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We are Charter Communications...

a leading broadband communications company and
the third-largest publicly traded cable operator in the
United States. With our innovative product offerings

and customer service emphasis, our goal is to be the
first choice for entertainment and communications
services in every market we serve,

8

Charter Digitai™
Charter Digital cable
delivers an astonishing
selection of channels,
movies, and events, all
with crystal clear digital
picture and sound, as weli
as personalized features
that make entertainment
mare interactive.

Charter High-Speed™
Charter High-Speed Internet
service is reliable, always-
on service that, in many
markets, offers downloads
up to 100 times faster

than the competition.

Operating Structure
M East Division

L= Central Division

B West Division

¥ Corporate Headquarters

M Represents approximate
location of Charter operations

Systems subject to previously announced
asset sales as of June 30, 2006 are not
reflected on the map.

Charter Telephone™
Charter Telephone service
offers flexible calling plans
that fit customers’ specific
local and long-distance
needs, all with the simplic-
ity, reliability, and crystal
clarity of the Charter
Communications network.




& -
focus

ibility to support these investments
through a number of balance sheet
transactions and the sale of geo-
graphically non-strategic assets.

Over the past year, we've sharpened our
focus on profitable growth. We assembled
a management team with deep experience

and a clear understanding of what it means to
put the customer first. We invested in the accelerated roll-out of our telephone service
and bundled product offerings, in focused marketing to attract new customers,
and in service improvements to increase customer satisfaction and reduce churn.
And we created the financial fiex-

In 2006, we're executing four strategies to grow our business: improve the
customer experience, use targeted marketing to grow our customer base and
improve retention, focus on high-return investments, and pursue an opportunistic
approach to improving our balance sheet. Our efforts are already helping us deliver
higher growth in revenue generating units (RGUs) and revenue, and we anticipate

Charter HDTV™
Charter HDTV offers
high-definition television
without the high costs,
with more channeis

of radiant picture and
sound, including local
programming.

Charter DVR™

Charter DVR takes digital
cable to the next level by
offering recording features
that allow customers to
record and save their
favorite shows, sports
and movies,

these improvements will trans-
late into consistent growth

in EBITDA (earnings before
interest, taxes, depreciation
and amortization).

,
A

Charter Business™
Charter Business provides
scalable, tailored, and
cost-effective broadband
communications solutions
to organizations of all
sizes through business-
to-business Internet, data
networking, telephone,
video and music services.
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Letter to Stockholders

To Our Stockholders:
In 2005, we made great progress in strengthening the financial
and operating foundation of our company. As a result, we entered
2006 as a stronger company executing clear strategies for
growth. Backed by our talented
employees, our senior leadership
team is focused on profitable
growth. We are confident we
have the people, products, and
vision necessary to capture

the exciting opportunities in

our marketplace.

Sharpening Our Focus

on Profitable Growth

Over the past year, we have
taken important steps to sharpen
our focus on profitable growth:

m We completed our senior
leadership team
In addition to hiring a new
Chief Executive Officer, we
made a number of appoint-
ments and promotions,
including Mike Lovett, Chief
Operating Officer; JT Fisher, Chief Financial Officer; Bob
Quigley, Chief Marketing Officer; and Grier Raclin, General
Counsel. Charter now has a strong management team with
the skill and experience to compete and win in our rapidly
changing marketplace.

m We enhanced our financial flexibility
We extended the maturities and improved the terms of our
public debt and commercial credit facilities and reached
agreements to sell geographically non-strategic systems,
further optimizing our footprint. These actions enhanced
liquidity and provided resources to continue to invest in
growth. As a result, we expect to have sufficient liquidity
to meet our cash needs through 2007.

m We made strategic and disciplined investments
in our business
The progress we made on the financial front freed up the
resources for several strategic initiatives, including targeted
marketing to attract the right kind of customers; enhanced
customer service to support higher growth rates and ensure

——a Charter Communications

in 2005, we showed we can
distinguish ourselves from
the competition and capture
the market’s demand for
our products. While we still
have work to do, we believe
the progress that we made
in 2005 sets the stage for
strengthening performance
in 2006 and beyond.

we serve our customers well; and operational improvements
to streamline our business. These initiatives, together with
Charter's advanced products and services such as video

on demand, high-definition television, and digita! video
recording, allowed us to both
attract new customers and
increase average monthly
revenue per customer.

We are focusing much of

our investment on extending
Charter’s telephone service
footprint. Telephone is a

key element of our growth
strategies, both on its own
and as part of the bundled
product offerings that set

us apart from traditional

voice service and DBS

(direct broadcast satellite)
providers. At the end of

March 2006, our telephone
service was available to nearly
four million homes, an increase
of approximately one million
homes in the first quarter of
this year and about 550,000 homes in the fourth quarter of
2005. Expanding our telephone coverage strengthens our ability
to compete against other voice and bundled service providers.

Executing Our Four Strategic Priorities

In 2005, we showed we can distinguish ourselves from the
competition and capture the market's demand for our products.
While we still have work to do, we believe the progress that we
made in 2005 sets the stage for strengthening performance in
2006 and beyond.

We expect to achieve continued improvements in our
operational and financial performance by concentrating
on four strategic priorities:

m Improving the end-to-end customer experience
n 2006, we will capitalize on initiatives launched during
2005 to sharpen our customer focus and achieve further
improvements in service levels, technical operations, sales
and marketing. Most importantly, our empioyees are
dedicated to Charter's customer-first philosophy and




understand that delivering positive customer experiences is
crucial to achieving consistent growth. We will support their
continued professional growth and development, providing

the right tools and training necessary to accomplish our goals.

Utilizing targeted marketing
to grow the customer base

and improve retention We are committed to making comparable 2005 quarter.
We plan to grow sales and - a
improve retention by providing Charter the premier pmwdef In short, compelling products,
attractive products and services of in-home entertzinment and attractive bundles, improved
and investing in targeted market- = < . = customer service, and targeted
ing programs. We will continue communications services in our marketing are driving significant
to place a high priority on the marke&sv and we have a clear RGU growth, which in turn is
ongoing roll-out of telephone a generating improved revenue
service and on achieving pﬁan to reach this goaL We are growth. As these improvements
increased telephone penetration proud that our approximately continue to build momentum,
so that we can offer bundled we expect to see this translate
products that help set us apart 1?’00@ Empl@yees across the into growth in EBITDA (earn-
from the competition and organization have rallied behind ings before interest, taxes,
reduce chumn. “ . depreciation and amortization).
this commitment, and we are
Focusing on investments that grateful for their support. We are committed to making

drive profitable revenue growth

We will place a priority

on capital and operational

initiatives with the highest return on investment, including
the telephone roll-out, the promotion of product bundles,
and targeted marketing.

Continuing our opportunistic approach to improving
Charter’s long-term financial flexibility
We will continue to seek out opportunities to reduce overall
leverage, manage maturities, and lower borrowing costs,
which gives us both the time and resources to further build
our business and generate value for our shareholders.

Detlivering Results

It's clear that the work we've done to sharpen our focus

and execute our strategies is beginning to deliver results. In

the fourth quarter of 2005, we added 133,000 net revenue
generating units (RGUs), the highest fourth-quarter growth in
three years. The momentum strengthened in the first quarter

of 2006, when we added nearly 295,000 net RGUs — the
largest gain in any quarter in the last three years. We achieved
grawth in each of our customer categories, and we did it while
achieving our fifth consecutive guarter of reduced churn, reflecting

the quality of the customer relationships we’re establishing.

Higher customer counts are beginning to result in increased

revenue. For the fourth quarter of 2005, revenues increased

$66 million, or 5.2 percent, over the prior-year quarter, and in
the first quarter of 2006, total
revenues were up $103 million,
or 8.1 percent, from the

Charter the premier provider
of in-home entertainment and
communications services in
our markets, and we have a clear plan to reach this goal. We
are proud that our approximately 17,000 employees across
the organization have rallied behind this commitment, and
we are grateful for their support.

On behalf of all of us at Charter, we thank you for your
continued support as we work to delight our customers,
strengthen our company, and create value for our stakeholders.
Sincerely,

Neil Smit
President and CEQ

S P e —

Paul G. Allen
Chairman
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Operating Summary

Approximate as of December 31, 2005 2004 (@)
Customer Summatry:
Customers:
Analog video customers 5,884,500 5,991,500
Non-video customers 272,700 228,700
Total customer relationships 6,157,200 6,220,200
Revenue Generating Units:
Analog video customers 5,884,500 5,991,500
Digital video customers 2,796,600 2,674,700
Residential high-speed Internet customers 2,196,400 1,884,400
Telephone customers 121,500 45,400
Total revenue generating units 10,999,000 10,596,000
Video Cable Services:
Analog Video:
Estimated homes passed 12,519,300 12,085,900
Analog video customers 5,884,500 5,991,500
Estimated penetration of analog video homes passed 47% 50%
Digital Video:
Estimated digital homes passed 12,427,800 12,000,500
Digital video customers 2,796,600 2,674,700
Digital penetration of analog video customers 48% 45%
Digital set-top terminals deployed 3,981,100 3,791,600
Non-Video Cable Services:
High-Speed Internet:
Estimated high-speed internet homes passed 11,260,300 10,682,800
Residential high-speed Internet customers 2,196,400 1,884,400
Estimated penetration of high-speed Internet homes passed 20% 18%
Telephone customers 121,500 45,400

() “Customers” include all persons our corparate biling records show as receiving service (regardless of their payment status), except for complimentary accounts (such as our employees).

“n Charter Communications
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This annual report on Form 10-K is for the year ended December 31, 2005. The Securities and Eichange Commission (“SEC™)

allows us to “incorporate by reference” information that we file with the SEC, which means that we can disclose important

information to you by referring you directly to those documents. Information incorporated by reference is considered to be part of

this annual report. In addition, information that we file with the SEC in the future will automatically update and supersede
information contained in this annual report. In this annual report, “we
Charter Communications Holding Company, LLC and their subsidiaries.

”»
]

us” and “our” refer to Charter Communications, Inc.,
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS:

This annual report includes forward-looking statements within .

the meaning of Section 27A of the Securities Act of 1933, as
amended (the “Securities Act”} and Section 21E of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”),
regarding, among other things, our plans, strategies and pros-
pects, both business and financial, including, without limitation,
the forward-looking statements set forth in Part I Item 1. under
the heading “Business — Focus for 2006,” and iri Part II Item 7.
under the heading “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this annual
report. Although we believe that our plans, intentions and
expectations reflected in or suggested by these forward-looking
statements are reasonable, we cannot assure you that we will
achieve or realize these plans, intentions or expectations.
Forward-looking statements are inherently subject to risks,
uncertainties and assumptions, including, without limitation, the
factors deseribed in Part L Item 1A. under the heading “Risk
Factors” and in Part IL Item 7. under the heading “Manage-
ment's Discussion and Analysis of Financial Condition and
Results of Operations” in this annual report. Many of the
forward-looking statements contained in this annual report may
be identified by the use of forward-looking words such as
“believe,” “expect,” “anticipate,” “should,” “planned,” “will,”
“may,” “intend,” “estimated” and “potential,” among others. - *
Important factors that could cause actual results to differ
materially from the forward-looking statements we make in this
annual report are set forth in this annual report and in other
reports or documents that we file from time to time with the
United States Securities and Exchange Commission, or SEC,
and include, but are not limited to:

o«

o the availability, in general, of funds to meet interest
payment obligations under our debt and to fund our
operations and necessary capital expenditures, either
through cash flows from operating activities, further bor-,
rowings or other sources and, in particular, our ability to be
able to provide under the applicable debt instruments such
funds (by dividend, investment or otherwise) to the
applicable obligor of such debt;

. @ our ability to comply with all covenants in our indentures,”
bridge loan and credit facilities, any violation of which
would result in a violation of the applicable facility or
indenture and could trigger a default of other obligations
under cross- default provmons,

& our ablhty to pay or reﬁnance debt prior to or when it
becomes due and/or to take advantage of market opportu-
nities and market windows to refinance that debt through
new issuances, exchange offers or otherwise, including
restructuring our balance sheet and leverage position;

© our ability to sustain and grow revenues and cash flows
from operating activities by offering video, high-speed
Internet, telephone and other services and to maintain and
grow a stable customer base, particularly in the face of

i

Increasingly aggresswe competition from other service
~providers;

o our ability to obtain programming at reasonable prices or
to pass programming cost increases on to our customers;

o general business conditions, economic uncertainty or
slowdown; and

¢ the effects of governmental regulation, including but not -
limited to local franchise authorities, on our business.

All forward-looking statements attributable to us or any
person acting on our behalf are expressly qualified-in their
entirety by this cautionary statement. We. are under no duty or
obligation to update any of the forward-looking statements after
the date of this annual report.

—
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PART I

ITEM 1. BUSINESS.

INTRODUCTION

Charter Communications, Inc. (“Charter”) is a broadband
communications company operating in the United States, with
approximately 6.16 million customers at December 31, 2005.
Through our broadband network of coaxial and fiber optic
cable, we offer our customers traditional cable video program-
ming (analog and digital, which we refer to as “video” service),
high-speed Internet access, advanced broadband cable services -
(such as video on demand (“VOD?), high definition television
service and interactive television) and, in some of our markets,
telephone service. See “Item 1. Business — Products and Ser-
vices” for further description of these terms, including
“customers.” _ )
At December, 31, 2005, we served approximately 5.88 mil-
lion analog video customers, of which approximately 2.80 mll— ‘
lion were also digital video customers. We also served
apprommately 2.20 million high-speed Internet customers

(including apprommately 253,400 who received only hlgh—speedA

Internet services). We also provided telephone service to
approximately 121,500 customers (including approximately
19,300 who received telephone service only)

At December 31, 2005, our investment in cable properties,
long-term debt, accumulated deficit and total shareholders™
deficit were $15.7 billion, $19.4 billion, $10.2 billion and
$4.9 billion, respectively. Our working capital deficit was *
$864 millioni at December 31, 2005. For the year ended
December 31, 2005, our revenues, net loss applicable to
common stock and loss per common share were approximately
$5.3 billion, $970 million and $3.13, respectively.

We have a history of net losses. Further, we expect to

continue to report net losses for the foreseeable future. Our net

losses are principally attributable to insufficient revenue to cover
the interest costs we incur because of our high level of debt, the

depreciation expenses that we incur resulting from the capital

investments we have made in our cable properties, and the
impairment of our franchise intangibles; We expect that these
expenses (other than impairment of franchises) will remain
significant, and we therefore expect to continue to report net
losses for the foreseeable future. Historically, a portion of the
losses were allocated to minority interest. However, at Decem-
ber 31; 2003, the minority interest in Charter Communications
Holding-Company, LLC (“Charter Holdco”) had been substan-
tially eliminated by these loss allocations. Beginning in 2004, we
absorb substantially all future losses before income taxes that
otherwise would have been allocated to minority interest. Under
our existing capital structure, future losses will continue to be’
absorbed by Charter. The remaining minority interest relates to -
CC VIII, LLC (*CC VIII") and the related profit and loss
allocations for these interests have not had a significant impact
ori our statement of operations nor are they expected to have a
significant impact in the future.

Charter was organized as a Delaware corporation in 1999
and completed an initial public offering of its Class A common
stock in November 1999. Charter is a holding company whose
principal assets are, for accounting purposes, an approximate
48% equity interest and a 100% voting interest in Charter
Holdco, the direct parent of CCHC, LLC, which is the direct
parent of Charter Communications Holdings, LLC (“Charter
Holdings™). Charter also holds certain preferred equity and
indebtedness of Charter Holdco that mirror the terms of
securities issued by Charter. Charter’s only business is to act as
the sole manager of Charter Holdco and its subsidiaries. As sole
manager, Charter controls the affairs of Charter Holdco and
most of its subsidiaries. Certain of our subsidiaries commenced
operations under the “Charter Communications” name in 1994,
and our growth through 2001 was primarily due to acquisitions
and business combinations. We do not expect to make any
significant acquisitions in the foreseeable future, but plan to
evaluate opportunities to consolidate our operations through
exchanges of cable systems with other cable operators, as they
arise. We may also sell certain assets from time to time. Paul G.
Allen owns 45% of Charter Holdco through affiliated entities.
His membership units are convertible at'any time for shares of
our Class A common stock on a one-for-one basis. Paul G.
Allen controls Charter with an as-converted common equity
interest of approximately 49% and a voting control interest of
90% as of December 31, 2005,

“ Our principal executive offices are located at Charter Plaza,
12405 Powerscourt Drive, St. Louis, Missouri 63131. Our
telephone number is (314) 965-0555 and we have a website
accessible at www.charter.com. Since January 1, 2002, our
annual reports, quarterly reports and current reports on
Form 8-K, and all amendments thereto, have been made
available on our website free of charge as soon as reasonably
practicable after they have been filed. The information posted
on our website is not incorporated into this annual report.

Certain Significant Developments in 2005, and 2006

We continue to pursue opportunities to improve our liquidity.
Our efforts in this regard have resulted in the completion of a
number of financing transactions in 2005 and 2006, as follows:

© the January 2006 sale by our subsidiaries, CCH II, LLC-
(“CCH II") and CCH II Capital Corp., of an additional
$450 million principal amount of their 10.250% senior notes
due 2010;

¢ the October 2005 entry by our subsidiaries, CCO Holdings,
'LLC (“CCO Holdings”) and CCO Holdings Capital Corp.,
as guarantor thereunder, into a $600 million senior bridge
loan -agreement with various lenders (which was reduced to
$435 million as a result of the issuance of CCH II notes);

e the September 2005 exchange by Charter Holdings,vCCH' L
LLC (“CCH I") and CCH I Holdings, LLC (“CIH") of
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approximately $6.8 billion in total principal amount of
* outstanding debt securities of Charter Holdings in a pnvate
placement for new debt securities;

e thé August 2005 sale by our subsidiaries, CCO Holdings
and CCO Holdings Capital Corp., of $300 million of
- 8¥4% senior notes due 2013;

o the March and June 2005 issuance of $333 million of
Charter Communications Operating, LLC (“Charter ‘Oper-
ating”) notes in exchange for $346 million of Charter
Holdings notes;

o the repurchase during 2005 of $136 million of Charter’s
4.75% convertible senior notes due 2006 leaving $20. million
in principal amount outstanding; and -

e the March 2005 redemption of all of CC V' Holdings,
LLC’s outstandirig 11.875% senior dlSCOUl’lt notes due 2008
at a total cost of $122 million.

RECENT EVENTS

Asset Sales

On February 28, 2006, Charter announced the 51gn1ng of.two

separate definitive agreements to sell certain cable television
systems serving a total of approximately 316,000 analog video
customers, including 142,000 digital video customers and 91,000
high-speed Internet customers in West Virginia, Virginia, Hinois
and Kentucky for a total of approximately $896 million. The
closings of these transactions are expected to occur in the third
quarter of 2006. Under the terms of the bndge loan, bndge
availability will be reduced by the proceeds of asset sales.

Appointment of New Executive Vice President and Chief Financial Officer
Jeftrey T. Fisher, 43, has been appointed to the position of
Executive Vice President and Chief Financial Officer, effective
February 6, 2006. Mr. Fisher succeeds the Interim Chief "
Financial Officer, Paul E. Martin, who has indicated his
intention to continue as Charter’s Senior Vice President,
Principal“Accounting Officer and Corporate Controller until at -
least March 31, 2006.

CCH 1), LLC Note Dﬂering

On January 30, 2006, CCH'Il and CCH 1I Capital Corp: issued
an -additional $450 million principal amount of their

10.250% senior notes due 2010, the prbéeeds of which will be -
provided, directly or indirectly, to Charter Operating, which will
use such funds to reduce borrowings, but not commitments,
under the revolving portion of its credit facilities. As a result of
the offering of these notes, availability under the bridge loan has
been reduced to $435 million.

Consummation of Share Borrow Transaction

On February 9, 2006, we issued 22.0 million. shares of Class A
common stock in a public offering. The shares were issued
pursuant to a share lending agreement pursuant to which we had
previously agreed to loan up to 150 million shares to Citigroup
Global Markets Limited (“CGML”). To date, 116.9 million shares
have been sold in share borrow transactions. Because less than

the full 150 million shares covered by the share lending
agreement were sold in the prior share borrow transactions, we
remain obligated to issue, at CGML'’s request, up to an additional
33.1 million loaned shares in up to two additional subsequent
registered public offerings pursuant to the share lending
agreement.

These 'transactions. were conducted to facilitate transactions
by which investors in Charter’s 5.875% convertible senior notes
due 2009 issued on November 22, 2004, hedged their invest-
ments in those convertible senior notes. Charter did not receive
any of the proceeds from the sale of shares in the share borrow
transactions. However, under the share lending agreement,
Charter received a loan fee of $.001 for each share that it lent to
CGML.~ : '

FOCUS FOR 2006

Our strategy is to leverage the capacity and the capabilities of
our broadband network to become the premier provider of in-
home entertainment and commumcatlons services in the com-
munities we serve. By offering excellent value and variety to our
customers through creative product bundles, strategic pricing
and packaging of all our products and services, our goal is to A
increase proﬁtable revenues that will enable us to maximize
return on our invested capital.

Building on the foundation established throughout 2005, in
2006, we will strive toward:

® improving- the end-to-end customer experience and increas-
ing customer loyalty;

" @ growing sales and retention for all our prbcjlncts and
services; and

e dnvmg operating and  capital eﬁ"ectlveness

The Customer Experience

Providing superior customer service is an essential element of
our fundamental business strategy. We strive to continually
improve the end-to-end customer experience and increase
customer loyalty by effectively managing our customer care
contact centers in alignment with technical operations. We are
seeking to instill a customier-service-oriented culture throughout
the organization and will continue to focus on excellence by
pursuing further improvements in customer service, techmcal
operations, sales and marketing.

We are dedicated to fostering strong relationships and
making not only financial investments, but the investment of -
time and effort to strengthen the communities we serve. We

have developed programs and initiatives that providé valuable
television time to groups and organlzanons over our cable
networks. :

Sales and Retention

Providing desirable products and services and investing in
profitable marketing programs are major components of our -
sales strategy. Bundling. services, combining two or more
Charter services for one discounted price, is fundamental to our
marketing strategy. We believe that combining our products into
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bundled offerings provides value to our customers that distin-
guishes us from the competition. We believe bundled offerings
increase penetration of all our products and services and
improves customer retention and perception. Through targeted
marketing of bundled services, we will pursue growth in'our,
customer base and improvements in customer satisfaction.
Targeted marketing also promotes the appropriate matching of
services with customer needs leading to improved retention of
existing customers and lower bad debt expense.

Expanding telephone service to additional markets and
achieving increased telephone service penetration will be a high
priority in 2006 and will be important to revenue growth. We
plan to add enhancements to our high-speed Internet service to
provide customers the best possible Internet experience. Our
digital video platform enables us to provide customers advanced
video products and services such as VOD, high-definition
television and digital video recorder (*DVR”) service. We will
also continue to explore additional product and service offerings
to complement and enhance our existing offerings and generate
profitable revenue growth.

In addition to the focus on our primary resu:lentlal
customer base, we will strive to expand the marketing of our
video and high-speed Internet services to the business commu-
nity and introduce telephone service, which we believe has
growth potential.

Operating and Ca‘pital Effectiveness

We plan to further capitalize on initiatives launched during 2005
to continue to drive operating and capital effectiveness. Specifi-
cally, additional improvements in work force management will
enhance the efficient operation of our customer care centers and
technical operations functions. We will continue to place the
highest priority. for capital spending on revenue-generating
initiatives such as telephone deployment.

With over 92% of our homes passed having bandwidth of
550 megahertz or higher, we believe our broadband network
provides the infrastructure to deliver the products and services

today's consumer desires. See “— Our Network Technology.” In

2005 we invested in programs and initiatives to improve all

aspects of operations, ‘and going forward we will seek to
capitalize on that solid foundation. We plan to leverage both
our broadband network and prior investments in operational
efficiencies to generate profitable revenue growth.

Through our targeted marketing strategy, we plan to meet

" the needs of our current customers and potential customers with

desirable, value-based offerings. We will seek to capitalize on the,

_capabilities of our broadband network in order to bring

innovative products and services to the marketplace. Our
employees are dedicated to Chaner s customer-first philosophy,

~and we will strive to support their continued professional

growth and development, providing the right tools and training
necessary to accomplish our goals. We believe our strategy
differentiates us from the competition and plan to enhance our
ability to continue to grow our broadband operations in the
communities we serve.’

ORGANIZATIONAL STRUBTURE

The chart below sets forth our orgamzatxonal structure and that
of our direct and indirect subsidiaries. This chart does not
include all of our affiliates and subsidiaries and, in some cases,
we have combined separate entities for presentation purposes.
The equity ownership, voting percentages and indebtedness
amounts shown below are approximations as of December 31,
2005 giving efTect to the i issuance and sale of $450 million

. principal amount of 10.250% CCH. II notes in January 2006 and

the use of such proceeds to pay down credit facilities and the
issuance of 22.0 million shares on February 6, 2006 and do not

_ give effect to any exercise, conversion or exchange of then
_outstanding options, preferred stock, convertible notes and other

convertible or exchangeable securities.
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Paul G. Allen and
his controlled entities

Public common stock
and other equity

93% common equity
interest, 10% voting

interest L. 7% common equity
. ez - s . o, -
Charter Communications; ing. IO an:tei;:sitég?e/;t )
(*Charter’) ; WA :

{isslier of common stack and
$863 miliion accreted value of convertible senlor nozes) (1)

56% common equity mterest
and minor senior securities (3

44% common equity interest
(exchangeable for Charter

Charter Communications, Inc. common stock) (2)(3)
Holding Company, LLC, N g
(“Charter Heldco") . . )

T 49% million subordinated

- - caccretingnote (4)

CCHC, LLC ,
{("CCHC"
I

Charter Communications, Holdings, LLC

("Charter Hoidings"}

(co-issuer of $1.2 billion of senior notes.and $555

million accreted value of senior discount notes)
1
CCH | Holdings, LLC
© PCIHY .
(co-issuer of $450 million of senior notes and 52 0 billion \
accreted value of senlor discount notes) .

CCHI, LLC
(*CCH 1) )
(co-issuer of $3.7 billion accreted valug senior secured notes)
I
CCHII, LLE . ;
("CCH I )
(co-issuer of $2.0 billion senior notes)

|

' GCO Holdings, LLC
o ., ("CCO Holdings")
{co-issuer of $1.3 billion accreted value senior notss)

Charter Communications Oparating, LLC

("Charter Operating®) ol
(obligor under $86.5 billion credit facilities -

. $5.3 biliion outstanding) - . )
(co-issuer of $1.8 billion senior second lien notes) ~ ’

[

Charter Operating Subsidiaries - CCONR
(including Renaissance notes issuers) - ' Holdings, LLC
. | {8115 million-accreted vaiue of senior ) g3,

- discount notes)

l 100% common equity

100% 100%

CC V| companies \ CC V Holdings, LLC
70%

] ) . Preferred Equity in
100% Class B units CC VI, LLC (4)

CC VIl companies

CC VI, LLC
("CC Vill")
30%
Preterred Equity in
CC VIll, LLC (4)

O Charter acts as the sole manager of Charter Holdeo and its direct and indirect limited liability company subsidiaries. Charter’s certificate of incorporation requires that its
principal assets be securities of Charter Holdco, the terms of which mirror the terms of securities issued by Charter. See “Charter Communications, Inc.” below.
These membership units are held by Charter Investment, Inc. (“CII”) and Vulcan Cable III Inc, each of which is 100% owned by Paul G. Allen, our chairman and

controlling shareholder. They are exchangeable at any time on a one-for-one basis for shares of Charter Class A common stock.
® The percentages shown in this table reflect the issuance of the 116.9 million shares of Class A common stock issued in 2005 and February 2006 and the corresponding

issuance of an equal number of mirror membership units by Charter Holdco to Charter. However, for accounting purposes, Charter's common equity interest in Charter
Holdco is 48%, and Paul G. Allen’s ownership of Charter Holdco is 52%. These percentages exclude the 116.9 million mirror membership units issued to Charter due to
the required return of the issued mirror units upon return of the shares offered pursuant to the share lending agreement. See Note 14 to the accompanying consolidated

financial statements contained in “Item 8. Financial Statements and Supplementary Data.”
® Represents preferred membership interests in CC VIIL, a subsidiary of CC V Holdings, LLC, and an exchangeable accreting note Lssued by CCHC related to the

settlement of the CC VIII dispute. See “Item 13. Certain Relationships and Related Transactions — Transactions Arising Out of Our Organizational Structure and

Mr. Allen’s Investment in Charter Communications, Inc. and Its Subsidiaries — Equity Put Rights — CC VIIL”

outstanding equity and debt structure. As a result of these
coordinating provisions, whenever Charter issues equity or debt,
Charter transfers the proceeds from such issuance to Charter
Holdco, and Charter Holdco issues a “mirror” security to

Charter Communications, Inc. Certain provisions of Charter’s
certificate of incorporation and Charter Holdco’s limited liability
company agreement effectively require that Charter’s investment
in Charter Holdco replicate, on a “mirror” basis, Charter’s
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Charter that replicates the characteristics of the security issued
by Charter Consequently, Charters pnncrpal assets, for account-
ing purposes, are an approximate 48% common equity interest
and a 100% voting interest in Charter Holdco, “mirror” notes,
that are payable by ‘Charter Holdco to Charter that have the
same principal amount and terms as Charter’s convertible senior
notés and preferred units in Charter Holdco that miirror the
terms and liquidation preferences of Charter’s outstanding

preferred stock. Charter Holdco, through its subsidiaries, owns

" cable systems and certain strategic investments. As sole manager

under apphcable operating agreements, Charter controls the
affairs of Charter Holdco and most of its subsidiaries. In
addition, Charter also provides management services to Charter
Holdco and its subsidiaries under a rnan'agemerlt services

+ agreement. ‘ Eh

The following table sets forth information as of December 3,1 2005 with respect to the shares of common stock of Charter on an

actual outstandlng, as converted” and “fully, diluted” basis:

Actual Shares Outstanding®

Charter Gommunications, Inc.
’ A§surning Exchange of Charter Haldco '

Membership Units® Fully Diluted Shares Outstanding®

Number Percentage
Number of Percentage of of Fully of Fully
Number of Percentage As Converted As Converted Diluted Dituted
Commeon. of Common Common Comman Common Common
Shares Shares Yoting Shares ] Shares Shares Shares
Qutstanding Outstanding Percentage Cutstanding Outstanding Qutstanding Outstanding
Class A Common Steck 416,204,671 99.99% 10.26% 416,204,671 55.09% 416,204,671 35.67%
Class B Common Stock 50,000 0.01% 89.74% ' 50,000 00.01% 50,000 *
Total Common Shares .
Outstanding 416,254,671 100.00% 100.00%
One-for-One Exchangeable ‘
Equity in Subsidiaries:
Charter Investment, Inc. 222,818,858 29.50% 222,818,858 19.10%
Vulcan Cable HI Inc. 116,313,173 15.40% 116,313,173 9.97%
Total As Converted
Shares Outstanding 755,386,702 100.00%
Other Convertible Securities
Charter Communications, Inc.:
Convertible Preferred
Stock'¥ 148,575 0.01%
Convertible Debt: ‘
4.75% Convertible
Senior Notes® 758,971 0.07%
5.875% Convertible
Senior Notes® 356,404,924 30.55%
Employee, Director and
Consultant Stock
Options® 29,416,012 2.52%
CCHC:
14% Exchangeable _
Accreting Note® 24,662,333 2.11%
Fully Diluted Common ‘
Shares Outstanding 1,166,777,517 100.00%

* Less than .01%.

® Paul G. Allen owns approximately 7% of Charter’s outstanding Class A common stock (approximately 49% assuming the exchange by Mr. Allen of all units in Charter
Holdco held by him and his affiliates for shares of Charter common stock) and beneficially controls approximately 90% of the voting power of Charter’s capital stock.
Mr. Allen is entitled to ten votes for each share of Class B common stock held by him and his affiliates and for each membership unit in Charter Holdeo held by him
and his affiliates. These percentages do not reflect the remaining 55.1 million shares of Class A common stock that may yet be issued under the share lending agreements

(22.0 million of which were issued in February 2006).

® Assumes only the exchange of Charter Holdco membership units held by Mr. Allen and his affiliates for shares of Charter Class A common stock on a one-for-one basis
pursuant to exchange agreements between the holders of such units and Charter. Does not include shares issuable on conversion or exercise of any other convertible

securities, including stock options, convertible notes and convertible preferred stock.
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© Represents “fully ‘diluted” common shares cutstanding, .assuming exercise, exchange or conversion of all outstanding options and exchangeable or convertible securities,
including the exchangeable membership units described in note {(b) above, all shares of Charter Series A convertible redeemable preferred stock, the 14% CCHC
exchangeable accretmg note, all outstandmg 4.75% convertible senior notes and 5.875% convertible senior notes of Charter, and all employee, director and consultant
stock options,

@ Reflects common shares issuable upon conversion of the 36,713 shares of Series A convertible redeemable preferred stock. Such shares have a current hquxdanon
preference of approximately $4 million and are convertible at any time into shares of Class A common stock at an initial conversion price of $24.71 per share (or
4.0469446 shares of Class A common stock for each share of convertible redeemable preferred stock), subject to certain adjustments,

® Reflects shares issuable upon conversion of all outstanding 4.75% convertible senior notes ($20 million total principal amount), which are convertible into shares of
Class A common stock at an initial conversion rate of 38.0952 shares of Class A common stock per $1,000 principal amount of notes (or approximately $26.25 per share),
subject to certain adjustments,

® Reflects shares issuable upon conversion of all outstanding 5.875% convertible senior notes ($863° million total principal amount), which are convertible into shares of
Class A common stock at an initial conversion rate of 413.2231 shares of Class A common stock per $1,000 principal amount of notes (or approximately $2.42 per share),
subject to certain adjustments.

® The weighted average exercise of outstanding stock options is $4.46.

® As a result of the settlement of the CC VIII dispute, Mr. Allen, through his wholly owned subsxdlary CII received an accreting note (the “CCHC note”) that as of
December 31, 2005 is exchangeable for 24,662,333 Charter Holdco units. The CCHC note has a 15-year maturity. The CCHC note has an initial accreted value of
$48 million accreting at 14% compounded quarterly, except that from and after February 28, 2009, CCHC may pay any increase in the accreted value of the CCHC note
in, cash and the accreted value of the CCHC note will not increase to the extent such amount is paid in cash, The CCHC note is exchangeable at CII's option, at any
time, for Charter Holdco Class A Common units at a rate equal to the then accreted value, divided by §2.00. See “Item 13. Certain Relationships and Related
Transactions — Transactions Arising Out of Our Organizational Structure and Mr. A]len s Investment in Charter Communications, Inc. and Its Subsidiaries — Equity Put
Rights - CC VL~

.
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Charter Communications Holding Company, LLC. Charter Holdco, a
Delaware limited liability company formed on May 25, 1999, is

the direct 100% parent of CCHC, LLC. The common member-

ship units of Charter Holdco are owned approximately 55%. by
Charter, 30% by Vulcan Cable Il Inc. and 15% by CII All of
the outstanding common membership units in Charter Holdco

held by Vulcan Cable III Inc. and CII are controlled by .

Mr. Allen and are exchangeable on a one-for-one basis at any
time for shares of high vote Class B.common stock of Charter,
which are in turn convertible into Class A common stock of
Charter. Charter controls 100% of the voting power of Charter
Holdco and is its sole manager.

¢

The following. table sets forth the information as of December 31, 2005 with resi)ect to the‘commoﬁ units of Charter Hc;ldco on an
actual outstanding and “fully diluted” basis. ‘ * ‘

Charter Communications Holding Company, LLC

Fully Diluted Units Outstanding (assuming
exchange or conversion of all exchangeable and

¥ i '
Actual Units Outstanding convertible securities)

‘ Number of . Percentage ’ ‘ ‘ Number Percentaéé
Common of Common : of Fully ' of Fully
Units - Units Vating Diluted Common . Diluted Common
Outstanding Qutstanding Percentage Units Outstanding Units Outstanding
Common Units Outstanding : o Co .
Charter Communications, Inc. 416,254,671 55.10% 100% 416,254,671 35.68%
Vulcan Cable III Inc.® 116,313,173 15.40% - 116,313,173 9.97%
Charter Investment, Inc.®) - 222,818,858 29.50% o w 222.818,858: 2 19.10%
Total Common Units Outstanding 755,386,702 _100% - - 100%
Units Issuable on Exchange of 14% Exchangeable Actreting ‘ ‘ ‘
Note® ‘ ' _
'14% Exchangeable Accreting Note ' T 24,662,333 2.11%
Units Issuable on Conversion of Mirror Gonvertible Securities ' o ' o
held by Charter Communications, Inc.
Mirror Convertible Preferred units® 148,575 0.01%
Mirror ‘Convertible Debt: .
4.75% Convertible Senior Notes ‘ 758,971 0.06%
5.875% Convertible Senior Notes™ 356,404,924 ' 30.55%
Mirror Employee, Director and Consultant Stock ,
Options@ ' 29,416,012 2.52%
Fully Diluted Common Units Outstandmg , 1,166,777,517 ' 100.00%

® Includes 106,715,233 non-voting Class A common units and 9,597,940 non-voting Class C common units. -

® Includes 217,585,246 non-voting Class A common units and 5,233,612 non-voting Class C common units.

© As a result of the settlement of the CC VIII dispute, Mr. Allen, through his wholly owned subsxdla.ry ClII, received the CCHC note that as of December 31,2005 is
exchangeable for 24,662,333 Charter Holdco units. The CCHC note has a 15- -year maturity. The CCHC note has an initial accreted value of $48 million accreting at 14%
compounded quarterly, except that from and after February 28, 2009, CCHC may pay any increase in the accreted value of the CCHC note in cash and the accreted
value of the CCHC note will not increase to the extent such amount is paid in cash. The CCHC note is exchangeable at CI's option, at any time, for Charter Holdco
Class A Common units at a rate equal to the then accreted value, divided by $2.00. See “Ttem 13. Certain Relationships and Related Transactions — Transactions Ansmg
Out of Our Organizational Structure and Mr. Allen’s [nvestment in Charter Communications, Inc. and Its Subsidiaries — ‘Equity Put Rights — CC VIIL.”

@ Certain provisions of Chartér’s certificate of incorporation and Charter Holdeo's limited liability company agreement effectively require that Charter’s investment in-’
Charter Holdeo replicate, on a “mirror” basis, Charter’s outstanding equity and debt structure. As a result; in addition to its equity interest in common units of Charter
Holdco, Charter also holds 100% of the 4.75% and 5.875% mirror convertible notes of Charter Holdco, that automatically convert into common membership units upon
the conversion of any Charter 4.75% and 5.875% convertible senior notes and 100% of the mirror preferred membership units of Charter Holdco that automatically
convert into common membership units upon the conversion of the Series A convertible redeemable preferred stock of Charter. The table reﬂects the common equity
issuable on exercise or conversion of these mirror securities. :

CCHC, LLC. CCHC, LLC, a Delaware limited liability company
formed on October 25, 2005, is the issuer of an exchangeable
accreting note. In October 2005, Charter, acting through a
Special Committee of Charter’s Board of Directors, and

Mr. Allen, settled a dispute that had arisen between the parties
with regard to the ownership of CC VIIL. As part of that
settlement, CCHC issued the CCHC note to CII. The CCHC
note has a 15-year maturity. The CCHC note has an initial
accreted value of $48 million accreting at 14% compounded

quarterly, except that from and after February 28, 2009, CCHC
may pay any increase in the accreted value of the CCHC in
cash and the accreted value of the CCHC note will not increase
to the extent such amount is paid in cash. The CCHC note is
exchangeable at CII's option, at any time, for Charter Holdco
Class A Common units at a rate equal to the then accreted
value, divided by $2.00. CCHC owns 70% of the preferred
membership interests in CC VIII, LLC. See “— Preferred Equity
in CC VIII, LLC” below.
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Charter Communications Holdings, LLC. Charter Holdings, a Dela-
ware limited lability company formed on February 9, 1999, is a
co-issuer of 13 series of notes that mature from 2007-2012, with
an aggregate outstanding principal amount of $1.8 billion. See
“Item 7. Management's Discussion and Analysis of Financial
Condition and Results of Operations — Description of Our
Outstanding Debt.” Charter Holdings owns 100% of Charter
Communications Holdings Capital, the co-issuer of these notes.
Charter Holdings also directly owns CIH and indirectly the
subsidiaries that conduct all of our cable operations.

CCH | Hoidings, LLC. CIH, a Delaware limited liability company
formed on August 8, 2005, is a co-issuer of six series of notes
that mature in 2014 and 2015 with an aggregate outstanding
principal amount of $2.5 billion. See “Item 7. Management's
Discussion and Analysis of Financial Condition and Results of
Operations — Description of Our Outstanding Debt.” CIH owns
100% of CCH I Capital Corp., the co-issuer of these notes. CIH
also directly owns CCH I and indirectly the subsidiaries that
conduct all of our cable operations.

CCH 1, LLE. CCH [, a Delaware limited liability company formed
on July 9, 2003, is a co-issuer of $3.5 billion prineipal amount of
notes that mature in 2015. See “Item 7. Management’s Discus-
sion and Analysis of Financial Condition and Results of
Operations — Description of Our Qutstanding Debt.” CCH 1
owns 100% of CCH I Capital Corp., the co-issuer of these notes.
CCH 1 also directly owns CCH II and indirectly the subsidiaries
‘that conduct all of our cable operations.

CCH 1l, LLC. CCH 1I, a Delaware limited liability company formed
on March 20, 2003, is a co-issuer of $1.6 billion principal
amount of notes that mature in 2010. CCH II, LLC issued

$450 million additional principal amount of these notes in
January 2006. See “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations —
Description of Our QOutstanding Debt.” CCH II owns 100% of
CCH 1I Capital Corp., the co-issuer of these notes. CCH II also
directly owns CCO Holdings and_indirectly, the subsidiaries that
conduct all of our cable operatlons

cco Holdings, LLE. CCO Holdings, @ Delaware limited liability
company formed on June 12, 2003, is a co-issuer of two series of
notes that mature in 2010 and 2013. See “Itemn 7. Management’s
Discussion and Analysis of Financial Con{ditic')n and Results of
Operations — Description of Our Outstanding Debt.” CCO Hold-
ings owns 100% of CCO Holdings Capital Corp., the co-issuer

of these notes. In October 2005, CCO Holdings and CCO
Holdings Capital Corp., as guarantor thereunder, entered into a
$600 million bridge loan agreement with various lenders (which
was reduced to $435 million as a result of the issuance of the -
CCH II notes in January 2006). CCO Holdings also directly
owns Charter Operating and indirectly the subsidiaries that
conduct all of our cable operations.

Charter Operating. Charter Operating owns the subsidiaries that.
own or operate all of onr cable systems, subject to a minority
interest held by Mr. Allen as described below. These subsidiaries
include the public notes issuer, Renaissance Media Group.
Charter Operating is the obligor under a $6.5 billion credit
facility. In addition, Charter Operating is a co-issuer of two
series of senior second-lien notes that mature in 2012 and 2014.
See “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Description of Our
Outstanding Debt.” Charter Operating owns 100% of Charter
Communications Operating Capital Corp., the co-issuer of these
notes.

