See Gencom, Inc. v. FCC, 832 F.2d 171,186 (D.C. Cir. 1987).
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In some cases, it is difficult to determine whether an underinclusive universe
distorts the results of the survey and, if so, the extent and likely direction of the -
bias. For example, a trademark survey was designed to test the likelihood of
confusing an analgesic currently on the market with a new product that was
similar in appearance.4s The plaintiff’s survey included only respondents who
had used the plaintiff’s analgesic, and the court found that the universe should
have included users of other analgesics, "so that the full range of potential cus-
tomers for whom plaintiffand defendants would compete could be studied.’’49


In this instance, it is unclear whether users of the plaintiff’s product would be
more or less likely to be confused than users of the defendant’s product or users
of a third analgesic,s°


An overinclusive universe generally presents less of a problem in interpreta-
tion than does an underinclusive universe. If the survey expert can demonstrate
that a sufficiently large (and representative) subset of respondents in the survey
was drawn from the appropriate universe, the responses obtained from that sub-
set can be examined, and inferences about the relevant universe can be drawn
based on that subset,s~ If the relevant subset cannot be identified, however, an
overbroad universe will reduce the value of the survey,sz If the sample is drawn
from an underinclusive universe, there is generally no way to know how the
unrepresented members would have responded,s3


C. How Was the Sample Selected to App~vximate the Relevant
Characteristics of the Population ?


Identification of a survey population must be followed by selection of a sample
that accurately represents that population.~4 The use of probability sampling
techniques maximizes both the representativeness of the survey results and the
ability to assess the accuracy of estimates obtained from the survey.


Probability samples range from simple random samples to complex multi-
stage sampling designs that use stratification, clustering of population elements
into various groupings, or both. In simple random sampling, the most basic type


48. American Home Prods. Corp. v. Barr Lab., Inc., 656 F. Supp. 1058 (D.N.J.), aft’d, 834 F.2d
368 (3d Cir. 1987).


49. Id. at 1070.
50. See also Craig v. Boren, 429 U.S. 190 (1976).
51. This occurred in National Football League Properties, Inc. v. Wichita Falls Sportswear, Inc., 532 F.


Supp. 651,657-58 (W.D. Wash. 1982).
52. Schieffelin & Co. v.Jack Co. of Boca, 850 F. Supp. 232, 246 (S.D.N.Y. 1994).
53. See, e.g., Amstar Corp. v. Domino’s Pizza, Inc., 615 F.2d 252, 263-64 (Sth Cir.) (court found


both plaintiff’s and defendant’s surveys substantially defective for a systematic failure to include parts of
the relevant population), cert. denied, 449 U.S. 899 (1980).


54. MCL 3d, supra note 15, ~ 21.493. See also David H. Kaye & David A. Freedman, Reference
Guide on Statistics ~ II.B, in this manual.
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of probability sampling, every dement in the population has a known, equal
probability of being included in the sample, and all possible samples of a given
size are equally likely to be selected,ss In all forms of probability sampling, each
element in the relevant~population has a known, nonzero probability of being
included in the sample,s6


Probability sampling offers two important advantages over other types of
sampling. First, the sample can provide an unbiased estimate of the responses of
all persons in the population from which the sample was drawn; that is, the
expected value of the sample estimate is the population value being estimated.
Second, the researcher can calculate a confidence interval that describes explic-
itly how reliable the sample estimate of the population is likely to be. Thus,
suppose a survey tested a sample of 400 dentists randomly selected from the
population of all dentists licensed to practice in the United States and found that
80, or 20%, of them mistakenly believed that a new toothpaste, Goldgate, was
manufactured by the makers of Colgate. A survey expert could properly com-
pute a confidence interval around the 20% estimate obtained from this sample.
If the survey was repeated a large number of times, and a 95% confidence inter-
val was computed each time, 95% of the confidence intervals would include the
actual percentage of dentists in the entire population who would believe that
Goldgate was manufactured by the makers of Colgate.s7 In this example, the
confidence interval, or margin of error, is the estimate (20%) plus or minus 4%,
or the distance between 16% and 24%.


All sample surveys produce estimates of population values, not exact mea-
sures of those values. Strictly speaking, the margin of sampling error associated
with the sample estimate assumes probability sampling. Assuming a probability
sample, a confidence interval describes how stable the mean response in the
sample is likely to be. The width of the confidence interval depends on three
characteristics:


55. Systematic sampling, in which every nth unit in the population is sampled and the starring point
is selected randomly, fulfills the first of these conditions. It does not fulfill the second, because no
systematic sample can include elements adjacent to one another on the list of population members from
which the sample is drawn. Except in very unusual situations when periodicities occur, systematic
samples and simple random samples generally produce the same results. Seymour Sudman, Applied
Sampling, in Handbook of Survey Research, supra note 1, at 145, 169.


56. Other probability sampling techniques include (1) stratSfied random sampling, in which the
researcher subdivides the population into mutually exclusive and exhaustive subpopulations, or strata,
and then randomly selects samples from within these strata; and (2) cluster sampling, in which elements
are sampled in groups or clusters, rather than on an individual basis. Martin FrankeI, Sampling Theory, in
Handbook of Survey Research, supra note 1, at 21, 37, 47.


57. Actually, since survey interviewers would be unable to locate some dentists and some dentists
would be unwilling to participate in the survey, technically the population to which this sample would
be projectable would be all dentists with current addresses who would be willing to participate in the
survey if they were asked.
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1. the size of the sample. (the larger the sample, the narrower the interval);
2. the variability of the response being measured; and
3. the confidence level the researcher wants to have.


Traditionally, scientists adopt the 95% level of confidence, which means that
if 100 samples of the same size were drawn, the confidence interval expected for
at least 95 of the samples would be expected to include the true population
Value.s8


Although probability sample surveys o~en are conducted in organizational


settings and are the recommended sampling approach in academic and govern-


ment publications on surveys, probability sample surveys can be expensive when
in-person interviews are required, the target population is dispersed widely, or
qualified respondents are scarce. A majority of the consumer surveys conducted


for Lanham Act litigation present results from nonprobabitity convenience
samples.59 They are admitted into evidence based on the argument that
nonprobabi]ity sampling is used widely in marketing research and that "results
of these studies.are used by major American companies in making decisions of
considerable consequence.’’6° Nonetheless, when respondents are not selected


randomly from the relevant population, the expert should be prepared to justify
the method used to select respondents. Special precautions are required to re-
duce the likelihood of biased samples.61 In addition, quantitative values com-
puted from such samples (e.g., percentage of respondents indicating confusion)
should be viewed as rough indicators rather than as precise quantitative esti-
mates. Confidence intervals should not be computed.


58. To increase the likelihood that the confidence interval contains the actual population value
(e.g., from 95% to 99%), the width of the confidence interval can be expanded. An increase in the
confidence interval brings an increase in the confidence level. For further discussion of confidence
intervals, see David H. Kaye & David A. Freedman, Reference Guide on Statistics § IV.A, in this
manual.


59. Jacob jacoby & Amy H. Handlin, Non-Probability Sampling Designs for Litigation Sun,eys, 8!
Trademark Rep. 169, 173 (1991). For probability surveys conducted in trademark cases, see National
Football League Properties, Inc. v. Wichita Falls Sportswear, Inc., 532 F. Supp. 651 (W.D. Wash. 1982);
James Burrough, Ltd. v. Sign of Beefeater, Inc., 540 F.2d 266 (7th Cir. 1976).


60. Nafonal Football League Properties, lnc. v. New Jersey Giants, inc., 637 F. Supp. 507, 515
(D.N.J. 1986). A survey of members of the Council of American Survey Research Organizafons, the
national trade association for commercial survey research firms in the United States, revealed that 95%
of the in-person independent contacts in studies done in 1985 took place in malls or shopping centers.
Jacoby & Hand]in, supra note 59, at 172-73, 176.
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D. Was the Level of Nonresponse Sufficient to Raise Questions
About the Representativeness of the Sample? If So, What Is the
Evidence That Nonresponse Did Not Bias the Results of the
Survey?


Even when a sample is drawn randomly from a complete list of elements in the
target population, responses or measures may be obtained on only part of the
selected sample. If this lack of response were distributed randomly, valid infer-
ences about the population could be drawn from the characteristics of the avail-
able elements in the sample. The difficulty is that nonresponse often is not ran-
dom, so that, for example, persons who are single typically have three times the
"not at home" rate in U.S. Census Bureau surveys as do family members.62
Efforts to increase response rates include making several attempts to contact
potential respondents and providing financial incentives for participating in the
survey.


One suggested formula for quantifying a tolerable level of nonresponse in a
probability sample is based on the guidelines for statistical surveys issued by the
former U.S. Office of Statistical Standards.63 According to these guidelines, re-
sponse rates of 90% or more are reliable and generally can be treated as random
samples of the overall population. 1Kesponse rates between 75% and 90% usually
yield reliable results, but the researcher should conduct some check on the rep-
resentativeness of the sample. Potenfal bias should receive greater scrutiny when
the response rate drops below 75%. If the response rate drops below 50%, the
survey should be regarded with significant caution as a basis for precise quanti-
tative statements about the population from which the sample was drawn.64


Determining whether the level ofnonresponse in a survey is critical generalJy
requires an analysis of the determinants of nonresponse. For example, even a
survey with a high response rate may seriously underrepresent some portions of
the population, such as the unemployed or the poor. If a general population
sample was used to chart changes in the proportion of the population that knows
someone with HIV, the survey would underestimate the population value if
some groups more likely to know someone with HIV (e.g., intravenous drug
users) were underrepresented in the sample. The survey expert should be pre-
pared to provide evidence on the potential impact ofnonresponse on the survey
results.


61. See infia ~ III.E.
62. 2 Gasrwirth, supra note 33, at 501. This volume contains a useful discussion of sampling, along


with a set of examples. Id. ~t 467.
63. This standard is cited with approval by Gastwirth. Id. at 502.
64. For thoughtful examples of judges closely scrutinizing potential sample bias when response


rates were below 75%, see Vuyamch v. Republic National Bank, 505 F. Supp. 224 (N.D. Tex. 1980);
Ikosado v. Wyman, 322 F. Supp. 1 I73 (E.D.N.Y.), aft’d, 437 F.2d 619 (2d Cir. 1970), aft’d, 402 U.S.
991 (1971).
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In surveys that include sensitive or difticult questions, particularly surveys
that are self-administered, some respondents may refuse to provide answers or
may provide incomplete answers. To assess the impact ofnonresponse to a par-
ticular question, the survey expert should analyze the differences between those
who answered and those who did not answer. Procedures to address the prob-
lem of missing data include recontacting respondents to obtain the missing an-
swers and using the respondent’s other answers to predict the missing response.6s


E. What Procedures Were Used to Reduce the Likelihood of a
Biased Sample?


If it is impractical for a survey researcher to sample randomly from the entire
target population, the researcher still can apply probability sampling to some
aspects of respondent selection to reduce the likelihood of biased selection. For
example, in many studies the target population consists of all consumers or pur-
chasers of a product. Because it is impractical to randomly sample from that
population, research is conducted in shopping malls where some members of
the target population may not shop. Mall locations, however, can be sampled
randomly from a list of possible mall sites. By administering the survey at several
different malls, the expert can test for and report on any differences observed
across sites. To the extent that similar results are obtained in different locations
using different on-site interview operations, it is less likely that idiosyncrasies of
sample selection or administration can account for the results.66 Similarly, since
the characteristics of persons visiting a shopping center vary by day of the week
and time of day, bias in sampling can be reduced if the survey design calls for
sampling time segments as well as mall locations.6v


In mall intercept surveys, the organization that manages the on-site interview
facility generally employs recruiters who approach potential survey respondents
in the mall and ascertain if they are qualified and willing to participate in the
survey. Ira potential respondent agrees to answer the questions and meets the
specified criteria, he or she is escorted to the facility where the survey interview
takes place. If recruiters are free to approach potential respondents without con-
trols on how an individual is to be selected for screening, shoppers who spend
more time in the mall are more likely to be approached than shoppers who visit
the mall only briefly. Moreover, recruiters naturally prefer to approach friendly-


65. Andy B. Anderson et al., Missing Data: A Review of th’e Literature, in Har~dbook of Survey
Research, supra note 1, at 415.


66. Note, however, that differences in results across sites may be doe to genuine differences in
respondents across geographic locations or to a failure to administer the survey consistently across sites.


67. Seymour Sudman, Improving the Quality of Shopping Center Samphng, 17j. Marketing tkes. 423
(1980).
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looking potential respondents, so that it is more likely that certain types of indi-
viduals will be selected. These potential biases in selection can be reduced by
providing appropriate selection instructions and training recruiters effectively.
Training that reduces the interviewer’s discretion in selecting a potential re-
spondent is likely to reduce bias in selection, as are instructions to approach
every nth person entering the facility through a particular door.68


F. What Precautions Were Taken to Ensure That Only Qualified
Respondents Were Included in the Survey?


In a carefully executed survey, each potential respondent is questioned or mea-
sured on the attributes that determine his or her eligibility to participate in the
survey. Thus, the initial questions screen potential respondents to determine if
they are within the target population of the survey (e.g., Is she at least fourteen
years old? Does she own a dog? Does she live within ten miles?). The screening
questions must be drafted so that they do not convey information that will
influence the respondent’s answers on the main survey. For example, if respon-
dents must be prospective and recent purchasers of Sunshine orange juice in a
trademark survey designed to assess consumer confusion with Sun Time orange
juice, potential respondents might be asked to name the brands of orange juice
they have purchased recently or expect to purchase in the next six months.
They should not be asked specifically if they recently have purchased, or expect
to purchase, Sunshine orange juice, because this may affect their responses on
the survey either by implying who is conducting the survey or by supplying
them with a brand name that otherwise would not occur to them.


The content of a screening questionnaire (or screener) can also set the con-
text for the questions that follow. In Pfizer, Inc. v. Astra Pharmaceutical Produas,
Inc.,69 physicians were asked a screening question to determine whether they
prescribed particular drags. The court found that the screener conditioned the
physicians to respond with the name of a drug rather than a condition,v°


The criteria for determining whether to include a potential respon&nt in the
survey should be objective and clearly conveyed, preferably using written in-
structions addressed to those who administer the screening questions. These
instructions and the completed screening questionnaire should be made avail-


68. In the end, even if malls are randomly sampled and shoppers are randomly selected within
malls, results from mall surveys technically can be used to generalize only to the population of mall
shoppers. The ability of the mall sample to describe the likely response pattern of the broader relevant
population will depend on the extent to which a substantial segment of the relevant population (1) is
not found in malls and (2) would respond differently to the interview.


69. 858 F. Supp. 1305, 1321 & n.13 (S.D.N.¥. 1994).
70. ld. at 1321.
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able to the court and the opposing party along with the interview form for each
respondent.


IV. Survey Questions and Structure
A. Were Questions on the Survey Framed to Be Clear, Precise, and


Unbiased?
Although it seems obvious that questions on a survey should be clear and pre-
cise, phrasing questions to reach that goal is often difficult. Even questions that
appear clear can convey unexpected meanings and ambiguities to potential re-
spondents. For example, the question "What is the average number of days each
week you have butter?" appears to be straightforward. Yet some respondents
wondered whether margarine counted as butter, and when the question was
revised to include the introductory phrase "not including margarine," the re-
ported frequency of butter use dropped dramatically.7~


When unclear questions are included in a survey, they may threaten the
validity of the survey by systematically distorting responses if respondents are
misled in a particular direction, or by inflating random error if respondents guess
because they do not understand the question.72 If the crucial question is suflqciently
ambiguous or unclear, it may be the basis for rejecting the survey. For example,
a survey was designed to assess community sentiment that would warrant a
change of venue in trying a case for damages sustained when a hotel skywalk
collapsed,v3 The court found that the question "Based on what you have heard,
read or seen, do you believe that in the current compensatory damage trials, the
defendants, such as the contractors, designers, owners, and operators of the Hyatt
Hotel, should be punished?" could neither be correctly understood nor easily
answered.TM The court noted that the phrase "compensatory damages," although
well-defined for attorneys, was unlikely to be meaningful for laypersons.7s


Texts on survey research generally recommend pretests as a way to increase
the likelihood that questions are clear and unambiguous,v6 and some courts have


71. FloydJ. Fowler, Jr., How Undear Terms Affea Survey Data, 56 Pub. Opinion Q. 218, 225-26
(1992).


72. Id. at 219.
73. Firestone v. Crown Cir. Redevelopment Corp., 693 S.W.2d 99 (Mo. 1985) (en banc).
74. ld. at 102, 103.
75. ld. at 103. When there is any question about whether some respondent will understand a


particular term or phrase, the term or phrase should be defined explicidy.
76. For a thorough treatment of pretesting methods, see Jean M. Converse & Stanley Presser,


Survey Questions: Handcrafting the Standardized Questionnaire 51 (1986). See also Fred W. Morgan,
judidal Standards for Survey Research: An Update and Guidelines, 54J. Marketing 59, 64 (1990).
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recognized the value of pretests,v7 In a pretest or pilot test, v8 the proposed survey
is administered to a small sample (usually between twenty-five and seventy-
five)v9 of the same type of respondents who would be eligible to participate in
the flail-scale survey. The interviewers observe the respondents for any difficul-
ties they may have with the questions and probe for the source of any such
difficulties so that the questions can be rephrased if confusion or other difficul-
ties arise. Attorneys who commission surveys for litigation sometimes are reluc-
tant to approve pilot work or to reveal that pilot work has taken place because
they are concerned that ira pretest leads to revised wording of the questions, the
trier of fact may believe that the survey has been manipulated and is biased or
unfair. A more appropriate reaction is to recognize that pilot work can improve
the quality of a survey and to anticipate that it often results in word changes that
increase clarity and correct misunderstandings. Thus, changes may indicate in-
formed survey construction rather than flawed survey design,s°


B. Were Filter Questions Provided to Reduce Guessing?
Some survey respondents may have no opinion on an issue under investigation,
either because they have never thought about it before or because the question
mistakenly assumes a familiarity with the issue. For example, survey respondents
may not have noticed that the commercial they are being questioned about
guaranteed the quality of the product being advertised and thus they may have
no opinion on the kind of guarantee it indicated. Likewise, in an employee
survey, respondents may not be familiar with the parental leave policy at their
company and thus may have no opinion on whether they would consider tak-
ing advantage of the parental leave policy if they became parents. The following
three alternative question structures will affect how those respondents answer
and how their responses are counted.


First, the survey can ask all respondents to answer the question (e.g., "Did
you understand the guarantee offered by Clover to be a one-year guarantee, a
sixty-day guarantee, or a thirty-day guarantee?"). Faced with a direct question,
particularly one that provides response alternatives, the respondent obligingly
may supply an answer even if (in this example) the respondent did not notice
the guarantee (or is unfamiliar with the parental leave policy). Such answers will


77. E.g., Zippo Mfg. Co. v. ]~ogers lmports, Inc., 216 F. Supp. 670 (S.D.N.Y. 1963).
78. The terms pretest and pilot test are sometimes used interchangeably to describe pilot work done


in the planning stages of research. When they are distinguished, the difference is that a pretest tests the
questionnaire, whereas a pilot test generally tests proposed collection procedures as well.


79. Converse & Presser, supra note 76, at 69. Converse and Presser suggest that a pretest with
~-enty-five respondents is appropriate when the survey uses professional interviewers.


80. See infra ~ VII.B for a discussion of obligations to disclose pilot work.
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reflect only what the respondent can glean from the question, or they may
reflect pure guessing. The imprecision introduced by this approach will increase
with the proportion of respondents who are unfamiliar with the topic at issue.


Second, the survey can use a quasi-filter question to reduce guessing by pro-
viding "don’t know" or "no opinion" options as part of the question (e.g., "Did
you understand the guarantee offered by Clover to be for more than a year, a
year, or less than a year, or don’t you have an opinion?").81 By signaling to the
respondent that it is appropriate not to have an opinion, the question reduces
the demand for an answer and, as a result, the inclination to hazard a guess just
to comply. Respondents are more likely to choose a "no opinion" option if it is
mentioned explicitly by the interviewer than if it is merely agcepted when the
respondent spontaneously offers it as a response. The consequence of this change
in format is substantial. Studies indicate that, although the relative distribution
of the respondents selecting the lifted choices is unlikely to change dramatically,
presentation of an explicit "don’t know" or "no opinion" alternative com-
monly leads to a 20%-25% increase in the proportion of respondents selecting
that response.82


Finally, the survey can include full-filter questions, that is, questions that lay
the groundwork for the substantive question by first asking the respondent if he
or she has an opinion about the issue or happened to notice the feature that the
interviewer is preparing to ask about (e.g., "Based on the commercial you just
saw, d,o you have an opinion about how long Clover stated or implied that its
guarantee lasts?"). The interviewer then asks the substantive question only of
those respondents who have indicated that they have an opinion on the issue.


Which of these three approaches is used and the way it is used can affect the
rate of"no opinion" responses that the substantive question will evoke.
spondents are more likely to say they do not have an opinion on an issue ifa full
filter is used than ifa quasi-filter is used.84 However, in maximizing respondent
expressions of"no opinion," full filters may produce an underreporting of opin-
ions. There is some evidence that full-filter questions discourage respondents
who actually have opinions from offering them by conveying the implicit sug-
gestion that respondents can avoid difficult follow-up questions by saying that
they have no opinion,ss


81. Norbert Schwarz & Hans-Jiirgen Hippler, Response Alternatives: The Impaa of Their Choice and
Presentation Order, in Measurement Errors in Surveys 41, 45-46 (Paul P. ]3iemer et al. eds., 1991).


82. Howard Schuman & Stanley Presser, Questions and Answers in Attitude Surveys: Experiments
on Question Form, Wording and Context 113-46 (1981).


83- Considerable research has been conducted on the effects of filters. For a review, see George F.
Bishop et aL, Effects of Filter Questions in Public Opinion Surveys, 47 Pub. Opinion Q. 528 (1983).


84. Schwarz & Hippler, supra note 81, at 45-46 ......................
85. Id. at 46.
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In general, then, a survey that uses fu]l filters tends to provide a conservative
estimate of the number of respondents holding an opinion, whereas a survey
that uses neither full filters nor quasi-ftlters tends to overestimate the number of
respondents with opinions, because some respondents offering opinions are guess-
ing. The strategy of including a "no opinion" o~ "don’t know" response as a
quasi-filter avoids both of these extremes. Thus, rather than asking, "Based on
the commercial, do you believe that the two products are made in the same
way, or are they made differently?’’86 or prefacing the question with a prdimi-
nary, "Do you have an opinion, based on the cornmercial, concerning the way
that the two products are made?" the question could be phrased, "Based on the
commercial, do you bdieve that the two products are made in the same way, or
that they are made differently, or don’t you have an opinion about the way they
are made?"


C. Did the Survey Use Open-Ended or Closed-Ended Questions?
How Was the Choice in Each Instance.Justified?


The questions that make up a survey instrument may be open-ended, closed-
ended, or a combination of both. Open-ended questions require the respondent
to formulate and express an answer in his or her own words (e.g., "What was
the main point of the commercial? .... Where did you catch the fish you caught
in these waters?"87). Closed-ended questions provide the respondent with an
explicit set of responses from which to choose; the choices may be as simple as
yes or no (e.g., "Is Colby College coeducational?’’~8) or as complex as a range of
alternatives (e.g., "The two pain relievers have (1) the same likelihood of caus-
ing gastric ulcers; (2) about the same likelihood of causing gastric ulcers; (3) a
somewhat different likelihood of causing gastric ulcers; (4) a very different like-
lihood of causing gastric ulcers; or (5) none of the above."89).


Open-ended and closed-ended questions may elicit very different responses.9°


86. The question in the example without the "no opinion" alternative was based on a question
rejected by the court in Coors Brewing Co. u. Anheuser-Busch Cos., 802 F. Supp. 965, 972-73 (S.D.N.Y.
1992).


87. A relevant example from Wilhoite v. Olin Corp. is described in McGovem & Lind, supra note
27, at 76.


88. Presidents & Trustees of Colby College v. Colby College--N.H., 508 F.2d 804, 809 (1st Cir.
1975).


89. This question is based on one asked in American Home Produas Corp. v..]ohnson &Johnson, 654
F. Supp. 568, 581 (S.D.N.Y. 1987), that was found to be a leading question by the court, primarily
because the choices suggested that the respondent had learned about aspirin’s and ibuprofen’s relative
likelihood of causing gastric ulcers. In contrast, in McNeilab, Inc. v. American Home Products Corp., 501 F.
Supp. 517, 525 (S.D.N.Y. 1980), the court accepted as nonleading the question, "Based only on what
the commercial said, would Maximum Strength Anacin contain more pain reliever, the same amount
of pain reliever, or less pain reliever than the brand you, yourself, currently use most often?"


90. Howard Schuman & Stanley Presser, Question Wording as an Independent Variable in Survey Analysis,


251







Reference Manual on Sclentif~ Evidence


Most responses are less likely to be volunteered by respondents who are asked
an open-ended question than they are to be chosen by respondents who are
presented with a closed-ended question. The response alternatives in a closed-
ended question may remind respondents of options that they would not other-
wise consider or which simply do not come to mind as easily.91


The advantage of open-ended questio~_s is that they give the respondent fewer
hints about the answer that is expected or preferred. Precoded responses on a
dose&ended question, in addition to reminding respondents of options that
they might not otherwise consider,92 may direct the respondent away from or
toward a particular response. For example, a commercial reported that in sham-
poo tests with more than 900 women, the sponsor’s product received higher
ratings than other brands.93 According to a competitor, the commercial decep-
tively implied that each woman in the test rated more than one shampoo, when
in fact each woman rated only one. To test consumer impressions, a survey
might have shown the commercial and asked an open-ended question: "How
many different brands mentioned in the commercial did each of the 900 women
try?’’94 Instead, the survey asked a closed-ended question; respondents were given
the choice of "one," "two," "three," "four," or "five or more." The fact that
four of the five choices in the dosed-ended question provided a response that
was greater-than one implied that the correct answer was probably more than
one.9s Note, however, that the open-ended question also may suggest that the
answer is more than one. By asking "how many different brands," the question
suggests (1) that the~viewer should have received some message from the com-
mercial about the number of brands each woman tried and (2) that different
brands were tried. Thus, the wording of a question, open-ended or closed-
ended, can be leading, and the degree of suggestiveness of each question must
be considered in evaluating the objectivity of a survey.


6 Soc. Methods & g.es. 15t (1977); Schuman & Presser, supra note 82, at 79-112; Converse & Presser,
supra note 76, at 33.


91. For example, when respondents in one survey were asked, "What is the most important thing
for children to learn to prepare them for life?", 62% picked "to think for themselves" from a list of five
options, but only 5% spontaneously offered that answer when the question was open-ended. Schuman
& Presser, supra note 82, at 104-07. An open-ended question presents the respondent with a free-recal!
task, whereas a closed-ended question is a recognition task. Recognition tasks in general reveal higher
performance levels than recall tasks. Mary M. Smyth et al., Cognition in Action 25 (1987). In addition,
there is evidence that respondents answering open-ended questions may be less likely to report some
information that they would reveal in response to a closed-ended question when that information
seems self-evident or irrelevant.


92. Schwarz & Hippler, supra note 81, at 43.
93. See Vidal Sassoon, Inc. v. Bristol-Myers Co., 661 F.2d 272, 273 (2d Cir. 1981).
94. This was the wording of the stem of the closed-ended question in the survey discussed in Vidal


Sassoon, 661 F.2d at 275-76.
95. Ninety-five percent ofthe respondents who answered the closed-ended question in the plaintiffs


survey said that each woman had tried two or more brands. The open-ended question was never asked.
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Closed-ended questions have some additional potential weaknesses that arise
if the choices are not constructed properly. If the respondent is asked to choose
one response from among several choices, the response chosen will be meaning-
ful only if the list of choices is exhaustive, that is, if the choices cover all possible
answers a respondent might give to the quesfon. If the list of possible choices is
incomplete, a respondent may be forced to choose one that does not express his
or her opinion.96 Moreover, if respondents are told explicitly that they are not
limited to the choices presented, most respondents nevertheless will select an
answer from among the listed ones?7


Although many courts prefer open-ended questions on the grounds that they
tend to be less leading, the value of any open-ended or dosed-ended question
depends on the information it is intended to elicit. Open-ended questions are
more appropriate when the survey is attempting to gauge what comes first to a
respondent’s mind, but closed-ended questions are more suitable for assessing
choices between well-identified options or obtaining ratings on a clear set of
alternatives.


D. If Probes Were Used to Clarify Ambiguous or Incomplete
Answers, What Steps Were Taken to Ensure That the Probes
Were Not Leading and Were Administered in a Consistent
Fashion?


When questions allow respgndents to express their opinions in their own words,
some of the respondents may give ambiguous or incomplete answers. In such
instances, interviewers may be instructed to record any answer that the respon-
dent gives and move on to the next question, or they may be instructed to probe
to obtain a more complete response or clarify the meaning of the ambiguous
response. In either situation, interviewers should record verbatim both what the
respondent ~ays and what the interviewer says in the attempt to get clarification.
Failure to record every part of the exchange in the order in which it occurs
raises questions about the reliability of the survey, because neither the court nor
the opposing party can evaluate whether the probe affected the views expressed
by the respondent.


Vidal Sassoon, 661 F.2d at 276. Norbert Schwarz, Assessing Frequency Reports of Mundane Behaviors:
Contributions of Cogni6ve Psychology to Questionnaire Construaion, in lKesearch Methods in Personality and
Social Psychology 98 (Clyde Hendrick & Margaret S. Clark eds., 1990), suggests that respondents often
rely on the range of response alternatives as a frame of reference when they are asked for frequency
judgments. See, e.g., IKoger Tourangeau & Tom W. Smith, Asking Sensitive Questions: The Impact of
Data Colleaion Mode, Question Format, and Question Context, 60 Pub. Opinion Q. 275, 292 (1996).


96. See, e.g., American Home Prods. Corp. v.Johnson &Johnson, 654 F. Supp. 568, 581 (S.D.N.Y.
1987).


97. See Howard Schuman, Ordinary Questions, Survey Questions, and Policy Questions, 50 Pub. Opinion
Q. 432, 435-36 (1986).
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If the survey is designed to allow for probes, interviewers must be given
explicit instructions on when they should probe and what they should say in
probing. Standard probes used to draw out all that the respondent has to say
(e.g., "Any further thoughts? .... Anything else? .... Can you explain that a little
more?") are relatively innocuous and noncontroversial in content, but persistent
continued requests for further responses to the same or nearly identical ques-
tions may convey the idea to the respondent that he or she has not yet produced
the "right" answer.98 Interviewers should be trained in delivering probes to
maintain a professional and neutral relationship with the respondent (as they
should during the rest of the interview), which minimizes any sense of passing
judgment on the content of the answers offered. Moreover, interviewers should
be given explicit instructions on when to probe, so that probes are administered
consistently.


A more difficult type of probe to construct and deliver reliably is one that
requires a substantive question tailored to the answer given by the respondent.
The survey designer must provide sufficient instruction to interviewers so that
they avoid giving directive probes that suggest one answer over another. Those
instructions, along with all other aspects of interviewer training, should be made
available for evaluation by the court and the opposing party.


E. What Approach Was Used to Avoid or Measure Potential Order
or Context Effects ?


The order in which questions are asked on a survey and the order in which
response alternatives are provided in a closed-ended question can influence the
answers.99 Thus, although asking a general question before a more specific ques-
tion on the same topic is unlikely to affect the response to the specific question,
reversing the order of the questions may influence responses to the general
question. As a rule; then, surveys are less likely to be subject to order effects if


98. See, e.g.,Johnson &Johnson-Merck Consumer Pharms. Co. v. Rhone-Poulenc Rorer Pharms.,
lnc., I9 F.3d 125, 135 (3d Cir. 1994); American Home Prods. Corp. v. Procter & Gamble Co., 871 F.
Supp. 739, 748 (D.N.J. 1994).


99. See Schuman & Presser, supra note 82, at 23, 56-74; Norman M. Bradbum, Response Effects, in
Handbook of Survey Research, supra note 1, at 289, 302. In R.J. Reynolds Tobacco Co. v. Loew’s The-
atres, Inc., 511 F. Supp. 867, 875 (S.D.N.Y. 1980), the court recognized the biased structure of a survey
which disclosed the tar content of the cigarettes being compared before questioning respondents about
their ci~rette preferences. Not surprisingly, respondents expressed a preference for the lower tar prod-
uct. See also E. &J. Gallo Winery v. Pasatiempos Gallo, S.A., 905 F. Supp. 1403, 1409-10 (E.D. Cal.
1994) (court recognized that earlier questions referring to playing cards, board or table games, or party
supplies, such as confetti, increased the likelihood that respondents would include these items in an-
swers to the questions that followed).
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the questions go from the general (e.g., "What do you recall being discussed in
the advertisement?") to the specific (e.g., "Based on your reading of the adver-
tisement, what companies do you think the ad is referring to when it talks about
rental tracks that average five miles per gallon?").1°°


The mode of questioning can influence the form that an order effect takes. In
mail surveys, respondents are more likely to select the first choice offered (a
primacy effect); in telephone surveys, respondents are more likely to choose the
last choice offered (a recency effect). Although these effects are typically small,
no general formula is available that can adjust values to correct for order effects,
because the size and even the direction of the order effects may depend on the
nature of the question being asked and the choices being offered. Moreover, it
may be unclear which order is most appropriate. For example, if the respondent
is asked to choose between two different products, and there is a tendency for
respondents to choose the first product mentioned,TM which order of presenta-
tion will produce the more accurate response?J°2


To control for order effects, the order of the questions and the order of the
response choices in a survey should be rotated,~°3 so that, for example, one-third
of the respondents have Product A listed first, one-third of the respondents have
Product B listed first, and one-third of the respondents have Product C listed
first. If the tl~ree different orderst°~ are distributed randomly among respondents,
no response alternative will have an inflated chance of being selected because of
its position, and the average of the three will provide a reasonable estimate of
response level)°s


100. This question was accepted by the court in U-Haul international, Inc. v. Jartran, Inc., 522 F.
Supp. 1238, 1249 (D. Ariz. 1981), aft’d, 681 F.2d 1159 (9th Cir. 1982).


101. Similarly, candidates in the first position on the ballot tend to attract extra votes when the
candidates are not well known. Henry M. Bain & Donald S. Hecock, Ballot Position and Voter’s
Choice: The Arrangement of Names on the Ballot and Its Effect on the Voter (1973).


102. See R.ust Env’t & Infrastructure, Inc. v. Teunissen, 131 F.3d 1210, 1218 (7th Cir. 1997)
(survey did not pass muster in part because of failure to incorporate random rotation of corporate names
that were the subject of a trademark dispute).


103. See, e.g., Stouffer Foods Corp., 118 F.T.C. 746, No. 9250, 1994 FTC LEXIS 196, at *24-25
(Sept. 26, 1994); ~ Winning Ways, Inc. v. Holloway Sportswear, Inc., 913 F. Supp. 1454, 1465-67 (D.
Kan. 1996) (failure to rotate the order in which the jackets were shown to the consumers led to reduced
weight for the survey).


104. Actually, there are six possible orders of the three alternatives: ABC, ACB, BAC, BCA, CAB,
and CBA. Thus, the optimal survey design would allocate equal numbers of respondents to each of the
six possible orders.


105. Although rotation is desirable, many surveys are conducted with no attention to this potential
bias. Since it is impossible to know in the abstract whether a particular question suffers much, little, or
not at all from an order bias, lack of rotation should not preclude reliance on the answer to the question,
but it should reduce the weight given to that answer.
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F. If the Survey Was Designed to Test a Causal P ’oposition, Did
the Survey Include an Appropriate Control Group or Question?


Most surveys that are designed to provide evidence of trademark infringement
or deceptive advertisin~ are not conducted to describe consumer beliefs. In-
stead, they are intended to show how a trademark or the content of a commer-
cial influences respondents’ perceptions or understanding of a product or com-
mercial. Thus, the question is whether the commercial misleads the consumer
into thinking that Product A is a superior pain reliever, not whether consumers
hold inaccurate beliet~ about the product. Yet if consumers already believe,
before viewing the commercial, that Product A is a superior pain reliever, a
survey that records consumers’ impressions after they view the commercial may
reflect those preexisting beliefs rather than impressions produced by the com-
mercial.


Surveys that record consumer impressions have a limited ability to answer
questions about the origins of those impressions. The difficnlty is that the
consumer’s response to any question on the survey may be the result of infor-
mation or misinformation from sources other than the trademark the respon-
dent is being shown or the commercial he or she has just watched. In a trade-
mark survey attempting to show secondary meaning, for example, respondents
were shown a picture of the stripes used on Mermen stick deodorant and asked,
"[W]hich [brand] would you say uses these stripes on their package?’’~°6 The
court recognized that the high percentage of respondents selecting "Mermen"
from an array of brand names may have represented "merely a playback of brand
share"l°7; that is, respondents asked to give a brand name may guess the one that
is most familiar, generally the brand with the largest market share)°8


Some surveys attempt to reduce the impact of preexisting impressions on
respondents’ answers by instructing respondents to focus solely on the stimulus
as a basis for their answers. Thus, the survey includes a preface (e.g., "based on
the commercial you just saw") or directs the respondent’s attention to the mark
at issue (e.g., "these stripes on the package"). Such efforts are likely to be only
partially successful. It is often difficult for respondents to identifi] accurately the
source of their impressions.1°9 The more routine the idea being examined in the
survey (e.g., that the advertised pain reliever is more effective than others on the


106. Mennen Co. v. Gillette Co., 565 F. Supp. 648, 652 (S.D.N..Y. 1983), aft’d, 742 F.2d 1437 (2d
Cir. 1984). To demonstrate secondary meaning, "the [c]ourt must determine whether the mark has
been so associated in the mind of consumers with the entity that it identifies that the goods sold by that
entity are distinguished by the mark or symbol from goods sold by others." Id.


107. Id.
108. See also Upjohn Co. v. American Home Prods. Corp., No. 1-95-CV-237, 1996 U.S. Dist.


LEXIS 8049, at *42-44 (W.D. Mich. Apr. 5, 1996).
109. See IKichard E. Nisbett & Timothy D. Wilson, Telling More Than We Can Know: Verbal


Reports on Mental Processes, 84 Psychol. IKev. 231 (1977).
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market; that the mark belongs to the brand with the largest market share), the
more likely it is that the respondent’s answer is influenced by preexisting im-
pressions, by expectations about what commercials generally say (e.g., the prod-
uct being advertised is better than its competitors), or by guessing, rather than
by the actual content of the commercial message or trademark being evaluated.


It is possible to adjust m~iny survey designs so that causal inferences about the
effect of a trademark or an allegedly deceptive commercial become clear and
unambiguous. By adding an appropriate control group, the survey expert can
test directly the influence of the stimulus)t° In the simplest version of~ survey
experiment, respondents are assigned randomly to one of two conditions.TM For
example, respondents assigned to the experimental condition view an allegedly
deceptive commercial, and respondents assigned to the control condition either
view a commercial that does not contain the allegedly deceptive material or do
not view any commercial,n2 Respondents in both the experimental and control
groups answer the same set of questions. The effect of the allegedly deceptive
message is evaluated by comparing the responses made by the experimental
group members with those of the control group members. If40% of the respon-
dents in the experimental group responded with the deceptive message (e.g.,
the advertised product has fewer calories than its competitor), whereas only 8%
of the respondents in the control group gave that response, the difference be-
tween 40% and 8% (within the limits of sampling error~3) can be attributed only
to the allegedly deceptive commercial. Without the control group, it is not
possible to determine how much of the 40% is due to respondents’ preexisting
belie~ or other background noise (e.g., respondents who misunderstand the
question or misstate their responses). Both preexisting beliefs and other back-
ground noise should have produced similar response levels in the experimental


110. See Shaft S. Diamond, Using Psychology to Control Law: From Deceptive Advertising to Criminal
Sentencing, 13 Law & Hum. Behav. 239, 244-46 (1989); Shaft S. Diamond & Linda Dimitropoulos,
Decepdon and Puffery in Advertising: Behavioral Science Implications for Regulation (American Bar
Found. Working Paper Series No. 9105, 1994); Jacob Jacoby & Constance Small, Applied Marketing:
The FDA Approach to Defining Misleading Advertising, 39J. Marketing 65, 68 (1975). For a more general
discussion of the role of control groups, see David H. Kaye & David A. Freedman, Reference Guide on
Statistics, ~ II.A, in this manual.


111. Random assignment should not be confused with random selection. When respondents are
assigned randomly to different treatment groups (e.g., respondents in each group watch a different
commercial), the procedure ensures that within the limits of sampling error the two groups of respon-
dents will be equivalent except for the different treatments they receive. Respondents selected for a
mall intercept study, and not from a probability sample, may be as~signed randomly to different treat-
ment groups. Random selection, in contrast, describes the method of selecting a sample of respondents
in a probability sample. See supra ~ III.C.


112. This alternative commercial could be a "tombstone" advertisement that includes only the
name of the product or a more elaborate commercial that does not include the claim at issue.


113. For a discussion of sampling error, see David H. Kaye & David A. Freedman, Reference
Guide on Statistics, ~ IV, in this manual.
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and control groups. In addition, if respondents who viewed the allegedly decep-
tive commercial respond differently than respondents who viewed the control
commercial, the difference cannot be the result of a leading question, because
both groups answered the same question. The ability to evaluate the effect of
the wording of a particular question makes the control group design particularly
useful in assessing responses to closed-ended questions,TM which may encourage
guessing or particular responses. Thus, the focus on the response level in a con-
trol group design is not on the absolute response level, but on the difference
between the response level of the experimental group and that of the control
group.


In designing a control group study, the expert should select a stimulus for the
control group that shares as many characteristics with the experimental stimulus
as possible, with the key exception of the characteristic whose influence is being
assessed. A survey with an imperfect control group generally provides better
information than a survey with no control group at all, but the choice of the
specific control group requires some care and should influence the weight that
the survey receives. For example, a control stimulus should not be less attractive
than the experimental stimulus if the survey is designed to measure how familiar
the experimental stimulus is to respondents, since attractiveness may affect per-
ceived familiarity)is Nor should the control stimulus share with the experimen-
tal stimulus the feature whose impact is being assessed. If, for example, the con-
trol stimulus in a case of alleged trademark infringement is itselfa likely source
of consumer confusion, reactions to the experimental and control stimuli may
not differ because both cause respondents to express the same level of confu-
sion.I~6


Explicit attention to the value of control groups in trademark and deceptive-
advertising litigation is a recent phenomenon, but it is becoming more com-
mon.1~7 A LEXIS search using Lanharn Act and control group revealed fourteen


114. The Federal Trade Commission has long recognized the need for some kind of control for
closed-ended questions, although it has not specified the type of control that is necessary. Stouffer
Foods Corp., 118 F.T.C. 746, No. 9250, 1994 FTC LEXIS 196, at "31 (Sept. 26, 1994).


115. See, e.g., Indianapolis Colts, lnc. v. Metropolitan Baltimore Football Club Ltd. Partnership,
34 F.3d 410, 415-16 (Tth Cir. 1994) (The court recognized that the name "Baltimore Horses" was less
attracfve for a sports team than the name "Balfmore Colts."). See also Reed-Union Corp. v. Turtle
Wax, Inc., 77 F.3d 909, 912 (Tth Cir. 1996) (court noted that one expert’s choice of a control brand
with a well-known corporate source was tess appropriate than the opposing expert’s choice of a control
brand whose name did not indicate a specific corporate source).


116. See, e.g., Western PubI’g Co. v. Publications lnt’l, Ltd., No. 94-C-6803, 1995 U.S. Dist.
LEXIS 5917, at *45 (N.D. 11t. May 2, 1995) (court noted that the control product was "arguably more
infringing than" the defendant’s produc0 (emphasis omitted).


117. See, e.g., American Home Prods. Corp. v. Procter & Gamble Co., 871 F. Supp. 739, 749
(D.N.J. 1994) (discounting survey results based on failure to control for participants’ preconceived
notions); ConAgra, lnc. v. Geo. A. Hormel & Co., 784 F. Supp. 700, 728 (D. Neb. 1992) ("Since no
control was used, the.., study, standing alone, must be significantly discounted."), aft’d, 990 F.2d 368
(8th Cir. 1993).


258







Reference Guide on Survey Research


district court cases in the six years since the first edition of this manual in 1994,~18
five district court cases in the seven years from 1987 to 1993,n9 and only one
case before 1987~2° in which surveys with control groups were discussed. Other
cases, however, have described or considered surveys using control group de-
signs without labeling the comparison group a control group)2t Indeed, one
reason why cases involving surveys with control groups may be underrepresented
in reported cases is that a survey with a control group produces less ambiguous
findings, which may lead to a resolution before a preliminary injunction hearing
or trial occurs)22


Another more common use of control methodology is a control question.
Rather than administering a control stimulus to a separate group of respondents,


118. National Football League Properties, Inc. v. Prostyle, Inc., 57 F. Supp. 2d 665 (E.D. Wis.
1999); Nabisco, Inc. v. PF Brands, Inc., 50 F. Supp. 2d !88 (S.D.N.Y. 1999); Proctor & Gamble Co.
v. Colgate-Palmolive Co., No. 96 Civ. 9123, 1998 U.S. Dist. LEXIS 17773 (S.D.N.Y. Nov. 5, 1998);
Mattel, lnc. v. MCA Records, ]nc., 28 F. Supp. 2d 1120 (C.D. Cal. 1998); Westchester Media Co. v.
PP, L USA Holdings, No. H-97-3278, 1998 U.S. Dist. LEXIS 11737 (S.D. Tex. July 2, t998); Time
Inc. v. Petersen Publ’g Co., 976 F. Supp. 263 (S.D.N.Y. 1997), aft’d, 173 F.3d 113 (2d Cir. 1999);
Adjusters lnt’l, Inc. v. Public Adjusters Int’l, Inc., No. 92-CV-1426, 1996 U.S. Dist. LEXIS 12604
(N.D.N.Y. Aug. 27, 1996); Upjohn Co. v. American Home Prods. Corp., No. 1-95-CV-237, 1996
U.S. Dist. LEXIS 8049 (W.D. Mich. Apr. 5, 1996); Copy Cop, Inc. v. Task Printing, Inc., 908 F.
Supp. 37 (D. Mass. t995); Volkswagen Aktiengesellschaft v. Uptown Motors, No. 91 -CTV-3447, 1995
U.S. Dist. LEXIS 13869 (S.D.N.¥.July 13, 1995); Western Publ’g Co. v. Publications Int’l, Ltd., No.
94-C-6803, 1995 U.S. Dist. LEXIS 5917 (N.D. Ill. May 2, 1995); Dogloo, Inc. v. Doskoci] Mfg. Co.,
893 F. Supp. 911 (C.D. Cal. 1995); P~eed-Union Corp. v. Turtle Wax, Inc., 869 F. Supp. 1304 (N.D.
Ill. 1994), aft’d, 77 F.3d 909 (7th Cir. 1996); Pfizer, Inc. v. Miles, Inc., 868 F. Supp. 437 (D. Conn.
1994).


119. ConAgra, Inc. v. Geo. A. Hormel & Co., 784 F. Supp. 700 (D. Neb. 1992), aft’d, 990 F.2d
368 (Sth Cir. 1993);Johnson &Johnson-Merck Consumer Pharms. Co. v. Smithkline Beecham Corp.,
No. 9I Civ. 0960, 1991 U.S. Dist. LEXIS 13689 (S.D.N.Y. Sept. 30, 1991), aft’d, 960 F.2d 294 (2d
Cir. 1992); Goya Foods, Inc. v. Condal Distribs., Inc., 732 F. Supp. 453 (S.D.N.Y. 1990); Storm,
P, uger & Co. v. Arcadia Mach.& Tool, Inc., No. 85-8459, 1988 U.S. Dist. LEXIS 16451 (C.D. Cal.
Nov. 7, 1988); Frisch’s P, estaurant, Inc. v. Elby’s Big Boy, Inc., 661 F. Supp. 971 (S.D. Ohio 1987),
a.if’d, 849 F.2d 1012 (6th Cir. 1988).


120. American Basketball Ass’n v. AMF Volt, Inc., 358 F. Supp. 98I (S.D.N.Y.), a_~d, 487 F.2d
1393 (2d Cir. 1973).


121. Indianapolis Colts, Inc. v. Metropolitan Baltimore Football Club Ltd. Partnership, No. 94-
727-C, 1994 U.S. Dist. LEXI S 19277, at * 10--11 (S.D. Ind. June 27, 1994), aft’d, 34 F.3d 410 (7th Cir.
1994). In Indianapolis Colts, the district court described a survey conducted by the plaintiff’s expert in
which half of the interviewees were shown a shirt with the name "Baltimore CFL Colts" on it and half
were shown a shirt on which the word "Horses" had been substituted for the word "Colts." ld. The
court noted that the comparison of reactions to the horse and colt versions of the shirt made it possible
"to determine the impact from the use of the word ’Colts."" ld. at "11. See also Quality Inns Int’l, Inc.
v. McDonald’s Corp., 695 F. Supp. 198, 218 (D. Md. 1988) (survey revealed confusion between
McDonald’s and McS]eep, but control survey revealed no confusion between McDonald’s and McTavish).


122. The relatively infrequent mention of control groups in surveys discussed in federal cases is not
confined to Lanham Act litigation. ALEXIS search using ~urvey and controlgroup revealed thirty district
court cases in the six years from 1994 in which control group was used to refer to a methodological
feature: the fourteen Lanham Act cases cited supra note 118; nine that referred to medical, physiologi-
cal, or pharmacological experiments; and seven others.
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the survey asks all respondents one or more control questions along with the


question about the product or service. In a trademark dispute, for example, a
survey-indicated that 7.2% of respondents believed that "The Mart" and "K-
Mart" were owned by the same individuals. The court found no likelihood of


confusion based on survey evidence that 5.7% of the respondents also thought
that "The Mart" and "Kdng’s Department Store" were owned by the same
source.12~


Similarly, a standard technique used to evaluate whether a brand name is


generic is to present survey respondents with a series of product or service names
and ask them to indicate in each instance whether they believe the name is a
brand name or a common name. By showing that 68% of respondents consid-
ered Teflon a brand name (a proportion similar to the 75% of respondents who


recognized the acknowledged trademark Jell-O as a brand name, and malkedly
different from the 1 3% who thought aspirin was a brand name), the makers of
Teflon retained their trademark224


Every measure of opinion or belief in a survey reflects some degree of error.
Control groups and control questions are the most reliable means for assessing


response levels against the baseline level of error associated with a particular
question.


G.What Limitations Are Associated with the Mode of Data
Collection Used in the Survey?


Three primary methods are used to collect survey data: (1) in-person interviews,
(2) telephone surveys, and (3) mail surveys)is The choice of a data collection
method for a survey should be justified by its strengths and weaknesses.


1. In-person interviews
Although costly, in-person interviews generally are the preferred method of
data collection, especially when visual materials must be shown to the respon-
dent under controlled conditions)26 When the questions are complex and the
interviewers are skilled, in-person interviewing provides the maximum oppor-


123. S.S. Kresge Co. v. United Factory Outlet, Inc., 598 F.2d 694, 697 (1st Cir. 1979). Note that
the aggregate percentages reported here do not reveal how many of the same respondents were con-
fused by both names, an issue that may be relevant in some situations. See Joseph L. Gastwirth, Reference
Guide on Survey Research, 36 Jurimetrics J. 181, 187-88 (1996) (review essay).


124. E.I. DuPont de Nemours & Co. v. Yoshida Int’l, Inc., 393 F. Supp. 502, 526-27 & n.54
(E.D.N.Y. 1975).


125. Methods also may be combined, as when the telephone is used to "screen" for eligible respon-
dents, who then are invited to participate in an in-person interview.


126. A mail survey also can include limited visual materials but cannot exercise control over when
and how the respondent views them.
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.tunity to clarify or probe. Unlike a mail survey, both in-person and telephone
interviews have the capability to implement complex skip sequences (in which
the respondent’s answer determines which question will be asked next) and the
power to control the order in which the respondent answers the questions. As
described in section V.A, appropriate interviewer training is necessary if these
potential benefits are to be realized. Objections to the use of in-person inter-
views arise primarily from their high cost or, on occasion, from evidence of
inept or biased interviewers.


2. Telephone surveys


Telephone surveys offer a comparatively fast and low-cost alternative to in-
person surveys and are particularly useful when the population is large and geo-
graphically dispersed. Telephone interviews (unless supplemented with mailed
materials) can be used only when it is unnecessary to show the respondent any
visual materials. Thus, an attorney may present the results of a telephone survey
of jury-eligible citizens in a motion for a change of venue in order to provide
evidence that community prejudice raises a reasonable suspicion of potential
jury bias.!27 Similarly, potential confusion between a restaurant called McBagel’s
and the McDonald’s fast-food chain was established in a telephone survey. Over
objections l;rorn defendant McBagel’s that the survey did not show respondents
the defendant’s print advertisements, the court found likelihood of confusion
based on the survey, noting that "by soliciting audio responses [, the telephone
survey] was closely related to the radio advertising involved in the case.’’~28 In
contrast, when words are not sufficient because, for example, the survey is as-
sessing reactions to the trade dress or packaging of a product that is alleged to
promote confusion, a telephone survey alone does not offer a suitable vehicle
for questioning respondents.:29


In evaluating the sampling used in a telephone survey, the trier of fact should
consider


¯ (when prospective respondents are not business personnel) whether some
form of random-digit dialing~3° was used instead of or to supplement tele-


127. United States v. Partin, 320 F. Supp. 275,279-80 (E.D. La. 1970). For a discussion of surveys
used in motions for change of venue, see Neal Miller, Foas, Expert Faas, and Statistics: Descriptive and
Experimental Research Methods in La’tigation, Part 1I, 40 R.utgers L. lLev. 467, 470--74 (1988); National
Jury Project, Jurywork: Systematic Techniques (Elissa Krauss & Beth Bonora eds., 2d ed. 1983).


128. McDonald’s Corp. v. McBaget’s, Inc., 649 F. Supp. 1268, 1278 (S.D.N.Y. 1986).
129. Thompson Med. Co. v. Pfizer Inc., 753 F.2d 208 (2d Cir. 1985); Incorporated Pub!’g Corp.


v. Manhattan Magazine, Inc., 616 F. Supp. 370 (S.D.N.Y. 1985), afl’d without op., 788 F.2d 3 (2d Cir.
~986).


~30. FLandom digit dialing provides coverage of households with both listed and unlisted tele-
phone numbers by generating numbers at random from the frame of all possible telephone numbers.
James M. Lepkowski, Telephone Sampling Methods in the United States, in Telephone Survey Methodol-
ogy 81-91 (Ikobert M. Groves et al. eds., 1988).
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phone numbers obtained from telephone directories, because up to 65% of
all residential telephone numbers in some areas may be unlisted;TM


¯ whether the sampling procedures required the.interviewer to sample within
the household or business, instead of allowing the interviewer to administer
the survey to any qualified individual who answered the telephone;~32 and


¯ whether interviewers were required to call back at several different times of
the day and on different days to increase the likelihood of contacting indi-
viduals or businesses with different schedules.


Telephone surveys that do not include these procedures may, like other
nonprobability sampling approaches, be adequate for providing rough approxi-
mations. The vulnerability of the survey depends on the information being gath-
ered. More elaborate procedures for achieving a representative sample of re-
spondents are advisable if the survey instrument requests information that is
likely to differ for individuals with listed telephone numbers and individuals
with unlisted telephone numbers, or individuals rarely at home and those usu-
ally at home.


The report submitted by a survey expert who conducts a telephone survey
should specify


1. the p_rocedures ~hat were used to identify potential respondents;
2. the number of telephone numbers for which no contact was made; and
3. the number of contacted potential respondents who refused to participate


in the survey.
Computer-assisted telephone interviewing, or CATI, is increasingly used in


the administration and data entry of large-scale surveys,m A computer protocol
may be used to generate telephone numbers and dial them as well as to guide
the interviewer. The interviewer conducting a computer-assisted interview (CAI),
whether by telephone or in a face-to-face setting, follows the script for the
interview generated by the computer program and types in the respondent’s
answers as the interview proceeds. A primary advantage of CATI and other CAI
procedures is that skip patterns can be built into the program so that, for ex-
ample, if the respondent is asked whether she has ever been the victim of a
burglary and she says yes, the computer will generate further questions about


131. In 1992, the percentage of households with unlisted numbers reached 65% in Las Vegas and
62% in Los Angeles. Survey Sampling, Inc., The Frame 2 (March 1993). Studies comparing listed and
unlisted household characteristics show some important differences. Lepkowski, supra note 130, at 76.


132. This is a consideration only if the survey is sampling individuals. If the survey is seeking
information on the household, more than one individual may be able to answer questions on behalf of
the household.


133. William L. Nicholls II & R.M. Groves, The Status of Computer-Assistecl Telephone Interviewing,
2J. Ofl3cial Stat. 93 (I 986); Mary A. Spaeth, CA TI Fadlities at Academic Research Organizations, 21 Surv.
Res. tl (1990); William E. Saris, Computer-Assisted Interviewing (1991).
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the burglary, but if she says no, the program will automatically skip the follow-
up burglary questions. Interviewer errors in following the skip patterns are there-
fore avoided, making CAI procedures particularly valuable when the survey
involves complex branching and skip patterns.TM CAI procedures can also be
used to control for order effects by having the program rotate the order in
which questions or choices are presented.13S CAI procedures, however, require
additional planning to take advantage of the potential for improvements in data
quality. When a CAI protocol is used in a survey presented in litigation, the
party offering the survey should supply for inspection the computer program
that was used to generate the interviews. Moreover, CA] procedures do not
eliminate the need for close monitoring of interviews to ensure that interview-
ers are accurately reading the questions in the interview protocol and accurately
entering the answers that the respondent is giving to those questions.


3. Mail surveys
In general, mail surveys tend to be substantially less costly than both in-person
and telephone surveys)36 Although response rates for mail surveys are often low,
researchers have obtained 70% response rates in some general public surveys and
response rates of over 90% with certain specialized populations,t37 Procedures
that encourhge high response rates include multiple mailings, highly personal-
ized communications, prepaid return envelopes and incentives or gratuities, as-
surances of confidentiality, and first-class outgoing postage)38


A mail survey will not produce a high rate of return unless it begins with an
accurate and up-to-date list of names and addresses for the target population.
Even if the sampling frame is adequate, the sample may be unrepresentative if
some individuals are more likely to respond than others. For example, ira sur-
vey targets a population that includes individuals with literacy problems, these
individuals will tend to be underrepresented. Open-ended questions are gener-
ally of limited value on a mail survey because they depend entirely on the re-
spondent to answer fully and do not provide the opportunity to probe or clarify


134. Saris, supra note 133, at20, 27.
I35. See, e.g., Intel Corp. v. Advanced Micro Devices, Inc., 756 F. Supp. 1292, 1296-97 (N.D.


Cal. 1991) (survey designed to test whether the term 386 as applied to a microprocessor was genetic
used a CAT1 protocol that tested reactions to five terms presented in rotated order).


136. Don A. Dillman, Mail and Other Self-Administered Questionnaires, in Handbook of Survey Re-
search, supra note l, at 359, 373.


137. ld. at 360.
] 38. See, e.g., Richard J. Fox et al., Mail Survey Response Rate: A Meta-Analysis of Selected Techniques


for Inducing Response, 52 Pub. Opinion Q. 467, 482 (1988); Eleanor Singer et al., Confidentiality Assur-
ances and Response: A Quantitative Review of the Experimental Literature, 59 Pub. Opinion Q. 66, 71
(1995); Kenneth D. Hopkins & Arlen R. Gullickson, Response Rates in Survey Research: A Meta-Analysis
of the Effects of Monetary Gratuities, 61 J. E~°perimenta] Educ. 52, 5~-57, 59 (1992).
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unclear answers. Similarly, if eligibility to answer some questions depends on
the respondent’s answers to previous questions, such skip sequences may be
dit~icult for some respondents to follow. Finally, because respondents complete
mail surveys without supervision, survey personnel are unable to prevent re-
spondents from discussing the questions and answers with others before com-
pleting the survey and to control the order in which respondents answer the
questions. If it is crucial to have respondents answer questions in a particular
order, a mail survey cannot be depended on to provide adequate data)39


4. Internet surveys


A more recent innovation in survey technology is the Internet survey in which
potential respondents are contacted and their responses are collected over the
Internet. Intemet surveys can substantially reduce the cost of reaching potential
respondents and offer some of the advantages of in-person interviews by allow-
ing the computer to show the respondent pictures or lists of response choices in
the course of asking the respondent questions. The key limitation is that the
respondents accessible over the Intemet must fairly represent the relevant popu-
lation whose responses the survey was designed to measure. Thus, a litigant
presenting the results of a web-based survey should be prepared to provide
evidence or; the potential bias in sampling that the web-based survey is likely to
introduce. If the target population consists of computer users, the bias may be
minimal. If the target population consists of owners of television sets, significant
bias is likely.


V. Surveys Involving Interviewers


A. Were the Interviewers Appropriately Selected and Trained?
A properly defined population or universe, a representative sample, and clear
and precise questions can be depended on to produce trustworthy survey results
only if "sound interview procedures were followed by competent interview-
ers.’’14° Properly trained interviewers receive detailed written instructions on
everything they are to say to respondents, any stimulus materials they are to use
in the survey, and how they are to complete the interview form. These instruc-
tions should be made available to the opposing party and to the trier of fact.
Thus, interviewers should be told, and the interview form on which answers are
recorded should indicate, which responses, if any, are to be read to the respon-
dent. Interviewers also should be instructed to record verbatim the respondent’s


139. Dillman, supra note 136, at 368-70.
140. Toys "t~." Us, Inc. v. Canarsie Kiddie Shop, Inc., 559 F. Supp. 1189, 1205 (E.D.N.Y. 1983).
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answers, to indicate explicitly whenever they repeat a question to the respon-
dent, and to record any statements they make to or supplementary questions
they ask the respondent.


Interviewers require training to ensure that they are able to follow directions
in administering the survey questions. Some training in general interviewing
techniques is required for most interviews (e.g., practice in pausing to give the
respondent enough time to answer and practice in resisting invitations to ex-
press the interviewer’s beliefs or opinions). Although procedures vary, one trea-
tise recommends at least five hours of training in general interviewing skills and
techniques for new interviewers.TM


The more complicated the survey instrument is, the more training and expe-
rience the interviewers require. Thus, if the interview includes a skip pattern
(where, e.g., Questions 4-6 are asked only if the respondent says yes to Ques-
tion 3, and Questions 8-10 are asked only if the respondent says no to Question
3), interviewers must be trained to follow the pattern. Similarly, if the questions
require specific probes to clarify ambiguous responses, interviewers must re-
ceive instruction on when to use the probes and what to say. In some surveys,
the interviewer is responsible for last-stage sampling (i.e., selecting the particular
respondents_to be interviewed), and training is especially crucial to avoid inter-
viewer bias in selecting respondents who are easiest to approach or easiest to
find.


Training and instruction of interviewers should include directions on the
circumstances under which interviews are to take place (e.g., question only one
respondent at a time out of the hearing of any other respondent). The trustwor-
thiness of a survey is questionable if there is evidence that some interviews were
conducted in a setting in which respondents were likely to have been distracted
or in which others were present and could overhear. Such evidence of careless
administration of the survey was one ground used by a court to reject as inad-
missible a survey that purported to demonstrate consumer confusion.’42


Some compromises may be accepted when surveys must be conducted swifdy.
In trademark and deceptive advertising cases, the plaintiffs usual request is for a
preliminary injunction, because a delay means irreparable harm. Nonetheless,
careful instruction and training of interviewers who administer the survey and
complete disclosure of the methods used for instruction and training are crucial
elements that, if compromised, seriously undermine the trustworthiness of any
survey.


141. Eve Weinberg, Da,a Collection: Planning and Management, in Handbook of Survey Research,
supra note 1, at 329, 332.


142. Toys "R" Us, 559 F. Supp. at !204 (some interviews apparently were conducted in a bowling
alley; some interviewees waiting to be interviewed overheard the substance of the interview while they
were waiting).
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B. What Did the Interviewers Know About the Survey and Its
Sponsorship?


One way to protect the objectivity of survey administration is to avoid telling
interviewers who is sponsoring the survey. Interviewers who know the identity
of the survey’s sponsor may affect results inadvertently by communicating to
respondents their expectations or what they believe are the preferred responses
of the survey’s sponsor. To ensure objectivity in the administration of the sur-
vey, it is standard interview practice to conduct double-blind research when-
ever possible: both the interviewer and the respondent are blind to the sponsor
of the survey and its purpose. Thus, the survey instrument should provide no
explicit clues (e.g., a sponsor’s letterhead appearing on the survey) and no im-
plicit clues (e.g., reversing the usual order of the yes and no response boxes on
the interviewer’s form next to a crucial question, thereby potentially increasing
the likelihood that no will be checked~43) about the sponsorship of the survey or
the expected responses.


Nonetheless, in some surveys (e.g., some government surveys), disclosure of
the survey’s sponsor to respondents (and thus to interviewers) is required. Such
surveys call for an evaluation of the likely biases introduced by interviewer or
respondent awareness of the survey’s sponsorship. In evaluating the consequences
of sponsorship awareness, it is important to consider (1) whether the sponsor has
views and expectations that are apparent and (2) whether awareness is confined
to the interviewers or involves the respondents. For example, ira survey con-
ceming attitudes toward gun control is sponsored by the National P,.ifle Asso-
ciation, it is clear that responses opposing gun control are likely to be preferred.
In contrast, if the survey on gun control attitudes is sponsored by the Depart-
ment of Justice, the identity of the sponsor may not suggest the kind of re-
sponses the sponsor expects or would find acceptable)44 When interviewers are
well trained, their awareness of sponsorship may be a less serious threat than
respondents’ awareness. The empirical evidence for the effects of interviewers’
prior expectations on respondents’ answers generally reveals modest effects when
the interviewers are well trained.14s


143. Centaur Communications, Ltd. v. A/S/M Communications, Inc., 652 F. Supp. 1105, 1111
n.3 (S.D.N.Y.) (poinfng out that reversing the usual order of response choices, yes or no, to no or yes
may confuse interviewers as well as introduce bias), aft’d, 830 F.2d 1217 (2d Cir. 1987).


144. See, e.g., Stanley Presser et a]., Survey Sponsorship, Response Rates, and Response Effects, 73 Soc.
Sci. Q. 699, 701 (1992) (different responses to a university-sponsored telephone survey and a newspa-
per-sponsored survey for questions concerning attitudes toward the mayoral primary, an issue on which
the newspaper had taken a position).


145. See, e.g., Seymour Sudman et al., Modest Expectations: The Effects of lnterviewers’ Prior Expecta-
tions on Responses, 6 Soc. Methods & tLes. 171,181 (1977).
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C.What Procedures Were Used to Ensure and Determine That the
Survey Was ¢Idministered to Minimize Error and Bias?


Three methods are used to ensure that the survey instrument was implemented
in an unbiased fashion and according to instructions. The first, monitoring the
interviews as they occur, is done most easily when telephone surveys are used. A
supervisor listens to a sample of interviews for each interviewer. Field settings
make monitoring more difficult, but evidence that monitoring has occurred
provides an additional indication that the survey has been reliably implemented.


Second, validation of interviews occurs when respondents in a sample are
recontacted to ask whether the initial interviews took place and to determine
whether the respondents were qualified to participate in the survey. The stan-
dard procedure for validation of in-person interviews is to telephone a random
sample of about 10% to 15% of the respondents)46 Some attempts to reach the
respondent will be unsuccessful, and occasionally a respondent will deny that
the interview took place even though it did. Because the information checked is
limited to whether the interview took place and whether the respondent was
qualified, this validation procedure does not determine whether the initial in-
terview as a whole was conducted properly. Nonetheless, this standard valida-
tion technique warns interviewers that their work is being checked and can
detect gross failures in the administration of the survey.


A third way to verify that the interviews were conducted properly is to com-
pare the work done by each individual interviewer. By reviewing the inter-
views and individual responses recorded by each interviewer, researchers can
identify any response patterns or inconsistencies for further investigation.


When a survey is conducted at the request of a party for litigation rather than
in the normal course of business, a heightened standard for validation checks
may be appropriate. Thus, independent validation of at least 50% of interviews
by a third party rather than by the field service that conducted the interviews
increases the trustworthiness of the survey results.~47


146. See, e.g., National Football League Properties, Inc. v. New Jersey Giants, Inc., 637 F. Supp.
507, 515 (D.N.J. 1986); Davis v. Southern Bell Tel. & Te!. Co., No. 89-2839, 1994 U.S. Dist. LEXIS
13257, at "16 (S.D. Fla. Feb. 1, 1994).


147. In Rust Environment &Infiastruaure, Inc. v. Teunissen, 131 F.3d 1210, 1218 (7th Cir. 1997), the
court criticized a survey in part because it "did not comport w~th accepted practice for independent
validation of the results."
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VI. Data Entry and Grouping of I esponses
A. What Was Done to Ensure That the Data Were Recorded


Accurately?
Analyzing the results of a survey requires that the data obtained on each sampled
element be recorded, edited, and often coded before the results can be tabulated
and processed. Procedures for data entry should include checks for complete-
ness, checks for reliability and accuracy, and rules for resolving inconsistencies.
Accurate data entry is maximized when responses are verified by duplicate entry
and comparison, and when data entry personnel are unaware of the purposes of
the survey.


B. What Was Done to Ensure That the Grouped Data Were
Classified Consistently and Accurately?


Coding of answers to open-ended questions requires a detailed set of instruc-
tions so that decision standards are clear and responses can be scored consistently
and accurately. Two trained coders should independently score the same re-
sponses to check for the level of consistency in classifying responses. When the
criteria used to categorize verbatim responses are controversial or allegedly in-
appropriate, those criteria should be sufl3ciently clear to reveal the source of
disagreements. In all cases, the verbatim responses should be available so that
they can be recoded using alternative criteria.148


148. See, e.g., Coca-Cola Co. v. Tropicana Prods., Inc., 538 F. Supp. 1091, 1094-96 (S.D.N.Y.)
(plaintiff’s expert stated that respondents’ answers to the several open-ended questions revealed that
43% of respondents thought Tropicana was portrayed as fresh squeezed; the court’s own tabulation
found no more than 15% believed this was true), rev’d on other grounds, 690 F.2d 312 (2d Cir. 1982). See
also McNeilab, lnc. v. American Home Prods. Corp., 501 F. Supp. 517 (S.D.N.Y. 1980); Rock v.
Zimmerman, 959 F.2d !237, 1253 n.9 (3d Cir. 1992) (court found that responses on a change of venue
survey incorrectly categorized respondents who believed the defendant was insane as believing he was
guilty); Revlon Consumer Prods. Corp. v. Jennifer Leather Broadway, Inc., 858 F. Supp. 1268, 1276
(S.D.N.5’. 1994) (inconsistent scoring and subjective coding led court to find survey so unreliable that
it was entided to no weight), aft’d, 57 F.3d 1062 (2d Cir. 1995).
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VII. Disclosure and 1Keporting
A. When Was Information About the Survey Methodology and


Results Disclosed?
Objections to the definition of the relevant population, the method of selecting
the sample, and the wording of questions generally are raised for the first time
when the results of the survey are presented. By that time it is too late to correct
methodological deficiencies that could have been addressed in the planning stages
of the survey. The plaintiff in a trademark case149 submitted a set of proposed
survey questions to the trial judge, who ruled that the survey results would be
admissible at trial while reserving the question of the weight the evidence would
be given)s° The court of appeals called this approach a commendable procedure
and suggested that it would have been even more desirable if the parties had
"attempt[ed] in good faith to agree upon the questions to be in such a sur-
vey."151


The Manual for Complex Litigation, Second, recommended that parties be re-
quired, "before conducting any poll, to provide other parties with an outline of
the proposed form and methodology, including the particular questions that
will be asked, the introductory statements or instructions that will be given, and


other controls to be used in the interrogation process." ~s2 The parties then were
encouraged to attempt to resolve any methodological disagreements before the
survey was conducted)s3 Although this passage in the second edition of the
manual has been cited with apparent approval]s4 the prior agreement the manual
recommends has occurred rarely and the Manual for Complex Litigation, Third,
recommends, but does not advocate requiring, prior disclosure and discussion of
survey plans2s5


Rule 26 of the Federal Rules of Civil Procedure requires extensive disclosure
of the basis of opinions offered by testifying experts. However, these provisions
may not produce disclosure of all survey materials, because parties are not obli-


149. Union Carbide Corp. v. Ever-Ready, Inc., 392 F. Supp. 280 (N.D. IlL 1975), rev’d, 531 F.2d
366 (7th Cir.), cert. denied, 429 U.S. 830 (1976).


150. Before trial, the presiding judge was appointed to the court of appeals, so the case was tried by
another district court judge.


151. Union Carbide, 531 F.2d at 386. More recendy, the Seventh Circuit recommended the filing
of a motion in limine, asking the district court to determine the admissibility of a survey based on an
examination of the survey questions and the results of a preliminary survey before the party undertakes
the expense of conducting the actual survey. Piper Aircraft Corp. v. Wag-Aero, Inc., 74I F.2d 925,929
(7th Cir. 1984).


152. MCL 2d, supra note t5, ~ 21.484.
153. ld.
154. E.g., National Football League Properties, Inc. v. New Jersey Giants, Inc., 637 F. Supp. 507,


514 n.3 (D.N.J. 1986).
155. MCL 3d, supra note 15, ~ 21.493.
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gated to disclose information about nontestifying experts. Parties considering
whether to commission or use a survey for litigation are not obligated to present
a survey that produces unfavorable results. Prior disclosure of a proposed survey
instrument places the pxrty that ultimately would prefer not to present the sur-
vey in the position of presenting damaging results or leaving the impression that
the results are not being presented because they were unfavorable. Anticipating
such a situation, parties do not decide whether an expert will testify until after
the results of the survey are available.


Nonetheless, courts are in a position to encourage early disclosure and dis-
cussion even if they do not lead to agreement between the parties. In McNeilab,
Inc. v. American Home Products Corp.,~56 Judge William C. Conner encouraged
the parties to submit their survey plans for court approval to ensure their evi-
dentiary value; the plaintiff did so and altered its research plan based on Judge
Conner’s recommendations. Parties can anticipate that changes consistent with
a judicial suggestion are likely to increase the weight given to, or at least the
prospects of admissibility of, the survey.~57


B. Does the Survey Report Include Complete and Detailed
Information on All Relevant Characteristics?


The completeness of the survey report is one indicator of the trustworthiness of
the survey and the professionalism of the expert who is presenting the results of
the survey. A survey report generally should provide ir~ detail


1. the purpose of the survey;
2. a definition of the target population and a description of the population


that was actually sampled;
3. a description of the sample design, including the method of selecting re-


spondents, the method of interview, the number of callbacks, respondent
eligibility or screening criteria, and other pertinent information;


4. a description of the results of sample implementation, including (a) the
number of potential respondents contacted, (b) the number not reached,
(c) the number of refusals, (d) the number of incomplete interviews or
terminations, (e) the number ofnoneligibles, and (t) the number of com-
pleted interviews;


5. the exact wording of the questions used, including a copy of each version
of the actual questionnaire, interviewer instructions, and visual exhibits;


6. a description of any special scoring (e.g., grouping of verbatim responses
into broader categories);


156. 848 F.2d 34, 36 (2d Cir. 1988) (discussing with approval the actions of the district court).
157. Larry C. Jones, Developing and Using Survey Evidence in Trademark Litigation, 19 Memphis St. U.


L. Rev. 471,481 (1989).
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7. estimates of the sampling error, where appropriate (i.e., in probability
samples);


8. statistical tables clearly labeled and identified as to source of data, includ-
ing the number of raw cases forming the base for each table, row, or
column; and


9. copies of interviewer instructions, validation results, and code books.158


A description of the procedures and results of pilot testing is not included on
this list. Survey professionals generally do not describe pilot testing in their re-
ports. The Federal Rules of Civil Procedure, however, may require that a testi-
fying expert disclose pilot work that serves as a basis for the expert’s opinion.
The situation is more complicated when a nontestifying expert conducts the
pilot work and the testifying expert learns about the pilot testing only indirectly
through the attorney’s advice about the relevant issues in the case. Some com-
mentators suggest that attorneys are obligated to disclose such pilot work)59


C.In Surveys of Individuals, l, Vhat Measures Were Taken to
Protect the Identities of Individual Respondents?


The respondents questioned in a survey generally do not testify in legal pro-
ceedings and are unavailable for cross-examination. Indeed, one of the advan-
tages of a survey is that it avoids a repetitious and unrepresentative parade of
witnesses. To verify that interviews occurred with qualified respondents, stan-
dard survey practice includes validation procedures]6° the results efwhich should
be included in the survey report.


Conflicts may arise when an opposing party asks for survey respondents’ names
and addresses in order to reinterview some respondents. The party introducing
the survey or the survey organization that conducted the research generally
resists supplying such inforrnation?6~ Professional surveyors as a rule guarantee


158. These criteria were adapted from the Council of Am. Survey P, es. Orgs., supra note 41, § 11I.
B. Failure to supply this information substantially impairs a court’s ability to evaluate a survey. In re
Prudential Ins. Co. of Am. Sales Practices Litig., 962 F. Supp. 450, 532 (D.N.J. 1997) (citing the first
edition of this manual). Butsee Florida Barv. Went for It, Inc., 515 U.S. 618, 626--28 (1995), in which a
majority of the Supreme Court relied on a summary of results prepared by the Florida Bar t~om a
consumer survey purporting to show consumer objections to attorney solicitation by mail. In a strong
dissent, justice Kennedy, joined by three of his colleagues, found the survey inadequate based on the
document available to the court, pointing out that the summary included "’no actual surveys, few
indications of sample size or selection procedures, no explanations of methodology, and no discussion
of excluded results.., no description of the statistical universe or scientific framework that permits any
productive use of the information the so-called Summary of Record contains." ld. at 640.


159. Yvonne C. Schroeder, Pretesting Survey Questions, 11 Am. J. Trial Advoc. 195, ! 97-201 (I 987).
160. See supra ~ V.C.
161. See, e.g., A]po Petfoods, Inc. v. P, alston Purina Co., 720 F. Supp. 194 (D.D.C. 1989), afl’d in


pan & vacated in part, 913 F.2d 958 (D.C. Cir. 1990).
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confidentiality in an effort to increase participation rates and to encourage can-
did responses. Because failure to extend confidentiality may bias both the will-
ingness of potential respor~dents to participate in a survey and their responses,
the professional standards for survey researchers generally prohibit disclosure of
respondents’ identities. "The use of survey results in a legal proceeding does not
relieve the Survey t~esearch Organization of its ethical obligation to maintain in
confidence all Respondent-identifiable information or lessen the importance of
Respondent anonymity.’’~62 Although no surveyor-respondent privilege cur-
rently is recognized, the need for surveys and the availability of other means to
examine and ensure their trustworthiness argue for deference to legitimate claims
for confidentiality in order to avoid seriously compromising the ability .of sur-
veys to produce accurate information.163


Copies of all questionnaires should be made available upon request so that the
opposing party has an opportunity to evaluate the raw data. All identifying in-
formation, such as the respondent’s name, address, and telephone number, should
be removed to ensure respondent confidentiality.


162. Council of Am. Survey Res. Orgs., supra note 41, ~ l.A.3.f. Similar provisions are contained
in the By-Laws of the American Association for Public Opinion Research.


163. Litton Indus., ]nc., No. 9123, 1979 FTC LEXIS 311, at "13 & n.12 (June 19, 1979) (Order
Concerning the Identification of Individual Survey-Respondents with Their Questionnaires) (citing
Frederick H. Boness &John F. Cordes, Note, The Researcher-SubjectRelationship: The Need for Protection
and a Model Statute, 62 Geo. L.J. 243, 253 (1973)). See also Lampshire v. Procter & Gamble Co., 94
F.R.D. 58, 60 (N.D. Ga. 1982) (defendant denied access to personal identifying information about
women involved in studies by the Centers for Disease Control based on Fed. R. Civ. P. 26(c) giving
court the authority to enter "any order which justice requires to protect a party or persons from annoy-
ance, embarrassment, oppression, or undue burden or expense.") (citation omitted).
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Glossary of Terms
The following terms and definitions were adapted from a variety of sources,
including Handbook of_Survey 1kesearch (Peter H. 1kossi et al. eds., 1983); 1
Environmental Protection Agency, Survey Management Handbook (1983); Mea-
surement Errors in Surveys (Paul P. Biemer et al. eds., 1991); William E. Saris,
Computer-Assisted Interviewing (1991); Seymour Sudman, Applied Sampling
(1976).


branching. A questionnaire structure that uses the answers to earlier questions
to determine which set of additional questions should be asked (e.g., citizens
who report having served as ‘jurors on a criminal case are asked different
questions about their experiences than citizens who report having served as
.jurors on a civil case).


CAI (computer-assisted interviewing). A method of conducting interviews
in which an interviewer asks questions and records the respondent’s answer
by following a computer-generated protocol.


CATI (computer-assisted telephone interviewing). A method of con-
ducting telephone interviews in which an interviewer asks questions and
records the respondent’s answer by following a computer-generated proto-
col.


closed-ended question. A question that provides the respondent with a list of
choices and asks the respondent to choose from among them.


cluster sampling. A sampling technique allowing for the selection of sample
elements in groups or clusters, rather than on an individual basis; it may
significantly reduce field costs and may increase sampling error if elements in
the same duster are more similar to one another than are elements in differ-
ent clusters.


confidence interval. An indication of the probable range of error associated
with a sample value obtained from a probability sample. Also, margin of
error.


convenience sample. A sample of elements selected because they were readily
available.


double-blind research. Research in which the respondent and the interviewer
are not given information that will alert them to the anticipated or preferred
pattern of response.


error score. The degree of measurement error in an observed score (see true
score).


full-filter question. A question asked of respondents to screen out those who
do not have an opinion on the issue under investigation before asking them
the question proper.
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mall intercept survey. A survey conducted in a mall or shopping center in
which potential respondents are approached by a recruiter (intercepted) and
invited to participate in the survey.


multistage sampling-design. A sampling design in which sampling takes
place in several stages, beginning with large~r units (e.g., cities) and then pro-
ceeding with smaller units (e.g., households or individuals within these units).


nonprobability sample. Any sample that does not qualify as a probability
sample.


open-ended question. A question that requires the respondent to formulate
his or her own response.


order effect. A tendency of respondents to choose an item based in part on the
order in which it appears in the question, questionnaire, or interview (see
primacy effect and recency effect); also referred to as a context effect because
the context of the question influences the way the respondent perceives and
answers it.


parameter. A summary measure of a characteristic of a population (e.g., aver-
age age, proportion of households in an area owning a computer). Statistics
are estimates of parameters.


pilot test. A small field test replicating the field procedures planned for the full-
scale survey; although the terms pilot test and pretest are sometimes used inter-
changeably, a pretest tests the questionnaire, whereas a pilot test generallyo
tests proposed collection procedures as well.


population. The totality of elements (objects, individuals, or other social units)
that have some common property of interest; the target population is the
collection of elements that the researcher would like to study; the survey
population is the population that is actually sampled and for which data may
be obtained. Also, universe.


population value, population parameter. The actual value of some charac-
teristic in the population (e.g., the average age); the population value is esti-
mated by taking a random sample from the population and computing the
corresponding sample value.


pretest. A small preliminary test of a survey questionnaire. See pilot test.


primacy effect. A tendency of respondents to choose early items from a list of
choices; the opposite of a recency effect.


probability sample. A type of sample selected so that every element in the
population has a known nonzero probability of being included in the sample;
a simple random sample is a probability sample.


probe. A follow-up question that an interviewer asks to obtain a more com-
plete answer from a respondent (e.g., "Anything else? ....What kind of medi-
cal problem do you mean?").
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quasi-filter question. A qfiestion that offers a "don’t know" or "no opinion"
option to respondents as part of a set of response alternatives; used to screen
out respondents who may not have an opinion on the issue under investiga-
tion.


random sample. See simple random sample.


recency effect. A tendency of respondents to choose later items from a list of
_choices; the opposite of a primacy effect.


sample. A subset of a population or universe selected so as to yield information
about the population as a whole.


sampling error. The estimated size of the difference between the result ob-
tained from a sample study and the result that would be obtained by attempt-
ing a complete study of all units in the sampling frame from which the sample
was selected in the same manner and with the same care.


sampling frame. The source or sources from which the objects, individuals,
or other social units in a sample are drawn.


secondary meaning. A descriptive term that becomes protectable as a trade-
mark if it signifies to the purchasing public that the product comes from a
single producer or source.


simple random sample. The most basic type of probability sample; each unit
in the population has an equal probability of being in the sample, and all
possible samples of a given size are equally likely to be selected.


skip pattern, skip sequence. A sequence of questions in which some should
not be asked (should be skipped) based on the respondent’s answer to a pre-
vious question (e.g., if the respondent indicates that he does not own a car, he
should not be asked what brand of car he owns).


stratified sampling. A sampling technique that permits the researcher to sub:-
divide the population into mutually exclusive and exhaustive subpopulations,
or strata; within these strata, separate samples are selected; results can be com-
bined to form overall population estimates or used to report separate within-
stratum estimates.


survey population. See population.


systematic sampling. A sampling technique that consists of a random starting
point and the selection of every nth member of the population; it generally
produces the same results as simple random sampling.


target population. See population.


trade dress. A distinctive and nonfunctional design of a package or product
protected under state unfair competition law and the federal Lanham Act
~43(a), 15 U.S.C. ~1125(a) (1946) (amended 1992).
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true score. The underlying true value, which is unobservable because there is
always some error in measurement; the observed score = true score + error
score.


universe. See popu]ation.


References on Survey Research
William Go Cochran, Sampling Techniques (3d ed. 1977).


Jean M. Converse & Stanley Presser, Survey Questions: Handcrafting the Stan-
dardized Questionnaire (1986).


Thomas D. Cook & Donald T. Campbell, Quasi-Experimentafon: Design and
Analysis Issues for Field Settings (1979).


Shari S. Diamond, Methods for the Empirical Study of Law, in Law and the Social
Sciences (Leon Lipson & Stanton Wheeler eds., 1986).


FloydJ. Fowler, Survey Research Methods (2d ed. 1984).
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A             B
SDAFtS ROYALTIES RECEIVED (as of March 22, 2007)


LicenseelD


C D


Licensee Type
1240 LATE FEES
1240 SDARS
1101 LATE FEES
1101 SDARS


Service (URL)             Parent Name
XM SATELLITE RADIO INC~ XM SATELLITE RADIO INC.
XM SATELLITE RADIO INC. XM SATELLITE RADIO INC.
SIRIUS SATELLITE RADIO SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO SIRIUS SATELLITE RADIO


FINAL


SDARS Ex. ~_~


SE 0203608


SE 02036O8







LATE FEES
SDARS
LATE FEES
SDARS


E F G H I J K L


Station Call Letters Total of Amount <> 1998 1999 2000 2001
$9,625.00


$43,000,000.00
$11,187.50


$38,750,000.00
$81,770,812.50 $0.00 $0.00 $0.00 $0.00 $0.00


SE 0203609







M N 0 P Q R


2002     2003 2004 2005 2006 2007
$9,(~25.00


$1,000,000.00 $3,000,000.00 $14,000,000.00 .$20,000,000.00 $5,000,000~00
$2,250.00 " $8,937.50


$1,000,000.00 $3,000,000.00 $11,000,000.00 $19,000,000.00 $4,750,000.00
$0.00 $2,000,000.00 $6,002,250.00$25,018,562.50-$39,000,000.00 $9,750,000.00


SE 0203610







1
2
3
4
5
6
7
8
8
10
11
12
13
14


- 15
16
17
18


A B
"Pey ID Service (URL)


514 XM SATELLITE RADIO INC.
612 XM SATELL~E RADtO
715 XM SATELLITE R~. DIO


1145 XM SATELLITE RADIO INC.
1337 XM SATELLITE RADIO INC.
1812 XM SATELLITE RADIO INC.
1811 XM SATELLITE RADIO
1891 XM SATELLITE RADIO INC.
2087 ~ SATELLITE RADIO INC.
2160 XM SATELLITE RADIO INC.
2470 XM SATELLrI’E RADIO INC.
2577 <M SATELLI3E RADIO INC.
3088 XM SATELLITE RADIO INC.
3452 XM SATELLITE RADIO INC.
3811 XM SATELLITE RADIO INC.
4883 XM SATELLITE RADIO INC.
5067 XM SATELLITE RADIO INC.


C
I uc~.se~ T1q~
15DAR$
SDAR5
SDARS
SDARS
~DARS
SD~S


SD~S
SD~S


FEES
SD~S
SD~S
SD~S
SD~S
SD~S
SD~S
SD~S


D
Received Date


01-Apr.-03
02-Sep-O3
02.-JarvO4
Ol-Apr-04
01-jal.-04
01-0ct-04
06-Jan-05


03-Jan-06
o3-Apr.os
03-Jul-06


29-Sep06
02-Jan-O7
02-~or-07


E
Amoun!
$500,000.00
$800,000.0O
$750,000.00
$750,0O0.0O
$750,000.0O
$750,0O0.~0


$3,500,000.0O
$3,500,000.00
$3,500,0O0.00


$9,625.0O
$3,500,00O.00
$5,00O,00Oo00
$5,00O,000.0O
$5,000,00O.0O
$5~00O,000.0O


$5,000,00O.00


F
Commbl~ts


Apd103 scheduled payment
Sept 03 scheduled payment
lan 04 scheduled payment


April 04 scheduled Paymerd April 04 scheduled payment
July 04 scheduled Payment
O~t 04 scheduled
Jan 05 scheduled pa~men!
AFt 05 scheduled Paymen!
7/1/05 sheduled payment
LATE FEES - per letter for APR & JULY ~)5 PAYMENTS
Q4 2005
1ST PAYMENT OF 2006 (SDARS)
2ND PAYMENT OF 2006 (SDARS)
3RD PAYMENT OF 2006 (SDARS}
4TH PAYMENT OF 2006 ~SDARS)
1ST PAYMENT OF 2007
2ND PAYMENT OF 2007


SE 0203611







1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
2o
21
22
23
24
25
26
27
28
29
3O
31
32
33
34
35
36
37
38
39
40
41
42


A
SDARS Payments


Pay ID
516
620
718


1158
1362
1499
1797
1923
2086
2467
2387
2578
3089
3451


.3812
4881
5066


B C D E


Service (URL)
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SA’[ELLITE RADIO
SIRIUS SATELLITE RADIO


POSSIBLE
Pay lD


2015
2140
2220
2380
2516
2772
2960
2979
3101
3174
3328


ECHOSTAR Payments
Service (URL)


SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO
SIRIUS SATELLITE RADIO


3466 SIRIUS SATELLITE RADIO
3578 ¯SIRIUS SATELLITE RADIO
3698 SIRIUS SATELLITE RADIO
3808 SIRIUS SATELLITE RADIO
3942 SIRIUS SATELLITE RADIO
4223 SIRIUS SATELLITE RADIO
4651 SIRIUS SATELLITE RADIO
4860 SIRIUS SATELLITE RADIO
5065 SIRIUS SATELLITE RADIO


Licensee Type Received Date -Amount
SDARS 02-Apt-03 $500,000.00
SDARS 23-Sep-03 $503,112.19


¯ SDARS 07-Jan-04 $750,000.00
SDARS 05-Apr-O4 $750,000.00
SDARS 06-Jul-04 $762,804.20
SDARS 04-Oct-04 $767,778.49
SDARS 10-Jan-05 $2,750,000.00
SDARS 07-Apt-05 $2,750,000.00
SDARS 07-J~1-05 $2,750,00.0o00
SDARS 04-Oct-05 $2,750,000.00
LATE FEES 20-Oct-05 $11,187.50
SDARS 03-Jan-06 $4,750,000.00
SDARS 03-Apr-06 $4,750,000.00
SDARS 03-Jul-06 $4,750~000.00
SDARS 29-Sep-06 $4,750,000.00
SDARS 08-Jan:07 $4,750,000.00
SDARS 09-Al~r-07 $4,750,000.00


Licensee Type Received Date
Unknown 20-May-05
Unknown 01-Aug-05
Unknown 02-Sep-05
Unknown 31-Oct-05
Unknown 31-Dem05
Unknown 01-Feb-06
Unknown 01-Mar-06
Unknown 03-Mar-06
Unknown 05-Apr-06
Unknown 03-May-06
Unknown 05-Juri~06
Unknown 03-Jul-06
Unknown 02-Au9-06
Unknown 05-Sep-06
Unknown 02-Oct-06
Unknown 03-Nov-06
Unknown 02-Jan-07
Unknown 14-Feb-07
Unknown 0g-Mar-07
Unknown 30-Mar-07


Amount
$813,407.08
$77,888.98
$78,184.91


$146,487.54
$78,800.37
$79,093.53


$110,464.55
$13,154.01
$13,286.29
$13,421.93
$13,568.25
$13 693.16
$13817.87
$13 915.24
$13 998.62
$14052.50
$14 334.67
$14 439.16
$14 522.51
$14 702.06


SE 0203612







1
2.
3
4
5
6
7
8


10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
3O
31
32
33
34
35
36
37
38
39
40
41
42


F


Comments
April 03 scheduled payment
JULY 03 & Sept scheduled SDAR8 payment; Need signature on July 8oA
JAN 04 SCHEDULED PAYMENT
April 04 Scheduled Payment
APR 04 Webcasting, 7/1104 scheduled payment
JULY 04 webcasting, Oct 04 scheduled payment
1/1/05 scheduled payment
411/05 scheduled payment
7/1/05 scheduled payment
4TH 2005 PAYMENT
LATE FEES
1ST PAYMENT OF 2006 (SDARS)
2ND PAYMENT OF 2006 (SDARS)
3RD PAYMENT OF 2006 (SDARS)
4TH PAYMENT OF2006 (SDARS)
1ST 2007 SDARS PAYMENT
2ND 2007 SDARS PAYMENT


Comments
2004 and 2005 Q1 including late fee; Need SoA and NSTS election
ECHOSTAR JUNE 05 PAYMENT - No SoA
ECHOSTAR JULY 05 - No SoA
SEPT 05 ECHOSTAPJ AUG 05 WEBCAST (NEED SoA)
OCT 05 ECHOSTAR - No SoA
DEC 05 ECHOSTAR - No SoA
UNKNOWN - No SoA
ECHOSTAR JAN 06 - No SoA
ECHOSTAR FEB 06 - No SoA
ECHOSTAR MAR 06 ~ No oSoA
ECHOSTAR APR 06 - No SoA
ECHOSTAR MAY 06 - No SoA
ECOSTAR JUNE 06 - No SoA
ECHOSTAR JULY 06- No SoA
ECHOSTAR AUG 06 - No SoA
ECHOSTAR SEPT 06 - No SoA
ECHOSTAR OCT 06 - No SoA
ECHOSTAR NOV 06 - No SoA
ECHOSTAR DEC 06 - No SoA
MAR 07 ECHOSTAR - No SoA
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SoundExchange Annual Distribution Amounts
(as of 5-25-07)


2001 $ 3,071,362.78
2002 $ 1,213,710.74
2003 $ 1,656,963.08
2004 $ 8,640,853.05
2005 $ 20,334,292.66
2006 $      32,813,717.23
2007 $ 11,037,994.37


$78,768,893.91
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SUBTYPE Collection Period


BES 10/98-03/04
BES 07/04-03/06
BES 07/06-09/06


Distribution
Year
2005
2006
2O07


PES 02/96-03/00
PES 04/00-03/01
PES 04/01-03/02
PES 04/02-12/03
PES 01/04-12/04
PES 01105-06/06
PES 07/06-09/06


2001
2002
2003
2004
2005
2006
2007


SDARS 04/02-12/03
SDARS 01/04-03/05
SDARS 04/05-06/06
SDARS 07/06-09/06


2004
2005
2006
2007


SDARS EPHEMERAL
SDARS EPHEMERAL
SDARS EPHEMERAL


01/04-03/05
04/05-06/06.
07/06-09/06


20O5
2006
2007


WEBCASTING
WEBCASTING
WEBCASTING


01/03-12/03
01/04-03/04, 10/98-12/02


04/04-06/05


2004
2005
2006


WEBCASTING EPHEMERAL 01/03-12/03
WEBCASTING EPHEMERAL 01/04-03/04, 10/98-12/02
WEBCASTING EPHEMERAL 04/04-06/05


2004
2005
2006


Total:


ARTISTS


$0.00
$0.00
$0.00


$1,436,548.69
$509,953.49
$733,676.31


$1,330,733.82
$853,521.43


$1,166,911.35
$192,193.65


$~22~53&73


$516,844.87
$3,186,337.76


$10,137,081.25
$2,533,188.60


$1~373,452.49


$o.oo
$0.00
$o.oo


$1,827,819.83
$2,716,396.78
$1,119,491.60
$5,663,708.22


$0.00
$o.oo
$o.oo
.$&oo


$28,260,699.44
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IBDQ BDO Seldman, LLP
Accountants and Consultants


W|s<:onsio Avenue, SoRe 800
Maryland


Independent Auditors’ Report


To the Board of Directors
SoundExchan~, Inc.


We have audited the accompanying statement, of financial position of SotmdExchange~ Inc.
Organization) as of December 3 l, 2005, m~d th~ related statements of activities and cash flows for
the ~ ~en ended. ~e financial state~n~ ~ ~c r~onsibili~ of ~e ~g~i~fion’s
~agem~t. ~ ~s~sibili~ is ~ expos ~ opinion on th~ fmm~al s~ents b~ed
o~ aunt.


We conducted our audit in accordance with auditing standards g~nerally accepted in the United
States of America. Thosu standards require that we plan and perform our audit to obtain r~asonab]~
assurance about whether the financial statements am fre~ of material misstatement. An audit
includes ~onsidcration of internal control over financial reporting as a basis for designing audit
procedures that arv appropria~ in the circumstances, but nol for tim purpose of expressing an
opinion on t~e effectiveness of the Organization’s internal control over financial reporting.
Accordingly, we express no such opinion. 2m audit also includes examining, on a test basis,
~vidcnc~ suppo~ling tlm amounts and disclosme~ in the financial sta~mgnts, ass~sing the
accounting principles used and ~Jgnificant estimates mado by management, as well as evaluafng
th~ overall financial stater~nt presentafion~ Wo bdi~ve that our audit provides a reasonablo basis
for our opinion.


In our opinion, th~ financial statements referred to above presont fairly, in all material resp¢c[s, the
financial position of Saundgxehange, Inc. as of December 31, 2005, and the ~hanges in its n~t
assets and its cash flows for the y~ar then ended, in conformity with accotmting principles
genea-ally accepted in the United States of Am~.~ca. i


I)eccraber 20, 2006
Except for Note 11 for which
the date is Alm’l 12, 2007
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SoundExcha=


Statement of Financi


December 3 L


Ill


Cash and caflt equivalents
Funds lmld in a~en~, 0qote 2)
Receivables
Prepaid expenses and other current assets


Total current assets


$    157,923
ss, l~s,475
3,934,683


22,791


¯ 59,273,872


Noncurrent assets
Property and equipment, net (Note 3)
Licensing and organizational costs, net (Note 4)


Total noncurrent assets


2,145,818
2,8t9,056


4,964,874


$ 64,238,746Total assets


Liabilities and Net Assets (Def~0


Current liabilities
Accounts payable and accrued expenses
Funds held in agency (Note 2)
Capital lease obligation, cmmnt portion (Note 6)


713,499
62,660,161


108,239


Total curreat liabilities 63,48] ,899


Noncurrent liabilities
Not- payable (Note 5)
Capital l~ase obligation, not of current portion


4,495,219
76,447


Total aoncurrent liabilities 4,571,666


Total liabilities 58,053,565


Commitments and contingencies


Unrestricted net sssets 01efici0
Utwest~ieted net assets - general operations


Net assets a~ibutablo to debt ~exvlce (Note 7) ...
Total nnreslr}cted net assets (de.fie.it)


6S0,400
(4,495,219)
(3,814,819)


Total liabBit!es,,a,,~d net ~ssets (de_ficit) ...... ..... $,,,,6,4;238,746
S~ accompanying aummar~ of accounting poHciea end ~otes to finon¢ial statements.
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SoundExcha


Statement


.~ear ended December 31, 2OO5


,~evemte- administrati¢e fee


kdministrative Expenses


$ .6,150,696


Personnel costs 1,679,528
Depreeiagon ~nd amortization 1,342,480
Operating expenses 1,083,048
Member servle~ 491,56/
Legal and ]Jeemsing 322,148
Royalty systems


total expenses


Change in nnrestrlc|ed net ~ssets 1,129,001


Unrestricted net resets (deficit), be__~_~ing o_~period


estricted net assets (deficit), end of period                                   ~    $ (3,814,819)
~ Se~ acaomlTanymg ~ummwy of ~:ou~tmgp’olimes ’and note~ ’tofinanc]ul aatement,.
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SoundExchm


Statement of C


,342,480
300,629


155,040
24~186~247


Net cash provided.by operating activities 1~624~687


",.flows from investing activities
~rchasesof ro ~t and ui Jncat


Cash used ia investing activities


Cash flows from financing activities
¯ Payments on note payable
Payments on capital lease obligation


(1,129,001)
(s4,976)


Cash used in investing activities (1,213,977)


lncJ~ase In cash and cash equivalents 2,95~


Cash aud cash equivalents, boghming of period I54,971


.,C,ash and casl,__~i.!vah:nts, ea~d ofi~eriod $ 157,923.
See accompanying ~ummary of accounting policies and notes ~o financlal ~talerne~s,
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Sound


Summary of Accountin


- Organization


Basis of
Accounting


Cash a~d Cash
Equivalents


SoundExchange, Inc. (the Organization) was incorporated on Scpkanber 22,
2003 in the State of Delaware. It is an independent~ non-profit organization
exempt from taxation under Seotion 501(o)(6) of.the Internal R~v~nBe Co~:. It
is governed by an 18-rr~mb~r Board of Directors composed of equal numbers of
r~pres~ntatives of sound recording copyright ow~rs and recording artists.


The Organization has been designated by the L~brarian of Congress to collect
royalties paid by s~wices making reproductions and non-interaotiw digital
audio transmissiuns of sound recordings pursuant to the statutory licenses set
forth in Sections 112 and 114 of Title 17 ofthe United States Code (17 U.S.C. §
112 and 114). The Organization colleots royalties from, among efl~er-,g hdernet-
only webeast~rs, terrestrial radio stations sinmlcasting their transmissions Over
the h~temet, satellite radio services, and services making transmissions to digital
cable and satellite television subscrilx~rs (collectively "Statutory Licensees").


The royalties collected by the Organization am allooated pursuant to a formula
set forth in the Onjted States Code and distributg, d directly to sound recording
copyright owners (50%), featured artists (45%), and an independent
administrator responsa’blo for further redistn~outing the royalties to non-featured
vocalists (2~%) and non-featured musicians (2½%). The costs of operating the
Organization are deducted, pursuant to federal Iaw, from the royalties collected
under the statutory licenses.


The Organization currently represents over 1,300 record companies, over 5,025
labels and over ten thousand artists united in receiving marketplace rates for the
licensing of somad recordings in a new digital world.


The financial statements of the Organization have been prepared on the accrual
basis of accounting.


Th~ Organization considers all highly liquid instruments, which are to be used
for current operations and which have an original maturity of three months or
less, to be cash and cash equivalents.
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Sou


Summary -of,


Funds Held in
Age~ey


Funds held in agency consist of cash received by the Organization from
Statutory Licensees and certain oth~r entities collecting and paying royalties for
reprodtw, tions or tra~missions of sound recordings outside the United States.
These royalties are due and will he distn’buted by the Organization to the parties.
entitled to receive such royalties. Funds are invested in money rmrlmt
instruments.and short-term federal and agency bonds and are recorded at readily
determinable fai~" values.


Receivables Receivables consist of interest and royalties receivable. Royalties receivable
consist of reproduction and performance royalties payable by services availing
themselves of the slatt~ory licenses set forth hi Sections 112 and 114 of the
Copyright Act and by other entities for certain reproductions and transmissions
of copyrighted sound recordings made outside the United States.


Property and
Equipment


Property and equipment are. recorded at historical cost less accumulated
depreciation and amortization. Depreciation and amortization are computed on
the straight-line method over the estinmted useful lives of the assets. The


¯ Organization capitalizes all expenditures for property and equipment over $500.
The estimated useful lives of the assets are as follows:


Furniture and fixtuxes
Computer equipment
Capital ]eased equipment
Software


5 years
3 years
Lesser of 3 years or life of the lease
5 years                    . "


When assets are sold or otherwise disposed of, the asset and related accumulated
depreciation and anaortization are removed from the accomats, and any
remaining gain or loss is included in operations. Repairs and maintenance are
charged to expense when incurred.


Licensing and
Organizational Costs


Licensing and organizational costs are expenditures incurred in the
administration of the collection, distribution, and ealeulatlen oft.he royalties; the
settlem~a~t of disputes relating to the collection and calculation of the royalties;
and the licensing and enforcement of rights with respect to the making of.
ephemeral recordings and performances subject to statutory licensing including
those incurred in participating in negotiations or arbitration proceedings before
the Copyright Arbitration Royalty Panel (CARP) or the Copyright Royalty
Board (CRB) under the statutory licenses. These costs are recoverable from
future license fees pursuant to federal law.
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Um’estvictcd Ne~
A.~�~ (Deficit)


Recoguifion


Functional
Alloeatio]t of
Expeases


Use of Es|imate~


Financial
Instruments
and Credit Risk


Summary of Accountin


Licensing costs are recorded at cost. Costs are amortized using the straight-line
method over the term of the license from two to five years.


Unrestricted net assets (deficit) are available for use in general operations.


Revenue is recognized when earned. Administrative fees are reported when
expenses have been inctua~xl.


Administrative expenses are pre..e, eanted based on their natural classification, as
all administrative costs relale to tim operation of the program.


The px~eparation of financial ststemenis in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect eertsin reported amounts of assets and liabilities and disclosure of
contingent assets and liabilitie~ at the date of the firmnoial-statements and ~
reported amounts of revenue and expenses during the reporting period. Actual
results could differ fi:om those estimates.


Financial instruments which potentially subject the Organization to
coneentrations of credit risk consist principally of cash and cash equivalents and
funds held in agency held at ereditworthy financial institutions. An of December
3 I, 2005, the Organization was not exposed to excessive risk fi~om uninsured
cash balances due to the fact that funds held in agency are trust assets that are
not subject to claim in the event of bmd¢ default and cash and cash equivalent
balances are kept witldn limits to prevent risk of conoenlration.
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1. Tax Status


2. Funds Held in
Agency


3. Property and
Equipment


Notes to Financial


The Organization has been granted exemption by the Internal Revenue Servica
(IRB) from Federal income taxes under Section 50I(c)(OO of the Intpmal
Revenue Code. However, the Organization is required to report unrelated
business income to the IP, S and the District of Columbia. The Organization did
not have any unrelated business inoome for the year ended December 31, 2005.


The assets available to meet the Organization’s obligation to pay royalties to
lieensee~ are as follows:.


December 3I, 2005


Funds held in ageney-~ asset $ 55~158,475
_.P, oyalties receivable ........ 3,934#83


...... ........................ . .... $ ..59,093.J58_


December M, 2005


Funds hdd in agency - liability
¯ Less: application of administrative rate to


licenses ha the future years


$ 62,660,161


0#67,003).


$ 59,093,158 ~


Property mad equipment consists of the following at:


December 31,


Software development
Distribution equipment, capital ]ease
Fm~niture and fixtur~
_Computer equipment


Less: accumulated depreciation and
amortization


2005


4,757,210
319,099
102,824
23~944


5,203,077


.3.~057~259


~0
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Sound


Note~ to Financial S’


Depreciation and amortization expense charged to opea~ttiorts for the year ended
December 31, 2005 was $1,057,347.


4. Licensing and
Organizational
Costs


5. Notes Payable


Licensing and oi-ganizational oosis consists of the following at:


Decemb~" 31, 2005


Copyright Arbitration Royalty
Proceeding and Copyright Royalty
Board Proceedhag


Less: accumulated amortization


$ 4,232,894


1,413~838


$ 2,819,056


Amortization expense charged to operations for the year ended December 31,
2005 was $285,133.


On Oetoher 7, 2003, the Organization issued a promissory note to RIAA for ma
unsecured note of $9,000,000. The note includes an imputed interest rate of
prime plus two pereenL Payment terms are based on the collection of royalties
under ~’tatutory licenses and cannot be determined. Any amotuR outstanding on
the note as of March 311, 2007 will be due ifi full at that time. Payments
mnounting to $],129,0~1 were made on the note during the year ended
December 31, 2005. The outstanding balance on the note as of December 31,
2005 is $~1,495,219.


6. Commitments Operating


The Organization has a ¢ormnitment under an operating lease for office space
expiring in 2006. The. Organization’s fi~lure minimum rental payments, by year
and in the aggregate, under the ol~rating lease for the year ending December 3 I,
2006 amount In $98,782.


Rent expense charged to operations for the year ended December 31, 2005 was
$208,938.
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SOUl


Notes to Financial


Capital Z~.ase


The Organization leases computer equipm .ent under capital leases ¢xpking in
December 2006 and April 2008. The assets and liability under the capital I¢~ses
are recorded.at the lower of the pre~nt ~alue of the minimum lea~. payments
the fair va]~ of the assets. Amortization of the assets under the capital leases is
included in depreciation and amortization. The interest rates implicit in the
lease arz 6.68% and 8%.


Following is a summary of the properly held under capital leases at:


December 3I; 2005


Computer equipment
¯ Le~s: accumulated amortization


9,099
141,062


$ 178,03,7


Futm~ minimum lease payments, by year and in tbe aggregate, under capital
leases are as follows:


Year Ending JDecember 31,


2006 $118,691
2007 60,640
2008 20,213


Total future minimum lease payments ] 99,544


L~ss: amom~ts representing interest ...... 14,858


Present value offidur¢ minimum least, payments 184,686


Current portion 108.,2.39


Long term portion $ 76,4,4,7
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SoundExcha


Notes to Financial


Unrestricted Net
Assets (Deficit)


A portion of unrestricted net assets has been reserved for debt service. The
deficit in unrestricted net assets resulted from costs incun’~d prior to .~epamtion
from the Recording ~ndustry Association of Amezica, Inc. (RIAA). Tim
Ch’ga~lization can ~ully recover the~e ~osts from adnfinistrative feem withheld on
royalties undex sthtutory licenses as descr~eai in Note 5.. Based on an estimate
of future collections, management expe~ts that the deficit" will be fully
eliminated by March 31, 2007, when the note to RIAA comes due.


Employee
Retirement
Plan


The Organization maintains a defmed contn’bution letlrement plan for eligible
employees. All employees who have completed one year of service are eligible
for the Plan. The Organization’s contributions to the 401(k) plan are determinexl
by the Board of Dirge. etors and based on a mix of matching and non-elective safe
harbor contr~ution percentages of eligible employees’ annual earnings.
Contributions to the employee benefit plan were $55,526 for the year ended
December 31, 2005.


Related ]~arty
Transactions


Prior to its separate incorporation in September 2003, the Organization operated
as an unincorporated division of the Recording Industry Association of
America, inc. (RIAA). During the year ended December 31, 2005, the
Organization leased space from 1LIAA under the operating lease mentioned in
note 6 and made repayments on the loan to KIAA disclosed in note 5.


Supplemental
Disclosure of
Cash Flow
Information


Cash paid during the period for interest
Non cash financing activity:


Capital lease obligation


!
t


11. Material
Subsequent
Event


The promissory note to RIAA was paid in full on March 22, 2007.
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P: 202.828.0120 F: 202.833.2t,tl.
WWW. SOUND EXCHANGE.COM


July 28, 2005


VIA FACSIMILE & CERTIFIED MAIl.


Sirius Satellite Radio Inc.
1221 Avenue of the Americas, 36th Floor
New York, NY 10020
Attn: General Counsel


Re; Late Fees Applicable Under SDARS Performance and Ephemeral License Agreement
Dated March.l 8, 2003
Licensee ID No. 1101


To Whom it May Concern:


A review of the royalty payments from-Sirius Satellite Radio Inc. ("Sirius") to SoundExchange,
Inc. ("SoundExchang.e.") pursuant to the provisions of the SDARS Performanee and Ephemeral.    --
License Agreement ~ntered into between Sirius and SoundExchange on March 18, 2003 (the
"A.greement"), revealed that Sirius has failed to make five royalty payments by the deadlines specified
in the A~eement.                               ,


Se.ctions 4.2.(b) and (c) of the Agreement provide that Sirius’s quarterly royalty payments are
due on or before the first day of each calendar quarter of 2004 and 2005, respectively. Onlyin lhe
event that the first day of a calendar quarter falls on a weekend or holiday is payment de/erred until the
next business day. See Section 4.7.


Under Section 4.6 of the Agreement, "[i]fa Licensee fails to make any payment under this
Agreement when due, the Licensee shall pay a late fee on any overdue amount of 0.75% per month, or
the highest lawful rate, whichever is lower, from the due date until the date full payment is received by
SoundExchange."


We have calculated that Sirius o~ves late fees totaling $!0,500.00. The enclosed spreadsheet
details how we arrived at this amount. Please remit a check in the amount of $10,500.00 by no later
than August 17, 2005, to satisfy the late fee obligation set forth in Section 4.6 of the Agreement.


Please call me at 202.828.0126 if you have any questions.
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sound~xchang~


July28,2005


VIA FACSIMILE & CERTIFIED MAIL


XM Satellite Radio Inc.
" 1500 Eckington Place, NE
Washington, D.C. 20002
Attn: General Counsel


Re: Late Fees Applicable Under SDARS Performance axrd Ephemeral License "
Agreement Dated March 18, 2003
Licensee ID No. 1240


To Whom It May Concern:


A review of the royalty payments from XM Satellite Radio Inc. ("XM") to SoundExchange,
Inc. ("SoundExehange") pursuant to the provisions of the SDARS Performance and Ephemeral
License Agreement entered into between XM and SoundExchange on March 18, 2003 (thd
"_Agreement,"), revealed that XM has failed to make two royalty payments by the deadlines specified in
the Agreement.


Section 4.1 (c) of the Agreement provides that XM’s quarterly royalty payments are due on or
before the first day of each calendar quarter of 2005. Only/in the event that the first day of a calendar
quarter falls on a weekend or holiday is payment deferred until the next business day. Se_..~e Section 4.7.


Under Section 4.6 ofthe Agreement, "[i]fa Licensee fails to make any payment under this
Agreement when due, the Licensee shall pay a late fee on any overdue amount of 0,75% per month, or
the highest lawful rate, whichever is lower, from the due date until the date full payment is received by
SoundExchange."


We have calculated that XM owes late fees totaling $9,625.00. The enclosed spreadsheet
details how we arrived at this amount. Please remit a check in the amount of $9,625.00 by no later
than August 17, 2005, to satisfy the late fee obligation set forth in Section 4.6 of the Agreement.


Please call me at 202.828.0126 if you have any questions.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION


Washington, D.C. 20549


FORM 10-K
(Mark One)
[] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934


For the fiscal year ended September 30, 2006


OR


[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
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ITEM 1. BUSINESS


FORWARD-LOOKING STATEMENTS


This Annual J~eport on Form ] O-K includes ’forward-looking statement~" within the meaning of the Private Securities Litigation R~farm Act of
1995, Section 27.4 of the Securities Act of 2933, ~’ amended, and Section 21E of the Securities J~xchange Act of 1934, ,~v amende~L These statements are
based on current expectations, ~,timat~v, fore~,~ts and projec~ions about the industry in which ~ operate management’s belieJ:.~, and assurrrptio~’ made by
management. Word* such as "may," "will, " "expect, " "intenc~ " "~timate " " anacipat~ " "’believe, " or " ~ntinue " or the negative thereof or variatior~*    .
of such mords and similar expresMons are intended to identify ~’uch forward-looking statements. These statermmts are not guarantees of future performance
and ~volve r~l~; uncertainties and a.~,umptfons, which are dij~Jlt to predict. Therefore actual outcomes and re~zlts may d’g~rer ma/erially from what [~
expr~vsed ar farecasted in such forward-Ion/dug ~’tatements. We disclaim any duty to update or rev[,e any forward-looking statements whether as a result
of new informalion, future events or otherwi.*~ See "Management’s Dis~.vsion and Analysis of Financial Condition and Results of Operation~- "Safe
Harbor" Statement Under ]~rivate ,~e~Jri~i~v Litigation Reform Act of J 995. "°         ,


Otw Company


We are one of ~e world’s major music eontant companies. Our company is composed of two businesses: Recorded Music and Music Publishing. We
believe we are the world’s fomth-largest recorded music company (the third largest in the U.S.) and ~urrenfly the world’s second-largest music p~blishing
company. We arc a global company, generating over half of our revenues in more than 50 countries o~tside of the U.S. We generated revenues of $3.516
billion during our fiscal year ended September 30, 2006.


Our Recorded Music business produces revenue through the marketing, sale and licensing of recorded music in various physical (such as CDs,
cassettes, LPs and DVDs) and digital (such as downloads and xingtenes) formats. We have one of the world’s largest and most diverse recorded music
catalogs, including 29 of the [op 100 U.S. best-sclling albums of all time--more than any other recorded music company, including The Eagles: Their
Greatest Hits 1971-1975 (the best-selling album of all time), Led Zeppelin IF and ~umour~ by Flcctwood Mac. Prior to corporate and revenue
eliminations, our Recorded Music business genersted revenues of $3.005 billion dining our fiscal year ended September 30, 2006.


Our Music Publishing business owns and acquires rights to m~sical compositions, exploits and markets these compositions and receives royalties or
fees for their use. We publish music across a broad range of musical styles. Weho]d rights ".m over one million copyrights from over 65,000 songwri[ers and
composers, l~ior to corporate and revenue eliminations, o~r Music P~blishing business generated revenues of $538 million during our fzscal year ended
September 30, 2006.


Our Business Strengths
We believe the following competitive strengths will enable us to continue to generate stable cash flow through our diverse ba~e of recorded music and -


music publishing assets:


Industry Leading Recording Artists and Songwriters. We have been able to consistently attract, develop and retain successful recording artists and
songwriters. Our talented local artist and repertoire ("A&R") teams are focused on finding and nurturing furore successful recording artists and songwriters,
as evidenced by our recent recorded music album and music publishing successes. This has enabled as to devclop a large and varied catalog of recorded
music and music publishing assets that generate stable cash flows. We believe these assets demonstrate our bJstozical success in developing talent and will
help to attyact future talent in order to enable our continued success.
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Stabl~ High[F Diversified Revenue Bask Or~ revenue base is derived priman’ly from relutively stable and recurring sources such as our music


publishing library, our catalog of recorded music and new releases from our existing base of established artists. In any given year, we believe that generally
less than 10% of our total revenues depend on artists without an established track record, with none of these artists typically representing more than 1% of
our revenues. We have built a large and diverse catalog of recordings and compositions that covers a wide breadth of musical styles including pop, rock,
jazz, country, R&B, hip-hop, rap, reggae, Latin, alternative, folk, blues, gospel and other Christian music. We are a signifieent player in each of our major
geographic regions.


Flexible Cost Structure F~tth Low Capita!Expenditure Requirements. We have a highly variable cost stmetam, with substantial discretionary
spending and minimal capital requirements. We spent $30 million in capital expenditures for each of our fiscal years ended September 30, 2006 and 2005
and $18 million for oar ten-munth fiscal year ended September 30, 2004. We continue to seek sea~ible opportunities to conveit fixed costs to variable costs,
such ~s the sale of our CD and DVD manufacturing, packaging and physical distributiun operations in 2003. Finally, we have contractual flexibility with
regard to the timing and amounts of advances paid to existing recording artists and songwriters as well as discretion regarding future investment in new
artists and sungwriters, which farther allows us to respond to changing industry conditions.


Digital Leadership. We see ourselves as a music-based content company, em’nlng reveaaue from different digital models and products, including
digital downloads of single tracks and albums, online subscription services, custom and non-interactivewebeasting, slav, aming and downloads of music
videos and all forms of tingtones. We have integrated the development of innovative digital products and stralegies throughout our business. Through oar
digital initiatives we established strong partnerships with our customers, developed new prod-nets and have beeonae a leader in the expanding worldwide
mobile music business. For example, we recently announced a deal with YouTube through which we will share advertising revenues related to the
streaming of our music ~ideos and user generated videos utilizing our recorded music library. In a separate deal with GoGgle, we will share advertising
revenues related to the streaming of our music videos and will receive a wholesale price for the sale of our downloaded music videos. Through the frst three
quarters of calendar 2006, our shares of digital recorded music track and album sales in the U.S. as measured by $oundScan were higher than our overall
recorded music album share in the U.S., which we believe reflects the relative strength of our content and in particular our catalog content, as well as the
success of our recent digital innovation efforts. We are also a leader in premium-priced digital album bundles, created by combining our, existing assets
with new assets that we have created such as bonus tracks, music videos and "behind the scenes" footage, which we believe reflects the success of our
product innovation efforts. Over 70% of all premium priced album bandies sold on iTunes in the U3. weie ours for the fiscal year ended September 30,
2006. We are also taking advantage of an expanding wireless telephone universe and upgrades to next-gnneratien wireless networks to foster growth in
mobile music, including recent strategic partnerships around the world with Beeline, one of Russia’s leading mobile networks, China Unleom, the world’s
third-largest mobile operator, and SK Telecom, Korea’s foremost broadband and wireless provider.


Focus on lnnovath, e A&R. We believe our relative size, the strength of our management team, our ability to respond to industly and consumer trends
and challenges, our diverse array of genres, our large catalog of hit releases and our valuable music publishing library have and will help ns continue to
successfully build our roster of artists and songwriters. We are constantly looking for new, innovative ways to develop and execute our A&R strategy. For
example, in the U.S., we have established our Independent Label Group ("ILO"), which !evemgns our strong independent distribution network to identify
major acts of the future at a lower cost. We continue 1o rea!ize significant success in the.acquisition of new artists and the development of new content For
the fiscal year ended September 30, 2006, we have gained album market share in the U.S. year-over-year in four out of the top five musica! genres
int.’luring ./alternative, Ha~ Music, R&B and Top Sdle-a’$. Four l~leases from ILG debuted in the Top I0 of the Billboard 200 in he laa 3,’ear and a ha~.
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~ad~ i~)ndependent D~bution. The combined strength of oar U.S distribution companies, Wamer-Elektra-Aflantic Corporation ("WF..A


Corp."), Ryko Distribution (acquired in May 2(~06 as pazt of oar acquisition of Ryko Corpoxation ("Ryko’)) and Alto, restive Distn’bufian Alliance ("ADA"),
ha~ established us as the independent music distn~0utien ]~ader in the U.S.


Our Strategy


We intend to increase rcvcn!]es and cash flow through the following business sh~ategles:
Attract, Develop andRctain Established and Emerging Recording Artists and Songwriters. A c~itical element of our strategy is to fred, ticveIop and


retain recom~ng artists and songwrJtexs who achieve long-term success and w¢ intend to.enhance the vahm of our assets by continuing to attract and
develop new artists and songwriters with staying power and market potential Our local A&R teams seek to sign talented ~’ecording artists with strong
putmxfial, whose new ~leases will generate s meaningful level of sales and inerease the endming value of our catalog by continuing to gun,rate sales on an
ongoing basis, with little additional markctin~
expend~tvxe. We also work to identify promising sangwzitexs who will write musical compositions that will augment the lasting value and stability of our
music publishing library. We intend to continue to employ p~ofitable and erestive A&K swatcgies in this �ff’c~ such as the establishment of LLG.
Additionally, w¢ intend to continually evaluate our artist and songwriter roster to ensm¢ w¢ ~¢main focused on developing the must promising and
profitable talent. We will also continue to ¢valoate oppoxtuuities to add to our catalog or acc~ or make investments in compauios enga~..l., in businesses
that arc similar or complementm3’ to ours, stich as oar rrc~nt acquisition of Ryko, our acquisition of Ferret Music’s ~co~ed music, publishing,
management, tour and merchandise business and our license with the Grateful Dead to manage ~xclusivdy all of the band’s int¢licctual property.


Ma~mize the "Value of our Music Assets Our relationships with our recording artists and songwxJtc~s, our re.corded music catalog and our music
publishing h"orary am our most valuable esscts. We intend to continue to exploit the value of th~s¢ assets throu, gh a varinty of distn’bution channels, formats
and products to generate significant cash flow from oar music content. We believe that the ability to monetize our music content should improve overtime
as n~w dism’bntion channels and the number of formats increase. We will ssek to exploit the potential of prcvinusly unmouctized content in new channels,
formats and products, including prcmJum--pxiced album bundles, fingtonea and full track video and song downloads on mobile phones. For ¢xamp]�, we
have a large catalog of music videos that we have yet to fully monetize as well as nncxpluJted album art, lyrics, and B--side tzacks that that have never been
released. W~ will also continnc to Woxk with our pagners to explore creative approaches and constantly experiment with new dca] structures and products to
take advantage of new distrlbutipn channels.


Focus on ConffnocdManager,~,nt of Our Cost SIructur,’~ We will continue to maintain a disciplined approach to cost management in oar businass
and to pursue additional cost savings. We will also continue to monitor industry conditions to ~sur¢ that ant business romains aligned with industry trends.
For example, subsequent to the acquisition of substantially all of our rocorded music and music p~blishing businesses f~om Time Warner effective March I,
2004 (the "Acquisition"), we implemenled a broad restructuring.plan in order to adap! oar cost str~ctum to the changing economics of th~ music indusffy.
The restructuring plan included the consolidation of our ~lektra Records and Atlantic Records labels, rationalization of our ~obal n~vork, dropping .
approximately 30% of our artist roster and an approxirnate3y 20% reduction in our global wor]d’oroe. We completed s~bstant~a]]y all of these restmctunng
effogs in fiscal 2005, implementing approximately $250 million of annualized cost savings.


Capitalize on DigltaIDistributiou and EmeTging Technologies. En~rging digF~ f~rmats should contLnne to produ~ new means for the distrlbntion
and exploitation of oar x¢corded music and m~ic publishing ass~/s. Wc believe that the development ofleg~male online and wb-e]ass channels roy the


~pliurchase of music content continues to hold significant promise and opportunity for the industry. In particular, new and emerging third-party digitalstr~ution outlets are not only ~easonably priced for the consumer, but also offer a supexinr customex expexience ~elative to illegal alternatives, as they are
~asy to use, offer uncon-apted, high-quality song
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t’dcs and intewate seam]essly with increasingly popular pozlab]e music players such as App]c’s JPod line or Microsofl’s Zan¢ player, anda wid~ variety of
P]aysForSure compatible devices from_Creative, iRiver, Samsung and Sandisk and now phones from Motorola and Nokia. In addition, we believe digital
distn~oution will stimulate incremental calalog sales given the ability to offer enhanced preseniafion and searchablliU Of our catalog. As networks and phone
handsets become more sophisticatud, our music is increasingly becoming available on mobile phone platforms ~rough wireless service providers via
ringtones, ringbaek tones, full track dowrfloads
and music video downloads. We believe the wireless business offers a more sueure environment than does lhe online business and thereby reduces our
exposure to pirac~j in areas where piracy is more widespread, such as Asia.


Develop and Optimize Our Physical Distribution Channel Strategies. We will continue to develop innovative programs with our physical
distribution parmers to achieve greater sales volum~ The physical distribution channels for records are evolving as new outlets develop, the mix ofcharmels
and retailers change, new formats for our content are created and pricing medals multiply to meet a wide range of needs. Our Recorded Music business
continue to cooperate with its physical distributioli channel partners in order to implement forward-looking strategies for our mutual benefit. We will also
invest to meet the needs of our channel partners to create more efficient collaboration, such as direct-to-retail distribution strategies and vendor managed
inventory.


Contain Digital Piracy. Containing piracy is a major focus oftha music industry and we, along with the rest of the industry, are taking multiple
measures through technological innovation, litigation, education and the promotion of legislation to combat piracy. We will eentinu¢ to take a leadership
~pe~u the. music i .ndust~.’s. ~ar against.pira.cy, as ~w~ ,did by, char~ .~oning the, induslry-wid.e development of ~e n .e.w. physical formats, parmering with


~e on its securay model tor its Macmtush and ru jauncnes of ~lunes, ann encouraging Microsuli to retool its digital fights management digital media
copyright protection technology and include playlist bum limits. In addition, we continue to support the aggressive measures laken by ~ Recording
lnduslry Assoeiatien of America ("RIAA"), the Inlernatienal Federation of the Phonographic industry ("IFPI") and the National Music Publishers
Ass .ociation .("HMPA"), indn..ding civil lawsuits, .education programs, lobb.y.ing for tougher anti-pirecy legislation and international efforU to preserve
mus~e copyrights. We also beheve new ~chaologtes geared towards degrading the illegal file-sharing process and tracking the suuree of pirated music offer
a me~us to
reduce piracy. Furthermore, recent legal actions by our industry, both in and outside the U.S., have beta designed lo educate confiners that obtaining music
through unauthorized PYP networks is against the law and to deter illegal downloads. The induslry has also been working with educational institutions to
implement cohtrols to prohibit students from illegally downloading copyrighted material. We believe that consumer awareness of the illegality of piracy has
increased as a result of these initiatives. We bdieve these actions, in addition to the expansive growth of legitimate ordin~ and wireless music offerings, will
help to limit the revenues lost to digital pkacy. See "Industry Overview--Recorded Mu.Tic--Piracy".


Company History
O~r history dates back to 1929, when 3ackWamer, president of Warner Bros. Pictures, founded Music Pub]ishars Holding Compan7 ("MPHC") to


acquLm music copyrights as a means of providing inexpensive m~sic for ~]rns. ~ncouraged by the success of MPHC, Warner Bros. extended its presence Jn
the music industry with the fomzding of Warner Bros. Records in 1958 as a menus o:t" disl~ibnting movie sonndtmcks and further exploiting actors’ contracts.
For over 45 years, Warner Bros. Records has led the industry both creativdy and tinancJally with the discovery of many of the world’s biggest recording
artists. Warner Bros. Records,acquired Frank Sinaira’s Reprise t~cords in 1963. Atlantic Records was launebed in 1947 by Ahmet Ertegnn and Herb
Abramson as a small New Yet’k-based label focused on jazz and R&B and Elektra Records was founded in 1950 by Jac Holzman as a folk music label.
Atlantic Records and E]ektra Records were merged in 2004 to form The Ailantie Records Group.


Since 1970, we have operated internationally through Warner Music international ("WMI"). WMI is respons~le for the sale and marketing of our
U.S. artists abroad as wall as the discovering and development of
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intern~onal ~sts. Warner Music Group is today home to a collection of record labels, including Asylum, Adandc., Bad Boy, Cordle .ss, .,.E~.st West, Flcklra,
Lava, Maverick, Nonesuch, Reprise, Rhino, Rykodisc, Sire, Warner Bro~ars and Word. Chappell & intersong Music Group was acqmred m 1987,
expanding our Music Publishing business. We continue to diversify our presenc~ through acquisitions and joint ventures with era’ions labels, such as the
acquisition of Word Entertainment in 2002, a joint.venture with Bad Boy in 2005 and our recent acquisition of Ryko in 2006.


in 2004, an investor group consisting of Thomas I-L Lee Partners L.P. and its affifiates (’~I’HL"), Bain Capital, LLC and its affiliates ("Bain Cap/tar’),
Providence Equity Partners, Inc. and its affiliates ("Providence Equity") and Music Capital Partners L.P. (co)lectivcly, the "Investor Group") acquired
Warner Music Group from Time Warner Inc. ("Time Warner’~. Warner Music Group became the only stand-alone music conte~nt company with. publicly
traded common stock in the U~S. in May 2005.


Recorded Music (85%, 83%, andS1% of �onsolidated revenues, before corporate and revenue eliminations, in fiscal 2006, 2005 and 2004, .
respectively)


Our Recorded Music business consists of the discovery and development of artists and the related marketing, dis~’bution and licensing of recorded
music produced by such artists. In addition to the mor~ uadifiona] methods of discovering and developing artists, we established 1LG to discover artists
earlkr in theAr care~s and at a lower cost by lcvvraging our indepcndcat distribution network.


In tbe U.S., our recorded music operations arc conducted principally through our major ~:ord )abe]s~Warn~ Bros. Records and The At]antic
Records C~onp. Om Recorded Musk: olx~ations also include Rhino Eatertainmcnt ("Rhino"), a division that specializes in marketing our music catalog
through compilations and reissuancesof previously released music and video tides, as well as in the licensing of~cordings to and from third parties for.
various uses, including film and television soundtracks.


Outside the U.S., our recorded music activities are conducted in more than 50 countries threugh WM1 and its various subsidiaries, aff’fliates and
non-affiliated licensees WMI engages in the same activities as our U.S. labels: discovering and signing artists and distributing, marketing and selli~ g their
recorded music, in most cases, WM1 also markets and distributes hhe records of those artists for whom our domestic record )abels have internntional rights.
in certain smaller countries, WMI licenses to unaffiliated third-party record labels the right to distn’onte its records.


Our Recorded Music distribution operslious include WEA Corp. which markets and ~¢l)a music products to retailers and wholesale distrilyators in the
¯ U.S.; ADA, which distr~utes the products of independent ]abels to retail and wholesale distributors in the U.S.; Ryko Distr~ution, which distributes music
and DVD releases .fiom Rykodisc, Ryko’s record music )abel, and third-party record and video hbels; various distdb~fion centers and vantures operated
internationally; an 80% interest in Word Entertainment, which speciafizes in the dislr~ulion of music products in the Christian retail marketplace; and the
newly created ADA U.IC, which provides ADA’s disir~ution services to independent )abels in E~rope.


We play an integral role in virtually all aspects of the music’caine chain from discovering and developing talent, to producing albums and promoting
artists and their products. After an artist has entered into a contract with one of our record labels, a master recording of the artist’s music is created. The
recording is then replicated for sale to consumers primarily in the CD formal, and now, digital formats. In the U.S., WEA Co~p., ADA, Ryko Distr~ution
aud Word market, sell ~nd ddiver product, either directly or through sub-dL~r~ntors and wholesalers, to thoosa, lds of ~cord ~oms, mass me.~chants and
other ~e~ailers. Ot~ re.corded music products are also sold in ph~skal forra 1o online physical reta~ers such as Amazon.com~esandaoble.com and
besthuy.com and in dighal form to online digital retailers like Apple’s ffunes and mobile full track download slores such as those operated by Verizon or
Sprint.
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we have integrated the sale of digital content into all aspects of our R.ecord~l Music and Music Publishing businesses including A&R, marketing,


promotion and .disifibution. Our new media executives work c]os~y with the A&R departments of our labels to make sure that while a record is being made,
digital assets ar~ also created with all of our distribution channels in mind. We also work side by side with our wireless and online parlne~s to test new
concepts. We believe �~stiag digital businesses will be a significant anurcc of growth for the next several years and will provide new opportunities to
monetize our. assets and create n~v revenue streams. As a music content company, we have assets that go beyond our recorded music and music publishing
catalogs, such as our music video library, that we now ]mve the opportunity to monetize through digital channels. In general, digital music content is sold
through two priniary channels: online and mobile. The proportion of revenues attributed to each distn?0ufion channd varies by region, with online making
up a larger percentage of revenues in the U.S. and mobile music currently mpresentlng a larger percentage of digital revenues outside of the U.S, especially
in Europe and Asia. However, digital music is in the early stages of growth and those proportions may change as the roll-out of new technologies continues.
As an owner of musical content, we believe we are wall positioned to take advantage of growth in digital distribution and emerging technologies to
maximize the value of our assels.


Artists andt~ep~rtoire (’~&R ")
We have a decades-long kistory of identifying and conl]acting whh reco:rding ar~sts who become commercially successful. Our ability to select


artists who are l!kcly to.be succesffu, l is a key element of our Recorded Music business slrategy. Our ability to select artists spans all music genres and all
major.geographies and includes artists who achieve national, regional and international success. We believe that this success is directly attn~outab]e to our
experienced global team ofA&R ~een~ves, to the longstanding reputation and relationships that we have developed in the a~stic community and to our ~
effective management of this vital business function.


In the U.S., our major record labels identify potentially successful recording artists, sign them to recording agreements, collaborate with them to
develop recordings of their work and market and sell these finished recordings to retail stores and legitimate digital channels. Our labels scout and sign
talent across all major music genres, including pop, rock, jazz, country, R&B, hip-hop, rap, reggne, Latin, alternative, folk, blues, gospel and other Christian
music. WMI markets and sells U.S. and local repextoke from its own network of affiliates and numerous licensees in more than 50 countries. With a roster
of local artists performing in 25 languages, WM1 has an ongoing commitment to developing local talent aimed at achieving national, regional or
international success.


A significant number of’our recording a~tists have continued to appeal to audiences ]ofig after we cease to release their new recordings. Our recorded
music catalog includes the U.S. best-selling album of all fim~, The Eagles: Their Great~’! Hits 1971-J975, which has sold more than 29 million units in
the U.S. to date We have an efficient process for generating continued sales across bur catalog releases, as evidencg’d by the fact that catalog albums
generally generate approximately 40% of our recorded music sales in a typical year. Relative to our new releases, we spend comparatively small amounts on
marketing for catalog sales.