Preferred equity in CC VHI, LLC. CII owns 30% of the CC VIII
preferred membership interests. CCHC, 4 direct subsidiary of
Charter Holdco and the direct parent of Charter Holdings
directly owns the remaining 70% of these preferred interests.
The common membership interests in CC VIII are indirectly
owned by Charter Operating. See “Item 13. Certain Relation-
ships and Related Transactions — Transactions Arising Out of
Our Organizational Structure and Mr. Allen’s Investment in
Charter Communications, Inc. and Its Subsidiaries ~ Equity Put
Rights - CC VIIL”

PRODUCTS AND SERVICES

We offer our customers traditional cable video programming
{analog and digital) and in some areas advanced broadband
services such as high definition television, VOD and interactive
television as well as high-speed Internet services. We sell our
video programming and high-speed Internet services-on a
subscription basis, with prices and related charges, that vary
primarily based on the types of service selected, whether the
services are sold as a “bundle” versus on-an “a la carte” basis,
and the equipment necessary to receive the services, with some
variation in prices depending on geographic location. In .
addition, we offer telephone service to a portxon of our homes
passed
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The following table summarizes our customer statistics for analog and digital video, residential high—speed Internet and residential
telephone approximate as of December 31, 2005 and 2004. '

Approximate as of

December 31, December 31,
2005 2004%
Cable Video Services:
Analog Video:
Residential (non-bulk) analog video customers®™ , 5,616,300 5,739,900
Multi-dwelling (bulk) and commercial unit customers™® ' 268,200 251,600
Total analog video customers®™ ‘ 5,884,500 5,991,500
Digital Video: .
Digital video customers'® - L 2,796,600 2,674,700
Non-Video CGable Services: ‘ ‘ '
Residential high-speed Internet customers® 2,196,400 1,884,400
Residential telephone customers® - 121,500 . 45,400

Included in the 107,000 nét loss of analog video customers for the year ended December 31, 2005 is approximately 8,200 of net
losses related to systems impacted by hurricanes Katrina and Rita. We currently estimate additional analog video customer losses of
approximately 10,000 to 15,000 related to hurricanes Katrina and Rita in the first quarter of 2006.

After giving effect to the sale of certain non-strategic cable systems in July 2005, December 31, 2004 analog video customers,
digital video customers and high-speed Internet customers would have been 5,964,300, 2,663,200 and 1,883,800, respectively.
® “Customers” include all persons our corporate billing records show as receiving service (regardless of their payment status), except for complimentary accounts (such as

our employees). In addition, at December 31, 2005 and 2004, “customers” include approximately 50,500 and 44,700 persons whose accounts were over 60 days past due
in payment, approximately 14,300 and 5,200 persons, whose accounts were over 90 days past due in payment and approximately 7,400 and 2,300 of which were over
120 days past due in payment respectively.
® “Analog video customers” include all customers who receive video services (including those who also purchase high-speed Internet and telephone services) but excludes
approx1matelv 272,700 and 228,700 customers at December 31, 2005 and 2004, respectively, who receive hlgh—speed Internet service only or telephone service only and
who are only counted as h1gh—speed Internet customers or telephone customers. .
@ Included within “video customers™ are those in commercial and multi-dwelling structures, which are ca.lculated on an equivalent bulk unit (“EBU”) basis. EBU is
calculated for 'a system by. dividing the bulk price charged to accounts in an area by the most prevalent price charged to non-bulk residential customers in that market for
the comparable tier of service. The EBU method of estimating analog video customers is consistent with the methodology used in determining costs paid to
programmers and has beeri used consistently. As we increase our effective analog video prices to residential customers without a corresponding increase in the prices
charged to commercial service or multi-dwelling customers, our EBU count will decline even if there is no real loss in commercial service or multi-dwelling customers.
@ “Digital video customers” include all households that have one or more digital set-top terminals. Included in “digital video customers” on December 31, 2005 and 2004
are approximately 8,600 and 10,100 customers, respectively, that receive digital video service directly through satellite transmission.
(‘J “Residential high-speed Internet customers” represent those customers who subscribe to our high- speed Internet service.
® “Residential telephone customers” include' all households receiving telephone service.

Video Services

‘ ber of i h
Our video ‘service offerings include the following: number of premium channel packages and we offer

premium channels with our advanced services.
o Basic analog video. All of our video customers receive a
package of basic programming which generally consists of
local broadcast television, local community programming,
including governmental and public access, and limited
satellite-delivered or non-broadcast channels, such as
weather, shopping and religious services. Our basic channel o Digital video. We offer digital video service to our customers
line-up generally has between 15 and 30 channels. in several different service combination packages. All of our
digital packages include a digital set-top terminal, an
interactive electronic programming guide, an expanded
menu of pay-per-view channels and the option to also
receive digital packages which range from 4 to 30
additional video channels. We also offer our customers
certain digital packages with one or more premium

o Pay-per-view. These channels allow customers to pay on a
per event basis to view a single showing of a recently
released movie, a one-time special sporting event, music
concert or similar event on a commercial-free basis.

© Expanded basic video. This expanded programming level
includes a package of satellite-delivered or non-broadcast
channels and generally has between 30 and 50 channels in
addition to the basic channel line-up.

e Premium channels. These channels provide commercial-free

movies, sports and other special event entertainment
programming. Although we offer subscriptions to premium
channels on an individual basis, we offer an increasing

channels that give customers access to several different
versions of the same premium channel. Some digital tier
packages focus on the interests of a particular customer
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demographic and emphasize, for example, sports, movies,
family or ethnic programming. In addition to video
programming, digital video service enables customers to
receive our advanced services such as VOD and high
definition television. Other digital packages bundle digital
television with our advanced services, such as high-speed
Internet services. ‘

# Video on demand and subscription video on demand. We offer
VOD service, which allows customers to access hundreds
of movies and other programming at any time with digital
picture quality. In some systems we also offer subscription
VOD (“SVOD”) for a monthly fee or included in a dlgltal

tier premium’channel subscription. -

@ High definition television. High definition television offers our
digital customers video programming at a higher resolution
than the standard analog or digital video image.

- & Digital video recorder. DVR service enables customers to
dlgltally record programming and to pause and rewind live

]

programming.

ngh-Speed Internet Services ,"
We offer high-speed Internet services to our residential and
commercial customers primarily via _cablc modems attached to
personal computers. We generally offer our high-speed Internet
service as Charter High-Speed Internet™. We also offer tradi-
tional dial-up Internet access in a very limited number of our
markets. i

We ended 2005 with 20% ‘})enetrafion of high-speed ;‘
Internet homes passed, up from the 18% penetration of high-

speed Internet homes passed -at year-end 2004. This gave us'an -

annual percentage increase in high-speed Internet customers of
17% and an increase in high-speed Internet revenues of 23% in
the year ended December 31, 2005. '

Telephone Services

We provide voice communications services using voice over
Internet protocol, or “VolIP”, to transmit digital voice signals
over our systems. At December 31, 2005, telephone service was
available to approximately 2.9 million homes passed, and we
were marketing to approximately 77% of those homes. We will

10

continue to prepare additional markets for telephone launches in
2006 and expect to have 6 to 8 million homes passed by the
end of 2006."

Commercial Services

We offer integrated network solutions to commercial and
institutional customers. These solutions include high-speed
Internet and video services. In addition, we offer high-speed
Interpet services to small businesses. We will continue to expand
the marketing of our video and high-speed Internet services to
the business community and intend to introduce telephone
services. '

Sale of Advertising

We receive revenues from the sale of local advertising on . .
satellite-delivered networks such as MTV®, CNN® and ESPN®,
In any particular market, we generally insert local advertising on
up to 48 channels. We also provide cross-channel advertising to
some programmers,

From time to time, certain of our vendors, including
programmers and equipment vendors, have purchased advertis-
ing from us. For the years ending December 31, 2005, 2004 and
2003, we had advertising revenues from programmers of
approximately $15 million, $16 million, and $15 million,
respectively. These revenues resulted from purchases at market
rates pursuant to binding agreements.

PR.IbING OF OUR PRODUETS AND SERVICES

Our revenues are derived principally from the monthly fees our
customers pay for the services we offer. A one-time installation
fee, which is sometimes waived or discounted during certain
promotional periods, is charged to new customers. The prices
we charge vary based on the level of service the customer
chooses and the geographic market. Most of our pricing is
reviewed and adjusted on an annual basis. '

In accordance with the Federal Communications Commis-
sion’s (“FCC”) rules, the prices we charge for cable-related
equipment, such as set-top terminals and remote control devices,
and for installation services are based on actual costs plus a
permitted rate of return. .
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' Although our cable service offerings vary across the markets we serve because of various factors including competition. and’
regulatory factors, our services, when offered on a stand-alone basis, are typically offered at monthly price ranges, excluding franchise

fees and other taxes, as follows

Service -

Price Range as of
December 31, 2005

Analog video 'oa.ckages' ‘
Premium channels
Pay-per-view events

Digital video packages (mcludmg hlgh—speed Internet service for higher tiers)

High-speed Internet service
Video on demand (per selectlon)
High definition telev1s1on

Digital video recorder (DVR)

$ 6.75—$ 58.00
$10.00 — $ 15.00
$ 2.99 — $179.00
$34.00 — $114.98
$21.95 — $ 59.99

$ 099 —$ 29.99
$399—% 999
$699—$ 14.98

In addition, from time to time we offer free service or
reduced-price service during promotional periods in order to’
attract new customers. There is no assurance that these
customers wrll remam as customers when the period of free
service expires.

OUR NETWORK’ TECHNOLOGY

The following table sets forth the technolog1cal capacity of our
systems as of December 31, 2005 based on a percentage of
homes passed: :

Less than l “Two-way
550 megahertz 550 megahertz 750 megahertz 860/870 megahertz enabled
8% 5% 40% 47% 87%

Approximately 92% of our homes passed are served by
systems that have bandwidth of 550 megahertz or greater. This
bandwidth capacity enables us to.offer digital television, high-
speed Internet services and other advanced services. It also
enables us to offer up to 82 analog channels, and even more -
channels when our bandwidth is used for digital signal
transmissions. .Our increased bandwidth also permits two-way
communication for Internet access, interactive services, and
. telephone services. ' : ‘

We have reduced the number of headends that serve our ..
customers from 1,138 at January 1, 2001 to 720 at December 31,
2005. Because headends are the control centers of a cable !
system, wheré incoming signals are amplified, converted,
processed and combined for transmission to the customer,
reducing the number of headends reduces related equipment,
service personnel and maintenance expenditures. We believe
that the headend consohdanon together with our other
upgrades, allows us to provide enhanced picture quahty and
greater system reliability. As of December 31, 2005, approxi- ‘,
mately 86% of our customers were served by headends servmg
at Jeast 10,000 customers.

As of December 31, 2005, our cable systems consisted of
approxxmately 222,100 strand rmles including, apprommately
58,200 strand miles of fiber optic cable, passing approximately
12.5 million households and served approximately 6.2 million '
customers. : ' '

11

We adopted the hybrid fiber coaxial -cable (“HFC”)
architecture as the standard for our systems upgrades. HFC
architecture combines the tse of fiber optic cable with coaxial
cable. Fibet optic cable is a communication medium that uses
glass fibers to transmit signals over long distances with
minimum signal loss or distortion. Fiber optic cable has
excellent broadband frequency characteristics, noise immunity
and physical durability and ¢an carry hundreds of video, data
and voice channels over extended distances. Coaxial cable is less
expensive but requires a more extensive signal amplification in
order to obtain the desired transmission levels for delivering
channels. In most systems, we deliver our signals via fiber optic
cable from the headend to a group of nodes; and use coaxial
cable to deliver the signal from individual nodes to the homes
passed served by that node. Our system design enables a
maximum of 500 homes passed to be served by a single node.
Currently, our average node serves approximately 385 homes
passed. Our systém design provides for six strands of fiber to
each node, with two strands activated and four strands reserved
for spares and futute services. We believe that this hybrid
network désign provides high capacity and superior signal
quality. The design'also provides reserve capacrty for the
addition of future services. ‘

The primary advantages of HFC:architecture over tradi-
tional coax1al-only cable networks include:

® incréased bandw1dth capacn:y, for more channels and other
services;

e dedicated bandwidth for two-way services, which avoids
‘reverse signal interference problems that can occur with
two-way communication capabrhty -and .

] 1mproved plcture quahty and servxce rehabrhty

We currently maintain a national network operations center
to monitor our data networks and to further our strategy of
providing high quality service. Centralized monitoring is increas-
ingly important as we increase the number of high-speed
Internet customers utilizing two-way high-speed Internet service.
Our local ‘dispatch centers focus primarily on monitoring the.
HFC plant. ..




CHARTER COMMUNICATIONS, INC.

2005 FORM 10-K

MANAGEMENT OF OUR SYSTEMS .

- SALES AND MARKETING

Many of the functions associated with our financial and
administrative management are centralized, including account-
ing, cash management, billing, finance and acquisitions, payroll,
accounts payable and benefits administration, information system
design and support, internal audit, purchasing, customer care,
miarketing, programming contract administration and Internet
service, network and circuits administration. We operate with
four divisions. Each division is supported by operational, .
financial, customer care, marketing and engineering functions.

CUSTOMER CARE

Our customer care centers are managed centrally by Corporate
Vice Presidents of Customer Care. This team oversees and'
administers the deployment and execution of care strategies and
initiatives on a, company-wide basis. We _l“xgve. 36 customer
service locations, including 14 regional contact centers that serve
approximately 97% of our.customers. This reflects a substantial
consolidation of our customer care facilities. We believe that this
consolidation will continue to allow. us to improve. the consis- .
tency of our service delivery and customer satrsfactron .

Specifically,. through this consohdatlon, we.are now able to
service our customers 24 hours a day, seven days.a week and-
utilize technologically advanced equipment that we believe.
enhances interactions with our customers through more intelli-
gent call routing, data management, and forecasting and .
scheduling capabilities. We believe this consolidation also.allows
us to more effectively provide our customer care specialists with
ongoing training intended to. improve complaint resglution,
equipment, troubleshooting, sales of new and additional services,
and customer retention.. . .

We believe that, despite our consohdatlon we stlll need to
make improvements in the area of customer care, and that this
has, in part, led to a continued loss of customers.- Accordingly,
we have begun an internal operational improvement: initiative.
aimed at helping us gain new customers and retain existing
customers, which is focused on customer care, among.-other .
areas. We have increased our efforts to focus management
attention on instilling a customer service oriented culture
throughout the company and to give those areas of our
opeérations increased priority of resources for staffing levels,
training budgets and financial incentives for employee perform~
ance in those areas. - S

In a further effort to better serve our customers, we have
also entered into outsource partnership agreements with two
outsource providers. We believe the estabhshment of these .
relationships expands our ability to achieve our service objec-
tives and increases. our ability to support marketing activities by
providing additional capacity available to support customer =
inquiries. : ‘ o

We also utilize our website to enhance.customer care by
enabling customers to view and pay their bills online, .obtain
useful information and perform various equipment troubleshoot-
ing procedures. We also offer chat and email functionality on-
line to our customers.
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Our marketing infrastructure is interided to promote 'interaction;
information flow and sharing of best practices between our
corporate office and our field offices, which make local decisions
as to when and how marketing programs will be implemented.
In 2005, our primary strategic difection was focused on
eliminating aggressive promotional pricing and implementing
targeted marketing programs designed to offer the optimal

_combination of products to the most appropriate consumers to

accelerate the growth of proﬁtable revenues.

In 2005, we increased our targeted marketmg efforts and”
related expenditures, the long-term objective of which is to
increase revenues through deeper market pengtration of all of
our services. Marketing expenditures increased 19% over the
year ended December 31, 2004 to $145 million for the year
ended December 31, 2005. W¢ will continue to invest in
targeted marketing efforts in 2006.

We momtor customer perceptlon competmon prlcmg and
product preferences among other factors, to increase our '
responsiveness to our customers. Our coordinated marketing '
strategies include door-to-door solicitation, telemarketmg, medla
advertising, e-marketing, direct mail solicitation and retail
locations. In 2005; we increased otir focus on marketing and
selling our services through consumer ‘electronics retailers and

“other retailers that sell televisions or cable modems.

PROGRAMMING

General

We believe that offering a  wide variety of programming is an
important factor that influences a customer’s decision to
subscribe ‘to and retain our cable services. We rely. on market.. .
research, customer demographics and local programming prefer-
ences to defermine channel offerings in each of our markets. We
obtain basic'and premium programming from a number of
suppliers, usually pursuant to a written contract. Qur program-
ming contracts. generally continue for a fixed period of time,
usually from three to ten years, and are subject to-negotiated
renewal. Some program suppliers offer financial incentives to --
support-the launch: of a channel and/or ongoing marketing
support.. We dlso negotiate volume discount pricing structures.
Programming costs are usually payable each month based on .
calculations performed by us and are subject to audits by the .
programmers.. - ‘ S D

Costs
Programmmg is usuaﬂy made available to us for : a license fee,
which is generally paid based on the riumber of customers to
whom We make such programrmng available. Such hcense fees
may 1nc1ude ‘volume” discounts available for higher numbers of

customers, as well as discounts for channel placement or serv1ce
penetration. Some channels are avaulable without cost, to us for a
limited period of time, after which we pay for the programmmg
For home shoppmg channels we receive a pércentage of the
revenue attributable to our customers’ purchases.

"Our cable programming costs have increased, in every year

we have operated, in excess of customary inflationary and
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cost-of-living type increases. We expect them to continue to
increase due to a variety of factors, including annual increases .
imposed by programmers and additional programming being
provided to customers as a result of system rebuilds and
bandwidth reallocation, both of which increase channel capacity.
In particular, sports programming costs have increased signifi-
cantly ‘over the past several years. In addition, contracts to
purchase sports programming sometimes provide for optional
additional programming to be available on a surcharge basis.
during the term of the contract.
Over the past several years, we have not been able to
increase prices sufficiently to offset increased programming costs
and with the impact of competition and other marketplace
factors, we will not be able to do so in the foreseeable future. In
order to maintain or mitigate reductions of margins despite
~ increasing. programming costs, we plan to continue to migrate
certain program services from our analog level of service to our
digital tiers.» As we migrate our programming to our digital tier
packages, certain programming that was previously available to. -
all of our customers via an analog signal, may be part of an
elective digital tier package. As a result, the 'customer base upon
which we pay programming fees will proportionately decrease,
and the overall expense for providing that service would
likewise decrease. Reductions in the size of certain programming

" customer bases may. result in the loss of specific volume
discount. benefits. ,

As measured by programming costs, and excluding pre-
mium services (substantially all of which were renegotiated and
renewed in 2003), as of December 31, 2005 approximately 15%
of our current programming contracts were expired, and:
approximately another 4% are scheduled to expire by the end of
2006. We plan to seek to renegotiate the terms of our
agreements with certain programmers as these agreements come
due for renewal. There can be no assurance that these
agreements will be renewed on favorable or comparable terms.
To the extent that we are unable to reach agreement with
certain programmers on terms that we believe are reasonable,
we may be forced to remove such programming channels from
our line-up, which may result in a loss of customers. In addition,
our inability to fully pass these programming cost increases on
to our customers has had an adverse impact on our cash flow
and operating margins.

FRANCHISES

As of December 31, 2005, our systems operated pursuant to a
total of approximately 4,100 franchises, permits and similar
authorizations issued by local and state governmental authori-
ties. Each franchise, permit.or similar authorization is, awarded
by a governmental authority and such governmental authority
often must approve a transfer to another party. Most franchises

are subject to termination proceedings in the event of a material .

breach. In addition, most franchises require:us to pay the
granting authority a franchise fee of up to 5.0% of revenues as
defined in the various agreements, which is the maximum
amount that may be charged under the applicable federal law.
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We are entltled to and generally do pass this fee through to the
customer.

Prior to. the scheduled expiration of most franchises, we
initiate renewal proceedings with the granting authorities. This.
process usually takes three years but can take a longer period of
time. The Communications Act of 1934, as amended (“the
Communications' Act”), which is the primary federal statute
regulating interstate communications, provides for an orderly
franchise renewal process in which granting authorities may not
unreasonably. withhold renewals. In connection with the
franchise renewal process, many governmental authorities
require the cable operator to make certain commitments.
Historically we have been able to renew our franchises without
incurring significant costs, although any particular franchise may
not be renewed on commercially favorable terms or otherwise.
Our failure to obtain renewals of our franchises, especially those
in the major metropolitan areas where we have the most
customers, could have a material adverse effect on our consoli-
dated financial condition, results of operations or our liquidity,
including our ability to comply with our debt covenants.
Approximately 11% of our franchises, covering approximately
13% of our analog video customers were expired at Decem-
ber 31, 2005. Approximately 7% of additional franchises,
covering approximately 9% of additional analog video customers
will expire on or before December 31, 2006, if not renewed
prior to expiration. We expect to renew substantlally all of these
franchises.

Different legislative proposals have been introduced in the
United States Congress and in some state legislatures that would
greatly streamline cable franchising. This legislation is intended
to facilitate entry by new competitors, particularly local tele-
phone companies. Such legislation has already passed in at least
one state but is now subject to court challenge. Although
various legislative proposals provide some regulatory relief for
incumbent cable operators, these proposals are generally viewed
as being more favorable to new-entrants due to a number of
varying factors including efforts to withhold streamlined cable
franchising from incumbents until after the expiration of their
existing franchises and the potential for new entrants to serve
only hlgher—mcome areas of a partlcular cornmumty To the
extent incumbent cable operators are not able to avail them-
selves of this streamlined franchising process, such operators
may continue to be subject to more onerous franchise require-
ments at the local level than new entrants. “The FCC recently
initiated a proceeding to determine whether local franchising
authorities are impeding the deployment of competitive cable
services through unreasonable franchising requirements and
whether any such impediments should be preempted. At this
time, we are not able to determine what impact such proceed—
ing may have on us.

Competition
We face competition in the areas of price, service oﬁemgs, and

-service reliability. We compete with other providers of television

signals and other sources of home entertainment. In addition; as
we continue to expand into additional services such as high-speed
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Internet access and telephone, we face competition from other
providers of each type of service. We operate in a very - |
competitive business environmeént, which can adversely affect our
business and operations. . .

In terms of competition for customers, we view ourselves as
a member of the broadband communications industry, which .
encompasses multi-channel video for television and related
broadband services, such as high-speed Internet, telephone and.
other interactive video services. In the broadband industry, our-
principal competitor for video services throughout our territory -
is direct broadcast satellite (“DBS™), our principal competitor for
data services is digital subscriber line (“DSL”) provided by
telephone companies and our principal competitors for tele-
phone. services are established telephone companies and other
carriers, including VoIP-providers. Based on telephone compa-
nies’ entry into video service and the upgrade of their networks, -
they will likely increasingly become an even more significant
competitor for both data and video services. We. do not. .-
consider other cable operators to be significant one-on-one
competitors in the market overall, as traditional overbuilds are
infrequent and spotty geographically (although in any particular
market, a cable operator overbuilder would likely be a significant
competitor at thelocal level). As of December 31, 2005, we are
aware of traditional overbuild situations in service areas covering
approximately 6% of our total homes passed and potential
overbuilds in dreas servicing approximately an additional 4% of
our total homes passed. :

Although cable opetators tend not to be direct competitors
for customers, their relative size may affect the competitive -
landscape in terms of how a cable company competes against
non-cable competitors in the market place as well as in
relationships with vendors who deal with cable operators. For
example, a larger cable operator might have better access to and
pricing for the multiple types of services cable companies offer.
Also, a larger entity-might have different access to ﬁnanc1al
resources and acquisition opportunities.

Our key competitors include: -

DBS ’ .
Direct broadcast satellite is a 51gn1ﬁca.nt competxtor to cable
systems. The DBS industry has grown rapidly over the last
several years, and now serves more than 27 million subscnbers
nationwide. DBS service allows the subscriber to receive video
servicebs_‘ directly via satellite using a relatively small dish antenna.
EchoStar and DirecTV both have entered into joint marketing
agreements with major telecommunications companies to offer
bundled packages combining phone data and video services.
Video compression technology and high powered satellites
allow DBS providers to offer more than 200 digital channels
from a single satellite, thereby surpassing the typical analog
cable system. In 2005, major DBS competitors offered a greater
variety of channel packages, and were especially competitive at
the lower end pricing, such as a monthly price of approximately
$35 for 60 channels compared to approximately $45 for the -
closest comparable package in most of our markets. In addition,
while we continue to believe that the initial investment by a

DBS customer exceeds. that of a cable customer, the initial -
equipment cost for DBS has decreased substantially, as 'the DBS
providers have aggressively marketed offers to new customers of
incentives for discounted or free equipment, installation and.
multiple units. DBS providers are able to offer service nation-
wide and are able to establish a national image and branding
with standardized offerings, which together with their ability to
avoid franchise fees of up to 5% of revenues and property tax,

-leads.to greater efficiencies and lower costs in the lower tiers of -

service. We believe that cable-delivered VOD and SVOD service
are superior to DBS service because cable-headends can store
thousands of titles which customers can access and control
independently, whereas DBS technology can only make availa-
ble a much smaller number of titles with DVR-like customer
control. We also believe that our higher tier products, particu-
larly our bundled premium packages, are price-competitive with
DBS packages and that many consumers prefer our ability to
economically bundle video packages with data packages. Fur-
ther, cable providers have the potential in some areas to provide
a more complete “whole house” communications package when
combining video, high-speed Internet and telephone services.
We believe that this ability to bundle, combined with the - .~
introduction of more new products that DBS cannot readily -
offer (local high' definition television and local interactive
television) differentiates us from DBS competitors and could
enable us to win back some of our former customers who -
migrated to satellite. However, joint marketing arrangements
between DBS providers and telecommunications carriers. allow
similar bundling of services in certain areas and DBS providers
are making investments to offer more high definition program-
ming, including local high definition. programming. Competition
from DBS service providers may also present greater challenges
in areas of lower population density, and we believe that our
systems serve a higher concentration of such areas than' those of
other major cable service providers. -

DBS providers have made attempts at w1despread deploy—
ment of high-speed Internet access services via satellite but
those services have been technically constrained and of limited
appeal. DBS providers continue to explore options, such as .
combining satellite communications with terrestrial wireless
networks, to provide high-speed Internet and other services.
DBS providers have entered into joint marketing arrangements' .
with telecommunications carriers allowing them to offer terres-
trial DSL services in many markets.

DSL and other Broadband Services

DSL service allows Internet access to subscribers at data
transmission speeds greater than those available over conven-
tional telephone lines. DSL service therefore is competitive with
high-speed Internet access over cable systems, Most telephone
companies which already have plant, an existing customer base,

~and other operational functionsin place (such as, billing, service

personnél, etc.) offer DSL service. DSL actively markets its
service and many providers have offered promotional pricing
with a one-year service agreement. The FCC has determined
that DSL service is ‘an “information service,” and baséd on that:
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classification removed DSL service from many traditional
telecommunications regulations. Legislative action and the
FCC’s decisions and policies in this area are subject to change.
‘We expect DSL to remain a significant competitor to our data
services, particularly as'we enter the telephone business and
telephone companies aggressively bundle DSL with telephone
service to discourage customers from switching. In addition, the
continuing deployment of fiber by telephone companies into
their networks will enable them to provide higher bandwidth
Internet service than prov1ded over traditional DSL lines.

DSL and other forms of high- speed Internet access provide
competition to our high-speed Internet service. For example, as
discussed above, satellite-based delivery options are in develop-,
ment. In addition, local wireless Internet services have recently
begun to operate in many markets using available unlicensed
radio spectrum. This service option, popularly known as “wi-fi”,
offers another alternative to cable-based Internet access.
 High-speed Internet access facilitates the streaming of video
into homes and businesses. As the quality and availability of
video streaming over the Internet improves, video streaming
likely will compete with- the traditional delivery of video
programming services over cable systems. It is possible that
programming suppliers will consider bypassing cable operators
and market their services dlrectly to the consumer through
video streaming over the Internet

We believe that pricing for residential and commercial
Internet services ‘on our system is generally comparable to that
for similar DSL services and that some residential customers
prefer our ability to bundle Internet services with video services.
However, DSL providers may currently be in a better position-
to offer data services to businesses since their networks tend to
be more complete in commercial areas. They also have the
ability to bundle telephone with Internet services for a higher
percentage of their customers, and that ability is appealmg to
many consumers. Joint marketing arrangéments betweéen DSL
providers and DBS providers may aliow some additional
bundling of services. Moreover, major telephone companies,
such as AT&T and Verizon, are now deploying fiber deep into
their networks that enables them in some areas to offer high
bandwidth video-services over their networks, in addmon to ‘
established voice and Internet services. ’

Telephane Companies and Utilities
The competitive environment has been 81gn1ﬁcantly affected’ by
technological developments and regulatory changes enacted
under the 1996 Telecom Act, which amended the Communica-.
tions Act and which is designed to enhance competition in the
cable television and local telephone markets. Federal cross-
ownership restrictions historically limited entry by local tele-
phone companies into the cable business. The 1996 Telecom
Act modified this cross- ownership restriction, making it possible
for local exchange carriers, who have considerable resources, to
provide a wide variety of video services competrtlve Wltl’l
services offered by cable systems. }
Telephone companies already provrde fac111tres for the
transmission and distribution of voice and data services,
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including Internet services, in competition with our existing or
potential interactive services ventures and businesses. Telephone
companies can lawfully enter the cable television business and -
some telephone companies have been extensively deploying
fiber in their networks, which enables them to provide video . .
services, as well as telephone and Internet access service. At
least one major- telephone company plans to provide Internet
protocol video over its upgraded network and contends that its
use of this technology should allow it to provide video service
without a cable franchise as required under Title VI of the
Communications Act. Telephone companies deploying fiber
more extensively are already providing video services in some
communities. Although telephone companies have obtained
franchises or alternative authorizations in some areas and are -
seeking them in others, they are attempting through various
means (including federal and state legislation and through FCC
rulemaking) to weaken or streamline the franchising require-
ments applicable‘ to them. If telephone companies are successful
in avoiding or weakening the franchise and other regulatory
requirements that are applicable to cable operators like Charter,
their competitive posture would be enhanced. We cannot
predict the likelihood of success of the broadband services
offered by our competitors or the impact on us of such
competitive ventures. The large scale entry of major telephone
companies as direct competitors in the video marketplace could
adversely aEect the profitability and valuation of established
cable systems. ' ‘ '

Charter provides telephone service over our broadband
communications networks in a number of its service areas.
Charter also provides traditional circuit-switched phone service
in a few communities. In these areas, Charter competes directly
with established telephone companies and other carriers, includ-
ing VolP providers, for. voice service customers. As we expand
our offerings to include voice services, we will be subject to
considerable competmon from telephone companies and other
telecommunrcatlons providers. The telecommunications industry
is highly competitive and includes competitors with greater
financial and personnel resources, who have brand name
récognition and long-standing relationships with regulatory
authorities and customers. Moreover, mergers, joint ventures and
alliances among ﬁ"anch1se w1reless or private cable operators,
local exchange carriers and others may result in providers ‘
capable of offenng cable televrsron, Internet, and telecommunica-
tions services in direct competmon with us. For example major
local exchange carriers have entered into arrangements ‘with
EchoStar and DirecTV in which they will market packages
combining phone service, DSL and DBS services.

+ " Additionally, we are subject to ‘competition from utilities
which possess fiber optic transmission lines capable of transmit-
ting signals with minimal signal distortion. Utilities are also
developing broadband over power line technology, which will
allow the provision of Internet-and other broadband services to
homes and offices: Utilities have deployed broadband ‘over
power line technology in a few limited markets.
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Broadcast Television

Cable television has long competed with broadcast television,
which consists of television signals that the viewer is able to -
receive without charge using an “off-air” antenna. The extent of
such competition is dependent upon the .quality -and quantity of

broadcast signals available through “off-air” reception compared

to the services provided by the local cable system. Traditionally, -
cable television has provided a higher picture quality and more
channel offerings than broadcast television. However, the recent
licensing of digital spectrum by the FCC will provide traditional
broadcasters with the ability to deliver high definition television
pictures and multiple digital-quality program streams, as well as
advanced digital services such as subscription video and data
transmission.

Traditional Overbuilds ,
Cable systems are operated under non-exclusive franchises
granted by local authorities. More than one cable system’ may
legally be built in the same area. It is possible that a franchising
authority might grant a second franchise to another cable
operator and that such a franchise might contain terms and
conditions more favorable than those afforded us. In addition,
entities willing to establish an open video system, under which
they offer unaffiliated programmers non-discriminatory access to
a portion of the system’s cable system, may be able to avoid -
local franchising requirements. Well financed businesses from
outside the cable industry, such as public utilities that already
possess fiber optic and other transmission lines in the areas they
serve, may over time become competitors. There are a number
of cities that have constructed their own cable systems, in a h
manner 51m11ar to city-provided utility services. There also has
been interest in traditional overbuilds by pnvate companies. '
Constructing a competing cable system is a capital intensive
process which involves a high degree of risk. We believe that in
order to be successful, a competitor’s overbuild would need to
be able to serve the homes and businesses in the overbuilt area
on a more cost-effective basis than we can. Any such overbuild'
operation would require either significant access to capital or
access to facilities already in place that are capable of dehvermgl
cable television programming.

As of December 31, 2005, we are aware of overbuild
situations impacting approximately 6% of our total homes
passed and potential overbuild situations in areas servicing
approximately an additional 4% of our total homes passed
Additional overbuild situations may occur in other systems

Private Cable

Additional competition is posed by satellite master antenna
television systems, or SMATV systems, serving multiple dwelling
units, or MDUs, such as condominiums, apartment complexes,
and private residential communities.- These private cable systems
may enter into exclusive agreements with such MDUs, which
may preclude operators of franchise systems from serving
residents of such private complexes. Private cable systems can
offer both improved reception of local television stations and
many of the same satellite-delivered program services that are
offered by cable systems. SMATV systems currently benefit
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from operating advantages not available to franchised cable
systems, including fewer regulatory burdens and no requirement -
to service low density or economically depressed communities.
Exemption from regulation may provide a competitive advan-
tage to certain of our current and potential competitors.

Wireless Distribution
Cable systems also compete with wireless program distribution
services such as multi-channel multipoint distribution systems or
“wireless cable,” known as MMDS, which uses low-power
microwave frequencies to transmit television programming
over-the-air to paying customers. MMDS services, however,
require unobstructed “line of sight” transmission paths and
MMDS ventures have been quite limited to date. :
The FCC has completed its auction of Multichannel Video
Distribution & Data Service (“MVDDS”) licenses. MVDDS is a
new terrestrial video and data fixed wireless service that the
FCC hopes will spur competition in the cable and DBS
industries.

REGULATION AND LEGISLATION

The following summary addresses the key regulatory and
legislative developments affecting the cable industry. Cable
system operations are extensively regulated by the FCC, some
state governments and most local governments. A failure to
comply with these regulations could subject us to substantial
penalties. Our business can be dramatically impacted by changes
to the existing regulatory framework, whether triggered by
legislative, administrative, or judicial rulings. Congress and the
FCC have expressed a particular interest in increasing competi-
tion in the communications field generally and in the cable
television field specifically. The 1996 Telecom Act, which
amended the Communications Act, altered the regulatory
structure governing the nation’s communications providers. It
removed barriers to competition in both the cable television ,
market and the local telephone market. At the same time, the
FCC has pursued spectrum licensing options designed to '
increase competition to the cable industry by wireless mul-
tichannel video programming distributors. We could be materi-

ally disadvantaged in the future if we are subject to new .

regulations that do not equally impact our key competitors,
Congress and the FCC have frequently revisited the subject
of communications regulation, and they are likely to do so'in
the future. For example, undér the Communications Act, the
FCC can establish rules “necessary to provide diversity of
information sources” when cable systems with at least 36
channels are available to 70% of U.S. homes and 70% of those
homes subscribe to cable service. The FCC has concluded that -
cable systems with at least 36 channels are available to 70% of
U.S. homes and is now exploring whether the second part of
the test has been met. In addition, franchise agreements with
local governments must be periodically renewed, and new
operating terms may be imposed. Future legislative, regulatory,”
or judicial changes could adversely affect our operations. We -




CHARTER COMMUNICATIONS, INC.

2005 FORM 10-K

can provide no assurance that the already extensive regulation
of our business will not be expanded in therfuture.

Cable Rate Regulation

The cable industry has operated under a federal rate regulatlon
regime for more than a decade. The regulations currently
restrict the prices that cable systems: charge for the minimum
level of video programming service, referred to as “basic
service”, and associated equipment. Alliother cable offerings are
now universally exempt from. rate regulation. Although basic
rate regulation operates pursuant to a federal formula, local
governments, commonly referred to as local franchising authori-
ties, are primarily responsible for administering this regulation.
The majority of oiir local franchising authorities have never
been certified to regulate basic cable rates, but they retain the
right to do so (and order rate reductions and refunds), except in
those specific communities facing “effective competition,” as
defined under federal law. With increased DBS competition, our
systems are increasingly likely to satisfy the effective competition
standard. We have already secured FCC recognition of effective
competition, and been rate deregulated, in many of our
communities. - )

There have been frequent calls to impose expanded rate
regulation on the cable industry. Confronted with rapidly
increasing cable programming costs, it is possible that Congress
may adopt new constraints on the retail pricing or packaging of
cable programming. For example, there has been considerable
legislative and regulatory interest in requiring cable offers to .
offer historically bundled programming services on an a la carte
basis or to at least offer a separately available child-friendly
“Family Tier.” Such constraints could adversely affect our
operations. ‘

Federal rate regulations generally require cable operators to
~ allow subscribers to purchase premium or pay-per-view services
without the necessity of subscribing to any tier of service, other
than the basic service tier. The applicability of this rile in
certain situations remains unclear, and adverse decisions by the
FCC could affect our pricing and packaging of services, As we

attempt to respond to a changing marketplace with competitive

pricing practices, such as targeted promotions and discounts, we
"may face additional legal restraints and challenges that impede
our ability to compete.

Must Carry/Retransmission Consent -

There are two alternative legal methods for carriage of local
broadcast television stations on cable systems. Federal law
currently includes “must carry” regulations, which require cable
systems to carry certain local broadcast television stations that
the cable operator would not select voluntarily. Alternatively, *
federal law includes “retransmission consent” regulations, by
which popular commercial television stations can prohibit cable

carriage unless the cable operator first negotiates for “retransmis- .

sion consent,” which-may be conditioned on significant pay-
ments or other concessions. Either option has a potentially

* adverse effect on our business. The burden associated with must
carf'y could increase éigniﬁcéntly if cable systems were required
to simultaneously carry both the analog and digital signals of

each television station (dual carriage), as the broadcast mdustry
transitions from an analog to a digital format.

The burden could also increase significantly if cable systems
become required to catry multiple program streams included
within a single digital broadcast transmission (multicast car-
riage). Additional government-mandated broadcast carriage obli-
gations could disrupt existing programming commitments,
interfere with our preferred use of limited channel capacity and
limit our ability to offer.services that would maximize customer
appeal and revenue potential. Although the FCC issued a
decision in 2005 confirming an earlier ruling against mandating
either dual carriage or multicast carriage, that decision has been
appealed. In addition, the FCC could reverse its own ruling or
Congress could legislate additional carriage obligations. The
President has signed into law ]egiél_aﬁon establishing February
2009 as the deadline to complete the broadcast transition to
digital spectrum and to reclaim analog spectrum. Cable opera-
tors may need to take additional operational steps at that time
to ensure that customers not otherwise eQuipped to receive '
digital programming, retain access_'to broadcast programming.

Access Channels: C

Local franchise agreements often require cable operators to set
aside certain channels for public, educational and governmental
access programming. Federal law also requires cable systems to
designate a portion of their channel capacity for commercial
leased access by unaffiliated third parties. Increased activity in
this area could further burden the channel capacity of our cable
systems. : : o

Access to Prograinmin‘g

The Communications Act and the FCC’s “program access” rules
generally prevent satellite video programmers affiliated with
cable operators from favoring cable operators over competing
multichannel video distributors, sich as DBS, and limit the
ability of such programmers to offer exclusive programming
arrangements to cable operators. The FCC has extended the
exclusivity restrictions through October 2007 Given the height-
ened competition and media consolidation that Charter faces, it

" is possible that we will find it mcreasmgly dlﬁicult to gain access
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to popular programming at favorable terms. Such difficulty
could adversely 1mpact our busmess

Ownership Restrictions- . ' . .

Federal regulation of the communications field traditionally
included a host of ownership restrictions, which limited the size
of certain media entities and restricted their ability to enter into
competing enterprises. Through a series of legislative, regulatory,
and judicial actions, most of these restrictions recently were
eliminated or substantially relaxed. For example, historic restric-
tions on local exchange carriers offering cable service within
their telephone service area, as well as those prohibiting
broadcast. stations from owning cable systems within their -
broadcast service area, no longer exist. Changes in this
regulatory area, including some still subject to judicial review,
could alter the business landscape in which we operate, as
formidable new competitors (including electric utilities, local
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exchange carriers, and-broadcast/media. companies) may
increasingly choose to offer cable services. N
The FCC previously adopted regulations precluding any
cable operator from serving more than 30% of all domestic
multichannel video, subscribers and from devoting more than
" 40% of the:activated channel capacity of any cable system to ..
the carriage of affiliated national video programming services:
These cable ownership restrictions were invalidated by the
courts, and the FCC is'now consxdermg adoptlon of replace-
ment regulations.

Internet Service

Over the past several years, proposals have been advanced at
the FCC and Congress that would require cable operators
offering Infernet ‘service to prov1de non-dxscnmmatory access to
its network to competing Internet service providers. In a 2005
ruling, commonly referred to as Brand X, the Supreme Court
upheld an FCC dec1s1on makmg it less likely that any non-
dlscnmmatory open access” requirements (which are generally
associated with common carrier regulation of “telecommunica-
tions services”) will be imposed on the cable industry by local,
state or federal authorities. The Supreme Court held that the
FCC was correct in classifying cable-provided Internet service as
an “information service,” rather than a “telecommunications
service.” This favorable regulatory classification limits the ability
of various governmental authorities to impose open access
requirements on -cable-provided Internet service.

The FCC’s classification also means that it likely will not
regulate Internet service as much as cable or telecommunica-
tions services. However, the FCC has set a deadline for
broadband providers to accommodate law enforcement wiretaps
and could i impose further regulations in the future. The FCC~
also issued a non- bmdmg policy statement in 2005 establishing
four basic principles that the FCC says will inform its ongoing

ohcymakmg activities regardmg broadband-related Internet
services. Those pnpc1ples state that consumers are entitled to
access the lawful Internet content of their choice, consumers are

entitled to run applications and services of their choice, subject

to the needs of law enforcement, consumers are entitled to
connect their choice of legal devices that do not harm the
network, and consumers are entitled to competition among

network providers, application and ‘service providers and content

providers. It is unclear what, if any, additional regulations the
FCC might impose on our Internet service, and what, if any,
impact, such regulations might have on our business.

As the Internet has matured, it has become the subject of
increasing regulatory interest. Congress and federal regulators
have adopted a wide range of measures directly or potentially
affecting Internet use, including, for example, consumer privacy,
copyright protections, (which afford copyright owners certain -
rights against us that could adversely affect our relationship with
a customer accused of violating copyright laws), defamation
liability, taxation, obscenity, and unsolicited commercial e-mail.
State and local governmental organizations have'also adopted
Internet-related regulations: These various governmental jurisdic-
tions are also considering additional regulations in these and
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other areds, such as pricing, service and product quality, and -
intellectual property ownership. The adoption of new Internet
regulations or the adaptation of existing laws to the Intemet
could adversely affect our business.

Phone Service

The 1996 Telecom Act, which amended the Commumcatlons
Act, created a more favorable regulatory environment for us to
provide telecommunications services. In particular, it limited the
regulatory role of local franchising authorities and established
requirements ensuring that we could interconnect with other
telephone companies to provide a viable service. ‘Many imple-.
mentation details remain unresolved, and there are substantial
regulatory changes being considered that could impact, in both
positive and negative ways, our primary telecommunications -
competitors and our own entry into the field of phone service. -
The FCC and state regulatory authorities are considering, for
example, whether common carrier regulation traditionally -
applied to incumbent local exchange carriers should be modi-
fied. The FCC has concluded that alternative voice technologies,
like certain types of VoIP, should be regulated only at the
federal level, rather than by individual states. A legal challenge
to that FCC decision is pending. While the FCC'’s decision
appears to be a positive development for VoIP offerings, it'is
unclear whether and how the FCC will apply certain types of
common carrier regulations, such as intercarrier compensations
and universal service obligations to alternative voice technology.
The FCC has already determined that providers of phone
services using Internet Protocol technology must comply with
traditional 911 emergency service obligations (“E911") and it has
extended requirements for accommodating law enforcement
wiretaps to such providers. It is unclear how these regulatory
matters ultimately will be resolved and how they will affect our
potential expansion into phone service.