We maxinfize the value of our catalog of recorded music through our Rhino business unit and through activities of each of our record labels. We use
our catalog as a source of material for re-releases, compilations, box sets and special package releases, which provide consumers with incremental exposure
to familiar songs and artists.
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Representative Worldwide Recorded Music Artists


A~enged S~vrnfo]d Death Cab for Curie Mke Jones Luis Migud Seal
Be~ Gees Deftones Jahe~m Missy E]liott Scan Paul
Big & Rich Diddy Jet Al~is Morissette Shinedown
Bj6rk Disturbed Juvenile Jason lvlraz Frank Sinalra
James Blunt The Doors Kid Reek Muse Paul Simon
BoyzN Da Hood The Eagles k.d. lan~ Mnsiq Soulc]fild Simple Plan
Michelle Branch Enya Lamj the Cable Guy My Chemical Romance Slayer
Michael Bubld Faith Hill Led Zeppelin New Order The Smiths
Ryan Cabrera Flaming Lips Lir Flip Notorious BJ.G. S~alnd
Traey Chapman Fleetwood Mac Lir Kim Panic! Atthe Disco Rob Thomas
(2her H.I.M. Lir Scrappy Laura Pansini T.I.
Erie Clapton Genesis Linkin Park Daniel Pewter Twism
Phil Collins Gnarls Barkley Madonna ’ The Ramanes Uncle Kraeker
The Con~ Gee Gee Dolls Mamt Preny Rieky The Used
Cowboy Troy Grateful Dead Mastadon Red Hot Chili Peppers Paul Wall
Ray Charles Green Day matchbox twenty R.E.M. Westernhagen
Danity Kane Josh Groban Brian MeKnight Damien Rice Nell Young
The Darkness Lupe Fiasco Me So]aar Rile Kiley Young Dee
Craig David Emraylou Harris Metalliea Alejandro Sanz Yung Joe


Artists" Contracts
Our artists’ contracts define the commercial relationship between oar recording artists and oar record hbels. We negotiate recording agreements with


amsts that define oar rights to use the artists’ copyrighted recordings. In accordance with the terms of the coulraet, the artists receive royalties based on
sales and other forms of exploitation of the artists’ recorded works. We customarily provide up-front payments to artists called advances, which are
recoupable byns from furore royalties othenvise payable to artists. We also ~ypJeal~ pay costs associated with the recording and production of albums,
whic&., are lrea.te.d in c.ertain countries as advances recoupable from future royalties. Our typical contract for a new artist covers a single initial album and
provades us with a series ofop~aons to acqmre s~bscquent albums from the artist Royalty rates and advances are ofiert increased for optional albums. Many
of oar conlracts contsin a commitment from the record label to fund video production ensts, at least a portion of which are generally an advance recoupable
fxom future royalties.


Our established artists’ contracts generally provide for greater advances and higher royalty rates. Typically, established artists" contracts entitle us to
~e~er albums, ~ pfthose, fewer are optional albums. In contrast to new artists’ contracts, which typically give us ownership in the artist’s work for the~erm of copyright, some established artists’ contracts provide us with an exclusive license for some fixed period of time. It is not unusual for as to
renegotiate contract terms with a suecessfu! affist during a term of an existing agrecmenl, some~im~ in return for an increase in the number of albums that
the artist is required to deliver.


We are also experimenting with other forms of business mode/s with recording artists to adapt to changing induslpj conditions, sometimes entering
into agreements where we share in the touring, merchandising, music publishing or other reven~es associated with a particular recording artist.


Marketing and Proraotfon                                                                   ~
WEA Corp., ADA, Ryko Distribution and Word market and sdl o~r recorded music product in the U.S. Our approach to marketing and promoting


our artists and their recordings is comprehensive. Oar goal is to maximize the likelihood of success for new releases as well as stimulale the success of
previous releases. We seek to maximize the value of each artist and release, and to hdp our artists develop an image that maximizes appeal to consumers.
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We work to raise the pzo~le of our artists, through an integrated marketing approach that coves all aspects of th~.r interactions with music


consumers. These activ~es include helping the artist develop ereative]y in each album release, s~dng strategic release dates and c~oosing radio slngJes,
creating concepts for videos that are complementary to the artists" work, and coordinating promotion of a/bums to radio and television otrllets. We are also
experimenting with ways to promote our artists through digital channels with initiatives such as windowing of content and creating product bundles by
combining our existing assets with new assets that are erested simultaneously with the album such as bonus tracks, music videos and "behind the scenes"
footage. Through. digital dism’omion channels we have greater marketing fleydoility that can be more cost effective. For example, direct marketing is
possible through a~coss to consumers via websites and pr~-release activity can be customized. When possible, we seek to add an additional persona]
component to our promotional efforts by facilitating television and radio coverage or live appearances for our key artists. Oar corporate, ]abe] and artist
websitos provide additional marketing venues for our artists.


In IMrlher preparation for and subsequent to the release of an album, we coordinate end execute a marketing plan that addresses specific retail
s~rategies to promote the album. Aspects of these promotions include in-storo appearances, advertising, displays and placement in album listening stations.
These activities arc overseen by our label marketing staffs to ensure that maximum visibility is achieved for the artist and the release.


Our approach to the marketing and promotion of recorded music is carefully coordinated to create the greatest ~]es mon~mtum, while maintaining
financial discipline..We have significant experieneo in our marketing and promotion departments, which we believe allows us to acldeve an optimal balance
between our marketing expenditure and the eventual sales of our artists’ recordings. We use a budget-based approach to plan marketing and promotions,
and we monitor all expenditures related to each release to ensure complianc, with the agreed-upon budget. These p]arming processes are informed by
updated repots on an artist’s retail sales and radio play, su that a promotion plan can be quickly adjusted if necessary.


While marketing efforts extend to our catalog albums, most of the expenditure is directed toward new releases. Rhino specializes in marketing our
catalog through compilations and reissues of previously released music and video titles, licensing tracks to third parties for various uses and coordinating .
film and television soandtrack opportunities with third-party film and television producers and studios.


Manufacturing, Packaging and Phykical DL~’tribution
We ha~;e entered into manufacturing, packaghag and physical distribution arrangemems with Cimam for our CDs and DVDs in the U.S. and Europe.


Ciuram is currently our exclusive supplier of manufacturing, packaging and physical dis~ibntion services in North America and most of Europe. We believe
that the terms of the Cinram agreements reflect market rates. We also have arrangements with other suppliers and distributors as part of our manufacturing,
packaging and physical distribution operations throughout ~e rest of the world.


Most of our sales represent purchases by a wholesale or retail distributor. Our return policies are in accordance with wholesale and retailer
requirements, applicable laws and regulations, territory- and customer-specific negotiations, and industry practice. We attempt to minimize the return of
unsold product by monitoring shipments and sell-through data.


We generate sales from the new releases of ~urrent artists and our catalog of recordings. In addition, we actively repackage and remarket music from
our catalog to form new compilations. Most of our sales are currently generated through the CD format, although we also sell our music through both
historical formats, such as cassettes and vinyl aPoums, and newer emerging digital and physical formats.


We sell our recorded music products through a variety of different retail and wholesale outlets including mosie specialty stores, general entertainment
specialty stores, supermarkets, mass merchants and discounters,
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independent ~¢tagers and other traditional m~=s. ~on~ so~ o~ our ~ ~ ~ia~ ~y of om cu~o~ offer a ~b~fi~ ~ge of
pr~ o~ ~ m~. We work wi~ ~r cu~om~ ~ e~ op~ p~dect placvm~ ~d promofio~


We ~livv¢ ~t ~� onC� ~el has b~o~ ~ ~s~y ~po~t ~s ~�1. O~� s~ ~c~de ~]es of ~fional physi~I fo~a~
~ou~ ~ ~v o~v ~s~ufion ~ of ka~fion~ ~1~ ~h as ~e.~m ~ w~com ~d o~e physi~ ~i]~ ~ch as a~n.com,
bestb~.com a~ ~oblu.oom. ~ ~o~ ~ ~ ~ a ~o~on of l~flm~e on~ sit~ wh~h sell &~ mu~c on a ~ ~ or ~r
~ck b~ or offer ~bsc~pfion ~d sff~g s~ic~ and se~ c~ ~e also ~uc~g ~ mpab~ to do~oad music bn ~b~e device. We


T-mob~e, V~n W~d~s, O~g~ Vo~one ~d V~ Mobile, ~d ~e a~ve~ ~g to d~e~p ~d ~ ~s bm~s. ~ ~l fo~, cos~
~tvd ~y to ph~i~! pm&c~ ~ as ~~ ~b~on, ~v~o~ ~d ~ ~s~do n~ apply~ ~lc ~ ~ so~ ~-~ific
va~able oo~ ~d i~ ~v~ ~ ~ pro~ee, ~kct ~d se~ &~l pro~, ~ is ~blz te exit ~at ~ ~H gen~ d~ a
~er ~n~on ~ ~m ~ sal~ ~ ph~i~ s~.


Our agreements with digital and mobile service providers generally last one to two years. We believe that the short-term nature of our conlracts
enables us to maintain the fl.ex~ility that we need given the infancy of the digital b~sines’s models.


Music Publishing (15%, 17%, and 19% of consolidated revenues, before corporate and revenue eliminations, in fiscal 2006, 2005 and 2004,
respectively)


Where recorded music is focused on exploiting a particular re~ording of a song, music publishing is an intellectual property business focused on the
exploitation of the song itsel£ In ~eturn for promoting, placing, marketing and administering the creative output of a songwriter, or engaging in those
activities for other fights holders, our music publishing business garners a sham of the revenues generated from use of the song.


Our music publishing operations include Wamer/Chappell, our global music publishing company headquartered in Los Angeles with operations in
over 50 com~tries through various subsidiaries, affiliates and non-affiliated license~s. We own or control rights to more than one million musical
compositions, including numerous pop hits, American standards, folk songs and motion picture and theatrical compositions. Assembled over decades, o~r
award-winning catalog includes over 65,000 songwriters and composers and a diverse range of genres including pop, rock, jazz, counlry, R&B, hip--hop,
rap, rcggae, Latin, folk, blues, symphonic, soul, Broadway, techno, alternative, gospel and other Christian music. Our best-selling songwriter or song owner "
and song accounted for less than 2.5% and 1% of our music publishing revenues~ respectively, for the fiscal year ended September 30, 2006. Moreover, our
music publishing l~rary includes many standard tides that span multiple music genres and has demons~’ated the ability to genexate consistent revenues over
extended periods of time. For example., over the last ten years, our top 10 earning songs, which include such titus as "Happy Birthday to You" and "Winter
Wonderland"have generally generated annual re~,euues of between $0.5 million and $1.5 million per song. Wamer/Chappe]l also administers the music and
soundwacks of several third-party television and film producers and studios, inclucting Lueasfilm, Ltd. and Hallmark Entertainment In addilion to the more
traditional methods, we have implemented new initiatives to promote and develop emerging songwriters, such as our label, Perfect Game Recording Co.,
which, similar to 1LG, seeks to identify and nurture songwriters earlier in their careers.


Warner/Chappel] also previously owned Warner Bros. Pablications ("WBP"), which printed and distributed a broad selection of sheet music, books
and educational materials, orchestrations, folios, peasonality books, and awangemants from the catalogs of Warner/Chappell and other music publishers. On
May 31, 2005, we sold our printed sheet music business to Alfl’ed Publishing.
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T~a h_l.~_~f CoDtents~


India.A.rie
Burr Bacharach ¯
Michelle Branch
Michael Bubld


¯ Andreas Carlsson
Eric Clapton
Bryan-Michael Cox
Dr. Dm.
D~do
George and ira Gershwin
Green Day
Don Henley
Michael Jackson


1950s a~d P~ior
Summertime
Happy Birthday to You
Night and Day
The Lady is a Tramp
Too Marvelous for Words
Dancing in the Dark
Winler Wonderland
Ain’t She Sweet
Frosty the Snowman
When I Fall In Love
Misty
The Party’s Over
On the S~reet Where You Live
Blueberry Hill
Makin’ Whoopee
Dream a Little Dream of Me
II Had To Be Yo’a
You Go To My Head


1980s
Eye of the Tiger
Slow Hand
The Wind Beneath My Wings
Endless Love
Morning Train
What You Need
Beat It
Jump
We Are the World
~diana Jones Theme


Music Publishing Portfolio


~c~gresentative Songwr#ers


Led Zeppelin
Madonna
Johnny Mercer
George Michael
Manfi
Moby
Muse
Randy Newman
Tim Nichols
New York Dolls
Harry Nilsson
Nickelbaek
Cole Porter


J~epre,ventative Songs


19~os
People
10rdy Want to Be With You
When a Man Loves a Woman
I Got a Woman
People Get Ready "
Love is Blue
For What It’s WoRh
This Magic Momenl
Save the Last Dance for Me
Viva Las Vegas
Walk On By
Build Me Up Buttercup
Everyday People
Whole Lotta Love


Unbelievable
Creep
Mac’arena
Sunny Cvme Home
Amazed
This Kiss
Believe
Smooth
Livin’ La Vida Loca
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Radiohead
The Ramones
P,.E_M.
Damien Rice
Alejandro Sanz
John Shanks
Staind
T.L
Timbaland
V~m Morrison
Kurt Weill
Barry White
John Williams


1970s
Behind Clos~ Doors
Ain’t No Stopping Us Now
For the Love of Money
A Horse With No Name
Moondance
Peacofu] Easy Feeling


Staying Alive
S~ar Wars-Theme
Killing Me SoRly
Does Anybody Really Know What Time it Is?


Saturday in the Park


2000 anti AIt~r
It’s Been Awhile
Photograph
Complicated
You Got 11 Bad
Crazy in Love
~.Me a River


t~ Flag
Dilemma
Work 1l
Miss You
Burn
American Idiot
The Reason
Save a Horse (Ride a Cowboy)
We Belong Together
Promiscuous
Crazy
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Music Publishing


War.er/Chappe]], as a copyright owner or adm~strator
m~sical compositions. We continually addnew musical compositions to our catalog, and seek to acquire rights in songs tha4 will generate substantial
r~venue over long periods of time. Often, a copyright owner will ~ransfcr only "administration rights" to a third party. Administration rights are the rights to
license uses of the composition and collect monies derived therefrom.


Music publishers generally receive royalties pursuant to mcchanlcal, public performance, synchronization and other licenses. In the U.S., music
publishers collect and administer mechanical royalties, and statutory ceilings are established by the U.S. Copyright A~t of 1976, as amended, for the royalty
rates applicable to musical corapositions for sales of recordings embodying those musical compositions, in the U.S., public performance royaltins are
iypicaily a .dr~i.’stered and collect .ed by peffosmlng rights organizations and in most counlriea outside the U.S., collection, administration and allocation of
bolh mechanical and perl’urmance raceme ar~ undertaken and regulated by governmental or quasi-govenamental authorities. Throughout the world, each
synchronization license is generally subject to negotiation with a prospective licensee and, by contract, music publishers pay a contractually ~equircd
percentage of synchronization income to the songwfi~rs or their heirs and to any co-publishers.


W arner/Chappell acquires copyrights or portions of copyrights and administration hghts from songwriters or other third-party holders of rights in
compositions: Typically, in eith.~ case, the grantor of rights retains a rigl~ ~.o. receive a percenlage of revenues collected by Wamer/Chappeil. As an owner
and/or adrmmsWator of composJ~uens, we promote the use of those compos~tmns by otheas. For example, we encourage recording artists to record and
include oar songs on their albums, offer opportunhics to include our compositions in tilmext entertainment, advea~isements and wireless media, and advocate
the use of our compositions in live stage productions. Examples of music uses that generate publishing rovenuea include:


Mechanical: sale of recorded music in various formats


¯ Physical recordings (e.g., CDs, DVDs, video cassetles)


0 interact and wireless downloads


¯ Mobile phone ringtones
Performance: performance of the song to the general public


Broadcast of music on tdevision, radio, cable and satellite


Live performance at a concert or other v~nue (e.g., arena concerts, nighlclubs)


Broadcast of music at sporting events, restaurants or bars


Online and wireless streaming


Performance of music in staged thcah’-ical productions
Synchronization: use of the song in combination wilh visual images


¯ Fihns or tdevisien programs


¯ Television commercials


Vidcogames


Toys or novelty items


Licensing of copyrights for use in sheet music
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Comp~x~er~" (md LFicisls" Contracts


Warner/Ghappel] derives its fi~ts ~ou~ con~ w~ compo~ ~d ]~ci~ (son~fit~s) o~ ~e~ he~, ~d w~ ~ music
~ some ~c~, ~ose con~ac~ ~t eith~ 1 ~% or so~ ]e~er p~ge of cop~t o~s~p ~ musi~l compos~ons ~d a~s~fion ~.
o~e~ ~c~, ~o~ con~a~s o~y convey to W~n~/~appd] ~ to ad~ musJ~l compodfiom for a ~H~ of ~ wJ~out convey~g a
cop~i~ o~p ~t=e~. ~ conka~s ~t us exclusive exploi~on fi~ts ~ ~e t~toH~ con~m~ ~c~g my p~e~g ~g~.
Mmy of o~ con~a~ ~mt us fJ~ts o~ a wofldwidv burls. Contacts ~i~Hy cov~ ~ en~ work produa of ~ ~ter or compeer for ~ d~fion of
¯ � con~a~ As a r~ Wam~r/~ap~H enstom~y ~ssessus ~g fi~is for ev~ musi~ competition cre~ by ~v w~er or composer d~g
duration of~e.cen~


While the duration of the contract may vary, many of our contracts grant us ownership and/or administration rights for the duration of copyright. U.S.
copyright law pemdts authors or their estates to terminate an assignment or license of copyright (for the U.S. only) after a set period of time. In addition, in
the U.K., rights l~ansferred by an author of certain wore created before J~me l, 1957 automatically reve~ to the author’s heirs 25 y.ea~ afmr the author’s
dcafli.


Mwtketing and Promotion
We actively seek, develop and mainiain relationships with songwriters. We actively market our copyrights to licensees such as recorded music


companies (including our Recorded Music business), filmed entertainment, television and other media companies, adve.~iising and media agencies, event
planners and organizers, computer and video game compardes and other multimedia produears. We also market our musical compositions for use in live
stage productions and merchandising. In addition, we actively sceknew and emerging outlets for the exploitation of sen~ such as ringtones for mobile
phones, new wireless and enline uses and webcasting.


Competition
In both recorded music and music publishing we compete based on price (to retailers in recorded music and to various end users in music publisking),


on marketingand promotion (including both how we allocate our marketin~ and promotion resources as well as how much we spend on a dollar basis) and
on recording artist and songwriter signings. We believe we enn:ent]y compete favorably in these areas.


Our Recorded Music business is also dependent on tectmo]ogical devdopment, inc]uding access to, selection and viability of new technologies, and
subject to potential pressmc fxom competitms as a rcsalt of their technological developments. In recent years, due to the growth in piracy, we have been
forced to compete with illegal channels such as unauthorized online peer-to-peer file-sharing and downloading and industrial duplication. See "Industry
Overview--Piracy." Additionally, we compete, to a ]essex extent, with alternative forms of entertainment such as motion pictures on home devices (e.g.,
VHS and DVD) or at the box office and with vid~ogames for disposable consumer income.


The recorded music industry is highly competitive based on consumer preferences, and is rapidly changing. At its core, the recorded music business
rdies on the exploitation of artistic talent. As such, competitive strength is predicated upon the ability to continually develop and market new artists whose
work gains colmne~’cial acceptance. According to IFPI, m 2004, the four largest major record companies were Universal, Sony BMG Music Entertainment
("Sony BMG"), EMI Recorded Music ("EMI’3 and WMG, which accounted for approximately 72% of worldwide recorded music sales. There are many
ndd-sized and smaller players in the industry that accounted for the remaining 28%, including independent mmic companies. Univessal was the market
leader with a 26% global market share in 2004, followed by Sony BMG with a 22% share. EMI and WMG held a 13% and 11% share of global recorded
music sales, respectively. While market shares change moderately year-to-year, none of these playess have gained or lost more than 3 percentage points of
share in the last 5 years through 2004 (taking into account combined shares of Sony and BMG for years prior to the formation of Sony BMG in 2004).
Music & Copyright released the following unofficial estimates for 200’5          °
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=Table of Conte~n.t~global market shares: U~/ersal -26%; Sony - 19%; E~ - 14%; WMO - 13%; ~d~endents -2~. By ~�~ ~adom, ~e maj~ acco~ted £or 71%
ofworl~ r~r&d music ~1~ ~ 2005, hewers, ~e o~c~ ~P1 m~k~ ~o~adon for 2~5 has not yet ~n ~1~ O~ ~ 13, 2~6, ~e
E~op~ ~ of F~t ~ ~led ~e E~o~ ~i~’s d~ision appr~g ~e fo~fion of So~ BMG. Sony ~d B~elsm~ wi~ now
have to r~app~ to ~� E~op~ ~ssion to ~ cl~n~ for ~� ruction of ~ BMG ~d ~e E~ ~ssiou wi~ ~ve to r~xa~ ~e
comb~afio~ S~ "~ FaCe--We may be mat~l]y ~d a~e~ aff~ by ~e foma~on of Sony BMG Mmic ~~t ~d ~e p~eut~]
ac~isid~ of BMG Music Publis~g Q~up ~ Unive~."


. shares of the market in 2005, respectively. X]~y are followed by BMG at 13°/~ Universal at 12% and Sony/ATV Music Publishing LLC ("Sony/ATV") at
7%. Independent music publishers represent the balance oftbe mor. Iret, as well as many individual songwriters who pubiisli their own works. In Septembex
2006, it was announced that Universal had agreed to acqnim BMG Music Publishing Group from BertelsmamL The acquisition has been approved by U.S.
merger authorities but still requires’the approval of F..U. merger authorities and, if approved, would result in the formation of the largest music publishing
company with a share of global revenues potentially in excess of 25%, making Universal both the largest recorded music company and music publishing
company. If the acquisition is completed, we would become the world’s third-largest music publishing company. See "Risk Factors---We may be materially
and adversely affected by the formation of Sony BMG Music Entertainment and the potential acquisition of BMG Music Publishing Group by Universal."


]Lntellectual Propon’y
Copyrights


Our .business, ]J~e that .of other com. panics invo)ved in music publis .h~ng and recorded music, rests on our ability to maintain rights in musical works
and x.~ordings through copyright protection. In the U.S., copyright protectton for works created as "works made for hire" (~g., works of employees or    .
specially commissioned works) after January 1, 1978 lasts for 95 years from first publication or 120 years from creation, whichever expires first. The period
of copyright protectinn for musical compositions end sound recordings that arc nut "works made for hire" lasts for the life of the author plus 70 years for
works created on or after January 1, 1978. U.S. works created prior to January 1, 1978 generally enjoy a total copyright life of 95 years, subject to
compliance with certain statutory provisions including notice and renewal. In the U.S., sound recordings created prior to February 15,1972 are not subject
to copyright protection but are protected by common hw rights or state statutes, where applicable. Copy/ight in the E.U. has xezently been harmonized such
that the period of copyright protection for musical compositions in all member states lasts for the life of the author p]ua 70 years. In c~dain F-U. counLdes,
such as.the. U~K., the period of protection for musical compositions Was xeconfly extended from S0 years to 70 years,-which has restored copyright
protectaou m certain compositions in which our rights lapsed. In the E.U., the lerm of copyright for sound recordings lasts fur 50 yearn from the date of
release.


We arc largely dependent on legislation in each territory to protect o~r rights against unauthorized reproduction, distribution, public performance or
rental, in all territories where we operate, our products receive some degree of copyxight protection, although the period of protection varies widely. In a
number of developing countries, the protection of copyright remains inadequate. The U.S. enacted the Digital Millennium Copyright Act of 1998, creating a
powerful framgwork for the protection of copyrights covering musical compositions and recordings in the digital world.


The potential growth of new delivery technologiea, such as fllgital broadcasting, the Interact and enteminment-on-demend has focused attention on
the need for new legislation that will adequately protect the rights of producers. We activel~ lobby in favor of industry efforts to increase copyright
protection and support the efforts of organizations such as the World Intellectual Property Organization ("WIPO").
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Lu December 1996, two global copyright treaties, lhe WLPO Copyright Treaty and the WIPO Performances and Phonograms Treaty, were signed,    .
secming the basic legal framework for the international music industry to trade and invest in enlinc music bnsinesses. The WIPO treaties have been ratified
by the requisite number of counlries, including the U.S.


The European Union has implemented these treaties through the European Copyright Directive, which was adopted by the E.U. in 2001. Legislation
implementing the. Directive in each of the member states is ~mderway.
The Directive harmonizes eop~fright taws across Europe and extends s~abstantial protection for copyrighted works ord~e. The E.U. has also pu[ forward
legislation aim.ed at assuring cross border coordination of the enforcement of laws related to counterfeit goods, including musical recordings.


Trademarhs


An important part of oar bo.siness is our trademarks. Oar major trademarks are registered in eveJy enmrtry where we believe the preteetion of these
trademarks is important for our business. Oar major trademarks inctade Atlantic, Elektra, Sire, Reprise and Wamer/Chapp¢]l. We use cerlain trademarks
pursuant to royalty--hen lieeuse a~eements. The duration ofth~ lieanse rdating to the WARNER and WARNER MUSIC marks and a "W" logo is
perpetual. The duration of the license relating to the WARNER BROS. RECORDS mark and WB & Shield designs is tif~een years from February 29, 2004.
Each of the licenses may be terminated under certain limited eircnuastanc~s, which incbade material breaches of the agreement, certain events of insdvency,
and certain change of control events if we were to become controlled by a major filmed entertainment company. We actively monitor and protect against
activities that might infringe, dilme, or otherwise harm our trademarks.


Joint Ventures
We have entered into joint venture arrangements pursuant to which we or our various ~bsidiary companies manufaetme, dis~’ome and market (in


most cases, domestically and internationally) recordings owne~l by the joint ventures. An example of these arrangements is Bad Boy Records, a joht venture
between us and Scan "Diddy" Combs.


Employees ¯
As of September 30, 200.6, we employed approximately 4,000 persons worldwide, including temporary and part-time employees. None of on~r


employees in the U.S. are subject to collective b .a~gaining agreements, although certain e~ployees in our non-domestic companies are covered by national
labor agreements. We believe that our relationship With our employees is good.


Environmental Matters
Our wholly and partial]y owned pick, pack and ship facilities throughout the world, which are not a significant part of oar business, are subject to


laws and regulations and international agreements governing the protection of the environment, natural xesourees, human health and safety and the use,
management and disposal of hazardous substances. In padicular, our.operations are subject to stringent requirements for packaging content and recycling,
air and water emissions, and waste management. We be]ieve that we comply s~baantially with all applicable environmental .requirements. Although the
costs of maintaining s~eh compliance have not materially affected us to date, we cannot predict the costs of complying with requirements that may be
imposed in the future. In connection with some of our existing facilities, we also have been, and may become again, respons~le for the costs of
investigating or denning up contaminated properties. Such costs or related third-party personal injury or property damage claims could have a material
adverse affect on our business, results of operatiens or financial condition.
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Financial Informalion About Segments and Foreign and Domestic Operations
Financial and other information by segment, and relating to foreign and domestic operations, for each of the last three fiscal years is set forth in Note


22 to the Consolidated and Combined Audited Financial Statements.


INDUSTRY OV.ERVIEW


Recorded Music


Recorded music is one of the primary mediums of entertainment for consumers worldwide and in calendar 2005, according to IFPI, gcneraled $33
billion in retail value of sales. Over time, major recorded music companies build significant recorded music catalogs, which arc long-lived assets that are
exploited year after year. The sale of eataiog material is typically more profitable than that of new releases, give~ lower development costs and more limited
marketing costs. In the first tlu~e quarters of co]endue 2006, according to SoundScan, 38% of all U.S. physical refit sales were from recordings morn than
1 g-months old, and 27% were from recordings more than three-years old.                        ,


According to IFPI, the top five territories (the U.S., Japan, the U.IC, Germany and France) accounted for 76% of the recorded music market in 2005.
The U.S., which is the most significant exporter of music, is also the largest territory for recorded m~s~c sales, constituting 37% of total 2005 recorded
music sales. In addition the U.S. and Japan are largely local music markets, with 93% and 74% ofthcir 2005 sales consisting of domestic repertoire,
respectively. In contrast, the U.K, German and French texritories are made ap of a higher percentage of international sales, with domestic repertoire
constituting enly 59%, 46% and 61% of these markets, respectively.


There has been a major shill in distribution ufreco~ded music from specialty shops towards mass-market and online ~tailezs. According to RIAA,
record stores’ sham of U.S. physical music sales has declined from 52% in 1995 to 39% in 2005. Over the coarse of the last decade, U.S. mass-market and
other stores’ share grew from 28% 1o 32%. In recent years, online sales of physienl product as well as digital downloa& have grown to represent an
increasing sham of U.S. sales and combinerl they accounted for 14% of music sales in 2005. In terms of genre, rock remains the most popular style of
music, representing 32% of 2005 U.S. unit sales, although genres sneh as rap, hip-hop and Latin music have become increasingly popular.


According to RIAA, from 1990 to 1999, the U.S. recorded music industry grew at a compound annual growth rate of 7,6%, twice the into of total
entertainment spending. This growth was driven by demand for music, the replaccmant of LPs and cassettes with CDs, price increases and strong ¢onnemic
growth and was largely paralleled around the world. The industry began experiencing negative growth rates in 1999, on a global basis, primarily ddve~ by
an increase in digital piracy. Other drivers of this decline were and are the overall resessionary economic environment, bankr~pteies ofrecord retailers and
wholesalers, growing compe6tion for consumer discretionary spending and retail shelf specd, and the maturation of the CD format, which has slowed the
historical growth pattern .of recorded music sales. Since that time, annual dollar sales of physical music product in the U.S. are estimated to have declined at
a CAOR of 4%, although there was a 2.5% yrar-ove.x-year increase r~corded in 2004. In 2005, the physical business experienced an 8% year-over-yra~
decline. According lo SonndScan, through November 19, 2006, calendar year--to-date U.S. recorded music sales (excluding sale~ of digital tracks a~e down
approximately 5% year-over-year. According to SoundScan, adding digital track sales to the album totals, based on the RIAA standard ten tracks per
album equivalent, the U.S. music industry is down 1% through November 19, 2006. Similar declines have occurxed in international markets, with the extent
of declines dr~ce~ p~irnarily by differing pcneL,-a~.ion levels of piracy-enabling technologies, such as broadband access and CD-R technology, and economic
conditions.


Notwithstanding these factors, we believe that the music industry could improve based on the recant mobilization of the industD, as a whole against
piracy and the development oflegltimale digital distn’bnfion channels. In addition, continued recovery of the world economy and improved consumo"
¢xpenditmv.s can drive growth in the recorded music industry.
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Piracy


One of the indnslry’s biggest challenges is combating piracy. Music piracy exists in two primary forms: digital (which incl’ades illegal downloading
~ CD-R p~cy) ~d indus~al:


Digitalpiracy has grown dramatically, enabled by the increasing penetration of broadband J.ntemct access and tho ubiquily of powea’ful
microprocessors, fast optical drives (particularly with writable media, such as �D--R) and large inexpensive disk storage in personal computers.
The combination of these technologies has allowed consumers to easily, flawlessly and almost instantanennsly make high-quality copies of
music using a homo computer by "ripping" or converting musical content fi’om CDs into digital files, stored on local disks. Those digital files can
then be distributed for free over the Internct through anonymous peer--to-peer file sharing networks such as Ares, eDonkey, Limewire and
WinMX or websites such as allofmp3.com ("illegal downloading"). AltemafivebJ, theso files can be burned on~ multiple CDs for physical
distn’tration ("CD-R piraey")._IFPI estimates that almost 20 billion songs wore illegally doWnloaded in 2005.


Industrialpiracy. (also called counterfeiting or physical piracy) involves mass ~oduction of illegal CDs and casseltes in factories. This form of
piracy is hrgdy concenlraied in developing regions, and has existed for more than a decade. Tho sale of legitimate recorded music in these
developing territories is limited by the dominance of pirated products, which are sold at substantially lower prices than legitimate products. 1FPI
states that industrial pirated physical music products totaled 1.2 billion milts in 2005, or approximately 37% of all CDs purchased (legal or
otherwise). IFPI also believes that industrial piracy is most prevalont in Brazil, China, India, hadunesia, Mexico, Pakistan, Paraguay, Russia,
Spain and Ukraine.


ha 2003, the industry launched an intensive campaign to limit piracy that focused on four key initiatives:


Technological: The technological measmes against piracy are geared towards degrading the illegal file--sharing process and la-~cking providers
and consumers of pirated music. These measures include spoofing, watermarking, copy protection, the use of automated weberaw]ers and access
restrictions, ha addition, the industry continues to experiment with new DVD-related technologies that contain more robust enc~yption
protection.


Educational: Led by R!AA and IFP1, the industry has launched an aggressive campaign of consumer education designed to spread awareness of
the illegality of various forms of piracy through aggressive print and television advertisements. Data collected by R!AA in April and May 2006
reflect that only a
small minority of the U.S. musie-cousuming pop~ahfion age 13 and older e~enfly believes that there is legal justification for engaging in
/’de-sharing activities - one-third or less say that f, le-sharing is ~heir "right," and that it is legal to download music for free, to make their music
collections available for others to download or copy, and/or to download or copy music d-ore someone else’s collection


Legal: In conjamction with its educational efforts, the industry has taken aggressive legal action against file:sharers and is continuing to fight
indush-ia] pirates. These actions include civil lawsuits in the U.S. and E.U. against individual pirates, arrests of pirates in Japan and raids against
file-sharing services in Australia. US. lawsuits have largely targeted individuals who sharo large quantities of illegal music content. RIAA has
armoonced its plans to continue these lawsuits in the U.S. IFP1 has brought similar actions in Argentina, Austria, BraziL Canada, Denmark,
Finland, France, Germany, Iceland, Ireland, Ita]y, Hung Kong, Mexico, Netherlands, Pohnd, Singapore, Sweden, Switzerland and the U.K. and it
may pursue similar actions in other cotmtries. A number of recent court decisions, including the decisions in the cases involving Grokster and
KaZaA, have held that one who distribmes a device, such as P2P software, with the object of promoting its use to infringe copyright can be liable
for the resulting acts of infringement by third parties using the device regardless of the of the lawful uses of the device.


Development of online and mobile altarnatiws’: We believe that the development and success of legitimate digital music channels will be an
important driver of recorded music sales going forward, as they represent both an incremental revenue stream and a potential inla~itor of piracy.
The music
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indest~j has been encomaged by the recent proliferation and early success of legitimnte digital music distribution options. We believe that these
legitimate online distr~ufion chmmels offer several advantages to illegal peer-to-peer networks, including greater ease of use, higher quality and
more consistent music product, faster downloading, better search capab~ties and seamless integration with portable digital music playem. For
example, legitimate an]ine operations such as Apple’s iTunes, MusicNct, mns!c.match and Rahapsody ha.v¢.been launched since.the begiuning of
2003 .and offer a variety of models, including pet-track pricing, per-album pricing and monthly subscnptioas. Already, according to IFPI, there
are more than 360 legal 6n]ine music sites providing alternatives to illegal file-sharing in markets around the world. The mobBe music business
is also growing rapidly, with mobile music revenues risin~ to o.ve.r $400 million. ~.2005, .accordi~. g to IFPL. While most _m.obfi.e revenue.is
cun:ently derived.from fingtones, new mobi]e phones eqmpped with new oapabiltbes are increasingly offering the oapabilay for full track
downloads and sffeaming audio and video, further expanding ]egitimate optious.


Those efforts are incremental to the long standing push by organizations such as IFPI to curb industrial piracy around the world. In addition to those
actions, the music industry is increasingly coordinating with other similarly impacted industries.(such as software and filmed entertainment) to combat
piracy.


We believe these actions are beginning to liave a positive effect. A survey conducted by The NPD Group, a market research firm, in December 2005
shows that 11% of U.S. Interact users aged 13 or older who downloaded music from a fik~sharinl~ service at any point in the pest two years stopped using
such file-sharlng services in the pest year, and an additional 29% reduced their downloading activity.


Music Publishing
Background


Music publishing involves the acquisition of ri~.hts to, and licensing of, musical compositions (as opposed to recordings) from songwriters, composers
or othcr rio~ts holders. Music publishing revenues are dexived from four main royalty soarces: Mechanical, Performance, Syncl~onization and Oth~L


In the U.S., mechanical royalties are collected directly by music publishera from recorded music companie~ or via The Hany Fox Agency, a
now-exclusive licensing agent affiliated with NMPA, while outside the U.S., perfo.rming rights org .ar~aflon.s .a~d collection societies perform .tlds function.
Once mechanical royalties reach the publisher (either directly from record companies or fiom collectao.n.soc~etaes), p.e. r~entages, of those..royalties are pard to_
any co-owners of the copyright in the composition and to the writer(s) and composer(s) of the composltton. Mechanical’royalttes are paid at a permy rate of
8.5 cents per song per unit in the U.S. (although recording agreements sometimes contain ~controlled composition" p~ovisinns pursuant to which
ardsVsongwriters license their rights to their record comp.an.ies at as little as 75% of this rate) an.d as a. peree.ntage, of wh?lesale plic¢ in m.ost o~er~territories.
In the U.S., these rates are set pursuant to industry negotmttons contemplated by the U.S. Cop3aaght Act and are increasing at two-year intervals.
example, through December 2005 we received 8.5 cents per song and then on January 1, 2006, the rate increased to 9.1 cents per song until December 31,
2007. Recordings in excess of 5 minutes attract a higher rate. In international markets, these rates are d~termin.ed by multi-year collective bargaining
agreements and rate tribunals. An upcoming Copyright Royalty Board (CRB) proceeding will set new mechamoal royalty rates in the U.S. for the five years
from January 1, 2008 to December 31,2012. The CRB will set the royalty rates for physical and digital products, inchitling subscription sexvices.


Throughout the world, performance royalties are typically collected on behalf of publishers and songwriters by performance fights organizations and
collection societies. Key performing rights organizations and Collection societies include: The American Society of Composers, Authors and Publishers,
SESAC and Broadcast Music, Inc. in the U.S.; Mechanical-Copyright Protection Society and The Pea-forming Right Society in the U.K.; The German
Copyright Society in Germany and the Japanese Society for Rights of Anthers, Composers and
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~u. bli.s, hcrs in .Japan. The societies pay a percentage (which is set in each coumry) of the performanc~ royalties to the copyright owner(s) o~ administratorsi.e., the pubhsher(s)), and a percentage directly to the songwriter(s), of the composition. Thus, the publisher generally retains the performance royalties it
receives other than any amounts attributable to co-publishers.


The music publishing market has proven to ~ more resilient than the recorded nmsic market in recent years as revenue streams other than m~chanical
royalties are largely unaffected by piracy, and are benefiting from additional sources of income from digital exploitation of music in dow~floads and mobile
phone ringtones. The worldwide music publishing market was esthnated to have generated approximately $3.6 billion in revenues in 2004 according to
figures contained in the March 2, 2005 issue of Music & Copyright. Trends in music publishing vary by reyalty source:


M_~’ha.nical: Although the decline in the physical business has beg~n to have an impact on mechanical royalties, this decline has been partly
otts~t by.fae regular and preferable bieamial statutory increases in the mechanical reyalty ra~ in the U.S., the increasing efficiency of local
collection societies worldwide and the growth of n~w revenue sources such as mobile phone ringtones and legitimate onlin~ and wireless
downloads.


Performance: According to an Janumy 2006 report from Enders Analysis, performance royalties experienced s~eady growth from 1999 to 2004.
Continued greyish is expecled, largely driven by television advertising, live performance and online streaming and advertising royalties.


Synchronization: We bdieve synchronization revenues have experienced strong growth in recent years and will continue to do so, benefiting
from ~he prolifcralion of media channels, a recovea’y in advertising, robust videogames sales and growing DVD film sales/rantals.


In addition, major publishers have the opportunity to generate significant value by the acquisition of small publishers by extracting cost savings (as
acquired libraries can be administered with little or no incremenlal cost) and by increasing revenues thr6ugh more aggressive marketing efforts. -


Executive Officers
The following table s~ts forth information as to our executive officers as of November 15, 2006, tog~er with their positiom and ages.


Edgar Bronfman, Jr. 51 Chairman of the Board and CEO
Lyor Cohen 47 Chairman and CEO, U.S. Recorded Music
Patrick Vien 40 Chairman and CEO, Warner Music International
Richard Blacks-tone 46 Chairman and CEO, Warncr/Chappdl Muff_e, luc.
Michael D. Fleishcr 41 Executive Vice President and Chief Financial Officer
David H. Johnson 60 Executive Vice President and General Counsel
Caroline Stockdale 43 Executive Vice President, Global Human Resources
Alex Zubfllaga 38 Exccntivc Vice President, Digital Strategy and Business Development


Our executive officers are appointed by, and serve at the discretion of, the Board of Directors. Each executive officer is an employee of Warner Music
Group or one of its subsidiaries. Mr. Zubillaga is the brethcr-in-]aw of Mr. Bronfman. There are no other family relationships among any executive officers
of Warner Music Group. The following information provides a brief description of the business expe~’ience of each of our executive officers.


Edgar Bronfman, Jr. has served as our Chairman of the Board and CEO since March 1, 2004. Befole joining Warner Music Group, Mr. Bronfman
served as Chairman and CEO of Lexa Partners LLC, which he founded,
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from April 2002. Prior to Lexa Par~n~s, Mr. Bronfman was appointed Executiv~ Vice Chairman of Vivendi Universal in December 2000. He r~sign~d fi’om
his position as an officer and uxeenfive of Vivendi Universal on March 31,2002, and r~sigued as Vic~ ChaL, man of Vivendi Univexsar s Board of Directors
on I~. c~mbex 2, 2003. Prior to the I~c~mbes 2000 formation of Vivencll Univeasak Mr. B~onfinan was President and CEO of The S~agram Comply Lid., a
post he held since June 1994. During his tenme as the CEO of Seagram, he contaminated $85 billion in transactions and transformed the company rote one
of the world’s leading media and cornmunieations companies. From 1989 until June 1994, lVh’. Bronfinan sewed as President and CO0 of Sea,ram.
B~w~n 1982 and 1989, he held a series of senior executive positions for The Seagram Company Ltd. in the U~S. and in Europe. Mr. Bmnfinan serves on
th~ boards of lnt~rActivcCorp, Fandango, New York University M~dical Cur#t~r and the board of Gov~noxs of th~The Joseph H. Lander Instit-at~ of
Management and lntewnational Studies at the University of Pennsylvania. He is also the Chairman of the Board of Endeavor Glo~bal, Inc. and is a. Memb~ of
th~ JP Morgan National Advisory Board.


Lyor Cohen has served as the Chairman and CEO of our U.S. Recorded Music opexafions since March 1, 2004. From 2002 to 2004, Mr. Cohen was
the Chairman and CEO of Universal Music Cronp’s Island D~f Jam Music Croup. Mr. Cohrn served as President of Dcf Jam f~om 1988 to 2002.
Pr~vionsIy, Mr. Coben scxved in various capacities at Rush Managcanc, nt, a hip-hop management company, which lm founded with partner Russell
Simmons. Mr. Cohen is widely crexiited with expanding Island Def Jam beyond its hip-h~op roots to include a wider range of musical geares.


Patrick Vien has s~rvdd as Chairman and CEO of Wamex Music International since Febrna~y 13, 2006. Prior to joining Warner Mmic Group,
Mr. Vien was the Pmsidunt of NBC Unive~sal’s Global Networks Division. Before joining NBC Univarsal, Mr. Vian was P~esid~nt of Universal’s
Television Network Enterprises. Prior to this position at Universal, Mr. Vien was President and CO0 of North American Television 0NATV’). Mr. Vien
earned a mast~’s degr~ in business communications from the Annenberg School of Communications at the University of Sonthem California and
g~aduated from McGill University in Montreal with a bachelor’s degree in economics. He is a member of the Young Presidents’ Organization, a global
association ofbnsiness ]~aders undex the age of 50.


RichardBlackstone has served as Chairman and CEO of WamedChappall Music, Inc. since May 28, 2005. Prior to joining Warner Music Group,
Mr. B]acks~one was the president of Zomba Music Publishing. Mr. Blackstone joined Zomba in 1989 as Director of Business Affairs, and was ]aler "
promoted to the dual role of Head of Creative and Head of Business Affairs. Following the purchase of Zomba by BMG Music in 2002 he was named
President of Zomba Music Publishing, and was given ov _e~sight mspons~ility for Brentwood Benson Music Publishing.                         .


Micl~ael D. Fle~her has s~ved a s our Ex~cutiv~ VicePresident ~d ~i~ F~dal ~ s~m J~u~ 1 ~ 2~5. Prior to jo~g Warner Music
~ou~, ~. ~ei~ was ~ ~d ~i~Exe~e ~ of ~er, ~c. ~. ~ish~jo~ed G~er ~ 1993 and se~ed ~ sev~l roles inclu~g
C~ef F~c~l ~cer prior lo being nam~ CEO ~ 1999. Pr~ions to ~er, h~ was at B~ ~pi~L


D~idH. John#on ~s se~ed as ExecUte Vice P~sid~t ~d O~eml Co~ s~ 1999. Prior to jo~g W~ Music G/oup., ~. Jo~s~ spent
~ ye~ as Se~or Vice P~ident ~d O~r~ ~s~l for So~ Music ~t~L H~ also held several po~s at CBS ~ was ~ ~s~iate ~ ~e law


Law ~hool ~d an L~.M. ~m New York U~e~si~ S~oo] of ~w.


Caroline Stockdale has s~ved as Executive Vice Prrsldent, Global Human Rrsonrcrs sinc~ August 2005. Pri~r to joining Warner Music Group,
Ms. Stockdale was Senior Vice President, Relationship Leader Human Resources, at American Express Financial Advisors/Global Financial Seawices since
2002. Before joining American Express Financial Advisors in 2002, Ms. Stockdale held a vari~ of human resources leadership positions at General
E1~ztric (OE) Capital Corporation-in Europe and the United States beginning in 1997, including Executive Vice President and Global Human Resources
Lead~ at GE Capital Corporation’s Aviaimn
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Sexvices division. Ms. Stockdale qualified as a chartered accountant and grnduated with a B.A. Honors degree from the Univexsity of Shc~ffi¢Id in Sheffield,
England.


Alex Zubillaga has serwxi as Executive Vice Pmsideat, Digital S~’ategy and Business Development sinc~ August 2005. Prior to being dusignated as
Executive Vice Prasident, Digital Strategy and BusineSs Development, Mr. Zubfllaga held various positions with Warner Music Group since joining the
company in March 2004, including Senior Vice President, Digital Strategy and Business Development and Vice President, Office of the Chairman. Prior to
joining Warner Mt~sic Group, Mr. Zubillaga served as managing direaor and co-founder of Lexa Partners LLC. Previously, Mr. Zubillaga was founder and
managing partner of E-Quest Partners. Prior to that, Mr. Zubil]aga served as founder, Chairman and CEO of NETUNO. Mr. Zubillaga graduated from
Babson College with a degre.� Ln Business Administration.


WHERE YOU CAN FLND MORE 1NFORMATIO~N


We are requh’ed to file anmml, quarterly and curr~nt reports, proxy statements and other inform .ation with the Securities and Exchange Commission.
These filings a~s not deemad to be incorporated by ~ferenco in this report. You may read and copy any documents fried by us at the Public Refe~nce
Section of the SEC, 100 F St~e.~, N.E, Washington, D.C. 20549. Yea may obtain information on the operation of th~ Public Rde~enc~ Room by calling
SEC at 1-800-SEC-0330. Our filings with the SEC are also available to the public through the SEC’s website at I~ttp://~’~.#ec.gov. ON common stock is
listed on the NYSE under the symbol "WMG". You can inspect and copy rrports~ proxy statements and other information about us at the NYSE’s offices at
20 Broad Suee~, New Yo~k, New York 10005. We also maintain an internet site at a,~,.wmg.¢.om. We make available on om Interact we.bsite free of
charge our annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K as soon as p~actieabl¢ after we electronically
file such reports with the SEC. In addition, copies of our (~ Corporate Governance Guide.lines, (i~ charters for the Audit Committee, Compensation
Comm~ee and Executive, Nominating and Corporate Governance Corarnittee and (iii) Code of Conduct which is applicable for all or our employees
including our principal executive, financial and accounting officers, are available at our Interact site under "Investor Relations--Corporal� Governance."
Copies will be provided to any stockholder upon written request to Investor Relations, 75 Rockefeller Plaza, New Yorlc, New York 10019, via electronic
mail at lnv~s’tor.~elation~N, mg.com or by contacting Investor Relations at (212 ) 2"/5-2000. Our wdasite and the information posted on it or connected to it
shall not be deemed to be incorporated by ~eferenco into this repo~t.
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ITEM 1A. RISK FACTORS
You s]tould carefully conMder the follo~*,ing riska and other information in this report before moMng an investment decivion with respect In shares of


our common stoc]~ .,tny of the following risks could materially and adversely affect our busine.xv, financial condition or rezults of operatior~:


Risks Related to our Business


The recorded’music industry has been declining and may continue to decline, which may adversely affect our prospects and our results of
operations.


The industry began experiencing negative growth rates in 1999, on a global basis. Illegal downloading of music flora the Interact, CD--R piracy,
industrial piracy, economic recession, bankruptcies of record wholesalers and retailers and growing competition for consumer discretiouaty spending and
retail shelf space may all be conm’buting to a declining recorded music industW. Additionally, the period of growth in recorded music sales driven by the
introduction and penetration of the CD format has ended. While CD sales still generate most of the recorded music revenues, CD sales continue to decline
industry-wi.de and we expect that trend to continue. According ~o RI.AA, kince ! 999,-annual do] .]~’. sales of physical music product in the U.S. are estimated
to have declined at a CAGR of 4%, although there was a 2-~% year-over-year mcreas~ recorded m 2004. in 2005, the physical business experienced an 8%
ycar-over-yenr decline. According to SoundScan, through November 19, 2006, calendar year-to-date U.S. recorded music sales (excluding sales of digital
tracks) are down approximately 5% year-ov~-y~ar. However, new formats for selling recorded music product have been created, including the legal
duwn]oading of digital music using the Interaet and DVD-Audio physical formats and the distn’bmion of music on mobile devices, and revenue streams
from these uew markets are beginning to emerge. These new digital revenue streams am important 1o offset declines in physical sales and represent the
fastest growing area of our business. As reported by IFP1, sales of music via the Interact and mobile phones generated sales of $I.i billion for record
companies in 2005, up from $380 million in the prior-year and sales of music through new avenues such as digital tracks ara beginning to offset the
duclmes seen in prior years. However, it is too soon to determine il’the industry has stabilized or the impac~ of sales of music through new channels might
have on the industry and the recorded music industry performanc~ may continue to negatively impact our operating result~ A declining recorded music
industry is lt’ke]y to ]cad to reduced le’~els of revenue and operating income generated by our Recorded Music business. Additionally, a declining recorded
music industry is also likely to have a negative impact on our Music Publishing business, which generates a significant portion of its revenues from
mechanical royaltiss, primarily from the sale of music in CD and other recordud music formats.


There may be downward pressure on our pricing and our profit margins.
There are a variety of factors that could cause us to reduce our prices and reduce our profit margins. They are, among others, increased price


competition among record companies resulting from the Universal and Sony BMG recorded music duopoly, price competition from the sale of motion
pictures in D~’D-Viduo format and vidcegames, the negotiating leverage of mass merchandisex~ big box retailers and distributors of digital music, the
increased costs of doing business with mass merchandisers and big box retailers as a result of complying with operating p~ocedures that are unique to their
needs, the adoption by record compar~es of initially lower-margin formats such as DVD-Audio and any changes in costs associated with new digital
formats. In addition, we are currently dependent on a small unmbex of lending online music stores, which allows them to signiticanfly influence wholesale
prices we can charge in connection wP, h the distribution of digital music. Over the cour~� of the last decade, U.S. mass-market and other stores’ ~,,hme of
U.S physical music sales grew from 28% to 32%. While we cannot predict how future competition will impact music rdtailers, as the music industry
continues to transform it is poss~le that the share of music sales by mass-market reta~ers such as Wal-Mart and Target and online music stores such as
Apple will continue to grow as a result of the decline of specialty music retailers, which could increase their negotiating leverage. Several large specialty
music retailers, including Tower Records and Musieland, have recently filed for bankruptcy protection. See "Risk Factors--We may be materially and
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adversely affected by the formation of Sony BMG Music Entertaimnent and the potential acquisition of BMO Music Publislfing Oroup by Unive~al" and
"Risk Factors--We are substantially d.ependant on a limited number of online music stores, in particular Apple iTunes Music Store, for the online sale of
oui" music recordings."


Our prospects and financial results may be adversely affected if we fail to identify, siga and retain artists and songwriters and by the existence or
absence of superstar releases and by local economic conditions in the countries in which we operate.


We are dependent on identifying, signing and retaining artists with long-term potential, whose debut albums are well received on release, whose
subsequent albmns ar~ anticipated by consumers and whose music will continue to generate sales as part of our catalog for years to come. The competition
among recoxd companies for s~ch talent is intense. Competifiou among record compank~s to sol] records is also intense and the markctin~ expenditu~s
necessary to compete have increased as well. We are also dependent on signing and retaining songwriters who will w#ite the hit songs of today and the
classics of tomorrow under terms that are economically attractive to us. Our competitive position Js d~pendent on our continuing ability to attract and
develop talent whose work can achieve a high degree of public acceptance. Our financial resnlts may be adversely afl’ected if’we are unable to identify, sign
and ret~n such artists and songwriters under terms that are economically attractive to us. Our financial results may also be affected by the existence or
absence of superstar artist releases during a particular period. Some music industD’ observers believe that the number of superstar acts with long-term
appeal, both in terms of catalog sales and future releases, has declined in recent years. Additionally, our financial results are generally affected by the
general economic and retail envkonmcnt of the countries in which we operate, as well as the appeal of our recerdcd music catalog and our music publishing
l~mry.


We may have difficulty addressing the threats to our business associated with home copying and lnternet downloading.


The combined erect of the decreasing cost of electrouic and computer equipment and related technology such as CD burners and the conversion of
music into digital formats have made it e~sier for consumers to c~eate unauthorized.copies of our recordings in the form of, for example, CDs and MP3 files.
An esdmated 20 billion songs were illegally swapped or downloaded warldwjd¢ in 2005, according to IFPL A substantial portion of our revenue comes
from the sale of audio products that are potentially subject to unauthorized consumer copying and widespread disseminatiou an the Interact without an
economic retmn to us. We are working to control this problem through litigation, by lobbying governments for new, stronger copyright protection laws and
more stringent enforcement of current laws and technological means and by establishing legitimate new media business models. We cannot give any
assurances that such measures will be effective, lfwe fail to obtain appropriate reliefthrovgh the judicial process or the complete enforcement of judicial
decisions issued in our favor (or if judicial decisions are not in our favor), if we are unsuccessful in our efforts t6 lobby goverurnents to enact and enforce
stronger legal penaltiea for copyright infringement or if we fail to develop effective means of protecting our int¢l]e~ual property (whether copyrights or
other rights such as patents, trademarks and trade secrets) or entertainment-related products or services, our results ofbperatinus, financial position and
prospects may suffer. Se~ "Business--Induslry Overview--Piracy."


Organized industrial piracy may lead to decreased sales.
The global organizedcommercial pirate trade is a significant threat to the music indush-y. Worldwide, industrial pirated music (which encompasses


unauthorized physic.a] copies manufactured for sale but does not incinde Internet downloads or home CD burnin~ is estimated to have generated over $4.5
billion in revenues in 2005, according to IFPL 1FPI estimates that 1 ~ billion pirated units v¢~re maunfactnrcd in 2005. According to IFP! estimates,
appreximate]y 37% of all musk CDs sold worldwide in 2005 were pirated. Unauthorized copies and piracy have cantn’hnted to the decrease in the volume
of legitimate sales and put pressure on the price of legitimate sales. They have had, and may continue to have, an adverse effect on our business. See
"Business--indusWy Overvi~v--Pixacy."
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Our involvement in Intellectual property litigation could adversely affect our business.


Our business is highly dependent upon intellectual property, a field that has encountered increasing ]itigatlon in recent years. If we are alleged to
irL~inge the intellectual property tie, his of a third party, any litigation to defend the claim could be costly and would divert the time and resources of
management, regardless of the mar~ts of the claim. Them can be no assurance that we would prevail in any such litigation. If we were to lose a litigation
relating to intellectanl property, we conH be forced to pay monetary damages and to cease the sale of certain products or the use of ce~ain tec]mo~o~y. Any
of the foregoing may adversely affect our business.


Due to the nature of our business, our results of operations and cash flows may fluctuate significantly from period to pe~:iod.
Our net sales, operating income and profitabgity, fike those of other companies in the music business, are largely affected by the n~nber and quality


of albums that we release, our ~e~case schedule and, more importantly, the consumer demand for these releases. We also make advance payments ~o
rcco~ling~ and.s°ngw~i[.ers, which, impact our operatin.g ~sh flows. The timing of ~ releases and advance payments is largely based on business
and other considerations and Is made without regard to the ttrmng of the release ofortr financaal results. We repo~t results of operations quarterly and o~r
results of operatinns and cash flows in any reporting period may be materially affected by the timing of releases and advance payments, which may result in
significant fluctuations from period to period.


Our operating results fluctuate on a seasonal and quarterly basis, and, in the event we do not generate sufficient net sales in our first fiscal quarter,
we may net be able to meet our debt service and other obligations.


Oar business is seasonal. For the fiscal year ceded September 30, 2006, we derived approximately 85% ofourrevennes from our Recorded Music
business, l~, the rec~orded music business, p~..c.b~, s~ arc heavily wc~gi?.ted towards.the last lhrec months of the c.aicedar year, which represent our fa’st
quarter unqer our September 30 fiscal year. H~stoncally, we have realized approyama~]y 35% of recorded mus:c net sales worldwide during the last three
months of the calendar year, making those three months (i.e., our first fiscal quarter) material to our full-year pert’ormance. We realized 31%, 32% and.32%
ofrec.o.rded music calcedar year net sales during the last three months of calendar 2006, 2005 and 2004, respectively. This sales seasonality affects our
operating cash fJow from quarter to quarter. We cannot assure you that our recorded music net sales for the last three months of any cale~adar year will
continue fo be sufficicet to meet our obligations or that they will be higher than such net sales for our other quarters. In the event that we do not derive
sufficicet recorded music net sales in such lasl three months, we may n~ be able to meet our debt service requirements, wetting capital requirements, .
capital .expeeditur?..req~irem~ents, payment of regular..dividends on.our common stock and other obligations. As digital revenue increases as a percentage of
our totel revceue, tins may aneet the overall seasonal~ty of our bus~ness. For example, sulcs of MP3 players or gift cards to purchase digital music sold in
the holiday season teed ~) result in sales of digital music in subsequenl periods. However, scasonality with respect to ~e sale of music in new formats, such
as digital, is still developing.


We may be unable to compete successfully in the highly competitive markets in which we operate and we may suffer reduced profits as a result.
The industry in which wc operate is highly competitive, is based on consumes preferences and is rapidly changing. Additionally, the music industry


requires substantial human and capital resources. We compete with other recorded music companies and music publishers to identify and sign new
recoJrling arLists_ and song,~riters who subsequently achieve long-term success and Io renew agre~mcets with established artists and.son~,.~ers. In
addition, ou~ competitors may from time to time reduce their prices in an effort to expand market share and introduce new services, or improve the quality
of their products or services. We may lose business if we are unable to sign successful artists or songwriters otto match the prices orthe quality ofpreduets
and services, offered by our competitors. Our Music Publishing business competes not only with other music publithing
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companies, but also with songwriters who publish their own wo~ "ks. Our Recorded Music business is to a large extent dependent on technological
developments, including access to and s~]ection and viability of new technologies, and is subject to potential pressure from competitors as a result of their "
technological devdopments. For example, our Recorded Music business may be advers~ly affected by technological.developments that facilitate the p~racy
of music, such as lntcrn~ peer-to-peer file-sharing and CD-R activity; by its inability �o enforce our intdlectual propefi~J righls in dighal dnvixonmruts;
and by its failure to develop a successful business model applicable to a digital environment‘ including such channels ofdislr~ufion as sutdlitc radio. It also
faces competition from other forms of entertainment and leisure activities, such as cable and satcllim television, pr~-recorded filtus on videocasscrles and
DVD, the Into’rid and computer and videogamcs.


Our business operations in some countries subject us to trends, developments or other events in foreign couutries which may affect us adversely.
We are a global company with strong local presences, which have become inerensingiy important as the popularity of music originating from a


country’s own language and culture has increased in recent years. Our mix of national and international recording artists and songwriters provides a
significant degren of diversification for oar music portfolio. However, our creative content does not necessarily �.n~.y universal appeal. As a result, oar.
results can be affected not only by general industry trends, but also by trends, developments or other events in individual countries, including:


¯ limited legal protection and enforcement of intellectual propen’y rights;


¯ restrictions on the repatriation of capital;


¯ differences and unexpected changes in regulatory environment, including environmental, health and safety, local p]anning, zoning and labor
laws, ruIea and regulations;


varying tax regimes which could adversely affect our results of operations or cash flows, including regulations relating to transfer pricing and -
withholding taxes on remittances and other payments by subsidiaries and joint ventures;


exposure to different legal standards and enforcemenl mechanisms and the associated cost of compliance; -


difficulties in attracting and retaining qualified management and employees or rationalizing our workforce;


tariffs, duties, export con~-ols and other trade barriers;


¯ longer accounts receivable settlement cycles and difficulties in coliecting accounts receivable;


¯ recessionary trends, i/hqation and instability of the financial markets;


¯ higher interest rates; and


¯ political instability.


We may not be able to insure or hedge against these risks, and we may not be able to ensure compliance with all of the applicable regulations without
incurring additional costs. Furthermore, financing may not be available in countries with less than investment-grade sovereign credit ratings. As a result, it
may be difficult to ere, ate or maintain profit-making operations in developing en~raries.


In addition, our results can be affected by trends, developments and other events in individual countries. There can be no assaranee that in the future
other couatry-~ecifie trends, developments or other events will not ha’ce such a significant adverse effect on our business, results of operations or financial
condition.
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T~.ble.of Cont~n~
Our business may be adve~’sely affected by competitive market conditions and wc may not be able to execute our business strategy.


We intend to increase revenues and cash flow through a business strategy which requires us to, among other things, continue to maximize the value of
our music assets, significantly reduce costs to maximize flexibility and adjust to new realities of the market, conthue to act to contain digital piracy and
capitalize on digital distribution and emerging technologies.


Each of these initiatives requires sustained management focus, organization and coordination over significant periods of time. Each of’these initiatives
also requires success in buikling reletionships with third parties and in anticipating and keeping up with technological developments and consumer
pref,erences. The results of the s~ralegy and the success of our implementation of this strategy will not be known for some time in the flnure, l£we are unable
to implement the strategy successfully or properly react to changes in market conditions, our financial condition, results of operations and cash flows could
be adversely aft’coted.


Increased costs associated with corporate governance compliance may significantly affect our results of operations.
Prior to our Acquisition by the Investor Group in 2004, we we, re a business divisiop of Time Warner. In addition we completed our initial public .


offering in May 2005 (the "L’fitial Common Stock Offering"). We have only been operating as an independent public company impkmenting our own
corporate governance practices since 2005. We expect lhe continued evaluation and implementation of corporaie governance and securities disclesme and
compliance practices in order to comply with these rrqnirements will increase our legal compliance and financial reporting costs. We continue to evaluate
and monitor regulatory developments and cannot estimate the timing or rnngnitudc or additional costs we may incur as a result.


Our ability to operate effectively could be impaired ffwe fail to attract and retain our executive officers.
Our success depends, in part, upon the continuing contn~utlons of our executive officers. Although we have emplayment agreements with our


executive officers, there is no guarantee that they will not leave. The ]ass of the services of any of our executive officers or the fai]ure to ntu-act other .
executive officers could ha~e a material adverse �ffect on our business or our business pxospccts.


Legitimate channels for digital distribution of our creative content are a recent development, and their Impact on our business is nn~clear and may
be adverse.


We have positioned ourselves to rake advantage of online and witless technology as a sales dis~rlbntion channel ~nd believe that the developmdnt of
legitimate channels for digital music distribution holds promise for us in the future. Digital revenue streams of all kinds are important to offset continued
declining revenues from CD sales industry-wide over time. However, legitimate channels for digital distribution are a recent development and we cannot
predict their impact on our business. In digital formats, certain costs associated with physical produc~s such as manufacturing, distribution, inventory and
retain costs do not apply. While there are some digilal-specific variable cosls and Infrastructu~ investments necessary to produce, market and sell music in
digital formats, we believe it is reasonable to expect th~ we will 8eaw_xa]ly derive a higher contribution margin from digital sales than physical sales.
However, we cannot assure you that we will generally continue to achieve higher margins from digital sales. Any legitimate digital distribution channel that
does develop may result in lower or less profitable sales for us than comparable physical sales. In addition, the transition to greater sales through digital
channels in,educes uncertainty regarding the potential impact of the "anbnndling" of the album on our business. Vv’hile ~ecent studies have indicated that
consumers spend more on music in general when they begin to purchase music in digital form than previously, it remains unclear how consumer behavior
will change when faced with the opportunity to purchase only their favorite tracks from a given album rather than the ent~ album. In addition, if piracy
continues unabated and legitimate digital distribution channels fail to gain consumer acceptance, our results of operations could be harmed. In addition, as
new distribution channels continue lo
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develop we have to implement systems to process royalties on these new revenue streams, tfw¢ a~e not able to s-occessf~ly ~pand our processing
capability or h~. od~ce technology to allow us to determine and pay royalty amounts due in a timely manner and automat~ these tasks~ we may experience
delays as we increase the volume of our digital sales, which could have a negative effect on am relationships with artists and brand identity,


We are substantially dependent on a limited number of online music stores, in particular Apple iTunas Music Store, for the online sale of our
music recardings and they are able to significantly influence the pricing structure for online music stores.


We derive an inereasing portion of our revea~ from sales of music through digital disln’b-trtion channds. We are currently dependent on a small
number of leading online music stores that sell to consumers digital music. Currently, the largest U.S. online tousle store, ~anes, charges U.S. consumers
$(I.99 per single ~rack download. We have limited a’Dllil~, to increase our wholesale prices to digital service providers for digital downloads as Apple’s
iTunes controls more than 70 percent of the legitimate digital music download business, ffiTunes were to adopt a lower pacing model for our music
recordings or if there is a pricing structure change to other pricing models, we may receive substantially less per download for our music recordings, which
could cause a material reduction in our revenue, unless it is offset by a corresponding increase in the number of downloads. Additionally, Apple’s iTunes
and other online music stores at present accept and pesi for sale all the recordings thai we and other distributors deliver to them. However, if online stores in
the future decide to limit the types or amount of music recordings they will accept from music content owners like us, our revenue could be significantly
reduced.


A significant portion of our music publishing revenues is subject to rate regulation either by government entities or by local third-party collection
societies throughout the world and rates on other income streams may be set by arbitration p~oceedlngs, which may limit our profitability.


Mechanical royalties and performance royalties are the two largest sources of income to our Music Publishing business and mechanical royalties are a
significant expense to our Recorded Music business. In the U.S., mechanical rates are set pursuant to industry negotiations contemplated by the U.S.
Copyright Act and performance rates are set by performing rights societies and subject to challenge by performing rights licensees. Outside the U.S.,
mechanical and performance rates are typically negotiated on an industry-wide basis. The mechanical and p~rfermance rotes set pursuant to such processes
may adversely affect us by limiting our ability to increase the profitability of our Music Publishing business, lfthe mechanical mtas are set too high it may
also adversely affect us by limiting our ability to ineresse the profitability of our Recorded Music business. "the U.$. Copyright Office recently decided that
the use of co~posltiom as ~ingtones fall under the compulsory license provisions of section 115 of the Copyright Act. If this decision is not reversed on .
appeal, it will ]ikdy lower the cost of mechanical licenses for ringtones, which is far,able for our R.eeorded Music business but unfavorable for our Music
P-ablishing bnsind.ss. In addition, rotes our Recorded Music business receives in the U.S. for, among other sources of income and potential income,
webcasgng and satellite radio are set by an arbitration process under the U.S. Copyright Act ~nless rates are determlnedthrongh voluntary negotiations. It is
important as sales shift fi’om p]~ysieal to diversified dis~’bmion channels that we receive fair value for all of the uses of our imellectoal property as our
business model now depends upon multiple revenue streams from multiple sources. If the rates for these and other ineorne sources are set too low through
this process, it could have a material adverse impact on our Recorded Music business or our business prospects.


Unfavorable currency e~ehauge rate fluctuations could adversely affect our results of operations.
The repo~ing currency for our financial statements is the U.S. dollar. We have subalantial assets, liabilities, revenues and costs denominated in


curt’cajoles other than U.S. dollars. To prepare our consolidated t)x~aneial statements, we must Wanalate those assets, liabilities, revenues and expenses into
U.S. dollars at then-applicable exchange rates. Consequently, inereases and decreases in the value of the U.S. doliar versus other currencies will affect the
amount of these items in our consolidated flannels! statements, even Jr’their value has not changed in
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~eh" original ctmency. Tbes.e ~’ans]ations could result in significant changes to our resul/s of operations dam period to period. For the fiscal year ~nded
eptember 30, 2006, approxarmtely 52% of our revenues related to operations in foreign territories. From dine to time, we enter into foreign exchange


contracts to hedge the risk of unfavorable foreign currency exchange rate movements. As of September 30, 2006, we have hedged our material foreign
currency exposures related to royalty payments remitted between our foreign affiliates and our U.S. affiliates for the next fiscal year.


We may not have full control and ablllW to direct the operations we conduct through Joint ventures.
We enr~ntly have interests in a number of joint ventures and may in the future enter into further joint ventures as a ~ of condueting om-bminess.


In additior~ we slracture certain of our relationships with recording artists and songwriters as joint ventures. We may not be able to fully control the
operations and the assets of our joint ventores, and we may not be able to make major decisions or may not be able to take timely actions with respect to our
joint ventures unless our joint yer~ture partners agree.


The enbctment of legislation limiting the terms by which an individual can be bound under a ~"personal servicesn contract could impair our ability
to retain the services of key artists.


Califorvia Labor Code Section 2855 ("Section 2855") limits the duration of time any individual can be bound under a contract for "personal services"
to a maximum of seven years. In 1987, Subsection (b) was added, which provides a limited exception to Section 2855 for recording contracts, creating a
damages remedy for record co.mp.anies. Le~slation was ".mtro..~.ced in California to repeal Subsection (b) and then withdrawn. Legislation was introduced in
New York to create a statute snm]ar to Sechon 2855, which did not advance. There is no assurance that New York, California or any other state will not
reintroduce or inlreduee similar legislation in the fiature. The repeal of Sub~ection (b) of Section 2855 and/or the passage of legislation similar to
Section 2855 by other states could materially affect our results of operations and financial position.


We face a potential loss of catalog if it is determined that recording artists have a right to recapture rights in their recordings under the U.S.
Copyright Act,


The U.S. Copyright Act provides authoxs (or their heirs) a right to terminate licenses or assignments of rights in their copyrighted works. This right
does not apply to works that are ’‘works made for hire". Since the effective date of U.S. copyrightability for sotmd recordings (Febreary 15,1972), vixtually
all of our agreements with recording artists ~ovide that such recording artists render services under an employment-for-hire relationship. A termination
right exists nndex the U.S. Cowright Act for musical compositions that are not "works made for hire". If any of our cornmereially available xecordings were
determined not to be "works made for hire", then the recording artists (or their heirs) ~ould have the right to terminate the rights they granted to us,
generally during a i-we-year period starting at the end of 35 years from the date ofa post-1977 license or assignrnenf(or, in the case of a pre-1978 grant in
a pre-1978 recording, generally during a five-year period starting either at the end of 56 years from the date ofenpyright or on 3annary 1,1978, whichever
is ]ater~. A termination of rights could have an adve~,se �ffect on our Recorded Music business. From time to time~ authors (or their heirs) can terminate our
rights m musical compositions. However, we believe the effect of those terminations is already reflected in the financial results of our Mvsie Publishing
business.


If we acquire or invest in other businesses, we will face certain risks inherent in such transactions.
We may acquire, make investments in, or enter into s~ategie alliances or joint ventures with, companies engaged in businesses that are similar or


complementary to ours. If we make such acquisitions or investments or enter into strategic alliances, we will face certain risks inherent in such transactions.
For example, gaining regulato~T approval for significant acquisitions or investments could be a lengthy process and there can be no assurance of a
successful outcome and we enuld inereese our leverage in connection with acquisitions or investments. We could face diffian]ties in managing and
integrating newly acquired operations. Additionally,
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such tmnsactlons would dive~t management reSon~ces and may result in the loss of artists or songwriters from our ~osters. We cannot assure yon that if we
make any future, ac.quisitions, investments, strategic alliances or joint ventures that they will be completed Jn a timdy manner, that they w~l] be structured or
financed in a way that wig ¢nhanen our crcdit-wozthiness and allow for continued payment of regular dividends or that they wig meet our strategic
objectives or otherwise be successful. We also may not be successful in implementing appropzJate operational, financial and management systems and
controls to achieve the benefits expocted to result from these transactions. Failure to effectively manage any of these transactions could result in material
increases in costs, or reductions in expected revenues, or both.


We are controlled by entities that may have conflicts of interest with us.
The.lnvestor Group controls a majority of our common stock on a fully diluted basis. In addition, representatives of the Investor Group occupy


substantially all of the seats on our beard of directors and pursuant to a stockholders agreement, will have the right to appoint all efthe independent
directors to our b0ai& As a result, the Investor Group has the ability to control our policies and operations, including the appoinlment of management, the
enter..g into of mergers, ae .q.a’.~itions, ~ales of assets, divestitures and o~cr extraordinary transactions, future issuances of our common stock or other
securjtms, the payments of diwdends, If any, on our common stock, the mcurranee of debt by us and the amendment of oar certificate of incorporation and
bylaws. The Investor Group will liave the ability to prevent any transaction that requires the approva] of our board of directors or the stoekholdea’s regardless
of whether or not other members of our board of directors or stockholders believe that any such transaction is in their own best interests. For example, the
Investor Group could cause us to make acquisitions that inercase our indebtedness or to sell revenue-generating assets. Additionally, the Investor Group are
in the business of making investments in companies and may from time to time acquire and hold interests in businesses that compete directly or Indirectly
with us. The investor Group may also pursue acquisition opportunities that may be complementary to our business, and, as a result, those acquisition
opportunities may not be ava~qsble to us. So long as the Investor Group continues to hold a majority of our outstanding common stock the Investor Group
will be entitled to nominate a majority of our board of directors, and will have the abilily to effectively control the vote in any clection of directors. In
addition, so long as the Investor Group continues to own a signifieont amount of our equity, even Jr’such amount is ]ess than 50%, they will continue to be
able to stron~y influence or effectively control our decisions.


Our reliance on one company for the manufacturing, packaging and physical distribution of our products in North America and Europe could
have an adverse impact on our abillly to meet our manufacturing, packaging and physical distribution requirements.


Cirtram is currently our exclusive supplier of manufacturing, packaging and physical distr~ution services in North America and most of Europe.
Accordin~y, oar continued ability to meet our manufacturing, packaging and physical distribution requirements in those ten-itories depends largely on
Cixtram’s continued successful operation in accordance with the service level requirements mandated by us in our service agreements, if, for any reason,
Cinram were to fail to meet contractually required service levels, we would have difficulty satisfying our commitments to our wholesale and retail
customers, which could have an adverse impact on our revenues. Even though our agreements with Cinram give as a right to terminate based upon failure to
meet mandated service levels, and there are several capable substitute suppliers, it might be difficult for us to switch to substitute suppliers for any such
services, particularly in the short term, and the delay and transition time associated with funding substitute suppliers could itself have an adverse impact on
onr revenues, ha addition, our agreements with Cinram begin to expbe in 2007. If we are unable to negotiate favorable renewals of these agreements we
would have to swileh to substitute suppliers causing disruption in our Recorded Music business. Further, pricing negotiated with Cinram in future
agreements may be less favorable than the existing agreements.
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We may be materially and adversedy affected by the formati~n of Sony BMG Music Entertainment and the potential acquisition of BMG Music
Publishing Grgup by Universal.


In August 2004, Sony Music Emcrtaimnent ("Sony") and Beste]smarm Music Group ("BMG") merged their reeorded music businesses to form Sony
BMG. As a result, the ~eco~ed music indust~ now consists of four major playexs (Universal, Sony BMG, EMl.and us) rather than fivo (Universal, Sony,
BMG, EMI and us). Prior to the formation of Sony BMG, there was one appreciably larger major, Universal, with approximately 25% of the glohal
recorded music revenues and four other majors r~lativcly equal in size ranging between 1 I% and 14% of recorded music rewnucs. Now tbere am two
appreciably larger majors, Universal and Sony BMG, and two significantly smaller majors, EMI and us. On July 13, 2006, tho European Court of First
hnstancc annulled the European Commission’s decision approving the formation of Sony BMO. Sony and Bericlsmann will now have,to r~-apply to the
Emopcan Commission to seck clearance for the formation of Sony BM(} and the European Con~mission will have to rc-rxamin~ tlm combination. As a
result of this m-examination,-the European Commission coukl dear the transaction without conditions, clear the transaction with conditions or block tbe
transaction forcing Sony BMG to unwind, in.the inteJim, Sony BMG has appealed the ruling t.o the European Corot .of J.ustice. We cannot predict .w~.at
actions will b~ taken by th~ European Comrmssion, Sony or Bertulsmann as a ~rsult of tbe ruling or th~ outcome or t~mmg of the l~urol:~an Commms~on s
re-examination of Sony BMG or the appeal of the ruling, or what impact the final decision regarding the formation of SonyBMG might have on as. Further,
in September 2006, itwas announced that Universal had agreed to acquire tl~ BM(} Music Publishing Group from Be~rlelsmaun. The acquisition has been
approved by U.S. mcrgc~ authorities but still requlrcs the approval of E: U. merger authorities .and, if.approved, would result in the format.ion of th~ largest
music publishing company w~th a sham of global revenues potentially m excess of 25%, making Umversal both the largest recorded mns~c company and
music publishing company. We cannot predict what impact the acquisition of BM(} Music Publishing by Universal might have on


Risks Related to our Leverage


Our substantial l~verage on a consolidated basis could adver~dy affect our ability to raise additional capital to fund our operations, limit our
ability to react to changes in the economy or our industry and prevent us from meeting our obligations under our indebtedness.


We ar~ highly kvcraged. As of September 30, 2006, our total consolidated indebtedness was $2.256 billion. Wc have an additional $250 million
available for borrowing under the revolving pogdon of our senior secured credit fucility (less $2 million of letters of credit).


Ourhigh degree of~verage �ouldhave impomnt consequrncen for you, including:


m "airing it morn difficult focus and oar subsidiaries to make payments on indebtedness;


increasing our vulnerability to general economic and industry conditions;


requiring a substantial portion of cash flow. from opclations m be dedicated to the payment of principal and interest on indebtedness, therefore
reducing our ability to use our cash flow to fund our operations, capital expenditures and future business opportunities;


exposing us to tho risk of increased interest rates as certain of the bonowings of our subsidiaries, including borrowings under our senior secured
credit facility, will be at variable rates of interest;


limiting our ability and the ability of our subsidiaries to obtain additional financing for working capita], capital expenditures, product
development, debt service leqoirements, acquisitions and general corporate or other purposes; and


¯limiting our ability to adjust to changing market conditions and placing us at a competitive disadvantage compared to our competitors who are
less highly ]everagcmL
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We and our subsidiaries may b~ able to incur substantial additional indebtedness in the future, subject to the reslxictions contained in ore" senior
secured credit facility and the indentures relating to our outstanding notes, lfnew indebtedness is added 1o our currant debt levels, the reinted risks that wo
and our subsidiaries now face could intensify.


We may not be able to generate sufficient cash to service all of our indebtedness, and may be forced to take other actions to satisfy our obligations
under our indebtedness, which may not be successful


Our ability 1o make scheduled payments on or to refinance our debt obligations depends on our financial condition and operating performance, which.
is subject to prevailing econon~c and compotitivc conditions and m certain financial, business a~d other factors beyond our conuol. We cannot assure you
that w¢ will maintain a level of cash flows fi’om operating activities sufficient to permit ns to pay the principal, premium, ff any, and interest on our
indebtsdness, including the notes.


If our cash flows and capital resources are insufficient to fund our debt service obligations, wr may b~ forced to reduce or delay investments in
recording artists, and songwrite~ capital expenditures, o~’to sell assets, seek additional capital ur resh-ucmre ur refmanco our indebtedness. These alternative
measures may not be successful and may not pexmit ~s to meet our scheduled debt seT~ic~ obligations. In the absence of such operating results and
resources, we could face substantial liquidity problems and might be rr, qui~d to dispose of material assets ur operations to meet our debt service and other
obligations. Our senior secured credit facility and the indenture governing our outstanding notes restrict our ability to dispose of assets and use tbe proceeds
from dispositions. We may not be able to consummate those dispositions or to obtain t.~ proceeds which we could realize from them and these proceeds
may not be adequate to meet any debt service obligations then due.


Holdings also will be relying on Acquisition Corp. and its subsidiaries to make payments on the Holdings Notes. If Acquisition Corp. does not
dividend funds to Holdings in an amount sufficient to make such paymcots, Holdings may default under the indenture goveming~he Holdings Hotes, which
would result in all such notes becoming due and payable, Because Acquisition Corp.’s debt agreements have covenants that limit its ability to make
payments to Ho]dings, Holdings may not have access to funds in an amount sufficient to service its indebtedness.


Our debt agreements contain restrictions that limit our flexibility in operating oar business.


Our senior secured credit facility and the indentures govexning our o~atstanding notes contain various covenants that limit our ability to engage in
specified types of ~ransactiom, These covenants limit the ability of our restricted subsidiaries’to, among other things:-


¯ incar additional indebtedness or issue certain preferred shares;


¯ pay dividends on or make distributions in respect of our capital stock or make other restricted payments;


make certain investments;


sell cgr~aln assets;


create liens on certain indebtedness without securing the notes;


¯ consolidate, merge, sell or otherwise dispose oral! or substantially all of our assets;


¯ enter into certain lransactions with our affiliates; and


desi~ats our subsidiaries as unrestricted anbsidiaries.


In addition, under our senior securod credit facility, our subsidiaries are required to satisfy and maintain specified :financial ratios and other financial
condition tests. Their ability to meet those financial ratios and tests can be affected by events beyond our control, and they may not be able to meet those
ratios and tests. A breach of
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any of these covenants could result in a defan]t under om senior secured credit facility. Upon the occurrence                             .
of an event of default undex our senior secured credit fac~ity, the lenders could elect to declare all amounts outstanding under our senior secured credit
facility to be immediately d~e and payable and ten’minute all
commitments to extend fufthcx credit. If we were unable to repay those amounts, the lenders undex our senior secmcd c~edit facility could proceed against
the collateral granted to them to secure that indebtedness. We
have pledged a significant portion ofonr assets as collateral under our senior secured credit facility. If the lenders under our senior secured cmdh facility
accelerate the rcpaymont of borrowings, we may not have sufficient assets to ~¢pay our senior secured cxedit facility as well as any unsecured Jndebtednoss.


Risks Related to our Common Stock


We are a "controlled company" within the meaning of the New York Stock Exchange rules and, ai a result, will qualify for, and intend to rely on,
exemptions from certain eorporato governance requirements.


The Investor Group controls a majority of our outstanding common stock. As a result, we are a "controlled company" within the meaning of the New
York Stock Exchange corporate governance standards. Under the New York Stock Exchange rifles, a company of which, more than 50% of the voting power
is held by an individual, a ~ronp, ur another company is a "controlled company" and may elect not 1o comply wi.th certain Ne.w Yo.rk Stock Exchange
corposategovernance reqmremeuts, as applicable, including (1) the requkemenl that a majority of the board of directors consist of independent directors,.
(2) the requirement that we have a nominating/corporate governance committee that is composed entirely .of independent direx~t, ors with a written charter
addressing the committee’s puq3ose and responsibilities and (3) the requirement that we have a compensation cormmttee that is composed entirely of
independent directors with a written chatter addressing the committee’s purpose and responsibJqities. We are and intend to continue to utilize these
exemptions while we are a controlled company. As a result, we will not have a majority of independent directors nor will our nominating and corporate
governance committee, which also serves as our executive committee, and compensation committee consist entirely of independent directors. Accordingly,
you will not have the same pmtectians afforded to stockholders of companies that are subject to all of the New York Stock Exchange corporate governance
requirements.


Future sales of our shares could depress the market price of our common stock.
The market price of our common stock could decline as a result of sales of a large numb.or of sha.r.es of co. _r~aon ~ock in the .m~k~t or the...porc.ep~.~on


that such sales could occur. These sales, or the poss~ility that these sales may occur, also nmght make it more difficult fpr us to sell equRy serroxJties m me
futttre at a time and at a price that we deem appropriate. As of September 30, 2006 we had approximately 149.1 million shares of common stock
outstanding. Approximately 107.5 million shares are held by the Investor Group and are eligible for resale from time to time, subject to contractual and
Securitins Act lestrictions. The Investor Group has the ability to cause us to register the resale of their shares and certain other holder..of our common stock,
incinding members of our management, wig be able to participate in such regiatxation. In addition we registered approximately 8.3 mfllzen shares of
restricted common stock and approximately 8.4 million shares underbying options issued and securities that may be issued in the future pursuant to our
benefit p]ans and arrangements on registration statements on Form S-8. Approximately 13.0 million shares remain ~gistered on these registration
statements on Form S-8 as of Scptembor 30, 2006 and such shares may be sold as provided in the respective registration statements on Form S-8.


The market price of our common stock may be volatile, which could cause the value of your investment to decline.
Securities markets worldwide experience significant price and volume fluctuations. This market voinigity, aswell as general economic, market or


potential conditions, could reduce the market price of our common stock in s0ite of our operating performance. In addition, our operating results could be
below the expectations of securities analysis and investors, and in response, the market price of our common stuck could decrease
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significantly. As a result, the market price of our common stock could decline below price at which you purchase it You may be unable to resell your shares
of our common stock at or above such price. Among other factors that could affect our stock price are:


actual or anticipated variations in operating results;


changes in .financial estimates by research analysts;


actual or anticipated chang~ in economic, p~liticul Or market conditions, such as recessions or international currency iluetmtions;


actual or anticipated changes in the rcgnlato~ environmant affecting the musi~c industry;


changes in the retailing environment;


changes in the market valuations of other music industry peers; and


announcements by us or our competitors of significant acquisilions, strategic partnerships, divestitares, joint ventures or other slrategic
initiatives.


See "Risk Factors--Due to the nature of our business, our results of operations and cash flows may iluemate significantly from period to period.:’ In
the pas~ following periods of volatility in the market price o£a company’s securities, stockholders have often instituted class action securities litigation
against those companies. Such litigation, if instituted, could result in substantial costs and a diversion of management attention and resources, which could
significafitly harm our profitability and reputation.


Provisions in our Charter and amended and restated bylaws and Delaware law may di~enurage a takeover atlempt.


Provisions conlained in our Charter and amended and restatud bylaws ("Bylaws") and Delaware law could make it more difficult for a third party to
acquire us, even if doing so might be beneficial to our stockholders. Provisions of oar Cha~er and Bylaws imtx~se various procedural and other
requiremants, which could make it more difficult for shareholders to effect certain corporate actions. For example, oar Charter authorizes our board of
directors to determine the rights, preferanees, privileges and restrictions of tmissued series of preferred stock, without any vote or action by our
shareholders.Thns, our board of dh-eclors can authorize and issue shares of prefe~ed stock with voting or conversion rights that could adversely affect the
voting or other rights of holders of our common stock. These rights may have the effect of delaying or deterring a change of control of oar company. These
provisions could limit the price that certain investors might be willing to pay in the future for shares of our common steel


ITEM lB. UNRESOLVED STAFF COMMENTS.
None.


ITEM 2. PROPERTIES
We own distribution, studio and office facilities and also lease certain facilities in the ordinary course of business. Our executive offices are located at


75 Rockefeller Plaza, New York, NY 10019. In addition, we have a tan-year lease ending on July 31, 2014 for oar headquarters at 75 Rockefeller Phza,
New York, New York 10019. We also have a seventeen-yeal lease ending on December 31,2020, for office space in a building located at 3400 West Olive
Avenue, Burbank, California 91505, used primarily by our Recorded Mnsie business, and an approximately sixteen year lease ending on June 30, 2012 for
office space at 1290 Avenue of the Americas, New York, New York 10104, used primarily by our Recorded Music business. We consider our properties


- adequate for our currant needs.
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ITEM 3. LEGAL PROCEEDINGS                                                                                        " -


Litigation
Radio Promotion .4ctiviti~


On September 7, 2004, November 22, 2004 and March 31, 2005, the Attorney Genera] of the State of New York served us with re, quests for
information in connection with an industry-wide investigation of the relationship bct’wenn music companies and radio stations, including the use of
independent promoters and accounting for any such payments. The investigation was pursuant to New York Executive Law §63(12) and New York Genera]
Business Law §349, both of which are consumer f~aud statutes. On November 22, 2005 we reached a settlement with the Attorney General in connection
with this investigation. A~ part of such settlement, we agreed to make $5 million in charitable payments and to abide by a list of.permiss~le and
impermiss~le promotional activities. The Attorney General has also reached settlements with all of the other majox music companies in connection with
this investigation. Two independent ]abels have flied related antitrust suits against us alleging that ore" radio promotion activities are anticompetitive.
Radikal ~ec~rd~; Inc. v. Warner Mu.~’ic Group, et al. was filed on March 21, 2006 in U.S. District Court in the Central District of Ca]ifornin, Western
Division. TSR Recard~; Jnc. v. Warner Music Group, el al. was filed on March 28, 2006 ~n U.S. District Court in the Central District of California, Western
Division. Wc filed a Hotice of Related Case and weze successful in having both of these cases consolidatecL On May 16, 2006, we filed a Motion to Dismiss
in both eases. On October 11, 2006, the court denied our Motion to Dismiss as to the antitrust claims but granted the motion, with leave to amend, as to the
state tort claim for Interference with Prospective Economic Advantage. On October 24, 2006, Plaintiffs filed Amended Comp]aints, attempting to onre the
defects in their tort claim. We ~lled a motion to dismiss Plaintiffs’ amended claims for Interference with Prospective Economic Advantage on Novemher 13,
2006. This motion is scheduled to be heard on January 29, 2007. Discovery is proceeding. The Company intends to defend against these lawsuits
vigorously, but is unab]a to predict the outcome of these suits. Any litigation we may become involved in as a result of our settlement with the Attorney
General, regardless of the merits of the claim, could be costly and divext the time and resourees ofmanagemez~t.


Pricing of Digilal Music Downloads’
On D~em~ 20, 2~5 and Feb~ 3, 2006, ~ A~omey General of ~ S~te of New Yo~ s~ ~s wJ~ requ~ for ~fo~afion ~ ~e fo~ of a "


sub~ d~s ~ ~d subpo~ ad te~c~m ~ co~e~on ~ ~ ~-wJde ~gafion as ~ wh~ ~e p~ces of~du~ p~ci~
conc¢~g ~� piling of ~t~ mugic do~oa~ violate ~fion I of~� Sh~ A~, New Yo~ S~t¢ G~�~ Bus~s ~w ~ 340 ¢t s~., N~ York
~e~ve ~ ~63(12), ~d rdat~ s~t~. ~ Feb~ 28, 20~, ~e ~i~ Division of~e U~. ~p~ of Jusfic~ se~ ~ wi~ a r~u~t for
~o~afion ~ ~e fo~ ofa C~g hv~figa~e D~d as to wh~er i~ activities ~]at~g to ~e pfic~g of dig~]~ doW~oad~ mm~ vio]~ ~on I of
~ Sh¢~ A~ ( 15 U.S.C. S~fion 1 ). ~� ~m~y ~s provid~ documen= ~ r=ponse to ~es¢ ~u~ ~d htefi~ to ~n~u� ~o ~lly coo~t¢ wi~
~ AR~ey Gen~al’s ~d Dep~ent of Justice’s hdu~wide hqu~es. Su~u~ to ~e ~o~cem~ of ~e a~ ~v~=] hvesfigafi~, a
to~l of ~ pn~fiv¢ cla= action ]awsui~ conc~g ~e pfic~g of ~ml music down]oa~ h~ b~ fil~ On Au@= 15, 2~6, ~e ju~ci~ p~el on
M~fi~ ~figafion ~n~li~t~ ~ese a~ons for p~ pm~gs h ~e ~n~ Di~ ofN~ YorL ~o lawsuits ~e all bas~ on ~e s~e
genial s~bj~ m~er as ~e ARo~ G~l’s r~ for ~o~ation
ac~r~g to ~ of ~e ~mpl~, prom~ alleg~y ~at~ pfic~ for com~= ~scs. ~e comp~ s~k ~nsp~ed c~n~tow, ~o~ ~d ~ble
~mages. We htend to def~ agai=t ~e l~suits vigorous~, bot me ~able ~ pre~ ~e om~ of~=e ~i~. ~y litigation we ~y become
i~o]ved ~ as a manlt of~e ~q~= of~e ARo~ G~er~ and Dep~t of Jusfic~ re~ess of~e m~i~ of~e cla~, co~d be co~y ~d
~ ~e ~d ~ou~cs of manage~L
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in addition to the matters discussed above, we ~re iiwolved in other litigation arising in the normal course of our business. Management does not
believe that any legal proceedings p~nding against us will have~ individually, or in the aggregate, a material adverse effect on our business. However, we
cannot pr¢dict with certainty the omcom~ of any litigation or the potential for future lltigation. Regard]ess of’the outcome, litigation can have an adverse
impact on as, including our brand value, because of defense costs, diversion of management resources and oth= factors.


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submi11~d to a vote of seeurity holders of Warner Music Group Corp. during the fonnh quarter of 2006.
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1Ti~M 5. MARKET FOR REGISTRA~NT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SECURITIES


Warner Music Oro~p Corp.’s common stock was listed on the New York Stock Exchange under the symbol "WMG" on May 10, 2005. Prior to that
time, there was no public market for our common stock. The following ruble presents the high and low closing prices for the common stock on the New
York Stock Exchange during the periods indicated and the dividends declared during such periods:


Dividends


T)~,d ,Qa.arte~..~.~n~¢~.~ng Ma7...|.0,.2~05~) ................................................................................................................... $.16.~.5. ..........$. 1.~.,23 .........-=,..


Second ~er . ~ 22.21 $19.84 $0.13


~.omth.:.Q~..art~. ................................................................................................................................... $ 30,.08 ........ $.22A2 .............. $Q,13


First Quaffer (ending November 29, 2006) $ 26.94 $ 24.85 $0.13


As of September 30, 2006 there were 41 registered holders of record of our common stock. Because many of our shares of common stock are held by
brokers and other insti~odons on behalf of stockholders, we are enable to estimate the total number of stockholders represented by these record holders:We
belier© thr.re are mor~ than 7,000 b~ncficinl holders of our common stock. The closing price of the common stock on the N~v York Stock Exchange on
November 29, 2006, was $25.60.


Repurchases of Equity Securities During 2006
The following table provides informationabout purchases by us ~uring the fiscal year ending September 30, 2006 of equity securities that are


re~stercd by-es pursuant to Section 12 of the Securities Act:


Issuer Purchases of Equity Securities


Total Number of Maximum Number
Shares Purchased as of Shares that May


Pari ~f Publ|cly Yet Be Purchased
Total Number of Average Price Announced Under the


3/1}’06~."3131106.."-:!:-::!:!!’:!i~!!:~!~.=::’:::-::::-.::.:!:-:: ~:: : :..::!!- :’!:;:!!: .!.: l 8~93(.1.~’:!-:.!::::: :!:.$~::!::.:::!!.1104i~~:!~;!!::~:::::.::~: ~!!:::!! :!~!:~:~-:::~:::-!--~!:~--~.::!:~.:’:i!!-:-:::!:~.:~!~!
4/1/06-4/30106                                      26,483(2)        $    23.00                   --                   --
~?’..l’io~.".’S]3[}ff6.:.:.!:.:::::i:.!:!~:.~::!i::i~::..!::. ~!iiii::::!’::::::.!~?::.~:.:~-:::-.’~-::::.-::!:~i::.’?!!:.;! .1.2~I-~7"5~(3~!-’!!!’~!~.::!?:!.~:i’.!-::~i~26~2.7:i::.::": ": "" """ "’: .....


To~al 232,328 $ 6.23 -- --


(1) Reflects the repurchase of restricted stock from an employee that was unvested at the time of termination of emp]oym~t The purc3aase price
represents the original purchase price paid for the shares by the employee.


(2) Reflects shares withheld from res~cted stock that vested during fiscal 2006 and surrendered to the Con~pany to satisfy withholding tax requirements
related to the vesting of the awards. The value of these shares was determined based on the average of the high and low prices of our common stock
on the day prior to the date of vesting.


(3) Reflecls shares withheld from restricted stock that vested during fiscal 2006 to satisfy withholding tax requirements related to the vesting of the
awards. The value of these.shares was determined based on the average of the high and low prices of our common stock on the day prior to the date of
vesting.
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Sales of Unregistered Securities During the Fourth Quarter of Fiscal 2006


None.


Dividend Policy
We intend to pay regalar quarterly dividends on our common stock outstanding in an amount not to exceed $80 million per year. Any decision to


declare and pay dividends in the future will b~ made at the discretion of our beard of directors and w~l depend on, among other things, our ~esults of
operations, cash requirements, financial condition, contractual restrictions and other factors our board of directors may deem relevant


On October 3, 2005, December 29, 2005, March 14, 2006, June 7, 2006 and August 31, 2006, we declared dividends on our outstanding common
stock at a rate orS0.13 par share. The dividends were paid on November 23, 2005, February 17, 2006, May 3, 2006, July 27, 2006 and October 20, 2006,
respectively, except for the portion of the dividends with respect to unvested restricted stock, which will be paid at such time as such shares become vested.


During the fiscal year ended September 30, 2006, 2,568,505 shares of restricted stock purchased by or awarded to certain employees of the Company
vested. As of September 30, 2006, there were 4,466,419 unvested shares of restricted stock outstanding.


The amounts available to us to pay further cash dividends wBl be restricted by the senior secured credit facility of our subsidiary WMG Acquisition
Corp. ("Acquisition Corp.") and the indentures governing our outstanding notes, including the indenture gqveming the outstanding 9.5% Senior Discount
Notes ~ue 2014 of WMG Holdings Corp. ("Holdings") and the indenture go’~¢rulng Acquisition Corp. s "/ / ~/o Senior Subordinated Dollar Notes due 2014
and 8 /~°A Senior Suberdinated Sterling Notes due 2014 (the "Acquisition Corp. Notes"). Under Acquisition Corp.’s senior secured facility agreement,
generally neither Holdings nor Holdings’ subsidiaries may pay dividends or other, vise tlansfer their assets to us. However, Acquisition Corp.’s senior
secured credit fac~ity permits such restricted payments in an amount not to exceed $10.0 million, subject.to increase up to $50.0 million iftlm l~versge ratio
is less than 3.5 to 1, and subject to additional increase in an amount equal to 50°/o of excess cash flow that is not othenvise applied pursuant to Acquisition
Corp.’s senior secured credit facility and allows distr~utions not in excess of $90 million in any f~scal year to be applied to pay regular quarterly cash
dividends to holders of our common stock. The indentures governing the Holdings Notes and the Acquisition Corp. Notes also limit the ability of Holdings,
Acquisition Corp. and their subsidiaries to pay dividends to us. Under such indentures, generally our mabsidiaries may pay dividends or make other
restricted payments depending on a formula based on 50% of consolidated net income. In addition, Acquisition Corp. may also make such restricted
payments-if, on a pro forma basis after giving effect to any such payment, it has a net indebtedness to adjusted EB1TDA ratio of no greater than 3.75 to 1.0
and a net senior indebtedness to adjusted EBITDA ratio of no greater than 2.5 to 1.0, and Holdings may make such restricted payments if, on a pro forma
basis after giving effect to any such payment, it has a net indebtedness to adjusted EB1TDA ratio of no greater than 4.25 to 1.0. Acquisition Corp. and
Holdings may also make restricted payments under the indentures of up to $43.0 million and $75.0 million, respective]3’, without regard to any such
provisions. The Holdings indenture permits Holdings to dividend up to 6% per annum lYom proceeds of our Initial Common Stock Offering received by
Holdings. See "Management’s Discussion and Analysis of Financial Condition and Results of Operations---Financial Condition and Liquidity--Liquidity."
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Equity Compensation Plan Information


The following tablu provides information as of September 30, 2006 with respect to shares of our common stock that may be issued under our existing
~ily compensation plans.


Numbe~ of Secur|tle~ Remaining
Weighted Available for Future Issuance


Number of Securities to be Exercise Price of Under EquBy Compensation
Issued upon Exercise of Outstand’mg Plans (excluding securbles


Plan ~t~rxo Outstandin~ nations notions reflected in first eolumn’~
F4A..u.~:C~m ...p..e~.~..~.ation ~lans ....................................................................................................................................................................~ ..........................................


(1) Consists of the 2005.0mm)us Stock Plan, as well as individual LTIP and individual stock option agreements.
#


L TIP and Individual Stock Option 3greeraem:;
In 2004, the Company’s board of directors approved a form of LTIP stock option agreement for grants of options to eaigible individuals. Eligible "


individuals inchde any employee, director or consultant of the Company or any of its affiliates, or any othex entity designated by Warner Music Group’s
board of directors in which the Company has an interest, who is selected by the Company’s compensation committee.to ~ceive an award. The board
authorized the granting,of options to pulchase ~p to 1,355,066 shares of our common stock pursuant to the LTIP program. The Company has granted
options and may grant additional stock options under the LTIP stock option agreements to cmain members of our current or future managen~’nt. The board
also approved the granting of options to purchase 3,701,850 shares of oar common stock trader stock option agreements With certain members of our
management. Individual option agreements and options grained under the LTIP program generally will have a 10-year term and the exercise price will
equal at least 100% oftbe fair market value on the date of the grant. With respect to each option granted pursuant to individual option agreements or a LT1P
stock option agreement, end-third of the shares covered by ti~ option generally vest and become exescisable in foxxr equal installments on the day prior to
each of first through fourth anaivarsaries of the effective date of the LTIP stock option agreement, subject to the employee’s continned employment.
Two-thirds of the shares covered by the.option generally vest and become exercisable based on the occurrence of both a sexvice condition (which is the
same as the service condition described with respect to the service-based portion of the option) and a performance condition. The performance condition is
met if, following an initial public offering or cextain other events (including a change in control), a specified investment return is achieved by the investors
(one-half of sfieh shares require one return leveland the other one-half of such shares require a different retmn ]eve]). The performance-based p~stion of
the option also vests, subject to th~ employee’s continued employment, on the day prior to the seventh anniversary of the effective date of the individual or
LTIP stock option agreement and the service condition applicable to the p~rfonnanen-based option will be denmed to’have been attained upon certain
terminations following or in anticipation era change in control. All of the performance-based requirements have been achieved for all of thesu grants,
therefore, only the service condition remains as a vesting requirement.


200.5 Omnibus Stock Plan
In May 2005, we adopted the 2005 Omnibus Stock Plan, or 2005 Plan, which anthorized the gran~g of stock based awards to purchase up to


3,416,133 shares of ore- common stock. Under the 2005 Plan, our bo~xd of directors or the compensation commit~e will administer the plan and has the
power to make awards, to determine when and to whom awards will be granted, the form of each award, the amount of each award, and any other terms or
conditions of each award consistent with the terms oft he 2005 Plato Awards may b~ made to employees, directors and others as set forth in the 2005 Plan.
The types of awards that may be granted incinde restricted and unrestricted stock, incentive and non-statutes" stock options, stock appreciation rights,
performance units and other stock based awards. Each award agreement specifies the number and type of award, together with any other terms and
conditions as detemained by tim board of directors or the compensation
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committe~ in their sole discretion. Eligible employees include any employee who does not already have any other equity participation in our company. The
Company has granted options and restricted stock and may grant additional awards under the 2005 Plan to ce.~ain membem of our currant or future       .
management and directors. Options granted generally have a 1 O-year term, the exercise price will equal at least 100% of the fair market value on the dale of "
the grant and generally vest in four equal installments on the day prior to each of first through fourth anniversaries of the effective date of the stock option
agreement, subject to the employee’s continued employment.


Other Information
in August 2006, certain of the Company’s executive officers entered into written trading plans pursuant to the guidance specified by Rule 10b5-1


under the Securities Exchan$� Act of 1934. The Company’s securities trading policy permits tbo enactment of pro-determined plans for trades of specified
amotmts of Company stock m accordance with Rule 1065-1 oftha Securities Exchange Act of 1934 and each plan adopted has been approved pursuant to
the terms of the Company’s policies. Rule 10bS-I ~ables corporate officers and directors to establish stock trading plans for the orderly sale of
predcerrmined amounts of securities. Such plans may be initiated only when the officers and dlrecters are not in possession of material and non-public
information. The rule allows individuals adopting such plans to sell shares over a specified amount of time, at specific prices in the future, even if
subsequent material and non-public information becomes available to them. Under these plans, insiders can gradually diversify their investment portfolios,
spread stock trades out over an extended period of time to reduce market impact and avoid concerns about transactions occurring at a time when they might
possess inside infcxmation. Insiders may have varied reasons in determining to effect transactions in the Company’s common stock, including
diversification, liquidity, the purchase of a home, tax and estate planning, payment of college tuition, establishment of a ~zust or other personal reasons. The
executives that have adopted plans informed the Company that these stock sales are part of their individual programs for asset diversification.


The Company anticipates that oth~ executive officers or directors may establish Rule 1065-1 trading plans in the furore. The Company does not
undertake to report Rule 1065-1 trading plans that may be adopted by any executive officers or directors of the Company in the future, or to report any
modifications or termination of any publicly ~nnounead plan or to report any plan adopted by an employ~ who is not an executive officer, except to the
eatent required by law. The Company expects, however, that transactions effected pursuant to Rule 1065-1 trading plans will be publicly disclosed by
executive officers and directors as required by the rules of the Securities and Exchange Commission. Sales pursuant to these plans are reported to the
Securities and. Exchange Commission as required by law, and those reports will be available on the Company’s web site www.wrn~.com.
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ITEM 6. SELECTED FINANCIAL DATA
Our summary balance sheet data as of September 30, 2006 and 2005, and the statement of operation’s and other data for each of(i) the twe]ve-month


fiscal year ended September 30, 2006, (it) ,.he twelve-month fiscal year ended September 30, 2005, (iii) the seven months ended September 30, 2004 and
(iv) the three months ended February 29, 2004 have been derived from our audited f’mancial statements included in this annual report on Form IO-K. Our
summary balance sheet data as of,September 30, 2003 and our summary statement of operations and other data for each of the ten months ended
September 30, 2004 and 2003 and the five months ended February 29, 2004 have be~n derived from oar ~maudited f’mancial statements that are not included
in this anunal-report on Form 10-K. Our summary balance sheet data as of(~ September 30, 2004, (ii) February 29, 2004, (fii) November 30, 2003 and
{iv) November 30, 2002 and thestatement of operations and other data for the twelve-month fiscal year ended November 30, 2003 and November 30, 2002
were derived from our audited f’muncial statements that are not included in this annual report on Form IO-IC


The comparability of our historical f_mancial data has been affected by a number of significant events and transactions. These include the acquisition
of substantially all of our recorded music and music publishingbusinesses from Time Warner effe.~’five March 1, 2004 for approximately $2.6 bil]ion (the
"Acquisition") in 2004 and a change in our fiscal year to September 30 from November 30, which was enacted in 2004. For all periods prior to tho
Acquisition, the recorded music and music publishing businesses formerly owned by Time Warner are referred to as "Old WMG" or the "Predecessor." For
all periods subsequent to the Acquisition, the business is referred to as the "Company" or the "Successor." Due to the change in oar yeztr-end, financial
information for 2004 reflects a shortened 1en-rnouth period ended September 30, 2004 and is separated into two pro-acquisition and post-acquisition
periods as a result of the change in accounting basis that occurred re]ating to the Acquisition.


In counectiou with the Acquisition, a new accounting basis was established for the Company as of the acquisition date based upon a~ allocation of the
purchase price to the underlying net assets acquired. As such, financial inforn’mtion for the twelve months ended September 30, 2004 is separated into
pro-acquisition and post-acquisition periods as a result of the change in accounting basis that occurred relating to the Acquisition. That is for the
twdve-menth period ended September 30, 2004, we have presented our operating results and cash flows separately for the pre-acquisRion five-month
period ended February 29, 2004 and the post-acquisition, seven-month period ended Septembes 30, 2004. The financial information for the ten months
ended September 30, 2004 is s~parated into the pro-acquisition three-month period ended February 29, 2004 and tim post-acquisition, seven-month period
ended September 30, 2004.


The split presentation mentioned above is ~qnired under accounting principles generally accepted in the United States ("U.S. GAAP") in situations
when a change in accounting basis occurs. This is because the new accounting basis requires that the historical camying value of assets acquired and
liabi]ities assumed be adjusted to fair va]ne~ which may yield results that are not strictly comparable on a period-to-period basis due to the different, and
sometimes higher, cost basis associated with the allocation of the purchase price.


We believe that this split presentation may impede the ability of users of oar financial information to understand our operating and cash flow
performance. Consequently, in order to enhance an analysis of our operating results and cash flows, we have presented our operating resnits and cash flows
on a combined basis for the fnil ten-month period and twelve-month period ended September 30, 2004. The combined presentation for the twelve-month
period ended September 30, 2004 simply represents the mathematical addition of the pro-acquisition, five-month period ended February 29, 2004 and the
post-acqnisirion, seven-month period ended September 30, 2004 and the combined presentation for th~ ten-momh period ended September 30, 2004
represents the mathematical addition of the pro-acquisition three-month period ended February 29, 2004 and the post-acquisition seven-month period
ended September 30, 2004. These are not intended to represent what our operating results wonid have been had the Acquisition occurred at the beginning of
the period.
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The following ~ab]e sets froth our selected historical financia] and other dala as of the dales and for the periods indicated.


Fiscal Years Ended Ten Three Five Seven Ten Twelve Twelve Twelve
November 30. Months Months Months Months Months Months Months Months


Ended Ended Ended Ended Ended Ended Ended Ended
Sept. 30, Feb. 29~ Feb. 29, SepL 30, Sept. 30 SepL 30 SepL 30,


predecessor ~ Comblned Successor
(audited) (audited) (unaud|ted) (audited) (unnudlted) (audited) (unandited) (unaudited) (audited) (audited)


.......................................................................... (tn...m..ll.ll.o.p~...ex..cept.per..s..ba. re d a.t.a) ¯


Revenues S 3,290 S 3 376 S 2,487 S 779 S 1,668 S 1,769 S 2,548 S 3,437 S 3,502 S 3~16


Selling, g~nea’al ~d admini~tzafivu
.... .~. )roses ............................................0282) .......(L286) ..........~.995) ........:01:9.~. ..........(610) .......(6..T/.) ..........(99~ .......(1.282)~ .......0,305) ........0232)


Dept~r.hti~ and. arao~iza~io~ ........................... (249) ......... 028) ............... 0.’/2) ............ (72). ............. (128~ ............ (1.40) ........... (212) ........... (268)~ .......... (238). ........... (23.5)
O’~(1~’) ihc~fi~-;:i F :~:~’: E F; L:.~;~ F L L-" :D; 0 ..,5~.2’~ :: :.-E :F ~|~-’1 ~8)~L::~FL’L"::L: (197~ ~ D; L." D~ F ~ ~l~l~.::."~:.~ L"~ L .’-. "(97.2~ :~ E :" ~ h :" h :::~ I-Sh "-.::. L:~ F. 7:~ :~ :.~’~L:~:h ~L:::~ (9.54~/h; :~ L-’~ F .’-~


~t .~,.t..~...~.., ,~ .......... ":’:--:’:,.::-:::’,:::" .......... .(.~.) ....... .:~:::::(.~) ....... .::::.:::...~...: .. ........ .(2):..=. ......... ..:.~). ........ ..:.:::(~.0): .:.: :.....:::.(~).::::..::.:.:::..(~..2.)= ....... .. :(.t...~): .......... (L89)


1.q.et 0os~).iacome .............................S (6.0263...S..O..3~3)... S .....~201).. S ......(32:[ ..5.....C1,1~[4)....5.......(2381....$. ....(270).. S... .. (1,422)... 5......(I69)....5 .........60_


........~a~s.i~ .............................................~ .................--=. ...................--.. ................--.. .............~ .......S......(2~1) .............~ ..................--.......S... (L40)...S .....~A2..
Avenge common s.ha~ (l): - "
i~"-."~!~:i~:-:.i~:.:~!~:!::~:.::::::-::-’::-~ ~!~i.-i?:~i::~:.::L":~i~::.~:.i:!.L-’-"~i:.:.!h.~!~:!i~!~:.:~:!!i?~i~: !~ii~!i!;~ii!::~: i~ii~!:i~:::~!~Zi~.-!!!i!ii~3:~!~:!:!:2:: :7.!:~~!~°-:


~0,9 ........


Revenues:
-:~.:~:..:::~6ii~l~ii~.:’:~:.~ r.~::.: :~ ~:~::.~:~.~...~.::~:~.:9:~9.~:~:~.~i~.:~:~63~.~.~:~:~.|~$~..~ L~’:~ii4~:;:’~":::~,05~ ~L’-~.::::~:~~,~V~:::~ ::~4~:: L~:~ :~.."


5.63 ............ ~6.3. .......... 467 ............ 15.~. ............ 2~$ ............. ~4~ ........ 505 ............. 601. .......... 6.07 ......... ~.3.8..


Total mwmues S 3,290 S 3,376 S    2,487 S 779 S    1,668 S 1,769 S    2,548 S    3,437 S 3,502 S 3,516


....... Rec~xdedMusio .................. X..(1,206) .S. OA3Q).._ S ..... (181) .. S ...... (9)..S ....... 058~. _£... 24._5 ........ ,1~ ...S ...... (934). S. 215. S .....317..
~L: ::;-:Mfis~ Ph’b]isJliiz~.:,’:"L- E: ~;: :: ;-:~=:d :::.(2~3):::;-.’:k-’:’23 . :::-:~-.:.F-: "Ig,:..::::F:’~" 17q ":h:’F::~:L:F21::~ " :~ :7-.:’~Z:53-:,-L::L’-.::~i ~0 :F :’.- ": :~ : "~4i.: i ~ :F~ 82: :" i ~-~ :-: g4::-


Co~’i~,orate and �limination.s            (63)      (51)        (35)      (19)        (35)       (59)        (78)        (94)     (213)     (118)


Total OIBDA (2) S 207 S 189 S 75 S 61 S 175 S    158 S 219 S 333 S 322 S 518


Cash flows provided by (used i~):
:i ~’.~bi~i~iih~fi~aL4 ~!!:’!:!~::.i-~:::--.!~.iZ::.(~i -~:~ ~2~~::~s.-!.: ~:~’~:ii:~:.::3~i-:.-::.~! :.!i!::.~K~:: :~Y8~:.~:~s:. .:.Zi::.~6-~"~::~:~:::. ~8 ZD.-.:~:.:: ~-;~ ~6~~
. . ~nga~ti~;~es .............. (~) ......... (6fi) ........ 03) ..... 1~ .... 17 . (2.663)     .(2,649) .... (2,6~) .... (~) ....... 053)
"’k ::~ f~c~gac~6[." :-’:-~-.: : .- F::-:::::.:;;38f 7- ;:~"; (121):" : .i ;:’;-:(1~1)-~:.: "-:::(1O):::~;:’ZL ":~F’lg~ -..- ":-2,661:- - ;- :.’--:- ~.~[F::.="-"-:.2/~79:: ; --: .- (416[ :" :/::’:
Capital exp¢~s                    (g8)      (51)       (30)      (3)       (2a)      05)       (18)       (39)     (30)     (30)
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Fiscal Years Ended Ten Three Five Se~en Ten Twelve Twelve Twelve
November 30. M.ontbs Months Months ~onths ~onl~ ~oDt~ ~o~ Months


Ended ~ded ~d~ ~ded Ended Ended Enid Ended
SepL 30, F~. 29, F~ 29, ~p~ 30, ~ 30 Sep~ 30 Sep~ ~, S~L 30,


P~dec~s~r ~ ~gmbine~ Successor
(audit~) (audite~ (u~udited) (a~it~) (u~ited) (a~ited) (~au~ted) (unaudlted) (anda~ (audi~d)


....................................................................................................................................... On.mia~ ex~ p.~h~e.data) ....................................................................
............... : : : ::::: :: ::::::::: : :::-..:: ::: ===============================================================================================================================


~.~d.~. ............................................ ~ ........ ~L,.5 ...... ]~...S ........... ~0.. S _..ATL..~. .......... ~L......$ ........ ~...~ .......... ~. .$~ .......... ~..


We evaluate segmcut ~ cm~obdated performance based on several factoxs, of which the pnma~y n~easm~ ~s operatm8 nu:ome 0nss) befo~ non-cash depreciation of tangible
ass¢~ nm-c~ash amo~zat~on ofintan~’bl© assets and non-cash ~mpaixa~nt cbarge~ to xcduce the canTb~8 "value of goodwill and intangible assets (v?alch w¢ refer to as "OIBDA").
See "Use of OIBDA" nnd~ "M~ger~ent’s Discussion and Analysis of financial Condition and Results of Operations~. Note that OIBDA is different ~rom Adjusted EBITDA
descn’bed ~n "ManaBemem’s Discuss’ion and Amalysls of Financial Coodillon and Results of Operadom--Liqoidity--,Covenant Compliance~, which is wesented on a consdiida~ed
and combined basis therein as a covenant compliance mea.qge. The following is a rcconci}iafion of opcr’adng income, wE~h is a GAAP men.stun of o~r operating xe~ull~ to OIBDA.


D¢l~ci~figa. an0A~u~op~m;i¢~. ~p~n,~ ..................................... 2.49 ............ 32~ ......... 272 .......... TA. ............. 128 ........ 14~ 212. ~8 23~    235


OIBDA S 207    S 189 S 75    S 61    S 175 S158 $219 S 333 S322 $518
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ITEM 7,    MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis of our results of opefatious and financial condition includes periods prior to the consummation of our


acquisition of substantially all of Time Warner Inc.’s recorded music and music publishing businesses and related financing (the "Transactions").
Accordingly, the discussion and analysis of operating results for the twelve months ended September 30, 2004 do not reflect the full impact that the
Transactions have had on us, including significantly increased f’mancing costs. You should read the following discussion of our results of operations and
financial condition with the audited financial statements included elsewh~e in this Annual Report on Form 10-K for the fiscal year eadud September 30,
2006 (the "Annual Report").


"SAFE HARBOR’~ STATEMENT UNDER PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995
Tiffs Annual Report includes "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A


of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements other than statements of
historical facts included in this Annual Report, including, without limitation, statements regarding our future financial positiou, business str~itegy, budgets,
projected costs, cost savings, industry trends and plans and objectives of management for future operations, are forward-looking statements. In addition,
.f.orw.~ .td-looking statements generally can be identified by the use of forward-looking terminology such as "may," "will;’ "expect," ~intend," "estimate,’~
"anticipate," ’q)elleve" or "continue" or the negative thereof or variations thereon or similar terminology. Such statements include, among others, statements
regarding our ab~ity to develop talent and attract future talent, to reduce future capital expenditures, to monetize our music content, including through new


bdius .~’butio.n channels and formats, to effectively deploy our capital, the development of digital music and the effect of digital distn’bntion channels on oursmess, including whether or not the Interact will become an important sales chaunel and whether we will be able to achieve higher margins from digital
sales, our success in limiting piracy, our ability to compete in the highly competitive markets in which we operate, the growth of the music industry and the
effect of our and the music industry’s efforts to combat piracy on the industry, the imention to pay quarterly dividends, our ability to fund our future capital
needs and the effect of litigation on us. Although we believe that the expectations reflected in such forward-looking statements are reasonable, we can give
no assurance that such expectations will prove to have been correct.


Them are a number of risks and uncertainties that could cause our actual results to differ materially from the forward-looking statements contained in
this Annual Report. Additional/y important fuetors could cause our actual results to differ materially from the forward-looking statements we make in this
Annual Report. As stated elsewhere in this Annual Report, such risks, uncertainties and other important factors inclu.de, among others:


the impact of our substantial leverage on our ability to raise additional capital to fund our operations, on our ability to reagt to changes in the
eeouomy or our industry and on our ability to meet our obligations under our indebtedness;


the continued decline in the global rdcorded music indnst~y and the rate of overall decline in the music industry;


our ability to continue to identify, sign and retain desirable talent at manageable costs;


the tlgeat posed to our business by piracy of music by means of home CD-R activity and interact peer-to--peer fdn-sh~ring;


the significant threat posed to our business and the music industry by organized industrial piracy;


the popular demand for particular recording ar’dsts and/or songwriters and albums and the thndy completion of albums by major recording artists
and/or songwriters;


the diversity and quality of our portfolio of songwriters;
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¯ the diversity and quality of our album releases;


¯ significant fluctuations ~n our results of op~ations and cash flows due to the nature of our business;


¯ our involvement in intellectual propc~y lhigation;


¯ the poss~]¢ downward pressure on our pricing and profit margins;


¯ the seasonal and cyclical nature of recurred music sales;


¯ our abiE’ty to continue to enforce our intellectual property rights in digital environmoats;


¯ the ability to develop a successful business mode] applicable to a digital enviromuant;


¯ the ability to maintain product pricing in a competitive environment;


¯ the impact ofheightaned a~d intensive competitinn in the recorded music and music publishing businesses and our inability to execute our
business sWategy;


¯ risks associated with our non-U.S, operatiuns, including limited legal protections of our intellectual prop~ty rights and restrictions on the
rcputriation of capita];


the impact of legitimate music distribution on the luternct or the introduction of other new music distribution formats;


the impact of rate regulations on enr ~¢cordcd music and music publishing business;


risks associated with the fluctuations in foreign cur~ncy exchange rates;


our ability and the ability of our joint vcaVarc pampers to operate our existing joint ventures satisfactorily;


the enactment of ]egislatinn limiting the terms by which an individual can be bound under a ’~¢rsunal sc~iccs" contract;


potential loss of catalog if it is determined that recording artists have a fight to recapttue recordings under the U.S. Copyzight Act;


changes in law and govvrnmoat regulations;


]~a] or other developments related to pending litigation by the Attorney C~neral of the State of New York and the Depa~lment of Justice;


trends that affect the oad ns~s of our musical compositions (w]dch include uses in broadcast radio and te]evisinn, film and advertising
businesses);


¯ the growth of other products that compete for the disposable income of consumers;


¯ risks inhc~oat in relying on one supplier for manufacturing, packaging and distribution services in North America and Ewope;


¯ risks inhcroat in our acquiring or investing in other businesses;


¯ the possibility that our owners’ interests will conflict with ours or yours;


¯ increased costs and diversion of resources associated with complying with the internal control reporting or other requirements of
Sarbanes-Oxley;


¯ thv effe, cts associated with the formation of Sony BMG Music Entertainment or the potential acquisition of BMG Music Publishing G~oup by
Universal; and
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t’ailur¢ to attract a~d rcta~ k¢7 p~rso~ne].                                                                 -~ ~-


The~e maT’~e othe~ t’actozs not present]7 ~ow~ to us or w~ch we c~rr~t]7 cousider to be Jmmate~] that m~y cause o~r ac’m,d resalts to diz"i’er
z~aterJa]]~" ~ora t~e ~’orwar~-loo]~g statera¢~ts.


43


SE 0214066







Tab!~.o_f_~ordentsAll t’o~ard-]ooY3ng stmemeuts a~5]� to ~s oT persons a~g on o~ be~a]~ app~ o~y as o£~� date of ~s ~ua] ~po~ ~d am expressly
qu~d ~ ~ ~eW by ~ ~ufion~ s~temants ~c~ded ~ ~s ~mu~ Re~ We discldm aW ~ to publicly up~te or revise fowa~-]oo~g
~te~n~ to r~ect ~n~ or c~ums~ces afinr ~� ~te made or to ~E~t ~� occ~nce of~anficipat~ ~en~.


INTRODUCTION
Warner Music Group Corp. (the "Company" or "Parent") was formed by a private equity consortium oflnvestom (the "Investor Group") on


November 21, 2003. The Company is the direct parent of WMG Holdings Corp. ("Holdings"), which is the direct parent of WMG Acquisition .Corp.
("Acquisition Corp."). Acquisition Carp is one of the world’s major music companies and the successor to the interests of the recorded music and music
publishing businesses of Time Warner Inc. ("Time Warner’). Such predecessor int~ formerly owned by Time Warner are hereinafter referred to as "Old
WMG" or the "Predecessor." Effective March 1, 2004, Acquisition Corp. acquired Old WMG from Time Warner for approximately $2.6 billion (the
"Acquisition").


The Company and Holdings are holding companies that conduct substantially all of their business operations through their subsidiaries. The terms
"we," ’L~s," "our," "ours," and the "company" refer collectively to Warner Music Group, Corp. and its consolidated subsidiaries, except where otherwise


Management’s discussion and analysis of results of operations and financial condition ("MD&A") is provided as a supplement to the audited financial
statements and footnotes included elsewhere herein to help provide an onderstanding of our financial condition, changes in financial condition and results of
our operations. MD&A is organized as follows:


¯ Overview. This section provides a general description of our business, as well as recent developments that we believe are important in
understanding our results of operations and financial condition and in anticipating future trends.


Re~,ultv ofoperation.~: This section provides an analysis of our results of operations for the tweh, e-month periods ended Septemb’er 30, 2006,
2005 and 2004. This analysis is presented on both a consolidated and svgroent basis.


Financial ~ondaaon and liquidity. This section provides an analysis of our cash flows for the twelve-month periods envied September 30, 2006
and 2005, as well as a discussion of our financial condition and liquidity as of September 30, 2006. The discussion of our financial condition and
liquidity includes (i) our ava~able financial capacity under the revolving credit portion of our senior secured credit facility and (i~ a summary of
our key debt compliance measures under our debt agreements.


Use of OIBDA
We evaluate our operating performance based on several factors, including our prinaary financial measure of operating income (loss) before non-cash


depreciation of tangible assets, non-ensh amortization of intangible assets and non-cash impairment charges to reduce the carrying value of goodw~l and
intangible assets (which we refer to as "O1BDA"). We consider OIBDA to be an important indicator of the operational strengths and performance of our
businesses, including the ability to provide cash flows to service debt. However, a limitation of the use of OIBDA as a performance measure is that it does
not reflect the periodic costs of certain capitalized tangible and intan~"o]e assets used in generating revenues in our businesses. Accordingly, OIBDA should
be considered in addition to, not as a substitute for, operating income 0oss), net income (loss) and other measures of financial performance reported in
accordance with U.S. GAAP.


Change in Fiscal Year and Basis of Presentation
In 2004, in connection with the Acquisition, the Company changed its fiscal year-end to September 30 from November 30. As such, we restated our


prior quarters starting October 1, 2003, under the new fisoal year format, to enhance comparability between periods. Due to this change in fiscal year-end,
our 2004 fiscal year consists of
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the ten-momhs ended September 30, 2004, while our 2006 and 2005 fiscal years are the full twelve-month periods ending September 30, 2006 and 2005.
Our discussion 9fthe twelve-month fiscal year ended September 30, 2005 is presented as the comparison of the twelve-month fiscal year ended
September 30, 2005 to the twelve-month period ended September 30, 2004. The twelvd months ended September 30, 2004 ale unaudited and were derived
from the audited fiscal year financial results for the ten months ended September 30, 2004 and the audited fiscal year financial results for the fiscal y~ar
cuderi November 30, 2003.


In connection with the Acquisition, a new accounting basis was established for the Company as of the acquisition date based upon an allocation of the
purchase price to the underlying net assets acquired. As such, financial information for the twelve months ended September 30, 2004 is separaied into
pre-acqnisitio~i and pogt-acqulsition periods as a result of the change in accounting basis that occurred ~elating to the Acquisition. That is, for the
twelve-month period ended September 30, 2004, w~ have presenteM our operating results and cash flows separately for the pre-acquisition five-month
pdriod ended February 29, 2004 and the post-acquisition, seven-month period ended September 30, 2004.


The split presentation mentioned above is required under U.S GAAP in situations when a change in aecofinting basis occurs. This is because the new
accounting, basis requires that the hi.stor~cal ca .ny.i~.g value of assets .a.cquired and liabilities assumed be adjusted to fair value, which may yield resuBs that
are not strictly comparable on a period-to--period basis due to the different, and sometimes higher, cost basis associated with the allocation of the purchase
price.


We believe that ~his split presentation may impede the ability of users of our financial information to understand our operating and cash flow
performance. Consequently, in order to enhance an analysis of our operating results and cash flo~s, we have presented our operating results and cash flows
on a combined basis for the full twelw-month period ended September 30, 2004. The combined presentation for the twelve-month period ended
September 30, 2004 simply represents the mathematical addition of the pre-acquisition, five-month period ended February 29, 2004 and the
post-a .cq.ulsJtion, seven-month period ended September 30, 2004. These are not intended to represent what our operating results would have been had the
Acquisltron occurred at the beginning of the perind. Reconciliations showihg the mathematical combination of our operating results for such periods are
inc]uded herein.


Though. we believe that ~he combined presentation is most meaningful for the twelve-month period ended September 30, 2004, it is not in conformity
with U.S GAAP. As such, we have highlighted in our discussions that fol]ow any significant effects from the Acquisition to facilitate an understanding of a
comparison of our operating results from period-to-period.


OVERVIEW
We are one of the word’s major music conteaat companies. We classify our business interests into two fundamenlal operations: P, ecorded Music and


Music Publishing. A brief description of each of those operations is presented balow.


Recorded Music Operations
Our Recorded Music business consists of the di~ove~ and d~vclopment of a~s and the related marketing, distn"oufion and licensing of recorded


music produced by such artists, in addition to the more traditional methods of discovering and developing artists, we established’our independent Label
Group ("ILG") to discover artists earlier in their caree(s and at a lower cost by ]everaging our indepemdent distribution netwoflc


In the U.S., our recorded music operations are conducted principally through our major record labels--Warner Bros. Records and The Atlantic
Records Group. Our Recorded Music operations also include Rtfinn Entertainment ("Rhino"), a division that specializes in marketing our music catalog
through compilations and reissuances of
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previ.ousl~, reless~d r~sic and video titles, as well as in the licansing of recordings to and from flfird parties for various uses, including fdm and television
soundlracks. On. M..ay 31, 2006, the Company completed tha acqulisition of Ryko Corporation ("Ryko"), a leading independent, integrated music and
entertainment company.


Outside the U.S., our recorded music activities are conducted in more than 50 countries through Warner Music International ("WMI’9 and its various
subsidiaries, affiliates and non--affdiated ficeusees. WMI engages in the same activities as our U.S. labels: discovering and signing artists and distributing,
marketing and selling their recorded music. In most cases, WMI also markets and distributes the records of those artists for whom our domestic record
labels have international rights. In certain smaller countries, WMI licenses to unaffiliated third-party record labels the right to distr~ute its records.


Our Recorded Music distn’oution oparatious include Waroer-Elelma-Aflantic Corporation ("WEA Corp."), which markets and sells music products
to retailers and wholesale distr~ntors in the U.S.; AJtemafive Distribution Alliance ("ADA"), which distr~utes the products of independent labels to retail
and wholesale distributors in the U-S4 Ryko Distribntior~, which distributes music and DVD re.leases from Rykodisc, Ryko’s record made label, and
third--party record and video labels; ~ious distribution centers and ventures operated internationally; an 80% interest in Word Ente, tainment, which
specializes in the distribution of music products in the Christian retail marketplace; and the newly created ADA U.K., which provides ADA’s distribution
services to independent labels in Europe.


Oar principal recorded music revenue sources are sales of CDS, digital downloads, mobil� phone ringtones and other recorded music products and
license fees received for the ancillary uses of our recorded music catalog. The principal costs associated with our Recorded Music operations are as follows:


royalty costs and artist and repertoire costs--the costs associated with (i) paying royalties to artists, producers, songwriters, othe~ copyright
" ho]ders and trade anions, (ii) signing and developing artists, (iii) cresting master recordings in the studio and (iv) creating artwork for album


covers and liner notes;


prqduct costs---the costs to manufacture, package and distribute product to wholesale and retail distribution outlets;


¯ selling and marketing costs-the costs associated :,vith the promotion and marketing of artists and recorded music products, incleding costs to
produce music videos for promotional purposes and artist tour support; and


¯ general and administrative cost.q--the costs associated with general overhead and other administrative costs.


Music ~ublishing Operatiorm
\Vher¢ ,’ecorded music is fo,.’-ased on exploiting a paxticular recording of a song, music publis~dng is an intellectual properly business focused on the


exploitation of the song itsel£ In return for promoting, placing, marketing and administering the creative output of a songwriter, or engaging in those
activities for other rights holders, oar music publishing business garners a share of the revenues generated from usa oft he song.


Our music publishing operations include Wamer/Chapp¢11, our global music publishing company headquartered in Los Angales with opezations in
over 50 countries through various subsidiaries, affaliates and non-affihated lieansees. Wc own or control rights to more than one million musical
compositions, inci~ding unmexous pop hits, Ar0erican standards, f91k songs and motion picture and theatrical compositions. Assembled over decades, our
award-winning catalog ineindes over 6.5,000 sonl[~ters and eompos(~-and a diverse range of genres incinding pop, rock, jazz, country, R&B, hip-hop,
rap, reggae, Latin, folk, blues, symph’~ic, soul, ]ffmadway, techno, alternative, gnspel and other Christian music. Wamer/Chapp¢ll also administers the -
music and soundtracks of sevexal thkd-party tel�vision and film producers and studios, including Lucasfilm, Ltd. and Halkaark Entertainment. in addition
to the more traditional m~thods, we have implemented new initiatives to promote and d~valop emerging songwriters, such as oar label, Perfect Game
Recording Co., which, dmi]ar to ILG, seeks to identify and nm’tar¢ songwriters earlier in their careers.
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Wa~er/Chappcl] also previously owned Warner Bros. Fublicadous ("WBP"), which p~tP.A and distffo~tcd a broad sc.]ecfion ot" sheet rm]sic, books


and educational materials, orchestrations, folios, ~fsenality books and au’angcments from the catalogs ofWamer/Chappc]] a~d other music publishers. Ou
May 31,2005, we sold om printed sh~t music b~siness to Alfred Publishing.


Publishing revenues ~re derived fi’om four main sources:


Mechanicah the licensor receives royalties with respect to compositions embodied in recordings sold in any format or configuration, including
physical recordings (¢g., CDs, DVDs, video cassettes), onl~ and wireless downloads and mobile phone ringtones.


Performance: the licensox receives royalties if the composition is performed publicly through broadcast of music on television, radio, cable and
satellite, live performance at a concert or other veu~ (e.g., a~cna concerts, ~fighlch~bs), online and wireless steaming and peaSonnance of music
in staged theatrical pxoductions.


Synchronization: the licensor receives m~allies or fees for the right to use the composition in combination with visual images soch as in films or
television programs, television commercmls and videogames.


.. ~th~r: the li~ensor receives r~ya~~es fr~m ~ther uses such as in t~ys ~r n~ve~ty items and f~r use in sheet musi~.


The principal costs associated with our Music Publishing operations are as follows:


artist and repertoire costs--the costs associated with (i) signing and developing songwritors and (ii) paying royalties to songwriters,
co-publishers and other copyright holders in connection with income generated from the exploitation of their eopyrighted works; and


administration costs--the costs associated with general overhead and other administrative costs.


Factors Affecting Results of Operations and Financial Condition
M~-ket Factors


Sine~ 1999, the recorded music industry has been unstable, which has adversely affected our operating results. The indust~j-wide decline can be
attributed primarily to digital piracy. Other drivers &this decline are the bankruptcies of record retailers and wholesalers, growhag competition for
consumer diserelionaxy spending and retail shelf space, and the maturation of the CD format, which has slowed the historical growth pattern of recorded
music sales. Wh~qe CD sales still generate most of the reeurded music revenues, CD sales continue to decline industry-wide and we expect that trend to
continue. While new formats for selling recorded music product have been created, including the legal downloading ofdigita! music using the Intumet,
DVD-Audio formats and the distr~ution of music on mobile devices, significam revenue streams from these new markets are just beginning to emerge.
The recorded music industry performance may enntinue to negatively impact our operating results. In addition, a declining recorded music industry could
continue to have an adverseqmpact on the music publishing business. This is because our music publishing business generates a significant portion of its
revenues from mechanical royalties received from the sale of music in recorded music formats such as the CD.