Pole Attachments. _

The Communications Act requires most utilities to provide
cable systems with access to poles and conduits and simultane-
ously subjects the rates charged for this access to either federal
or state regulation. The Act specifies that significantly higher
rates apply if the cable plant is providing telecommunications
service, as well as traditional cable service. The FCC has
clarified that a cable operator’s favorable pole rates are not
endangered by the provision of Internet access, and that
determination was upheld by the United States Supreme Court.
It remains possible that the underlying pole attachment formula,
or its application to Internet and telecommunications offerings,
will be modified in a manner that substantially increases our
pole attachment costs.

Cable Equipment
The FCC has undertaken several steps to promote competition

'in the delivery of cable equipment and compatibility with new

digital technology. The FCC has expressly ruled that cable ' )
customers must be allowed to purchase set-top termmals from
third parties and established a multi-year phase-m durmg Wh.lCh_
security functions (which would remain in the operator’ s
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exclusive control) would be unbundled from the basic converter
functions, which could then be provided by third party vendors.
The first phase of implementation has already passed. A -
prohibition on cable .operators leasing digital set-top terminals
that integrate security and basic navigation functions is currently
scheduled .to go into effect as of July 1,-2007. Charter is among
the cable operators challenging that provision in court.

The FCC has adopted rules. implementing. an agreement
between major cable operators and manufacturers of consumer -
electronics on “plug and play” specifications for one-way digital
televisions. The rules require cable operators to providé “Cable-
Card” security modules and support to customer owned digital
televisions and similar devices equipped with built-in set-top
terminal functionality. Cable operators must support basic home
recording rights and copy protection rules for digital program-
ming content. The FCC’s plug and play rules are under appeal,
although the appeal has been stayed pendlng the FCC -
reconsideration. o

~The FCC is conducting additional related mlerﬁakings, and
the cable and consumer electronics industries are currently
négotiatinig an agreement that would establish additional specifi-
cations for two-way digital televisions. Congress is also consider-
ing companion “broadcast flag” legislation to provide copy -
protection for digital broadcast signals: It is unclear how this
process will develop and how.it will affect our offering of cable
equipment and our relationship with our customers..

Other Communications. Act Provisions and FCC Regulatory Matters

In addition to the Communications Act provisions and FCC
regulations noted above, there are other statutory provisions and
FCC regulations affecting our business. The Communications
Act, for example, includes cable-specific privacy obligations. The
Act carefully limits our ability to collect and diéclose personal
information.

FCC regulations. mclude a variety of additional areas,
including,-among other things: (1) equal employment opportu-
nity obligations; (2) customer service standards; (3) technical ..
service standards; {4) mandatory blackouts of certain network,
syndicated and sports programming; (5) restrictions on political
advertising; (6).restrictions on advertising in children’s program-
ming; (7) restrictions on origination cablecasting; (8) restrictions
on carriage of lottery programming; (9) sponsorship identifica-
tion obligations; (10). closed captioning of video programming;
(11) licensing of systems and facilities; (12) maintenance of
public files; and (13) emergency alert systems.

. It is possible that Congress or the FCC will expand or
modify its regulation of cable systems in the future, and we .
_cannot predict at this time how that might impact our business.
For example, there have been recent discussions about imposing
“indecency” restrictions directly. on cable programming.

Capyright - _ -

Cable systems are subject to federal copyright licensing covering
carriage of television and radio broadcast signals. “The possible
modification or elimination ‘of this compulsory copyright license is
the subject of continuing legislative review and could adversely
affect our ability to obtain desired broadcast programming.

Moreover, the' Copyright Office has not yet provided any
guidance as to the how the compulsory copyright license should
apply to newly offered digital broadcast signals. :
.Copyright clearances for non-broadcast programming ser-
vices are arranged through private negotiations. Cable operators
also must obtain music rights for locally originated program-

- ming and advertising from the major music performing rights

orgamzatlons These licensing fees have been the source of
litigation in the past, and we cannot predict w1th certainty
whether license fee disputes may arise in the future.

* Franchise Matters

Cable systems 'generally are operated pursuant to nonexclusive
franchises granted by a municipality or other state-or local
government entity in order to cross public rights-of-way. Cable -
franchises generally are granted for fixed terms and in many
cases include monetary penalties for noncompliance and may be
terminable if the franchisee fails to comply with material
provisions.

The specific terms and conditions of cable franchises vary
materially between jurisdictions. Each ﬁanchxse generally con-
tains provisions governing cable operations, franchise fees,
system construction, maintenance, technical performance, and
customer service standards.. A number of states subject cable
systems to the jurisdiction of centralized state government
agencies, such as public utility commissions. Although local
franchising authorities have considerable discretion in establish-
ing franchise terms, there are certain federal protections. For
example, federal law caps local franchise fees and includes
renewal procedures designed to protect incumbent franchisees
from arbitrary denials of renewal. Even if a franchise is renewed,
however, the local franchising authority may seek to impose
new and more onerous requirements as a condition of renewal.
Similarly, if a local franchising authority’s consent is required for
the purchase or sale of a cable system, the local franchlsmg
authority may attempt to impose more burdensome require-
ments as a condition for providing its-consent.

Different legislative proposals have been introduced in the
United States Congress and in some state legislatures that would
greatly streamline cable franchising. This legislation is intended
to facilitate entry by new competitors, patticularly local tele-
phone companies. Such legislation has already passed in at least
one state, but is now subject to court challenge. Although
various legislative proposals prévide some regulatory relief for
incumbent cable operators, these proposals'are generally viewed

"as being more favorable to new entrants due to a number of

varying factors, including efforts to withhold streamlined cable
franchising from incumbents until ‘after the expiration of their
existing franchises and the potential for new entrants to serve
only higher-income areas of a particular community. To the
extent incumbent cable operators are not able to avail them-
selves of this streamlined franchising process, such operators
may continue to be subject to more onerous franchise require-
ments at the local level than new entrants. The FCC recently
initiated a proceeding to determine whether local franchising
authorities are impeding the deployment of competitive cable *
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services through unreasonable franchising requirements and
whether any such impediments should be preempted. At this -
time, we are not able to determine what impact such proceed-
ing may have on us.

Employees

As of December 31, 2005, we had approximately 17,200 full-
time equivalent employees. At Decémber 31, 2005, approxi-’
mately 100 of our employees were represented by collective
bargaining agreements. We have never experienced a work
stoppage. S
The corporate office, which includes employees of Charter
and Charter Holdco, is responsible for coordinating and
overseeing our operations. The corporate office performs -certain

ltem 1A, RISK FACTORS.

financial and administrative functions on a centralized basis such
as accounting, taxes, billing, finance and acquisitions, payroll and
benefit administration, information system design and support,
internal audit, purchasing, customer care, marketing and pro-
gramming contract administration and oversight and coordina-
tion of external auditors and consultants and related. professional
fees. The corporate office performs these services on a cost
reimbursement basis pursuant to a management services agree-
ment. See “Item 13 Certain Relationships and Related Transac-
tions = Transactions Arising Out of Our Organizational Structure
and Mr. Allen’s Investment in Charter Communications, Inc.
and Its Subsidiaries ~ Intercompany Management Agreements”
and “~ Mutual Services Agreements.”

Risks Related to Significant Indebtedness of Us and Our Subsidiaries

We may not generate (or, in general, have available to the applicable
obligor) sufficient cash flow or access to additional external lguidity

sources to_fund our capital expenditures, ongoing operations and debt
obligations. ' L

Our ability to service our debt and to fund our planned capital
expenditures and ongoing operations will depend on both our
ability to' generate cash flow and our access to additional
external liquidity sources, and in general our ability to provide
(by dividend or otherwise), such funds to the applicable issuer of
the debt obligation. Our ability to generate cash flow-is
dependent on many factors, including:

© our future operating performance;
@ the demand for our products and services;

¢ general economic conditions and conditions affecting cus-
tomer and advertiser spending; ' ‘

e competition and our ability to stabilize customer losses; and
® legal and regulatory factors affecting our business.

Some of these factors are beyond. our control. If we are
unable to generate sufficient cash flow and/or access additional
external liquidity sources, we may not be able to service and
repay our debt; operate our business, respond to competitive
challenges or fund our other liquidity and capital needs.
Although our subsidiaries, CCH II and CCH 1I Capital Corp.,
recently sold $450 million principal amount of 10.250% senior
notes due 2010, we may not be able to access additional sources
of external liquidity on similar terms, if at all. We believe that
cash flows from operating activities and amounts available, under
our credit facilities and bridge loan will not be sufficient to fund
our operations and satisfy our interest payment and principal
repayment obligations in 2007 and beyond. See “Item 7.
Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Liquidity and Capital Resources.”

Additionally, franchise valuations performed in accordance
with the requirements of Statement of Financial Accounting -
Standards (“SFAS”) No. 142, Gosdwill and Other Intangible Assets,

are based on the projected cash flows derived by selling
products and services to new customers in future periods.
Declines in future cash flows could result in lower valuations -
which in turn may result in impairments to the franchise assets.
in our financial statements. ' a

Charter Operating may not be able to access funds under its credit
Jacilities or bridge loan if it fails to satisfy the covenant restrictions in
75 credit facilities, which could adversely affect our financial condition
and our ability to conduct our business. ‘ :

Our subsidiaries have historically relied on access to credit
facilities in order to fund operations and to service parent
éOmpany debt, and we expect such reliance to continue in the
future. Our total potential borrowing availability under the
Charter Operating credit fdcilities was approximately $553 mil-
lion as 'of December 31, 2005, none of which was limited by

- financial covenants that may from time to time in the future

limit the availability of funds. Although as of January 2, 2006 we
had additional borrowing availability of $600 million under the
bridge loan (which was reduced to $435 million as a result of
the issuance of the CCH II notes), such availability is subject to
the satisfaction of certain conditions, including the satisfaction of
certain of the conditions to borrowing under the credit facilities.
An event of default under-the credit facilities, bridge loan or
indentures, if not waived, could result in the acceleration of
those debt obligations and, consequently, other debt obligations.
Such acceleration could result in exercise of remedies by our -
creditors and could force us to seek the protection of the
bankruptcy laws, which could materially adversely impact our
ability to operate our business and to make payments under our
debt instruments. In addition, an event of default under the -
credit facilities, such as the failure to maintain the applicable
required financial ratios, would prevent additional borrowing
under our credit facilities, which could materially adversely
affect our ability to operate our business and to make payments
under our debt instruments. Likewise, the failure to satisfy the
conditions to borrowing under the bridge loan would prevent
any borrowing thereunder, which could materially adversely
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affect our ability to operate our business and to make payments
under our debt instruments,

W'f and our subsidiaries have a sign ﬁmnt amount of existing debt -
and may incur sigmifficant additional debt, including secured debt, in
the future, which could adversely affect our ﬁmzm‘zal health and our
ability to react to changes in our business.

Charter and its subsidiaries have a significant amount of debt -
‘and may (subject to applicable restrictions in their debt
instruments) incur additional debt in the future. As of Decem-
ber 31, 2005, our total: debt was approximately $19.4 billion, our
shareholders’ deficit was approximately $4.9 billion and the
deficiency of earnings to cover fixed charges for the year ended
December 31, 2005 was $853 million. The maturities of these
obligations are set forth in “Item 7 Description of Our
Qutstanding Debt.” !

As of December 31 2005 Charter had outstandmg approxi-
mately $883 million aggregate principal amount of convertible
notes, $20 million of which mature in 2006. We will need to -
raise additional capital and/or receive distributions or. payments
from our subsidiaries in order to satisfy our debt obligations .
beyond 2006. However, because of our significant indebtedness,
our ability to raise additional capital at reasondble rates or at'all.
is uncertain, and the ability of our subsidiaries to make
distributions or payments to us is subject to availability of funds
and restrictions under our and our subsidiaries’” applicable debt
instruments as more fully described in “Item 7. Description of
Our Outstanding Debt.” If we were to raise capital through the
issuance of additional equity or to engage in.a recapitalization or
other similar transaction, our shareholders could suffer signifi-
cant dilution. . o

Our significant amount of debt could have other important
consequences. For example, the debt will or could:

© require us to dedlcate a s1gn1ﬁcant portion of our cash flow

_ from operating : actlvmes to payments on our debt, which
will reduce our funds available for working capital, capital
expendltures and other general corporate expenses;

limit-our flexibility in planning for, or reacting to, changes
in our business, the cable and telecommunications indus-
tries and the economy. at large;

place us at a disadvantage as compared to our competltors ’
that have proportlonately less debt;

make us vulnerable to interest rate mcreases, because a
significant portion of our borrowings are, and will continue
to be, at variable rates of interest;

expose us to increased interest expense as we refinance all
existing lower interest rate instruments; ' n

adversely aEect our relationship w1th customers and
suppliers; ‘

limit our ability to borrow addltlonal ﬁlnds in the ﬁ1ture, if -
we need them, due to applicable financial and restrictive
covenants in our debt; and

"o make it more difficult for us to satisfy our obligations to the
holders of our notes and for our subsidiaries to satisfy their
obligations to their lenders under their credit facilities and
to their noteholders.

A default by one of ‘our subsidiaries under its debt

- obligations could result in the acceleration of those obligations,
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the obligations of our other subsidiaries and our obligations
under our convertible notes. We and our subsidiaries may incur
substantial additional debt in the future. If current debt levels
increase, the related risks that we now face will intensify. '

The agreements and instruments governing our debt and the debt of
our subsidiartes contain restrictions and himitations that could
significantly affect our ability to operate our business, as well as
sigmificantly affect our liguidity.

The Charter Operating credit facilities, the bridge loan and the .
indentures governing our and our subsidiaries’ debt contain a
number of significant covenants that could adversely affect our
ability to operate our business, as well as significantly affect our
liquidity, and therefore could adversely affect our results of
operations and the price of our Class A common stock. These
covenants will restrict, among other things, our and our '
subsidiaries ability to:

© incur additional debt; -

o repurchase or redeem equity interests and debt;

© issue equity;

make certain investments or acquisitions;
pay dividends or make other distributions;
dispose of assets or merge;

enter into relate’d"’part}; transactions; _
grant liens and pledgé assets. |

Furthermore, Charter Operating’s credit facilities require’
our subsidiaries to, among other things, maintain specified
financial ratios, meet specified financial tests and provide audited
financial statements, with an unqualified opinion from our
independent auditors. See “Item 7. Management's Discussion
and Analysis of Financial Condition and Results of Operations ~
Liquidity and Capital Resources and Description of Our
Outstanding Debt” for a summary of our outstanding indebted-
ness and a description of our credit facilities and other
indebtedness and for details on our debt covenants and future

liquidity. Charter Operating’s ability to comply with these

provisions may. be affected by events beyond our control.

The breach of any covenants or obligations in the
foregoing indentures, bridge loan or credit facilities, not other-
wise waived or amended, could result in a default under the
applicable debt agreement or instrument and could trigger
acceleration of the related debt, which in turn could trigger
defaults under other agreements governing our long-term
indebtedness. See “Item 7. Management’s Discussion and Analy-
sis of Financial Condition and Results of Operations — Liquidity
and Capital Resources.” In addition, the secured lenders under

“
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the Charter Operating credit facilities and the holders of the
Charter Operating senior second-lien notes could foreclose on
their collateral, which includes equity interests in our subsidiar-
ies, and exercise other rights of secured creditors. Any-default
under those credit facilities, the bridge loan, the indentures
governing our convertible notes or our subsidiaries’ debt could
adversely affect our growth, our financial condition and ‘our
results of operations and our ability to make payments on our
notes, the bridge loan, and Charter Opérating’s credit facilities,
and other debt of our subsidiaries. See “Item 7. Management's
Discussion and Analysis of Financial Condition and Results of
Operations ~ Description of Our Outstanding Debt” for a
summary of outstanding indebtedness and a descrlptlon of credlt
facilities and other indebtedness.

Al of our and our subsidiaries’ outstanding debt is subject to c/zénge ‘
of control provisions. We may not have the ability to rasse the funds
necessary 1o fulfill our obligations under our indebtedness following a
change of control, which would place us 1 default under the

. applicable debt instruments. :

We may not have the ability to raise the finds necessary to
fulfill our obligations under our and our subsidiaries’ notes, the
bridge loan, and credit facilities following a change of control.
Under the indentures governing our and our subsidiaries’ notes,
upon the occurrence of specified change of contrel events, we
are required to offer to repurchase all of thest; notes. However,
Charter and our subsidiaries may not have sufficient funds at the
time of the change of control event to make the required
repurchase of these notes, and our subsidiaries are limited in
their ability to make distributions or other payments to fund any
required repurchase. In addition, a change of contro! under our
subsidiaries’ credit facilities and bridge loan would result in a
default under those credit facilities and bridge loan. Because
such credit facilities, bndge loan and our subsidiaries’ notes are
obligations of our subsidiaries, the credit facilities, bridge loan
and our subsidiaries’ notes would have to be repaid by our
subsidiaries before their assets could be avallable to us to
repurchase our convertible senior notes. Our failure to make or
complete a change of control offer would place us in default
under our convertible senior notes. The failure of our subsidiar-
ies to make a change of control offer or repay the amounts
accelerated under their credit facilities and bndge loan would
place them in default

Paul G. Allen and his affiliates are not oélzgaz‘c’d to purc/za,re equzzy
Jrom, contribute to or loan funds to us or any of our substdiaries.

Paul G. Allen and his affiliates are not obligated to purchase“ }
equity from, contribute to or loan funds to us or any of our
subsidiaries. '
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Risks Related to Qur Business

We operate in a very competitive business environment, which affects
our ability to attract.and retain customers and can adversely affect
our business, and operations. We have lost a significant number of . - .
video customers to direct broadcast satellite competition and further
loss of video customers could have a material negatrve impact on our
business.

The industry in which we operate is highly competitive and has
become more so in recent years. In some instances, we compete
against companies with fewer regulatory burdens, easier access
to financing, greater personnel resources, greater brand name
récognition and long-established relationships with regulatory
authorities and customers: Increasing consolidation in the cable
industry and the repeal of certain ownership rules may provide.
additional benefits to certain of our competitors, either through
access to financing, resources or efficiencies of scale.

Our principal competitor:for video services throughout our
territory is DBS. Competition from DBS, including intensive
marketing efforts and aggressivé pricing has had an adverse
impact-on' our ability to retain customers. DBS has grown
rapidly over the last several years and continues to do so. The
cable industry, including us, has lost a significant number of
subscribers to DBS competition, and we face serious challenges .
in.this area in the future. We believe that competition from DBS
service providers may present greater challenges in areas.of
lower population density, and that our systems service a higher
concentration of such areas than those of other major cable
service providers.

Local telephone companies and electric utilities can offer
video and other services in competition with us and they .
increasingly may do. so in the future. Certain telephone
companies have begun more extensive deploymert of fiber in
thejr networks that enable them to begin providing video
services, as well as telephone and high bandwidth Intemet
access services, to residential and business customers and they
are now offering such service in limited areas. Some of these
telephone companies have obtamed and are now seeking,
franchises or operating authorizations that are less burdensome
than existing Charter franchises. ‘ :

The subscription television industry also-faces competition
from free broadcast television and from other communications
and entertainment media. Further loss of customers to DBS or
other alternative video and Internet services could have a
material negative impact on the value of our business and its
performance.

With respect to our Internet access services, we face
competition, including intensive marketing efforts and aggressive
pricing, from telephone companies and other providers of DSL
and “dial- up” DSL service is competitive with high-speed
Internet service over cable systems. In addition, DBS prov1ders
have entered into joint marketing arrangements with Internet
access providers to offer bundled video and Internet service,
which competes with our ability to provide bundled services to
our customers. Moreover, as we expand our telephone offerings,




CHARTER COMMUNICATIONS, INC.

2005 FORM 10-K

we will face considerable competition from established tele-
phone companies and other carriers, including VoIP providers. -

In order to attract niew customers, from time to time we
make promotional offers, including offers of temporarily
reduced—pnce or free service. These promotional programs result
in sxgmﬁcant advert1s1ng, programming and operating expenses,
and also require'us to make capital expenditures to acquire
add1t10na1 digital set-top terminals. Customers who subscribe to
our services as a result of these offerings may not remain

customers for any significant period of time following the end of -

the promotional -period: A failure to retain existing customers .
and customers added through promotional offerings or to:
collect the amounts they owe.us could have a material adverse
effect on our business and financial results.

Mergers, joint ventures and alliances among franchised,
wireless or private cable operators, satellite teléy;ision providers,
local exchange carriers and others, may provide additional
benefits to some of our competitors, either through access to
financing, resources or efficiencies of scale, or the ability to
provide multiple services in direct competition with us.

We carinot assure you that our cable systems will allow us
to compete effectively. Additionally, as we éxpand our offerings
to include other telecommunications. seryvices, and to introduce
new and enhanced services, we will be subJect to competition
from other providers of the services we offer. We cannot predict
the extent to which competition may affect our business and
operations in the future. See “Item 1. Business — Competition.”

We have a history of net losses and expect to continue to expertence
net losses. Consequently, we mzzy not have the abzlzzfy to ﬁnam‘e Jeuture
opemtzam

We have had a history of net losses and expect to continue to
report net losses for the foreseeable future. Our net losses are
principally attributable to insufficient revenue to cover the .
interest costs on our debt, the depreciation expenses that we
incur resultmg from the capital investments we have made i in
our cable properties, and the amortization and impairment of
our franchise intangibles. We expect that these expenses (other
than amortization and impairment of franchlses) will remain
significant, and we expect to continue to report net losses for
the foreseeable future. We reported.-losses before cumulative
effect of accounting change of $2.3 billion for 2002, $238 million
for 2003, $3.6 billion for 2004 and $967 million for 2005.
Continued losses would reduce our cash available from operaf
tions to service our indebtedness, as well as limit our ability to
finance our operations. ‘

We may not have the ability to pass our mereasing p}vgrbmmzhg costs.
on to our customers, which would advmely affect our cash flow and
operating margins.

Programming has been, and is expected to continue to be, our
largest operating expense item. In recent years, the cable |
industry has experienced a rapid escalation in the cost of
programming, particularly sports programming. We expect
programming ‘costs to continue to increase because of a variety
of factors, including inflationary or negotiated annual increases,

additional programming being provided to customers and
increased costs to purchase programming. The inability to fully
pass these programming cost increases on to ‘our customers has
had an adverse.impact on our cash flow and operating margins.
As measured by programming costs, and excluding premium -
services (substantially all of which were renegotiated-and”
renewed in 2003), as of December 31, 2005, approximately 15%
of our cutrent programming contracts were expired, and
apprommately another 4% were scheduled to expire at or before
the end of 2006. There can be no assurance that these
agreements will be renewed on favorable or comparable terms.
Our programming costs increased by approximately 7% in 2005
and we expect our programming costs in 2006 to increase at a
higher rate than in 2005. To the extent that we are unable to
reach dgreement with certain programmers on terms that we
believe are’reasonable we may be forced to remove such
programming channels from our’ lme—up, which could result in a
further loss of customers.

If our required capital expenditures exceed our projections, we may not
have sufficient funding, which could adversely affect our growth,
Jinancial condition and results of operations.

During the year ended December 31, 2005, we spent approxi-
mately $1.1 billion on capital expenditures. During 2006, we
expect capital expenditures to be approximately $1.0 billion to
$1.1 billion. The actual amount of our capital expenditures
depends on the level of growth in high-speed Internet and

. telephone customers and in the delivery of other advanced
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services, as well as the cost of introducing any new services. We
may need additional capital if there is accelerated growth in
high-speed Internet customers, telephone customers or in the
delivery of other advanced services. If we cannot obtain such
capital from increases in our cash flow from operating activities,
additional borrowings or other sources, our growth, financial
condition and results of operations could suffer materially.

Our inability to respond to tfcﬁ}zblagz'ml developments and meet
customer demand for new products and services could limit our ability
to compete effectively. '

Our business is characterized by rapid technological change and
the introduction of new products and services. We cannot '
assure you that we will be able to fund the capital expenditures
necessary to keep pace with unanticipated technological devel-
opments, or that we will successfully anticipate the demand of
our customers for products and services requiring new technol-
ogy. Our inability to maintain and expand our upgraded systems
and provide advanced services in a timely manner, or to
anticipate the demands of the marketplace, could materially
adversely affect our ability to attract and. retain customers.
Consequently, our growth, financial condition and results of
operations could suffer materially. ‘

We may not be able to azﬂy out our strategy to improve operzztmg
results by stzzna'ardzzmg and sz‘rezzmlmzng operations and procedures.

In prior years, we experienced rapid growth through acquisitions
of a number of cable operators and the rapid rebuild and rollout
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of advanced services. Our future success will depend in part on
our ability to standardize and streamline our operations. The
failure to implement a consistent corporate culture and manage-
ment, operating or financial systems or procedures necessary to
standardize and streamline our operations and effectively operate
our enterprise could have a material adverse effect on our
business, results of operations and financial condition:

Malicious and abustve Internet practices could tmpatr our high-speed
Internet services

Our high-speed Internet customers utilize our network to access
the Internet and, as a consequence, we or they may become
victim to common malicious and abusive Internet activities, such
as unsolicited mass advertising (i.e,, “spam”) and dissemination .
of viruses, worms and other destructive or disruptive software.
These activities could have adverse consequences on our
network and our customers, including degradation of service,
excessive call volume to call centers and damage to our or our
customers’ equipment and data. Significant incidents could lead .
to customer dissatisfaction and, ultimately, loss of customers or
revenue, in addition to increased costs to us to service our
customers and protect our network. Any significant loss of high-
speed Internet customers or revenue or significant increase in
costs of serving those customers could adversely affect our
growth, financial condition and results of operations.

We could be deemed an “Drvestment company” under the Investment
Company Act of 1940. This would impose significant restrictions on
us and would be likely to have a material adverse impact on our
growth, financial condition and results of opération.

Our principal assets are our equity interests in Charter Holdco
and certain indebtedness of Charter Holdco. If our membership
interest in Charter Holdco were to constitute less than 50% of
the voting securities issued by Charter Holdco, then our interest
in Charter-Holdco could be deemed an “investment security” for
purposes of the Investment Company Act. This may occur, for
example, if a court determines that the Class B common stock is
no longer entitled to special voting rights and, in accordance
with the terms of the Charter Holdco limited liability company
agreement, our membership units in Charter Holdco were to
lose their special voting privileges. A determination that such
interest was an investment security could cause us to be deemed
to be an investment company under the Investment Company
Act, unless an exemption from registration were available or we
were to obtain an order of the Securities and Exchange
Commission excluding or exempting us from registration under
the Investment Company Act. '

If anything were to happen which would cause us to be
deemed an investment company, the Investment Company Act
would impose significant restrictions on us; including severe
limitations on our ability to borrow money, to issue additional
capital stock and to transact business with affiliates. In addition,
because our operatlons are very different from those of the
typical registered investmient company, regulation under the
Investrnent,Company Act could affect us in other. ways that aré
extremely difficult to predict. In sum, if we were deemed to be’

an investment company it could become impractical for us to
continue our business as currently conducted and our growth,
our financial condition and our results of operations could suffer
materially. -

'@ court determines that the Class B common stock #s no longer
entitled to special voting rights, we would lose our rights to manage
Charter Holdco. In addition 1o the investment company risks discussed
above, this could matenally impact the value of the Class A common

Stock.
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If a court determines that the Class B common stock is no .
longer entitled to special voting rights, Charter would no longer
have a confrolling voting interest in, and would lose its right to
manage, Charter Holdco. If this were to occur: " -

¢ we would retain our proportional equity interest in Charter

" Holdco but would lose all of our powers to direct the
management and affairs of Charter Holdco and 1ts
subsidiaries; and

we would become strictly a passive investment vehicle and
would be treated under the Investment Company Act as an
.investment company.

This result, as well as the impact of being treated under the
Investment Company Act as an mvestment company, could -
materially adversely impact: .

o the liquidity of the Class A common stock; _
© how the Class A common stock trades in the marketplace;

¢ the price that purchasers would be willing to pay for the
Class A common stock in a change of control transaction
or otherwise; and

s the market price of the Class A common stock.

Uncertalntles that may arise with respect to the nature of
our management role and voting power and organizational
documents as a result of any challenge to the special voting
rights of the Class B common stock, including legal actions or
proceedings relatmg thereto, may also materially adversely
impact the value of the Class A common stock.

Risks Related to Mr. Allen’s Controlling Pesition

The fatlure by Mr. Allen to maintatn a minimum voting and
economsc tnterest in us could trigger a change of control default under
our subsidiary’s credit facilities.

The Charter Operating credit facilities provide that the failure
by Mr, Allen to-maintain a 35% direct or indirect voting interest
in the applicable borrower would result in a change of control
default. Such a default could result in the acceleration of
repayment of our and our subsidiaries’ indebtedness, including
borrowings under the Charter Operating credit facilities..

Mr. Allen controls our stockholder voting and may /zave interests that
conflict with your Interests.

Mr. Allen has the ability to control us. Through his control as
of December 31,2005 of approximately 90% of the voting - .
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power of our capital stock, Mr. Allen is entitled to elect all but
one of our board members and effectively has the voting power
to elect the remaining board member as well: Mr.. Allen thus
has the ability to control fundamental corporate transactions
requiring equity holder approval, including, but not limited to,
the election of all of our directors, approval of merger
‘transactions involving us and the sale of all or substantially all of
our assets. v o :

Mr. Allen is not restncted from investing in; and has
invested in, and engaged in, other businesses involving or related

to the operation of cable television systems, video programming, .

high-speed Internet service, telephone or business and financial
transactions conducted through broadband interactivity and
Internet services. Mr. Allen may also engage in.other businesses
that compete or may in the future compete with us.

Mr. Allen’s control over our management and affairs could
create conflicts of interest if he is faced with decisions that could
have different implications for him, us and the holders of our
Class A common:stock. Further, Mr. Allen could effectively
cause us to enter into contracts with another entity in which hé
owns an interest or to decline a transaction into which he (or
another entity in which he owns an interest) ultimately enters.

Current and future agreements between us and either
Mr. Allen or his affiliates may not be the result of arm’s-length
negotiations, Consequently, such agreements may-be less
favorable to us than agreements that we could otherwise have
entered into, with unaffiliated third parties. See “Item 13. —
Certain Relationships and Related Transactions.”

We are not permitted to engage in any business activity other than the
cable transmisston of video, audiv and data unless' Mr. Allen
authorizes us fo pursue that particular business activity, which could
adversely affect our ability to offer new products and services outstde
of the cable transmission business and to enter into new businesses, - -
and could adversely aﬁ?zct our growth, ﬁmznaal condition and results
of operafzom L

Our certificate of incorporation and Charter Holdco’s limited-
liability- company agreement provide that Charter and Charter
Holdco and our subsidiaries, cannot engage in any business
activity .outside the cable transmission. business except for
specified businesses. This will be the case unless Mr. Allen
consents to our engaging in the business activity. The cable
transmission business means the business of transmitting video,
audio (including telephone.services), and data over cable .
television systems'owned, operated or managed by us from time
to time. These provisions may limit our ability to take advantage
of attractive business opportunities. Y :

The lass of Mr. A”t’ﬂj‘ Jerwces cozt/d adversely affect our ability to
manage our businéss.

Mr. Allen is Chairman of our board of directors and provides
strategic guidance and other services to us. If we were to lose-
his services, our growth, financial condition and results of
operations could be adversely impacted. .

The special tax allocation provisions of the Charter Holdco limited
liability company agreement may cause us in some ctrcumstances o
pay more taxes than if the spectal tax allocation provisions were not

n effect.

Charter Holdco’s limited liability company agreement provided
that through the end of 2003, net tax losses (such net tax losses
being determined under the federal income tax rules for
determining capital accounts) of Charter Holdco that would
otherwise have been allocated to us based generally on our
percentage ownership of outstanding common membership units
of Charter Holdco would instead be allocated to the member-
ship units held by Vulcan Cable III Inc. (“Vulcan Cable”) and
Charter Investment, Inc. (“CII”). The purpose of these special ..
tax allocation provisions was to allow Mr. Allen to take.
advantage, for tax purposes, the losses generated by Charter
Holdco during such period. In somé{ situations, these special tax
allocation provisions could result in our having to pay taxes in
an amount that is more or. less than if Charter Holdco had
allocated net tax losses to its members based generally on the
percentage of outstanding common membership units owned by
such members. For further discussion on the details of the tax
allocation provisions see “Item 7. Management’s Discussjon and
Analysis of Financial Condition and Results of Operations —
Critical Accounting Policies and Estimates ~ Income Taxes.”

The recent issuance of our Class A common stock, as well as possible
Sfuture comversions of our convertible notes, significantly increase the
ik that we will experience an ownership change in the future for tax
purposes, resulting i a material himitation on the use of a substantial
amount gf our existing net operating loss carryforwards.

As of December 31, 2005, we had approximately $5.9 billion of
tax niet operating losses (resulting in a gross deferred tax asset of
approximately $2.4 billion) expiring in the years 2006 through
2025. Due to uncertainties in projected future taxable income,
valuation allowances have been established against the gross
deferred tax assets for book accounting purposes except for
deferred benefits available to offset certain deferred tax liabilities.
Currently, such tax net operating losses can accumulate and be
used to offset any of our future taxable income. An “ownership
change” as defined in Section 382 of the Internal Revenue Code
of 1986, as amended, would place significant limitations, on an
annual basis, on the use of such net operating losses to offset
any future taxable income we may generate. Such limitations, in_
conjunction with the net operating loss expiration provisions,
could effectively eliminate our ability to use a substantial portion
of our net operating losses to offset future taxable income.

The issuance of up to a total of 150 million shares of our
Class A common stock: (of which a total of 116.9 million have-
been issued through February 2006) offered pursuant to a share
lending agreement executed by Charter in connection with the
issuance of the 5.875% convertible senior notes in ‘Novem-
ber 2004, as well as poss1ble future conversions of our
convertible notes, significantly increases the risk that we will
experience an ownership change in the future for tax purposes,
resulting in a material limitation on the use of a substantial
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amount of our existing net operating loss carryforwards. As of
December 31, 2005, the issuance of shares associated with the
share lending agreement did not result in our experlencmg an :
ownership change. However, future transactions and the tlmmg
of such transactions could cause an ownership change. Such
transactions include additional issuances of common stock-by us
(including but not limited to issuances upon future conversion of
our 5.875% convertible senior notes or as issued in the -
settlement of derivative class action litigation), reacquisitions of
the borrowed shares by us, or acquisitions or sales of shares by
certain holders of our shares, including persons who have held,
currently hold, or accumulate in the future five percent or more
of our outstanding stock (including upon an exchange by

Mr. Allen or his affiliates, directly or indirectly, of membership
units of Charter Holdco into our Class A common stock). Many
of the foregoing transactions are beyond our control.

Risks Related to Regulatory and Legislative Mane'rs

Our business 15 subject to extensive governmental legislation and
regulation, which: could adversely affect our bustness.

Regulation of the cable industry has increased cable operators’
administrative and operational expenses and limited their reve-
nues. Cable operators are subject to, among other things:

e rules governing the provision of cable equipment and

compatibility with new digital technologies;
rules and regulations relating to subscriber privacy;
limited rate regulation;

requirements governing when a cable system must carry a
particular broadcast station and when it must first obtain
consent to carry a broadcast station;

rules for franchise renewals and transfers; and’

other requirements covering a variety of operational areas
such as equal employment opportunity, technical standards
and customer service requirements. -

Additionally, many aspects of these regulations are cur-
rently the subject of judicial proceedings and administrative or
legislative proposals. There are also ongoing efforts to amend or
expand the federal, state and local regulation of some of our
cable systems, which may compound the regulatory risks we
already face. Certain states and localities are considering new
telecommunications taxes that could increase operating ‘
expenses.

Our cable systems are operated under franchises that are subject to
non-renewal or termination. The failure to renew a_franchise in one or
more key markets could adversely affect our business.

Our cable systems generally operate pursuant to franchises, ‘
permits and similar authorizations issued by a state or local’
governmental authority controlling the public rights-of-way.
Many franchises establish comprehensive faiéilities and service
requirements, as well as specific customer service standards and
monetary penalties for non-compliance. In many cases,
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franchises are terminable if the franchisee fails to comply with -
significant provisions set forth in the franchise agreement
governing system.operations. Franchises are generally granted
for fixed terms and must be periodically renewed. Local .
franchising authorities may resist granting a renewal if either
past performance or the prospective operating proposal is.
considered inadequate. Franchise authorities often demand
concessions or other commitments as a condition to renewal. In
some instances, franchises have not been renewed at expiration,
and we have operated and are operating under either temporary
operating agreements or without a license. while negotiating
renewal terms with the local franchising authorities. Approxi-
mately 11% of our franchises, covering approximately 13% of
our analog.video customers, were expired as of December 31, -
2005. Approximately 7% of-additional franchises, covering .
approximately an additional 9% of our analog video customers,
will expire on or before December 31, 2006, if not renewed
prior to ‘expiration.

We cannot assure you that we will be able to. comply with
all significant provisions of our franchise agreements and certain
of our franchisors have from time to time alleged that we have
not complied with these agreements. Additionally, although
historically we have renewed our franchises without incurring
significant costs, we cannot assure you that we will be able to
renew, or to renew as favorably, our franchises in the fature. A
termination of or a sustained failure to renew a franchise in one
or more key.markets could adversely affect our business in'the
affected geographic area.

Our cable systems are operated under franchises that are non-
exclustve. Accordingly, local franchising authorities can grant addi:
tional franchises and create competition in market areas where none
existed pre'uzously, resulting in overbuilds, which could azl"uersely aﬁ@a‘
results of ¢ quztzam - : .

Our cable systems are operated under non-exclusive franchises
granted by local franchising authorities. Consequently, local
franchising authorities can .grant additional franchises to compet-
itors in the same geographic area or operate their own cable
systems. In addition, certain telephone companies are seeking
authority to operate in local communities without first obtaining
a local franchise. As a result, competing ‘operators may build
systems in areas in which we hold franchises. In some cases
municipal utilities may legally compete with us without
obtaining a franchise from the local franchising authority.
Different legislative proposals have been introduced in the
United States Congress and in some state legislatures. that. would
greatly streamline cable franchising. ‘This legislatien is' intended’
to facilitate entry by new competitors, particularly local tele— .
phone companies. Such legislation has already passed in ‘at least
one state but is now subject to court challenge. Although
various legislative proposals provide some regulatory relief.for
incumbent cable opeérators, these proposals are generally viewed
as being more favorable to new entrants due to.a humber of ..
varying factors including efforts to withhold streamlined cable.
franchising from incumbents until after the expiration of their
existing franchises. To the extent incumbent cable operators are
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not able to avail themselves of this streamlined franchising
process, such operators may continue to be subject to more
onerous. franchise requirements at the local level than new
entrants. The FCC recently initiated a proceeding to determine
whether local franchising authorities are impeding the deploy-
ment of competitive cable services through unreasonable
franchising requirements and whether such impediments should
be preempted. At this time, we are not able to determme what
impact such proceeding may have on us: S

The existencer of more than one cable system operating. in
the same territory is referred to as an overbuild. These
overbuilds could adversely affect our growth, financial condition
and resuits of operations by creating or increasing competition.
As of December 31, 2005, we are aware of overbuild situations
impacting approximately 6% of our estimated homes passed,
and potential overbuild situations in areas servicing approxi-
mately an additional 4% of our estimated homes: passed.
Additional overbuild situations may occur in other systems. -

Local franchise authorities have the ability to tmpose additional

regulatory constraints on our bwmesx, which could ﬁzrt/zer tncrease our

expenses.

In addition to the franchise agreement, cable authorities in some
jurisdictions have adopted cable regulatory ordinances that
further regulate the operation of cable systems. This additional
regulation increases the cost of operating our business. We
cannot assure you that the local franchising authorities will not
‘impose new and more restrictive requirements. Local franchwmg
authorities also have the power to reduce rates and order
refunds on the rates charged for basic serv1ces

Further régulation of the cable industry could cause .u.r to delay or
cancel service or programming enhancements or impary our ability o
raise rafes to cover our zncrezzxzng costs resultzng tn tncreased Iasm

Currently, rate regulatlon is stnctly limited to the basm service
tier and associated equipment and installation activities. How-
ever, the FCC and the U.S. Congress continue to be coﬁceméd
that cable rate increases are exceeding inflation. It is possible
that either the FCC or the US. Congress, will again restrict the
ability of cable system operators to 1mplement rate increases.
Should this occur, it would impede our ability to raise our rates.
If we are unable to raise our rates in response to increasing
costs, our losses would increase.

There has been considerable legislative and regulatory
interest in requiring cable operators to offer historically bundled
programming services on an 4 la carte basis or to at least offer a
separately available child-friendly “Family Tier.” It is possible ‘
that new marketing restrictions could be adopted in the future.
Such restrictions could adversely affect our operations.

Actions by pole owners might szz[y'éct us to significantly increased pole
attachment costs.

Pole attachments are cable wires that are attached to poles.

" Cable system attachments to public utility poles historically have
been regulated at the federal or state level, generally resulting in
favorable pole attachment rates for attachments used to provide

27

cable service. The FCC clarified that a cable operator’s favorable
pole rates are not endangered by the provision of Internet
access; and that approach ultimately was upheld by the .
Supreme Court of the United States. Despite the existing
regulatory. regime, utility pole owners in many areas are
attempting to raise pole attachment fees and impose additional
costs on cable operators and others. In addition, .the favorable
pole attachment rates afforded cable operators under federal law
can be increased by utility companies if the operator provides
telecommunications services, as well as cable service, over cable
wires attached to utility poles. Any significant increased costs
could have a material advérse impact on our profitability and
discourage system upgrades and the introduction of new
products and services.

We may be required to provz'de access to our networks to other Internet
service providers, which could significantly increase our competition
and adversely affect our ability to provide new products and services.

A number of companies, including independent Internet service
providers, or ISPs, have requested local authorities and the FCC
to require cable operators to provide non-discriminatory access
to cable’s broadband infrastructure, so that these coinpanies may
deliver Internet services directly to customers over cable
facilities. In a June 2005 ruling, commonly referred to as

Brand X, the Supreme Court upheld an FCC decision (and
overruled a conflicting Ninth Circuit opinion) making it much
less likely that any nondiscriminatory, “open access” require-
ments (which are generally associated with common carrier.
regulatlon of “telecommunications services”) will be imposed on
the cable mdustry by local, state or federal authorities, The
Supreme Court held that the FCC was, correct in clasmfymg
cable provided Internet service as an “information service,”

rather than a telecommumcatlons service.” This favorable
regulatory classification limits the ability of various govemmental
authorities to impose open access requirements on cable-
provided Internet service. Given how recently Brand X was
decided, however, the nature of any legislative or regulatory
response remains uncertain. The imposition of open access
requirements could materially affect our business.

If we were required to allocate a portion of our bandwidth
capacity to other Internet service providers, we believe that it
would impair our ability to use our bandwidth in ways that ‘
would generate maximum revenues.

Changes in channel carriage regulations could impose szgng‘z‘lczznt ;
additional costs on ds.

Cable operators élso‘:face' signiﬁcant”regulation of their channel
carriage. They currently can be required to devote substantial
capacity to the carriage of programming that they would not
carry voluntarily, including certain local broadcast signals, local
public, educational and government access programming, and
unaffiliated commercial leased access programming. This car-
riage burden could increase in the future, particularly if cable
systems were required to carry both the analog and digital
versions of local broadcast signals (dual carriage) or to carry
multiple program streams included with a single digital

%—«
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broadcast transmission (multicast carriage). Additional govern-
ment-mandated broadcast carriage obligations could disrupt
existing programming commitments, interfere with our preferred
use of limited channel capacity and limit our ability to offer
services that would maximize customer appeal and revenue
potential. Although the FCC issued a decision in February 2005,
confirming an earlier ruling against mandating either dual
carriage or multicast carriage, that decision has been appealed.
In addition, the FCC could reverse its own ruling or Congress -
could legislate additional carriage obligations.

Offéring woice communications service may subject us to additional
regzzlatory burdens, causing us 10 incur addzz‘zonﬂl costs. '

In 2002, we began to offer voice communications services on a-
limited basis over our broadband network. We continue to
explore development and deployment of Voice over Internet
Protocol or VoIP services. The regulatory requirements applica-
ble to VoIP service are unclear although the FCC has declared

ltem 18. UNRESOLVED STAFF COMMENTS.

that certain VoIP services are not subject to traditional'state
public utility regulation. The full extent of the FCC preemption
of VoIP services is not.yet clear. Expanding our .offering ofithese
services may require us to obtain certain authorizations, includ-
ing federal, state and local licenses. We may not be able to
obtain such authorizatibns in a timely manner, or conditions
could be imposed upon such licenses. or authorizations that- may
not be favorable to us. Furthermore, telecommunications com- =
panies generally are subject to significant regulation, including- -
payments to the Federal Universal Service Fund and the
intercarrier compensation regime. In addition, pole attachment
rates are higher for providers. of telecommunications services
than for providers of cable service. If there:were to be a final
legal determination by the FCC, a state Public Utility: Commis-
sion, or appropriate:court that VolP services are subject to these
higher rates, our pole attachment costs could increase signifi- -
cantly, which. could adversely affect our financial condition and
results of operations.

None. t .

ltem 2. . PROPERTIES.

Our principal physical assets consist of cable distribution plant
and equipment, including signal receiving, encoding and decod-

ing devices, headend reception facilities, distribution systetns and

customer drop ‘equipment for each of our cable systems.

Our cable'plant ard related equipment are generally
attached to utility polés under pole rental agreements with local
public utilities and telephone companies, and in certain locations
are buried in underground ducts or treniches: We own or lease
real property for signal reception sites and own most of our
service vehicles.

Historically, our subsidiaries have owned the real property '
and buildings for our data centers, customer contact centers and
our divisional administrative offices. Since early 2003 we have
reduced our total real estate portfolio’square footage by
approximately 17% and have decreased our operatmg annual
lease costs by apprommately 30%. )

ftem 3. LEGAL PROCEEDINGS.

In addition, Charter has sold $15 million worth of surplus
land and buildings. We plan to continue to reduce costs and ‘
excéss capacity in this area through consolidation of sites within ™
our system footprints. Our subsidiaries generally have leased
space for business offices throughout our operating divisions.

Our headend -and tower locations are located on owned or
leased parcels of land, and we generally own the towers on .
which our equipment is located. Charter Holdco owns the real
property and building for our principal executive offices.

"The physical components of our cable systems require-
maintenance as well as periodic upgrades to support the new
services and products we introduce. See “Item 1. Business = Our
Network Technology.” We believe that our properties are
generally in good operatmg condltlon and are sultable for our
busmess operatlons

Charter is a party to lawsuits and claims that have arisen in the.
ordinary course.of conducting its business. In the opinion of
management, after taking into account recorded liabilities, the

Item 4.

outcome of these lawsuits and claims are not expected to have a
material adverse effect on our consolidated ﬁnancml condition,
results of operatlons or our hqmdlty ‘

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matters were submitted to a vote of security holders durmg
the fourth quarter of the year ended December 31, 2005.
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PART II

ITEM 5.

MARKET FOR REGISTRANTS COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

{R) Market Information Lo )

Our Class A common stock is quoted on the NASDAQ
National Market under the symbol “CHTR.” The following
table sets forth, for the pefiods indicated, the range of high and

low last reported sale price per share of Class A common stock
on the NASDAQ National Market. There is no established
trading market for our Class B common stock.

Class A Common Stock High Low
2005

First quarter $230 $1.35
Second quarter 1.53 0.50
Third quarter .n 1.14
Fourth quarter 1.50 1.12
2004 v

First quarter $543  $3.99
Second quarter 4.70 3.61
Third quarter 3.90 2.61
Fourth quarter - 2.03

(B) Hoiders

As of December 31, 2005, there were 4,516 holders of record of
our Class A common stock, one holder of our Class B ¢ommon
stock, and 4 holders of record of our Series A Convertible
Redeemable Preferred Stock.

(C) Dividends
Charter has not paid stock or cash d1v1dends on any of its
common stock, and we do not intend to pay cash dividends on
common stock for the foreseeable future. We intend to retain
future earnings, if any, to finance our business. '
Charter Holdco may make pro rata distributions to all
holders of its common membership units, mcludlng Charter.
Covenants in the indentures and credit agreements governing -

the debt obligations of Charter Commumcatlons Holdirigs and -

its subsidiaries restrict their ab111ty to make distributions to ws,
and accordingly, limit our ability to declare or pay cash
dividends. See “Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations.” ‘

3.01

(D) Recent Sales of Unregistered Securities
During 2005, there were no unregistered sales of securities of

the registrant other than those previously reported on a |
Form 10-Q or Form 8-K.
For information regarding securities issued under our equity

' compensation plans see “Item 12. Security Ownership of
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Certain Beneficial Owners and Management — Securities autho-
rized for issuance under equity compensation plans.”
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ITEM 6. SELECTED FINANCIAL DATA.

The following table presents selected consolidated. financial data for the periods indicated (dollars in millions, except share data):

Charter Communications, Inc. Year Ended December 31,

: v ‘ 2005 . 2004 N LI 2002 20032
Statement of Operations Data: . » . 4 ' . oL el - :
Revenues ‘ - $ 5,254 $ 4977 % 4819 . § 4566  $ 3,807
Costs and Expenses: ‘ '

Operating (excluding depreciation and amortization) s 2,293 2,080 1,952 T 1,807 1,486

Selling, general and administrative . ' 1,034 : 971 940 963 - 826

Depreciation and amortization ) 1,499 o 1495 1,453 1,436 2,683

Impairment of franchises ‘ — . 2,433 —_ 4,638 -

Asset impairment charges 3 - — — —

(Gain) loss on sale of assets, net } ‘ 6 (86) 5 3 10

Option compensation expense (income), net 14 .31 4 5 (5)

Hurricane asset retirement loss ' 19 — — — =

Special charges, net o i 1 104 21 36 18

Unfavorable contracts and other settlements ’ - (5) (72) — . —

4,911 7,023 4,303 8,888 ) 5,018
Income (loss) from operations ‘ o 343 (2,046) 516 (4,322) 1,211)

Interest expense, net ] : (1,789) (1,670 (1,557 (1,503) . (1,310)

Gain (loss) on derivative instruments and hedging activities, net : 50 69 65 (115) (50

Loss on debt to equity conversions : - 23) — - —

Gain (loss) on extinguishment of debt and preferred stock 521 (31) 267 L - -

Other, net o 3 C ‘ 22 3 (16) ) (59

Loss before minority interest, income taxes and cumulative ‘ ) : ’ ‘ ' ‘ e

effect of accounting change (853) = - (3.698) - (725 - (5944) (2,630)
Minority interest® ‘ 1 19 377 3,176 1,461
Loss before income taxes and cumulative effect of accounting ‘

change - o L (852) (3,679) (348) (2,768) (1,169)
Income tax benefit (expense) ‘ . . {115) 103 110 460 N 12
Loss before cumulative effect of accounting change ‘ (967 (3,576) - (238) 2,308y - (1,157)
Cumulative effect of accounting change, net of tax — (765) - (206) (10)
Net loss . ‘ (%67) (4,341) - (238) (2,514) - (1,167)
Dividends on preferred stock - redeemable ‘ 3 4 .(4) 3) . 1)
Net loss applicable to common stock $ (970) $ (@345) $° (242) " § (2,517) $ (1,168)
Loss per common share, basic and diluted $ (3.13) * § (1447 $ - (082) $ (855 $ (4.33)
Weighted-average common shares outstanding 310,159,047 ‘300291877 294,597,519 | 294440261 269,594,386
Balance Sheet Data (end of period): - S . oo
Total assets $ 16431 . $ 17673 8 21364 § 22384 $ 26463
Long-term debt 19,388 19,464 18,647 18,671 16,343
Minority interest®. 188 648 - 689 - 1,050 4,434
Preferred stock - redeemable 4 55 55 51 51
Shareholders’ equity (deficit) (4,920) (4,406) (175) 41 2,585

@ Certain prior year amounts have been reclassified to conform with the 2005 and 2004 presentation.

® In 2002, we restated our consolidated financial statements for 2001 and prior years. The restatements were primarily related to the following categories: (i) launch
incentives from programmers; (i) customer incentives and inducements; (iii) capitalized labor and overhead costs; (iv) customer acquisition costs; (v) rebuild and upgrade
of cable systems; (vi) deferred tax liabilities/franchise assets; and (vii) other adjustments. These adjustments reduced revenue for the year ended December 31, 2001 by
$146 million. Our consolidated net loss decreased by $11 million for the year ended December 31, 2001.

© Minority interest represents the percentage of Charter Holdco not owned by Charter, plus preferred membership interests in CC VIIL Reported losses allocated to
minority interest on the statement of operations are limited to the extent of any remaining minority interest on the balance sheet related to Charter Holdco. Because
minority interest in Charter Holdco was substantially eliminated at December 31, 2003, beginning in 2004, Charter began to absorb substantially all losses before income
taxes that otherwise would have been allocated to minority interest, resulting in an approximate additional $454 million and $2.4 billion of net losses for the years ended
December 31, 2005 and 2004, respectively. Under our existing capital structure, Charter will absorb all future losses. Paul G. Allen indirectly holds the preferred
membership units in CC VIIL There was an issue regarding the ultimate ownership of the CC VIII membership interest and this dispute was settled October 31, 2005.
See “Item 13. Certain Relationships and Related Transactions — Transactions Arising Out of Our Organizational Structure and Mr. Allen’s Investment in Charter and Its
Subsidiaries — Equity Put Rights - CC VIIL”

Comparability of the above information from year to year is affected b}l' acquisitions and dispositions completed by us. See Note 2
and Note 4 to our accompanying consolidated financial statements contained in “Item 8. Financial Statements and Supplementary
Data” and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and Capital
Resources.” ' ‘
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TEM 7.
OPERATIONS.

MANAGEMENT’S DISCUSSION AND ANALYSIS Oor FINANCIAL CONDITION AND RESULTS OF

Reference is made to “Item 1A. Risk Factors” and “Cautionary .
Statement Regarding Forward-Looking Statements,” which
describes important factors that could cause actual results to
differ from expectations and non-historical information con-
tained herein. In addition, the following discussion should be
read in conjunction with the audited consolidated financial .
statemnents of Charter Communications, Inc. and subsidiaries as
of and for the years ended December 31, 2005, 2004 and 2003.

INTRODUCTIUN

We continue to pursue opportunities to improve our liquidity.
Our efforts in this regard have resulted in the completion of a
number of financing transactions in 2005 and 2006, as follows:

the January 2006 sale by our subsidiaries, CCH II, LLC - -
(“CCH II") and CCH 1I Capital Corp.,’of an additional
$450 million principal amount of their 10.250% senior notes
due 2010; ‘

the October 2005 entry by our sub51d1anes CCO Holdings
and CCO Holdings Capital Corp., as guarantor thereundf;r,
into a $600 million senior bridge loan agreement with
various lenders (which was reduced to $435 million as a
result of the issuance of CCH II notes);

(o]

the September 2005 exchange by Charter Holdings, CCH I
and CIH of approximately $6.8 billion in total principal
amount of outstanding debt securities of Charter Holdings
in a private placement for new debt securities;

the August 2005 sale by our subsidiaries, CCO Holdings
and CCO Holdings Capital Corp., of $300 million ‘of
8¥4% senior notes due 2013; .

the March and June 2005 issuance of $333 million of
Charter Operating notes in exchange for $346 million of
Charter Holdings notes; :

the repurchase during 2005 of $136 million of Charter’s -
4.75% convertible senior notés ‘due 2006 leaving $20 million
" in principal amount outstanding; and ;

the March 2005 redemption of all of CC V Holdings,
LLC’s outstanding 11.875% senior discount notes due 2008
at a total cost of $122 million. ’

During the years 1999 through 2001, we grew significantly,
principally through acquisitions of other cable businesses
financed by debt and, to a lesser extent, equity. We have no
current plans to pursue any significant acquisitions. However, we
may pursue exchanges. of non-strategic assets or divestitures,
such as the sale of cable systems to Atlantic Broadband Finance,
LLC. We therefore do not believe that our historical growth
rates are accurate indicators of future growth.

The industry’s and our most significant operational chal-
lenges include competition from DBS providers and DSL service
providers. See “Item 1. Business — Competition.” We believe that
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competition from DBS has, resulted in net analog video
customer losses and decreased growth rates for digital video
customers. Competition from.DSL providers combined with
limited opportunities to expand our customer base now that
approximately 33% of our analog video customers subscribe to
our high-speed Internet services has resulted in decreased
growth rates for high-speed Internet customers. In the recent
past, we have grown revenues by offsetting video customer
losses with price increases and sales of incremental advanced
services such as. high-speed Internet, video on demand, digital
video recorders and high definition television. We expect to
continue to grow revenues through price increases and through
continued growth in high-speed Internet and incremental new
services including telephone, high definition television, VOD and
DVR service. :

Historically, our ability to ﬁmd operations and investing
activities has depended on our continued access to credit under
our credit facilities. We expect we-will continue to borrow
under our credit facilities from time to time to fund cash needs.
The occurrence of an event-of default under our credit facilities
could result in borrowings from' these facilities being unavailable
to us and could, in the event of a payment default or
acceleration, trigger events of default under our outstanding
notes and would have a material adverse effect on us.
Approximately $30 million of indebtedness under our credit
facilities is scheduled to mature during 2006. We expect to fund
payment of such indebtedness through borrowings under our.
revolving credit facilities.

Overview of Operations

Approximately 86% of our revenues for each of the years ended
December 31, 2005 and 2004, respectively, are attributable to
monthly subscription fees charged to customers for our video,
high-speed Internet, telephone and commercial services provided
by our cable systems. Generally, these customer subscriptions
may be discontinued by the customer at any time. The
remaining 14% of revenue is derived primarily from advertising
revenues, franchisé fee revenues, which are collected by us but
then paid to local franchising authorities, pay-per-view and
VOD programiming where users are charged a fee for individual
programs viewed, installation or reconnection fees charged to
customers to commence of reinstate service, and commissions
related to the sale of merchandise by home shopping services.
We have increased revenues during the past three years,
primarily through the sale of digital video and high-speed
Internet ‘services to new and existing customers and price
increases on video services offset in part by dispositions of
systems. Going forward, our goal is to increase revenues by -
offsetting video customer losses with price increases and sales of
incremental advanced services such as telephone, high-speed
Internet, video on demand, digital video recorders and high
definition television. See “Item 1. Business — Sales and Market—
mg for more details.
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Our success in our efforts to grow revenues and improve
margins will be impacted by our ability to compete against
companies with easier access to financing, greater personnel
resources, greater brand name recognition, long-established
relationships with regulatory authorities and customers, and;
often fewer regulatory burdens. Additionally, controlling our cost
of operations is critical, particularly cable programming costs,
which have historically increased at rates in excess of inflation
and are expected to continue to increase. See “Item 1.

Business — Programming” for more details- We are attempting to
control our costs of operations by maintaining strict controls on
expenses. More specifically, we are focused on managing our
cost structure by managing our workforce to control cost
increases ard improve productivity, and leveraging our size in
purchasing activities. ‘

Our expenses primarily consist of operating costs, selling,
general and administrative expenses, depreciation and amortiza-
tion expense and interest expense. Operating costs primarily
include programming costs, the cost of our workforce, cable
service related expenses, advertising sales costs, franchise fees
and expenses related.to customer billings. Our loss from
operations decreased from $2.0 billion for year ended Decem-
ber 31, 2004 to income of $343 million for the year ended
December 31, 2005. We had a positive operating margin
(defined as income (loss) from operations divided by revenues)-
of 7% and a negative operating margin of 41% for the years’
ended December 31, 2005 and 2004, respectively: The improve-
ment from a loss from operations and negative operating margin
to income from operations and positive operating margin for the
year end December 31, 2005 is principally -due to the impair-
ment of franchises of $2.4 billion recorded in the third quarter
of 2004 which did not recur in 2005. For the year ended
December 31, 2003, income from operations was $516 million
and for the year ended December 31, 2004, our loss from
operations was $2.0 billion. We had a negative operating margin
of 41% for the year ended December 31, 2004, whereas for the .
year ending December 31, 2003, we had positive operating
margin of 11%. The decline in income from operations and
operating margin for the year end December 31, 2004 is
principally due to the impairment of franchises of $2.4 billion
recorded in the third quarter of 2004. The year ended
December 31, 2004 also includes a gain on the sale of certain
cable systems to Atlantic Broadband Finance, LL.C which is
substantially offset by an increase in option compensation
expense and spec1al charges when compared to the year ended |
December 31, 2003. Although we do not expect charges for
impairment in the future of comparable magnitude, potential
charges could occur due to changes in market conditions.

We have a history of net losses. Further, we expect to
continue to report net losses for the foreseeable future. Our net
losses are principally attributable to insufficient revenue to cover
the interest costs we incur because of our high level of debt, the
depreciation expenses that we incur resulting from the capital
investments we have made in our cable properties, and the
amortization and impairment of our franchise intangibles. We
expect that these expenses (other than impairment of franchises)

'
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will remain significant, and we therefore expect to continue to
report net losses for the foreseeable future: Historically, a
portion of the losses were allocated to minority interest,
however, at December 31, 2003, the minority interest in Charter
Holdco was substantially eliminated by these loss allocations.
Beginning in 2004, we absorb substantially all future losses
before income taxes that otherwise would have been allocated
to minority interest, resulting in an additional $454 million and
$2.4 billion of net losses for the year ended December 31, 2005
and 2004, respectively. Under our existing’capital structure,
future losses will continue to be absorbed by Charter. The
remaining minority interest relates to CC VIII and the related
profit and loss allocations for the CC VIII interests.

Critical Accounting Policies and Estimates

Certain of our accounting policies require our management to
make difficult, subjective or complex judgments. Management
has discussed these policies with the Audit Committee of
Charter’s board of directors and the Audit Committee has
reviewed the following disclosure. We consider the following
policies to be the most critical in understanding the estimates,
assumptions and judgments that are involved in preparing our
financial statements dand the uncertainties that could affect our
results of operations, financial condition and cash flows:

¢ Capitalization of labor and overhead costs;.
@ Useful lives of property, plant and equipment;

» Impairment of property, plant, and equlpment franchises,
and goodw111

s Income taxes; and
@ Litigation.

In addition, there are other items within our financial
statements that require estimates or judgment ‘but are not
deemed critical, such as the allowance for doubtful accounts, but
changes in judgment, or estimates in these other items could
also have a material impact on our financial statements.

Capitalization of labor and overhead costs. The cable industry is
capital intensive, and a large portion of our resources are spent
on capital activities associated with extending, rebuilding, and
upgrading our cable network. As of December 31, 2005 and
2004, the net carryirig amount of our property, plant and
equipment (consisting prirharily of cable network assets) was
approximately $5.8 billion (representing 36% of total assets) and
$6.3 billion. (representing 36% of total assets), respectively. Total
capital expenditures for the years ended December 31, 2005,
2004 and 2003 were approximately $1.1 billion, $924 million
and $854 million, respectively.

Costs associated with network construction, initial customer
installations (including initial installations of new or advanced
services), installation refurbishments and the addition of network
equipment necessary to provide new or advanced services are
capitalized. While our capitalization is based on specific activi-
ties, once capitalized, we track these costs by fixed asset
category at the cable system level and not on a specific asset
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basis. Costs capitalized as part of initial customer installations
include materials, direct labor, and certain indirect costs (“over-
head”). These indirect costs are associated with the activities of
personnel who assist in connecting and activating the new
service and consist of compensation and overhead costs associ-
ated with these support functions. The costs of disconnecting
service at a customer’s dwelling or reconnecting service to a
previously installed dwelling are charged to operating expense in
the period incurred. Costs for repairs and maintenance are
charged to operating expense as incurred, while equipment
replacement and betterments, including replacement of cable
drops from the pole to the dwelling, are capitalized.

We make judgments regarding the installation and con-
struction activities to be capitalized. We capitalize direct labor
and overhead using standards developed from actual costs and
applicable operational data. We calculate standards for items
such as the labor rates, overhead rates and the actual amount of
time required to perform a capitalizable activity. For example,
the standard amounts of time required to perform capitalizable
activities are based on studies of the time required to perform
such activities. Overhead rates are established based on an
analysis of the nature of costs incurred in support of capitaliz-
able activities and a determination of the portion of costs:that is
directly attributable to capitalizable activities. The impact of

changes that resulted from these studies were not s1gn1ﬁcant in -

the periods presented.

Labor costs directly associated with capital projects are
capitalized. We capitalize direct labor costs associated with
personnel based upon the specific time devoted to network
construction and customer installation activities. Capitalizable
activities performed in connection with customer installations
include such activities as:

@ Dispatching a “truck roll” to the customer’s dwelhng for
service connectlon,

Veriﬁcation of serviceability to the customer’s dwelling (i.e.,
determining whether the customer’s dwelling is capable of
- receiving service by our cable network and/or receiving
advanced or Internet services);

Customer premise activities performed by in-house field
technicians and third-party contractors in connection with
customer installations, installation of network equipment in
connection with the installation of expanded services and
equipment replacement and betterment; and

Verifying the integrity of the customer’s network connec-
tion by initiating test signals downstream from the headend
to the customer’s digital set-top terminal.

Judgment is required to determine the extent to which
overhead is incurred as a result of specific capital activities, and
therefore should be capitalized. The primary costs that are
included in the determination of the overhead rate are
{i) employee benefits and payroll taxes associated with capital-
ized direct labor, (ii) direct variable costs associated with
capitalizable activities, consisting primarily of installation and
construction vehicle costs, (iii) the cost of support personnel,
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such as dispatch, that directly assist with capitalizable installa-
tion activities, and (iv) indirect costs directly attributable to
capitalizable activities. ‘ :

While we believe our existing capitalization policies are
appropriate, a significant change in the nature or extent of our
system activities could affect management’s judgment about the
extent to which we should capitalize direct labor or overhead in
the future. We monitor the appropriateness of our capitalization
policies; and perform updates to our internal studies on an
ongoing basis to determine whether facts or circumstances
warrant a change to our capitalization policies. We capitalized
internal direct labor and overhead of $190 million, $164 million
and $174 million, respectively, for the years ended December 31,
2005, 2004 and 2003. Capitalized internal direct labor and
overhead costs have increased in 2005 as a result of the use of
more internal labor for capitalizable installations rather than
third party contractors.

Useful lives of property, plant and equipment. We evaluate the
appropriateness of estimated useful lives assigned to our prop-
erty, plant and equipment, based on annual analyses of such
useful lives, and revise such lives to the extent warranted by
changing facts and circumstances. Any changes in estirnated
useful lives as a result of these analyses, which were not
significant in the periods presented, will be reflected prospec-
tively beginning in the period in which the study is completed.
The effect of a one-year decrease in the weighted average
remaining useful life of our property, plant and equipment
would be an increase in depreciation expense for the year ended
December 31, 2005 of approximately $232 million. The effect of
a one-year increase in the weighted average useful life of our
property, plant and equipment would be a decrease in deprecia-
tion expense for the year ended December 31, 2005 of
approxxmately $172 million.

Deprec1at10n expense related to property, plant and equip-
ment totaled $1.5 billion, $1.5 billion and $1.5 billion, represent-
ing approximately 31%, 21% and 34% of costs and expenses, for
the years ended December 31, 2005, 2004 and 2003, respec-
tively. Depreciation is recorded using the straight-line composite
method over managerhent’s estimate of the estimated useful
lives of the related assets as listed below:

Cable distribution systems 7-20 years
Customer equipment and installations 3-5 years
Vehicles and equipment : 1-5 years
Buildings and leasehold improvements 5-15 years
Furniture, fixtures and equipment 5 years

Impairment of property, plant and equipment, franchises and goodwill.
As discussed above, the net carrying value of our property, plant
and equipment is significant. We also have recorded a significant
amount of cost related to franchises, pursuant to which we are
granted the right to operate our cable distribution network
throughout our service areas. The net carrying value of
franchises as of December 31, 2005 and 2004 was approximately
$9.8 billion (representing 60% of total assets) and $9.9 billion
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(representing 56% of total assets), respectively. Furthermore, our
noncurrent assets include approximately $52 million.of goodwill.
We adopted SFAS No. 142, Goodwill and Other Intangible -
Assets, on January 1, 2002. SFAS No. 142 requires that franchise
intangible assets that meet specified indefinite-life criteria no
longer be amortized against earnings, but instead must be tested
for impairment annually based on valuations, or more frequently
as warranted by events or changes in circumstances. In
determining whether our franchises have an indefinite-life, we
considered the exclusivity of the franchise, the expected costs of
franchise renewals, and the technological state of the associated
cable systems with a.view to whether or not we are in
compliance with any technology upgrading requirements. We
have concluded that as of December 31, 2005, 2004 and 2003
more than 99% of our franchises qualify for indefinite-life
treatment under SFAS No. 142, and that less than one percent
of our franchises do not qualify for indefinite-life treatment due
to technological or operational factors that limit their lives.
Costs of finite-lived franchises, along with costs associated with
franchise renewals, are amortized on a straight-line basis over
10 years, which represents management’s best estimate of the
average remaining useful lives of such franchises. Franchise

amortization expense was $4 million, $4 million and $9 million

for the years ended December 31, 2005, 2004 and 2003,
respectively. We expect that amortization expense on franchise
assets will be approximately $2 million annually for each of the
next five years. Actual amortization expense in future periods
could differ from these estimates as a result of new intangible
asset acquisitions or divestitures, changes in useful lives and
other relevant factors. Our goodwﬂl is also deemed to have an
indefinite life under SFAS No. 142,

~ SFAS No. 144, Accounting for Impzzzrment or Disposal of Long—
Lisved Assets, requires that we evaluate the recoverability of our
property, plant and equipment and franchise assets which did
not qualify for indefinite-life treatment under SFAS No. 142
upon the occurrence of events or changes in circumstances
Wthh indicate that the carrying amount of an asset may not be
recoverable. Such events or changes in circumstances could -
include such factors as the impairment of our indefinite-life
franchises under SFAS No. 142, changes in technological
advances, fluctuations in the fair value of such assets, adverse
changes in relationships with local franchise authorities, adverse
changes in market conditions or a deterioration of operating ‘
results. Under SFAS No. 144, a long-lived asset is deemed
impaired when the carrying amount of the asset exceeds the
projected undiscounted future cash flows associated with the
asset. No impairments of long-lived assets to be held and used .

were recorded in the yedrs ended December 31, 2005 2004 or '

2003, however, _approximately $39 million of 1mpzurment on
assets held for sale was recorded for the year ended Decem-
ber 31, 2005. We were also required to evaluate the recover- ‘
ability of our indefinite-life franchises, as well as goodwill, as of
January 1, 2002 upon adoption of SFAS No. 142, and on an
annual basis or more frequently as deemed necessary

Under both SFAS No. 144 and SFAS No. 142, if an asset is
determined to be impaired, it is required to be written down to

its estimated fair market value. We determine fair market value
based on estimated discounted future cash flows, using reasona-
ble and appropriate assumptions that are consistent with internal
forecasts, Our assumptions include these and other factors:
penetration rates for analog and digital video, high-speed
Internet and telephone, revenue growth rates, expected operat-
ing margins and capital expenditures. Considerable management
judgment is necessary to estimate future cash flows, and such .
estimates include inherent uncertainties, including those relating
to the timing and amount of future cash flows and the discount
rate used in the calculation.

Based on thé guidance prescribed in Emerging Issues Task
Force (“EITF”) Issue No. 02-7, Unit of Aecounting for Testing of
Impairment of Indefinite-Lived Intangible Assets, franchises were
aggregated into essentially inseparable asset groups to:conduct
the valuations. The asset groups generally represent geographic
clustering of our cable systems into groups by which such
systems are managed. Management believes such groupings

represent the highest and best use of those assets. S
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- Our valuations, which are based on the present value of
projected after tax cash flows, result in a value of property, plant
and equipment, franchises, customer relationships and our total
entity value. The value of goodwill is the difference between the
total entity value and amounts assigned to the other assets. The -
use of different valuation assumptions or definitions of franchises
or customer relationships, such as our inclusion of the value of
selling additional services to our-current customers within
customer relationships versus franchises, could significantly
impact our valuations and any resulting impairment.

Franchises, for valuation purposes, are defined as the future
economic benefits of the right to solicit and service potential
customers (customer marketing rights), and the right to deploy
and market new services such as interactivity and telephone to
the potential customers (service marketing rights). Fair izallue is
determined based on estimated discounted future cash flows
using assumptions consistent with internal forecasts. The
franchise after-tax cash flow is calculated as the after-tax cash
flow generated by the potential customers obtained and the new
services added to those customers in future periods. The sum of
the present value of the franchises’ after-tax cash flow in years 1
through 10 and the continuing value of the after-tax cash flow
beyond.year 10 yields the fair value of the franchise. Prior to the
adoption of EITF Topic D-108, Use of the Residual Method to
Value Acquired Assets Other than Goodwill, discussed below, we -
followed a residual method of valuing our franchise assets,
which had the effect 'of including goodwill with the franchlse
assets.

We follow the guidance of EITF Issue 02-17, Recognition of
Customer Relationship Intangible Assets Acquired in a Business .
Combination, in valuing customer relationships. Customer rela-

‘tionships, for valuation purposes, represent the value of the .

business relationship with our existing customers and are
calculated by projecting future after-tax cash flows from these -
customers including the right to deploy and market additiona!
services such as interactivity and telephone to these customero. .
The present value of these after-tax cash flows yields the fair.
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value of the customer relationships. Substantially all our acquisi-
tions occurred prior to January 1, 2002, We-did not record any.
value associated with the customer relationship intangibles .
related to those acquisitions. For acquisitions subsequent. to
January 1, 2002, we did assign a value to the customer -
relationship intangible, which is amortized over its estimated
useful life.

In September 2004, EITF Topjc D-108, Use qf t]zz Reyzdwzl
Method ts Palue Acquired Assets Other-than Goodeill, was issued,
which requires.the direct method of separately valuing all
intangible -assets and does not permit goodwill to be included in
franchise assets. We performed an impairment assessment as of
September 30, 2004, and adopted Topic D-108 in that assess- .
ment resulting in a total franchise impairment of approximately
$3.3 billion. We recorded a-cumulative effect of accounting .
change of $765 million (approximately $875 million before tax
effects of $91 million and minority interest: effects of $19 mil-
lion) for the year ended December 31, 2004 representing the
portion of our total franchise impairment attributable to no
longer including goodwill with franchise assets. The effect of the
adoption was 'to increase net loss and loss per share by
$765 million and $2.55, respectively, for the year ended:
December 31, 2004. The remaining $2.4 billion of the total
franchise impairment was attributable to the use.of lower
projected growth rates and the resulting revised estimates of
future cash. flows in our valuation and was recorded as
impairment of franchises in our consolidated statements of
operations for the year eénded December 31; 2004: Sustained
analog video customer losses by us and our industry. peers in . -
the third quarter of 2004 primarily as a result of increased.

competition from DBS providers and decreased growth rates in

our and our industry peers’ high-speed Internet customers in the
third quarter of 2004, in part as a result of increased competition
from DSL providers, led us to lower our projected growth rates
and accordingly revise our estimates of future cash flows from -
those used at October 1,2003. See “Item 1. Busmess ~
Competmon :

The valuations completed at October 1, 2003 and Octo-
ber 1, 2005 showed franchise values in excess of book value and
thus resulted in no impairment. -

." The 'valuations used in our impairment assessments 1nvolve
numerous assumptions as-noted above. While economic condi- -
tions, applicable at the time of the valuation, indicate. the
combination of assumptions utilized in the valuations are
reasonable, as market conditions change so will the assumptions
with a resulting impact on the valuation dnd consequently the
potential impairment charge. '

Sensitivity analysis. The effect on franchise values as of October 1,
2005 of the indicated increase/decrease in the selected assump-
tions is shown below: :

Percentage/ .-
‘ Percentage Point Franchise Value
Assumptlun ’ Change Increase/(Decrease)
© * {Doltars in millions)
Annual Operatmg Cash F‘low(1 . +/-5% $1,200/$(1,200)
Long-Term Growth Rate® +/-1 pts@ ‘ 1,700/(1,300)
stcount Rate , +/-0.5 pts® {1,300)/1,500

 Operating Cash Flow is deﬁned as revenues less operating expenses and selling
general and administrative expenses.
@ Long-Term Growth Rate is the rate of cash flow growth beyond year ten.

@ A percentage point change of one point equates to 100 basis points.

Income taxes. All operations are held through Charter Holdco
and its direct’ and indirect subsidiaries. Charter Holdco and the
majority of its subsidiaries are not subject to income tax. '
However certam of these subsidiaries are corporat1ons and are
subject to income tax. All of the taxable income, gains, losses,
deductions and credits of Charter Holdco are passed through to
its members: Charter, CII and Viilcan Cable Il Inc. Charter is
responsible for its share of taxable income or loss of Charter
Holdco allocated to it in accordance with the Charter Holdco
limited liability company agreement (“LLC Agreement”) and |
partnership tax rules and regulations. o

The LLC Agreement provides for certain special allocations
of nét tax profits and net tax lossés (such et tax profits and net
tax losses being determined under the applicable federal income
tax rules for determining capital accounts). Under the LLC
Agreement, through the end of 2003, net tax losses of Charter
Holdco that would otherwise have been allocated to Charter
based generally on its percentage ownership of outstanding
common units were allocated instead to membérship units held
by Vulcan Cable IIT Inc. and CII (the “Special Looss Allocations”)
to the extent of thelr respectlve capital account balances. After
2003, under the LLC Agreement, net tax losses of Charter
Holdco are allocated to Charter, Vulcan Cable Il Inc. and CII
based generally on their respective percentage ownership of
oiltstar)ding common units to the extent of their respective
capital account balances. Allocations of net tax losses in excess
of the members’ aggregate capital account balances are allocated
under the rules governing Regulatory Allocations, as described
below. Subject to the Curative Allocation Provisions described
below, the LLC Agreement further provides that, beginning at
the time Charter Holdco generates net tax profits, the net tax
profits that would otherwise have been allocated to Charter
based generally on'its percentage ownershlp of outstanding
common membership units will instead generally be allocated to
Vulcan Cable Il Inc. and CII (the “Special Profit Allocations”).
The Special Profit Allocations to Vulcan Cable III Inc. and CII
will generally continue until the cumulative amount of the
Special Profit Allocations offsets the cumulative amount of the
Special Loss Allocations. The amount and timing of the Special
Profit Allocations are subJect to the potential apphcatlon of, and,
interaction with, the Curatlve Allocation Provisions described
in the following paragraph. The LLC Agreement generally
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provides that any additional net tax profits.aré to be allocated
among the members of Charter Holdco based generally on their
respective percentage ownership of Charter Holdco common
membership units. .

Because the respective capital account balance of each of
Vulcan Cable III Inc. and CII was reduced to zero by
December 31, 2002, certain net tax losses of Charter Holdco
that were to be allocated for 2002, 2003, 2004 and 2005, to -
Vulcan Cable Il Inc. and CII instead have been allocated to
Charter (the “Regulatory Allocations”). As a result of the
allocation of net tax losses to Charter in 2005, Charter’s capital
account balance was reduced to zero during 2005. The LLC
Agreement provides that once the capital account balances of all
members have been reduced to zero, net tax losses are to be
allocated to Charter, Vulcan Cable Il Inc. and CII based
generally on their respective percentage ownership of outstaujld-
ing common units. Such allocations are also conéidered to be
Regulatory Allocations. The LLC Agreement further provides
that, to the extent possible, the effect, of the Regulatory
Allocations is to be offset over time pursuant to. certain curative
_ allocation provisions (the * “Curative Allocation Prov1s10ns ") so
that, after certain offsetting adjustments are made, each mem-
ber’s capital account balance is equal to the capital account
balance such member would have had if the Regulatory ’
Allocations had not been part of the LLC Agreement. The
cumulative amount of the actual tax losses allocated to Charter
as a result of the Regulatory Allocatjons through the year ended
December 31, 2005 is approximately $4.1 billion, B

As a result of the Special Loss Allocations and the
Regulatory Allocations referred to above (and their interaction .
with the allocations related to assets, contrlbuted to Charter
Holdco with differences between book and tax basxs) the
cumulative amount, of losses of Charter Holdco allocated to
Vulcan Cable TII Inc. and CII is in excess of the amount that
would have been allocated to such entities if the losses of
Charter Holdco had been allocated among its members in _
proportion to their respective percentage ownership of Charter
Holdco common membership units. The cumulative amount of
such excess losses was approximately $977 I‘I’lllllOn through
December 31, 2005,

In certain situations, the Special Loss Allocanons, Specxal
Profit Allocations, Regulatory Allocations-and Curative Alloca-
tion Provisions described above could result in Charter paying
taxes in an amount that is moro or less than if Charter Holdco
had allocated net tax profits and net tax losses among its
members based generally on the number of common member-
ship units owned by such members. This could occur due to
differences in (i) the character of the allocated income (e. g.
ordinary versus capxtal) (ii) the allocated amount and timing of
tax deprecxatlon and tax amortization expense due to the ,
application of SCCthI‘l 704(c) under the Internal Revenue Code,
(ii1) the potentral mteractlon between the Spec1al Profit Alloca-
tions and the Curative Allocatlon Provisions, (iv) the amount
and timing of alternative minimum taxes paid by Charter, if any,
(v) the apportionment of the allocated income or loss among
the states in which Charter Holdco does business, and

(vi) future federal and state tax laws. Further, in the event of
new capital contributions to Charter Holdco, it is possible that
the tax effects of the Special Profit Allocations, Special Loss
Allocations, RegulatoryAllocations’ and Curative Allocation
Provisions will change significantly pursuant to thé provisions of
the income tax regulations or the terms of a contribution
agreement with respect to such contributions. Such change -
could defer the actual tax benefits to be derived by Charter with
respect to the net tax losses allocated to it or accelerate the
actual taxable income to'Charter with respect to the net tax
profits allocated to it. As a result, it is possible under certain
circumstances, that Charter could receive future allocations of
taxable income in excess of its currently allocated tax deductions
and available tax.loss carryforwards. The' ability to utilize net
operating loss carryforwards is potentially subject to certain
limitations as discussed below. :

In addition, under their exchange agreemerit with Charter,

| Vulcan Cable HI Inc.‘and CII may exchange some or all of their

membership units in Charter Holdco for Charter’s Class B
common stock, be merged with Charter, or be acquired by
Charter in a non-taxable reorganization. If such an exchange
were to take place prior to the date that the Special Profit
Allocation provisions had fully offset the Special Loss Alloca-
tions, Vulcan Cable IIl Inc. and CII could elect to cause Charter
Holdco to make the remaining Special Profit Allocations to
Vulcan Cable III Inc: and CII immediately prior to the
consummation of the exchange. In the event Vulcan Cable Il -
Inc. and CII choose not to make such election or to the extent
such. allocations are not possible, Charter would then be
allocated tax profits. attributable to the membership units
received in such exchange pursuant to the Special Profit
Allocation provisions. Mr. Allen has generally agreed to reim-
burse Charter for any incremental income taxes that Charter
would owe as a result of such an exchange and any resulting
future ‘Special Profit Allocations to Charter. The ability of
Charter to utilize net operating loss carryforwards is potentially
subject to certain limitations (See “Item 13. Certain Trends and
Uncertainties — Utilization' of Net Operating Loss Carryfor-
wards”.) If Charter were to become subject to such limitations
(whether as a result of an exchange described above or
otherwise); and as a result were to owe taxes resulting from the
Spécial Profit Allocations, then Mr. Allen may not be obligated
to reimburse Charter for.such income taxes.. ‘
As of December 31,-2005 and 2004, we have recorded net
deferred income tax.liabilities of $326 million and $216 million,

 respectively. Additionally, as of December 31, 2005 and 2004,

we have deferred tax assets of $4.2 billion and $3.8 billion,
respectively, which primarily relate to financial and tax losses
allocated to Charter from Charter Holdco. We are required to
record a valuation allowance when it is more likely than not
that some portion or all of the deferred income tax assets will
riot be realized. Given the uncertainty surrounding our ability to
utilize our deferred tax assets, these items have been offset with
a corresponding valuation allowance of $3.7 billion and $3.5 bil-
lion at December 31, 2005 and 2004, respectively.
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Charter Holdco is currently under -examination by the

Internal Revenue. Service for the tax years ending December 31,

2002 and 2003. Our results (excluding Charter and our indirect
corporate subsidiaties) for these.years are subject to this
examination. Management does not expect the results of this
examination to have a material adverse effect-on our consoli-
dated financial condition, results of operations or our liquidity,
including our ability to comply. with our debt covenants. -

Litigation. Legal c_ontingencies have a high degree of uneeftainfy.

When a loss from a contingency becomes estimable and

probable, a reserve is established. The reserve reflects manage-"
ment’s best estimate of the probable cost of ultimate resolution
of the matter and is revised accordingly-as facts and circum-
stances change' and, ultimately when the matter is brought to
closure."We have established reserves for certain matters and if -
any of these matters are resolved unfavorably resulting in
payment obligations in excess of management’s best estimate of
the outcome, such resolution could have a material adverse
effect on our consolidated financial condition, results of opera- -
tions or our liquidity.

t

RESULTS OF OPERATIONS o

The following table sets forth the percentages of revenues that items in the accompanying consohdated statements of operations
constitute for the indicated periods (dollars in millions, except share data):

Year Ended December 31,

' . 2005 2004 2003
Revenues B ‘ $ 5254 100% $ 4977 100%  $ 4819 100%
Costs and Expenses: ‘ v
Operating (excluding depreciation and amortization): - 2,293 44% 2,080  42% 1,952 40%
~ Selling, general and administrative ' 1,034 20% 971 19% 940  20%
Depreciation and amortization ** - 1499  28% 1,495  30% 1,453 30%
Impairment of franchises : - — 2,433 49% -_ -
" Asset impairment charges . 38 1% - - - -
" (Gain) loss on sale of assets, net ‘ B — 86) (2% 5 —

- Option compensation expense, net . . 4 — 31 1% 4 —
Hurricane. asset retirement loss L P 19 — —_ = —_ -
Special charges, net’ ‘ . ‘ 1T - © 104 2% 21 —
Unfavorable contracts and other settlements - S L — 5. — 72y O)%

) . ‘ 4911 . 93% - 7,023  141% 4303 - . 89%

Income (loss) from operatlons ST . 343 1% (2,046) (41)% . 516 1%

-Interest expense, net ‘ (1,189) - (1,670) (1,557)
Gain on derivative instruments ‘and hedging activities, net - -850 - 69 C © 65
Loss on debt to equity conversions —_ (23 . -
Gain (loss) on extmgmshment of debt and’ preferred stock 521 - (3D 267
Other, net . . . S C 22 _ , 3 L (16)

Loss before minority interest, income taxes and cumulative : : ' .