R ea’tructuring
Due in part to the development of the new channels mentioned above and ongoing anti-piracy initiatives, we believe that the recorded music industry


is positioned to improve over the coming years. However, the industry may relapse into a period of decline. In addition, there can be no assurances as to the
timing or the extent of any improvement in the industry. Accordingly, we have executed a number of cost-swAng initiatives over 1he past
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few years in an attempt to realign our cost structure with the changing economies of the industry. These initiatives have included significant headeannt
reductions from the. consolidation of operations and the
streamlining of~orporate and label overhead, exiting certain leased facilities in an effort to consolidate locations and the sale of our manufacturing,
packaging and physical distribution opcxations. We completed substantially all of our restructuring efforts in fiscal 2005 and implemanted approximately
$250 million of aunualized cost savings.


Transactions with Time Warner and its A.O~liates


As provionsly descr~ed, prior to March 1, 2004, Old WMG was ow~dand operated by Tim~ Warner. As such, in tbe normal course of conducting
our business, Old WMG had various commercial and financing arrangvraents with Time Warner and its affiliates. In particular, Old WMG purchased
manufacmrlng packaging and physical distribution services from affiliates of Time Warner, and Time Warner funded its operating and capital requirements.
See Note 19 to our audited financial statements for a summary of the principal transactions between Old WMG and Time Wan~r and its affiliates.


Time Warner soM its CD and DVD maunfac’mring, packaging and physical distribution operations to Cinram at the and of October 2003. Prior to the
sale, these operations were under the control of Time Warner and Old WMG’s management As such, pricing for such services was not negotiated on an
arm’s-length basis and did not reflect market rates. As part of the sale, Time Wurner and Old WMO antezed into arrangc~uents with Cinram, under which
Cira’am provides manufacturing, packaging and physioal distr~ution services for our products in the U.$. and Europe at favorable, market-based rates that
were negotiated on an arm’s--langth basis.


With respect to the financing arrangements with Time Warner, all cash received or paid by Old WMG was included in, or funded by, clearing
accounts or shared intexnational cash pools within Time Warner’s centralized cash management system. Some of those arrangements w~re interest-bearing
and others were not. Accordingly, historical net intt~,-st expense is not representative of the amounts incurred by us under our new lrveraged capital
structure created in connection with the Acquisition.


Payments Relating to F.xec~ti~e Comper~ation
Concurrent with our Initial C6mmun Stock Offering, we determined that certain shares of res~cted stock issued in 2004 and early 2005 may have


been sold at prices below fair market value on the applicable date of sale and certain options to purchase shares of our stock granted may have had exaraise
prices below fair market value on the applicable date of grant. As a result, certain U.S. employee holders of the reslrioted stock who made elections under
Section 83(b) of the Internal Revenue Code would be subject to additional ordinary income tax to the extent of the fair market value of the restricted stock
r~ceived over the purchase price they paid for such stock. In other cases, certain employees who did not make such an election will be subject to higher
taxes on their restricted shams at the time ofv=ting than would have been the case had they purchased the shares for fair m~ket value In addition, under
the provisions of the American Jobs Creation Act of 2004 signed into law in Octob~ 22, 2004, U.S. employee option holders whose optiom vest with
exercise prices below fair market value on the date of grant are subject to significant penalties under new Section 409A of the Internal Revenue Code.
Notice 2~05-1 provided tmmitional guidance on the application of Section 409A which, among other things, permits options with exercise prices below the
fair market value of the underlying stock on the date of grant to b¢ amended or replaced with new options having an exc~cise price at ]cast equal to the fair
market value on the grant date. Nan-U.S. employee holders of restricted stock or options may be subject to similar or other rahted issues. In order for us to
address these issues our Board of Directors, based on a re-assessment of fair market values on the applicable dates, approved the actions discussed below.


Restricted Stock. We were authorized to pay a cash bonus to each employee who purchased restricted stock at prices that may have been below fair
market value on the date of purchase. The bonus was calculated as either an amount equal to the tax liability Incurred by the employee at the grant date or an
esthnate of the additional tax which would be incurred by the emplaye~ upon vesting of the shares, dvpunding upon th~ employee’~
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Section 83(b) election. Additionally, we paid the employees an amount necessary to pay the related taxes on the bonus. This resulted in total cash payments
of approximate~y $I0 million, which we expensed in the twelve months ended September 30, 2005.


Options. We revised the exercise prices of certain options to purchase our common stock to prices equal to the applicable re-determined fair market
values of the common stock on the dates oflbe respective grants. We compensated the grantees with a cash bonus representing the loss of value created by
this adjustment to the option exercise prices. This resulted in total cash bonuses paid of approximately $9 million. The revision of the exercise prices was
treated as a modification of these awards and $6 million related to this modification was expensed in the twelve months ended September 30, 2005.


Further, in connection with the $100.5 rm’llion cash dividend we declared and paid to holders of our common stock, consisting of the Investor Group
and cerlain members ofmana~ment who held shares of common stock prior to the Initial Common Stock Offering, we made an adjustment to all options to
purchase common stock outstsnding at the time of declaration of the dividend. The adj~astment ~onsisted of a cash make-whole payment to each option
holder equal to the pro-rata amount that would have been received per share had all outstanding options been exercised at the time of the declaration oftbe
dividend. The amounts were adjusted down to reflect a present value discount based on the e~rliest poss~le exercise dates. We recorded approximately $3
million of expeuse related to such payments in the twelve months ended September 30, 2005.


Holdings .Refinancing and Redemption
in December 2004, Holdings issued $847 million pRneipal amount of debt. The $847 million principal amount of Holdings’ debt consisted of(~ $250


million principal amount of Fleating Rate Senior Notes due 2011 (the "Holdings Floating Rate Notes"), (it) $397 milli6n principal amount at maturity of
9.5% Senior Discount Notes due 2014, which had an haitial issuance discount of $147 million (the "Holdings Discount Notes") and (ii~ $200 million
principal amount of Floatiog Rate Senior P1K Notes due 2014 (the "Holdings PIK Notes", and coilective]y, the "Holdings Notes").


in connection with the initiai Common Stock Offering, we used $517 million of proceeds from the offering along with $57 million of availablu cash
to redeem the Holdings Floating Rate Notes, the Holdings PIK.Notes and 35% of the Holdings Discount No~s on June 15, 2005. In connection with the
redemption; we were required to pa.y redemption premiums of $10 million and $9 million, respectively, wlili~ were paid on June 15, 2005 and recorded as a
loss on the repayment of the notes m the ennsolidated statement of operations for the year ended September 30, 2005. We also wrote off the remaining
balance of debt-issunnee costs of $I 2 million related to the notes redeemed and the remaining unamortized original issue discount of $4 million related to
the Holdings PIK Notes. Such amounts, $35 million in the aggregate~ were recorded as a loss on the repayment of the notes in the consolidated statement of
operations for the twelve months ended September 30, 2005. See"----F’maneial Condition and Liquidity" for more information.


Termination of Management/ Monitoring.dgreement
As descn’bed in Note 19 to our audited consolidated financial statements included harein, we entered into a management monitoring agreement (the


"Management Agreement") with the investor Group in connection with the Acquisition.


Under the Management A~eement, we were required to pay the Investor Group an aggregate annual tee of $10 million per year (the "Periodic Fees")
in consideration for ongoing consulting and management advi~.ry services. The Investor Group termin.ated the Management Agreement on May 10, 2005
and on May 16, 2005, we paid the Investor Group a $73 million termination fee which was reflected in our statement of operations for the twelve months
ended September 30, 2005. As a result, certain fees paid in prior periods do not appear in subsequent periods. We paid $6 million of Periodic Fees under the
Management Agreement during the twelve months ended September 30, 2005. We no longer pay any Periodic Fees following the termination of the
agreement.
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Sale of Warner Bros. Publications


. In .May 2005, wc sold WBP, which conducted our sheet music operations, to Alfred Publishing. No gain or loss was recognized on the transaction, as "
the historical book basis of the n~t assets bering sold was adjus~d to fair valun in councction with the accounting for the Acquisition. Due to our continuing
invo]vemen.t with .WBP, .it was not. _r.r.~rted as .dis.continued opem.fi..o.ns. For the.twe.lve months ended September 30, 2005, the operations sold generated
revenues oiapprex~ma~e~y $34 million; operating raceme of $1 r~llion; operating income before depreciation and amortization expense of $1 million; and
net income of approximately $1 million.


Lava Recordr
The co-chairman of The Atlantic Records Group left our employ in August 2005 and we acquired the remaining interest of the Lava Records joint


venture. As a result, in order to streamline our operations, we integrated the Lava operations into the operations of The Atlantic Records Group. In
conn¢ .~.’.on with the ~..tegr.a. fi~n, ccrta’.m employees wcr~ involuntarily terminated and .certain a~tist contracts ~ere ter~.~ ated, which resulted in the
recogration of $7 milhan m rest.mcturmg costs and we also mcun-ed other non--recur~mg charges of $24 m~lion, specifically related to the depaffare of the
co-chairman of The Aflamic R~cords Group and the expensing of certain other amounts, in the ~elve months ~d~d September 30, 2005. Approximately
$20 million of these charges were non-cash.


Senlemem


We recorded $5 million of expense ~e]atexl to the se111~ment ofa govenunent investigation into radio promotion practices by N~w York S~ate Attorney
Gancxal in the tw~]v~ months andeA September 30, 2005.


Copyright Litigation
The major r~cord companies reached a global out-of-court sett]cmeut of international copyright litigation against tim operators of the KaZaA


peer-to-peer network. Under the terms of the settlement, the KaZaA defendants have agreed to pay compensation to the record companies that brought the
action, including us. The se~emenl money is being held in escrow until the plaintiffs agree on the proper allocation oftbe funds. We hava ~¢corded .
approximately $13 million of incon~ related to this settlement. We recorded an eatimat~ of the amounts we expect to receive as a result of the se~emant,
net of the esiimated amounts payable to our a~tists in respect of royalties. The tax expense associated with tlfis income has been estimated to be immaterial.
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Tabl_.~ ~fConte~t~
RESULTS OF OPERATIONS
Twelve Months Ended September 30, 2006 Compared to Twelve Months Ended September 30, 2005


The fol]owin~ table summarizes our historical results of operations. The financial data fo~ the twelve-month periods ended Septembtr 30, 2006 and
2005 have been derived from our audited financial statements included elsewhere herein.


Twelve Months Twelve Months
Ended Ended


Seplember 39, September 30,
2006 200~


(audited) (audited)
................................................................................................................................................................................................... (in Billions)


Costs and ex~..~.ses: ..............................................................................................
~!’i :.i!:~i~!~f.-~:~ii iii-"i~:~!::iii~ili~i:i: :5! ii ii:!!:ii!:.i:ii:.:i!!i- ::~!:!: .:!~’i ii: :::-: !::!:! !:!!.:!:.::’:.:~: ::!:!:’!-:!~!.!:~’:::!.!!~::!~’!:! .’-’.-:!!::" :~!:::::!.:~:.:!:" :!-;~:’~1!~822)~:::!!~!:":"::’:-":!:~!’~:.":’:!.:!!~-1"~850~


Selling, genera] and administrative expenses (1) .(1~232) .(1,305)


........ Ar~or~dzaf! o~...of.h~n~ble, as sas. .................................... O9~) .............................. (18.7)


Restructuring costs -- (7)


Net income (loss) $ 60 $ (169)


September 30, 2005.


Consolidated Historical Results


Our revenues increased $14 million to $3.516 billion for the twelve months ended September 30, 2006 as compared to $3.502 billion for the twelve
months ended September 30, 2005. Excluding a $48 million unfavorable impacl of foreign cu~eney exchange rotes, total revenue increased by $62 million,
or 2%, primarily due to significant increases in diOtal sales. Prior year revenue also included revenue of $34 million related to our sheet music business,
which was sold in May 2005. Recorded Music revenues increased by $81 million, to $3.005 billion for the twelve months ended Seplember 30, 2006.
Excluding the impact of foreign currency exchange rates, Recorded Music revenues increased by $119 million or 4%, primarily driven by an increase in
worldwide Recorded Music digital sales of $I 98 million offset by a decrease in worldwide Recorded Music licansing revenue and physical sales of $79
million. Mosic Publishing revenues declined by $69 nil]lion, to $538 million for the twelve months ended Septembex 30, 2006. Excluding the impact of
foreign cun-ency exchange rates, Music Publishing mvennes declined by $59 million, or 10%. Excluding the impact of foreign currency exchange rates and
the prior-year revenue relaled to our sheet music business, Music IXablishing revenues
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declined $25 ~liien, or 4%. l~temational operations represented $1.813 billion and $1.827 billion oi’conso]Jdated revea~es for the twelve months ended
September 30, 2006 and 2005, respectively, comprising 52% of total revennes for each twe]ve-menth period.


Overall digital revenues grew $198 rm’llion to $355 miltion for the twelve months ended S~ptembcr 30, 2006, as compared to $157 million for the
twelve months ended S~ptember 30, 2005. Digital revenues represented 10% and 4% of consolidated ~venues for th~ two]’ce months ended Septerab~r 30,
2006 and 2005, respectivdy. Total digital revenues for the twdve months ended September 30, 2006 were comprised of U.S. revenues of $’252 million, or
71% of total digital r~venues, and international revenues of $103 million, or 29% of total digital revenues. The increase in digital revenues resulted from
continued efforts to d~vdop our digital business including e~forts to further monetize existing content through new formats and new distr~ution, charmels
and the increased usage of legal, online and mobile dis~n’outinn channels for the music industry.


See "Business Segment Results" presented hereinafter for a discussion off.venue by business segment.


Our cost ofrevennes decreased by $28 million, or 2%, to $1.g22 billion for the twelve monfi~s ended September 30, 2006 as compared to $1.g50
billion for tim twelve months ended September 30, 2005. Expressed as a pereent ofreveanes, cost of revenues was 52% and 53% for the tweIve months
ended September 30, 2006 and 2005, respesfively. Excluding a $30 million favorable impact of foreign currency exchange rates and $22 million of    .
prior-yenr expenses related to our sheet music business, which was sold in May 2005, our cost of ~evenues increased $24 million, or 1%. The increase was
due to an hcl~ase in costa related to our third party dis~-ibution business related to cur~nt year sales increases as w�11 as in increase in.product costs related
to sales of higher-cost physical product in the cur~nt year. This was offset by a $12 rm’llion decrease in artist and repertoire and licensing expenses related
primarily to fewcr uracco, ccrable advances in the cur~nt year as well as a reduction in royalty expense related to the curt, cut-year product mix~


~ s¢]]~g, gon~] and adm~s~at~¢ cx~ns~ d~a~d by $73 ~on, or 6~, Io$ I,~2 billion for ~ ~oIvo mon~ ¢nded S~temb~ 30, 2006
as com~d to $1 305 bi~ion for ~e ~� mon~ ~ded Septem~ 30, 2~5. Express~ as a p~ of r~enaes, se]~g, g~ and a~s~e
ex~s~ we~ 35% ~d 37% for ~ W¢~� mon~ end~ S~tem~ 30, 2~6 ~d 2005, ~pe~v¢~. Excin~g a $13 ~l~on favorab~ impact of furei~
~cy ~c~g¢ ~tes ~d $~ 1 mR]ion of prioPy~ ~pens~ relat~ to om so]d ~��t music b~s, sdlhg,de=~ by $49 ~l]ion, or 4 V~ Sdlhg ~d mmke~g co~ h~s~ by appre~mate]y $33 ~]lion due to h~sed mmkefifig for a l~g~ n~ of
r¢1�~ ~]]ing ~ execs of one ~on ~ks ~d d~g of our ~1~ scbe~e. ~is was offs~ by a decease
ap~o~tdy $86 ~]ion, due h p~ to ~0 ~ R~or~ ~s~g ~ ~ prior ~r, w~ch ~ted h d~sed h~dco~ ~ong wi~ a c~u~
f~s ~ cost ~agem~i ~ ~on and d~ prof~siong fees. Ad~fion~]y, ~ was a
more ~lly ~low, which was ~lly o~ ~ m h~se ~ bad dr~ ¢x~s¢ re]al~ to ~ b~plci~ of 1~gn music r~a~m ~ ~ ~nt y~.
~ne~l ~d a~five coas for ~e ~Ns mon~s ~ded Se~b~ 30, 2~6 hclnded a sev~n~ pa~ent of $8 minion ~lated to ~ dep~� of
~ ch~ of WMl in Febm~ 2~6.


The remaining decrease in general and administrative costs primarily related to the absence of certain one-time expenses ~st occurred daring the
lwdve mouths ended September 30, 2005, including 0) $29 million in compensation expense, consisting of a $10 million one-time bonus to employees
reJated to the Company’s Initial Common Stock Offering and $19 million of one-time payments to holders of the Company’s restricted stock and stock
options, primarily to corapensate them for certain amounls related to stock awards issued at prices that were below fair value at the grant dste, (it) $24
million of expeuse r~Iated to the departure of the co-chairman of The Atlantic Records Group and the expensing of certain amounts paid in connection with
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acquisition of Lava Records and (iii) $6 r~lion of management fees incurred related Io the terminated Management Agreement descried below, in
addition, steck compensation expense decreased by $9 million to $16 million for the twelve months ended September 30, 2006 from $25 million in the prior
year..


Other income, net
Other income, net increased by $ I 0 million, to $14 million for the twelve months ended September 30, 2006 as compared to $4 million for the twelve


months ended September 30, 2005. The increase is primarily related to the KaZaA copyright infringement lawsuit settlement. We recorded $13 .million,
based on an estimate of the amounts we expect to receive as a result of the settlement, net of the estimated amounts payable to its mists in respect of
royalties.


Loxv on termination of management agreement
Concurrent with oar Initial Common Stock Offering, the Investor Group t~rminated the Management Agreement. Under the Management Agreement,


we were required Io pay the Investor Group annual fees in consideration for ongoing consulting and management advisory services and transaction based
fees for services provided in connection with any future acquisition, disposition, or financing. The Investor Gronp lerminated the Management Agreement
on May 10, 2005 and on May 16, 2005, we paid the Investor Group a $73 million termination fee.


R~tructuring costs
We recognized $7 million in restructuring costs in the twelve months ended September 30, 2005 xe]ated to termination benefits paid to certain


employees who were involuntarily terminated and the costs of terrainating certain artist contracts. These activities oeearred in connection with the
integration of Lava Records’ operations into the operations of The Atlantic Records Group subsequent to our acquisition of the remaining interest in the
Lava Records joint venture.


Reconciliation of Consolidated H£~torical OIBDA to Operating Income and Net Income (Loss)
As previously descr~ed, we use OIBDA as our primary measure of financial pexfdrmance. The following table reconciles OIBDA to operating


income, and farther provides the components from operating income to net inc.ome (loss) for purposes of the discussion that follows (in millions):


Twelve Months Twelve Months
Ended Ended


September 30, September 30,
2006 2005


................... (audite .d). (~udited)


Depreciation expense. ............................................................................................................ (42) .....
.~adid~ii~n:~x~m~: 2 . . ::.    = =: :=.=. : =.:=.: ’:.:=.:::: :..:2=..!:.:.::.: :.:.:.:..:.:.=.~:.:.: :.:..:.:."2:.::!:=.::.!’2:.:.:?:f:.5 :.::.2::.:.:.iYl; i:::.:. Y. ::.:.’!::.::.: :.:.:.::.(193)7.:.::.:-:.:.i:.:?~! ::~::Y’:::~:~:i-’~I87-~


Ot~ratingincome ............................................................................................................... 283. .............................. 8.4..
Int~t-e~tJ~JJ~;~iet-: : : "~ : "’:- :- "-- .:! !-’~-:..ii .:.: :!~::~:.’;-.-~ .!:i-! i~-::..".:’: :-;::.:!!i:+:.:!! ~ ;i:ii ;:.i;:’: :.:~:i’~’.~’:-:~J. ~--"~:: "!-~::; :i:!::-;:’(]80):.-:::.!~:~--:::i i-
N.gt ~nv.e..s~a.. e .n .t.-relg~e.d.. g .a~...s ......................... : ....................................... :: .............. - .......... ...-7- ..............................
Equit~n.~.be ~ns (’1o~) 5f ~it’)-:m~thr’d inve~eg;g~t::.’:.~:’":. ":!’!-’!!~.::". :::’!-.’=.’.!’: "::~ ": ~!!:!’! -:-:-! -:.!.:-!:~:.’::.!!.:!:~!:--!~’!’::::~-::’.: ~z~: I: :’:’. :::!: ::!.:::’::’.- :::!:’-. :-::!:’!
Loss on rep?yr0..ent of Holdings Notes                                              -                       --                     (35)


Minority ~tex.est ~xpen~e ...................... ..-:... .......................(5)


Income..(lo~s.) .before income taxes " 107 (114)


Net income (loss) $ 60 $ (169)


53


SE 0214076







Tab e of Contents
OIBDA


Our OIBDA increased $196 million to $518 million for the twelve months ended September 30, 2006 as compared to $322 million for the twelve
m~nths ended September 30, 2005. Expressed as a.perccntag¢ of revenues, total O1BDA margin was 15% for the twelve months ended Sept.ember 30, 2006
as compared to 9% for the twelve months ended September 30, 2(}05. The increase was primarily a result of the increase in Recorded Music revenue, the
previously described KaZaA copyright infringement settlement and the absence of certain one-time expenses which were included in the twelve months
ended September 30, 2005, including (i) the $73 million loss on mnnination of the Management Agreement described above, 0i) $29 million of our-time
compensation ¢xpenses, including $10 million ofbonnsss paid in connection with the Company’s Initial Common Stock Offering and $19 million of
one-time payments associated with our remicted stock and stock option awards granted at prices that may have been brlow fair value, (fii) $24.million of
non-reonn’ing charges inc~mxl in connection with the departure of the co-chairman of The Atlantic Records Group and the expensing of certain amonnts
paid in connection with the acquisition of the remaining interest in the Lava Records joint venture and (iv) $7 million of restructuring costs, which am more
fully discussed above. See "Business Segment Results" presented hereinafter for a discussion of OIBDA by business segmenL


Depreciation


Our depreciation expense decreased by $9 million to $42 m~llmn for the twelve months ended September 30, 2006 as compared to $51 million for
twelve months ended September 30, 2005. The dcereasa primarily relates to lower capital spending since the date of the Acquisition.


Amortization e.xpcn.ve
Oar amortization expense increased by $6 million, or 3%, to $193 million for the lwelve months ended September 30, 2006 as compared to $187


million for the twelve months ended September 30, 2005. The increase is due to various aequisitiom of recorded music catalogs and music publishing
copyrights since the prior year.


Operating income
Our operating income increased $199 million, to $283 million for the twelve months ended September 30, 2006 as compared to $84 million for the


twelva months ended September 30, 2005. The increase in operating income was primarily a result of the increase in OIBDA, the decrease in depreciation
expense and the increase in amortization expense, which are more fully discussed above. See "Business Segment Resnl.ts" presented hereinafter for a
discnssiofi of operating income by business segment


]nler~vl expense, net


Oar interest expense decreased $2 million lo $180 million for the twelve months ended September 30, 2006 as compared to $182 million for the
twelve months ended September 30, 2005. The twelve months ended September 30, 2005 include several months of interest expense related to the
outstanding Holdings Fleming Rate No~es and Holdings PIK N~ez, which were iss~’ed in December 2004 and frilly redecmed in June 2005, as well as the
Holdings Discount Notes, which were issued in Deeamber 2004 and partially redeemed in June 2005. The decline duo to the absenea of the redeemed holes
is partially offset by intere~t~ expense rela~ed to an additional outstanaing term loan ~f $250 million borrowed in May 2005, which is reflected in only five of
the twelve months ended September 30, 2005, as wall ~s higher interest rates on outslanding debt during the current period. See "-~Financial Condition and
Liquidity" for more information.


Net inv~vtment-related gains
We recognized a $1 million investment-related gain for the twelve months ended September 30, 2005 primarily reluted to the sale of our interest in an ¯


equity-method investment. We did not recognize any investment-related gains or losses for the twelve months ended September 30, 2006.
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Equity in the gains (losses) of equity-method investe~; net


The twelve months ended September 30, 2006 includes $1 mi]llen of equity in the gains of equity-method investees, as compared to $I nail]ion of
eq~ily in the losses of e~ui~y-method invosteos dnOng the twelve months ended September 30, 2005.


Loss on repayment of Holdings Natty
In June 2005 we redeemed all &the outstanding Holdings Floating Rate Notes, all of the outslanding Holdings P1K Notes and 35% of the outslandlng


Holdings Discount Notes. In connection with the redemption, we paid approximately $19 million of redemption premiums, and-wrote offapproximately
million related to the can-ying value of the tmamortized debt issuance costs related to o~r Holdings Notes and approximately $4 million related to the
carrying value of the unamo~tized discount on the issuance of the Holdings Notes. See "---Financial Con.ditien and Liquidity" for more information.


Unrealized gain on warrant~"


We recognized a $17 million unrealized gain to mark to market the value of the w .~’~a_ _ts issued to Time Waruer in conueetion with the Acquisition
for the twelve months ended September 30, 2005. in connection with the Company’s initial Common Stock Offering, we repurchasud the war, ants at a cost
of approximately $138 million, which approximated fair value at that date.


MinoriO, interest exper~w
We recognized minority interest expense of $5 million for the twelve months ended September 30, 2005. This expense related to dividends on


pre£er~d stock of Holdings that was lie]d directly by the Investor Croup and was issued in connection with the initial funding of the purchase price for the
Acquisition effective March 1, 2004. The prefen-ed stock was fully redeemed in December 2004 from ~ proceeds of the Holdings Notes. As such, there is
no comparable charge recognized during the twelve months ended September 30, 2006.


Othes. Income, net


We recognized $3 million and $7 million of other income, net for the twelve months ended September 30, 2006 and 2005, respectively. Otheiincome,
net relates to £avorable foreign emxency exchange rate movemenls associated with inter-company receivables and payables that are shod-term in nature,
and therefore required to be recognized in the statement of operations under U.S. GAAP.


We provided income tax expense of $47 million for the twelve months ended September 30, 2006 as compared to $55 million for the twelve months
ended September 30, 2005. The tax provision for the twelve months ended September 30, 2006 was reduced primarily because a higher percentage of
shared service operating expenses, which suppo~ both domestic and international operations, were allocated to foreign income, thereby reducing foreign
income taxes, In addition, there was a tax benefit on a portion of the U.S. dumostin tax losses utilized in the current year. In connection with the Acquisition
we made a joint election with Time Warner under Se~on 338(h)(10) of the U.S. Internal Reveune Code to ~eat the Acquisition as an asset purchase. On the
remaining U.S’. domestic tax losses, a valuation allowance exists due to the uncertain nature of recognizing these deferred tax assets. Our income tax
expense for She twelve months ended September 30, 2006 and 2005 primarily relates to the tax provisions on foreign income.


Net income (loss)
Our net income increased by $229 million, to net income of $60 million for the twelve months ended September 30, 2006 as compared to a net loss of


$169 million for the twelve months ended September 30, 2005.
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The increas~ in net income is primarily the result of the absence of certain one-time expanses which we~ included in the twelve months ended
September 30, 2005, including (i) the $73 million loss on termination of the Management Agreement, (li) $10 raillion ofon~-tlme bonuses paid in
connection with ~he Company’s Initial Common Stock Off~ring, (’tii) $19 million of one-time paymtmts associated with our ~s~-icied stock and stock
option awards granted at prices bdow fail value, (iv) $24 n~lion of non-recurring cha~ges incurred in connexion with the departure of the co-chairman of
The Atlantic Records Groap and the expensing of cea-tain amounts paid in connection with the acquisition of the remaining interest in the Lava Records joint
venture and (v) the $35 million loss on repaymentof the Holdings Notes, which arc more lhlly discussed above. N~t income for the twelve months ended
September 30, 2006 also includes a $13 million accrued bemefit related to the KaZaA copyright inf~gement lawsuit settled in our favor.


Business Segment Results
Revenue, OIBDA and operating income (loss) by business segment are as follows 0n millions):


TweJve Months Twelve Months
Ended Ended


September 30, September 30,
2006 2005


Revenue


~ui~g ~m~ (I) $ 317 $ 215


R¢.V~ue.................................................................................................................................................... $. ......... ~ ................. .$. ............. 602:


~m~g ~come . $ 84 $ -" 82


Rm~ue .$ ...............f22) ..................$. ..... (2~).


O~mt~g ]~s $ (118) $ . (213)


~mt~g ~como (1) $ 283 $ 84


(1) OIBDA and ol~rating incora~ for the twelve mgnths ended Septemb~ 30, 2005 has been red.uced by $7 milllon ofreslracturing costs, all of which is
related 1o Recorded Music..


Recorded Music                                                                      ~
Recorded Music revenues inerezsed by $81 miJlion, or 3%, to $3.005 billion for the lwelve months ended September 30, 2006 from $2.924 b~lion for


the twelve months ended September 30, 2005. Excluding a $38 m~lion nnfavorable impact of foreign currency exchange ~’ales, Recorded Music revenues
increased by $119 million, or 4%, which was driven by an increase in distal sales of $198 million, offset by a decrease in licensing revenue and physical
sales of $79 million. Digital sales totaled $335 million, or 11% of Recurded Music revenues for the twelve months ended September 30, 2006 and $137
million, or 5%, for the twelve months ended September 30, 2005. The decrease in physical sales was driven primarily by fewer significant releases in the
fourth fiscal quarter of 2006 as compared with the fourth fiscal quarter of the prior year, which included significant releases and considerable carryover
sales.
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~able of ContenLS.S
Recorded Music rcvenuea represented 85% and 83% of consolidated revenues, prior to co~poratc and revenue eliminations, for the WedVe months


ended September 30, 2006 and 2005, respectivdy. U.S. Recorded Music revenues were $1.483 billion and $1.411 billion, or 49% and 48% of consolidated
Recorded Music Revenues the twelve months ended September 30, 2006 and 2005, respeetivcly, international Recorded Music revenues were $1.522
billidn and $1.513 billion, or 51% and 52% of consolidated Recorded Music R(.wenues for the twelve monfus ended September 30, 2006 and 2005,
respectively.


Recorded Music OIBDA increased by $100 million, or 26%, to $480 million for the twelve m~)nths ended Septemb~ 30, 2006 compared to $380
million for the twelve months ended September 30, 2005. Expressed as a percentage of Recorded Music revenues, Recorded Mu. sic OIBDA was 16% and
13% for the twelve months ended Septemb~ 30, 2006 and 2005, respectively. Excluding a $3 million unfavorable impact of foreign currency e~change
rates, OIBDA increased $I 03 million, or 27%, primarily as a result of th~ $119 million increase in revenues more fully described above, a $10 rm~llion
increase in other income related to a $ [ 3 millinn benefit related to a or~-tim~ cop),fight ir~ingemont settlement in o~r favor and a $12 million decrease in
general and administrative costs primar~y due to prior-year one-time expenses, including (i) $20 million of one-time compensation expenses related to
employee bonuses paid in connection with the Initial Common Stock Offeaing and payments associated with onr restricted stock and stock option awards
granted at prices below fair value and (it) $’24 million of non-recurring charges Incurred in coxmection with the departure of the co-chairman of The
Atlantic-Records Group and the expensing of certain amounts paid in connection with the acquisition of the remaining Interest in the Lava Records joint
venture. Current period geacml and administrative costs included an $8 million severance payment made related to the departure of the chairman of WMI In
.February.2006. These benefits were offset by (i) an increase In costs related to our third-party dis~r~ution sales which Increased In the current year and an
increase m product costs related to increased sales of special edition physical products and other higher priced products in the current year,(ii) a $31 million
increase in selling and marketing costs related to the timing of marketing costs incurred related to our product release schedule in th~ current period and as
well as a larger number ofrelenses that sold in excess of one million units as compared to the prior year period and (iii) an increase in bad debt expense
related to tho bankruptcies of large music retailers in the current year.


Recorded Music operating income was $317 millian for the twelve months ended September 30,’2006 as compared to $215 million for the twelve
months ended September 30, 2005. Recorded Music operating income included the folluwing (in millions):


Twelve Months Twelve Months.
Ended Ended


September 30, September 30,


............................................................................................................ (agd.R.ed)" .......................... (a..u,.Olt~.d)....
O1BDA~:I:-i::.:.:.: .=.i : :.: - 2! :’.:-:..:: :: ::::::::::::::::::::::::::: -.:-:.-- :-:: ::!:.!-ii’:-~ :i- .!!!!~..’::i.:" :5::::"~’::~.::!’!! !!=’:::-!!S :!i-:-:i:: 480!: !i,t’-!!::::: i!:-’:::: $ :.-
Depreciation and amortization                                                               (163)                    ( 1651


The $102 million increase in Re, corded Music operating Lucerne rdated to the $100 million increase in Reco:ded Music O1BDA, morn fiflly discussed
above, and a decrease in Recorded Music depreciation and amoxtization of $2 million.


Music Publishing
Music Publishing revenues decreased to $538 million for the twelve months ended September 30, 2006 as compared to $607 million for the twelve


months ended September 30, 2005. Excluding a $10 r~lion unfavorable impact of foreign currency exchange rates, and prior-year revenue of $34 million
of revenue from our sheet music business, which was sold in May 2005, Music Publishing revenues declined $25 raillion, or 4%, which was comprised of a
$35 million decrease in mechanical revenue and a $I3 million decline In synchronization revenue, offset by an $9 million increase in performance revenue
and a $14 million increase in other revenues.
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Mechanical m~nue declines r~flect prior-year indusu’y declines in physical r~cord sales and lack of prior period investments. Synchronization revenues
declined as a resuR of variability in the flhn and television cormnercJal business as well as the timing of payments fi’om key ]Jcensors of our copyrights. The
increase in performance revenue reflects a change in the timing of payment~ received from a U.S. performing rights organization as well as improved results
from copyright investraents in ~ccent periods. Oth~ rcvanuc consists primarily of print licensing fees and royalties from other sources such as stage
prod~ctiom and merehand~sing. Music Publishing revenues consisted of $225 million of mechanical revenues, $191 rail]ion of performance revenues, $83
million of synchronization revenues, $20 million of revenues from digital sales and $19 million of other revenues. Digital sales represented 4% and 3% of
Music Publishing revenues for the twelve mouths ended September 30, 2006 and 2005, respectively. Music Pub]ishlng revenues represented 15% and 17%
of consolidated revenues, prior to corporate.and revenue e]imlnatious, for the twelve months ended September 30, 2006 and 200.5, respectively..


Music Publishing O1BDA increased $3 million to$144 n~’llion for the t~elve moths ended September 30, 2006 as compared to $141 million for the
twelve months ended Septemb.er 30, 2005. Expressed as a percent of Music Publishing revenues, M~asic Publishing OIBDAwas 27% and 23% for the
twelve months ended September 30, 2006 and 2005, respectively. Exchiding a $1 million unfavorable impact of foreign currency exchange rates and
prior-year OIBDA of negative $1 million flora our sheet music business, which was sold in May 2005, MUsic Publishing O1BDA increased $5 million,
prima~ly as a result era $27 million decrease in royalty expense as a,ras~lt of revenue declines, declining lower margin mechanical revenues, replaced by
increased ]~igher margin performance revcn~s, as well as favorable xoyahy adjustments to accurately state o~r royalties payable balances. In addition, there
was a $5 million decrease ~n ger~ral and administrative costspertially related to the absence era prior-year one-time compensation expense related to
employee bonuses paid in coxmectian with the Ini6al Common Stock Offering of $1 million along with snccessfifl cost management. These were offset by
the $25 million decrease in revenue more fLdly discussed above.


Music Publishing operating income increased to $84 million fur the twelve months ended September 30, 2006 as compared to $82 m~lllon for the
twelve mouths ended September 30, 2005. Music Publishing operating income ~nc]udes the to]lowing (in mi]linns):


Twelve Months Twelve Months
Ended F.~ded.


September 3~, September 30, .
2006 2005


................................................................. ~ .................................................................~,u.d!.t..ed) ...........................


l)~p~ation and amortization (60) (59)


The $2 million incrense in Music Publishing operating income related to the $3 million increase in Music Publishing OIBDA, more riley discussed
above, offset by a $ I ml’llian increase in depreciation and amortization expenses.


Corporate .E:,:penae~v and J~liminatlora’
Corporate expenses before depreciation and amortization expense decreased by $93 million to $106 million for the twelve months ended


September 30, 2006, compared ~o $199 million for the twelve months ended September 30, 2005. Corporate ~xpenscs primarily d~creased due to the
prior-year $73 millian payment on termination of Management Agreement, more fully described above, as well as the absence ofmaangement fees
amotmting ~o $6 million rela~ed to such Management Agreement Corporate expenses for the twelve months ended Seplember 30, 2005 also included $8
million of ane-time compensation expenses censisting of a one-time bonus to employees related to the Company’s initial Common Stock Offering and
one-time payments to holders of restricted stock and stock options primarily to compensate them for certain amounts related to stock awards issued at
prices that were below fair value at th~ grant date.
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Twelve Months Ended September 30, 2005 Compared to Twelve Months Ended September 30, 2004


The following table summarizes our historical restdls of operations. The .financial data for the twelve months ended September 30, 2005 and the seven
m~nlks ended September 30, 2004 havebees derived from our audited fmancial s~atements inchided elsewhere herein and the ftn~cial data for the five
months ended Februar~ 29, 2004 are unaudited and are derived fi’om the audited financial statements included elsewhere herein. See "Chan~e in Fiscal Year
and Basis of Presentahon" presented earlier herein for a discussion of the use of financial info.rmation for the combined ~,velve-manth period ended
September 30, 2004.


Successor Combined Successor" "
Twelve Months Twelve Months Seven Months Five Months


Ended Ended Ended Ended
September 30, September 30, September 30, " February 29,


2005 200"~ 2004
(audited) (unaudlted) (audited) (unandlted)


Costs and ex .L~..ses:      -


.........Selling, general ~tr~d admirfis~tratiye..e~,pc:nses.{l) ................................~1,305) .......................(l 28.7) ......................(fil~) ... frl0)


....... Loss on termination of management zg~...emant ..........................(.73) ....................~ .................~ ......... .---.


Total cosls and ex p enses (3,418) (4,391 ) ( 1,751 ) (2,640)


Income tax expense (55) (150) (30) (120)


(1) Includes depreciation expense of: $51 million for the twelve months ended September 30, 2005, $36 million for the seven months ended
September 30, 2004, and $31 million for the five month.s ended Februa~ 29, 2004.
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TabJ~.of Cont~T~t~s~~onsoltda~ed His~orical 2~esubs
R~e~u~


~ ~u~’~s~ 2% to $3.5~ b~o~ for ~ ~�lvc mon~s ended Scptcmb~ 30, 2~5, com~ to $3.437 b~on for ~ ~� ~n~s
end~ ~ptemb~ 30, 2004. ~c~g a $106 ~on benefit of f~ei~ c~ency ~c~ge mtec, to~ ~ae d~lined by $41 ~om Di~l~ues
~sed si~c~fly ~om $36 mizen ~ ~ ~ve mon~s ended S~pt~mber 30, 2~ ~ $157 ~on ~ ~ ~elvc ~n~s ~d~ Sep~ 30, 2~5.
~r ~y~ses ~ d~l ~u~ ~sult~ ~m our ~o~ ~o bu~d our ~g~l bus~s, ~du~g ~ffo~ io ~r ~nr~ ~is~g center ~u~ n~


~ ~ new ~on c~]s md ~e developm~t md inc~s~ com~ ~ge ofleg~, ~ml ~s~u~ c~ds for $~ mudc ~. -
~afi~ o~ions rep~t~ $~1.827 biBinn of con~li~led ~v~u~ fox Se ~e~ ~n~ ~d~ Sept~r 30, 2005, c6mp~ to $1.825 billion of
~nso~ted mv~u~ f~ ~ t~ ~s ~ded Se~ember 30, 2~4, comp~s~g 52% ~d ~ 3% of to~] rev~ues, x~p~fively. S~ "Bus~s ~mt
R~uI~Y ~ hem~afl~ fora ~s~ssian of~ues by bus~ess se~


Co.~t of revenu~.
Our cost ofrevcnL~s was $ !.850 billion for bo~h the ~�~e mo~s ~ S~tem~ 30, 2005 ~d 2004. ~pr~s~ ~ a ~ge of~v~¢s, ~


~e~sappr~te~y53%~d54%f~e~e]v~mon~s~d~p~m~r3~2~5and2~4~p~ve]y.Exc~g~ne~w~p~t~f
f~ c~e~y ~nge zat~, ~u~ co~ de~s~ by $8 ~l~on, ~J~lly due to low~ s~ ~ ~ly des~ a~v~ b~ ~ fl~ as a
~�~ag¢ ofr~a~. ~ ~d r~o~ co~ dealed ~om ~� prior ~�lv~ ~ ~ $28 mfllb~ which ~s ~i~ ~� to p~ac~isit~
~t~offs of a~ance xoyM~ ~ts dcem~ to ~ ~cov~ble, off~t by ~ ~ ~ ~yalty expeme due to ch~ges ~ produ~ ~x ~d ~�~s~ ~
sa]e~ Lluens~g ~nse ~so de~eas~ ~ a r~lt of d~lin~ ~ ~ ~ of o~ Music ~bli~g bus~ess.


Selling, general and adminivtrative expenve~"


Our selling, genial and administrative expenses increased by $18 million to $1.305 billion for the twelve months ended September 30, 2005, -
compared to $1.287 billion for the twelve months ended September 30, 2004. Expressed as a percentage of revenues, selling, general and administrative
expenses were 37% for both of the twelve months ended September 30, 2005 and 2004. The increase in selling, general and adminis~ative expenses re]ales "
primarily [o certain non-recurring exp~nses that occurred-in 2005, including (i) $29 million in compensation expense, consisting era $10 million
bonus to employees related to th9 Company’s Initial Common Stock Offering and $19 million of one-time payments to holders of~he Company’s restricted
stock- and stock options, p~imarily to compeasate.them for.certain amounts related to stock awards issued at prices that were below fair value at the grant
date and (~i) $24 million of expense in the quarter ended September 30, 2005, related to the departme of the co-chairman of The Atlantic Records Group
and the expensing of cextain amounts paid in connection whh the acquisition of Lava R~cords. Additionally, our expense related ~o our stock-based awards
increased by $24 million ~o $25 million for the twelve months ended September 30, 2005, as compared to $1 million for ~he twelve months ended
September 30, 2004. Excluding the impact of the hems previously described and the negative impact of foreign currency e~xchange rates of $29 million,


"selling, general and administrative expenses in the twelve months ended September 30, 2005 decreased $88 million as compared to the twelve months
ended Scplernber 30, 2004, and were approximately 34% of total ~vvenues. This decrease in selling, general and administrative expenses related primarily to
(J) redactions in sales and marketing costs of $59 m~llion, p~’imarily as a result of our cost-savings initiatives completed in 2005 in connection with our
restructuring plan, (ii) ~eductions in dislribntion costs of $25 million due to the decline in year over year physical sales, lower bad debt expens~ and the
impact of our cost-savings initiatives and (iii) a decreasa in depreciation of $16 million due to lower post-Acquishion capital spanding and lower
depreciation of soi~.~vare development costs in the current year.
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Other income, net


Other income, net of $4 million during the twelve months ended September 30, 2005 includes managemen~’s estimate of amounts to be received from.
lethal sert]ements, net of the estimated amounts pay.able to our artists in respect of royalties.                                     ...


Lo.~" on termination of manageraent agreement
Concurrent with oar Initial Common Stock Offering, the Investor Group lerminated the Management Agreement. Under the Management Agreement,


we were required to pay the Investor Grenp annual fees in consideration for ongoing consulting and management advisory services and transaction based
fees for services provided in connection with any future acquisition, disposition, or financing. The Investor Gronp terrainated the Management Agreement
on May 10, 2005 and on May 16, 2005., we paid a $73 million termination fee.


Re.structuring costs
We recognized $7 million in restructuring costs in the twelve months ended Septe ,raber 30, 2005 compared to $34 million in restmctming costs in the


.twelve months ended September 30, 2004. The restructuring costs recognized in 2005 related to terrnination benefits paid to certain employees who were
involuntarily terrainated and the costs of terminating certain artist eentracta. These activities occurred in connection with tho integration of Lava Records’
operations into the o,p~rtmat.i, ons of Th,.e All,tie. Records Group subsequent to our acquisition _of the remaining interest in the Lava Records joint venture. The
.restructuring costs in _tro,~ priocipany feinted to costs associated with the implemenlation ola cost-savings incentive compensation plan designed to
mcentivize management to reduce operating cesta.
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Reconciliation of Consolidated HLvtorical OIBDA to Operating ]ncome (Lass) and Ne~ Lass


As previously descxibed, we use OIBDA as our primary measure of financial pe~formanc~ The following table reconciles O1BDA to operating
income 0oss), and fuRher provides the components from operating income (loss) to net loss for purposes of the discussion that follows (’m millions):


Successor (~omb|ned Successor
Twelve Months Twelve Months Seve~ Mo~ths Five Months


Ended Ended End~
Septemb~ 3~ Sept~ 30, ~ptemb~ 3~ F~t~y


2005 2004 20~
............................................................................................................ (audited) ................ ~..[~na~a~ ...................~auait~) ..........


Imp~t of going ~d o$~t~ asses ~ (1,019) ~ (1,019)


Income lax expense (55) (! 50) (30) (120)


1~ct~6ss’:!!!!’::.~:+" !..:!.!:+:.:~:!:.:!!’: .!~:.:::’!:~!!:’!.:!’:::~: !.+" "::!:~:~:!~:~!::.:::!:!:.:.::!.: !:’:’::..!-:.:~.~:-!:.-’: .:".~’. (:1~9) !:".!+::!’$! !!.-!:-:(.’1;’t22)::::-!::!:~.!’::~!~.:’:(~2.~g).!::!-::~!!


OIBDA
Our OIBDA decreased to $322 million for the lwelve months eaaded $¢ptembex 30, 2005, compared to $333 million for the ~a,�lve months ended


September 30, 2004. Expressed as a percentage ofr~venncs, total O1BDA m~rgin was 9% and 10% for the lwelve monlhs ended September 30, 2005 and
2004, respe~-’tively. The decrease in OIBDA was primarily a result of certain one-time items, including (i) the $73 million loss on termination of the
Management Agreement described above, (li) $10 million of one-time bonuses paid in connection with lhe Company’s Initial Common Stock Offering,
(iii) $19 million of one-time payments associated with our restricted stock and stock option awards granted at prices below fair vainc, (iv) $24 million of
no.nT.recur~ing c.harg~s incurred in connection with the departure of the co-chairman of The Atlantic Records Group and the expensing of certain amounts
pa~d m connectaon with the acquisition of the rcmaining interest in the Lava Records joint venture, as well as a $24 million increase in stock-based
compensation expense. Excluding the one-time items, the increase in stock-based compensation, and a decrease in restructuring costs of $27 million,
O1BDA for the twelve months ended Scptcrabor 30, 2005 as compared to the twelve months ended September 30, 2004 increased by $112 million, which
was primarily related to the decreases in costs of revenues and selling, general and administrative exp~nses discussed above and expressed as a percentage
of revenues, total O1BDA margin was 14%. See "Business Segment Results" presented hereinafter for a discussion of OIBDA by business scgmant.
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Depreciation e~p~n,ve


O~r depreciation expense decreased by $16 mi]lion to $51 m~lion for the twelve months ended September 30, 2005, compared to $67 million for the
twelve months, ended September 30, 2004. The decrease was principally related to lower post-Acq~Jsition capital spending and lower depreciation of
software development costs in the current year.


Amortization exffen.s’e
Our amortization expense decreased by $14 million to $187 million for the twelve months ended September 30, 2005 compared to $201 million for


the twelve months ended September 30, 2004. The decrease related to the new basis of accounting recorded in enrmection with the Acquisition, which
resulted in a lower revaluation of the historical cost bases of our identifiable intangible assets. This was offset, in part, by the acquisition of additional
recorded music catalogs, music publishing copyfi ,ghts and artist contracts daring 2005.


Irnpairm~at of goodwill and other intangible assets
We recognized impairment charges to reduce the canying value of goodwill and other intangible assets ef$1.019 billion during the twelve months


ended September 30, 2004. Such amounts primarily reflected declines in the valuation of mnsic-ralated businesses due largely to the industry--wide effects
of piracy and were recorded in November 2003.


Operating in~v~me (loss)
Our operating income for the twelve months ended September 30, 2005 was $84 million compared to an operating loss of $954 million for the twelve


months ended September 30, 2004. This improvement was primarily due to an impairment charge of $1.019 billion, recorded in November 2003, to reduce
the carrying value of oar goodwill and other intangible assets to fair value. Additionally, the prior twelve-month period reflected an additional $27 million
of restraetaring costs as compared to the current twelve--menth period, as described above. Although our operating income increased as a result of these
non--recurring items in the prior twelve-month period, our fiscal year 2005 operating income included the effect of certain one-time items, including (i) the
$73 million loss on termination of the Management Agreement deser~ed above, 0i) $10 million of one-time bonuses paid in connection with the
Company’ s Initial Common Stock Offering, (ill) $19 million of one-time payments associated with our restricted stock and stock option awards granted at
prices below fair value and (iv) $24 million of non-recurring charges incurred in connection with the departure of the co-chairman of Tbe Atlantic Records
Group and the expensing of certain amounts paid in connection with the acquisition of the remaining interest in the Lava Records joint venture, as well as a
$24 million increase in stock-based compensation expense. Excluding the one-time items, the increase in stock-based compensation, and the decrease in
restructuring costs and impairment charges previously diseossed, operating income for the twelve months ended September 30, 2005 as compared to the
twelve mouths ended September 30, 2004 increased $142 million, which was primarily related to the decreases in costs ofrevennes and selling, general and
administrative expenses discussed above. See "Business Segment Results" presented hereinafter for a discussion of operating income (loss) by business
segment.


Our net interest expense increased to $182 million in the twelve months ended September 30, 2005, compared to $82 million for the twelve months
ended September 30, 2004. The increase in interest expense Js due to higher average debt balances in 2005 as enmpared to 2004, primarily due to the
financing of the Acquisition in March 2004, the April 2004 refinancing, the borrowing of an additional term loan in May 2005 and the new debt issued by
Holdings of approximately $696 million in December 2004, offset by the subsequent repayment of all but approximately $170 million oftbe Holdings
Notes in June 2005. See "---Financial Condition and Liquidity" for more information.
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Net inv~tment-related gains (losses)


We recognized a $1 million investment-related gain for the twelve months ended September 30, 2005 primarily related to the sale of our irderest in an
cquily-method investment. For the twelve months ended September 30, 2004, we recognized $9 million of net investment-related losses principally related
to reductions in the carrying vatues of certain equity-method investments.


Deal-related trdnsaction and other
During the twelve months ended September 30, 2004, in counection with the Acquisition and Time Warner’s prior pursuit of other strategic ventures


or dispositions, including our businesses, that did not occur, we incurred $63 million of costs. These costs consisted of (i) $23 million of transactioncosts,
primarily relating to legal, accounting and investment- banking fees, (tO a $15 million loss in connection with the pension curtailment for employees
covered under Time Warner’s U.S. pension plans that ttlfimately occurred upon the closing of the Acquisition and (iii) a $25 million loss relating to certain
executive contracraal obligations that were ultimately triggea~d upon the closing of the Acquisition.


Equity in the losses of equiO~-raethod investe~; net
Our equity in the losses of equity-method investees was $1 million for the twelve months ended September 30, 2005, compared to $13 million for the


twelve months ended Septerober 30, 2004. The lower losses principally related to the fact thal certain of our former loss-generating investees, such as our
former interest in MusicNet, were retained by Time Warner and were not part of the assets acquired by us in the Acquisition.


Lo.~" on repayment of Holdings Notes
In June 2005 we redeemed all of the outslanding Holdings Floating Rate Notes, all of the outstanding Holdings PIK Notes and 35% of the oulstanding


Holdings Discount Notes. In connection with the redemption, we paid approximately $19 million of redemption premiums and wrote offapproximately $12
million related to the ean’ying value of the unamertized debt issvance costs rdated to our Holdings Notes and approximately $4 million relatexi to the
eanying value of the unamorlized disconnt on the issuance of the Holdings.Notes. See "---Financial Condition a~d Liquidity" for more information.


Los~. on repayment of b~qdge lo.an


We reeoguized a $6 million loss during the twelve months ended September 30, 2004 to write offthe carrying v_alue ofthe tmamortized debt issuance
costs related to our bridge loan, which we repaid in April 2004.


Unrealized gain (loss) on warrants
We recognized a $17 raillion unrealized gain in the twdve months ended September 30, 2005, compared to a $120 million unrealized loss in the "


twelve months ended September 30, 2004 on stock warrants issued to Time Warner in connection with the Acquisition. In conneclion with the Company’s
Initial Common Stock Offering in May 2005, we repurchased the warrants at a cost of appro.ximate]y $138 rmqlion, which approximated fair value at that
date.


Minority intere~’t expen.s’e
We recognized minority interest expense of $5 million for the twelve monlhs ended September 30, 2005, cempared to $14 million for the twelve


months ended September 30, 2004. This expense feinted to dividends on preferred stock of Holdings that was held directly by the Investor Group and was
issued in connection with the initial funding of the purchase price for the Aequisitian eifective March 1, 2004. The preferred stock was fully repaid in
December 2004 from the proceeds of the Holdings Notes.
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01her income (expe~ve), net


We recognized other income of $7 million for the twelve months ended September 30, 2005, compared to other expense of $I 1 million for the twelve
months ended .septembex 30, 2004. Other income includes gains and losses related to foreign currency exchange rates movements, associated with
inter-company recoivab]es and payables that ar~ not of a long-term investment nature, and as s~ch, are required by U.S. GAAP to be repoded in the
stateme~ of operations.


We provided income tax exp~nse of $55 million for the ~elve monks �~d S~temb~ 30, 2005 com~ to $150 minion for~¢ ~�lvc monks
enid ~ptembar 30, 2~4. ~o ~come lax provisions ~e nnt en~ely ~mpmble ~ to &o c~nges ~ o~x ~o~o ~at oc~ff~ ~ co~e~on w~ ~
A~uififio~ Prior to ~ clos~g of~e Acquis~ wew~e a memb~ of~e T~e W~r U.S. ~nso~d ~x ~oup ~dw~e able to ~g~e d~d
~ ~n~ts on U.S. do~fic ~x loss~ ~�~ Howler, ~ co~on w~ ~v Acquisition, o~ memb~p ~ ~ Tim~ Wam~ U.S. consoli~tcd ~
~oup t~alad ~ong wi~ o~ abiliW to reeng~ze ~e defied ~ b~efi~. Accor~n~y, ~e ~como ~x expense ~ 2005 primarily relat~ to ~e ~x
provisions on fo~Jgn ~com~ ~crc w~ no offing ~come t~ benefit ~ 2005 on U.S. ~d ea~in forei~ jmis~ion ~x lassas ~ ~e to ~�
~c~ of~ ~H~fi~ of~os¢ deleted ~ ass~.


Net loss
We recogn~,ed a net loss of $169 million for the twelve months ended Seplember 30, 2005, compared to a net loss of $1.422 billion for the twelve


months ended Septembex 30, _2004. The decrease in n~t loss r~lutes primarily to the impairment charge recorded in the twelve months ended September 30,
2004 of $1.019 billion. Th~ twelve months ended Sept~mber 30, 2005 reflect the �ffects of certain one-time items, including (i) the $73 million loss on
lenaination of the Management Agreement described above, (it) $10 million of one-time bonuses paid in connection with the Company’s Initial Common
Slock Offering, (ill) $19 million of one-time payments associated with our restricted stock and stock option awards wanted at prices below fair value,
(iv) $24 million ofnon-recurrlng charges incun’ed in connection with the depaxl’u~ of the c~--chairman of The Atlantic Records Gronp and the expensing of
certain amounts paid in connection whh the aequisifian of the remaining interest in the Lava Records joint ventur~ and (v) the $35 million ]oss on
r~payment of~he Holdings Holes descried above. Excluding the one’-rime’items included in the twelve months ended September 30, 2005, th~ $24 million
increase in stock-based compensation, the $27 million decrease in restrantufing, and the effects of one-time items included in the twelve months ended
September 30, 2004, which included (i) ~e impairmenl charges, (ii) the $6 rail]inn loss on repayment of bridge loan descried above and (lii) the $63
million of deal-related and other lransaction costs d~seribed above, n~ income for the Iwelv~ months ended September 30, 2005 as compared to the lw~lve
months ended September 30, 2004 increased $323 million~ This increase is primarily related to the increases in operat~g income and unrealized gains on
warrants and the decrease in income tax expense, all descn’bed above.
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Buslness Segment Results


Reverrae,’OIBDA and operating income (loss) by business segment are as follows (in millions):


Successor Combined ~ ~
Twelve Mouths Twelve Months Seven Months Five 1Vlonths


Ended Ended Ended Ended
September 30, September 30, September 30~ February 29,


2005 2004 20O4 2O04


Rcv.eune...........~ .............................................................................. $ ........... 2~9.2.4 ................. $ ........... 2~859. ............... $ .......... .l~..4~9 ...................... $ . 1.430.


Operating income (loss) (1) $ 2] 5 $ (934) . $ 24 $    (958)


Operating income (loss) (!) $ 82 $ 74 $ 53 $ 21


Operating income (loss) (I) $ (213) $ (94) $ (59) $ (35)


R.e.v...~..u.e.........................................................................................$. ...........3,.5...02 ...............$ ...........3,.4.3..7 ............$. .... 1,7..6.9. .......................$. .......1.,..6.6.8...


Operating income (loss) (1) $ 84 $ (954) $ 18 $ (9"/2)


(1) O1BDA and operating income for the twalve months ended September 30, 2005 and 2004 have been reduced by $7 million and $34 million of
restructuring costs, respectively. Of such amotmls, $7 million related 1o Recorded Music for the twelve months ended September 30, 2005 and
$24 million related to Recorded Music, $1 million related to Music Publishing, and $9 million related to Corporate for the twelve months ended
September 30, 2004.


R~orded Mu.vie


Recorded Mnsie revenues increased by $65 million to $2.924 billion for the twelve months ended September 30, 2005, compared to $2.859 billion for
the twelve months ended September 30, 2004. Recorded Music revenues represented approximately 83% of consolidated revenues for the twelve months
ended September 30, 2005 and 2004. The increase in Recorded Music revenue was primarily due to the increase in digital sales of $105 million to $137
million in the twelve months ended September 30, 2005. The increase in revenues from the sale of music in digital formats related to the development and
increased consuriaer usage oflega!, digital distribution channels for the music industry. For the twelve months ended September 30, 2005, digital sales
increased to 5% of Recerded Music revanueL Digital sales in the U.S. increased by $79 million to $105 million or 7% of U.S. Recorded Music revenues,
and more than offset the decline in fiscal 2005 U.S physical unit sales. International sales of music in distal formats rose by $26 million to $32 million or
2% of international Recorded Music revenues.


Excluding the increase in di~lal sales and an approximate $86 million favorable impact of foreign currency exchange rates, physical sales of
Recorded Music formats declined by approximately $124 million in the twelve months ended September 30, 2005 as compared with the twelve months
ended September 30, 2004. The d~cline reflected the continued impact ofindnslry--wide piracy, particularly in our international Recorded Music Business
where $111 million of this decline occurred. UoS. Recorded Music experienced a less signiticant decline in physical sales of $13 million, primarily due to
numerous key commercial releases in the twelve months ended September 30, 2005 that sold in excess of one million units.
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Recorded Music OIBDA increased by $114 million to $380 million for the twelve months ended September 30, 2005, compared to $266 million for _


the twel~,e months .ended September 30, 2004. Expressed as a percent of Recorded Music revenues, Recorded Music OIBDA was 13% and 9% for the
twdve-month periods ended September 30, 2005 and 2004 respectively. Excluding a $1 million benefit of foreign currency exchange rates Recorded Music
OIBDA benefited principally from the revenue increases described above, and from decreases in expenses including (3 a decrease in variable.selling and
marketing expenses of $58 million as a result of our cost savings initiatives, (ii) a decrease in artist and repertoire costs of $34 million, as the prior year
reflected pre-Acquisition write-ells of advance royalty payments deemed to be unrecoverable and (iii) a decrease in dislribation costs of $25 million due to
the decline in ye~r--over-year physical sales, lower bad debt expenses and the impact of cbst--savings initiatives. These benefits were offset by (i) $20
million of one--time compensation expenses related to employee bonuses paid in connection with the Initial Common Stock Offering and payments
associated witli our restricted stock and sleek option awards granted at prices below fair value and (iO $24 million of non-recurring charges incurred in
connection with the departure of the co-chairman of The Atlantic Records Group and the expensing of cer~...!n amounts p.aid in con~fiou with the
acquisition of the remaining interest in the Lava Records joint venture. Excluding these items and a $I 7 million decrease m reslructmmg costs, Recorded
Music OIBDA increased by $141 million to $431 million and was 15% of Recorded Music revenues for the ye,~ ended September 30, 2005.


Recorded Music operating income was $215 million for the twelve months ended Septernb~ 30, 2005, compared to an operating loss of $934 million
for the twelve months ended September 30, 2004. Recorded Music operating income (loss) included the following (in millions):


Successor Combined Successor
Twelve l~onths ~l’welve ~onehs Seven Months Five ~oaths


Ended Ended ~ded Ended
Septemb~ 30, ~ptember 3~ Septem~r 30, Febr~y


~oos ~9~ ~oo4


~;:;~:":’-’z::--’~;::~:-~.;:’~.~::~:~:: :’.’: ::::.:~ : :-z.:~z-:~.:.;:.; .:~.:’~::;~::-~ :-:~::: ;:~:’::;;~’$;~:: :: .~:~::.380 :::; ~.: :$-;:;;~’;;;~:;::266-.’;:;: :~;~$~’:~;;::-~-:
~r~on andzmo~fion ................................................... (16~) ...................... ~1.8~ ................. :~9~) ............... ~85~


Operating income (loss) $ 215 $ (934) $ 24 $    (958)


The $934 million operating loss in the prior twelve--m6nth period refieets an impairment charge of $1.019 billion recorded to reduce the canying
value of our ~oodwill and other intangible assets to fair value. Excluding this eharge~ operating income for the twelve-months ended September 30, 2005
improved by $130 million. This improvement related to a decrease m depreciation of $13 milhon, a decrease m amorttzat~on of $3 mullion, and the $11 ¯
million increase in OIBDA described above.


Music Publishing                        :
Music P~b!ishing revenu~ increased by $6 railhon to $607 rmlhon for the twelve months ended September 30, 2005, compared to $601 million for


the twelve months ended September 30, 2004, and represented approximately 17% of consolidated revenues for the twelve months ended September 30,
2005 and 2004. After a benefit from the favorable impact of foreign currency exchange rates of $20 roillion, Music Publishing revenues declined by $14
million. This decline primarily related to a $I 5 million decrease in revenues as a result of the sale of our printed sheet music in May 2005.


Excluding print revenues through the sale dzte of $35 million, Music Publishing revenues for the twelve months ended Sept’ember 30, 2005 consisted
of mechanical revenues of $258 million, performance revenues of $192 million, synchronization revenues of $97 million, $20 million of digital revenues
and other revenue of $5
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minior~ Music Publishing digital revenues grew by $16 million, to $20 million, as compared to $4 million for the twelve months ended September 30, 2004..
Exclading the ~pa.~t of fo~ign c~ncy, syaclmmizaSon zevenues                                                                   -
increased by approximately $18 million due to favorable market opportunities, such as movie, video game and adve~s~ment deals and continued increases
in sales in newer formats. This increase was offset by de, creases in performance rvvenues and mechanical r~venues of $16 million and $4 million,
respectively. These declines were a direct ~snit of the decline in physical sales, timing of a~ist and repertohe investments as well as fewer key commercial
rdeas~s in prio~ .periods.


Masic Publishing OIBDA dec~as~l to $141 million for the twelve months ended September 30, 2005, compared to $144 million for the twelve
months ended S~ptember 30, 2004. Excluding a $2 ~’llion benefit from changes in foreign currency exchange rates and $1 million of on~-time
compansation ~xpanses related to ~rapluyo~ bonns~s paid in connection ~fith the Initial Common Stock Offezing, O1BDA was principally impacted by the
revenue decreases explained above, offset by reduced costs as a resm’t of oar continued east-savings initiatives.


Music Publishing operating income inc~e.ased to $82 million in the twelve months anded Sept~nber 30, 2005, compared to $74 million in the twelve
months ended Septembex 30, 2004. Music Publishing operating income includes the following (in millions):


Successor Combined Successor
Twelve Months Twelve Months Seven Months Five Months


F~ded Ended Ended Ended
September 30, September 30= September 30, February


2005 2004 ,    2004 . 2004
(audited) (unaudlted) (oudlted) (unaudite.d)


Dcp~’~ciation and amortization (59) (70) (34) (36)


The $8 million increase in operating income rdated to ~n $11 million decrease in depreciation and amortization offset by the $3 rmllion decrease in
OIBDA described above.


Corporate ¢xpense~
Corporate expenses before depreciation and amortization expense increased by $122 million to $199 million for the twelve months ended


September 30, 2005, compared to $77 million for the twelve months ended Septembex 30, 2004. Corporate exp~nses for the twelv.e months cnde, d
September 30, 2005 include (i) a $’/3 million loss on termination of management agreement, more fully deser~ed above~ (it) $8.million of one-time
compensation ~xpenses consisting of a one-time bonus to employees related to the Company’s Initial Common Stock Offering and any-time payments to
holders o f re~.e, ricted stock and ~ock options primarily to compensate, them for certain amoimts related to stock awards issued at prices that were below fair
value at the grant date and (’fit) a $5 rm~lion increase in stock-based compensation expanse. Additional increases resalted fl’om higher professional and legal
costs associated with pending litigation and investigations and Sarbanes-Oxley compliance and higher costs associated with operating as ~n independent
company.


FINANCIAL CONDITION AND LIQUIDITY          ,
Financial Condition at September 30, 2006


At September 30, 2006, we had $2.256 b~llion of debt, $367 million of cash and eqnivalcnts, $18 million of short-term investments (net debt of
$1.871 billion, defined as total debt less cash and equivalents and short-term investments) and $5g million of shareholders" equity. This compares to $2.246
billion of debt, $288 mill.ion of cash and equivalents (net debt of $1.958 bi]lien) and $89 million of shareholders’ equity at Seplember 30, 2005.
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Net debt decreased $87 million as a result of (i) a $79 million increase in cash and cash equivalents, (tO an $l g million increase in short-term investments
and (ill) a $17 .n~’l~.qn decrease in debt as a result of quarterly repayments of our term loans under the senior secured credit facility. These declines in net
debt were offset by a $10 million impact of foreign exchange rates on our Sterling-denominated notes and $17 million of accretion on our Holdings
Discount Notes.


The $31 million reduction in shareholders’ equity that oectmed during the twelve months ended September 30, 2006 principally relates to the
decrease in retai~ed earnings due to the declaration of $95 million of dividends and a decrease in other comprehensive income, offset by net in.come of $60
million and sto.ck compensation.expanse of $16 million.


Cash Flows
The following table summarizes our historical cash flows. The financial data for the twelve--month periods ended September 30, 2006 and 2005 and


the seven months ended September 30, 2004 laave been derived from our audited financial statements included elsewhere herein. The financial data for the
five months ended February 29, 2004 is unaudited and is derived from our interim financial statements, not included herein. See "Change in Fiscal Year and
Basis of Presentation" presented earlier herein for a discossion of the use of financial information for ~he combined twelve-month period ended
September 30, 2004.


,quecessor .~ueeessor {’?ore bine~l guceessnr
Twelve Months Twelve Months Twelve Months Seven Months Five Months


Ended Ended Ended Ended l~nded
September 30, September 30, September 30, September 30, February 29,


2006; 200~; 20(~ 2004 200~
(audited) (audited) (unaud|ted) (audited) (unamlited)


................................................... (in.m..illigaS.} .......................................................
Op~rating:~tivlti~s~:~’~-:~ :: ".:~:~,~:;:.:::::: .A:: :~.~.:~:~ ::.::~.::.~:.-$::--:::~ .:: -307:~: ~.:~::~.~:~:::.;--’.-205- ~:~ .~:::$-~:-’-;~-~ :-:~8"::: :’:. -$-.:~:::~-~ -:~. 86.~:;.:::.: ;-:~::~;:~ $~:~:~-:~::~352
Invesf!ag.a~tivities ....................................................... (153) ................. ~54~ ................... (2,6:6~ ...................... (2,663) ............................ 17


Operating Ac’tiviti~"
Casla provided by operations was $307 million for the twelve.months ended September 30, 2006 comparecfto $205 miliion for the twelve months


ended September 30, 2005. The $102 million increase primarily reflects the impact of the prior-year payment of a $73 million fee as a result of the
termination of the Management Agreement and prior-year cash paid of $29 million to our employees in cormection with the our Initial Common Stock
Offering and for certain of the other one-time special bonuses paid-to certain holders of restrietod stock and stock options. In addition, the current-year cash
provided by operations reflects higher cash collections due to consistently higher sales, offset by higher royalty advance payments in connection with
enntraetual obligations and the liming of releases, acquisitions of rights, additional royalty payments related to the timing of releases and timing ofaecoums
payable in the twelve months endad September 30, 2006.


lnvesting ~4~*iviti~s
Cash used in investing activities was $153 rm’llion for the twelve months ended September 30, 2006 compared to $54 million for the twelve months


ended September 30, 2005. The $153 million of cash used in investing activities in the twdve months ended September 30, 2006 primarily reflects $63
million, net of cash acquired, paid for the completion of our acquisition of R.yko, $18 miliien of cash invested in auction-rate securities and other
short-term investments, $30 million of capital expenditures, acquisitions of additional music publishing copyrightS as well as several small acquisitions in
Australia, Singapore and South Africa along with payments to acquire the remaining interestS in ADA and Maverick. Cash paid in investing activities for
the twelve months ended September 30, 2005 primarily relates to amounts paid to acquire an interest in Bad Boy Records and an additional interest in
Maverick Recording Company, cash paid to fund various investments and 1o acquire additional music publishing copyrights, offset by the proceeds from the
sale of our printed sheet music business.


69


1


SE 0214092







~a=ble~o~f_ Content~
F~nancing Activities


Cash nse~l in=~’mancing activities for ~e ~e~e mon~s ended Septemb~ 30, 2006 pfim~ c~t~d of o~ q~ly ~a~t of de~ ~ ~e
paym~t of ~viden~, ~d was p~a~ o~ by Se repast era ]~n given to a ~kd p~ ~ ~sh ~eip~ flora ~e ex~cJse of st~k options.
as~ ~ ~g active= for ~e ~elve mon&s ~d~ September 30, 2~5 ~afily relat~ to ~� tepaym~t of a ~on of~e Hol~ No~ for $574
~io~ q~y t~ 1o~ ~bt xe~ym~ of $14 ~i~ ~e ~ of capi~ ~ ~vJd~ ~ to ~e ~v~tor Group of $917 ~ion, ~ $2~
~ion ~mpfirn of subsidi~ p~f~d st~k as p~ of~ Hol~gs Refm~c~g, ~d $138 ~fion paid to ~p~se wa~ ~om Tim~ W~r.-
~e~ us~ of~ w~ offset principally by $5~ ~lion of net p~e~ afl~ sto~-issu~ce cos~ ~om ~ ~mp~y’s ~al~on St~k
$681 ~lion of~t p~e~ afl~ dcbt-isanan~ ces~ ~om ~e is~ce of Hol~ debt as ~ of~ Hol~ Re~c~g ~d $247 ~fion ~
px~ afl~ d~-is~ cos~ ~m ~v ed~fienal t~ io~ b~o~m~ ~der ~e ~nior se~ ~ff f~fli~.


Liquidity
Our primary sources of liquidi~y are the cash flow generated from our subsidiaries’ operutinns, availability under the $250 million (less $2 milLion of


outstanding letters of credit as of September 30, 2006) revolving credit pordon of our senior secured credit facility and available cash and equivalents. These
sources of liqnidity are needed to fund our debt service requirements, working capital requirements, capital expenditure requirements, regnhr quarlerly
dividen& and the remaining one-time costs associated with the execution of our restructuring plan that was substantially completed in fiscal 2005. We
believe that o~r existing sovxces of cash will be sufficient to support o~r existing operations over the next twelve months.


As of September :~0, 2006, ore" long--term debt consisted of $1.413 billion of borrowings (’including $17 million of debt that is classified as a current
obligation) under the term loan portion of our senior secured credit facility, $652 million of Acquisition Corp. Subordinated Notes and $191 million of
Holdings Notes. There were no borrowings under the revolving portion of oar senior seemed credit facility as of September 30, 2006.


Senior S~tred Credit FaciliO~ .
The senior secured oredit facility consists era $1.413 b~en outstanding term loan portion and a $250 million revolving credit portion. The term loan


pelion of tbe’faeility matures in February 2011. We are reqaired to prepay outstanding term loans, s~bjeet to certain exceptions and conditions, with excess
cash i~ow or in the event efcegain asset sales and casualty and condemnation events and ioenrrenee of debt. We are required to make minimum repayments
under the term loan portion of ear facility in quarterly prineip.al amounts of approximately $4 million through November 2010, with a remaining balloon
payment in February 2011. The revol~ing credit portion of the senior seemed credit facility matures in February 2010. There are no mandatory reductions in
borrowing availability for the revolving credit portion oftba facility throngh its term.


Borr6wings under both the tenon loan and revolving credit portion of the senior seemed credit facility currently bear interest at a rate equal to an
applicable margin plus,~t our option, either (a) a base rote determined by reference to the high~ of(1) the p~ime rate of Bank of America, N.A. and (2) the "
federal funds rate plus" "/2 of 1% or (b) a LIBOR. rat~ determined by reference to the costs of funds for dopes’its in the cma-eney ot’ such borrowing for the
interest period relevant to such borrowing adjusted for certain additional costs. As of September 30, 2006, the applicable margins with respect to base rate
borrowings and L1BOI~. borrowings were 1.00% and 2.00%, respectively, for boffowings und~ the revolving credit facility. The applicable margins are
variable vabjeet to changes in certain leverage ratios. For borrowings under the term loan facility, the margins with respect to the base rate borrowings and
LIBOI~ borrowings are 1.00% and 2.00%, respectively, b~ will be 0.75% and 1.75%, respectively, if the senior seenred debt of Acquisition Corp. is rated at
least BB by S&P and Ba2 by Moody’s. As of November 29, 2006, our term loan facility was rated BB- by S&P and Be2 by Moody’s.
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Ln addition to paying intez~st on om~d~g p~c~al ~d~ ~e s~Jor ~ ~t £aci]~, we a~ ;~ed to pay a comment £¢e to ~� ]~de~ .


~d~ ~� ~vo~hg ~t faciHW ~ ~p~ of~e ~ufil~d ~~ ~e ~fi~ co~t fee ~te was 0 5% As of Septemb~30, 2006, ~e      .
co~e~ f~ rote was 0~75%. ~e cuP,eat fee rote is vafiabl~ subj~t 1o ch~g~ ~ c~a~ of our l~emge miles. We also me ~qui~d to pay
~stom~ ]e~er of~t f~s, as n~s~.


The semior secured credit facility contains a number of covenants that, among other things, restrict, subject to certain exceptions, om ability and the
ability of our sub§idiaries to sell assets, incur additional indebtedness or issue plefcr~ed stock, repay other indebtedness, pay dividends and distributions or
reptlrchase capital stock, create liens on assets, make investments, loans or advances, make certain aequishions, engage in mergers or consol}dations, engage
in ceaaain transactions with affiliates, amend certain material agreements, change the business conducted by as and emer into agreements that restrict
dividends flom subsidiaries, ha addition, the senior secured credit facility requires us to maintain the fo]lowhag financial covenants: a maximum total
leverage ~atio and a minkunm interest coverage ratio, both tested quarterly, aml a maximum annual capi’ml expenditures ]imitation.


Senior Subordinated Notea of ~Icqu~*’ition Corp.
Acquisition Corp. has outstanding two tranches of senior subordinated notes due 2014:$465 million principal amount of U.S. dollar-denominatecl


notes and £ 100 milhon ..... principal amount of Sterling-danominated notes tcollective]y,o the "Subordinated Notes").. The Subordinated~ ~ Notes mature on
April 15, 2014. The Subordinated Notes bear interest at a f~ed rate of 7 /8 ~ per annum on the $465 rm~hon dollar notes and 8 /a ~ per annum on the
£100 m~ian sterling notes. The indenture governing the notes limits our ability and the ability of our restricted subsidiaries to incur additional indebtedness
or issue certain preferred shares; to pay dividends on or make other distributions in respect ellis capital stock or make other restricted payments; to make
certain investments; to sell certain assets; to create liens on certain debt without secming the notes; to comolidate, merge, sell or otherwise ~spose of all or
substantially all of our assets; to enter into certain transactions with affiliates; and to designate oar subsidiaries as unrestricted subsidiaries. Subject to
certain exceptions, the indenture governing the notes permaits us and our restricted subsidiaries to incur additional indebtedness, including secured
indebtedness, and to make certain restricted payments and investments.


Holdings Not~
in DecSmber 2004, Holdings issued the Holdings Notes. In connection with the Company’s Initial Common Stock Offering, we used $517 million of


~ oO~,e.eds .from the offering along with $5.7 .million of available cash to redeem cemin of the Holdings Notes outs~nding. As of September 30, 2006,dings had $191 million of debt on its oalanc¢ sheet relating to such securities, net of issuance discounts.


The Holdings Floating Rate Notes were redeemed in full on June 15, 2005. From the issuance date through the-redemptien date, the notes bore
interest at a quarterly floating rate based on six-month LINER rates plus a margin equal to 4.375%. Interest was payable quarterly in cash beginning
March 15, 2005.


The Holdings Discount Notes were issued at a discount and had an initial accreted value of $6~0.02
December 15, 2009, no cash interest payments are lcquired. However, interest accrues on the Holdings Discount Notes in the form of an increase in the
accreted value of such notes such that the accreted value of the Holdings Discount Notes wit1 eq’aal the principal amount at maturity on December 15, 2009.
Thereafter, cash interest on the Holdings Discount Notes is payable semiannually at a fixed rate of 9.5% per annum. The Holdings Discount Notes mattxre
on December 15, 2014. The Company redeemed 35% ofth¢ Holdings Discount Notes on June 15, 2005.


The Holdings PIY-.. Notes were redeemed in full on June 15, 2005. From the date of issuance through the date ofredemption,.the notes bore intexest at
a semi-mmual floating rate based on six-month LIBOR rates plus a
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margin equal to 7%. Interest was accrued in the form of additional PIK notes at the election of t]~ Company. Such amounts were also repaid in connection .
with the redemp.tio.n..                                                                                                       - .


The terms of the indentures governing the Acquisition Corp. Senior Subordinated Notes and Holdings Discount Notes significantly restrict
Acquisition Corp., Holdings and other subsidiaries from paying dividends and otherwise mmsferring assets to us. For example, the ability of Aeqnisitinn
Corp. and Ho]dings to make such payments is governed by a formula based on 50% of each of their consolidated net income (which, as defined in the
indentures goveniing such notes, exehides goodwill impairment charges and any after-tax extraordinary, unusual or nonrec-urring gains and losses) accruing
from Jun~ 1, 2004 and July 1, 2004, respectively. In addition, as a condition to making such payments to us based on such formula, Acquisition Corp. and
Holdings must’each have an adjusted EBITDA to interest expense ratio of at least 2.0 to 1 after giving effect to any such payments. Aeqnisitiun Corp. may
also make a restricted payment prior to April 15, 2009 if, immediately after giving pro forma effect to such restricted payment and any indebtedness
incurred to finance such restricted payment, its net.indebtedness to adjusted EB1TDA ratio would not exceed 3.75 to I and its net senior indebtedness to "
adjusted EBITDA ratio would not exceed 2.50 to 1. In addition, Holdings may make a testa-toted payment if, immedimaly after giving pro forma effect to
such restricted payment and any indebtedness incurred to finance such restricted payment, its net indebtedness to adjusted EB1TDA ratio would not exceed
4.25 to 1.0. Notwithstanding such res~ietions, the indentures permit an aggregate of $45.0 million and $75~0 million of such payments to be made by
Atx]uisition C,o, rp. ~d_ H.o.]dings, .r~spectively, wh~_her or not,there. !s .arab. ability unfler the formu.la. ~ 9e co.,nditions to. ~ use are met. Acquisition Corp.’s
semor seeurco credat t~cility perunts Acquisition ~,orp. to maze aaditio.na~ resm, cted payments to rtortmgs, me proceeds of which may be mflized by "
Holdings to make additional restricted payments, in an aggregate amount not to exceed $10.0 million (such amount subject to increase to $35.0 million if
the leverage ratio as of the last day of the immediately preceding four fiscal quarters was less than 4.0 to 1 and to $50.0 million if the leverage ratio as of the
last day of the immediatoly preceding four fiscal quarters was less than 3.5 to 1), and subject to further increase in an amount equal to 50°/0 of cumulative
excess cash flow that is ~ict otbenvise applied pursuant to Acquisition Corp.’s se~inr secured credit facility, and, in addition, permits Acquisition Co~p. to
make reslricted payments to Holdings, the proceeds of which may be utilized by Holdings to make additional restricted payments not to exceed $90 million
in any fiscal year, provided that the proceeds of such restricted payments shall be applied solely to pay cash dividends on the Company’s common stock.
Furthermore., Holdings’ subsidiaries will be permilted under the terms of Acquisition Corp.’s existing senior secured credit facility, as it may be amended,
and under other indebtedness, to incur additional indebtedness that may restrict or prohibit the making of distributious, the payment of dividends or the
making of loans by such subsidiaries 1o Holdings.


Initial Common Stock Offering
In May 2005, we completed the Initial Common Stock Offering. Prior to the consummation of the Initial Common Sto~k Offering, we, among other


things, renamed all of our outstanding shares of Class A Common Stock as common stock and anthoriz~d an approximately 1,139 for I split of our common
stock. We contributed the net proceeds from the Initial Common Stock Offering of $517 million to Holdings as an equity capital contr~ution. Holdings
used all of such funds and approximately $57 million of cash received through dividends from Acquisition Corp. to redeem all outstanding Holdings
Floating Rate Notes, all outstanding Holdings PIK Notes and 35 ~ of the aggregate principal amount oftbe outstanding Holdings Discount Notes, including
redemption premiums and interest obligations through the date ofredernption.


Dividends
We intend to pay regular quarterly dividends on our common stock outstanding in an amount not Io exceed $80 nuqliun per year. Any decision to


declare and pay dividends in the future will be made at the discretion of our beard of directors and will depend on, among other things, our results of
operations, cash requirements, financial condition, contractual restrictions and other factors our board of direclors may deem relevant.
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Tab!e.of Conten~s-On October 3, 2005, Decexnber 29, 2005, March 14, 2006, June 7, 2006 and August 31, 2006, we declared dividends on oar outstanding common
stock at a rate of $0.I 3 p~r share. The dividends were paid on November 23, 2005, Februmy I 7, 9006, May 3, 2006, July 27, 2006 and October 20, 2006;
respectively, ~xcept for the portion of the dividends with respect to unvested restricted stock, which will be paid at such time as st~:h shares become vested.


During the year ended September 30, 2006, 2,568,505 shares of restricted stock purchased by or awarded to certain employees of the Company
vested, and employees of the Company exercised 872,009 stock options_


Covenanl Compliance


Our senior seemed credit facility requires us to maintain certain covenants including a Leverage Ratio and an Interest Coverage Ratio, as such terms
are defined in the credit facility, a~nd has a maximum annual capilal expenditures fimitation. The credit facility also cunlains eovenanta that, among other
things, restrict oar ability to incur additional debt. The occurrence of an event of default under the credit facility could result in all amounts outstanding
unde~ the facility to be immediately due and payable, which could have a material adverse impact on our results of operations, financial position and cash
flow. As of September 30, 2006, we were in compliance with all covenants under the credit facility.


Our borrowing arrangements, including the Holding Notes and the Acquisition Corp. Senior Subordinated Notes contain certain financial envenants,
which limit the ability of our restricted subsidiaries as dezfined in the indentures governing the notes to, among oth~ things, incur additional indebtedness,
issue certain preferred shares, pay dividends, make certsin investments, sell certain assets, and consolidate, merge, sell or otherwise dispose of all, or some
of, our assets: In o.r~. for Acquisition Corp. and Holdings Corp. to incur additional debt or make certain restricted payments using certain exceptions
provaded for m the indentures governing the Acquisition Corp. Senior Subordinated Notes and the Holdings Notes, the Fixed Charge Coverage Ratio, as
defined in such indentures, must exceed a 2.0 to 1.0 ratio. Fixed Charges are defined in such indentures as consolidated interest expense excluding certain
non-cash interest cxpens~


In order for Acquisition Corp. to make certsin restricted payments, including payments to Holdings on a pro forma basis after giving effect to such
payments, its Net Indebtedness to Adjusted EBITDA ratio and Net Senior Indebtedness to Adjusted EBITDA ratio, as such terms are defined in the
indenture agreement governing the Acquisition Corp. Senior Subordinated Notes, need to be lower than 3.75~ and 2.5x, respectively, at the time of the
restricted payment In order for Holdings to make certain restricted payments, including payments to Warner Music Groap Corp., its Net Indebtedness to
Adjmted EBITDA ratio, as such terms are defined in the indenture governing the Holdings Notes, needs to be lower than 4.25x at the time of the restricted
payment. "


Acquisition Corp. and Holdings may make additional restricted payments using certain other exceptions provident for in the indentures governing the
Acquisition Corp. Senior Subordinated Notes and Holdings Notes, respectively.


Summary


Management believes that future funds generated from our operations and avai]able borrowing capacity will be sufficient to fund our debt service
requirements, working capital requirements, capital expenditure requirements, payment of regular dividends on our common stock and the remaining
one-time costs associated with the execution of the restracturing plan for the foreseeable future. However, our ability to eontiune to fund these items and to
reduen debt may be affected by general economic, financial, competitive, legislative and regulatory factors, as well as other industry-specific factors such as
the ab~ity to control music piracy.
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Ta~b[_e_~f__Contents .
Contractual and Other Obligations
Firm Commitments


.T~..e fo.l]owing ~ab]e summarizes the Company’s aggregate contractual obligations at September 30, 2006, and the estimated timing and effect that
such obligahons am expected ~o have on the Company’s liquidity and cash flow in future periods. We expect tu land the fu-m commitments with operating
cash flow generated in the normal comse of business and availability under the $250 million 0ess $2 million of letters of ercdit) revolving credit portion of
the senior secured credit facility.


2011 and


............................................................................................................................................. (i~i~o~J ........


6~q~9~ ~: S@.o~d ~eF ........................................................... ~ ............ ~ 652 652


~om~g.l~s= ................: ............................................................................................................. .62 ................. I5~ ................... 2[~ A36


M~ ~ng co~mts to ~v~tc~ aM o~ obligations 20 24 3 47


The following is a description of our firmly committed contractual obligations at September 30, 2006:


Outstanding debt obligations consist of the term loan facility, the Acquisition Corp. Subordinated Notes and the Holdings Notes. These
obligations have been presented based on the principal amotmts due., current and long term as of September 30, 2006. Amounts do not in~lude
any fair value adjustments, bond premiums, discounts or interest payments. See Note 13 to the audited financ, ia] statements for a description of
oar financing arrangcmcuts.


Opexating ]case obligations primarily rdatc to the minimum lease rental obligations for our real estate and operating equipment in various
locations around the world_ These obligations have been presented with the benefit of $14 million of sublease income expected to be received
under non-cancelablo agreements. The future minimum payments reflect the amounts owed under our lease arrangements and do not include any
fair mark~ value adjustments that may have been recorded as a result oftbe Acquisition.


We en.tcr .into long-term comrnitm?nts with artists.,..s.ongwriters and co-publishers for the future delivery of ramie product. Aggregate firm
eommatments to such talent spproxamated $481 million across hundreds of artists, songwriters, publishers, songs and albums at September 30,
2006. Such commitments, which are unpaid advances across multiple albums and songs, are payable prineipaliy over a ten-year period, generally
upon delivery of albums from ~� artists or future musical compositions by songwriters and co-publishers. Because the timing of paymcut, and
even whether payment occurs, ~s dependent upon the timing of deliveaq¢ of albums and musical compositions from talent, the timing and amount
of payment of these commitments as presented in the above summary can vary significantly.


We haste minimum funding commitments and other relaled obligations to support the operations of various investments.


MARKET RISK MANAGEMENT


We are exposed to market risk arising from changes in market rates and prices, including movements in foreign currency exchange rates and interest
rates.
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~_ble of Con.t~nLs
Foreign Currency Risk


We have significant ~msaetional exposure to changes in foreign currency exchange rates relative to the U.S. doliar due to the global scope of our
operations. For the lweive months ended September 30, 2006, approximately $1.8 billion, or 52%, of our revenues were generated outside of the U.S. The
top five revenue-producing international countries~are the U.K., Japan, France, Germany and linty, which use the British pound sterling, Jat~anese yen and
cure as currencies, respectively. See Note 22 to our audited financial statements included elsewhere herein for information on our operations in different
geographical areas.


Historically, we have used (and continue to use) foreign exchange contracts, primarily to hedge the risk that auremitted or ~ture royalties and liceAsu
fees owed to our domestic companies for the sale, or anticipated sale, of U.S.-copyfighted products abroad may be adversely affected by changes in foreign
currency exchange rates. In addition, we hedge foreign currency risk associated with financing transacti?ns such as third party and.inter-company debt.


We focus on managing the level of exposure to the risk of foreign current exchange rate fluctuations on oar major currencies, which include the cure,
British pound sterling, Japanese yen, Canadian dollar and Australian do]lur. Additionally, prior to the closing oftbe Acquisition, Old WMG and Time
Warner used foreign exchange contracts to manage this risk- See Note 21 to our audited ,financial statements included elsewhere herein for additional
information.


The Company also is exposed to foreign currency exchange rate risk with respect to its £100 rnilli~n principal amount of sterling-denominated notes
that were issued in April 2004. These sterling notes mature on April 15, 2014. As of September 30, 2006, these sterling notes had a carrying value of
$18.7 million. Based on the .p.rinei.p.al amount of st .erling-denominated notes ou~tanding as of September 30, 2006 and assuming that all oth~ market
variables are held constant (including the level of interest rates), a 10% weakening or strengthening of the U.S. dollar comparedto the British pomad sterling
would not have an impact on the fair value of these sterling notes, since these notes am completely hedged as of September 30, 2006.


Interest Rule Risk
We had $2.256 billion of total debt outstanding as of September 30, 2006, of which $1A 13 billion ~as "~ariable rate debt. As such, we are exposed to "


changes in interest rates. In order to manage this exposure, and consi~ent with the requirement under our senior secured credit facility to maintain a -
fixed-to-floating debt ratio of at least 50% of our actual funded debt though at least April 2007, we entered into interest rate swap agreements to hedge
notional debt amaants of $300 million in 2004 and $597 million in 2005. During the twelve months anded September 30, 2006, we entered into $700
million of interest rate swap agreements to extend the maturities of our existing interest rate swap portfolio. The tolalnotionel amount of debt hedged ai
September 30, 2006 was $897 million. Under our interest rate swap agreements, we agreed t.o receive floating-rate paymer~ts (based on three-monlh
LIBORrates) in exchange for fixed-rate payments.


Based on the amount of our fl6ating-rate debt and our interest rate swap agreements outstanding as of September 30, 2006, each 25 basis point
increase or decrease in interest rates would increase or decrease our annual interest expense and cash outlay b,j approximately $1.3 million. This potential
increase or decrease is based on the simplified assumption that the level of floating-rate debt remains constant with an immediate across the board increase
or decreas~ as of September 30, 2006 with no subsequent change in rates for the remainder of the period. This increase or decrease in rates would partially
be mitigated by an increase or decrease in interest income earned on the Company’s cash balances, almost all of winch are invested in short-term variable
interest rate earning assets.


In addition to our $1.413 b~lion of variable-rate debt, we had approximately $844 million of f~xed-rate debt outstanding at September 30, 2006.
Based on the level of interest rates prevailing at September 30, 2006, the fair value of this fixed-rate debt was approximately $838 million. Further, based
on the amount of our fixed--rate debt and our related $897 million of interest rate swap agreements noted above that were outstanding at September 30,
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2006, a 25 basis point increase or decrease in the ]evei of interest rates would increase or decreasu the fah" vaine of the fixed-rate debt by approximately
$16.6 million. This poleatial increase or decrease is based on the simplified assumption that the level of ~xed-rate debt remains constant with an immediate
across the board increase or decrease in ~he level of interest rates with no subsequent changes in rates for the remainder of the pedod.


We monitor our positons with, and the credit quality of, the financial institutions that are ~arty to any of our ~[inancial Iransacfiuns. Credit risk relating
to the interest rate swaps is considered low because the swaps are entered into with strong, credit-worthy couuterparties, and the credit risk is confined to
the net settlemeat of the interest over the remaining life of the swaps.


CRITICAL ACCOUNTING POLICIF.S
The SEC’s Financial Reporting Release No. 60, "Cautionary Advice Regarding Disclosure About Critical Accounting Policies" ("FRR 60’), suggests


companies provide additional disclosure and commentary on those accounting policies considered most critical. FRR 60 considers an accounting policy to
be critical flit is important to oar financial condition and results, and requires dl~nJfiennt judgment and estimates on the part ofmanagcmeat in our
application. We bdieve the fo]lqwing list ~epresents the critical accounting policies of us as contemplated by FRK 60. For a summary of all of our
significant accounting polities, see Note 3 o~r audited financial statemeats included elsewhere herein.


Purchase Accounting
W~ account for om business acquisitions under the purchase method of~cconnting. The total cost of acquisitians is allocated to the undexlying


identifiable net assets based on their respective estimated fair vaines. The excess of the purchase price over the estimated fair values of the net assets
acquired is zecorded as goodw~l. Determining the fair value of assets acquired and liabilities assumed requires management’s judgracnt and often involves
the use of significant estimates and assumptions, including assumptions with ~.spect 1o future cash inflows and outflows, discount rates, asset lives and
market multiples, among other items, h addition, reserves have been established on our balance sheet ~elated to acquired liabilites and quali~ing
restructuring costs based on assumptions made at the time of acquisition. We evainate these reserves on a regular basis to d~tea-mine the adequacy.or
accuracy of the amounts estimatrd.


Accounting for Goodwill and Other Intangible Assets"
We account for our goodwil] and other indefmit~-qive~l imangib]e assets under S~atement of Aceonntings Standards No. 142, Goodwill and Other


hat~gib]e Assas ("FAS 142’). Under FAS 142 the Company no longer amortizes goodwili, including the goodwill incinded in the carrying value of .
investments accounted for using the equity me.thod of accounting, and certain other intangible assets deemed to have an indefinite useful life. FAS 142
requires that goodwill and certain intangible assets be assessed for impairment ~asing fair value measurement techniques on an annual basis and when events
occur that may suggest that the fair value of such assets cannot support the carrying value. Goodwill impairment is tested ~asing a two-step process. The fast
strip of the goodwill impairment test is used to identify potential impairment by comparing the fair value era reporting unit with its net book value (or
carrying amount), including goodwill, lfthe fair value of a reporting unit exceeds its carsying amount, goodwgl of the r~poxting unit is considered not
impai~d and the second step of the impairment test is unnecessary, lfth¢ carrying amount era reporting unit exceeds its fair value, the second step of the
goodwill impaL,-raent test is pofforrae~l to m~sere the amount of impairment loss, if any. The second step of the goodwill impairment test compares the
implied fair value of the reporting unit’s goodw~l with the carrying amounx of that goodwill. If the carrying amount of’the reporting unit’s goodwill exceeds
the implied fair value of that gcodwi11, an impairment loss is recognized In an amount equal to that excess. The implied fair value of goodwill is determined
in the same manner as the amount of goodwill recognized in a business combination. That is, the fair value of the reporting unit is allocated to all of the
assets and liabilities of that unit (incinding any unrecognized intang~’ole assets) as if the reporting unit had b~n acquired in a business combination and the
fair value of the reporting unit was the purchase price paid to acquh¢ the ~epoding unit. The impairment test for other
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intangible assdts consists of a comparison of the i:air value of the inmugiblo asset with its car~ing value. If’the carrying valu~ of the intangible asset exc~e,ds
its fah" value~ an impah-ment loss is recognized in an amount equal to that excess.


¯ D~ermining the fair value of a repo~ling u~t unde~ the ~ ~p of~e go~wi~ imp~t t~t md d~g ~ lab v~ue of ~vidu~ asses
md ~abil~ of a repo~g ~t (~cl~g ~co~ ~g~]e ass~) ~d~
md o~ hvolves ~e use of si~ifi~t ~fimat~ and assumptions. S~]~]y, es~ai~ md a~nmpfions ~e n~d h det~hg ~e fa~ v~u~ of o~
~gibIe ass~. ~e ~mat~s ~d assump~ons could hav~ a s~ifi~t ~pa~ on wh~er or ~ot
maids of my ~h ch~. We pe~o~ ~trmal valua~on ma~es ~d condder o~ market ~o~a~oa ~at is public~ avdlable m~ ~d~m~
necking, we obta~ app~isals ~om ~p~d~t v~ua~on ~ to assist ~
~r pr~y d~c~dus~g ~sco~ cash fl~s, ~k~ comparisons ~d ~al~is of
~d assumpfions-hcludhg p~j~ed ~ cash flows 0ncludhg fi~g), ~o~1 ~te ~fl~g ~e Hsk ~t ~ ~ da~ flowg p~al go~
~te, d~t~afion of approprial~ market com~b~s ~d ~ dr~afion ofwh¢~ a p~m ~ di~o~t shoed be appl~d Io comp~blrs.


Wb test our goodwill and n~her ~ndefmite lived iniangib]e assets for impairment on an annual basis in the fourth quarter each fiscal year. We tested
our goodwill and other indefinite lived intangible assets for impairment in the fourth fiscal quarter of 2006 and noted thai no impairment ocear~ed.


As of September 30, 2006, Warner Music Group has recorded goodwill in the amount of $929 rmqlion, primarily related to the Acquisition. Sue
Note 5 and Note I 0 to our aud.ited financial statements included heroin for a further discnssion of Warner Music Group’s goodwill.


Equity Method and Cost Method Investments
For non-publicly traded inve~tmeats, managemeat’s assessn~nt of fair value is based on valuation methodologies including discounted cash rowan


es~mates of sales proceeds and exlernal appraisals, as appropriate. The ability to accurately predict fnla3xe cash flows, especially in developing and unstab]e
markets, may impact the determination of fair value.


In the event a dec]the in fair value of an investment occurs, management may be required to determine if the decline in market value is othei" than
temporary. Management’s assessments as 10 the nature of a decline in fair value are based on the valuation methodologies discussed above and our ability
and intent Io hold the inveslment. We consider our equity method inve~tees 1o be strategic long-term investments; therefore, we generally complete om
as~esgmeats with a long-term viewpoint !fthe fair value of any of our equity method or cost method investments is less than the carr.cing value and the
decline in value is considered 10 be other than temporary, an impairment ebarge is recorded to write down the eanying value of the investment to its fair
value. Management’s assessments of fair value in accordance with these valuation methodologies represent oar best efftirnates as of the time of the
impairment review and are consistent with our internal planning. If different fair values were estimated, this could have a material impact on the financial
slatements.


Revenue and Cost Recognition
Sales Returns and Uncollectible Accounts


In accordance with practice in the recorded music indus~y and as customary in many territories, curtain products (such as compact ~iscs and
cassettes) are sold to customers with the right to ~eturn unsold items. Under S~atement of Accounting Standards No. 48, Revenue When Right of Return
Exists, revenues from such sales are recognized when the products are shipped based on gross sales less a provision for future estimated returns.


In determining the estimate of product sales that will be returned, management analyzes historical returns, cmTeat economic Irends, changes in
customer demand and commercial acceptance of our products. Based on this
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information, management ~¢serves a pcreenUge ofench dollar of p~oduct sales 1o provide for the estimaled customer r~qums.


’ Sir~arly, management evaluates accounts receivables to determine if they will ultiraatdy be collected. In performing this evaluation, significant
judgrhents and estimates are involved, including an analysis of specific risks on a ensloraer-by-customex basis for ]aJger accounts and customers, and a
receivables aging analysis that determines the percent that has historically been uncollec=d by aged eatego~. Based on ~$Js information, ra~agemeat
provides a reserve for the estimated amounts bdinved to be uncol]e~’o]e.


Based on manageraant’s analysis of sales returns and uncollectible accounts, reserves to~aling $207 million and $218 mill.ion have been .e(tablished at
.September 30, 2006 and September 30, 2005, respectivdy.


Comparability of gross dollar value of reserves is affected by the inherent seasonality in th~ rausic bosiness. That is, the recorded music business "
historically has generated approximately 35% ofi~s sales in the last three months of the ealendaryear due to increased consumer demand associated with the
holiday season. As such, both gross receivables and rela~ed allowances would be at a naturally lower level at September 30, the end of our fiscal year, and at
a na~rally higher level at Deceraber 31, the end of our first fiscal qual~er. The ratios of our receivable allowances to gross accounts receivables were
approximatdy 26% anal 25~o at the end of September 30, 2006 and September 30, 2005, respectively.


Gross Versus Nef Revenue ~las.df!cation


In the normal course of business, we act as an intermediary or agent with respect 1o certain payments received fi’om third parties. For example, we
distn~ente music product on behalf of third-party record labels.


The accounting issu~ encountered in these arrangemenls is whether we should report revenue based on the "gross" amount biBed to the ultimate
customer or on the "net" amount received fi’om the customer after participation and other royalti~ paid to third parties. To the extent reve~s are recorded
gross (in the full amount billed), any participations and royalties paid to third parties are recorded as expenses so that the net amount (gross revenues, less
expenses) flows through operating income. Accordingly, the impact on operating income is the same, whether we record the revenue on a gross basis or net
basis (less related participations and royalties).        .                                        .


Determining whether revenue should l~e reported gross or net is based on an assessment of whether we are acting as the "principal" in a transaction or
aetinl~ as an "agent" in the transaction. To the extent we are acfil~g as a principal in a transaction, we r~port as r~v~nu¢ the payments received on a gross
basis. T~ the extent we arc acting as an agent in a transaction, we repoR as revenue the payments received less paflidpations and royalties paid 1O third
parties, i.e., 9n a net basis. The determination of whether we ar~ serving as principal or agent in a transaction is judgmental in nature and based on an
evaluation of the terms ofan.an’angemenL


In determining whether we,,serve,, as principal or agent in thes~ a~rangements,, we follow lhe g~idance in E1TF 99-I 9,                                             "Reporting" Revenue Gross as a
Principal v~rsus Net as an Agent ( EITF 99-19"). Pm-suant lo such gmdance, we serve as the principal in transactions where we have the subslantial risks
and rewards of ownership. The indicators that we have substantial risks and rewards of ownership are as follows-


¯ we are 1he supplier of the prodncts or services to the cuslomer;


¯ we have general inventory risk for a prodnct before it is sold;


¯ we have latitude in establishing’prices;


¯ we have the contractual relationship with the ~ltimate eostoraer;


we modify and service the prodnct purchased to raeet the ultimate customer specifications;


we have discretion in supplier sdection; and


we have credit risk.
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Conversely, pursuant to EITF 99-19, we serve as agent in ~rangements where we do not have substantial risks and rewards of ownership. The


indicators that we do not have substantial risks and rewards of ownership are as fo]luws:


the supplier (not Warner Music Group) is respous~le for providing *.he product or service to the customer;


the supplier (not Warner Music Group) has latitude in estsblis!ting prices;


the amount we earn is fixed; and


¯ the supplier (not Warner Music Group) has credit risk.


Based on the above ciiteria and for lhe more significant transactions that we have evaluated, we record the distribution of product on behalf of
third-party record labels on a gross basis, subject to the tea-ms of the contract However, recorded music compflatious distn"outed by other record companies
where we have a right to participate in the profits are recorded on a net basis.


Accounting for Royalty Advances
We regularly commit to and pay advance royalties to our artists and songwriters in respect of furore sales. We account for these advance royalty


payments under the related guidance in S~atement of Financial Accounting Standard No. 50, "Fin.uncial Reporting in the Record and Music Industry" ("FAS
50"). Under FAS 50, we capitalize as assets certain advance royalty payments that management believes are recoverable from future royalties to be earned
by the artist or songwriter.


Management’s decision to capitalize an advance to’an artist or songwriter as an asset requires significmit judgment as to the recoverability of the’se
advances. The reeoverab~ity of these assets is assessed upon initial commitment of the advance, based upon management’s forecast of anticipated revenues
from the sale of ftrtare and existing music and publishing-related products, in delermining whether these amonnts ale recoverable, management evaluates
the current ahd past popularity of the artist or songwriter, the initial or expected enmmercial acceptability of the product, the current and past popularity of
~ genre of music that the p~oduct is designed to appesl to, and other relevant factors. Based upon this information, management expenses the portion of
such advances that it believes is not reeovernbla. In many eases, royalty advanee payments to artists or publishers without history of successful commercial
.acceptability of the preduet and evidence of current or past popularity will be expensed immediately. All advances are assessed for recoverability
enminuously and at minimum on a ~arterly basis.


We had $398 millionand $380 million of zdvances on our balance sheet as of September 30, 2006 and 2005, respectively. We believe such advances
are recoverable through future royalties to be esmed by the related artists and songwriters.


Stock-Based Compensation
We account for stock-base~ compensation issued.tu employees in accordance with S~atement of Financial Accounting Standard No. 148,


"Accounting for Stock-Based Compensation Transition and Discl~re" ("FAS 148"), which arhends Statement of Financial Aeenmating Standard FASB
Statement No. 123, "Share Based Payment", gFAS 123"). This statement provides alternative megaods ofuansition for a vo]uatary change to the fair
value-based method of aeeouating for stock-based employee compensation. We adopted the e~pense reengnJtion provision of FAS !23 as of March 1,
2004, the date of the Acquisition, and record stock-based compensation expense for grants en and after that date as provided by FAS 148, and will continue
to provide pro forms information for all previous periods in the notes to financial statements Io provide results as ifFAS 123 had been adopted in those
years:Effective October 1, 2005, we adopted FASB Statement No. 123(R), "Share-Based Payment," ("FAS 123(R)") which revises FAS 123, using the
modified prospective metho& There was no
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impact to out results of operations or financial position as a result of the adoption ofT}kS 123(R). Under tiffs provision, we estimate the fair value ofo~r
stock-based awards on the grant date and expense the fair value over the service period.


As disclosed in the notes to financial statements, we previous]y estimated the fair value of options issued at the date of grant using a Black-$cholcg
option-pricing model, which includes assumptions relaied to volatility, expected life, dividend yield and risk-free interest rate. In January of 2005 we
determined that a binomial n~thod was a more accurate and appropriate raethod for determining fair value. We have estimated the fair value of out grants
made subs~uent to January 2005 using the binomial r~thod, which includes assumptions related to valatility, expected fife, divided yield and risk factors.
We also award or sdl restricted shares to out’employees. For restricted shares awarded or sold below raafkct val~e, the accounfin, g charge is m~sured at the
grant date and amortized ratably as non-cash compensation over the vesting term.


Accomhing for Income Taxes
As part of the process of preparing its consolidated fmencial statrra~nts, we am ~’¢q~ired to e~imat~ income taxes.pa_yabI¢ in each ofthejmisdictions


in which g operates. This process involves estimating the actual current tax expense together with assessing temporm7 differences rusu]ting from differing
treatment of items for tax and accounting purposes. These diffexcnces resuR in deferred tax assets and liabilities, which are included within our consolidated
balanc~ sh~ts. Statament of Financial Accounti~_g Standar.d No. 109, "Accounting for Income Taxes", ("FAS 109"), req’aires a valuation allowance b¢
established when it is more ]ikdy than not that all or a portion of deferred tax assets will not be realized. In circumstances where there is sufficient negative
evidence, establishment of a valuation allowance must be considered. We believe that cumulative losses in the most recent t~ear pexiod represent
sufficient negative evidence to consider a valuation allowane~ und~ th~ provisions of FAS 109. As a reg~lt, w¢ dmermined that certain of our deferred tax
assets required the establishment era valuation allowance.


The tea .l~zatico of the rem.aining deferred tax ~ts is primarily dependent on forecasted future taxab]e income. Any reduction in estimated forecasted
future taxable raceme may reqmre that we record additional valuation allowances against our deferred tax assets on which a valuation allowance has not
previously been established. The valuation allowance that has been established will be maintained ~ntil lhe~e is sufficiem positive evidence to conclude that
it is more likely than not that such assets will be realized. An ongoing pattern of profgabilily will generally be considered as sx~[ieient positive ¢vldenc¢.
Out income tax expense recorded in the fulure may be J~duced to the extent of offsetting decreases in our valuation allowance ffsuch valuation allowances .
were not established through goodwill at the tirae of the Acquisition. The establishment and r~versal of valuation allowances could have a significant "
negative or positive impact on our future earnings.


Tax assessments may arise several years ai~ex tax returns have b~en filed. Predicthg lhe omcome of such tax assessments lure]yes uncertain~y;
however, we believe that recorded tax liabilities adaq~ately account for oar analysis of probable outcomes.


New Accounting Principles
In addition to the critical accounting policies discussed above, we adopted several new accounting policies daring the past two years. No~e of these


new accounting principles had a material affect on our audited Financial statements. See Note 3 to our audited financial statements included elsewhere
herein fox a more complete summary.


ITEM 7A. " QUA.NTITAT1VE AND QUALITATIVE DISCLOSURES ABOUT MARKET. RISK
As discussed in Note 21 to o~r audited consolidated financial statements for the lwelve months ended September 30, 2006, the Company is exposed to


market risk arising f~orfi changes in market rates and prices, including movements in foreign ennency exchange rates and interest rates. As of Septeraber 30,
2006, other than as described below, there have been no material changes to the Company’s exposure to market risk since September 30, 2005.
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We have transactional exposure to changes in foreign currency exchange rates relative to the U.S. dollar due to the global scope of our operations. We


use foreign exchange contracts, primargy to hedge the risk that unremitted or future royalties and license fees owed to our domestic companies for the sale,
or anticipated sale, of U.S.-copyrighted products abroad may be adversaly affected by changes in foreign currency exchange rates. We focus on managing
the level of exposure to the risk of foreign current exchange rate fluctuations on our major currencies, which include the British pound sterling euro,
Japanese yen, Canadian dollar and Australian dollar. During the twelve months ended September 30, 2006, the Company entered into foreign exchange
hedge contracts and, as of September 30, 2006, the Company has outstanding hedge canlracts for the sale of $419 million and the purchase orS163 n~liou
of foreign currencies at fixed rates. The Company did not enter into any significant foreign exchange contracts subsequent to September 30, 2006.


The fair ~’alue of foreign exchange contracts is subj~-’t to changes in foreign currency exchange rates. For the purpose of assessing the spccifin risks,
we use a seusitivity analysis to determine the effects that market risk exposures may have on the fak value of our financial instruments. For foreign
exchange forward euntmcts and foreign currency options outstanding at September 30, 2006, assuming a hypothetical 10% depreciation of the U.S dollar
against foreign currencies from prevailing foreign currency exchange rates and assuming ~ao change in interest rates and no change in option volalillties, the
fair value of the foreign exchange forward contracts and foreign currency options would have decreased by $13 millioa Becaus~ our foreign exchange
contracts are entered into for hedging purposes, we believe that these losses would be largely offset by gains on the underlying transactions.


We are exposed to foreign currency exchange raterisk with respect to our £ 100 million principal amount of sterling--denominated notes that were.
issued in April 2004. These sterling notes mature on April 15, 2014. As of September 30, 2006, these sterling notes had a fair value of approximately $192
million, compared to a carrying value of $187 rmqlion. Based on the principal amount of sterling-denominated notes outstanding as of September 30, 2006
and assuming’that all other market variables are held constant (including the level of interest rates), a 10% weakening or strengthening of the U.S. dollar
compared to the British pound sterling would not have an impact on the fair value of these sterling notes, since these notes are completely hedged as of
September 30, 20~6.


We are exposed to interest rote risk with respect to our floating rote debt. Based on the amount of our floating--rate debt and our interest rate swap
agreements outstanding as of September 30, 2006, each 25 basis point inerense or decrease in interest rates would increase or decrease our annual interest
expense and cash outlay by approximately $1.3 m~lion. This potential increase or decrease is based on the simplified assumption that the level of
floating-rate debt remains constant with an immediate across the board increase or decrease as of September 30, 2006 with no subsequent change in rates
for the remainder of the period. This increase or decrease in rates would partial]y be mitigated by an increase or decrease in interest income earned on our
cash balances, almost all of which are invested in short-term variable interest rate earning assets. During the twelve months ended September 30, 2006, the
Company entered into interest rate swap extensions with a notional face amount of $700 million. The total notional amount of debt hedged as of
September 30, 2006 was $897 million. We did nol enter into any additional interest rate swap agreements subsequent to September 30, 2006.


We monitor our positions with, and the credit quality of, the financial instilufibns that are party to any of our fix~ncial transactions. Credit risk relating
to the interest rate swaps is considered low because the swaps are entered into with strong, credit-worthy counterparties, and the credit risk is cortfmed to
the net settlemeut of the interest over the remaining life of the swaps.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER


FINANCIAL REPORTING


Management is respons~le for establishing and maintaining adequate intemal conlrol over financial reporting a~ defined in Rule 13a-15(0 under the
Securities Exchange Act of 1934, as amended. Management designed our internal control systems in order to provide reasonable assurance regarding the
reliability of fin~. cial reporting a~d the preparation of financial statements for external purposes in accordance with aeconnthag principals generally
accepted in the United States of.America. Oar intenaal control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transaeiions and dispositions of our assets; (it) provide reasonable
assurance thai transactions are recorded as necessary to permit prepamtign Of financial statements in accordance with generally accepted accounting
principals, and that receipts and expenditures are being made only in accordance with authorizations of management and diar, cto~s; and (iii) provide
reasonable assur .a~c. e regarding prevention or timely detection of unauthorized acquisition, use, or disposition of our assets chat could have a matesial effect
on the financial statements.


Otir internal eonlrol systems incinde the controls themselves, monitoring and internal auditing practices and actions taken to correct deficiencies as
identified and are augmented by written policies, an organizational structure providing for division ofrespons~ilities, careful selection and training of
qualified financial personnel and a program of internal audits.


Because of its inherent limitations, internal control over financial reporting may not prevent or deteel misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.


Management conducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework in lnternal Control
- lntegratedFramework issued by the Committee of Sponsoring Organizations of the Tresdway Commission. Based on its evaluation, our management
concluded, that ourintemal control over financial reporting was effective as of September 30, 2006.


Our management’s assessment of the effectiveness of our intemal cofitrol over financial reporting as of September 30, 2006 has been audited by Ernsl
& Young LLP, an independent registered public aecomating firm, as stated in their attestation report, which is included herein.       .
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Report of Independent Registered Public Accounting Firm


To the Board o~ D’~to~s and Shareholders of Warner Music Group Corp.


We have audited the accompanying consolidated balance shc~ts of Warner Music Group Corp. and subsidiaries as of Sgptcmber 30, 2006 and 2005,
and Ibe related co.nso]idated statements of operatiom, shareholders’ equity, and cash flows for each oftbe two years in the period ended September 30, 2006
and for the seven months enc~d September 30, 2004. Our audits also included the financial statement schedule listed in the Index at Item 15(a). These -
financial statemeats and schedule are.the responsibility of the Company’s management. Our respons~ility is to express an opinion on these financial
statemenls and’financial statement schedule based on our audits.


We conducted our audits in accordanc~ with the standards of the Public Company Accounting Ovezsight Board (United Stales). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are fre� of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the fi~. uncial statements. A~. audit also includes as~sessing the
accounting principles used and significant estimates made by management, as well as ~v_aluatmg theoverall financial statement presentatmn. We believe
that our audits provide a reasonable basis for our opinion.


In our opinion, the consolidated financial stateracnts referred to above present fairly, in all material respe~rLs, the consolidated financial position of
Warner Music Group Corp. and subsidiaries as of Seplember 30, 2006 and 2005, and the consolidated results of its operations and its cash flows for each of
the two years in the pexiod ended Scptembex 30, 2006 and for the seven months ended Septcmbe~ 30, 2004, in conformity with U.S. genezally accepted
accounting p~inciples. Also, in our opinion, the rela~d financial statement schedule, when considered in relation lo the basic financial statcmants taken as a
whole, presents fairly, in all material respects, the information set for& therein.


We have also audited, in accordance with the standards of the Public Company Accoanthg Oversight Board (United States), the effectiveness of
Warner Music Group Corp.’s inlemal control over financial reporting as of September 30, 2006, based on criteria established in internal
Conlrol---lntegrated Fram~ork issued by the Commitlee of Sponsoring Organizations of the Trea .d~,ay Commission and our r~port dated Novcmbex 27,
2006 expressed an unqualified opinion thereon.


Oar audits were conducted for the pmpos~ of forming an opinion on the financial statements taken as a whole. The condensed financial stalemenls are
presented for purposes of additional analysis and are not a required part of the financial statements. Such information has benn subjected to the amliting
procedures applied in our audits of the consolidaled financial statements and, in our opinion, are fairly slated in all ra~te.rial respects in relation to the basic
financial statements taken as a whole.


New York, New York
November 27, 2006


/d Emsl & Young LLP
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Report of Independent Registered Public Accounting Firm


To the Board o~ D~ctors and Shareholders of Warner Music Group Corp.


We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control Over Financial Reporting, that
Warner Music Group Corp. maintained effective internal control over financial reporting as of September 30, 2006, based on criteria established in Internal
Conlrol--lraegraied Framework issued by the Commitlee of Sponsoring Organizations of the T~eadway Commission (the (30SO criteria). Warner Music
Group Corp.’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal con~ol over financial reporting: Our respons~ity is to express an opinion on management’s assessment and an opinion on the effectiveness of the
company’s internal control over financial reporting based on our audit.


We conducted our audit in aeeordunce with ~he standards of the Public Company Accounting Oversight Board (United States). Those ~tandards
require lhat we plan and perform.the audit to obtain r~sonable ~ssurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over fmencial reporting, evaluating management’s assessment,
testing and evaluating the design and operating effectiveness of internal con~ol, and performing such other procedures as we considered necessary in the
cireamstancas. We believe that our audit provides a reasonable basis for our opinion.


A company’s internal control over IFmancial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in aecerdance with generally accepted accounting principles. A company’s
internal coulrol over financial reporting includes those policies and proecdures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provkle reasonable assurance that transactions are recorded as
necessary to permit preparation of financial stateraents in accordance with generally accepted accounting principles, and that reeeipls and expondimres of
the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely .detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on t.he
financial statements.


Becaus~ of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness Io future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree
ofcomplinneewith the policies or procedures may deteriorate.


in our opinion, management’s assessment that Warner Music Group Corp. maintained effective internal control-over financial reporting as of
September 30, 2006, is fairly stated, in all material respects, based on the COSO criteria. Also, in our opinion, Warner Music Group Corp. maintained, in all
material respects, effective internal control over financial reporting as of September 30, 2006, based on the COSO criteria.


We also have audited, in accordance with.the standards of the Public Company Accounting Oversight Board (United State~), the consolidated bahnce
sheets of Warner Music Group Corp. as dfSeptember 30, 2006 and 2005, and the related consolidated statements of operations, shareholders’ equity, and
cash flows for eac~a of the two years in the period ended September 30, 2006 and for the seven months ended September 30, 2004 of Warner Music Group
Corp. and our report dated November 27, 2006 expressed an unqualified opinion thereon.


New York, New York
November 27, 2006


Is/Ernst & Young LLP
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Report of Independent Registered Public Accounting Firm


The Shareholde~rs ~War~_.f Mnsie Group C~rp.


We have audited the combined statements of operations, group equity, and cash flows of Warner Music Group Corp. ("Old WMG") for the three
months ended Febnmry 29, 2004 (Predecessor Basis). Oar audit also inciuded the financial statement schedule listed in the Index at Item.15(a). Them
financial statemehts and sel~edule are the responsibility of Old WMG’s management. Our respons~ility is to express an opinion on these finanoial
statements and sclmd-ale based on our audit


We conducted our audit in accordance with the standards of the Phblie Company Accounting Oversight Board (United Slates). Those standards
reffoire that we plan and perform the audit to obtain reasonable assmance about whether the financial statements are free of material misstatemenL Wc were
not engaged to perform an audit of the Company’s ia~mal control over financial reporting. Our audit included consideration of the internal control over
~’mancial reporting as a basis for designing audit procedures that are appropriate in the circurastanccs, b~ not for the purpose of expressing an opinion on-
the effectiveness of the Company’s intenml conlrol over financial reporting. Accordingly, we express no sfich opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disdesures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for oar opinion.


In our opinion, the financial statements referred to above present fairly, in all material respects, the combined results of Old WMG’s operations and
its cash flows for the three mouths ended February 29, 2004 (Predecessor Basis), in conformity with U.S. generally accepted accounting principles. Also, in
our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in all
material respects the information set foxth therein.


Our audit was conducted for the purpose of forming an opinion on the tinancial statements taken as a whole. The condensed consolidating financial
statements are presented for purposes of additional analysis and are not a required part of the financial statements. Such information has been subjected to
the auditing procedures applied in our audit of the financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial state, ments taken as whole.


March 10, 2005
New York, New York
is/Ernst & Young LLP
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_Y_a.b!~ of co0t~nLs
Warner Music Group Corp.
Consolidated Balance Sheets


September 30, September 30,
2006 2005


~;:~ ......
. .............. (in millions).


..... :-.::- .::--:::- -:.: ...:: -: :--:::.::.: -:..:::. :: .- :: : :::-- :::-:::--::-- .---::’~ ." k::.:::~::F~-’i:-Z~--~::~- ::: -.:~.::~-~.:’::’:~:::.:q~V~::’~ : ~..: ~ ;~ :: : . - :Ct’arent assets; .......................................................................................................................................................................... :.


Short-term investments ...................................................................... ........... 18 -’7 ....


Inventories 59 52


Dcfex~d.tax.assets ...................................................................................................................... 45. .................................... 36..


Tola|.c’~i a ss~."ts .....................................................................................................................................1,3..0..0. .................................1,2.42.
R~liy:~dvaii~ ~iidlii~b’~ ~i~iifil~id:a~kofiff~ii~:: ~!!:!~i!i ~:.~-:~:::~ ?L:?:~::~:~:i~:~::::~::.::~:.~Z(~:::~(:;:::~:~:~!
~vcst~ms 25 2 l
P~~:~:,:~:~!~ ’~:~::-::: :: ~;:;~::.:L:~i~.;.;:.:~:: : ::::::::~~L:.: ;i:::.--:~::~::);;::~-~ ::~;;!::::::.(.::~T~-~: i:;~:.:.!~:i:.~!~;Y:::.::
Goodwill ................................................................................................................................~9 ..............................859_


~n~ble asse~ rot s~j~ ta.amo~i~f!o~ ..........................................................................................1~ ..............................


Total assets $ 4,520 $    4,498


Accrued royalties                                                                                  1,142                I~057
i-::-~?:i~:~f~d-ot~d ffi~bJ~g~:i--i :ii~-i~’:-:.~i :.i::~.::-:iL--Li i: :.:~-~: ~-~i :::::: I(.~:.I-L~ :::i~.::~i::i: ii:.:;:.L:!-:?i i::’iii.i::~:~i::~-"i:.i :i.li~:i~i~i.:~(:~2~!ii.i:i ::::?:::Y.:ii?.:i.-?:ii~::::~i-:’~i::
....... Divjdgnds pa~able. ......................................................................................................... 22 ............. ..-=...
:.:~ : "~nlS~o~n:b~’-lbli~-~te.J~:~ldSt :-"::::. :hi. -"_ ;;- :.. ;-:.:~ii.!:. i_:.:-!:.:~.i~ ~i:!~-;:::i::;;~-::;;:.i:; .:.i.;!;.:.:;:.:.:-~;; -:.! ;-V!;:.;!::::i::.: :! -::;!;::.;!~i:;!l~7:.:~;;i:.:~!~!.-:;::;! i.~::!::- i;;:ilt-7-!


Other c~u~nt liabililics                                                                               377                 404


Deferred ~ot liabilities, net                                                                                 197                 20 l
Otli~’ri~ii~i~i-Jdni~i~bit~Sdi~:i:~i~’i!: -:-’:-::. :!!::" :!- :i:~ i-"i--:.!i(-::.:.:~"i" ~’:~.. - -i!::’.-~i:~: .i.: :i. "::i!::’i ~ i:::::..’-i ":. ~.;:.i.-"~:~.: :~-i:i’i’::.: "!;kii :-’:’~::.:.i !224 ~ :: :!::::.~-i~!:::.:.-~’!!:i~:i!-’-:~6:


Total liabilities 4,462 4,409


Shareholdors: equity: ..........................................................................................................................................
~2b.~..~.".~.tq~.~.(.~0.:~)..ffl. ~ ~¢fi~.fi~e~’500~000~00ff~hiiri~iiu~di’ized~’~4..gfl~5~;:,028 Kiid.148~455~ 13"s~s !-’;!:!.’:::::!:~ ~:’::~!-’!:. ::’:’!!:~:!!:’:!~’~:~" ~’i::~"’:.~’’:- ::’~!~:!:!!;::.:::~’:~
::::!ii~iniedRnd-o~t~midiiag)!!:~:.!::.:’:. -i! ! i:.i ::: -;::ii .::~:.:::i! ::~ ~-:: :]:!:~:::!:~:..i::. :!-i~i~ :.~: !~:::!~:.!i i~-: ." : : :i~:.:-i~-::i!i~.~i:i~ i.:~::;~:. ::i!:!~!-: ;:: i:. :!:::;:k !k:~ i.i~:;:..i:~::.!
Additional paid-in capital ............................................................................................. 567 .......................... 548.
ASb.fifiiid~iied.ttefi~it:: :i~:::-":: ~:-!~ :::: . ~:::i.L : b:i:"::..::- :...:!:- !- :::: ~::S. S.::: ::::::::::::::::::::::::::::::::: .Y-:::.~:~:.:::::.::~:: .~-.;~::::’~:-:i.~:~;~.:!.:::::~i:.~:(516) iZ~:~i:Y:~:.:~::i:~i~.:iil.-"
Accumulated other comprehensive income, net 7 21


Tb~al-~hi4i~holdez~’~’~qfiib~ "-:’: :-::’:" :- "-’:::- .... ::- -’~! ::::’:: - :.--q":~!.!:;’.:: :~’~!’~ !: ~:’:~:~-!~:~:::~:-b~:~:~::-:-~:~!-:-;.~::.-!~ -i-.~;:::?.:::i~:::;~:~::.~8:::~:~’::::’:~i~:::.~’~::-::~.-::.~:?: ::: "-~


Total liabilities and shareholders’ equity 4,520 $ 4,498


t


See accompanying notes.
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Warner Music Group Corp.


Consolidated and Combined Statements of Operations


~cessor ,, t’redect~s~r
Seven Months Three Months


Year Ended Year Ended Ended Ended
September 30, September 30, September 30, February 29,


2006 2005 2004 20~4"
............. .~.) ............................................................................................................ (in m | 1 ll.qn.s,..e~, cep.t.p.e.r..s .b. a .r.e..d .a,t. a) ...........................


c..o..~.~..~..~ ..~.x...~... s.~ .s.... .............................~ ...........................................................................................: ...............................................................................


Selling, genexa] and administrative
.......... :. A:.x. ~...se~ (a)0~) ................ .:::. .................................................................. :(1 ..~..~) ............ :......(.1,3...~) ....................... (6..7..~ ............................... .(3191


......... Amor~a tion. of.inta~’bl e assets ................................................................ .(.19.31 ................... (1


P.~t~ring costs, net -- (7) (26) --


T6~fl~6~t~~d~xi~~:-:~-":~::::::~:.: ::::~: :~-"~!::: ::! :~::+:~-:~:!:"::~ ~:_!::-:v-:~:.-::" :.::: :~::::::’::~::-:::~:-: ~3;233~:-~::::: :-:v:: !-:~:::~3~41~): :~v:~v~:~!-:::.~l :,7513:.:.:~:::::::~.-~-: ’:-:".:v:::~G90)


Net investment-lelated gains -- 1 -- - --


Los~.on.zep_aymexLt.of Holdings. N~tes. ............................................................ ..-: ............................ (35): ...................... ~ ........................... :....-::. ....


Minority interest expens,


Income tax ~xpense (4"I) (55) (30) (171


Net income (loss) per common share:


Di]med $    0.40 - $ (1.40) $ (2.21)


"~:: :-. :-:::-:-::"::": "" :-":::’:"’":-:’:::::-:-:" :- :--.’-.::-:..---::’:-::’: "-:; ~":"."--..;~::.’:E:’-.~::-::::~:::.[~-~::~ ~::’~: :::i:’~. ":~-.:’_:.iS:: :. ::.’.:~::’.:’;:-:;:- -.:-;~:[;.:i:’::i~.V.;~:’~-’.:~ :5~ ~ ~; ~ ?~’~ : .A. e.m.g~g~.on...s~ar. ~.~:.-~ :-~ . -:_ :. - : :’: :: :. : -:: :-::.-~ ~ ::~ ~ :::: :-:::-:~ :..-:i ::. :-: ~--:’::.~v~:v-:.~-~.-: : :-’~:..~:~:::~ -::~.~:.:~-:+ .~:--:- ~.: ..~.::-::- :-:;:~:.~:.-
Basic 142.8 120.9 107.5


~i~i-~ i~!iiii~ i ii i~ !i:. i!~i: ::: i~i:::. ~!i..-i:::?: ~!:,!ii-:~ ~.-:.i:. ~i: i~ !7:::i!!i ;!~i~i i~ ?.!:: :i~i.::i~ ;:. i l :.i!:; ;i!ii ;i !~i! !:!::!i :.-.::i!~iii::: !;:ii ~:~!~i~i i !! if:: i!: -::i: i :i i!! ~ ~2~ ::;!:i i l. iii!~ ~.i:!:.ii;:i :~ b~ i~ii;:.i :::~iii:i!~ ~:-i: ~!:. i~i~ii!: ili!~i!i .-,:i


(a) ....l~...dude.s .c!..eO.rec~aO.o..n..e.x.~,s.e..o..f:. ............................................. $ ......... (4~) ........ ~ ....... (50 ........ .$ ........... (.~O ............... .$. ..........
:..~) ~elud.~th-c.’,£ollo~vifl~:iff.e~m.’.’~’(~n.s~).~..~s~ltihg~.0.i~.:: :: :." : :.:: -:~:: . : : -:-::~ :~.~]:~i:::~.:.:~:]...:]~i]!~i~:~.i!i~:~:.i~i:~]!~:~.~;‘:~]i]:~]i~i:!!:::::~i :’.:;:~’:i:~a’~idn~’~vi0Y~t~i~ipiiiaie~0".C~t~’]9):.;::~’~:iii!! ::’::;:] !!i:!~!:..’:.!.~]i::]:i: "~.;!~!]:~!:-: !:: :::::::::::::::::::::::::: ;.:":.-:-i-"~-].i~: !::~!.:~i~;’::~:;::’;’:]ii’;i ::!.]:;" "~ .:.- ]~:. i ; :’:’: ~:.. :;:


, Revenues                                             $        6      $        9      $      --           $        4


.............. Selling, genelal and administrative.expenses ................................(16) .................. (7) .......... 09). .......... . .(.12).
~-:.~:::-!i:.Si:.:!~ahi~est 2n~6i~(~]i~n~e)~i~i-!i~;:-! ?~!:.::~:i-! ::-:: .-i:::-:iL!:~:~!::-:~:: ~!i::-::?.:::-:~::.i:~-:..:~:iL~i!:. ;i;~ ::?:.-:::i:.~:..i~::: ~.-5~:~?:~v--iv.:: ~.::~.v::...~.~.---.:


Minority interest expense -- (5) (14) --


See accompanying notes,
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Table of Content~ ~_,,~ ~ ~ ~
Warner Music Group Corp.


Consolidated aud Combined Statements of Cash Flows


Secces~Qr
Seven Months           Three Months


Year Ended Year Ended Ended Ended
September 30, September 30, September 30, February 29,
~ 20~5 2004 200~


........................................................................................................................................................ (in .m..pn..e.~) ................................................


N~ti~comet!oss) ..... S 60 S (16~) , S . ~). .........


De~a~ ~d ~fion ~6 ~9 140


Loss on d~ r~a~t ~    ~ 35 6
~:i:~:.-:.~i~t~:-:J:4"::kL~:.~U::’:~::=: ::; ::.~’?.::~::~:~:.:.::.~;;::::~::_~:;:~.:~:::~>~’:~::.f::.~:: "<~; ~:: ~’~:L~-~’L=.:]:9"-~:’6S:%::~:
........~.~;~e~t~%g~. ......................................................................................~ ........................(D .....................~ ..................................~...


..... ~ou~, sto~:b~ com~sa6o~.m~ .................................. : ..................I6. .......................25 ..................~ ................................~...


....... Min~.~t~t ~ ......... :....:.:::. :..:: .:.....::::. : : :...::::...:..:.::.::..:: :..... :.. ::..:....: .:.:.:..:: :~.: .:.: ..::::::.....::..:::.~:: :.:..::::.:::... :.


....... Ac~ ~dyah]e. ............................................................................... 53. ................(69) ............. 03). ...........................387..


~= ~l~e she~ c~g= 2 ~ 3 1.


Cesh flaws from investing activities


O~ cr.inve~lm~t~ and.a~l~is~o~s ..................................................................(]~) ....................(73) .........." ........~1~ ............................~


~ve~t ~ee~ ................................................................................................. 54 ........................~ .............................19.


cash (used in) reovided by investing activities (153) (5~) (2,663)


B.prfo .wings,.n¢.t p~’:Span¢;ingcgs.ts .. ~ ....................................................... ---= ............... 92.6 .............. ~,249 ....................... .-~..
D~bt.repay~lent$:-.>H!-: !!-:.: : :L-" :’~!.’.: ::!::-: !:’:i !L :H: ~ !-:" "’~ .!-..i ~ ~:~ ~:~- ~ :~ ".!:: ~Y::~ ~ .~ !: !h:- " 2:-L:~ "{{7): :" "::.’!’:’~::!! ~ (588): ~" H"" :::’:..!:L(63]~:.".K’::- "{i! ~:-:<::~::".’(~24)
Capital eo~0tdbut]on~ .................. ~ .................................................................. ----= .................. ~ .......... ~- .................. 262.
P:mc~.ds’:f~iid tT~s~a~.~’bfc6~iimmi st~:7"--,:: -::-.:.--.’:.-:-:7_’::L -:{-:-:k:.:k:~-:.:h:~:.::~?.!----!::h Y:.~ .~ :.’<.’Y~:.~h~!’-:::.-~:~-: .:."~:[~- [ ::-’-~:~ 554" ~L.. ~:-~]: 7 .,::’.’_:85D:~:~:K![:"::!’~Y~’!’7"~!L:!~- ":
C~sLs to.issue .common stock .................................................... -::= ................. (32) ............. ~ ........................ ,.-- .


Repurcha.=---~ ofs~bsidi~y, l~’~fcn’ed stock ~ -- (~00) .......... .(~0.~). .....................-=...


Pro¢~ds from the issoanc~ of rcstrlct~l ~hme.s -- 1 3 ................. .-=-..


P~t0t:’~..of.~p~tai.and.d’.~.idend# paid. .......................................................... (74~ .............. {917) ................ ..-r ......................... -~ ..
Loani~ third parK~2~F<i- --h~i,L:,:h-.:L:’Fh~,::::h::’i’:~::.: :: ::~ -H:~ " :’H.::~ ".".::’i-V:’L<’..2<- :~ ::-’~" --’:::::-’-:: .-: L-’7.:-:-:iii’i:- ::-’:.: "." :’(]0) t "L- :’IYLF:-. :’~hHi-:HK~<i h::-.:::: i :~-, ::~:-i
D~c~eas~in ~acmats d,.’~ f~om~hr=¢.Wam~r:-, affiliated ¢~.m.panie~ ......................................... .--- ................... "-7. ....... :::...:. ~....:::::: :: .:,.:: -.----, :., .1.9..4..


!:i:.p~decesgOrT~cr]o’d.~:::" :: : !: :::h !. :.’:i £.I-’.!<!’!’.:L:".:ZY:k <!%.: : ::!!!:’!:!’:i’!.’.-.!! ! ,LY -’::2::’.:-::-i: ":: i!:,~."!!: :: .: .- !::’:- -’.! "~:." :H ~ :!:~ "!.! ".!!.:< :’-(~) :-<::
- Other                                                                              3              (3)            --                  --


Effect of foreign cun’¢ncy exchange ~at¢ chm~ges on cash 6 (2) -- 2


i’fffin~r~&~e~ili’~ks£~d-h~d’Ai~:::~:::~’!.~::::’:]. -;!: :.ii.]~ :::; ]:.:. :. : -::::; :-;]-~"::::~ :"-:~ : ;’::":]:’::~’!:-! "iS:-’:’;::::.:!:: ~::: "]:’::..~2~;~j::! ::::~!:." "]::-: "i.:.’:’~!-:~!]:" "~::;~:’::!;~! :;~-;!:.-.~7
Cash and equlva]e~ts at beg~.nning ofp¢~od                                                         288               5S5               4"] 1                    144


(a) Net cash used in operatlng activiSes fo~ the twelve months ended Seplemher 30, 2006, the lweNe months e~ded S~emb~ 30, 2005 and for the sevea~ months ended Seplembez 30,
2004 inoindes ~...mxlmatdy $10 million, $80 ndllinn and S ! 05 million of acq~isition--~l ated rrstracmrlng paymrnls,


(b) Excludes $35 m)!lJon of non-cash comidorafion issu~ as pm of~hc purchase price paid to Time Wame~ in the form of warrants.


accompanying no~es.
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Common Stock Accumulated Due from "llme Total
Additional Other Warner- Shareholder’s


Common Pald-ln     Accumulated Compreh~mslve Group Affiliated and
~ ~ ~ Defter Income fLoss) ~ Comnanles. net Group Equity


.................................................................................................... (in milllons~ except~numbex.of eommon~l~re~ and.par) ..: .................... : .....................


B.a.l~ at ~..o.y.~m~..=...~.0,.2.0.0~ .......................... .--........S.....--........S. ....... ..~ ...... .S. .......... ..--.. ...... .S. ............ .7...:.. S...2.:~Z.....S. .......... .(7.6.0.).... S    l .#.57
C~I~J L~:::-’:::" ::L-’::::=::::::::.~-..:--:::. ::-~::.:.:-..:-:::~:.: :::::::::::::::::::::::::::::: :::::: ======================================================== =========================================================================== .::E~:
.N...=. l..~s, ................ : ..... : ....... ~ ......... :~ ............ : ...... (3.2.) ........... ~ ...... (3.2).
F~ cu~:~;i~ e~ ~t~::.;.:::-:~: :-~-":::~::~:~ .:~.-: ~:F-::.:: ~ ~r~:::;~-:=.:: ~:~ .~ ::’:~ :::~::::.~:.::~: .~ :~::::~-’.~-:i;~:-~ ~:~#:~:~ .~. ~:.-:-.:~:-~::: :~:~.:;:-21~:~ :.-~:::: ~:.-:~:: ~:~:-’.~.-’~:~-’.-:i;.’.~i~i~ii~:~ ~i.:~


Balance at Marth 1, 200=1, adjusted to give effect
..... ta theAcquislfion .....................................107,5,44,922 .......:.-=......$ .......850.......$ .........


~t lo=                               --    --        --          (23~)          --      --            --          (238)
:~:i‘~.:::i:~}‘~.i~|~.~/~‘~;~.£%~.iR~iia.~jiis~i~.::~::.:~::i::::~::::::~.:~: -~ii~- ::~.:-Fi :~.::ii:i- -::;i~ii.:.; ::il ~:-;::.:i:-.i~::~;::vL:::~:i::iOii .’-.i::~-: -:i:~;~L;;i::-i~i;-,,’::::--:-~:’:~::i;i:i::i::::-:~: I~i


I~f~rred losses on derivative Financiali~tmm~ts .... (4) -- -- (4)


Balant:e at September 30, 2004 ...................... 114,115,176 ....... ..-:~.......$ ...... 512 .... $ ......... (2.3~)..~. S ............. 6 ...... ~ ......................... .--=. ........ $ ........ 280................................................... :..:.:.::...:..:: :::::::::::::::::::::::::::::~2i~ii~r&~i~i~l~ssi ~iL:~’-:::i’~:i:::-::L:::.F.:~--":’:.h:’~:~::’:-: = ":::~.L :: ~::’: -- Ei~i--::::::!:-L::’~ .:~-.:: :-.::::.--:.:::::.: :-:...:::: ---:..-::.:::::..:: :--::--.:-: ::.:::::: ::: ::..- :: ....................................
Net loss                             --    --       --         (169) .... .:: :..:::=:....::.::.:.:(169)


::!’::’:::~bi’iiig~:6iiied~’t~iin.~lgti6ii:gdjii~ii;a~V:::::!::::::’: :::::::::"22:::.::::::::::::::::::::::::::::::::::::: :::: :’- : ==22:==.’.=:=============:====:===:=== : :.::::~ !’:.::::...:~::.’:::~:::::’:.::::.:" ::.:."
Defer~eaJ gai~s on derivative ~nancial


immunents -- .-- -- -- 12 -- -- 12


Balance.at Steptembcr.30, 2005 ........................ 148,455~313 ..... 0.001 . .$ ..... 548 .....$ ....... (480).. $ .......... 21....


Net ~ome                                   ~      ~         ~             60             ~                                         60
;:::’~:::F~J~~l~fi~ ~hi-;:~-~’:~:A::~ .L .-:::~:.:~:~:::~:~:q:~: ~:~:~:~;~:.. "::::~--~.~-~:~ ~.:~:::: :" ~L-.:~:~::~(8)’::.~ ~::: ~:~:~:~-.~- :--:’~:::’:’~::.:~: ::::::::::::::::::::::


(41


T.o.t..al ~ensiv.e. income -- -- -- 00 (14) . ..-= ........... .-:-. ................46.
::::: i:::i:~i!::i:::::..~ i’ ~i :.~ ": ::::~ :.:i :.::-:::::::::::~-.::- ....D~i;~,ia::::-:::i::;::.:::-~ :::~ :~;ii~i:~ii::-::::.~ ;’i:!:. :!::! ~:. ::-::.Y::~{i:i:.i;~:::~-i~;r~::::::::~:~i:.::.~i:~;~:.;i’::::~i: --: ::i~:~.i:;r:


Issu=mc¢ ofslock optimzs and r~trict~i sharos of
cc=nmon stock 700,715 0.001 16 .... :’~ 16


ga~ "~Ii’~flli~Ii:~t~iis:::-’::".’::-;" :..T:i:-: - : " :: : : :-: "-:: -:::--~-~::::.’ : :-:;~::::"E:~F ;h_~-:LF-:~-:’::~:::’::’- "’:~-" ::::- "7:.;::.: ::- ;::-:: :.:..F: " -" L : : ~:’: ::’:’:’- :" ;--’-:: - "- ,:- " 3:
Other -- -- -- (1) -- -- --


See accompanying notes.
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1. D~scription of Business
Warner Music Group Corp. (the "Company" or "Parent") was formed by a private equity consortium of Investors (the "Investor Group") on


November 21, 2003. The Company is the direct parent of WMG Holdings Corp. ("Hddings"), which is the direct parent of WMG Acquisition Corp. ("New
WMG" or "Acquisition Corp?~). New WMG is one of the world’s major music companies and the successor to the interests of the recorded music and music
publishing businesses of Time Warner Inc. ("Time Warner"). Such predecessor interests formerly owned by Time Warner are hereinafter referred to as "Old
WMG" or the "Predecessor." Effective March 1, 2004, WMG Acquisition Corp. acquired Old WMG from Time Warner for approximately $2.6 billion (the
"Acquisition").


On May 10, 2005, the Company sold 32,600,000 shares of its common stock in an initial public offering (the "Initial Common Stock Offering"). In
connection with the Initial Common Stock Offering, the Company (i) converted all its formerly outstanding shares of Class L Common Stock into shares of
Class A Common Stock, 03 renhmed all of its formerly outstanding shares of Class A Common Stock as "common stock", which had the effect of
eliminating from the Company’s authorized capital stock the Class L Common Slock and Class A Common Stock and (iii) authorized an approximataly
1,139"~o I split of the Company’s common stock.


The Company classifies its business interests into two fundamental opemfious: recorded music and music publishing. A brief description ofthuse
operations is presented below.                                              .


Recorded M~ic Op ,erations
The Company’s Recorded Music business consists of the discovery and development of artists and the related marketing, distribotion and licensing of


recorded music produced by such artists. In addition to the more traditional methods of discovering and developing artists, the Company establislqed the
independent Label Group ("ILG") 1o disc.over artists enriJer in the process and al lower enst by ]everaging the Company’s independent distribution nelwork."


in the U.S., recorded music operations are conducted principally through the Company’s major record labels--Warner Bros. Records and The
Atlantic Records Group. Recorded Music operations also include Rhino Enterlainment ("Rhino"), a division that specializes in marketing the Company’s
music catalog through compilations and reissuances of previously released music and video titles, as well as in the licensing of recordings to and from third
parties for various uses, including film and television soundtracks. On May 31, 2006, the Company completed the acquisition of Ryko Corporation
("Ryko"), a lending independent, integrated music and entertainment company. See Note 6.


Outside the U.S., recorded music activities ave conducted in more than 50 countries through Warner Music International ("WMI") and its various
subsidiaries, affiliateg and non-affiliated licensees. WMI engages in the same activities as the Company’s U.S. labds: discovering and signing artists and
distributing, marketing and selling their recorded music. In most cases, WMI also markets and distributes the records of those artists for whom the
Company’s domestic record ]abels have Late.national rights. In certain smaller countries, WMI licenses to unaffiliated third--p~ .,~y record ]abels the right to
distr~7oute its records.


Recorded Music dis~ution operations include Wamer-E]ektra-Atlantic Corporation ("WEA Corp."), which markets and sells music products to
retailers and wholesale distributors in the U,S.; Alternative Distribution Alliance ("ADA"), which distributes the products of independent labels to retail and
wholesale distribulors in the U.S.; Ryko Distribution, which distributes music and DVD releases from Rykodisc, Ryko’s record music label, and third-party
record and video labels; various distribution centers and ventures operated
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internationally; an 80% interest in Word Entertainment, which specializes in the distribution of music products in the Christian retail marketplace; and the
newly created ADA U.IC, which provides ADA’s distn~oulion services to independenl labels in Europe.


Music Publishing Operations
Where recorded music is focused on exploiting a particular recording of a song, music publishing is an intellectual property business focused on the


exploitation of the song itsd£ In return for promoting, placing, marketing and administering the creative output of a songwriter, or engaging in those
activities for other rightsholders, the Company’s music publishing business garners a share of the revenues generated from use of the song.


The Company’s music publishing operations include Wamer/Chappell its giobal music publishing company headquartered in Los Angeles with
operations in over 50 countries through various subsidiaries, affiliates and non-affiliated licensees. The Company owns or controls fights to more than one
million musical compositions, including nnmerous pop hits, American standards, folk sohgs and motion pietm¢ and thealrical compositions. Assembled
over decades, our award-winning catalog includes over 65,000 songwriters and composers and a diverse range of genres including pop, rock, jazz, country,
R&B, hip-hop, rap, reggan, Latin, folk, blues, symphonic, soul, Broadway, teehno, alternative, gospel and other Christian music. Wamer/Chappeil also .
administers the music and soundtracks of sevaral third-party television and fdm producers and studios, including Lueasfilm, Ltd. and Hallmark
Entertainment. In addition to the more traditional methods, the Company has implemented new initiatives to promote and develop emerging songwriters,
such as its label, Perfect Game Recording Co., which similar to ILG seeks to identify and nurture songwriters earlier in the development process


Warner/Chappell also previously owned Warner Bros. Publications ("WBP"), which printed and-distributed a broad sdeetion of sheet music, books
and educational materials, orchestrations, folios, personality books, and arrangements from the catalogs of War~er/Chappell and other music publishers. On
May 31, 2005, the Company sold its printed sheet music business to Alfred Publishing. See Note 6.


Publishing revenues are derived from four main sources:


¯ Mechanicah the licensor receives royalties with respect to compositions embodied in recordings sold in any format or configuration, including
physical recordings (e.g., CDs, DVDs, video cassettes), online and wireless downloads and mobile phoue~tin~oncs.


Performance: the licensor receives royalties if the composition is performed publicly tlwough broadcast of music on television, radio, cable and
satellite, live performance at a concert or other venue (e.g., arena concerts, nightclubs), online and wireless streaming and performance of music
in staged theatrical productions.


Synchronization: the licensor receives royalties or fees for the right to use the composition in combination with visual images such as in fdms or
television programs, televisian commercials and videogames.


Other: the licensor receives royalties from other uses such as in toys or novelly items’and for use in sheet music.
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Basis of Presentation
New Basis of Presentation


The accompanying consolidated and combined financial statements present separately the fmancial position, results of operations, cash flows and
changes in equity for both the Company and its predecessor, Old WlvlO. As described in further dOall in Note 5, Old WMG was acquired by a subsidiary of
the Company effective as of March 1, 2004. In connection with the Acquisition, a new accounting basis was established for the Company as of the
acquisition date based upon an allocation of the purchase price to the underlying net assets acquired. Financial information for the pre- and post-acquisition
periods have been separated by a vertical llne on the face of the consolidated and combined financial statements to highlight the fact that the financial
infomaafion for such periods have been prepared under two different historical-cost bases of accoxmting.


Recapitalizafion                                                         ~
As diseased above, on May 10, 2005, the Company sold 32,600,000 shares of its common stock in the Initial Common Stock Offering. ha connection


with the Initial Common Stock Offering, the Company (i) converted all its formerly outstanding shares of Class L Common Stock into shares of Chss A.
Common Stock, (it) renamed all of its formerly outstanding shares of Class A Common Stock as "common stock", which had the effect of diminating from
the Company’s authorized capital stock the Class L Common Stock and Class A Common Stock and (iii) authorized an approximately 1,139 to 1 split of the
Company’s common stock, (collectively, the "Recapitalization’).


Accordingly, historical financial statements have bran restated to reflect the Recapitalization for all periods occurring after the Acquisition that was
effective as of March 1, 2004. Such restatement primarily related to common stock and equivalemt shares information, net income pe~ common share
computations and stock-based compensation disclosures.


Reclassifications
Certain reclassifications have been made to the prior period’s financial information in order to conform to the cmxent period’s presentation.


Basis of Consolidation and Combination
Prior to the closing of the Acquisition, the recorded music and music publishing operations of the Company were legally held by multiple anbsidiaries


and affiliates of Old WMG and Time Warner. As such, the accompanying financial statements present the combined accounts of such businesses for all
periods prior to the Acquisition. After the closing of the Acquisition, New WMG acquired the stock or net assets of those predecessor businesses.
Accordin@y, the accompanying f3nanclal statements present the consolidated accounts of such businesses for all periods after the closing of the Acquisition.
The consolidated accounts include 100% of the assets, liabilities, revenues, expenses, income, losses and cash flows of the Company and all entities in
which the Company has a controlling "coting interest and/or variable interest entities required to be consolidated in accordance with accounting principles
genera!ly accepted in the United States ("U.S. GAAP"). Significant inter-company balances and transactions have been eliminated in consolidation and
combination.


Old Basis of Presentation
For all periods prior to the closing of the Acquisition, the accompanying combined financial statements reflect all assets, liabilities, revenues,


expenses and cash flows directly attributable to Old WMG. in addition, the accompanying combined financial statements include allocations of certain costs
of Time Warner and Old WMG
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deemed reasonable by the Company’s mana~ememt, in order to present the results of operations, financial position, changes in group equity and cash flows
of Old WMG on a shand-alone basis. The principal allocation methodologies are described below. The fmancial inforraatiun included herein does not
necesserily reflec~ the results of operations, financial position, changes in group equity and cash flows of Old WMG in the future or what would have been
reflected had Old WMG been a separate, stand-alone entity during the periods presented. The income lax benefits and provisions, rehted lax payments and
deferred ~ax bal.ances have been prepared asif Old WMG operated as a stand-alone taxpayer for *he periods presented.


For all periods prior to the dosing of ~he Acquisition, certain general and adminis~’ative costs incurred by Time Warner hove been allocated to tbe
combined financial statements of Old WMG, including pension and other benefit--xdated costs, insmanco-relatcd costs and other general and administrative
costs. These cost allocations were determined based on a combination off’actors, as appropriate, including Old WMG’s pro rata share of the revenues under
the management of Old WMG and other more directly atl~thulab]e methods, such as claim experiance for insurance costs and employec-rdated aRr~utes
for pension costs. The costs allocated to the Company are not necessarily indicative of the costs that would have been incun~d if Old WMG had obtained
such seavices independently, nor are they indicative of costs that will be charged or incurred in the future. However, management believes that such
allocations are reasonable.


Fiscal Year
In 2004, in connection with the Acquisition, the Company changed its fiscal year-end to September 30 from November 30. As such, financial


information for 2004 is presented for a shortened, ten-month transition period ended September 30, 2004. This financial information for 2004 also has been
separated into two pro-acquisition and post-acquisition periods as a result of the change in accounting basis that occurred relating to the Acquisition.


3. Summary of Significant Accounting Policies
Use of Estimates


The preparation of consolidated and combined financial statements in conformity with U.S. GAAP requires management to mak~ estimates and
assumptions that affect the amounts reported in the financial statements and the accompanying notes. Actual results could differ from those estimates due to,
among other factors, the risks inherent in the recorded music and music publishing businesses, including continuing induslry-widc piracy. Estimates are
used when accounting for ce~,ain items such as allowances for doubtful accounts and sales retoras, depreciation and amortization, asset recoverability and
impairments (including royalty advances and intangible assets), contingencies, reserves {including certain royalty payables) and the valu~ of stock-based
compensation. In addition, significant estimates were used in accounting for the Acquisition under the purchase method of accounting, and prior to the
Acquisition, in allocating certain costs to Old WMG in order to present Old WMG’s operating results on a stand-alone basis (see Note 2).


Cash and Equivalents
The Company considers all highly liquid investments with malnfities of three months or less when pmchased to be cash equivalents.


Short-term Investments
The Company considers all investments with maturities greater than three months, but less than one year, when purchased to be short-term


investments. Short-term investments include high-quality, invesmaenf grade
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secmities suchas taxable auction rate securities as well as commercial paper and corporate hends. Auction rate securities are classified as available for sale
and are carried at fair value. Umcalized gains and losses on such secarkies are ~nc]uded in accumulated other comprehensive incom~ Ooss). Commercial
paper and corporate bonds that the Company has both the positive intent and ability to bold to mal~rity are classified as held to maturity and carried at cost,
wlfich due to the short-term natere of the Investments, approxh-~ates fair value.


Foreign Currency Translation
The financial position and operating results of substantially all foreign operations are consolidated or combined using the local cttrrency as the


functional currency. Local cvX~ency asseta and liabilities are transhted at the rates of exchange on the balance shee~ date, and local c~rrency revenues and
expenses are translated at average rates of exchange during tho period. Resulting translation gains or losses are Included in the accompanying consohdated
and combined statement of shareholders’ and group equity as a component of accumulated other comprehensive Income (loss).


Derivative and Financial Instruments


The Company has adopted Financial Accov.nting Standards Board ("FASB’) Statement No. 133, as amended by FASB Statement No. 149,
"Amendment of Statement 133 on Derivative Instruments and Hedging Activities" ("FAS 133"). FAS 133 requires that all derivative instruments be
recognized on the balance sheet at fair value. In addition, FAS 133 provides that, for derivative instruments ~hat qualify for hedge accounting, changes in the
fair value are either (a) offset against the change in fair value of the hedged assets, liabilities, or f~rm eommitmenta through earnings or (b) recognized in
eq~iW until the liedged hem is recognized in earnings, depending on whether the der]vative is being used to hedge changes In fair value or cash flows. The
ineffective portion of a derivative’s change in fair value is immediatdy recognized in earnings.


As fm’ther descried in Note 19, the Company issued, and stabsequenfly repurehased, stock warrants to Time Warner as part of the purchase price of
the Acquisition. The stock warrants were derivative financial Instnamems which the Company accomated for in accordance with the provisions of FAS 133.


- Changes in the fair value of the warrants were reflected in the accompanying consolidated statement of operatlons of the Company for the year ended
September 30, 2005 and the seven months ended September 30, 2004.


The carrying value of the Company’s financial instruments approximates fair value, except for certain differene_es relating to long-term, fixed-rate
debt and other financial instruments that are not signillcanL The fair value of financial instruments is generally determined by referenen to market values
resulting from lrading on a national securities exchange or an over--the-counter market in cases where quoted market prices are not avai]able, fair value is
based on estimates using present value or other valuation techniques. See Note 13 for the fair value of the Company’s debt


Recorded Music
In accordance with industry practice and as is customa_,y in many territories, certain products (such as CDs and cassettes) are sold to customers with


the fight to return unsold items. Revenues from such sales are recognized when the products are shipped based on gross sales less a provision for future
estimated reharns. Revenues from the sale of recorded music products through digital distr~utian channels are recognized when the products are sold by the
providers.
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Music Publishing
R.evenuns arc tamed from the receipt ofxoyalties relating to the licensing of rights in musical compositions, and for the sale of published sheet music


and songbooks. T~e receipt of royalties principally rehtes to amounts earned from the public performance of copyrighted material, the ~cal
reproduction of copyrighted material on recorded media including dighal formats, and the use of copyrighted material in synchronization with visual
images. Consistent with industry practice, music- publishing royalties geueral]y are recognized as revenue when received.


Gross Versus Net Revenue Classification


In the normal course of busiuess, the Company acts as an intermediary or agent with respect to certain payments received from third parties. For
example, the Company distributes music product on behalf of third-party record labels. Pursuant to Emerging Issues Task Force ("EITF’) No. 99-19,
"Reporting Revenue Gross as a Principal versus Net as an Agent," such transactions are recorded en a "gross" or "net" basis depending on whether the
Company is acting as the "principal" in the transaction or acting as an "agent" in the lransaction. The Compan.y serves as the principal in transactions in
which it has substantial risks and r~wards of ownership and, accordingly, revenues are recorded on a gross basrs. For those transactions in which the
Company does not have substantial risks and rewards of ownership, the Company is considered an agent in the transactions and, accordingly, revenues are
r~co~ded on a net basis.


To the extent revenues are recorded on a gross basis, any participations and royalties paid to third parties are recorded as expenses s~ that the net
amount (gross revenues less expenses) flows through operating income. To the extent revenues are recorded on a net basis, revenues are reported based on
the amounts received, less participations and royahies paid to third parties. Either way, the impact on operating income is the same whether the Company
records the revenues on a gross or net basis.


Based on an evaluation of the individual terms of each contract and whether the Company is acting as principal or agent, the Company genera!ly
records revenues from the distrib~Rion of recorded music product on behalf of third-party record labels on a gross basis. However, re~,enues are recorded on
a net basis for recorded music compilations distributed by other record companies where the Company has a right to participate in the profits.


Royalty Advances and Royally Costs
The Company regularly commits to and pays advance xoyalties to its artists and songwriters in respect of future sales. The Company accounts for


these advance royalty payments under the related g~idance in FASB No. 50, "Financial Reporting in the Record and Music IndusUy" ("FAS 50"). Under
FAS 50, cerlain advance royally payments that are believed to be recoverable from fu.ture r.oy~_ties to.he earned by the artist or son...gwritar are cap, ilalized as
assets. The decision to capitalize an advance to an artist or songwriter as an asset requtres s~gmtacant judgrnent as to the recoverabihty of these a~vancos.
The recoverability ofthesa assets is assessed upon initial commitment of the advance, based upon the Company’s forceast of anticipated revenues from the
sale of future and existing music and publishing-related products. In determining whether these amounts are recoverable, the Company evaluates the
current and past popularity of the artist or son~rher, the initial or expected_commercial acceptab!l’.mj,ofthe.pro~.,uct, the.cm’re~nt a?d past popu.,larity of the
gertre of music that the product is designed to appeal to, and other relevant taetors. Based upon this mxormatmn, me portmn o~suen aavanees mat are
believed not Io be recoverable is expensed. All advances are assessed for rceoverability oonliunously and at minimum on a quarterly basis.
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Royalties earned by artists, songwriters, co-publishers, other copyright holders and trade unions are recognized as an expense in the period in which
the sale of the product lakes place, less an adjustment for future estimated returns, and are included in cost ofrevenne.


Inventories
Inventories consist of CDs, cassettes end related music prodncls, as well as published sheet music and songbooks. Inventories are stated at the lower


of enst or estimated realizable value. Cost is delermined using f~rst-irg first-out ("FIFO") and average enst methods, which approximate enst under the
FIFO method. Rettuned goods included in inventory are valued at estimated realizable value, but not in excess of cost.


Advertising
In accordance with American Institute of Certified Public Accountants ("AICPA")’Statement ofpusition ("SOP") No. 93-7, "Reporting on


Advertising Costs," advertising costs, including costs to prodaeo music videos used for promotional pro-poseL are expensed as incurred. Advertising
expense amounted tu approximately $202 million for the year ended September 30, 2006, $192 million for the year ended September 30, 2005, $94 million
for the seven months ended September 30, 2004, and $53 million for the three months ended Febraary 29, 2004. Deferred advertising costs, which
principally relate to advertisements that have not been exhibiled or services lhat have not been received, were approximately $2 million and $3 million at
September 30, 2006 and 2005, respecfively.


Concentration of Credit Risk
The Company has 15 significant recorded music customers that represent from 1% to 6% of the Company’s consolidated gross accounts receivable,


and approximately 37% in the aggregate. Based on a history of cash collection, the Company does no~ believe there is any significant collection risk from
such customers. Additionally, in the recorded music business, the Company has t 5 key customers that generate significant sales volume. For the twelve
months ended September 30, 2006, these customers comprised approximately 35% ofrecerded music revenues.


In the music publishing business, the Company collects a significant portion of its royalties from copyright collection societies around the world.
Collection societies and associations generally are not-for-profit organizations that represent composers, songwriters and music publishers. These
organizations seek to protect the rights of theix members by licensing, collecting license fees and distr~nting royalties-fur the use of their works.
Accordingly, the Company does not believe there is any significant collection risk from such societies.


Shipping and Handling
The costs associated with shipping goods to customers are recorded as cost of revenues. Shipping and handling charges billed to customers are


Lncluded in revenues.


Investments
In January 2003, FASB Interpretation No. 46, "Consolidation of Variable Interest Entities--an Interprelation of ARB No. 51" ("FIN 46") was issued.


FIN 46 requires that the Company ftrst evaluate its investments to determine if any investments in companies in whicli the Company has significant
influence, but less than a controlling voting interest, qualify as a variable interest entity ("VIE"). In determining if an entity is a VIE, FIN 46 requires one to
evaluate whether the equity of the entity is sufficient to absorb its expected losses.
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The evaluation requires the consideration of qualitative factors and various assumptions, including expected future cash flows and funding needs. Even ff
the enfity’s equity is determined to be sufficient to absorb expected losses, the rules provide that in certain circumshances there needs to be a qualitative
assessment as to whether "substantially all" the benefrts of the entity are for the benefit of one of the variable ihterest holders, in such circumslances, the
entity would be deemed a VIE. F1N 46 further provides that the primary beneficiary era VIE is required 1o consolidate the VIE’s operations.


The Company adopted the provisions of FIN 46 effective as of No.tuber 30, 2003. In particular, the Company con~olida~d four reoordcd music
ventures, which were previously acconnted for under the equity method of accounting. The operations of~hese ventures principally consist of the discovery
and d~velopment of art.s and related music products, which ard distributed by the Company. The application of FIN 46 did not have a mate~a] impact on
the Company’s financial statements.


For inves~nents in companies in which the Company has significant influence, but less than a controlling voting interest, that do not qualify as VIE’s
under the provisions of FIN 46, the Company accounts for the investmants using the equity method. This is generally presumed to exist when the Company
owns between 20% and 50% of the investee. Should the Company had a greater than 50% ownership interest in an inveslee and the minority shareholders
held certain rights that allowed them to participate in the day-to-day operations of the business, the Company would also use the equity method of
accounting.


Under the equity method, only the Company’s investment in and amounts due to and from the equity investec arc included in the consolidated balance
sheet; only the Company’s share of the investee’s earnings (losses) is included in the consolidated operating results; and only the dividends, cash
distributions, loans or other cash received fi’om the investee, additional cash investments, loan repayments ot other cash paid ~o the investee are included in
the consolidated cash flows.


Investments in companies in which the Company does not have a controlling interest or is unable to exert significant influence are accounted for at
market value if the investments are publicly traded and there are no resale restrictions greater than one year ("available-for-sale investments"). If there are
resale restrictions greater than one year, or if the investment is not publicly traded, then the investment is accounted for at cost.


Property, Plant and Equipment


P~operty, plant and equipment are recorded at historical cost. Depreciation is calculated using the straight-line method based upon the estimated
useful lives of depreciable assets as follows: five to seven years for furniture and fixtures, periods of up to five yea~s for computer equipment and periods of
up to seven years for machinery and equipment. BuBdings are depreciated over periods of up to forty years. Leasehold improvements are depreciated over
periods up to the life of the lease.


Accounting for GoudwiB and Other Intangible Assets
in July 2001, FASB S~atemcnt No. 141, "Business Combinations" ("FAS 141") and FASB Statement No. 142, "Goodwill and Other Intangible


Assets" ("FAS 142") were issued. These standards changed the accounting fox business combinations by, among other things, prohibiting the prospective
use of pooling-of-interests accounting. In addition, FAS 142 required that goodwill, including the goodwill included in the carrying value of investments
accounted forming the equity method of accounting, and certain other intangible assets deemed to have an indefinito useful life, should not be amortized.
These new roles also require that goodwill anti, certain intang~]e assets be assessed for impairment using fair value measurement techniques.
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Internal-Use Software Development Costs
In accordance with AICPA SOP No. 98-1, "Accounting for the Costs of Computer Software Devdoped or Obtained for Internal Usd’, the Company


capitalizes cealain external and internal computer software costs incurred during the application devdopment stage. The application davelupment stage.
generalbj includes sof~var¢ design and co~figmatiou, coding, t~sting and installation activities. Training and maintenance costs are expensed as incurred,
while upgrades and enhancemex~ts are capitalized if it is probable that such expenditures will result in additional functionality. Capitalized software costs arc
depreciated over the estimated useful llfe of the underlying project on a straight-line basis, generally not exceeding five years.        .


Valuation of Long-Lived Assets
The Company pexiodica]by reviews the can-ring value of Jts long-lived assets, including property, plant and equipment, whenever events or changes


in circumstances indicate that the canying value may not be recoverable. To the extent the estimated future cash inflows attributable to the asset, less
estimated future cash outflows, are less than the canting amount, an impairment loss is recognized in an amount equal to the difference between the
caz~ying value of such asset and its fair value. Assets to be disposed of and for which there is a committed plan to dispose oflhe assets, whether through sale
or abandonment, are repozted at the lower of can~ing vahie or fair value less costs to sell.


Stock-Based Compensation
Post-Acquisition


In December 2004, the FASB ismed FASB Statement No. 123(R), "Sham-Based Payment," ("FAS 123(R)") which revises FASB Statement
No. 123, "Accounting for Stock-Based Compensation" ("FAS 123"). FAS 123(R) requires all share-based payments to employees, inchiding grants of
employee stock options, to b~ recognized as compensation exp~ns~ based on their fair value. Effective March 1, 2004, in comooction with the Acquisition,
the Company.adopted the fair value recognition provisions of FAS 123 to account for all stock-based compensation plans adopted subsequent to the
Acquisition. Under the fair value recognition provisions of FAS 123, stock-based compensation cost is measured at the grant date based on the fair vahie of
the award and is r~cognized as exp~nse over the vesting pert .od. The Company expenses deferred stock-based compensation on an accelerated basis oyez the
vesting period of the stock award. Effective October 1, 2005, the Company adopted FAS 123(g) using the modified prospective method. There was no
impact to the Company’s results of operations or financial position as a result of the adoption of FAS 123 (R).


Pre-Acquisition


Prior to the Acquisition, certain employees of Old WMG participated in various Time Warner stock option plans. In accor~hnee with Accounting
Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees" ("APB 25") and rglateA interpret~ions, compensation cost for stock options
or other equity-based awards granted to employees was recognized in income based on the excess, if any, of the quoted market price of the stock at the
grant date of the award over th~ amount an employee must pay to acquire, the stock. Ge~n.erally, the exercise price for stock, options granted to employees
equaled or exceeded the fair market value of Time Warner common stock at the date of grant, thereby resulting in no recognition of compensation expense
by Old WMG. For any awards that generated compensation expense as defined under APB 25, Old WMG calculated the amount of compensation expense
and recognized the expense over the vesting period of the award.
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Had compensation cost for Time Warner’s stock option plans been determined based on the fair value method set forth in FAS 123, Old WMG’s net
loss for all periods presented prior to the dosing of the Acquisition would have been as follows:


Three Months
E~ded


February 29,


.........................................................................................................................................................................................


As reported $ (32)


See Note 17 for further information on employee stock-based compensation.


lucerne Taxes
haenme taxes are provided using the asset and liability method presented by FASB Statement No. 109, "Accounting for Income Taxes" ("FAS 109").


Under this method, income taxes (i.e., deferred tax assets, deferred tax liabilities, taxes emrently payable/refunds receivable and ~ax expense) are recorded
.based on amoun~ refundable~or pay_able in the .current year .and include the results o.f any diff_erenees between U.S. GAAP and tax reporting. Defen’ed
raceme taxes rexieet the tax etteet otnet operating loss, capital loss and general business credit earryforwarda and the net tax effects of temporary
differences between the carrying amount of assets and liabilities for financial statements and income tax purposes, as determined under enacted tax laws and
rates. Valuation allowuneea are established when management determines that it is more likely than not that some portion or all of the deferred tax asset will
not be realizedS The fmuneial et’feet of changes in lax laws or rates is aeaomated for in the period of enactment.


Prior to the closing of the Aequisitiun, the texab]e results of Old WMG were included in the ennsolidated U.S.-federal, and various slates, local and
foreign inenme tax returns of Time Warner or its subsidiaries. Also, in certain state, local and foreign jurisdictions, Old WMG filed on a stand-alone basis~
The income tax provision reflected in the combined s~atement of operations of Old WMG is presented as if Old WMG operated un a stand-alone basis,
ennsistent with the liability method prescribed by FAS 109. The majority of the temporn~y.differences for pre-Aequisition periods related to non-dedoclaqlle
reset?yes and adjoslrnents to the carrying value of assets and liabilities established in the aeenunting for the AOL Time Warner Merger, as well as net
operating loss carry forwards in 2002 only.


ha June 2006, FASB lntcapretation No. 48, "Accounting for Uncertainty in Income ~axes an inte~gretatiou of FASB Statement 109" ("FIN 48") was
issued. FIN 48 prescn~oes a recognition threshold and measurement attribute for financial statement recognition and measurement of a tax position taken or
expected to be taken in a ~ax return and provides guidance on dereeoguition, classifleation, interest and penalties, accounting for interim periods, disclosures
and lransition. FIN 48 is effective for fiscal years beginning after December 15, 2006. The Company will adopt the provisions of FIN 48 in fiscal 2008. The
Company is currently evaluating the impact, if any, that the adoption of FIN 48 will have on the Company’s financial statements..


Comprehensive Income (Loss)
Comprehensive income (loss), which is reported in the accompanying consolidated and combined statements of shareholders’ and group eqnity,


consists of net income (loss) and other gains and losses affecting equity that, under U.S. GAAP, are excluded from net income (loss). For the Company, the
components of other
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comprehensive income (loss) primarily consist of foreign currency ~’anslation gains and losses and deferred gains and losses on .financial inslrumeuts
designated as hedges under FAS 133, which inchade interest-rate swap and foreign exchange contracts.


For all periods prior to the closing of the Acquisition, aeeumula~ed oth~ comprehensive incon~ (loss) has been presented as a component of group
equity and has not been set forth separately due to the complex nature of preparing a combined set of financial statements for operations that were legally
held by multiple subsidiarieS’of Old WMG and Time Warner. Such histo~3cal accumulated other comprehensive income (loss) balances were eliminated as
part of the change in accounting basis that occurred effective on March I, 2004, in connection with the closing of the Acquisition. The following summary
set forth the components of other comprehensive income (loss), net of related tax~s, that have been accumulated in shareholders’ equity since March I,
2004:


Foreign : Minimum Derivative Accumulated
Currency P~mslon Financial Ot~r


T~anslafion ~bili~ In,forests Comp~lve


........................................................................................................................ .(i~.~illign~) ........................................................
Bal~h~ ~t M~h~I~2~4~:~:~-~: ~:~ ~:..~~ :;:~::~:::~:~:. :;.+-: -~:::.~..~~:~-::-: $-: :.:~.:::~ ~::::::::~$ :::::::::::::::::::::: ;~ $-:::::~::~: ~:;.~:~:.~.:~:.:::~::~:’~:~::~
Acfiv~ ~ou~ September 30, 2004                                      ] 0              ~                 (4)                  6


Activity through September 30, 2005 3 -- 12 15


Activity through September 30, 2006 (8) (4) (2) (14)


4. Nel Income (L@ss) Per Common Share
The Company computes net income (loss) per common share in accordance with FASB Statement No. 128, "Earnings per Share" ("FAS 128"). Under


the provisions of FAS 128, basic net income 0oss) per common share is compuled by dividing the net income (loss) applicable to common shares after
preferred dividend requirements, if any, by the weighted average of common shares outstanding during the period. Diluted net income (loss) per common
share adjusts basic net income 0oss) per common share for the effects of stock options, warrants and other potentially dilutive financial ins~’nments, only in
the periods in which such effect is dilative.
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The following %able sets forth the computatitn of basic and diluted net income (loss) per common share (in millions, except per share-amounts):


Seven Months
Y*ar ended Year ended Ended


September 30, Septembex 30, September 30,-
...................................................................................................................................................... ~O.~ ....................... ’2095 ....................... 2.0.0..4. ........


. .....


Denominator.


Denominator:


blet-inc.ome-0.ozs). I~er common share._--.basic and.diluted ..


Net income (loss) per common share--diluted 0.40 $ (1.40) $ (2.21)


The calculation of dilmed net loss per share exc]udds an adjustment to the weighted-avexage common shares outstanding for the potential dilution
that would occur if the Company’s stock options or warrants were exercised or the Company’s restricted stock had vested. In the periods repolted, the effect
of the assumed exercise of stock options and warrants and the assumed vesting ofrestricted shares would have been antidilutive and accoxdingly, the
following share amounts we, re excluded from the calculation of diluted net income 0oss) per share:


"Seven Months
Year ended Ended


September 30~ September 30~


Sttc~SlStitfl~::...--’: ~~:~::~::~:.-~.i":~:~:~.:.::~:-.~:~:~:::-~v~’::~:~.~::: ~:.:~:~:::~:;:~.:-::~:~. :;q:~::~ ::.~::.::~. ’:~:~:’:::::;~:~:-;:2~298~8~4~:::~::~-:~:~ :~:~-51:1~810
Restricted stock                                                                6,146,792        4,997,356


See Not~ 17 for a summary of restricted stock and stock options outstanding during the period and Note 18 information on the warrants that were
issued lo Time Warner in connection with the Acquisition.


5. The Acquisition
As previously described in Note 1, effective as of March 1, 2004, a subsidiary of the Company acquired Old WMG fi’om Time Warner for


approximately $2.6 billion. The initial consideration exchanged consisted of $2.560 billion of cash and $35 million of non--cash consideration in the form of
warrants that gave Time Wamer the right, under certain conditions, to purchase up to 19.9% of the capital stock of the Company. In addition, the Company
incurred approximately $78 million of transaction costs in connection with the Acquisition.


Pursuant to the terms of the purchase agreement betweem the Company and Time Warner, the purchase ~ansideration is subject to certain adjustments,
generally based on changes in the financial position of Old WMG between the date the purchase agreement was signed and the date the transaction closed.


¯ The parties currently are in discussions over the teaans of final scltlement. Such changes are not expected to be material; howevex, the
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purchase price reflected in the accompanying fina~icial statements has been reduced by approximately $12 million to reflect a reimbursemefit by Time
Warner to the Company of a portion of the purchase consideration already agreed to by the parties.


The $2.638 billion cash portion of the purchase price, including transaction costs, was financed by a $1.250 billion initial capital investment by the
Investor Group and aggregate borrowings of $1.388 billion. The $1.250 billion initial capital investment by the Investor Group was comprised of (~ an "
$85 million eantributian in exchange for the issuance of 85,000 shares of Class A Common Stock of the Company, (it) a $765 million contribution in
exchange for the issuance of 9,445 shares of Class L Common Stock oftha Company and 0it) a $400 million direct contribution to Holdings in exchange
for 40,000 shares of cumulative preferred stock of Holdings. The Company also incurred $262 million of additianai indebtedness to pay certain
fmancing-rdated fees, as well as to fund ~ture working capital requirements that included a portion oftha anticipated costs to restructure the business. See
Note 13 for a description of the Company’s fmancing arrangements and Note 18 for a description of the returns of capital paid to the Investor Group
subsequent to the Acquisition.                                            ,


The Acquisition was ~ecounted for by the purchase method of accounting for business combinations. Under the purchase method of accounting, the.
acquisition cost of $2.638 bi]lien, including $78 million of transaction costs and the $12 million reduetioh in the purchase price described above, was
preliminarily allocated to the net assets acquired in proportion to estimates of their respective fair values. The excess of the purchase price over the
estimated fair value of the net assets acquired was recorded as goodwill.


The aceompanying consolidated financial statements include the following a!location of the purchase price to the net assets acquired: recorded music
catalog, $1.216 billion; music publishing copyrights, $808 million; trademarks, $110 million; goodwill, $827 million; other current and noncun-ent assets,
$1.856 billion; net deferred tax liabilities, $153 million; acquisition-reluted restructuring liabilities, $273 million; and other current and noncurrent
liabilities, $1.753 billion.


Pro Forma Financial Information
The following unaudited pro forma financial information presents the operating results of the Company as if each of(i) the Acquisition and original


financing, (it) the April 2004 Acquisition Corp. P~ei’mancing (as described under Note 13) and (iii) the transactions with Cinram International Inc. with
respect to manufactm-ing, packsging and physical dis~ributian services (as described under Note 6), had occurred at the beginning of each period presented
(in millions):                                                                                    -


Ten Months Twelve Months
Ended Ended


Seplember 30, September 30,
2!)04 2004


~:~’~e’h’~’~i?.":.iiil :.i~(:i-i i’" :..::i;-.::::!;:!!;;ii’i;!}i:iii;:ii’ii;ii;;~;;.’~::.i.::i;;!:ii:- i:;:.i:i.:!:;iii’:.!i.i:::.! !’: ::!-:’:’.:::" ::ii-::i:. ::$::;~:-;; ~,~4~’: :. "-:.
!mp.ah:me~at o.f. good..wil! .~n d.. 9.thar.. hata~. ~’ble. assets ............................................................. .--: ............................... {;t,0..19)
Depri~i~fira:~ni~ ~m~iiSfi ========================================= !::.3!::!-:..:::: i~:~?:~;:~::::-;;: :.::~::~!-::. !: !~!!: :: ~-!~-i:..::.:::-i:. !~: !:(201~.::~ :.!:!!:.!~:.’:~::~!:~!;;!?!-"i~:~-~!~i~lS)
O .l~.rati~g income (loss)                          "               . ...................... 16 ...................... (.92..9}
~ilo~.:::.-.-.:~i~i.;;:~:.;i~.;’;~:~ :::.’!~:::::; .!:i:.:.~; .~!:. :~:’:~:.::::i~’!::!::.:-:~:-:!;’! !’::.’::._: ".: :.’i: i-;:::;;;" - i:_::--:.-:::~-;-~ -:z "~:-::: ;:(286)-:~:::
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6. Other Acquisitions and Dispositions
Acquisition of Ryko Corpoxatinn


On May 31, 2006, the Company completed the acquisition of Ryko, a leading independent, integrated music and entertainment company, for
approximateJy $67.5 million in cash. Ryko consists of a recorded music hb¢l, Rykodisc, which focuses on a range of contemporary music and comedy
releases and numerous film and television soundtracks and Ryko Distribution, which dis~’outos music and DVD rdeases from Rykodisc as well as from
independmt third-party record and video labe, ls. Additionally, Ryko owns a catalog of more than 1,000 titles of rock, folk, jazz, world, blugs and alternative
albums including Restless Records’ catalog of punk, new wave and soandtrack recordings. The catalog and roster includes artists such as Frank Zappa, Joe
Jackson, Soul Asylum, The Flaming Lips and They Might Be Giants. The transaction was accounted for under the pmchase method of accounting, and the
results of operations of Ryko are included in the Company’s results of opera~ious from thu acquisition da~e of Kyko. "l’he purchase price was al]ocat~d to the
~mderlying net assets acquired in proportion to the estimated fair value, principally recorded music catalog and goodwill. The accompanying consolidate~i
financial statements include the following preliminary allocation of the approximately $~7.5 million purchase price: recorded music catalog, $28 million,
artists’ comracts. $1 million; tangible liabilities, $13 million; and goodwill, $52 nfillion.


Bad Boy Records LLC Joint Venture
On April 8, 2005, the Company entered into an agreement with an affiliate of’soan "Diddy" Combs to form Bad Boy Records LLC (’’Bad Boy"), a


joint your’are, owned 50% by the Company and 50% by the affiliate.. The Company pmchased its 50% membership interest in Bad Boy Records LLC for
approximately $30 r~lion in cash. Mr. Combs is the CEO of the joint venture and supervises i~s staff and day-to-day operations. The Company provides
f~mding, marketing, promotion and certain back-office services for the joint venture. The transaction was accounted for under the purchase method of
accounting, and the resuRs of opexations of Bad Boy are included in the Company’s results of operations from its acquisition date. TEe accompanying "
consolidated financial statcn~nts include the following allocation of the approximately $30 million purchase price to th~ Company’s share of underlying net.
assets based on their respective fair values: recorded music calalog, $9 million, artists’ coronets, $14 million; goodwill, $20 million; and other current.
liabilities, $14 million.


Sale of Warner Bros. Publications
in May 2005, the Company sold WBP, which conducted the Company’s sheet music opcxations, to Alfi-ed Publishing, As part of the lrausaction,


Company agreed to lice~use the right to use its music publishing copyrights in the exploilafion of printed sheet music and songbooks for a twenty-year
period of time. No gain or loss was recognized on the transaction a~ the historical book basis of the net asses being sold was adjusted Io fair value in
connection with the accounting for the Acquisition. Due to the Company’s continuing involvement with WBP, it was not reported as discontinued
opemtions.


The sale has not had a matcrla] �ffgct on th~ oueratin~ results and financial condition of the Comnanv For the year ended .qeDtcmhcr nO. ")005 and the
ten months ended September 30, 2004, the operations being sold generated revenues of approximately 534 million and $36 .million, respectively; operating
income Ooss) ofapproximateJy $1 million and $(7) million, respectively; operating income (loss) befor~ depreciation and amortization expense of $1
million and $(7) million, respectively; and net lusses o~’approximatdy $1 million and $8 million, respectively.
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Acquisition of Maverick Recording Company "
In Novemb~z 2004, the Company acquired an additional 30% interest in Maverick Recording Company ("Maverick") from its existing partner for


approximately $17 million and certain amounts previously owed by such partner to the Company, bringing its total interest in Maverick to 80%. The
transaction was accounted for under the purchase method of accounting and the purchase price was allocated to the underlying net assets of Maverick in
proportion to the astimatcd fair value, principally artist contracts and recorded music catalog.


On July 14, 2006, the Company acqtfired the remaining 20% interest in Maverick from its existing partner.The additional purchase price has been
allocated to the underlying net assets of Maverick in proportion to the estimated fair valt~, principally artist contracts, recorded music catalog and goodwill.


7. Investments
The Company’s investments consist of:


September 30, Septeinber 30,


............................................................................................... (in. millions). .................


C~t-me~ ~v~m~ts ] 0 10


In connection with the Acquisition, primarily all of Old WMG’s investments were transferred to Time Warner. The Company’s significant
equity-method investmant at September 30, 2006 and 2005 relates to an investment in Royalty ServiceS, L.P. (25% owned) to develop a shared royalty
system platform with Universal Music Group, Exigem Group and Lightspeed Vanture Partners. During 2006, the Company made additional capital
contributions to its investment in Royalty Services, L2., as required by the agreement.


The Company’s significant cost-method investment relates to an 8% interest in Front Line Management. Such investments are not material to the
Company’s overall financial position or operating results.       .


Net Investment-Related Gai~s
Them ~vere no significant investment-related gains or losses recognized in the wvelvc-month period ended September 30, 2006, seven-month period


ended September 30, 2004 and the three-month period ended February 29, 2004. For the year ended September 30, 2005 the Company recognized $1
million of net investment-related gains, primarily related to the disposition of an equity-method investment.


8. Inventories


~ventories consist of the following:


September 30, September 30,
2006 2005


........... (in mi||io.ns) ...............
C6mi3~dis~sg ~hssette~ ~nd oth~i-~’niJ~i6-~:e]ated ~i-6dh~ts:::-::;:-":;:":: ::-:’::-- : ;’: "~ :: ":::::" $ :";---" :" :100 "--;" ~-~-;- =:-;+$ ~;~ :-:" ;;:-84--
Published sheet music and song books                                                   2                     2


Less reserve for obsolescence (43) (34)
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9. Property, Plant and Equipment
Property, plant and ~uipm~nt consist of the following:


September ~0, September 30,.
2006 2005


..............................................................................................................................................................


Buil...d~ngs and imp..rgv.~rnents 108 107


Compu~er.h~dw:ar¢.and. sottwar¢ .......................................................................................H 0 .................................. 91_


Machinery and eqmpment 3


Less accumulated depreciation (122) (84)


10. Goodwill and Intangible Assets
Goodwill


The following analysis d~tails the changes in goodwill for each reportable segment during the year ended September 30, 2006 and September "30,
2005:


Recorded           Music


.......................................................................................................... (i.u. milllooQ
Bal~i~t~S~ptemb~30~2004::-:.’:~.i:’.-i!.-!-.~-. :~" :. ~ 7.~:-:--~: ::-:.-~::~: :.~.: :.~’::":: -~:~:.~.$~:~::~3~-w~:~:~: ~$’~:’~ ~:~ : :~:~’~ $" 9~:
A?:~s~.9~s .................................................................... 23 ................... ~ ................ 23..


The acquisition of goodwill in 2006 primarily relates to the acquisition of Ryko fo~ approximately $67.5 million in cash as d~scfibed in Note 6. Th~
allocation ofth~ Ryko purchase price included approxima~dy $52 million of goodwill acquired.


The acquisition of goodwill in 2005 primarily relates to the acquisition of a 50% interest in Bad Boy as described in Note 6. The allocation of the Bad
Boy p~rchase price included approximately $20 million of goodwill acquired.


Purchase accounting adjustmems in 2005 and 2006 rdate to changes in the initial estimates of the restructuring costs that arose from the Acquisition
¯ and changes to the fair value of assets and liabilities recorded in conneclion with the Acquisition. These changes were determined in connection with lhe
Company’s finalization of the purchase price allocation related to the Acquisition and include the settlement of certain receivables from Time Warner fo~ an
amount that is $12 million ]ess than the original amount recorded. The remaining adjustments relate mainly to revisions of the costs to terminate artist
conWaets and other long-term agreements, and changes to pre-Acquisition deferred tax liability and taxes payable balances.
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The Company performs its annual g~odwill impaLrment test ha accordance with FAS 142 during the fourth quarter of each fiscal year. The Company
may conduct an cartier review if events or circumstances occur that wou]d su~=gest the carrying value of the Company’s goodwill may not be recoverable.
The Company condueted its annual goodwill impairment test in September of 2006. The results of the test were that no impairment occurred in 2006.


Other lntan#ble Assets
Other intangible assets consist of the following:


September 30, September 30,
~ ~ "~ 2006


.............. 0~.m..!~n.s.) .............


.......Record music catalog .......................................................$ ..... 1,242 ............... $ ....... 39. .............. $ .....7 .... $ t,288


.....Artist.e 9n.ta .e!s. ...................................................................... ~3..1 ........................ 8. ................... ~ .............................3..9...
::-:~-Ti’ad6iiiark~!:.!’!::!:"!:~: !::.::":!!::~.. ::::::::::::::::::::: : ::i:-:::~::.:~.:~:.’-!’:!’:. ::-;::-~ !!:::..:.~: :.!;;:.!! ::.10.!:.:5 -.:-;~:::-~.:. !.::::..:;.~!.::~!!.:!!!!~::.:~:!::!..-!..:.:::!!::!::~.:~:......:!::::.::!:~::.:::!!


Other intang~le assets 4 -- -- 4


Accumulated amortization (289) (482)


~:~.~i~:~i~:.~j~:~:~d~:.~.~.~::;~::::::~;:::~:~::;::~::::~;:.:~:~:::~.~:::~;~;?.~.:~:: ~.f3~::~;~:.~:~:~;.~:.~:~:~;~.::?:~;::~::?.~:~;~:~:::~:.:.
intangible assets not su.bjeet to amortization:
::!~:::~- Tr~8~ifiark~’ana l~id~ii:.;:;’i!i;i:~i::.i~!:i!-:i;::i; "~ :: ":’: :.i’i i;:.’:::":’:.!i::: :.:’i- i;~’:;i--~::.:’:;::’i-:.::;!:-!::.160 !i :~:~;:i!~ii:.ii.~:~ii!;;!~!;i:.~.ii;~:~ii.:.~;~..;i::;z::~i;~;;!:~;i~i!~;i:~ii


Total net other intang~le assets $ 1,915 $ 1,811


(a) Other represents foreign currency translation adjustments.


The increase lathe Company’s gross intangible assets primarily reflects the acq~sition of Ryko. Of Ihe ~ndcrlying net assets acquired, it primarily
relates to music catalog of epproximate]y $28 million and artast contracts of approximately $1 miliion. The increase also relates to the acquisition of
approximately $17 million of publishing copyrights and othe~ small acquisitions during the year ended September 30. 2006.


Amortization


Based on the amomrt ofintang~le assets subject to amortization at the end of September 2006, the expected amortization for each of the next five
fiscal years is as follows:


Years Ended
September 30.


....... (in m.illioqs)
~007;~;::-"~; :’;~ -"-" ii:.::.:.i .:’i-::~’; i"; .;::: -’: :.’::ii-;; :::: :-’:.i:’..~ ::. :::.;-~;ii:" i::;-’;: !:.:’; :?::: ;:i:: : :~ :i! ::- -~’~:.:::-i~ ;;:.. ;- :i-’:i.’:~:- i:::: :.-: ;; ..~.’i:.:--:-:
2008 ........................................... 195
20097!i;~::! ;’i;~! :~::;i:.’:’i:il;’:::"~:;? "’-. ".: :.i~! .:i !.:’~;-i:;~? i.’?~-i;;-;i.i-:-:::.’~;:.i ""ii-":..i.;’-.: :i:.!!::-: ~:: ~-’!’--:_i ;.:;i:.’:; i;::!..-.-’i :.’i; "i’:..;~ ’? ";i’~! ;::.’;’i93
20!0 .................................................................................................. .188
2011":;_-:; " !:" ~:~!-:" :’:-:i?-::!:: "--"::-:: ::’::-:. : "’:;;:.-’:.-:.:-: !::’::;: "::;;:::?;’~-";~ :.:~::.. :!:’-:.~.;i.: .--. ::. ::::::::::::::::::::::::: !i-i:.:" .-::’":.:::~?;::-"’: ;;.;!!:::’-:.-"::’~87
Thereafter                                                                                               753
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The fifeof all acquired intnngib]e assets is eva]usted based on the expected future cash flows associated with the asset. The expected amortization
expense above reflects estimated useful fives assigned to the Company’s identifiable, f’mite-fived intang~o]� assets estabfished in the accounting for the
Acquisition effective as of March l, 2004 as follows: ten years for recorded music catalog, fifteen years for music pnblishing copyrights and fifteen years
for trademarks. Artist contracts acquired by the Company have variable estimated useful lives which do not exceed ten years.


Amortization expense included in Old WMG’s slatcment of operations for each of the three months anded Fcbraa~, 29, 2004 was based on different
estimated useful lives assigned to Old WMG’s identifiable, finlte-]ived intangible assets. For the fl~ree months ended February 29, 2004 the estimated
useful life of fiftee~ years was assigned to Old WMG’s recorded music catalog and music publishing copyrights. The change in estimated oseful lives ~rom
2003 to 2004 was implemented in connection with the ruination of the Company’s intangible assets in connection with the Acquisition. See Note 5 for a
discussion of the pro forma effects of the Acquisition on the historical operating resufis of Old WMG, including the effects fi-om the aforementioned
changes in estimated useful fives.


11. Restructuring Costs
2005 Restructuring Activities


In August of 2005, Jason Flora, the co-chairman of The Atlantic Records Group left the Company. In an effort to streamline the businesses, the
Company merged the operations of Lava Records into the operations of The Atlantic Records Group in September 2005. As a result, certain employee
positions at Lava were restructured. In addition to restructuring such emp]oyen positions, the Company evaluated its workforce at other affiliates and
restructured certain other positions in order to maximize cost-effectiveness. These employee terminations ~es~ted in rcstructming charges of $4 million in
the year ended September 30, 2005. Additienally, certain artists’ contracts were terminated as part of the coat-saving initiative. S~ch artist contract
terminations resulted in $3 million restrncturing charges in the year ended September 30, 2005, of which $1 million was reversed in 2006.


Acquisifion-~elated Restructuring Costs
In conneetinn with the Acqnisition that was effective as of March 1, 2004, the Company reviewed its operations and implemented several plans 1o


restructure its operations. As part of these restructuring plans, the Company recorded a restructuring liability of appraximately $307 million during 2004.
This restructuring liability included costs to exit and consolidate certain activities of the Company, as well as costs to terminate employees and certain artist,
songwriters and co-publisher contracts. Such liabilities were recognized as part of the cost of the Acquisition.


Of the total $30"1 mi]fion restructuring costs recorded by the Company, approximately $164 m~lion re~ated to work-force reductions, including
employee termination benefits and relocation costs; approximately $75 million related to costs to terminate certain mist, songwriters and co-publisher .
contracts; and the balance of approximately $68" million related to other anticipated costs to exit certain ]eased facilities and operations, such as international
clistr~ufion operations. The number of employees identified to be invoinntari]y terminated approximated 1,600.


Based on the restructuring p]ans already implemented, the Company revised its original estimates of restmeturing costs during the years ended
September 30, 2006, 2005 and 2004, resulting in an overall reduction in the restructuring costs of approximately $4 million, $32 million and $23 million,
respectively. As of
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September 30, 2006, the Company had approximately $32 million of liabilities for Acquisilion-related reslructuring cbsts recorded in its ba]ence sheet.
These liabilities represent estimates of furore cash obligations for all restructuring activities that had been implemented. The outstanding balance of these
liabilities pfimaqqy relate to extended payment terms for long-term lease obligations for vacated facilities or long-term artist eomanilments. These
remaining lease obligations are expected to be settled by 2019. We expect to pay a majority of the remaining costs in fiscal 2006.


Employee Other


...................................................................................................................................................................... .O~..m.!!.U.’~.~s). ............................./~i~ibility ii~b£No~mb~¢30~~2003.;.;:~.~::.:::;~;: ~;~.~;:~;~;;~;~;~:.~.~::~;:~:;;:~:~:~;;~;:~:;~:.~:;~.~;~;~;.;:~ ;::;.:: ;:~::~
Ad~fi0n~.~.2~ ................................................................................................................................................ 1.~ ......................... !.43 ................ 307..


Non-cash redu~ions h 2004 (a)                                                                      (1)            (22)         (23)


..C9.. s.h..p.~.’.d in 2005                                                          (53)        (27)      (80)
N~h~}~dii~.i~a~ii:~b~?..~..!::::~i.i:.~.~:~.!~:~i~.~.~:.~::::.:::ii~.iii::~! ~...!~::i~!::~:::~:~i~::.~:~i~::::~i!!:~:.:.:~.:~i.i:~:::i~:~.~.?:::::.!.:::.::. : :.:." i ~.~:~::i ;:i::~.::~i’~i:i:!~::!.(l’~i:~::iT.::.i:.’!~!~’~[8~:
Reversals of PPA liabilities in 2005                                                                (4)           (28)        (32)


Cash paid in.2006 .............................................................................................................. (.9.) ............ (1) ........... (10)
Non~li-~e~tii~rii~in:20~6 (fi~i:7~!:.i!i!.-:~ ~ :.~.:~:i:~:~::.:~::il.-:.-:-:i¯ ~:-~:ii:i:~-:ii:ii:!:?i~:.i:.:i~!-ii!i:i;:i:.i-::.:~i-:i!:.s;i: :i-;:~!~ii i:.:!:: i :~i :.i.?.-i: :~:--:::::! i:.~ ~:.i~:i:-:" ~i:~)i~ iiii.-:.-:~::::.:i~B.~
Reversals of PPA liabilities in 2006 (b).                                                                 (1)             (3)          (4)


Li~ib~li~:a~::6t:si~pt~mb~:..3~i~201~i~.!;-;::.:::.-: !..!:! :::;!.;:::!:::~!:.:::::.!~:~::!!.:.~.!::.~:~:!.:!:~:~::: :::!: ::!:.:::!"!~::- i::! i:!::::.::~ ~i-:-~!::’::: $ ::::-.?::-~i:::.:4~:!i-:::::.~::::.:.$!~i:::!i:28:~.::i~:~"i ~!::$ : ~:


(a) Principally relates to clianges in foreign currency exchange rates and the non--cash write-off of the carrying value of advances relating to terminating
certain artist, songwriter, co-publisher and other contracts.


(b) Excess liabilities during the lwelve months ended September 30, 2006 were either reversed through the statement of operations or were recorded as
redne~inn ofth~ initial purchase price oflhe Acquisition.


Cost-Savings Incentive Plan
In addition, in connection with the Acquisition, the Company approved a cost--savings incentive compensation plan during 2004 in order to


incentivize management to implement the aforementioned restructuring plans and reduce operating costs. Under the plan, key employees of the Company
were entitled ~o earn up to $20 million in the ag~egate based on the attainment and maintenance of certain cost-savings targets. Based on the level of cost
savings actually generated at the end of September 30, 2004, which exceeded the cost savings targets under the plan, the Company determined that it was
probable that eligible employees would vest in the full banefits under the plan. Accordingly, the Company expensed the full $20 million liability under the
plan, along with other restructuring-related costs ef$6 million, during the seven months ended September 30, ~004. Out of the aggregate $26 million
lJabilily, $16 million was paid duri-ng the year ended September 30, 2005 and the remaining $10 million was paid in the year ended September 30, 2006.
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12. Other Current and Noncnrrent Liabilities
Other cur~nt liabilities consist of the following (’m millions):


September 30, September 30,
: - 2006 2005


Acguisifion and ~"g..~e~...r.elated restmctaring liabilities 18 30
Other ¢ont~i~al obhgatinns.:: -:.:.. -- -.--:::-:.-:::.:. :. :.:-:::.: :. ::-:::..:..:::. ::::::::::::::::::::::: ::: :::.: ::.: :.- -:.: -:-.:::-::::::::::. :-::::- :-::::: -8+.::-::: :-:-.:.:::::.::..:.: : 9
Aceam¢d, intexcst ......................................................................................................................... 3.4 ......................... 33


Othe~ -- 3


Other noncurrent liabilities consist of the following (in millions):


September 30, September 30,
2006 2005


~r~i~/~!~!~.~i~.~:.i!~i:.y!?~.~.~:~!~.y~7~.~ ::~:.::?:: 7::~:.-i-~:: ~!~i-:..!:::.i.:::~i:i::: h::.-h~ ::::::::::::::::::::::::::::::::::::::::: $::~::::.::.:.~.!~i.9:’~k-::::: ~!~
Accrued compensation and .benefits .....................................................................................29 .................... 21
~:"~i~t~:hi~ie~ ~:: : :-~ ::: :~ :: : i::~ :: :-.’:: :: ~.~ :~: ::.::.. ::’;ii ::-! ::~:::’:.::::!:: ::::::.~:-;~;:. ~i:::;:i:’i:~:.’i?:.il. ~ii:::i r-’:-: :.::;i:::.!:::;~!:::~0":!;~i;!’i
Acquisition .an d. m~rgervr~lal~d ~ structuring .liabJlilies .................................................................1 ~l ................................19


Licensee advance pay~a, ble 8 8


$ 224 $    226


Licensing Advance Payable
Other noncurxent liabidities includes a $7_5 million and $8.0 rail]ion obligation at September 30, 2006 and 2005, respectively, related to the repayment


of an advance mceivedin a prior period under a licensing agreement. Under the terms of the original agreem~, such amount was subject to repayment if
the advanc~ was not recouped from royalties generated under the agreement by November 30, 2003. In June 2003, the parties entefed into an amended
agreement whereby, in connection w~th an extension of the ierm of the original agreement, the Company agreed to r~pay the advance over a six-year period
ended November 30, 2009. Of the total r~payment amount, $2 million was repaid in 2003: The r~maining $7.5 million is~rcpayable as follows:
2007, $0.5 million; 2008, $3 million; and 2009, $4 million.                         -.


13. Debt
in conne~ztion wJ~ the Acquisition, the Company incurred $1.650 billion of indebtedness consisting of (i) $1.150 billion of borrowings under the term


loan portion ofa s~fior s~cumd credit facility and (li) $500 million ofborrowinga under a s~nior subordinated bridge loan facility (the "Bridge Loan"). A
portion of these borrowings was refinanced by WMG Acquisition Corp., a subsidiary of the Company, in April 2004 (the "Acquisition Corp. Refinancing").
in addition, in December 2004, Holdings incurred approximately $700 million of debt to redeem its outstanding shares of cumulative preferred stock and
pay a return of capital to the investor
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Group (the "Hb]dings P.efinancing"). A portinn of this debt was redeemed in June 2005 (the "Holdings Redemption"). The following summarizes the
Acquisition Corp. Refinancing, the Company’s debt capilalizatiou as of,September 30, 2006 and 2005, the principal terms of the Company’s financing
arrangements an~l the Holdings Refinancing.


The Acquisition Corp. Refinancing
In April 2004, the Company incurred $697 million of new indebtedness, consisting of the issuance by Acquisition Corp. of(i) $465 rnillion principal


~mount of 7.375% Seninr Subordinated Notes due 2014 (tO 100 million Steriing principal amount of 8.125% Senior Subordinated notes due 2014 (U.S.
dollar eqmvalent of $182 m~lhon as of April 2004) and (in) $50 rmllion of addinonal borrowings under the term loan pomon of the Company s senior-
secured cr~it fac~ity.


Together with ava~able cash on hand, such proceeds were used (i) to repay all $500 million of borrowings under the Bridge Loan, (it) to redeem a
portion of the cnnau]afive preferred stock of Holdings in the amount of $202 million and (iii) to pay certain financing-related transaction costs.


Debt Capitalization
As of September 30, 2006 and 2005, the Company’s long-term debt consisted of(in millions):


September 30, September 30~
2006 2005


~i~ti:~j~:~:~ili~)~::::i:-i~::~?::::~i .T:.:;::~:::r:::: ;-::~i;:.~i~i::~:::~:~:! i:.::~!:-i:::::i:i;~:i::.:::::i:-::i:: :.:~:.~; i::::.::::.~ ~::: ..::::::::~!-:..::; :i:~i!i:’::..;~’.:.!~.:~:~. :~=::::~.~.:’-_:~
R.e.v.9]yi~g er ..ech.’.t .fgcili.ly. ............................................................... .$     ..-77         $.     ~ ...


~ T~r~n~": -~ ::i:::: : .. ~" ~:’::.:~.~" ::: ".::~.~" "=:.:::: ":’:’:.~-’--:+ :;’~:-::.:~ ~.::: ::-::~’~: ~::-~’::~::::-~::-: ~-,:- .’:-- :~: --: -:- ~:~’::.1,41~3: ~::" : "--~ ~,~’::.’:’-::~-~--:L1"~430:


8.125.% Steding-rden.o minated Notes due 2014=:-A¢~lujsition Corp .................................................... 187. .............................. -17.7..
9i5%:~fii~r D}s~6iin~!N~it~ du~-2014~Holdii~ i!!; :-!i; .i--: :!;~: ii:!i :~: ’ !’(i.~ i:.-:i :~: ~:~;~:!:! - :~- ~ -:’~ :~: : : :-::. -~ 19X~:: ; -~ :~i~i~;!i; :i-:i:-:!!i!i


Total long term debt $    2,239 $ 2,229


Senior Secured Credit Facilily
Holdin~ and Acquisition Corp. are party to a senior secured credit facility that was entered into in connection with the Acquisition. The senior


secured credit facilit3q, as amended, consists of a $1.45 b~lion term loan portion and a $250 million revolving credit portion. The term loan portion of the
facility matm-es in Fehr~ary 201 I. Acquisition Corp. Js required to prepay o~standing term loans, subject to ce~tin exceptions and conditions, with excess
cash flow or in the event of certain asset sales, casualty and condemnation events and incurrence of debt Acquisition Corp. is Tequired to make minimum
repayments under the term loan portion of the facility in quarterly principal amounts of $4 million until November 2010, with a remaining balloon payment
in February 2011.


The revolving credit portion of the senior secured faci/ity matures in February 2010. There are no mandatory reductipns in borrowing availability for
the revolving credit portion of the facility through its term.
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Bon~wihgs under both the c~rent term loan and revolving credit portion of the senior secured credit facility bear interest at a rote equal to an
applicable margin plus, at the Company’s option, either (a) a base rate determined by reference to the hi~er of(l) the prime rate of Bank of Amerina, N.A.
and (2) the federal funds rate plus /2 of 1% or (b) a L1BOR rote determined by reference to the costs of funds for deposits in the currency of such
borrowing for the interest period relevant to such bbrrowing adjusted for eerlain additional costs. T~e applicable margins for borrowings under the senitr
secured credit f.acility are 1.00% with respect ~o base rate borrowings and 2.00% with respect to LLBOR borrowings, which reflects a reduction from the
initial applicable margin rates of 1.75% and 2.75% for base rate borrowings and LIBOR borrowings, respectively, which occurred during the twelve months
ended September 30, 2006.


in addition to paying interest on outstandin~ principal under the senior secured credit facility, Acquisition Corp. is required to pay a commitment fee
to the lenders under the revolving credit facility in respect of the unutilized commitments. As of September 30, 2006, the commitment fee rate was 0.375%,
which r~flects a reduction from the initial commitmem fee rate of.50% The commitment fee rate may be reduced subjec~ to Acquisition Corp. attaining
certain leverage ratios. Acquisition Corp. is also required to pay customary letter of credit fees, as necessary.


The senior seemed credit facility contains a number of covenants that, among other things, restrict, subject to eer/ain exceptions, Acquisition Corp.’s
ability and the ability of its subsidiaries to sell assets, incur additional indebtedness or issue preferred stock, repay other indebtedness, pay dividends and
distributions or repurchase capital stock, create lie.as on assets, make inves~nents, ]cans or advances, make certain acquisitions, engage in mcrge~ or
consolidations, engsge in ceatuin transactions with affiliates, amend certain material agreements, change the business conducted by itself, its parent
company and i~ subsidiaries, and enter into agreements that restrict dividends from subsidiaries. In addition, the seemed credit facility requites Acquisition
Corp. to m~iutain the following financial covenants: a maximum total leverage ratio, a minimum interest coverage ratio and a maximum capital
expenditures limitation.


Senior Subordinated Notes due 2014
The Company l~as outstanding two tranches of Senior Subordinated notes of Acquisition Corp. due 2014:$465 million principal amount of U.S.


dollar-denominatod notes (the "U.S. Notes") and 100 million principal amount of Sterling-denominated notes (the "Sterling Notes" and collccfivdy, the
"Subordinated Notes"). The Snbordinatod Notes mature on April 15, 2014. Interest is payable on the Subordinated Notes on a seml-annual basis at a fixed
rate of 7.375% per annum for the U.S. Notes and 8.125% per annum for the Stealing Notes.


The Subordinated Notes are redeemable in whole or in part, at the option of Acquisition Corp., at any time at a redemption pri~e defmod under the
indenture governing the Subordinated Notes (the "Indenture") that generally includes a premium. In addition, upon a change of control of Acquisition Corp.
and upon certain asset sales as specified under the indenture, Acquisition Corp. may be required to make an offex to redeem the Subordinated Notes from
the holders at a redemption price defined under the Indenture that includes a premium.


The Subordinated Notes arc unsecured and subordinated to all of Acquisition (~,orp.’s existing and future senior indebtedness, including Acquisition
Corp.’s obligations under its senior seemed credit facility. Each ofAcquisitien Corp.’s wholly owned domestic subsidiaries that have guaranteed the
ob]igatinns under Acqnisition Corp.’s senior secured credit facility also have guaranteed the Subordinated Notes on a joinl, several and unconditional basis..


The Inden.ture limits Acquisition Cbrp.’s ability and the ability of its restricted subsidiaries to incur additional indebtedness br issue certain preferred
shares; to pay dividends omor make other distributions in
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respect of its c~pital stock or make other reslricied payments; to make certain investments; to sell certain assets; to create liens on certain debt without
securing the notes; to consolidate, merge, sell or otherwise dispose offall or snbstuntially all of its assets; to enter into certain transactions with affiliates;
and to designate its subsidiaries as unrestricted subsidiaries.


Subject to curtain exceptions, the Indenture permits Acquisition Corp. and its restricted subsidiaries to incur additional indebtedness, including
secured indebtedness.


The Holdings Refinancing
In December 2004, Holdings issued $847 rail]ion principal amount of debt consisting of (i) $250 million prinelpal amount of Floating Rate Senior


Notes due 2011 (the"Holdings Floating Rate Notes"), (ii) $397 million principal amount at maturity of 9.5% Seaxior Discount Notes due 2014, which had an
initial issuance disconnt of $147 million (the "Holdings Discount Notes") and (iii) $200 million principal amount of Floating Rate Senior PIK Notes due
2014 (the "Holdings P1K Noles," and collectively, the "Holdings Notes"). The gross proceeds of $696 million received from the issuance of the Holdings
Notes were used to 0) redeem the remaining shares of cumuialive preferred stock of Holdings at a redemption price of $209 million, including $9 million of
accrued and unpaid dividends, (ii) pay a remm of capital to Parent Corp. and its shareholders in the aggregate amount of $472 million and (iii) pay
debt-related is~ance costs of approximate]y $15 million.


The Holdings Redemption
In June 2005, using proceeds from the Company’s Initial Common Stock Offering and approximately $57 million of cash on hand, Holdings


redeemed all of the Holdings Floating l~.ate Notes, all of the Ho]dings PIK Notes, and 35% of the aggregate outstanding principal at maturity of the
Holdings Discotmt Notes.


The Holdings Floating Rate Notes were redeemed in full on Jane 15, 2005. From the issuance date through the redemption date, the notes bore
interest at a quarlerly floating rate based on three-month L1BOR rates plus a margin equal to 4.375%. interest was payable quarterly in cash begirming on
March 15, 2005.


The Holdings Discount Notes were issued at a discount and have an initial acereted value of $630.02 per $1,00~ principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required- However, interest accroes on the HOldings Discount Notes in the form of an increase in the
acereted value of such notes such that the accreted value of the Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009.
Thereafter, cash interest on the Holdings Discount Notes is payable semi-armually at a fixed rate of 9.5% per annum. The Holdings Discount Noles matm?e
on December 15, 2014. The Company redeemed 35% of the Holdings Discount Notes on June 15, 2005.


The Holdings P1K Notes were redeemed in fall on June 15, 2005. From the date of i~suance through the date of redemption, the notes bore interest at
a semi-annual, floating rote based on six-month LIBOR rates plus a margin equal to 7%. interest was accrued in the form of additional PIK Notes at the
election of the Company. Such amounts were also repaid in cormection with the redemption.


in connection with the redemption of the Holdings Floating Rate Notes and 35% of the Holdings Discount Notes, the Company was required to pay
redemption premiums of $10 million and $9 million, respectively, which the Company paid on June 15, 2005 and recorded as a loss on the repayment of the
notes in the°consolidated statement of operations for the year ended September 30, 2005.


The Company was also required to pay all accrued interest as of the redemption date related to the Holdi0gs Notes that ~,ere redeemed. This amount
consisted of $5 million related to the Holdings Floating Rate Notes, $9
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million related to the Holdings PIK notes, and $4 ri~llon in accreted value of the 35% of Holdings Discount Notes redeemed. Of such amotint, $8 million
had been expensed in previous cp]arters and $10 million was recorded as interest expense in the consolidated statement of operations for the year ended
September 30, 2005.


In connection with the redemption of certain of the Holdings Notes, the Company also wrote offthe remaining balance of debt-issuance costs of $12
million re]ated to the notes redeemed and the remair~ng unamortized original issue discount of $4 million re]ated to the Holdings PIK Notes. Such amounts
were recorded as a loss on the repayment of the notes in the consolidated statement of operations for the year ended September 30, 2005.


Parent has fully and unconditionally guaranteed the remaining Holdings Discount Notes. The Holdings Notes are unsecured and subordinated to all of
Holdings’ existing and future secured debt, including Holdings’ guarantee ofbur~owings by Acquisition Corp. under the Company’s senior secured credit
facility. In addition, the Holdings Notes are structt~ly subordinated to the Subordinated, Notes of Acquisition Corp.


.T~..e Indentures limit Ho]d~..gs’ ab’.~ty and the ability of its restricted subsidiaries to incur additional indebtedness or issue ce~ain prefened shares; to
pay dividends on or make other dism’butians in respect of its capitol stock or make other restricted payments; to make certain investments; to sell certain "
assets; to create liens on certain debt without securing the notes; to consolidate, merge, sell or othcrwlse dispose of all or substantially all of its assets; to
enter into certain transactions with affiliates; and to designate its subsidiaries as tmres~cted anbsidiariesL


Restricted Net Assets
The Company is a holding company with no independent operations or assets other than through its interests in its subsidiaries, such as Holdings and


Acquisition Corp. Accordingly, the ability of the Company to obtain funds from its subsidiaries is restricted by the senior secured credit facility of
Acquisition Corp., the indenture for the Subordinated Notes issued by Acquisition Corp., and the indanmres for the Holdings Notes.


lnterest Expense and Maturities
Total interest expense, including amounts payable to Time Warner and its affiliates for all periods prior to the closing of the Acquisition, was $194


million for the year ended September 30, 2006, $200 million for the year ended September 30, 2005, $88 million for’the seven months ended September 30,
2004, and $3 million for the fftree months ended February 29, 2004. The weighted-average interest rate of the Company’s total debt at September 30, 2006
and 2005 was 7.07% and 6.55%, respectively.


Based on the amount of debt outstanding as of September 30, 2006, annual repayments of long-term debt of $17 million are required for 2007 -
2010, with an additional repayment of $4 million and a balloon payment of $1.341 billion in 2011.


Fair Value of Debt
Based on the level of interest rates prevailing at September 30, 2006, the carrying value of the Company’s f~xed-rate debt exceeded its fair value by


approximately $13 million. Unrealized gains or losses on debt do not result in the realization or expenditure of cash and generally are not recognized for
financial reporting purposes unless the debt is retired prior to i~s maturity.
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14. Income Taxes
For’,he years ended September 30, 2006 and 2005 and the seven months ended September 30, 2004, the Company has been stand-alone tax fder.


However, for periods prior to the closing of the Acquisition, which includes the three months ended February 29, 2004, the ~axable results of Old WMG
were included in the consolidated U.S. federal and various U.S. state and local, and foreign income tax returns of Time Warner or its subsidiaries. Also, in
certain U.S. state and local, and fordgn jurisdictions, Old WMG filed on a stand-alone basis. The tax provisions and related balance sheet disclosures for
the periods prior to tim closing of the Acquisition have been prepared assuming Old WMG was a stand-alone taxpayer for the periods presented.


Domestic and foreign pre~ax income (loss) are as follows (in millions):


~P~’~OI" Predeces~r
Seven Months Three Months


Year Ended Year Ended Ended Ended "
September 30~ September 30~ September 30, February 29,


~oo6 ~oo5 2004 2004


Foreign 91 80 38 25


Current and deleted income taxes (tax benefits) provided are as follows (in millions):


Seven Months Three Months
Year Ended Year Ended Ended Ended


September 30, September 30, September 30, February 29,
2006 2005 2004 200~


~.�.~i!:::~::::::?:;:’... ::: :"~: :::::::::::::::::::::::: :::::::::::::::::::::::::::::::: ::~:!::-~.=::::::-::!:::::!i!i.::ii:::.i:-:::::i::::!:::!:.::: :::!:!!:i~::; ============================================= :.":i’. ::...:: . :.:. ......:./: _ .
Current $ --


$ -- $ -- $ --
:.!i!~:.!!!D~i~l:..-~:i~!i::::~i! .~ii-~:~i’i~ i--~ ’:::.! :i;:~i-!i ::~::.i :i::.:::’::’:.’:::’i:.:’~-r:;~’~i::::~" r:.~i:!i::.~i:.~, i.-’~:: ~i:ii!:.:::~.:’!.i:.r:! ::-:-::-~:~) :!~i’::.. :~-~::::: ::~:.:.:’!!: !~;:::-::. :i::~:.:!iii’!::.;::?~ (’2)


Def.e.rr¢. d. ..................................................... (1.1] .................... ~- .................... .8. .......................... .(2)
t’3;S."~,-qtat~:i:, i’: 7.:"::~!!. ":.i::~i:::-~i:::.~:.!:~:i:.’:::.’:~:- ::~ :! !:=~’:~":.!7:..~!.:.~!-~!’!::.’:’:.’ri’.:.:~i=7~: :.i!:’~:i:i~i :-!:i:i~i~’~:;!:.::~:!i!: ~S~i::i)ii::’;= :’~’-:~)- ::: ": i~-:’:’- =~:.:: "":~’::~::’: ’~:=~ :::-~:~-’:~ii.’~:-i:


._.6 .............. :......2 ......................... 1. .......................
Defarf~d:::::: ::~:::-:.-::~-:":::-.::~:::--:.::.:~-::~..:. .~-:::. ::::: :i:- i:: :::~:::..::.:::~: :: ::::::::::::::::::::::::::: :-:: :::::::::: :::::~.:::- ::.~ .:::::-i ..~:.::: 7 ~:::.::: ::::::r.:: ~::::’: ::~-~:.~.:.


Total $     47 $     55 $     30 $     17


(a) Includes cash withholding taxes of $15 million, $14 million, $9 million and $5 million for the year ended September 30, 2006, year ended September
30, 2005, seven months ended September 30, 2004 and the three months ended February 29, 2004, respectively.
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The differences between the U.S. federal statutory income tax rate of 35% and income taxes provided are as follows (in millions):


Seven Months Three Months
year Ended Year Ended Ended - - Ended


September 30, September 30, September 30, February 29,
~o.~ ..........................29~5 ..................... ~004 ............................. ~.~0~.


U.S. slate and local taxes 6 2 l


Lo~s~ .wj.." .t13. o.m..b.en.~fit !.(R.e!.~. ~e...of.v..al .~..tio~. aI1. o..w.ance),.yet ......................... .(2.0) .... ! ..................... .86. ....................... .46 ................................. !6..
NiSii--:di~lii~tib]~ ]iS~s,t~N~m’-.~i~S]~iiii) 6h-:~ai~aht’;-::’:-:;:;:;:;;:-’-";.~::’~::’~ ".:-=;-: ~:::"""-" :’::;’;~:~::’:;~-:-:’:~:’:;;~::.’:’.~:-:: (6)-:~-::::::~ ~:~::~:~:~;:::~’:~12"-’~::::"~’:~’:-~-:’::-::~:::~.::’:.:~.:~::-" -’:::.:~
Non--deductible loss on mino..’.ri~ interest                               --                  2                 5


Total income tax expense $ 47 $ 55 $ 30 $ 17


(a) Includes residual U.S. tax on certain foreign income not permanently reinvested for the year ended September 30, 2006.


During the year ended September 30, 2006, the Company utilized a portion of its U.S. net operating losses for which no benefit has been previously
recorded. The balance of the U.S. tax attn’butes remaining at dae end of the year continues to be offset by a full valuation allowance as the Company.has
determined that it is more likely than not that these attr~"oules will not be utilized. In addition, the Company incurred losses in certain foreign territories in
the current year and has offset the tax benefit associated with these losses with a valuation allowance as the Company has detea’mined that it is more likely
than not that Sese losses will not be utilized. Significant components of the Company’s net defeaxed tax assets/(habilities) are summarized below (in
millions):


Seotember 30. 2006 Seolember 30. 2005
~:i~:-~s~i~!:::::::.:::::::;-::-:i.i:--.:::::V.’:::i::~i::.-::-~ ::;:i:.:.::; i-ii::.:-i:::::-~i:i;:~:.i~.; ::::::::::::::::::::: :.!:’;i;::::-~:ii:;~ ::.:.:~ii::::ii’:~.-~; .:: ::::::::::::::::::::::::::::::::::: .::-::ii~ ii
...... Allowances and reset.yes ............................................................ : ........................ $ ................ .51 ................. $ .................. 52
.-:.~:i:!i:~fiA~i6~:lJeiJ~fii~Ahd:db~:~tioil:~" "i!:: ~;~:::’~ ~-~-";;~ ~:.~ :::.::-::.:. ;:;:~;:~:-’~"::~::-’:;:~:~; ~’;~’:.j;’~’:’:.’:~:. ~’~ ~;--~ ~’" ~’~-~4~:~’;’; ~ ~’~:~:~::~ ~:::’~:~’~.~:J’~::.:.’~::..~5~
.......... Oth~ ~c~l~ ..................................................................................................................... 88 .................................. 105..


Ta~ ~.~o~ ................................... 194 ] 34


Net deferred tax assets                                                                                    61


Assets acquired in business combinations (213) (201)


Net deferred tax assets (liabilities) (152) $ (165)


At September 30, 2006, $89 million of the total valuation allowance of $337 million is re]ated to purchased deferred tax assets, which when released
will be reversed through goodwill.
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At September 30, 2006, the Company has U.~. federal tax net operating loss carryforwards of $126 million, which will begin to expir~ in fiscal year
2024 and tax net operating losses in certain U.S. state and foreigri jurisdictions expiring in various periods. In addition, the Company has foreign tax credit
carod’orwards for U.S. tax purposes of $46 million, of which $8 million will expire in 2009, and the remaining credits will begin to exph-e in 2015.


U.S. income and foreign withholding taxes have not been recorded on permanently xeinvested earnings ofcertain foreign subsidiaries of
approximately $540 million at September 30, 2006. As such, no federal income taxes have.been provided for these undistributed enmings. Should these
earnings be dish’~utod~ foreign tax credits would reduce the additional federal income lax that would be payab]e. Availability of credits is subject 1o
limitations; accordingly, it is not praetienble 1o estimate the amount of the ultimate deferred tax liability, if any, on accumulated earnings.


15. Pensions
Certain international employees, such as those in Germany and Japan, participate ih locally sponsored defined benefit plans; which are not considered


to be material in the aggregate and have a combined projected benefit obligation of approximately $44 r~lion and $23 million as of Seplember 30, 2006
and 2005, respectively. Pension benefits under the plans are based on formulas that reflect the employees’ years of service and compensation levels during
their employment period. The Company had an aggregate pension liability relating to these plans of approximately $28 million and $23 million recorded in
its balance sheet as of September 30, 2006 and 2005, respectively.


The FASB recently issued FASB Statement No. 158, "Employers’ Accounting for Degreed Benefit Pension and Other Postretirement Plans - an
amendment of FASB Statements No. 87, 88, 106 and 132(R)", ("FAS 158"), which the Company will adopt in the first quarter of fiscal 2007. Under the
provisions of FAS 158 companies are required to record a net liability or asset on their balance sheet to repo~t the funded status of their defined benefit.
plans. The Company expeels the implementation of FAS 158 to result in an additional liability of approximately $4 million.


For the year ended September 30, 2006, year ended September 30, 2005, the seven months ended September 30, 2004, and the three months ended
February 29, 2004, pension expense amounted 1o $3 million, $3 million, $4 million, mid $3 million, respectively.


Certain employees also participate in pre-tax defined con~r~ution plans. The Company’s contributions to the tlefmed contr~ution plans are based
upon a percenta~ of the employees’ elected conln’butions. The Company’s defined contribution plan expense amounted to approximately $3 million for the
year ended September 30, 2006, $4 million for the year ended September 30, 2005, $2 million for the seven months ended Septem .ber 30, 2004, and
$2 million for the lhree months ended February 29, 2004.


16. Minority lnterest in Preferred Stock of Subsidiary
As previans]y described in Note 5, a portion of the $2.6 billion purchase price for the Acquisition was funded by a $400 million direct contribution by


the Investor Group to Hoidings in exchange for 40,000 shares of cumulative preferred stock of Holdings ("Hoidings~ Preferred S~toek"). Each share of
Holdings’ Preferred Stock bad a liquidation preference of $10,000 per share plus cumulative accrued and unpaid dividends at a tale of 10% per annum,
compounded quarterly.


As previously described in Note 13, the Company redeemed half of the oulslanding shares of Holdings" Preferred Stock as pan of the April 2004
Acquisition Corp. Refinancing at a redemption price of $202 million,
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including $2 rmq]ion of accrued and unpaid dividends. The remaining shares of Holdings’ Preferred Stock were redeemed in December 2004 as part of the
Holdings Refinancing at a redemption price of $209 million, including $9 million of accrued and unpaid dividends.


As of September 30, 2004, the outstanding shares of Holdings’ Preferred Stock had a liquidation preference of $204 r~lion. Such amount has been
classified as minority interest in the accompanying consolidated bakmce sheet of the Company. As noted above, all such amounts were repaid prior to
September 30, 2005. Cumulative dividends on the Holdings’ Preferred Stock, whether paid or unpaid, were $5 million for the year enck~d September 30,
2005 andS14 rm’llion for the seven months ended September 30, 2004 and are classified as minority interest expense in the aecompanying consolidated
statement ef operations of the Company.


17. Stock-Based Compensation Plans
LTIP and Individual Stock .Option and !~tricted Stock Agreementv                  ’


In 2004, the Company’s board of directors approved a form of LTIP stock option agreement for grants of options to eligible individuals. Eligt’ol¢
individuals include any employee, director or consultant of the Company or any of its affiliates, or any other entity designated by Warner Music Group’s
board of directors in which the Company has an interest, who is selected by the Company’s compensation committee to receive an award. The board
authorized the granting ofoptiuns to purchase up to 1 ~355,066 shares of common stock pursuant to the LTIP program. The Company has granted options
and may grant additional stock options under the LTIP stock option agreements to certain members of current or fiature management. The board also
approved the sale of 5,676,300 restricted shares of the Company’s stock, the awarding of 2,629,091 restricted shares of the Company’s stock, and the
grant~.g of options Io purchase 3,701,850 shares of the Company’s common stock under stock option agreements with certain members of management.
indiwdual option agreements and options granled under the LTIP program generally will have a 10-year term and the exercise price will equal at least.
100% of the fair market value on the date of the grant With respect to each option granted pursuant to indivictaal option agreements or a LTIP stock option
agreemexa, one-third of the shares covered by the option generally vest and become exercisable in four equal inslallments on the day prior to each of first "
through fourth anniversaries of the effective date of the LTIP stock qption agreement, subject to the employee’s continued employment. Two-thirds.of the
shares covered by the option generally vest and become exercisable based on the occurrence of both a service eonditiun (which is the same as the service
enndition described with respect to the service-based portion of the option) and a performance condition. Under the original agreements, the performance
enndition wo~ld be met if, following an initial public offering or ecrtain other events (including a e]mnge in coiatrol), a specified inveslment retann was
achieved by the investors (une-lialf of such shares require one return level and the other one-half of such shares reqfiire a different rettun Iced). The
performance--based portion efthe option would also vest, subject to the employee’s continued employment, on the day prior to the seventh anniversary of
the effective date of the individual or LTIP stock option agreement and the service condition applicable to th~ performance-based option will be deemed to
have been attained upon certain terminations following or in anticipation of a change in conlrol. All of the performance-based requirements have been
achieved for atl of these grants, therefore, only the service enndition remains as a vesting requirement. The fh-~t performance-based requiremont, which
resulted in the vesting of app~oxima’tely one--third of the awards for which service had already been provided, was met on the date of the Company’s initial
public offering in 2005. The second performance-based requirement, which resnlled in the vesting of approximately one-third of the awards for which
service had already been provided, was met in April o:[’2006. The remaining unveated awards vest over a four-year service period beginning on the grant
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in May 2005, the board adopted the 2005 Omn~us Stock Plan, or 2005 Plan, which authorized the granting of stock based awards to purchase up to
3,416,133 shares of the Company’s common stock. Under the 2005 Plan, the board of directors or the compensation committee will administer the plan and
has the power to make awards, to determine when and to whom awards will be granled, the form of each award, the amount of each award, and any other
terms or conditions of each award consistent with the terms of the 2005 Plap_ Awards may be made to employees, directors and-others as set forth in the
2005 Plan. The tyFes of awards that may be granted include restricted and mu’estricted stock, incentive and non-statmory stock options, stock appreciation
rights, performance units and other stock based awards. Each award agreement specifies the number and type of ~tward, together with any other terms and
conditions as determined by the board of directors or tbe enmpensafion committee in their sole discretion. Eligible employees ineli~de any employee who
does not already have any other equity participation in the Company. The Company has granted options and restricted stock and may grant additional.
awards under the 2005 Plan to certain members of our current or future management and directors. Options granted generally have a 10-year term, the
exercise price will equal at ]east 100% oftha fair market vahie on the date of the grant at)d generally vest in four equal installments on the day prior to each
of fu~l through fourth anniversaries of the effective date of the stock option agreement, subject to the employee’s continued employment.


Stock Optior~.
The folk)wing is a summary of the Company’s stock option awards for the fiscal year ended September 30, 2006:


Numbe~ of options Weighted-average
pranted .............. exerci~e


Sh~s ~lStirii~ii~tst~ndifi~ ~iSelSt’e’fi~b~k 30~200~!.i’: "i:!~:~. !:;:~:!ii:’:.-;;:~i:’!:~ :~:!~i:.:!:::i’:!~!!’~:i:i’!i::.:~i: !i:i:.~;i?!--i~:::.!:.! !!:: :.-ii"6~361:’-~546:i::’:~i!: :i--:":::
... S.hare.op~ion..s. gr .anted.in ~00..6 ........................................................................................................... 340,..000 .................. .2.1. 7.5. ......


:’:~ ~:~Sh~f~’b’ptirh’~:~k~is~l iii-20or: ’~:.’~:~" ":~’. =.’.’:’" r-:.::- :~:-:’" "-:~.’~’~’:::~::~i=~:-::~’.:!~:’!’-:::’-~:::~ir:~::::-!’: :.~!!..-’! ~!:":’:!’:~!::!:!:’":~’(872~009~’:’=’!~"~i" !!’!~:!~:"
Share options forfeited in 2006 (1,092,147) 1.94


Share options exerc[~’able at September 30, 2006 1_,091,363 8.29


The 1,091,363 share options that were v~sted and exercisable as of September 30, 2006 have an aggregate intrinsic value of $19.3 million and a
weighted--average remaining contractual term of 8.08 years.


The Company g~anted its empk)yees stock option awards as follows:


Fiscal Year Fiscal Year Seven Months
Ended Ended Ended


September 30, September 30, September 30,
2006 ............... ~2005 ..................


2994. . .


Sh~6~iptiofi’s~rahted:::i-::-.-::.:::!:~’:iii.i;:~.::: .::::; :;:;:~::;~’:.:::;: :’-:~:: "i: :.::.?::.;::::::;~:!.!~-:.i:;’ ~--.-’:.’~ -~::i:.’.!:~(’~ ":::!340.000~ :.i"~-::~! ::::!:::-~::;5;]83.690:~i:::i~
Weighted-average grant date fair value                                             $     9.73         $     7.24         $      1.30
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As.sw’mptions


For purposes of applying FA$123(R), the fair value of each stock option grant was estimated on the date of grant using the Black-Scholes
option-pricing model° if granted prior to January 2005 and the Binomial model subseqnent to January 2005, both ofwhicla are based upon several
assamptions estimated by the company. The following weighted-a~erage assumptions were used for all grants to the Company’s employees:


Seven months
Year ended Year ended ended


Welo~hted average assumptions used te September 30~ September 30, September 30,
t’~tlt~ol~tlt= fair market ~/~llle ~tf Sln~*k nnttnn~ 20Q~ 2005 2004


~..x~octed vol=,T.~. ,. ..~.,~/., .4. 7o.8.~./, .... 50%
Expected term - 6.00.years 6.01 years 5.00 years


As.s~mptions
For periods prier to and subsequent to the Company’s initial public offering, the Company has estimated its expected volatility using comparative


company historical stock price volatility in order to appropriately estimate the volatility of the stock underlying its stock option awards. In periods where
su~cient data is available, the Company will calculate its own historical volatility to estimate the volatility of its underlying stock price.


The Company calculates the expected term of its stock options by considering employee attrition rates, employee exercise activity, the length of
vesting period for each award and the length of the expiration period for each award.


During the fiscal year ended September 30, 2006, employees exercised 872,009 stock options with a total intr~sic value of $17.1 million. There were
no stock options exercised in the fiscal year ended September 30, 2005 or the seven months ended September 30, 2004. To .191 cash received from slock
option exercises in 2006 was $2.9 million.


R~tricted Stock
The following is a summary of the Company’s restricted stock awards for the fiscal year ended September 30, 2006:


Number of Weighted-average
restricted shares ~,rant date fair value


Uh~est&l’i’~tfi~-sliiifes:~t S~l~t~mt~~.30;-~2005---:-:!::~::--:.-:-~: :-::~:.::~-::’! :!::~!~:~-:-.~:!.:~!!::-.! :::.’!:!:!:.!:i::.!,::~:~:~:i~.:.!’:!-! ’!~’.::.-::7,215~3;4~:::::: .-~:!’:~’:.’~: : :~:’"~-: !.:-~,48-:.~::i:.~
....... .R...es. tricted share.s, granted in’2006                                                            61,032               24.71


..::~::~:’R~tt~ci&l:~’m:~s v~stdd ~-~’0Odi:.~:-"::.:!:::’:::’:.::.;:::::.~:.:i;~i:ii~:;i::.i:.!!:::.i:::’i::::. ::~-::.i.~:i;)i::i:.!;~:.::~i’;:7:;!~’ii~i-ii:i::iii~i.~:;!~i::!::i~:.~:-i;: :(.~’~;~8,8~#)::-"i;i ::::.::;.i’:~;::;i:-i:i ::i::~i:.:.~;83:.~i:~.:’.i:~
Restricted shares forfeited in 2006                                                          (181,0~93)                5.65


.The weighted-average grant date fair value of restricted shares awarded in the seven months ended September 30, 200;4, the fiscal year ended
September 30, 2005 and the fiscal year ended September 30, 2006 was $0.88, $15.47, and $24.7 I, respectively. In addition, daring the seve~’~ months ended"
September 30, 2004, the
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Company sold shares ofrastricted stock to certain of its employees with a weighted-average grant date falx value of $3.65 at a weighted-av’erage price per
share of $0.92.


The total fair value of the restricted shares that vested in the fiscal years ended September 30, 2006 and 2005 was $7.4 million and $1.5 million,
respectively. No restricted shares vested du~lug the seven months ended September 30, 2004.


Compenvatlon ~xpense


The Company recognized non-cash compensation expense related to its stock-based compensation plans of $16 million, $25 tin’Ilion and $1 million
for the fiscal year ended September 30, 2006, the fiscal year ended September 30, 2005 and the seven months ended September 30, 2004, respectively. In
addition, as of September 30, 2006, the Company had $17.1 million of unrecognized com, pensation costs relsted to its unvested stock option and restricted
stock awards.


Payments Relating to Executive Compensation
Concurrent with the Initial Common Stock Offering, the Company determined that cerlain shares of restricted stock issued in 2004 and early 2005


may have been sold at prices below fair market value on the applicable date of sale and certain options to purchase shares of the Company’s stock granted
may have had exercise prices below fair market value on the applicable date of grant. As a result, certain U.S. employee holders of the restricted stock who
made dections under Section 83(b) of the Internal Revenue Code would be subject to additional ordinary income tax to the extent of the fair market value of
the restricted stock received over the purchase price they paid for such stock. In other eases, certain employees who did not make such an election will be
subject to high~ taxes on their restricted shares at the time of vesting than would have been the case had they purchased the shares f6r fair market valn~. In
addition, under the provisions oftbe American Jobs Creation Act of 2004, signed into law in October 22, 2004, U.S. employee option holders whose options.
vest with exercise prices below fair market value on the date of grant are subject to significant penalties under new Section 409A of the Internal R~vonue
Code. IRS Netiee 2005-1 provides transitional guidance bn the application of Section 409A which, among other things, permits options with exercise prices
below the fair market value of the underlying stock on the date of grant to be amended or replaced with new options having an exercise price at least equal
to the fair market value on the grant date. NOn-U.S. employee holders ofrcstricted stock or options may be subject to similar or other related issues. In
order for the Company to address these issues the Company’s Board of Directors, based on a re-assessment of fair rfiarket values on the applicable dates,
approved the actions discussed below.


"R~s’tricted Stock
The Company was authorized to pay a cash bonus to each employee who purchased restricted stock at prices that were below fair market value on the


date of purchase. The bonus was calculated as either an amount equal to the tax liability incurred by the employee on the grant date or an estimate of the
additienal future tax w]fich would be incurred by the employee upon the vesting of the shares, depending upon the employee’s Section 83Co) election.
Additionally, the Company paid the employees an amount necessary to pay the related taxes on the bonus. This resulted in total cash payments of
approximatdy $10 million, which the Company expensed in the fiscal year ended September 30, 2905.


Options
The Company revised the exercise prices of certain options to p~trehase its cerumen stock to prices eq~al to the applicable re-determined fair market


values of the common stock on the dates of the respective grants. The
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Company compensated the grantees with a cash bonus repmsent~g the less of value created by this adjustment to the option exercise prices. This ~esulted in
total cash bonuses paid of approximately $9 million. The Company treated the revision of the exercis~ prices as a modification of these awards and $6
million related to.the modification was expensed in the fiscal year ended September 30, 2005.


Further, in connection with the $100.5 million cash dividend the Company declared and paid to holders of its common stock, consisting of the
Investor Groul~ and certain members of management who held shares of comrnnn stock prior to the Initial Common Stock Offering, the Company made an
adjustment to all options to pmchase common stock outstanding at the time of declaration of the dividend. The adjustment consisted of a cash make-whole
payment to each option ]~older equal to the pro-ram amount that would have been received per share had all ontslanding options been exercised at the time
of the declaration of the dividend. The amounts were adjusted down to reflect a present value discount based on the earliest poss~le exercise dates. The
Company recorded approximately $3 million of expense related to such payments in the fiscal year ended September 30, 2005.


18, Sbareholder~’ Equity
A summary of the Company’s equity is presented below.


Common Stock
In connection with the Acquisition, the Company received (i) a $765 million capital contr~ution in exchange for the issuance of 9,445 shares of


Class L Common Stock and 09 an $85 rail]ion capila] contribution in exchange for the issuance of 85,000 shares of Class A Common Stock.


Shares of Class L Common Stock had identical terms as the shares of Class A Common Stock, except with respect to voting rights, liquidation
preferences and conversion features, as follows:


Shares of Chss L Common Stock were non-votin~ whereas ench share of Class A Common Stock is entitled to one vote;


Each share of Class L Common Stock had a liquidation preference of $81,000 plus an amount equal to accrued and unpaid dividends at a rate of
10% per annum, compounded quarterly. Shares of Class A Common Stock have no liquidation preferences; and


¯ Each share of Class L Common Stock was convertible into one share of Class A Common Stock plus an additional number of shares of Class A
Common S~ock detcxmined by dividing the Class L liquidation preference at the date of conversion by the adjusted market value of each share of
Class A Common Stock as set forth in the ce~ificate of designation govemhlg such shares.


As more fully descr~q~.xl in Note 2, in connection with the Initial Common Stock Offering, the Recapitalization occurred. In connection with the
Reeapitalization, all shares of Class L Common Stock were converted into shares of Class A Common Stock and, along with all other outstanding shares of
Class A Common Stock, were renamed as common sleek.


Warrants
A portion of the consideration paid to Time Warner in connection with the Acquisition was in the form of two stock war~ants that were issued to Time


Warner. On May 16, 2005, in connection with the Company’s Initial Common Stock Offering, the Company repurchased certain warrants from Time
Warner for an aggregate
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purchase price of $138 million, which approximated fair value at that date. The repurchase of the these warrants had the effect of terminating all of Time
Wamer’s warrants as of the date of repurchase. As a result, the wanants were no longer outstanding.


Returns of Capital and Dividends Paid
In September 2004, the Company declared a $342 million dividend to its Class L common shareholders in the form of a note payable. The notv


payable was paid in October 2004 usIng proceeds received from a re~urn of capital previously invested in Acquisition Corp.


In connection with the Holdings Refinancing, the Company paid a $472 million return of capital to its Class L common shareholders, of which
$422 million was paid in December 2004 and $43 million was paid in March 2005. The remaining $7 rmqlian from the Holdings Refinancing was declared
and paid as a dividend to the Company’s shareholders inMay 2005.


On October 3, 2005, December 29, 2005, March 14, 2006, June 7, 2006 andAugust 31, 2006, the Company declared dividends on its outstanding
common stock at a rote of $0.I 3 per share. The dividends were paid on November 23, 2005, February 17, 2006, May 3, 2006, July 27, 2006 and October 20,
2006, respectively, except for the portion of the dividends with respect to unvested restricted stock, which will be paid at such time as such shares become
vested.


Daring the twelve months ended September 30, 2006, 2,568,505 shares of restricted stock purchased by or awarded to certain employees vested, and
employees of the Company exercised 872,009 stock options.


19. Related Party Transactions
The nature of the Company’s related party transactions has changed as the Company has migrated from a wholly owned operation of Time Warner for


all periods prior to the closing of the Acquisition to a stand-alone independent company, effective as of March 1, 2004. Accordingly, the following
discussion ofrdated party transactions highlights the siguifieant rela~ed party relationships and transactions that existed both before and after the dosing of
the Acquisition.


Post-Acquisition
Arrangements with the Jnve.~’tor Group and its dffiliat~


The Company entered into publicity, advertising and prom~ional arrangements with a certain television corporation that is owned by a member of the
Investor Group. This arrangement resulted in $15 million of expenses during the twelve months ended September 30, 2006 and resulted from a negotiation
that, in management’s view, reflects market rates. The Company also entered into a consulting agreement with an affiliate of the investor Group, which in
resulted in $1 million of expense during the twelve months ended September 30, 2006.


[n the normal course of conducting its business, the Company entered into various other transactions with the Investor Group and its affiliates. As an
example, employees of the Investor Group filled management roles on an inlerim basis while the Company was tmnsitiening to a permanent management
team, including the rote of Chief Financial Officer of the Company from June 2004 until December 2004. Such employees did not reeeive
any compensation from the Company for such services; however, a representative cost for such services in the aggregate amount of $280,000 was charged
to the statement of operations for the seven months ended September’30, 2004 with a corresponding increase in additional paid-in capital.
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In the normal co~rse of business the Company enters into arrangements to distribute the products of third parties. In addition, the Company enters into
joint ventures, and the Company distr~ntes the products of certain companies that are its joint vantme partners. During the twelve months ended
September 30, 2006 and 2005 the Company recorded revennes of $6 million and $9 million, respectively, in the statement of operations related to these
arrangements. Such distribution arnmgements are negotiat~l on an arm’s-length basis and reflect market rates.


Transition Services Agreements
In connection with the Acqnisition, the Company entered into a seller administrative services agreement with Time Warner (the "Seller


Administrative Services Agreement"). Under the Seller Administrative Services Agreement, Time Warner agreed to provide the Company with certain
administrative services, including (i) accounting services, (it) tax services, (iii) human resources and benefits services, (iv) information technology services,
(v) legal sercices, (vi) treasmy services, (vii) payroll services, (viii) travel services, (ix) real estate management ~ervices and (x) messenger services. The
obligations for Time Warner to provide those services generally expired on December 31, 2004. The amounts to be paid under the Seller Administrative
Services Agreement genaraily were based on the costs ine-arred by Time Warner in providing those administrative sexviees, including Time Warner’s
employee costs and out--of-pocket expenses. For the twelve months ended September 30, 2005 and the seven months ended September 30, 2004, the
Company ineun-ed $4 million of costs under these administrative arrangements. There were no costs related to transition services for the lw. eive months
ended September 30, 2006.


Management/Monitoring Agreement
In connection with the Acquisition, the Company entered into a management agreement with the Investor Gronp for ongoing consulting and


management advisory services. Pursuant to this agreement, the Company paid an aggregate of $75 million to the Investor Group nnder the management
agreement in connection with the Aeq~aisition and related original financing. These fees were apportioned between direct costs of the Acquisition (and
capitalized as part of the allocation of pv~reliase price) and capilalized debt issuance costs In consideration for ongoing consulting and management advisory
services, the management agreement required the Company to pay (or to cause Holdings or Acquisition Corp. to pay) ~e Investor Group an aggregate
annual fee of $ I 0 million per year ("Periodic Fees"), which was payable quarterly in advance. For the year ended Segtember 30, 2005 and the seven months
ended September 30, 2004, the Company recorded expense of $6 million related to this fee, and such amount has been included as a component of sdling,
general and administralive expenses in the accompanying statement of operations.


The Investor Group terminated the Management Agreement on May 10, 2005, and on May 16,.2005, the Company paid the Investor Group a $73.
million termination fee for the termination ofth? Management Agreement, which was reflected in the Company’s statement ofoperatious for the year ended
September 30, 2005.


Pre-Acquisition
As previously descried, the operations of Old WMG were under the control of Time Warner through the end of Febr~aw 2004. During this period, in


the normal course of conducting its business, Old WMG had various transactions with Time Warner and its affiliates, including the CD and DVD
manafactming and printing operations of Time Warner formerly nnder the management of Old WMG, real estate and marking arrangements,
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sub-publishin~ and administrative a~eemen~s, clearing accounts and international cash pools wit]fin Time Warner’s centralized cash management system,
participation in several Time Warner medical, stock option, pension, def~ compensation and other benefit plans for which Old WMG was charged an
allocable share of plan expenses, and certain genera] and administrative costs incurred in the management of those operations were allocated to Old WMG,
including legal, accounting, financial and information teclmo]ogy services. Cumulatively these arrangements and services resulted $19 million of expenses
recorded to sell.tug, general and administrative costs, $2 m~lion of expenses recorded to cost of revenues and $1 million of expenses recorded to interest
income during the three months ended February 29, 2004. Costs allocated to Old WMG are not necessarily indicative of the costs that would have been
incurred if Old WMG had obtained such services independently, nor am they indicative of costs that will be charged or incurred in the future. However,
management believes such allocations are reasonable.


Additionally, Old WMG entered into licensing arrangements with Time Warner and Time Warner affiliates. Revenues from these arrangements
amounted to $2 million during the three months ended February 29, 2004 and reflected terms r~sulting from a negotiation between the units that, in
management’s view, result in a reasonable basis.


20. Commitments and Contingencies


Leases
The Company occupies various facilities and uses celtain equipment under many operating leases. Net rent expense was approximately $33 million in


the year ended September 30, 2006, $37 million in the year ended September 30, 2005, $24 million in the seven mouths ended September 30, 2004, and
$13 million in ~he three months ended February 29, 2004.


At September 30, 2006, future minimum paymentS under non-cancelable operating leases (net of sublease income) are as follows:


September 30,
2006


................................................. ~ .................................................................................... (BI millians).


~008 ............................................................................... . ..................... 5.4


2010 49


Thereafter 171


The future minimum payments reflect the amounts owed under ]ease arrangements and do not inc]ude any fair market value adjustments that may
have been recorded as a result of the Acquisition.


Guaranteed Minimum Talent Advances
The Company routinely enters into long-term commitments with artists, songwriters and co--publishers for the futme delivery of music product.


Aggregate firm commitments to such talent approximated $481 million and $369 million as of September 30, 2006 and 2005, respectively. Such
commitments are payable principally over a
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ten-year period, generally upon ddivexy of albums from the a~ists or fum~ musical compositions by songwrilers and co-publisheas.


Other
Other off-balance:sheet, fa-m commitments, which include lctlexs of credit and minimum funding commitments to invcstecs, amounted to


approximately $47 million and $50 million at September 30, 2006 and 2005, respectively.


Litigation
Radio ~Promotion .~ctiviti~,


On September 7, 20~, Novcm~ 22, 20~ ~d M~ 31, 2005, ~� A~o~¢~ G~ of~¢ S~t¢ of New York s¢~ ~� Comfy ~
for ~fo~afion ~ co~on w~ ~ ~du~ide investiga~on of~e relationship b~n music comp~es ~d ~o ~tions, ~c]u~g ~e nse ~
~de~t ~omote~ ~d acco~g for ~y s~ payment. ~� ~v~gafion was p~ to N~ York Exec~ve ~w ~63(12) ~d N~ York
Bns~ess ~w ~349, ~ ofw~ me ~nsmor fiaud m~es. On Novemb~ 22, 2005 ~e ~mpany ren~ a se~]emnt w~ ~e Aflo~ Gen~ ~
co~e~i~ wi~ ~s Mve~gatM~ As pa~ of~ se~L ~e Comfy a~ to m~e $5 ~]ion in ~ble paints ~d to abide by a ]~t of
pe~ss~]e ~d impemss~le pmmofioml a~ivifies. ~e A~o~ey Gen~ has also r~ch~ s~e~a~ wi~ ~1 of~¢ o~er major music.co~es M
co~ion wi~ ~s inve~gafio~ Two ~de~d~t ~ls Mve filed relm~ ~fi~st suits again~ ~e ~mp~y ~le~g ~at i~ radio p~mofion ~fivifies
~e ~ficump~five. R~lRecor~, 1~ v. Warner ~sic Group, a aL was ~ ~ M~ 21, 2~6 ~ U.S. Dis~ict ~ ~ ~e ~ ~mi~ of
~fo~ W¢~ Division. ~R ~ec~dv, Inc. x Warner ~ Group, ~ aL ~s ffl~ on M~ 28, 2006 ~ U.S. Dis~ict Ccu~ ~ ~ ~M Dimi~ of
~lifo~a, We~ Division. ~ ~mp~ filed a Notice ofR~at~ ~s¢ ~dwns ~c~ ~ hav~g ~ of ~ese c~es ~n~t~. ~ May 16,
2~6, ~ Comply filed a Motion to D~ss ~ bo~ cases. ~ ~ob~ l 1, 2~6, ~ couA ~ ~e Comp~y’s Motion to Dis~ss as to ~e an~
claims bm ff~t~ ~� mtio~ wi~ l~ve to ~en~ as to ~¢ state to~ clam for ~t~ ~ ~os~fiv¢ Economic Ad~nmg¢. ~ ~o~r 24,
PlaM~s filed ~nded ~mp]~, a~p~g to c~� ~e d~s in ~e~ ~ cla~. ~ ~mp~y ~tends ~ defend aga~st ~ese l~s~ vigo~us]y,
but is ~able m pre~ct ~e outcome of~e~ suit. ~y litigation ~e ~mpany may become ~volv~ ~ ~ a r~lt ofi~ seulement wi$ ~e Ano~y
~mL ~gm~s of~� ~ of~e cla~, cculd ~ cosily ~d ~v~ ~� time ~d mo~ ofm~agemcuL


Pricing of Digital Music Download~
On December 20, 2005 and Fcbrtmry 3, 2006, the Attorney General of the Sla~e of New York served the Company with requests for information in


the form of a subpoena duces tecum and subpoena ad testifieandum in connection with an industry-wide investigation as to whether the practices of
industry pmlicipan~ enneeming the pricing of digital music dowrdoads violate Section I of the Sherman Act, New York State General Business Law §§
340 et seq., New York Executive Law §63(12), hnd related statutes. On February 28, 2006, the Amitmst Division of the U.S. Depa~ment of Justice served
the Company with a request for information in the form of a Civil havestigative Demand as to whether its activities relating to the pricing of digitally
downloaded music violate Section 1 of the Sherman Act (15 U.S.C. Section 1). The Company has provided documents in response to these requests and
intends to continne Io fully cuoperate with the Attorney General’s and Department of Justice’s indust~-wide inquiries. Subsequent to the announcements of
the above governmental investigations, a total of thirty putative class action lawsuits concerning the pricing of digital music downloads hav~ be~n tiled. On
August 15, 2006, the judicial paud on Mnltidistriet Litigation cunsolidated these actions for pre-trial
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proceedings in’the Southern District of New York. The lawsuit~ are all based on the same general subject matter as the Attorney General’s request for
information alleging conspiracy among record companies to ftx prices for downloads and, according to some of the complaints, protect allegedly inflated
prices for compagt discs. The complaints seek unspecified compensatory, statutory and treble damages. The Company fried a motion to dismiss Plaintiffs’
amended claims for interference with Prospective Eennomie Advantage on November 13, 2006. This motion is scheduled to be heard on January 29, 2007.
Discovery is proceeding. The Company intends to defend against these lawsuits vigorously, but is unable to predict the outcome of these suits. Any
litigation the Company may become involved in as a re .sult of the inquiries of the Attorney General and Department of Jnstice, regardless of the merits of
the claim, could be cosily and divert the time and resources of management.


Other Matters
In addition to the matters discussed above, the Company is involved in other litigation arising in the hormal course of its business. Management does


not believe that any legal proceedings pending against the Company will have, individually, or in the aggregate, a material adverse effect on its business.
However, the Company cannot predict with certainty the outcome of any litigation or the potential for future litigation. Regardless of the outcome, litigation
can have an adverse impact on the Company, including its brand value, because of defense costs, diversion of management resources and other factors.


21. DerivativeFinanclai lnstrnments
The Company has exposure to changes in foreign currency exchange rates relating to the cash flows generated by its international operations and


exposure ~o changes in interest rates relating to floating-rate borrowings under its senior secured credit facility. Consequently, the Company uses derivative
financial instruments to manage such risks. The following is a summary of the Company’s risk management strategies and the effect of those strategies on
the Company’s financial statements.


Interest Rate Risk Management
The Company uses interest rate swap agreements Io manage the floating to f~xed-xate propo~ion of its debt portfolio. In particular, under its senior


secured credit facility, the Company is required to maintain a fixed-to-floating debt ratio of at least 50% of its actual funded debt through at least
April 2007. The Company enters into interest rate swap agreements in order to hedge the variability of expected fu~re cash interest payments. Under
interest rate swap agreements, the Company agrees to receive floating-rate payments (based on three--month LIBOK-rates) in exchange for fixed-rate
payments for a fixed term through May 2009. As of September 30, 2006, the Company had total notional amounts hedged under these agreements of $897
million.


The interest rate swap agreements have been designal~d as a cash flow hedge oftbe associated variability in thlure interest ~ayments. As such, the
agreements have been recorded at fair value in the accompanying balance sheet and the related gains or losses on the agreements are deferred in
shareholder’s equity (as a component of comprehensive income). These deferred gains and losses are recognized as an adjustment to intere~ expense in the
period in which the related interest payments being hedged are made and recognized in income. However, to the extent that any of these enntraets are not
considered to be perfectly effective in offsetting the change in the amount of the interest payments being hedged, any changes in fair value relating to the
ineffective portion of these contracts would be immediately recognized in income. The Company has not had any ineffective amounts related to interest rate
swaps.


For the year ended September 30, 2006 the Company recognized approximately $6 million of income on its interest rate swap agreements, which
have been classified as a component of interest expense in the
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accompanylng’statement of operations. For the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company recognized
approximately $4 million and $2 million,.respectively, of expense on its interest rate swap agreements, wlaich have been classified as a component of
interest expense ia the accompanying statemont of operations. The Company has not recognized any material gains or losses relating to ~ ineffective
portion of the agreements- At both September 30, 2006 and 2005 the Company had deferred approximately $7 rmqlion of net gains on its interest rate swap
ao~eements in s.hareholders" equity, of which approximately $8 million is expected to be recognized to income in fiscal 2007, and the remainder over the
following two fiscal years.


The Company monitors its positions with, and the credit quality of, the financial institutions that are party to any of its financial transactions. Credit
risk related to interest rate swaps is considered low because swaps are entered into with strong ereditworthy eoanterparties and are limited to the net interest
payments due/payabhi for the remaining life of the swap.


Foreign Currency Risk Management
Historically, the Company has used, and continues to use, foreign exchange contracts and foreign exchange options primarily to hedge the risk that


run.mitred or future royalties and license fees owed to its domestic compaeies for the sale, or anticipated sale, of U.S.-~opyrighted products abroad may be
adversely affee_l_ed by .changes.in foreign eurren.ey ex.c.han.ge rates. The Company focuses on managing the level of exposure to the risk of foreign carroncy
exchange rate Iluctuattons on ~ts major currencies, which ~nclude the euro, British pound sterling, Japanese yen, Canadian dollar and Anslralian dollar. In
addition, the Company currently hedges foreign currency risk associated with financing ~-ansactions such as third party and inter-company debt and other
balance sheet items.


For.royalty related liedges, the Company records foreign exchange contracts at fair value on its balance sheet and the related gains or ]osses on these
contracts are deferred in shareholder’s equity (as a component of comprehensive income). These deferred gains and losses are recognized in income in the
period in which the related royalties and license fees being hedged are received and recognized in income. However, to the extent that any of these conmacts
are not considered to be perfectly effective in offsetting the change in the value of the royalties and license fees being hedged, any changes in fair -value
relating to the ineffective portion of these contracts are immediately recognized in income, and have been immaterial. For hedges of financing ~ansaetions
and o~er balance she~. ite.,ms, hedge ga. ins and losses ~ taken directly to th? statement of operations since there is an equal and offsetting statement of
operations entry relatext to me underlying exposure. Gains and losses on foreign exchange contracts generally are included as a component of other income
(expense), net, in the Company’s statement of operations.


As of September 30, 2006, the Company had outstanding hedge contracts for the sale of $419 million and the purchase of $163 million of foreign
currencies at fixed rates. Further, as of September 30, 2006, the Company had approximately $0.2 million of deferred net gains in comprehensive income
related to foreign exchange hedging. The Company had approximately $1.5 million of deferred net gains in comprehensive income related to foreign
exchange hedging as of Septeraber 30, 2005.


Warrants


The Company recorded unrealized gains related to the warrants issued to Historic TW as part of the purchase price of the Acquisition of $17 million
for the year ended September 30, 2005. On May 16, 2005, the Company repnrchased the Three-Year warrants from Historic TW at a cost of approximately
S138 million, which approximated fair value at that date (see Note 18).
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22. Segment Information
As discussed more fully in Note 1, based on the nature of its products and services, the Company classifies its business interests into two fundamental


operations: recorded music and music publishing, hat’on’nation a.s to each of these operations is set forth below. The Company evaluates performance based
on several factors, of which the primary financial measure is operating income 0oss) before non-cash depreciation of tangible assets, non-cash
amortization of intangible assets and non-cash impairment charges to reduce the carrying value of goodwill and intangible assets ("O1BDA"). The
Company has supplemented its analysis of OIBDA results by segraant with an ana]ysis of operating income (luss) by segment.


The accounting policies of the Company’s business segments are the same as those described in the summary of significant accounting policies
included elsewhere herein. The Company accounts for intersegment sales at fair value as if the sales were to third parties. While intereompany transactions
are treated like third-paay transactions to determine segment porformanee, the revenues (and corresponding expenses recognized by the segment that is
counterparty to the transaction) are eliminated in consolidation or combination and, there, fare, do not themselves impact eunsolidated or combined results.


During 2004, in cormeetion with the Acquisition, the Company changed its methodology for allocating certain corporale costs and assets to its
business segments. Accordingly, the Company has restated its operating performance and asset measares for all prior periods to reflect its new
cost-allocation methodology on a consistent basis.


Seven Months Three Months
Year Ended Year Ended Ended Ended


September 30, September 30, September 30, February 29,
2006 2005 I004 2004


....................................................................................................................... ~in~nilllons)..:.:.::_.. :-..- -.: .- -: .:-:-:::.. :::::.::::::: -::::.: :.::


g .e£ord .ed music. ......................................................... $_ .... .3,0.0.~. ........ $ ...... .2,924 .......... $ ....... .1.,.4~9 ............. $ .......... 6.3..0.
Miis~i~’ptiblisliiia~. ::: :~;~::::’~.":~~:;~:: ::;~;-~:~::;-::~::- ~ ;i:: .:~:~-"~ ;~ i:.i:-::: ---i::::. ::. :-:: 538:: :-%: ::ili:: ; :.~.:::::-60"~::ii-.-..::.. ~ -.:-:. i:: : :348 :.~::~..::~ :: ~-.-~q-:~.~:":;i:::i:l 5:7-~
Corporate expenses and eliminations                                  (27)              (29)               (8)                     (8)


Music. publishing ............................................................................. !4.4 ................ 141 ....................... 87 ...................... 38.
~6i’~r~t~’e~ehs’~:i!~:’ii’.i:.i!:..~i.!:.:.ii :--’:-!i!-’!:;::i:-’;:i!i::" i~!i _:!~ i!:!i’-:.~-.:~;:i:.~ ;!’i:!:i~i;;!:.~.~J 0"6):.’."-’- :-:: ::-~!:.-:? :.([99~:’--:’i :-:: .:: :.::’:i:. : i::.(.49):::~~’i: ~ )?-:.:’!.:i:.;:.:-!’!..;:i :~15)"


Total OIBDA $ 518 $ 322 $ 158 $ 61


(a) The comparabilivJ of O1BDA by business segment for all periods presented has been affected by certain significant Wansactions. See Transactior~r
Affecting the Comparability of Operating R~s’ults presented hereinafter.
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Seven Months Three Months
Year Ended Year Ended Ended Ended


September 30, September 30, September 30, February 29,
2006 2005 2004 2004


2.7. ...... .~. ............. ..3..2. ........ .~ ............... 23 ................. .~. ............. !!
Mii~i~-’~btis~]fi~:~:.:. ~" "~ :~ ::::~ .~ "’:~ :~-~-:’: "~:::~:~::.:’;.~’::~:~:~:~-"2~:~::~:~:::~’ :-; "~:-"’:::’~ :-::;’:~::~-:2::~:" ’i’:~.i :~-:ii~:: :: :: :~2 :: :~;2 ~: !.:2 ~;~: ~:~ :~.-’: ’~i~::’~: ~:.~ 5 :-~:::-~:~:’~’:~::’:;~’-":~::’-:" "3"~:~" :-;~;:~:~ :~-::-~.::’:’~’: :" -::’:-;~ ::’~.:~:’t
Corporate                                                                  12              14             10                   4


Seven Months Three Months
Year Ended Year Ended Ended Ended


September 30, September 30, September 30, February 29,
2006 2005 2004 ~OM


........................................................................................................................................ (in ml~lloos) ........................................


Recorded music $ 136 $ 133 $ 73 $ 36


Corporate ....


Seven Months Three Months
Year Ended Year Ended Ended Ended


September 30~ September 30, September 30, February 29,
2006 2005 2004 2004


.................................. (in millions) ..........................................


Recorded music $ 317 o$ 215 $ 24 , ..$ ................ (9)
~n~’i~iblis~’;:" : - ".: ":. ::: ~: :" :~ i:- - . ." - .:-:-: :: ".-: -:~" ::i .L -" :: -!~]-#::" !::!--’:::: ::.:.:’:: ’-:i~2:.~--":i".-:~i’:::;LLi::i:~::’i::.~:i:::?~’:::~..: :~:.~::~:.:.
Corporate (118) (213) (59) (19)


(a) The comparabilily of operating income (loss) by business segment for all periods presented has been affected by certain significant transactions. See
Tram’actions Affecting the Comparability of Operating l?t~s~ult.s¯ presented hereinafter.


Seven Monflts Three Months
Year Ended Year Ended Ended Ended


September 30, September 30, September 30, Febru~’y 29,
2006 2005 2OO4 2004


......... (in..m..ii~.og~) ..............................
Re.~.o.q~!.l.!~j].o.~:9.~..0.’.lBD~:~o...Op.er.~.~i~g ~.o~13~.s.~}’! "::.::: k:. ":: 4:. !.:: ~! : :.:’:!:::~.~:’i: ::!:i~:.::’:.: :.:-i!’!~:: ::.:5--:: :i::.:!.:~ ~ !.::.F.]-:.::-:.-~-i ::!:’:..: : :~ :.:::~ i.-:- ~ :: ~ :. : :~
O[B.D..&................................................................. $. ..... 5.18 ...$ ........ 3.22...$. .......... 1.~.8. ........... .8 ............ 6.~..
D~r~ifftibfi 8:ipS~iss:: "::~ :!:-: ~’:~-~" -.i:.’..."~ .’: ::"~:~. : : ~ "-~:i-: ::. ::~.: - ":!:i:’!::: . :: .-::--: ~i" - .~42)~ ~ :!’i:-!" -: :i: "(51)-~ ...:::..-!::~::’:::i::i(30"~:--~’" "-"-~:~;:..’!’::i:-:-:~
Amortization expense (193) (187) (104) (56)
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Transactions Affecting the Comparability of OIJerating Results
The comparabflily of OIBDA and operating income (loss) by b~sincss segment for all periods presented has b~en affected by cextain transactions,


consisting of a management agreement termination lee in the year ended September 30, 2005, restructuring activities in the year ended September 30, 2005
and the seven months ended September 30, 2004. The effect of such lransaetions that was included in OIBDA and operating income (loss) by business
segment is summarized below:


F’i~cal Year Ended Senteml~er 30.


................................................................................................................................................................. (~.~il~o~) ...............................
~6~~~6~f m~6~ ~d~nf.::::~:--:~:~::-~:~-:~:..~-~~:~:~:~:~ :~:~::~:.~::: ~::~:~::-:~:~::~-:~:~:~ ~::~-::~:::~ :~.:~:~:~:~.~:~-~:~:~-~;~:~73)~:~
ges~c~g co~ts                                                                  (7)         ~           ~


Seven Months Ended Sentember 30, 2004
Recorded Music


.......................................................................................................................... (in millions) ..              "


Total asse~s and capilal expenditures by business segment are presented below:


September 30, September 30,
~ 2005


(in mllllons)~      . .....
;4s~s.::- i: :.:i--::i ~::~: ~ : :.-::.’ ::-:::::--- :~-:~ .;-~: :~-:.:.:: :-:.:~: ;:~:.~:::~-:~ ::: ..?~::: !::::~:~ ~: .~~:~-::~.~:~:::: ~.::.:.::~- - ~::!::~?:’~:;i :.-: .!: ~ " ~i;~:-; ~
Recorded music. .........................................................................$ .........2,664 ............ $ ........ 2,51.7
l’~i’~blislili~g:!..:.:’:~i:.~!.i::.ii’~ "-:; :+ii: ~-:’:~:":::-~’:::i;-:i ;: ,:~.~!.’i-~: ::.’~:’:~::i~:.’;.! : !~ ~:~ -:i~’~.:.!:~:! "’i-":i:~i:.:’:.i:::: 1~62"1~i-:.’:.:.’~:~i.:::i
Corporate (a) 235 336


(a) Primarily includes f~xed assets.


~q~’~’~gr Predecessor
Seven Months. Three Months


Year Ended Year Ended Ended Ended
September 311, September 30, September 30, February 29,


~in m~llons)


¯ Recorded rausi~ ........................................... $. ...... 23. ..... $ ......... 22 ........ $ ......... Et ................. $ ............. 2
~d’n~]6piablishin~;i’::~ ?."! :::.: !::?.: :::::i!.’:-:’:..-:i:-.~.:.:.: :...::.: .:::L-%:::;:::?:?.-:’::’:.! ?..:: ~;:: ::’:2-! ; :!:::7 : ::~ ;:::::?!::::’.2-!:/:~!! "i!-::!-":!~::. :!a~. :L:.:’.~:.:’!-~.:: :!/. :.:~ .-"-::~!~-~:
Corporat.e                                                        5               6               3                     1


Tota].i.;fipit~lexlSdfidifiir~’.:::~’;~ :::~’: :’:’:::-~- ~.!;:.:..:::-" :’.:.:::~:i::" ~:! :::::’:!::(~i:: ::.:~.$ .:-: "i:::~ ~0: !:;:~ ! :.- :$:. ~: ":~::. :.-::3~.’-:::’?::! !:!:’$ i’i!:.:":’::’::~5:!~:: :!:. :. :~:::~!::.i:.-:-~$...-::’i~’! "~ :~3
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Revenues and total assets relating to operati6ns in different geographical areas are set forth below:.


Seven Months Three Months
Year Ended Year Ended Ended - - Ended


September 30, September 30, September 30, February 29,
¯ ~006 2005 . 2004 2004


.................................................. . ................................................................................................ ~!~.m.!!!i.9.~..) ....................................................


Dnited States ....................................................................................$ ........ L.7...03 ............ $ ........ 1 ~6.7.5 ............$ .........848 ........................ $ ......... 33.4


Germany...................................................................................... !.9.5 ./ ..................... 215 .......................... 12.4 ................................... ..43.
Fal~:!!!!;:.!!:.:i!iii.’-ii~i:.!’!~-:!i!-i;i!!i;;i~:.:.:.iii: iii.:J:i~:.i:iii!.!i:ii!:i-:iii’ii:’::i::.:i!.i::.:.i:.’i~!:i~i!.iiii! ii:.!i:.!~ :.!i::i~2~:.!i~i!:!;:~.!i~:iiiii::.~i.~:.i::~.~!!::.::;i~i!:i:.~i!::!;:~::!!:.::
Fr .a~.e.e. ......................................................................... 254. 241 . 112 ...............
l~i~3i:::!-.::::-:;:~:.’-:!:’:;.-’~!:-:.:!:-!.!!!h .-’:-.:.:’:~!!!:..!:’-::’!--!!-::.::!!!!:;.::.: ..:’!-!~: ;!.!~- !::::::-!!i;.-’!:!’!;-:.’-" !;~!:!::::~::!::’L’I!5:~!-::-:!!::!:;!:;:!"-!:;::-’.’:’T21
Other international 628 693 303 158


(a) Revenues are attributed to countries based on the location of customer.


September 30, September 30,
2006


........................................................................................................................................ (!q.m.!!uo.~s) ....................
~et~:~’~;~-::~--; ~’..F.:~..~:~’~::~:~:::~ ~.;~-:’-;:~i~.~: :;~L::WF::~::;--~;~:~’~i ~;~ ~:~:.:::~:.:: .::;: ~::~:~i~;:- ~: ~: : ~;~::;" " : ~ ~ ~-:    : : :-    :: .i - : :
Uxfite~t Stat~s ................................... $ ....... 2,5~6 ................. $ ........ 2,59.7
Unii~g~:.:ii:ilil.;i~ii:-:~i~-:ii:~i~i~i:. -!iiii:~ii i’iii~i~!i.i?.!i ii:iii~i;i:;i.!!~i:~.i~i.~!:i!:~i~!i~i?~i!:~i~i!~...:ii:!?ii:...i~:i:i!:i~iii.~.i:~.‘3~.~:~
Germany ............................................................................................................................... 20.~ ....................... 210


France 227 225
IGl~:::::~::::~!~i~:~:.~!:.:~i~:’?!’-:~!~i~i .:.:::!i~!:!~::::!~:~::i:i:!:r~i~::::.::::~ :::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: i~.~:~!i! !~::. :-:~i:~:~:~?:.:.~:
Other international 747 688


23. Additional Financial Information
Time Warner Accounts Receivable Securifization Facility


Prior to the Acquisition, Old WMG, through its WEb, Corp. subsidiary, participated in one of Time Warner’s accounts recei~cable securitization
facilities. Such facility provided for the accelerated receipt of approximately $450 million Of cash, in the aggregate, on available accounts receivable. In
connection with this securitization facility, Old WM~ sold, on a revolving and nonrecourse basis, certain of its accounts receivable ("Pooled Receivables")
to a qualifying Special Purpose Entity ("SPE") which, in turn, sold a percentage ownership interest in the Pooled Receivables to third-part3’ co..m~., ereial
paper conduits sponsored by a financial instifutiun. The receivables were sold to the SPE at net realizable value, after any loss due to uncollectibihty was
recorded by Old WM~. These securitization transactions were accounted for as a sale in accordance with FASB Statement No. 140, "Accounting for
Transfers and Servicing of Financial Assets and Extinguishment of Liabilities;’ because Old WMG relinquished control of the receivables.


When the receivables were sold to the SPE, Old WMO recorded a retain~cl beneficial interest in the SPE and an intereompany receivable from Time
Warner representing the cash portion of the proceeds received by Time Warner on the sale for which there was no obligation to repay. The retained.
beneficial interest, which was
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adjusted to reflect the portion of receivables that was not expected to be collectible, accrued interest at a rate that varied with prevailing market interest
rates. For this reason, and because the accounts receivables underlying the retained ownership interests that were sold to the qualifying SPE were generally
short-terra in nature, the fak value of the retained beneficial intereSt approximated its carrying value at November 30, 2003. The cost of the retained
interest, offset in part by the related interest income earned on the retained interest, was borne by Time Warner. in December 2003, in anticipation of the
closing of the sale of Old WMO that occurred �ffective as of March 1, 2004, Old WMO’s paxticipation in Time Wamer’s securitization facility ceased.
Accordingly, the receivables sold to the SPE were re-pmchased by Time Warner and transferred to Old WMG in satisfaction of the retai.n, ed interest and
intercompany receivable.