-effect of accounting change R o (853) : (3,698) (725)

Minority interest : D . i . .19 S . 377

Loss before income taxes and cumulatlve effect of accounting ‘ . -
change S - . (8%2) S (3,679) : (348)

Income tax benefit (expense) 3 : - (115) ‘ -, 103 110

Loss before. cumulative effect of accounting change - ‘ (967) » (3,576) .. (238)

Cumulative effect of accounting change, net of tax- .~ . , - (765). , =

Net loss ‘ : o ; (967} (4,341) : C(238)

Dividends on preferred stock — redeemable . - 3 - . 4) oo 4)

Net loss applicable to common stock o B (9700 (4,345) '$ (242) -

Loss per common share, basic and diluted ‘ ‘ $ (3.13) $ . (1447 $ (0.82)

Weighted average common shar’es,outst.anding. " 310,159,047 300,291,877 . 294,597,519

Year Ended December 31, 2005 Compared to Year Ended December 31, 121,900 high-speed Internet customers and digital video custom-
2004 ers, respectively, as well:as. price increases for video and high-
Revenues. The overall increase in revenues in 2005 compared. to speed Internet services, and is offset partially by a decrease of
2004 is principally the result of an increase of 312,000 and 107,000 analog video customers and $12 million -of credits issued
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analog video customer base and increase the number of our
customers who purchase bundled services including. high-speed-
Internet, digital video and telephone services, in addition te . -
VOD, high-definition television and DVR services. In addition,
we intend to increase revenues by expanding marketing of our
services to our commercial customers.

Average monthly revenue per analog video customer
increased from $68.02 for the year ended December 31, 2004 to
$73.68 for the year ended December 31, 2005 primarily as a
result of price increases and incremental revenues from
advanced services. Average monthly revenue per analog video
customer represents total annual revenue, divided by twelve,
divided by the average number of analog video customers

* during the respective period. ' '

to hurricane Katrina and Rita impacted -customers related' to
service outages. We have restored service to our impacted -
customers. Included in the reduction in analog video customers
and redicing the increase in digital video and high-speed -
Internet customers are 26,800 analog video customers, 12,000
digital video customers and 600 high-speed Internet customers
sold in the cable system sales in Texas and West Virginia,
which closed in July 2005. The cable system sales to Atlantic
Broadband Finance, LLC, which closed:in March and. April
2004 and the cable system sales in Texas and West Virginia,
which closed in July 2005 (collectively referred to in this section
. as the “Systems Sales”) reduced the increase in revenues by
approximately $38 million. Our goal is to increase revenues by
improving customer service which we believe will stabilize our -

Revenues by service offering were as follows (dollars in millions):

Year Ended December 31,

o 2005

2004 2005 over,2004

% of % of . o %

Revenues - Revenues Revenues Revenues Change Change
Video $3,401 5%  $3373 68%  $28 1%
High-speed Internet 908 17% 741 | 15% 167 23%
Telephone 36 1% 18 — 18 .. 100%
Advertising sales 294 6% 289 6% 5 2%
Commercial 279 5% 238 5% 41 17%
Other 336 6% 318 6% 18 | 6%
$5,254 100%  $4977 - 100% $277 - 6%

Video revenues consist primarily of revenues from analog
. and digital video services provided to our non-commercial -
customers. Approximately $108 million of the increase in video
revenues was the result of price increases and incremental video
revenues from existing customers and approximately $17 million
was the result of an increase in digital video customers. The
increases were offset by decreases of approximately $59 miillion
related to a decrease in analog video customers, approximately
$29 million resulting from the System Sales and approximately
$9 million of credits issued to hurricanes Katrina and Rita
impacted customers related to service outages. ‘
Approximately $138 million of the increase in revenues
from high-speed Internet services provided to our non-commer-
cial customers related to the increase in the average number of
custoniers receiving high-speed Internet services, whereas .
approximately $35 million related to the increase in average
price of the service. The increase was offset by approximately
$3 million of credits issued to hurricanes Katrina and Rita
impacted customers related to service outages and $3 mllhon
resulting from the System Sales. K ’
Revenues from telephone services increased pnmarﬂy as a-
result of an increase of 76,100 telephone customers in 2005,
Advertising sales revenues consist primarily of revenues . -
from commercial advertising customers, programmers and other
vendors. Advertising sales revenues increased primarily as a
result of an increase in local advertising sales and offset by a |

decline in national advertising sales. In addition;’ the increase
was offset by a decrease of $1 million as a result of the System
Sales. For the years ended December 31, 2005 and 2004, we
received $15 million and $16 million, respectlvely, in- advertlsmg
sales revenues from programmers. S

Commercial revenues consist primarily of revenues frorn
cable video and high-speed Internet services prov1ded to our.
commercial customers. Commercial revenues increased primarily
as a result of an increase in commercial high-speed Internet
revenues. The increase was reduced by approxtmately $3 mﬂhon
as a result of the System Sales. »

- Other revenues consist of revenues from franchise fees,
equipment rental, customer installations, home shopping, dial-up
Internet service, late payment fees, wire maintenance fees and
other miscellaneous revenues. For the years ended December 31,

_. 2005 and 2004, franchise fees represented approximately 54% and

52%, respectively, of total other revenues. The increase in other-
revenues was primarily the result of an increase in franchise fees

“of $14 million and installation revenue of $8 million offset bya

decrease of $2 million in equipment rerital and $2 miillion in
processing fees. In addition, other revenues were offset by

; .approximately $2 million ‘as a result of the System Sales.
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Operating exbense’s. The overall increase in opefating expenses was reduced by approximately $15 million as a result of the System
Sales. Programming costs were $1.4 billion and $1.3 billion, representing 62% and 63% of total operating expenses for the years ended
December 31, 2005 and 2004, respectively. Key expense components as a percentage of revenues were as follows (dollars in millions):

Co

. . Year Ended December 31,
2005 : <. 2004 © 2005 over 2004

u % of . % of %

Expenses Revenues Expenses.  Revenues Change. . Change
Programming $1.417 1% $1319 27%  $ 98 7%
Service 115 15% - 663 13% ‘112 17%
Advertising sales 101 2% . 98 2% 3 3%

Progra:ﬁming costs cbnsist pnmanly of costs paid to
programmers for analog, prerruurn digital channels and pay-per-
view programming, The increase in programming was a result of

price increases, particularly in sports programming, partially oEset

by a decrease in analog video customers. Additionally, the
incredse in programming costs was reduced by $11 million as a
result of the Systems Sales. Programming costs were offset by the
amotization of payments received from prograrrimers in support
of launches of new channels of $42 million and $62 million for -
the year ended Deécember 31, 2005 and 2004, respectively.
Programming costs for the year ended December 31, 2004 also -
include a $5 millioni reduction related: to the settlement of a
dispute with TechTV, Inc, a related party. See Note 25 to the
accompanying consolidated financial statements contained in
“Item 8. Financial Statements and Supplementary Data.”

Our cable programming costs have increased in every year
we have ‘operated in excess of customary inflationary and
cost-of-living increases. We expect them-to continue to increase
due to a variety of factors, including annual increases imposed
by programmers and additional programming being provided.to
customers as a result of system rebuilds and bandwidth '
reallocation, both of which increase channel capacity. In 2006,
we expect programming costs to increase at a higher rate than
in 2005. These costs will be determmed in part on the outcome

$2293 4%  $2,080 42%  $213 10%

of programming negotiations in 2006 and will likely be subject
to offsetting events or otherwise affected by factors similar to

the ones mentioned in the preceding paragraph. Our increasing -
programmmg costs have resulted in declining operating margins
for our video services because we have been unable to pass on
cost increases to our.customers. We expect to partially offset .
any resulting margin compression from our traditional video
services with revenue from advanced video services, increased
telephone revenues, high-speed Internet revenues, advertlslng
revenues and commercial service revenues.

Service costs consist primarily of service personnel salaries
and benefits, franchise fees, system utilities, cost of providing
high-speed Internet and telephone service, maintenance and
pole rental expense. The increase in service costs resulted
primarily from increased labor and maintenance costs to support
improved service levels and our advanced products, increased
costs of providing high-speed Internet and telephone service as
a result of the increase in these customers and higher fael prices.
The increase in service costs was reduced by $4 million as a ‘
result of the System Sales. Advertising sales expenses consist of
costs related to traditional advertising services provided to
advertising customers, including salaries, benefits and commis-
sions. Advertising sales expenses increased primarily as a result
of increased salary, benefit and commission costs.

Selling, gener_al and administrative expenses. The overall increase in selling, general and administrative expenses was reduced by
$6 million as a result of the System Sales. Key components of expense as a percentage of revenues were as follows (dollars in

millions):

.Year Ended December 31,

2005 2004 2005 over 2004
%of ' %Yof * %
) Expenses  Revenues ~  Expenses  Revenues Change  Change
General and administrative . $ 889 17% $849 - 17% $40 - 5%
Marketing - 145 3% 122 2% 23 19%

$1,034 0%  $971 19%  $63 6%
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General and administrative expenses consist primarily of
salaries and benefits, rent expense, billing costs, call center costs,
internal network costs, bad debt expense-and property taxes.
The increase in general and administrative expenses resulted
primarily from increases in salaries and benefits of $43 million
and professional fees associated with consulting services of
$18 million both related to investments to improve service levels
in our customer care centers as well as an increase of
$13 million in legal and other professional fees offset by
decreases in bad debt expense of $17 million related to a
reduction in the use of discounted pricing, property taxes of
$6 million, property and casualty insurance of $6 million and the
System Sales of $6 million.

Marketing expenses increased as a result of an increased, -
investment in targeted marketing campaigns. = .. ‘

Depreciation and amortization. Depreciation and .amortization
expense increased by $4 million in"2005. The increase in .
depreciation is related to an increase in capital expenditures,
which was partially offset by lower depreciation as the result'of *
the Systems Sales and certain assets becoming fully depreciated.

Impairment of franchises. We performed an impairment assess-
ment during the third quarter of 2004. The use of lower
projected growth rates and the resulting revised estimates of
future cash flows in our valuation, primarily :as a result of
increased competition, led to the recognition of a $2.4 billion,
impairment charge for the year ended December 31, 2004. Our -
annual assessment in 2005 did not result in an impairment.

Asset impairment charges. Asset impairment charges for the year -
ended December 31, 2005 répresent the write-down of assets
related to cable asset sales to fair value less costs to sell. See
Note 4 to the accompanying consolidated financial statements
contained in “Item 8. Fmancnal Statements and Supplementary
Data.” ‘

(6ain) loss on sale of assets, net. Loss on sale of assets for the year
ended December 31, 2005 primarily- represents the loss recog-
nized on the disposition of plant and equipment. Gain on sale of
assets for the year ended December 31, 2004 primarily
represents the pretax gain of $106 million realized on the sale of
systems to Atlantic Broadband Finance, LL.C which closed in
March and April 2004 offset by losses recognized on the

_ disposition of plant and equipment.

Option compensation expense, net. Option compensation expense
decreased $17 million, or 55%, for the year ended December 31,
2005 compared to the year ended December 31, 2004. Option
compensation expense for the year ended December 31, 2005
primarily represents options expensed in accordance with
SFAS No. 123, Accounting for Stock-Based. Compensation

(SFAS No. 123). Option compensation expense for the-year
ended December 31, 2004 primarily represents $22 million
related to options expensed in accordance with SFAS No. 123.
The decrease in option compensa—tion expense is primarily the
result of a decrease in the fair value of options granted related
to a decrease in the price of our Class A common stock

combined with a decrease in the number of options granted. .-
Additionally, during the year ended December 31, 2004, we
expensed approximately $8 million related to a stock option '
exchange program, under which our employees were offered the
right to exchange all stock options (vested and unvested) issued
under the 1999 Charter Communications Option Plan and 2001
Stock Incentive Plan that had an exercise price over $10 per
share for shares of restricted Charter Class A common stock or,
in some instances, cash. See Note 21 to the accompanying
consolidated financial statements contained in “Item 8. Financial
Statements and Supplementary Data” for more information -

regarding our option compensation plans.

Hurricane asset retirement loss. Hurricane asset retirement loss
represents the loss associated with the write-off of the net book
value of assets destroyed by hurricanes Katrina a.nd R1ta in the
thlrd quarter of 2005,

Special charges, net. Special. charges for the year ‘ended Decem-
ber 31, 2005 represent approximately $6 million of severance
and related costs of our management realignment and $1 million
related to legal settlements. Special charges for the year ended
December 31, 2004 represents approximately $85 million as part
of a settlement of the consolidated federal class actions,.state
derivative actions and federal derivative action lawsuits, approxi-
mately $10 million of litigation costs related to the settlement of
a 2004 national class action suit (see Note 26 to the accompany-
ing consolidated financial statements contained in “Item 8..
Financial Statements and Supplementary Data”) and approxi-
mately $12 million of severance and related costs of our
workforce reduction and realignment. Special charges for the

. year ended December 31, 2004 were offset by $3 million

received from a third party-in settlement of a dispute.

Unfavorablé contracts and other settlements. Unfavorable contracts
and other settlements for the year ended December ‘31, 2004
relates to changes in estimated legal reserves established in
connection with prior business combinations, which based on an
evaluation of current facts and circumstances, are no longer’
required.

Interest expense, net. Net interest expense increased by $119 mil-
lion, or 7%, for the year ended December 31, 2005 compared to
the year ended December 31, 2004. The increase in net interest
expense was a result of an increase in our average borrowing
rate from 8.66% in the year ended December 31, 2004 to 9.04%
in the year ended December 31, 2005 and an increase of

$612 million in average debt outstanding from $18.6 billion in

" 2004 to $19.2 billion in 2005 combined with approximately

40

$11 million of liquidated damages on our 5.875% convertible
senior notes. The increase was offset partially by $29 million in
gains related to embedded derivatives in Charter’s 5.875% con-
vertible senior notes. See Note 16 to the accompanying
consolidated financial statements contained in “Item 8. Financial
Statements and Supplementary Data.”

Gain on derivative instruments and hedging activities, net. Net gain on .
derivative instruments and hedging activities decreased $19 mil-
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lion in the -year ended December 31, 2005 compared to the year
ended December 31, 2004. The decrease is primarily the result of
a decrease in gains on interest rate agreements that do not qualify
for hedge accounting under SFAS No. 133, Accounting for
Derrvative Instruments and Hedging Actrvities, which decreased from
a gain of $65 million for the year ended December 31, 2004 to .-
$47 million for the year ended December 31, 2005. This was
coupled with a decrease in gains on interest rate agreements, as.a
result of hedge ineffectiveness on designated hedges, which
decreased from $4 million for the year ended December 31, 2004
to $3 million for the year ended December 31, 2005.

Loss on debt to equity conversions. Loss on debt to equity
conversions for the year ended December 31, 2004 represents
the loss recognized from privately negotiated exchanges of a
total of $30 million principal amount of Charter’s 5.75% convert-
ible senior notes held by two unrelated parties for shares of
Charter Class A common stock. The exchange resulted in the
issuance of more shares in the exchange transaction than would
have been issuable under the original terms of the convertible
senior notes.

Gain (loss) on extinguishment of delit and preferred stock. Gain on
extinguishment of debt and preferred stock for the year ended
December 31, 2005 represents $490 million related to the
exchange of approximately $6.8 billion total principal amount of
outstanding debt securities of Charter Holdings for new CCH I
and CIH debt securities, approximately $10 million related to

~ the issuance of Charter Operating notes in exchange for Charter
Holdingé notes, approximately $3 million related to the repur-
chase of $136 million principal amount of our 4.75% convertible
senior notes due 2006 and $23 million of gain realized on the
repurchase of 508,546 shares of Series A convertible redeemable
preferred stock. These gains were offset by approximately

$5 million of losses related to the redemption of our subsidiary’s
CCV Holdmgs, LLC 11.875% notes due 2008. See Note 9 to
the accompanying consolidated financial statements contained in
“Item 8. Financial Statements and Supplementary Data.” Loss
on extinguishment of debt for the year ended December 31,
2004 represents the write-off of deferred financing fees and third
party costs related to the Charter Communications Operating
refinancing in April 2004 and the redemption of our 5.75% con-
vertible senior notes due 2005 in December 2004. :

Other, net. Net other income for the year ended December 31, .
2005 represents the gain realized on an exchange of our interest
in an equity investee for an investment in a larger enterprise.
Net other income for the year ended December 31, 2004
represents gains realized on equity investments.

Minority interest. Minority int_eresf represents the 2% accretion of
the preferred membership interests in our indirect subsidiary,

CC VIIL, LLC, and the pro rata share of the profits and losses of
CC VIII, LLC. See “Item 13. Certain Relationships and Related
Transactions — Transactions Arising Out of Our Organizational
Structure and Mr. Allen’s Investment in Charter Communica-
tions, Inc. and Its Subsidiaries — Equity Put Rights — CC VIIL” -

Income tax benefit (expense). Incorne tax expense for the year
ended December 31, 2005 was recognized through increases in
deferred tax liabilities related to our. investment in Charter
Holdco, as well as through current federal and state income tax
expense and inci‘eases‘in the deferred tax liabilities of certain of
our indirect corporate subsidiaries. Income tax benefit for the

. year énded December 31, 2004 was realized as a result of

decreases in certain deferred tax liabilities related to our
investment in Charter Holdco as well as decreases in the
deferred tax liabilities of certain of our indirect corporate
subsidiaries, attributable to the write-down of franchise assets for
financial statement purposes and not for tax. purposes. We do
not expect to recognize a similar benefit ‘associated with the . .
impairment of franchises in future periods. However, the actual
tax provision calculations in future periods will be the result of
current and future temporary differences, as well as future
operating results.

Cumulative etfect of accounting change, net of tax. Cumulative effect
of accounting’change of $765 million (net of minority interest
effects of $19 million and tax effects of $91 million) in 2004
represents the impairment charge recorded as a result of our
adoption of Topic D-108.

Net loss. Net loss decreased by $3.4 billion in 2005 compared to
2004 as a result of the factors described above. The impact to
net loss in 2005 of the asset impairment charges, extmgmshment
of debt and preferred stock was to decrease net loss by
approximately $482 million. The impact to net loss in 2004 of
the impairment of franchises, cumulative effect of accounting
change and the reduction in losses allocated to minority interest
was to increase net loss by approximately $3.7 billion.

Preferred stock dividends. On August 31, 2001, Charter issued ™
505,664 shares (and on February 28, 2003 issued an additional
39,595 shares) of Series A Convertible Redeemable Preferred
Stock in connection with the Cable USA acquisition, on which, .
Charter pays or accrues a quarterly cumulative cash dividend at -
an annual rate of 5.75% if paid or.7.75% if accrued ona
liquidation preference of $100 per share. Beginning January 1,
2005, Charter accrued the dividend on its Series A Convertible
Redeemable Preferred Stock. In November 2005, we repurchased
508,546 shares of our Series A Convertible Redeemable Preferred
Stock. Following the repurchase, 36,713 shares or preferred stock
remain outstanding. In addition, the Certificate of Designation
governing the Series A Convertible Redeemable Preferred Stock
was amended to (i) delete the dividend rights of the remaining
shares' outstanding and (i) increase the liquidation preference and
redemption price from $100 to $105.4063 per share, which
amount shall further increase at the rate of 7.75% per annum,
compounded quarterly, from September 30, 2005.

Loss per common share. The loss per common share 6 decreased
by $11.34, or 78%, as a result of the factors described above.
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Year Ended December 31, 2004 Compared to Year Ended December 31,

2003 :

Revenues. The overall increase in revenues in 2004 compared to.
2003 is principally the result of an increase .of 318,800 and 2,800
high-speed Internet customers and digital video customers,
respectively, as well as price increases for video and high-speed
Internet services, and is offset partially by a decrease of 439,800
analog video customers. Included in the reduction in-analog
video customers and reducing the increase in digital video and
high-speed Internet customers are 230,800 analog video custom-
ers, 83,300 digital video customers and 37,800 high-speed
Internet customers sold in the cable system sales to Atlantic
Broadband Finance, LLC, which closed in March andApril
2004 (collectively, with the cable system sale to WaveDivision:
Holdings, LLC in October 2003, referred to in this section as
the “Systems Sales”). The Systems Sales reduced the increase in
revenues by $160 million. ‘

. Average monthly revenue per analog video customér °
increased from.$61.92 for the year ended December 31,2003 to
$68.02 for the year ended December 31, 2004 primarily as a
result of price increases and- incremental revenues from -
advanced services. Average monthly revenue per analog video
customer represents total annual revenue, divided: by twelve,
divided by the average number of analog video customers
during the respective period.

Revenues by seivice offering were as follows (dollérs in millions):

.Year Ended.December 31,
2004 over 2003

2004 2003

.%ol % of ‘ %

Revenues Revenues " Revenues Revenues Change Change
Video ‘ ' $3,373 68% . $3,461 72% $(88) , )%
High-speed Internet 741 15% 556 12% 185 . 33%
Telephone 18 — 14 - 4 29%
Advertising sales 289 6% 263 5% 26 10%
Commercial 238 . 5% 204 4% 34 17%
Other 318 6% 321 7% {3) (1)%
$4977 . 100%  $4,819 100% - $158 3%

Video revenues consist primarily of revenues from analog
and digital video services provided to our non-commercial
customers. ‘Approximately $116 million of the decrease in video
revenues was the result of the Systems Sales and approximately
an additional $65 million related to a decline in analog video
customers. These decreases were.offset by increases of approxi-
mately $66 million resulting from price increases and incremen-
tal video revenues from existing customers and approximately -
$27 million resulting from an increase in digital video customers.

Approximately $163 million of the increase in revenues.
from high-speed Internét services provided: to our non-commer-
cial customers related to the increase in the average number of
customers receiving high-speed Internet services, whereas
approximately $35 million related to the increase in average
price of the service. The increase'in high-speed Internet
revenues was reduced by apprommately $12 million as a result
of the Systems Sales. Co

Revenues from telephone services increased prrmanly asa
result of an increase of 20,500 telephone customers.

Advertlsmg sales revenues consist primarily of revenues
from commercial advertising customers, programmers and other
véndors. Advertising sales revenues increased primarily as a

result of an increase in national advertising campaigns and
election related advertrsmg The increase was offset by a
decrease of $7 million as a result of the System Sales. For the
years ended December 31, 2004 and 2003, we received
$16 million and $15 million, respectlvely, in advemsmg revenue
from programmers. S

Commercial revenues consist pnmarrly of revenues from

. cable video a.nd high-speed Internet services to our commercial
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customers. Commercial revenues increased pnmanly as a result
of an increase in commercial high-speed Internet revenues. The
increase was reduced by approximately $14 million as a result of
the Systems Sales. ‘

Other revenues consist' of revenues from franchise fees,
equipment rental, customer installations, home shopping, dial-up
Internet service, late payment fees, wire maintenance fees and - -
other miscellaneous revenues. For the year ended December 31,
2004 and 2003, franchise fees represented approximately 52%

.and 50%, respectrvely, of total other revenues. Approximately

$11 million of the decrease in other revenues was the result of
the Systems Sales offset by an increase in home shoppmg and’
1nfomerc1a1 revenue,
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Operating expenses. The overall increase in operating expenses was reduced by approximately $59 million as a result of the System
Sales. Programming costs were $1.3 billion and $1.2 billion, representing 63% and 64% of total operating expenses for the years ended
December 31, 2004 and 2003, respectively. Key expense components as a percentage of revenues were as follows (dollars in millions):

" Year Ended December 31, -

2004 2003 2004 over 2003

S hof % of %

Expenses Revenues Expenses Revenues - Change Charnge
Programming = o ©$1,319 27%  $1,249 "26%  $70 - 6%
Service ‘ B - 663 13% 615 12% 48 8%
Advertising sales ‘ K o 98 2% 88 2% 10 11%

$2,080 42%  $1,952 40%  $128 7%

Programming costs consist primarily of costs paid to, expense as a percentage of revenues were as follows (dollars in

programmers for analog, premium and digital channels and pay- millions): ' ‘ '
per-view programming. The increase in programming. costs was
a result of price increases, particularly in sports programming, an L Year Ended December 31,
increased number of channels carried on our systems, and an - ‘ 2004 2003 2004 over 2003
increase in digital video customers, partially offset by a decrease - ‘ ‘ o ‘ % of %
. . 4 geee . . Expenses Revenues * Expenses  Revenues Change . Change
in analog video customers. Additionally, the increase in pro- : -
gramming costs was reduced by $42 million as a result of the. General and . ‘ : ;

: : ini i % - $833 18% 16 2%
Systems Sales. Programming costs offset by the amortiza- administrative 3849 17
tk gramming were. by the amortiza Marketing 122 W 107 2% 15 14%
tion of payments recéived from programmers in support of

0, 0, . 9,
launches of new channels of $62 million and $64 million for the $?71 . 1% $940 20 81 3%

year ended December 31, 2004 and 2003, respectively. Program-
ming costs for the year ended December 31, 2004 also include a
$5 million reduction related to the settlement of a dispute with
TechTV, Inc., a related party. See Note 25 to the accompanying
consolidated financial statements contained in “Item 8. 'Finéncial
Statements and Supplementary Data.” 1
Service costs consist primarily of service personnel salaries
and benefits, franchise fees, system utilities, Internet’ service
provider fees, maintenance and ‘pole rental expense. The
increase in service costs resulted primarily from ‘additional’
activity associated with ongoing infrastructure maintenance. The
increase in service costs was reduced by $15 million as a result
of the System Sales. Advertising sales expenses consist.of costs

General and administrative expenses consist primarily of = -
salaries and benefits, rent expense, billing costs, call center costs,
internal network costs, bad debt expense and property taxes.
The increase in general and administrative expenses resulted
primarily from increases in costs associated with our commercial
business of $21 million, third party call center costs resulting
from increased emphasis on customer service of $10 million and
bad debt expense of $10 million offset by decreases in costs

. associated with sdlaries and benefits of $21 million and rent
expense of $3 million.

Marketing expenses increased as a result of an increased
investment in marketing and branding campaigns.

related to traditional advertising services provided to advertising Depreciation and amartization. Depreciation and amortization
customers, including salaries, benefits and commissions. Adver- expense increased by $42 million, or 3%. The increase in

tising sales expenses increased primarily as a result of increased depreciation related to an increase in capital expenditures, which
salary, benefit and commission costs. The 'increase in advertising was partially offset by lower depreciation as the result of the
sales expenses was reduced by $2 million as a result of the Systems Sales.. - '

System. Sales. Impairment of franchises. We performed an impairment assess-

Selling, general and administrative expenses. The overall increase in ment during the third quarter of 2004. The use of lower
selling, general and administrative expenses was reduced by ‘ projected growth rates and the resulting revised estimates of
$22 million'as a result of the System Sales. Key components of future cash flows in our valuation, primarily as a result of

increased competition, led to the recognition of a $2.4 billion
impairment charge for the year ended December 31, 2004. .

(Gain) loss on sale of assets, net. Gain on sale of assets for the year
ended December 31, 2004 primarily represents the pretax gain
of $106 million'realized on the sale of systems to Atlantic ‘
Broadband Finance, LLC which closed in March and April 2004
offset by losses recognizéd on the disposition of plant and
equipment. Loss on sale of assets for the year ended

December 31, 2003 represents the loss recognized on the
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disposition of plant and equipment offset by a gain of
$21 million recognized on the sale of cable systems in Port
Orchard, Washington which closed on October 1, 2003.

Option compensation expense, net. Option compensation expense of
$31 million for the year ended December 31, 2004 primarily
represents $22 million related to options granted and expensed
in accordance with SFAS No. 123. Additionally, during the year
ended December 31, 2004, we expensed approximately $8 mil-
lion related to a stock option exchange program, under which
our employees were offered the right to exchange all stock
options (vested and unvested) issued under the 1999 Charter
Communications Option Plan and 2001 Stock Incentive Plan
that had an exercise price over $10 per share for shares of
‘restricted Charter Class A common stock or, in some instances,
cash. The exchange offer closed in February 2004. Option
compensation expense of $4 million for the year ended
December 31, 2003 primarily represents options expensed in
accordance with SFAS No. 123. See Note 21 to the accompany-
ing consolidated financial statements contained in “Item 8.
Financial Statements and Supplementary Data” for more infor-
mation regarding our option compensation plans, -

Special charges, net. Special charges for the year ended Decem-
ber 31, 2004 represents approximately $85 million as part of'a -
settlement of the consolidated federal class actions, state
derivative actions and federal derivative action lawsuits, approxi-.
mately $10 million of litigation costs related to. the settlement of
a 2004 national class action suit (see Note 26 to the accompany-
ing consolidated financial statements contained in “Item 8.
Financial Statements and Supplementary Data”) and approxi-
mately $12 million of severance and related costs of our
workforce reduction and realignment. Special charges for the
year ended December 31, 2004 were offset by $3 million
received from a third party in settlement of a dispute. Special |
charges for the year ended December 31, 2003 represents
approximately $26 million of severance and related costs of our -
workforce reduction partially offset by a $5 million credit from a
settlement from the Internet service provider Excite@Home
related to the conversion of about 145,000 high-speed Internet
customers to our Charter Pipeline service in 2001. ‘

Unfavorable contracts and other settlements. Unfavorable contracts
and other settlements for the year ended December 31, 2004
relates to changes in estimated legal reserves established'in
connection with prior business combinations, which based on an
evaluation of current facts and circumstances, are no longer
required. » ' ‘
Unfavorable contracts and other settlements for the year -
ended December 31, 2003 represents the settlement of estimated
liabilities recorded in connection with prior business combina-
tions. The majority of this benefit (approximately $52 million) is
due to the renegotiation in 2003 of a major programming
contract, for which a liability had been recorded for the above
market portion of that agreement in conjunction with the
Falcon acquisition in 1999 and the Bresnan acquisition in 2000,

. The remaining benefit relates to the reversal of previously

44

recorded liabilities, which are no longer required.

Interest expense, net. Net interest expense increased by $113 mil-
lion, or 7%, for the year ended December 31, 2004 compared to
the year ended December 31, 2003. The increase in net interest
expense was a result of an increase in our average borrowing
rate from 7.99% in the year ended December 31, 2003 to 8.66%
in the year ended December 31, 2004 partially offset by a
decrease of $306 million in average debt outstanding from
$18.9 billion in 2003 to $18.6 billion in 2004.

Gain (loss) on derivative instruments and hedging activities, net. Net
gain on derivative instruments and hedging activities increased
$4 million in the year ended December 31, 2004 compared to
the year ended December 31, 2003. The indrease is primarily
the result of an increase in gains on interest rate agreements that
do not qualify for hedge accounting under SFAS No. 133,
Aecounting for Derivatrve Instruments and Hedging Activities, which’
increased from a:gain of $57 million for the year ended
December 31, 2003 to a gain of $65 million for the year ended
December 31, 2004. This was coupled with a decrease in gains
on interest rate agreements, as a result of hedge ineffectiveness
on designated hedges, which in¢reased from $8 million for the
year ended December 31, 2003 to $4 million for the year ended
December 31, 2004. T ’ "

Loss on debt to equity conversions. Loss on debt to equity
conversions for the year ended December 31, 2004 represents
the loss recognized from privately negotiated exchanges of a
total of $30 million principal amount of Charter’s 5.75% convert-
ible senior notes held by two unrelated parties for shares of
Charter Class A common stock. The exchange resulted in the
issuance of more shares in the exchange transaction than would
have been issuable under the original terms of the convertible
senior notes.

Gain {loss) on extinguishment of debt. Loss on extinguishment of
debt for the year ended December 31, 2004 represents the
write-off of deferred financing fees and third party costs related
to the Charter Communications Operating refinancing in April
2004 and the redemption of our 5.75% convertible senjor notes
due 2005 in December 2004. Gain on extinguishment of debt for
the year ended December 31, 2003 represents the gain realized
on the purchase of an aggregate $609 million principal amount
of our outstanding convertible senior notes and $1.3 billion
principal amount of Charter Holdings” senior notes and senior
discount notes in consideration for an aggregate of $1.6 billion
principal amount of 10.25% notes due 2010 issued by our
indirect subsidiary, CCH II. The gain is net of the write-oft of
deferred financing costs associated with the retired debt of
$27 million.

Other, net. Net other expense decreased by $19 million from
expense of $16 million in 2003 to income of $3 million in 2004.
Other expense in 2003 included $11 million associated with
amending a revolving credit facility of our subsidiaries and costs
associated with terminated debt transactions that did not recur
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in 2004. In addition, gains on equity investments increased
87 million in 2004 over 2003. :

Minority interest. Mmorlty interest represents the 2% accretlon of
the preferred membership interests in our indirect sub51d1ary, )
.CC VI, LLC, and since June 6, 2003, the pro rata share of the
profits and losses of CC VIII, LLC. See “Item 13. Certain
Relahonshnps and Related Transactions — Transactions Arising
Out of Our Orgamzanonal Structure and Mr. Allen’s Investment
in Charter Communications, Inc. and Its Subsidiaries — Equity
Put Rights — CC VIIL.” Reported losses allocated to minority
interest on the statement of operations are limited to the extent
of any rernziining minority interest on the balance sheet related
to Charter Holdco Because minority interest in Charter Holdco

was substantlally eliminated at December 31, 2003, beginning in o

the first quarter -of 2004, Charter began to absorb substantially
all future losses before income taxes that otherwise would have
been allocated to minority interest. For the year ended
December 31, 2003, 53.5% of our losses were allocated to
minority interest. As a result of negative equity at Charter
Holdco during the year ended December 31, 2004, no additional
losses were allocated to minority interest, resulting in an
additional $2.4 billion of net losses. Under our existing capital
structure, future losses will be substantially absorbed by Charter.

Income tax benefit. Income tax benefits were realized for the years
ended December 31, 2004 and 2003 as a result of decreases in
certain deferred tax liabilities related to our investment in
Charter Holdco as well as decreases in the deferred tax liabilities
of certain of our indirect corporate subsidiaries.

The income tax benefit recognized in the year ended
December 31, 2004 was directly related to the impairment of
franchises as discussed above because the deferred tax llabllmes
decreased as a result of the write-down of franchise assets for |
financial statement purposes and not for tax purposes. We do
not expect. to recognize a similar benefit associated with the

1mpmrment of franchises in future periods. However, the actual -

tax provision calculations in futare periods will be the result of
current and future temporary differences, as well as future
operatmg results.

The income tax benefit recognized in the year ended
December 31, 2003 was directly related to the tax losses
allocatéd to Charter from Charter Holdeo. In thé second quarter
of 2003, Charter started receiving tax loss allocations from
‘Charter Holdco. Previously, the tax losses had been allocated to
Vulcan Cable I Inc. and CII in accordance with the Spec1al
Loss Allocations prov1ded under the Charter Holdco limited
liability company agreement. We do not expect to recognize a
similar benefit related to our investment in Charter Holdco after
2003 related to tax loss allocations received from Charter '
Holdco, due to limitations associated with our ability to offset
future tax benefits against the remaining deferred tax liabilities.
However, the actual tax provision calculations in future periods
will be the tesult of éurrent and future temporary d)fferences as
well as future operating results
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Cumulative effect of accounting change, net of tax. Cumulative effect
of accounting change of $765 million (net of minority interest
effects-of $19 million and tax effects of $91 million) in 2004
represents the impairment charge recorded as a result of our.
adoption of Topic D-108.

Net loss. Net loss increased by $4.1 billion in 2004 compared to
2003 as a result of the factors described above. The impact to
net loss in 2004 of the impairment of franichises, cumulative
effect of accounting change and the reduction in losses allocated
to minority i interest was to increase net loss by approxxmately
$3.7 billion. The impact to net loss in 2003 of the gain on the
sale of systems, unfavorable contracts and settlements and galn
on debt exchange, net of income tax 1mpact was to decrease
net loss by $168 million.

Preferred stock dividends. On-August 31, 2001, in connection with
the Cable USA acquisition, Charter issued 505,664 shares -(and
on February 28, 2003 issued an additional 39,595 shares) of
Series A Convertible Redeemable Preferred Stock, on which it
pays a quarterly cumulative cash dividend at an annual rate of
5.75% on a liquidation preference of $100 per share.

Loss per common share. The loss per common share increased by ‘
$13.65 as a result of the factors described above

LIQUIDITY AND CAPITAL RESOURGES

Introduction

This section contains a discussion of our lquIdll'y and capital
resources, including a discussion of our cash position, sources
and uses of cash, access to credit facilities and other financing -
sources, historical financing activities, cash needs, capital
expenditures and outstanding debt.

Overview : :

We have a significant level of debt. In 2006, $50 million of our
debt matures, and in 2007, an additional $385 million matures.
In 2008 and bevond, significant additional amounts will become '
due under our remaining long-term debt obligations.

Recent Financing Transactions ,

On January 30, 2606, CCH II and CCH II Capztal Corp issued
$450 million in debt securities, the proceeds of which were
provided, directly or indirectly, to Charter Operating, which
used such funds to reduce borrowings, but not commitments, ,
under the revolving portion of its credit facilities.

In October 2005, CCO Holdings and CCO Holdings
Capital Corp., as guarantor thereunder, entered into a senior
bridge loan agreement with JPMorgan Chase Bank, N.A,, Credit
Suisse, Cayman Islands Branch and Deutsche Bank AG Cayman
Islands Branch (the “Lenders”) whereby the Lenders committed
to make loans to CCO Holdings in an aggregate amount of
$600 million. Upon the issuance of $450 million of CCH II
notes discussed above, the commitment under the bridge loan
was reduced to $435 million. CCO Holdings may draw upon
the facility between January 2, 2006 and September 29, 2006 and
the loans will mature on the sixth anniversary of the first
borrowing under the bridge loan. ‘
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. In September 2005;.Charter Holdings and its wholly owned
subsidiaries, CCH.1 and CIH, completed the exchange of
approximately $6:8 billion total principal amount of outstanding.
debt securities of Charter Holdings in.a ‘private placement for -
new debt securities. Holders of Charter Holdings notes due in .
2009 and 2010 exchanged $3.4 billion principal amount of notes
for $2.9 billion principal amount of new 11% CCH I notes due .
2015. Holders of Charter Holdings notes due 2011 and 2012
exchanged $845 million principal amount of notes for $662 mil-
lion principal amount of 11% CCH I notés due 2015. In ’
addition, holders of Charter Holdings notes due 2011 and 2012
exchanged $2.5 billion principal amount of notes for $2.5 billion
principal amount of various series of new CIH notes. Each series
of new CIH notes has the same interest rate and provisions for
payment of cash interest as the series of old Charter Holdings
notes for which such CIH notes were exchanged. In addition,
the maturities for each series were extended three years.

Our business requires significant cash-to. fund debt service
costs, capital expenditures and ongoing operations. We have
historically funded these requirements through cash flows from
operating activities, borrowings under our credit facilities, salés.
of assets, issuances of debt and equity securities and cash on
hand. However, the mrx of funding sources changes from perrod
to period. For the year ended December 31, 2005, we generated
$260 million of net cash flows from operating activities after
paying cash interest of $1.5 billion. In addition, the Company
used $1.1 billion for purchases of property, plant and equipment.
Finally, we had net cash flows from financing activities of

$136 million. We expect that our mix of sources of funds will * '

continue to change in the future based on overall needs relative’
to our cash flow and on the availability of funds under the
credit facilities of our subsidiaries, our access to the debt and

. equity markets, the timing of possible asset sales and our ability
to generate cash flows from operating activities. We contrnue to
explore asset drsposrttons as one of several possible actions that
we could take in the future to improve our liquidity, but, we do
not presently consider unannounced future asset sales as a
significant source of liquidity.

We expect that cash on hand, cash flows from operating
activities and the amounts availablé under our credit facilities
and bridge loan will be adequate to meet-our cash needs in
2006. We believe that cash flows from operating activities and
amounts available under our-credit facilities and bridge loan will
not be sufficient to fund our operations and satisfy our interest '
and principal repayment obligations in- 2007 and beyond. We
are working with our financial advisors to-address these funding
requirements. However, there can be no assurance that such
funding will be available to us. In addition, Mr. Allerr and his

affiliates are not obligated to purchase equrty from, contrrbute to

or loan funds to us.

Debt Covenants. o
Our ability to operate depends upon, among other thmgs, our
continued access to capital, including credit under the Charter
Operating credit facilities and bridge loan. "The Charter Operating
credit facilities, along with our and our subsidiaries’ indentures

and bridge loan, contain, certain restrictive covenants,.some of
which require us to maintain specified financial ratios and meet .
financial tests and to provrde audited financial statements with an
unquahﬁed opinion from our mdependent auditors. As of Decem—
ber 31, 2005, we are in complrance with the covenants under our’
indentures, bridge loan and credit facilities, and we expect to '
remain in compliance with’ those covenants for the next twelve .
months. As of December 31, 2005, our potential availability under
our credit facilities totaled approximately $553 million, none of
which was limited by covenants. In addition, as of January 2,

2006 we have addtttonal borrowrng availability of $600 mi lton
under the bndge oan (which was reduced to $435 mtllron as a.
result of the i 1ssuance of the CCH Il notes) Contmued access ‘to
out credit facilities and bridge loan is sub_]ect to our remaining in

‘complrance with these covenants mcludmg covenants tied to_our

operating performance If any events of non-complrance oceur,
funding under the credit facilities and bndge loan may not be o ‘
available and defaults on some or potentially all of our debt
obligations could occur An event of default under any of our
debt instruments could result in the acceleration of our payment
obligations under that debt and, under certain crrcumstances in
cross-defaults under our other debt obligations, whrch could have
a material adverse effect on our consolrdated financral condmon :
and results of operations.

Specific Umntanons
Our ablhty to make interest payments on our convertrble semor
notes, and, in 2006 and 2009 to repay the outstandlng prmcrpal
of our convertible senior notes of $20 million and $863 mrlhon,
respectively, w111 depend on our abrhty to raise ‘additional capital
and/or on recerpt of payments or distributions from Charter
Holdco and its subsidiaries. During 2005, Charter Holdings
distributed $60 million to Charter Holdco ‘As of December 31
2005, Charter Holdco was owed $22 million in mtercompany .

Toans from its subsidiaries, which were available to pay mterest '

and principal on our convertrble senior notes, In’ addmon ,
Charter has $98 million of governmental securities pledged as’
security for the next four scheduled semi-annual interest
payments on Charter’s 5.875% convertible sénior notes.
Distributions by Charter’s subsidiaries to a parent company
(inchuding Charter, CCHC and Charter Holdco) for payment of
prlncrpal on parent company notes are restricted under the
indentures governing the CIH notes, CCH I notes, CCH m
notes, CCO Holdings notes and’ Charter Operatmg notes unless
there is no default, each appltcable subsidiary’s leverage ratio test
is met at the trme of such distribution and, in the case of our
convertrble senior notes, other specified tests are met. For the |
quarter ended December 31, 2005, there was no default under
any of these indentures and each such subsidiary met its
appllcable leverage ratio tests based on December 31, 2005
financial results. Such distributions would be restrrcted however
if any such subsidiary fails to meet these tests. In the past,
certain subsidiaries have from time to time failed to meet their
leverage ratio test. There can be no assurance that they will
satisfy these tests at the time of such distribution. Distributions
by Charter Operating and CCO Holdings for payment of

e
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principal on parent company notes are further restricted by the
covenants in the credtt facilities and bridge loan, respectlvely

Distributions’ by CIH, CCH I, CCH II, CCO Holdings and -

Charter Operating to a parent company for payment of parent
company interest are permitted if there is no default under the
aforementioned indentures. However, distributions for payment
of interest on our convertible senior notes are further limited to
when each applicable subsidiary’s leverage ratio test is met and
other specified tests are met. There can be no assurance that
they will satisfy. these tests at the time of such distribution.
The 1ndentures governmg the Charter Holdings notes
permlt Charter Holdings to make dlstrlbutlons to Charter
qudco for payment of interest or principal on the convertible
senior notes, only if; after giving effect to the distribution,
Charter Holdings can incur additional debt under the leverage
ratio of 8.75 to 1.0, there is no default under Charter Holdings: -
indentures and other specified tests are met. For the quarter

ended December 31, 2005, there was no default under. Charter . L

If the above strategies are not successful we could be
forced to restructure our obhgatlons or seek protectlon under .
the’ bankruptcy Iaws In addition, if we néed to raise additional
capital through the issuance of equity or find it necessary to
engage in a recapitalization or other similar transaction, our
shareholders could suffer significant dilution and our noteholders
might not receive principal and interest payments to which they
are contractually entitled.