Cash Interest and Taxes


The Company made interest payments of approximately $I 41 million during the year ended September 30, 2006, $151 million during the year ended
September 30, 2005, $56 million during the seven months ended September 30, 2004 and $3 million during the thre~ months ended February 29, 2004. The
Company paid approximately $66 million, $51 million, $31 million and $27 million of foreign income and vdthholding taxes in the year ended
September 30, 2006, the year ended September 30, 2005, the seven months ended September 30, 2004 and the th_r~ months ended February 29, 2004, -
respectivdy. The Company received $11 million, $6 mi]linn, $2 million and $1 million of foreign income tax refunds in the year ended September 30, 2006,
the year ended September 30, 2005, the seven months ended September 30, 2004 and the three months ended February 29, 2004, respectively.


Old WMG made interest paymenta of approximately $10 million during 2003. Old WMG paid approximately $80 million of foreign income and
withholding taxes and received approximately $8 million of foreign income tax refunds in the year ~dcd November 30, 2003. Old WMG did not reimburse
Time Warner and its affiliated companies for any payments of federal, state and local incoma taxes made during the year ended November 30, 2003.


Non-cash Transactions
There were no significant non-cash activities for the years ended September 30, 2006 or September 30~ 2006.
Significant non-cash investing activities for the seven months ended September 30, 2004 included the alloczition of the purchase price paid in


connection with the Acquisition, as more fully described in Note 5. In addition, significant non-cash financing activities for the seven months ended
September 30, 2004 inc]uded 1he declaration era $342 million dividend to the Company’s shareholders in the form of-a note payabl�. Significant non-cash
investing and financing activities during the three months ended February 29, 2004 included the non-cash recapitalization of ceztain inter-company
receivables and payables between Old WMG and Time Warner, as disclosed in the statement of shareholders’ and group equity.
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2006 QUARTEI~LY FINANCIAL INFORMATION
(unaudited)


The following table sets forth the quarterly information for Warner Music Group (in millions, except per share data).


Three mnnth~
September 30, June 30, March 31~ December 31,


Co~,~..~nd.~pen~. ...............................: ..............::.:.::::. ........ ...........::::..:. ................. .......... .......
":’"’::’:’-~"~’:~’::::~:~:~’::"~": "::::~:~ ................M .......................................


.......... s#.’.m.g, g~.n...~....~..~ .~.~i.s~..fi~e...*.x .p~..~ .....................................................................(.3 ~.4) ...............(30.1) ................ (2..~..~) .........................(.3.23.)
Amortization of intangible assets (50) (48) (48) (47)


Operating income 66 28 45 144


~.qu .’.~y.: in.the.gains .of¯~.equity.-method investees .......................................................................~ ............... ~ ...........................1 .................... .-~.....


income (loss).before.income.taxes ................................................................................ 21 ................ (16) ................. .3 ........ 99.
Inc ~r~ ~ .~&; ~p ~i~ e) b~fi~fii~-:.~:i’~: i li:.~:!:i i’i:.:: !’iii~i:-~i’~::: ;; i:i. i::. i.~i!.: ::i:::: :’::ii’i: ~i’i~ :~ i i;i~. ~i :: :iii:~ i i!iil;::::.~- ;::::::’:: ~’. ::: i :(~:.~;~-


Net i~come 0oss) $ 12 $ (14J-’ $    (7) $ 69


Basic $    0.08 $ (0.10) $ (0.05) $    0.49


DitfiYdd::;.::::!~:!:.:?:i.:~:’~:::’.!!~;::"..::":.::::: ::-.::~:::.~ ::-:.-:; ~!-::.!;~:’~!!~:!?:-=::-i::::i~:;~:~!-:!i!:i~.!:~!-"~.!~ !:::.~.:.;!::.:.i:~::b::!!:.!::.gL:.~!;?:~!08:~:: i-::-:i!::: :$:.~0:~):b~!~:r~$:b:i(0:(~Sy~:.!!~::-;:.$:!!:.:.


Diluted 151~ 143.7 !41.9 150.5


full fiscal year.
(b) The three months ended September 30, 2006 include certain non-recurring recorded income of $13 million, related to management’s estimate of the


amount that will be paid to us, net of amounts owed to artists in respect of royalties, as a result of the settlement of international copyright litigation
claim against the operators of the KaZaA peer-to-peer network.
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2005 QUARTERLY FI!~ANCIAL LNFORMATION
(unaudited)


The following ruble sets forth the quarterbJ information for Warner Music Group (in millions, except per share data).


September 30, June 30, March 31~ D~cember 31,
200~(a) ........... ~ .......... ~ ............ ~.


C~m ~d.*~e~. ...................................................................................................................................................................................................


..... :...~.,~ ~.~ ~,~x~..~.~(0. .........................................................(~#~) ................ (~) ...............(~) ........................~


.....~o~fion of ~t~g~le assets .................... ..........: .............:. .........::. ..........: (47~::.....:....:.:::.07~ .......-: : -. :-:::.~D.:-:: --- -:. :- -: ........:~.


Operating (’loss) income 19 (92) 27 130


Nel loss $ (30) $ (179) $    4 $ 36


Basic $ (0.21) $ (1.41) $ 0.04 $    0.33


bli~i~i!-:::.;-!::;i :!:;’:.~ii:~i:[i:!::.~!.i:i:::- -~i;::il;i;7;-::.~ ii:. :-::i :.;ii.>: :i;[::i;ii.~.:i:.~ii::::?.i::;::-:i::{::;~i ::i::$:~"-;{’-i~b.-2iji:~::-:--ii:::i:~i~i4 t~iiii:: i:.-:::~: ~..0.6~.i ::ii:-.i. $~[.-


Diluted 141.2 127.0 123.5 115.3


full fiscal year.
(b) The three months ended June 30, 2005 include one-time compensation expense consisting of a $10 million one-time bonus to employees related to


the Company’s lnitial Common Stock Offering and $19 million of one-time payments to holders of restricted stock and stock options primarily to
compensate them for certain amounts related to stock awards issued at prices that were below fair value at the gram date.


(c) The three months ended September 30, 2005 include certain non-recurring charges of $24 million incurred in connection with the departure of the
co-chairman of The Atlantic Records Group and the expensing of certain amounts paid in connection with the acquisition of the remaining interest in
the Lava Records joint venture.
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Warner Music Group Corp. (the "Company" or "Parent") was formed by a private equity consortium of Investors (the "Investor Group") on
November 21, 2003. The Company is tim direct parent of WMG Holdings Corp. ("Holdings"), which is the direct parent of WMG Acquisition Corp. ("New
WMG" or "Acquisition Corp."). New WMG is the successor to substantially all of the interests of the recorded music and music publishing businesses of
Time Warner Inc. ("Time Warner"). Such predecessor interests formerly owned by Time Warner are hereinafter referred to as "Old WMG" orthe
"P~zxleeessor". Effective March 1,2004, Old WMG was acquired from Time Warner by a private consortium of investors for approximately $2.6 billion.


Holdings issued (i) $250 million principal amount of Flenting Rate Senior Notes due 2011 (the "Holdings Heating Rate Notes"), (ii) $397 million
principal amount at maturity of 9.5% Senior Discount Notes due 2014, which had an initial issuance discount of $147 million (the "Holdings Discount
Notes’) and (ii~ $200 million principal amount of Floating Rate Senior PIK Notes due 2014 (the "Holdings P1K Notes," and enllectivcly, the "He]dings
Notes"), which had an initial discount of $4 million. In June 2005, using proceeds from the Company’s Initial Common Stock Offering and approximately
$5"/million of cash on hand, Holdings redeemed all of the Holdings Floating Rate Notes, all of the Holdings PIK Notes and 35% of the aggregate
outstanding principal of the Holdings Discount Notes. The remaining Holdings Discount Notes are guaranteed by the Company. These guarantees are full,
unconditional,joint and several. The followIng condensed consolidating financial statements are presented for the information of the holders of the
remaining Holdings Discount Notes and present the results of operations, financial position and cash flows of (i) the Company, which is the guarantor of the
remaining Holdings Discount Notes, (ii) Holdings, which is the issuer of the remaining Holdings Discount Notes, (ii) the subsidiaries of Holdings and
(iiO the eliminations neeessmy to arrive at the information f~r the Company on a consolidated or on a combined basis, lnvestmants, in consolidated or
combined subsidiaries arc presented under the equity method of accounting.


The Company is a holding company with no independent operations or assets other than through its imerests in its subsidiaries, such as Holdings and
Acquisition Corp. Accordhagly~ the ability of the Company to obtain f~nds from its subsidiaries is restricted by the senior seined credit facility of
Acquisition Corp., the indenture for the Subordinated Notes issued by Acqu.isifion Corp., and the indenture for the Holdings Notes.
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September 30, 2006


Warner WMG WMG W~rner Music
Music HoldLqgs Acquisition Group Co~p.


~ ~ Cor~. ~ Consolidated
................................................................................................................. (in .milli .o.ns) ...............................................
~S~p.ts~.~:~E:.:.~’~:.:.:~::,::.:.k"’~:.::k:. ~".::’~:’::":::.-’::’T:~:"" :’~::~-L:’~-~ ";~::~7~2:’7~:::’~ ~;~:.~:~ ":~ ~: ~kL~::~:~i-:~:"Y:~Z~:~:~!:!:’~!!2.! ::£-:Z~ = .!. ~:.:~! ..:-!!:’:!"!::’.Y’k:.~!:’:~!:.L::.!:"~i!:!!..!


........ Shorl .-.term investments ..............................................J 8. ....................~ ........................~ .......................---. ..................................18


.... Acq.o~nts xe~e~able~ ~aet ..............................................-=. .......................-- ......................58,5 .......................-:- ..........................585


Royalty advances expected to be recouped
............ _w.ithin..o~..y~ar. ..............................................--. ....................~ .................191 ..............-~- ...................~.~!


.;~!~i:;i~Diff~e:~t~ ~a~s~A~Z:.:..!!:i-i::~ :?~::.7:::..:L::?:- :::::::::::::::::::::::::::::::::::::::::::::: ::.::.:; ~:~?..i.~..:~.i;:~:.:!:i‘..i~i:~.::~!}~:.:!:.!i~:~:~:.~::..~.45~:.i~.~.~i..!:.~i::!.i.:.~i:...i~.i~....:.~}:.~!~i~!~!!~ :i
Other curreaat assets -- 35 -- 35


Royally advances expected to be ~econped after
... on.~.y..~r. ................................................................................~ ...........................~ ...................207 ....................-- ............................2.07
li~ve~t~it~ lit: ~hd ~’d~i~.~ io :.(fi’iSi~) ~oh~DIii~it~d:. :~::..:.! :::.::!:~ ":~:L :~::;:.-;;~: :::~:..’: ========================= :::::~i::-:i :i ::.i: :~:: ~ ii;i~ .::-::i!!::.i:::.’~::i:!!iiii~:.i.::::~~:~i:. !:~:: -:~:.i ~:~::~:~::::::~:~i:
~i:i~iibsJdiad~i-::!:~’::ii;i:ii:ii:.iii!~!:!.-:.-::::: :..;:.i-; :.-:-!i’~:i-i :.!:! .!?:: ~i"!:" :i:.!.i-~i~:!:.::~i::.::~:’:.!! !;::::2|5:i~:i:i-:-!:: .;!i_~i:~:;:~::i: :~i::Z ::!.:.:i::-!-:(243).:2.
h:l .v.e.strl~sts ....................... " ............................................ :-:- ...................... ..-7. ................ 25. ................. .--- .......................... .25..
P~olJffr~l~i~, ~d:di~aip~iie.~t:i-~-:.~::"-:~:~ :;::~iZ:~-:::;:iL..::~--:. -~-:. i~::~::ii: =;==========:-====:====== ::::::.:::::::.+z:::::::::::::::..::::::::.-:::. ~:~;:i:l~::.k:~::-~ !hi ::~i:i-~:::~_:~::-~:.:i.~-.~:’.~i:::i:.~.~:~::::.146
Q.o.o...dye.! ............................................................................ ~ ..................... 7-: ............... 92.9. .................. --:-..., .......................... .929. .
lr~’htnSilSI~6igs~bj~t’t6~i~6it~2~fioii:’~;:~’-:~-’.~ii::.’:-"::.L’::.~’-...-’:.:.:L,z,;~.:~.-;’-::’.:."~.. ;.:::.:’~::~::L’~:::i~::::-::l~Tll:.:.;’.’;::~:; "’.:-.:::;z~--:-:-::-:---:’~:~-;:~;~::’;.::~:l:iT.t~
1 ..n~.. g!b.!e..a..s.sa~..n.ot s.ubj..eg..:..to.9..m.o..rti..zgtip.Ja .......... .... -.-:- .:.: ~ ...... :--77.. :.:.::.....-::....: :.::..-.~-~-.-:...:.. :.: ....... .:.:.:. ~00:.:: . . .:.: .... .--7. ......
Othei--~saets- i:.~ --::~::!:::~:~: i:.[~.;~:-:: ~!:!"..: ::-:-::::.!~-- ~ .! !- L: -. : -- : i:::.~ °.-~...::::: :?.-;.’- --_’~ !:!::!-..i.:::.4 ~-!:-::~-:.~ !.:!!-:.!.98:-: ° :- -:!!.!!:: ~ !:::. -;~..:!::.:-:.


Total assets $ 83 $ 219 $ 4,461 $    (243) $ 4,520


Car~nt li~bili.u.’es; .......................................................................................................................................
;!:!:.:~:::At~bfiiai~da~i~qJl~i?i~;::~:::i::!:Ki.~ :.~’:! ! ::--:’~ : ::::-~::.:-:!::::- $ ~!::.:~ ! ::.!-.;~ ’.:::. :: $:.:~:::.~Z::::.::.::i;:? --:i!:~:- .~i.--209 :::- :~ ::: :~$:.~-:::ii-Z~
... .A.c.c..rg.ed myalti~                                    --               --            1~142             --               1~142::: :::’:::’~d ?~th~-~jtlai6"J~l~:~s"~ ::’::". :":~:: :::-~-"::: i ::.:’:i: ;~: i::. ::::::::::::::::::::::::::::::::::::::::::::::::::: ::::!." ": ::.i’::~ ========================= :.~::"":~!:’!:!-~-~:.:!::i:i~.i:::::.:i::--!’:i::::.::.?~2


.... CmT.e.~t po~or~.9.f.19.n.g-..t ..epg....d.ebt ........................ ~ ............... ~ ...................... 1.7 .......... .-- ...................... .I.~
ii ~:~’:’Diidtlentt~l~ayab~’::.:’~’~:~:.-’.~".:: ": ":-~: :.:: --- :~: - :.: -~":-.:: : -:--.~:" -~:22-:~ :. :: :-: :~: - ~-:’;-~::.~-’:.: ~-. :.- :’- :’.~.-~ ::.- ;. "’:~:’:. : ~. ":’~-~-’:= : :~":’::::~’::~:.~:~’::’.’".’22


Other current liabilities --                 -- 377 .--- 377


Lo~ag:Tterro, de.bt ........................................-Tr.... " ..............!9~ ....... 2,0.4.8 ....................-~ .....................2,23..9
12~fWri~d~a~]ialJi~iii~,’:n~i:!i:~i-..i’:.~:i.::.i:i~.:’.: : .: : ~:;?!Li--:::-:;.’"::::’:::?.~.:~:.~"::!::::::~ :::L: ~: -i!~::..::" "’!!~:i :::" ’!" i:.~:~:!~.~ 197 iii::" --:. :.~--i:-.:~: :~..:-’:~;~:::i-:.’i~:.:.:.:~
D~y.i.d..end.sp..aya.b.!e ..... 3 ..-- . . -- .... ~ ........... 3
Othef~a6n~iar~Jit:liabilitie~"i’:.~.:: .:~i:-~:i.:::..!:..-:,-:..~-!..!:" .i: " :[.-’-:.[ ~:.:-i- :i~: [~;’~" :~i:.~ [::[-.::~;~--.~-’ :[! ’:]i!-; ::::’:..’:::i2~4::- :.: :-:’::: :--’-:~:-:::::: ::’~ ::~ ~i’i~-..:.-;:224


Tolal liabilities 25 ] 91 4,?-46 -- 4,462


Shgehblde~s=:equif~:": :"~-"- ." !---" :"" - :-. :": .: "..: : :"--::!: !-~::-:’.58::" ’: ~- i:._ :: : ::-:-!-:28"--!:-"!- "" !’! -:2t5":-~:- ~ "" i ". :: (243} :-:~:-" "i..-:::.’!" !-:: "’-58


Total liabilities and shareholders’ equity $ 83 $ 219 $ 4,461 $ (243) $ 4,520
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Table of Contents
Consolidating Balance Sheet


September 30, 2005


Warner WMG WMG Warner Music
Music Holdings Acquisition Group Corp.


~ ~ Cor~. ~ Consolidated
................................................................................................................................ (in .m.ill!oqs). ........................................................
~,J~.~.L:!!:!.:~!:F-:’k .:~!’!::k::’:!:!::~::.!h~-:!!!~::!:-~::!--::!~:L:’!:!-’!:’.!:![!~!:!:!k!k! ::~’:~k:!:~!:.::~-:L’!:::~L=!::::::-F::::=’!. -~!;’!!’:.:!!-.!!’::!.:::.!.!::!:::!: k::!-:::’!!:[!::::’!’[=:,!.:’:E!!:!:!:~":
Cur~nt assets:
~i::~i[i;~.:~~l~l~!:::i:: ~:~~i~::::~-";:ii.~::’i!i~.~:~:..:?:~:: ::::.:::::.~:::::~i~:.;~::~:~:;40:::i~::::!!~:::-; :::::::::::::::::::::::::::::::::::::::::::::::::::::::
......... Azconnts r~c~i.vabl~ n~t ...................................................... 1.5 ......................... ~3):. ................... 645 ......................


Royally advances expected to bo ~eeouped
........... within on~ ~ar. ................................................... =-. .................... ~ ................... 19.0 ........................ ...-=... 190


Other cmrent assets -- -- 39 -- 39


Royally advances expected to be recouped after one
..... year ....................................................................... ~ .... 190 . ~= .............................190


~:.~}~sidiiii-i~::::.r:r ~:~:~-~.:~: ::.:::~:~:~:~:~:~:~.:::~:’ :~:.r.~:~-~:::~:~: :-.’-:~:~::~.;.~::~:~ :43~:~:-.::::~::~-~:;: ~:~:.:’-235.~-
Investments ................................................................................... -- .......................... .-=-. ........................ 21 ...................... ~ .................................. .21


G.o0~.l........................................................................................-= ..................-- ....................... .869 ................... .-:... ............................... 86.9,


~n..m..n~.~..l .¢ .as..s...~.....n.gt..sp..b] .~.....tq..a..r~.. ~i..za.t.io..n. ................................-- ........................ ~ ......................... 100 ......................... ~ ..................................I.0..0.


Total assets $ 98 $ 217 $ 4,461 - $    (278) $ 4,498


Current liabilities:
:.::iiii~i~.c~b~’is~’~i~b]~!iiii-!:~:.i~i:i:i? ii:~::!~’iiii:!!:!: i.i~ ’ii’i:.. "i::.!.:$i:!:!:~-i::.:~:Y:::!’.::.:~.i!.~:.:~i !~i~-:~-i::!:~ii~ :)i’~:$
...... Ao.omod.~oy~lf!.~s ............................................................... .-- ................... = ....................... 1,05.7 ...................... ~ ......................... 1,05~


!i:.~!::!!i~.T:i~ii bxid::dth~r.iOit~ifldiii~::i.:.!~i:!:~:;:.~:~:.~i!i~ i:::i:: ::::::i~ :. ~:~:~k~:::~:: ~:k-;::i::~::~:::-~.?:Y:.::.!:::!~ ~.~-: .~~:::.:::~i-2-3.:!~:::::.:.:::!-!;::-:. ~ : ::::::::::::::::::::::::::::::::::::::::::::::::::::::::::.2.3
.......... . .C~...nt.po_rtiQn..of ]~g-t~ d..e.b.t ..................................... ..-- ........................ .-:.. .................. 1.7 .................... ..-= ........................... !.7.
::’~: Nd~~ya~l~ t6 shhi~l-iiJld~i~i:~:.~ "-~::::-~-::~::~:---:--: :~:i:-..: :i-::.’;~::~..:-: :::~" "~ -’:::;~’~’:~:~:~ ":: ". ~’~:~-~:’.:-’~:’:: :’:::":.:’:..’:~ ::~ +.-:~:-~:=’-’:~-’::- "::::::-::: :-.:::::;::" :~. :~::: ~:


Other current liabilities                                1             --             403            --               404


Total liabilities 9 174 4,226 -- 4,409


Sti~iblcl6i~qfiit~:~:ii’i’i~:: !~:::~::.:’ii.i:~:i::! ~- i:~ !.:.::.::;’~:. ! i~:.:!:!::’i i?’i ~!.: 89!i’-::ii~: ~..::!i:! :i::!!:~’1:43:1 :-; i!~-":i~:i::::.-- 23~i~ ::!::.::::-:’:: :’~ :ii(~7ff):.:i’~:!i!?.!


Total liabilities and shareholders equity $ 98 $ 217 $ 4,461 $ (278) $ 4,498
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Table of Contents
Consolidating Statement of Operations


For The Year Ended September 30, 2006


WMG Warner Music
Warner Music WMG Holdings Acquisition Group Corp.
Grouv CorD. Corm (issuer~ Cor~, ~ Consolidated


........................................................................................................................ (iq mill.loqs). ............................................................


8c9~ g~eml ~d a~is~afive                                                .


O~ml~g income -- -- 283 -- 283


Eqni~ ~ the ga~s 0osses) of equi~-me~od
investees~ net 58 75 .. 1 (133)


Net income (loss) $ 60 $ 58 $ 75 $ (133) $ 60
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Table of Contents
Consolidating Statement of Operations


For The Year Ended September 30, 2005


Warner Music
Warner Music WMG Holdings Acquisition Group Corp.
~ Coro. fissu~’~ Cor~. ~ Consolidated


o~emting income -- -- 84 -- 84


Equity in the losses of equity-method ~vestees,
.... ~.e..~ ...............................................................................(!.8.~). ........................f!!.o) ........................(0. ..........................2..9.~ ............................(.]).
L~ss.on x~p~Tq~en~ of ~ot~gs. No~es ................................


::~. :::::.:...... .............
!3ft.).:.:.::..::.::.:..:.::... ::-;-.: ..:.::. :..:.:.:. ....................................


Uiii’~ed!~i~;bYi:~t!:i::::=:~ ::: :V~:i:.::I::.::!-!!~;!~.:II;~I;!;~. :..;i!::-"::~:i-"!~-:.~. -- .............:: - -::::=:: ..................--:-: ....... -:.~: ~.~!-:-: ~-!:::~::::-~: ~ :.-:::::~:.
.O~... ~ c .xpe~s~, n.�.t. ..................................................... ...-- ...................... ~ ........................ ?. .................. ..-:- ............................. .?..
l~tiJi6i:i~.’~fite~kt’ekj~Ji~e:.~;"" i:: !~-::"::’: :.:!-’::’;:~:" .;::;~;::::~’ i::.:!:.~-!.:-!.:!’: ":~:!!.::.’~:; -:"~:’~:!.i’~.!.~’!~-"!:;!(5):~:~.’"!:!::::::::~ ;’"’:" :.’:::"~!.’:-. i--:::~:~;:::~-" "’-’!:.:::’:..:;~-::~:~:--::::;
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Table of Contents
Consolidating Statement of Operations


For The Seven Months Ended Seplember 30, 2004


WMG Warner Music
Warner Music WMG Holdings Acquisition Group Corp.
Gro~ Coro. , ~gm. (issuer~ Cor~. ~ Consolidated


.............................. (in miLlion.s) . .


Costs and expenses ...........................................
~::== ):=i~::~t bi-r~:~i?.~:~:~:~::~:i...~..~:~:;:;i!:::~:~::~:~:.!::~:~::i::~:i~?:~:~: ~’-":-:::~:~:~ ::-~:~":~::~::::~: ~:~:’~:?-"::~.::~:’~:::;~:.-:~:~ (944):~::::..:.::::~:-..:~:~:~-~;--~;~::~’::-:~ .-’~::.’-~:~:~:~(94~ -


Selling, general mad administrative .
expel, sos -- . --    . ..... (677) --


~::U~i~ij~.i~’~’~ib’f~,i~:::~:.-::-::.i~ ::::::::::::::::::::::::::::::::: Hi::::?" ’-’i:~:i!~i:.~v’:.:v’:::~?:?:i~:::!~::~:k;;’q!~.:~ :.;" ~::.::!!:0~//~)
Restructuring costs, net                          --               --            (26)           --              (26)


Ol~rating income                                       --        -        --               18             --                18
J~e~i’e~ii~ n~.~::i ::::::::::::::::::::::::::: ~;:-!:!:.::.i:.-:.:-::i?.;~--:.:.i:-ii~i~i; i~i~-:i’!.:;~ !.:.z!i;~:?i::!.-;i:.i-!:~~-:"~:-:-~";i!?:~:: i:i::(80~
Equity in the losses of eq~ity-melhod Investees,


net (122) (104) (2) 225 (2)


UnrealizedJoss on ~vatmnt. ................................. (.1 [6) ........................ (4) ......................................................... (120)
Otli~i~ii~-~-:i!::i:i:::i~:.?:~i~:-i. ;.;:~ -;!::.:"~:’::~?:::~:::.i"-:: i~?::.L?~?:-:!:~!::.:.~::.~::!!:~ ~:. :.~ii::::::!!!-:-i:".-~.~"~-~;~::::;;:i~;!:~:i::. !: ::(4).:U:.:V.::::Y?.:i’-:::.;~::.:;~::.-~ ::::::::::::::::::::::::::::::::::::
Minority interest expense                               --                (14)           --             --               (14)
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Combining Statement of Operations
For The Three Months Ended February 29, 2004


WMG
Warner Mnsk WMG Holding~ Acquisition Old WMG


Groun CorD. (a’l CorD. (issuer) (gl - CorD. ~ ~
......................................................................................................................................................... (~....m.;~.o~..) .....................................................................


Costs and ex .l~.~..s~s: .......... - ................................. " ~


Selling, genera] and adminisl~ativc .


Total costs and exl:mnses , (790) (790)


.(2) .......................................................... (.2.)
F_~. ~.th~::lo~.s.~.s: .~t .~.~m~...th~.~::~::~i.~i~i7:.:~:~:::~:~:..~:?::~:~.::i.i~!..::~:-~:~.::7.::- ::~::i:::~?::~::~i:~:~;:-:~.::~::~:~:~::~:~?~:.?::~:::i~.:~:~i:y~::~::i ::i:i:?.i:i:::~:: ::ii~::::L~:~:-~:-"i~::!~i~i~i~i~i~i~
~."~ii~V~e.~’~t-’~::::’:~:~::’~ ~:::~: :~:.-:~:~::-~::::-::::~-~:-::~::::~:::"-~:::~ :~:~ :’:~-:::~::~’~’::~’::~:’~:’~’ ~:’~:~:~’~:::’~"-’::’~: :’~"::~:~’:’-’:’:: ~:’(2~::" :"-:’::~’:-":~-:: ~’:-~ :~’~:~:r~::-~’:~’~:.-’-:~:"~-’.:~-::.:.-’~(2~


Neiloss $    (32) $ (32)


(a). - For periods prior to the Acquisition, Warner Music Group Corp. and WMG Holdings Corp. did not exist.
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Consolidating Statement of Cash Flows
For The Year Ended September 30, 2006


Warner Music WMG Holdings WMC Acquisition
Grouv Coro. Coro. (issuer) Coro,


................................................................................................................................... (to milfions) ..........................................................


~t.~o~.(los~) .......................................... ~ .........60 .............. S ...............~8 ...............~ .............. ~5 ............. ~. ........033) .......... ~ ........... 60.


Dep~fion ~d amazon ~ -- 236 -- 236


Non.ash stock-~s~ ~m~n~tion
............. ~.~ ............... -- ~ 16 ~ 16


EquJW M ~e losses of eq~W-me~od
..........


~e~e~.~ ...............................................................................................0) ......................................(I)
:]:: :~:]~-~~t~d~nS~i~ ; -: ....... (58) ". . -: :]: -:~7~: ::~ .... .-] ::~:
Chants ~ opcra~g ass~ ~d


....... Ro~a]~ adv~c~s ........................................................................................~0~ ...............=.. . ~40)


0~ ba]~ce sheet ch~g~ (5) ~ 7 ~ 2


Cash and equivalents at beginning of period 40 1 247 -- 288
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T._abM _of ~on_tent~s
Consolidating Statement of Cash Flows


For The Year Ended September 30, 2005


Warner Music WMG Holdings WMG Acquisition
Grouo Corn. Corn. t|ssuer~ Coro.


~:.:.,:..~:::...:;,:.::.~::: :.:: .::.::.:.::::: :::..: .: ..:.:.:::::: ::::::::::::::::::::::::::::::::::::: ........... . ................................. ~mm~ons) ............................................................................


N~t.~ss ....................................................................$ .........(!69) .........$. ..............(1.8~): .............$ ................(! !O) ............$. .........2.~ ...............$ ......069)


Dep~fion a~ ~o~on " ~ -- 239 -- 239


........ Loss ~n ~¢p~yme~t.of Hol~gsNot~ ......................... ~ ................................35 ......................~.... ..~ ...........................


Non-~sh s~ck-~ comp~mtinn


.M~,~e~. .............................................. -- 5


Equi~ ~ ~e ga~s 0osses) of
.......... como~ted ~bsi~ies ...............................~ ...... 185 ......................... 110 ...............................~ ........................ (295~ ........................ ~ ....


~g~.~.9~o~g.~ssgt~ ~O.li#~j~ie~; .........................................................................................................................................................
’:~-:: A~~dcei~a~l~: ::~:~-~.::.~-~:~v:v~ :::~:~:.::~:~’~:~::~-. ~.:~: ~-~:-~:-~::.~::~:::~.:.~:~-~:~::~:~:~..~ ~:~:~.~.~ ~:~:~.


~an~fies " -- " -- " (3) -- (3)


Acco~ payable and
liabi~fies 1 -- 45 -- . 46


Net cash provided by (used in) operating
activities .................. 208 205..................................................................... .-= .............................(3). ........................... .--. ....................................


12ii~li!tldW~.frmii’in’v~fftini~ ~i:tiv]fi~:!:::’i"i~i:i~ ::=i.~:~ --::’~:~i’::.-Y.: !:::?~i :i:~i!:.-’.’~.’~!~2!!= i~.-’!:>!i !::::~::~2.~’.:::2~.::~.~ ~’~’:~:.2:r!!::_-~ :!~ .:~2".-~: ~.~ i~i.~:’.~:~.’~:i~:
.h3..ve~.m...s..ag.d..a..c.~.i.s.itig~ ...................................-7. .........................:= ................................(78.) ...............;....7. ..........................(7..8.).
Lri~es~ht:p~c~dg ~}:.-’:;:w..::.-.’-::’: :~::~-:~ " ~:’: :’;" .2"2-’:.}~’: :;:::s~.:~.2~." .::; :: ~:.: b;:.;;:::;:: 2-}’i:~2~22:~2";-2~2 ;.:;:i~:.: -’::’.-: v2.~::54":.i:-:-::-~.:::~: ~..-’~-:::~--~?~;::~
Capital expenditures -- -- (30) -- (30)


Cash flo .w.~ from financing ~etiyities: ..........................................................................................................................................................
l~suari~ ~if}lo]diiig~ kl:~t::::::::::::::::::::::::::-:::::::i::::::::::::::?:::V:::::: :ii!::
R.epa~m.e.n.t.o.f Hol.dinm de.b.t ..................... : ...... ..-7. ........................ (5..74). .............................. -7.. .................... ~ .................. .(5..7..4.).
#2dditiSnh-I ~&m’]6an bi~fr6~viiigg".;:’!!-:L’.-:’" :" :’~:; :~;:!:’":-V:.:.::-::~.;~.’:-::!-::~:-:~-:.~-::.’.:;.~Y";’:~ :::::h::::::::.’:::::::: ":.~’::~:::~’25ff:’:;~;L.! :::!::?:~!:.:~:!:;~;-~:’~:~."~ ;~::’::!::~.-:Y-: F"."-’250:"
F.inancing cost s.ofborrowings .................................................................... (17) ......................... O) ....................--r .......................... (2.0)
D~I~ r~¢t~3~i~rit’~-":-:: "~- i--: .i~!~::::.:;.:~::i.:.~-.:.~ i’i:i:ii ~:~::’i~::.:’~:’~ :::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::
Capital .c.ontr~?afi on.s.recejved (paid) .............................(5~?0) ....................... 5.17 ............................ 73 ................... .-=. .......................... ."~....
Prii~d&t~:bii~tliii~ale iifx~.~tri~tedi~a~b~ ::.ii~::i i-::!:.:.~i !!;:.. !.~.:iiiii~iti:.~.i~-~::i:.:!! ?i.i~:!~:.::.~. i:i:iiif:.~i~ii~ i:.:~:::.i::i.-:i~i-~ii’:.
Proceeds on the issuance of common stock 554 -- -- -- 554
ediis,f ~s~i~iii~ ~3~a~td~::::!~!":~ i!!!- :i:::~:":::::::!:!~::;:.!;::..::..i~$~}.?.:::~i~:::~!:i:i :i ::.:;:~::.~::!:i :.!:.:.!!:i .!
Change ~ intemompany: ................................. (Y) ............... :~.....18 ...................... (11) ....R~t~:~r aa~i~r::..~-~::..i:g;:.--:.: ::.-;;; ~:-~i:~-i- .:-:..:.::..~.;::~::.-;:.;:::~ ====================== ~;;:-:.!:~:~.(l:~7);:i.~ .-::::~::::;:.~--;i :::::::::::::::::::::::::::: ::i-:.!i:;i!:..i~:,~9.ili::i&::i:ii;:: :!;:~.~
Return .of capjtaLreceived ................................. .1.,157 ..................... 742 .................... -7 ............. (1,89.9.) ..................... .-=...
K~l~ur’ch~e’of:w.’arrint~ :!i~,:i:.’-.~(.:!’.-i’-::i :. ~-?.i:.--)?.";’~! :" .:.::.:.::.:-~(126~:..-:...::.:.i~’::!’:.:~-?i:~!i:’:-:(12)-:! "!:’~i:i?:i:.:";’i:-ii : -7 --4-::!.-"!’-;!:-:.;.’~ :.:i!::.i.~.’:?::.::.:.::-::’ii!:2~;:;i:"i!!.~t’38)
R.e.tur.n ~f..cap~! .tq p~gferte~ s!~areho.lder~ ................ .---. ..................... (20..0) ...................... -7 ................... -7 .................... (.2.0.0)
Dividends !~aidoh)tefe~d~alSital~-:!-.. !:i~. : ..i ::: :.-"- ::-!-_.-:!.:!~-:: : :-:-:-::i -._ :!.: !.!.~-i -!!(9): ’!:: ~::!~ :- ::
Loans to third pa~t~ , -- -- (I0) -- .(.1..0.)
::::::::::::::::::::::::: ;:-.::: :: ::::!--: "~":::::’~:::~.:i?.:.’:::. :::’~ ! :-:..:.~;.:::;::.::.:~:.’::’~;?:."::~’::.-:"~" -::~ i::’i~i.::;~!V:::i’i:;":-’~":’:.:"


Net cash provided by (used in) financing
activities 40 4 (460) " -- (41.0.


~ff~d~i~:c6~ii~;~ii:i~iiii?-’!~!::::::-!:::’~!:!~i: ’~ !;:::::~:.:.~;~:~-:~-::..~:’i~::::::~.-;-~~::: ~.:;:::..:~..:~:.~?:.~:::::::!!~:::~!.::.!~:~:~?:::.::~::.~::.~y.!::~i~:!::::..;~.:~.:.:~.:i~.ii!~.i:~
Net increase (decrease) in cash 40 1 (308) -- (267)


Cash and equivalents at end ~fperiod $ 40 $ 1 $ 247 $     -- $     288
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I


Table of Contentg
Consolidating Statement of Cash Flows


For The Seven Months Ended September 30, 2004


Warner Music WMG Holdings WMG Acquisition
Grann Corn. CorD- (issuer) CorD. ~


-:.:Cash flows fro~:op~rati~g:acti~ities:~’::::~:.~::~;::. :~ ~:~::::~.:~-:::~ ::~::~;::~:’~-.:-~’~:q ~:~:-:;~~ ~:~:;.:~[~’~..~:q:~:~:::~:h~:~F~:~:::~:~:~:~:~;-~ ~::~:~:: ~::~:~:~’~--~: ::~:~::" ~-:~::~:"
Net ~s ................................................ $. ........ (238) ............ $ ......... 022) ......... ~ ............... (!~.) ............... $ ........... 226 ...........


....................... :::: " ::’:’:’:’:: :" :::"" ......." ’ "":"’: ===================================
Dep~iafion and amon~gon ~ ~ 140 -- 140


........L~s~ ohyepa~ent.of~dge loan ..................: .............................: .........................: ........ ~ ..........................~ ...........................6.


equi~-~d inve~ees,
~c]~ng dis~utions 122 104 3 (~) " 3


......U~iz~.loss.on w~t ........................11.6 ....................4 ......................~ ............................~ .....................120..


Acco~ receivable............................................. : ........................: ...................... (3D .................... = ............
RpyalW a~c= ~ ~ 77 ~ 77


’~:::’;: :: ]ih~i~fi~:-::~’~:- :: :~’~’:: :’::~ " :’~ -~:-"~’: .- :~’:’:’:-~ -~’:L-: ~:’: :.::q:=. - - ~: : :~-~:q ~.~:=: "’~:~::~;:~:~:~ ~.:~ ~’:-:~:::~::~(23)~; ::: ::Y~-:::~:~:’"~L~:~’.:::~:~:v -~::.’:: ::" (23)
O~cr bal~cc ~�~t ch~ges                     ~                 ~                     3             ~                 3


Net cash used in investing a~ivities (853) (1,250) (2,663) 2,103 (2,663)


Debt .~.paymeat.s ................................... -== ................. .-= ................... (63!) ................ .’=-.. ................. (63.1~
Caliit~i:bfi’triSi~fiSi~s!-:::~:~]:.-~i~::-::;:;:~]:]:::. :.:’:.~::.’:::~;.:..-~;:’;’:.:!:: :~’ "::::.".~." !:.:. !:~:: :’;:~:.: ":-::--i]i~].~50 ::::;.:.::]:ii:.;;:;-!;:--:’: ~i i i~.:l~O’:Z" :i:.i:-~i:-:.;~]:.!:(2,t 00)’.-’:i:~ .: :!::::!::. i:. :::.i’!! ".~ :i
Proceeds from the issuance of Class C
. .Common S¢ock ................................... 85 ................. .-:-= ........................... :-=-. .................... ..-= ............ 85
Pr&d~ds ftiSriith~is~ii~in~ffSf Clas~ LL-i"! i;:.: ~i : !.i::-:."-;’.: :-:i . :.:i :. ::~ :::.~:-’::::.~ T-: :.~;- :-~::)~-~i:~::; ::;: i’"::.?::::."k--" ; ":::.’:’: .’::.2:.’::: ; ::::.’:’:L’::o:..!:.::-~’:.:::.~::;:’;.i:" :.:.:. ::.:’! ~::’::]~
:.i’-:~oiiir~on.Si~J~k !-~ :.-.:~]L~::--:.’.:.-!--":.::.::’]:::’-:~’~.":.:".-~;-:. ; :: : :..~65 ;:i: ;) ::!’;-::; "::~-/.’-:’~’:]:.!~:’] !i;i:;’::.’!-] i"i~:.::] ;’.’:i~]-~i..]..! ::]:;. ~’i~:.-;’;~ ::-=4:>.:.~:~’:’i: ~’~! -
Proceeds from the issaance of preferred


-=- ............... 49Q ............... ..--. ................... -- ............ .4o.0
R~l~tr~h’a’se:bf~ffb~idiar~ref~redsI~c~.: :.-:-: - :-- : !" .’-~." .-" : :L: :i!: . !~ (202) ::-: - .::’::! : .:: --: :~ :! :::: :-:: : -~ "" :’~.::-’;: :;:’-’" !"-’!:: ::--.-’: (202)
Proceeds from the issuance of restricted
... sh. ~..es ....... 3. ..................--:- ....................--= ...................~ ..............
Ret~ ~f capi~al.(p’~’id)~:deei~ed~-’!-~?. ::-!: i:-:.--.._. ": :.: . !~_;::_:..:-:.-~-.--..-~:-: i:::’::-210 !: :i= "!!-: :: :.: ::-:" !:’=::1210)’::::+ :’~!:i ! :~::." :.=-, :.! !-:: !!-’i - ---:.’-:’4= .
Dividends. paid.on preferred capital ................ -- ............... (8) ............... ..-=. .................. ---= ......... (8)
Cliaiig~-ida~diiiiis.kl~e]d pai-d~t - . "i !::.Z:;..:::~ ~::: : . : : :-.2_:. ;:-!....: ~.:-~i.::~::?..-_ .i ~. : !-:: -:-:.:::-- .~ ::: ::::~":~!.:3.:! :-:~:-~):.Y:L-~. i::: :.(3)-".. "- .


Net cash provided by (used in) fmancia~
activities 853 1,250 2,661 (2,103) 2,661


Net increase in cash and eqnivalents                    --                 --                    84         "    --                84
~:~,~_~i~, ~f: :: ;!:::. :.i :.~.?::-.:2:;--::)! i:. i::.--.:.:i::i::. !;:?~ i:%:;i.-::-:.:.;:.-:::-:i?.::... ~ ::.::.:. :;~::~: :::.?::ii;:.:i::.?!-!!~i i:~:;.!i:::-i:::- ::!: : ’:-- i "
-~ ~iiod2:. ::.::::::i:ii~:;-: ~?:::!~: ~::;::~ - Y::-- i:y:.:.:-:- .:.-: : -Z: :- : ~ : ’::.::~.- ::::. ?:..: ::--: :~ ::--:. ~ii ~:+i:: ::~i i:::: ~ :.::::!:.~71~i:::.-:: !i:!::i~:~:.: :::! .-". :.. :~.-- : : :: : :- .


Cash and equivalents at end of period $ -- $ -- $ 555 $ -- $ 555
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Combining Statement of Cash Flows


For The Three Months Ended February 29, 2004


Warner Music WMG Holdings WMG Acquisition Old WMG
(3rpuo Cor~. ~a) Coru. ~issuer) la’t Cor~. ~


.. ::::. ..... ========================================= ..........::::::: .............. .:.:====.=:.,=::.======: ::::::::::::::::::::::: ....... . ................... . ........:.:~.~ll~on~ .......... . :::..:. ....... ..:. ......... =.:.: :. .....................


~t ~o~ ......................................................................................................................................................... .$ ..................~2) .........................................~ ........


~.. Dep~claf!on. aM.~o~n ..................................................................................................................... 72 ................................................ 72..


Non~a~ ~ter~ ex~s¢ 2 2


~wn~fi~                                                                               6                         6


..... Accord.payable.and accm~]inbffities .......................................................... (1.0~) ................. (109)


Net cash provided by operating activities 321 321


~,¢.s!..r~. r~tL.aad ~.cquisjfi .o~s : .......................................(2) ....................... .(2).
~’b~nt~i-6d~t~-:;:.::.: :::+~:.i:~’::~!::i: ::~!+:..:~:::--~:-:::!~! :-+:::i:~::i:~!:=:~:~:~:~::!:!::.~:::!:~ ~~i:~ ::i::.:~.~: !:-!:!="’: ~:!:~.-’-!--::!.i:’!:~ ~ i"~:.[9:’::i-~:.=:
Capital expe, nditmes (3) (3)


Cash flows from financing activities: ............. ~ .................................
~n~6~:-:i~::.-;:;:i(’i:iiii!ii!’:.~:~:;~:::.i.r i.i:.i:.:i~:;ii!-:::i~::~i~ii~ ~7i.:.:=.i~?!~ii~!~i:?~i:i!i:.~;~:!i~.i~.i:.~i!:?:~:i.i~!~:..i:..i:~i~:ii::.?i:~!~:~i~ i.~:~.:.ii~i~(~.:~:~.~i~.:.~:~.~!.~:.~.~.~...~:.~!~:=~!::
l~bt r~p.ay.meats ..................................................................................................................(124) .....................................~124)
C:Al~itfl ~fiui)dfi~SA~:=. : -:::~: ;: ::.
Dccreas~ (increase) in amounts du¢ f~om Time
.... Wamer.-affilia~ed c.o...m~anics .....................................................................................19.4 ..................................194..


Net increase in cash and equivalents                                                                       327    "                      327
~a:~ ~n~;~ti[~a~e~t~ di:~d~n~i~g-i~:~i’i~i~:i’:~:--::;]~!!..:: !:’!.:-:-i!:::::!~!:~.!;::-::’:’-::-":]::~:]:.’::.:.~ :!’. :.:!~::~::!"::~=’]~:!!::::-’:!~::":~’::~’:"~:::il!’:. !’! ::.:::: 1~4:: !:!!::.:;’i~!::::i;!!:;:!! ~!::.;ii:~:~::~::!;i.’:.::144 ~


Cash and equivalents at end of period 471 $ 471


(a) For. periods prior to ~e Acquisition, Warner Music Group Corp. and WMG Holdings Corp. did not exist.
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WAI~ER MUSIC GROUP CORP.


Schedule ll--V:fluatlon and Qualifying Accounts
Year Ended September 30, 2006
Year Ended September 30, 2005


Seven Months Ended September 30, 2004, and
Three Months Ended February 29, 2004


Additions
Balance Charged Baimnce


~ Co~t and g~d of


..............................................................................................


541    $ 528 $ (529) $ 540


deducted from accounts receivable


515 $ 580 $ (554) $    541


Rese~/e deducted.from accounts receivable .....................................................................................................................................................
NI liSiii~ e:~ :f6i "d iJiilifful ~d~ii~ig~!:::!!’~’;:-~!:::!:~T-i!’::i~’!!’i::~.:":::..i.? :’:..:.~::i:~:!~’:!:~’-’i!’:i~:i!!i~.:~!~:~:.:i~ i’!;!::!i::~::!i:~7 !!-$51:.~i 6#~;~;i:::::~!"$~:~i~;!~::,,~i~,,’!i’~b::$:::::-’. ~ 1"8 ):-::~-~’!~::’~:’:
.R .e~.eryes .fgr_ s.a.l~ re .tram...an d..a.llow...an ce. s .......................................................................... 2.00. .................. 2.7,8 ............... (3.1..4) ..........
~.:~?in~d~defer~ei:~:~i~b~;;~;.:;~:~;;......~:...~.:.~.~....v~;.: :~:.:::’: -.::-:.-’~::~’v :~;;::~:::;:~::.:~:.:-’.:L:::: :::.~ :: : : ~::’-~::~v:::’-::;;=~ "..::’.> .::~.29~.~:-:~;r :’;:’;~:::: .:.-" "-::;~:. ~.:-:-:;~’~:-:- :~93


269 $ 578 $ (332) $    515


Res..e.~.e..d.ed.u.q.t.e.d.. ,fr. 9rO.~.c.9~.,m)ts. ,r.ece.iya.bl.~ ................................................. : .........................................................................
Allo’~ig~i~efo~bbblftit~i~o-~fltg,::.:. -:"’:’::-"::’:’:::.’:’" - :~-" ".’::’:-: "’".’::. :.’:!-’.~.:::’-~:-.~!::~:~!:’!:~::".:::" "::~" :::~:!::::.::’!:!:.~$-::.!!::~7~’:’.!-:::’: $:’:~::~ ~ 2~’::!:’~-’-:"-’$- !" :~ ~:-;!~:::" -:::-:~ $ :’:: 69
Reserves for sales ~et ttrns, and allowances .............. " ......................................................... 224 ............... 128 .............. (152~ .......... 290
Klli~Naaddi’di’ddf~tr~d m~s~e~::~ ~: ’i: :~:. :::: ;!::).~i .!::~ .::~ : 5 -::~- ~ :~ ~~;~ ~-::’:!i-..:~:’.-~: ~::".--::i:;~ :b:!~ :.-q,:’!:;.: 2 .! ?: !" :.-!~:.-’~-_~::..:!~i?.:: :; ~-~:":; ::.:-::?. ::: ! ~:.


$ 291    $ 130    $ (152)    $ 269
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ITEM 9.    CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCE DISCLOSURE
None.


ITEM 9A. CONTROLS AND PROCEDURES
Certification


The certifications of the principal executive officer and the principal financial o~cer (or persons performing sirm~ar functions) required by Rules
13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, as amended (the "Ce, rtiiications") are fi]ed as exhibits to this report. This section of the
report contains the information concerning the evaluation of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-] 5(e) and
15d-15(e)) ("Disclosme Controls’) and changes to internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
("Internal Controls") referred to in the Codifications and this information should be read in conjunction with the Certifications for a more complete
understanding of the topics presented.


]mroduction


Warner Music Group Corp. became subject to the periodic and other reporting requirements of the Securities Exchange Act of 1934, as amended, on
May 10, 2005, the effective date of our regiswation statement relating to our Initial Common Stock Offering. WMG Acquisition Corp., our wholly owned
subsidiary, became subject to the pexiodie and other reporting requirements of the Exchange Act on Febpaary I0, 9_005, the effective date of WMG
Acquisition Corp.’s registration statement relating to its exchange offer to exchange outstanding unregistered notes for freely tradeable exchange notes that
were registered under the Securities Act of 1933, as amended.


The Securities and Exchange Commission’s rifles define "disclosure controls and procedures" as controls and procedures that are designed to ensure
that information required to be disclosed by public companies in the reports filed or submitted under the Exchange Act is recorded, processed, summarized
and reported, within the time periods specified in the SEC’s roles and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by public companies in the reports that they file or submit under the Exchange Act ¯
is accumulated and communicated to a company’s management, including its principal executive and principal financial officers, or persons perfopa3ing
simihr functions, as appropriate to allow timely decisions regarding required disclosure.


The Securities and Exchange Commission’s pales define"intemal control over financial reporting" as a procds designed by, or under the supervision
of, a public company’s principal executive and principal financial officers, or persuns performing similar functions, and effected by our board of directors,
management and other personnel, to provide reasonable assurance regarding the reliab~ity of financial reporting and the preparation bf financial statements
for external proposes in accordance with generally accepted accounting principles, or U.S. GAAP, including those policies and procedures that: (i) pertain to
the maintenance of records that in reasonable detail accurate]y and fairly reflect the transactions and dispositions of the assets oft, he company, (iO provide
reasonaMe assurance that transactions are lecorded as necessary to permit preparation of fmancia] statements in accordance with U.S. GAAP, and that
receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the company and
(ii~ provide ~easonabio assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets that could have a
material effect on the financial statements.


Our management, including the principal executive officer and principal financial officer, does not expect that our Disclosure Controls or Internal
Controls will prevent or detect all error and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the
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objectives of the control system are met. Because of the limitations in any and all control systems, no evaluation of controls can provide abso]ut~ assurance
that all control issues and instances of fraud, if any, within our company have been detected. Fm-ther, the design of any control system is based in part upon
certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all
potential future conditions. Because of these inherent limitations in a cost-effective control system, missta~zments due to error or fraud may occur and not
be detected even when effective Disclosure Controls and lnlemal Controls are in place.


Evaluation of Disclosure Controls and Procedur~"
Based on our management’s evaluation (with the participation of our principal executive officer and principal financial o~ficer), as of the ~nd of the


period cov.ered.b)! this report, our principal executive officer and principal financial officer have concluded that our Disclosure Controls provided reasonable -
assurance that information required to be disclosed by us in reports that we file or submit under the Exchange Act will be recorded, processed, summarized
and reported with£n the time periods specified in SEC rules and forms.


Change.~’ in Jnternal Control own" Financial Reporting
In eouneetion with our fiscal 2005 audit, our auditors noted a material weakness related ~o our U.S. Recorded Music royalty payable balance, noting


that our domestic operations used different royalty systems which created certain complexities in reeone~ing royalties payable. During fiscal 2006, we .
remediated the material weakness. In connection with lifts remediation, we implemented additional monitoring controls and improved lhe qualily of
supporting documentation to substantiate certain accruals and royalty balances. There hays been no other changes in our Internal Contro]s over financial
reporting or other factors during the period ended September 30, 2006 that have materially affected, or are reasonably likely to materially affect, our lntemal
Controls.


Management "s Report on lnternal Control Over Financial Reporting


Management’s report on internal control over financial reporting is located on page 83 of this report and Ernst & Young LLP’s Report of Independent-
Registered Public Accounting Firm on lntenaal Control Over Financial Reporting is located on page 85 of this report.


ITEM 9B. OTI:tER INFORMATION


On July 27, 2006, the Company received a letter from the NYSE notifying the Company of its regaining compliance with all NYSE corporate
governance listing standards. The Company previously announced on May 12, 2006 that it Was not in compliance with the listing standards because it did
not have three members on its audit committee. On July 27, 2006, the Company issued a press release announcing the election of a third independent
director, Phyllis E. G-rann, and that, with the election of Ms. Grams, the Company was in compliance with the NYSE requirements to have three members on
its audit committee composed entirely of independent directors.
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ITeM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRAWr


[n addition to the information set fo~h ~nder the caption "Executive Oi~cers" in Part I of this Fon’n IO-K, the ~ormafion required by this Item is
incorporated by reference to our Proxy Statemem for the fiscal 2006 Annual Meeting of Stockholders.


1TEM 11.    EXECUTIVE COMPENSATION
The information called for by this item is herrby incorporated by refer~nc~ to our Proxy Statement for the fisca] 2006 Annual Meeting of


Stockholders.


ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER


The information called, for by this item is hereby incorporated by reference to our ]lroxy S~atcment for the fiscal 2006 Annual Mcctlng of
Stockholders.


ITEM 13.    CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS


The information called for by this item is hereby incorporated by reference to our Proxy Statement for the fiscal 2006 Annual Meeting of
Stockholders.


ITEM 14.    PRINCIPAL ACCOUNTING FEES AND SERVICES
The information called for by this item is hereby incorporated by reference to our Proxy Statement for the fiscal 2006 Annual Meeting of .


Stockholders.
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PART IV


ITeM 15.    EXHIBITS AND FINANCIAL STATEMENT SCHEDULES


(aX1) Financial Statements
The Financial Statements listed in the lndcx to Consolidated and Combined Financial Statements, filed as part of this Annual Report on Form IO-K.


(aX2) Financial Statement Schedule
The Financial Statemants Schedule listed in the index to Consolidated and Combined Financial S~atements; flied as pad of this Ann~al Repert on


Form 10--K~


(aX3) Exhibils
See Item 1503) below..


(b) Exhibits


2.10)
2.202)
3.1(2)
3.2(2)
4.1(3)


4.2(3)


43(7)


4.4(13)


4.5(14)


4.6(15)


4.7(19)


4.8(20)


4.9-~


Purchase Agreement, dated as of November 24, 2003 as amended, between Time Warner Inc. and WMG Acquisition Corp.
Settlement Agreement, dated as of July 13, 2005, between Time Warner Inc. md WMG Acffaisltion Corp.
Amended and Restated Cextificate of Incorporation of Warner Music Group Corp.
Amended and Restated By-laws of Warner Music Group Corp.
Indenture, dated as of April 8, 2004, among WMG Acquisition Corp., the Guarantors named therein and Wells Fargo Bank, National
Association, as Trustee
First Supplemental Indenture, dated as of November 16, 2004, among WMG Acquisition Corp., Wells Fargo Bank, National Association,
as Trustee, WEA Urban LLC and WEA Rock LLC
Second Supplemental Indanture, dated as of May 17, 2005, among WMG Acquisition Corp., Wells Fargo Bank,National Association, as
Tr,~stee, NonZero (since renamed Cordless Recordings LLC) and The Biz LLC
Third Supplemental Indenture, dated as of September 28, 2005, among WMG Acquisition Corp. Wells Fargo Bank, National
Association, as Trustee, and Lava Records LLC
Fourth Supplemental hadenture, dated as of October 26, 2005, among WMG Acquisition Co~., Wells Fargo Bank, National Association,
as Trustee, and BB Investments LLC
Fifth Supplemental Indenture, daled as of November 29, 2005, among WMG Adquisition Corp., Wells Fargo Bank, National Association,
as Trustee, and Perfect Game Recording Company LLC
Sixth Supplemental Indenture, dated As of June 30, 2006, among WMG Acqffmition Corp., the additional subsidiary guaranlors party
thereto and Wd]s Fargo Bank, National Association, as Trustee ~
Seventh Supplemental Indenture, dates as of September 29, 2005, among WMG Acquisition Corp., the additional subsidiary guarantors
pan’y thereto and Wclls Fargo Bank, National Association, as Trustee
Eighth Supplemental Indenture, dated as of November 29, 2006, among WMG Acquisition Corp., the additional subsidiary guaramors
party thereto and Wells Fargo Bank, National Association as Trastee.
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4.10(4)
4.1 I(12)
I0.i(5)


]0.4(~)


]0.~(5)
10.6(5)


10.7(5)


10.8(5)


10ao(s)


io.i |(5)


io.]3(~)


ind~,~mm, d~t~l as of Decemb~. 23, 2004, between WMG Ho]~gs C~. ~d W¢~s F~go B~ Na~o~ ~s~ia~, as T~st~e


Gua~t~ of W~ Music ~pup ~.
Am~ ~d R~t~ Cr~h A~em~ dat~ ~ of Apr~ 8, 20~, ~g WMG Acquisition Co~., ~e ~s Bo~ow~ ~om ti~
to time p~ ~emto, ~O Hol~gs Co~., each lmd~ ~om ~e to time p~ ~o Bmc of ~ca S~fies LLC ~d Deu~ch¢
B~ S~ies ~e., as jolt ]~d ~g~ mdjo~t ~k mamg~, ~m Bt~ ~a a~ Me~ L~ Pi~, F~ & S~
~c~mt~ ~ co-~mg~ mdjo~t ~ok ~g~, ~u~e B~ S~d~ ~c. ~d ~m Co~�~ia] Pap~ ~c., as
co~fion ag~, Me~ L~c~ Pier~, F~ & S~ hco~t~ as d~um~fion agen~ ~d B~ of~c~ N.A., ~s
a~s~aflve agenL Swhg L~ L~ ~d UC Issue.


~i No. I Io ~e Cze~ A~en~ ~t~ ~ of Septemb~ 30, 2~, among WMG A~isifion Co~., ~e ~as Bo~ow~s
~ ~o, WMG Hol~n~ Co~., ~ ]en~s ~ ~elo, B~c of~i~ Se~ ~C ~d D~s~e B~ S~udii~ he., as
johl ]~d a~g~s ~d jolt b~k m~age~ and v~ous o~er


~enl No. 21o ~e ~t A~e~ ~I~ ~ of ~ember 6, 20~, among ~G A~uisR~n Co~., ~e ~ermas Bo~ow~s
~y ~Io, WMG Hol~ ~., ~e ]~d~ ~ ~o, Bane of~i~ ~ LLC ~d Deu1~he B~k S~fi~ he., as-
johl ]~d a~gers ~d joinl b~k ~age~ and v~ious o~e~ ~es
~en~enl No. 3 Io ~e Cm~ A~em~ ~I~ as of April 29, 2~5 a~ng WMG Acquisi~ ~., ~� ~s Bo~owe~ p~es
~o, ~G Ho]~gs Co~., ~e lende~ p~ ~ere~, Bane of~ ~fi~ ~C ~ ~sche Ba~ S~ifies he., as~
l~ ~g~ ~djo~ book m~a~ ~d v~o~ o~ pa~s


~wi~ A~e~enl, ~led as of Fcb~ 27, 2~4, ~m ~e Gmnlo~ n~ tp ~eh ~ B~ ofAme~ N~


Subsi~ Gu~w, ~ted ~ of Febm~ 27, 2~, ~m ~e ~to~ ~d ~ein ~d ~ Ad~fional Gu~lo~ ~med
fav~ of~ ~ P~ies named h ~ Cz~t A~t ~efe~ Io


P~t GrufF, ~ed as of Feb~ 27, 2~4, ~om WMG Hol~gs ~. h favor of~e S~med P~es named h


~mp~y Gu~W, ~led as of Feb~ 27, 20~, ~m WMG Ac~sifi~ ~. ~ favor of ~S~d P~ ~m~ h ~e C~
A~eement r~e~r~ to


D~d ofTm~, S~ A~m~l, ~fi~eni ofR~ ~d ~s~ ~ Fix~ F~hg ~ess~) by ~d ~om W~ Bros. ~r~,
~c. Io ~y B. Housch in f~o~ of B~ ~, N~, ~t~ as of Febm~ 29, 20~ (20, 24, 26 Music S~ Eag)


D~d ofTm~ S~ A~m~l, Assi~menl ofR~ ~d Leases ~d Fix~e FHhg ~e~ess~) by ~d ~m W~ Bros. Record,
~c. to ~y B. Housch h favor ofB~ of~e~, N~, ~t~ as of Febm~ 29, 2004 (21 Music Squ~e Eas0
D~d of T~, Secu~W Agmemenb ~si~enl of R~ ~d L~s~ and Fix~ F~g (~Hfomh) by ~d ~om W~er B~os. Record,
~c. to MTC Fh~cial hc. h favo~ ofB~ of~ic~ N~., ~ted as of Febma~ 29, 2004
Trade~k S~ Agr~menL dated as of Febma~ 29, 20~, made by ~e G~Iors ]isled on ~e silage ~g~ ~Io h favor of~e
B~ of~eric~ N.~


Copy~t ~c~ A~e~en~ ~I~ as of Feb~ 29, 2~4, ~de by ~e ~nlo~ li~ on ~e si~e pages ~eto ~ favor of~e
B~ of America, N~
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10.14(5) Stockholders Agreement, dated ~s of Febm~ 29, 2004, among WMG P~ent Co~., WMG Hol~gs ~., WMG A~sifion ~.
~d ~in St~old~ of W~ Music ~oup Co~. (fox,fly ~o~ as WMG P~t ~rp.) md WM~ Hol~gs ~.


10.I 5(5) ~t No. 1 to St~ol~r’s A~t, ~t~ as of Ju~ 30, 20~, a~ng WMG Parent ~., WMG Hold~gs Co~., WMG
A~sidon ~., e~h Pe~on ex~g ~s A~em~nt ~d fi~ as ~ ~ve~or on ~� silage pages ~o, ~ch P~son ex~u~g
~s A~ement ~d ]i~ ~ a Se~ on ~e silage pages h~o, ~ch P~son ex~g ~s A~nt an~ ~s~d as a M~a~ on ~e
silage pages hereto ~d such o~ Pc~ons, if ~y, Sat ~om time to ~e b~om¢ p~ h~¢~ as holde~ of ~ HoMer S~


10.16~) ~ ~d R~t~ Sto~old~s A~e~t ~t~ ~ of May 10, 2~5 ~�~ W~ Music Gxoup Co~:, WMG Ho]d~ ~.,
~G Acq~sifion Co~. ~d c~ ~o~old¢~ of Wa~ Music Group Co~.


10.17(5) ~ A~i~five S~k~s A~m~t, ~ed as of Feb~ 29, 20~, be~ T~� W~ hc. ~d WMG Acquisition Co~.
10.18(5) ~¢n~t No. 1 ~o 8�11¢x A~i~fiv¢ S¢~i~s A~menh ~ted as of July 1, 20~, ~n T~ W~¢r hc. ~d WMG


A~nlsifion Corp.
10.19(5) ~rchas~r A~i~s~fiv¢ S~ic~ A~¢em~t, ~tcd as of Feb~ 29, 2~4, ~W¢~ Time W~¢~ hc. ~d WMG Acquisition
10.2~5) M~gemeat A~m~ ~1�d as of Feb~ 29, 2004, among WMG Paint ~., WMG Ho]~gs Co~., WMG A~uishion Co~.,


T~ M~g~s V, L.L.C, Bah ~pit~ P~n¢~, ~C, P~idenc¢ ~ai~ P~ IV hc. ~d Music P~¢rs M~agcm~n~ LLC
10.21 (7) T~fion A~em~t ~e M~age~t A~em~t ~t~ as of May 10, 2005, b~n W~r Mmic Group Co~., WMG Hol~gs


Co~., WMG A~uis~on Co~., T~ M~ag¢~ V, LZ.C., Bah ~pit~ P~, ~C, P~vid~c¢ Eqai~ P~s 1V ~c. ~d Music
Pa~ers M~ag~nt, LLC


10.220) W~t A~nt (~T W~g Feb~ 29, 20~, WMG P~t ~., WMG Hol~gs Co~. ~d ~ofic ~ ~c.
10.23(5) W~t A~ent (~e~Ye~ Waists), Feb~ 29, 2004, WMG Parent ~., WMG Hol~ngs Co~. and ~stofic ~
10.24(10) W~t Repmhas~ A~men~ ~ as of Ap~ 21, 2005, betw~ W~= Mufic Group Co~. ~d ~stofic ~ hc.
10.2~(5) ~p]oym¢~ Ag~m~L dat~ as of ~h I, 20~, b¢tw~n WMG Ac~is~on Co~. ~d Edg~ Bro~ Jr.
10.26(5) Employ~nt Agre~L d~ted as of Jan~ 25, 2004, b~ween WMGA~aisifion ~. ~d Ly~ Cohen
10.270 ) EmploFmtnt Afferent, dined as of D~em~ 15,1998, ~tw¢¢n Wam~ Music h~ ~d David H. Jonson, asamitY, asked by


WMG Acquisition Co~. on M~ch 1,2004
10.28(5) EmploYment A~eem~t, dated as of D~m~r 21, 2004, ~tw¢¢n Warner Music Inc. ~d ~�1D.
10.29(9) Employment Agreem~ dat~ as of M~h 17, 2005, beWeen W~er/~appe~ Music, ~c. ~d ~d Bhckston~
10.30(17) EmpIoy~nt A~¢¢ment, dated as of Feb~D, 10, 2006 b~’een Wa~¢r Mufic Group Co~. ~d Pa~ick Vien
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Employment Agreement, d~ted.as of November 4, 2005, between Wamex Music Group Corp. and Alex Zubillaga
Employment Agreement, date~ as of July 7, 2005, between Warner Music Group Corp. and Carotin Stockdale
Restricted Stock Award Agreement, dated as of March I, 2004, between Win’nee Music Group Corp. (formerly known as WMG Parent
Corp.) and Edgar Bronfiuan, Jr.
Restricted Stock Award Agreement, dated as of March I, 2004, between Warner Music Group Corp. (formerly known as WNIG Parent
Corp.) and Lyor Cohen


Restricted Slock Award Agreement, dated as of January 28, 2005, between Warner Music Group Corp. (formerly known as WMG Parent
Corp.) and David H. Johnson
Restricted Stock Award A~eement, dated as of December 3 I, 2004, between Warner Music Group Corp. (formerly known as WMG
Parent .corp.) and Michael D. Fleishcr                         ,
Restricte~l Stock Award Agreement, dated as of October 1,2004, between Warner Music Group Corp. (formerly known as WMG Parent
Corp.) and Alex Zubillaga
Restricted Stock Award Agreera~nt, dated as of March 17, 2005, between Warnes Music Group Corp. and Richard Blackstone
Stock Option Agreement, dated as of Febr,~ary 17, 2006, between Warner Music Group Corp. and Patrick Vi~n
Stock Option Agreement, dated as of August 5, 2005, between Warner Music Group. Corp. and Caroline Stockdale


Director Ras~cted Stock Award Agreement, dated as of November 4, 2005, between Warner Music Group Corp..and Shdby Bonnie
Director Restricted Stock Award Agreement, dated as of March 2, 2006, b~tween Warner Music Group Corp. and Shelby Bonnie
Director Restricted Stock Award Agreement, dated as of March 2, 2006, between Warner Music Group Corp. and Michele Hooper
Director Restricted Stock Award Agr~eanent, dated as of July 26, 2005, between Wamex Music Group Corp. and Phyllis Orann
Form of WMG Pardnt Corp. LT1P Stock Option Agreement
Form of Warner Music Group Corp. 2005 Ormu’bus Award Plan
Amandment No. 1. to lh~ 2005 Plan
Form of P,.~stricted Stock Award Agreement


Form of Director Reslricted Stock Award Agre~rn~nt
Form of Option Agreement
Form of Stock Appreciation Rights A~ment
Office Le~s~, June 27, 2002, by and between Med~a Center Devolopmenl, LLC ~nd Warner Music Group Inc~ as amended
Lease, dated as of February 1, 1996, between 1290 Associates, LLC. and Warner Communications Inc.
Consent to Assignment of Sublease, dated as of October 5, 2001, between 1290 Partners, L.P. and Wamex Music Group
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(c)


Lease, dated as of February 29, 2004, between Historical TW Inc. and Warner Music Group Inc. regarding 75 Rockefeller Plaza
U.S. Pick, Pack and Shipping Services Agreement, dated as of October 24, 2003, between Wamer-Elektra-At]anfie Corporation and
Cinram Distr~ution LLC


U.S. Manufactming and Packaging Agreement, dated as of October 24, 2003, between Wamer-EIektra-Aflantie Corporation and Cinram
Manufacturing Inc.
International Pick, Pack and Shipping Services Agreement, dated as of October 24, 2003, between WEA International Inc. and Warner
Music Manufacturing Europe GmbH Company
International Manufacturing and Packaging Agrcement, dated as of Oclober 24, 2003, between WEA lntemafienal Inc. and Warner
Music Mannfaeturing Europe GmbH Company
Assurance of Discontinuance dated November 22, 2005
Computation of Ratio of Earrfings to Fixed Charges
Code of Ethics
List of Subsidiaries
Consent of Ernst & Young LLP
Power of Attorney (see signature page)
Certification of the Chief Executive Officer p~suant to Rule 13a-14(a) of the Securities Exchange Act, as amended
Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act, as amended
Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes--Oxley Act of 2002
Certification oflhe Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
Financial Statement Schedules
Schedule 11 Valuation and Qualifying Accounts


* Exh~it omils certain information that has been filed separately with the Securities and Exchange Commission pursuant 1o a confidential treatment
request pursuant to Rate 406 promulgated under the Securities Act of 1933, as amended.


** Filed herewith.
*** Pursuant to SEC Release No. 33-8212, this certification will be treated as "accompanying" this Annual Report on Form 10-K and not "filed" as


part of such report for purposes of Section 18 of the Securities Exchange Act, as amended, or otherwise subject to the liability of Section 18 of the
Securities Exchange Act, as amended, and this certification will not be deemed to be incorporated by reference into any fi].ing under the Securities
Act of 1933, as amended, except to the extent that the registrant specifically incorporates it by reference.


(1) Inco~orated by reference to WMG Acquisition Corp.’s Amendment No. 1 to the Registration Statement on Form S-4 (File No. 333-121322).
(2) Ineurporated by reference to Warner Music Group Corp.’s Quarterly Report on Form 10-Q fer the period ended March 31, 2005 (File


No. 001-32502).
(3) Incorporated by reference to WMG Acquisition Corp.’s Regislration Statement on Form S-4 (File No. 333-121322).
(4) Incorporated by reference to Warner Music Group Corp.’ s Amendment No. 2 to the Registration Statement on Form S-1 (File No. 333-123249).
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(5) Incorporated by reference to WMG Acquisition Corp.’s Amendment No. 2 to the Registration Statement on Form S-4 (File No. 333-121322).
(6) Incorporated by reference to Warner Music Group Corp.’s Amendment No. 4 to tl~ Registration Statement on Form S-1 (File No. 333-123249).
(7) Incorporated by reference to Warner Music Group Corp.’s Cu~ent Report on Form 8-K filed May 19, 2005 (File No. 001-32502).
(8) Incorporated by reference to WMG Acquisition Corp.’s Current Report on form 8-K fried April 1, 2005 (Fil," No. 333-121322).
(9) Incorpo~ted by reference to WMG Acquisition Corp.’s Current Report on £erm 8-K fried April 11, 2005 (File No. 333-121322).
(10) Incorporated by reference to Warner Music Group Corp." s Amendment No. 3 to the Registration Statement on Form S-1 (File No. 333-123249).
(11) Incorporated by reference to WMG Acquisition Corp.’s Amendment No. 3 to the Registration Statement on Form S-4 (File No. 333-121322).
(12) Incorp6rated by reference to Warner Music Group Corp.’s Registration Statement on Form S-4 (File No. 333-I 26786-01).
(13) Incorporated by reference to Warner Music Group Corp.’s C~n’ent Report on Form 8-K filed October 3, 2005 (File No. 001-32502).
(14) Incorporated by re~’erence to Warner Music Group Corp.’s C~rrent Report on Form 8-K filed October 27, 2005 (File No. 001-32502).
(15) Incorporated by reference to Warner Music Group Corp.’s Annual Report on Form IO-K for the Fiscal year endedSeptember 30, 2005 (File


No. 001-32502).
( 1 6) Incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed November 7, 2005 (File No. 001-32502).
(17) Incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed February 13, 2005 (File No. 001-32502).
(18) Incorporated by reference to Warner Mus!c Group .Corp.’s Quarterly Report on Form 10-Q for the period ended March 31, 2006 (File


No. 001-32502).
(19) Incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed June 30, 2006 (File No. 001-32502).
(20) Incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed on September 29, 2006 (File No. 001-32502).
(21) Incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed on November 7, 2005 (File No. 001-32502)
(22) incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed on March 6, 2006 (F’rie No. 001-32502)
(23) Incorporated by reference to Warner Music Group Corp.’s Current Report on Form 8-K filed on July 27, 2006 (File No. 001-32502)


156


SE 0214179







!


Table of Contentg
SIGNATURE


Pursuant ~o t~ requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized, on December 1, 2006.


W~n;R MUSIC G~O~ CORP.


By: isI
Name: Edgar Bronfman, Jr.
Title: Cbi~Executi~ Offi~r and ~a~man of the


Beard ofD~o~ (Pr~cipal Executi~ Officer)


By: is/ M~C~AEL [-), F~.Emm~
Name: Michael D. Flelther
Title: Chlei Financial Officer (Principal Financial


Officer and Principal Accounting OfflceO


POWER OF ATTOIT~’EY


KNOW BY ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoJms jolnfly and severally,
David 1L Jotmson, Paul M. Robinson and Trent N. Tappe, and each of them, his attorneys-in-fact, each with the power of substitution, for him in any and
all ca~eities, to sign any and ~11 amendments to the this Armua] Report on Form 10-K and to file the same, with exh~its thereto and other doeumants in
connection th.erewith, with the Securities and Exchange Commission, hereby ratifying and confirming all that each said attorneys-in-, fact, or his substitute
or substitutes, may do or cause to be done by virtue hereof.


Pursuant to the requiremen~ of the Securities Exchang’e Act of 1934, this report has been signed by the fol!owing persom in the capacities indicated
on December 1, 2006.


IS( EDOAR ]:]ROt, rC~AN ,IR
Edgar Bronfman~ Jr.


Clfief Executive Officer and Chairman of the Board of Directors
(Principal Executive Officer)


Michael D. Flelsber
Chief Financial Officer (Principal Financial Officer and Principal
Aceotmting Officer)


Len Blavatnik


/s/ Srr~BY W B°~e Director
Shelby W. Bonnie


RICHARD ]~RESSLER Director
Richard Bressler


JOHN p cONNAUOhrfON Director
John P. Connaughton
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Title


Phyllis E. Grann
Director


/Sl
M~c~t~ ,I H°°~
Michele J. Hooper


Director


/st Scott 1,,
S~ott ].. Jaeckel


Director


/S/ ~£’~ W I,AWRY Director


THOMAS H | ,EE
Thomas IL Lee


Director


N I~" I,°~
lan Lorlng


Director


Jonathan M. Nehon
Director


Mark Nunnelly
Director


Sc°rr M Svae~°
Scott M. SperKng


Director
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-4.9
EIGHTH SUPPLEMENTAL INDENTURE, DATED AS OF NOVEMI~,ER 29, 2006
10-K Filed on 12/0112006 - Period: 09/30/2006
File Number 001-32502
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WMO ACQUISITION CORP.
Issuer


ATLANTIC PRODUCTIONS LLC


FBR INVESTMENTS LLC


And


WELLS FARGO BANK, NATIONAL ASSOCIATION
Tfust~


Exhibit 4.~


EIGHTH SUPPLEMENTAL INDENTURE


Dated as of Novembex 29, 2006


TO


INDENTURE


Dated as of April g, 2004


as amended


U.S. Dollar-denominated 73/8% Senior Subordinated Notes due 2014 -


Sterling-denominated. 8 1/8% Senior Subordinated Notes due 2014
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This EIGHTH SUPPLEMENTAL INDENTURE is dated as of this 29th day of November 2006 (the "Eighth Supplemental indenture"), among
WMG ACQUISITION CORP., a Delaware corpoJation (the "Company"), ALTLANTIC PRODUCTIONS LLC and FBR INVESTMENTS LLC (each, a
"Subsidiary Guaranlor," and collectively, the "Subsidiary Gumanturs") and WELLS FARGO BANK, NATIONAL ASSOCIATION, as indenture irastee
(the "Trustee").


WHEP, EAS, the Company, the guarantors parties thereto and the Trustee entered into an indentme dated as of April 8, 2004, as amended by the First
Supplemental Indenture, dated as of November 16, 2004 among the Company, the Trustee, WEA Urban LLC an~l WEA Rock LLC (since renamed Asylum
Records LLC and East West Records LLC, respectively), as further amended by the Second Supplemental Indenture, dated as-of May 17, 2005, among the
Company, the Trustee, NonZero, LLC (since renamed Cordless Recordings LLC) and The Biz LLC, as further amended by the .Third Supplemen. tal
indenture, dated as of September 28, 2005, among the Company, the Trustee and Lava Records LLC, as further amended by the Fourth Supplemental
indenture, dated as of Octolxa" 26, 2005, among the Company, the Trustee and BB in~,estments LLC, as further amended by the Fifth Supp]emenml
indenture, dated as of November 29, 2005, among the Company, the Truste* and Perfect Game Recording Company LLC, as further amended by the Sixth
Supp]emental indenture, dated as of Jxm¢ 30, 2006, among the Company, the Tmste~, En Acquisition Corp., Rep Sales, Inc., Restless Acquisition Corp.,
P, yko Corporation, RykodJsc, Inc., Rykomusic, Inc., Warner Music Austria Bct¢iligungs management GmbH, Warner Music Austria Holding GmbH,
Warner Music Canada Asset Holdings LLC and Warner Music Investments Lnxembourg S.a.r.]., and as fmther amended by the Seventh Supplemental
Indenture, dated as of Seotember 29, 2006, among the Company, the Trustee, Ahernmivo DisU’ibution Alliance, Maverick Recording Company and
Maverick Partner Me. (co]l~tive]y, the "Indenture"), for the bendit of ench other and for the equal and ~table benefit of the Holders of the
U.S. Dollar-denominated 7 ~/8% Senior Subordinated Notes due ~014 and the Sterling-denominated 8 /$% Senior Snberdinated-Notes due 2014 (the
"Notes"). Capitalized terms used hereIn without definition have the meanIngs ascn’oM to such terms in the Indenture;


WHEREAS, Section 4.16 of the indenture requires the Company to cause certain Restricted Subsidiaries to execme and deliver a supplemental
indenture to the IndentRre providing for issuance by such Restricted Subsidiary of a Subsidiary Guarantee of payment of the Notes;


WHEREAS, Section 9.01(6) of’the Indenture provides that, without the consent of the Holders, the Company and the Trustee, together, may amend or
supplement the Indenture, the Guarantees and the Notes without notice to or consent of any Holdgr to add a Guarantee 9f the Notes; "


WHEREAS, the Company and the Subsidiary Guaran.l. ors desh~e and have ~equested the Trustee to join with it in the execution and delivery of this
Eighth Supplemental Indenture;


NOW, THEREFORE, in consideration of the addition of the Subsidiary Guarantors named,below as Subsidia .ry Guarantors hereunder, the Company
and each of the Subsidiary Guarantors named below covenant and agree with the Trustee as follows:


1. Each of Atlantic Productions LLC and FBR Investments LLC shall become a Subsidiary Guarantor as of the date of this Eighth Supplemenlal
.Indenture by execution and delivery of this Eighth Supplemental Mdantum.
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2. The Indentwe, as supplemented and amended by this Eighth Supplemental Indenture, is in all respects ratified and com-n’med, and the Indenture
and this Eighth Supplemental Indenture shall be read, taken and construed as one and the sam~ instrument


3. If any t~rovision hereof limlts, qualifies or conflias with another provision herenfwhich is required to be included in this Eighth Supplemental
hadenmre by any of the provisions of the Trust l~denmre Act, such required provision shall conUol.


4. All covenants and agr~ments in this Eighth Supplemental Indenture by the Company and each of the Subsidiary Guarantors shall bind ~heir
respective successors and assigns, whether so expressed or not.


5. In case any provision in this Eighth Supplemental Indenture shall be invalid, illegal or unenforceable, the validity, legality and ent"orceability of the
remaining provisions shall not in any way be affected or impaired thereby.


6. Nothing in this Eighth Supplemental hadenlnre, expressed or implied, shall give to any Person, other than the parties hereto and their successors
hereunder, and the Holders any benefit or any legal or equitable right, remedy or claim under this Eighth Supp]emcnlal Indenlure.


7. THIS EIGHTH SUPPLEMENTAL INDENTURE AND TH~ NOTES SHALL BE C-OVEI:LNED BY, AND CONSTRUED IN ACCORDANCE
WITH, THE LAWS OF THE STATE OF NEW YORK.


8. This Eighth Supplemental Indenture shah comply with the Trust Indenture Ac~ as then in effect


9. The Eighth Supplemental Indenture may be executed In any number of counterparts, each of which shall b~ an original; but such counterparts shall
together constitate but one and the same instrument.


10. In case any one or more of the provisions of this Eighth Supplemental Indenture or in the Notes shall be held invalid, illegal or unenforceable, in
any respect for any reason, the validity, legality and enforcenbi]ity of any such provision in every other respect and oftbe remaining previsions shall not in
any way be affected or impaired thereby, it being intended that all of the provisions hereof shall be enforceable to the full extent permitted by law.


11. The recitals contained herein shall be taken as statements of the Issuer and each of the Subsidiary Guarantors, and the Trustee assumes no
respons~ility for their correctness. The Trustee makes no representations as to the validity or sufficiency of the Indenture, this Eighth Supplemental
Indenlure or of the Notes and shall not be accountable for the use or application by the Company of the Notes or the proceeds theren£
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IN WITNESS ~rHEREOF, the parties have executed this Eighth Supplemental indenture as of the date first written above.


WMG ACQUISITION CORP.


By: /s/Paul Robinson
Name: Paul Robinson
Title: Senior Vice President and Deputy General


Counsel


ATLANTIC PRODUCTIONS LLC, .


By: I~1 p~¢] Robinson
Name: Paul Robinson
Title: Vice President


FBR INVESTMENTS LLC,


By: Is/Paul Robinson
Name:- Paul Robinson
Title: Vice President
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WELLS FARGO BANK, NATIONAL ASSOCIAT1ON~ as
lnd~npare T~ustee


By: /s! Jefferv Rosq
Name: J ~ffery
Title: Vice President
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-10.31
EMPLOYMENTAGREEMENT, DATED AS OF NOVEMMBER 4, 2005
10-K Filed on 12/0112006 - Period: 0913012006
File Number 001-32502


(WMG)
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Exhibit 10.31


WARNER MUSIC INC.
"15 Rockefaller Plaza


New York, New York 10019


November 4, 2005


Alex Zubillaga ’


Dear Alex:
This letter, when signed by you and countersigned by us ("Company"), shall constitute our agreement (the "Agreement") with respect to your


~mployment wi~ Company.


1. Position: Effective on the date hereof, Executive Vice President, Digital Strategy and Busines~ Development


2. Term: The term of this Agreemem shall commence on August 8, 2005 and end on August 7, 2008 (the "Term").


ComnensatJ~n:
(a) Salurv: During the Term, Company shall pay you a salary at the rate of $600,000 per annum.
(b) Armua] Discretionarv Borms: With respect to each fiscal year of the Term (commencing with the fiscal year ending September 30, 2005),
Company shall ennsider granting to yon an annual bonus (or a pro rata portion of such annual bonus for a portion of such year provided that the
bonus for the fiscal year ended September 30, 2005 will cover the 10 months ending September 30, 2005 ennsistent with other senior executive
hanuses). The amount of each annual bonus shall be determinetl by Company at its sole discretion; provided, that, your Target bonus for each
fiscal year of the Term shall be $350,000 (or a pro rata portion of such amount for a portion of a year), based on the strength of your
performance and on the performance of Company. The amount of each annual bonus awarded to you may be higher or lower than the Target
amount, and shall be determined by Company using criteria consistent with the criteria used in determining the annual bonuses of other senior
corporate executives of Company (i.e., the officers reporting direetty to the Chairman and CEO of Company (other than the Chairman of the
US recorded music operations of the Warner Recorded Music Business)).
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(c) Pav~fient of Compensation: Compensation accruing to you during the Term shill be payable in accordance with the regular payroll practices
of Company for employees at year level You shah not bc entitled Io additional compensation for performing any services for Company’s
sub.sid~ .aries or a~iliates:


~: Your employment with Company shall be full-time and exclusive. During the Term you will not render any services for others, or
for your own account, in the field of entertainment or otherwise; provided, however, that to the extent that such activities do not interfere with
the p’erformance of your duties hereunder, you may (a) serve on corporate boards or committees with the prior written consent of the CEO of
Company, (b) serve on civic, educational, philanthropic or charitable boards or commiitees, (c) passively own not more than three percent
(3%) of the outstanding capital stock of any corporation whose stock is publicly leaded and manage such investments, and (dJ own and manage
real estate and securities portfolio investments.


Reoorting: Yon shall at all times work under the supervision and direction of the Chairman and CEO of Company, or to such senior exec’ative
officer of Company as the Chairman and CEO of Company may designate; provided that such" officer holds the title of President, CO0 or Vice
Chairman, and shall perform such duties as yon shall reasonably be directed to perform by such senior officers.


Place of Emplovment: The greater New York metropolitan area. You shall render services at the offices established for Company at such
location. You also agree to travel on tonpora~ trips to such other place or places as may b¢ required from time to time to perform your duties
hereunder. "


Travel and Entertainment Expenses: Company shall promptly pay or reimburse you for reasonable expenses (including first class travel and
first class accommodations) actually incurred or paid by you during the Term in the performance of your services hereunder in accordance with


"Company’s policy for employees at your level npan presentation of expense statements or vouchers or such other supporting information as
Company may customarily require.


Benefits: While you are employed hereunder, you shall be entitled to all fringe benefits generally accorded to employees of Company at your
level from time to time, including but not limited to, medica! health and accident, group life and disability insurance and similar benefits,
provided that you are eligible under the general provisions of any applicable plan or program and Company cominues to maintain such plan or
program during the Term. During the Term, yon shall be entitled to no less paid vacation for each year commencing with the Effective Date as
is made available generally to other senior executives of the Company;, provided, tha~, such paid vacation shall be no less than four weeks per
year.
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10.


11.


Diszbilitv/Death: II’you shah become physically or mentally incapacitated f~om performing your duties hereunder, and such incapacity sha~l
continue for a period of six (6) consecutive months or more or for sho~ter periods aggregating six months or more in any twelve-month period,
Company shah have the right (b~fore the termination of such incapacity), at its option, to terminate your employment hereunder upon paying to
you the Basic Te=’minatiou Payments (as defined below), including any applicable disability benefits under benefit plans, policies or
arzangements of the Company. In tbe evant of your death, this Agrecmcut shall automatically ten]ainate except that Company shah pay to your
estate or as you may otherwise designate (to the extant permitted under applicable law) any accrued but unpaid salaD, through the last day of
the month of your death and any other Basic Tenniuntion Payments, including any applicable death bcnefils under benefits plans, policies or
anungcmrnts of the Company.


Termination by Company:. Co.m_p .any may at any time durin[~ the Term, by w~dtten notic¢~ terminate your employment for =Cause" (as defined
below), such Cause to b¢ specified m the notice of terminatmn. The following acts shali constitute "Cause" hereunder: (a) the willful and
continued failure or refusal by you to perform substantially yore material dudes with the Company (other than any such failure resulting from
your in~pacity due to physical or menta] illness); (b) conviction of, or pica of guilty to, a felony or misdemeanor involving moral turpitude or
dishonesty;, (c) the wilifuland continued broach by you of matexial covenants contained in this Agreement; and (d) the willfuI engaging by you
in gross misconduct which is demonstrably and materially injurious to the Company or its affiliates. Notice of termination given to you by
Company shaH specify the reason(s) for such termination, and in tbe case whom a cause for termination deserJ%ed in clause (a) or (c) above
shall be susceptible of cure, and such notice ofterminatien is the first notice of termination given to you for such reason, if you fail to cure such
cause for tezmination within ten (10) business days af~ex the date of such notice, lermination shaH be effectiv~ upon the ~piration of such
tan-day period, and ifycu cure such cause within such tan-day period, such notice of termination shall be incffeciive. In all other cases, notice
of terminatinn shall be effective on the date thereof. Upon termination for =Cause" yon shall be entitled to the Basic Termination Payments.


Termination by Employee.
(a) For purposes of this Paragraph 11, Company shaH be in breach of its obligations to you hen.~under if there shall have occurred any of the
following events (each such event being referred to as a "Good 1~eason"): "Good Reason" shall mean: (i) any adverse change in your title;
(ii) any failure by the Company to comply with any of the provisions of Paragraph 3 of this Agr~ment; (iii) the
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Company requiring you to be based at any office or location other than at an office commensmate with your position at the headquarters of the
Company in the Borough of Manhattan, New York; or (iv) any change in reporting inconsistent with Paragraph 5 above.
(b) You may exercise yo~r right to lerminate the Term offlds Agreement for Good Reason pursuant to this Paragraph I 1 by notice given to
Company in writing specifying the Good Reason for termination within sixV! (60) days after the occurrence of any such event constituting
Good Reason, otherwise your fight to ierminate this Agreement by reason of the occun-ence of such event shall expire and shall" be deemed to
have permanently lapsed. Any such termination in compliance with the provisions of this Paragraph l 1 shall be effective thirty (30) days after
the date of your written notice o£termination, except that Jr’Company shall cure such specified cause within such thirty-day period, you shall
not be entitled to terminate the term of this Agreement by reason of such specified Good Reason and the notice of termination given by you.
shall be null and void and of no effect whatsoever.


12. Consequences of Breach by Company or Non-renewal:
(a) In the event of a "Special Terrainetion" (as defined bdow) of your employment or your resignation for "Good Reason" (as defined in
Paragraph 11 (a)), yore sole remedy shall be that, upon your execution of a Release (as defined below) Company shall pay to you the "Special
Termination Payments" (as defined below), and in the evant of a "Qualifying Non-renewal" (as defined below), your sole remedy shall be that,
upon your execution of a Release, Company shall pay to you the "Non-renewal Payments" (as defined below). Special Termination Payments
and Qualifying Non-renewal Payments are sometimes herein referred to collectively as the "Termination Payments."
(b) Th~ "Basic Termination Payments" shall mean any aeemed but unpaid salary, accrued vacation pay in accordance with Company policy,
any uureimbursed expenses pursuant to Paragraph 7, plus any accrued but unpaid benefits in accordance with Paragraph 8, in each case to the
date on which your employment terminates pmsnant to an event described in subparagraph (d) or (f), below, as applicable (the ’’Termination
Date").
(c) A "Release" shall mean a releasd agreement in Company’s standard form, which shall include, without limihation, a release by you of
Company from any and all claims which you may have relating to your employment with Company and the termination of such employment.
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(d) A "Spe~iil Termination" shall have oomr~ed in the event that ~m~y ~t~ yo~ emp~o~ent he~d~ o~ ~ p~t ~o
Pa~phs 9 or 10
(e) ’~p~ial T~afion Pa~tf’ shill m~n (i) ~e Basle Te~afion P~ts; p~s (ii) ~e ~at~ of (A) ~e "Seve~ce ~o~t~ (as
d~ bd~w) ~d (B) ~ sum of(1) $~,~0 (repr~n1~g on~ y~ of ~la~) ~d (~) $350,~0 (r~pr~g one ye~ of ~g~t ~nus), and
(~l) an ~t eq~ to ~ T~got ~fi~ ~o ~tod for ~at ~on of ~e fis~ ~ pfi~ to ~ ~ of relation.


(0 A ~a~hg Non-~n~war" sh~l ~ve oc~ed h ~ ev~t ~aL ~ ~ ~nd of ~ T~: (i) Comply d~]~ to offer you con~u~
~mpl~m~i ~ ~mp~y or o~ ofi~ a~ai~; or (ii) ~mp~y off~s you con~ Cmp~t w~ ~mp~y or one of ~ ~filiatcs at a
sala~ low~ ~ your sa]~ as h effe~ on ~e last ~y of~e Te~, and you e]~ m ~e inch off~ ~d ie~ yore e~lo~i wi~
~mp~y.


(g) ~ "Non-~l Payment" sh~l me~(~ ~ amo~t ofseve~n~ ~ (~e "S~ce ~o~t’~ ~t would have ~n ~yable m you
md~ ~m~y poficy ~ ~ �ffc~ on ~� T~nation Date ~ you not b~ ~bje~ to ~ ~ploym~nt a~nt w~ ~mp~y, plus; (fi) ~e
Basic T~afion Pa~m.
~) ~y Tc~on Payments payable to you md~ P~a~aph 12(r~r (g) a~vv shill ~ mado by Comply ~ ac~r~ce w~ i~ r~r
path ~ccs ~ m~s ofco~u~ pa~s to you (i) ofyo~ ~ ~ ~� sa~ ratr as was ~ �ff~ as of~v T~fi~ ~t~ for ~
appli~blo ~iod as h nec~ to ~usv ~ ~ll amo~t due ruder m~ cl~se io ~ ~i~ or (h~ of ~ for ~ch sho~ ~od ~ ~mp~y
dclc~s is nvc~s~ to prcwnt su~ ~o~ ~om berg deemed "d¢f~ compm~fion" un~r app~ble ~ la~ pmvidrd ~t ~ ~
cv~ ~t ~ Pay~t P~d is so ~o~ yore rat~ of pay ~g ~ ~fiod shill ~ i~scd accoM~ ~ ord~ m ~us~ $~ pa~cht
~ ~1 of~e amo~ ~uir~ to be pa~ to you p~t to ~ P~ 12 (~e "Pa~t P~od’D. ~y pa~ ~ re~t of bonuses
would ~ p~ablo-al-~c ~ b~as~ ~� gcn~lly payabl~ to o~cr ~or ex~ves for ~ch fiscfl y~. ~g ~o P~nt P~od,
~mp~y shall ~n~uc to pro~de you ~d year ilig~lc f~i~ memb~s ~ coverage ~d~ Company’s m~l ~d life insmn~ plum in
accor~ce ~ ~e ~s ofsu~ plus (exclud~g any p~ovision erich pl~ w~ch wo~d cause you or your fa~ly memb~ to be ~elig~l~
for ~v~g¢ by r~n ~t yo~ emplo~ent ~ ~mp~y ~s t~), and you ~ bc ~tifl~ to p~cipate ~ ~ ~ benefn p~s of
Comply d~ng su~ ~
(~ In Se event you clot not to ~tc and dehv~ a Rv]~se ~ co~ion w~ a S~cifl Te~fion or a Qual~y~g Hon-~ncwaI, ~mpany.
~ only bc obligat¢d
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to pay to yon the Basic Termination Paymezrts. Following the ddivvry of an execut.ed Release pursunnt.to this Parsgraphol2, you shall hay? no
d~ity to seek substitute employment, andCompany shall have no right of offset against any amo~mts paid to you under this Paragraph 12 wkh
respect to any compensation or fees thereafter received by you fi’om any employment thereafter obtained or eonsnltaney arrangement thereafter
entered into by you.


13. Confidential Ma~ter$: Yon shall keep secret all confidential matters of Company and its affiliates (for purposes of this Paragraph 13 only,
"Company"), and shall not disclose them to anyone outside of Company, either.d ~ur~." g or after your. employment with .Company, except with
Company’s written consent. You shall deliver promptly to Company upon termmatton ofyanr employment, or at a.ny lame Company may
request, all confidential memoranda, notes, records, reports and other documents (and all copies thereof) relating to the business of Company
which you may then possess or have under your control.


14. Resnlts and Proceeds of Emplos’ment: You acknowledge that Company shall own all rights of every kind and character throughout the world in
pexpetoity in and to any material and/or ideas written, suggested or in anyway created by yon hereunder and all other results and proceeds of
your services hereunder, including, but not limited to, all copyrightable material created by you within the scope of your employment. You
agree to execute and deliver to Company such assignments or other instruments as Company may require from time to time to evidence
Company’s ownership of the resuhs and proceeds of your services.


15. Indite: To the fullest extent permitted by applicable law, the Company shall indemnify, defend and hold the youharmless from and against
any and all claims, demands, actions, causes of action, liabilities, losses, judgments, fines, costs and expenses (including, without limitation, the
reimbursement ofreasunab]e attorneys’ fees, settlement expenses, punitive damages and the advancement of legal fees and expenses, as such
fees and expenses are incurred by you) arising from or relating to (a) claims relating to the Company or any or direct or indirect parents or
subsidiaries or (b) your service with or status as an officer, director, employee, agent or representative of the Company or any of its direct or
indirect parents or subsidiaries or in any other capacity in which you serve or have served at the rex~est of the _Board or the CEO for the benefit
of any such entity. Without limiting the foregoing, in connection with any such claim, demand, action, cause otaefion, liability, loss,judgment-
or fine, you shall have the right (i) to be represented by separate counsel reasonably acceptable to the Company, at the Company’s sole cost and
expense, and (it) to have the Company pay the cost and expense of any bond that the Executive may be required to post in order to appeal an
adverse deeision. The Company’s obligations under this Section 15 shall be in addition to, and not in d~o~ation of, any other rights the
Executive may have
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against the Company to indcmnificatian or advancement of expenses, whether by s~aUrte, coutrac~ or othe~vise (including, without limi~alian,
you~ entitlement to indemnification and the payment or reimbursement of expeases (including attorneys’ fees and expenses) to the extent
provided in and/or permitted by the Ce~ficale of Incorporation and By-Laws of the Company. The Company shall maintain directors and
officers liabilily insmance in commercially reasonably amounts (as reasonably determined by tl~ Board), and you shall be covered trader such-
insurance to the same extent as any othcx senio~ executive of the Compare. You he.by undertake to repay any advances paid lo you pursuant
to this Section 15 if a final judgment adverse to you eslablish~s that you is not entitled io be indemnified under this Agreement or otherwise.
The Company hereby acknowledges that the undertaking s~ forth in the previous senteac¢ satisfies all requiremeats for any similar
undcA~takings in the by-laws or other corpora~ documents of the Company. The Company shall nol take any action that would impair your
righl to inderanification, other than in coanection with a claim by the Company that you are not entitled ~o indemnificalinn in aeeardance with
the su~ndards set forth in this Section 15.


16o


17.


~Notices: All notices, requests, consents and other communications required or p~mitled to be given hereunder shall be in wciting and shall
deemezl to have bc~n duly given if delivere~l personally or sent by prepaid courier, or mailed first-class, posmg~ prepaid, by ~egister~d or
certified mail, return receipt requested, as follows:


TO YOU: TO COMPANY:


Alex Zubillaga
The mosl recent address for the Executive in the records of Parent
or the Company. The Executive hereby agrees to promptly provide
Parent and the Company with wriV~m notice of any change in the
Executive’s address for so long as this Agreement remains in
effect.


Warner Music Inc.
75 Rockefeller Plaza
New York, NY 10019
Attn: General Counsel


Either you or Company may change the address to which notices are to be sent by giving written notice of such change of address to the other
in the manner herein provided for giving notice.


Miscellaneous:


(a) You represent and warrant to Company that you are free to enter into this Agreement and, as of the commencement of the Term hereof, are
not subject to any
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conflicting obligation or any disability which will prevent you from or inlerfere with your executing and performing your obligations
hereunder.
(b) You acknowledge that whild yon are employed hereunder you will comply with Company’s conflict of interest policy and other corporate
policies, as .in effect from time to time, of which you are made aware. All payments made to you hereunder shall be subject to applicable
withholding and social security taxes and other ordinary and customary payroll deductions.
(c) You acknowledge that services to be rendered by-you ~ander this Agreement are of a special, unique and intellectual character which gives
them peculiar value, and that a breach or threatened b~’each of any provision of this Agreement (particularly, but not limited to, the provisions of
Paragraphs 4 and 13 hereof), will cause Company immediate irreparable injury and damage which cannot be reasonably or adequately
compensated in damages in an action at law. Accordingly, without limiting any right or remedy which Company m~y have in such event, you
specifically agree that Company shall be entitled to injunctive relief to enforce and prelect its ~ights under this Agreemefit. The provisions of
this paragraph 17(c) shall not be comlraed as a waiver by Company of any fights which Company may have lo damages or any other remedy.
(d) This Agreemeut together with the Restricted Stock Award Agreement dated as of October 1, 2004 and the Letter Agreement dated as of
June 4, 2005 relating thereto, set forth the entire agreement and understanding of the parties hereto, and s-apersedes and terminates any and all
prior agreements, arrangements and understandings. No representation, promise or inducement has been made by either party that is not
embodied in this Agreement, and neither party shall be bound by or liable for any alleged represenlatian, promise or inducement not herein set
forth.
If, notwithstanding the provisions of the foregoing paragraph, any provision of this Agreement or the application hereefis hold to be wholly
invalid, such invalidity shall not affect any other provisions or application of this Agreement that can be given effect without the invalid
provisions or application, and to this end the provisions of this Agreemem are hereby declared to be severable.
(e) The provisions of this Agreement shall innre to the benefa of the parties hereto, their heirs, legal representatives, successors and permitted
assigns. Tiffs Agreement, and your rights and obligmions hereunder, may not be assigned by you. Company may assign its rights, together with
its obligations, hereunder in connection with any sale, transfer or other disposition of all or a substantial portion of the stock or assets of .
Company.
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(f) Nothing contained in this Agreement shall be construed to impose any obligation on Company to renew this Agreement. This Agreement
.may be amended, modified, superseded, canceled, renewed or extended, and the terms or covenants hereof may be waived, only by a wrillen
mstmraent executed by both of the parties hereto, or in the case of a waiver, by the party waiving compfiance. Neither the continuation of
employment nor any other conduct shall be deemed to imply a continuing obligation upon the expimtian of this Agreement. The fa~ure of
either party at any time or times to require performance of any provision hereof shall in no manner affect the fight at a later time to enforce the
same. No waiver by either party of the breach of any term or covenant contained in this Agreement, whether by conduct or otherwise, in anyone
or more instances, shall be deemed to be, or construed as, a further or continuing waiver of any such breach, or a waiv~ of the breach of any
othei" term or covenant contained in this Agreement.
(g) This Agreement shalt be governed by and construed according to the laws of the State of New York as applicable to agreements executed in
and to be wholly performed within such State.


If the foregoing correctly sets forth our understanding, please sign below and return this Agreement to Company.


Very truly yonrs,


WARNER. MUSIC INC.


By: /~J 13avid 14 lnhn~nn
David H. Johnson


Accepted and Agreed:


Alex 7~hillaffa
Alex Znbillaga
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-10.32
EMPLOYMENT AGREEMENT, DATED AS OF JULY 7, 2005
10"-K Filed on 12/01/2006 - Period: 09/30/2006
File Number 001-32502
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E~hibit 10.32


Caroline Slockd~e


WARNER MUSIC INC.
75 Rockefeller Plaza


New York, New York 10019


July 7,2005


Dear Caroline:’


This letter, when signed by you and counter.signed by us ("Company"), shall constitute agreement (the "Agreement") with respect to your
employment with Company.


1. Position: Executive Vice President, Human Resources


2. Term: The term of this Agreement shall commence on July 25, 2005 and ended December 31, 2008 (the "q’erm").


Compensation:
(a) Salary: During the Term, Company shall pay you a salary at the rate of $375,000 per annum.
(b) Annual Discretionary Bonus: With respect to each fiscal yenr of the Term shall be elig~l¢ for an annual bonus (or a pro rata portion of such
annual bonus for a pozlion of aneh fiscal y~ar) (the "Annual Bonus"). The amount of each Annual Bonus shall be determined by Company al its
sole discretion; provided that, your target Annual Bonus (the ’.’Target") for each year of the Term shall $350,000 (or a pro rata portion of such
ainonnt for a potion of a year), base the strength of your performance and on the performance of Company. The amount of each annual bonus
awarded to yo.~ may be higher or lower than the .Target amount, and shall remain m the sole discretion of Company.
(c) Commencement Bonus: Promptly following the commencement of your employment hereunder, Company shall pay you a Commencement
Bonus of $250,000.
(d) Payment of Compensation: Compensation aecroing to you during the Term shall be payable in accordance with the regular payroll practices
of Company for
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employees at your level. You shall not be entitled to additional compensation far performing any services for Company’s subsidiaries or
affiliates.
(e)..Stock Options. Company shall grant to you op6ans to parchase 50,000 shares of the Common Stock of War~er Music Group Corp. (the
"Options") subject to any required approvals, which Options shall be exercisable in aeenrdance with the terms of the stock option agreement to
be executed and delivered by you pursuant to the applicable stock option plan.


~: Your employment with Company shall be full-time and exclusive. During the Term you will not render any services for others, or
for your own account, in the field of entertainr~elll or otherwise.


5. ~: You shall at all times work under the supervision and direction of the senior executive officers of Company and shall perform such
daties as you shall reasonably be directed to perform by such senior officers.


6. Place of Emt~]ovmel~t: The greater New York metropolitan area. You shall render services at the offices established for Company at such
location. You also agree to travel on temporary trips to such other place or places as may be required £rom time to time to perform your duties
hereunder. You agree to relocate your primary residence to the New York melropo]itan area an or before December 31, 2005.


7. Trave! and Entertainment Expenses: Company shall pay or reimbarse you for reasonable expenses actually inenn’ed or paid b} you daring the
Term in the performance of your services hereunder in accordance with Company’s policy for employees at your level upon presentation of
expense statements or vouchers or such other supporting information as Company may customarily require.


Benefits: Relocation:
(~) While you are employed hereunder, yon shall be entitled to all fringe benefits generally accorded to employees of Cohapany at your level
from time to time, including, but not limited to, medical health and accident, granp insurance and similar benef’as, provided that you are eligible
under the general provisions of any applicable plan or program and Company continues to maintain ~uch. plan or program d~ring the Term.
Co) Company shall reimburse you for, or pay directly, your reasonable household moving expenses approved by Company which shall have
been incurred by you directly as a result of moving from Minnesota to the New York metropolitan area, upon presentation to Company of
documentation evidencing such expenses and, in the ease of any expenses which are to be reimbursed, the payment thereof by you.


I
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10.


11.


.Disability/Death: lfyou shall become physically or mentally incapacitated fiom performing your duties hereunder, and such incapacity shah
continue for a period of three (3) consecutive months or more or for shorter periods aggregating three months or more in any twelve-month
period, Company shall have the fight (befor~ the termination of such incapacity), at its option, to terminate yore employment hereunder upon - - -
paying to you any accrued but unpaid salmy to the date of such termination. In the event of your death, this Agreement shall automatically
terminate except that Company shall pay to your estate any accrued but unpaid salmy through tbe last day of the month of your denth.


Termination by Company: Company may at any time during the Term, by written notice, tezrainate your employment fox malfeasance,
misfeasance or nonfensance h connection with the performance of your duties, the cause to be specified in the notice of termination. Without
limiting the generality of the foregoing, the following acts shall constitute grounds fol termination of employment hereunder. (i) an~ willful or
intentional act or omission having the effect of injuring the reputation, bminvss or business or employment ~lationships of Company ar its
affiliates; (it) conviction of, or plea of nolo contendero to, a misdemeanor involving moral turpitude or a felony; (iii) bzeach of covenants
contained in this Agrecmeut; and (iv) repeated or continuous failure, n~glect or refusal to perform your duties he~ennder.


Consenuences of Breach by Company or Note-renewal:
(a) In the event era "Special Termination" (as defined~below) of your employment, your sole remedy shall be that, upon your execution of a
Release (as defined below) Company shall pay to you the "Special Termination Payments" (as defined below), a~d in the event era
"Qualifying Non--~ncwa]" (as d~t-mcd below), your sole remedy shall be that, upon your ~eenfian of a Pc]ease, Company shall pay to yon the
"Non-renewal Payments" (as defined below). Special Termination Payments and Qualifying Non-renewal Payments are sometimes herein
referred to collectively as the "Termination Payments." .
(b) The "Basic Termination Payments" shall mean any accrued but unpaid salmy, accrued vacation pay in accordance with Company policy,
any unreimbursed expenses pursuant to Paragraph 7, plus any accrued but unpaid benefits in accordance with Paragraph 8, in each case to the
date on which your emp]oymeut terminates pmsuant to an event described in subpalagraph (d) or (f), below, as applicable (the "Termination
Date").


SE 0214201







(c) A "Release" shall mean a release agrecment in Company’s standard form, which shall include, without limitation, a release by you of
Company from any and all claims which you may have relating to your employment with Company and th~ termination of such employment.


(d) A "Special Ten-nination" shall have occurred in the event that Company terminates your emplo .yment hetennder other than pursuant to
Paragraphs 9 or 10 hereof
(e) "Special Termination Payments" s~all mean (i) the Basic Termination Payments; plus (it) the g~eater of(A) the "Severance ),mount" (as
defined below) and (B) the sum of $725,000.


(f) A "Qualifying Non-renewar’ shall have occmTed in the event that, at the end of the Temn: (i) Company declines to offer you continued
employment with Company or one of its affiliates; or (i~ Company offers you continued employment with Company or one of its affiliated fit a
salmy lower than your salary as in ~ffect on the last day of the Term, and you elect to decline such offer and tznninate your employment with
Company.
(g) The "Non-funeral Payments" shall mean (i) the amount of severance pay (the "Sgverax~c¢ Amount") that would have been payable to you
under Company policy as in effect on the Termination Date had you not been subject to an employment agreement with Company; plus; (it) the
Basic Termination Payments.
(h) Any Termination Payments payable to you under Paragraph 1 l(e) or (g) above shall b~ made by Company in accordanca with its regular
payroll pmctice’s by means of continued payments to you of your salary at the same rate as was in effect as of the Teaminatian Date for the
applicable period (the "Payment Peaind’) as is necessary to enus¢ the full amount due under such chuse to b~ paid. Durhg the Payment Period,
Company shall continue to provide you with coverage under Company’s medical plans in accordance with the terms of such plans, and you
shall be entitled to no other b~nefits during such period.


0] In the event you elect not to execute and deliver a Release in connection with a Special Termination or a Qualifying Non-renewal, Company
shall only be obligated to pay to you the Basic Teamination Payments. Following the delivery of an executed Release pursuant to this Paragraph
11, you shall have no duty to seek substitute employment, and Company shall have no right of offset against any amounts paid to you under this
Paragraph I 1 with respect to any compensation or fe~ thereafter received by you from any employment thereatter obtained or consultancy.
arrangement thereafter entered into by you.
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12.


13.


14.


15.


Confidential Matters: You shall keep secret all confidential matters of Company and its affiliates (for purposes of this Paragraph 12 only,
"Company’), and shall not disclose them to anyone outside of Company, either during or after your employment with Company, except with
Company s written consent Yon shall deliver promptly to Company upon termination of your employment, or at anytime Company may
request, all confidential memoranda, notes, records, reports and other documents (and all copies thereof) relating to the business of Company
which you may then possess or have under your control.


Results and Proceeds of Employment: You acknowledge that Company shall own all rights of evel3i kind and character throughout the world in
perpetuity in and to any material and/or ideas written, suggested or in anyway created by you hereunder and all other resuEs and proceeds of
your services hereunder, including, but not limited to, all copyrightabl~ material created by you within the scope ofyour employmeht. You
aglee to execute and deliver to Company such assignm~mts or other instrumenks as Company may require from time to time to evidence
Company’s ownership of the results and proceeds of your serviees.                    .                     .


Notices: All notices, requests, consents and other communications required or permitted to be given hereunder shall be in writing and shaft be
deemed to have been duly given if delivered personally or sent by prepaid courier, or mailed first--class, postage prepaid, by registered or
certified mall, leturn receipt requested, as follows:


TO YOU: TO COMPANY:


Caroline Stockdale Warner Music Inc.
The most recent address for the Executive in the records of Parent 75 Rockefeller Plaza
or the Company. The Executive hereby agrees to promptly provide New York, NY 10019
Palent and the Company with written notice of any change in the Attu: General Counsel
Executive’s address for so long as this Agreement remains in
effect.
Either you or Company may change the address to which notices are to be sent by giving written notice of such change of address to the o~her
ha the manner herein provided for giving notice.


Miscellaneous:
(a) You represent and warrant to Company that you are free to emer into this Agreemeat and, as of the commaneemant of the Term hereof~ are
not subject to any conflicting obligation or any disability which will prevent you ~om or interfere with your executing and performing your
obligations he,under.
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Co) You ackanw]edge that while you are employed hereun~ you win comply with Company’s conflict of inte~sst policy and other corporate
policies, as in effect fl’om time to time, of which you are made aware. All payments made to yon hereunder shah be subject lo applicable
withholding and social security taxes and other ordinary and custoraa~y payroll deductions.
(c) You acknowledge that services to be rendered by you under this Agreement are of a special, unique and intellectual character which gives
them peculiar value, and that a breach’or threatened breach of any provision of this Agreement (particularly, but not limited to, ~ha provisions of
Paragraphs 4, .and, 12 hereof), will .cause .Company immediate irreparable injury and damage which cannot be reasonably or adcquntdy
compensazen m aamages in an action at law. Aeeordingly, without limiting any fight or remedy which Company may have in such event, you
specifically agree that Company shall be entitled 1o injunctive relief to enforce and protect its rights under this Agreement. The provisions of
this Paragraph 15(c) shall not be cons~’ucd as a waiver by Company of any rights which Company may have to damages or any other remedy.
(d) This Agreement sets foRh the entire agreement and understanding of the parties hereto, and supersedes and terminates any and all prior
agreements, arrangements and understandings. No representation, promise or inducement has been made by either party that is not embodied in
lifts Agreemenl, and neither party shall be bound by or liable for any alleged representation, promise or inducement not herein set forth.
If, notwithstanding the provisions of the foregoing paragraph, any provision of this Agreement or the application hercofis held to be wholly
invalid, such invalidity shall not affect any other provisions or application of this Agreement that can be given effect without the invalid
provisions or application, and to this end the provisions of this Agreement a~e hereby declared to be severable.
(e) The provisions of this Agreemenl shall inure to the benefR of the l~rties hereto, their heirs, legal representatives, successors and permitted
assigns. This Agreement, and your rights and obligations hereunder, may not be assigned by you. Company may assign its rights, together with
its obligations, hereunder in connection with any sale, lransfer or other disposition of all or a substantial portion of the stock or assets of
Company.
(f) Nothing contained in this Agreement shall b~ constraed to impose any obligation on Company to renew this Agreement. This Agreement
.may be amended, modified, superseded, canceled, renewed extended, and the terms or covenants hereof may be waived, only by a written
instrument executed by both of the parties hereto, or in the ease of a waiver, by the parly waiving compliance.
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Neither the eontmuatton of employment nor any other conduct shall be deemed to ~mply a continuing obligatton npon ate expiration of this
Agreement. The failure of either party at any time or times to require performance of any provision hereof shall in no raanner affect the right at
a later time to enforce the same. No waives by either pmay of the breach of any ierm or covenant contained in this Agreement, whether by " - "
eo~iduct or otherwise, in any one or more instances, shall be deemed to be, or constrned as, a further or continuing waiver of any such breach, or
a waiver of the breach of any other term or covenant contained in this Agreement.
(g) This Agreement shall be governed by and construed according to the laws of the State of New York as applicable to agreements executed in
and to be wholly performed within such S~ate.


if the foregoing correctly sets forth our understanding, please sign below and return this Agreement to Company.


Veay ~-uly yours,


WARNER MUS1C INC.


By: l.~/ lhzvlrt l-I lnhn~oq     , ,
David H. Johnson


Accepted and Agreed:


Is/Caroline Stockdale
Caroline Sloe&dale
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-10.37
RESTRICTED STOCK AWARD AGREEMENT, DATED AS OF OCTOBER 1, 2004
10-K Filed on 12/01/2006 - Period: 09/30/2006
File Number 001-32502
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Exhibit 1037


RESTRICTED STOCK AWARD AGREEMENT


THIS RESTRICTED STOCK AWARD AGREEMENT (this "~’) is entered into as of this 1 st day of October, 2004, by and between
WMG Parent Corp., a Delaware corporation ("Parent___..~, and Alex Zubillaga (the "Executive.").         "         -


_R_~£.I!AL_S’.
WlIEl~. AS, Warner Music Gmnp Inc., a Delaware corporation (the "Com~n~’), an indirect majorily ownrd wabsidiary of Parenl, or one ofils


direct or indirect subsidiaries, employs the ExecmJve; and


WHEREAS, the Board of Directors of Parent (the "Board") has determined to sell Io the Executive on the date hereof (the "Effective Date") the
reslrieted stock provided for herein (the "Res~rleted Stock Award"), Pach sale to be subject to the terms and conditions set fo~,h herein.


NOW THEREFORE, in consideration of the mutual co~’enants hereina~er set fo~h, the parties hereto agree as follows:
1. Purchase of Restricted Stock. Subject ~o the terms and conditions set forth in this Agreement, Parent hereby sells to the Executive, and the


Executive hereby purchases from Parent, effective as of the Effeelive Date (which is the date hereof), 104.9382716 shares of Class A Common Slock of
Parent (the "Res~-ic~ed Shares’) for an aggregate purchase pric~ of $123,722.22. The Board acknowledges to the Executive that such purchase price is the
fair manket value of the Restricted Shares on the Effective Date (the "Initial Value"), determined without regard to any restrictions applicable thereto other
than restrictions which by their lerms do not lapse. The Restricted Shares shall vest in accordance with Section 2 and Section 5 hereof.
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(a) Servlce-Based Restricted Stock. Except as otherwise provided in this Agreament, one-third of the Redtricted Shares (the "$erv~ee-Based
Restricted St~ck"), shall vest and become non-forfeitable in four equal installments on the day prior to each of the first, second, third and fourth
anniversaries of the Effective Date provided that the Executive remains employed with the Company on each such date, such that one hundred percent
(100%) of the Service-Based Restricted Stock shall be vested and non-forfeitable on the day prior to the fourth anniversary of the Effective Date;
provided that any unvested Service--Based Restricted Stock shall become vested and non-forfdtab]e upon a termination of the Exeeative’s
employment with the Company (A) due to his death, or (B) by the Company due to his "Disability" (as defined below) or without Cause (as defined
below), in each ease on or after a "Change in Control" (as def’med in Section 2(b)(iiiX6)) or, in the ease of a termination by the Company withou~
Cause ir~anticipation of a Change.in Control (a termination described in the foregoing proviso being refeJred to hereinafter as a "CIC Termination").
"Disability" shall mean that Executive has become physically or men~ally ineapaci~ted from performing his duties as an employee, and such
ineapadity has continued for a period of three (3) consecutive months or more or for shorter periods aggregating three months or more in any
twelve-month period. "Cause" shall mean termination of Executive’s employment for malfeasance, misfeasance or nonfeasancu in connection with
the performance of his duties.


Co) Performance-Based Restricled StoeE Except as otherwise provided in this Agreement, tw~-thkds of the Restricted Shares (the
"Performance-Based Restricted Stock") shall contingently vest in equal installments on tl~ day prior to each of the first, second, third and fourth
anniversary of the Effective Date provided that the Executive remains employed with the Company on each such date (the ’~ervice Condition"), bat
shall not be considered to be fully vested until-and unless the eonditian described in Section 2(bX~] or 2(bXi~], as applicable, has been satisfied (each
such condition, a "Performance Condition").


(3 With respect to one-half of tbe Performance-Based Restricted Stock, the Performance Condition shall be the occurrence era 2X "
Restricted Stock Liquidity Event.


(it) With respect to the other one-half of the Performance-Based Reslricted Stock, the Performance Condition ~hall be the occurrence of
a 3X Restricted Stock Liquidity Event


(ii~ For purposes of this Section 2(b), and also as and if used elsewhere in this Agreement, the following terms s~all have the following
meanings:


(1) "2X Investor Equity Value" shall mean (X) t~vo times the Investment minus (Y) the aggregate amount bf cash and "Fair
Market Value" (as defined below) of readily marketable securities or other assets (determined al the time of receipt) received by the
Investors in respect of the Investor Equity prior to or coincident with the time of determinatian.
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(2) =3X Investor EquiW Value " shall mean (X) three times the investment minus (Y) the aggregate amount of cash and Fair
Market Value of readily marketable securities Or other assets (determined at the time of iecei.P0 received by the Investors in respect of


, .the Investor Equity prior to or coincident with the time of determination.
(3) "2X Restricted Stock Liquidity Event" shall mean (A) the in’st sale in an underwritten offering of Pmmnt’s Class A Common


Stock pursuant to a registration statement o~i Securities and Exchange Commission ("SEC") Form S-] or otherwise under the Securities
Act of 1933, as amended (the "Securities Act") (an "lPO"), at a per share price which implies an aggregate value of the Investor Equity
at the time of the 1PO of at least the 2X Investor Equity Value, (B) following an IPO, or any transaction other than an 1PO which causes
Parent’s Class A Common Stock, or all or substantially all of the securities into which such Class A Common Stock is converted or for
which it is exchanged, to be listed for trading on a national securities exchange or quoted on an automated quotation system, the
avoage closing price of Parent’s Class A Common Stock, or such securities into which Class A Common Stock is conv~ted orfor
which it is exchanged, on tho primary exchange on which, or system over which, it is traded over any 20,consecutive trading days is
such that the implied aggregate value of the Investor Equity at the end of such 20 consecutive trading days, based on such average price,
is at least tbe 2X Investor Equity Value, deteamined as of the first of such 20 consecutive trading days, or (C) a Bonus Liquidity Event
occurs which results in a combination of cash and readily marketable securities being paid or provided to the Investors having an
aggregate value (as determined by the Board in good faith as of the tima of receipt) of at least the 2X Investor Equity Value.


(4) "3X Restricted Stock Liquidiw Event" has the same meaning as a 2X Restricted Stock Liquidity Event, except that the term
"2X Investor Eqtiity Value" each time it appears in Section 2Co)Oii)O) above shall be replaced w~th "3X Investor Equity.Value."


(5) "Bonus Liqu~diw Event" shall mean a Orange in Control, or other event (e.a~. a levemged recapitslization in which the
proceeds are paid out to the Investors as dividends and/or redemptions), in which cousidemtion is paid m Investors in respect of the
Investor Equity in the form of cash, readily marketable securities or a combination of both.
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(6) "Change in Control" shall mean a "Change of Conlrel," as defined in the certificate of incorporation of Parent, as amended
from time to time.


¯ , (7) "Fair Market .Value,, shail mean the price at which the asset in question would change hands in an arms, length sale between a
willing buyer and a willing seller, with neither being under any compunction to buy of sell and each with full knowledge oral] relevant
facts, as determined by the Board in good faith; provided that, in determining Fair Market V~lue of the securities of any member of the
Parent Group, the Board shall lake into aeenunt the .~ee cash flow, revenue and EBITDA and such other methodologies and


¯ characteristics as it may determine to be relevant, and shall (A) edjnst the Fair Market Value of the securities to take into account the
i]liquidity of securities which are not publicly traded and (B) make no adjustment on aecouut of any eanl~o| premium. Notwithslanding
the above, the Fair Market Value of any freely tradable security which is of a class listed for trading on an established securities market
or established trading system shall be the average of the high and low trading prices of such class of securities, as reported on the
primary market or trading system on which such securities are listed on the date Fair Market Value is determined.


(8) ~" shall mean $1.25 billion.
(9) "Investor EquiO/" shall mean all equity securities ofa]l members of the Parent Group, including common and preferred stock


and warranls, options and other instrumenl~ convertible or exercisable into, or redeemable for, common or preferred stock, either
(A) purchased or otherwise received by the investors on or prior to the Effective Date or (B) received by the Investors following the
Effective Date, without cost to the investors, in respect of the equity securities described in the preceding clause (A).


(10) "Investors" shall mean all of (i) Thomas I-L Lee Equity F~nd V, L.P., (ii) Thomas }L Lee Parallel-Fund V, L.P., (iii) Thomas
H. Lee Equ~) Fund V, L.P., (iv) Pumam lnveslments Holdings, LLC, (v) Putnam Investments Employees’ Securities
Company I LLC, {v~ Putnam Investments Employees’ Securities Company I1 LLC, (vii) 1997 Thomas H. Lee Nominee Trust,
(viii) Thomas I-L Lee Investors Limited Parlnership, (ix) Bain Capital Partners integral Investors, LLC, (x)
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Bain Capita VII Coinvestment Fu~d~ LLC, (~) BCIP TCV, LLC, (~i) P~vi~ce ~i~ ~ IV, L.P., (~) P~ovid~c¢ Eq~
O~g Pa~s IV, L.P. ~d (~v) Lexa P~m ~C, or any ~a~� of ~y of ~m,
on or p~or to ~ Eff~ Date.         ~


(11 ) "P~t Group" ~1 m~ P~eut, ~e ~mp~y and ~ch ~ or ~ ~bsi~ of ~y of ~m.


Notwithstanding anything in this Agreement to the contrary, the Service Condition applicable to each share of Performance-Based Restrieced Stock
sha/1 be deemed to have been atlained upon a CIC Termination.


(e) The term "Vested Restricted Shares," as used herein, shall mean (i) each share of Servie~-Based Restricted Stock on and following the time
that the vesting condition se� forth in Section 2(a) hereof has been aemalby or deemed satisfied as to such share, (ii) each share of PerformaJ~e-Based
Reslricted Stuck on and following the time that both the Service Condition and the Performance Condition have been aclaally or deemed satisfied as
to such share and (iii) each share of Performance-Based Restricted Stock not described in the immediately preceding clause (it) on an folIowlng the
day prior to the seventh anniversary of the Effective Date, so long as the Executive remains employed by the Company on such day. Restricted Shares
which have not become Vested Restricted Shares jure hereinaRer rcferred to as "Unvested Restricted Shares."


3. Taxes. The Executive shall pay to the Company or Parent proraofly upon request, and in any event at the time the Executive recognizes taxable
income in msp~t of the R~trieted Stock Award, an amount equal to the taxes the Company or Parma de�ermines it is required to withhold under applicable
tax laws with respect to the Restricted Shares. Such payment shall be made in the form of cash. As a condition to the effectiveness of the P,e~trietedStock
Award; the Exeeulive shall make a timely and valid elention pursuant to Section 83(b) of the Internal Revenue Code of 1986, as amended (the "Code’._.._.~ to
realize taxable income in respect of the granl of the l~estrieted Stock Award, in an amonnt equal to the Initial Value less the purchase price paid for the
P.estricted Shares. Notwithstanding the above, because the Company and the Exeeutiv9 acknowledge that the purchase price for the Restrielcd Shares is
equal to the Initial Value, so long as the Exech~,ive makes a timely and valid Code Section 83(’0) election in respect of the l~eslricted Shares the Company
and the Exoc~Rive agree that no tax is due, and no withholding is necessary, upon or on account of the Executive’s purchase of the Kestrlcted Shares.


4. ~. Certificates evidencing the Restricted Shares shall be issued by Parenl and shall be registered in the Executive’s name on the stock
transfer booLs of Parent promptly after the date hereof, but shall remain in the physical custody of Parent or its designee at all times prior to, in t~ ease of
any particular Restricted Shares, the date s~ach l~.estrieced Shares become Vested Restricted Shares. As a condition to the receipt of this Restricted Stock
Award, the Executive shall deliver to Parent a stock power, duly endorsed in blank, relating to the Restricted Shares.
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5. Effect of Termination of Emplo,~ment.


. (a) Upon th.e te_rmi~, afion of the Executive’s employ .men.t with the Company for. an~" reason, the.Restricted Shares shall be subject to the Call
Option descr~ed m Section 5(b) below. For purposes ofth~s Agreement, such a terramatmn may be (i) by the Company for Cause oron account of
the Executive’s Disability, by the Executive without Good !~eason or on account of the Executive’s death (a "5(a)(~ Termination") or. (ii) by the
Company without Cause (a "5(a)(if~ Termination").


(b) Call Option.
(~ Other than as set forth in the second sentence of Section 5(b)(ix), upon the termination of the Executive’s employment with the


Company for any reason (or no reason), Parent shall have the right and option (the ’~’), but not the obligation, to purchase, or to "
cause any member of the Parent Group designated by Parent (the "Call Assignee") to p~rchase, from the Executive, on and alter the Inifial Call
Date any or all of the Restricted Shares. The purchase price (the "Call Price") of the Restricted Shares subject to purchase under this provision
(the "Called Shares") shall be as follows:


(1) In the event of a 5(a)(~ Termination, (A) as to each Called Share which is an Unvested Restricted Share immediately prior to
the Initial Call Date of such share, the lower of the Fair Market Value of such share on the date of the applicable "Call Notice" (as
defined below) or the Initial Value of such share, and (B) as to each Called Share which is a Vested Restricted Share immediately prior
to the Initial Call Date of such share, the Fair Market Value of such share on the date of the applicable Call Notice.


(2) In the event of a 5(a)(ii) Termination, as to each Called Share of Service-Based Restricted Stock and Performance-Based .
Restricted Stock which is a Vested Restricted Share immediately prior to the initial Call Date of such share, or which becomes a Vested
Restricted Share upon termination of employment solely because such termination is a C1C Termination, the Fair Market Value of such
share on the date of the applicable Call Notice


(3) In the event ofa 5(a)(ii) Termination, as to each Called Share of Service-Based Restricted Stock and Perfarmance-Based
Restricted Stock which is an Unvested Restricted Share immediately prior to the Initial Call Date of such share (other than such a share
which becomes a Vested Restricted Share upon termination of employment solely beeanse such termination is a CIC Termination), the
lower of the Fair Market Value of such share on the date of the applicable Call Notice or the Initial Value of such share.
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(fi) The "Initial Call Date" shall mean (A) w~h respect to each share of Performance-Based Restricted Stock as to whic~ the Service
C~ndi~on, but not the Perfon~ance Condition, has been aOained at the time of a 5(a)(’d) Tem~Jnation, the ~arlier of {1) lhe date the P~form~nce
Condition is first attained with respect to such share and (ll) the six-month anni,~ersa~ of the 5(a)(il) Termination, or (B) in all other cases, the-
date of termination of the Execvtive’s employment with the Company.


(iiz) For purposes of Sectlan 5(~)(i), in the event that the Executive enters into an employment agreement wlth Parent orone of its direct
or indirect s~bsidiaries (an "Employment Agreement"), (A) the termination of the Executive’s employment at the end of the term of the
Employment Agreement following the failure of the Company to offer the Execmive continued employment at a base salary not less than that
in effect at the end of such term shall be deemed to be a 5(a)(ii) Tezminatinn and (B) the termination of the Executive’s employment at the end
of the term of the Employment Affeement following the Company’s offering the Execlztive continued employment at a base salary not less
than that in effect at the end of such term shall be deemed to be a 5(aXi) TcaTaination.


(iv) Parent or the Call Assignee, as applicable, may exercise the Call Option by delivering or maiKng to the Executive (or to his estate, if
applicable), in accordance with Section 16 of this Agreemvat, written notice of exercise (a "Call Notice") at any lime following the Initi~ Call
Date The Call Notice shall specify the date thereof, the number of Called Shares and the Call Prine.


(v) Within ten (10) days after his ~eceipt of the Call Notice, the Execu~ ive (or his estate) shall tender to Patient or the Call Assignee, as
applicable, at i.ts principal office the cextificate or certificates representing l~e Called Shares, duly endorsed in blank by the Executive (or his
estate) or with duly endorsed stock powers attached thereto, all in form suitable for the transfer of such shares 1o Parent orthe Call Assignee, as
applicable. Upon its receipt of such shares, Parent or the Call Assignee, as applicable, shall pay to the Executive the aggregate Call Price
therefore, in cash.


(v~ Parent or the Call Assignee, as applicable, will be entitled to ~eive czzs10mazy representations and w~ties from the Exeeul~ve
regarding the sale of the Called Shares pursuant to the exercise of the Call Option as may reasonably requested by Parch1 or the Call Assignee,
as applicable, including bat not limited to the representation that the Executive has good and marketable title to the Called Shares to be
transferred free and clear of all liens, claims and other encumbrances.
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(vii) If Parent or the Call Assignee, as applicable, delivers a Call Notice., then ~om and filer the time of delivery of the Call Notice the
E~ecutive shall no longer have any fights as a holde~ of the Called Shares subject thereto (other than the right to receive payment of the Call
Price ,as described abow), and such Called Shares shall be deemed purchased in accordance with the applicable provisions hereof and Parent or
the Call Assignee, as applicable, shall be deemed to be the owner and holder of such Called Shares.


(viii) Any Reslficted Shares as fo which the Call Option is not exercised will remain subject to all tea’ms and ~onditions of this
Agreement, including the continuation of Parent’s or the Call Assigne~’s, as appli.cable, right to exercise the Call Option.


(ix) This Section 5(b) is in addition to, and not in lieu oi~ any rights and obligafiom of the Executive and Parent in respect of the "
Restricted Shares conlained in the "Stockholders’ Agreement" (as defined below). Notwithstanding the above, tiffs Section 5(’0) shall be
ineffective as to each Vested Restricted Share on and following the later of (1) an 1PO or any other event whichcan~es the Class A Common
Stock, or other securities for which all or substantially all oflhe Class A Common Stock may have been exchanged, to be or become lisled for
trading on or over an eslablished securities market or established ~sading system and (11) the date on which such share becomes a Vested
Reslricted Share.


6. Ril~hls as a Stockholder~ Dividends.
(a) "l’ae Exeeutiy¢ shall be the record owner of the Reslricted Shares unless ~nd until such shar~s am sold or otherwise disposed of, and as


record owner shall be entitled to all rights of a common stockholder of Parent, including, without limitation, voting rights, if any, with respect to the
Restricted Shares; ~rovid~ that (i) any cash or in-’kind dividends paid with ~espec~ to Restricted Shar~s which are no~ Veated Restricted Shares shall
bc wiihhdd by Parent and shall be paid to the Executive, without interest, oaly when, and if, such Restricted Shares shall become Vested Reslricted
Shares (provided, however, that in the event era rights offering in which the Restricted Shares are entitled to participate, the Executive shah be
Entitled Io subscribe for and pmchas¢ any s~carities made available in such fights offering with respect 1o all Restricted Shares, whether or not such
Restricted Shares are Vested R~s~ricted Shares), and (i~ the Restricted Shares shall be subject to the limitations on transfer end an~mbrance set forth
in this Agre~maut and the stockholders" agreement executed and antered into by and between Parent, th~ Investors and the other parties thereto prior
to the Effective Date (such stockholders’ agreemeut, as it may be amended, supercexted or replaced from time 1o time, the "Stockholders’
A~r~meni"). A copy of the Stockholders’ Agrenment, as in effect on the date hereof, is annexed hereto as Exh~it A.
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As soon as practicable following the vesting of any Res~icted Shares, certRScates for sueh Vested Restored Shares shall be delivered to the
Execmiv¢ or to the Executive’s legal representative along with the stock powers rehating thereto.


(b) At or promptly following an 1PO or any other ~ransaction which makes Parent eligible to rise SEC Form S-g, Parent shall register all of the " -
¯ Restricted Shams (whether or not vested) on Form S-8 or an equivalem registration statement {including, at Parent’s option, on the F9rm S-1 filed ~n


connection with an 1PO), and rise reasonable’commercial efforts to keep such registration effective so long as the Executive continues to hold any of
the Restricted Shares.