'

Issuance of Charter Operating Notes in Exchange for Charter Holdmgs
Notes; Repurchase of Convertible Notes '

In March and June 2005, our subsidiary, Charter Operatmg,
consummated exchange transactions with a small number of -
institutional holders of Charter Holdings 8.25% sénior notes due
2007 pursuant to which Charter Operating issued, in private
placement transactions, approximately $333 million principal

“.amount of its 8.375% senior second lien notes due 2014 in =

Holdings’ indentures and Charter Holdings met its leverage ratio )

test based on December 31, 2005 financial results. Such
distributions wotld be restricted, however, if Charter Holdmgs
fails to meet these tests. In the past, Charter Holdings has from .

time to time failed to meet this leverage ratio test. There cdn be’

no assurance that Charter Holdings will satrsfy these tests at the
time of such distribution. During periods in which distributions.
are restricted, the indentures governing the Charter Holdings
notes permit Charter Holdings and its subsidiaries to.thake
specified investments (that are not restricted payments) in.."* -
Charter Holdco or Charter up to an amount determined by a -+ -
formula, as long as there is no default undér the indentures. - -
Our significant amount of debt could negatively affect our
ability to access-additional capital ini"the fture. Additionally, our
ability to incur additional debt may 'be limited by the restrictive -
covenants in our indentures, bridge loan and credit facilitiés. No
assurances can be given that we will not experience liquidity - -
problemms if we do not obtain sufficient additional financing on a
timely basis as our debt béecomes diie or because of ddverse
market conditions, increased competition or other. unfavorablé
events. If, at any time; additional capital or borrowing capacity'is

" required beyond amounts internally generated or available under-
our credit facilities and bridge loan or through additional debt

or equity financings, we would consider: -

¢ issuing equity that would mgmﬁcantly dllute emstlng

shareholders

: \ o
issuing convertible debt or some other securities that may
have structural or. other priority over our existing notes and

may also significantly dilute Charter's existing shareholders; .

further’ reducmg our expenses and capltal expendltures
' whxch may 1mpa1r our ablhty to increase révenue;

selhng assets; or

requesting waivers or amendments with respect to our
credit facilities, the availability and terms of Wthh would
‘be subject to market conditions.

exchange for approximately. $346 million of the Charter Hold-
ings 8.25% ‘senior notes due 2007. In addition, during the year
ended December 31, 2005, we repurchased, in private transac-

.. tions, from.a small number of institutional holders, a total of - .

t

$136 million principal amount of our 4.75% convertible senior

) notes due 2006. Approx1mately $20 million prlnc1pal amount of .

these notes-remain outstandmg

.Sale of Assets .
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In July 2005, we closed the sale of certain cable systems in
Texas and West Virginia and closed the sale of an additional
cable system.in Nebraska in October 2005 for a total sales price:
of approxrmately $37 million, representmg a total of 33,000
analog video customers..-

. In March 2004, we closed the sale of certain cable systems
in Florrda, Pennsylvama Maryland Delaware and West Virginia
to Atlantic Broadband Finance, LLC. We closed the sale of an
additional cable system in New York to Atlantic Broadband
Finance, LLC in April 2004. The total net proceeds from the
sale of all of these systems were approximately $735 million,
The proceeds were used to repay a portion of our revolvmg
credit famhtles ‘

Acquisition
In January 2006, we closed the purchase of certam cable systems

in Minnesota from Seren Innovattons Inc. We acqulred approxi-

mately 18, 900 analog video customers and 14,800 telephone
customers for 4 total purchase prlce of approximately
$43 million.
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Summary of Outstanding Contractual Obligations
The following table summarizes our payment obligations as of December 31, 2005 under our long-term debt and certain other
contractual obhganons and commltments (dollars in millions),

Payments by Period

: Less than o ' " More than
t . - " Total 1Year 1.3 Years 3-5 Years . 5 Years

Contractual Obligations o L o
Long-Term Debt Principal Payments®” ' S $19336 $ 50 $1,129 © $5781  $12,376
Long-Term Debt Interest Payments® -~ . 11426 1,469 3,224 3,066 3,667
Payments on Interest Rate Instruments® o ‘ : 18 8 10 — —
Capital and Operating Lease Obligations™ , T 94 20 - 27 23 24
Programming Minimum Commitments® , © 1,253 342 678 . 233 —
Other® - : R 3010 146 70 ) " 43
Total- . - : L . $32,428  $2,035 $5,138 $9,145 * $16,110

) The table presents maturities of long-term debt outstanding as ' of December 31, 2005, Refer to Notes 9 and, 26 to our accompanying consolidated financial statements,
contained in “Item 8. Financial Statements and Supplementary Data” for a description of our long-term debt and other contractual obligations and commitments. )

@ Interest payments on variable debt are estimated using amounts outstanding at December 31, 2005 and the average implied forward London Interbank Offering Rate’
(LIBOR) rates applicable for the quarter during the interest rate reset based on the yield curve in effect at December 31, 2005. Actual interest payments will differ based
on actual LIBOR rates and actual amounts ~outstanding for applicable periods.

® Represents amounts we will be required to pay under our interest rate hedge agreements estimated using the average 1mplled forward LIBOR applicable rates for the
quarter during the. interest rate reset based on the yield curve in effect at December 31, 2005,

® We pay programming fees under multi-year contracts ranging from three to ten years typically based on'a flat fee per customer, which may be fixed for the term or may.
in some cases, escalate over the term. Programming costs included in the accompanymg statement of operations were $1.4 billion, $1.3 billion and $1.2 billion for the
years ended December 31, 2005, 2004 and 2003, respectively. Certain of our programming agreements are based on a flat fee per month or have guaranteed minimum
payments. The table sets forth the aggregate guaranteed minimum commitments under our programming contracts.

® “Other” represents other guaranteed minimum commitments, which consist primarily of commitments to our billing services vendors.

The following items are not included in the contractual . activities after paying cash interest of $1.5 billion. In addition,

obligations table because the obligations are not fixed and/or. we used approximately $1.1 billion for purchases of property,
determinable due to various factors discussed below. However, plant and equipment. Finally, we had net cash flows from
we mcur these costs as part of our operations: . P financing activities of $136 million.

¢ We also rent utility poles used in our operations. Generally, “Operating activities. Net cash provided by operating activities

P OI? ! entalshare cagcelab;e On.lihq;t n_ollt{lce‘ b ut we decreased $212 million, or 45%, from $472 million for the year
?.ntl.mp adte;t a :lsuc r:t s “12 recurf.. egt expense ded o ended December 31, 2004 to $260 million for the year ended
incurred for pole rental attachments for the years ende : December 31, 2005. For the year ended December 31, 2005, net .

December 31, 2005, 2004 and 2003, was $46 million,

N h ided by operating activities decreased primarily as a
$43 million and $40 milliqn, respectively. €ash providec by operating activit © prumarty

result of an increase in cash interest expense of $189 million

® We pay franchise fees under multi-year franchise agree- over the corresponding prior period and changes in operating
ments based on a percentage of revenues earned from video, assets and liabilities that used $45 million more cash during the
service per year. We also pay other franchise related costs year ended December 31, 2005 than the corresponding period
such as public education grants under multi-year agree- - in 2004. The change in operating assets and liabilities is
ments. Franchise fees and other franchise-related costs 3 primarily the result of the finalization of the class action
included in the accompanying statement of operatlons were settlement in the third quarter of 2005.
$170 million, $164 million and $162 million for the years Net cash provided by operating activities decreased
ended December 31, 2005, 2004 and 2003, respectively. $293 million, or 38%, from $765 million for the year ended

December 31, 2003 to $472 million for the year ended -
December 31, 2004. For the year ended December 31, 2004, net
cash provided by operating activities decreased primarily as a
result. of an increase in cash interest expense of $203 million
over the corresponding prior period and changes in operating
assets and liabilities that provided $83 million less cash during

¢ We also have $165 million in letters of credit, primarily to
our various worker’s compensation, property casualty and
general liability carriers as collateral for reimbursement of
claims. These letters of credit reduce the amount we may
borrow under our credit facilities.

Historical Operating, Financing and Investing Activities the year ended December 31, 2004 than the corresponding
We held $21 million in cash and cash equivalents as of period in 2003. The change in operating assets and liabilities is
December 31, 2005 compared to $650 million as of Decem- primarily the result of the benefit in the year ended Decem-
ber 31, 2004. For the year ended December 31, 2005, we ber 31, 2003 from collection of receivables from programmers

generated $260 million of net cash flows from operating
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related to network launches, while accounts receivable remained
essentially flat in the year ended December 31, 2004.

Investing activities. Net cash used in investing activities for the
years ended December 31, 2005 and 2004 was $1.0 billion and
$243 million, respectively. Investing activities used $782 million
more cash during the year ended December 31, 2005 than the
corresponding period in 2004 primarily as a result of cash
provided by proceeds from the sale of certain cable systems to
Atlantic Broadband Finance, LLC in 2004 which did not recur
in'2005 combined with increased cash used for capital
expenditures.

Net cash used in investing activities for the years ended
December 31, 2004 and 2003 was -$243 million and $817 mil-
lion, respectively. Investing activities used $574 million less cash
during the year ended December 31, 2004 than the correspond-
ing period in 2003 primarily asa result of cash provided by
proceeds from-the sale of certain cable systems to Atlantic
Broadband Finance, LLC offset by increased cash used for
capital expenditures.

Financing activities. Net cash provided by financing activities was
$136 million and $294 million for the years ended December 31,
2005 and 2004, respectively. The decrease in. cash provided
during the year ended December 31, 2005, as compared to the
corresponding period in 2004, was primarily the result of an
decrease in borrowings of long-term debt and proceeds from
issuance of debt offset by a decredse in repayments of long-term
debt. ' ‘
Net cash provided by financing activities for the year ended
December 31, 2004 was $294 million and the net cash used in
financing activities for the year ended December 31, 2003 was
$142 million. The increase in cash provided during the year
ended December 31, 2004, as compared to the corresponding
period in 2003, was primarily the result of an increase in.
borrowings of long-term debt and proceeds from issuance of
debt reduced by repayments of long-term debt.

Capital Expenditures

We have significant ongoing capltal expendlture requirements.
Capital expenditures were $1.1 billion, $924 million and

$854 million for the years ended December 31, 2005, 2004 and
2003, respectively. The majority of the capital expenditures in
2005, 2004 and 2003 related to our customer premise equ1pment
costs. See the table below for more details.

Our capital expenditures are funded primarily from cash
flows from operating activities, the issuance of debt and
borrowings under credit facilities. In addition, during the years
ended December 31, 2005, 2004 and 2003, our liabilities related
to capital éxpenditures increased $8 million and decreased
$43 million and $33 million, respectively. '

The increase in capital expenditures for 2005 cornpared to
2004 is the result of expected increases in scalable infrastructure
costs related to telephone services, depldyment of advanced
digital set-top terminals and capital expenditures to replace plant
and equipment destroyed by hurricanes Katrina and Rita. During
2006, we expect capital expenditures to be approximately ‘

$1.0 billion to $1.1 billion: We expect that the nature of these
expenditures will continue to be composed primarily of purchases
of customer premise equipment related to telephone and other
advanced services, support capital and for scalable infrastructure
costs. We expect to fund capital expenditures for 2006 primarily
from cash flows from operating activities and borrowings under
our credit facilities.

We have adopted capital expenditure disclosure guidance,
which was developed by eleven publicly traded cable.system
operators, including Charter, with the support of the National
Cable & Telecommunications Association (‘NCTA”). The dis-.
closure is intended to provide more consistency in the reporting
of operating statistics in capital expenditures and customers
among peer companies in the cable industry. These disclosure
guidelines are not required disclosure under GAAP, nor do they
impact our accounting for capital expenditures under GAAP:

The following table presents our major capital expenditures

' categories in accordance with NCTA disclosure guidelines for
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the years ended December 31, 2005 2004 and 2003 (dollars in
millions):

For the Years Ended

December 31,

2005 2004 2003

Customer premise equ1§)ment @ $ 43¢ %451  $380
Scalable infrastructure® 174 108 67
Line extensions'® 14 131 131
Upgrade/Rebuild® 49 49 132
Support capital® 01 185 144
Total capital expenditures -¢1,088  $924  $854

@ Customer premise equipment includes costs incurred at the customer residence
to secure new customers, revenue units and additional bandwidth revenues. It
also includes customer installation costs in accordance with SFAS 51 and
customer premise equipment (e.g., set-top terminals and cable modems, etc.).

® Scalable infrastructure includes costs, not related to customer premise equipment
or our network, to secure growth of new customers, revenue units and
additional bandwidth revenues or prowde service enhancements (e.g, headend
equxpment) : .
© Line extensions include network costs assocxated with entering new service areas
(e.g., fiber/coaxial cable, amplifiers, electronic equipment, make-ready and design
engineering).

@ Upgrade/rebuild includes costs to modify or replace existing fiber/coaxial cable
networks, including betterments. v

® Support capital includes costs associated with the replacement or enhancement
of non-network assets due to technological and physical obsolescence (e.g., non-
network equipment, land, buildings and vehicles).
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DESCRIPTION. OF OUR OUTSTANDING DEBT . - ‘ :

As of December 31, 2005, our actual total debt was approximately $19.4 billion, as summarized below (dollars in millions):

) . December 31, 2005
Semi-Annual Start Date For

Prin;:ipal o Accreted ' Interest Payment Interest Payment
Amount  *' Value® Dates”  on Discount Notes  Maturity Date®
Charter Communications, Inc.: ; ¢ '
4,750% convertible senior notes due 2(]06(C ‘ S $ 20 $ 20 12/1 & 6/1 -6/ 1/\06‘
5.875% convertible senior notes due 2009<°> : 863 ' 843 ' 5/16 & 11/16 " 11/16/09
Charter Holdings: .o . :
8.250% senior notes ‘due 2007 . ‘ 105 105 4/1 & 10/1 4/1/07
8.625% senior notes due 2009 L L 292 292" 4/1 & 10/1 T 4/1/09
9.920% senior discount.notes due 2011 . R o 198 198 . 4/1 & 10/1 10/1/04 - 4/1/11
10.000% senior notes. due 2009 : 154 154 4/1 & 10/1 oo 4/1/09
10.250% senior notes due 2010 49 49 1/15 & 7/15 " 1/15/10
11.750% senior discount notes due 2010 oo 43 43 1/15 & 7/15 7/15/05 1/15/10
10.750% senior notes due 2009 , L 131 131 4/1 & 10/1 . 10/1/09
11.125% senior notes due 2011 A 217 217 1/15 & 7/15 1/15/11
13.500% senior discount notes due 2011 94 94 1/15& 7/15 7/15/06 1/15/11
9.625% senior notes due 2009 , ) 107 107 - 5/15 & 11/15 : 11/15/09
10.000% senior notes due 2011 ‘ 137 - 136. 5715 & 11/15. . . 5/15/11
11.750% senior discount notes due 2011 125 120 5/15.& 11/15 11/15/06  5/15/11
1{2).125% senior discount notes due 2012 i ‘ o113 100 - 1/15& 7/15 -~ 7/15/07 1/15/12
CIH®: ‘ . » : ‘ o
11.125% senior notes due 2014 o 151 151 1/15 & 7/15 1/15/14
© 9.920% senior discount notes due 2014 ) ~ 471 471 4/1 & 10/1 . v 4/1/14
10.000% senior notes due 2014 . 299 299 5/15 & 11/15 5/15/14
11.750% senior discount notes due 2014 o ‘ 815 781 5/15 & 11/15 | 11/15/06 . 5/15/14
13.500% senior discount notes due 2014 ‘ - 581 578 1715 & 7/15 7/15/06,. 1/15/14
12(1)25% senior discount notes due 2015 ' : ' 217 192 1/15 & 7/15. 7/15/07 1/15/15
CCH 1'™; . X :
11.00% senior notes due 2015 A 3,525 3,683 4/1 & 10/1 ’ 10/1/15.
CCHMI, LLC: ‘ ~ , ‘ ‘ .
10.250% senior notes due 2010 1,601 1,601  3/15 & 9/15 " 9/15/10
CCO Holdings, LLC: - ‘ . ‘ o ‘
8%4% senior notes due 2013 800 794 5/15 & 11/15 - 11/15/13
- : ‘ 3/15,6/15, . ’ :
Senior floating notes due 2010 ) - 550 550 . 9/15 & 12/15 12/15/10
Charter Operating: ‘ ‘ ‘ : . .
8% senior second-lien notes due 2012 . ' 1,100 1,100 - 4/30 & 10/30 ‘ 4/30/12
8%/s% senior second-lien notes due 2014 . 733 733 4/30 & 10/30 4/30/14
Renaissance Media Group LLC: , ‘ . -
10.000% senior discount notes due 2008 : 114 115 4715 & 10715 = 10/15/03 - 4/15/08
Credit Facilities
Charter Operating(d) 5,731 5,731

$19,336  $19,388¢

® The accreted value presented above generally represents the principal amount of the notes less the original issue discount at the time of sale plus the accretion to the
balance sheet date except as follows. The accreted value of the CIH notes issued in exchange for Charter Holdings notes and:the CCH I notes issued in exchange for the
8.625% Charter Holdings notes due 2009 are recorded at the historical book values of the Charter Holdings notes for financial reporting purposes as opposed to the
current accreted value for legal purposes and notes indenture purposes (which, for both purposes, is the amount that would become payable if the debt becomes
immediately due). As of December 31, 2005, the accreted value of our debt for legal purposes and noteés and indentures purposes is $18.8 billion.

®In general, the obligors have the right to redeem all of the notes set forth in the above table (except with respect to the 5.875% convertible senior notes due 2009, the,
8.25% Charter Holdings notes due 2007, the 10.000% Charter Holdings notes due 2009, the 10.75% Charter Holdings notes due 2009 and the 9.625% Charter Holdmgs )
notes due 2009) in whole or part at their option, beginning at various times prior to their stated maturity dates, subject to certain conditions, upon the payment of the "
outstanding principal amount (plus a specified redemption premium) and all accrued and unpaid interest. The 5.875% convertible senior notes are redeemable if the
closing price of our Class A common stock exceeds the conversion price by certain percentages as described below. For additional information. See Note 9 to the
accompanying consolidated financial statements contained in “Item 8. Financial Statements and Supplementary Data.” »
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© The 4.75% convertible senior notes and the 5.875% convertible senior notes are convertible at the option of the holders into shares of Class A common stock at a .
conversion rate, subject to certain adjustments of 38.0952 and 413.2231 shares, respectively, per | $1,000 principal amount of notes, which is equivalent to a price of $2625
“and $2.42 per share, respectively. Cértain anti-dilutive provisions cause adjustments to occur automatlcally upon the occurrence of specified events Addmonally, the
conversion ratio may be adjusted by us when deemed-appropriate.

@ In January 2006, our subsidiaries, CCH II and CCH II Capital Corp,; issued $450 million.principal amount of 10.250% senior notes due 2010, the proceeds of which were
used to pay down credit facilities. ,

9 Not 'included within total long-term debt is the $49 miillion CCHC fote, which is mcluded it note payable -related party on our accompanying consohdated balance
sheets See Note 10 to the accompanying consolidated ﬁna.nmal statemems contained in “Item 8. Financial Statements and Supplementary Data
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As of December 31, 2005 and 2004, our long-term debt
totaled approximately $19.4 billion and $19.5 billion, respec-
tively. This debt was comprised of approximately $5.7 billion
and $5.5 billion of credit facility debt, $12.8 billion and
$13.0 billion accreted amount of high-yield notes and $863 mil-
lion and $990 million accreted amount of convertible senior
notes at December 31, 2005 and 2004, respectively.

As of December 31, 2005 and 2004, the weighted average
interest rate on the credit facility debt was approximately 7.8%
and 6.8%, the weighted average interest rate on our high-yield
notes was approximately 10.2% and 9.2%, and the weighted
average interest rate on the convertible senior notes was
approximately 6.3% and 5.7%, respectively, resulting in a
blended weighted average interest rate of 9.3% and 8.8%,
respectively. The interest rate on approximately 77% and 83% of
the total principal amount of our debt was effectively fixed, .
including the effects of our interest rate hedge agreements as of
December 31, 2005 and 2004, respectively. The fair value of our
high-yield notes was $10.4 billion and $12.2 billion at Decem-
ber 31, 2005 and 2004, respectively. The fair value of our
convertible senior notes was $647 million and $1.1 billion at
December 31, 2005 and 2004, respectively. The fair value of our
credit facilities is $5.7 billion and $5.5 billion at December 31,
2005 and 2004, respectively. The fair value of high-yield and
convertible notes is based on quoted market prices, and the fair
value of the credit facilities is based on dealer quotations.

Charter Operating Credit Facilities — General
The Charter Operating credit facilities were amended and
restated concurrently with the sale of $1.5 billion senior second-
. lien notes in April 2004, among other things, to defer maturities
and increase availability under these facilities and to enable
Charter Operating to acquire the interests of the lenders under
the CC VI Operating, CC VIII Operating and Falcon credit
facilities, thereby consolidating all credit facilities under one
amended and restated Charter Operating credit agreement..
The Charter Operating credit facilities provide borrowing
availability of up to $6.5 billion as follows:

® two term facilities:

(i) a Term A facility with a total principal amount of
$2.0 billion, of which 12.5% matures in 2007, 30%
matures in 2008, 37.5% matures in 2009 and 20%
matures in 2010; and

a Term B facility with a total principal amount of

$3.0 billion, which shall be repayable in 27 equal
quarterly installments aggregating in each loan year to
1% of the original amount of the Term B facility, with
the remaining balance due at final maturity in 2011; and

¢ a revolving credit facility, in a total amount of $1.5 billion,
with a maturity date in 2010.

Amounts outstanding under the Charter Operating credit
facilities bear interest, at Charter Operating’s election, at a base
rate or the Eurodollar rate, as defined, plus a margin for
Eurodollar loans of up to 3.00% for the Term A facility and

revolving credit facility, and up to 3.25% for the Term B facility,
and for base rate loans of up to 2.00% for the Term A facility
and revolving credit facility, and up to 2.25% for the Term B
facility. A quarterly commitment fee of up to .75% is payable on
the average daily unborrowed balance of the revolving credit
facilities. o » ]
The obligations of our subsidiaries under the Charter
Operating credit facilities (the “Obligations”) are guaranteed by
Charter Operating’s immediate parent company, CCO Holdings,
and the subsidiaries of Charter Operating, except for immaterial
subsidiaries and subsidiaries precluded from guaranteeing by
reason of the provisions of other indebtedness to which they are
subject (the “non-guarantor subsidiaries,” primarily Renaissance
and its subsidiaries). The Obligations are also secured by (i) a
lien on all of the assets of Charter Operating and its subsidiaries
(other than assets of the non-guarantor subsidiaries), to the
extent such lien can be perfected under the Uniform Commer-
cial Code by the filing of a financing statement, and (i) a pledge
by CCO Holdings of the equity interests owned by it in Charter
Operating or any of Charter Operating’s subsidiaries, as well as
intercompany obligations owing to it by any of such entities.
Upon the Charter Holdings Leverage Ratio (as defined in
the indenture governing the Charter Holdings senior notes and
senior discount notes) being under 8.75 to 1.0, the Charter
Operating credit facilities require that the 11.875% notes due
2008 issued by CC V Holdings, LLC be redeemed. Because
such Leverage Ratio was determined to be under 8.75 to 1.0,
CC V Holdings, LLC redeemed such notes in March 2005, and
CC V Holdings, LLC and its subsidiaries (other than non-
guarantor subsidiaries) became guarantors of the Obligations and

‘have granted a lien on all of their assets as to which a lien can

be perfected under the Uniform Commercial Code by the filing
of a financing statement.

Charter Operating Credit Facilities — Restrictive Covenants

The Charter Operating credit facilities contain representations
and warranties, and affirmative and negative covenants custom-
ary for financings of this type. The financial covenants measure
performance against standards set for leverage, debt service
coverage, and interest coverage, tested as of the end of each
quarter. The maximum allowable leverage ratio is 4.25 to.1.0,
the minimum allowable interest coverage ratio is 1.25 to 1.0 and
the minimum allowable debt service coverage ratio is 1.05 to
1.0. Additionally, the Charter Operating credit facilities contain
provisions requiring mandatory loan prepayments under specific
circumstances, including when significant amounts of assets are
sold and the proceeds are not reinvested in assets useful in the
business of the borrower within a specified period, and upon the
incurrence of certain indebtedness when the ratio of senior first
lien debt to operating cash flow is greater than 2.0 to 1.0.

The Charter Operating credit facilities permit Charter
Operating and its subsidiaries to make distributions to pay
interest on the CCO Holdings senior notes, the CCH II senior
notes, the CCH 1 senior notes, the CIH senior notes, the
Charter Holdings senior notes and the Charter convertible
senior notes, provided that, among other things, no default has

52




CHARTER COMMUNICATIONS, INC.

2005 FORM-10-K

occurred and is continuing under the Charter Operating credit
facilities. The Charter Operating credit facilities restrict the
ability of Charter Operating and its subsidiaries to make
distributions for the purpose of repaying indebtedness of their

parent compames, except for repayments of certain mdebtedness.

which was existing at the time the credit facilities were

amended and restated, provided that certain conditions are met

including the satisfaction of a 1.5 to 1.0 interest ‘coverage ratio

test and a minimum available liquidity requirement of $250 mil-

lion. Conditions to future borrowings include absence of a

default or an event of default under the Cha'rter‘Operating credit

facilities and the continued accuracy in all material respects of
the representations and warranties, including the absence since

December 31, 2003 of any event, development or circumstance

that has had or could reasonably be expected. to have a material

adverse effect on our business.
The events of default under. the Charter Operatmg credit
facilities include, among other things:
- (@) the failure to make payments when due or within the
applicable grace period,

(i)
ing but not limited to a covenant to deliver audited
financial statements with an unquahﬁed opinion from
our independent audltors

the failure to pay or the occurrence of events that
cause or permit the acceleration of other indebtedness
owing by CCO Holdings, Charter Operating or
Charter Operating’s subsidiaries in amounts in excess
~ of $50 million in aggregate. principal amount,

the failure to pay or the occurrence of events that
result in the acceleration of other indebtedness owing
by certain of CCO Holdings‘ direct and indirect
parent compénies in amounts in excess of $200 mil-
lion in aggregate principal amount, !

(v) Paul Allen and/or certain of his famﬂy members
and/or their exclusively owned entities (collectively,
the “Paul Allen Group”) ceasing to have the power,
directly or indirectly, to vote at least 35% of the
ordinary voting power of Charter Operating,

(vi) the consummation of any transaction.resulting in any.
person or group (other than the Paul Allen Group) |
having power, directly or indiréctly, to vote more. -
than 35% of the ordinary voting power of Charter
Operating, unless the Paul Allen Group holds a
greater share of ordinary voting power of Charter
Operating, ‘

certain of Charter Operating’s indirect or direct parent
companies having indebtedness in excess of $500 mil-
lion aggregate principal amount which remains
undefeased three-months prior to the ﬁna.l maturlty of
such’ mdebtedness and

(vi)

the failure to comply with spec1ﬁed covenants, includ-

(vili) Charter Operating ceasing to be'a wholly-owned
direct subsidiary of CCO Holdings, except in certain
very limited circumstances.

OUTSTANDING NOTES ‘ .

Charter Communications, Inc. Notes
4.75% Charter Converttble Notes due 2006

In May 2001, Charter issued 4.75% convertible senior notes with
a total principal dmount at maturity of $633 million. As of
December 31, 2005, there was $20 million in total principal
amount of these notes outstanding. The 4.75% convertible notes
rank equally with any of our future unsubordinated and
unsecured indebtedness, but are structurally subordinated to all
existing and future indebtedness and other liabilities of our °
subsidiaries. ' ‘ ‘

The 4.75% convertible notes are convertible at the option®
of the holder into shares of Class A common stock at a~
conversion rate of 38.0952 shares per $1,000 principal amount of
notes, which is equivalent to a pricé of $26.25 per share, subject
to certain adjustments. Spe01ﬁcally, the adjustments include anti-
dilutive provisions, which automatlcally occur based on the
occurrence of specified events to provide protection rights to
holders 'of the notes. Additionally, Charter may adjust the
conversion ratio under certain circumstances when deemed
appropriate. These notes are redeemable at our option at
amounts decreasing from 101.9% to 100% of the principal
amount, plus accrued and unpaid interest beginning on June 4,
2004, to the date of redemption. Interest is payable semiannually
on December 1 and June 1, beginning December 1, 2001, until
maturity on June 1, 2006.

Upon a change of control, subject to certain conditions and
restrictions, Charter may be required to repurchase the notes, in
whole or in part, at 100% of their principal amount plus accrued
interest at the repurchase date. ‘

. Charter 5.875% Conwrﬁble Senzor Notes due 2009
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In November 2004, Charter issued 5.875% convertible senior
notes due 2009 with a total original principal amount of
$862.5 million. The 5.875% convertible senior notes are
unsecured (except with respect to the collateral as described
below) and rank equally with our existing and future
unsubordinated and unsecured indebtedness (except with respect
to the collateral described below), but are structurally subordi-
nated to all existing and future indebtedness and other liabilities
of our subsidiaries. Interest is payable semi-annually in arrears.
The 5.875% convertible senior notes are convertible at any
time at the option of the holder into shares of Class A common
stock at an initial conversion rate of 413.2231 shares per $1,000
principal amount of notes, which is equivalent to a conversion
price of approximately $2.42 per share, subj'ect to certain
adjustmients. Specifically, the adjustments include anti-dilutive |
provisions, which cause adjustments to occur automatically
based on the occurrence of specified events to provide protec-
tion rights to holders of the notes. The conversion rate may also
be increased (but not to exceed 462 shares per $1,000 principal
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amount of notes) upon a specified change of control transaction.

Additionally, Charter may elect to.increase the conversion rate
under certain circumstances when deemed appropriate and

subject to applicable limitations of the NASDAQ stock market.
Holders who convert their notes prior to Novembér 16, 2007

will receive an early conversion make whole amount in respect :

of their notes based on a proportional share of the portfolio of
pledged securities described below, with specified adjustthents.

No holder of notes will be entitled to .receive shares. of our ;

Class A common stock on conversion to the extent that receipt
of the shares would cause the converting holder to become, ‘
directly or indirectly, a “beneficial holder” (within the meaning
of Section 13(d) of the Exchange Act and the rules and
regulations promulgated thereunder) of more than 4.9% of the
outstanding shares of our Class A common stock if sach
conversion would take place prior to November 16, 2008, or
more than 9.9% thereafter.

If a holder tenders a note for conversion, we may drrect

that holder (unless we have called those notes for redemptlon) '

toa financial institution desrgnated by us to conducta
transaction wrth that institution, on substantlally ‘the same terms
that the holder would have received on conversion. But if any
such ﬁnancra.l institution does not accept such notes or does not

deliver the required conversion consideration, we remain obli- o

gated to convert the notes.

Charter Holdco used a portron of the proceeds from the )
sale of the notes to purchase a portfolro of US. government
securities in an amount which we believe will be sufﬁcrent to.
make the first six interest payments on the notes These ‘l
government securities were pledged fo us as security for a
mirror note issued by ‘Charter Holdco to Charter and pledged
to the trustee under the indenture governing the notes as -
security for our obligations thereunder. We expect o use such
securities to fund the first six interest payments under- the notes,
two of which were funded in 2005. The fair value of the . )
pledged securities was $97 million at December 31, 2005.

Upon a change of control and certdin other fundamental
changes, subject to certain conditions and restrictions, Charter
may be requrred to repurchase the notes, in whole or in part, at
100% of their principal amount plus, accrued interest at the
repurchase date.

We may redeem the notes in whole orj in part for cash at
any time at a redemptron price equal to 100% of the aggregate
pnncrpal amount plus accrued and unpaid interest, deferred
interest and liquidated damages, if any, but only if for any 20
trading days in any 30 consecutive trading day perrod the
closing price has exceeded 180%.of the conversjon price, 1f such
30 trading day period begms prior to November 16, 2007 or
150% of the conversion price, if such 30 trading perrod begms ‘

thereafter, Holders who convert notes that we have called for ..
redemptron shall receive, in addition to the early conversron L

make whole amount if applrcable the present value of the
interest on the notes converted that would have been payable
for the period from the later of November 17, 2007 and the
redemption date through the scheduled maturity date for the
notes, plus any accrued deferred 1nterest
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GCHC, LLC Note .
In October 2005, Charter acting through a Special Committee
of Charter’s Board of Drrectors, and Mr. Allén, settled a drspute ’
that had arrsen between the parties with regard to the i
ownership of CC VIIL As part of that settlement, CCHC 1ssued .
the CCHC note to CII. The CCHC note has a 15-year maturrty
The CCHC note has an initial accreted value of $48 milfion
accreting at ‘the rate of 14% per dnnum compounded quarterly,
except that from and aftér February 28, 2009, CCHC may pay
any increase in the accreted value of the CCHC note in cash ‘_
and the accreted vélue of the CCHC note will not increase to
the extent sich amount is paid in cash. The CCHC note is ‘
exchangeable at CII's option, at any time, for Charter Holdco ‘
Class A Common units at a rate equal to ‘the then accreted
value, divided by $2. 00 (the “Exchange Rate”). Customary anti- -
dilution protections have been provided that could cause future”
changes to the Exchange Rate. ‘Additionally, the Charter Holdco
Class A Common units received will be exchangeable by thé”
holder into Charter common stock in accordance with existing
agreements between ClI, Charter and certain other parties
signatory thereto. Begrnnmg February 28, 2009, if the closing

‘price of Charter common stock is at or above the Exchange

Rate for a certain period of time. as specified i in the Exchange
Agreement, Charter Holdco may require the exchange of the
CCHC note for Charter Holdco Class A Common units at the
Exchange Rate. Additionally, CCHC has the right to redeem
the CCHC note under certdin ‘circumstances for cash in an
amount 'equal to the then accreted-value, such amount, if
redeemed’prior to February 28, 2009, would also include a make
whole up to the accreted value through Febiuary 28, 2009.
CCHC must redeem the CCHC note at its maturity for cash in
an amount equal to the initial stated value plus the accreted
return through maturity. The accreted value of the CCHC note
is $49 million as of December 31, 2005 and is recorded in
Notes Payable — Related Party in the accompanying. consoli-
dated financial statements contained in “Ttem 8. Flnancral
Statements and Supplementary Data

CHARTER CUMMUNICATIUNS HOLDINGS, LLE NUTES

March 1999 Charter Holdings Notes

The March 1999 Charter Holdings notes were issued under
three separate indentures, each'dated as of March 17, 1999;
among Charter Holdings and Charter Capital, as the issuers, and
BNY Midwest Trust Company, as trustee. Charter Holdings and
Chartér Capital exchanged these notes for hew notes with
substantially similar terms, except that the new notes are
registered under the' Securities Act.

The March 1999 Charter Holdings notes are genera]
unsecured obligations of Charter Holdings and Charter Capital.
Cash interest on the March 1999 9.920% Charter Holdings
notes began to accrue on April 1, 2004.

The.March 1999 Charter Holdings notes are senior debt
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future unsubordinated
obligations of Charter Holdings and Charter Capital. They are
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structurally subordinated to the obligations.of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I notes, CCH II'
notes, the CCO Holdings notes, the Renaissance notes, the
Charter Operating notes and the Charter Operatlng credit
facilities.

Charter Holdings and Charter Capltal will not have the
right to redeem the March 1999 8.250% Charter Holdings notes
prior to their maturity date on April 1, 2007. Charter. Holdings
and Charter Capital 'may redeem some or all of the March 1999
8.625% Charter Holdings notes'and the March 1999 9:920%
Charter Holdings notes at any time, in each case, at a premium.

The optional redemption price declines to 100% of the principal’

amount of March 1999 Charter Holdings notes redeemed, plus
accrued and unpaid interest, if any, for redemption on or after
April 1, 2007. SR ‘

" In the event that a spemﬁed change of control evént occurs,

Charter Holdings and Charter Capital must offer to repurchase
any then outstanding March 1999 Charter.Holdings notes at
101% of their principal amount or accreted value, as applicable».
plus accrued and unpaid interest, if any. ‘
‘ The indentures governing the March:1999. Charter Hold—
ings notes contain restrictive covenants that limit certain
transactions or activities by. Charter. Holdings and its. restricted
subsidiaries. Substantially all of Charter Holdings’ direct and
indirect subsidiaries are currently restricted subsidiaries. See
‘— Summary of Restrictive Covenants under Charter Holdings.
High-Yield Notes.”

January 2000 Charter Holdings Notes ‘
The January 2000 Charter Holdings notes were issued under
three separate indentures, each dated as of January-12, 2000, -
among Charter Holdings and Charter Capital, as the issuers, and
BNY Midwest Trust Company, as trustee. In June 2000, Charter’

Holdings and Charter Capital exchanged these notes for new "

notes with substantially similar terms, except that the new notes
are registered under the Securities Act. ' :

The January 2000 Charter Holdings notes. are general
unsecured obligations of Charter Holdings and Charter Capital. -
Cash interest on the January 2000 11.75% Charter Holdings
notes began to accrue on January 15, 2005.

The January 2000 Charter Holdings notes are senior debt
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future unsubordinated -
obligations of Charter Holdings and Charter Capital.- They are
structurally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I notes, the
CCH II notes, the CCO Holdings notes, the Renaissance notes,
the Charter Operating notes and the Charter Operating credit
facilities.

Charter Holdmgs and Charter Capltal will not have the
right to redeem the January 2000 10.00% Chaiter Holdmgs
notes prior to their maturity. on April 1, 2009 Charter Holdings
and Charter Capital may redeern some or all of the January
2000 10.25% Charter Holdings notes and the January 2000
11.75% Charter Holdings notes at any time, in each case, at a
premium. The optional redemption price declines to 100% of

i
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the principal amount of the January 2000 Charter Holdings
notes redeemed, plus accrued and unpaid interest, if any, for
redemption on or after January 15, 2008.

In the event that a specified change of control event occurs,
Charter Holdings and Charter Capital must offer to repurchase
any then outstanding January 2000 Charter Holdings notes at
101% of their total principal amount or accreted value, as
applicable, plus accrued and unpaid interest, if any.

The indentures governing the January 2000 Charter Hold-
ings notes contain substantially identical events of default,
affirmative covenants and negative covenants as those contained
in the indentures governmg the March 1999 Charter Holdings
notes. See.“~ Summary of Restrictive Covenants under Charter
Holdings High-Yield Notes.”

January- 2001 Charter Holdings Notes

The January 2001 Charter Holdings notes were issued under-
three separate indentures, each dated as of January 10; 2001,
each among Charter Holdings and Charter Capital, as the
issuers, and BNY Midwest. Trust Company, as trustee. In March
2001, Charter Holdings and Charter Capital exchanged these
notes for new notes with substantially similar terms, except that
the new notes are registered under the Securities Act.

The January 2001 Charter Holdings notes are general
unsecured obligations of Charter Holdings and Charter Capital.
Cash interest:on the January 2001 13.500% Charter Holdmgs
notes began to accrue on January 15, 2006.

The January 2001 Charter Holdings notes are senior debt -
obligations of Charter Holdings and ‘Charter Capital. They rank -
equally with all other current and future unsubordinated
obligations of Charter Holdings and Charter Capital. They are
structurally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I notes, the
CCH. II notes, the CCO Holdings notes, the Renaissance notes,
the Charter Operating notes and the Charter Operatmg credit
facilities.

Charter Holdings and Charter Capital w111 not have the
right to redeem the January 2001 10.750% Charter Holdings
notes prior to their maturity date on October 1, 2009. Charter
Holdings and Charter. Capital may redeem some or all of the
January 2001 11.125% Charter Holdings notes and the January
2001 13.500% Charter Holdings notes at any time, in each case,
at a premium. The optional redemption price declines to 100%
of the principal ‘amount of the January 2001 Charter Holdings
notes redeemed, plus accrued and unpaid- interest, if any, for
redemption on or after January 15, 2009.

In the event that a specified change of control event occurs,
Charter Holdmgs and Charter Capital must offer to repurchase
any then outstanding January 2001 Charter Holdings notes at
101% of their total principal amount or accreted value, as
applicable, plus accrued and unpaid interest, if any.

* The indentures governing the January 2001 Charter Hold-
ings notes contain substantially identical events of default, ‘
affirmative covenants and negative covenants as those contained
in the indentures governing the March 1999 and January 2000
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Charter Holdings notes. See “~ Summary of Restrictive. Cove-
nants under Charter Holdings High-Yield Notes.” -

May 2001 Charter Holdings Notes : ‘

The May 2001 Charter Holdings notes were issued under three
separate indentures, each among Charter Holdings and Charter
Capital, as the issuers, and BNY Midwest Trust Company, as
trustee. In September 2001, Charter Holdings and Charter
Capital exchanged substantially all of these notes for new notes
with substantially similar terms, except that the new notes are
registered under the Securities Act. ! !

The May 2001 Charter Holdings notes are general .
unsecured obligations of Charter Holdings and Charter Capital.
Cash interest on the May 2001 11.750% Charter Holdmgs notes
will not accrue prior to May 15, 2006.

The May 2001 Charter Holdings notes are senior debt’
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future unsubordinated .
obligations of Charter Holdings and Charter Capital. They are
structurally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I .notes, the .
CCH 1II notes, the CCO Holdings notes, the Renaissance notes,
the Charter Operating notes and the Charter Operatlng credit
facilities.

Charter Holdings and Charter Capltal will not have the
right to redeem the May 2001 9.625% Charter Holdings notes
prior to their maturity on November 15, 2009. On or after
May 15, 2006, Charter Holdings and-Charter Capital may
redeem some or all of the May 2001 10.000% Charter Holdings:
notes and the May 2001 11.750% Charter Holdings notes at any
time, in each case, at a premium. The optional redemption price
declines to 100% of the principal amount of the May 2001 -
Charter Holdings notes redeemed, plus accrued and unpaid
interest, if any, for redemption on or after May 15, 2009. "

In the event that a-specified change of control event. occurs,
Charter Holdings and Charter Capital must offer to repurchase
any then outstanding May 2001 Charter Holdings notes at 101%
of their total principal amount or accreted value, as applicable,
plus accrued and unpaid interest, if any.".

The indentures governing the May 2001 Charter Holdmgs
notes contain substantially identical events of default, affirmative
covenants and negative covenants as those contained in the
indentures governing the March 1999, January 2000 and January
2001 Charter Holdings notes. See “~ Summary of Restrictive
Covenants under Charter Holdings High-Yield Notes.”

January 2002 Charter Holdings Notes

The January 2002 Charter-Holdings notes were issued under
three separate indentures, each among Charter Holdings and
Charter Capital, as the issuers, and BNY Midwest Trust
Company, as trustee, two of which were supplements to the '
indentures for the May 2001 Charter Holdings notes. In July *
2002, Charter Holdings and Charter Capital exchanged substan-
tially all of these notes for new notes, with substantially similar
terms, except that the new notes are reg15tered under the,
Securities Act.
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The January 2002 Charter Holdings notes are general
unsecured obligations of Charter Holdings and Charter Capital. -
Cash interest on the January 2002 12.125% Charter Holdings
notes will not accrue prior to January 15, 2007. i

The January 2002 Charter Holdings notes are senior debt
obligations of Charter Holdings and Charter Capital. They rank
equally with the current and future unsecured and
unsubordinated debt of Charter Holdings and Charter Capltal.
They are structurally subordinated to the obligations of Charter -
Holdings’ subsidiaries, including the CIH notes, the CCH 1
notes, the CCH II notes, the CCO Holdings notes, the
Renaissance notes, the Charter Operating notes and the Charter’
Operating credit facilities.

-The Charter Holdings 12.125% senior drscount notes are
redeemable at the option of the issuers at amounts decreasing
from-106.063% to 100% of accreted value beginning January 15,
2007. .

In the event that a specrﬁed change of control event occurs,
Charter Holdings and Charter Capital must offer to repurchase
any then outstanding January. 2002 Charter Holdings notes at
101%-of their total principal amount or accreted value, as
applicable, plus accrued and unpaid interest, if any. :

The indentures governing the January 2002 Charter Hold-
ings notes contain substantially identical events of default,
affirmative covenants and negative covenants as those contained
in the indentures governing the March 1999, January 2000,
January 2001 and May 2001 Charter Holdings notes. See
“—~ Summary of Restrictive Covenants under Charter Holdings
High-Yield Notes ' ‘

Summary of Restrlctwe Covenants under Chaner Holdmgs High- Vneld
Notes..

The limitations on incurrence of debt and issuance of preferred
stock contained in Charter Holdings’ indentures permit Charter
Holdings and its - subsidiaries to incur additional debt or issue
preferred stock, so long as there is no default under the Charter
Holdings indentures. These limitations restrict the incurrence of
debt unless, after giving pro forma effect to the incurrence, the .
Charter Holdings Leverage Ratio would be below 8.75 to 1.0. In
addition, regardless of whether the leverage ratio could be met,
so long as no default exists or would result from the incurrence
or issuance, Charter Holdings and its restricted subsidiaries are
permitted to issue:

e up to $3.5 billion of debt under credit facilities,

¢ up to $75 million of debt incurred to finance the purchase
~ or capital lease of new assets,

e up to $300 million of additional debt for any purpose,

¢ additional debt in an amount equal to 200% of proceeds of
new cash equity proceeds received by Charter Holdings

~and its resmcted subsidiaries since March 1999, the date of

' our first indenture, and not allocated for restricted pay-
ments or permitted investments, and

e other items of indebtedness for specific purposes-such as
intercompany debt, refinancing of existing debt, and interest
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rate swaps to provide protection against fluctuation in
interest rates. -

Indebtedness under a single facility or agreement may be
 incurred in part under one of the categories listed above and in
part under another. Accordingly, indebtedness under our credit
facilities is incurred under a combination of the éategories of
permitted indebtedness listed above.

The restricted subsidiaries of Charter Holdings are generally
not permitted to issue debt securities contractually subordinated
in right of payment to other debt of the issuing subsidiary or"
preferred stock, in either case in any public or Rule 144A
offering.

The Charter Holdings indentures permit Charter Holdings.
and its restricted subsidiaries to incur debt under one category,
and later reclassify that debt into another category. The Charter
Operating credit facilities generally impose more restrictive
limitations on incurring new debt than Charter Holdings’
indentures, so our subsidiaries that are subject to the Charter
Operating credit facilities may not be permitted to utilize the full
debt incurrence that would otherwise be available under the
Charter Holdings indenture covenants.

Generally, under Charter Holdings™ high-yield indentures:

® Charter Holdings and its restricted subsidiaries are generally
permitted to pay dividends on equity interests, repurchase
interests, or make other specified restricted payments only
if, Charter Holdings can incur $1.00 of new debt under the
Charter Holdings leverage ratio test which requires 8.75 to
1.0 leverage ratio after giving effect to the transaction and if
no default exists or would exist as a consequence of such
incurrence. If those conditions are met, restricted payments
in a total amount of up to 100% of Charter Holding’s
consolidated EBITDA, as defined, minus 1.2 times its
consolidated interest expense, plus 100% of new cash and
non-cash equity proceeds received by Charter Holdings and
not allocated to.the debt incurrence covenant or to.
permitted investments, all cumulatively from March 1999,
the date of the first Charter Holdings indenture, plus
$100 million.

1In addition, Charter Holdings may make distributions or
restricted payments, so long as no default exists or would be
caused by transactions:

@ to repurchase management equity mterests in amounts not
to exceed $10 million per fiscal year,

© regardless of the emstence of any default, to pay pass-
through tax liabilities in respect of ownersh1p of equity
interests in Charter Holdings or its restricted subsidiaries, or

to make other specified restricted payments including -
merger fees up to 1:25% of the transaction value, repur-
chases using concurrent new issuances, and certain divi-
dends on existing subsidiary preferred equity interests.

Charter Holdings and its restricted subsidiaries may not
make investments except permitted investments if there is a
default under the indentures or if, after giving effect to the

transaction, the Charter Holdings Leverage Ratio would be .
above 8.75 to 1.0.
Permitted investments include:

investments by Charter Holdings in restricted subsidiaries
or by réstricted subsidiaries in Charter Holdings, -

investments in productive . assets (mcludmg through equlty
investments) aggregating up to $150 million since March
1999,

investments aggregating up to 100% of new cash equity
proceeds received by Charter Holdings since March 1999
and not allocated to ‘the debt i incurrence or restricted

' payments covenant, and

vother investments, aggregating up to $50 million since
March 1999.

Charter Holdings is not permitted to grant liens on its
assets other than specified permitted liens. Permitted liens
include liens securing debt and other obligations incurred under
our subsidiaries’ credit facilities, liens securing the purchase price
of new assets, liens securing indebtedness of up to $50 million
and other specified liens incurred in the ordinary course of
business. The lien covenant does not restrict liens on assgts of,
subsidiaries of Charter Holdings.

Charter Holdings and Charter Capital, 1ts co-issuer, are
generally not permitted to sell all or substantially all of their
assets or merge with or into other companies unless their
leverage ratio after any such transaction would be no greater
than their leverage ratio immediatély prior to the transaction, or
unless after giving effect to the transaction, the Charter Holdings
Leverage Ratio would be below 8.75 to 1.0, no default exists,
and the surviving entity is a Us. entity that assumes the Charter
Holdings notes.

Charter. Holdings and its restncted sub51d1ar1es may gener-
ally not otherwise sell assets or, in the case of restricted
subsidiaries, issue equity interests, unless they receive considera-
tion at least equal to the falr market value of the assets or equity
interests, consisting of at least 75% in cash, assumption of
liabilities, securities converted into cash within 60 days or
productive assets. Charter Holdings and its restricted subsidiaries
are then required within 365 days after any asset sale either to

“commiit to use the net cash proceeds over a specified threshold. '

to aqquife assets, including current assets, used or useful in 'their
businesses or use the net cash proceeds to repay debt, or to
offer to repurchase the Charter Holdings notes with any
remaining proceeds.

Charter Holdings and its restncted subsidiaries may gener-

~ ally not engage in sale and leaseback transactions unless, at the
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time of the transaction, Charter Holdings could have incurred
secured indebtedness in an amount equal to the present value of
the net rental payments to be made under the lease, and the
sale of the assets and application of proceeds is permitted by the
covenant restricting asset sales.

Charter Holdings’ restricted subsidiaries may generally not
enter into restrictions on their ability to make dividends or
distributions or transfer assets to Charter Holdings on terms that
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are materially: more restrictive than those governing their debt,
lien, asset sale, lease and similar agreements existing when they
entered into the indentures, unless those restrictions are on
customary terms that will not materially impair Charter Hold-
ings’ ability to repay the high-yield notes. -

The restricted subsidiaries of Charter Holdmgs are generally
not permitted to guarantee or-pledge assets to secure ‘debt ‘of
Charter Holdings, unless the guaranteeing subsidiary issues a
guarantee of the notes of comparable priority and tenor, and
waives any rights of reimbursement, indemnity or subrogation
arising from the guarantee transaction for at least one year.

The indentures also restrict the abil 1ty of Charter Holdings
and its restricted subsidiaries to enter into certain transactions
with affiliates involving consideration in excess of $15 million
without a determination by the board of-directors of Charter
Holdings that the transaction is on terms no less favorable than
arms length, or transactions with affiliates involving over
$50 million without receiving an independent opinion as to the
fairness of the transaction addressed to.the holders of the.
Charter Holdings notes.

CCH 1 Holdings, LLC Notes
In September 2005, CIH and CCH 1 Holdmgs Capital Corp
jointly issued $2.5 billion total principal amount of 9.92% to
13.50% senior accreting notes due 2014 and 2015 in exchange
for an aggregate amount of $2.4 billion of Charter Holdings
notes due 2011 and 2012, spread over six series of notes and
with varying interest rates as set forth in the table above under
“Description of Qur Outsta.ndmg Debt ‘The hotes are guara.n‘-"“
teed by Charter Hol dmgs ‘

" The CIH notes are senior debt oblxgatlons of CIH and
CCH I Holdings Capital Corp. They rank equally with all other
current and future unsecured, unsubordinated ‘obligations of CIH
and CCH I Holdings Capital Corp. The CIH notés are - '
structurally subordinated to all obligations of subsididries of CIH, -
including the CCH I notes, the CCH II notes, the CCO
Holdmgs notes, the Renaissance notes, the Charter Operatmg
notes and the Charter Operating credit facilities.

The CIH notes may not be redeemed at the option of the ’
issuers until»‘Sep;ember 30, 2007. On or after such date, the CIH
notes may be redeemed in accordance with the following table.

Note Series Redemptwn Dates " Percentage of Principal
11. 125% 'September 30, 2007 ]anuary 14, 2008 103.708%
January 15, 2008 - january 14, 2009 101.854%
" Thereafter 100.0%
992% September 30, 2007 — Thereafter © 100.0%
10.0%  September 30, 2007 — May 14, 2008 . 103.333%
May 15, 2008 ~ May 14, 2009 ) 101.@67%
Thereafter : 100.0%
11.75% September 30, 2007 — May 14, 2008 103.917%
May 15, 2008 ~ May 14, 2009 101.958%
Thereafter . 100.0%
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Note Series Redemgption Dates Percentage of Principal
13.5% September 30, 2007 ~ January 14, 2008 104.5%
January 15, 2008 — January 14, 2009 102.25%
v Thereafter 100.0%
12.125% September 30, 2007 ~ January 14, 2008 . 106.063%
" January 15, 2008 — January 14, 2009 104.042%
January 15, 2009 - January -14, 2010 102.021%
Thereafter + 100.0%

In the event that a specified change of control event
happens, CIH and CCH I Holdings Capital Corp. must ,of_fer to
repurchase any outstanding notes at a price equal to the srlr‘n_ of
the accreted value of the notes plus accrued and unpaid interest
plus a premium that varies over time. .

The indenture governing the CIH notes contains restrictive
covenants similar to those contained in the indenture governing
the Charter Holdings notes with the following .exceptions:

@ The debt incurrence covenant permits up to $9.75 billion
{rather than $3.5 billion) of debt under credit facilities' (less
the amount of net proceeds of asset sales applied to repay
stich debt as required by the asset sale covenant). ;

CIH and its restricted subsrdrarres are generally permitted |
to pay dividends on equity interests, repurchase interests, or :
- make other specified restricted payments only if, after
giving pro forma effect to the transaction, the CIH
‘Leverage Ratio would be below 8.75 to 1.0 and if no
default exists or would exist as a consequence of such
transaction. If those conditions' are met, restricted payments
are permitted in a total amount.of up to the sum of (1) the
greater of (a) $500 million or (b) 100% of CIH’s ¢onsoli-
dated EBITDA, as defined, minus 1.2 times its consolidated
interest expense each for the period from September 28,
2005 to the end of CIH’s most recently ended full fiscal
- quarter-for which internal financial statements are available,
plus (2)/100% of new cash and non-cash equity proceeds
received by CIH and not allocated to the debt incurrence
covenant or to permitted mvestments all cumulatlvely from
September 28, 2005.

Instead of the $150 million and $50 million permitted
" investment baskets described above, there is a $750 million
permitted investment basket. - - S

CCH I, LLC Notes

In September 2005, CCH I and CCH I Capltal Corp Jomtly
issued $3.5 billion total principal amount of 11% senior secured
notes due October 2015 in exchange for an aggregate amount of
$4.2 billion of certain Charter Holdings notes. The notes are
guaranteed by Chartér Holdings and are secured by a pledge of
100% of the equity interest of CCH I's wholly owned direct
subsidiary, CCH IL. Such pledge is subject to significant
limitations as described in the related pledge agreement. Interest
on the CCH I notes accrues .at 11% per annum and is payable
semi-annually in arrears on each April 1 and October 1,
commencing on April 1, 2006. :
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. The CCH I notes are senior debt obligations of CCH I and
CCH I Capital Corp. To the extent of the value of the
collateral, they rank senior.to all of CCH T's.future unsecured-
senior indebtedness. The CCH I notes are structurally subordi-
nated to all obligations.of subsidiaries of CCH I, including the
CCH 1I notes, CCO Holdings notes, the Renaissance .notes, the-
Charter Operatmg notes and the Charter Operatmg credit-
facilities. -

+~CCH 1 and CCH I Caprtal Corp may, prior to October 1,
2008 in the event of a qualified equity offering providing
sufficient proceeds, redeem up to 35% of the aggregate principal
amount of the CCH'1 notes at a.redemption price of 111% of -
the .principal amount plus accrued and unpaid interest. Aside
from this provision, CCH I and CCH [ Capital Corp. may not
redeem at their option any of the notes prior to October 1,

2010. On or after October 1, 2010, CCH I and CCH I Capital: ~

"Corp. may redeem, in whole or in part, CCH I notes at the
applicable prices (expressed as percentages of principal amount)
listed below, plus accrued and unpaid interest if redeemed ,
dunng the twelve month period beginning on October 1 of the
years hsted below

Percentage

Year

2010 . 105.5%
2011, 102.75%
2012 101.375%
2013 and thereafter - 100.0%

 If a-change of control occurs, each holder of the CCH I.
notes will have the right to require the repurchase of all or any
part of that holder's CCH I notes at 101% of the principal*
amount plus accrued and unpaid interest. . - .|

The indenture governing the CCH I notes contains

restrictive covenants that limit certain transactions or activities
by CCH I and its restricted subsidiaries, including the covenants
summarized below. Substantially all of CCH I's: direct and
indirect subsidiaries are currently restricted subsidiaries.

The covenant in the indenture. governing the CCH I .notes
that restricts incurrence of debt and issuance of preferred stock
"permits CCH.I and its subsidiaries to incur or issue specified

amounts of debt or preferred stock, if, after giving pro forma
effect to'the incurrence or issuance, CCH I could meet a- -
leverage ratio (ratio of consolidated debt to-four times EBITDA,
. as defined, from the most recent fiscal quarter for. which internal
financial reports are available) :of 7.5 to 1.0,

In addition, regardless of whether the leverage ratio could
be met, so long as no default exists or would.result-from the
incurrence or issuance, CCH I and its restricted subsidiaries are
permitted to incur or issue: ‘

e up to $9.75 billion of débt under credit facilities (less the
amount of net proceeds of asset sales applied to repay such
debt as'required by the assét Sa‘l'e covenant)

_.#upto $75 million of debt 1ncurred to finance the purchase
..or capltal lease of new assets;

e up to $300 million'of additional debt for any purpose; and'

e other items of indebtedness for specific purposes such as

. intercompany debt, refinancing of existing debt, and interest
‘rate swaps to provide protection against fluctuation in.
interest rates. .

The: restrlcted subsidiaries of CCHI are generally not
perrmtted to issue debt securities contractually subordinated to
other debt of the issuing subsidiary or preferred stock, in either
case in dny public offering or private placement

The CCH I indenture generally permits CCH I and its

- restricted subsidiaries to incur debt under one category, and
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later reclassify that debt into another category. The Charter
Operating credit facilities generally. impose more restrictive
limitations on incurring new debt than those in the CCH 1
indenture, so our subsidiaries that are subject to credit facilities
are not permitted to utilize the full debt incurrence that would
otherwise be available under the CCH 1 indénture covenants
Generally, under the CCH I indenture: :

" 'CCH 1 and its restricted subsidiaries are permitted to pay
dividends on equity interests, repurchase interests; or make
other specified restricted payments only if CCH I can incur
$1.00 of new debt under the leverage ratio test, which

..requires.that CCH I meet a 7.5 to 1.0 leverage ratio after
giving effect to the transaction, and if no default exists or
would exist as a consequence of such incurrence. If those

..., conditions are met, restricted payments are permitted in a ..
total amount of up to 100% of CCH I's consolidated
EBITDA, as defined, for the period from September 28,
2005 to the end of CCH I's most recently ended full. fiscal
quarter. for which financial statements are available minus
1.3 times its consolidated interest expense for such period,
plus 100%. of new cash and appraised non-cash equity
proceeds received by CCH I and not allocated to certain
investments, from and after. September 28, 2005, plus-
$100 million.

In addition, CCH I and its restricted subsidiaries may make
distributions or restricted payments so long as no default exists
or would be caused by the transactlon '

to repurchase management equity 1nterests 1n amounts not
to exceed $10 million per fiscal year;

©

to pay, regardless of the existence of any default pass-
through tax liabilities in respect of ownership of equity
_interests in CCH I or its restricted subsidiaries;

to enable certain of its parents to pay mterest on certam of
their mdebtedness,

to enable certain of its parents to purchase, redeem or
refinance certain indebtedness, so long as CCH [ could
incur $1.00 of indebtedness under the 7.5 to 1.0 leverage

ratio -test referred to above; or

to make other specified restricted payments including
merger fees up to 1.25% of the transaction value, repur-
‘chases using concurrent new issuances, and certain div‘i-‘
dends on'existing subsidiary preferred equity interests.
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The indenture governing the CCH I notes restricts CCH I
and its restricted subsidiaries from making investments, except
specified permitted investments, or creating new unrestricted
subsidiaries, if there is a default under the indenture or if CCH I
could not incur $1.00 of new debt under the 7.5 to 1.0 leverage
ratio test described above after giving effect to the transaction.

Permitted investments include:

® investments by CCH I and its restricted subsidiaries in
CCH I and in other restricted subsidiaries, or entities that
become restricted subsidiaries as a result of the investment,

® investments aggregating up to 100% of new cash equity
proceeds received by CCH I since September 28, 2005 to
the extent the proceeds have not been allocated to the
restricted payments covenant described above,

e other investments up to $750 million outstanding at any
time, and

e certain specified additional investments, such as investments
in customers and suppliers in the ordinary course of
business and investments received in connection with
permitted‘ asset sales.

CCH I is'not permitted to grant liens on its assets other
than specified permitted liens. Permitted liens include liens
securing the purchase price of new assets, liens securing
obligations up to $50 million and othér specified liens. The lien
covenant does not restrict liens on assets of subsidiaries of
CCHL = : : '

- CCH I and CCH I Capital Corp., its co-issuet, are generally
not permitted to sell all or substantially all of their assets or
merge with or into other companies unless their leverage ratio
after any such transaction would be no greater than their
leverage ratio immediately prior to the transaction, or unless
CCH T and its subsidiaries could incur $1.00 of new debt under
the 7.50 to 1.0 leverage ratio test described above after giving
effect to the transaction, no default exists, and the surviving
entity is a US. entity that assumes the CCH I notes. ‘

CCH I and its restricted subsidiaries may generally not
otherwise sell assets or, in the case of restricted subsidiaries,
issue equity interests, unless they receive consideration at least
equal to the fair market value of the assets or equity interests,
consisting of at least 75% in cash, assumption of liabilities,
securities converted into cash within 60 days or productive
assets. CCH I and its restricted subsidiaries are then required
within 365 days after any asset sale either to commit to use the
net cash proceeds over a specified threshold to acquire assets,

including current assets, used or useful in their businesses or use

the net cash proceeds to repay certain debt, or to offer to
repurchase the CCH I notes with'any remaining proceeds.
- CCH I and its restricted subsidiaries may generally not
engage in sale and leaseback transactions unless, at the time of
" the transaction, CCH I could have incurred secured indebted-
ness in an amount equal to the present value of the net rental
payments to be made under the lease, and the sale of the assets
and application of proceeds is permitted by the covenant
restricting asset sales.
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With certain exceptions, CCH I's restricted subsidiaries may
generally not enter into: restrictions on their ability to make -
dividends or.distributions or transfer assets to CCH L

The restricted subsidiaries. of CCH I are generally not
permitted to guarantee or pledge assets to secure other debt of
CCH I, except in respect of credit facilities unless the
guarantying subsidiary issues a guarantee of the CCH I notes -
and waives any rights of reimbursement, indemnity or subroga-
tion arising from the guarantee transaction for at least one year.

The indenture also restricts the ability of CCH 1 and its
restricted subsidiaries to enter into certain transactions with .
affiliates involving consideration in excess of $15 million without
a determination by the board of directors that the transaction is
on terms no less favorable than arms-length, or transactions
with affiliates involving over $50 million without receiving an
independent opinion as to the fairness of the transaction to the -
holders of the CCH I notes. '

CCH 11, LLC Notes

In September 2003, CCH II and CCH II Capital Corp. jointly
issued approximately $1.6 billion total principal amount ‘of
10.25% senior notes due 2010 and in January 2006, they issued

an additional $450 million principal amount of these notes. The,

CCH 1I notes are general unsecured obligations of CCH II and
CCH 1I Capital Corp. They rank equally with all other current
or future unsubordinated obligations of CCH Il and CCH 1I. -
Capital Corp. The CCH II notes are structurally subordinated to
all obligations of subsidiaries of CCH II, including the CCO
Holdings notes, the Renaissance notes, the Charter Operating
notes and the Charter Operating credit facilities.

Interest on the CCH II notes accrues at 10.25% per. annum
and is payable semi-annually in-arrears on each March 15 and
September 15, commencing on March 15, 2004.

At any time prior to September 15, 2006, the issuers of the
CCH I notes may redeem up to 35% of the total principal .
amount of the CCH II notes on a pro. rata basis at a redemption
price equal to 110.25% of the principal amount of CCH II notes
redeemed, plus any accrued and unpaid interest.

» On or after September 15, 2008, the issuers of the CCH II
notes may redeem all or a part of the notes at a redemption
price that declines ratably from the initial- redemption pricé of
105.125% to a redemption price on or after September 15, 2009-

‘of 100.0% of the principal amount of the CCH II notes

redeemed, plus, in each case, any accrued and unpaid interest.

In the event of specified change of control events, CCH II -
must offer to purchase the outstanding CCH II notes from the
holders at a purchase price equal to 101% of the total principal
amount of the notes, plus any accrued and unpaid interest.

The indenture governing the CCH-II notes contains "
restrictive covenants that limit certain transactions or activities
by CCH II'and its restricted subsidiaries, including the cove-
nants summarized below. Substantially all of CCH ID’s direct and
indirect subsidiaries are éurréntly restricted subsidiaries.

The covenant in the indenture governing the CCH II hotes
that restricts incurrence of debt and issuance of preferred stock
permits CCH II and its subsidiaries to incur or issue specified
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amounts of debt or preferred stock, if, after giving effect to the
incurrence, CCH II could meet a leverage ratio (ratio of
consolidated debt to four times EBITDA from the most recent
fiscal quarter for which 1nternal financial reports are avallable) of
55 to 1.0. ~ ~

In addition, regardless of whether the leverage ratio could
be met, so long as no default exists or would result from the
incusrence or issuance, CCH II and its restncted subsrdlarles are
permitted to incur or issue:

e up to $9.75 billion of debt under credit facilities, including
debt under credit facilities outstandmg on the issue date of
the CCH II notes,

up to $75 million of debt incurred to finance the purchase‘
or capital lease of new assets, , ,

® up to $300 million of additional debt for any purpose, and

e other items-of indebtedness for specific purposes such as
intercompany debt, refinancing of existing debt, and interest
rate swaps to provide protection against fluctuation in

1nterest rates.

The restricted subsidiaries of CCH 1I are generally not
permitted to issue debt securities contractually subordinated to
other debt of the issuing subsidiary or preférred stock, in elther
case in any public or Rule 144 A offering.’

The CCH II indenture permits CCH II and its restricted
subsidiaries to incur debt under one category, and later reclassify
that debt into another category. Our and our subsidiaries’ credit
agreements generally impose more restrictive limitations on
incurring new debt than the CCH II indenture, so we and our -
subsidiaries that are subject to credit agreements are not
permrtted to utilize the full debt incurrence that would
otherwise be available under the CCH 1 indenture covenants.

Generally, under the CCH II indenture, CCH II and its
restricted subsidiaries are permitted to pay dividends on equity
interests, repurchase interests, or make other specified restricted
payments only if CCH II can incur $1.00 of new debt under the
leverage ratio test, which requires that CCH II meet a 5.5 to 1.0
leverage ratio after giving effect to the transaction, and if no
default exists or would exist as a consequence of such
incurrence. If those conditions are met, restricted payments are
permitted in a total amount of up to 100% of CCH II's
consolidated EBITDA, as defined, minus 1.3 times its consoli-
dated interest expense, plus 100% of new cash and non-cash
equity proceeds received by CCH II and not allocated to the
debt incurrence covenant, all cumulatively from the fiscal quarter
commenced July 1, 2003, plus $100 million.

In addition, CCH II may make distributions or restricted
payments, so long as no default exists or would be caused by.
transactions: '

® to repurchase management equity mterests in amounts not
to exceed $10 million per fiscal year,

e regardless of the existence of any default, to pay pass-
through tax liabilities in respect of ownership of equity
interests in CCH II or its restricted subsidiaries,
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regardless of the existence of any default, to pay interest
when due on Charter Holdings notes, CTH notes and
CCH I notes, :

to purchase, redeem or refinance, so long as CCH II could
incur $1.00 of indebtedness under the 5.5 to 1.0 leverage
ratio test referred to above and there is no default, Charter
Holdings notes, CIH notes, CCH I notes, Charter converti-
ble notes, and other direct or indirect parent company
notes,

to make distributions in connection with the private
exchanges pursuant to which the CCH'II notes were
issued, and o

other specified restricted payments including merger fees. up
to 1.25% of the transaction value, repurchases using
concurrent new issuances, and certain dividends on existing
subsidiary preferred equity interests.

¥

The indenture governing the CCH I hotes restricts CCH 11

‘and its restricted 'subsidiaries from making investments, except

specified permitted investments, or creating new unrestricted
subsidiaries, if there is a default under the indenture"or' if
CCH 1I could not incur $1.00 of new debt under the 5.5 to 1.0
leverage ratio test described above after giving eﬁed to the
transaction.

Permitted investments include:

investments by CCH 1I and its restricted subsidiaries in
CCH 11 and in other restricted subsidiaries, or entities that
become restricted subsidiaries as a result of the investment,

investments aggregating up to 100% of new cash equity
proceeds received by CCH I since September 23, 2003 to
the extent the proceeds have not been allocated to the

‘ restricted payments covenant described above, - v

.® 1nvestments resulting from the prlvate exchanges pursuant
' to whrch the CCH II notes were issued,

. other mvestments up to $750 rmlhon outstanding at any
time, and

cértain specified additional investments, such as investments
in customers and suppliers in the ordindry course of
business and investments received in connection with
permitted asset sales. ‘

CCH II is not permitted to grant liens on its assets other
than speciﬁed permitted liens. Permitted liens include liens
securing debt and other obligations incurred under our subsidi-
aries’ credit facilities, liens securing the purchase price of new
assets, and liens securing indebtedness up t6 $50 million and
other specified liens incurred in the ordinary course of business.
The lien covenant does not restrict liens on assets of subsidiaries
of CCH L
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CCO Holdings, LLC Notes
8% Senior Notes due 2013

In November 2003 and August 2005, CCO Holdings and CCO
Holdings Capital Corp. jointly issued $500 million and $300 mil-
lion, respectively, total principal amount-of 84% senior notes
due 2013. et

Interest on the CCO Holdings senior notes accrues at
8%4% per year and is payable semi-annually in arrears on each
May 15 and November 15.

At any time prior to November 15 2006, the i issuers of the
CCO Holdmgs senior notes may redeem up to 35% of the total
principal amount of the CCO Holdings senior notes to the
extent of public equity proceeds they have receivéd on a pro
rata basis at a redemption price equal to 108.75% of the
principal amount of CCO Holdings senior notes redeemed plus
any accrued and unpaid interest.
++ On or after November 15, 2008, the issuers of the CCO
Holdings senior notes may redeem all or a part of the notes at a
redemption price that declines ratably from the initial redemp—
tion price of 104.375% to a redemption price on or after . ,
November 15, 2011 of 100.0% of the principal amount of the |
CCO Holdings senior notes redeemed, plus, in each case, any
accrued and unpaid interest.

Sentor Floating Rate Notes Due 2010

In December 2004, CCO Holdings and CCO Holdings Capital
Corp. jointly issued $550 million total principal amount of senior
floating rate notes due 2010.

The CCO Holdings senior, floating rate notes have an’
annual interest rate of LIBOR plus 4.125%, which resets and is
payable quarterly in arrears on each March. 15, June 15,
September 15 and December 15..

At any time prior to December 13, 2006, CCO Holdlngs
and CCO Holdings Capital Corp. may redeem up to 35% of the
notes in an amount not to exceed the amount of proceeds of
one or more public equity offerings at a redemptlon price equal
to 100% of the principal amount, plus a premium equal to the
interest rate per annum applicable to the notes on the date
notice of redemption is given, plus accrued and unpaid interest,
if any, to. the redemption date, provided that at least 65% of the
original aggregate principal amount of the notes issued remains
outstanding after the redemption.

CCO Holdings and CCO Holdlngs Capxtal Corp.- may
redeem the notes in whole or in part-at the issuers’ option from
December 15, 2006 until December 14, 2007 for 102% of the
principal amount, from December 15, 2007 until December 14;
2008 for 101% of the principal amount and from and after -
December 15, 2008, at par, in each case, plus accrued and
unpaid interest. -

Addstional terms of the CCO Holdings Sensor Notes and Senior
Floating Rate Notes

The CCO Holdings notes are general unsecured obligations of
CCO Holdings and CCO Holdings Capital Corp. They rank
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equally with all other current or future unsubordinated obliga- .
tions of CCO Holdings and CCO Holdings Capital Corp. The
CCO Holdings notes are structurally subordinatéd to all

“obligations of subsidiaries ‘of CCO Holdings, including the

Renaissance notes, the Charter Operating notes and the Charter
Operating credit facilities.

‘In the event of specified change of control events, CCO
Holdings must offer to purchase the outstanding CCO Holdings
senior notes from the holders at a purchase price equal to 101%
of the total pnncxpal amount of the notes, plus any accrued and
unpaid interest.

The indenture governmg the CCO Holdmgs senior notes
contains restrictive covenants that limit certain transactions or
activities by CCO Holdings ‘and its restricted subsidiaries;
including the covenants summarized below. Substantially all of
CCO Holdings' direct and indirect subsidiaries are currently
restricted subsidiaries.

" The covenant in the indenture govermng the CCO Hold-
ings senior notes that restricts incurrence’ of ‘debt and issuance of
preferred stock permits CCO Holdings and its subsidiaries to
incur or issue specified amounts of debt or preferred stock, if,
after giving pro forma effect to the incurrence or issuance, CCO
Holdings could meet a leverage, ratio (ratio of consolidated debt
to four times EBITDA, as defined, from the most recent fiscal .
quarter for which internal financial reports are available) of 4.5
to 1L.0. .

In addition, regardless of whether the leverage ratio could
be met, so long as no default exists or would result from the
incurrence or issuance, CCO Holdings and its restricted subsidi-
anes are permitted to incur or issue:

® up to $9.75 billion of debt under credit facilities, 1nclud1ng
debt under credit facilities outstandmg on'the issue date of
the CCO Holdings senior notes,

up to $75 million of debt incurred to finance the,purc'h‘as,e_‘.
or capital lease of new assets,

: ® up to $300 million of additional debt for any purpose, and

o other items ‘of indebtedness for specific purposes such as
intercompany debt, refinancing of existing debt, and interest
rate sWaps to provide protection against fluctuation in
interest rates ‘

The restricted: sub51d1ar1es of CCO Holdmgs are generally
not permitted to issue debt securities contractually subordinated
to other debt of the issuing subsidiary. or preferred stock, in .
either case in anypublic or Rule 144A offering. v

The CCO Holdings indenture permits CCO Holdlngs and
its restricted subsidiariés to incur debt under one catégory, and
later ‘reclassify that debt into another category. The Charter
Operating credit facilities generally impose more restrictive
llmitations on incurring new debt than CCO Holdings inden-
ture, so our subsidiaries that are subject to credit fac1llt1es are
not permitted to utilize the full debt incurrence that would
otherwise be available under the CCO Holdmgs indenture
covenants. '
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Generally, under CCO Holdings’ indenture:

e CCO Holdmgs and its restricted’ subsidiaries are permitted '
to pay dividends on equrty mterests, repurchase interests, or
make other specified restricted payments only if CCO '
‘Holdmgs can incur $1.00 of new debt under the leverage -
ratio test, which requires that CCO Holdings meet a 4.5 to
1.0 leverage ratio after giving effect to the transactxon and
if no default exists or would exist as a consequence of such
incurrence. If those condltlons are met, restricted payments
are perm1tted in a total amount of up to 100% of CCO
Holdings™ consolidated EBITDA, as defined, minus 1.3
times its consolidated interest expense, plus 100% of new '
cash and appraised non-cash equity proceeds received by
CCO ' Holdings and not allocated to the debt incurrence

" covenant, all cumulatively from the fiscal quartér com-
menced October 1, 2003, plus $100"million.

In addition, CCO Holdings may make distributions or
restricted payments, so long as no default exists or would be
caused by the transactlon '

e to repurchase ma.nagement equity mterests in amounts not
to exceed $10 million per fiscal year; '

® to pay, regardless of the existence of any default, pass-
through tax liabilities in respect of ownership of equity
interests in Charter Holdmgs or its restricted subs1d1anes

® to pay, regardless of the existence of any default mterest
~when due on the Charter convertible notes, Charter ..
Holdings notes, CIH notes, CCH I notes and the CCH II .

notes; ) . '

© to purchase, redeem or refinance Charter Holdings notes,
CIH notes, CCH 1 notes, CCH II'notes, Charter notes, and
other direct or indirect parent company notes, so long as
CCO Holdings could incur $1.00 of indebtedness under the
.45 t0.1.0 leverage ratio test referred to above and there is
no default or-

e to'make other specified restricted payments including -
merger fees up to 1.25% of the transaction value, repur-
chases using concurrent new issuances, and certain divi-
dends on existing subsidiary preferred equity interests.

The indenture governing the CCO Holdings senior notes
restricts CCO Holdings and its restricted subsidiaries from
making investments, except specified perrmtted investments, or
creating new unrestricted subs1d1ar1es if there is a default under
the indenture or if CCO Holdmgs could not incur $1.00 of new
debt under the 4.5 to 1.0 leverage ratio test descnbed above ’
after giving effect to the transaction.

Permitted mvestments include:

* o investments by CCO Holdings and its restricted subsrdlanes
in CCO Holdings and in other restricted subsidiaries, or -
entities that become restricted subsidiaries as a result of the
investment, ‘

@ investments aggregatmg up to 100% of tiew cash equity
proceeds received. by CCO Holdings since November 10,

2003 to the extent the proceeds have not been allocated to
the restricted payments covenant described above,

e other investments up to $750 million outstanding at any
time, and '

® certain specified additional investments, such as investments
in customers and suppliers in the ordinary course of
business and investments received in connection with
permitted asset sales.

CCO Holdings is not permitted to grant liens on its assets
other than specified permitted liens. Permitted liens include liens
seclring debt and other obllgat1ons incurred under our subsidi-
aries’ credit facilities, liens securing the purchase price of new
assets, liens securing indebtedness up to $50 million and other
specified liens incurred in the ordinary course of business; The
lien covenant does not restrict liens on assets of subsidiaries of
CCO Holdings.

- CCO Holdings and CCO Holdmgs Capltal its co-issuer, are
generally not permitted to sell all or substantially all of their
assets or merge with or into other companies unless their
leverage ratio after any such transaction would be no greater
than their leverage ratio immediately prior to the transaction, or
unless CCO Holdings and.its subsidiaries could incur $1.00 of
new debt under the 4.50 to 1.0 leverage ratio test described
abave after giving effect to the transaction, no default exists, and
the surviving entity is a U.S. entity that assumes the CCO
Holdings senior notes. ‘

~ CCO Holdings and its restricted subsidiaries may generally
not otherwise sell assets or, in the case of restricted subsidiaries,
issye equity interests, unless they receive consideration at least
equal to the fair market value of the assets or equity interests,
consisting of at least 75% in cash, assumption of liabilities,
securities converted into cash within 60 days or productive
assets. CCO Holdings and its restricted subsidiaries are then
required within 365 days after any asset sale either to commit to
use the net cash proceeds over a specified threshold to acquire
assets, including current assets, used or useful in their businesses
or use the net cash proceeds to repay debt, or to offer to
repurchase the CCO Holdings senior notes with any remaining
proceeds.

CCO Holdings and its restrlcted subsrdlanes may generally
not engage in sale and leaseback transactions unless, at the time
of the transaction, CCO Holdings could have incurred secured-
indebtedness \in. an amount equal to the present value of the net
rental payments to -be made under the lease, and the sale of the
assets and application of proceeds is permitted by the covenant
restricting asset sales.

CCO Holdings’ restricted subsxdlanes may generally not
enter .into restrictions: on their ability to make dividends or
distributions or transfer assets to CCO Holdings on terms that
are materially more restrictive than those governing their debt,
lien, asset sale, lease and similar agreements existing when they

_entered into the indenture, unless those restrictions are on

customary terms that will not materially impair CCO Holdings’
ability to repay its notes.
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The restricted .subsidiaries of CCO Holdings are generally
not permitted to guarantee or pledge assets to secure debt of
CCO Holdings, unless the guarantying subsidiary issues a
guarantee of the notes of comparable priority and tenor, and
walives any rights of reimbursement, indemnity or subrogation
arising from the guarantee transaction for at least one year:

The indenture also restricts the ability of CCO Holdings
and its restricted subsidiaries to enter into certain transactions
with affiliates involving consideration in excess of $15 million
without a determination by the board of directors that the
transaction is on terms no less favorable than arms—length or
transactions with affiliates involving over $50 mllhon without
receiving an independent opinion as to the fairness- of the -
transaction to the holders of the CCO Holdings notes.

Bridge Loan

In October 2005, CCO Holdings and CCO Holdings Capxtal
Corp., as guarantor thereunder, entered into the bridge loan
with the Lenders whereby the Lenders have committed to make
loans to CCO Holdings in an aggregate amount ‘of $600 million.
In January 2006, upon the issuance of $450 million principal
amount CCH II notes, the commitment under the bridge loan
agreement was reduced to $435 million. CCO Holdings may;
subject to certain conditions, including the satisfaction of certair
of the conditions to borrowing under the credit facilities, draw -
upon the facility between January 2, 2006 and September 29,
2006 and the loans will mature on the sixth anniversary 'of the
first borrowing under the bridge loan. Each loan will accrue-
interest at a rate equal to an adjusted LIBOR rate plus a spread.
The spread will initially be 450 basis points and will increase

(a) by an additional 25 basis points at the end of the six-month-
period following the date of the first borrowing, (b} by an
additional 25 basis points-at the end of each of the next two
subsequent three month periods and (c) by 62.5 basis points at -
the end of each of the next two subsequent three-month
periods. ,

Beginning on the first anniversary of the first date that’
CCO Holdings borrows under the bridge loan and at any time'
thereafter, any Lender will have the.option to receive “exchange
notes” (the terms of which are described-below, the “Exchange
Notes”) in exchange for any loan that has not been repaid by -
that date. Upon the earlier of (x) the date that at least a
majority of all loans that have -been outstanding-have been
exchanged for Exchange Notes and (y) the date that is - "

18 months after the first date that CCO Holdings borrows
under the bridge loan, the remainder of loans will be automati-
cally exchanged for Exchange Notes. :

As conditions to each draw, (i) there shall be no default
under the bridge loan, (ii) all the represeéntations and warranties
under the bridge loan shall be true and correct in all material
respects and (iii) all conditions to borrowing under the' Charter
Operating credit facilities (with certain exceptions) shall be-
satisfied. R .

The aggregate unused commitment will be reduced by
100% of the net proceeds from certain asset sales, to the extent
such net proceeds have not been used to prepay loans or
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Exchange Notes. However, asset sales that generate net pro-
ceeds of less than $75 million will not be subject to such
commitment reduction obligation, unless the aggregate net
proceeds from such asset sales exceed $200 million, in which
case the aggregate unused commitment will be reduced by the
amount of such excess.

CCO Holdings will be required to prepay loans (and
redeem or offer to repurchase Exchange Notes, if issued) from
the net };roceeds from (i) the issuance of equity or incurrence of
debt by Charter and its subsidiaries, with certain exceptions, and
(ii) certain asset sales (to the extent not used for purposes
permxtted under the bridge loan).

.The covenants and events of default applicable to
cCo Holdings under the bridge loan are similar to the
covenants and events of default in the indenture for the senior
secured notes of CCH I with various additional limitations.

The Exchange Notes will mature on the sixth anniversary
of the first borrowing under the bridge loan. The Exchange
Notes will bear interest at a rate equal to the rate that would
have been borne by the loans. The same mandatory redemption
provisions will apply to the Exchange Notes as applied to the
loans, except that CCO Holdings will be required to make an
offer to redeem upon the occurrence of a change of control at
101% of principal amount plus accrued and unpaid interest.

The Exchange Notes will, if held by a person other than an
initial lender or an affiliate thereof, be (a) non- ~callable for the
first three years after the first borrowing date and (b) thereafter,
callable at par plus dccrued interest plus a premium equal to
50%of the coupon in effect on the first anniversary of the first
borrowing date, which premium shall decline to 25% of such
coupen in the fourth year and to zero thereafter. Otherwise, the
Exchange Notes will be callable at any time at 100% of the
amount thereof plus accrued and unpaid interest. -

Charter Communications Operating, LLC Notes

On April 27, 2004, Charter Operating and Charter Communica-
tions Operating Capital Corp. jointly issued $1.1 billion of

8% senior second-lien notes due.2012 and $400 million of
8¥:% senior second-lien notes due 2014, for total gross, proceeds
of $1.5 billion. In March and June 2005, Charter Operating
consummated exchange transactions. with a small number of
institutional holders of Charter Holdings 8.25% senior notes due
2007 pursuant to which Charter Operating issued, in private
placement transactions, approximately $333 million principal
amount of its 8%s% senior second-lien notes due 2014 in
exchange for approximately $346 ‘million of the Charter Hold-
ings 8.25% semor notes due 2007, Interest on the Charter
Operating Rotes is payable semi- annually in arrears on each
April 30 and October 30.

The Charter Operating notes were sold in a private -
transaction that was not subject to the registration requirements
of the Securities Act of 1933. The Charter Operating notes are
not expected to have the benefit of any exchange or other
registration rights, except in specified limited circumstances.

On the issue date of the Charter Operating notes, because
of restrictions contained in the Charter Holdings indentures,
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there were no Charter Operating note guarantees, even though
Charter Operating’s immediate parent, CCO Holdings, and
certain of our subsidiaries.were obligors and/or guarantors
under the Charter Operating credit facilities. Upon the occur-
rence of the guarantee and pledge date (generally, the fifth
business day after the Charter Holdings. leverage ratio was
certified to be below 8.75 to 1.0), CCO Holdings and those
subsidiaries of Charter Operating that were then guarantors of,
or otherwise obligors with respect to, indebtedness under the
Charter Operating credit facilities and related obligations were
required to guarantee the Charter Operating notes. The note
guarantee of each such guarantor is:

® a senior obligétioh of suich guarantori

)

e structurally senior to the outstanding CCO Holdings notes
(except in the case of CCO Holdings’ note guarantee,
which is structurally pars passu with such senior notes), the
outstanding CCH II notes, the outstanding CCH I notes,
the outstanding CIH notes, the outstanding Charter Hold-
ings notes and the outstanding Charter convertible senior
notes (but subject to provisions in the Charter Operating
indenture that permit interest and, subject to meeting the
425 to 1.0 leverage ratio test, principal payments to be
made thereon); and

senior 'in right of payment to any future subordinated
indebtedness of such guarantor. ‘

As a result of the above leverage ratio test being met, CCO
Holdings and certain of its subsidiaries provided the additional .
guarantees, described above during the first quarter of 2005.