7. Restrictive Legend. All ceKdicates representing Resiricted Shares shall have afftxed thereto a legend in substantially the following form, in
addition to any other/egends that may be required under federal or state securities haws, mfless and to the extent determined inapplicable or mmecessary by
Parent


THE SHARES OF STOCK REPRESENTED BY THIS CERTIFICATE ARE SUBJECT TO RESTRICTIONS ON TRANSFER AND AN OPTION
TO PURCHASE SET FORTH IN A CERTAIN RESTRICTED STOCK AWARD AGREEMENT BETWEEN WMG PARENT CORP. AND THE
REGISTERED OWNER OF THIS CERTIFICATE (OR HIS PREDECESSOR IN INTEREST) AND A STOCKHOLDERS’ AGREEME~/T TO
WHICH WMG PARENT CORP. AND THE REGISTERED OWNER OF THIS CERTIFICATE (OR HIS PREDECESSOR 1N INTEREST) ARE
PARTIES, WHICH AGREEMElqTS ARE BINDING UPON ANY AND ALL OWNERS OF ANY INTEREST 1N SAID SHARES. SAID
AGREEMENTS ARE AVAILABLE FOR INSPECTION WITHOUT CHARGE AT THE PRINCIPAL OFHCE OF WMG PARENT CORP. AND
COPIES THEREOF WILL BE FURNISHED WITHOUT CHARGE TO ANY OWNER OF SAID SHARES UPON REQUEST.
THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR APPLICABLE STATE SECURITIES LAWS. THESE SECURITIES HAVE BEEN ACQUIRED FOR INVESTMENT AND NOT
WITH A VIEW TO DISTRIBUTION OR RESALE, AND MAY NOT BE SOLD, MORTGAGED, PLEDGED, HYPOTHECATED OR
OTHERWISE TRANSFERRED WITHOUT AN EFFECTIVE REGISTRATION STATEMENT FOR SUCH SECURITIES UNDERTHE
SECURITIES ACT OF i 933, AS AMENDED AND ANY APPLICABLE STATE SECURITIES LAWS, UNLESS WMG PARENT CORP. HAS
RECEIVED AN OPINION OF COUNSEL, WHICH OPINION IS REASONABLY SATISFACTORY TO 1T, TO THE EFFECT THAT SUCH
REGISTRATIONS ARE NOT REQUIRED.
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8. ,Transferability.
(a) The Restrleted Shares may not, at any t~ prior lo b~o~g V~ed Res~ Sh~s, ~ assi~e~ allenat~ pledge~ a~c~ ~Id or


o~ise ~nsf~d or ~c~red by ~e Exe~tive ~d any ~ p~o~ assi~meng ~i~fio~ p]~ge, at~ent, sale, ~fer or
. en~b~ce shall ~ void and ~e~ore~ble aga~st ~e Par~g p~ovid~ ~at ~e d~ignafion of a benefiei~ sha~ not constitute ~ assi~L
affection, pl~ge, a~ehme~, sale, ~f~ br en~mbr~e~; ~d provid~ ~or ~at ~ foregoing r~iction shall not apply to a s~Ie of R~e~d
Sh~ h compliance wi~ ~e oblig~ns, ff~y, o£ ~ holde~ ~ofto se~ saeh s~s p~u~t to ~e "~g along" prov~iom of ~ Stoe~oldem’
A~ment.


~) Prior ~ ~ ~, nei~,~e Ex~five nor ~y ~sferec of~e ~ecm~e (hclu~g ~y bengali, ex~r or a~is~ator) sha~ assi~,
afi~te, pledg~ a~ach, sell ~ o~ise ~sfer or encumb~
appli~ble pro~fionsof~s A~mmt ~d the S~old~’ A~eemmt;
Ves~d ~iemd Sh~s may ~ ~sf~ (~ ~ will or ~e laws of desert, or 0i) ~ ~e Bo~d’s approvfl (w~ maybe ~ or ~eld at
its sole ~s~efion), by ~ Eg~mive wi~ut consid~fion Io (A) ~y ~mon who is a ’Tally memO�’ of~e Exe~five, as su~ le~ is ~sed ~ ~e
~ions to SEC Fo~ S-8 (ed~dy, fie "I~ate Family Mem~’~ (B) a ~ sde~ for ~e benefit of~e Ex~ve ~or l~ate
Fa~ly MemO; or (C) ~y o~ ~ff~ ~ may ~ ap~ov~ by ~e Bo~d ~ i~ sole ~se~fion (collectiveS, ~e "Pearled T~sfer~;
~ ~ ~e ~five ~v~ ~e Bo~d educe ~en notice d~cr~g ~o te~s ~d cond~om of ~e propos~ ~ffm and ~e Bo~d
nofifi~ ~o Executive ~ ~g ~t su~ a ~sf~ is ~ compli~ce wi~ ~e le~ of~s A~men~ ~ ~ ~ ~e re~iom upon
~y V~ Re~ ~ ~f~ ~ aeeor~ce wi~
¯ e accep~e by ~e P~i~ed T~sfw~ of~e t~s ~d cond~ons he~of~d of ~e Stoc~oldem’ A~n~ ~d any ~fe~ce in ~is
A~eement or ~e Sloc~old~s’ A~em~ to ~e ~ve shall be d~med to xef~ to ~ P~d Tm~ee, except ~at (a) prior to ~ ~O,
Pe~a~ Tr~sferees shall not ~ enfi~d to ~nsf~ ~y Vested R~ieted Sh~es o~er ~ by ~ll erie laws of de~ent and ~ution or, wi~
~e Board’s app~fl (w~ ~y ~. ~t~ or wi~el~ at i~ sale ~s~efion), to a ~a solely for ~e ~nefit of ~e P~ed Tr~sfer~, ~d ~) ~e
consequences oxme t~afi~ oxme Ex~u~e’s empIo~t wi~ ~e C~y und~ ~e le~s of~s A~eem~t sha~ cont~ to be applied
wi~ ~ to ~e Pe~u~ Tr~sf~ee m ~e em~ spee~


9. Securities L~ws. The Executive represents, warrants and covenants as follows:
(a) The Executive is acquiring fine Restricted .Shares for his own account and not with a view to, or for sale in connection with, any distribution


of the Restricted Shares in violation of the Securities Act or any rule or regulation under the Securities Act or in violation of any applicable state
securities law.


10


SE 0214216







(b) The Executive has had such oppon~mi~y as he has deemed adequate to oblain from representatives of Parent such information as is
necessary to permit him to evaluate the merits and risks of his inve~nent inthe Parent.


(c) The Executive has sufi°icient experience in business, financial and inves~nent matters lo b~ able to evaluate ~e risks invoNed in acquiring "
oftho Res~icted Shares and to make an info.nned investment decision with respect 1o such investment.


(d) The Exec’ative can afford the complete loss of the value of the Restricted Shares and is able 1o bear the economic risk of holding such shares
for an indefinite period


(e) The Executive ~andarstands thai (i) the Resbicted Shares have not been registered under the Secu~ties Act and are "restrieted securities"
wi~in the meaning of Rule 144 under the Securities Act; (it) the Res~icted Shares cannot be sold, ~’ansfer~ed or otherwise disposed of unless they are
subsequently registered under ~e Securities Act or an exemption from regisWation is then available; (iii) in any event, the exemption from registration
under Rule 144 will not be avmlable for at least one (1) year and even then will not be ava~qable unless a public market then exists for such shares,
adequate iaforrnation conceraing Parent is then available to the public, and other terms and conditions of Rule 1~4 are complied with and (iv) there is
now no registration statement on file with the SEC with respect to the Restricted Shares and, except as set forth in Section 6(b) hereof o~ in the
Stockholders’ Agreement, there ]s no commitment on the part of Parent to make any sneh filing.


(f) In addition, upon any Restricted Shares becoming Vested ResMcted Shams, the Executive will make or enter into such other written
representations, the warranties and agreements as the Board may ~asonably determine are legally required in order to comply with applicable
securities laws.


10. Adjustments for Stock Sulits. Stock Dividends, etc.
(a) If from time to time dining the term of this Agreement there is any stock: spilt-up, stock dividend, stock distribution or other reclassification


of Parent’s Class A Common Stock, any and all new, substituted or additional securities to which the Exeeutive is entitled by reason of his ownemhip
of the Res~icted Shares shall be immexliately subject to the texms of this Agreement


(b) If the Parent’s Class A Common Stock is converted into or exchanged for, or stockholders of Parent ~eeeive by reason of any dis~r~ution in
total or partial liquidation, securities of anothex co~poration, or other property (including cash), pursuant to any merger of Parent or acquisition of its
assets, then the rights of Parent under this Agreement shall inure 1o the benefit of Parent’s successor and tiffs Agreement shall apply m the securities
or othe~ property received upon s~ch conversion, exchange or dlstr~ution in the same manner and to the ~ame ext~t as the Restricted Shares. "
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11..Confidenfihlf~y of the A~reement. The Executive agrees to keep confidential the terms of this Agreement. This provision does not prohibit the
Executive from pro’tiding this information on a confidential and privileged basis to the Executive’s attorneys or accountants for purposes of obtaining legal
or tax advice or as otherwise required by law, regulation or stock exchange rule.


12. ~. The invalidity or unenforceability of any provision of lhis Agreement shalt not affect the validity or enforceability of any other
provision of this Agreement, and each other provision of the Agreement shall be severable and enforceable to the extent permitted by law.


13. Wa~er: Any right of Parent contained in the Agreement may be waived in writing by the Board. No waiver of any right hereunder by any party
shall operate as a waiver of any othei right, or as a waiver of the same right with respect to any subseq~aent occasion for its exercise, or as a waiver of a~y
right to damages. No waiver by any party of any breach of this Agreement shall be held to constitute a waiver of any other breach or a waiver of the
continuation of the same breach.


14...No Riqbts to Employment. Nothing contained in this Agreement shall be construed as giving the Executive any right to be retained, in any
position, as an employee, consultant or director of the Company or its affilialas or shall interfere with or resU’ict in any way the right of the Company or its
afffliales, which are hereby expressly reserved, to remove, terminate or discharge the Executive at any time for any reason whatsoever.


15. Entire A~reement. This Agreement contains the entire agreement and understanding of the parties hereto with respect Io the subject matter
contained herein and supersedes all prior communications, representations and negotiations in respect thereto. No change, modification or waiver of any
provision of this Agreement shall be valid unless the same be in writing and signed by the parties hereto.


16. Notices. Any notice, consent, request or other communication made or given in accordance with this Agreement shall be in writing and shall be
deemed to have been duly given when actually received or, if mailed, three days after mailing by registered or certified mail, return receipt requested, or one


¯ business day after mailing by a natianal~y recognized express mail delivery service with instructions for next-day delivery, to those persons listed below at
their following respective addresses or at such other address or IXa’son’s attention as each may specify by notice to the others:


To Parent


X~MG Parent Corp.
75 Rockefeller p]axa
New York, New York 10019
Atlentien: General Counsel
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wi~ a cbpy to:
Paul, Weiss, Riflfind, Whatton & Garrison LLP
1285 Avenue of the Americas
Ngw York, New York 10019
Atlention: Michael J. Segal, Esq.
To the Exeentive:
The ~nost reeea~ address for the Execmive in the records of Parent orthe Company. The Executive hereby agrees to promptly provide Parent
an~l the Company wi~uh wfi~an notice of any change in the Executive’s address for so long as this Agreement remains in effect.


17. ~. The Executive may file with the Board a written designation of a beneficiary on such form as may be prescribed by the Board and
may, fi-om ~me to time, amend or revoke such designation. If no designated beneficiary survives the ExecUtive, the execu~r or administrator of the
Executive’s eslale,shal] be deemed to be the Executive’s beneficiary. The Executive’s beneficiary shall saceeed 1o the rights and obligations of~he
Executive hereunder upon the Exeeative’s death, ~xcept as maybe otherwis~ deser)~ed herein.


18. ~. The terms of this Agreement shall be binding npon and innre 1o the benefit of Parent, its successors and assigns, and of the Executive
and the beneficiaries, executors, administrators, heirs and successors of the Executive.


19. Modifications. No change, modification or waiver of any provision of this Agreement shall be valid unless the same be in writing and signed by
the parties hereto.


20. Restricted Stock Award Su~iec~ to the Smckhol~iers’ A~reement. By entering into this Agreement the Executive agrees and acknowledges that the
Executive has received and read the Stockholders’ Agreement. The Stockholders’ Agreement as it may be amended flora time to time is hereby
incorporated herein by reference. In the event of a conflict between any term or prevision contained herein and any terms or provisions of the Stockholders’
Agreement, the applicable ~erms and provisions of the Stockholders’ Agreement will govern and prevail except with respect to Section 5(’0) hereof
Notwithstanding the above, Section 4.1 of the Stockholders’ Agreement ("Tag-Along") shall not apply to Unvested Restyicted Shares.


21. GOVERNING LAW: CONSENT TO JURISDICTION. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF DELAWARE APPLICABLE TO AGREEMENTS MADE AND TO BE WHOLLY
PERFORMED WITHIN THAT STATE. ANY ACTION TO ENFORCE THIS AGREEIvlI~T MUST BE BROUGHT IN A COURT SITUATED IN,
AND THE PARTIES HEREBY CONSENT TO THE JURISDICTION OF, COURTS SITUATED 1N NEW YORK COUNTY, NEW YORK. EACH
PARTY HEREBY WAIVES THE RIGHTS TO CLAIM THAT ANY SUCH COURT IS AN INCONVENIENT FORUM FOR THE RESOLUTION OF
ANY SUCH ACTION.
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22. JURY TRIAL WAIVER. THE PARTIES EXPRESSLY AND KNOWINGLY WAIVE ANY RIGHT TO A JURY TRIAL ~1~ THE EVENT ANY
ACTION ARISING UNDER OR IN CONNECTION WITH THIS AGREEMENT 1S LITIGATED OR HEARD IN ANY COURT.


23. Inte~retation. The headings of the Sections hereof are provided for convenience only and are not to serve as a basis for interpretation or
construction, and shall not constitute a part, of this-Agreement. The term "Company~ as used herein with reference to the emp]oyment of the Executive or
the termination thereof shall refer to the Company and each member of the "Parent Group" (as defmed in Section 2(b)(11 ).


24. Sitmature in Counteroarts. This Agreement may be signed in comte, r0am, each of which shall be an off#hal, with the same effect as if the
signatttres thereto and hereto were upon the same instrument. The parties hereto conf~m that any facsimile copy of another party’s executed counteipart of
this Agreemant (or its signature page thereof) will be deemed to be an executed original thereof.


IN WITNESS WHEREOF, the parties hereto have executed lifts Agreement as of the date first set forth above.


WMG PARENT CORP.


/,q Dav#l I-1 1,-,hn~nn
By: David H. Johnson
Title: Executive Vice President & Gcueml Counsel


Alex Zubi]laga
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-10.40
STOCK OPTION AGREEMENT, DATED AS OF AUGUST 5, 2005
10--K Filed on 12/0112006 - Period: 0913012006
File Number 001-32502
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-- ----- Exhibit 10.40


WARNER MUSIC GROUP CORP.
STOCK OPTION AGREEMENT


TILLS STOCK OPTION AGREEMENT (this "A~eement"), is entered into as of this 5th day of,~ugust 2005, by and between Warner Music
Group Corp., a Delaware corporation ("Parent"), and Caroline Stockdale (the "Executive"). Capitalized toxins used herein and not otherwise defined shall
have the respective meanings set forth in the Warner Music Group Corp. 2005 Omm’bus Award Plan (the "P]an__.~").


WHEREAS, Warner Music Inc., a Delaware colpomtion (the "~’), an indirect majority owned subsidialy 0fParent, or one of Parent’s other
direct or indirect subsidiaries, employs the Executive; and


WHEREAS, the Board of Directors of Parent (the "Board") has determined that it is in the best interests of Parent and its stockholders to grant to the
Executive as of the date hereof (the "Effective Dat’e") an option to purchase shares of Common Stock of Parent (’Common Stock"), as provided for herein
(the "Stock O~tlen Award");


NOW, THEREFORE, for and in consideration of the mutual covenants hereinafter set forth, the parties hereto agree as follows:


1. Grant Parent hereby grants to the Executive an option (the "Onfion~) m purchase 50,000 shams of Common Stock (such shares of Common Stock,
the "Option Shares"), on the terms and conditions set form in the Plan and this Aodeem¢nt. This Option is not intended to be treated as an incentive stock
option unde, r Section 422 of the Code. The number and type of Option Shares purchasable hereunder shall be subject to adjustment as and in the manner
provided in Section 7 below.


2. Incorporation by Reference, Etc. Capitalized terms .used herein and not otherwise defined shall have the respective meanings set form in the Plan.


3. ~. The price at which the Executive shall be entitled to purchase the Option Shares upon the exercise of all or any portion of this Option
shall be $16.56 per share. Such exercise price shall be subject to adjustment as and in the manner provided in Section 7 below.


4. ExpiPation Date. Subject to Section 6 hereof, the Option shall expire at the end of the period commencing on the Effective Date and-ending at 11:59
p.m. Eastern Time ("E__.~’) on the day preceding the tenth arafiversary of the Effective Date (the ".Option Period").


5. Exercissbititv ofihe Oration.
(a) General. Except as may otherwise be provided herein, the Option shall become vesled and exereisabl~ in four equal installments on the day


prior to each of the first, second, third and fourth anniversaries of the Effective Date provided that the Executive remains employed with the Company
on each such
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date, such that one ]mndred percent (100%) of the Option shall be vested and exercisable on the day prior to the fourth anniversary of the Effective
Date; provided that the tmvested portion of the Option shall become vested and exercisable upon a termination oftha Executive’s employment with
the Company (A) due to his death or (B) by the Company due to his Disability or without Canse, or by the Executive for Good Reason, if applicable~ -
in each case on or after a Change in Control or, in the case of a temaination by the Company without Cause, in anticipation of a Change in Control (a
teaminafion described in the foregoing proviso being rcferlx~ to he~einafte~ as a "CIC Termination").


(b) The term "~" as used herein, shall mean the portion of the Option on and following the time that the vesting condition set fon~a
in Section 5(a) hereof has b~en satisfied as to such portion. The portion of the Option which has not become the Vested Option is harginafter leferted
to as the "Unvested Pinion:


(c) The Option may be exercised only as to the Vested Option,and only by written notice using the applicable form provided by PaJ-ent
delivered in perso.n or by mail in accordance with Section 12(a) hereof and accompanied by payment therefor. The purchase price of the Option
Sh..arc~hall be .pa~_~.b.y the Exe.cu.tive to_Parent (A) by c.ea~ified che3_ k o.r .w~e transfer (using such wire transfer instraetiom as a~ provided by Parent
or me t:ompany), U3) by ~ransx~rnng to t arant snares oi t.~mmon ~;tocK, ix and in the manner approved by Parent, (C) by a b~oker-assisted "casklesa
exercisd’ procedure if and in the manner approved.by the Committe~, or (D) by any other method approved in writing by the Committee. If requeated
by Parent, the Executive shMl promptly deliver his copy of this Agreement evidencing the Option to the Secretary of Parent who shalt endorse thereon
a no~ation of such exercise and promptly rgmm s~ch Agreement to the Executive. Upon payraunt of the applicable pmchase price and the issuance of
the Option Shares in accordance with the terms and conditions of this Agre~memt, th~ Option Shares shall be validly issued, fully paid and
nonasseasable.


6. Effect of Termination of Emtflovmen.t. on.Option.
(a) For purposes of this Agreement, the Executive’s eanployment may be terminated (i) by the Company for Cal~se orby the employee in


violation of any applicable employment agreement (a "6(a)ill Termination"), (ii) by the Executive other than as a Retirement and without any
violation of any applicable employment agreement (a "6(a’~(ii3 Termination"), (iii) by the Company without Canse (’including on account of
Disability), or oh account of the Execmive’s death (a "6ga)(iii) Termination") or (iv) by the Executive on account of Retirement (a
Termination"). For purposes of the preceding sentence, "R~ement" shall mean the Executive’s voluntary termination of employment with the
Company on or after the age of 62, afar no less than 10 years of employment with the Company.
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(b) The Unvesled Option, if any, shall immediately terminate upon th~ termination of the Executive’s employment with the Company and its
affiliates for any reason..


(c) The Vested Option shall remain exercisable by the Executive until, as applicable, (i) the date ofa 6(a)(i) Termination, (i~) thirty (30) days
following the date ofa 6(a)(ii) Termination, ~(iii) one hundred and twenty (120) days following the date ofa 6(a)(iii) Termination and.(iv) the last day
of the Option Period, in the case ofa 6(aXiv) Termination.


7. Compliance with Legal Reouirements. The granting and exercising of the Option, and any other obligations of the Company ~mder this Agreement
shall be subject to all applicable federal and state laws, rules and regulations and to such approvals by any regulatory or governmental agency as may lie
required. Patent, in i~s sole discretion, may postpone the issuance or delivery of Option Shares as Parent may consider appropdato and may require the
Executive to make such representations and furnish such information as il may consider appropriate in connection with the issuance or delivery of Option
Shares in compliance with applicable laws, rules and regulations.


8. Transferability. Except as described in Section 12(k) of the Plan, the Option shall not be ~ransferable by the Executive other than by will or the laws
of descent and distribution, and any such pro-ported transfer shall be void and unenforceable against Parent; provided that the designation of a beneficiary
shall not constitute a transfer or encumbrance.                                  ,


9. Rights as Stockholder. The Executive shall not be deemed for any pmqx~e to be the owner of any shares of Common Stock subject to this Option
unless, nntil and to the extent that (A) this Option shall have been exercised pursuant to its terms, (B) Parent sliall have issued and delivered to the Executive
the Option Shares, and (C) the Executive’s name shall liave been entered as a stockholder of record with respect to such Option Shares on the books of
Parent


1O. Tax Withholding. Prior to the delivery of a certificate or certificates representing the Option Shares, the Executive must pay in the form of a
certified check to Parent or the Company (as desigualed by Parent) any such additional amount as Parent (or the Company) determines that it is required to
withhold under applicable federal, state or local tax laws in respect of the exercise or the transfer of Option Shares; provided that the Committee may, in its
sole discretion, allow such withholding obligation to be satisfied by wittdaolding Option Shares otherwise deliverable upon exercise of the Option or by any.
other method.


1 I. Adin~rnents for Stock Solits. Stock Dividends. etc.’. Chan~oe in Control. Awards shall be subject Io adjustment, substitution, or cancellation as
determined by the Committee in its sole discretion, as is fully set forth in Section 13 of the Plan.


12. Miscellaneous.
(a) Notices. Any notice, co~asent, request or other communication made or given in accordance with this Agreement shall be in writing and shall


be deemed to have been duly given when actually received or, if mailed, three days
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after mailing by registered or cextified mail, return receipt requested, or one business day af/er mailing by a nationally recognized express mail
delivery se~rvice with instructions for rcxt-dsy dalive~, to those persons listed bdow at theh" following respective addresses or at such other address
or person’s attention as each may specify by notice 1o the others:


To Parent:
Warner Music Group CoO.
75 Rockefeller Plaza
New York, New York 10019
Attention: General Counsel


To the Exeentive:
The most recent address for the Exeeulive in the records of Parent or the Company. The Exe~mive hereby agrees to promptly provide
Parent and the Company with written notice of any change in the Executive’s address for so long as this Agreement remains in effect.


(b) ~. The invalidity or unenforeeability of any provision of this Agreement shall not affect the validity or enforceability of any other
provision of this Agreement, and each other provision of this Agreement shall be s,everable and enforceable to the extent permitted by law.


(c) No Rights to Employment. Nothing eoutaincd in this Agreement shall be construed as giving the Executive any right 1o be retained, in any
position, as an employee, consultant or director of the Company or its affiliates or shall interfere with or rcslfict in any way the right of the Company
or its affiliates, which are hereby expressly reserved, to remove, terminate or discharge the Executive at any time for any reason whatsoever.


(d) ~. The Executive may file with Parent a wrillen designation of a beneficiary on such form as may be prescribed by Parent and
may, from time to lime, amend or revoke such designation. If no designated beneficiary survives the Executive, the executor or adminislrator of the
Executive’s estate shall be deemed to be the Executive’s beneficiary.


(e) ~. The terms of this Agreement shall be binding upon and inure to the benefit of Parent and its successors and assigns, and of the
Executive and the beneficiaries, executors, adminislrators, heirs and successors of the Executive.


(I") Entire Agreement. This Agreemen! contains the entire agreement and understanding of the parties ]aereto with respect to the subje~l matter
contained harein and supersedes all prior communications, representations and negotiations in respect thereto. No change, modification or waive.~ of
any
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provision of this Agreement shall b¢ valid unless the same bc in writing and signed by the parties hereto.
(g) .GOVERNING LAW; CONSENT T(~ JURISDICTION. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN


ACCORDANCE WITH THE LAWS OF THE STATE OF DELAWARE APPLICABLE TO AGREEMENTS MADE AND TO BE WHOLLY
PERFORMED WITHIN THAT STATE. A~.Y ACTION TO ENFORCE THIS AGREEMENT MUST BE BROUGHT IN A COURT SITUATED
IN, ANDTHE PARTIES HEREBY CONSENT TO THE JURISDICTION OF, COURTS SITUATED IN NEW YORK COUNTY, NEW YORK.
EACH PARTY HEREBY WAIVES THE RIGHTS TO CLAIM THAT ANY SUCH COURT IS AN INCONVENIENT FORUM FOR THE
RESOLIfflON OF ANY SUCH ACTION.


(h) JURY TRIAL WAIVER. THE PARTIES EXPRESSLY AND KNOWINGLY WAIVE Ably RIGHT TO A 3URY TRIAL IN THE EVENT
ANY ACTION ARISING UNDER OR IN CONNECTION WITH THiS AGREEMENT IS LITIGATED OR HEARD IN ANY COURT.


(0 Interpretations. The headings of the Sections hereof are provided for convenience ollly and are not 1o serve as a basis for interpretation or
construction, and shall not constitute a part, of this Agreement. The term "~’ as used hezein with reference to the employm¢nt of the
Exeoutiv¢ or the termination thereof shall refer to the Company, Parent and each of their direct and indirect subsidiaries.


0") Si~ature in Counteruans. This Agreement may be signed in counterpa~s, each of which shall be an original, with the same effect as ifth~
slgnatares thereto and hereto were upon the san~ instrament. The parlies hereto confa’m that any facsimile copy of another party’s cxeculed
counterpart of this Agrecment (or its signalure page thereof) will be deemed to be an executed original thereof.
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date ~rgt set forth above.


WARNER MUSIC GROUP CORP.


By: Dave Johnson
Title: Execrative Vice President & Genera] Counsel


EXECUTIVE


Caroline Stockdale
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-10.47
AMENDMENT NO.1 TO THE 2005 PLAN
10-K Filed on 12/0112006- Period: 0913012006
File Number 001-32502
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AMENDMENT No. 1 TO
WARNER MUSIC GROUP CORP. 2005 OMNIBUS AWARD PLAN


The Warner Music Group Corp. 2005 Omnibus Award Plan. (the "Plan"), is hereby amande~l as follows:


1. The last seateuce of Svctlon 8 (c). is amended in its entirely to read as follows:


"The Company shall pay such excess in cash or in shares of Stock vah~ed at Fair Market Value."


2. ,Cqntinnlng Effect of Phn. Except as expressly modified he.by, the provisions of the Plan are and shall remain in frill force and effect.


IN WITNESS HEREOF, the undersigned have acknowledged add execaled this amendment Io the Plan as o~the date set forth above.


WARNER MUSIC GROUP CORP.


By: Is/David H. Johnson
Name: David H. Johnson
Title: EVP and General Counsel


E~h~it 1{}.47
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Warner Music Group Corp.
75 ROCKEFELLER PL/~-.A
NEW YORK, NY 10019
212-275-2000


EX-10.48
FORM OF RESTRICTED STOCK AWARD AGREEMENT
10-K Filed on 12/01/2006 - Period: 09130/2006
File Number 001-32502
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Exh~it 10.4D


WARNER MUSIC GROUP CORP.
RESTRICTED STOCK AWARD AGREEMENT


¯ THIS EMPLOYEE RESTRICTED STOCK AWARD AGREEMENT (the "A~ment") is entered into as of this __day of.
200~ by and between Warner Music Group Corp., a Dc]awa~ corporation ("Parent"), and          (the "Executive").


WHEREAS, [Warner Music Inc., a Delaware corporation] [INSERT APPROPRIATE NAME OF EMPLOYING SUBSIDIARY] (the "~omv~v’),
an indirect majority owned subsidiary .of Parent, or one of Parenl’s other direct or indirect subsidiaries, employs the Executive; and


WHEREAS, the Parent has adopted the Warner Music Group Corp. 2005 Omm~ous Award Plan (the "~’), pursuant to which awards of restricted
shares of the Parent’s Common Stock may be granted to persons, including persons regularly employed by the Parent or its affiliates; and


WHEREAS, the Board of Directors of Parent (the "Board") has detezrained that Jr’is in the b~st interests of Parent and its stockholders to grant as of
the date hereof 0he "Effective Date") the restricted stock award provided for herein (the "Restricted Stock Award") to the Executive in connection with the
Executive’s s~rvices to the Company and the Parent’s affiIintes, such grant to be subject to the tc~nns set for& herein.


NOW THEREFORE, in consideration of the mutual covenants hereinafter set forth [as supplemented by the terms set out in the Schedule A entitled
"UK Resident Executive"] [INSERT FOR UK RESIDENTS], the panics hereto agree as follows:


1. ,Incorporation by Reference, Etc. The provisions of the Plan are hereby incorporated herein by reference. Except as otherwise expressly set forth
herein, this Agreement shall be consm~ed in accordance with the provisions ofihe Plan and any capitalized terms not otherwise defined in this Agreement
shall have the deYmkions set forth in the Plan. The Board shall have final authority to interpret and construe the Plan and this Af~reement and to make any
and all detexminations ~mder them, and its decision shall be binding and conclusive upon the Executive and his legal representatwe in respect of any
questions arising under the Plan or this Agreemen~


2..Grant of Restricted Stock Award. Parent hereby grants on the Effective Date to the Executive a Reslricted Stock Award consisting of --
shares of Common Stock (hereinafter called the "Restricted Shares"), on the lerms and conditions set forth in this Agreement and as otherwise provided in
the Plan. The Restricted Shares shall ~ in accordance with Section 3(a) hereof.
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3. Terrm and Conditions.
(a) V~tln~. Except as otherwise provMc~l in this Agrecment, the Restricted Shares sha~l vest and become non-forfeitable in four equnl


installments on the day prior to each of the [first, second, third and fourth] anniversaries of the Effective Date provided that the Executive remains
employed with the Company on each such date, such that one hundred percenl (100%) of the Restricted Shares shall be vested and non-foffeilable on
the day prior to the [fourth] anniversary of flie Effective Date; provided that any unvested Restrinmd Shares shall become vested and ~on-foffeitable
upon a tenninatian of the Executive’s employment with the Company (A) due to his death, (B) by the Company due to his Disabi]ily or without
Caus~ or (C) by the Executive for Oood Reason, if applicable, in each case on or after a Change in Control or, in the case ofa te~nfinalion by the
Company without Cause or a termination by the Executive for Good Reason, if applicable, in each case in anticipation ufa Change in Control.


(b) Tl~ term "Vested Restricted Shares," as used lierein, shall r~an each Restricted Share on and following the timb that lh~ vestin~ condition
sit forth in Seoi0n 3(a) hexeofhas been satisfied as to such share and the Executive has paid any applicable taxes payable with respect to such share
as set forth in Section 3(c) hereof. Restricted Shares wkich have not become Vested Restricted Shares are hereinafter referred to as "lJnvested
Res~’icted Shares."


(c) Taxes. The Executive shall payto Parent orthe Company (as designatedby Parent) promptly upon request, and in any event at the time the
Executive recognizes taxable income in respect of the Restricted Stock Award, an amount equal to the laxes, if any, Parenl determines it is required to
withhold under appliqablu lax laws with respect to the Restricted Shares. Such payhaent shall be made, at Executive’s decfion, (i) in the form of cash
or (i~) by having Parent withhold from the number of Restricted Shares otherwise issuable pursuant to the seltlement of-the geslricted S~.k Award a
number of Restricted Shares with a Fair Market Value equal Io such withholding liability. The Executive may, but shall not be required to, make an
election pursuant to Section 83(b) of the lntemal Revenue Cede of 1986,’as amended (the "Code") 1o realize taxable income in respect of the grant of
the Restricted Stock Award, in an amount equal to the fair market value of the Restricted Shares on the Date of Grant. It" Executive makes such an
election, Executive shall provide a copy of such election lo the Company as required by Section 83(b) of the Code.


(d) Certificates. Certificates evidencing the Restricted Shares shall be issued by Parent and shall be regislered in the Executive’s name on the
stock transfer books of Parent promptly after the Effective Date, bat
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shall remain in the physical custody of Parent or its designe~ at all limes prior ~o, in the cas¢~ of any particular Restricted Shares, becoming Vested
R~stdcted Shares. As a condition to th~ r~ceipt of this ResUicted Stock Award, the Execatiw shall deliver 1o Parent a stock power, duly endorsed in
blank, rehting to the Restricted Shares. - - -


¯ (e) Effect of Termination of Emulovmen~. Unvested Restricted Shares (as determined after ~aking into account any applicable vesting
acceleration described in Section 3(a) hea~o0 shall be forfeited without consideration by the Executive upon the Executive’s cessation of employment
with the Company or any aiE]iate of the Parent for any reason.


(f) Ri~ts as a Stockholder; Dividends. Tbe Executive shall be the record owner of the Restricted Shams unless and until such shares are
forfeited pursuant to Section 3(e) laereof or sold or othenvise disposed of, and as record owner shall be entitled to all rights of a common stoelaholder
of Parent, including, without limitation, voting fights, if any, with respect to the Restricted Shares; provided that any casli or in-ldnd dividends paid
with jrespeet to Unvested Restricted Shares shall be withheld by Parent and shall be paid to the Executive, without interest, ouly when, and if, such
Restricted Shares become Vested Restrieted Shares. As soon as practicable following the vesting .of any Restricted Shares, certificates for such Ve~ted
Restricted Shares and any cash dividends or in-kind dividends credited to the Executive’s account with respect to such Vested Restricted Shares shall
be delivered to the Executive or the Executive’s benafieiary along with the stock power relating thereto.


(g,) Res~ctive- Legend. All ceafifieates representing Restricted Shares shall have affixed thereto a legend in,substantially the following form, in
addition to any other lbgcuds that may be required under federal or state securitlesqaws:


TRANSFER OF THIS CERTIFICATE AND THE SHARES REPRESENTED HEREBY IS RESTRICTED PURSUANT TO THE TERMS
OF THE WARNER MUSIC GROUP CORP. 2005 OMNIBUS AWARD PLAN AND A RESTRICTED STOCK AWARD AGREEMENT,"
DATED AS OF          , BETWEEN WARNER MUSIC GROUP CORP. AND           . A COPY OF SUCH PLAN AND
AGREEMENT 1S ON FILE AT THE OFFICES OF WARNER MUSIC GROUP CORP.
(h) TransferabfliW. No Restricted Share may, at any time prior to becoming a Vested Restricted Share, be assigned, alienated, pledged,


attached, suld or otherwise transferred or encumbered by the Executive
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and any such purported assignment, alienation, pledge, attachment, sale, transfer or encumbrance shall be void and unenforceable against Parent;
provided, that the designation of a beneficiary shall not constitute an assignment, alienation, pledge, attachment, sale, transfer or encumbrance.


4. Miscellaneous.
(a) Notices. Any notice, consent, request or other communication made or given in accordance with this Agreement shall be in ~riting and shall


be deemed to have been duly given when actually received or, if mailed, three days after mailing by registered or certified mail, return receipt
requested, or one business day after mailing by a nationally recogrdzed express mail delivery service with inslruetions for next-day delivery, to those
pe~ons listed below at their following respective addresses or at such other address or person’s attention as each may specify by notice to the othe.rs:


To Parent:
Warner Music Group Corp.
75 Rockefeller Plaza
New York, New York 10019
Attention: General Counsel
To the Executive:                                               ~
The most reeeni address for the Executive in the records of Parent orthe Company. The Executive hereby agrees to promptly provide Parent
and the Company with written notice of any change in the Executive’s address for so long a~ this Agreement remains in effect.
(b) Bound bv Plan. By signing this Agreement, the Executive acknowledges that he has received a copy of the Plan and has had an opportanJty


to review the Plan and agrees to be bound by all the terms and provisions of the Plan.
(e) ~. The Executive may file with the Board a written designation of a beneficiary on such form as may be prescribed by the Board


and may, from time to time, amend or revoke such designation, lfno designated beneficiary survives the Executive, the executor or adrainistrator of
the Executive’s eslate shall be deemed to be the Executive’s beneficiary. The Executive’s beneficiary shall succeed to the rights and obligations of the
Executive hereunder upon the Executive’s death, except as maybe otherwise deaeribed herein.
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(d) ~. The terms of this Agreement shall be binding upon and inure to the benefit of Parent, its successors and assigns, and of the
Executive a~d the beneficiaries, executors, administrators, heirs and succe~ors of the Executive.


(e) Entire A~reement. This Agreement contains the entire agreement and understanding of the palties hereto with respect to the subject matter "
c̄ontained herein and supersedes all prior communications, rcpresentatiom and negotiatiom in respect thereto. No change, modificatio.n or waiver of
any provision of this Agreement shall be valid’artless the samo be in writing and signed by the pazties hereto.


(t) No Rights to Em~lovmcnt. Nothing contained in this Agreement shall be construed as giving the Executive any fight to be ietained, in any
~oOSition, as an emplo~,¢e, consultant or director of the Company or any affi]iate of Parent or shall interfer~ with or restrict in any way the right of the


mpeny or any affihate of Parent, which are hereby expressly reserved, to remove, t~rminate or discharge the Executive.at anytime for ~y reason
whatsoever.


(g) ~. The invalidity or anenforceability of any provision of this Agreement shall not affect the validity or enforceabillty of any other
g~rovision of this Agreement, and each other provision of the Agreement shall be severable and enforceable to the extent pemaitted by law.


(h) Waiver. Any right of Parent contained in the Agreemenl may be waived in writing by the Board. No waiver of any fight hereunder by any
party shall operate as a waiver of any other right, or as a waiver of the same right with respect to any subsequent occasion for its exercise, or as a
waiver of any right to damages, lqo waiver by any pazty of any breach of this Ag~cment shall be held to constitute a waiver of any other breach or a
waiver of the continuation of the same breach.


(i) GOVERNING LAW: CONSENT TO IURISDICTiON. THIS AGREEMEFIT SHALL BE GOVERNED BY AND CONS’tRUED 1N
ACCORDANCE W1TH THE LAWS OF THE STATE OF DELAWARE APPLICABLE TO AGREEMENTS MADE AND TO BE WHOLLY
PERFORMED WITHIN THAT STATE.ANY ACTION TO ENFORCE THIS AGREEMENT MUST BE BROUGHT IN A COURT SITUATED
IN, AND THE PARTIES HEREBY CONSENT TO THE JURISDICTION OF, COURTS SITUATED 1N NEW YORK COUNTY, NEW YORK.
EACH PARTY HEREBY WAIVES THE RIGHTS TO CLAIM THAT ANY SUCH COURT IS AN INCONVENIENT FORUM FOP, THE
RESOLUTION OF ANY SUCH ACTION.
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0") ~ll~Ry TRIAL WAIVER. THE PARTIES EXPRESSLY AND KNOWINGLY WAIVE ANY RIGHT TO A JURY TRIAL IN THE EVENT
ANY ACTION ARISING UNDER OR IN CONNECTION WITH THIS AGREEMENT IS LITIGATED OR HEARD IN ANY COURT.


(k)’~. The headings of the Sections hereof are provided for convenience only and are not to serve as a basis for interpretation or
construction, and shall not constimle a pan, of this Agreement.


(1) ,Sign. a.tnr.e in Counterparts. This Agreement may be signed in counterparts, each of which shall be an original, with the same effect as iflhe
signatares thereto and hereto were upon the same instrument The parties hereto confirm that any facsimile copy of another party’s execmed
counterpart of/his Agreement (or its signalur¢ page thereof) will be deemed to be an executed original thereo£


IN WITNESS WHEREOF, the parties hereto have executed Ibis Agreemem.


Warner Music Group Corp.


B~,:
T~fle:
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2.2


2.3


2.4


FO1LM


Schedule A


UK Resident Executive


Tax indem.nlty
Without prejudice to Section 3(c) of the Agreement ("Taxes"), the Executive unconditionally and in’cvocably agrees to place Parent, the Company or
any other affiliate of Pa~at in funds and to indemnify Parent, the Company or any other affiliate of Parent in respect of any and all liability to income
tax which Parent, the Company or may other affiliate of Parent is liable to account for on behalf of the Executive directly to any taxation authority
(including, but without limitation, through the UK PAYE system) and any and all liability to serial security wldch Parent, the Company or any other
affiliate of Parent is liable to account for on behalf of the Executive to any taxation authority (including, but without limitation, primary class 1
(employee’s) national insurance contn’butians in the UK) which arises (or may arise) as a consequence of or in connection with the aWald, issue or
transfer to the Executive of the Restricted Shares or the yesting of any of the Restricted Shares.


Relevance of contract of employment


The provisions so out in paragraph 2 of this Schedule are without prejudice to the terms set out in Section 4(0 of the Ag~eemeut ("No Rights to
Employment").


The award of the Restricted Shares will not form part oftbe Executive’s entitlement to remuneration or benefits pursuant to his employmant contract
with the Company or any other contract of employmenL The existence era contract of employment between any person and the Company or any
affiliate of the Parent does not give such person any right or entitlement to have an award of shares made to him or any expectation that such an award
will or might be made to him whether subject to any conditions or at all.


The rights and obligations of the Executive under the terms of his conWact of employment with the Company or any affiliate of the Parent shall not be
affected by the award of Restricted Shares.


The rights granted to the Executive upon the award of Restricted Shares shall not afford the Executive any rights or additional rights to compensation
or damages in consequence of the loss or termination of his office or employment with the Company or any affiliate oftbe Parent for any reason
whatsoever.


2.5 The Executive shall not bc entitled to any compensation or damages for any loss or potential loss which he may suffer by reason of being or becoming
unable to
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dispose of the Restricted Shares for fair market value or otherwise or the Restricted Shares not vesting in consequence of the loss or termination of his
office or employment with the Company or any affiliate of Parent for any reason (including, without limitation, any breach of contract by his
employer) or~in any other circumstances whatsoever.


2.6 Benefas received ander this Agreement are not pensionable in any circumstances.


3. Third nariv rights


3.1 Subject to paragraphs 3~2 and 3.3 below, the Company (and any affiliate of the Parent of which the Executive is an officer or employee or has a
liability to pay inceme tax or social security in the UK by virtue of the Executive being an officer or employee of any affiliate of the Parent) (the
"Third Party") may rely upon and enforce the terms of paragraphs 1 and 2 of this schedule against the Executive.


3.2 The third party rights referred to in paragraph 3.1 may only be enforced by the relevant third subject to and in accordance with the provisions of the
Con~’acts (Rights of Third Parties) Act 1999 (the "1999 Act") and all other relevant terms of this Agrcemenl.


3.3 Notwithstanding any other provision of this Agreement and unless the Company or the Parent (on behalf of any other Third Party which is not the
Company) agree otherwise in writing, the Parent and the Executive may not rescind or vary any of the provisions of this schedule so as to extinguish
or alter the Third Party’s fights under this paragraph 4 without his prior written consent and accordingly section 20)(a) to (c) of the 1999 Act shall not
apply with respect to the Third Party’s fights under paragraph 3.1.


3.4 Except as provided in this paragraph, a person who is not a party to this Agreement has no right under the 1999 Act to rely upon or enforce any texan
of this aehedal~ but gais does not affect any right or remedy of a third party which exists or is available apart from that Act


4. Governing law and jnrisdictian


4.1 Without prejudice to the temas of Section 40) of the Agreement, the terms of this schedule (and the terms of the Agreement insofar as they relate to
the enforcement of any right or obligation set out in fl~is schedule) shall be governed by a~d construed in accordance with the law of En~and and
W~des.
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4.2 To the extent that any party seeks to enforce any right or obligation set out in this schedule:


4.2.1 each party irrevocably submits to the exclusive jurisdiction of the courts of E~gland and Wales over any claim, dispute or matter arising under
or in connection the terms of tiffs schedule;


4.2.2 each party irrevocably waives any objection which ~t may have now or later to proceedings being brought in the courts of England and Wales
and any claim that proceedings have been brought in an inconvenient forum; and


4.2.3 each party furthrx in’rvocably agrees thai a judgment in any proce*dings b~’ou~ht in the courts of En~and and Wales shall be conclusive and
binding upon each party and may be enforced in the courts of any other jurisdiction.
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STOCK POWER


FOR VALUE RECEIVED, the undersigned hereby sells, assigns and transfers ante        __~           shares of Common Stock of Warner
Mfisic Group Corp., a Delaware corporation, issued pursuant to a Executive Restricted Stock Award Agreement between Warner Music Group Corp. and
the undersigned, dated __ 200~ and standing in the name of the undersigned on the books of said corporation, represented by Certificate No. ~
and does hereby irrevocably comtitute and appoint Warner Music Group Corp. as the undersigned’s tree and lawful attorney, for it and in its name and
stead, to sell, assign and transfer the said stock on the books of said corporation with full power of substitution in the premises.


Dated:
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000
.~tt~;!/w~wma~q~


EX-10.49
FORM OF DIRECTOR RESTRICTED STOCK AWARD AGREEMENT
10-K Filed on 12/0112006 - Period: 09/30/2006
File Number 001-32502
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Exhibit 10A9


WARNER MUSIC GROUP CORP.
DIRECTOR RESTRICTED STOCK AWARD AGREEMENT


- THIS DIRECTOR RESTRICTED STOCK AWARD AGREEMENT (the "~’), is made, effective as of the ~day of ~ 200_
(hereinafter the "Date of Grant"), between Warner Music Group Corp., a Delaware co .rporation, (the "~’), and [Insert Name] (the "Diree~of_~’).


WHEREAS, the Company has adopted the Warner Music Group Corp. 2005 Omrfibus Award Plan (the "Plan"), pursuant to which awards of
restricted shares of ~he Company’s Common Stock may be granted to persons inclucSng membe~ of the Board of Directors of the Company (the "Board");
and


WHEREAS, the Board has determined thai h i~ in the best interests of the Company and its stockholders to grant the restricted stock award provided
for herein (the "Reslr]cted.Stock Award") to the Director in counection with the Dh’ecto~ s services to the Company, such grant to be subject to the terms set
forth herein.                                                                                        "


NOW THEREFORE, in consideration of the mutual covenants hereinafter set forth, the parties hereto agree as follows:


1..Incorporation by Reference~ Etc. The provisions of the Plan are hereby incorpor~aed herein by reference. Except as otherwise expressly set forth
herein, this Agreement shall be construed in accordance with the provisions of the Plan and any eapilalized terms not otherwise defined in this Agreement
shall have the defmitians set forth in the Plan. The Board shall have I’ma] authority to interpret and construe the Plan and this Agreemeni and to make any
and all determinations under them, and its decision shall be binding and conclusive upon the Director and his legal represenlative in respect of any questtong
arising under the Plan or this Agreement.


2..Grant of Restricted Stock Award. The Company hereby grants on the Date of Grant to the Director a Restricted Stock Award co~asisting if ~
shares of Common Stock (hereinafter called the "Restricted Shares"), on the terms and conditions set forth in this Agreement and as otherwise provided in
the Plan. The Restricted Shares shall vest in accordance with Section 3(a) hereof.


3. Terms and Conditions.
(a) ~. Except as otherwise provided in the Plan and this Agreenma~, and contingent upon the Director’s continued membership on the


Board, one hundred percent (100%) of the Restricted Shares shall vest and become uon-forfeilable on the first ~-miversary of the Award Dine (such
anniversary, the ",Vesting Date"}. The"Award Date" shall be ..       ,200_[Insert date of prior Annual Meeting].
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(b) Taxes. The Director shall pay to tbe Company promptly upon request, and in any event at the time the Director recognizes ~axable income in
respect 6f the ResUic~ed Stock Award, an amount equal to the taxes, if any, thc Company dctvrraines it is required to withhold under applicable
laws with respect to the Restricted Shares. Such payment shall b~ made in the form of cash. Tbe Director may, but shall not be required to, make an . _ _
election pursuant to Section 83(b) of the hntcmal Revenue Code of 1986, as amended (the "~’) to realize taxable income in respect of the grant of


the Restricted Stock Award, in an amount equal to the fair markct value of the Restricted Shams on the Date of Grant. If Director makes inch an
election, Director shall provide a copy of such election to the Company as r~qulmxt by Section 83(b) of the Code.


(c) Certificates. Certificates evidencing the Restricted Shares shall be issued by the Compmy and shall bc registered in the Director’s name on
the stock transfer books of the Company promptly after the date he~eof, but shall mmaln in the physical custody oft he Company or its designe~ at all
tim~ prior to, in the case of any particular Re~rictexl Shams, the applicable Ve,vting Date. As a condition to the receipt of.this Restricted Stock
Award, the Dimaor shall deliver to the Company a stock power, duly endorsed in blank, relating to the Restficl~d Shams.


(d) Effect of Termination of Services.


(0 Except as provided in subsection (il) of this Section 3(d), unvesied Restricted Shams shall be forfeited without considem tion by the
Director at any time prior lo the Vesting Date ~pon the Director’s cessation of Board membership.


(it) Upon the Director’s cessation of Board membership due to death or Disability, any remaining nnvested Restored Shares shall vest
on the date of such terrainatian.
(�) Rights as a Stockholder~ Dividends. The Director shall be the record owner of the Reslriacd Shams unless and tmtll such shares are


forfei~d pursaant to Section 3(d) hereof or sold or otherwise disposed of, and as record own~ shall be entitled to all rights of a common stockholder
of the Company, including, without ]imitation, voting righls, if any, with respect to the Restrieled Shams; ~t]l~.l.any cash or in-kind dividends
paid with msp~t to unvcsted Restricted Shams shall be withbe]d by the Company and shall b~ paid 1o the Director, without interest, only whom, and
if, such Rcstricled Shares shall bocomc vested. As soon as practicable following tbe vesting of any Restrictexl Shares, certificates for such vested
Restricled Shams and any cash dividends or in-kind dividends credited to the Director’s account with respect to snch Restricled Shares shall bc
delivered to the Director or the Director’s beneficiary along with the stock power relating tlmmto.


SE 0214243







(t) Restrictive Leqend. All certificates representing Restricted Shares shall have affixed thereto a l~end in substantially the following form, in
addition tu any other legends that may be required under federal or shale securities laws:


TRANSFER OF THIS CERTIFICATE AND THE SHARES REPRESENTED HEREBY IS RESTRICTED PURSUANT TO THE TERMS
OF THE WARNER MUSIC GROUP CORP. 2005 OMNIBUS AWARD PLAN AND A RESTRICTED STOCK AWARD AGREEMENT,
DATED AS OF ~ 200, BETWEEN WARNER MUSIC GROUP CORP. AND [INSERT NAME]. A COPY OF SUCH PLAN AND
AGREEMENT IS ON FILE A’f THE OFFICES OF WARNER.MUSIC GROUP CORP.
(g) Transferability. The Restricted Shares may not at any lime prior to the Vesting Date (as to any partiedar Restricted Share) be assigned,


alienated, pledged, attached, sdd or otherwise transferred or encumbered by the Director and any such purported assignment, alienation, pledge,
attachmenl, sale, transfer or encmnbranee shall be void and unenforceable against the Company; provided, that the designation of a beneficiary shall
not constitute an assignment, alienation, pledge, attachment, sale, transfer or encumbrance.


4. Miscellaneous.
(a) Notices. Any notice, cunsant, request or other cummunieation made or given in accordance with this Agreement shall be in writing and shall


be deemed to have been duly given when actually received or, if mailed, three days, after mailing by registered or certified mail, return receipt
requested, or one business day after mailing by a nationally rec~,~zed express marl delivery service with instructions for next-day delivery, to those
persons listed below at their following respective addresses or at such other address or person’s attention as each may specify by notice to the others:


To the Company:
Warner Mnsie Group Corp.
75 Rockefeller Plaza
New York, New York 10019
Attention: General Counsel
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To the Director.
The most recent address for the Direelor’in the records of the Company. The Director hereby agrees to promplly provide the Company with
written notice of any change in the Director’s address for so long as this Agreement remains in effect.
(b) Bound by Plan. By signing this Agreement, the Dkector acknowledges that he has received a copy of the Plan and has had an opportunity to


review the Plan and agrees to be bound by all the tan’as and provisions of the Plan.
(c) ~. The Director may l’fie with the Board a written designation of a b~meficiary on such form as may be prescribed by the Board


and may, from time to time, amend or revoke s~ch designation. Ifne designated benefieiaE¢ survives the Director, the executor or administrator of the
Director’s estate shall be deemed to be the Director’s beneficiary.


(d) .Successors. The terms of this Agreement shall be binding upon and inure to th~ benefit of the Company, its successors and assigns, and of
the Director and the beneficiaries, executors, adminislrators, heirs and successors of the Director..


(�) Entire A~reemenL This Agreement contains the entire agreement and understanding of the parties hereto with respect to the subject matter
contained herein and supersedes all prior communications, repres~tations and negotiations in respect thereto. No change, modification or waiver of
any provision of this Agreement shall be valid unless the same be in writing and si~ned by the parties hereto.


(f) GOVERNING LAW; CONSENT TO JURISDICTION. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED 1N
ACCORDANCE WITH THE LAWS OF THE STATE OF DELAWARE APPLICABLE TO AGREEMENTS MADE AND TO BE WHOLLY
PERFORMED WITHIN THAT STATE. ANY ACTION TO ENFORCE THIS AGREEMENT MUST BE BROUGHT IN A COURT SITUATED
IN, AND THE PARTIES HEREBY CONSENT TO THE JURISDICTION OF, COURTS SITUATED IN NEW YORK COUNTY, NEW YORK.
EACH PARTY HEREBY WAIVES THE RIGHTS TO CLAIM THAT ANY SUCH COURT IS AN INCONVENIENT FORUM FOg THE
RESOLUTION OF ANY SUCH ACTION.


(g) JURY TRIAL WAIVER. THE PARTIES EXPRESSLY’AND KNOWINGLY WAIVE ANY RIGHT TO A JURY TRIAL IN THE EVENT
ANY ACTION ARISING UNDER OR 1N CONNECTION WITH THIS AGREEMENT IS. LITIGATED OR HEARD IN ANY COURT.
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Ca) Headinos. The headings of the Sections iaereofare provided for convenience only and are not to serve as a basis for interpretation or
construction, and shall not constitute a part, of this Agreement.


(i) Sit,nature in Counterparts. This Agreement may be signed in counterparts, each of wkich shall be an original, with the same effect as if the
signatures thereto and hereto were upon the same instrument, The parties hereto confirm thin any facsimile copy of another party’s executed
counterpart of this Ag~reement (or i~s signature page thereot) will b~ deemed �o be an execmed original thereof.


IN W1TNESS WHEREOF, the parties hereto have executed this Agreement.


Warner Music Group Corp.


By:
Title:


[Lnsert Name]
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STOCK POWER


FOR VA~U.E RECEIVED, the undersigned hereby s~]l~, assigns and transfers unto           ,           shares of Common Stock of Warner
Music Group Corp., a Delaware corporation, issued pursuant to a D~rector Restricted Stock Award Agreement between Warner Music Group Corp. and the
~ndersigned, dated          and standing in the name ofth~ undersign~ on the books of said co~poration, mp~s~nted by C~nificate No.._~ and does
hereby irrevocably conslimte and appoint W~-ner Mgsic G~oup Corp. as the undersigned’s ~’ue and lawful atiorney, for it and in its name and s~d, to
assign and ~ransf.er the said stock on the books of said corporation with full pow~ of s~bstitation in the prera~ses.


Dated:
[insert Name]
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Warner Music
75 ROGKEFELLER PLAZA
NEW YORK, NY 10019 ’
212-275-2000


Group Corp.


EX-10.50
FORM OF OPTION AGREEMENT
10-K Filed on 12/0112008 - Period: 0913012006
File Number 001-32502


(WMG)
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Exh~it 10.50


WARNER MUSIC GROUP CORP.
STOCK OPTION AGREEME~NVl"


THIS STOCK OPTION AGREEMENT (this "~’), is entered into as of this
Warner Music Group Corp., a D~laware corporation ("Parent._..__"), and ~__(the"Executive")-


day of ~200.. by and betwecn


WHEREAS, [Warner Music Inc., a Delaware corporation][INSERT APPROPRIATE-NAME OF EMPLOYING SUBSIDIARY] (the "~’),
an indkeet majority owned subsidia~/of Parent, or on~ of Parent’s othex direct or indirect subsidiaries, employs lhe Executive; and


WHEREAS, the Parent has adopted the Warner Music Group Corp. 2005 Omm’ous Award Plan (the "Plan_.~"), pursuant to which awards of options to
purchase shares of the Parent’s Common Stock may be granted ~o persons, including persons regularly employed by the Parent or its affiliates; and


WHEREAS, the Board of Directors of Parent (the "Board") has determined that it is in hhe best interests of Parent and its s~ockholders to grant to the
Executive as of the date hereof(the ",Effective Date") an option Io purchase shares of Common Stock of Parent ("Common Stock"), as provided for heroin
(the "Slock Option Awar&);                                             ,


NOW, THEREFORE, for and in consideration of the mm’~al covenants hereinafter set forth [as supp]cmenled by the terms s~t out in the Schedu]e.A
entitled "UK Resident Executivc"][INSEKT FOR UK RESIDENTS], ttm parties hereto agre~ as follows:


1. Grant. Parent hereby gran~s on the Effective Date to the Execntive an option (the "~’) to purchase           shares of Common Stock
(such shares of Common Stock, the "Option Shares"), on the terms and conditions set forth in the Plan and this Agreement This Option is not intended to
be treated as an incentive stock option under Section 422 oftbe Code. The number and type of Option Shares purchasable hereunder shall be subject to
adjustment as and in the manner provided in Section ] l below.


2. Incorporation by Reference, Etc. The provisions of the Plan are hereby incorporated heroin by reference. Except as otherwise expressly s~t forth
herein, this Agreement shall be comtmed in accordance with the provisions of the Plan and any capitalized terms not otherwise defined in this Agreement
shall have the definitions set forth in the Plan. The Board shall have final authofily to interpret and construe the Plan and this Agreement and to make any
and all determinations under them, and its decision shall be binding and conclusive upon the Executive and his legal representative in respect of any
questions arising under the Plan or this Agreement
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3. ,,Option P~ice~ The price at which the Executive shall be entitled to pmchase the Option Shares upon the exercise of all or any portion of this Option
shall be $~ per share. Such exercise price shall be subject to adjustment as and in the manner provided in Section 11 below.


4. Expiralio.n Date. Subject to Section 6 hereof, the Option shall expire at the end of the period commencing on the Effective Date and ending at 11:59
p.m. Eastern Time ("E_._~’) on the day preceding the tenth anniversary of the Effective Date (the "Option Period").


5. Exereisabili~ of the Option.
(a) General. Except as may otherwise be provided herein, the Option shall become vested and exercisable in four equal inslallmeuts on the day


prior te each of the [first, second, third and fourth] anniversaries of the Effective Date provided that the Executive remains employed with the
Company on each such date, such that one hundred percent (100%) of the Option shall be vested and exercisable on the day prior to the [fourth]
anniversary of the Effective Date; provided that the unves|ed portion of the Option shall become vested and exercisable upon a termination of the
Executive’s employment with the Company (A) due te his death, or (B) by the Company due to his Disability or without Cause, or (C) by the
Exect~ive for Good Reason, if applicable, in each case on or after a Change in Control or, in the case of a termination by the Company without Cause
or a termination by the Executive for Good Reason, if applicable, in each case in anticipation of a Change in Control.


(b) $5e term "Vested Option." as used herein, shall mean the portion of the Option on and following the time that the vesting condition set forth
in Section 5(a) hereof has been satisfied as to such portion. The portion of the Option which has not become the Vested Option is hereinafter referred
to as the "Unvested Option?’


(c) The Option may be exercised only as to the Vested Option, and only by written notice using the applicable form provided by Parent
delivered in person or by marl in acenrdanee with Section 12(a) hereof and accompanied by payment therefor. The purchase price of the Option
Shares shall be paid bythe Executive to Parent (A) by ce~aifiod check or wire transfer (using such wire transfer instructions as are provided by Parent
or the Company), (B) by transferring to Parent shares of Common Stock, if and in the manner approved by Parent, (C) by a broker-assisted "cashless
exercise" procedure if and in the manner approved by the Committee, or (D) by any other method approved in writing by the Committee. If requested
by Parenl, the Executive shall promptly deliver his copy of this Agreement evidencing the Option to the Seerotary of Parent who shall endorse th.ereon
a horatio,, of such exercise and promptly return s~ch Agreement to the Executive. Upon payment of the applicable purchase price and the issuance of
the Option Shares in aceordanca with the terms and conditions of this Agreement, the Option Shares shall be validly issued, thl]y paid and
nonassessable.
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6. Effect of Termination of Emnlovment on Oution.


(a) For purposes of this Agreermmt, the Executive’s employment may be terminated (i) by the Company for Cause or by the employee in
violation of any applicable employment agreement (a "6fa)(i) Termination"), (h’) by the Executive other than as a Retirement and without any
violation of any applicable employment agreemen! (a "6(a)(i~ Termination’0, (iii) by the Company without Cans,e, (including on account of
Disability), or on account of the Executive’s’death or by the Executive for Good Reason (a "6(aXiii) Termination ’) or (iv) by ~e Executive on
account of Retirement (a "6(a)fiv) Termination"). For purposes of the preceding sentence, "Retirement" shall mean the Exeent~,e’s voluntary
termination of employment with the Company on or after the age of 62, after no less than 10 years of employment with the Company.


(b) The Uavested Option, if any, shall immediately terminate upon the termination of the Executive’s employment .with the Compap.y and its
affiliates for any reason.


(c) The Vested Option shall remain exemisab]e by the Executive until, as applicable, (i) the date of a-6(a)(i) Termination, (tO thirty 00) days
following the date ofa 6(a)(ii) Termination, (ih’) one hundred and twenty (120) days following the date ofa 6(aXiii) Termination and (iv) the last day
of the Option Period, in the case ofa 6(aXiv) Tealninafiou.


7. ¢9~nnlianee with Le~a] Reonirements. The granting and exercising of the Optiop, and any other obligations of the Company under this Agreement
shall be subject to all applicable federal and state laws, hales and ~gu]ations and to such approvals by any regulatory or governmental agency as may be
required. Parent, in its sole discretion, may postpone the i~suance or delivery of Option Shares as Parent may consider appropriate and may require the
Executive to make such representations and furnish such information as it may consider appropriate in connection with the issuance or delivery of Optinn
Shares in compliance with applicable laws, rifles and x~gu]atinna.


8. Transferability. Except as deser~ed in Section 12(k) of the Plan, the Option shall not be transferable by the Executive other than by will or the laws
of descent and distn’bution, and any such purported transfer shall be void and unenforceable against Parent; provided that the designation of a beneficiary
shall not constitute a transfer or encumbrance.


9. Rights as Stockholder. The Executive shall not be deemed for any purpose to be the owner of any shar~s of Co.mmon Stock s.ubject to this Option.
unless, matil and to the extent that (A) this Option shall have been exereisud pursuant to its terms, (B) Parent shall have issued and dehvered to tho Exeoutavo"
the Option Shares, and (C) the Executive’s name shall have been entered as a stockholder of recoil with respect to such Option Shares on the books of
Paaent


10. Tax Withholding. Prior to the delivery of a certificate or certificates representing the Option Shares, the Executive must pay in the form of a
certified check to Parent


SE 0214251







--]


or the Company (as designated by Parent) any such additional amount as Parent (or the Company) determines that i~ is reqnired to withhold under applicable
federal, state or local tax laws in respect of the exercise or the transfer of Option Shares; provided that the Commitlee may, in its sole discretion, allow such
wi ,thholding obligalion to be satisfied by wilhholding Option Shares otherwise deliverable upon ex~cise of the Option or by any other method


11. Adjustments for Stock Splits, Stock Dividends etc.; Chanqe in Control. Awards shall be subject Io adjustment, substitution, or cancellation as
determined by the Committee in its sole discretion, as is fully set forth in Section 13 of the Plan.


12. Miscellaneous.
(a) Notices. Any notice, consent, request or other communication made or given in accordance with" this Agreement shall be in writing and siaall


be deemed to have been duly given when actually received or, if mailed, three days after mailing by registered or certified mail, return receipt
requested, or one business day after mailing by a nationally recognized express mail delivery service with imtruetions for next-day delivery, to those
persons listed below at their following respective addresses or at such other address or person’s attention as each may specify by notice to the others:


To Parent:
Warner Music Group Corp.                                       ~
75 Rockefeller Plaza
New York, New York I0019
Attention: General Counsel
To the Executive:
The most recent address for the Exectrtive in the records of Parent or the Company. The Executive hereby agrees to promptly provide Parent
and the Company with written notice of any change in the Executive’s address for so long as this Agreemenl remains in effect.


(b) Bound by Plan. By signing this Agreement, the Executive acknowledges that he has received a copy of the Plan and has had an opportunity
to review the Plan and agrees to be bound by all the terms and provisions of the Plan.


(e) ~. The invalidity or unenforceability of any provision of Ibis Agreement shall not affect the validity or enforceability o~any other.
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provisio~ of this Agreement, and each other provision of this Agreement shall be severable and enforceable to the extent permitted hy law.


¯ (d) No Pdghts to Employment. Nothing contained in this Agreement shall be construed as giving the Executive any right to be retained, in any
position, as an employee, consultant or director of the Company or its affiliates or shall interfere with or restrict in any way the right of the Compai~
or hs affiliates, which are hereby expressly ~’.escrved, to remove, terminate or discharge the Executive at any time for any reason whatsoever.


(e) ~. The Executive may file with Parent a written designation of a beneficiary on such form as may be prescn’bed by Parent and
may, from time to time, anacnd or revoke such designation. If no designated beneficiary survives the Executive, the executor or admin~trator of the
Executive’s ¢state shall be deemed to b¢ the Executive’s beneficiary.


(I) ~. The terms of this Alp’eemcut shall be binding upon and inure to the benefit of Parent and its successors and assigns,-and ofthb
Executive and tho beneficiaries, exrcmors, administrators, heirs and successors of the Executive.


(g) Emire A~,eement. Tt~is Agreement coritains the entire agreement and understanding of the partie~ hereto with respect to the, subject matter
contained herein and supersedes all prior communications, representations and negotiations in respect thereto. No change, modification or waiver of
any provision of this Agreement shall be vaJid artless the same be in writing and signed by the parties hereto.


(h) GOVERNING LAW: CONSENT TO 3URISDICTION. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF DELAWARE APPLIC~ABLE TO AGREEMENTS MADE AND TO BE WHOLLY
PERFORMED WI’~HIN THAT STA’fE. ANY ACTION TO ENFORCE THIS AGREEMENT MUST BE BROUGHT IN A COURT SITUATED
IN, AND THE PARTIES HEREBY CONSENT TO THE JURISDICTIOFI OF, COURTS S1TUATED I1N NEW YORK COUNTY, NEW YORK.-
EACH PARTY HEREBY WAIVES THE RIGHTS TO CLAIM THAT ANY SUCH COURT IS AN INCONVENIENT FORUM FOR THE
RESOLUTION OF ANY SUCH ACTION.


(3 .JURY TRIAL WAIVER_ THE PARTIES EXPRE,qSLY AND KNOWINGLY WAIVE ANY R1GHT TO A JURY TRIAL IN THE EVENT
ANY ACTION AR1S1NG UNDER OR 1N CONNECTION WITH THIS AGREEMENT IS LITIGATED OR HEARD 1N ANY COURT.


0~) Interpretations. The headings of the Sections hereof are provided for convenience only and are not to serve as a basis for interpretation o.r
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construction, and shall not constitute a part, of this Agreement. The term "Company" as used herein with reference to the employment of the
Executive or the termination thereof shall xefer to the Company, Parent and each of their direct and indirect subsidiaries.


(k)’.S.i~nature in Counterparts. This Agreement may be signed in counterparts, each of which shall be an original, with the same effect as ffthe
signatmes thereto and hereto were upon the same instrument. The parties hereto confm that any facsimile copy of another party’s executed
counterpart of this Agreement (or its signature page thereof) will be deemed to be an exeeuted original thereof


IN WITNESS WIJEREOF, the parties hereto have executed this Agreement as of the date first set forth above.


WARNER MUSIC GROUP CORP.


By:
Title:


EXECUTIVE


-!
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NOTICE OF OPTION EXERCISE


To exercise your option to purchase shares of Warner Music Group Co~p. ("Parent") common stock ("Shares"), please fill out this form and ~tum it to the.. _
Corporate Secretar~ of Parent, together with a certified check in the amount of the exercise price due, which is the product of the number of Shares with
respect to which you are exercising the Option and the per share exercise price p~r shar~ in your Stock Option Agreement. At its option, Parent may provide
for the exercise price to be paid in a different meamer. You are not required to exercise your option with respe*t to all Shams thereunder. Yon also must
include a certified check in the amount of any required payroll taxes and income tax withholding due in connection with your exercise, unless Parent
specifically provi~les for such obligation to be satisf’md in a different manner (such as the "cashless exercise" method set forth below).


1 hereby exercise my right to purchase --_ Shares under the option granted to me pmsuant to the Stock Optioh Agreement between myself" and
Parent, dated as of        . . My option is vested and exercisable as to the Shares being pnrchased heremader.


Please note below the form of payment elected:


CashlessExerclse:


I elect to pay both the exercise price and required payroll taxes and income tax withholding through a "cashless exercise". Under this method,
Merrill I;3mch w~] sell some or all of the Shares immediately, with part of the proceeds being used to pay the exercise price, taxes and brokerage fees.
The remaining proceeds (net of the exercise price, any withholding and brokerage commissions or other fees) will be paid to the option holder.


Exerci~ewlth Cash Payment:


[]         I have enclosed either one or more certified checks covering bbth the exelcise price of $        and the ~equired payrol] taxes and income
tax withholding of $_._.____. (Please contact [Parent] to determine the amount of any required payroll taxes and income tax withholding.)


If electing the cc~hl~vs exerc~ve form of paymem abow~, ibis repr~s’e~s a sale of ~hor~. You will need to obtain any nec~vsary pre-clearance required by
Parent’s. Insider Trading, ~Poli¢y prior to completing any such exerci, ve.


I hereby represent that, to the best of my knowledge and belief, I am legally entitled to exercise this option.


Signature:


Printed Name:


Social Security Number:


Date:
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SeheduleA


UK Resident Executive


1. Tax lndenmity
Withoui prejudice to Section 10 of the Agreeme~ ("Tax Withholding"), the Executive unconditionally and irrevocably agrees as a condition of his right to
exercise the Option:


1.1 to place. Parent, the Company or any other affiliate of Parent in funds and to indemnify Parent, the Company or any other affiliate of Pareut in respect
of all liability to income tax which Parent, the Company or any other affdiate of Parent is liable to account for on behalf of the Execmive directly to
any taxation amhority (including, but without limitation, through the UK PAYE system) and any and all liability to social security which Parent, the
Company or any other affiliate of yareut is liable to account for on behalf of the Executive to any taxation authority (including, but without limitation,
primary class I (employee’s) national insurance contributions in the UK) which arises (or may arise) as a consequence of or in eormeefion with the
exercise of the Option, provided that (where and to the exlent permiss~le by law) the Board or an authorised committee thereof may, in its sole
discretion, allow the obli~tion set out in this paragraph to be satisfied by withholding Option Shares otherwise deliverable upon exercise of the
Option or by any other method; AND


1.2 to sign, l~romptly, all documents required by Parent, the Company or any other affiliate of Parent to effect the terms of this provision:


2. Relevance of contract of employment


2.1 Tl~e provisions set out in this Schedule are without prejudice to the terms set out in Section 12 (d) of the Agreement ("No Rights to Employment").


2.2 The grant of the Option will not form part of the Executive’s entitlement to rcmaaemtion or benefits pursuant to ~is emp]oymenl contract with the
Company or any other contract of employment. The existence of a eenlract of employment between any person and the Company or any affiliate of
the Parent does not give such person any right or entitlement to have an option granted to him in respect of any number of shares of Common Stock or
any expectation that such an option will or might be granted to him whether subject to any conditions or at all. _ .


2.3 The rights and obligations of the Executive under the terms of his contract of employment with the Company or any affiliate of the Parent shall not be
affected by the grant of the Option.


damages in consequence of the loss or termination of his office or employment with the Company or any affiliate of the Parent for any reason
whalsoever.
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The Executive’shall not be entitled to any compensation or damages for any loss or potential loss which he may suffer by reason of being or becoming
unable Io exercise the Oplion or the Option not vesting in consequence of the loss or termination of his office or employment with the Company or
any afffli.ate p~f Parent for any reason (including, without limitation, any breach of contract by his employer) or in any other circumstances whatsoever.- -


2.6 Benefits ~celved under this Agreement ere not pensionable in any circumstances.


3. Third parJy rights


3.1


3.2


3.3


3.4


4.


4.1


Subject to paragraphs 3.2 and 3.3 below, the Company (and any o~her affliate oftbe Parent of which the Executive is an officer or employee or has a
liabilhy to pay income tax or social security.in the UK by virtue of the Executive being an officer or employee of any affiliate of the Parent) (the
’q-bird Party") may rely upon and enforce the. terms of paragraphs 1 and 2 oft his schedule against the Executive.


The third party rights referred to in paragraph 3.1 may only be enforced by the relevant third subject to and in accordance with the provisions of the
Contracts (Rights of Third Parties)Act 1999 (the "1999 Act’) and all other rek~vant terms oft his Agreement


Notwiths~nding any other provision of this Agreement and unless the Company or tbe Parent (on behalf of any other ~ Party which is not the
Company) agreo otherwise in writing, the Parent and the Executi’ce may not rescind or vary any of the provisions of this schedule so as ~o extinguish
or alter the Third Party’s rights under this paragraph 3 without his prior written consent and accordingly section 2(i)(a) to (c) of the 1999 Act shall not
apply with respect to the Tied Party’s fights under paragraph 3.1.


Except as provided in thi~ paragraph, a person who is not a party to this Agreement has no right under the 1999 Act to rely upon or enforce any term
of this schedule but this does not affect any right or remedy of a third puny which exists or is available apart from that Act


Governing lzw and jurisdiction


Without prejudice to the terms of Section 12(h) of the Agreement, the terms of this schedule shall be governed by and construed in accordance with
the law of England and Wales (and the ~erms of the Agreement insofar as they relate to the enforcement of any.right or obligation set out in this
Schedule).
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4.2


4.2.!


4.2.2


4.2.3


To the extent that any party seeks to enforce any right or obligation set ont in this Schedule:


each party irrevocably submits to the exclusive jurisdiction of the courts of England and Wales over any claim, dispute or matter arising ~ander orin " - "
connection the terms of this schedule;


each party irrevocably waives any objection which it may have now or later to proceedings being brought in the courts of En~and and Wales and
any claim that proceedings have been brought in an inconvenient forum; and


each party further irrevocably agrees that a judgment in any proceedings brought in the courts of England and Wales shall be conclusive and binding
upon each party and may be enforced in the courts of any other.
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-10.51
FORM OF STOCK APPRECIATION RIGHTS AGREEMENT
10-K Filed on 12/0112006 - Period: 0913012006
File Number 001-32502
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WARN’FAR MUSIC GROUP CORP.
STOCK APPRECIATIOn/RIGHTS AGREEMENT


(NON-U.S. EMPLOYEE)


_ Exhibit 10.~1


THIS STOCK APPRECIATION RIGHT~ AGREEMENT (this "A~eement") is entered into as of/his day of ~._, 200
by and between Warner Music Group Corp., a Delaware corporation ("Parent.____"), and ~(the "Executive"). Capitalized terms used herein and not
otherwise defined shall have the respective meanings set forth in the Warner Music Group Corp. 2005 Omnibus Award Plan (the "Plan").


WItEREAS, [Warner Music Inc., a Delaware corporation] [INSERT APPROPRIATE NAME OF EMPLOYING SUBSIDIARY] (the "Com~v’),
an indirect majority owned subsidiary of Parent, or one of Parent’s o/her direct or indirect subsidiaries, employs ~e Executive; and


WHEREAS, the Board of Directors of Parent (the "Board") has determined thai it is in the best interests of Parent and its stockholders to grant trader
the Plan to/he Executive as of the date hereof (/he "Effective Date’’) Stock Appreciation Rights in respect of shares of Common Stock of Parent ("~
St~k"), as provided for herein (the "A~’).


NOW, THEREFORE; for and in consideration of the mutual covenants hereinafter set forth,/he parties hereto agree as follows:


1..Incorporation by Refereoee, Etc. Capi~zllzed terms ~sed herein and not otherwise defined shall have/he respective meanings set forth in/he Plan.


2. Grant Parent hereby grants to/he Executive Stock Appreciation Rights in respect of      shares of Common Stock (each such right in respect of
a share of Common Stock, an "SAR"), on/he terms and conditions set forth in the Plan and/his Agreement. The Strike Price of each SAR is $ ~


3..P.ayment Upon Exercise. The amount payable upon the exercise of all or any portion of/he SAPS in acenrdance with Section 5 shall be equal to the
excess, if any, of the Fair Market Value of one share of Common Stock on the date of/he exercise of/he SAPS (but not greater than [two (2) times] the
Strike Price) over the Strike Price, multiplied by the number of SAPs being exercised.


4. Exl3iration Date. S~bject to Section 6 hereof, any unexereised SAPs shall expire at the end of the period commencing on the Effective Date a~d
ending at 11:59 p.m. Eastern Time ("~E~T") on the day preceding the tenth anniversary of the Effective Date (/he "~’).


(a) General. Except as may othem~ise be provided herein, the SAPs shall become vested and exercisable in four equal installments on the day
prior to each of/he [fn’st, second, ihkd and fear/hi anniversaries of the Effective Date provided that/he Executive remains employed with/he
Company on each such
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date, such that one hundred percent (100%) of the SAILs shall be vested and exercisable on the day prior to the [fourth] anniversary of the Effective
Date; provided that the unvested portion of theSAILs shall become vested and exercisable upon a termination of the Executive’s employment with the
Company (A) due to his death or 03) by the Company due to his Disability or without Cause, or (C) by the Executive for Good Reason, if applicable;
in each ease on or a~er a Change in Control or, in the ease of a termination by the Company without Cause, in anticipation of a Change in Control (a
termination described in the foregoing proviso being referred to hereinafter as a "C1C Termination’).


(b) The term "Vested SAPS," as used herein, shall mean the portion of the SAILs on and following the time that the vesting condition set forth
in Section 5(a) hereof has been satisfied as to such portion. The portion of the SAILs which has not become the Vested SAPs is hereinafter referred to
as the "Unvested SAPs."


(c) The SAPS may b~ exercised ordy as to the Vested SAgs, and only by written notice" substantialiy in the form attached hereto as Exh~il A
SApsor a successor form provided by Parent) delivered in person or by mail in accordance with Section 12(a) heree£ Payment in respect of exercised


may be made only in cash’. Vested SA_Rs shall be exerc.ised automatically if and when the Fair Market Value of the Common Stock equals two
times the Strike Price. [Uavested SARs which become Vested SAILs at a time when the Fair Market Value of the Common Stock ~uals or exceeds
the Strike Price shall be exercised automatically upon becoming Vested SAPs. ffthe Executive becomes subject to Section 409A of the Code. then
(i) all Vested SAILs shall be automatically exercised immediately prior to such time and (ii) all Unvested SARs shall be automatically exercised
immediately upon becoming Vested SAILs; provided that this sentence shall apply~only to the extent necessary to avoid aceeleraled taxation or tax
pe.unlti~ to the Exeentive under Section 409A of the Code.] If requested by Parent, the Executive shall promptly ddiver his copy of this Agreement
evidencing the SAgs to the $9. eretary of Parent who shall endorse thereon a notation of such exercise and promptly return such Agreement to the .
Executive.


6. ,l/fleet of Termination of Employment on SARs.
...(a) For pmpos,.es ,of, this Agreement, the Executive’s..e..m... ploym.ent.may ~ terminated (i) b.y the Company for Ca~ase or by the employee in


wo~atmn o~any appneaoJe employment agreement (a "6~’a)0~ Terrcauntmn"), (~0 by the Execntwn other than as a Retirement and without any
~.olat~9.n .of any applicable e_m_ ploymant, agreement (a "6(a).(i.i.) Termination"), (iii) by the Company without Cause (including on account of~sabihty), or on aeeennt of the Executwe’s death (a "6(a~(m) Termination") or (iv) by the Executive on aceetmt of Retirement (a "~
Termination__.~’). For purposes of the preceding sentence, "Retirement" shall mean the Exeentive’s voluntary termination of employment with the
Company on or after the age of 62, after no less than 10 years of employment with the Company.
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(b) The Unvested SARs, if any, shall immediately terminate upon the termination of the Executive’s employment with the Company and its
affiliates for any reason.


(c) The Vested SARs shall remain exercisable by the Execmive until, as applicable, (3 the date era 6(a)(i) Termination, (it) thirty (30) days
following the date era 6(a)(ii) Termination, (ii~ one hundred and twenty (120) days following the date of a 6(a)(iii) Termination and (iv) the last day "
of the SAR Period, in the case era 6(a)(iv) Termination.


7. Comoliance with Le_oal Reeuirements. The granting and exercising of the SAP, s, and ~ny other obligations of the Company under this Agreement,
shall be subject to all applicable laws of any governmental authority with jurisdiction over this Agreement, and to all roles and regulations and to such
approvals by any regulatory or governmental agency as may be required. Parenl, in its sole discretion, may postlJane the payment hereunder as Parent may
consider appropriate and may require the Executive to make such representations and famish such information as. it may consider appropriate in connection
with the paymanl in compliance with applicable laws, rules and regulations.


8. Tmnsferabililv. Except as deser~ed in Section 12(k) of the Plan, the SAILs shall not be Iransferable by the Executive other than by will or the laws
of descent and dirtribution, and any such pro-ported transfer shall be void and unenforceable against Parent; provided that the designation of a beneficiary
shall not constitute a transfer or encumbrance.                                  ~


9. Ri~hls as Steckholder. The SAPs awarded pu~uant to this Agreement shall be used solely as a device for the measurement and determination of
tie dollar amount to be paid to Executive as provided herein. SARs shall not constitute or be treated as properly or as a trust fund of any kind or as stock,"
stock options or any other form of equity security. Executive shall have only those fights set fo~h in the Agreement with respect to SAPs awarded to ~im or
her and shall have no rights as a shareholder of the Company by virtue of having been granted SARs.


10. Tax Withholding. Notwithstanding any other provision of this Agreement, the Parent may withhold from amounts payable under this Agreement
all taxes that are required to be withheld by applicable law or re~lation.


11. Adiustment~ for Stock S~lits. Stock Dividends. etc.; ~han~e in Control. The SARs (including but not limited to the number of shares inrespect of
which the SARs rda~e and the Strike Price) shall be subject to adjustment, substitution, or cancellation as determined by the Commitlee in its sole
discretion, as is ~lly set forth in Section 13 of the Plan.


12. Miscellaneous.
~a) Notices. Any notice, consent, request or other communication made or given in accordance with this Agreement shall be in writing and shall


be deemed to have been duly ~ven when actually received or, if mailed, three days after mailing by registered or certified mail, return receipt
requested, or oze business day after mailing by a nationally recognized express mail delivery
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service w. ith instructions for next-day dalive~7, to thos~ persons listed below at their following respective addresses or at such other address or
pe~sun’s attention as each may specify by notice to the others:


To Parent:
Warner Music Group Corp.
75 Rockefeller Plaza
New York, New York 10019
Attention: General Counsel


The most recent address for the Executive in the records of Parent or the Company. The Executive. hereby agrees to promptly provide Parent
and the Company with written notice of any change in the Executive’s address for so long as this Agreement remains in effect.


(b) ~. The invalidity or unenforeeability of any provision of this Agreement shall not affect the validity or enforceebility of any other
provision of this Agreement, and each other provision of this Agreement shall be severable and enforceable to the extent permitted by law.


(c) No Riehts to Em~lovrnent- Nothing contained in this Agreern~nt shall he, construed as giving the Executive any right to b~ r~.ained, in any
position, as an employee, consu]~mt or director of the Company or its affiliates or shall interfere with or restrict in any way the right of the Company
or its affiliates, which are hereby expressly reserved, to remove, terminate or discharge the Executive at any time for any reason whatsoever.


(d) ~. The Executive may file with Parent a wriaen designation era beneficiaxy on such form as may be presc.fibed by Parent and
may, from time to time, attend or r~,oke such designation. If no designated baneficiary survives the Executive, the executor or administrator of the
Executive’s estate shall bc deemed to be the Executive’s beneficiary.


(e) ~essom The terms of this Agreement shall be binding upon and innre to the benefit of Parent and its successors and assigns, and of the
Executive and the beneficiaries, executors, administrators, heirs and succcssurs of the Executive.


(f) Entire Agreement. This Agreement contains the entire agreement and understanding of the parties hereto with respect to the subject matter
contained herein and supersedes all prior eommanicatiens, representations and negotiations in respect thereto. No change, modification or waiver of
any provision of this Agreement shall be valid ~ufless the same b~ in writing and signed by the parties hereto.
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(g) ~AR Award ~nbiect to Plan. By entering into this Agreeme~, the Execufiva agrees and acknowledges that the Executive has received and
read a copy of the Plan. The SAR Award is subject to the P]an. The terms and provisions oftbe Plan as it may be amended from time ~o time are
hereby in.eorporated herein by reference. In the event of a conflict between any term or provision contained herein and a term or provision of the P]an,
the applicable terms and-provisions of the Plan will govern and prevail.


(h) GOVERNING LAW; CONSENT TO JURISDICTION. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF DELAWARE (UNITED STATES OF AMERICA) APPLICABLE TO AGREEMENTS
MADE AND TO BE WHOLLY PERFORMED WITHIN THAT STATE. ANY ACTION TO ENFORCE THIS AGREEMENT MUST BE
BROUGHT IN A COURT SITUATED IN, AND THE PARTIES HEREBY CONSENT TO THE JURISDICTION OF, COURTS SITUATED IN
NEW YORK COUNTY, NEW YORK (UNITED STATES OF AMERICA). EACH PARTY HEREBY WAIVES THE RIGHTS TO CLAIM THAT
ANY SUCH COURT IS AN INCONVENIENT FORUM FOR THE RESOLUTION OF ANY SUCH ACTION.


(3 JURY TRIAL WAIVER. THE PARTIES EXPRESSLY AND KNOWINGLY WAIVE ANY RIGHT TO A JURY TRIAL IN THE EVENT
ANY ACTION ARISING UNDER OK IN CONNECTION WITH THIS AGREEMENT 1S LITIGATED OK HEARD IN ANY COURT.


(j) Interpretations. The headings of the Sections hereof are provided for convenience only and are not to serve as a basis for interpre*afion or
construction, and shall not constitute a part, of this Agreement. The term "Com~n~’ as used herein with reference to the employment of the
Executive or the termination thereof shall refer to the Company, Parent and each of their direct and indirect subsidiaries.


(k) Signature in Countemarts. This Agreement may be signed in counterl~rts, each of wkich shall be an original, with the same effect as if the
signatures thereto and hereto were ripen the same instrument. The parties hereto confirm that any facsimile copy of another party’s executed
counterpa~ of this Agreement (or its signalure page thereof) will be deemed to be an executed original thereo£


(1) ~,/o Acquired Right~. The Executive acknowledges and agrees that this SAR Award and any similar awards the Parent may in the future grant
to the Executive, even if such awards are made repeatedly or regular]y, and regardless of their amount, (a) are wholly discretionary, are not a term or
condition of


This section should ouly be used in awards for individuals in the European Union.
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employment ahd do not form part of a contract of employmenL or any othe~ working arrangement, between the Executiw and the Company, (b) do
not create any contractual entitlement to ~ceive future awards or to continued employment; and (c) do not form part of salary or remnoeration for
purposes pf d.¢terminlng pension payments or any other purposes, including without limitation termination indemnities, severance, ~¢signation,
redundancy, bonuses, long-term seawice awards, pension or rstirement benefits, or sirm’lar payments, except as otherwise ~quirexi by the applicable
law of any govcmmental entity to whose jurisdiction the award is subject


13. Data Protections.
(a) In order to facilitate the administration of the SAR Award, it will b¢ necessmy for the Company or (its payroll administrators) to collccl,


hold and.process certain personal information about the Executive (including, without limitation, ~ Executive’s name, home address, telephone
number, date of birth, nationality and job title and dcqails of the SAR Award). The Executive cous~nts to the Compeny (or its payroll edminisl~ato~s)
collectihg holding and processing his personal da~a and transferring this data to third parties (collectively, the "Da~a Recipients") insofar as is
reasonably necessary to implement, adminisier and manage the SAR Award.


(b) The Data Recipients will treat the Exec~ive’s personal data as private and eonfidentia] and will not dise]ose such data for pnrposes other
than the management and administration of the SAR Award and will take masonab]e measures to keep the Executive’s p~rsonal data private,
confidential, accurate and current.


(c) Wher~ the h’ansfer is to be a destination on¢side the European Economic Area, the Company shall take reasonable steps to ensues that the
Participants p~rsonal data continues to b¢ adequately protected and securely held.


(d) The Executive understands that the Executive may, at any time, view his pexsona] data, rexlnire any necessarj¢ correctians to it or withdraw
the consents he, rekn in writing by contacting the Company bin acknowledges that without the use of such dam it may not be practicable for the
Company to administ~ the Executive’s involvement in the Plan in a timely fashion or at all and this may b¢ detrimrntal to the Executive and may
result in ths possible exc]nsion of the Executivo from contianexl participation with respect to this SAg Award or any future deferred compensation
awards.


This se~ion should only be used in awards for individuals in the Em’opean Union.
6
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IN WITNESS’WItEREOF, the parties hereto have executed this Agreement as of the date first sel forth abov~


Warner Music Group Corp.


By:
Title:


Executive


[NAME]


i
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Exbibi~ A


NOTICE OF SAR EXERCISE


To exercise your SAR, please fill out this form and return it to the Corporate Secretary of Parent. You are not required to receive payment with respect to all
SARs under your SAR Award.


1 hereby exercise my right to payment in respect of      SARs under the SAR. Award granted to me pursuant to the Stock Appreciation Rights
Agreement between myself and Parent, da~¢d as of ._._._, 200._. My award is vested and exercisable as to the SAPs being exercised hereunder. I hereby
represent that, to the best of my knowledge and belief, i am legally entitled to exercise these SAPs.


Signature:


Printed Name:


Soehl Security Number:


Date:
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Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-12.i
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
10-K Filed on 12/01/2006 - Period; 0913012006
File Number 001-32502
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Exhibit 12.1


Warner Music Group Corp.
Computation of Ralio of Earnings to Fixed Charges


(Unaudited)


Three Seven Twelve                 Twelve
Months Months Months Months
Ended Ended Ended - Ended


February 29,         September 30,.        September 30,        . September 30,
2004           2004              2005              ’2006


.................................................................................................................... (audited) ..................... .{.a.udlte~l. ) ...................... [au.d. ileal) ......................... (aud~t.ed) ....
~6.r/i~/~)~b~i‘6/~iii~//~.ih~..(I~i~.~.~i~.~:.:~.~.~:~.~:~:~.::...~ ::-"’:’:~’(1"5)::::~:~ ~...~$.:~:~:~:..~:~(~)~...~.~:~:.$~i~.:~:.~..~(~)~:~;~.:$~.::~.:~.~.~I~7
Add:


Income.as adjnsted.bcfox~.inc.ome.taxes ........................................ $ ............ .(..7.~ ...........$ ........... 25 .............. $ ..........35 ............ $ ............ 31.4


int.e..re.st .e~p~mc .................: ......................................................................... ~[ ............................ ~| ............................ .1 ~.2. .........................


Preferred stock dividend requirements of consolidated subsidiaries
(0 -- -- ~ --


(1) The preferred stock dividend requirements of Holdings, a consolidated subsidiary, is included in fixed charges (i.e., the denominator of the ~atio
calculation) but excluded from the numerator of the ratio calculation becanse such amount was not deducted in arriving at Warner Music Group
Corp.’s pre-tax income (loss) from continuing operations as defined. If Holdings did not incur fixed charges, the minority interesl in pre-tax income
of Holdings would be subtracted in determining earning.


(2). Estimated at 13 of total rent expense.


SE 0214269







Warner Music Group Corp.
75 ROCKEFELLER PLAZA
NEW YORK, NY 10019
212-275-2000


EX-21.1
LIST OF SUBSIDIARIES
10-K Filed on 12/01/2006 - Period: 09/3012006
File Number 001-32502
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Exhlblt 21.1


WARNER MUSIC GROUP CORP.
SUBSIDIARIES OF THE REGISTRANT


l,~?a I Name Stale or Jur|sdic6on of lneorvoration or OrpanL~at;nn


,~ P~ SckmidLCo..rqp any ......................................................................................................................... Dcla~m ..........................................


~;]~q!~3.L,L,c ................................................................................................................................O~]~ ........................: ......................


Aflanfi~ VenUes ~c. Delaw~


~ m~¢~o~LLC.~ .~Yfb~ L~:�) ......................................................................................................... Dt]a~ ...............................................


B.~.Mu~ic, ~c .......................................................................................... , ..............................................~o~a ........................................


~.~g.T~t~.8~ c9~9~9~ .................................................................................D~,~ .........................................
~¢.~c~a.~ ................................................................................ " .................................................. Dd~w~a ............................................


~p~ ~d ~let~g ~.G~o~p.(O~n~) Jnc ................................................................................~fla~ ........................................


~]~t.R~o~a~s.~LC ............................................................................................................~�1~ .......................................
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File Number 001-32502
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Exhibit 23.1


Conseut of lndependeat Registered Public Accounting Firm


We consea~t ~ the incorporation by reference in the following Registration Statements of Warner Music Group Corp. of our reports dated November
27, 2006 and March 10, 2005 with respect to the consolidated and combined financial statements and schedule of Warner Music Group Corp., Warner
Music Group Corp. management’s assessment of the effectiveness of int~ control over financial r~porting, and the effecliveness of internal control over
financial reporting of Warner Music Group Corp., included in this Annual Report on Form 10-K for the year ended September 30, 2006:


1) No. 333-127900
2) No. 333-127899


New York, New York
November 27, 2006


/d Ernst & Young LLP
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E3~hlbit 31.1


CHIEF EXECUTIVE OFFICER CERTIFICATION


l, Edgar Bronfinan, Jr., Chief Executive OflScer and Chairman of the Board of Directors of Warner Music Group Corp., certify that:              -
1.1 have reviewed this annual report o~ Form 10-K of Warner Music Group Corp. (the "Registrant");
2. Based on my knowledge, this report does not centain any untrue statement of amalerial fact or or~t to state a materia| fact necessary to make


the statements made, in light of the ch~umstances under which such statements were made, not misleading with respect 1o the period covered by tiffs
report;


3. Based on my knowledge, the financial slatements, and other financial information included Lu this report, fairly ~resent in all material
sespects the finandal condilion, results of ope~fions and cash flows of the Registrant as of~ and for, the periods presented in this report;


4. The Rtgistrant’s other certifying officer and I are respons~le for establishing and mainlining disclosure controls dnd procedures (as defined
in Exchange Act R~es 13a-15(e) and 15d-15(e)) and internal control over fmanchl reporting (as defined in Exchange Act Rules 13a-15(f) and
15 d-l 5(f)) for the Registrant and we have:


a) Designed such disclosure controls and pro(:edures, or caused such disclosure controls and procedures to be designed under our
supawision, to ansure that mate~al information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others
wiflfin those entities, partlcular]y d~ring the period in which lifts report is being prepared; -


b) Designed sm:h iniemal control owe financial reporting, o~" caused such internal control over flnancin] repo~fing to be designed under
my supervision, to provkle reasanab]e assurance regard~g the reliabi]iiy of financial reporting and the preparation of financial statements for
extenm] purposes in accordance with generally accepted accounting principles;


c) Evaluated the effectiveness of the Registrant’s disclosure conlrols and procedures and presented in this repo~ our concludons about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such cvah~afion; and


d) Disclosed in this report any change in the Registrant’s internal caniro! over financial reporting that occurred during the Registrant"s
most recent f~scal quarter (the Regisi~ant’s fourth fiscal quarter h3 the case of an annual report) that has maieria]ly affected, or is reasonably
likely to materially affect, the Registrant’s interual control over financial reporting;, and
5. Registrant’s other certifying officer and I have disdose~ based on our most recent evaluation of~nterual control over financial reporting, to


the Registrant’s auditors and the audit commiltce of Registranfs board of d~e.cto~s (or persuns p~rforming the equivalent functions):
a) All significant deficiencics and malefial weaknesses in the design or operation of internal control bver financial reporting which are


reasenably likely to adversely affect the Registrant’ s abilily to record, process, summarize and report financial ]nforma.tinn; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role In the Registrant’s


internal control over financial reponin~


Dated: December I, 2006


/s/ ED~x~ B~O~’~x~ j~.


Chief Executive Officer and Chairman of the Board of Directors
(Principal Executive Officer)
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Exhibit 31.2


CHIEF FINANCIAL OFFICER CERTIFICATION


I, Michael D. Flcisher, Chief Financial Officer of Warner Music Group Corp., certify that:


1. I have reviewed ~his annual report 6n Form 10-K of Warner Music Group Corp. (the "Registrant");
2. Based on my knowledge, this report does not contain any untrue s~tement of a material fact or omit to s~ate a material fact necessa~� to make


the statements made, in light of the circumstances under which such statements were made, not misleading with respect m the period covered by this
report;


3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial cendi6on, results of operations and cash flows of the Registrant as of; and for, the periods presented in this report;


4. The Registrant’s other certifying officer and I are respons~le for establishing and maintaining disclosure controls aml procedures (as defined
in Exchange Act Riles 13a-15(e) and 15d-I 5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15 d-15(f)) for the Registrant and we have:


a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed nnder our
supervision, to bnsure flint material information relating to the Registrant, including its consolidated subsidiark~s, is made known to us by others
wifl~n those entities, particularly during the period in which this report is being prepared;


b) Designed such internal control over financial r~porting, or caused such internal control over financial reporting to be designed under
my supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;


c) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures.and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and


d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Regis~ant;s
most recent fiscal quarter (the Registrant’s fomth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the Regis~rant’s int~’nal control over financial reporting; and


5. Registrant’s other ce~ifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
. - the RegisWant’ s auditors and the audit committen of Registrant’ s board of directors (or persons performing the equivalent functions):


a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial ~nforma.tion; and


b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s
internal control over financial reportin~


Dated: D~cernber 1, 2006


/V M~cn^~ D. FL~s~R


Chief Financial Officer (Principal Financial
and Accoun|ing Officer)
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Exhibit 32.1


Certification of the Chief Executive Officer
Pursuant to 18 U.S.C. Section 1350,


As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002


In connection with the Annual Repo~t of Warner Mnsic Group Corp. (the "Company") on Form 10-K for the period ended September 30, 2006 as
filed with the Securities and Exchange Commission on the date hexeof (the "Report"), l~ Edgar Bronfman, Jr., Chief Execmive Officer of Warner Music
Group Corp., certify, pmsuant to 18 U.S.C. § 1350, as adopted pursuant ~o Section 906 of the Sarbanes-Oxley Act of 2002, that:


(1) the Report fully compligs with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) the information contained in the Report fakly presents, in all material respe~s, the financial c~d~tion and results of operations of the


Company.


Dated: Decembex 1, 2006


/s/ EDGAR B~ONVMAN~ JR.


Edgar Brenfman, Jr.
Chief Exeoalive Officer
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Exhibit


Certification of the Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350,


As Adopted Pursuant to Section 906 of the Sarbanes-Oxley A.ct of 2002


In connection with the Annual Report of Warner Music Group Corp. (the "Company") on Form 10-K for the period ended September 30, 2006 as
tried with the Securities and Exchange Commission on the date hereof (the "Repoyt"), I, Michad D. Heisher, Chief Financial Officer of Wamm" Music
Group Corp., certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes--Oxlcy Act of 2002, that:


(1) the Report fully complies with the requirements of Se£tion 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(.2) the information contained in the Kcpon fairly presonts, in all mateaial respects, the financial condition and results of operations of the


Company.


Dated: December 1, 2006


/3/ MICHAEL D. FL’~sBER


Zlehael D. Flelsber
Chief Financial OWtcer
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MIRANDA CRAZY MARKETING PLAN
Working Document, current 2/16107


OVERVIEW:
As her debut album Kerosene is about to hit the 1 million sales mark, Miranda Lambert
prepares a May 1, 2007 release of her second Sony disc Crazy Ex Girlfriend.


The key challenge from the first album has primarily been garnering enough radio airplay
caused in large pad by the fact that the music worked at country radio so far does not
tend to test as well early on as needed with the core country female demographic which
is an audience older than Miranda’s key 18-24 female demo.


Miranda has consistently built an audience on the road and had some great touring
opportunities. She has been nominated for some important awards including a Grammy
and CMA Horizon Award, has received great support and a great amount of critical
acclaim from the press for both her performances and her songwriting. She is respected
by her peers, and can among other things claim on her calling card that she is the most
successful act to date to emanate from the USA Network’s "Nashville Star" music
competition TV series.


POSITIONING:
*Miranda will continue to be seen as exactly who she is....a friendly-down-to-earth
country girl with a distinctive edge and attitude, but a gentle heart. She’s a dream gid,
and someone almost anyone can imagine being friends with, particularly young girls and
young women her own age.


*"RELATABILITY" is a word to definitely keep in mind in all focus areas of her career.
Her audience has to emotionally lock in a relate to her as a person and a personality to
lock in for the long haul, more important than any one song or "hit".


*Press quotes to support the positioning can include:
-Her twanging chants and thumping beats makes us want to grow a mullet and tame a
wild bull just to impress her. (Askmen.com)
-’Lambert delivers a personality-packed performance." (Billboard)
-Her long blond hair and Playmate looks may have helped make her first album this
year’s biggest-selling solo country d~but, but she’s no novelty (The New Yorker)
-...behind the pretty face is a musician who demands to be taken seriously. (LA Times)
-She is an accomplished songwriter - and has a killer voice. (Atlanta Consitution)


FINAL


SDARS Ex.
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RADIO.


*CRS:
-Miranda is performing on the 2007 New Faces Show
-Appearance on the SonyBMG Boat
-Miranda will cut liners and do interviews with radio syndicators to set up the next album
release while at CRS.


*Radio satellite tour to be scheduled


*Tour Dates: Though Sony has continued to move around songs and add dates for her
next single, she has still been doing her share of set-up in 2007, primarily with radio
stations tied to tour cities in the early part of the year.


*Tour promotion ideas:
1) Miranda makes you famous in a small town...in addition to m&g, winner introduces


-Miranda
2) Come onstage for photo op that gets inserted into Turner Town Gazette frame
3) gets into’d as winner and sits stageside for performance
4) in competing station markets, a soundcheck party could cover the other station


*Radio phoners, Nashville radio visits, WGNNAIbany visits, WUSY/Chattanooga visit.
etc. Also planned are 2/23 visits- to KJJY/KHKI in Des Moines, and 2/24- St Louis-
Backstage with WIL and KSD


"Famous in a Small Town" - ad date is now 3/19


RELEASE WINDOW PROMOTIONS/FULFILLMENT ON TOUR
Pending pitch, dates/markets include:
622- Charlotte, NC (#17 sales market)
6/23 - Raleigh, NC (#25 sales market)
6/29- SL Louis, MO (#22 sales market)
6/30 - Kansas City, MO (#14 sales market)
7/5 & 6 - DeU’oR, M] (#20 sales market)
7/8 - Milwaukee, WI (#29 index market)
7/13 -Va. Beach, VA (#24 index market)
7/14- Washington, l)C (#7 sales market)
7/22 - Philadelphia, PA (# 10 sales market)
7/27 - Seattle, WA (#8 sales marke0
7/28 - Portland, OR (#30 sales market)


ADDITIONAL PROMOS TBD AS DATES ARE ANNOUNCED
8/2 - Salt Lake City, LIT (#18 sales market)
8/3 - Denver, CO (#23 sales market)
8/10- Tampa, FL (#13 sales market)
8/23 - Cleveland, OH (# 15 sales market)
8/25 - Boston, MA (#25 sales market)
9/7 - Phoenix, AZ (# 16 sales market)
9/13 - Cincinnati, OH (#27 sales market)
9/14 -Indianapolis, IN (#14 overall country sales)
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THOUGHT: XM Radio beginning a new monthly conceal series from the Wildhorse in
Nashville. Should schedule that into her calendar.


*Since single terrestrial radi~ station airplay is tentative at best, it would be smart for
Miranda to cover as much national syndicated and satellite radio outlets as possible pdor
to the album release. These would include:
ABC Radio Networks
AP Radio Network
Ben & Brian Countdown morning show
CNN Radio
Danny Wright All Night
Jeff Foxworthy Countdown
Imus
Launch
Lon Helton Countdown
Nascar Country
NPR’s Rewind
NPR’s Prairie Home Companion
Racin Country USA
Westwood One
XM Radio


Acoustic Caf~
Big D & Bubba
CMT Radio
Country Crossroads
DMX Kickin Country
Huntsman Entedainment
Jones Radio Network
Ua Show
MJI Broadcasting
NPR’s All Things Considered
NPR’s Fresh Air
Sirius
United Stations
X Radio Networks
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#02/629 Column Assi.qnments :
(Last character of question label = Mention # (1st, 2nd, 3rd etc,)


~ Main 1 Main 2
Qlal 6311 6411 6412
Qla2 6312 6413 6414
Qla3 63t3 6415 6416
Qta4 6314 6417 6418
Q1~5 6314 6419 6420
Qla6 6314 6421 6422
Q2al 6321 6423 6424
Q~a2 6322 6425 6426
Q2a3 * 6323 6427 6428
Q2a4 6324 " 6429 6430
Q2a5 6324 6431 6432
Q2a6 6324 6433 6434
Q3al 6331 6435 6436
Q3a2 6332 6437 6438
Q3a3 6333 6439 6440
Q3a4 6334 6441 6442
Q3a5 6334 6443 6444
Q3a6 6334 6445 6446
Q11a1 6341 6447 6448
Qlla2 6342 6449 6450
Q11a3 6342 6451 6452
Qlla4 6344 6453 6454
Qlla5 6344 6455 6456
Q11a6 6344 6457 6458


FINAL


SDARS Ex. t~ SE 0010366







#02/629 Final Codes
Flag      Full Code


1 11
1 12
1 13
! 14
Y 15


8 16
X 17
7 18
7 19


4 20
4 21
5 22
none 23
6 24


2 25
7 26


none 27
none 28
none 29


0 30
3 31
9 32
none 33
none 34
none 35
none 36
none 37
none 38
none 39
none 40
none 41
none 42
none 43
none 44
none 45
none 46
none 47
none 48
none 49
none 50
none 65
none 51
none 97


none 98
none 99


MUSIC (NET}
Music r~s
Specific genres of music (e.g Rock, Country etc.)
Vadety of music
Praise
Commercial free mqsic (note: also in commercials net)


COMMERCIA.LS (NET)
Commmercial free
Fewer ads/fewer commercials
Talk
Howard Stern


.NEWS REALTED (NET)
Weather
Traffic
News
Business/Money
Sports


MISC. ENTERTAINMENT (NET)
Comedy
Entertainmet n/s


CONVENIENCE (NET)
Convenience
Always available
Can be used with cellphone


MISCELI~ANEOUS
Price
Kids
Coverage/Reach
Variety of programming
]he channels/Lots of channels
Spanish stations
XM
Sedus
Internet


Clear sound/good reception
Better than regular radio
Came with the car
No talk/Less talk
It’s good/the best nls
It’s paid/Have my own bill
Friends/Relative have it/recommended it
To try it out/to experiment
Customer service
It was a
Uncensored/Unedited material
Better than CDs
Everything (general)
Other Miscellaneous (list)


None/No reason
Don’t know


SE 0O10367







Additions fo Q.6c:
Column A= 6470
A1 No commercials on music channels
A2 Pdce
A3 Types of muysic offered
A4 Number of commercials
A5 Sports
A6 Sound quality
A7 Coverage
A9 Other (list)


A9 List Q6c:
20185 Q6c
20083 Q6c
20187 Q6c
20378 Q6c
20042 Q6c
10035 Q6c
20143 Q6c
20274 Q6c
20235 Q6c
20408 Q6c
20018 Q6c
20403 Q6c
10O14 Q6c
20338 Q6c
20297 Q6c
20075 Q6c
20092 Q6c
20288 Q6c


25
blue collar comedy
comedy shows
convenient
ease of moving from vehicle to home
i can listen to xm online
f guess you could say speak freely
improvements on devices to play satellite radio, such as more information on the screen about song playing etc.
international music andtalk
just to try it out
local dealers and service
size of unit
specificity of sports stations
st. paul,mn 6hrs. 8.95
the ones listed above are okay
type of equiptment used for programming
variety of programming
whether it comes in my car or i have to buy a unit. because the units detract from the aesthetics, i like being able to


control my music with the same dials at all times, whether it be on fm or xm.
20071 Q6c ypes and # of channels offered


SE 001o368







ALL OTHER MENTIONS CODED 97


ID# Q# Positiion
20085 Qla 2
20072 Q2a 1
20146 Q2a 1
20291 Q2a 1
20286 Q3a 1
20157 Q3a 1
20336 Q3a 1
20089 O2a ~t
20062 Qla 1
20173 Qlla 1
10024 Q3a 1
20111 Qla 1
20219 Q2a 1
20096 Q2a 1
20096 Q2a 2
20176 Q2a 1
20276 Q3a 1
20291 Q3a 1
20180 Qla 1
20221 Qla 1
10054 Qla 2
20252 Q2a 2
20229 Qla 2
20184 Qla 2
20319 Qla 2
20137 Q11a 2
20291 Qla 2
20329 Qla 2
20261 Qlla 2
20234 Q11a 2
20371 Qlla 2
20108 Qla 2
20369 Qla 2
10006 Q2a 2


Response
i wanted to trick out my car.
pandora
bid pack -
what is on the channel
octane and faction
i will not like that i need it
this thing so i belive i willcontinue with my service
any type aim that would be good and no problems ale no
i would enjoy it b:because i plan on buying one for my mother
when you are dding ~,ou never have to worry about changing stations
programming currently is suffifcient,with more content being added continuiously.
it was part of my phone pack package, i had it for three or four months and didnt know.
i chose the satellite because of family traditions.
raw xl
city
wine
product information
dis
its wireless
advertising campagn was well put together
gives names of the artist of their songs
my satelklite radio keeps fading out and it shouldnt it is making me think to dicontiute it
po~bility of the service.
it looks nice.
it is wireless.
less music
dis annoy me
theis more out there in the world.
being abte to rewind the songs you want to hear again.
it keeps you awake.
can record something (music)oand come back and listen to it later
loved the equipment in which i purchased.
the radio piece in transferable from the car the house
prefer style and easy to use and set up plus durability.
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III rl lllll -TI


Want L&N on the radio, no matter
where.you live? Satellite Radio is
ow. on XM’s The Loft (Channel 50)
md Sirius’s Coffee House (Channel


~_o).


Join the LowNav E-list!


For advance notice of concert
tours, music news and more.=


~" HTML ~ Text ~ AOL


Donations to the The Eric Lowen
T    an be made via PayPal to:


0 ericlowenlrust@lownav.com


or mail a check or money order to:


The Eric Lowen Trust


ttp:llwww.lownav.coml


1)an Navarro (left’l and Eric Lowen.


¯ NEW! In lateFebruau’, Dan was elected President of the
Board of Directors of The Folk Alliance for a one-year term.
You can read and hear a Voice of America interview with
Dan 0n the Folk Alliance by clicking HERE.


¯ Eric & Dan are in the 3rd annual Naked Folk Calendar, er,
naked. To view a thumbnail and order, click HERE.


" Eric & Din+ appear with Queen’s Brian May in Lynn
Carey Saylor’s rocking video of "We Belong", from her new
album "You Llke It Clean". Documentary-styled clip
HERE.


¯ Dan sings in the Oscar-winner "Happy Feet" on "Leader of
the Pack", "My Way" and several other cues, plus two
soundtrack CDs for the songs and the orchestral score. Click
HERE for a trailer.


¯ Eric’s movin~ m’ticle, "Survival. Success And The End of
the Road" appears in lhe June ’06 issue of Performing
Songwriter Magazine. Click HERE to read.


¯ "We Belong" is all over -- NBC’s The Office / "Benihana
Chrislnaas" episode, Will Ferreli’s hil "Talladega Nights: The
Ballad of Ricky Bobby" and Sheraton Hotel’s commercials.
View commercial ]3~E+R_~_E.


FINAL     S ARS Ex.


Hog&
The new CD.


by Van Morrison, G
Gees, Ramones, B(
Gray and more. D~


Kelttier & Hutch
Whynot & Rich


l-]i Definitio~
Out n


Sioned. ,mmbered


6/22/2007







9~ven and Navarro
2554 Lincoln Blvd #255


Venice, CA. 90291


Jtlck Schmidt RIP
1956 -2004


o to Lowen & Navmro’s
iySpace where you can mee
her LowNav-friends!
ww.myspace.com/lownav


¯ The 2005 two-disk live reunion webcast DVD from
Kulak’s Woodshed is still available. All proceeds go to the
ALS Association’s Greater LA Chapter. More info
and ordering instructions are HERE.


¯ SHOWS SHOWS SHOWS!! (updated 4/16/07)


Page 2 of 2
iive 6-camera ~tudi,
interviews, bonus
our personal archi~
been killer, so clic


Tue 5/7 - The Rams Head ¯ Annapolis, MD 25 fix left!
Wed 5/8 - The Rams Head ¯ Annapolis, MD 16 tix left!
Fri 5/10 - The Birchmere ¯ Alexandria, VA
Fri 6/1 - Coffee Gallery Backsiage ¯ Alt.adena, CA
Sal 6/2 - Coffee Gallery Backstage ¯ Altadena, CA
Sun 6/17 - Taste of Randolph Street ¯ Chicago, ]L NEW!
Fri-Sun 6/29-7/I - Kate Wolf Fesiival ¯ kaytonville, CA


Sat 7/14 - Doctor Music - Eagle Rock (LA), CA
Thu-Sun 7/26-29 - Falcon Ridge Festival - Hillsdale. NY
Sat 10/6 - Swallow Hill ¯ Denyer, CO NEW!


For more info, click HERE.


the music I shows [ stuffslore ] guestbook I fan club [ history ] gallery [ links [ contac! us


© 2007 Lowen & Navarro. All rights reserved.


Website Designed by Stunq2.y-Joe, Mah~tained by Dan.
Corrections or comments to


Page modi.~ed 4/16/07


Visitors sh~e 1/1/98
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a   zon.corn
o-- Advanced¯


Search


Your Music See all 41
Amazon.corn Product Categorie~


Browse Top New & Future
Styles I Classical I Sellers ] Releases


Your Account I ~ Cartl Your Lists [~ I Help I. ~


Music You Blowout ClassicalI    Should Hear I Music .I Blowout.


-I Web Search ’~_~’J


This item is not eligible for Amazon Prim#, but over a million other items are. Join Amazon Prime today, Already a member?


See larqe~" imaqe


Pendulum
Lowen & Navarro
~ (_3 customer reviews)


I More about this product


Availability.; Available from these sellers.


Share your own customer imaqe~s


~,)) Listen to samples 27 used & newavailable from $2.10


~ustomers who bought this item also bought


Broken Scratch at All The Time Live Wire ,~ Walking on a
Moon ~, the Door ,~ In The World Lowen & Wire -~
Lowen & Lowen & ~ Lowen & Navarro Lowen &
Navarro Navarro Navarro ~-~ ~ (2) Navarro


$18.98     $15.99


Explore similar items: Music (]o)


27 used & new from
$2.10


Ha,,e one to se.?


~roduct Details
Audio CD (October 17, 1995)


Original Release Date: October 17, 1995


Number of Discs: 1


Label: Polygram Records


ASIN: B000001EHK


Also Available in: Audio Cassette


* -~.rage Customer Review: &~.A%.-~- based on 3 reviews. (Write a review.)


azon.com Sales Rank: #56,866 in Music (See Bestsellers in Musiq) FINAL


Would you like to u_pda~roduct info or give feedback on image__s? (We’ll ask you to sign in so we can
get back to you)


SDARS Ex.
tp://www.amazon.com/Pendulum-Lowen-Navarro/dp/BO0000 l EHK 6/22/2007
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.isten to Samples
ear a song sample, click on "Listen" by that sample. Visit our audio.help page for more information.


Try our music sampler to hear all song samples from this album: [~.Us!~t09111


] Music ~Windows
Sampler ~-"~- Media


I. Looks Like Sunshine Listen Listen


2. Pendulum Listen Listen


3. CW Listen Listen


¯ 4. Spring Is Late This Year Listen Listen


5. You Stay On My Mind Listen Listen


6. Until The Well-Runs Dry Listen Listen


7. The Flesh Is Weak Listen Listen


8. Keep The Light Alive Listen Listen


9. Nobody Knows Listen Listen


:tO. Writing On The Wall Listen Listen


11. Through A Child’s Eyes Listen Listen


:[2. Crossing Over Listen_ Listen


lelp others find this- item
Make a Search Suggestio__~n I Ma_~D~ge_~’our Search Sugg_estions


No-one has made a Search Suggestion for this item yet. Why not be the first to suggest a search for which
this item should appear?


=ustomers viewing this page may be interested in these Sponsored Links (What’s this?)


Flatland The Film
www.flatlandthefilrn.com The oddest film you’ll ever see/ntelligent Science Fiction


Advertise on Amazon


"ag this product (,What’s this?)


hink of a tag as a keyword or label you consider is strongly related to this
roduct.
ags will help all customers organize and find favorite items,


Your tags: Add your first taq


Search Products Tagged with


’~a, :his item to improve your recommendations


S_~ign i__~n to rate this item
I own it


ln’//~vw ~mzT~n e.orn/Pendl}h]m-T .nwen-~av~arrn/c]n/]~00001q 1 ~’]-]K 619919007
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2~stomer Reviews


age Customer Review: ~" Search Customer Reviews -
Write an online review and share your thoughts with other
customers. ] -~ ...... ~)


1 of 1 people found the following review helpful:


~ Even better than I expected!, January 8, 2006.                                      ..


By ~h~t (Houstoh,-Texas United States) - See all my reviews


This is my first Lowen and Navarro cd - heard them on xrn radio’s The Loft and had to investigate further.
I’ve had it three days and have already ordered my next two, and have researched opp0.rtunities to hear
them live in concert. The voices and I~armonies are breathtaking, the lyrics speak intelligently to the human


.condition, and somehow I get the feeling I would really "like" these guys. If you are reading this, you are
considering a purchase. I urge you to buy it - you won’t be sorry!


Comment I Was this ~eview helpful to you? .~,~.~1!’.-~-~) (Report. this)


1 of 1 people found the following review helpful:


~’~ Excellent listen, May 17, 2003


By M. Stillwell (Harrisonburg; VA United States) - Se~.e___aJl___my_r__e~j.e_~_s_
RERL NRHE~


"’-’ou are unfamiliar with the work of L&N, this is as good a place as any to get acquainted. While they may
.er. achieve "main stream" popularity, their work is well worth,your time. Simply put, the best


endorsement I can give this album is, "It doesn’t get old." Its replay value is very high, and feels like a
comfortable old shirt each time you put it on. I highly recommend this, its a greatplace to start an
introduction to Lowen & Navarro.


Comment I Was this review helpful to you? (-~ II-".~-~o.) (Re_~this)


10 of 10 people found the following revieW helpful:


Bought Every Album I Could Find, March 1, 2001


By The Orange Duke "orangeduke" (Cupertino, Ca United States) - See all m__y reviews


Lowen & Navarro came out of the so-called Paisley Underground that also produced the like-minded Bangles..
-L&N make excellent folk rock, differentiated from the pack by their superb singing and harmonizing. L&N mix
upbeat, lively music with sorrowful introspective lyrics. It’s a devastating combination, They are similar to
any.number of sixties folkies; Crosby, Stills And Nash, Simon & Garfunkel, Peter Paul And Mary, but they
remind of no one so much as Brewe~ & Shipley (of "One TokeOver The Line’ fame). This is music you can
listen to all day. Sample lyrics:" ...I had-a teacher and he led me through the jungle, but where was he when
I crumbled into pieces of clay, when I triedto put my best face on you know the damn thing always fit me
wrong, too bad you got nothing,- nothing to say..’. This is a band that I would expect to be all over the adult
alternative charts, but somehow, .they aren’t! What fools these radio people are! All the tracks are excellent,
but especially notable are "Looks Like Sunshine’, "Pendulum’, "Cry’ and ’Until The Well Runs Dry’. I also
recommend their other excellent albums WALKING ON A WIRE and BROKEN MOON


Comment [ Was this review helpful to you? I Ye~ I! ~o i (Re~ort thins)


"n-//~ovwx,v :~m,~7nn ec~m/Penrblh~rn-I .n~x~Pn.~n~ttnrrn/dn/Rl-ilqGC’l(’l I "I~H~ ~/99/900"/
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=~’~ ~mer Discussions Beta (What’s this?)
.,ive e-mail when new posts are made. Click the "Track it!" button on any discussion page.


-Thi-s product’s forum (0 discussions)


Discussion Replies Latest Post


No discussions yet ..


Ask questions, Share opinions, Gain insight


Start a new discussion
Topic: [


Active discussions in related forums


Discussion Replies . Latest Post


Pop Music forum
I~. which song~ have the catchiest zz4 S7 seconds ago


openings?


Rock forum *


~ YOUR TRIPPIN’ ALBUM IS ON ITS 2682 1 minute ago
WAY >>>>>>>WHAT iS iT?
Pop Music forum
Who Has Been The Most Consistently


~ POPular Act Over The Last 3 :t:z7 3 minutes ago


Decades?
Pop Music forom


.=_1 The music Of Joni Mitchell 24. 8 minutes ago


¯Rock forumI~ Thoughts onLed Zeppelin 7 9 minutes age


~_~
Pop Music forum
Dog songs 16 20 minutes ago


Related forums


Pop Music (211 discussions)


Rock (229 discussions) .


Page 4 of 7


~roduct Information from the Amapedia Community Beta (What’s this?)


Be the first person to add an article about this item at Amapedia.com. E~


See featured Amapedia.com articles I~


.istmania!


Great 80s Albums No One Knows (’at least not many know): A list
by C. Shifflett "craig the ’mats fan"


Search Listmania!


Some of My Favourite Albums (in no particular order): A list by J Bennett


:D://www.amazon.com/Pendulum-Lowen-Navarro/dn/ROf)OOO 1 EI-tK 6/?7/7007
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S6me Lyrics That Mean Somethinq_(_pretty much NOT top 40): A list by Lori L. Graham "yose"


Create a Listmania! list
...........-. ............ :- .................................................................................................... .- ................................................. ? ......................................................................


our Recently Viewed Items


Michael Bubl~
N Michael Buble


It’sTime
Michael Buble


View &- edit Your Browsing History.


Sennheiser HD-280
Dynamic Collapsible


Headphones
by Sennheiser


~Sennheiser HD-265
Professional Full-Size


Studio Monitor
Headphones


by Sennheiser


ook for similar items by category


~ > .Po_9_E b Adult Con~:emporary > General
~ > Po_9_p_ > Pop Rock


_St~,les > Rock > General


Music You Should
Hear: Artists’


Picks
Music Want to


YOIi know
Should what


He~r . N__orah
Jones., Sti__~o_g, and 11
Divo are listening


to? Find out in
Music You Should


HeaF, where these
and other artists


tell you about the
music they love.


Blowout


3,500
CDs Under $10
Find over 3,500 CDs
under $10--some as


low as $5.99--in
Blowout Music.


~ .~      Get
~ ;. ~ Four


Price of-~
Three


Buy any four ~ible
CDs and get the


lowest-priced one
free.


~Read For
--~ Our ; --~.~.-.~ more


;:Blog: about
music,


check out our blog,
Amazon Earworm, and


our monthly newsletters,
Amazon Delivers.


A MOHTHL£A~£
F0839 MONTHS


~://www.amazon.com/Pendulum-I ,nwen-Nnvarmldn/~O00(lO1Ft-II4 6/99/gt3r17







tmaz0n.com: Pendulum: Music: Lowen & Navarro Page6 of 7


~-’-dback
ou need help or have a question for customer service, contact us.-


~ Would you like to update product info or give feedback on. images? (We’ll ask you to sign in so We can
get back to you)                                             .
1~ Is there any other feedback you would like to provide? Click here


INhere’s My Stuff?


.Track your recent orders.


view or change your orders in
Your Account.


Search lAmazon’.com ~i "
~


Shipping & Returns
See our sh~ip_~_i__nq rates & policies.


Return an item (here’s our
Return~ Policy).


Need Help?


Forgot your password? Click here.


Redeem or buE a gift certificate.


Visit 6ur Help department.


Your Recent History
Learn more


Recently Viewed
Products


~ichael Bubl~ ~ Michael
Buble


~)]t’s Time N Michael


OSennheiser HD-280
Dynamic Collapsible
Headphones by
Sennheiser


OSennheiser HD-265


Studio Monitor
Headphones by
Sennheiser


(~Halo 3 by Microsoft
Games


~)Halo 3 Limited Edition
by Microsoft Games


Recent Searches


michael bublesennheiserhd
pro in All Products
sennheiser hd pro in Video
Games
halo 3 in All Products
Iowen and navarr0 xrn


View & edit Your Browsing History


Customers who bought items in your
Recent History also bought:


Call Me Crackdown Gears Of
Irresponsible -~ by War by
Michael Bubl~ Microsoft Microsoft


;PONSORED LINKS (What’s this?)


.owen & Navarro Tickets
vww.ticketmaster.com Still great seats left. Buy Lowen & Navarro tix.


_i_~s :o Lowen & Navarro
vww.rhapsodylive.com Unlimited access to 3,000,000+ songs, 14 days Free w/no obligation.


Jet Lowen and Navarro Rinq:Lones
vww.quicktonez.com Get Iowen and navarro Ringtones. Pick Your Song and Download Now.


to://www.amazon.com/Pendulum-Lowen-Navarro/do/BO00001 EHK


Advertise on Amazon


617.217.0~7
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Advanced Search I Browse Styles I Classical I Top Sellers I New & Future Releases
Music You Should Hear I Blowout Music I Used Music ] Free Downloads


Amazon.corn Home I Directow o¢AII Stores


International Sites: Canada I United I~in~]dom I Germany i ~ I France I China


Helm I View Cart I Your Account I Sell Items I 1-Click Settincjs


Investor Relations | PressRelease I Careers at Amazon I 2oin AssOciates I 3oin Adwntacje I 30in Honor
~ I Advertise With Us


Conditions of Use I Privacy/Notice © 1996-2007, Amazon.corn, Inc. or itsaffiliates -


!


to://www.amazon.com/Pendulum-Lowen-Navarro/do/B000001EHK 6/22/2007
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SC:
Response:


SD:
Response:
SE:


Response:
SF:
Response:


SG:
Response:


SI:
Response:


S J:
Response:
SL:
Response:
SM:
Response:
SO:
Response:


.SP:


Response:
SQ:


Response:
Qla:
Response:
Qlb:
Response:
Q2a:


Response:
Q2b:
Response:
HOI:


Response:


CONSIDERING SUBSCRIBING CASE ID 20025


Are you or any members of your household employed in any of the industries listed on this card?
An insurance company: No
A marketing research firm: No
An advertising agency: No
The entertainment industry: No
A satellite radio provider. No
A cable TV provider. No
An Internet service provide~. No
During the past three months have you taken part in any market research survey other than a political
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses wilt be kept confidential. Which of these groups includes your age?
35 - 49 years
Which, if any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to cable TV
Decision to subscribe to an Internet service
Decision to subscribe to satellite radio
Decision to subscribe to a wireless phone service
Decision to subscribe to satellite TV
Which of these services, if any, do you or your household currently subscribe to?
Cable TV
Wireless phone service
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Satellite TV: Yes
Broadband Internet: Yes
Satellite radio: Yes
Which of the following best describes the type of satellite radio you or your household are considering?
A paid or trial subscription (such as from the purchase of a car) directly from XM or Sirius
Which satellite radio service are you currently considering subscribing to?
Both
Do you wear glasses or contact lenses when you read?
No
RECORD GENDER OF RESPONDENT
Female
We would like to invite you to participate in a study that we think you will find interesting. The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point and click on your answers or tell me your answers and I will record them. Would you like to participate in
this study?
Yes, will participate
May I please have your full name, address and phone number? You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or te~emarketing purposes. It will only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but I cannot ask you to
participate.in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a)Why are you considering subscribing to satellite radio? (RECORD COMPLETE ANSWERS VERBATIM)
It sounds, ummm We started out with cable and then went to satellite and satelite was so much better.
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
no
2(a) What types of satellite radio programming are most critical to your decision whether to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
I really don~ know
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
"[HE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFER. S, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Respondent entering answers


FINAL


{ FILENAME ~MERGEFORMAT} {PAGE}


SDARS Ex.
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DOW 02/629 CONSIDERING SUBSCRIBING CASE ID 20025 (Continued)


Q4:


Response:
Q4:
Response:


Q5:


Response:
Q5A:
Response:


Q5B:
Response:


Q5C:


Response:


QSD:


Response:


Q6a:


Response:


Below is a list of the types of satellite radio programming. Please review the list and allocate 100 points among the
seven types of programming in such a way that the number of points (0 to 100) you give each type of programming best
reflects the relative importance of that type of programming to you and your family’s ultimate decis~n whether to
subscribe to satellite radio.
If a specific type of programming is not important at all, feel free to give it zero points. If, on the other hand, your


decision is likely to be affected by only one of the types of programming and none of the others are likely to be impbrtant
to you, give that type of programming all of the 100 points. There are no right or wrong answers and we are just looking
for your evaluation of the relative importance of the seven types of programming to your decision whether to subscribe to
satellite radio. Please make sure that the total adds to 100. Is this clear?. (RECORD 0-100 FOR EACH. TOTAL MUST
EQUAL 100.)
Please click "Okay" if this is clear.
Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sum to 100.
Comedy: 60
Kids: 25
Local Weather and Traffic: 0
Music: 0
News: 0
Sports: 0
Talk and Entertainment: 15
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable. You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. Is this clear?
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offedng includes 74 Music Channels.)
1. No music programming: 10
2. Substantially fewer channels and less variety of music than currently offered: 9
3. The same number of channels and the same variety of music as currently offered: 8
4. Substantially more channels and more vadety of music than currently offered: 7 -
B. News (Current Offering includes 13 News Channels.)
1. No news programming: 10
2. Substantially fewer channels and less variety of news than currently offered: 9
3. The same number of channels and the same variety of news as currently offered: 8
4. Substantially more channels and more vadety of news than currently offered: 7
C. Sports (Current Offering includes 13 Sports Channels and Live Game Channels for Major League Baseball,
NASCAR, etc.)
1. No sports programming: 9
2. Substantially fewer channels and less variety of sports than currently offered: 10
3. The same number of channels and same variety of sports as currently offered: 8
4. Substantially more channels and more variety of sports than currently offered: 6
D. Talk & Entertainment (Current Offering includes 17 Talk and Entertainment channels including Opie and Anthony, Air
America, etc.)
1. No talk and entertainment programming: 10
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 9
3. The same number of channels and same variety of talk and entertainment as currently offered: 7
4. Substantially more channels and more variety of talk and entertainment than currently offered: 6
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features. Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 10
2. 2 minutes of commercials per hour: 8
3. 5 minutes of commercials per hour:. 9
4. 12 minutes of commercials per hour. 7


B. Geographic Coverage
1. Typical FM coverage: 10
2. Complete nationwide coverage: 9
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Q6b:


Response:


Q6c:


Response:
Q7:


Response:


Q9a:


Response:


310:


Response:


Now, let’s turn to price. I’d like you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative to the other options. Again,
please assume that all other programming and non-programming features of the service remain the" same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable. Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Price for A Single Subscription


1. $8.95 per month: 0
2. $10.95 per month: 4
3. $12.95 per month: 7
4. $14.95 per month: 8


Please review the list below and tell me if there are any other non-programming features besides the ones listed that
would likely impact your decision whether to subscribe to satellite radio?
-The number of minutes of commercials per hour on music channels
-Geographic coverage
-The monthly price for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your family’s ultimate decision whether to subscribe to satellite radio. As in the previous 100 point
allocation task, p~ease assign each feature a number from 0 to 100 that best reflects its relative importance to you and
your family’s decision whether to subscribe to satellite radio. The more important a feature is, the higher the number of
points you would give it, while the less important a feature is, the fewer number of points you would give it. Please make
sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL MUST E#QUAL 100.)
The number of minutes of commercials per hour on music channels: 50
Geographic coverage: 25
The monthly price for a single subscription: 25
As you know, the single subscription price per month for satellite radio is $12.95. Let’s assume that some of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no [PRGTYPE] programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: Don’t know
NEWS: Don’t know
SPORTS: Don’t know
TALK AND ENTERTAINMENT: Don’t know
Now, I am going to show you 10 different hypothetical satellite radio program offerings. Each one represents a specific
hypothetical satellite radio offering that includes a set of available programming options, as well as various combinations
of the non-programming features we discussed before and a monthly price for a single subscription. Ple~ase examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe" to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. If you definitely would subscribe to the


offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering. If at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do that.
Card 9:5
Card 10:5
Card 11:5
Card !2:6
Card 13:2
Card 14:10
Card 15:9
Card 16:5
Card 65:10
Card 66:10
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Digital Fun Facts CONFIDENTIAL


¯ Biggest Selling UMVD Single Week


S̄ong Nickelback - "Photograph"      155,935 (w/e 1tl/o6)
Ālbum Kanye West- "Late Registration" 40,332 (w/e et41os) *4.7% of overafl


¯ Of the Top 10 2005 digital albums, Jack Johnson had the largest 1st week digital
percentage of physical @ t0%


¯ 2005 UMVD Eligible RIAA Digital Certifications to Date: 260
Ḡold 161


¯ Platinum 61
2̄X Platinum 25


¯ 3x Platinum 11
4̄x Platinum 1


¯ 5x Platinum 1 (Gwen Stefani-"Hollaback Gid")
¯Apple


,10 million customers in the U.S.
¯ UMVD’s # 7 customer


,# 6 T,~ans World-810 stores f # 8 Circuit City -600+ stores)
Ēstimated $50 million in gift cards sold in 2005


9̄0% of gift cards redeemed in first 6 months


SE 0125740







2005 Overall Digital Sales


THE
DIGITAL
PICTURE


CONFIDENTIAL


SINGLE TRACKS


INDUSTRY 4,802 15,483 222.4%


UMVD 1,530 4,608 201.3%


INDUSTRY WIO UMG 3,272 10,875 232.3%


UMG MARKET SHARE 32%


GOURCE: Sou~,.dscar= (as of 12.25
20~4 and 2605 safes L-~sed on 51 w~=eks


125,175 332,747 165.8%


38,510 109,699 184.9%


86,665 223~048 157,4%


31% 33% 7.2%


192.403 549~509 185.6%


59,924 174,216 190.7%


132,479 375~293 183.3%


31%    32%    1.8%


SE 0125741







2005 Overall Digital & Physical Sales


THE
OVERALL
PICTURE


INDUSTRY


UMVD


INDUSTRY W/O UMVD


ALBUMS


2004


651,424 602,163 -7.6%


192,387 190, 903 -0.8%


459,037 411,260 -10.4%


UMVD MARKET SHARE 30% 32%


SOURCE: S~u~d~can (as of 12.25.05~
2004 a,~d 2005 ~ based on 51 weeks


7.3%


CONFIDENTIAL


661,010 625,931 -5.3%


195,331 " 198,738 1.7%


465,679 427,192 -8.3%


30% 32% 7,4%


SE 0125742







2005 UMVD Digital % of Physical CONFIDENTIAL


7.0%


6.0%


5.0%
4.0%


3.0%


2.0%
1.0%


0.0%


Digital % of Physical (Digital Albums + Weighted Digital Tracks)


2.29% 2.44%


rl INDUSTRY


6.54%


2004 2005


6.54%


Digital (all) represented nearly 10% of overall UMVD sales $ in 2005


SE 0125743







2005 Digital Market Share CONFIDENTIAL


2005 Industry Market Share (Total Tracks) 2005 vs. 2004 Market Share


EMI


1o%


5%


UMVD
32%


-Io%


.15%


¯ UMVD digital market share was up 2% versus 2004 (31.7% 2005 / 31.1% 2004).
¯ up 8% in physical (31.6% 2005 / 29.3% 2004)


SOURCE: SmJnd~ca~ ~.’~l’D as of 1:2.!1,35)
Total Tracks ar~ single ~’~ks ÷ ~l~u,’n t~ack~ (~;~Jr~ are counted as 14 t~ack~ pe{ album)
2004 ~tnd 2005 sa;es b~st:,d on 49 w-’-’-’-’-’-’-’-’-’-~eka


SE 0125744







2005 UMVD Retailer Market Share


2005 Retail Share


3


4


1 APPLFJITUNES 78.62% ~ 16,1%


2 NAPSTER 5.76%


RHAPSODY 3.99% ~’ -53.1%


MUSICMATCH 3.68%


WALMART 3.18% "~ -25.7%


MSN 2.54% ,& 177.8%


SONY CONNECT 1.01% ,& 70.5%


MUSICNET 0.78%


BUYMUSIC 0.22% ~ ..64,2%


MUSICNOW 0.18% ¯ -77.2%


PASSALONG 0.03% A .518,4%


6


9


lO


OONFIDENTIAL


2005 UMVD Market Share. (Total Tracks)


MUSICNET


SOURCE" MuS;¢Mar~ (YTOa~of !2.11.05}
2005 ~,s, 2004 ~ed on 49 weei~


SE 0125745







2005 UMVD Digital Share by Label CONFIDENTIAL


2005 UMVD Share~k


1 Interscope


2 IDJ


3 Geffen


Universal-Motown


Nashville


Associated Labels


8


11


Others


Classics


Verve


Universal Latino


Universal South


Fontana


26.6%


21


17.1%


14.4%


4°8%


4.3%


4.2%


3.5%


2.4%


0.6%


0.3%


0,3%


Label Group Market Share (Total Tracks)


Universal Universal
~outh Latino


Ver~


Class|cs~


Othe Inte rs¢ope


Associated
Labels


Universal-
Motown


Ge ffe n,


¯ UME represented 31,4% of UMG Total Tracks in 2005


SE 0125746







UMVD Catalog versus Frontline CONFIDENTIAL


2004


% of Total .:~:.:ii~-~.~t.-~:l~:-:.ii.i.i Frontline


Tracks 61% 39%


~’h~,sica~ 3oo/0 7oo~


41% 59%


54% 46%


31%


% Vat


, !i .c.-a.~ .o.. g i,::~-Frontline
-14%    13%


-12%    18%
2O/o , ,,I -!%


Digital Albums 897,097 1,001,236    1,811,545 2,656,512 102% 165%


Tracks 31,714,621 20,466,142 60,t42,042 62,2t0,’H2 90% 155%







Kiosk Picture


Kiosk Sales Trend (Total Tracks)


CONFIDENTIAL


Top DigitalPartner Ranking


Wa~mart On,he Sates Begins


]Rank Digital Partner


1 Wa]mart 262,953


2 S~arb~cks 207,63


3 Mix N Bum.. . .. ~ 161,322


¯ 631,906 Total Tracks since Inception in Aug. 2004


¯ 150 locations participating in kiosk sales


Best Buy
¯ Represented 3.4% of Best Buy YTD sales (Store #304-Bloomingdale, IL)
¯ Represented 2.3% of Be.st Buy YTD sales (Store #308-Orland Park, IL)


Borders
¯ Represented 11% of Border sales (Store #252-Woodbury) from May ’O5 to October ’05


- FYE
¯ Represented 5% of lye sales (Stores #140-Rockefeller Center & #218-Albany) from May ’05 to October ’05


included in f~gu.-’es; p~.r eLabs (as ¢{ No,~embet 2~.-~35]


SE 0125748







Kiosk CONFIDENTIAL


Catalog vs. Frontiine


...."_:    " - ,iT T,"’’= " " ¯
Digital Albums


Tracks
Physical


n/a n/~ 67% 33%


74% 26% 55% 45%


30% 70% 31% 69%


Catalog


n/a


-25%


2%


% V~r


72%
.I


-1%


Top l 0 Tracks Ranking (ITD)


GWEN STEFAN! t HOLLABACK GiRL 5,691


MARIAH CAREY WE BELONG TOGETHER 4,090


WILL SMTrH SWITCH 4,06I


~SCAL F~S .... BLESS THE’BRaK’EN"---’ ROAD ..........-3.824


B~CK ~ED PEAS MY HUMPS 3,OSO


GWEN STEFANI RICH GIRL 2,893


DON~ CHA


DON’T PHUNK WI~ MY HEART - 2,740


~HE PUSSYCAT DOLLS’’


BLACK EYED PEAS


WEEZER


2005 v~. 200~ based on 49 w~,,k~
Physma{ -reported bY So~ndscan .~TD as of 12,11.05)


SE 0125749







Sales Trends - U MG CONFIDENTIAL


Affet~ sigttifica~t g ~.owth d~t|ng ~e-en~ of.2.00� and. beg Jh ning--of-2005.~ downl0a d ;g~owth rate.s ;hav.e:~e~e[erated=


4,000,000


3,500,000


3.000,000


2,~oo,ooo


2,000,000


1,500,000


1,000,000


500,000


Apple iTunes


UMG single tracks and albums


2005


140,000


120,000


100,000


80.000


60,000


40,000


20,000
’1


11


SE 0125750







Analysis of iTunes customers CONFIDENT~AL


New vs. Returning Consumers by Month *


[] New [] Returning


I * UMG purchases only 2005


Septerrtmr


SE D125751







Analysis of iTunes customers CONFIDENTIAL


{400 ~


350 !


300 i


25o -i


200 !


150 i


100 ~


Total consumers by number of weeks in a year
a UMG track or album was purchased


Only I week - 21%


I
’ 4 weeks or fewer 52.2%


10weeks or fewer - 81.1%


N = 1,863,781


2 3 4 5 6 7 8 9 I011121314151617181920212223242526272829303132333435363738394~


Weeks I year a UMG purchase was made during each unique customer’s first 12 months


13
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Analysis of iTunes customers CONFIDENTIAL


"~ ::": ~iOver 25 )/.~ of all spending occurs in ith,e first -month o.r: poss~b! . - - :


25%


20%


15%


10%


% of total t2 month spend by period *


N = 1,863,781


5%


0% ~
.!


1


* UMG purchases only Time Period
(Month = 30 days, Quarter = 90 days)


SE 0125754







CONFIDENTIAL


2006 Questions to be Answered


¯ Consumer Behavior
- Shopping Cart
- Repeat Usage
- New Users


¯ Cannibalization
¯ Marketing Effect


¯ Pricing Opportunities
¯ Additional Thoughts?


16


SE 0~25755








CONFIDENTIAL


¯ -:, :.~:.._,....-;~:;.., ._~.:.~i.:.~;:,..,,,’o-~.~...;:~;~..’.,’:~.,,, _,,_..,..:~’~.:,. ¯ - .,,.~.
., ,~ ~-.-...’,~..._5,.: ", -= ~..-o.%-, .’,;,~.~ ¯ ~, - ~ . - .~.,..:. : .


-~" :":’:",:~ ....... i~":"."..:~:~. :" ~r,-. ~ ~.’..o~=.~ . {., o
9 ~ ~..:~ia.~.-~l"" -" "’’:~ ~ ~ " " ’=~" :"" :~ "’~: " * ’ ’~" :~ "
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UMG Top 25 Accounts - August 2006 YTD CONFIDENTIAL


1 PYT ANDERSON
2 PYT TARGET
3 PYT BEST BUY
4 DLO APPLE
5 PYT HANDLEMAN
6 PYT ALLIANCE ENTERTAINMENT
7 PYT TRANS WORLD MUSIC
8 PYT CIRCUIT CITY STORES
9 PYT BORDERS, INC.
10 PYT TOWER
11 RB+RT CINGULAR
12 PYNT AMAZON.COM
13 RB÷RT+DLOTA SPRINT
14 RB+RT T-MOBILE USA
15 RB+RT+DLOTA VERIZON
16 PYT HASTINGS BOOKS, MUSIC & VIDEO
17 PYT DISCOTECAS LINDA
18 PYT BAKER & TAYLOR
19 PYT AAFES
20 PYT ANGELICA’S RECORD DISTRIBUTORS
21 DLO+STRMS NAPSTER
22 PYT VIRGIN MEGASTORE
23 DLO÷STRMS LISTENIRHAPSODY
24 PYT SUPER D
25 PYT PRAJIN 1 STOP DISTRIBUTORS


150~237
128,847
123~,922
106,362
88,150


. 62~422
49~464
33,457
25~130
21,784
!9,493
1,8~324


. .1.8~083]
15,862J
13r669!
12,644i
.1.1.r019
10r643
9,664
9~404
8~999
8,847
8,801
7,520
7,0,~


13.5%
11 °6%


9.6%
7.9%
5.6%
4,4%
3,0%
2,3%
2o0%
1.8%
1.6%
1.6%
1.4%
1.2%


1,0%
1.0%
0.9%
0.8%
0.8%
0.8°A
0.8%
0.7%
0.6%


-11.6%
5.4%


-12.9°~,
85.0%


-25 0%
-7,4%


- 13.3o,~
- 17.9%
-25.6%
-27.8%
155.0%
-5.0%


120.9%
268.3%


1058.7%
-4.9%


-42.9%
13.5%


-40.B%
-34.2%


8.4%
-24.5%
30,6%
-7.0%


-37.2%


SOURCE: UMC~D Mu~icman
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2006 Store Strata Trend o Albums CONFIDENTIAL


Chain and Mass Merchants volume is expected to meet by year-end,
Digital distribution is the fastest growing strata.
- Digital albums up 114.2% YTD.
- Non-Traditional (Ex. Digital) is up 15.5%.


INDUSTRY ALBUM SCANS (000s)


~ C hain --Ii- Independent ~ Mass Merch. -;~- Non-Traditional (Ex. Digital) --)K--- Digital
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SOURCe: Sou~:an ~a =-~0t-2005, ;~006 I=rojec~on t~ed ~n tr~tnd                                                                                            2
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2006-Rolling 12 Overall Digital & Physical Sales CONFIDENTIAL


The
Overall
Picture


INDUSTRY


UMG


INDUSTRY W/O UMG


UMG MARKET SHARE


Prior


633,705


202,099


431,606


31.89%


ALBUMS


Curre~tt


597,669


187,687


409,982


31.40%


Change


-5.7%


-7.1%


ALBUMS + WEIGHTED DIGITAL
TRACKS (14 TRACKS PER


ALBUM)=


Prior Current


654,357 635,086


Change


-2.9%


208,783     199,989 -4.2%


445,574 435,097 -2.4%


31.91 % 31.49% -1.3%
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2006-Rolling 12 Overall Digital Sales CONFIDENTIAL


The
Digital
Picture


INDUSTRY


UMG


INDUSTRY WIO UMG


UMG MARKET SHARE


DIGITAL ALBUMS


Prior


12.640 27,996 121.5%


3,891 7.640 96.4%


SINGLE TRACKS


Cun’ent Change    Prior Current Change


289,125 523,835 81 2%


93,579 172,217 84.0%


8.749 20,358 132.7%


30,78% 27,29% ~


195,546 351,618 79,8%


32.37% 32.88% @


TOTAL TRACKS
(14 TRACKS PER ALBUM)


Prior Current Change


466,085 915,807 965%


148,050 279,179 88.6%


318,035 636,628 100.2%


31.76% 30.48% -4.0%
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2006-Rolling 12 Digital Market Share CONFIDENTIAL


2006-Rolling 12 Industry Market Share (Total Tracks)
2006-Rolllng 12 Market Share % Var


Others
14,22 % "~            WEA


/2~,9o%


EMt
8.83%


\ SBMG
24.57%


20% ’


15%


10%


5%


0%


°5%
-6+4%


Digital m Physical


UMG
30.48%


UMG Digital market share only minimally includes our distributed labels, who give us 6 SoundScan
points in physical market share, and were roughly 20% of our overall sales in 2005.


WEA’s 2006 digital releases James Blunt, Red Hot Chili Peppers, Gnads Barkley, Panic at the Disco,
Dane Cook and Raconteurs. These titles alone equal 10.8% of WEA’s YTD digital album scans..


Total Trac#.s ~e y~le tr~k~ * alum ~=¢k~ (~bums aCe counted as 14 l~ks ~ a~um)
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Competitive Label Performance Digital Album vs. Physical Album CONFIDENTIAL
.Jl IIIII     I .=I    III ..... ~ l~ll!l ~i     . .= I~ ~     I~’ ,,_,.. : ~ : ~ .    .. I IIIII II ~ IULl I


¯ Mainstream Group Labels: Typically a lower digital share (w/ exception of WEA)


¯ Latin & Country: Have a lower digital share (w/ exception of Lost Highway)


¯ Classics and Jazz: Across nearly all labels, digital shares are higher lhan


¯ Independent Labels: Grealer digital shares by substantial margin.


Excerpt: Mainstream Group Labels


Distributor Label


WEA Warner Bros


WEA Atlantic Records


SBMG Columbia


SBMG Epic


SBMG The RCA Music Group


UMGD InterscoPe/A&M


UMGD Geffen


UMGD Island Def Jam Music


UMGD Universal Records


EMI Capitol Records


EMI Virgin


Market Share                         Digital vs. CD


CO Digital % Differer~e


6.26% 7.46% 119.17% 1.20%


5,8t% 5,39% 92,77% -0.42%


6.79% 5.64% 83.06% -1.15%


3.67% 3.67% 100.00% 0.00%


3.92% 3.97% 101.28% 0.05%


4.45% 4,84% 108.76% 0,39%


3.56% 4.08% 114,61% 0.52%


5.74% 4.49=/, 78.22@/= -1 °25%


4.29% 3.78% 88.11% -0.51%


3,47% 2.69% 77.52% -0,78"/=


1.66% 1.94% 116.87% 0.28%
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2006-Rolling 12 UMVD Digital as a % of Overall Sales                CONFIDENTIAL
" "" : ¯ : -                ljlllllljlll~ ll~j I        i I          I !I .l=J.~.II ,, I ......


¯ UMG growth is trending with the Industry (Prior vs. Current).
¯ Independents tend to sell comparatively more digitally, presumably due to lost space


at retail.


Digital Albums + TEA % of Overall


10%


8%’


6%


4%


2%


0%


[::3 INDUSTRY (Ex. UMG)


~UMG


El Independen~


5.50%5.10% 5.07%


! O. 45%
9.97%


Prior Curren!


11.25%
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2006 vs. 2005: Current vs. Catalog, Digital Album vs. Tracks CONFIDENTIAL


2006 New Releases as a % of
Digital Album Sales
- Industry: 57.4% (59.0% YE 2005)
- UMG: 51,5% (54.9% YE 2005)


UMG Top 100 Digital Albums
2006 YTD
- Titles: 33 / 100 (37 / 100 in 2005)
- Share: 31.6% (40.2% in 2005)


6O%
58%
56%


62%
60%


46%


Current % Digital Album Scans


~ Industry ill UMG


2005 2006


Albums vs. Tracks (APT)
- Industry: 5.12 (up 23.7%)
- UMG: 4.29 (up 11%)


¯ APT is albums per 100 irar, zaclions (digital albums and ~’acI,J,)


SC4JRCE; Sounds~n YTD ~ 10/01F2’300


SE 0125764







CONFIDENTIAL


ANALYSIS


Compliments of
The Slide Rule Club
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Developing Artist Pricing CONFIDENTIAL


Lower-priced developing artist digital albums sell a greater share of digital
albums compared to an 8 week sample of regular artists priced at $9.99.


The lower the volume, the greater the digital album share.


25%
2O%


15%


10%
5%


o%


Digital Album % Total Album Scans


~AII (Total) ~11 High E3Medium ~ Low


9,9%
11,7%


21.6%


Lower Priced Albums


12.5%


$9,99 Sample


i. ueveJop~ng ~i;~zs’ :’re ~5~e~ =~, ~lties ~ ........................ . ........ 10
2. $9 99 based on a ,~on-sped~c random sa,np~e of 374 tdles Irom the gert~’al pOptllafion o| $9.99 (Indusl~ YTD d.-gital album share ~ a sir~lar 5.7% ;n Inlal).
3. Volume Grou~ng=; are based on 8-wee~. ordeal| atbum scans. H~h = 10.000% Medium ~, 1.000 (o 9,999, and Low = ! to 999
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Digital Cannibalization Analysis - Metallica


Metailica


Digital catalog became available 7/30/0~.


Average weekly physical sales -5.7%


Average weekly digital albums + 3,582


Total sales (albums and bundled tracks) have increased 46.0% post iTunes catalog release.


Digital Sales appear to be mostly incremental and make up for decline in physical


& Linkin Park CONFIDENTIAL


Linkin Park


Digital calalog became available 913106.


Average weekly physical sales -6.2%


Average weekly digital albums + 3,326


Total sales (albums and bundled tracks) have increased 88.3% post iTunes catalog release


Digital Sales appear to be mostly incremental and make up for decline in physical
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iTunes "80’s For Under $8" Promotion CONFIDENTIAL


Promotion Overview
- Titles: 3 ! titles offered for under $8
- Discount: TL10 ($7) to TL8 ($5.60)1
- Dates: June 13 - July 3: 2006.
- Placement: Main Page: 2 Weeks, Genre Pages: 4 weeks)


Sales Results:


106 average incremental units per album, 707 in tracks
¯ 141%average lift in albums
¯ 17% average lift in tracks


Average incremental revenue per title:
¯ $235 in albums
¯ 5;321 in tracks
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4th of July Pro~,,,otion co~t~.n~,t.iTun~,s ................. ~,,, ~ ......


Promotion Overview
- Titles: 16 titles offered fbr under $8
- l).iscount: TL 10 ($7) to TL8 ($5.60) 1
- Dates: June 27 - July 10, 2006.
- Placement: Main Page: 2 Weeks, Genre Pages: 4 weeks)


Sales Results:


88 average incremental units per album, 592 tracks
¯ 15% average lift in albums
¯ 5%average lift in tracks


Average lost revenue per title:
¯ - $335 in albums
¯ $268 in tracks


Rascal Flatts Effect?


13
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2006 / 2007 Industry Projections o~’ooo’s) CONFIDENTIAL


¯ Physical Albums


- 2006
2007


567,568 (-5.2%)
539,189 (-5.0%)


¯ D__~ital Download


- 2006
¯ Albulns: 37,565 (+131%)
¯ Tracks: 629,940 (+79%)


- 2007
¯ Albums: 51,813 (~-38%)
¯ Tracks 862,410 (+37%)


0125770
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DDW 02/629 SUBSCRIBERS CASE ID 20153


SC:
Response:


SD:
Response:
SE:


Response:
SF:
Response:


SG:
Response:
SH:
Response:
SI:
Response:


SK:
Response:
SM:
Response:
SO:
Response:
SP:


Response:
S~:


Response:
Qla:


Response:
Qlb:
Response:
Q2a:


Response:
Q2b:
Response:
Q3a:


Response:
Q3b:
Response:
HOI:


Response:


Are you or any members of your household employed in any of the industries listed on this card?
An insurance company: No                                                             --
A marketing research firm: No
An advedising agency: No
The entertainment industry: No
A satellite radio provider: No
A cable TV provider: No
An/nternet service provider: No
During the past three months have you taken part in any market research survey other than a political poll?
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses will be kept confidential. Which of these groups includes your age?
18 - 24 years
Which, if any, of the following decisions do you make or take part in making for your household?
De~ision to subscribe to cable TV
Decision to subscribe to an Internet service
Decision to subscribe to satellite radio
Which of these services, if any, do you or your household currently subscribe to?
Satellite radio
Which of the following best describe the type of satellite radio you or your household currently subscribes to?
Both
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Cable TV: Yes
Satellite TV: No
Broadband Intemet: No
Wireless phone service: Yes
Which satelhte radio service do you or your household currently subscribe to?
Both
Do you wear glasses or contact lenses when you read?
No
RECORD GENDER OF RESPONDENT
Female
We would like to invite you to participate in a study that we think you will find interesting. The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point and click on your answers or tell me your answers and I will record them. Would you like to participate in
this study?                              ,
Yes, will participate
May ! please have your full name, address and phone number? You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes. It will only be used to vedfy your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but I cannot ask you to
participate m our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscribed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
i like the top 20 on 20
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
no
2(a) What types of satellite radio programming were most critical to your decision to subscribe to satellite radio?
(RECORD COMPLETE ANSWERS VERBATIM)
top 20 on 20 is good for me and my family
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
3(a) And now, reflecting on your experience with satellite radio, what types of satellite radio programming are most
critical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
i will not like it
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Interviewer entering answers


FINAL
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DDW 02/629 SUBSCRIBERS CASE ID 20153 (Continued)


Q4:


Response:
Q4:
Response:


Q5:


Response:
QdA:
Response:


QdB:
Response:


Q5C:


Response:


QSD:


Response:


Q6a:


Response:


Below is a list of the types of satellite radio programming_ Please review the list and allocate 100 points among the
seven types of programming in such a way that the number of points (0 to 100) you give each type~f programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio_
If a specific type of programming is not important at all, feel free to give it zero points. If, on the other hand, your


decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no right or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
dec~ding to subscribe and your experience with satellite radio. Please make sure that the total adds to 100. Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUST EQUAL 100.)
Please click "Okay" if this is clear.
Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided_ Your responses must sum to 100.
Comedy 0
Kids: 0
Local Weather and Traffic: 0
Music: 50
News: 0
Sports: 50
Talk and Entertainment: 0
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable. You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. Is this clear?
Please click "Okay" if this is clear.
Okay
A Music Programming (Current Offering includes 74 Music Channels.)
1. No music programming: 0
2_ Substantially fewer channels and less variety of music than currently offered: 5
3. The same number of channels and the same variety of music as currently offered: 3
4. Substantially more channels and more variety of music than currently offered: 8
B. News (Current Offering includes 13 News Channels_)
1. No news programming 5                       o
2. Substantially fewer channels and less variety of news than currently offered: 4
3. The same number of channels and the same variety of news as currently offered: 6
4. Substantially more channels and more vadety of news than currently offered: 8
C. Sports (Current Offenng includes 13 Sports Channels and Live Game Channels for Major League Baseball,
NASCAR, etc.)
1. No sports programming: 5
2. Substantially fewer channels and less variety of sports than currently offered: 6
3_ The same number of channels an~l same variety of sports as curr#ntly offered: 7
4. Substantially more channels and more variety of sports than currently offered 8
D Talk & Entertainment (Current Offering includes 17 Talk and Entertainment channels including Opie and Anthony, Air
America, etc.)
1. No talk and entertainment programming: 10
2. Substantially fewer channels and less variety of talk and entertainment than currentJy offered: 9
3. The same number of channels and same variety of talk and entertainment as currently offered: 8
4. Substantially more channels and more vadety of talk and entertainment than currently offered: 7
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features. Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 10
2. 2 minutes of commercials per hour. 9
3. 5 minutes of commercials per hour: 8
4. 12 minutes of commercials per hour: 7


B. Geographic Coverage
1. Typical FM coverage: 6
2. Complete nationwide coverage 5
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DDW 02/629 SUBSCRIBERS CASE tD 20153 (Continued)


Q6b:


Response:


Q6c:


Response:
Q7:


Response:


QS:


Response:


Q9a:


Response:


Q10:


" Response:


Qlla:


Response:


Now, let’s turn to price I’d like you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative to the other options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable. Please examine each option and re.cord
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Pdce for A Single Subscription


1. $8.95 per month: 2
2. $10.95 per month: 3
3. $12.95 per month: 4
4. $14.95 per month: 5


Please review the list below and tell me if there are any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your subscription to satellite radio?
-The number of minutes of commercials per hour on music channels
¯ Geographic coverage
-The monthly pdce for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio_ Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your fam=ly’s decision to subscribe and retain your subscription to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number from 0 to 100 that best reflects its relative
importance to you and your family’s decision to subscnbe and retain your subscription to satellite radio. The more
important a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would give it_ Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#QUAL 100.)
the number of minutes of commercials per hour on music channels: 50
Geographic coverage: 50
The monthly price for a single subscription: 0
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on each of the following program types. Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most should get the highest number of
points, the second most should get fewer points, etc. Make sure the total adds up to 100%
Comedy: 0
Kids: 50
Local Weather and Traffic: 0
Music: 50
News: 0
Sports: 0
Talk and Entertainment: 0
As you know, the single subscription pdce per month for satelhte radio is $12 95. Let’s assume that some of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no IPRGTYPE] programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: Don=t know
NEWS: Don’t know
SPORTS: Don’t know
TALK AND ENTERTAINMENT: No
Now, I am going to show you 10 different hypothetical satelbte radio program offerings. Each one represents a specific
hypothetical satellite radio offering that includes a set of available programming options, as well as various combinations
of the non-programming features we discussed before and a monthly price for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe" to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offedng.
If you definitely would not subscribe to the offering, you would give it a 0. If you definitely would subscribe to the
offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering. If at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do that.
Card 1:9
Card 2:10
Card 3. 9
Card 4:9
Card 5:9
Card 6:9
Card 7:9
Card 8:9
Card 65:9
Card 66:9
And finally, reflecting on your experience with satellite radio, if satellite radio was not available what, if anything, would
you miss most about it?
it is ok to me i like
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DDW 02/629 SUBSCRIBERS CASE ID 20153 (Continued)


Q1 lb: Anything else?
Response: no


{FILENAME    VMERGEFORMAT} {PAGE}


SE 0009282








--RESTRICTED--


SUBJECT TO
PROTECTIVE ORDER


IN DOCKET NO.
2006-1 CRB DSTRA








--RESTRICTED--


SUBJECT TO
PROTECTIVE ORDER


IN DOCKET NO.
2006-1 CRB DSTRA








--RESTRICTED--


SUBJECT TO
PROTECTIVE ORDER


IN DOCKET NO.
2006-1 CRB DSTRA








C:


H~
.1"1"2.


ROECONOMICS
An Integrated Approach


D~,VID A. BESANKO
Northwestern University


RONALD R. BRAEUTIGAM
Northwestern University


JOHN WILEY & SONS, INC.


New York ¯ Chichester * Brisbane ¯ Toronto ¯ Singapore


FINAL


s,~s rx. ~







^CQU1S1TIONS EDITOR:
ASSOCIATE ED1TOR:
MARKETING MANAGER:
SEN~OR PRODUCTION EDITOR:
SENIOR DESIGNER:
ILLUSTRATION EDITOR:
PHOTO EDITOR~
PRODUCTION MANAGEMENT SERVICES:
COX,W_.R ART:


V~|cric A. V~rg~
Kevin Murphy
A~m~ Mclhorn


~or de Vas~, T~i-N~, 1969. A~c on


so~c~. Reproduced ~ p~on of~u~
~gh~ S~, New Yor~


This book was se~ in 10.5/12 J~nson Te~t by TechBooks and Printed ~nd bound by Von Hoffmann Pr©~
The cover was printed by Von Hoffmann Pres~.


This hook is printed on scid-free paper. ~)


Copyright 2002 ~ John Wiley & Sons, Inc. All right~ r~served.


No part of this publication may be reproduced, stored in z rer~v~ system or transmitted
in any form or by any means, dectronic, mechanlca/, photocoD’ing, r~con:ling, scana~
or othervcis~, except ;s pertained under under~Sec~ns 107 or 108 of the 1976 Unit~ States
Copyright Act, without either the prior written permission of the Publisher, or
,uthorizafon through payment of the appropriate per-cop,/fee ~o the Copyright
Clearance Center, 222 Rosewood Drive, Daavers, M/k 01923, (978) 750-8400, f~x
(978) 750-4470. Requests to the Publisher for permission should be addressed to the
Permissions Depezmsent, John Wiley & Sons, Inc., 605 Third Avenue, New York, NY
I0158-0012, (212) 85(b6011, f~ (2121 850-~008, E-Marl: PERMREQ@W]LEY.CONL
To order books please


Be.~nko, David, 1955-
Microeconornics: an integrated approach/David A. lE~anko, Ronald IL Brae~figam.


p. cm.
Includes bihllogr~phical references.
]SBN 0-471-1706~-X (cloth : aJk. paper)
1. l~ficroeconomics. L Braeadgam, Ronald 1L (Ronald Ray) IL Tit|e.


HB172.B49 200!
338.5-.-dc21


Printed in the United States of America 2001026639


I098765432I







268 CHAPTER 7 Costs and Cost Minimization


maintain s Web site, you also avoid the cost of leasing compmer time from
the local Internet service provider. Thus; while the computer leasing cost was"
sunk with respect to the decision to scale back operations by ond daB it is .non-
sunk with respect to the deeislon to cease operations altogether.


Wl~t about the costs of your SU-V? Suppose that you plan to get rid of it,
which means that you can avoid-your $I00 a month imurance bill. Your in-
surance costs are therefore nonsunk. But also mppose that you customized the
SLY, for example by painting your logo on it. Because of ~ and because of
the general wariness that the public has about buying used v~hicles, you can
recover only 30 percent of the c~t you paid for it. Thus, by exiting the iyasi-
ness, you can offset 30 percent of your car payment. This means that 70 per-
cent of your car payment is sunk (it can’t be avoided if you go out Of business),
while 30 percent is nonsunk (it is avoided when you go out of business and sell
your SUV). Thus, to summarize; when you contemplate exiting the business,
your merchandising, gasoline, leasing, and insurance expenses are nonsunk (Le.,
avoidable). Moreover, 30 percent of your car payment is avoidable. The
main.hag 70 percent of it is a sunk cost.


Similar Problem: 7.1


THE COST-
MINIMIZA-


TION
PROBLEM


Now that we have introduced a variety of different cost concepts, let’s apply them
to analyze an important decision problem for a firm: How to choose a combina-
tion of inputs to minimize the cost of producir~g ~ given quantity of output. -We
saw in Chapter 6 that firms can typically produce a given amount of output
ing many different input combinations. Of all the input combinations that can be
chosen, a firm that wants to make its owners as. wealthy.as possible should choose
the one that minimizes its costs of production. The problem of finding the input
combination that minimizes a firm’s costs o.f production is called the cost-mini-
mization problem, and a firm that seeks to minimize the cost of producing a
given amount of output is called a cost-minlmlzing fir~n.


LONG RUN VERSUS SHORT RUN


We will study the firm’s cost-minimization problem in the long ran and in the short
run. Although the terms/0rig run and short run seem to connote a length of time,
it is more useful to think of them as pertaining to the degree to which the firm
faces constraints in its decision-making flexibility. A firm that makes a long-run
decision faces a blank slate: It is free to vary the quantifies of all its inputs as much
as it desires. When our sporting goods firm in the previous section decides whether
to build a new bowling ball factorg it fac~ a long-ran decision. It is free to choose
whether to build the factory., and if so, how hrge to make it. As it does this, it can
simultaneously choose other input quantities such as the size of the work force to
employ and the amount of land that will surround the factory.. Because the fn’m
can, in principle, avoid the costs of all inputs by choosing not to produce, the costs
assodated with long-run decisions are neoessariJy nonsunk.
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By contrast, a firm ricing a short-run decision is subject to constraints. It is
unable to adjust the quantities of some of its inputs, and/or it is unable to reverse
the consequences of initial decisions that it has made regarding those inputs. For
example, once our bowling ball firm builds a factory, it will, at least for a while,
face short-run decisions, such as how many workers it should employ given the
physical constraints of in capacity.


In microeconomics, the concept of short run and long run are convenient an-
alytical simplifications to help as focus our attention on the interesting features
of the problem at hand. In reality, firms face a continuum of =runs"; somederi-
sions involve "bhnker slates" than others. In this section, we first focus on long-
run cost minimization in order to study carefully the trade-offs that firms can
make in input choices when they start with a blank slate. In the next section, we
turn to short-ran cost minimization to highlight how constraints on input usage
can limit the firm~ ability to make its costs as low as possible.


THE LONG-RUN C.OST-MINIMIZATION PROBLEM


The cost-minimization problem is another example of constrained optimization
that we discussed in Chapter 1. We want to minimize the firrnb total costs, sub-
ject to the requirement that the ~ produce a given amount of output‘ We have
encountered two other examples ofconstr.ained optimization problems so far: The
problem of maximizing utility subject to a budget constraint (utility maximiza-
tion) in Chapter 4 and the problem of minimizing consumption expenditures,
subject to achieving a minimum level of utility (expenditure minimization), also
discussed in Chapter 4. Yon will see that the cost-minimization problem closely
resembles the expenditure-minimization problem from consumer choice theory.


Let~ study the long-run cost-mirdmization problem for a firm that uses two
inputs: labor and capita!. Eacl~ inpu~ ha~ a price. The price of a unit of labor serv-
ices-also called the wage rate--is w. This price per unit of capital services is r.
The pridb of labor could either be an explicit cost or implicit cost. It would be
an explicit cost if the firm (as most firms do) hires workers in the open marker.
It could be an implicit cost if the firm’s owner is providing his or her own labor
to run the firm and in so doing, sacrifices outside employment oppornmities. Sim-
ilarly, the price of capital could either be an explicit cost or an implidf cost. It
would be an explicit cost if the firm leased capital services from another firm (e.g.,
an e-commerce firm that leases computer time on a server to host its V~’eb site).
It wou/d be an implicit cost if the firm owned the physical capital and, by using
it in its own business, sacrificed the oppornmity to sell capital services to other
firms.


The firm has decided to produce Qo units of output during the n~t year. In
later chapters w.e gill study how the firm makes o,atpm derisions. For now, the
quantity Q0 is exogenous. To understand this, you might imagine that the man-
ufacturing manager of the firm has been told how much to produce. The prob-
lem is to figure out how to produce that amount in the cost-minimizing way.
Thus, the manager must choose a quantity of capital, K, and a quantity of tabor,
L, to minimize the total cost TC -- wL + rK of producing Q0 units of output.
Tltls total cost is the sum of all the economic costs the firm incurs when it hires
labor and capital services to produce output. "
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ISOCOST LINES


Let’s now try to solve the" finn’s c~st-minimization prbblem grapl~icallg.Our first
step is to draw isocost lines. An isocost line is a set of combinations of labor and " "
capital that have the same total cost (TC) for the ~irm. An isocost line is analo-
gous to a budget line from the theory, of consumer choice.


Consider, for example, a case in which z~ = $10 per labor hour, r = $~0 per
machine hour, and TC = $1 million per y~ar. The $1 million isocost line is de-
scribed by the equation


1,000,000 = 10L + 20K.


This can be rewritten as


g = ~,ooo,o0o _ ± L.
20    2


The $2 million and $3 million isocost lines have similar equations:


K = 2,0.00,000 _ I_ L
20    2


K-- 3,000~000 1
’ 2o - TL


More generally, for an arbiu’ary level of total cost TCo, and input prices
and r, the equation of the isocos~ line is


K= T~o - ~L."


Figure 7.1 shows graphs of these isocost lines ]’or a variety of different total
cost levels, TCo, TC~, TC2 where TCz > TC, > TCo. In general, there ar~ an
finite number of isocost lines, one corresponding to every possible level of total
cost. Figure 7.1 illustrates that the slope of every isocost line is the same: With
K on the vertical axis and L on the horizontal axis, that slope is -ro/r, or minus
the ratio of the price of labor to the price of~capital. The K-axis intercept of any
particular isocost llne is the cost level for that isocost line divided by the price of
capital. Thus, for the TCo isocost line, the K-axis intercept is TC0/r. Similarly,
the L-axis intercept of the TCo isocost line is TUo/w. Notice that as we move to
~he northeast in the isocost map in Figure 7.1, isocost lines correspond to higher"
levels of cost.


GRAPHICAL CHARACTERIZATION OF THE SOLUTION TO
THE LONG-RUN COST-MINIMIZATION PROBLEM


Figure 7.2 shows isocost lines and’the isoquant corresponding to Q0 units of out-
put. The solution to the firm’s cost-mhfimizaton problem occurs at point ,4,
where the isoquant is just tangent to an isocost line. That is, of all the input







The ~o~t-Ml~lmlzatlon Froblem


lOtrecttons of


TCo TC1


~, (labor ~;ervk:es per year)


FIGURE 7.1 |socost Lines
¯ The figure show~ is~:o~ lines for a vad-


ety of different cost levels. AS we move
to the dorthe~st in the Isoco~t map~
cost -lin~ ~0ii~pond td_ ..higfier levels- of "


combinations along the isoquant, point A provides the fn-m with the lowest level
~f cos~.


To verify this, consider several other points in Figure 7.2, such as E, F, and G:


¯Point G is "off" the (~0 isoqu~nt altogether. AJthough tb.is input combination
could produce Q0 units of output, in ~sing it the firm wo~dd be wasting inputs


1. Oabor services per year)


FIG.!.rRE 7.2 Cost-M~nimizlng
In!~t Combination


¯ Thecost-minimizing input combination
occurs at point ~L Point G is. not optimal
because the firm can produce Qo units
of output using fewer units of both cap
|tat and labor, Points £ and F are techni-
cagy efflcient~ but they do not minim.ize
.(ost because the fn’m can lower cost
from TCI to TOo by movin91o input
combination A.
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(i.e., point G is" tech~, ical]y ine~clent)..’I~.’s point cannot be optimal becaus~
input combination//also pmduces Qo uni~ of output b~t uses fewer units of
labor and capital.
Points E and F are technically efficient, but they are not cost-minimizing b~-
cause they are on an isocost line that correspond to a higher level of cost than
the isocost line passing through the cost-minimizing point A. By moving from
point E to,4 or from F to A, the firm can produce the same amount of output,
but at a lower total cost.


Note that at the cost-minimizing point ~4, the isoquant is just tangent to an
isocost line, which means that the slope of the isoquant is equal to the slope of
the isocost line. In Chapter 6, we saw that minus the slope of the isoquant is
called the marginal rate of technical substitution of hbor for capital, MRTS~¢,
and that


MRTSL.g= MP~
MP~c ’


As we just il]ustrated, the slope of an isocost line is -~v/r. Thu~, the cost-mini-
mizing condition is


slope of isoquant = slope of isocost line,


MPx    r ’
ratio of marginal products = ratio of input prices


(7.1)


In Figure 7~, the optimal input combination A is an interior: optimum. An
interior optimum involves posidve amounts of bo~h inputs (L > 0 and K > 0),
and the optimum occurs at a tangency between the isoquant and an isocost line.
Equation (7.1) tells us that at an interior optimum, the ratio of the marginal prod-
ucts of }abor and capital equals the rado of the price of labor to the price of cap-
ital. We could also rewrite (7.1) to state the optimality condition in this form:


(7.2)


This condition tells us that at a cost-minlmlzing input combination, the addi-
tional output per dolhr spent on labor services equals, the additional output
per dollar spent on capital services. Thus, if we are minimizing costs, we get equal
"bang for the buck" from each input. Recall that ~ve obtained a similar condition
ar the solution to a consumer’s utility-maxinaization problem in Chapter 4.


To see why equation (7.2) must hdd, consider a noncost-minimizing point
such as E. At point E, the slope of the isoquant is more negative than th~ slope
of the isocost line. Therefore,












Satellite Radio Programming


SATELLITE RADIO’S BIG-LEAGUE DEa~


HOWarD STERN


Sirius’s announcement of its five-year, $500 rail. deal with Howard Stern was a
watershed moment for the company. At the time of the announcement, Sirius was
trailing XM in every key category and was
looked upon as the weaker of the two
satellite services by Wall Street. The Stern
deal changed that, as Sirius’ newfound
inside track to Stem’s estimated eight rail.-
12 rail. listeners gave it a greater degree of
legitimacy on Wall Street, which in turn
positively impacted its automotive and
retail partnerships.


One question many asked, however, was


Sirius’ Stern Contract: The Facts


Sirius Contract $500 l~ilJ5 ~vears
Start Date Jan. 1, 2006,.x,~x
Est. Fan Base 8 mil.-12 mil, (estimated)
Current Ad Revenues $80 mil.-$90 milJyea~-
Current Reach Approx. 50% of U.S. pops
Current Markets 46 of 350 markets ,


© 2005 Kagan Research, LLC. All rights
reserved.


whether Sirius paid too much for Howard Stern. The five-year contract consists of
payments of $80 rail. per year in cash and a one-time payment of $100 mil. in stock,
for a total of $500 rail. This includes Stem’s salary and the total cost of production.
In addition, Stern will receive addilional equity compensation if he generates a certain
number of subscribers verifiably tracked back to him, or if Sirius exceeds subscriber
forecasts of about 13 rail. by 2010.


There are many variables to consider when evaluating the Stern deal, the foremost
being the number of Stern fans likely to choose Sirius because of him. Sirius estimates
there are 12 rail. Stern fans, but research reports suF~est there are as few as six rail.
According to marketing materials from CBS, Howard Stern has two mil.-three mil.
daily listeners and five mil.-six rail. weekly listeners.


Sirius estimates it needs only one rail. new subscribers over and above the number it
would have gained regardless of Stern to break even on the Stern deal. This does not
include intangibles such as the advertising value the Stern deal brought to Sirius and
the satellite radio industry prior to his joining the company.


There are good reasons to think Sirius will get at least one rail. new subs because of
Stern. His fans tend to be loyal and fall within the demographic targeted by Sirius.
According to a survey conducted by the San Francisco market research firm Odyssey,
about 30% of Stern fans said they would be "very likely" to sign up for satellite radio
when Stern moves to Sirius. Accordin[~ to Scarborough Research, Stem’s fan base is
about 30% wealthier than average, and thus can afford the $! 3 per month service.
Even if we assume Stern has just eight mil. fans and only 20% of this fan base moves
to Sirius--as suggested by a different survey conducted by The Bridge---Sirius would
still gain 1.6 mil. new subs.


© 2005 Kagan Research, LLC. All rights reserved. 65
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Special Note Regarding Forward-Looking Statements


The following cautionary statements identify important factors that could cause our actual results to differ materially from those
iprojected in forward-looking statements made in this Annual Report on Form 10-K and in other reports and documents published by us from
time to time. Any statements about our beliefs, plans, objectives, expectations, assumptions, future events or performance are not historical
facts and may be forward-looking. These statements are often, but not always, made through the use of words or phrases such as "will likely
result," "are expected to," "will continue," "is anticipated," "estimated," "intend," "plan," "projection" and "outlook." Any forward-looking
statements are qualified in their entirety by reference to the factors discussed throughout this Annual Report on Form 10-K and in other reports
and documents published by us from time to time, particularly the risk factors described under "Business--Risk Factors" in Item 1A of this
Annual Report on Form 10-K.


Among the significant factors that could cause our actual results to differ materially from those expressed in the forward-looking
statements ar~:


¯ our pending merger with XM Satellite Radio Holdings Inc. ("XM Radio"), including related uncertainties and risks and the impact on
our business if the merger is not completed;


¯ the useful life of our satellites, which have experienced circuit failures on their solar arrays and other component failures and arc not


¯ our dependence upon third parties, including manufacturers of SIRIUS radios, retailers, automakers and programming providers; and


¯ our competitive position versus other forms of audio and video entertainment including terrestrial radio, internet radio, cell phones, XM
Radio and emerging next generation networks and technologies.


Because the risk factors referred to above could cause actual results or outcomes to differ materially from those expressed in any
forward-looking statements made by us or on our behalf, you should not place undue reliance on any of these forward-looking statements. In
addition, any forward-looking statement speaks only as of the date on which it is made, and we undertake no obligation to update any forward.
looking statement or statements to reflect events or circumstances after the date on which the statement is made, to reflect the occurrence of
unanticipated e,~ants or otherwise. New factors emerge from time to time, and it is not possib|e for us to predict which will arise or to assess
with any precision the impact of each factor on our business or the extent to which any factor, or combination of factors, may cause actual
results to differ materially from those contained in any forward-looking statements.


PART 1


Item 1. Business


On February 19o 2007, we and XM Radio entered into an Agreemen’t and Plan of Merger (the "Merger Agreement"), pursuant to which
we and XM Radio will combine our businesses through a merger of XM Radio and a newly formed~ wholly owned subsidiary of us (the
"Merger"). Our Board of Directors and the Board of Directors of XM Radio have approved the Merger and the Merger Agreement.


The completion of the Merger is subject to various closing conditions, including obtaining the approval of our stockholders and XM
Radio’s stockholders and receiving certain regulatory and antitrust approvals (including from the Federal Communications Commission and
under the Hart.Scott-Rodino Antitrust lmprovement~ Act of 1976, a~ amended). See "Pending Merger with XM Radto "for a further
description of the Merger. The information presented in thi~ Annual Report on Form lO-g does not give effect to the Merger.


We are a satellite radio provider in the United States. We offer over 130 channels to our subscribers--69 channels of 100% commercial-
free music and 65 channels of sports, news, talk, entertainment, traffic, weather and







data content. The core of our enterprise is programming; we are committed to creating the best programming in all of radio.


Our primary source of revenue is subscription fees, with most of our customers subscn~oing to SIRIUS on an annual or a monthly basis.
I As of December 31, 2006, we had 6,024,555 subscribers. In addition, we derive revenue l~om activation fees, the sale of advertising on some
of our non-music channels, and the direct sale of SIRIUS radios and accessories.


Most of our subscribers receive our service through SIRIUS radios, which are sold primarily by automakers, consumer electronics
retailers and mobile audio dealers and through our website. Various brands of SIRIUS radios are available in more than 25,000 retail locations,
including Best Buy, Circuit City, Crutehfie[d, Costeo, Target, Wal-Mart and through RadioShack on an exclusi~ basis.


As of December 31, 2006, SIRIUS radios were available as a factory and dealer-installed option in 132 vehicle models and as a dealer
only-installed option in 17 vehicle models. We have agreements with DaimlerChrysler, Ford, Mitsubishi, BMW, Volkswagen, Kia, Bentley
and Rolls-Royce to offer SIRIUS radios as factory or dealer-installed equipment in their vehicles, including Chrysler, Dodge, Jeep, Mercedes,
Ford, Lincoln, Mercury, Volvo, Mazda, Jaguar, Volkswagen, Audi, Kia, Land Rover, Mitsubishi, BMW, MINI, Bentley and Rolls-Royee
vehicles and Freightliner and Sterling heavy trucks. We also have relationships with Nissan, Infiniti, Toyota, Lexus, Scion and Subam to offer
SIRIUS radios as factory or dealer-installed equipment. In 2006, we signed new agreements with Volkswagen/Audi, Kia, Bentley and Rolls-
Royce. SIRIUS radios are also offered to renters of Hertz vehicles at airport locations nationwide.


We offer our programming over multiple platforms in addition to our satellite and terrestrial repeater network. In 2006, we launched
SIRIUS Internet Radio, which we refer to as SIR. SIR is an interact service offering a CD-quality, Interact-only version of our service. SIR
delivers a simuleast of more than 75 channels of our talk, entertainment, sports and music programming. Our music channels are also available
to certain DISH satellite television subscribers, and a select number of our music channels are available to ceRain subscribers to the Nationwide
Sprint PCS Network.


We also offer, or are developing, ancillary services. In 2006, we introduced a service that provides graphic information as to road
closings, traffic flow and incident data to consumers with in-vehicle navigation systems and a marine weather serviee that provides a range of
information, including sea surface temperatures, wave heights and extended forecasts, to recreational boaters. In 2007, we plan to introduce a
video set.ice that will offer premium video content designed primarily for children in the hackseat of vehicles.


In 2005, SIRIUS Canada Inc., a Canadian corporation owned by us, Canadian Broadcasting Corporation, and Standard Radio Inc.,
launched service in Canada. SIRIUS Canada currently offers 110 channels of commerciabfi, ee music and news, sports, talk and entertainment


o programming, including 11 channels of Canadian content. As of February 13, 2007, SIRIUS Canada had over 300,000 subscribers.


Pending Merger with XM Radio


On February 19, 2007, we entered into an Agreement and Plan of Merger (the "Merger Agreement") with newly XM Satellite Radio
Holdings Inc. Pursuant to the Merger Agreement we and XM Radio will combine our businesses through a merger of XM Radio and a newly
formed, wholly owned subsidiary of ours (the "Merger").


Each of SIRIUS and XM has made customary representations and warranties and covenants in the Merger Agreement. The completion
of the Merger is subject to various closing conditions, including obtaining the approval of our and XM Radio’s stockholders and receiving
certain regulatory and antitrust approvals (including from the Federal Communications Commission and under the Hart-Soott-Rodino Antitrust
Improvements Act of 1976, as amended). The Merger is intended to qualify as a reorganization for federal income tax purposes.


At the effective time of the Merger (the "Effective Time"), by virtue of the Merger and without any action on the part of any stockholder,
each share of common stock of XM Radio (the "XM Common Stock") issued and outstanding immediately prior to the Effective Time will
generally be converted into the right to receive 4.6 shares







of our common stock. Each share of Series A Convertible Preferred Stock of XM Radio issued and outstanding immediately prior to the
Effective Time will be similarly convened at the Effective Time into the right to receive 4.6 shares of a newly-designated series of our


o preferred stock having substantially the same powers, designations, preferences, rights and qualifications, limitations and restrictions as the
~ock so converted.


Mel Karmazin, currently our chief executive officer, will become chief executive officer of the combined company and Gazy M. Parsons,
currently chairman of the board of directors of XM Radio, will become chairman of the board of directors oftbe combined company. The
combined company’s board of directors will consist of 12 directors, including Messrs. Karmazin and Parsons, four independent members
designated by each of SIRIUS and XM Radio, as well as one representatives of each of General Motors and American Honda.


The Merger Agreement contains certain termination rights for both us and XM Radio. If the Merger Agreement is terminated under
certain circumstances specified in the Merger Agreement, we or XM Radio, as the case may be, will be required to pay the other a termination
fee of $175,000,000.


Our Board of Directors and the Board of Directors of XM Radio has approved the Merger and the Merger Agreement.


This description of the Merger Agreement does not purport to be complete and is qualified in its entin~" by reference to the Merger
Agreement, which is filed as Exhibit 2.1 to the Current Report on Form 8-K dated February 21, 2007, and is incorporated herein by reference.


The Merger Agreement contains representations and warranties that SIRIUS and XM Radio made to each other as of specific dates. The
assertions embodied in those representations and warranties were made solely for purposes of the Merger Agreement between SIRIUS and XM
Radio and may be subject to important qualifications and limitations agreed to by SIRIUS and XM Radio in connection with negotiating its
terms. Moreover, the representations and warranties may be subject to a contractual standard of materiality that may be different from what
may be viewed as material to stockholders, or may have been used for the purpose of allocating risk between SIRIUS and XM Radio rather
than establishing matters as facts. For the foregoing reasons, no person should rely on the representations and warranties as statements of
factual information at the time they were made or otherwise.


Programming


We offer a dynamic programming lineup of 69 charmels of 100% commercial-free music; 54 channels of sports, news, talk, and
entertainment; 11 channels of traffic and weather;, and informational data services. Our programming lineup changes from time to time as we


attract new subscribers, to create content that appeals to a broad range of audiences and to satisfy our existing subscribers.


Music Programming


Our music channels offer an extensive selection of music genres--from rock, pop and hip-hop to country, dance, jazz, Latin and
classical. Within each genre we offer a range of formats, styles and recordings, many of which are not available on terrestrial radio.


All of our music channels are broadcast commercial-free. Our channels are produced, programmed and hosted by a team of experts in
their fields, including musical performers such as Eminem, Jimmy Buffett, Little Steven Van Zandt, and other unique personalities such as
Cousin Brucie, Tony Hawk~ and the original MTV veejays. Each channel is operated as an individual radio station, with a distinct format and
branding.


In 2006,


we launched Metropolitan Opera Radio, consisting of live and archived operas from the famed Metropolitan Opera in New York
City;


we broadcasted concerts from Jimmy Buffett’s Party at The End of the World tour exclusively on our Radio Margaritaville
channel;


we broadcasted the final performance at New York’s legendary CBGBs Club; and







¯ we broadcasted numerous live performances originating from our broadcast facility in Rockefeller Center.


In addition to our regular we on specific During 2006, specialchannels, of~’er cha~ne|s focused thewor~sof such featurechannels
were dedicated to the music of Elvis Presley, Bruce Springsteen, Pink Floyd, The Rolling Stones, The Who and George Strait. Some of these
feature channels are available only for a limited dine.


In January 2007, we announced a partnership with Frank Sinatra Enterprises to create a new radio channel dedicated to the music, time
and spirit of Frank Sinatra.


Sports Programming


Live play-by-play sports is an important part of our programming strategy. We are the Official Satellite Radio Partner of the National
Football League, with exclusive satellite radio rights to use the NFL logo and collective NFL team trademarks. We can’y all NFL regular
season, pre-season and post-season games. In most cases, we carry both the home and visiting team game broadcasts, as well as Spanish
language broadcasts of select games. We also carry the Super Bowl, which we broadcasted in 2007 in seven languages. We also produce and
broadcast "SIRIUS NFL Radio," an around-the-clock exclusive channel of NFL content for our subscribers. Our agreement with the NFL
expires at the end of the 2010-2011 NFL season.


Starting in 2007, we broadcast live all NASCAR Nextel Cup Series, NASCAR Busch Series and NASCAR Craftsman Truck Series races
over a five-year period. We have created "SIRIUS NASCAR Radio," a new around-the-clock channel of exclusive NASCAR-related
programming, including Tony Stewart Live and ~c¢ coverage. In addition to the live race broadcasts, we take fans into the cars and pits by
devoting additional "Driver2Crew Chatter" channels that carry the driver-to-crew communications of up to 10 different race teams during
NASCAR Nextel Cup Series races. We arc the Official Satellite Radio Partner of NASCAR with exclusive trademark and marketing rights and
the right to sell advertising time on the NASCAR channel and during races.


We are the exclusive Official Satellite Radio Partner of the NBA and carry NBA Radio, a talk channel devoted to the NBA. We transmit
live play-by-play broadcasts of more than 1,000 NBA games during each season, including the NBA playoffs and the NBA finals.


We also broadcast live play-by-play broadcasts of up to 1,000 NHL games each season, as well as the Stanley Cup playoffs and finals
through the 2006-2007 season. We are the Official Satellite Radio Partner of the NHL through the 2006-2007 season.


We expanded our international soccer offerings in 2006. As the official satellite radio broadcaster of Barclays English Premier League
soecer, we have the right to air matches of the top 20 clubs in the United Kingdom, including Manchester United. We are also the exclusive
satellite radio provider of the League’s Chelsea football club. Every Chelsea match features an exclusive pre-game show co-hosted by soccer
giant Giorgio Chinaglia. Our soccer coverage also includes live matches from the UEFA Champions League,


We carry extensive live play-by-play coverage of college football and basketball games. Our broadcasts include football, basketball and
other sports from schools in 20 NCAA Division I conferences. We also have the right to broadcast all games of the NCAA Division I men’s
basketball tournament through 2009.


Our sports channels include ESPN Radio, ESPN News and ESPN’s Spanish language programming, ESPN Deportes.


Talk and Entertainment Programming


We offer 30 talk and entertainment channels for a variety of audiences.


In January 2006, Howard Stem moved his radio show to SIRIUS from terrestrial radio as part of two channels being programmed by
Howard Stem and us. Our agreement with Stem expires on December 31,2010. Our







talk radio offerings also feature dozens of popular talk personalities, most creating radio shows that air exclusively on SIRIUS, including
Senator Bill Bradley, Deepak Chopra, Richard Simmons, Martha Stewart and Barbara Waiters. Our diverse speclrum of talk programming is a


osignificant differentiator from terrestrial radio.


Our comedy channels present a range of humor on the channels Laugh Break, Blue Collar Comedy and Raw Dog Comedy and our other
entertainment channels include Cosine Radio, MAXIM Radio, Road Dog Trucking Radio, Playboy Radio and Radio Disney- all exclusively
broadcast on SIRIUS. In January 2007, we announced plans to launch "The Foxxhole", an exclusive urban comedy, entertainment and lifestyle
channel with Jamie Foxx.


We also broadcast the Catholic Channel which is programmed with the assistance of the Archdiocese of New York.


News and Information ProEramming


We offer 25 news and information channels. These channels present a range of national, international and financial news, including news
from BBC World News, BIoomberg Radio, CNBC, CNN, FOX News, NPR and the World Radio Network.


We offer continuous, local traffic reports for 20 metropolitan markets throughout the United States. We broadcast these reports, together
with local weather repo~s from The Weather Channel, on I l of our channels.


We broadcast national weather reports produced by The Weather Channel on our weather and emergency channel, which also alerts
listeners to key information during civil and natural emergencies. In addition, we insert appropriate emergency announcements and broadcasts
into some or all of our channels and participate in the national Emergency Alert System.


Distribution of SIRIUS Radios


Retail


SIRIUS radios are marketed and distributed through major national and regional retailers, including Best Buy, Circuit City, Crutchfield,
Costco, Target and Wal-Mart. SIRIUS radios are also distributed on an exclusive basis by RadioShack. We develop in-store merchandising
materials and provide sales force training for several retailers. SIRIUS radios are also available nationwide at various truck stops. We also sell


o SIRIUS radios directly to consumers through our website,


Automakers


Various automakers factory-install and dealer-install SIRIUS radios in their vehicles. As of December 3 l, 2006, SIRIUS radios were
available as a factory or dealer-installed option in 132 vehicle models and as a dealer only-iustalled option in 17 vehicle models. Many
automakers include a subscription to our radio service in the sale or lease price of their vehicles. In many cases, we receive subscription
payments from automakers in advance of the activation of our service. We share with various automakers a portion of the revenues we derive
from subscribers using vehicles equipped to receive our service. We also reimburse various automakers for certain costs associated with the
SIRIUS radios installed in their vehicles, including hardware costs, tooling expenses and promotional and advertising expenses.


Automakers have begun to incorporate SIRIUS into their national and regional advertising. In 2006, DaimlerChrysler and Ford each
implemented a national advertising campaign with prominent references to SIRIUS. We expect advertising by automakers to increase as
SIRIUS radios become available in a wider array of vehicle models.


DairalerUhrysler. We have an agreement with DaimlerChrysler Corporation, Mcrcexies-Benz USA, Inc. and Freightliner LLC, which
continues until September 2012. This agreement covers the distribution of our service on an exclusive basis in all cars and light trucks
manufactured by DaimlerChrysler and Mercedes-Benz as well as Freightliner and Sterling heavy trucks. We expect DaimlerChrysier to include
SIRIUS radios as a factory-installed feature in approximately 40% of its vehicles during the 2007 model year. In addition, Mcrcedes-Benz has
agreed to
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include SIRIUS radios as standard equipment in all 2007 model year Mereedes SL Class, CL Class, AMG branded and VI2 engine vehicles.


Ford. Our agreement with Ford Motor Company and certain of its affiliates provides for an exclusive relationship until September 2011
or, at Ford’s option, until September 2013. Beginning in January 2009, Ford may elect to become nonexclusive under the agreement, in which
case Ford would forfeit its significant future economic benefits. This agreement covers all Ford brands, including Ford, Lincoln, Mercury,
Jaguar, Volvo, Land Rover, Aston Matin and Mazda. At the end of 2006, SIRIUS radios were available as a factory-installed option in 19
Ford, Lincoln and Mercury vehicle lines.


BMW. We have an agreement with BMW of North America which provides for an exclusive relationship until August 2008. This
agreement covers all BMW and MINI vehicles.


Volk.vwagen anddudi. In March 2006, we entered into a new exclusive agreement with Volkswagen of America, Inc. through July 2012
or, at Volkswagen’s option, through July 2015. This agreement covers all Volkswagen and Audi vehicles.


OtherAutomakers. In April 2006, we entered into an exclusive agreement with Kia Motors America, Inc. Kia has agreed to include
SIRIUS radios as standard, factory-installed equipment in all of its vehicles comraencing in the 2009 model year. Our agr~ment with Kia
extends through 2014 or, at Kia’s option, through 2017.


We have an agreement with Mitsubishi Motors North America which provides for an exclusive relationship through February 2010.


In October 2006, we entered into an agreement with Bentley Motors Inc. Bentley will begin including SIRIUS radios as standard,
factory-installed equipment in its vehicles commencing in the 2008 model year and continuing through 2012. Each Bentley vehicle equipped
with a SIRIUS radio will be sold with a lifetime subscription included in the price of the car.


We also have an agreement with Rolls-Royce Motor Cars. Rolls-Royce has agreed to include SIRILTS radios as standard, factory-
installed equipment in all of its vehicles through 2008. Each Rolls-Royce vehicle will be sold with a lifetime subscription included in the price
of the car.


SIRIUS radios are also available as a factory or dealer-installed option in various vehicle models offered by Nissan, lnfiniti, Toyota,
Lexus, Scion and Subaru.


O Speclal Marke~s


Truck~. SIRIUS radios are available nationwide at various truck stops, including Travel Centers of America, Flying J, Petro, Pilot Travel
Centers and Interstate Connections locations. Freightliner, Sterling, Peterbilt, Kenworth, Volvo and International offer SIRIUS radios as a
factory-installed option on the trucks they manufacture.


Boats. Various recreational boat builders, including Sea Ray, Four Winns, Chaparral, Larson, Glastron, Ranger and Formula, offer
SIRIUS radios and a prepaid subscription to our s~rvice as a standard or optional feature on their boats.


Recreational Vehicles. Several leading manufacturers of recreational vehicles, including Fleetwood, Monaco, Winnebago, National,
Tiffin and Alfa Leisure, offer SIRIUS radios as a factory-installed option.


Her~


We have an agreement with Hertz Corporation to make SIRIUS radios available as an option to its rental car customers. In some cases,
our service is included as part of the rental price of Hertz vehicles. In other cases, our service is offered as a premium feature to Hertz
customers for a daily fee. As of December 31, 2006, approximately 24,000 vehicles with SIRIUS radios were available to renters of 55 of
Hertz’s vehicle models. Hertz offers SIRIUS radios at airport locations nationwide.


The SIRIUS System


Our satellite radio system is designed to provide clear reception in most areas despite variations in terrain, buildings and other
obstructions. Subscribers can receive our transmissions in all outdoor locations where the







satellite radio receiver has an unobstructed line-of-sight with one of our satellites or is within range of one of our terrestrial repeaters.


The FCC has allocated the portion of the S-band located between 2320 MHz and 2345 MHz exclusively for satellite radio. We use
2.5 MHz of bandwidth in the 2320.0-2332.5 MHz frequency to ~’ansmit our signals from our satellites to our subscribers. Uplink


,ransmissions (from the ground to our satellites) use 12.5 MHz of bandwidth in the 7060-7072.5 MHz band.


Our satellite radio system consists of three principal components:


satellites, terres~iai repeaters and other satellite facilities;


our studios; and


SIRIUS radios.


We continually monitor our infrastructure and regularly evaluate improvements in technology. For example, a technology known as
hierarchical modulation will allow us to offer additional audio channels, as well as advanced services such as data and video, without
noticeably affecting our broadcasts. We expect to begin offering services using this technology in 2007, This increase in network capacity will
be available through select new SIRIUS radios and will not be available to SIRIUS radios sold prior to the implementation of this technology.


Satellites, Terrestrial Repeaters and Other Satellite Facilities


Satellites. Space Systems/Loral, the manufacturer of our satellites, delivered our three operating satellites to us in 2000, following the
completion of in-orbit testing of each satellite. Our fourth, spare satellite was delivered to ground storage in April 2002.


Our existing satellites are of the Loral FS-1300 model series. This family of satellites has a history of reliability with a total of more than
350 years of in-orbit operation time.


Each operating satellite travels in a figure eight pattern extending above and below the equator, and spends approximately 16 hours per
day north of the equator. At any time, two of our three satellites operate north of the equator while the third satellite does not transmit as it
traverses the portion of the orbit south of the equator. This orbital configuration yields high signal elevation angles, reducing service
interruptions from signal blockage.


In June 2006, we entered into an agreement with Space Systems/Loral to design and construct a new satellite. The new satellite is
expected to be completed in the fourth quarter of 2008, and launched shortly thereafter. This new satellite will complement our existing in-orbit
satellites and will be launched into a geostationary orbit. The redundancy of the resulting constellation configuration is expected to provide
enhanced coverage and performance.


We expect to furthcr augment or replace our satellite constellation by 2012. We may elect to augment our operating satellites with our
spare satellite or with new satellites that we may purchase to meet our business needs. Decisions regarding our satellite constellation may affect
the estimated useful life of our existing satellites, and we may modify the depreciable life accordingly. The cost of replacing our satellites will
be substantial.


Our existing satellites have experienced circuit failures on their solar arrays. The circuit failures our satellites have experienced to date do
not limit the power of our broadcast signal or affect our current operations. Additional circuit failures could reduce the estimated useful life of
our existing in-orbit satellites.


We do not maintain in-orbit insurance policies covering our satellites. We discontinued our in-orbit insurance policies covering our
satellites following a review of the health of our satellite constellation, the exclusions from coverage contained in the available insurance, the
costs of the available insurance, and the practices of other satellite companies as to in-orbit insurance.


If we are required to launch our spare satellite due to the in-orbit failure of one of our orbiting satellites, our operations would be
impaired until such time as we successfully launch and commission our spare satellite, which could take six months or more. If two or more of
our satellites fail in orbit in close proximity in time, our operations







could be suspended for at least 24 months. In such event, our business would be materially impacted and we could default on our
commitments.


Terrestrial Repeaters. In some areas with high concentrations of tall buildings, such as urban centers, and in tunnels, signals from our
satellites may be blocked and reception of our satellite signal can be adversely affected. In many of these areas, we have deployed terrestrial
repeaters to supplement our satellite coverage. To date, we have deployed 127 terrestrial repeaters in 95 urban areas. We plan to deploy a
significant number of additional terrestrial repeaters in the future.


Other Satellite Facilities, We control and communicate with our satellites from our uplink facility in New Jersey. These activities
include routine satellite orbital maneuvers and monitoring of the satellites. We also maintain earth stations in Panama and Ecuador to control
and communicate with our satellites.


Studios


Our programming originates from our national broadcast studio in New York City and smaller studios in Houston, Texas; Memphis,
Tennessee; Nashville, Tennessee; Cleveland, Ohio; Los Angeles, California; and other locations. The national broadcast studio houses our
corporate headquarters, facilities for programming origination, programming personnel and facilities to transmit programming to our orbiting
satellites.


Our studios and transmission facilities are 100% digital, resulting in no cumulative distortion to degrade the sound of our music and
entertainment programming. Our studios contain state-of-the-art production facilities.


SIRIUS Radios


We do not manufacture, import or distribute SIRIUS radios. We do design, establish specifications for, source parts and components for,
and manage various aspects of the logistics and production of SIRIUS radios. We have authorized select manufacturers to produce SIRIUS
radios. These radios are distributed under various consumer brands, including the SIRIUS brand. Over time we expect to introduce SIRIUS
radios with new features, functionality and form factors.


To facilitate the sale of S1RIUS radios, we subsidize chip sets and a portion of radio manufacturing costs to effectively reduce the price


o
af SIRIUS radios to our subscribers. We expect these subsidies to decrease over time.


In-dash Radios. In-dash radios are integrated into vehicles and allow the user to listen to AM, FM or SIRIUS with the push era button.
The SIRIUS receiver can be built into the radio or connected as a hidden external unit.


In the auto sound aft~rmarket, in-dash radios are available at retailers nationally. In-dash radios are also available to automakers for
factory or dealer installation. When factory-installed, the cost of the SIRIUS radio is generally included in the sticker price of the vehicle and
may include a prepaid SIRIUS subscription.


Plug & Play Radios. Plug & Play radios enable subscribers to transport a radio easily to and from their cars, trucks, homes, offices,
boats or other locations with available adapter kits. Plug & Play radios adapt to existing audio systems through FM modulation or direct
connection and can be easily installed by a retailer or the purchaser. In addition, satellite radio Plug & Play systems designed for commercial
truckers are available through participating truck manufacturers, truck dealers and truck stops.


A boom box, which enables our subscribers to use their SIRIUS radios virtually anywhere, is available for various models of Plug &
Play radios.


Portable Units. In 2006, we introduced the Stiletto 100, our first satellite radio to provide live reception in portable mode and the first
portable satellite radio with WiFi capabilities. The Stiletto 100 allows users to capture, store and replay up to 100 hours of live SIRIUS content
or a mix of SIRIUS content and MP3/WMA files. The Stiletto 100 also allows the user to record favorite SIRIUS music content and bookmark
and purchase songs through compatible music download and subscription services, providing easy access to SIRIUS music and other content.







FMModulatedRodio~. FM modulated radios enable our service to be received in aH vehicles with FM radios.


Home and Commercial Units. SIRIUS home units that connect to most home stereo systems are available nationally. In addition, various
multi-tuner and multi-zone units are available through commercial dealers and custom installation dealers. These units allow the user to listen
to the SIRIUS service from multiple locations within a home or business.


We have also specially-designed SIRIUS home units to interface with multiple audio and video components. In 2006, we introduced the
SIRIUS Conductor home system with a wireless controller that displays SIRIUS programming information and controls 12 components in
additiou to the included xeceiver from x~p to 150 f~t away. Similarly, the SiriusCormect Home tune~ providas a one-cable connection to easily
add our service to SIRIUS-ready home systems manufactured by companies such as Etch, Thomson and Rotel.


Many SIR/US radios include a "replay" feature, allowing listeners to pause, rewind and fast forward music, sports or talk programs. A
number of SIRIUS radios also include SIRIUS-Seek, which alerts listeners when selected artists or songs are playing; Game Alert, which
prompts listeners when their favorite teams begin a game or when scores change; Game Zone, which lists a listener’s favorite team sco~s on
one screen; and one-touch access to traffic and weather reports for select cities.


We signed an agreement with XM Radio to develop a unified standard for satellite radios to enable consumers to purchase one radio
capable of receiving both SIRIUS’ and XM Radio’s services The technology relating to this unified standard is being developed, funded and
will be owned jointly by the two companies. This unified standard is also intendegl to meet FCC rules that require intvmperability of both
licensed satellite radio systems.


International


Canada. In December 2005, SIRIUS Canada launched its service in Canada and currently offers 110 channels of commercial-free music
and news, sports, talk and entertainment programming, including 11 channels of Canadian content and the Howard SUn’n 100 channel, for Cdn.
$14.99 per month. As of February 13, 2007, SIRIUS Canada had over 300,000 subscribers. Subscribers to the SIRIUS Canada service ar~ not
included in our subscriber counts.


SIRIUS Canada is a Canadian corporation owned by us, Canadian Broadcasting Corporation and Standard Radio Inc. Canadian
Broadcasting Corporation is Canada’s national public broadcaster and one of its largest cultural institutions, and Standard Radio Inc. is the
largest privately held owner of radio stations in Canada. SIRIUS Canada’s license to operate a satellite radio service in Canada is subject to a
number of conditions, including the requirement that SIRIUS Canada offer a number of qualifying Canadian music and talk channels.


Other regions. We are in discussions with various parties regarding joint ventures in other countries.


Other Opportunities


Traffic and Weather. In 2006, we introduced a service that provides graphic information as to road closings, traffic flow and incident
data to consumers with in-vehicle navigation systems. The service reports information for 45 cities that we source from a provider of mapping
and traffic data. Additional markets are expected to be introduced as they become available.


In 2006, we launched a marine weather service, featuring on-demand access to detailed information ranging from weather and wave
heights to sea surface temperatures, for recreational boaters. The service integrates data information directly into ce~ain marine electronics
products. This marine weather service covers the 48 contiguous states and waters extending hundreds of miles into thz Atlantic and Pacific
Oceans, Gulf of Mexico and Caribbean.
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SIRIUS Via Mobile Phones. In September 2005, Sprint began offering a SIRIUS music service to its subscribers through a built-in media
player on Sprint PCS Vision sM Multimedia Phones for $6.95 per month, a portion of which we receive. This service includes access to 20
commercial-free SIRIUS music channels, plus a channel devoted to artist interviews and performances. Subscribers to the Sprint service are not
~cluded in our subscriber counts.


Internet Radio. We offer SIRIUS subscribers the ability to listen to our music channels and select non-music channels over the Internet
as pa~ of our base subscription price. In 2006, we launched SIRIUS Interact Radio, which we refer to as SIR. SIR is a subscription-hased
interact service offering a CD-quality, Internet-only version of our service. SIR delivers a simulcast of more than 75 channels of our talk,
entertainment, spo~s and music programming. We plan to add additional content to our interact offerings in the future. Subscribers to SIR axe
included in our subscriber counta.


DISH Network. We offer our music channels to subscribers as part of certain programming packages of the DISH Network satellit~
television se~ice.


Video. In 2007, we plan to introduce a video service that will offer premium video content designed primarily for children in the backseat
of vehicles. Introduction of the service will be dependent upon several factors, including the development and implementation of new
technology and the timing of new product introductions by distributors. We cannot p~:lict with certaint~ when this service will be introduced.


Competition


We face competition for listeners, consumer electronics and audio spending, and advertising dollars. In addition to prerecorded
entertainment purchased or playing in cars, homes and using portable players, we compete most directly with the following services:


Traditional AM/FM Radio. Unlike SIRIUS radio, traditional AM/FM radio has had a well established market for its services for many
years and offers free broadcast reception paid for by commercial advertising rather than by a subscription fee. Also, many radio stations offer
information programming of a local nature, such as local news and sports, which we do not offer as effectively as local radio. The AM/FM
radio broadcasting industry is highly competitive with respect to listeners and advertising revenues. Some radio stations also have begun
reducing the number of commercials per hour, expanding the range of music played on the air and experimenting with new formats in order to
compete with us. Several major radio companies have launched advertising campaigns designed to assert the benefits of traditional local
AM/FM radio. Radio comes as a standard feature in every vehicle manufactured without an additional cost to the consumer.


Digital, or HD, Radio. While most traditional AM/FM radio stations broadcast by means of analog signals, the radiohas madeindustry
significant strides in rolling out advanced digital transmission technology. Digital broadcasting offers higher sound quality than traditional
analog signals and the multicast of as many as five stations per frequency, significantly increasing the quality and quantity of contant available
to consumers. Digital radio broadcast services have been expanding, and an increasing number of radio stations in the U.S. have begun digital
broadcasting or are in the process of converfng to digital broadcasting. Over 1,150 radio stations in the United States currently broadcast
digitally. Like with traditional radio, digital radio is generally offered to subscribers without a service charge. BMW recently became the first
automaker to offer factory-installed HD digital radio receivers as an option across all of its 2007 model year vehicles, and retail HD digital
radios are available nationwide at many large retailers.


A number of leading radio broadcasters have joined together to form the HD Digital Radio Alliance to accelerate the successful rollout of
digital radio. The HD Digital Radio Alliance has announced a $250 million on-air advertising campaign to spur the adoption of digital radio.


XMRadio. XM Radio is the other FCC licensee for satellite radio service in the United States. XM Radio has announced that it had
7,628,552 subscribers as of December 31, 2006. XM Radio broadcasts certain programming that we do not offer and is offered on various car
model brands which do not also offer SIRIUS radios.
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Digital Music Services and Other Consumer Electronic Devices. We face vigorous competition from various services offering digital
music products and services, including subscription music services, free peer-to-peer music services and free streaming of digital content via
the Interact.


Interact radio broadcasts have no geographic limitations and can provide listeners with radio programming from around the country and
the world. We expect that improvements from higher bandwidths, faster modems and wider programming selections may make Internet radio
an even more significant competitor for listening in the home and office. Technologies like WiMax will also make internet radio more
pervasive. In addition to the many free lnternet streams offered by radio companies like Clear Channel, CBS Radio or other smaller companies,
subscription Interact music services, such as Yahoo Music and Napster, offer unlimited and fuily-customizable play lists for a small fixed fee
per month. These services may be used for listening at PCs or home media centers.


The Apple iPod ®, a portable digital music player, allows users to convert music on compact discs to digital files and to download and
purchase music and video through Apple’s iTunes ® Music Store, which features over 2 million songs. Apple sold 46.4 million iPode ® during
the last four quarters, iPods ® are compatible with many car stereos and home speaker systems. Apple has reached agreement with automobile
manufacturers to preinstall equipment in vehicles which will allow users to play music from their iPod through the automobile sound system.


Wireless Phone Providers. Several of the largest wireless providers currently offer music to cellular phones. Additionally, many phones
now contain FM radio receivers. Sprint Nextel currently offers streaming music from a variety of providers plus a music store for purchase.
Verizon Wireless offers the V Cast music service that can be played directly on a phone. AT&T offers a variety of streaming content and has
also partnered with Apple to offer the upcoming iPhone.


Next Generation Wireless. Next generation wireless protocols will offer unprecedented broadband coverage with enhanced data rates,
reliability, and broadcast capabilities. Sprint Nextel announced in August 2006 its plans to develop the first fourth generation nationwide
mobile broadband network, which will use the WiMAX standard, and deploy it in some markets during 2007. The company has targeted a
national rollout for 2008 and will use Sprint’s extensive holdings, which cover 85 percent of the households in the top 100 U.S. markets. When
these or other services achieve ubiquitous mobile broadband capability, the relative competitiveness of our product offering may suffer.


Direct Broadcast Satellite and Cable Audio. A number of companies provide specialized audio services through either direct broade~’t
satellite or cable audio systems. These services are targeted to fixed locations, mostly in-home. The radio senrice offered by direct broadcast
satellite and cable audio is often included as part era package of digital services with video service, and video customers therefore generally do
not pay an additional monthly charge for the audio service.


Other Advanced Digital Media Services. We may face competition from businesses that have announced plans to deliver entertainment
and media content through cell phones and other wireless devices.


In December 2005, Verizon Wireless announced an agreement with MediaFLO USA, a subsidiary of QUALCOMM, to
offer interactive wireless multimedia services over MediaFLO’s nationwide 700 MHz network. Verizon intends to launch
commercial service through MediaFLO during 2007 under the VCast Mobile TV brand.


Modeo LLC, a subsidiary of Crown Castle International Corp., owns nationwide spectrum in the 1670-1675 MHz band
and has developed a mobile device-based multimedia service, which it plans to launch commercially.


HiWire, an affiliate of Aloha Partners, an~nounced in March 2006 that it intends to develop a nationwide mobile device-
based multimedia service over Aloha’s footprint ofT00 MHz spectrum.


In 2005, Sprint Nextel, Comcast, Time Warner Cable, Cox Communications and AdvancefNewhouse Communications
announced their formation of a joint venture to provide
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customers throughout the United States access to advanced integrated entertainment products and set, rices, including
streaming television programming, music, video clips, games and pre-recorded DVR programs, communications and
wireless products. During 2006, the joint venture acquired wireless telecommunications spectrum through the United
States government’s Advanced Wireless Services auction, through which it intends to offer wireless communications
services.


Government Regulation


As an operator of a privately owned satellite system, we are regulated by the FCC under the Communications Act of 1934. The FCC is
the government agency with primary authority in the United States over satellite radio communications. We currently must comply with
regulation by the FCC principally with respect to:


the licensing of our satellite system;


preventing interference with or to other users of radio frequencies; and


compliance with FCC rules established specifically for U.S. satellites and satellite radio services,


Any assignment or transfer of control of our FCC license must be approved by the FCC. Similarly, our merger with XM Radio is
conditioned upon approval of the transaction by the FCC.


In 1997, we were one of two winning bidders for an FCC license to operate a satellite digital audio radio service and provide other
ancillary services. Our FCC license expires in 2010. Prior to the expiration, we will be required to apply for a renewal of our FCC license. We
anticipate that, absent significant misconduct on our part, the FCC will renew our license to permit operation of our satellites for their useful
lives, and grant a license for any replacement satellites.


In some areas with high concentrations of tall buildings, such as urban centers, signals from our satellites may be blocked and reception
can be adversely affected. In many of tbese areas, we have installed terrestrial repeatecs to supplement our satellite signal coverage. The FCC
has not yet established rules governing terrestrial repeaters. A rulemaking on the subject was initiated by the FCC in March 1997 and is still
pending. Many comments have been filed as part of this rulemaking, including comments from the National Association of Broadeasters, major


O cellular telephone system operators and other holders of spectrum adjoining ours. The commenls cover many topics relating to the operation of
our terrestrial repeaters, but principally seek to protect adjoining wirelcsa services from interference. We cannot predict the outcome or timing
of these FCC proceedings and the final rules adopted by the FCC may limit our ability to deploy additional terrestrial repeaters, require us to
reduce the power of our existing terrestrial repeaters or fail to protect us from interference by adjoining spectrum holders. In the interim; the
FCC has granted us special temporary authority to operate over 200 terrestrial repeaters and offer our service on a non-harmful interference
basis to other wireless services.


We design, establish specifications for, source parts and components for, and manage various aspects of the logistic and production of
SIRIUS radios, including SIRIUS radios that include FM modulators. Part 15 of the FCC’s rules establish a number of requirements relating to
FM modulators, including emissions and frequency rules. The FCC is reviewing whether the FM transmitters in certain SIRIUS radios comply
with the Commission’s emissions and frequency rules. We are cooperating with the FCC in its on-going inqui~, and have discovered that
certain SIRIUS personnel requested manufacturers to produce SIRIUS radios that were not consistent with these rules. We are taking
significant steps to ensure that this situation does not happen again, including the adoption era comprehensive compliance plan, approved by
our board of directors, to ensure that our products comply with all applicable FCC rules. We have directed manufacturers of SIRIUS radios
with FM transmitters to make the necessary changes in production to bring the radios into compliance. We believe our radios that are currently
in production comply with applicable FCC rules. The FCC’s inquiry may result in fines, additional license conditions or other FCC actions that
are detrimental to our business.


In 2006, we entered into an agreement with Space Systems/Loral to design and construct a new satellite. In September 2006, we filed an
application with the FCC to amend our license to add this satellite to our existing satellite constellation. No one has filed comments on our
application with the FCC. We cannot predict when the FCC will act on our application, and we cannot be sure that the modification we have
requested will be granted.
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Our FCC license is conditioned on us certifying that our system includes a receiver design that will permit end users to access XM
Radio’s system. We have signed an agreement with XM Radio to develop jointly a unified standard for satellite radios to facilitate the ability of
consumers to purchase one radio capable of receiving both our and XM Radio’s services. We believe that this agreement, and our efforts with
XM Radio to develop this unified standard for satellite radios, satisfies the interoperability condition contained in our FCC license.


The Communications Act proh~its the issuance of a license to a foreign government or a representative of a foreign government, and
contains limitations on the ownership of common carrier, broadcast and some other radio licenses by non-U.S, citizens. We are regulated as a
subscription-based, non-common carrier by the FCC and are not a broadcast service. As such, we are not bound by the foreign ownership
provisions of the Communications Act. As a private carrier, we are free to set our own prices and serve customers according to our own
business judgment without economic regulation.


Changes in law or regulations relating to communications policy or to matters affecting our service could adversely affect our ability to
retain our FCC license or the manner in which we operate.


The SIRIUS Trademark


We have several registrations and approved applications in the U.S. Patent and Trademark Office for the "SIRIUS" trademark and the
"Dog Design" logo used in connection with our products and service. We intend to maintain our trademarks and the applications and
registrations therefor. We are not aware of any material claims of infringement or other challenges to our right to use the "SIRIUS" trademark
or the "Dog Design" logo in the United States in connection with our products or service.


Copyrights in Programming


In connection with our music programming, we must negotiate and enter into royalty arrangements with two sets of rights holders:
holders of copyrights in musical works, or songs, and holders ofcopyrighta in sound recordings---records, cassettes, compact discs and audio
files.


Musical works rights holders, generally songwriters and music publishers, are represented by performing rights organizations such as the
American Society of Composers, Authors and Publishers, or ASCAP, Broadcast Music, Inc., or BMI, and SESAC, Inc. These organizations
negotiate fees with copyright users, collect royalties and distribute them to the rights holders. Our public performance license agreements with
ASCAP and SESAC expired at the end of 2006. We have entered into an interim license agreement with ASCAP and BMI to pay royalties for
our public performances of musical works by our satellite radio service, and are in discussions regarding final licenses. If we are unable to
reach final agreements with ASCAP, BM1 and SESAC, a royalty rate may ultimately be established through litigation.


Sound recording rights holders, typically large record companies, are primarily represented by SoundExchange, an organization which
negotiates licenses and collects and distributes royalties on behalf of record companies and performing artists. Our agreement with
SoundExchangn to pay royalties for our public performances ofsonnd recordings by our satellite radio service expired at the end of 2006. A
proceeding has commenced before the Copyright Royalty Board of the Library of Congress to establish the royalty rate and terms for the sound
recordings we use on our satellite radio service for 2007 through 2012. In October 2006, we and XM Radio filed our direct case in this
proceeding with the Copyright Royalty Board and proposed a royalty rate for our satellite radio subscription revenue. SoundExchange aP~o
submitted its direct case in this proceeding and proposed a substantially higher royalty rate than we proposed. The submission of direct cases is
the beginning of a twelve to eighteen month process which, absent an agreement among the parties, will result in a determination by the
Copyright Royalty Board of an applicable royalty rate.


We cannot assure that our royalty fees will remain at current levels or that additional litigation will not arise in connection with royalty
arrangements, and we cannot predict what the costs to us of a proceeding or a settlement of such a dispute or disputes might be.
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Personnel


As of December 31, 2006, we had 772 employees. In addition, we rely upon a number of consultants, other advisors and outsoureed
dationships. None of our employees is represented by a labor union, and we believe that our relationship with our employees is good.


Corporate Information


Sirius Satellite Radio Inc. was incerpomted in the State of Delaware as Satellite CD Radio, Inc. on May 17, 1990. On December 7, 1992,
we changed our name to CD Radio Inc., and we formed a wholly owned subsidiary, Satellite CD Radio, Inc., that is the holder of our FCC
license. On November ! 8, 1999, we changed our name to Sirius Satellite Radio Inc. Our executive offices are located at 1221 Avenue of the
Americas, 36th floor, New York, New York 10020 and our telephone number is (212) 584-5100. Our interact address is SIRIUS.com. Our
annual, quarterly and current reports, and amendments to those reports, filed or furnished pursuant to Section 14(a) or 15(d) of the Securities
Exchange Act of 1934 may be accessed free of charge through our website after we have electronically filed such material with, or furnished it
to, the SEC. SIRRJS.com is an inactive textual reference only, meaning that the information contained on the website is not part of this Annual
Report on Form 10-K and is not incorporated in this report by reference.


Executive Officers of the Registrant


Certain information regarding our executive officers is provided below:


Name Age Po~|flo~


Mel Karmazin 63
Scott A. Greenstein 47
James E. Meyer 52
Patrick L. Donnelly 45
David J. Frear 50


Chief Executive Officer
President, Entertainment and Sports
President, Sales and Operations
Executive Vice President, General Counsel and Secretary
Executive Vice President and Chief Financial Officer


Mel Karmazin has served as our Chief Executive Officer and a member of our beard of directors since November 2004. Prior to joining
us, Mr. Karmazin was President and Chief Operating Officer and a member of the board of directors of Viacom Inc. from May 2000 until June
2004. Prior to joining Viacom, Mr. Kannazin was President and Chief Executive Officer of CBS Corporation from January 1999 and a director
~fCBS Corporation from 1997 until its merger with Viacom in May 2000. He was President and Chief Operating Officer of CBS Corporation
from April ! 998 through December 1998. Mr. Karmazin joined CBS Corporation in December 1996 as Chairman and Chief Executive Officer
of CBS’Radio and served as Chairman and Chief Executive Officer of the CBS Station Group (Radio and Television) from May 1997 to April
1998. Prior to joining CBS Corporation, Mr. Karmazin served as President and Chief Executive Officer of Infinity Broadcasting Corporation
from 1981 until its acquisition by CBS Corporation in December 1996. Mr. Karmazin served as Chairman, President and Chief Executive
Officer of Infinity from December 1998 until the merger of Infinity Broadcasting Corporation with Viacom in February 2001.


Scott A. Greenstein has served as our President, Entertainment and Sports, since May 2004. Prior to May 2004, Mr. Greenstein was
Chief Executive Officer of The Greenstein Group, a media and entertainment consulting firm. From 1999 until 2002, he was Chairman of USA
Films, a motion picture production, marketing and distribution company. From 1997 until 1999, Mr. Greenstein was Co-President of October
Films, a motion picture production, marketing and distribution company. Prior to joining October Films, Mr. Greenstein was Senior Vice
President of Motion Pictures, Music, New Media and Publishing at Miramax Films, and held senior positions at Viacom Inc., a diversified
media and entertainment company.


James E. Meyer has served as our President, Sales and Operations, since May 2004. Prior to May 2004, Mr. Meyer was President of
Aegis Ventures Incorporated, a consulting firm that provides general management services. From December 2001 until 2002, Mr. Meyer
served as special advisor to the Chairman of Thomson S.A., a leading consumer electronics company. From January 1997 until December
2001, Mr. Meyer served as the Senior Executive Vice President for Thomson as well as the Chief Operating Officer for Thomson Consumer
Electronics.
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From 1992 until 1996, Mr. Meyer served as Thomson’s Senior Vice President of Product Management. Mr. Meyer is a director of Gemstar-TV
Guide International, lnc.


Patrick L. Donnelly has served as our Executive Vice President, General Counsel and Secretary since May 1998. From June 1997 to
May 1998, he was Vice President and deputy general counsel oflTT Corporation, a hotel, gaming and entertainment company that was
acquired by Starwood Hotels & Resorts Worldwide, Inc. in February 1998. From October 1995 to June 1997, he was assistant general counsel
of ITT Corporation. Prior to October 1995, Mr. Donnelly was an associate at the law firm of Simpson Thacher & Bartlett LLP.


David J, Frear has served as our Executive Vice President and Chief Financial Officer since June 2003. From July 1999 through
February 2003, Mr. Frear was Executive Vice President and Chief Financial Officer of Savvis Communications Corporation, a global managed
service provider, delivering internet protocol applications for business customers. From October 1999 through February 2003, Mr. Frear also
served as a director of Savvis. Mr. Frear was an independent consultant in the telecommunications industry from August 1998 until June 1999.
From October 1993 to July 1998, Mr. Frear was Senior Vice President and Chief Financial Officer of Orion Network Systems Inc., an
international satellite communications company that was acquired by Loral Space & Communications Ltd. in March 1998. From 1990 to 1993,
Mr. Frear was Chief Financial Officer of Millicom Incorporated, a cellular paging and cable television company. Prior to joining Millicom, he
was an investment banker at Bear, Stearns & Co., Inc. and Credit Sulsse.


Employment Agreements


We have entered into an employment agreement with each of our executive officers, and these agreements are described below.


Mel Karma~in. In November 2004, we entered into a five-year agreement with Mel Karmazin to serve as our Chief Executive Officer.
We pay Mr. Karmazin a base salary of $1,250,000 per year, and annual bonuses in an amount determined each year by the Compensation
Committee of our board of directors.


Pursuant to our agreement with Mr. Karmazin, his stock options and shares of restricted stock will vest upon his termination of
employment for good reason, upon his death or disability and in the event era change in control, In the event Mr. Karmazin’s employment is
terminated by us without cause, his unvested stock options and shares of restricted stock will vest and become exercisable, and he will receive
his current base salary for the remainder of the term and any earned but unpaid annual bonus.


In the event that any payment we make, or benefit we provide, to Mr. Karmazin would require him to pay an excise tax under Section
~80G of the United States Internal Revenue Code, we have agreed to pay Mr. Karmazin the amount of such tax and such additional amount as
may be necessary to place him in the exact same financial position that he would have been in if the excise tax was not imposed.


$cottA. Greenstein. Mr. Greenstein has agreed to serve as our President, Entertainment and Sports, through July 2009, and we pay Mr.
Greeustein an annual salary of $800,000.


If Mr. Greenstein’s employment is terminated without cause or he terminates his employment for good reason, he is entitled to receive a
lump sum payment equal to (1) his base salary in effect from the termination date through July 2009 and (2) any annual bonuses~ at a level
equal to 60% of his base salary, that would have been customarily paid during the period from the termination date through July 2009. In the
event Mr. Greenstein’s employment is terminated without cause or he terminates his employment for good reason, we are also obligated to
continue his medical, disability and life insurance benefits for eighteen months following his termination.


If, following the occurrence of a change in control, Mr. Greenstein is terminated without cause or he terminates his employment for good
reason, we are obligated to pay Mr. Greenstein the lesser of(l) four times his base salary and (2) 80% of the multiple of base salary, if any, that
our chief executive officer would be entitled to receive under his or her employment agreement if he or she was terminated without cause or
terminated for good reason following such change in control. We are also obligated to continue Mr. Greenstein’s medical, disability and life
insurance benefits, or pay him an amount sufficient to replace these benefits, until the third anniversary of his termination date.
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In the event that any payment we make, or benefit we provide, to Mr, Greeustein would require him to pay an excise tax under Section
280G of the United States Internal Revenue Code, we have agreed to pay Mr. Greenstein the amount of such tax and such additional amount as
may be necessary to place him in the exact same financial position that he would have been in if the excise tax was not imposed.


.lames E. Meyer. Mr. Meyer has agreed to serve as our President, Sales and Operations, until April 2007 and we pay Mr. Meyer an
annual salary of $900,000.


If, following the occurrence of a change in control, Mr. Meyer is terminated without cause or he terminates his employment for good
reason, we are obligated to pay Mr. Meyer the lesser of(l) four times his base salary, and (2) 80% of the multiple of base salary, if any, that
our chief executive officer would be entitled to receive under his or her employment agreement if he or she was terminated without cause or
terminated for good reason following such change of control. We are also obligated to continue Mr. Meyer’s medical, disability and life
insurance benefits, or pay him an amount sufficient to replace these benefits, until the third anniversary of his termination date.


In the event that any payrn~nt we make, or benefit we provide, to Mr. Meyer would require him to pay an excise tax under Section 280(3
of the United States Internal Revenue Code, we have agreed to pay Mr. Meyer the amount of such tax and such additional amount as may be
necessary to place him in the exact same financial position that he would have been in if the excise tax were not imposed.


Upon the expiration of Mr. Meyer’s employment agreement in April 2007, we have agreed to offer Mr. Meyer a one-year consulting
agreement. We expect to reimburse Mr. Meyer for all of his reasonable out-of-pocket expenses associated with the performance of his
obligations under this consulting agreement, but do not expect to pay him any cash compensation. Mr. Meyer’s stock options will continue to
vest and will be exercisable during the term of this consulting agreement.


Patrick I.. Donnelly. Mr. Donnelly has agreed to serve as our Executive Vice President, General Counsel and Secretary, through April
2007, and we pay Mr. Donnelly an annual base salary of $450,000.


If Mr. Donnelly’s employment is terminated without cause or he terminates his employment for good reason, we are obligated to pay Mr.
Donnelly his annual salary and the annual bonus last paid to him and to continue his medical, disability and life insurance benefits for one year.


In the event that any payment we make, or benefit we provide, to Mr. Donnelly would require him to pay an excise tax under Section
280G of the United States Internal Revenue Code, we have agreed to pay Mr. Donnelly the amount of such tax and such additional amount as
may be necessary to place him in the exact same financial position that he would have been in if the excise tax was not imposed.


Da~idJ. Frear. Mr. Frear has agreed to serve as our Executive Vice President and Chief Financial Officer through July 2008, and we
pay Mr. Frear an annual salary of $525,000.


If Mr. Frear’s employment is terminated without cause or he terminates his employment for good reason, we are obligated to pay Mr.
Frear his annual salary and the annual bonus last paid to him,


In the event that any payment we make, or benefit we provide, to Mr. Frear would require him to pay an excise tax under Section 280G
of the United States Internal Revenue Code, we have agreed to pay Mr. Frear the amount of such tax and such additional amount as may be
necessary to place him in the exact same financial position that he would have been in if the excise tax was not imposed.


Additional information regarding the compensation for Messrs. Karmazin, Greenstein, Meyer, Donnelly and Frear will be included in our
definitive proxy statement for our 2007 annual meeting of stockholders to be held on Thursday, May 24, 2007.


Item IA. Risk Factors


In addition to the other information in this Annual Report on Form IO-K, including the information under the caption "Competition, "
the following risk factors should be considered carefully in evaluating us and our business. This Annual Report on Form 10-K contains
forward-looking statements within the meaning of the federal securities laws. Actual results and the timing of events couM differ materially
from those projected in forward-
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looking statements due to a number off actors, including those set forth below and elsewhere in this Annual Report on Form IO-K. See "Special
Note Regarding Forward-Looking Statements."


Failure of our satellites would significantly damage our business.


Our three satellites were launched in 2000. We do not maintain in-orbit insurance policies covering our satellites. We estimate that two
of our in-orbit satellites will have a 13 year useful life and our third in-orbit satellite will have a 15 year useful life from the time of launch. In
2006, we adjusted the useful lives of two of our in-orbit satellites from 15 years to 13 years to reflect the way we intend to operate the
constellation. Our operating results would be materially adversely affected if the useful life of our satellites is significantly shorter than we
expect, whether as a result of a satellite failure or technical obsolescence, and we fail to launch replacement satellites in a timely manner.


The useful lives of our satellites will vary and depend on a number of factors, including:


degradation and durability of solar panels;


quality of construction;


random failure of satellite components, which could result in significant damage to or loss era satellite;


amount of fuel our satellites consume; and


damage or destruction by electrostatic storms or collisions with other objects in space, which occur only in rare cases.


Our satellites have experienced circuit failures on their solar arrays. The circuit failures our satellites have experienced do not affect our
current operations. Additional circuit failures could reduce the estimated useful life of our existing in-orbit satellites.


In the ordinary course of operation, satellites experience failures of component parts and operational and performance anomalies.
Components on our in-orbit satellites have failed, and from time to time we have experienced anomalies in the operation and performance of
our satellites. These failures and anomalies are expected to continue in the ordinary course, and it is impossible to predict if any of these future
events will have a material adverse effect on our operations or the useful life of our existing in-orbit satellites.


If one of our three satellites fails in orbit, our service would be impaired until such time as we successfully launch and commission our


O ~pare satellite, which would take six months or more. If two or more of our satellites fail in orbit in close proximity in time, our service could
suspended for at least 24 months. In such event, our business would be materially impacted and we could default on our commitments.


In June 2006, we entered into an agreement with Space Systems/Loral to design and construct a new satellite. The new satellite is
expected to be completed in the fourth quarter of 2008, and launched shortly thereafter. Satellite launches have significant risks, including
launch failure, damage or destruction of the satellite during launch and failure to achieve a proper orbit or operate as planned. Our agreement
with Space Systems/Loral does not protect us against the risks inherent in a satellite launch or in-orbit operations.


Failure to comply with FCC requirements could damage our business.


As the holder of an FCC license to operate a satellite radio service in the United States, we are subject to FCC rules and regulations. The
terms of our license require us to meet certain conditions, including designing a receiver that will p~nit end users to access XM Radio’s
system; coordination of our satellite radio service with radio systems operating in the same range of frequencies in neighboring countries; and
coordination of our communications links to our satellites with other systems that operate in the same frequency hand. Non-compliance by us
with these conditions could result in fines, additional license conditions, license revocation or other detrimental FCC actions.
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The FCC is rc~,iewing whether the FM transmitters in certain SIRIUS radios comply with the Commission’s emissions and frequency
rules. We are cooperating with the FCC in its on-going inquiry, and have discovered that certain SIRIUS personnel requested manufacturers to
produce SIRIUS radios that were not consistent with these roles. We are taking significant steps to ensure that this situation does not happen
again, including the adoption of a comprehensive compliance plan, approved by our board of directors, to ensure that in the future our products
comply with all applicable FCC rules. We have directed manufacturers of SIRIUS radios with FM transmitters to make the necessary changes
in production to bring the radios into compliance. We believe our radios that are currently in production comply with applicable FCC rules.
SIPAUS radios that include compliant FM transmitters may be subject to some transmission noise, which may result in us encouraging
professional installation in some cases. We continue to study methods to improve the customer experience for our subscribers using SIRIUS
radios that rely on FM transmissions. The FCC’s inquiry may result in fines, additional license conditions or other FCC actions that are
detrimental to our business.


The FCC has not yet issued t’mal rules permitting us to operate and deploy terrestrial repeat~Ts to fill gaps in our satellite coverage. We
arc operating our terrestrial repeaters on a "non-interference" basis pursuant to a grant of special temporary authority from the FCC. The FCC’s
final terrestrial repeater rules may require us to reduce the power of our terrestrial repeaters and limit our ability to deploy additional repeaters.
If the FCC requires us to reduce significantly the power of our terrestrial repeaters, this would have an adverse effect on the quality of our
service in certain markets and/or cause us to alter our terrestrial repeater infrastructure at a substantial cost. If the FCC limits our ability to
deploy additional terrestrial repeaters, our ability to improve any deficiencies in our sercice quality that may be identified in the future would
be adversely affected.


In October 2006, we ceased operating 11 of our terrestrial repeaters which we discovered had been operating at variance to
specifications and applied to the FCC for new authority to resume operating these repeaters. Our failure to comply with the initial special
temporary authority could result in disciplinary action by the FCC, although we do not believe such action would have a material adverse effect
on our business or operations.


We may from time to time modify our business plan, and these changes could adversely affect us and our financial condition.


We regularly evaluate our plans and strategy. These evaluations often result in changes to our plans and strategy, some of which may be
material and significantly change our cash requirements or cause us to achieve cash flow breakeven at a later date. These changes in our plans
or strategy may include: the acquisition of unique or compelling programming; the introduction of new features or services; significant new or
enhanced distn~oution arrangements; investments in infrastructure, such as satellites, equipment or radio spectrum; and acquisitions of third
parties that own programming, distribution, infrastructure, assets, or any combination of the foregoing.


To f~nd incremental cash requirements, or as market opportunities arise, we may choose to raise additional funds through the sale of
additional debt securities, equity securities or a combination of debt and equity securities. The incurrence of indebtedness would result in
increased fiscal obligations and could contain additional restrictive covenants. The sale of additional equity or convertible debt securities would
result in dilution to our stockholders. These additional sources of funds may not be available or, if available, may not be available on tvnns
favorable to us.


Our business might never become profitable.


As of December 31, 2006, we had an accumulated deficit of approximately $3.8 billion. We expect our cumulative r~t losses to grow as
we make payments under various contracts, incur marketing and subscriber acquisition costs and make interest payments on our debL If we are
unable ultimately to generate sufficient revenues to b~ome profitable, we could default on our commitments and may have to discontinue
operations or seek a purchaser for our business or ass~’~s.


Programming is an important part of our service, and the costs to renew our programming arrangements may be more than
anticipated.


Third-party content is an important part of our service, and we compete with many parties for content. We have entered into a number of
important content arrangements, including agreements with the NFL, Howard Stem and NASCAR, which require us to pay substantial sums.
Our agr~ment with the NFL expires at the end of the
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2010-2011 NFL season; our agreement with Howard Stem expires in December 2010; and our agreement with NASCAR expires in 2011. As
these agreements expire, we may not be able to negotiate renewals of one or more of these agreements, or renew such agreements at costs we
believe are attractive.


In addition, we may not be able to obtain additional third-party content within the costs contemplated by our business plan. We must
negotiate and enter into music programming royalty arrangements with BMI, ASCAP, SESAC and SoundExchange. We are currently patty to
a proceeding before the Copyright Royalty Board of the Library of Congress to establish the royalty rate and terms for the sound recordings we
use on our satellite radio service for the period for 2007 through 2012. Such royalty arrangements may be more costly than anticipated. We
cannot assure that our royalty fe~s will remain at current levels or that additional arbiu’ation or litigation will not arise in connection with
royalty arrangements, and we cannot predict what the costs to us of a proceeding or a settlement of such a dispute or disputes might be.


Higher than expected costs of attracting new subscribers and retaining current subscribers could adversely affect our financial
performance and operating results.


We are spending substantial funds on advertising and marketing and in transactions with automakers, radio manufacturers, retailers and
others to obtain and attract subscribers. If the costs of attracting and retaining subscribers are greater than expected, our financial performance
and operating results could be adversely affected.


Higher subscriber turnover could adversely affect our financial performance and operating results.


We are experiencing, and expect to continue to experience in the future, subscriber turnover, or chum. High subscriber turnover, or our
inability to attract customers to our service, would adversely affect our financial pzrformance’and operating results.


Weaker than expected market and advertiser acceptance of our service could adversely affect our advertising revenue and results of
operations.


Our ability to generate advertising revenues is directly affected by the number of subscribers to our service and the amount of time
subscribers spend listening to our talk and entertainment channels or our traffic and weather service. Our ability to generate advertising
revenues also depends on several factors, including the level and type of market penetration of our service, competition for advertising dollars
from other media, and changes in the advertising industry and economy generally. We directly compete for audiences and advertising rcveunes
with traditional AM/FM radio stations, some of which maintain longstanding relationships with advertisers and possess greater resources than
we do.


We attract a substantial number of our new subscribers during the fourth quarter and our inability to deliver competitive products
during the fourth quarter could have a material adverse affect on our operatiou~,


We attract a disproportionate share of our new subscribers each year during the fourth quarter because of the holiday season. For
example, in 2006 we attracted approximately 33% of our new subscribers during the fourth quarter. As a result, our failure to properly manage
radio inventory, respond to changing technology and competitive pressures or deliver a competitive product during the fourth quarter could
significantly reduce our number of new subscribers and have an adverse affect on our operations. We also depend on third parties to
manufacture, distribute, market and sell SIRIUS radios, and their failure to perform during the fourth quarter could have an adverse affect on
our operations.


Fatlure of third parties to perform could adversely affect our business.


Our business depends in part on the efforts of third parties, ¢specialIy the efforts of:


automakers that manufacture, market and sell vehicles capable of receiving our service, but in many cases have no obligations to
do so;


consumer electronics manufacturers that manufacture and distribute SIRIUS radios;


companies that manufacture and sell integrated circuits for SIRIUS radios;


programming providers and on-air talent, including Howard Stern;


retailers that market and sell SIRIUS radios and promote subscriptions to our service; and


third party vendors that have designed, built, support or operate important elements of our system, such
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as our customer service facilities.


If one or more of these third parties does not perform in a sufficient or timely manner, our business will be adversely affected and we
could be placed at a long-term disadvantage.


The sale of vehicles with SIRIUS mdins is an important source of subscribers for us. To the extent sales of vehicles by automakers slow,
our subscriber growth could be adversely impacted. In addition, we do not manufacture satellite radios or accessories, and we depend on
manufacturers and others for the production of SIRIUS radios and their component parts. If one or more manufacturers does not produce radios
in a sufficient quantity to meet demand, or if such radios were not to perform as advertised or were to be defective, sales of our service and our
reputation could be adversely affected,


We may be exposed to liabilities associated with the design, manufacture and distribution of SIRIUS radios.


We do not manufacture, import, or distribute SIRIUS radios. We do design, establish specifications for, source parts and components for,
and manage various aspects of the logistics and production of SIRIUS radios. As a result of these activities, we may be exposed to liabilities
associated with the design, manufacture and distribution of SIRIUS radios that the providers of an entertainment service would not customarily
be subject to, such as liabilities for design defects, patent infringement and compliance with applicable laws.


Rapid technological and industry changes could make our service obsolete.


The satellite industry and the audio entertainment industry are both characterized by rapid technological change, frequent new product
innovations, changes in customer requirements and expectations, and evolving industry standards. If we are unable to keep pace with these
changes, our business may be unsuccessful. Products using new technologies, or emerging indusUT standards, could make our technologies
obsolete or less competitive in the marketplace.


Our substantial indebtedness could adversely affect our financial health.


As of December 31, 2006, we had approximately $1.1 billion of indebtedness. We may incur more debt if we believe we can raise money
on favorable terms. A significant portion of our indebtedness contains restrictive covenants. Our indebtedness could:


limit our flexibility in planning for, or reacting to, changes in our business and industry;


limit our ability to borrow additional funds;


increase our vulnerability to general adverse economic and industry conditions;


require us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness, possibly r~ducing
the availability of our cash flow to fund working capital, capital expenditures, and other general corporate purposes; and


place us at a competitive disadvantage compared to competitors that have less debt.


Failure to comply with the covenants contained in the indentures governing our debt could result in an event of default, which, if not
cured or waived, could cause us to discontinue operations or seek a purchaser for our business or assets.


Our national broadcast studio, terrestrial repeater network, satellite uplink facility or other ground facilities could be damaged by
natural catastrophes or terrorist activities.


An earthquake, tornado, flood, terrorist attack or other catastrophic event could damage our national broadcast studio, terrestrial repeater
network or satellite uplink facility, interrupt our service and harm our business. We do not have replacement or redundant facilities that can be
used to assume the functions of our terrestrial repeater network, national broadcast studio or satellite uplink facility in the event of a
catastrophic event.


Any damage to the satellite that transmits to our terrestrial repeater network would likely result in degradation of our service for some
subscribers and could result in complete loss of service in certain areas, Damage to our national broadcast studio would resuict our
programming production and require us to obtain programming from third parties to continue our service. Damage to our satellite uplink
facility could result in a complete loss of service until we could identify a suitable replacement facility and transfer our operations to that site.
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Consumers could pirate our service.


Individuals who engage in piracy may be able to obtain or rebroadcast our satellite radio service without paying the subscription fee.
o .,lthough we use encqrption technology to mitigate the risk of signal thePh such technology may not be adequate to prevent theft of our signal.


If signal theft becomes widespread, it could harm our business.


Risks Relating to the Pending Merger with XM Radio


Uncertainty about the merger and diversion of management could harm us or the combined company, whether or not the merger is
completed.


In response to the announcement of the merger, existing or prosp~tive subscribers, retailers, radio manufacturers, automakers and
programming providers of ours may delay or defer their purchasing or other decisions concerning us or they may seek to change their existing
business relationships with us. In addition, as a result of the merger, current and prospective employees could experience uncertainty about
their future with us or the combined company. These uncertainties may impair our abiliW to retain, recruit or motivate key l~rsunnel.
Completion of the merger will also require a significant amount of time and attention from our management. The diversion of management
attention away from ongoing operations could adversely affect our business relationships. If the merger is not completed by the end of 2007 as
currently anticipated, the adverse effects of these uncertainties and the diversion of management could be exacerbated by the delay.


Failure to complete the merger for regulatory or other reasons could adversely affect our stock price and our future business and
financial results.


Completion of the merger is conditioned upon, among other things, the receipt of certain regulatory and antitrust approvals, including
ftom the FCC and under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and approval of our and XM Radio’s
stockholders. There is no assurance that we will receive the necessary approvals or satisfy the other conditions necessary for completion of the
merger. Failure to complete the pending merger would prevent us from r~alizing the anticipated benefits of the merger, We will also remain
liable for significant transaction costs, including legal and accounting fees, whether or not the merger is completed. In addition, the current
market price of our common stock may reflect a market assumption that the merger will occur, and a failure to complete the merge" could
result in a negative perception by the market of us generally and a resulting decline in the market price of our common stock.


The anticipated benefits of the merger may not be realized fully or at all or may take longer to realize than expeeted.


The merger involves the integration of two companies that have previously operated indq~endently. Due to legal restrictions, we have not
conducted any integration planning for the two companies. The combined company will be required to devote significant management attention
and resources to integrating the two companies. Delays in this process could adversely affect the combined company’s business, financial
results, financial condition and stock price. Even if we are able to integrate our business operations successfully, there can I~ no assurance that
this integration will result in the realization of the full benefits of synergies, cost savings, innovation and operational efficiencies that we
currently expect from this integration or that these benefits will be achieved within the anticipated time frame.


Additionally, as a condition to their approval of the merger, regulatory agencies may impose requirements, limitations or costs or require
divestitures or place restrictions on the conduct of the combined company’s business. If we agree to these requirements, limitations, costs,
divestitures or restrictions, our ability to realize the anticipated benefits of the merger may be impaired.


Item lB. Unresolved Staff Comments


None.
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Item 2. Prop~rt~


We lease space in office buildings in blew York, New York, to house our headquat~’rs and national broadcast studios. We also lease
~ce or studio space in Lawrenceville, New Jersey; Farmington Hills, Michigan; Nashville, Tennessee; Memphis, Tennesse�; Los Angeles,


California; and Houston, Texas. The aggregate annual rent for these properties was approximately $7,191,000 for the year ended December 31,
2006.


We own property that we use for technical and engineering facilities in Vernon, New Jersey. We also lease properties in Panama and
Ecuador that we use as earth stations to command and control our satellites.


Item 3./~ga/Proceedings


FCC Matters. In April 2006, we learned that two manufacturers of SIRIUS radios and XM Radio had received inquiries from the Federal
Communications Commission as to whether the FM transmitters in their products complied with the FCC’s emissions and frequency rules. We
promptly began an internal review of the compliance of the FM transmitters in a number of our radios. In June 2006, we learned that a third
manufacturer of SIRIUS radios had received an inquiry from the Fed~xal Communications Commission as to whether the FM transmitters in its
products complied with the FCC’s emissions and frequency rules. In June 2006, we received a letter from the FCC making similar inquiries. In
July 2006, we responded to the letter from the FCC in respect of the preliminary results of our review. In August 2006, we received a follow-up
letter of inquiry from the FCC and responded to the FCC’s further inquiry. We continue to cooperate with the FCC’s inquiry.


During our internal review, we determined that certain of our radios with FM transmitters were not compliant with FCC rules. We have
taken a series of actions to correct the problem.


In connection with our internal review, we discovered that certain SIRIUS personnel re.quested manufacturers to produce SIRIUS radios
that were not consistent with the FCC’s rules, As a result of this review, we are taking significant steps to ensure that this situation does not
happen again, including the adoption of a comprehensive compliance plan, approved by our board of directors, to ensure that in th~ future our
products comply with all applicable FCC rules.


The FCC is continuing its review of our products. The FCC’s laboratory has tested a number of our products and found them to b~
compliant with the FCC’s rules. We believe our radios that are currently in production comply with applicable FCC’s rules. No health or safety
issues are involved with these SIRIUS radios and radios which are factory-installed in new vehicles are not affected.


We have retained the services of an engineering compliance officer to report to our Vice President of Internal Audit, who then reports to
our Audit Committee.


In October 2006, we ceased operating 11 of our terrestrial repeaters which we discovered had been operating at variance to the
specifications and applied to the FCC for new authority to resume operating these repeaters.


Copyright Royal~y Board Proceeding . We are a party to a proceeding before the Copyright Royalty Board of the Library of Congress to
establish the royalty rate and terms for the sound recordings we use on our satellite radio service for the period for 2007 through 2012. In
October 2006, we and XM filed our direct case in this proceeding with the Copyright Royalty Board and proposed a royalty rate for our
satellite radio subscription revenue.


The Copyright Royalty Board must set a rate that is calculated to achieve four statutory objectives:


to raaximize the availability of creative works to the public;


to afford the copyright owner a fair return for his creative work and the copyright user a fair income under existing economic
conditions;


to reflect the relative roles of the copyright owner and the copyright user in the product made available to the public with respect
to relative creative contribution, technological contribution, capital investment, cost, risk and contribution to tbe opening of new
markets for creative expression and media for their
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comm~mication; and


to minimize any disruptive impact on the structure of the industries involved and on generally prevailing industry practices.


We believe that the fee we proposed achieves these objectives and is consistent in principle with the fec established under the same
standard for digital cable audio.


SoundExchange, the organization that collects and distributes royalties from various digital music services on behalf of artists and music
labels, simultaneously submiRed its direct case in this proceeding and proposed a substantially higher royalty rate than we proposed. This
submission of direct cases is the beginning era twelve to eighteen month process which, absent an agreement among the parties, will result in a
determination by the Copyright Royalty Board of an applicable royalty rate.


U.S. Electronics Arbitration. U.S. Electronics Inc., a licensed manufacturer and distributor of SIRIUS radios, has commenced an
arbitration proceeding against us. U.S. Electronics alleges that we breached our contract, failed to pay monies owed under the contract,
interfered with U.S. Electronics" relationships with retailers and manufacturers, and withheld information relating to the FCC’s inquiring into
SIRIUS radios that include FM modulators. U.S. Electronics is seeking $48 million in damages. We believe that approximately $41 million of
these damages are barred by the limitation of liability provisions contained in the contract between us and U.S. Electronics. We are vigorously
defending this action.


Other Matters. In the ordinary course of business, we are a defendant in various lawsuits and arbitration proceedings, including actions
filed by former employees, parties to contraots or leases and owners of patents, trademarks, copyrights or other intellectual property. None of
these actions are, in our opinion, likely to have a material adverse effect on our business or financial results.


Item 4. Submission of Matters to a Vote of Security Holders


No matters were submitted to a vote of security holders during the fourth quarter of 2006.
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PART II


O Item 5. Market For Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities


Our common stock is traded on the Nasdaq Global Select Market under the symbol "SIRI." The following table sets forth the high and
low closing bid price for our common stock, as reported by Nasdaq, for the periods indicated below:


Y.ear ended December .31, :ZOOS
First Quarter


Third Quarter


Year ended December 31, 2OO6
First Quarter    -- - "
Second Quarter
Third Quarter
Fourth Quarter


H~h      Low


$ 7.64 $ 5.15
.- - ~ .615g. - . 4.67


7.39 6.39
-’ "- - :- .:::.~-7.87-.. - 5.86


6..5-7 - $ 4A5
5,41    3.68
4.61 " 3.6-5
4.29 3.54


On February 26, 2007, the closing bid price of our common stock on the Nasdaq Global Select Market was $3.74 per share. On February
26, 2007, there were approximately 950,000 beneficial holders of our common stock. We have never paid cash dividends on our common
stock. We currently intend to retain earnings, if any, for use in our business and do not anticipate paying any cash dividends in the foreseeable
future.


Item 6. Selected Financial Data


Our selected financial data set forth below with respect to the consolidated statements of operations for the years ended December 31,
2006, 2005 and 2004, and with respect to the consolidated balance sheets at December 31, 2006 and 2005, are derived from our consolidated
financial statements audited by Ernst & Young LLP, independent registered public accounting firm, included in Item 8 of this Annual Report
on Form 10-K. Our selected financial data set forth below with respect to the consolidated statements of operations for the years ended
December 31, 2003 and 2002, and with respect to the consolidated balance sheets at December 31,2004, 2003 and 2002 are derived from ourO consolidated financial statements audited by Ernst & Young LLP, which are not included in this Annual Report. This selected financial data
should be read in conjunction with the Consolidated Financial Statements and related notes thereto included in Item 8 of this Annual Report
and "Management’s Discussion and Analysis of Financial Condition and Results of Operations."
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S’.ta~emen.ts of OperatiOns Data.:
Total revenue
Loss from ope~ati.ons
Net loss
N~t I0ss *applicable .to Comm0~.s~.~kh0lders
Net loss per share applicable to common stockholders


(basic and diluted)
Weigh.ted average common shares outstanding (basic and


diluted)


Balance Sheet Data:
Ciisli and cash equivalents
Marketable securities
Restrid~[ investments
Total assets
Long-term debt, net of current portion
Accrued interest, net of current portion
Preferred stock.
Accumulated deficit
Stockholders’ (deficit) equity (2)


For the Years Ended December 31,


2~ 20~$ 2004 2003 20~2


$ 637,235 $
. (1,067~724)
.<1,1 :867)
(1,1o4~s67) -


0n. thou+amdt, ex~ep_t pep sh.are m~ o~u_uts)


242,245 $ 661854 $ 12,872 $    805
(829,1~10) " (678,304). :.:. (437,530) -. (313~127)
(862,997) . (712,162)    (226,215). (422,481)


(862~997)’ .-(712~I6~):.- :: (314,423) ’ (468,466)


$ (0.79) $ (0.65) $    (0.57) $ (0.38) S .(6.13)


1,402,619 1~325. ,739 1,238,585 827,186 76,394


393,421 $ 762,007 $ 753,891 $ 520,979" $ 18,375
15,500 117,250 5,277 28,904 155,327
77,850 107,615 97,321 8,747 7,200


1,658,528 2,085,362 1,957,613 1,617,317 1,340,940
1,068,249 1,084,437 656,274 194,803 670,357


.... 46,914
_ m _ 531,153


(3,833,720) (2,728,853) (1,865,856) (1,153,694)(927,479)
(389,071) 324,968 1,000,633    1,325,194: 36,846


O)


(2)


Net loss and net loss applicable to common stockholders for the year ended December 31, 2003 included other income of $256,538 related to our debt restructuring.


No cash dividends were declared or paid in any of the periods presented.


Item 7. Management’s Discussion and Analysis of Financlal Condition and Results of Operations


This Annual Report on Form 10-K contains forward-looking statements within the meaning of the federal securities laws. Actual results
and the timing of events could differ materially from those projected in forward-looking statements due to a number of factors, including those
described under "Item Id--Risk Factors" and elsewhere in this Annual Report. See "Special Note Regarding Forward-Looking Statements."


(All dollar amounts referenced in this Item 7 are in thousand, unless otherwise state~


Executive Summary


We are a satellite radio provider in the United States. We currently broadcast over 130 channels of programming to listeners across the
country. We offer 69 channels of 100% commercial-free music and 65 channels of sports, news, talk, entertainment, traffic and weather for a
monthly subscription fee ors 12.95. ,


We broadcast through our proprietary satellite radio system, which currently consists of three orbiting satellites, 127 terrestrial repeaters
that receive and retransmit our signal, a satellite uplink facility and our studios. Subscribers receive our service through SIRKJS radios, which
are sold by automakers, consumer electronics retailers, mobile audio dealers and through our website. Subscribers can also receive our music
channels and certain other channels over the Interaet.


Our music channels are available to DISH satellite television subscribers and certain of our music channels are off, red to Sprint
subscribers over multi-media handsets. We also offer traffic and weather data services for a separate fee. Subscribers to DISH satellite
television, Sprint and our traffic and weather data services are not included in our subscriber count.


In 2005, SIRIUS Canada Inc., a Canadian corporation owned by us, Canadian Broadcasting Corporation and Standard Radio Inc.,
received a license from the Canadian Radio-television and Telecommunications Commission to offer a satellite radio service in Canada.
SIRIUS Canada offers 110 channels of commercial-free
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music and news, sports, talk and entertainment programming, including 11 channels of Canadian content. Subscribers to the SIRIUS Canada
service are not included in our subscriber cou~t.


SIRIUS radios are primarily distributed through retailers; automakers, or OEMs; and through our website. SIRIUS radios can be
purchased at major retailers, including Best Buy; Circuit City; Crutchfield; Costco; Target; Wal-Mart; and on an exclusive basis through
RadioShacL On December 3 l, 2006, SIRIUS radios were available at more than 25,000 retail locations. We have exclusive agreements with
DaimlerChrysler, Ford, Kia, Mitsubishi, BMW, Rolls-Royce, Volkswagen and Bentley to offer SIRIUS radios as factory or dealer-installed
equipment. We also have relationships with Nissan, Infiniti, Toyota, Lexus, Scion and Subaru to offer SIRIUS radios as factory or dealer-
installed equipment. As of December 31, 2006, SIRIUS radios were available as a factory-installed option in 132 vehicle models and as a
dealer-installed option in 17 vehicle models. SIRIUS radios are also offered to renters of Hertz vehicles at airport locations nationwide.


As of December 31, 2006, we had 6,024,555 subscribers compared with 3,3 ! 6,560 subscribers as of December 31, 2005. Our subscn2~er
totals include subscribers under our regular pricing plans; subscribers that have prepaid, including payments received from automakers for
prep~dd subscriptions included in the sale or lease price of a new vehicle; active SIRIUS radios under our agreement with Hertz; and ,
subscribers to SIRIUS Internet Radio, our Interact service.


We believe our ability to attract and retain subscribers depends in large part on creating and sustaining distribution channels for SIRIUS
radios, the strength of the SIRIUS brand, and on the quality and entertainment value of our programming. We expect to concentrate our future
efforts on enhancing and refining our programming, whether through additional agreements with third parties or our own creative efforts;
introducing SIRIUS radios with new features and functions; and expanding the distn’oufion of SIRIUS radios through arrangements with
automakers and through additional retail points-of-sale.


Our primary source of revenue is subscription fees, with most of our customers subscribing to SIRIUS on either an annual or a monthly
basis. We offer discounts for pre-paid and long*term subscriptions as well as discounts for multiple subscriptions. Currently we receive an
average of approximately eight months of prepaid revenue per subscriber upon activation. We also derive revenue from activation fees, the sale
of advertising on some of our non-music channels and the direct sale of SIRIUS radios and accessories.


In certain cases, automakers include a subscription to our radio service in the sale or lease price of vehicles. The length of these prepaid
subscriptions vary, but is typically six months to one year. In many cases, we receive subscription payments from automakers in advance of the
activation of our service. We also reimburse various automake~s for certain costs associated with SIRIUS radios installed in their vehicles.


Costs associated with acquiring subscribers are generally incurr~l and expensed in advance of acquiring a subscriber and are recognized
~s subscriber acquisition costs. A disproportionate percentage of our annual gross subscriber additions are acquired in the fourth quarter in


connection with holiday sales. As a result, our SAC, as adjusted, per gross subscriber addition, a key operating metric for our business, is
generally higher in the first three quarters of our fiscal year and declines in the fourth quarter as we experience higher activation rates.


During 2006, we achieved significant financial and operational milestones, including:


capturing 67% share of total satellite radio net additions in the fourth quarter and 62% for the year, and more than doubled our
OEM subscribers;


entered into new agreements with Volkswagen, Audi, Kia, Rolls-Royce and Bentley;


introduced the Stiletto 100, the first portable satellite radio with WiFi capabilities;


achieved positive free cash flow in the fourth quarter 2006 - four years atte.r adding our first subscriber; and


added new programming, including Howard Stern, Playboy Radio, Cosine Radio, Blue Collar Radio, FOX News Channels, the
Catholic Channel, Jerry Rice, Tony Stewart, Chelsea Football Club, Metropolitan Opera Radio and Jane Pratt.


In June 2006, we entered into an agreement with Space Systems/Loral to design and construct a new satellite that will be one of the most
advanced and powerful communications satellites ever built. Construction of the
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satellite is expected to be completed in the fourth quarter of 2008. The satellite will be launched on a Proton rocket acquired by us under a
previously announced launch contract. The aggregate cost of designing, building and lannching the satellite and insuring its launch will be


O approximately $260,000.


Critical Accounting Policies and Estimates


Our consolidated financial statements are prepared in accordance with U.S. generally accepted accounting principles, which require
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the periods. We have disclosed all significant accounting policies in Note 2 to the
consolidated financial statements included in this report. We have identified the following policies, which were discussed with the audit
committee of our board of directors, as critical to our business and understanding our results of operations.


Revenue Recognition. Revenue from subscribers consists of subscription fees; revenue derived from our agreement with Hertz; non-
refundable activation fees; and the effects of mail-in rebates.


We recognize subscription fees as our service is provided to a subscriber. We record deferred revenue for prepaid subscription fees and
amortize these prepayments to revenue ratably over the terra of the respective subscription plan.


At the time of sale, vehicle owners purchasing or leasing a vehicle with a subscription to our service typically receive between a six
month and one year prepaid subscription. We receive payment from automakers for these subscriptions in advance of our service being
activated. Such prepayments are recorded to deferred revenue and amortized ratably over the service period upon activation and sale to a
customer. We also reimburse automakers for certain costs associated with the SlglUS radio iustalled in the applicable vehicle at the time the
vehicle is manufactured. The associated payments to the automakers are included in subscriber acquisition costs. Although we receive
payments from the automakers, they do not resell our sercice; rather, automakers facilitate the sale of our service to our customers, acting
similar to an agent, We believe this is the appropriate characterization of our relationship since we are responsible for providing service to our
customers including being obligated to the customer if there was interruption of service.


Activation fees are recognized ratably over the estimated term ofa subscn’ber relationship, currently estimated to be 3.5 years, The
estimated term of a subscriber relationship is based on market research and management’s judgment and, if necessary, will be ref’med in the
future as historical data becomes available.


As required by Emerging Isles Task For,c,e ("EITF") No. 01-09, "Accounting for Consideration Given by a Vendor to a Customer
.including a Reseller of the Vendor s Products), an estimate of mail-in rebates that are paid by us directly to subscribers is recorded as a
reduction to revenue in the period the subscriber activates our service. For certain mail-in rebate promotions, a subscriber must remain active
for a specified period of time to be considered eligible. In those instances, such estimate is recorded as a reduction to revenue over the required
activation period. We estimate the effects of mail-in rebates based on actual take-rates for rebate incentives offered in prior periods, adjusted as
deemed necessary based on current take-rate data available at the time. In subsequent periods, estimates are adjusted when necessary.


We recognize revenues from the sale of advertising on some of our non-music channels as the advertising is broadcast. Agency fees are
calculated based on a stated percentage applied to gross billing revenue for our advertising inventory and arc reported as a reduction of
advertising revenue. We pay certain third parties a percentage of advertising revenue. Advertising revenue is recorded gross of such revenue
share payments in accordance with E1TF He. 99-19, "Reporting Revenue Gross as a Principal versus Net as an Agent," as we are the primary
obliger in the transaction. Advertising revenue share payments are recorded to programming and content expense during the period in which
the advertising is broadcast.


Equipment revenue from the direct sale of SIRIUS radios and accessories is recognized upon shipment. Shipping and handling costs
billed to customers are recorded as revenue. Shipping and handling costs associated with shipping goods to customers are recorded to cost of
equipment.


EITF No. 00-21, "Accounting for Revenue Arrangements with Multiple Dcliverables," provides guidance on how and when to recogniz~
revenues for arrangements that may involve the delivery or performance of multiple products, services and/or rights to use assets. Revenue
arrangements with multiple dcliverables are required to be
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divided into separate units of accounting if the deliverables in the arrangement meet c, ertain criteria. Arrangement consideration must be
allocated among the separate units of accounting based on their relative fair values.


We determined that the sale of our service through our direct to consumer channel with accompanying equipment constitutes a revenue
arrangement with multiple deliverables. In these types ofarnmgements, amounts received for equipment are recognized as equipment revenue;
amounts received for service are recognized as subscription revenue; and amounts received for the non-refundable, up-front activation fee that
are not contingent on the delivery of the service are allocated to equipment revenue. Activation fees are recorded to equipment revenue only to
the extent that the aggregate equipment and activation fee proceeds do not exceed the fair value of the equipment. Any activation fees not
allocated to the equipment are deferred upon activation and recognized as subscriber revenue on a straight-line basis ov~r the estimated term of
a subscriber relationship.


Stock-Based Compensation. Effective January 1, 2006, we adopted the provisions of Statement of Financial Accounting Standard
("SFAS") No. 123 (revised 2004), "Share-Based Payment," using the modified prospective transition method. Prior periods are not restated
under this transition method. The stock-based compensation cost recognized beginning January 1, 2006 includes compensation cost for all
stock-based awards granted to employees and members of our board of directors (i) prior to, but not vested as of, January 1, 2006 based on the
grant date fair value originally estimated in accordance with the provisions of SFAS No. 123, "Accounting for Stock-Based Compensation,"
and (ii) subsequent to December 31, 2005 based on the grant date fair value estimated in accordance with the provisions of SFAS No. 123R.
Compensation cost under SFAS No. 123R is recognized ratably using the straight-line attribution method over the expected vesting period.
SFAS No. 123R requires forfeitures to be estimated on the grant date and revised in subsequent periods if actual forfeitures differ from those
estimates.


Effective January I, 2006, we account for such awards at fair value in accordance with SFAS No. 123R and SEC guidance contained in
Staff Accounting Bulletin ("SAB") No. 107. The fair value of equity instruments granted to non-employees is measured in accordance with
EITF No. 96-18, "Accounting for Equity Instruments That are Issued to Other Than Employees for Acquiring, or in Conjunction with Selling,
Goods or Services." The final measurement date of equity instruments with performance criteria is the date that each performance commitment
for such equity instrument is satisfied or there is a significant disincentive for non-performance.


Upon adoption of SFAS No. 123R, we continued to estimate the fair value of stock-based awards using the Black-Scholes option
valuation model ("Black-Scholes"). Black-Scholes was developed to estimate the fair market value of traded options, which have no vesting
restrictions and are fully transferable. Option valuation models require the input of highly subjective assumptions. Because our stock-based
awards have characteristics significantly different from those of traded options and because changes in the subjective assumptions can
materially affect the fair market value estimate, the existing option valuation models do not necessarily provide a reliable single measure of the
fair value ofonr stock-based awards.


Fair value determined using Biack-Scholes varies based on assumptions used for the expected life, expected stock price volatility and
risk-free interest rates. For the years ended December 31, 2005 and 2004, we used historical volatility of our stock over a period equal to the
expected life of stock-based awards to estimate fair value. We estimated the fair value of awards granted during the year ended December 31,
2006 using the implied volatility of actively traded options on our stock. We believe that implied volatility is more representative of future
stock price trends than historical volatility. The expected life assumption represents the weighted-average period stock-based awards are
expected to remain outstanding. These expected life assumptions are established through a review of historical exercise behavior of stock-based
award grants with similar vesting periods, Where historical pallems do not exist, contractual terms are used. The risk-free interest rate
represents the daily treasury yield curve rate at the reporting date based on the closing market bid yields on actively traded U.S. treasury
securities in the over-the-counter market for the expected term. Our assumptions may change in future periods.


Subscriber Acquisition Costs. Subscriber acquisition costs include hardware subsidies paid to radio manufacturers, distrt"outors and
automakers, including subsidies paid to automakers who include a SIRIUS radio and a prepaid subscription to our service in the sale or lease
price of a new vehicle; subsidies paid for chip sets and certain other components used in manufacturing radios; commissions paid to retailers
and automakers as incentives to purchase, install and activate SIRIUS radios; product warranty obligations; and compensation costs associated
with stock-based awards granted in connection with certain distribution agreements. The majority of subscriber acquisition costs are incurred
and expensed in advance of acquiring a subscriber. Subscriber acquisition costs do not
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include advertising, loyalty payments to distributors and dealers of SIRIUS radios and revenue share payments to automakers and retailers of
SIRIUS radios, which are included in sales and marketing expense. Subscriber acquisition costs also do not include amounts capitalized in
connection with our agreement with Hertz, as we retain ownership of certain SIRIUS radios used by Hertz.


Subsidies paid to radio manufacturers and automakers are expensed upon shipment or installation. Commissions paid to retailers and
automakers are expensed either upon activation or sale of the SIRIUS radio. Chip sets that are shipped to radio manufacturers and held on
consignment are recorded as inventory and expensed as subscriber acquisition costs when placed into production by radio manufacturers. Costs
for chip sets not held on consignment are expensed as subscriber acquisition costs when the chip sets a~ shipped to radio manufacturers.


We record product warranty obligations in accordance with Financial Accounting Standards Board Interpretation (’TIN") No. 45,
"Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indire~t Guarantees of Indebtedness of Others, an
interpretation of FASB Statements No. 5, 57, and 107 and rescission of FASB Interpretation No. 34." FIN No. 45 requires a guarantor to
recognize, at the inception era guarantee, a liability for the fair value of the obligation undertaken by issuing the guarantee. We warrant that
certain products sold through our retail and direct to consumer distribution channels will perform in all material respects in accordance with
standard published specifications in effect at the time of the purchase of the products by the customer. We provide a 12-month warranty on our
products from purchase date for repair or replacement of components and/or products that contain defects of material or workmanship.
Customers may exchange products directly to the retailer within 30 days of purchase. We record a liability for an estimate of costs that we
expect to incur under our warranty guarantee when the product is shipped from the manufacturer. Factors affecting our warranty liability
include the number of units sold and historical and anticipated rates of claims and costs per claim. We periodically assess the adequacy of our
warranty liability based on changes in these factors.


Long-LivedAsseta. We carry our long-lived assets at cost less accumulated depreciation. In accordance with SFAS No. 144, "Accounting
for the Impairment or Disposal of Long-Lived Assets," we review our long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset is not recoverable. At the time an impairment in value of a long-lived asset is
identified, the impairment is measured as the amount by which the carrying amount era lung-lived asset exceeds its fair value. To determine
fair value, we employ an expected present value technique, which utilizes multiple cash flow scenarios that reflect the range of possible
outcomes and an appropriate discount rate.


In connection with our new satellite agreement, in June 2006 we wrote-off $10,917 for the net book value of certain satellite long-lead
time parts purchased in 1999 that we will no longer need.


Useful Life of Satellite System. Our satellite system includes the costs of our satellite constPaction, launch vehicles, launch insurance,O capitalized interest, spare satellite, terrestrial repeater network and satellite uplink facility. In accordance with SFAS No. 144, we monitor our
satellites for impairment whenever events or changes in circumstances indicate that the carrying amount of the asset is not recoverable. The
expected useful lives of our three in-orbit satellites were originally 15 years from the date they were placed into orbit. In June 2006, we entered
into an agreement with Space Systems/Lorai to design and construct a n~v satellite. In connection with this agreement, we adjusted the useful
lives of two of one in-orbit satellites to 13 years to reflect the way we intend to operate the constellation. We continue to expect our spare
satellite to operate effectively for 15 years from the date of launch.


Our satellites have experienced circuit failures on their solar arrays. We continue to monitor the operating condition of our satellites. If
events or circumstances indicate that the useful lives of our satellites have changed, we will modify the depreciable life accordingly,


FCC License. In i 997, the FCC granted us a license to operate a commercial satellite radio service in the United State, s. While the FCC
license has a renewable eight-year term, we expect to renew our license as there are no legal, regulatory, contractual, competitive, economic or
other factors that limit its useful life. As a result, we treat the FCC license as an indefinite-lived intangible asset under the provisions of SFAS
No. 142, "Goodwill and Other Intangible Assets." We re-evaluate the useful life determination for our FCC license each reporting period to
determine whether events and circumstances continue to support an indefinite useful life. To date, we have not recorded any amortization
expense related to our FCC license.
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We t~st our FCC license for impairment at least annually or more frequently if indicators of impairment exist. We use a direct approach
in performing our annual impairment test for this asset, which requires estimates of future cash flows and other factors, |fthese estimates or
projections change in the future, we may be required to record an impairment charge related to this asset, We began using the direct approachO ’n 2005. Use of the direct approach is in accordance with a September 29, 2004 Staff Announcement from the staffof the Securities and
Exchange Commission, "Use of the Residual Method to Value Acquired Assets Other Than Goodwill." Under the direct method, if the fair
value of our license is less than the aggregate carrying amount of the liceuse, an impairment loss is recognized.


Income Taxes. We account for income taxes in accordance with SFAS No. 109, "Accounting for Income Taxes." Our operating losses
have generated significant state and federal tax net operating losses, or NOL carryforwards. We are required to record a valuation allowance
against the deferred tax asset associated with these NOL carryforwards if it is "more likely than not" that we will not be able to utilize it to
offset future taxes. Due to our history of unprofitable operations and our expected future losses, we have recorded a valuation allowance .equal
to 100°,6 of these deferred tax assets. We could be profitable in the future at levels which would cause management to conclude that it is mo~e
likely than not that we will realize all or a portion of these NOL carryforwards. Upon reaching such a conclusion, we would record the
estimated net realizable value of the deferred tax asset at that time and would then provide for income taxes at a rate equal to our combined
federal and state effective tax rates. Subsequent revisions to the estimated net realizable value of the deferred tax asset could cause our
provision for income taxes to vary significantly from period to period, although our cash tax payments would remain unaffected unfit the
benefit of these NOL carryforwards is utilized.


Results of Operation


Our discussion of our results of operations, along with the selected financial information in the tables that follow, includes the following
non-GAAP financial measures: average monthly chum; SAC, as adjusted, per gross subscriber addition; customer service and billing expenses,
as adjusted, per average subscriber;, average monthly revenue per subscriber, or ARPU; free cash flow; and adjusted loss from operations. We
believe these non-GAAP financial measures provide meaningful supplemental information regarding our operating performance and are used
for internal management purposes, when publicly providing the business outlook, and as a means to evaluate period-to-period comparisons.
Refer to the footnotes following our discussion of results of operations for the definitions and usefulness of such non-GAAP financial
measures.


Subscribcr~ and Key Operating Metrics:


The following table contains a breakdown of our subscribers for the past three years:


Au of D~emb~r 31,


2~4


Beginning subscribers 3,316,560 1,143,258 261,061
Net additions 2,707,995 2,173,302 882,197


Ending subscribers 6,024,555 3,316,560 1,143,258


Retail 4,041,826 2,465,363 911,255
OEM 1,959,009 823,693 203,469
Hertz 23,720 27,504 28,534


Ending subsoribers 6,024,555 3,316,560 1,143,258


Retail 1,576,463 1,554,108 696,028
OEM 1,135,316 620,224 181,646
Hertz (3,784) (1,030) 4,523


Net additions 2,707,995 2,173,302 882,197


Subscribers. We ended 2006 with 6,024,555 subscribers, an increase of 82% from the 3,316,560 subscribers as of December 31, 2005.
Since December 31, 2005, we added 1,576,463 net subscribers from our retail
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channel and 1,135,316 net subscribers from our OEM channel, resulting in a 64% and 138% increase in our retail and OEM subscriber base,
respectively. Strong contributions by DalmlerChrysler and Ford fueled this growth.


The following table presents our key operating metrics for the past three years:


For the Yenrs Ended December :31,


20~6 2005 20~4


Deactivated subscribers


ARPU (2X6)


Customer service and billing ~xpeuses, as adjusted, per average
subscriber (4X~)


T0t~u~i:--...%’..,:--~ - . --- ’ - :
Free cash flow (5×6)


Net loss


.3,758;163. ~ --.-2,5]9,3’01 .’{ 986,5.~6.
1,05.0:168 345,999 104,359


¯ -"- -. :".. ~L9.%: : - :.-I-~%:..: :i:.,, 1,6%
$ 11.01 $ 10.34 $ 10.16


-- .-.S- .s i- Si i- :
$ 1.24 $ 2.10 $ 3.56


::, ’:: "-.:.- " $:’ ~.637,23.$:,::-. $i/° 2.42.-~5::’; : $i: 66,854. ’-
$ (500,715) $ (333,922) $ (452,758)


~ " $ (513,i4~)-’ "$ (56~)~-5~Y~) - $ (~56,209)
$(1,104,867) $ (862,997) $ (712,162)


ARPU. Total ARPU for the year ended December 31,2006 was $11.01, up from $10.34 for the year ended December 31, 2005. This
increase in ARPU was driven by higher net advertising revenue; the effects of mail-in rebates resulting from lower eligible activations and
lower overall take rates; and the timing of the commencement of revenue recognition for prepaid subscriptions; offset by the impact of plan
mix due in part to the increase in subscribers under multi-unit subscription plans. At December 31, 2006, approximately two-thirds of our
subscribers were on a one-year or longer subscription plan, and approximately 16% were paying $6.99 per month under a multi-unit
subscription plan.


We expect ARPU to fluctuate based on the growth of our subscriber base, promotions, mail-in rebates offered to subscribers and
corresponding take-rates, plan mix, subscription prices and the identification of additional revenue streams from subscribers.


O SAC, As Adjusted, Per Gross Subscriber Addition. SAC, as subscriber addition $114adjusted,pergross was and$39for theyears
ended December 31, 2006 and 2005, respectively. The decline was primarily attributable to lower average commission rates and decreased
afiermarket and OEM average subsidy rates as we continued to reduce manufacturing and chip set costs, offset by the per subscriber effect of
costs related to FM transmitter compliance with FCC rules.


We expect SAC, as adjusted, per gross subscriber addition to decline as the costs of subsidized components of SIRIUS radios decrease in
the future. If competitive forces and changes in retailer promotional strategies, including the elimination ofmail-in rebates by certain consumer
electronics retailers, require us to increase hardware subsidies or promotions, SAC, as adjusted, per gross subscriber addition may increase. Our
SAC, as adjusted, per gross subscriber addition is generally higher in the in, st three quarters of our fiscal year and declines in the fourth quarter
as we experience higher activation rates.


Customer Service and Billing Expense~, As Adjusted, Per Average Subscriber Per Month. Customer service and billing expenses, as
adjusted, per average subscriber per month declined 41% to $1.24 for the year ended December 31,2006 compared with $2.10 for the year
ended December 31, 2005.


We expect our costs per subscriber to decrease on an annual basis as our subscriber base grows due to scale efficiencies in call center and
other customer care and billing operations.


Adjusted Loss from Operations. For the year ended December 31, 2006 and 2005, adjusted loss from operations was $513,140 and
$567,507, respectively, a decrease of $54,367. The decrease was primarily driven by an increase in total revenue of $394,990, which more than
offset increases in operating expenses of $340,623.


Net Loss. For the years ended December 31, 2006 and 2005, net loss was $1,104,867 and $862,997, respectively, an increase of
$241,870. The increase was driven by an increase in our operating expenses to support the growth of our business, offset by an increase in total
revenue of $394,990.
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Year Ended December 31, 2006 Compared with Year Ended December 31, 2005 and Year Ended December 31, 2005 Compared with Year
Ended December 31, 2004


Revenue


Subscriber Revenue. Subscriber revenue includes subscription fees, activation fees and the effects of mail-in rebates.


2006 vs 2005: For the years ended December 31, 2006 and 2005, subscriber revenue was $575,404 and $223,615, respectively,
an increase of 157% or $351,789. The increase was attributable to the growth of subscribers to our service.


2005 vs 2004: For the years ended December 31, 2005 and 2004, subscriber revenue was $223,615 and $62,881, respectively, an
increase of 256% or $160,734. The increase was attributable to the growth of subscribers to our service.


The following table contains a breakdown of our subscriber revenue:


For the Year~ Ended Deeember 31,


Subscription fees $ 572,386 $ 233,635 . $ 65,201
Activation fees 15,612 6,790 2,102
Effects of mail-in rebates (12,594) (16,810) (4,422)


Total subscriber revenue $ 575,404 $ 223,615 $ 62,881


Future subscriber revenue will be dependent upon, among other things, the growth of our subscriber base, promotions, mail-in rebates
offered to subscribers and corresponding take-rates, churo, plan mix, subscription prices and the identification of additional ~evenue streams
from subscribers,


Advertising Revenue. Advertising revenue includes the sale of advertising on some of our non-music channels, net of agency fees.
’ fees are based on a stated percentage per the advertising agreements applied to gross billing revenue.


2006 v$ 2005: For the years ended December 31, 2006 and 2005, net advertising revenue was $3 ! ,044 and $6,131, respectively,
an increase of $24,913. More attractive programming and increased advertiser interest resulted in an increase in spots sold.


2005 vs 2004: For the years ended December 3 I, 2005 and 2004, net advertising revenue was $6,131 and $906, respectively, an
increase of $5,225. More attractive programming and increased advertiser interest resulted in an increase in spots sold.


We expect advertising revenue to grow as our subscribers increase, as we continue to improve brand awareness and content, and as we
increase the size and effectiveness of our advertising sales force.


Equipment Revenue. Equipment revenue includes revenue from the direct sale of SIRIUS radios and accessories through our direct to
consumer distribution channel.


2006 v~ 2005: For the years ended December 31, 2006 and 2005, equipment revenue was $26,798 and $12,271, respectively, an
increase of $14,527. The increase was the result of higher sales through our direct to consumer distribution channel, off~ct by the
effects of promotional discounts.


2005 vs 2004: For the years ended December 31, 2005 and 2004, equipment revenue was $12,271 and $2,898, respectively, an
increase of $9,373. The increase was the result of higher sales through our direct to consumer distribution channel.


We expect equipment revenue to increase as we continue to introduce new products and as sales through our direct to consumer
distribution channel grow.
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Operating Expenses


Satellite and Transmission. Satellite and transmission expenses consist of costs associated with the operation and maintenance of our
satellite telemetry, tracking and control system; terrestrial repeater network; satellite uplink facility; and broadcast studios.


2006 vs 2005: For the years ended December 31, 2006 and 2005, satellite and transmission expenses wcr~ $41,797 and $29,798,
respectively, an increase ors11,999. Excluding stock-based compensation expense of $2,568 and $1,942 for the years ended
December 31, 2006 and 2005, respectively, satellite and transmission expenses increased $11,373 from $27,856 to $39,229. This
increase of$11,373 was primarily attributable to an impairment charge associated with certain satellite long-lead time parts we
purchased in 1999 that we will no longer need as a result of our new satellite contract. As of December 31, 2006 and 2005, we
had 127 and 140 terrestrial repeaters, respectively, in operation.


2005 vs 2004: For the years ended December 31,2005 and 2004, satellite and transmission expenses were $29,798 and $33,198,
respectively, a decrease of $3,400. Excluding stock-based compensation expense of $1,942 and $2,041 for the years ended
December 31, 2005 and 2004, respectively, satellite and transmission expenses decreased $3,301 from $3 !,157 to $27,856. This
decrease of $3,301 was primarily attributable to a reduction in satellite insurance costs. Effective August 2004, we discontinued
our in-orbit satellite insurance. Such decrease was offset by increased compensation related costs for additions to headcount. As
of December 31,2005 and 2004, we had 140 and 137 terrestrial repeaters, respectively, in operation.


Future increases in satellite and transmission expenses will primarily be attributable to the launch of new satellites, the addition of n~w
terrestrial repeaters and maintenance costs of existing terrestrial repeaters. We expect to deploy additional terres~al repeaters in 2007 and
2008. Such expenses may also increase in future periods if we decide to reinstate our in-orbit satellite insurance.


Programming and Content. Programming and content expenses include costs to acquire, create and produce content; on-air talent costs;
and broadcast and webstrenming royalties. We have entered into various agreements with third parties for music and non-music programming.
These agreements require us to pay license fees, share advertising revenue, purchase advertising on media properties owned or controlled by
the licensor and pay other guaranteed amounts. Purchased advertising is recorded as a sales and marketing expense in the period the advertising
is broadcast.


2006 vs 2005: For the years ended December 31, 2006 and 2005, programming and content expenses were $551,989 and
$118,076, respectively, an increase of $433,9 ! 3. Excluding stock-based compensation expense of $321,774 and $19,469 for the
years ended December 31, 2006 and 2005, respectively, programming and content expenses increased $131,608 from $98,607 to
$230,215. This increase of $131,608 was primarily attributable to talent and license fees associated with new programming;
broadcast and webstreaming royalties as a result of the increase in subscribers; and compensation related costs for additions to
headcount. Stock-based compensation expense increased $302,305 primarily due to $224,813 associated with 34,375,000 shares
of our common stock delivered to Howard Stern and his agent in January 2006. In addition, in 2006 we recorded expense
associated with common stock earned upon the satisfaction of performance targets for which shares of one common stock were
delivered in the first quarter of 2007.


2005 vs 2004: For the years ended December 31, 2005 and 2004, programming and content expenses were $118,076 and
$87,252, respectively, an increase of $30,824. Excluding stock-hased compensation expense of $19,469 and $23,899 for the
years ended December 31, 2005 and 2004, respectively, programming and content expenses increased $35,254 from $63,353 to
$98,607. This increase of $35,254 was primarily attributable to license fees associated with new programming; compensation
related costs for additions to headcount; broadcast royalties as a result of the increase in our subscribers; and additional on-air
talent costs due to the expansion of the programming lineup. Stock-based compensation expense decreased $4,430 primarily due
to the timing of third parties achieving milestones.
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Our programming and content expenses, excluding stock-based compensation expense, will increase as ,we continue to develop and
.~.~nhance our channels. Beginning in February 2007, our agreement with NASCAR will increase our programming and content .expenses. We


gularly evaluate programming opportunities and may choose to acquire and develop new content or renew c.urr~n, t programmm.g agreements
the future at substantial costs. In addition, we expect total broadcast and webstreaming royalties, which are typlcaUy variable m nature, to


increase as our subscriber base grows. We are currently a party to a proceeding before the Copyright Royalty Board of the Library of Congress
to establish the royalty rate and terms for the sound recordings we use on our satellite radio service for the period 2007 through 2012.


Future expense associated with stock-based compensation is contingent upon a variety of factors, including the number of stock-based
awards granted, the price of our common stock, assumptions used in estimating the fair value of stock-based awards, estimates for forfeitures,
vesting provisions and the timing as to when certain performance criteria are met, and could materially change.


Customer Service and Billing. Customer service and billing expenses include costs associated with the operation of our customer service
centers and subscriber management system.


2006 vs 2005: For the years ended December 31, 2006 and 2005, customer service and billing expenses were $68,949 and
$47,202, respectively, an increase of $21,747. Excluding stock-based compensation expense of $812 and $549 for the years
ended December 31, 2006 and 2005, respectively, customer service and billing expenses increased $21,484 from $46,653 to
$68,137. This increase of $21,484 was primarily due to call center operating costs necessary to accommodate our subscriber base
and transaction fees due to the addition of new subscribers. Customer service and billing expenses, excluding stock-based
compensation expense, increased 46% compared with an increase in our end of period subscribers of 82% year over year.


2003 vs 2004: For the years ended December 3], 2005 and 2004, customer service and billing expenses were $47,202 and
$22,780, respectively, an increase of $24,422. Excluding stock-based compensation expense of $549 and $439 for the years
ended December 31, 2005 and 2004, respectively, customer service and billing expenses increased $24,312 fi’om $22,341 to
$46,653. This increase of $24,312 was primarily due to call center operating costs necessary to accommodate our subscriber base
and transaction fees due to the addition of new subscribers. Customer service and billing expenses, excluding stock-based
compensation expense, increased 109% compared with an increase in our end of period subscribers of 190% year over year.


We expect our customer care and billing expenses, excluding stock-based compensation expense, to increase as our subscriber base
grows due to increased call center operating costs and transaction fees necessary to serve a larger subscriber base.


Cost of Equipment. Cost of equipment includes costs for SIRIUS radios and accessories sold through our direct to consumer distribution


2006 vs 2005: For the years ended December 31,2006 and 2005, cost of equipment was $35,233 and $11,827, respectively, an
increase of $23,406. The increase was primarily attributable to higher sales volume and per unit costs as we continued to
introduce new products through our direct to consumer distribution channel.


2005 vs 2004: For the years ended December 31,2005 and 2004, cost of equipment was $11,827 and $3,467, respectively, an
increase of $8,360. The increase was primarily attributable to higher sales volume through our direct to consumer distribution
channel.


We expect cost of equipment to increase in the future as we introduce new products and as sales through our direct to consumer
distribution channel grow.


Sales and Marketing. Sales and marketing expenses include costs for advertising, media and production, including promotional events
and sponsorships; residuals; cooperative marketing; revenue share; customer retention and compensation. Residuals are monthly fees paid
based upon the number of subscribers using a SIRIUS radio
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purchased from a retailer. Cooperative marketing costs include fixed and variable payments to reimburse retailers and automakers for the cost
of advertising and other product awareness activities.


¯ 2006 vs 200S: For the years ended December 31, 2006 and 2005, sales and marketing expenses were $242,035 and $212,741,
respectively, an increase of $29,294. Excluding stock-based compensation expense of $19,543 and $42,149 for the years ended
December 31, 2006 and 2005, respectively, sales and marketing expenses increased $51,900 from $170,592 to $222,492. This
increase of $51,900 was primarily due to increased residuals; OEM revenue share as a result of a 138% increase in our OEM
subscriber base; cooperative marketing and advertising costs; and compensation related costs. This 30% increase in sales and
marketing expenses, excluding stock-based compensation expense, compared with a 163% increase in total revenue from
$242,245 for the year ended December 31,2005 to $637,235 for the year ended December 31, 2006. Stock-based compensation
expense decreased $22,606 primarily due to the timing of third parties achieving milestones and changes in the fair market value
of such awards.


2005 vs 2004: For the years ended December 31,2005 and 2004, sales and marketing expenses were $212,741 and $202,848,
respectively, an increase of $9,893. Excluding stock-based compensation expense of $42,149 and $48,353 for the years ended
December 31, 2005 and 2004, respectively, sales and marketing expenses increased $16,097 from $154,495 to $170,592. This
increase of $16,097 was primarily due to increased residuals; OEM revenue share as a result of the increase in our subscriber
base; cooperative marketing and advertising for both the holiday season and the roliout of new products in the retail distribution
channel; and compensation related costs. These increases were offset in part by reductions in costs for the expiration of certain
sponsorships in 2004 and certain retail costs associated with sales efforts for the RadioShack roliout in 2004. Stock-based
compensation expense decreased $6,204 primarily due to the timing of third parties achieving milestones and changes in the fair
market value of such awards.


We expect sales and marketing expenses, excluding stock-based compensation expense, to increase as we continue to build brand
awareness through national advertising and promotional activities, expand OEM distribution of SIRIUS radios resulting in increased revenue
share payments to automakers, and expand our subscriber retention efforts. Beginning in 2007, our agreement with NASCAR will increase
sponsorship costs that are included in our sales and marketing expense.


Future expense associated with stock-based compensation is contingent upon a variety of factors, including the number of stock-bas~
awards granted, the price of our common stock, assumptions used in estimating the fair value of stock-based awards, estimates for forfeitures,
vesting provisions and the timing as to when certain performance criteria are met, and could materially change.


Q Subscriber Acquisition Costs. Subscriber acquisition costs include hardware subsidies paid to radio manufacturers, distributors and
atomakers, including subsidies paid to automakers who include a SIRIUS radio and a prepaid subscription to our service in the sale or lease


price of a new vehicle; subsidies paid for chip sets and certain other components used in manufacturing radios; commissions paid to retailers
and automakers as incentives to purchase, install and activate SIRIUS radios; product warranty obligations; and compensation costs associated
with stock-based awards granted in connection with certain distribution agreements. The majority of subscriber acquisition costs are incurred
and expensed in advance of acquiring a subscriber. Subscriber acquisition costs do not include advertising, loyalty payments to distributors and
dealers of SIRIUS radios and revenue share payments to automakers and retailers of SIRIUS radios, which are included in sales and marketing
expense. Subscriber acquisition costs also do not include amounts capitalized in connection with our agreement with Hertz, as we retain
ownership of certain SIRIUS radios used by Hertz.


2006 vs 2005: For the years ended December 31, 2006 and 2005, subscriber acquisition costs were $451,614 and $399,350,
respectively, an increase of 13% or $52,264. Excluding stock-based compensation expense of $31,898 and $49,709 for the year~
ended December 31, 2006 and 2005, respectively, subscriber acquisition costs increased 20%, or $70,075, from $349,64 1 to
$419,716. This increase of $70,075 was primarily attributable to increased OEM hardware subsidies due to higher production
volume and costs related to FM transmitter compliance with FCC rules, offset by decreased aflermarket hardware subsidies as
we continued to reduce manufacturing and chip set costs. Stock-based compensation expense decreased $17,811 primarily due to
the timing of third parties achieving milestones and changes in the fair market value of such awards.
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2005 vs 2004: For the years ended December 3 l, 2005 and 2004, subscriber acquisition costs were $399,350 and $206,851,
respectively, an increase of 93% or $192,499. Excluding stock-based compensation expense of $49,709 and $33,149 for the
years ended December 31, 2005 and 2004, respectively, subscriber acquisition costs increased 101%, or $175,939, from
$173,702 to $349,641. This increase of $175,939 was attributable to higher shipments of SIRIUS radios and chip sets and
increases in commissions to support a 155% increase in gross subscriber additions from 986,556 for the year ended December
31, 2004 to 2,519~301 for the year ended December 31, 2005, offset by reductions in average subsidy rates as we continued to
reduce manufacturing and chip set costs. Stock-based compensation expense increased $16,560 primarily due to the timing of
third parties achieving milestones and changes in the fair market value of such awards.


We expect total subscriber acquisition costs, excluding stock-based compensation expense, to decrease in 2007 as increases in our gross
subscriber additions are offset by continuing declines in the costs of subsidized components of SIRIUS radios. We intend to continue to offer
subsidies, commissions and other incentives to acquire subscribers.


Future expense associated with stock-based compensation is contingent upon a variety of factors, including the number of stock-based
awards granted, the price of our common stock, assumptions used in estimating the fair value of stock-based awards, estimates for forfeitures,
vesting provisions and the timing as to when certain performance criteria are met, and could materially change.


General and Administrative. General and administrative expenses include rent and occupancy, finance, legal, human resources,
information technology and investor relations costs and bad debt expense.


2006 vs 2005: For the years ended December 31, 2006 and 2005, general and administrative expenses were $137,466 and
$87,555, respectively, an increase of $49,911. Excluding stock-based compensation expense of $49,928 and $27,724 for the
years ended December 31, 2006 and 2005, respectively, general and administrative expenses increased $27,707 from $59,831 to
$87,538. This increase of $27,707 was primarily a result of legal fees, employment-related costs and bad debt expense to support
the growth of our business. Stock-based compensation expense increased $22,204 primarily as a result of the adoption of SFAS
No. 123R, offset by a decrease in expense for restricted stock units that vested in the first quarter of 2006.


2005 vs 2004: For the years ended December 31, 2005 and 2004, general and administrative expenses were $87,555 and
$57,905, respectively, an increase of $29,650. Excluding stock-based compensation expense of $27,724 and $13,877 for the
years ended December 31, 2005 and 2004, respectively, general and administrative expenses increased $15,803 from $44,028 to
$59,831. This increase of $15,803 was primarily a result of additional employment-related costs and rent and occupancy costs to
support the growth of our business and bad debt expense. Stock-based compensation expense increased $13,847 primarily due to
expense associated with grants of restricted stock and restricted stock units and modifications of existing stock-based awards.


We expect our general and administrative expenses, excluding stock-based compensation expense, to increase in future periods as a
result of higher personnel, information technology, and facilities costs, as well as increased legal fees and bad debt expenses to support the
growth of our business.


Future expense associated with stock-based compensation is contingent upon a variety of factors, including the number of stock-based
awards granted, the price of our common stock, assumptions used in estimating the fair value of stock-based awards, estimates for forfeitures,
vesting provisions and the timing as to when certain performance criteria are met, and could materially change,


Engineering, Design and Development. Engineering, design and development expenses include costs to develop our future generation of
chip sets and new products and costs associated with the incorporation of SIRIUS radios into vehicles manufactured by automakers.


2006 vs 2005: For the years ended December 31,2006 and 2005, engineering, design and development expenses were $70,127
and $66,281, respectively, an increase of $3,846. Excluding stock-based compensation expense of$11,395 and $21,536 for the
years ended December 31, 2006 and 2005) respectively, engineering, design and development expenses increased $13,987
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from $44,745 to $58,732. This increase of $13,987 was primarily attributable to OEM tooling and manufacturing upgrades and
receiver integration for factory installations of SIRIUS radios, development costs associated with the manufacturing of SIKIUS
radios and additional personnel-related costs to support research and development efforts. Stock-based compensation expense
decreased $10,141 primarily due to the timing of third parties achieving certain production milestones.


2005 vs 2004: For the years ended December 31, 2005 and 2004, ehgineering, design and development expenses were $66,281
and $35,487, respectively, an increase of $30,794. Excluding stock-based compensation expense of $21,536 and $4,967 for the
years ended December 31, 2005 and 2004, respectively, engineering, design and development expenses increased $14,225 fi’om
$30,520 to $44,745. This increase of $14,225 was primarily attributable to additional personnel-related costs to support research
and development efforts, costs associated with OEM tooling and manufacturing upgrades to support factory installations of
SIRIUS radios and development costs for our next generation of radios. These increases were offset by decreases in chip set
development costs. Stock-based compensation expense increased $16,569 primarily due to the timing of third parties achieving
ccztain production milestones.


We expect engineering, design and development expenses, excluding stock-based compensation expense, to decrease in 2007, as we
incorporated SIRIUS radios and accessories in a significant number of additional vehicle models in 2006 and incurred related non-recurring
engineering expenses in that year.


We expect expense associated with stock-based compensation to decrease in 2007 as performance milestones pursuant to a certain third
party agreement were achieved in 2006.


Other Income (Expense)


Interest andlnvestment Income. Interest and investment income includes realized gains and losses, dividends and interest income,
including amortization oftbe premium and discount arising at purchase.


2006 vs 200.S: For the years ended December 31, 2006 and 2005, interest and investment income was $33,320 and $26,878,
respectively, an increase of $6,442. The increase was primarily attributable to a combination of higber overall interest rates and
our decision to invest in financial instruments bearing higher interest rates.


2005 vs 2004: For the years ended December 31, 2005 and 2004, interest and investment income was $26,878 and $9,713,
respectively, an increase of $17,165. The increase was attributable to higher interest rates and the increase in our average cash,
cash equivalents and marketable securities balance as a result of funds raised through offerings of debt securities.


Interest Expense. Interest expense includes interest on outstanding debt, offset by interest capitalized in connection with the construction
of our new satellite and launch vehicle.


2006 vs 2005: For the years ended December 31, 2006 and 2005, interest expense was $64,032 and $45,361, respectively, an
increase of $18,671. The increase was primarily the result of a full year of interest expense for our 9 5/8% Senior Notes due 2013
issued in August 2005, offset by a decrease in interest expense both as a result of the 2005 redemption of our 15% Senior
Secured Discount Notes due 2007 and our 14½% Senior Secured Notes due 2009 and $4,205 of interest capitalized for the
construction and launch of our new satellite.


2005 vs 2004: For the years ended December 31, 2005 and 2004, interest expense was $45,361 and $41,386, respectively, an
increase of $3,975. The increase was primarily due to interest expense resulting from the issuance of our 9 5/8% Senior Notes
due 2013 in August 2005 and a full year of interest expense from our 3 ¼% Convertible Notes due 2011 issued in October 2004
and our 2 ½% Convertible Notes due 2009 issued in the first quarter of 2004. This increase was offset by debt conversion costs
in 2004 of $19,592 as a result of the issuance of 56,409,853 shares of our common stock in exchange for $69,000 in aggregate
principal amount of our 3~A% Convertible Notes due 2008, including accrued interest, and a decrease in interest expense
resulting from the
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redemption of our 15% Senior Secured Discount Notes due 2007 and our 14½% Senior Secured Notes due 2009 in the third
quarter of 2005.


Loss from Redemption of Debt. For the year ended December 3 l, 2005, s loss from redemption ofdubt of $6,214 was recognized in
connection with the redemption of our 15% Senior Secured Discount Notes due 2007 and our 14½% Senior Secured Notes due 2009, including
a redemption premium of $5,502 and the write-offof unamortized debt issuance costs of $712.


Equity in Net Loss of Affiliate. Equity in net loss of affiliate includes our share of SIRIUS Canada’s net loss. We recorded $4,445 and
$6,938 for the years ended December 3 l, 2006 and 2005, respectively, for our share of SIRIUS Canada’s net loss.


As of December 3 I, 2006, our investment in SIRIUS Canada is $0 as we have fully recognized our sha~ of SIRIUS Canada’s net loss to
the extent we have funded it. We do not expect to recognize future net losses unless we commit to additional funding.


Income Taxes


Income Tax Expense. Income tax expense represents the recognition of a deferred tax liability related to the difference in accounting for
our FCC license, which is amortized over 15 years for tax purposes but not amortized for book purposes in accordance with U.S. generally
accepted accounting principles.


2006 vs 2005: We recorded income tax expense of $2,065 and $2,311 for the years ended December 31, 2006 and 2005,
respectively.


2005 v~ 2004: We recorded income tax expense of $2,311 and $4,20 i for the years ended December 31, 2005 and 2004,
respectively.


Footnotes to Results of Operations


(i) Average monthly churn repr~ents the numl~r of deactivated subscribers divkle.d by average q~ subf~n’be~.


ARPU is derived from total zeroed subscriber revznu¢ and net advertising revenue divided by the daily weighted average number of subscriber~ for the period. ARPU
as follows:


For the Years Ended December


N~t advzrfising rcv~un


To~l siib~crib~ and ~t advea~ing revenu©
Daily weighted average number of subscribers


-~75,404 : $’ 223,615 S’-’- : 62,8Sl
31,044 6,131 906


4,591,693 1,851,149 523,219
11.01 $ ."" 10.34 $     " 10.16


(3) SAC, as adjusted, per gros~ subscriber addition is derived from subscriber acquisition ousts, excluding stozk-bused compemation, and margins from ~he direct gale of SIRIUS radius
and aecossorie~ divided by the number of gross subscriber additions for th¢ [wried. SAC, as adjusted, per gro~ sub,cheer addition i~ calculated at follows:


For the Years gndt~l De~ember 31,


2006 20e$ 2~04


Subszn’aer aequidtion costs
Les~: stock.based ¢omponsation
Add: margin from ~ tale of SIRIUS radi~ and aeee~ode~


451,614. S 399,350 $ 206,851
(3 !,89g) (49,709) (33,149)


8,435 (444) 569


SAC, as adjusted $ 428,151 $ 349,197 $ 174,271
Gro~ ttd~en~o¢~ additlco~ 3,7~8,163 2,519,301 986,556
SAC, as adjusted, per gmtS subscn’ber addition $ 114 $ 139 $ 177


(4) Customer servizc and bdlins expenses, as adjusted, per average subseri’ocr is derived from total cuslomer service and billing expense, excluding stock-I~ed compensation, divided
by the daily weighted average number of subs~’ibers for the period. Customer service and billing expenge~, as adjusted, per average sublcriber is calonlated as follows:
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e
For ~e Y~ Ended December


¢usy~ne~ s~-vi~e .and bitlin8 e~p~se~ ~s adjus~l. - ’:-- -
Daily walShtod av~-age number of ~b~mlben
C~u~n ,or sorvke ~ billing expmues, as adjusted, per avenge mb~n~oer


(812) (549) (439)


. 68~137 $ 46,653- $~- 22#41 -
4~91,693 1.851,149 523,219


1,24 $ 2.10 $’-- 3.56


Face ¢a,*h ¯low is dea~v~d from cash flay eased in ~l~rating activities, capital e~l~mditures end t~tricted anti other investment activity. Free ~ flow is cak’~inted as folk~vs:


For the Yea~ Ended De¯ember 31,


20e6 2005            2004


(O


Net cash used in operating activities
Additions to property and equipment
Restricted and etbor inveatment activity


(414,549) $ (269,994) $ (334,463)
(99,S2"0 (49,SSS) (2S,589)
13,661 04,040) (S9,706)


Frenceshflow S (500,715) S (333#22) $ (452,758)


Average monthly churn; ARPU; SAC, as adjusted, per gross subscriber addition; customu tervice and billing expenses, as adjusted, per average subscriber;, and fr*e cash flow are
not measures of financial performance under U.S. generally accepted accounting principles ("GAAF*). We believe these nowGAAP financial me,ares provide meaningful
supplemental information regarding our operating pefformane~ and are used by us for budgetary and pltnnlng purposes; when publicly providing our business outlook.; as ¯ means
to evaluate perind-to-porind comparisous; and to compare <mr performance to that of our competitors. We also believ~ that investor¯ also use our current and pm~-ted metrics to
monitor the performance of ~ business and make investment decisiom.


We believe the exclusion of stock-based compensation expense in our calculations of SAC, as adjusted, per grins sub~’ber addition and costomer servine and billing expenses, as
edits¯ted, per average anbuen’her is useful given the significant variation in expense that can te~ult from changes in the fair market value of our cOmmon steak, the effect of which is
unrelated to the operational conditions thnt give rise to variations in the components of onr subseriher acquisition costs and customer service and billing expetmes. Specifically, the
exclusion of gtoek-ha~’.M compensation expense in our calculation of SAC, as adjusted, per gross gubacriber addition is critical in being able to understand the economic impact of
the direct costs incmred to acquire a subacriber and the eft¯st over time a~ economies of scale arc ten�had.


These non-GAAP financial measures are used in addition to and in conjunction with re~lts presented in a~ordance with GAAP. These non-GAAP financial measures may be
suw~ptible to varying calculations; may not be cOmparable to other similarly titled measures nf other �ompanies; and should not he cOnsidered in isolation, as ¯ substitute for, or
~oorior to measures of financial performance pre~ in accordance with GAAP,


We refer to net Ins,* before taxes; other income (expense) - including interest and investment income, interest ex;~mse, loss from redemption of debt and equity in net loss of
affiliate; depr~:ittion; impairment charges; and stock-based eompeusation expeuse as ndjunted loa.s from opemtinus, Adjusted Io~ from operations is not a measure of ~’mancitl
performance ,,ruder gnnemlly nc~epted accounting prig¯pies. We hal¯eve t~ljusted loss from ~erafions it n usof~| measure of nor operating performance. We use ¯d.~ loss from
operations for bndgetmy and planning ~; to as~e~ the relative profitability and on-gning paffortmmco ofoor �ousolidatad operations; to �omparc our performance from
period to period; and to enmpare our peffommnce to that of our compotitort. We ~ believe adjusted loss from operation,* is nsef~l to investor~ to emnpa~ our opemtin8
performance to the performance ofoth~ cOmmunication,*, entertainment and media companie,. We believe that invnstera use ctm~mt and projected ¯djusted Iosu from opemtinus to
e,tim¯to our ~rront or prospective enterprise value and make investment declsinuso


Because we fund and build-out our satellite radio system through the periodi~ raising and expenditure of’large amounts of an#tel, our results of operations raflect significant charges
for interest and depreciation expense. We believe adjusted loss from operations provides useful information ¯bout the operating ~erformanoe of Ore" basin¯as ap~t from the costs
associated with our capital sam¯rare and physical planL The exclusion of interest and depr~:ittiou cxpon..~ is useful given fluctuations in interest rates and ,*ignificant variation in
dcprt~intion expense that can result from the amount and timing of capital expenditures and potential variations in estimated useful lives, all of which can vary widely ecro~
different industries or among companies within the same industry. We believe the exclusion of taxes is ¯ppropriate for comparability purposes as the tax positions nfcompanies enn
v~,ty bee¯ate of their differing abilities to take edvamage of tax benefits and beeau-~ of the tax policies of the various jurisdictions in which they operate. We also believe the
exclusion of stoek-besud compeusation expense is useful given the significant v,*riation in expense that can result from changes in the fair market v~lue efonr enmmon ,*tock.
Finally, we helieve that the exclusion of our equity in net less of affiliate (SIRIUS Canada Inc.) is useful to as¯ass the perform¯nee ofour core consolidated operations in the
continental United States. To enrapt¯¯sate for the exclusion of taxes, other income (axioms¯), depreciation, impairment charges and stock.bescd compensation expense, we
separately measure and budget for these items.


There are material limitations associated with the use of adjusted loss from operations in evaluating our company compared with net loss, which r~fleet~ overall financial
performance, including the off’eats of taxes, other income (expense), depreciation, imp,*irment charges and steak-based compensation expense. We ate adler, ted lus~ from
to sw0pJement GAAP r~sults to I~’ovide ¯ more
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~omplc~ un~r~a~ling of thc factors and trend~ affe~6ag tbe b~in~ t~su OAAP r~u~ alone, lav~to~ tlm wi~b to compa~ and ~valuato m~r opersting r~w~ ~ ~iv~
~ffecl for the~� co~t~, should ~efcr to net io~ ~ disclosed in ou~ �o~olldatod ~tatemc~L~ of opermio~, Sim~ edju~ted Io~ from operatio~ ~ ¯ nowGAAP fi~m:i~l m~ure~ our
calculation of adjusted loss from operations may be suscept~le to vm’ying calculations; may not be comp~able to otbe~ similarly tiffed me~ttr~ of other companies; ~d should not
be ¢onsider~ in isolation, as a substitute for, or superior to measures of financial petformtnc~ prepared in accordance with GAAP.


Adjtmted loss from op~’ations it calculated as follow~:


the Years Embed December 31,


2~4


Hetloes . -
Impairment lo~s
Depreeiatio~
Sto~k-based compensation
Other inaomz (e~pense)
~ome t~x ©xpe~e


10,917               --
_. --9~ " ’ - .9~.


437,9! 8 163,078 126,725
. . 35,07g : :’:31,546 " - "- 29,6~.7"


2,065 2,3|1 4,201


Liquidity and Capital Resources


Cash Flows for the Year Ended December 31, 2006 Compared with Year Ended December 31, 2005 and for the Year Ended December 31,
2005 Compared with Year Ended December 31, 2004


As of December 31, 2006, 2005 and 2004, we had $393,421, $762,007 and $753,891, respectively, in cash and cash equivalents.


~ et cash used in operating activities
et cash provided by (used in) investing
activities


1~,~ ..c..ashprovided by financ’mg a~t.i~’ifi.~ ... -


Net (decrease) increase in cash and cash
equivalents


~ash andc-ash equivalents ~t .beginning of..
period: .... .-


For the Years ended December 31, Varl~,aess


2~06 v~ 2~0~ v~
2~ 2~ 2~ 2~


(4~4~49) $ (269,9~) $~ (334,463) $ (~,555) -$ .. ~,~9


20,176     (I 75,821 )     (92,852)
¯ ; ~. ’25,787. :: - " 453,931.. :;? --: - ::: . .66. 0,22.7


(368,586)


:" 762,00"7 :


195,997      (82,969)
(428d~) .- :::-.(20.~ .96)


Cash and cash equivalents at end of period $    393,421


8,116                232,912               (376,702)              (224,796)
:..-:.


520,979 ...... -’" 753~891    -. .. :....


S 762,007 $ 753,891 $ (368,586) $ 8,1 t6


Net Cash Used in Operating Activities.


2006 vs 200~: Net cash used in operating activities increased $144,555 to $414,549 for the year ended December 31,2006 from
$269,994 for the year ended December 31, 2005. Such increase in the net outflows of cash was attributable to payments for
increased operating expenses to support the growth of our subscriber base from 3,316,560 subscribers at December 31, 2005 to
6,024,555 subscribers at December 31, 2006; higher purchases of inventory to support production of SIRIUS radios and higher
sales volumes through our direct to consumer distribution channel; and prepayments for new programming and distribution
arrangements entered into in 2006; offset by cash collected for subscribers electing annual and other prepaid subscription
programs compared with the prior year.


2005 vs 2004: Net cash used in operating activities decreased $64,469 to $269,994 for the year ended December 31, 2005 from
$334,463 for the year ended December 31, 2004. Such decrease in the net outflows of cash was attrfuutable to cash received for
subscribers electing annual and other prepaid subscription programs and the effects of payments made in 2004 for future services
pursuant to certain programming agreements. These positive impacts to cash flow were offset by payments for increased
operating expenses to support the growth of our subscriber base.
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Net Cash Used in Investing Activities.


2006 vs 2005: Net cash provided by investing activities was $20,176 for the year ended December 31, 2006 compared with net
cash used in investing activities of $175,821 for the year ended December 31, 2005. The $195,997 increase was primarily a
result of sales of auction rate securities in 2006, offset by an increase in capital expenditures from $49,888 for the year ended
December 31,2005 to $99,827 for the year ended December 3 I, 2006 primarily as a result of costs associated with our satellite
construction and launch vehicle.


2005 vs 2004: Net cash used in investing activities increased $82,969 to $175,821 for the year ended December 31, 2005 from
$92,852 for the year ended December 31, 2004. The increase was primarily a result of purchasing $148,900 of anction rate
securities with the proceeds from the offering of our 9 ~/s % Senior Notes due 2013, of which we sold $31,850, for the year
ended December 31, 2005, offset by payments deposited in escrow pursuant to certain agreements.


We will incur significant capital expenditures to construct and launch our new satellite and to improve our terrestrial repeater network
and broadcast and administrative infrastructure. These capital expenditures will support our growth and the resiliency of our operations, and
will also support the delivery of future new revenue streams.


Net Cash Provided by Financing Activities.


2006 vs 2005: Net cash provided by financing activities decreased $428,144 to $25,787 for the year ended December 31, 2006
from $453,931 for the year ended December 31, 2005. The decrease was primarily a result of the offering of $500,000 in
aggregate principal amount of our 9 5/8 % Senior Notes due 2013 in August 2005 resulting in net procee.~s to us of $493,005.


2005 vs 2004: Net cash provided by financing activities decreased $206,296 to $453,931 for the year ended December 31,2005
from $6(~0,227 for the year ended December 31, 2004. In 2005, we raised net proceeds of $493,005 through the offering of
$500,000 in aggregate principal amount of our 9 5/8 % Senior Notes due 2013. In 2004, we raised net proceeds of $614,438
through the offering of 25,000,000 shares of our common stock resulting in net proceeds of $96,025, $230,000 in aggregate
principal amount of our 3 ¼% Convertible Notes due 2011 resulting in net proceeds of $224~813, and $300,000 in aggregate
principal amount of our 2½% Convertible Notes due 2009 resulting in net proceeds of $293,600. We also received proceeds from
the exercise of options of $18,543 and $26,051 for the years ended December 31, 2005 and 2004, respectively, and proceeds
from the exercise of warrants of $19,850 for the year ended D~cember 3 I, 2004.


Financings and Capital Requirements


We have financed our operations through the sale of debt and equity securities. In 2006, we did not enter into any new debt or equity
financing transactions. However, in 2005 and 2004 we had the following transactions:


in August 2005, we sold $500,000 in aggregate principal amount of our 9 s/s % Senior Notes due 2013 resulting in net proceeds
of $493,005;


in October 2004, we sold 25,000,000 shares of our common stock and issued $230,000 in aggregate principal amount of our
3¼% Convertible Notes due 2011 resulting in aggregate net proceeds of $320,838; and


in the first quarter of 2004, we issued $300,000 in aggregate principal amount of our 2½% Convertible Notes due 2009 resulting
in net proceeds of $293~600. We also issued 21,027,512 shares of our common stock for $19,850 in net proceeds in connection
with the exercise of warrants held by affiliates of The Biackstone Group L.P.
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Future Liquidity and Capital Resource Requirements


Based upon our current plans, we believe that our cash, cash equivalents and marketable securities will be sufficient to cover our
estimated funding needs through cash flow break�yen, the point at which our revenues are sufficient to fund expected operating expenses,
capital expenditures, working capital requirements, interest and principal payments and t~xes. In light of our pending merger with XM Radio,
and the uncertainty surrounding the timing and financial impact, we are no longer currently providing cash flow guidance. Our first quarter of
positive free cash flow was reached in the fourth quarter of 2006. Our financial projections are based on assumptions, which we believe a~
reasonable but contain significant uncertainties.


Our business is in its early stages, and we regularly evaluate our plans and strategy. These evaluations often result in changes to our plans
and strategy, some of which may be material and significantly change our cash requirements or cause us to achieve cash flow breakeven at a
later date. These changes in our plans or strategy may include: the acquisition of unique or compelling programming; the introduction of new
features or services; significant new or enhanced dis~bution arrangements; investments in infrastructure, such as satellites, equipment or radio
spectrum; and acquisitions of third parties that own programming, distribution, infrastructure, assets, or any combination of the foregoing.


In June 2006, we entered into a Credit Agreement with Space Systems/Loral. Under the Credit Agreement, Space Systems/Loral has
agreed to make loans to us in an aggregate principal amount of up to $100,000 to finance the purchase of our new satellite. Loans made under
the Credit Agreement will be secured by our rights under the Satellite Purchase Agreement with Space Systems/Loral, including our rights to
the new satellite. The loans are also entitled to the benefits era subsidiary guarantee from Satellite CD Radio, Inc., our subsidiary that holds
our FCC license, and any future material subsidiary that may be formed by us. The maturity date of the loans is the earliest to occur of (i) April
6, 2009, (ii) 90 days after the new satellite becomes available for shipment and (iii) 30 days prior to the scheduled launch of the new satellite.
Any loans made under the Credit Agreement generally will bear interest at a variable rate equal to three-month LIBOR plus 4.75%. The Credit
Agreement permits us to prepay all or a portion of the loans outstanding without penalty. We have no current plans to draw under this Credit
Agreement.


To fund inoremental cash requirements, or as market opportunities arise, we may choose to raise additional funds through the sale of
additional debt securities, equity securities or a combination of debt and equity securities. The incurrenee of indebtedness would result in
increased fiscal obligations and could contain restrictive covenants. The sale of additional equity or cunvvrtible debt securities may resuR in
dilution to our stockholders. These additional sources of funds may not be available or, if available, may not be available on terms favorable to
US.


2003 Long-Term Stock Incentive Plan


O    In January 2003, our board of directors adopted the Sirius Satellite Radio 2003 Long-Term Stock Incentive Plan (the "2003 Plan"), and


on March 4, 2003 our stockholders approved this plan. On May 25, 2004, our stockholders approved an amendment to the 2003 Plan to include
members of our board of directors as eligible participants. Employees, consultants and members of our board of directors are eligible to receive
awards under the 2003 Plan. The 2003 Plan provides for the grant of stock options, restricted stock, restricted stock units and other stock-based
awards that the compensation committee of our board of directors may deem appropriate.


Vesting and other terms of stock-based awards are set forth in the agreements with the individuals receiving the awards. Stock-based
awards granted under the 2003 Plan are generally subject to a vesting requirement that includes one or all of the following: (1) over time,
generally three to five years from the date of grant4 (2) on a specific date in future periods with acceleration to earlier periods if performance
criteria are sat/stied; or (3) as certain performance targets set at the time of grant are achieved. Stock-based awards generally expire ten years
from date of grant. Each restricted stock unit entitles the holder to receive one share of our common stock upon vesting.


As of December 31, 2006, approximately 75,879,000 stock options, shares of restricted stock and restricted stock units were outstanding.
As of De�ember 3 l, 2006, approximately 86,524,000 shares of our common stock were available for grant under the 2003 Plan. During the
year ended December 3 I, 2006, employees exercised 19,284,495 stock options at exercise prices ranging from $0.47 to $3.93 per share,
resulting in proceeds to us of $26,679. The exercise of the remaining outstanding, vested options could result in an inflow of cash in future
periods.
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Contractual Cash Commitments


We have entered into various contracts that contain significant cash obligations. These cash obligations could vary in future periods if weO change our business plan or strategy, which could include significant additions to our programming, infrastructure or distribution. The
following table summarizes our expected contractual cash commitments as of December 31, 2006:


2007                          2~8                       2~9                      201S


Cash interest payments 64,755 64,391 59,856 55,600 55,559 97,320 397,481
.I~ease; bb!i"~.~tio~d~.~:.--~~"~:~::-~ ’.: "̄:/ = -"~9~079-
Satellite and transmission 27,765 79,165 39,869 2,010 1,720 6,617 157,146


Customer service and billing 3,492 45 .... 3,537
Markethiganddi~tribution--... " ;~. --~.- 80,289~.:.
Chip set development and production 7,022 ..... 7,022
Other - 7,098      11,575


Total contractual cash commitments$ 321,865 $ 356,155 $ 579,777 $ 240,571 $ 352,536 $ 663,606 $ 2,514,510


Long-Term Debt Obligations. Long-term debt obligations include principal payments on our outstanding debt. The amounts presented
assume that the debt will not be converted to common stock since conversion is outside of our control.


Cash Interest Payments. Cash interest payments include interest due on our outstanding debt through maturity.


Lease Obligations. We have entered into operating leases related to our studios, office space, terr~trial repeaters and equipment.


Satellite and Transmission. We have entered into agreements with third parties to operate and maintain our off-site satellite telemetry,
tracking and control facilities and certain components of our terrestrial repeater network, We have also entered into an agreement with Space
Systems/Loral to design and construct a new satellite. Construction of this satellite is expected to be completed in the fourth quarter of 2008.


OWe plan to launch this satellite on a Proton rocket under our contra~t with International Launch Services.


Programming and Content. We have entered into agreements with lieeusors of programming and other content woviders and, in certain
instances, are obligated to pay license fees and guarantee minimum advertising revenue share. In addition, we pay royalties for public
performances of music to various rights organizations.


Customer Service and Billing. We have entered into agreements with third parties to provide billing and subscriber management services.


Marketing and Distribution. We have entered into various marketing, sponsorship and distribution agreements to promote our brand and
are obligated to make payments to sponsors, retailers, automakers and radio menufacturers under these agreements. In addition, certain
programming and content agreements require us to purchase advertising on proposes owned or controlled by the licensors. We also reimburse
automakers for certain engineering and development costs associated with the incorporation of SIRIUS radios into vehicles they manufacture.


Chip Set Development andProductton. We have entered into agreements with third parties to develop, produce and supply chip sets; to
develop products; and in certain instances to license intellectual property related to chip sets.


Other. We have entered into various agreements with third parties for general operating and strategic purposes. Amounts associated with
these agreements are included in the commitments table.


In addition to the contractual cash commitments described above, we have entered into agreements with automakers, radio manufacturers
and others that include per-radio, per-subscriber, per-show and other variable cost arrangements. These future costs are dependent upon many
factors including our subscn3~er growth and are difficult to anticipate; however, these costs may be substantial. We may enter into additional
programming, distribution, marketing and other agreements that contain similar provisions.







Under the terms of a joint development agreement with XM Radio, each party is obligated to fund one halfoftbe development cost for a
unified standard for satellite radios. The costs related to the joint development agreement are being expensed as incurred to engineering, design


~
and development expense in the accompanying unaudited consoli~ted statements of operations. We are currently unable to determine the
expenditures necessary to complete this process, but we do not expect that these expenditures will be material.


We are required under the terms of certain agreements to provide letters of credit and depnsit monies in escrow, which place restrictions
on our cash and cash equivalents. As of December 3 I, 2006 and 2005, $77,850 and $107,615, respectively, were classified as restricted
investments as a result of our reimbursement obligations under these letters of credit and escrow deposits.


As of December 3 I, 2006, we have not entered into any off-balance sheet arrangements or transactions.


Recent Accounting Pronouncements


In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements," which defines fair value, establishes a framework for
measuring fair value and expands the related disclosure requirements. SFAS No. 157 is effective for fiscal years beginning after November 15,
2007 and for interim periods within those years. We are currently evaluating the impact of the adoption, if any, that SFAS No. 157 will have on
our consolidated results of operations and financial position.


In September 2006, the FASB issued EITF No. 06-1, "Accounting for Consideration Given by a Service Provider to Manufacturers or
Resellers of Equipment Necessary for an End-Castomer to Receive Service from the Service Provider." The EITF concluded that if
consideration given by a service provider to a third-party manufacturer or a reseller that is not the service provider’s ~ustomer can be linked
contractually to the benefit received by the service provider’s customer, a service provider should account for the consideration in a~ordance
with EITF No. 01-9, "Accounting for Consideration Given by a Vendor to a Customer." EITF No. 06-1 is effective for annual reporting periods
beginning after June 15, 2007. We are currently evaluating the effects that EITF No. 06-1 will have on our consolidated results of operations
and financial position.


In June 2006, the FASB issued EITF No. 06-3, "How Taxes Collected from Customers and Remitted to Governmental Authorities
Should Be Presented in the Income Statement (That Is, Gross versus Net Presentation)," to clarify diversity in practice on the presentation of
different types of taxes in the financial statements. The E1TF concluded that for taxes within the scope of the issue, a company may include
charges to customers for taxes within revenues and the charge for the taxes from the taxing authority within cost of sales, or, alternatively, it
may net the charge to the customer and the charge from the taxing authority. If taxes subject to EITF No. 06-3 are significant, a company is


~ equired to disclose its accounting policy for presenting taxes and the amounts of such taxes that are recognized on a gross basis. EITF No. 06-
is effective for the first interim reporting period beginning after December 15, 2006. We will adopt EITF No. 06-3 effective January 1, 2007.


The adoption of EITF No. 06-3 will not have a material impact on our consolidated results of operations or financial position.


In June 2006, the FASB issued FIN No. 48, "Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement No.
109," which prescribes a recognition threshold and measurement attribute for financial statement recognition and measurement era tax position
taken or expected to be taken in a tax return, as well as criteria on derecognition, measurement, classification, interest and penalties, accounting
in interim periods, disclosure and transition. FIN No. 48 is effective for fiscal years beginning after December 15, 2006. We will adopt FIN No.
48 effective January 1, 2007. The adoption of FIlq No. 48 will not have a material impact on our consolidated re.salts of operations or financial
position.


Item 7A. QuantRati~,e and Qualitative Disclosure ~41~out Market Risks


(~411 dollar amount~ referenced in this Item 7.4 are in thousands, unle.s8 otherwise ~tated)


As of December 31, 2006, we did not have any derivative financial instruments and we do not intend to use derivatives. We do not hold
or issue any free-standing derivatives. We hold investments in marketable securities, which consist of United States government notes,
certificates of deposit and auction rate securities. We classify our marketable securities as available-for-sale. These securities are consistent
with the investment objectives contained within our investment policy. The basic objectives of our investment policy are the preservation of
capital, maintaining sufficient liquidity to meet operating requirements and maximizing yield. Despite the underlying long-
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term maturity of auction rate securities, from the investor’s perspective, s~ch securities are priced and subsequently traded as short-term
investments because of the interest rate reset feature. Interest rates are reset through an auction process at predetermined periods of 28 or 35


o
days. Failed auctions rarely occur. As of December 3 I, 2006, we held approximately $10,850 in auction rate securities.


Our long-term debt includes fixed interest rates and the fair market value of the debt is sensitive to changes in interest rates. Under our
current policies, we do not use interest rate derivative instruments to manage our exposure to interest rate fluctuations.


I tern 8. Financial Statements and Supplementary Data


See Index to Consolidated Financial Statements contained in Item 15 herein.


I tern 9. Changes in and Disagreements with Accountants on Accounting and Financ~l Disclosure


None,


Item 9A. Controls and Procedures


Controls and Procedures


We have performed an evaluation under the supervision and with the participation of our management, including Mel Karmazin, our
Chief Executive Officer, and David Frear, our Executive Vice President and Chief Financial Officer, of the effectiveness of our disclosur~
controls and procedures, as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934. Based on that evaluation, our management,
including our Chief Executive Officer and Chief Financial Officer, concluded that our disclosure controls and procedures were effective as of
December 3 l, 2006 to ensure that information required to be disclosed by us in the reports filed or submitted by us under the Exchange Act is
recorded, processed, summarized and r~ported within the time periods specified in the SEC’s rules and forms. As a result of this evaluation,
there were no significant changes in our disciosur~ controls and procedures during the three months ended December 31,200~ that have
materially affected, or are reasonably likely to materially affect, our internal con~ol over financial reporting.


Management’s Report on Internal Control over Financial Reporting


On Our management is responsible for establishing and maintaining adequate int~nal control over financial reposing as defined in Rule
3a-15(f) under the Exchange Act. We have performed an evaluation under the supervision and with the participation of our management,
eluding our Chief Executive Officer and our Chief Financial Officer, oft he effectiveness of our internal control over financial reporting. Our


management used the framework in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations to perform
this evaluation. Based on that evaluation, our management, including our Chief Executive Officer and Chief Financial Officer, concluded that
our internal control over financial reporting was effective as of December 3 l, 2006.


Ernst & Young LLP, our independent registered public accounting firm, who audited the consolidated financial statements included in
this Annual Report on Form 10-K, has issued an attestation report on our management’s assessment of the effectiveness of our internal control
over financial r~porting as of December 31, 2006, a copy of which is included in this Annual Report on Form 10-K.


I tern 9B. Other Information


None.


P ART III


I tern 10. Directors, Executive Officers and Corporate Governance


Information required by this item for executive officers is set forth under the heading "Executive Office~s of the Registrant" in Part I,
Item 1, of this report. The other information required by this Item 10 is included in our
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definitive proxy statement for our 2007 annual meeting of stockholders to be held on Thursday, May 24, 2007, and is incorporated herein by
reference.


Oltem 11. Executive Compensation


The information required by this item is included in our definitive proxy statement for our 2007 annual meeting of stockholders to be
held on Thursday, May 24, 2007, and is incorporated herein by reference,


I tern 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters


The information required by this item is included in our definitive proxy statement for our 2007 annual meeting of stockholders to be
held on Thursday, May 24, 2007, and is incorporated herein by reference.


I tern 13. Certain Relationships and Related Transactions, andDirector Independence


The information required by this item is included in our definitive proxy statement for our 2007 annual meeting of stockholders to be
held on Thursday, May 24, 2007, and is incorporated herein by reference.


I tern 14. Principal Accountant Fees and Services


The information required by this item is included in our definitive proxy statement for our 2007 annual meeting of stockholders to be
held on Thursday, May 24, 2007, and is incorporated herein by reference.


P ART IV


I tern 15. Exhibits~ Financial Statement Schedules


(a) Financial Statements, Financial Statement Schedules and Exhibits


(1) Financial Statements


See Index to Consolidated Financial Statements appearing on page F-1.


(2) Financial Statement Schedules


See Index to Consolidated Financial Statements appearing on page F-I.


O) Exhibits


See Exhibit Index appearing on pages E-I through E-3 for a list of exhibits filed or incorporated by reference as part of this Annual
Report on Form 10-K.
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SIGNATURES


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized on this i S~day of March 2007.


S IRIUS S ATELLITE R ADIO I No.


By: /s/D Av~ Jo F X~.AR


David J. Frear
Executive Vice President and


Chief Financial Officer
(Principal Financial Oflieer)


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


/s/J os~e~ P. C


(Joseph P. Clayton)


/s/M ~L K ARMAZ~


(Mel Karmazin)


/s/D AViD J. F REAR


(David J. Frear)


/SI ADRIENNE E. C ALDERONE


(Adrienne E. Caiderone)


/s/L Bot4 D. B LAC~


(Leon D. Black)


/s/L ^WP.L~NC~ F. G


(Lawrence F. Giiberti)


/s/J ^MBS P. H


Chairman of the Board of
Directors and Director


Chief Executive Officer
and Director
(Principal Executive
Officer)


Executive Vice President
and Chief Financial
Officer (Principal
Financial Officer)


Senior Vice President and
Corporate Controller (Principal
Accounting Officer)


Director


Director


Director


March I, 2007


March 1,2007


March i, 2007


March 1, 2007


March 1, 2007


March 1, 2007


March I, 2007


(James P. Hoiden)


Is/W AV.R~N N. L ~ERFAR~ Director March I, 2007


(Warren N. Lieberfarb)


Director March 1,2007


(Michael ~1. McGuiness)


/sI J AM~-S F. M OONEY Director March I, 2007


(James F. Mooney)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM


e To the Board of Directors and Stockholders of Sirius Satellite Radio Inc. and Subsidiaries:


We have audited the accompanying consolidated balance sheets of Sirius Satellite Radio Inc. (the "Company") as of December 31, 2006
and 2005, and the related consolidated statements of operations, stockholders’ equity, and cash flows for each of the three years in the period
ended December 31, 2006. Our audits also included the financial statement schedule listed in the index at Item 15(a). These financial
statements and schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and schedule based on our audits.


We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosm~s in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.


In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial
position of the Company as of December 31, 2006 and 2005, and the consolidated results of its operations and its cash flows for each ofthe
three years in the period ended December 31,2006 in conformity with U.S, generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly, in all
material respects, the information set forth therein.


We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of the Company’s internal control over financial reporting as of December 31, 2006, based on criteria established in Internal
Control--Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
February 23, 2007 expressed an unqualified opinion thereon.


As discussed in Notes 2 and l 1 to the consolidated financial statements, the Company adopted Statement of Financial Accounting
Standard No. 123 (revised 2004), "Share-Based Payment", effective January I, 2006.


/s/E P.NS~ & Y ou~ LLP


NY


February23,2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM


Board of Directors and Stockholders of Sirius Satellite Radio Inc.:


We have audited management’s assessment, included in the accompanying Item 9A, that Sirius Satellite Radio Inc. (the "Company")
maintained effective internal control over financial reporting as of December 31,2006, based on criteria estab|ished in Internal Control--
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treedway Commission (the CO SO criteria). The
Company’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on management’s assessment and an
opinion on the effectiveness of the Company’s internal control over financial reporting based on our audit.


We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.


A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.


Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures may deteriorate.


In our opinion, management’s assessment that the Company maintained effective internal control over financial reporting as of


~Dnecember 31, 2006, is fairly stated, in all material respects, based on the COSO criteria. Also, in our opinion, the Company maintained, in all
aterial respects, effective internal control over financial reporting as of December 3 I., 2006, based on the COSO criteria.


We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of the Company as of December 31, 2006 and 2005, and the related consolidated statements of operations,
stockholders’ equity, and cash flows for each of the three years in the period ended December 3 I, 2006, and our report dated February 23, 2007
expressed an unqualified opinion thereon.


/S] ERNST & Y ouNo LLP


New York, NY
February 23, 2007
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIO NS


(In thousands, ezeept per tirade ~mounts)


For ~be Year~ Ended Deeember 31,


2OeS 2004


Subscriber revenue+ including effects &mail-in rebates $ 575,404 $ 223,615 $ 62,881


Equipment revenue 26,798 12,271 2;.+898
¯ .OtS~ievenu~ :" :::--: .... : :": " .... " - " . .... ". :- -: ~-. -: -""-:."-:.-.3,9~9:.-::.:~;


Total revenue 637,235 242,245 66,854


Cost of services:
-’./:Sa~.llite~.d~ .u~in~."ff~":~ :’-."::: :- - " " :. " " - -.: ,:-. ’~." ---:.41~797. ;:;.!:::::%2~,~9~" "-


Programming and cont.ent ..... 551,989 118,076 87,252


.Cost Of .e~.. Uip.ment ...... 35,233       11,827       3,467
~-.~a.i~’~n.d~t~¢~’;.:-~?-’: ~ " -:~-~i~: :~;;,~ :i: :~- .’--:.~ -.- -: .- ’- . - ’ " --.,.. : :".. : :- ::- - ~ :";~- !;: :. :-2~2;0~.SI:,-:, ;.: 2.i2~7~).~:.!’:;-oi ,..:.~8~


Subscriber acquisition costs                                                  451,614       399,350       206,85 I


Engineering, design and deve.l.0Pm.e_n.t . . 70,127
~ 66,281 35,487


Total operating expenses


’..-I~SS i~om operations.       ..-
Other income (¢xpense):
.... hlte"~ aiid.i°n~eslniei~tincome’-. -. :--


,704,959 1,071,385 745,158


" 33;320 -7: ,, ,.: 26;87.8.-:- ’ .i-


OInterest expense, net of amounts capitalized (64,032) (45,361 ) (41,386)
.~~i~~,~.~ti6i~f..d~¢:.!::-." :Y:.-:,: :-, - ..... - -:. -, .-’ . :.:-,. -./o.~"’.- ": . (6~r.4~.:, ,-....."--.-
Equip, in net loss of affiliate (4,445) (6,938)


~.~e’.r;h~eOii~e!.~, ":,:~ :i~::(~i:-’.’-~-~:--.:.:: -..!o .";~:-".’- .-"::. ~: ~ ’:; ’-:: -: ’; : :’: ’-.: - ’: "° :- : :,::Y ’:~’:-i’:". :::~: :~: ’~-79 ~",:.i-.i::’::::,.-’:!o.~ ’?.89!:}~: " ’-::.,:: : 2~016:.


Total other income (expense)


Income tax expense


Net loss per share (basic and diluted)


Weighted average common shares outstanding (basic and diluted).


(35,078) (31,546) (29,657)


¯ ’-. ". .~"- - : -. :: :" :"" °- " ." ":: !...- ~ ,=(1:i~.0~2~802Y:~.:i~i~’/:",(86.0~6.8~::~
(2,065)     (2,31 ] )     (4,201 )


.$- (1;104, .867) : $.. (86:2;~Y)7’j~.; .‘+ $+-.+-(712,162.)


S (0.79) $ (0.65) $ (0.57)


-..-1,402;61g     I~325~739:. : -../ 1,23.8;58~


( I ) Amounts related to sto~k-based compensation included in other operating expente~ were u follows:


Satellite an~ u,an~i~ion
Programming and content
Custom~ ~-vi~� and billing


Subscn’~" s~quisido~
Gcn~ra! and euJmini~tmtive
F.n~incorln8, d~ign and dev~opme~t


To~tl ~tock-ba~d compensation


2,5~ - $.      1,94.~’ ’ $-     2,041 -
321,774 19,469 23:899


+̄. 812- " -’-+ ": .--~9- " - - ¯-+439
19,54~ .4.2~149 . 48,353
31,898" -+ " :-- 49,709 33~149.
49,928 27,724 13,877
11,395 21,536 . " 4,967


$ 437,918 $ 163,078 $ 126,725


Notes to Consolidated Financial Statements,
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thotts~nds~ except sbsre aud p~ shsre ~moents)


Marketable s~curities


As or’December 31.


$ ¯ -393o~1. $. ~62-~oo7
15,500     117,250


Receivables from distribution partners 46,825 26,513


prepaid exit..nses 52,588 18,248


Other current assets 25,241 16,321


Total current assets
Properly and equipment, net
FCC li~,nse
Resl~icted investments, net of current portion
De~’et~d financing fee~
Other long-term assets


617,266. ’ 1,0!.L448
810~89 828,3~7
83,654 83;65~4
52,850 82,450


-- 13;166 -16~303
81,203 63,150


LIABILITIES AND STOCKHOLDERS’ EQUITY
Currentliabilities::- ’ :’... : ~..                   .-


Accounts payable and accrued expenses
Acvmed interest


O Deferred revenue


Total current liabilities
Long-term debt
DeSerted revenue, net of current portion
Other long-term liabilities


437,913 $     331,953
-. 2~i;782. .°-- " 23;546


412,370          251,468


8~75,065 606~967
1,068,249 1,084,437


76,580 56,479
27,705 12,511


¯Total liabilities    ; "     ~ 2,047,599. -" 1,760,394


Commitments and contingencies OSlo~ 14)
Stockholders’ equity:..          -:-- " !.             - :.        : ....


Common stock, $0.001 par value: 2,500,000,000 shares authorized, 1,434,635,501 and 1,346,226,851
shares issued and outstanding at December 3 l, 2006 and 2005, respectively


Additional paid-in capital
Deferred compensation
Accumulated deficit


1,435 1,346
3,443,214. 3,079,169


~ (26,694)
(3,833,720) (2,728,853)


Total stockholders’ (deficit) equity (389,07 I) 324,968


Total liabilities and stockholders’ equity $ 1,658,528 $ 2,085,362


See Notes to Consolidated Financial Statements.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY


(in thousands, czeept 8hsre cud per share amounts)


Net io~


Total comprehensive


A¢cumul*ted
Cam man Stock AddJ#ousl Other


Paid-In Deft,~red Comprehensive
Shares Amount CapttaJ Compensation Loss


Sale of~inm~., stocl~ par v~due $0.001
per sh~e~ $3.87 per share, n~of
expenses


Issaance of �ommon stock to employees
~d employee benefit plans 3,942,


hsmm~ of common ~ to thkd p,n~es 99,602
Compensation in zonn~tion with the


itsmmcu of


Issuance of equity to the NFL


Ex©htnge of 3 ½% Convertible Note~ due
2008, including accrued inter~ ,. 56,409,853


E~of~" .$0,92~..’d.$I.0~, .l~r ~.~I- ..’.- ~    - .-," . ’.


4 |~624 -- ~


Accumulated
Defldt Total


(so)


$ (712’212)


1,628


Balances, D~¢mber 31, 2Obl i,276,922,634
Net loss ~
Clumse in uree~liz.~/sin on available-


for-r, ale se~uritie~                              ~


1"277 2,916,199 (50,963) (24) (i,865,856} 1,000,633
.... (s62,997) (862,997)


24 ~ 24


Total comprehe~ive s (862,973)


3 3,366 ~ -- -- 3,369
-- 480 -- -- -- 480


~ 109,112 -- ~ ~ 109,112
-- :- 18,3o0 -. 08,300)
-- (1~33) h333 -- ~ --
~ "- .- , . --~ " 41,236 "-- " -~ 41,236


14 18,803 -- ~ ~ 18,817


! ! 14,283 -- -- -- " 14,294


~l (41)


31, 20~t 1,346,226,851 S 1,346 $ 3,079.169 $ (26,694) $ -- $ (2,728,8~3) $ 324,968


ruble continued on nex: pog¢


See Notes to Consolidated Financial Statements.
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SIRIUS SATELLITE RADIO INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKItOLDERS’ EQUITY - Continued


(in thousands, except tkare sod per sbsre amounts)


fable continued from pre~ioo~ page


A¢¢tt molJttd
(~ommon Steek AddWoual Ot~er


" ’ Paid-In Deferred Comprehensive Aetmmalated
Shares Amount Capttai �~omputsntiou Los8 Detktt Total


Is~uatwe of common stack to employees
and employee benefit pltm 20,~3,3~ 20 ~,2~3 ~ ~ ~ ~,2~


~of~m~~ ~,~7~ 35 " ~4~17 - :- +     ~ : "" "+- ~     --~ -: -" : .~ ".,." ~.


~ of st~k-~ ~ ~ -- l~,923 ~ ~ ~ 1~,~3


~e~ of~ ~A7 ~ $3.93 ~


~~~’~.:’~- /:::" ".~-.:-~ ....... 3:- . ,..-(3)- ¯ ./ .".’/-’~’: "" ~ "-~ .~’.~.~ .~. :-:~ ~
~�~ge of 3 ~% C~ve~le Not~ ~e


2~8, ~�iu~g ~ in~ 1 !,730,431 12 15,~ ~ ~ ~ 16,~I


December


See Notes m Consolidated Financial Statements.


F-7







O)


Cash fltyws from operating activities:
Net loss


SIRIUS SATELLITE RADIO INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS


(in thousands)


For the Years Ended December 31,


20O$          2~4


S(1,104,867) S (862,997)$ (712,162)
Adj .us:~.. .en.ts to r..e~0ncil.e.netIoss to net cash used in operating activities:


Depreciation


Provision for doubtful acco~mts
:.- -N0~.h."~,�~i~/~n~t,[0ss 6f-a~, .Ha.re- .           " "


Non-cash loss from redemption of debt
: -~b~i .~sal. o.f~ss~.:~ . : =:


Impairment loss
S¢0ck-bas. ed compen~af!0n :-
Deferred income taxes


Changes i~ ~erating a~sets’and liabilities:
Marketable securities
Accounts receivable
Receivables from distribution partners
Inventory , - ,-
Prepaid expenses and other.current assets


’’ Other Iong-te~ asse~.. :-"-
Accounts payable and accrued expenses


--. A.’-c~.’~ .te~.t’>- ....." .-.-’.. ’" " . .
Deferred revenue


¯Oth~4q6ng-termHabilities .-. -


105,749
3,107
7,513


- .4,44.5 . .: .


: i;6~I" .:" .
10,917


.437~9!g ’ ’
2,065


(14)
(20,312)
(2o~40
(42,367)
(19,331)
33,519


.:: -i;239"
181,003
-.: 3,452 ....


98,555 95,370
3,169 21,912
4,311 1,648
6,938 -.- ">’-.- -..--~


712
-~.i,o~-. .--.


163i078 - - ~-t26;72.5:
2,311          4,201


16 (292)
(28,~0) (7,684)
(17,265) (8,031)
(6,329) (1,850)


(I 1,864) 2,395
6,476 (44,563)


145,052 108,511
17,813 4,689


210,947 78,541
(3~05) (3,943)


Net cash used in operating activities (414,549) (269,994) (334,463)


~ from investing activities:
Additions to property and equipment
Sales of property and equipment
Purchases of restricted and other investments
Release of restricted investments
Purchases of available-for-sale securities
Sales of available-for-sale securities


(99,827)
127


(12,339)
26,000


(123,500)
229,715


(49,8S8) (28,5s9)
" 72 443


(25,037) (89,706)
10,997 --


(148,900) --
36,9,35 25,000


Net cash provided by (used in) investing activities 20,176 (175,821) (92,852)


Cash flows from financing acdvities;-...
Proceeds from issuance of long-term debt, net


¯ Proceed-~ from issuance ofcomm.od stock, net
Redemption of debt
Proceeds from exercise of stock options
Proceeds from exercise of warrants


~ 493,005 518,413
-- -- 96;025
~ (57,609) --


25,787 18;543 26,051
~ ~ 19,850
-- -(8) (112)


Net cash provided by financing activities 25,787 453,931 660,227


(368,586) 8,116 232,912
762,007 753,891 520,979


Net (decrease) in~rease in cash and cash equivalents
Cash and cash equivalents at the beginning of period


Cash and cash equivalents at the end of period $ 393,421 $ 762,007 $    753,891


Supplemental Disclosure of Cash and Non-Cash Flow Information


Int©re~t, net of umeunts ctpitalized


Common ~toek issued in ~ti~f~. ofae~ntee eoml~-n~auon
n-cash investing ~ fin~ing 8~vit~:


Common S~k iss~ in eae~ge of3~% ~v~e No~ ~e ~8, includ~g ~ inte~


59,929 $ 24,387 $ 14,920
583 158 ~


7,243 4,824 913


4,750 ~ ~
16,001 14r294 86,568


224,952 -- 40,967







See Notes to Consolidated FinanCial Statements.







1. Business


SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS


(Dollar amounts in thoussnd|, unJe~ etherwise stated)


We are a satellite radio provider in the United States. We currently broadcast over 130 channels of programming to listeners across the
country. We offer 69 channels of 100% commercial-flee music and feature 65 channels of sports, news, talk, entertainment, traffic and weather
for a monthly subscription fee of $12.95.


We broadcast through our proprietary satellite radio system, which currently consists of three orbiting satellites, 127 terrest~al repeaters
that receive and retransmit our signal, a satellite uplink facility and our studios. Subscribers receive our service through SIRIUS radios, which
are sold by automakers, consumer electronics retailers, mobile audio dealers and through our website. Subscribers can also receive our music
channels and certain other channels over the Internet. As of December 3 l, 2006, we had 6,024,555 subscribers.


Our music channels are available to DISH satellite television subscribers and certain of our music channels are offered to Sprint
subscribers over multi-media handsets. We also offer traffic and weather data services for a separate fee. Subscribers to DISH satellite
television, Sprint and our traffic and weather data services are not included in our subscriber count.


In 2005, S1RIUS Canada Inc., a Canadian corporation owned by us, Canadian Broadcasting Corporation and Standard Radio Inc.,
received a license from the Canadian Radio-television and Telecommunications Commission to offer a satellite radio service in Canada. In
December 2005, SIRIUS Canada launched service in Canada with 110 channels of commercial-free music and news, sports, talk and
entertainment programming, including I l channels of Canadian content. Subscribers to the SIRIUS Canada service are not included in our
subscriber count.


2. Summary of Significant Accounting Policies


Principles of Consolidation


The accompanying consolidated financial statements of Sirius Satellite Radio Inc. and its subsidiaries have been prepared in accordance


o with U.S. generally accepted accounting principles. All intercompany transactions and accounts have been eliminated in consolidation.


Use of Estimates


The preparation offinandal statements in conformity with U.S. generally aeeepted accounting principles requires management to make
estimates and assumptions that affect the amounts reported and related disclosures. Estimates, by their nature, are based on judgment and
available information. Actual results could differ from those estimates.


Significant estimates inherent in the preparation of the accompanying consolidated financial statements include allowances for doubtful
accounts; depreciable lives of our assets; stock-based compensation; mail-in rebates; certain subscriber acquisition costs, including product
warranty obligations; asset retirement obligations; and impairments.


Revenue Recognition


Revenue from subscribers consists of subscription fees; revenue derived from our agreement with He,z; non-refundable activation fees;
and the effects of mail-in rebates.


We recognize subsm’iption fees as our service is provided to a subscriber. We record deferred revenue for prepaid subscription fees and
amortize these prepayments to revenue ratably over the term of the respective subscription plan.


At the time of sale, vehicle owners purchasing or leasing a vehicle with a subscription to our service typically receive between a six
month and one year prepaid subscription. We receive payment from automakers for these subscriptions in advance of our service being
activated. Such prepayments are recorded to deferred revenue and amortized ratably over the service period upon activation and sale to a
customer. We also reimburse automakers
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (continued)


(Dollar tm~u~tt hi tbom~tnd~ ~nle~ otherwise ~tted)


for certain costs associated with the SIRIUS radio installed in the applicable vehicle at the time the vehicle is manufacture& The associated
payments to the automakors are included in subscriber acquisition costs. Although we receive payments from the automakers, they do not resell
our service; rather, automakers facilitate the sale of our service to our customers, acting similar to an agent. We believe this is the appropriate
characterization of our relationship since we are responsible for providing service to our customers including being obligated to the customer if
there was interruption of service.


Activation fees are recognized ratably over the ~timated term of a subscriber relationship, currently estimated to be 3.5 years. The
estimated term of a subscriber relationship is based on market research and management’s judgment and, if necessary, will be refined in the
future as historical data becomes available.


As required by Emerging Issues Task Force ("EITF") No. 01-09, "Accounting for Consideration Given by a Vendor to a Customer
(Including a Reseller of the Vendor’s Products)," an estimate of mail-in rebates that are paid by us directly to subscribers is recorded as a
reduction to revenue in the period the subscriber activates our service. For certain mail-in rebate promotions, a subscriber must remain active
for a specified period of time to be considered eligible. In those instances, such estimate is recorded as a reduction to revenue over the required
activation period. We estimate the effects of mail-in rebates based on actual take-rates for rebate incentives offered in prior periods, adjusted as
deemed necessary based on current take-rate data available at the time. In subsequent periods, estimates are adjusted wben necessary.


We recognize revenues from the sale of advertising on some of our non-music channels as the advertising is broadcast. Agency fees are
calculated based on a stated percentage applied to gross billing revenue for our advertising inventory and are repoff~l as a reduction of
advertising revenue. Advertising revenue includes advertising sold in exchange for goods or services (barter) recorded at fair value. Revenue
from barter transactions is recognized when the advertising is broadcast and goods or services exchanged are received. Goods or services
received are charged to expense when received and/or used. Barter transactions are not significant to our consolidated financial statements. We
pay certain third parties a percentage of advertising revenue. Advertising revenue is recorded gross of such revenue share payments in
accordance with EITF No. 99÷19, "Reporting Revenue Gross as a Principal versus Net as an Agent," as we are the primary obligor in the
transaction. Advertising revenue share payments are recorded to programming and content expense during the period in which the advertising
is broadcast.


Equipment revenue from the direct sale of SIRIUS radios and accessories is recognized upon shipment. Shipping and handling costs


~ lled to customers are recorded as revenue. Shipping and handling costs associated with shipping goods to customers are recorded to cost of
uipment.


EITF No. 00-21, "Accounting for Revenue Arrangements with Multiple Deliverables," provides guidance on how and when to recognize
revenues for arrangements that may involve the delivery or performance of multiple products, services and/or rights to use assets. Revenue
arrangements with multiple deliverables are required to be divided into separate units of accounting if the deliverables in the arrangement meet
certain criteria. Arrangement consideration must be allocated among the separate units of accounting based on their relative fair values.


We determined that the sale of our service through our direct to consumer channel with accompanying equipment constitutes a revenue
arrangement with multiple deliverables. In these types of arrangements, amounts received for equipment are recognized as equipment revenue;
amounts received for service are recognized as subscription revenue; and amounts received for the non-refundable, up-front activation fee that
are not contingent on the delivery of the service are allocated to equipment revenue. Activation fees are recorded to equipment revenue only to
the extent that the aggregate equipment and activation fee proceeds do not exceed the fair value of the equipment. Any activation fees not
allocated to the equipment are deferred upon activation and recognized as subscriber revenue on a straight-line basis over the estimated term of
a subscriber relationship.


Stock-Based Compensation


Effective January 1, 2006, we adopted the provisions of SFAS No. 123 (revised 2004), "Share-Based Payment" ("SFAS No. 123R"),
using the modified prospective transition method. Prior periods are not restated under this transition method. The stock-based compensation
cost recognized beginning January l, 2006 includes compensation cost for all stock-based awards granted to employees and members of our
board of directors (i) prior to, but not vested as of, January l, 2006 based on the grant date fair value originally estimated in a~,ordance with
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (continued)


(Dollar amouats in tlaottsaads~ ualm otherwise stated)


provisions of SFAS No. 123, "Accounting for Stock-Based Compensation," and (ii) subsequent to December 3 I, 2005 based on the grant
date fair value estimated in accordance with the provisions of SFAS No. 123R.


Compensation cost under SFAS No. 123R is recognized ratably using the straight-line attribution method over the expected vesting


SFAS No. 123R requires forfeitures to be estimated on the grant date and revised in subsequent periods ifactusl forfeitures differ from
those estimates. Prior to the adoption of SFAS No. 123R we accounted for forfeitures as they occuffed. For pro forma disclosure purposes in
accordance with SFAS No. 123, we estimated forfeitures. As of January 1, 2006, the cumulative effect of adopting the estimated forfeiture
method was not significant.


Prior to January 1,2006, we used the intrinsic value method to measure the compensation cost of stock-based awards granted to
employees and members of our board of directors in accordance with Accounting Principles Board Opinion ("APB") No. 25, "Accounting for
Stock Issued to Employees." Accordingly, we recorded compensation expense for stock-based awards granted to employees and members of
our board of directors over the vesting period equal to the excess of the market price of the underlying common stock at the date of grant over
the exercise price of the stock-based award. The intrinsic value of reslricted stock units as of the date of grant was amortized to expense over
the vesting period. We accounted for modifications to stock-based awards in accordance with Financial Accounting Standards Board
Interpretation ("FIN") No. 44, "Accounting for Certain Transactions Involving Stock Compensation." FIN No. 44 provided that when the
modification of a stock-based award occured, a new measurement date resulted because fl~e modification allowed an employee to vest in an
award that would have otherwise been forfeited pursuant to the original terms. In accordance with FIN No. 44, we also recorded compensation
charges or benefits related to repriccd stock options based on the market value of our common stock until the repriced stock options were
exercised, forfeited or expired.


The following table reflects net loss and net loss per share had stock-based compensation to employees and members of our board of
directors been recorded based on the fair value method under SFAS No. 123 for the periods set forth below:


Net loss--as r~ported
Stock-based compensation to employees and members of our board of directors
S63cR-based compensation to employees and members of our board of directors ~pro forma


Net loss--pro forma


For the Years Ended December 31,


$ (862,997) $ (712~I62)
47,915 35,434
(94~677) (62,491)


$ (909,759) $ (739,219)


Basic and diluted--as reported
Basic and diluted--pr0 forma


(0.65) $    (0.57)
(0:69) $    . (0,60)


Pursuant to SFAS 123R, we recognized $70,392 of compensation cost for stock-bnsed awards granted to employees and members of our
board of directors for the year ended December 31, 2006. This compared to $47,915 and $35,434 of compensation cost for stock-based awards
granted to employees and members of our board of directors recognized pursuant to APB No. 25 for the years ended December 31,2005 and
2004, respectively. Total unrecognized compensation related to unvested stock-based awards granted to employees and members of our board
of directors at December 31, 2006, net of estimated forfeitures, is $105,146 and is expected to be recognized over a weighted-average period of


Prior to January 1,2006, we accounted for stock-based awards granted to non-employees, other than non-employee membe~ of our
board of directors, at fair value in accordance with SFAS No. 123. Effective January I, 2006, we account for such awards at fair value in
accordance with SFAS No. 123R and SEC guidance contained in StaffAccounting Bulletin ("SAB") No. 107. The fair value of equity
instruments granted to non-employees is measured in accordance with EITF No. 96-18, "Accounting for Equity Instruments That are Issued to
Other Than Employees for Acquiring, or in Conjunction with SeEing, Goods or Services." The final measurement date of equity instruments
with performance criteria is the date that each performance commitment for such equity instrument is satisfied or there is a significant
disincentive for non-performance.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS w (continued)


(Dollar amounts bt thousands, unle~ otherwise ~xted)


Stock-based awards granted to employees, non-employees and members of our board of directors generally include warrants, stock
options, restricted stock and restricted stock units. Charges associated with such stock-based awards are referred to by us as stock-based
compensation.


Upon adoption of SFAS No. 123R, we continued to estimate the fair value of stock-based awards using the Black-Scholes option
valuation model ("Black-Scholes"). Blaek-Scholes was developed to estimate the fair market value of traded options, which have no vesting
restrictions and are fully transferable. Option valuation models require the input of highly subjective assumptions. Because our stock-based
awards have characteristics significantly different from those of Waded options and because changes in the subjective assumptions can
materially affect the fair market value estimate, the existing option valuation models do not necessarily provide a reliable single measure of the
fair value of our stock-based awards.


Fair value determined using Biack-Scholes varies based on assumptions used for the expected life, expected stock price volatility and
fisk-f~ee interest rates. For the years ended December 31, 2005 and 2004, we used historical volatility of our stock over a period equal to the
expected life of stock-based awards to estimate fair value. We estimated the fair value of awards granted during the year ended December 3 I,
2006 using the implied volatility of actively traded options on our stock. We believe that implied volatility is more representative of future
stock price trends than historical volatility. The expected life assumption represents the weighted-average period stock-based awards are
expected to remain outstanding. These expected life assumptions are established through a review of historical exercise behavior of stock-based
award granta with similar vesting periods. Where historical patterns do not exist contractual terms are nsed. The risk-free interest rate
represents the daily treasury yield curve rate at the reporting date based on the closing market bid yields on a~fively traded U.S. treasury
securities in the over-the-counter market for the expected tenn. Our assumptions may change in futare periods.


The following table summarizes the weighted-average assumptions used to compute reported and pro forma stock-based compensation to
employees and members of our board of directors for the periods set forth below:


ORisk-free interest rate
Expected life of options---years
Expected stock price volatility
Expected dividend yield


For the Yeara Eared Deeeatlmr $1,


20~6 ~S 2~


~ro hma) ~ fore )
4.2~ 4.18% 3.85%
4.45 5.07 6.23
~% 89% 11~


N/A N/A N/A


The following table summarizes the range of assumptions used to compute reportzai stock-based compensation to third parties, other than
non-employee members of our board of directors, for the periods set forth below:


Fer the Ye~tri Ended D~uber 31,


20~ 2005 2~


Risk-free interest rate.
Expected life of options--years
Expected stock price volatility
Expected dividend yield


42,9-5.23% 2.83-4,58% 1.99-4.69%
1.67-10.00 1,00-9.93 1.00-10.00


60% . 56-116% 56-116%
N/A N/A N/A


SFAS No. 123R changes the presentation of realized excess tax benefits associated with the exercise of stock options in the statements of
cash flows. Excess tax benefits are realized tax benefits from tax deductions for the exercise of stock options in excess of the deferred tax asset
attributable to stock compensation expense for such options. Prior to the adoption of SFAS No. 123R such realized tax benefits were required
to be presented as operating cash flows. SFAS No. 123R requires such realized tax benefits to be presented as part ofcash flows from
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (continued)


(Dollar amomt~s in thousands, unless otberwi~ ~tuted)


financing activities. No income tax benefits have been realized from stock option exercises during the years ended December 31, 2006, 2005
and 2004 because a valuation allowance was recorded for all net deferred lax assets.


Subscriber Acquisition Costs


Subscriber acquisition costs include hardware subsidies paid to radio manufacturers, distributors and automakers, including subsidies
paid to automakers who include a SIRIUS radio and a prepaid subscription to our service in the sale or lease price of a new vehicle; subsidies
paid for chip sets and certain other components used in manufacturing radios; commissions paid to retailers and automakers as incentives to
purchase, install and activate SIRIUS radios; product warranty obligations; and compensation costs associated with stock-based awards granted
in connection with certain distribution agreements. The majority of subscriber acquisition costs are incurred in advance of acquiring a
subscriber. Subscriber acquisition costs do not include advertising, loyalty payments to distributors and dealers of SIRIUS radios and revenue
share payments to automakers and retailers of SIRIUS radios which arc included in sales and marketing expense. Subscriber acquisition costs
also do not include amov~ts capitalized in connection with our agreement with Hertz, as we retain ownership of certain SIRIUS radios used by
Hertz.


Subsidies paid to radio manufacturers and automakers are expensed upon shipment or installation. Commissions paid to retailers and
automakera are expensed either upon activation or sale of the SIRIUS radio. Chip sets that are shipped to radio manufacturers and held on
consignment are recorded as inventory and expensed as subscriber acquisition costs when placed into production by radio manufacturers. Costs
for chip sets not held on consignment are expensed as ~ubscriber acquisition costs when the chip sets are shipped to radio manufacturers.


We record product warranty obligations in accordance with FIN No. 45, "Gma~ntor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others, an interpretation of FASB Statements No. 5, 57, and 107 and rescission
of FASB Interpretation No. 34." F/N No. 45 requires a guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the
obligation undertaken by issuing the guarantee. We warrant that certain products sold through our retail and direct to consumer distribution
channels will perform in all material respects in accordance with standard published specifications in effect at the time of the purchase of the
products by the customer, We provide a 12-month warranty on our products from purchase date for repair or replacement of components and/or
products that contain defects of material or workmanship. Customers may exchange products directly to the retailer within 30 days of purchase.
We record a liability for an estimate of costs that we expect to incur under our warranty guarantee when the product is shipped from the
manufacturer. Factors affecting our warranty liability include the number of units sold and historical and anticipated rates of claims and costs


claim. We periodically assess the adequacy of our warranty liability based on changes in these factors.


The following table reconciles the beginning and ending aggregate product warranty liability:


Balance, December 31, 2005
Accrual for warranties issued during the period
Settlements during the period


Balance, December 31, 2006


Produce
Warranty
Liahatty


$ 1,434
7,127


(3,52o)


$ 5,041


Sports Programming Costs


We record the costs associated with our sports programming agreements in accordance with SFAS No. 63, ’Tinancial Reporting by
Broadcasters." Programming costs which are for a specified number of events are amortized on an event-by-event basis; programming costs
which are for a specified season are amortized over the season on a straight-line basis. We allocate that portion of sports programming costs
which are related to sponsorship and marketing activities to sales and marketing expenses on a straight-line basis over the term of the
agreement.


Adver~slng Costs


We record the costs associated with advertising in accordance with Statement of Position ("SOP") No. 93-7, "Reporting on Advertising
Costs." Media is expensed when aired and advertising production costs are expensed
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SIRIUS SATELLITE RADIO INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (continued)


(Dollar amounts in thousands, unless otherwise surreal)


as incurred. Market development funds are fixed and variable payments to reimburse retailers for the cost of advertising and other product
awareness activities. Fixed market development funds are expensed over the periods specified in the applicable agreement; variable costs are
expensed at the time a subscriber is activated.


Research and Development Costs


Research and development costs are expensed as incurred. Research and development costs for the years ended December 31, 2006,
2005 and 2004 were $46,460, $53,401 and $261121, respectively, and are included in engineering, design and development expenses.


Income Taxes


We account for income taxes in accordance with SFAS No. 109, "Accounting for Income Taxes," Deferred income taxes are recognized
for the tax consequences related to temporary differences between the carting amount of assets and liabilities for financial reporting purposes
and the amounts used for tax purposes at each year-end, based on enacted tax laws and statutory tax rates applicable to the periods in which the
differences are expected to affect taxable income. A valuation allowance is established when necessaW based on the weight of available
evidence, if it is considered more likely than not that all or some portion of the deferred tax assets will notbe realized. Income tax expense is
the sum of current income tax plus the change in deferred tax assets and liabilities.


Net (Loss) Income Per Share


We compute net (loss) income per share in accordance with SFAS No. 128, "Earnings Per Share." Basic net (loss) income per share is
based on the weighted average common shares outstanding during each reporting period. Diluted net (loss) income per share adjusts the
weighted average for the potential dilution that could occur if common stock equivalents (convertible debt, warrants, stock options and
restricted stock units) were exercised or converted into common stock. Common stock equivalents of approximately 194,000,000, 235,000,000
and 190,000,000 were not considered in the calculation of diluted net loss per share for the years ended December 31, 2006, 2005 and 2004,


as the effect would have been anti-dilutive.


Comprehensive (Loss) Income


We report comprehensive (loss) income in accordance with SFAS No. 130, "Reporting Comprehensive Income." SFAS No. 130
established a standard for reporting and displaying other comprehensive (loss) income and its components within financial statements.
Unrealized gains and losses on available-for-sale securities were the only component of our other comprehensive loss for the years ended
December 31, 2005 and 2004. There were no unrealized gains and losses on available-for-sale securities for the year ended December 3 !, 2006.
Comprehensive loss for the years ended December 3 t, 2006, 2005 and 2004 was $1,104,867, $862,973 and $712,212, respectively.


Cash and Cash Equivalents


Cash and cash equivalents consist of cash on hand, money market funds and investments with an original maturity of three months or
less when purchased. Cash and cash equivalents are stated at fair market value.


Investments


Our investments consist of the following:


Marketable securities
Restricted investments
Investment, stated at cost


Total investments


Marketable Securitie~


A~ of De~ember 31,


$ 15,500 $ I17~250
77,850 107,615


$ 98,350 $ 224,865







We account for marketable securities in accordance with the provisions of SFAS No. 115, "Accounting for Certain Investments in Debt
and Equity Securities." Marketable securities consist of certificates of deposit and auction rate securities. For the years ended December 31,


~ 006 and 2005, certificates of deposit were $4,650 and
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (continued)


(Dollar amounts i,, thousands, uules~ etberwise ~ated)


respectively, and auction rate securities were $10,850 and $117,050, respectively. The basic objectives of our investment policy are the
preservation of capital, maintaining sufficient liquidity to meet operating requirements and maximizing yield. We classify our marketable
securities as available-fur-sale securities. Available-for-sale securities are carried at fair market value. Unrealized gains and losses are included
in accumulated other comprehensive (loss) income as a separate component of stockholders’ equity. Realized gains and losses, dividends and
interest income, including amortization of the premium and discount arising at purchase, are included in interest and investment income. The
specific-identification method is used to determine the cost of all securities and the basis by which amounts are reclassified from accumulated
comprehensive (loss) income into earnings. While the underlying securities of auction rate securities have contractual maturities of more than
20 years, the interest rates on such securities reset at intervals of 28 or 35 days. Auction rate securities are priced and subsequently h’ade as
short-term investments because of such interest rate reset feature.


We received proceeds from the sale or maturity of marketable securities of $229,715, $36~935 and $25,000 for the years ended Deceraber
31, 2006, 2005 and 2004, respectively. There were no unrealized holding gains or losses on marketable securities as of December 31,2006 and
2005.


Restricted Investments


As of December 31, 2006 and 2005, short-term restricted investments of $25,000 and $25,165, respectively, included certificates of
deposit placed in escrow primarily for the benefit of a third party pursuant to a programming agreement.


As of December 31, 2006 and 2005, long-term restricted investments of $52,850 and $82,450, respectively, included certificates of
deposit and money market funds deposited in escrow for the benefit of third parties pursuant to programming agreements and certificates of
deposit placed in escrow to secure our reimbursement obligations under letters of credit issued for the benefit of lessors of office space.


Cost Method Inv~tment


In September 2006, we invested in a third party for strategic purposes. We account for this investment under the cost method. The
carrying value of our investment was $5,000 at December 31, 2006 and is included in other long-term assets in our accompanying consolidated


OSalance sheet.


Equity Method Investment


We have a 49.9% economic interest in SIRIUS Canada. Our investment in SIRIUS Canada is recorded using the equity method since we
have significant influence, but less than a controlling voting interest, Under this method, our investment in SIRIUS Canada, originally recorded
at cost, is adjusted to recognize our share of net earnings or losses as they occur rather than as dividends or other distributions are received,
limited to the extent of our investment in, advances to and commitments to fund SIRIUS Canada. Our share of net earnings or losses of SIR1US
Canada is recorded to equity in net loss of affiliate in our accompanying consolidated statements of operations. We recorded $4,445 and $6,938
for the years ended December 31,2006 and 2005, respectively, for our share of SIRIUS Canada’s net loss.


Accounts Receivable


Accounts receivable ave stated at amounts due from customers net of an allowance for doubtful accounts. We specifically reserve for
customers with known disputes or collectibility issues. The ~rnaining reserve recorded in the allowance for doubtful accounts is our best
estimate of the amount of prohable losses in our existing accounts receivable based on our actual write-off experience.


Inventory


Inventory consists of finished goods, chip sets and other raw material components used in manufacturing radios. Inventory is stated at the
lower of cost, determined on a first-in, first-out basis, or market. We record an estimated allowance for inventory that is considered slow
moving and obsolete or whose carrying value is in excess of net realizable value.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (continued)


Property and equipment is stated at cost and depreciated on a straight-line basis over the estimated useful lives of the related assets,
which range from 2 to 30 years. Our satellite system is depreciated on a straight-line basis over the respective remaining useful lives of our
satellites from the date we launched our service in February 2002 or, in the case of our spare satellite, from the date itwas delivere~t to gto~md
storage in April 2002. Leasehold improvements and equipment under capital leases is depreciated ~ing the straight-line method over the lesser
of the lease term or the estimated useful life. We capitalize a portion of the interest on funds borrowed to finance the construction and launch of
our satellites. Capitalized interest is recorded as part of the asset’s cost and depreciated over the satellite’s useful life. Capitalized interest costs
for the year ended December 31, 2006 was $4,205. We had no capitalized interest for the year ended December 31, 2005.


Major additions and improvements are capitalized, while replacements, repairs and maintenance that do not improve or extend the life of
the assets are charged to expense. In the period assets are retired, or otherwise disposed of, the cost and related accumulated depreciation are
removed from the accounts, and any gain or loss on disposal is included in our results of operations.


The costs of acquiring, developing and testing software are capitalized under SOP No. 98-1, "Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use." We capitalize costs associated with software developed or obtained for internal use when
the following occur: (1) the preliminary project stage is completed and (2) management has authorized funding a computer software project and
it is probable that the project will be completed and the software will be used to perform the function intended. Capitalized costs include
external direct costs of materials and services consumed in developing or obtaining internal-use software. Capitalization of anch costs ceases no
later than the point at which the project is substantially complete and ready for its intended use. The total net book value of capitalized software
costs was $17,349 and $14,943 for the years ended December 31, 2006 and 2005, respectively. Costs charged to expense for the amortization
of capitalized software costs were $4,971, $3,451 and $2,387 for the years ended December 31, 2006, 2005 and 2004, respectively, and are
included in depreciation in our accompanying consolidated statements of operations.


The estimated useful lives of our property and equipment are as follows:


CU~. met ca:re, billitig aa.d cOnditional access     . -:
Furniture, fixtures, equipment and other
Bro~idcas~ studi. "0 eq~iipmenti ..... ’: : ~:, -: -
Satellite telemetry, .tracking and control faci!!ties..
Teri’estrial repeater network           ~ ....
Leasehold improvements
Satellite system
Building


3-7 years
2-7 years


¯ 3-15 yeats
3, 4 or 15 years
,. 5 6rlSyears


2-15 years
¯ 13 or 15 years


30 years


The expected useful lives of our three in-orbit satellites were originally 15 years from the date they were placed into orbit, In June 2006,
we entered into an agreement with Space Systems/Loral to design and construct a new satellite. In connection with this agreement, we adjusted
the useful lives of two of our in-orbit satellites to 13 years to reflect the way we intend to operate the constellation. We continue to expect om
spare satellite to operate effectively for 15 years from the date of launch.


Our satellites have experienced circuit failures on their solar arrays. We continue to monitor the operating condition of our satellites. If
events or circumstances indicate that the useful lives of our satellites have changed we will modify the depreoiable life accordingly.


In accordance with SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets," we review our long-lived assets
for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset is not recoverable. At the time an
impairment in value of a long-lived asset is identified, except for our FCC license discussed below, the impairment is measured as the amount
by which the carrying amount of a long-lived asset exceeds its fair value. To determine fair value, we employ an expected present value
technique, which utilizes multiple cash flow scenarios that reflect the range of possible outcomes and an appropriate discount rate.


In connection with our new satellite agreement, in June 2006 we wrote-off $10,917 for the net book value of certain satellite long-lead
time parts purchased in 1999 that we will no longer need. Such amount is included in satellite and transmission expenses in our accompanying
consolidated statement of operations.


F-16







FCCL~e~e


SIRIUS SATELLITE RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS w (continued)


(Dollar amounts |~ thousands, unless otherwise ICated)


In October 1997, the FCC granted us a license to operate a commercial satellite radio service in the United States. While the FCC license
has a renewable eight-year term, we expect to renew our license as there are no legal, regulatory, contractual, competitive, economic or other
factors that limit its useful life. As a result, we treat the FCC license as an indefinite-lived intangible asset under the provisions of SFAS No.
142, "Goodwill and Other Intangible Assets." We re-evaluate the useful life determination for our FCC license each reporting period to
determine whether events and circumstances continue to support 813 indefinite useful life. To date, we have not re~orded any amortization
expense related to our FCC license.


We test our FCC license for impairment at least annually or more frequently if indicators of impairment exist. We use a direct approach
in performing our annual impairment test for this asset which requires estimates of future cash flows and other factors. If these estimates or
projections change in the future, we may be requi~ed to record an impairment charge related to this asset. We began using the direct approach
in 2005. Prior to 2005, we used the residual method in estimating the fair value of our FCC license. Use of the din~ approach is in a~eordance
with a September 29, 2004 Staff Announcement from the staffof the Securities and Exchange Commission, "Use of the Residual Method to
Value Acquired Assets Other Than Goodwill." Under either the direct method or the residual method, if the fair value of our license was less
than the aggregated carrying amount of the license, an impairment would have been recognized.


Deferred Financing Fees


Costs associated with the issuance of debt are deferred and amortized to interest expense over the term of the respective debt.


Fair Value of Financial Instruments


The carrying amounts of cash and cash equivalents, accounts and other receivables, and accounts payable approximate fair value due to
the short-term nature of these instruments.


We determined the estimated fair values of our debt using available market information and commonly accepted valuation methods.
Considerable judgment is necessary to develop estimates of fair value, and the estimates presented are not necessarily indicative of the amounts


could be realized upon disposition. The use of alternative valuation methods and/or estimates may have resulted in materially different
~stimates from those p~sented.


Quoted market prices were used to estimate the fair market values of our debt as of December 31, 2006 and 2005. The following table
summarizes the book and fair values of our debt:


Aa of D~eml~r 31,


B4mk Value Fair Value Book Vslwe Fair Value


95/8% Senior Notes d~e 2013
3 ¼% Convertible Notes due 2011
2½% Convertible Notes due 2009
3 ’A% Convertible Notes due 2008
8 ¾% Convertible Subordinated Notes due 2009


500,000 $ 496,250 S 500,000 ".$ 492,500
230,000 226,838 230,000 338,443
300,000 310,125 300,000 484,875
36,505 100,024 52,693 255,693


1,744 N/A 1,744 907


Asset Retirement Obligation


In accordance with SFAS No. 143, "Accounting for Asset Retirement Obligations," we recorded costs equal to the present value of the
future obligation associated with the retirement of our terrestrial repeater network. These costs, which are included in other long-term
liabilities, include an amount that we estimate will be sufficient to satisfy our obligations under leases to remove our terrestrial repeater
equipment and restore the sites to their original condition. The following table reconciles the beginning and ending aggregate carrying amount
of this asset retirement obligation:
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(Dollar ameun~ ia themmnd~t, ranle~ etherwbe stated)


Liabilities settled
Accretion expense


Balance, December 31,2006


Retireme~tt
Obligatioa


$ .... 455
06)


¯ : -.- . 1!4


$    553


Reclassif’w.ations


Certain amounts in the prior period consolidated financial statements have been reclassified to conform to the current period
presentation, including the reclassification of’stock-based compensation from a separate line item disclosure to being included in other
operating expense line items in order w comply with the requirements of SFAS No. I23R.


Recent Accounting Pronouncements


In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements," which defines fair value, establishes a framework for
measuring fair value and expands the related disclosure requirements. SFAS No. 157 is effective for fiscal years beginning after November 15,
2007 and for interim periods within those years. We are currently evaluating the impact of the adoption, if any, that SFAS No. 157 will have on
our consolidated results of operations and financial position.


In September 2006, the FASB issued EITF No. 06-I, "Accounting for Consideration Given by a Service Provider to Manufacturers or
Resellers of Equipment Necessary for an End-Customer to Receive Service from the Service Provider." The EITF concluded that if
consideration given by a service provider to a third-party manufacturer or a reseller that is not the service provider’s customer can be linked
conlractually to the benefit received by the service provider’s customer, a service provider should account for the consideration in accordance


~nitli EITF No. 01-9, "Accounting for Consideration Given by a Vendor to a Customer." EITF No. 06-1 is effective for annual reporting periods
ginning after June 15, 2007. We are currently evaluating the effects that EITF No. 06-1 will have on our consolidated results of operations
d financial position.


In June 2006, the FASB issued EITF No. 06-3, "How Taxes Collected from Customers and Remitted to Governmental Authorities
Should Be Presented in the Income Statement (That Is, Gross versus Net Presentation)," to clarify diversity in practice on the presentation of
different types of taxes in the financial statements. The EITF concluded that for taxes within the scope of the issue, a company may include
charges to customers for taxes within revenues and the charge for the taxes from the taxing authority within cost of sales, or, alternatively, it
may net the charge to the customer and the charge from the taxing authority. If taxes subject to EITF No. 06-3 are significant, a company is
required to disclose its accounting policy for presenting taxes and the amounts of such taxes that are recognized on a gross basis. EITF No. 06-
3 is effective for the first interim reporting period beginning after December 15, 2006. We will adopt El’IT No. 06-3 effective January 1, 2007.
The adoption of EITF No. 06-3 will not have a material impact on our consolidated results of operations or financial position.


In June 2006, the FASB issued FIN No. 48, "Accounting for Uncertainty in Income Taxes- an interpretation of FASB Statement No.
109," which prescribes a recognition threshold and measurement attribute for financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return, as well as criteria on derecognition, measurement, classification, interest and penalties, accounting
in interim periods, disclosure and transition. FIN No. 48 is effective for fiscal years beginning after December 15, 2006. We will adopt FIN No.
48 effective January 1, 2007. The adoption of FIN No. 48 will not have a material impact on our consolidated results of operations or financial
position.


3, Subscriber Revenue


Subscriber revenue consists of subscription fees, non-refundable activation fees and the effects of mail-in rebates. Revenues received
from automakers for prepaid subscriptions included in the sale or lease price of a new vehicle are also included in subscriber revenue over the
service period upon activation.
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(DoJlar amounts in thousands~ unle~ otherwise ~tated)


Subscriber revenue consists of the following:


For the Yenr~ Ended December 31,


20~ 2005 2004


Subsc.fiption fees - : .- - ’
Activation fees


Total subscriber revenue $ 575,404 $ 223,615 $ 62,881
IIII I II    I J


4. Interest Costs


During the year ended December 31, 2006, we capitalized a portion of the interest on funds borrowed to finance the construction and
launch of our new satellite. The following is a summary of our interest cost:


Fer the Y~n Emled Detember 31,


2OeS


lnm~st �o~ charged to ~. ~ "
Debt conversion costs charged to expense


"$ .64,032 . $ "1"45~361,-$:-.~21;79~’,
--    19,592


Interest oosts capitalized
64,032~-." ..-...~;,45,361;~ --- .- 41~386
4,205          --         --


Debt conversion costs for the year ended December 3 l, 2004 were a result of the exchange of $69,000 in aggregate principal amount of
our3½% Convertible Notes due 2008 for shares of our common stock.


5. Inventory


Inventory consists of the following:


Raw mate~." iS " "
Finished goods


Total inventory


A~ of Deeember 31,


--. .... .$:-:,-]6,459 :.: $
18,043 797


$.1- 34,502:~ $ - 14~256


6. Property and Equipment


Property and equipment consists of the following:


Satellite system
Terrestrial repeater network


A~ of D~mber 31,


20~S


933;141 $ 948~5,73:
63,753 73,076







Broadcast studio equipment
~iner care; bflling.:.and �.ond~tiOnal .a~ess.:
~_,a~el.lite telemetry, tracking and control facilities


Furniture, fixtui’esi equipinent and oilier
Land
Building
Construction in progress


Total property and equipment
Accumulated depreeialion


~3~334 28,476
37,350 32,437
35~796 " -29,534
17,611 17,416
54;027- - -. 46,336


311 311
.2.343. -:: 1,936.-


I01,848 27,907


1,279,5r4 1~2o6,oo2
(469,125) (377,645)


-S. 810,389S 828,357
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(Dellar amo~ntt in theulamh~ unle~ otherwile *tared)


Construction in progress consists of the following:


A~ of December 31~


2005


Terrestrial repeater network 10,973 2,619


Other 12,284 2,816


Constniciion in progress


Satellites


Our satellites were successfully launched in 2000. Our spare satellite was delivered to ground storage in 2002. Our three-satellite
constellation and terrestrial repeater network were placed into service in 2002.


In 2006, we entered into an agreement with Space Systems/Loral for the design and construction of a new satellite. Construction of this
satellite is expected to be completed in the fourth quarter of 2008. We plan to launch this satellite on a Proton rocket under our conlract with
Intematinna! Launch Services, which we entered into in 2005. As of December 31, 2006 and 2005, we recorded $78,491 and $21,000,
respectively, to property and equipment in our accompanying consolidated balance sheets in connection with these agreements.


7. Related Party Transactions


Oe In 2005, we entered into a license and services agreement with SIRIUS Canada Inc. Pursuant to such agreement, we are reimbursed for
rtain costs incurred by us to provide SIRIUS Canada Inc. service, including certain costs we incur for the production and distribution of


radios used by its subscribers as well as information technology support costs. In consideration for the rights granted pursuant to the license and
services agreement, SIRIUS Canada Inc. pays us a royalty based on a percentage of its annual gross revenues. Additionally, the initial
financing we provided to SIRIUS Canada is by way of subscription to non-voting shares which carries an 8% cumulative dividend.


Total costs reimbursed by SIRIUS Canada Inc. for the years ended December 31, 2006 and 2005 were $9,227 and $6,025, respectively.
We recorded $945 and $10 in royalty income for the years ended December 31, 2006 and 2005, respectively. Such royalty income was
recorded to other revenue in our accompanying consolidated statements of operations. We also recorded dividend income of $700 for the year
ended December 31, 2006, which was included in interest and investment income in our accompanying consolidated statements of operations.


Amounts due from SIRIUS Canada Inc. at December 31, 2006 were $4,157, of which $2,502 and $1,655 are included in other current
assets and other long-term assets, respectively, on our accompanying consolidated balance sheets. Amounts due from SIRIUS Canada Inc. at
December 31,2005 were $2,277, of which $2,267 and $10 are included in other current assets and other long-term assets, respectively, on our
accompanying consolidated balance sheets. Amounts payable to SIRIUS Canada Inc. at December 31, 2006 and 2005 to fund its remaining
capital requirements were $1,148 and $3,059, respectively, and are included in accounts payable and accrued expenses in the accompanying
consolidated balance sheets.


Accounts Payable and Accrued Expenses


Our accounts payable and accrued expenses consist of the following:


Accounts payable
Accrued programming
Accrued compensation and other payroll related costs
Accrued subsidies and distribution
Accrued web streaming and broadcast royalties
Other accrued expenses


AI of Detember 31,


2~$


26,048- :$. 6,829
116,370 41,436
28,376 . 26,370


185,188 151,311
13,629 19,i90
68,302 86,817
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SO:
Response:


SD:
Response:
SE:


Response:
SF:
Response:


SG:
Response:


SH:
Response:
Sh
Response:


SK:
Response:
SM:
Response:
SO:
Response:
SP:


Response:
SQ:


Response:
Qla:


Response:
Qlb:
Response:
Q2a:


Response:
Q2b:
Response:
Q3a:


Response:
Q3b:
Response:
HOI:


Response:


Are you or any members of your household employed in any of the industries listed on this card? =
An insurance company: No
A marketing research firm: No
An advertising agency: No
The entertainment industry:. No
A satellite radio provider: No
A cable TV provider: No
An Internet service provider: No
During the past three months have you taken part m any market research survey other than a political poll?
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses wilt be kept confidential. Which of these groups includes your age?
25 - 34 years
Which, it any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to cable ~
Decision to subscribeto an Internet service
Decision to subscribe to satellite radio
Which of these services, if any, do you or your household current)y subscnbe to?
Satellite TV
Satellite radio
Which of the following best describe the type of satellite radio you or your household currently subscribes to?
Both
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Cable -I-V: Yes
Broadband Internet: No
Wireless phone service: No
Which satelhte radio service do you or your household currently subscribe to?
Both
Do you wear glasses or contact lenses when you read?
No
RECORD GENDER OF RESPONDENT
Male
We would like to invite you to participate in a study that we think you will find interesting_ The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point and click on your answers or tell me your answers and I will record them. Would you like to participate in
this study?                                              "
Yes, will participate
May I please have your full name, address and phone number? You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes. It will only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but I cannot ask you to
participate in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscribed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
it is the news
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
none
2(a) What types of satellite radio programming were most critical to your decision to subscribe to satellite radio?
(RECORD COMPLETE ANSWERS VERBATIM)
top 10 on the 20 .
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
none
3(a) And now, reflecting on your experience with satellite radio, what types of satellite radio programming are most
critical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
i will not like that i need it
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Interviewer entering answers
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Q4:


Response:


Response:


Q5:


Response:
QSA:
Response:


Q5B:
Response:


Q5C:


Response:


Q5D:


Response:


Q6a:


Response:


Below is a list of the types of satellite radio programming. Please review the list and allocate 100 points among the
seven types of programming in such a way that the number of points (0 to 100) you give each type~f programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio.
If a specific type of programming is not important at all, feel free to give it zero points. If, on the other hand, your


decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no right or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
deciding to subscribe and your experience with satellite radio. Please make sure that the total adds to 100. Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUST EQUAL 100.)
Please click "Okay" if this is clear.


Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sum to 100.
Comedy: 0
Kids: 0
Local Weather and Traffic: 50
Music: 50
News: 0
Sports: 0
Talk and Entertainment: 0
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable_ You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. Is this clear?
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offering includes 74 Music Channels.)
1. No music programming: 8
2. Substantially fewer channels and less variety of music than currently offered: 7
3. The same number of channels and the same variety of music as currently offered: 6
4. Substantially more channels and more variety of music than currently offered: 5
B. News (Current Offering includes 13 News Channels.)
1.’No news programming: 4
2_ Substantially fewer channels and less variety of news than currently offered: 5
3_ The same number of channels and the same variety of news as currently offered: 6
4. Substantially more channels and more variety of news than currently offered: 7
C. Sports (Current Offering includes 13 Sports Channels and Live Game Channels for Major League Baseball,
NASCAR, etc.)
1. No sports programming: 9
2. Substantially fewer channels and less variety of sports than currently offered: 8
3. The same number of channels and same variety of sports as currently offered: 7
4_ Substantially more channels and more variety of sports than currently offered: 6
D. Talk & Entertainment (Current Offering includes 17 Talk and Entertainment channels including Opie and Anthony, Air
America, etc_)
1. No talk and entertainment programming: 1
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 2
3. The same number of channels and same variety of talk and entertainment as currently offered: 3
4. Substantially more channels and more vadety of talk and entertainment than currently offered: 4
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features. Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 4
2. 2 minutes of commercials per houF. 5
3. 5 minutes of commercials per hour. 6
4. 12 minutes of commercials per hour: 7


B. Geographic Coverage
1. Typical FM coverage: 8
2. Complete nationwide coverage: 9
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Q6b:


Response:


Q6c:


Response:
07:


Response:


Qga:


Response:


Q10:


Response:


Qlla:


Response:


Now, let’s turn to price I’d like you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative to the oth~ options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable. Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Price forA Single Subscription
1. $8.95 per month: 8
2. $10.95 per month: 7
3. $12.95 per month: 6
4. $14.95 per month: 5


Please review the list below and tell me if there are any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your subscription to satellite radio’~
"]he number of minutes of commercials per hour on music channels
-Geographic coverage
-The monthly price for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your family’s decision to subscribe and retain your subscripfion to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number from 0 to 100 thal best reflects its relative
importance to you and your family’s decision to subscribe and retain your subscription to satellite radio. The more
important a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would give it. Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#QUAL 100.)
The number of minutes of commercials per hour on music channels: 50
Geographic coverage: 50
The monthly price for a single subscription: 0
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on each of the following program types. Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most should get the highest number of
points, the second most should get fewer points, etc. Make sure the total adds up to 100%.
Comedy: 0
Kids: 0
Local Weather and Traffic 0
Music: 50
News: 0
Sports: 50
Talk and Entertainment: 0
As you know, the single subscription price per month for satellite radio is $12.95 Let’s assume that some of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the sam&. If no [PRGTYPE} programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: Don’t know
NEWS: Don’t know
SPORTS: No
TALK AND ENTERTAINMENT: No
Now, I am going to show you 10 different hypothetical satellite radio program offerings. Each one represents a specific
hypothetical satellrte radio offering that includes a set of available programming options, as well as various combinations
of the non-programming features we discussed before and a monthly pdce for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe" to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. If you definitely would subscribe to the
offering, you would give it a 10 For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering, tf at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do that.
Card 25:10
Card 26:10 "
Card 27:8
Card 28:9
Card 29:10
Card 30:10
Card 31:9
Card 32:9
Card 65:8
Card 66:6
And finally, reflecting on your experience with satellite radio, if satellite radio was not available what, if anything, would
you miss most about it?
i like it
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Q1 lb: Anything else?
Response: no
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SO:
Response:


SD:
Response:
SE:


Response:


Response:


SG:
Response:


SH:
Response:
SI:
Response:
SK:
Response:
SM:
Response:
SO:
Response:
SP:


Response:
SQ:


Response:
Qla:


Response:
Q 1 b:
Response:
Q2a:


Response:
Q2b:
Response:
Q3a:


Response:
Q3b:
Response:
HOI:


Response:


SUBSCRIBERS CASE ID 20180


Are you or any members of your household employed in any of the industries listed on this card?
An insurance company: No
A marketing research firm: No
An advedising agency: No
The entertainment industry: No
A satellite radio provider: No
A cable TV provider: No
An lnternet service provider: No
During the past three months have you taken part in any market research survey other than a political poll?
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses will be kept confidential. Which of these groups includes your age?
25 - 34 years
Which, if any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to cable
Decision to subscribe to an Internet service
Decision to subscribe to satellite radio
Decision to subscribe to a wireless phone service
Decision to subscribe to satellite TV
Which of these services, if any. do you or your household currently subscribe to?
Cable rv
Broadband Internet
Satellite radio
Wireless phone service
Which of the following best describe the type of satellite radio you or your household currently subscribes to?
A paid or trial subscription (such as from the purchase of a car) directly from XM or Sirius
Are you or your household currently considering subscribing to (INSERT ITEM) in the ne~t 30 days?
Satellite TV: Yes
Which satellite radio service do you or your household currently subscribe to?
Sirius
Do you wear glasses or contact lenses when you read?
No
RECORD GENDER OF RESPONDENT
Male
We would like to inwte you to participate in a study that we think you will find =nteresting. The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions’on a computer and either use a
mouse to point and click on your answers or tell me your answers and ] will record them. Would you like to participate in
this study?
Yes, will participate
May ! please have your full name, address and phone number? You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes, tt will only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY.) I’m sorry but I cannot ask you to
participate in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscribed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
ITS WIRELESS,N/EPROBE YOU GET A VARIETY OF STATIONS.
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
NO OTHER REASONS.
2(a) What types of satellite radio programming were most critical to your decision to subscribe to satellite radio?
(RECORD COMPLETE ANSWERS VERBATIM)
SPORTS AND HISPANIC MUSIC.
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
N/EPROBE NOTHING ELSE
3(a) And now, reflect=ng on your experience w~th satellite radio, what types of satellite radio programming are most
cr~ical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
THE MUSIC AND THE VARIETY OF STATIONS AND WHAT THEY OFFER.
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
THERE IS NOTHING ELSE.
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Interviewer entering answers
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Q4:


Response:
Q4:
Response:


Q5:


Response:
Q5A:
Response:


OSB:
Response:


QSC:
Response:


QSD:


Response:


Q6a:


Response:
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SUBSCRIBERS CASE ID 20180 (Continued)


Below is a list of the types of satellite radio programming¯ Please review the list and allocate 100 points among the
seven types of programming in such a way that the number of points (0 to 100) you give each type~f programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio.
If a specific type of programming is not important at all, feel free to give it zero points¯ If, on the other hand, your


decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no right or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
deciding to subscribe and your experience with satellite radio. Please make sure that the total adds to 100_ Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUS[ EQUAL 100.)
Please click "Okay" if this is clear
Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sum to 100.
Comedy: 10
Kids: 9
Local Weather and Traffic: 10
Music: 50
News: 1
Sports: 20
Talk and Entertainment: 0
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable it would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable. You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirabil~y or undesirability. Is this clear’2
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offering includes 66 Music Channels.)
1. No music programming: 0
2. Substantially fewer channels and less variety of music than currently offered 1
3. The same number of channels and the same variety of music as currently offered: 10
4. Substantially more channels and more vadety of music than currently offered: 10
B. News (Current Offering includes 15 News Channels.)
1. No news programming 0
2. Substantially fewer channels and less variety of news than currently offered- 4
3. The same number of channels and the same variety of news as currently offered: 4
4. Substantially more channels and more variety of news than currently offered: 4
C. Sports (Current Offering includes 8 Sports Channels and Live Game Channels for NBA, NFL, etc.)
1. No sports programming: 0
2. Substantially fewer channels and less variety of sports than currently offered: 7
3. The same number of channels and same variety of sports as currently offered: 7
4. Substantially more channels and more variety of sports than currently offered: 10
D. Talk & Entertainment (Current Offering ~ncludes 22 Talk and Entertainment channels including Howard Stern, Martha
Stewart, etc.)
1. No talk and entertainment programming: 7
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 1
3. The same number of channels and same variety of talk and entertainment as currently offered: 10
4. Substantially more channels and more vadety of talk and entertainment than currently offered: 10
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features. Please ~ndicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 10
2. 2 minutes of commercials per hour: 9
3. 5 minutes of commercials per hour. 3
4. 12 minutes of commercials per hour:


B. Geographic Coverage
1. Typical FM coverage: 1
2. Complete nationwide coverage: 10
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Q6b:


Response:


Q6c:


Response:
Q7:


Response:


QS:


Response:


Q9a:


Response:


Qgb:


Response:


Q9c:


Response:


Now, let’s turn to price, rd hke you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative tothe other options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - e~tremely desirable. Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Price for A Single Subscription
1. $8.95 per month: 10
2. $10.95 per month: 3
3. $12.95 per month: 2
4. $14.95 per month: 1


Please review the list below and tell me if there are any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your subscription to satellite radio?
-The number of minutes of commercials per hour on music channels
-Geographic coverage
-The monthly price for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the relative importance of
that feature to you and your family’s decision to subscribe and retain your subscription to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number from 0 to 100 that best reflects its relative
importance to you and your family’s decision to subscribe and retain your subscription to satellite radio. The more
important a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would give it. Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#QUAL 100.)
The number of minutes of commercials per hour on music channels: 10
Geographic coverage: 40
The monthly price for a single subscription: 50
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on each of the following program types_ Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most should get the highest number of
po!nts, the second most should get fewer points, etc_ Make sure the total adds up to 100%
Comedy: 0
Kids: 10
Local Weather and Traffic: 10
Music: 50
News: 10
Sports: 20
Talk and Entertainment 0
As you know, the single subscription price per month for satellite radio is $12.95. Let’s assume that some of the current
programming types were not available Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no [PRGTYPE} programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: No
NEWS: Yes
SPORTS: No
TALK AND ENTERTAINMENT: Yes
How much would you be willing to pay for satellite radio if no [PRGTYPE] programming were available? Please assume
that all other programming and non-programming features of the service, including price, remain the same. Please tell
me the dollar amount you would be willing to pay for satellite radio if these types of programming were not offered at all.
Furthermore, if you think that not having this programming type would lead you to cancel your subscription please say
SO.
Would be willing to pay:
NEWS: $14.00
TALK AND ENTERTAINMENT: $10.95
Are you willing to pay more than the current price of $12.95 per month if no [PRGTYPE] were available but all other
programming features of the service remain the same?
NEWS: Yes
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QIO:


Response:


Q11a:


Response:
Q11b:
Response:


Now, I am going to show you 10 different hypothetical satellite radio program offerings. Each one reJ~resents a specific
hypothetical satellite radio offedng that includes a set of available programming options, as well as~arious combinations
of the non-programming features we discussed before and a monthly price for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe"- to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. If you definitely would subscribe to the


offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering, ff at anytime you want to change your answer to a particular offering, please let me know
and we will ~Io back and do that_ -
Card 25:0
Card 26:6
Card 27:3
Card 28:4
Card 29:10
Card 30:3
Card 31:10
Card 32:0
Card 65:10
Card 66:0
And finally, reflecting on your experience with satelhte radio, if satellite radio was not available what, if anything, would
you miss most about it?
I WOULD MISS THE MUSIC MORE.
Anything else?
I WOULD ALSO MISS THE VARITY THTA I1 OFFERS.
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SC:
Response:


SD:
Response:
SE:


Response:
SF:
Response:


SG:
Response:


SH:
Response:
Sl:
Response:


SK:
Response:
SM:
Response:
SN:
Response:
SO:
Response:
SP:


Response:
SQ:


Response:
Qla:


Response:
Qlb:
Response:
Q2a:


Response:
Q2b:
Response:
Q3a:


Response:
Q3b:
Response:
HOI:


Response:


SUBSCRIBERS CASE ID 20213


Are you or any members of your household employed in any of the industries listed on this card?
An insurance company: No
A marketing research firm: No
An advertising agency: No
The entertainment industry:. No
A satellite radio provider: No
A cable "IV provider: No
An Internet service provider: No
During the past three months have you taken part in any market research survey other than a political poll?
No
I’m going to ask you a few questions, but please be assured that this is only for classification purposes and that your
responses wil! be kept confidential. Which of these groups includes your age?
25 - 34 years
Which, if any, of the following decisions do you make or take part in making for your household?
Decision to subscribe to satellite radio
Decision to subscribe to satellite TV
Which of these services, if any, do you or your household currently subscribe to?
Satellite TV
Satellite radio
Which of the following best describe the type of satellite radio you or your household currently subscribes to?
A paid or trial subscription (such as from the purchase of a car) directly from XM or Sirius
Are you or your household currently considering subscribing to (INSERT ITEM) in the next 30 days?
Cable IV: No
Broadband lntemet: No
Wireless phone service: Yes
Which satel!~te radio service do you or your household currently s~Jbscribe to?
Sirius
Do you wear glasses or contact lenses when you read?
Yes
Do you have your glasses with you or are you wearing your contact lenses today?
Yes
RECORD GENDER OF RESPONDENT
Female
We would like to invite you to participate in a study that we think you will find interesting. The survey will take about 20
minutes. The survey we would like you to participate in requires you to read questions on a computer and either use a
mouse to point and click on your answers or tell me your answers and I will record them. Would you like to participate in
this study?
Yes, will participate
May I please have your full name, address and phone number?. You can be assured that your name and phone number
will not be used to sell you anything or for any marketing or telemarketing purposes. It will only be used to verify your
participation in the survey. (RECORD ON FRONT PAGE OF SCREENER. YOU MUST VERIFY RESPONDENT’S
PHONE NUMBER. IF RESPONDENT REFUSES TO GIVE PHONE NUMBER, SAY:) I’m sorry but ! cannot ask you to
participate in our survey as my client needs your phone number to be able to verify your participation in this study.
Gave phone number
Ql(a) Thinking back to the time you first subscribed to satellite radio, why did you decide to subscribe? (RECORD
COMPLETE ANSWERS VERBATIM)
i want to get it for the music and the news it was the freedom pack
l(b) (PROBE) Any other reason? (RECORD COMPLETE ANSWERS VERBATIM)
no
2(a) What types of satellite radio programming were most critical to your decision to subscribe to satellite radio?
(RECORD COMPLETE ANSWERS VERBATIM)
it have more for me to see
2(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
3(a) And now, reflecting on your experience with satellite radio, what types of satellite radio programming are most
critical to your decision to continue to subscribe? (RECORD COMPLETE ANSWERS VERBATIM)
it is good i love it and i will keep it for a long time
3(b) (PROBE) Any others? (RECORD COMPLETE ANSWERS VERBATIM)
no
INTERVIEWER: HAVE THE RESPONDENT SIT IN FRONT OF THE COMPUTER AND ANSWER QUESTIONS TO
THE REMAINDER OF THE SURVEY HIM/HERSELF. BE SURE TO SIT WITH THE RESPONDENT WHILE HE/SHE IS
ANSWERING IN CASE HE/SHE HAS ANY QUESTIONS. IF THE RESPONDENT PREFERS, HAVE HIM/HER READ
THE QUESTIONS ON THE SCREEN, BUT YOU WILL ENTER THE ANSWERS. RECORD:
Interviewer entering answers
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04:


Response:
Q4:
Response:


QS:


Response:
Q5A:
Response:


QSB:
Response:


QSC:
Response:


OSD:


Response:


O6a:


Response:


Below is a list of the types of satellite radio programming. Please review the list and allocate 100 points among the
seven types of programming in such a way that the number of points (0 to 100) you give each type-~f programming best
reflects the relative importance of that type of programming to you and your family’s decision to subscribe and retain
your subscription to satellite radio.
If a specific type of programming is not important at all, feel free to give it zero points_ If, on the other hand, your
decision was affected by only one of the types of programming and none of the others were important to you, give that
type of programming all of the 100 points. There are no right or wrong answers and we are just looking for your
evaluation of the relative importance of the seven types of programming reflecting both the consideration you used in
deciding to subscribe and your experience with satellite radio. Please make sure that the total adds to 100. Is this clear?
(RECORD 0-100 FOR EACH. TOTAL MUST EQUAL 100.)
Please click "Okay" if this is clear.
Okay
Please enter a whole number response from 0 to 100 in each of the spaces provided. Your responses must sum to 100.
Comedy: 0
Kids: 0
Local Weather and Traffic: 0
Music" 50
News: 50
Sports: 0
Talk and Entertainment: 0
Now I would like to show you four of these programming types. For each type of programming you will see a number of
hypothetical options showing different amounts of programming. For each hypothetical option, please indicate how
desirable rt would be for you relative to the other options. Please assume that in each case all other programming and
non-programming features of the service including price remain the same. Please use a number from 0 (zero) =
extremely undesirable to 10 = extremely desirable. You can use any number from "0 to 10" to indicate your answer.
Please examine each hypothetical amount of programming and record the number that best reflects its level of
desirability or undesirability. Is this dear?.
Please click "Okay" if this is clear.
Okay
A. Music Programming (Current Offering includes 66 Music Channels.)
1. No music programming: 4
2. Substantially fewer channels and less variety of music than currently offered: 5
3. The same number of channels and the same variety of music as currently offered: 6
4. Substantially more channels and more variety of music than currently offered: 7
B. News (Current Offering includes 15 News Channels.)
1. No news programming: 8
2. Substantially fewer channels and less variety of news than currently offered: 7
3. The same number of channels and the same variety of news as currently offered: 6
4. Substantially more channels and more vadety of news than currently offered: 5
C. Sports (Current Offering includes 8 Sports Channels and Live Game Channels for NBA, NFL, etc_)
1. No sports programming: 4
2. Substantially fewer channels and less variety of sports than currently offered" 5
3. The same number of channels and same variety of sports as currently offered: 6
4. Substantially more channels and more vadety of sports than currently offered: 7
D. Talk & Entertainment (Current Offering includes 22 Talk and Entertainment channels including Howard Stern, Martha
Stewart, etc.)
1. No talk and entertainment programming: 2
2. Substantially fewer channels and less variety of talk and entertainment than currently offered: 8
3. The same number of channels and same variety of talk and entertainment as currently offered: 3
4. Substantially more channels and more variety of talk and entertainment than currently offered: 6
Now, we would like you to consider the non-programming features of satellite radio such as the number of minutes of
commercials per hour on music channels and geographic coverage. For each type of non-programming feature you will
see a hypothetical option showing different amounts for that non-programming feature. Please repeat the desirability
task we did before for the types of programming, but this time let’s do it with respect to the various options for each of
the non-programming features¯ Please indicate how desirable each of the different options of a given feature would be to
you relative to the other options of that feature. Again, please assume that all other programming and non-programming
features of the service, including price, remain the same. Again, please use a number from 0 (zero) - extremely
undesirable to 10 - extremely desirable. Please examine each option and record the number that best reflects the level
of desirability or undesirability of the option.
A. The Number of Minutes of Commercials Per Hour on Music Channels


1. No commercials on music channels: 3
2. 2 minutes of commercials per hour: 4
3. 5 minutes of commercials per hour. 8
4. 12 minutes of commercials per hour. 7


B. Geographic Coverage
1. Typical FM coverage. 2
2. Complete nationwide coverage: 6
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Q6b:


Response:


Response:
Q7:


Response."


Q8:


Response:


Q9a:


Response:


Q10:


Response:


Qlla:


Response:


Now, let’s turn to price. I’d like you to repeat the desirability task for various monthly prices for a single subscription.
Please indicate how desirable each of the different price options would be to you relative to the other options. Again,
please assume that all other programming and non-programming features of the service remain the same. Again, please
use a number from 0 (zero) - extremely undesirable to 10 - extremely desirable Please examine each option and record
the number that best reflects the level of desirability or undesirability of the option.
C. The Monthly Price for A Single Subscription


1. $8.95 per month: 3
2. $10.95 per month: 4
3. $12.95 per month: 5
4. $14.95 per month: 6


Please review the list below and tell me if there .~[e any other non-programming features besides the ones listed that you
considered in your decision to subscribe and retain your s~ubscription to satellite radio?
-The number of minutes of commercials per, hour on music channels
-Geographic coverage
-The monthly price for a single subscription
No others considered
Below is a list of the non-programming features of satellite radio. Please review the list and allocate 100 points among
the features in a way that the number of points (0 to 100) you give each feature best reflects the rela’dve importance of
that feature to you and your family’s decision to subscribe and retain your subscription to satellite radio. As in the
previous 100 point allocation task, please assign each feature a number fTom 0 to 100 that best reflects its relative
importance to you and your family’s decision to subscribe and retain your subscription to satellite radio. The more
important a feature is, the higher the number of points you would give it, while the less important a feature is, the fewer
number of points you would give it. Please make sure that the total adds to 100. (RECORD 0-100 FOR EACH. TOTAL
MUST E#QUAL 100.)
The number of minutes of commercials per hour on music channels: 50
Geographic coverage: 50
The monthly price for a single subscription: 0
Reflecting on your and your family’s usage of satellite radio in a typical week how would you estimate the amount of time
spent on each of the following program types. Again please do so by allocating 100 points among the type of
programming reflecting the % of time allocated to each. If you did not (or will not) spend any time listening to a particular
type of program, please give it a zero. The type of programming listened to the most shoutd get the highest number of
points, the second most should get fewer points, etc. Make sure the total adds up to 100%.
Comedy: 50
Kids: 0
Local Weather and Traffic: 0
Music: 50
News: 0
Sports: 0
Talk and Entertainment: 0
As you know, the single subscription pdce per month for satellite radio is $12.95. Let’s assume that some of the current
programming types were not available. Assuming that all other programming and non-programming features of the
service, including price, remain the same. If no [PRGTYPE] programming were available, would it affect the amount you
would be willing to pay for satellite radio?
MUSIC: Don’t know
NEWS: No
SPORTS: Don’t know
TALK AND ENTERTAINMENT: Don’t know
Now, I am going to show you 10 different hypothetical satellite radio program Offerings. Each one represents a specific
hypothetical satellite radio offer~n9 that includes a set of available programming options, as well as various combinations
of the non-programming features we discussed before and a monthly pdce for a single subscription. Please examine
each profile carefully and assign it a number from "0" meaning "definitely would not subscribe" to "10" meaning
"definitely would subscribe" that best reflects your likelihood of subscribing to that offering.
If you definitely would not subscribe to the offering, you would give it a 0. If you definitely would subscribe to the


offering, you would give it a 10. For any other case, use a number between 0 and 10 that best reflects your likelihood of
subscribing to that offering. If at anytime you want to change your answer to a particular offering, please let me know
and we will go back and do that.
Card 33:8
Card 34:9
Card 35:8
Card 36:8
Card 37:9
Card 38:9
Card 39:8
Card 40:8
Card 65:8
Card 66:9
And finally, reflecting on your experience with satellite radio, if satellite radio was not available what, if anything, would
you miss most about it?
i will not like it
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Q1 lb: Anything else?
Response: none
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