All the subsidiaries of Charter Operatmg (except CCO NR
Sub, LLC, and certain other subsidiaries that are not deemed
material and are designated as nonrecourse subsidiaries under
the Charter Operating credit facilities) are restrlcted subsidiaries
of Charter Operating under the Charter Operating notes.
Unrestricted subsidiaries generally will not be subject to the .
restrictive covenants in the Charter Operating indenture.

In the event of specified change of control events, Charter
Operating must offer to purchase the Charter Operating notes at
a purchase price equal to 101% of the total principal amount of
the Charter Operating notes repurchased plus any accrued and
unpaid interest thereon.

The limitations on incurrence of debt contained in the
indenture governing the Charter Operating notes permit Charter
Operating and its restricted subsidiaries that are guarantors of
the Charter Operating notes to incur additional debt or issue
shares of preferred stock if, after giving pro forma effect to the
incurrence, Charter Operating could meet a leverage ratio test
(ratio of consolidated debt to four times EBITDA, as defined,
from the most recent fiscal quarter for which internal financial
reports are available) of 4.25 to 1.0.

In addition, regardless of whether the leverage ratio test
could be met, so long as no default exists or would result from

the incurrence or issuance, Charter Operating and 1ts restncted
subsrdrames are permitted to incur or issue:

e up o $6.5 billion of debt under credit facilities (but such
incurrence is.permitted only by Charter Operating and its
restricted subsidiaries that are guarantors of the Charter

+ Operating notes, so long as there are such guarantors),
including debt under credit facilities outstanding on the
issue date of the Charter Operating notes;

e up to $75 million of debt incurred to finance the purchase
or capital lease of assets;

up to $300 million of additional debt for any purpose and

other items of indebtedness for spec1ﬁc purposes such as

refinancing of existing debt and interest rate swaps to ‘

provide protéction against fluctuation in interest rates and,
subject to imeeting the leverage ratio test, debt ex1st1ng at
the time of acqursrtron of a restricted subs1d1ary

The 1ndenture governing the Charter Operating notes
permlts Charter Operating to incur debt under one of the,
categories above, and later reclassify the debt into a different
category. The Charter Operating credit facilities generally
impose more restrictive limitations on. incurring new debt than
the Charter Operating indenture, so our subsidiaries that are
subject to the Charter Operating credit facilities are not
permitted to, utilize the full debt incurrence that would
otherwise be available under the Charter Operating indenture
covenants, , ‘

Generally, under Charter Operating’s indenture Charter
Operating and its restricted subsidiaries are permitted to pay
dividends on equity interests, repurchase interests, or make other
specified restricted payments only if Charter Operating could
incur $1.00 of new debt under the leverage ratio test, which
requires that Charter Operating meet a 4.25 to 1.0 leverage ratio
after giving effect to the transaction, and if no default exists or
would exist as a consequence of such incurrence. If those
conditions are met, restricted payments are permitted in a total
amount of up to 100% of Charter Operating"s consolidated
EBITDA, as defined, minus 1.3 times its consolidated interest
expense, plus 100% of new cash and appraised non-cash -equity
proceeds received by Charter Operating and not allocated to the
debt incurrence covenant, all'cumulatively from the ﬁscal quarter
commenced Aprit 1, 2004; plus $100 million. '

In addition, Charter Operating may make distributions or
restricted payments, so long as no default exists or would be-
caused by the transaction:

®'to repurchase management equity interests in amounts not
to exceed $10 million per fiscal year;

e regardless of the existence of any default, to pay pass--
through tax liabilities in respect of ownership of equity .:
interests in Charter Operating or its restricted subsidiaries;

® to pay, regardless of the existence of any default, interest
when due on the Charter convertible notes, Charter
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Holdings notes, the CIH notes, the CCH I notes, the
CCH 1I notes and the CCO Holdings notes; :

® to purchase, redeem or refinance the Charter Holdings
notes,'the CIH notes, the CCH I notes, the CCH II notes,
the:CCO Holdings notes, the Charter convertible notes,
and other direct or indirect parent company notes; so long
as Charter Operating could incur: $1.00 of indebtedness
under the 4.25 to 1.0 leverage ratio test referred to.above
and there is no default or

e to make other specified restricted payments mcludmg
merger fees up to 1.25% of the transaction value, repur-
‘chases using concurrent new issuances, and certain divi-
dends on ex1st1ng subsidiary preferred’ equlty interests.

¢

The mdenture governing the Charter Operatmg notes
restncts Charter Operatmg and its, restricted sub51d1arles from
making investments, except specxﬁed permltted investments, or
creating new unrestricted subsidiaries, if there is a default under
the indenture or if Charter Operating could not incur $1:00 of
new debt under the 4.25 to 1.0 leverage ratio test described -
above after giving effect to the transaétion.

Permitted mvestments mclude

¢ investments by Charter Operating and its restncted subsxdx-
aries in Charter Operating and in other restricted subsidiar-
ies, or entities that become restncted sub31d1ar1es as'a result
of the investment, co : :

® investments aggregating up to 100% of new cash equnty
proceeds received by Charter Operatmg since April 27, .
2004 to the extent the proceeds have not been allocated to
the restricted payments covenant descrlbed above,

e other investments up te $750 million outstandmg at' any
‘time, and '

‘e certain specified additional investments, ‘such as investments
in customers and supphers in the ordinary course 6f
business and mvestments recelved in connectlon with
permltted asset sales. ‘

Charter Operatmg a.nd its restrlcted sub51d1ar1es are not.
permitted to -grant liens senior to the liens securing the Charter
Operating notes, other than permitted liens, on their. assets to
secure indebtedness or. other obligations, if, after giving effect to
such incurrence, the senior secured leverage ratio (generally, the
ratio of obligations secured by first priority liens to four times.
EBITDA, as defined, from the most recent fiscal quarter for .- -
which internal financial reports are available) would exceed 3.75
to 1.0. Permiitted liens include liens securing indebtedness and
other obligations under permitted credit facilities, liens securing
the purchase price of new assets, liens securing-indebtedness of
up to $50 million and other specified liens 1ncurred in the
ordinary course of business. ‘ .

Charter Operating and Charter Commumcanons Operatmg
Capital Corp,, its co-issuer, are generally not permltted to sell all
or substantially all of their assets or merge with or into other
companies unless their leverage ratio after any such transaction

would be no greater than their leverage ratio immediately prior
to the transaction, or unless Charter Operating and its subsidiar-
ies could incur $1.00 of new debt under the 425 to 1.0 leverage
ratio test described above after giving effect to the transaction,
no default exists, and. the surviving entity is a U.S. entlty that.
assumes the Charter Operating notes. . :

Charter Operating and its restricted subsidiaries generally
may not otherwise sell assets or, in the ‘case of restricted
subsidiaries, issue equity interests, unless they receive considera-
tion. at least.equal to the fair market valde of the assets ‘or equity
interests, consisting of at least 75%.in cash, assumption of . -
liabilities, securities converted into cash-within 60 days.or .
productive assets. Charter Operating and its restricted subsidiar-
ies are then required within 365 days after any asset sale-either
to commit to use the net cash proceeds over a specified -
threshold to ‘dcquire assets, including current assets, uséd or
useful in their businesses'or use the net cash proceeds to'repay
debt, or to offer to repurchase the Charter Operatmg notes with
any remaining proceeds. 4 :

*Charter Operating and its restricted subsidiaries may -
generally not engage in sale and leaseback transactions unless, at
the time of the transaction, Charter Operating could have
incurred secured indebtedness in an amount equal to the present
value of the net rental payments to be made under the lease,
and the sale of the assets and application of proceeds is
permitted by the covenant restricting asset sales.

Charter Operatmgs restricted subsidiaries may generally not
enter into restrictions on their ability to make dividends or
distributions or transfer assets to Charter Operating on terms-
that are materially more restrictive than those governing their
debt, lien, asset sale, léase and similar agreements emstmg when
Charter Operating’ entered info the indenture governing the -
Charter Operating senior second- lien hotes unless thdse restric-
tions are on customary terms that will not matenally 1mpa1r :
Charter Operating’s abxhty to repay ‘the Charter Operatmg
notes.

The restricted subsidiaries of Charter Operating are gener-
ally not permitted to guarantee or pledge assets to secure debt

‘of Charter Operating, unless the guarantying-subsidiary issués a

guarantee of the notes of comparable priority and' tenor, and -

" waives any rights of reimbursement, indemnity or subrogation -

arising from the guarantee transaction for at least one year.
The indenture also restricts the ability of Charter Operating
and its restricted subsidiaries to enter into certain transactions

" with affiliates involving consideration in’ excess of $15 million
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without a determination by the board of directors that the
transaction is on térms no less favorable than arms-length, or”
transactions with affiliates mvolvmg ovér $50 million without
receiving an independent opinion as to the fairness of the
transaction to the holders of the Charter Operating notes."

Charter Operating and its restricted subsidiaries are gener-
ally not permitted to transfer equity interests in restricted ’
subsidiaries unless the transfer is of all 'of the equity interests'in
the restricted subsidiary or the restricted subsidiary remains a.
restricted subsidiary and net proceeds of the equity sale are
applied in accordance with the asset sales covenant.
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Until the guarantee and. pledge date, tthe Charter Operating
notes are secured by a second-priority lien on all of Charter
Operating’s assets that secure the obligations of Charter Operat-
ing.under the Charter Operating credit facility and specified
related obligations. The: collateral secures the ‘obligations of
Charter Operating with.respect to the 8% senior second-lien .
notes due 2012 and the 8%s% senior second-lien notes due 2014
on a ratable basis. The collateral consists-of substantially all of
Charter Operating’s asséts in.which security interests may be
perfected under the Uniform Commercial Code by filing a
financing statement (including capital stock and intercompany
obligations), including, but not li.mited‘tO'

o all of the caprtal stock of all of Charter Operating’s drrect
" subsidiaries, including, but not limited to, CCO NR
Holclmgs, LLC and

all intercompany obllgatlons owing to Charter Operatmg
including, but not limited to, intercompany notes from CC
- VI Operating, CC VIII Operating and Falcon, which notes
are supported by the same guarantees and collateral that .
supported these subsidiaries’ credit facilities prior to,the |
amendment -and restatement. of the Charter Operating
.credit facilities.

* Since the occurrence of the guaranteé and pledge date, the
collateral for the Charter Operating notes consists of all of
Charter Operating’s and its' subsidiaries’ assets that secure the
obligations of Charter Operating or any subsidiary of Charter
Operating with respect 'to the Charter Operating credit facilities
and the related obligations. The collateral currently consists of
the capital stock of Chartér Operating held by CCO Holdings,
all of the intércompany obligations owing to CCO Holdings by
Charter Operating or any subsidiary of Charter Operating, and
substantially all of Charter Operating’s and the guarantors’ assets
(other than the assets of CCO Holdings) in which security
interests may be perfected under the Uniform Commercial Code
by filing a financing statement’ (including capital stock and
intercompany obllgatlons) mcludmg, but not limited to:

¢ with certain exceptlons all capltal stock (hmlted in the case
of capital stock of fore1gn subsidiaries, if any, to 66% of the
capital stock of first tier foreign Subsidiaries) held by
Charter Operating or any guarantor; and

e with certain exceptions, all intercompany obhgatlons owing
to Charter Operating or any guarantor. :

In March 2005, CC V Holdmgs LLC redeemed in full the
notes outstanding under the CC V indenture, Following that
redemption CC V Holdlngs LLC and its subsidiaries guaranteed
the Charter Operating credit facrlrtles and the related obligations
and secured those. guarantees ‘with ﬁrst-pnorrty l1ens, and
guaranteed the notes and secured the Charter Operatmg senior

second lien notes with second- -priority liens, on substantially all -

of their assets in which security interests may be perfected

.under the Uniform Commercial Code by filing a financing -
statement (including capital stock and 1ntercompany
obligations).
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*In addition, if Charter Operating or its subsidiaries exercise
any option to redeem in full the notes outstanding under the
Renaissance indenture, then, provided that the Levérage Condi-
tion remains satisfied, the Renaissance entities will be required
to provide corresponding ‘guarantees of the Charter Operating.. "
credit facilities and related obligations and note guarantees and
to secure the Charter Operating notes and the Charter.
Operating credrt facilities and related obligations w1th corre-
spondmg hens .

In the event that additional llens are granted by Charter
Operating or its subsidiaries to secure obligations under the
Charter Operating credit facilities or the related obligations,
second -priority liens on the same assets will- be granted to
secure the Charter Operating notes, which liens will be subject
to the provisions of an intercreditor agreement (to which none
of Charter Operating or its affiliates are parties). Notwithstand-
ing the foregoing sentence, no such second priority liens need
be provided if the time such lien would otherwise be granted is
not during a guarantee and pledge availability period (when the
Leverage Condition is satisfied), but such second priority liens
will be'required to be provided in accordance with the foregoing
sentence on or prior to the fifth business day of the commence-
ment of the next succeedmg guarantee and pledge avallabrllty
period. '

Renaissance Media Nntes
The 10% senior discount notes due 2008 were issued by
Renaissance Media (Lours1ana) LLC, Renaissance Media (Ten-
nessee) LLC and Renaissance Media Holdings Capital Corpora-
tion, with Renaissance Media Group LLC as guarantor and the
United States Trust Company of New York as trustee: Renais-
sance Media Group LLC; which is the direct or indirect parent
company of these issuers, is a subsidiary of Charter Operating.
The Renaissance 10% notes and the Renaissance guarantee are
unsecured, unsubordinated debt of the issuers and the-guarantor,
respectively. In- October 1998, the issuers of thie Renaissance-
notes exchanged $163 million of the original issued and
outstanding Renaissance notes for an equivalent value of new
Renaissance notes. The form and terms of the new Renaissance
notes are-the same in all material respects .as the form and terms
of the original Renaissance notes except that the issuance of the
new Renaissance notes was registered under the Securities Act.
Interest on the Renaissance notes is payable semi-annually
in arrears in cash at a rate of 10% per year. The Renaissance
notes are redeemable at the option of the issuers thereof, in .
whole or in part, initially at 105% of their principal amount at
maturity, plus accrued interest, declining to 100% of the
principal amount at maturity, plus accrued interest, on- or after
April 15, 2006. : : -
~Our acquisition of Renaissance triggered change of control
prov151ons of the Renaissance notes that required us to offer to- -
purchase the Renaissance notes at a purchase price equal to
101% of their accreted value on the date of the purchase, plus
accrued interest, if any. In May 1999, we made an offer to
repurchase the Renaissance notes, and holders of Renaissance |
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notes representing 30% of the total principal amount outstand-
ing at maturity tendered their Renaissance notes for repurchase.
The limitations on:incurrence of debt contained in the
indenture governing the Renaissance notes permit Renaissance
Media Group and its restricted subsidiaries to incur additional -
debt, so-long as they are not in default under the indenture:

¢ if after giving effect to the incurrence, Renaissance Media
Group could meét a leverage ratio (ratio of consolidated
debt to four times consolidated EBITDA, as defined, from
the most recent quarter) of 6.75 to 1.0, and, regardless of
whether the leverage ratio could be met,

up to the greater of $200 mxlhon or 4.5 tlmes Renalssance
Media Group’s consolidated annualized EBITDA as ..
_ defined,

up to an amount equal to 5% of Renaissance Media
"Group’s consolidated total assets to finance the purchase of
new assets, ‘

up to two times the sum of (a) the net cash proceeds of
new equity issuances and capital contnbutlons and, (b) 80%
of the fair market value of property received by Renalssance

“Media Group or an issuer as a capital contrlbutlon, in each
case received after the issue date of the Renalssance notes
and not allocated to make restrxcted payments and

¢ other items of indebtedness for spemﬁc purposes such as
intercompany debt, refinancing of existing debt and interest
rate.swaps to provide protection against fluctuation in
linterest rates.

‘The indenture governing the Renaissance notes permits us
to incur debt under one of the categorles above, and reclassify
the'debt into a different category.

+ Under the indenture governing the Renaissance notes,
Renaissance Media Group and its restricted subsidiaries are -
permitted to pay dividends on equity interests, repurchase
interests, make restricted investments, or make other specified -
restricted payments only if Renaissance Media Group could
incur $1.00 of additional debt under the debt incurrence test,
which requires that Reraissance Media Group meet the 6.75 to
1.0 leverage ratio after giving effect to the transaction' of the
indebtedness covenant and that no default exists or would occur
as.a consequence thereof, If those conditions are met, Renais-
sance Media Group and its restricted subsididries are permitted
to make restricted payments in a total amount not to exceed the
result of 100% of Renaissance Media Group’s consolidated
EBITDA, as defined, minus 130% of its consolidated interest "'
expense, plus 100% of new cash equity proceeds received by
Renaissance Media Group and not allocated to the indebtedness
covenant, plus. returns on certain investments, all cumulatively
from June 1998. Renaissance Media Group and its restricted-
subsidiaries may make permitted investments up to $2 million in
related businesses and other specified permitted investments,
restricted payments up to $10 million, dividends up to 6% each
year of the net cash proceeds of public equity offerings, and

other specified restricted payments without meeting the forego-
ing test.

Renaissance Media Group and its restricted subsxdlanes are
not permitted to grant liens on their assets other than specified
permitted liens, unless corresponding liens are granted to secure
the Renaissance notes. Permitted liens include liens securing -
debt permitted to be incurred under credit facilities, liens . - .
securing debt incurred under the incurrence of indebtedness test,
in amounts up to the greater of $200 million or 4.5 times
Renaissance Media Group’s consolidated EBITDA, as defined,
liens as deposits for acquisitions up to 10% of the estimated '
purchase price, liens securing. permitted financings of new assets,
liens securing debt permitted to be incurred by restricted
subsidiaries, and specified liens incurred in the ordinary course
of business.

Renaissance Media Group and the issuers of the Renais-
sance notes are generally not permitted to sell or otherwise
dispose of all or substantially all of their assets or merge with or
into other ¢ompanies unless their consolidated net worth after
any such transaction would be equal to or greater than their
consolidated net worth: immediately prior to the transaction, or
unless Renaissance Media Group could incur $1.00 of additional
debt under the debt incurrence test, which would require them
to meet a leverage ratio of 6.75 to 1.00 after giving effect to the
transaction. ] -

_Renaissance Media Group and its subsidiaries may gener-
ally not otherwise sell assets or, in the case of subsidiaries,

' equity interests, unless they receive consideration at least equal
to the fair market value of the assets, consisting of at least 75%
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cash, temporary cash investments or assumption of debt.
Charter Holdings and its restricted subsidiaries are then required
within 12 months after any asset sale either to commit to use
the net cash proceeds over a specified threshold either to
acquire assets used in their own or related businesses or use the
net cash proceeds to repay debt, or to offer to repurchase the
Renaissance notes with any remaining proceeds.

Renaissance Media Group and its restricted subsidiaries
may generally not engage in sale and leaseback transactions
unless the lease term does not exceed three yeafs or the
proceeds are apphed in accordance with the covenant limiting
asset sales.

Renaissance Media Group’s restricted subsidiaries may’
generally not enter into restrictions on their abilities to make
dividends or distributions or transfer assets to Renaissance
Media Group except those not more restrictive than is
customary in comparable financings.

The restricted subsidiaries of Renaissance Media Croup are
not permitted to guarantee or pledge assets to secure debt of
the Renaissance Media Group or its restricted subsidiaries,
unless the guarantying subsidiary issues a guarantee of the
Renaissance notes of comparable priority and tenor, and waives
any rights of reimbursement, indemnity or subrogation arlslng
from the guarantee transaction.

Renaissance Media Group and its restricted subsidiaries are
generally not permitted to issue or sell equity interests in
restricted subsidiaries, except sales of common stock of
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restricted subsidiaries so long as the proceeds of the sale are
applied in accordance with the asset sale covenant, and
issuances as a result of which the restricted subsidiary is no
longer a restricted subsidiary and 'any remaining investment in .
that subsidiary is permitted by the covenant limiting restricted
payments. ' '

The indenture governirig the Renaissance notes also
restricts the ability of Renaissance Media Group and its
restricted subsidiaries to enter into certain transactions with
affiliates involving consideration in excess of $2 million without"
a determination by the disinterested members of the board of
directors that the transaction is on terms no less favorable than
arms length, or transactions with affiliates involving over
$4 million with affiliates without receiving an independent
opinion as to the fairness of the transaction to Renalssance
Media Group ' : K

~ All of these covenants ate subject to additional specified
exceptions. In general, the' covenants of our subsidiaries’ credit
agreements are more restric;ti'vé than those of our indentures.

CROSS-DEFAULTS

Oﬁr indentures and tho‘sevof certain of our subsidiaries include
various events of default, including cross-default provisions.
Under these provisions, a failure by any of the issuers or any of
their restricted subsidiaries to pay at the final maturity thereof
the principal amount of other indebtedness having a principal
amount of $100 million or more (or any other default under any
such indebtedness resultmg in its acceleration) would result in
an event of default iinder the indenture governing the apphcable
notes. The Renaissance mdenture contains a similar cross-default
provision with a $10 million threshold that applies to the issuers
of the Renaissance notes and their restricted subsidiaries. As a
result, an event of default related to the failure to repay pnnctpal
at maturity or the acceleration of the indebtedness under the
Charter Holdings notes, CIH notes, CCH I notes, CCH II notes,
CCO Holdings notes, Charter Operating notes, the Charter '
Operating credit facilities or the Renaissance notes could cause -
cross-defaults under our subsidiaries’ indentures.

RELATED PARTY TRANSACTIONS

See “Item 13. Certain Relationships and Related Transactions —
Business Relationships” for information regarding related party
transactions and transactions with other parties with whom we
or our related parties may have a relationship that enables the
parties to negotiate terms of material transactions that may not
be available from other, more clearly independent parties, on an
arms length basis.

INTEREST RATE RISK .

We use interest rate risk management derivative instruments,
such as interest rate swap agreements and interest rate collar
agreements (collectively referred to herein as interest rate
agreements) as required under the terms of the credit facilities of
our subsidiaries. Our policy is to manage interest costs using a
mix of fixed and variable rate debt. Using interest rate swap

agreements, we agree to exchange, at specified intervals through
2007, the difference between fixed and variable interest amounts
calculated by reference to an agreed-upon notional principal
amount. Interest rate collar agreements are used to limit our

-exposure to, and to derive benefits from, interest rate fluctua- .

tions on variable rate debt to within a certain range of rates.
Interest rate risk management agreements are not, held or issued
for speculative or trading purposes.

At December 31, 2005 and 2004, we had outstandmg
$1.8 billion and $2.7 billion and $20 million and $20 million,
respectively, in notional amounts of interest rate swaps and
collars, respectively. The notional amounts of interest rate
instruments do not represent amounts exchanged by the parties
and, thus, ‘gre'not a measure of our exposure to credit loss. See
“Item 7A. Quantitative and Qualitative Disclosures About
Market Risk,” for further information regarding the fair values
and contract terms of our interest rate agreements.

RECENTLY ISSUED Ac‘c'uumma‘ STANDARDS

In November 2004, the Financial Accounting Standards Board
(“FASB") issued SFAS No. 153, Exchanges of Non-monetary ..
Assets — An Amendment of APB No. 29. This statement elimi-
nates the exception to fair value for exchanges of similar -
productive assets and replaces it with a general exception for
exchange transactions that do not have commercial substance —.
that is, transactions that are not expected to result in:significant
changes in the cash flows of the reporting éntity. We adopted
this pronouncernent effective April 1, 2005. The excharnge
transaction discussed in Note 3 to the accompanying consoli-
dated financial ‘statemnents contained in “Item 8. Financial
Statements and Supplementary Data”, was accounted for under
this standard. ‘

In December 2004, the FASB issued the rev1sed
SFAS No. 123, Share-Based Payment, which addresses the.
accounting for share-based payment transactions in which a
company receives employee services in exchange for (a) equity
instruments -of .that company or (b) liabilities that are based on
the fair value-of the company's equity instruments or. that may
be settled by the issuance of such equity instruments. This
statement will be effective for us beginning January 1, 2006.
Because we adopted the fair value recognition provisions of
SFAS No. 123 on January 1, 2003, we do not expect this revised
standard to have a material impact on our financial statements. -

In March 2005, the FASB issued FASB Interpretation
No. 47, Accounting for Conditional Asset Retirement Obligations.
This intérpretation clarifies that the term “conditional asset
retirement obligation” as used in FASB Statement No. 143,
Accounting for Asset Retirement Obligations, refers to a legal
obligation to perform an asset retirement activity in which the
timing and/or method of settlement are conditional on a future
event ihat'may or may not be within the control of the entity:
This pronouncement is effective for fiscal years ending after
December 15, 2005. The adoption of this interpretation did not

have a’ matena.l 1mpact on our financial statements.
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We do not believesthat any other recently issued, but not
yet effective accounting pronouncements, if adopted;would have
a material effect on our. accompanymg ﬁnanmal statements:

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

[ o . . !

INTEREST RATE. RISK

We are exposed to various market risks, mcludmg fluctuations'in
interest rates. We use interest rate risk’ management derivative’
instruments, such as interest rate swap agreements and'interest
rate collar agreements’ (collectively referred to hérein ds interest
rate agreements) as required under the terms of the ¢rédie~ -
facilities of our subsidiaries. Our policy is to manage interest
costs usmg a mix of fixed and varlable rate debt. Using: interest
rate swap agreements, we agree to exchange, at spemﬁed e
inter¢rals through 2007, thé difference between fixed dnd' variable
interest amounts calculated by réference to an dgreed-upon <

'notional principal amount. Interest rate collar agreements are

used to limit our exposure to, and to derive Benefits from;
interest rate fluctuations. on variable rate debt to within. g certain
range of rates. Interest rate risk managefrient dgreements' dre’ not
held or issued for speculative or trading purposes. -

As of December 31,2005 and 2004, our long-term. debt
totaled approximately $19.4 billion and $19.5 billion, respee:- . ..
tively. This debt was comprised of approximately $5.7 billion .
and. $5.5 billion of credit facilities debt; $12.8 billion and
$13.0 billion accreted amount of high-yield notes and $863 mil-
lion and $990- million accreted amount, of convemble senior
notes, respectively. o

As of December 31 2005 and 2004 the welghted average
interest rate on the credit facility debt was approximately 7.8%: -
and 6.8%, the weighted average interest rate on the high-yield .
notes was approximately 102% and, 9.2%, anid the weighted
average interest rate on the convertible senior-notes was"."
approximately 6.3% and-5.7%,.respectively, resulting in a - _
blended weighted average interest rate of 9:3%.and.8.8%, . .. .
respectively. The interest rate on approximately-77% and 83%.of
the total principal amount of our debt was effectively fixed; -
including the effects, of our interest rate hedge -agreements as of
December 31,.2005, and 2004, respectively. The fair value of our
high-yield notes was $10.4 billion. and $12.2 billion at Decem-- -
ber 31, 2005 and 2004, respectively. The fair value'of our . - .
convertible senior notes was $647 million and $1.1 billion at . --
December 31, 20605 and 2004, respectively. The fair’ value of our
" credit facilities. is $5.7 billion and $5.5 billionat December.31; -
2005 and 2004, réespectively. The fair value of high-yield and. ;.
convertible notes is based on quoted market.prices, and the fair
value of the credit facilities.is based on dealer quotations. . -

We do not held or issue derivative instruments for trading .
purposes. We do, however, have certain interest rate derivative
instruments that have been designated as cash flow, hedging E
instruments. Such instruments effectively convert.variable inter-,
est payments on certain -debt instruments into fixed*payments. -

For qualifying hedges, SFAS No. 133 allows derivative, gains and

losses to offset related results on hedged items in the consoli-
dated statement of operations. We have formally documented,

desxgnated and assessed the effectiveness of transactions that
receive hedge accounting: For the years ended December 31,
2005, 2004 and 2003, net gain (loss) on derivative instruments
and hedging activities 1ncludes gains of $3 million, $4 million
and $8 million, respectwely, which represent cash flow hedge
ineffectiveness on interest rate hedge agreements arising from
differences, between the crmcal terms of the agreements and the
related hedged obhgatlons Changes in the fair value of interest
rate agreements de31gnated as hedging instruments of the .
varlablhty of cash flows associated with ﬂoatmg—rate debt
obligations that meet the effectiveness criteria of SFAS No. 133
are reported in accumulated other comprehenswe loss. For the
years ended, December 31, 2003, 2004..and. 2003, 3 gain of

$16 million, $42 million and $48 million, respectlvely, ‘related to
derivative instruments designated as cash flow hedges, was
recorded in accumulated other comprehensive loss and minority
interest. The dmounts are subsequently reclassified into interest

~ expense as a yield adjustment in the same perlod in which the

related interest on the ﬂoatmg—rate ‘debt obhgauons affects
earmngs (losses) ‘ h

Certain interest rate denvanve instruments are not desng—
nated as hedges as they do not meet the etfectweness crlterla
spec1ﬁed by ‘SFAS No. 133. I—Iowever, managemént beheves such

' 1nstruments are closely correlated with the respective debt, thus

managmg associated I‘lSk ‘Interest rate derivative mstruments not
desngnated as hedges are marked to fair value with the impact
recorded as gain (Ioss) on derivative instruments and hedging
actlvmes in our statements of operations. For the years ended
December 31, 2005, 2004 and 2003, het gain (loss) on derivative
instruments and hedging activities 1nc1udes gains of $47 mlllxon
$65 million and $57 mllhon respectlvely, for interest rate
derivative 1nstruments not des1gnated as hedges.
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. The table set forth-below. summarizes the fair values-and.contract terms of financial instruments subJect to, interest rate risk ‘
mamtamed by us as of December 31, 2005 (dollars in m1111ons) '

" Fair Value at
o . ST e e . December 31,
‘200’6 ’ Q007 2008 . s 2009, 2010 - - Thereafter Lo Total S 2005
Debt ) - o . B . i ‘ :'u 0 ) N . ) . o . ) . . . .
Fixed Rate S o TS W 5105 $ 114 . $1547  SL693 . 89576 . $13055, . $10509
Average Interest Rate 1 S AT8% 0 T'825% 0 10.00% . T48% . . 1029% . 10.44% 1004% . . .
Variable Rate S SRR % -3 . $280 - $ 630 $ 779 ‘$1,762 1 '$2,800  $ 6,281 $ 6256
Average Interest Rate 1.94% 7.67% 7.67% 7.74% C814% " - BOT% 7.99% o
Interest Rate Instruments o oo T A oo S
Variable to Fixed Swaps $ 813 $975 $ — $. - . $ ~— 8 — $ 1, 848 $ 4
Average Pay Rate 8.23% 8.00% S — — — = 8.11%
Average Receive Rate 7.83% 7.77% — — — — 7.80%

The notional amounts of interest rate instruments do not At December 31, 2005 and 2004, we had outstanding . ¢
represent amounts exchanged by the parties and, thus, are not a $1.8 billion and $2.7 billion and $20 million and $20 million,
measure of our exposure to credit loss. The amounts exchanged- - respectively, in notional amounts of interest rate swaps and
are determined by refererice to the notiondlamount and the ~ '+ . collars, respectively.. The notional amounts of interest rate
other terms of the contracts. The estimated fair value approxi- . .instruments do not represent amounts exchanged by (the parties
mates the costs (proceeds) to’settle the outstanding contracts.. *» “. and;.thus, are not a measure of exposure to:credit loss. The .
Interest rates on variable debt are estimated using the average - : amounts exchanged are determined. by reference to the notional
implied forward London Interbank Offering Rate (LIBOR) rates amount and the other terms of the contracts.

for the year of maturity based on the yield curve in effect at
December 31, 2005. :

TEM 8. FINANCIAL ST ATEMENTS AND SUPPLEMENTARY DATA.

Our consolidated financial statements, the related notes thereto, and the reports of mdependent auditors are included- in this annual
report beginning on page F-1.

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE.

None.

ITEM 9. CONTROLS AND PROCEDURES.

CONCLUSION REGARDING THE EFFECTIVENESS DF DISCLOSURE CDNTRDI.S A There was no change in our internal control over financial
AND PROCEDURES * reporting during 2005 that has materially affected, of is

" reasonably likely to materially affect, our internal control over
financial reporting.

In designing and evaluating the disclosure controls and
procedures, our management recognized that any controls and
procedures, no matter how well designed and operated, can
provide only reasonable, not absolute, assurance of achieving the
desired control objectives and management necessarily was
required to apply its judgment in evaluating the cost-benefit
relationship of possible controls and procedures. Based upon the
above evaluation, Charter's management believes that its con-
trols provide such reasonable assurances.

As of the end of the period covered by this report, management,
including our Chief Executive Officer and Chief Financial
Officer, ‘evaluated the effectiveness of the design and operation
of our disclosure controls and procedures with respect to the

. information generated for use in this annual report. The
evaluation was based in part upon reports and affidavits
provided by a number of executives. Based upon, and as of the
date of that evaluation, our Chief Executive Officer and Chief
Financial Officer concluded that the disclosure controls and
procedures were effective to provide reasonable assurances that
information required to be disclosed in the reports we file or
submit under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported within the time periods
specified in the Commission’s rules and forms.
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MANAGEMENT'S REPORT ON INTERNAL CUNTROL OVER FINANCIAL
REPORTING

Charter’s management is responsible for establishing and main-
taining adequate internal control over financial reporting (as
defined in Rule 13a-15(f) under the Securities Exchange Act of
1934, as amended). Our internal control system was designed to
provide reasonable assurance to Charter’s' management and
board of directors regarding the preparatlon and fair presenta-
tion of published financial statements, ..

Charter’s management has assessed the eﬁ"ectweness of our
internal control over financial reporting as of December 31,

ITEM 8B. OTHER INFORMATION. ..

2005, In making this assessment, we used the criteria set forth

by the Committee of Sponsoring Organizations of the Treadway

Commission (COSO) in Internal Control - Integrated Framework.

Based on management’s assessment utilizing these criteria we
believe that, as of December 31, 2003, our internal control over
financial reporting was effective.

Qur mdependent auditors, KPMG, LLP have audited

" management’s assessment of our internal control over financial

reporting ‘as stated in their report on page F-3.

Robert A.-Quigley, Executive Vice President and Chief Marketing Officer; and Charter executed an offer letter dated as of
November 22, 2005 pursuant to which Charter agreed.to pay him a signing bonus of $200,000 deferred until January 2006; grant
options to:purchase 145,800 shares of Class A.common stock under our 2001 Stock Incentive Plan; 83,700 performance shares under
our 2001 Stock Incentive Plan; and 50,000: shares of restricted stock which will vest over a three year period. For a description. of
Mr: Quigley’s employment agreement, see “Item 10. Dlrectors and Executive Officers of Registrant ~ Employment Arrangements and

Related Agreements.”
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PART I

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF REGISTRANT.

DIRECTORS

The persons hsted below are directors of Charter

Birector Pasition(s}
Paul G.’ Allen Chairman of the board of .
directors

W. Lance Conn Director

Nathaniel A. Davis Director

Jonathan L. Dolgen Director

Robert P. May -Director

David C. Merritt Director

Marc B. Nathanson Director

Jo Allen Patton Director )

Neil Smit Director, President and Chief

’ Executive Officer
John H. Tory Director
Larry W. Wangberg Director

The following sets forth certain biographical znformatlon
with respect to the-directors listed above.

Paul G. Allen 53 has been Chairman of Charter’s board of
directors since July 1999, and Chairman of the board of
directors of CI (a predecessor to, and currently an affiliate of,
Charter) since December 1998. Mr. Allen, co-founded. Microsoft
Corporation with Bill Gates in 1976 and remained the com- |
pany’s chief technologist until he left Microsoft Corporation in
1983. Mr. Allen is the founder and chairman of Vulcan, Inc, a
multibillion dollar investment portfolio that includes large stakes
in DreamWorks Animation SKG, Digeo, Oxygen Media, real
estate and more than 40 other technology, media and. content
companies. In 2004, Mr. Allen funded SpaceShipOne, the first
privately-funded effort to successtully put a-civilian in suborbital
space and winner of the Ansari X-Prize competition. Mr.. Allen
also owns the Seattle Seahawks NFL and -Portland Trail Blazers
NBA franchises. In addition, Mr. Allen is a director of Vulcan
Programming Inc., Vulcan Ventures, Inc,, Vulcan Inc., Vulcan
Cable III Inc., numerous: privately. held companies and, until its
sale in May 2004 to an unrelated third party, TechTV L.L.C.

W. Lance Conn, 37, was elected to the board of directors of
Charter in September 2004. Since July 2004, Mr. Conn has’
served as Executive Vice President, Investment Management for
Vulcan Inc., the investment and project management company
that oversees a diverse multi-billion dollar portfolio of invest-
ments by Paul G. Allen, Prior to joining Vulecan Inec., Mr. Conn
was employed by America Online, Inc, an interactive online
services company, from March 1996 to May 2003. From 1997
to 2000, Mr. Conn served in various senior business develop-
ment roles at America Online. In 2000, Mr. Conn began
supervising all of America Online’s European, investments,
alliances and business initiatives., In 2002, he became Senior Vice
President of America Online U.S. where he led a company-wide
effort to restructure and optimize America Online’s operations.
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From Sebtember 1994 until February 1996, Mr. Conn was an
attorney with the Shaw Pittman law firm in Washington, D.C.
Mr. Conn holds a J.D: degree from the University of Virginia, a
M.A. degree in history from the University of Mississippi and an
AB. degree in history from Prmceton Umvers1ty

Nathaniel A. Davis, 52, was elected to the board of directors of
Charter on August 23, 2005. Since June 2003, Mr. Davis has
been Managing Director and owner of RANND Advisory
Group, a technology Consulting Group, which advises venture
capital, telecom and other technology related firms. From
January 2000 through May of 2003, he was President and Chief
Operating Officer of XO.Commuhicatio'n, Inc. XO Communica-
tions filed a petition to reorganize under Chapter 11 of the
Bankruptcy Code in June 2002 and completed its restructuring
and emerged from Chapter 11 in January 2003. From October
1998 to December 1999 he was Executive Vice President,
Network and Technical Services of Nextel Communications, Inc.
Prior to that, he worked for MCI Communications from 1982
until 1998 in a number of positions, including as Chief Financial
Officer of MCIT from Novembér 1996 until October 1998. Prior
to that, Mr. Davis served in a variety of roles that include Senior
Vice President of Network Operations, Chief Operating Officer
of MClmetro, Sr. Vice President of Finance, Vice President of
Systems Development. Mr. Davis holds a B.S. degree from
Stevens Institute of Technology, an M.S. degree from Moore
School of Engineering and an M.B.A. degree from the Wharton
School at the University of Pennsylvania. He is 2 member of the
boards of XM Satellite Radio Holdings, Inc. and of Mutual of
America Capltal Management Corporatlon

Jonathan L. Dolgen, 60, was elected to the board of directors of
Charter in October 2004. Since July 2004, Mr. Dolgen has also
been a.Senior. Advisorto Viacom Inc. (“Old Viacom”), a
worldwide entertainment and media company, where he pro-
vided advisory services to the Chief Executive Officer of Old
Viacom, or others designated by him, on an as requested basis.
Effective December 31, 2005, Old Viacom was separated into
two publicly traded companies, Viacom Inc. (“New Viacom”)
and CBS Corporation. Since the separation of Old Viacom,

Mr. Dolgen provides advisory services to the Chief Executive
Officer of New Viacom, or others designated by him, on an as
requested bases: Since July 2004, Mr. Dolgen has been a private
investor and since September 2004, Mr. Dolgen has been a
principal of Wood River Ventures, LLC, a private start-up entity
that seeks investment and other opportunities primarily in the
media sector. Mr. Dolgen is also a member of the board of
directors of Expedia, Inc. From April 1994 to July 2004,

‘Mr. Dolgen served as Chairman and Chief Executive Officer of
the Vidcom' Entertainment Group, a unit of Old Viacom, where
he oversaw various operations of Old Viacom’s businesses,
which during 2003 and 2004 pﬁmarﬂy included the operations
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engaged in motion picture production and distribution, television
production and distribution, regional theme parks, theatrical
exhibition and publishing. As a result of the separation of Old -
Viacom, Old Viacom’s motion picture production and distribu-
tion and theatrical exhibition business became part of New
Viacom’s businesses, and the remainder of Old Viacom’s
businesses. overseen by Mr. Dolgen remained with CBS Corpo-
ration. Mr. Dolgen began his career in the entertainment
industry in 1976, and until joining the Viacom, Entertainment
Group, served in executive positions at Columbia Pictures
Industries, Inc.,, Twentieth Century Fox.and Fox, Inc., and Sony
Pictures Entertainment; Mr. Dolgen holds a.B.S. degree from .
Cornell University and a J.D. degree from New York University.

Roberl P. May, 56, was, elected to Charter s board of dlrec’tors in
October 2004 and was Charter’s Interim PreSIdent and Chief
Executive Officer from January until August 2005. Mr. May was
named Chief Executive Officer and a director of Calpine
Corporation, a power company, in December 2005. Calpine filed
for Chapter 11 bankruptey reorganization in December 2005.
He served on the board of directors of HealthSouth Corpora-
tion, a national provider of healthcare services, from October -
2002 until October 2005, and was its Chairman from July 2004
until October 2005. Mr May also served as HealthSouth
Corporation’s Interim Chief Executive Officer from March 2003
until May 2004, and as Interim President of i its Outpatient and
Diagnostic Division from August 2003 to January 2004. Since
March 2001, Mr., May has been a private investor and principal
of RPM Systems, which provides strategic business consulting
services. From March 1999 to March 2001, Mr. May served on
the board of directors and was Chief Executive of PNV Inc, a
national telecommunications company. Prior to his employment
at PNV Inc, Mr. May was Chief Operating Officer and a
member of the board of directors of Cablevision Systems
Corporation from October 1996 to February 1998, and from
1973 to 1993 he held several senior.executive positions with
Federal Express Corporation, including President, Business
Logistics Services. M. May was educated at Curry College and
Boston College and attended Harvard Business School’s Pro- .
gram for Mandgement Development. He is a member of
Deutsche Bank of Americas Advisory Board.

David.C. Merritt, 51, was elected to the board of directors of |
Charter in July 2003, and was also appointed as Chairman of
Charter’s Audit Committee at that time. Since October 2003,
Mr. Merritt has been a Managing Director of Salem Partners,
LLC, an investment bankingfirm. He was a Managing: Director
in the Entertainment Media Advisory Group at Gerard Klauer
Mattison &.Co., Inc.,, a company that provided financial
advisory services to the entertainment and media industries from
January 2001 through April.2003. From July-1999 to November
2000, he served as Chief Financial Officer of CKE Associates,
Ltd., a privately. held company with-interests in talent manage-
ment, film.production, television production, music.and news .
media. He also served as a director of Laser-Pacific Media -
Corporation from january 2001 until October 2003 and served

as Chairman of its audit committee. In December 2003, he
became a director of Qutdoor Channel Holdings, Inc and serves
as Chairman of its audit committee. Mr. Merritt joined KPMG
in 1975 and served in a variety of capacities during his years
with the firm, including national partner in charge of the media
and entertainment practice and before joining CKE Associates,
Mr., Merritt was an audit and consulting partner of KPMG for
14 years. In February 2006, Mr. Merritt became a director of
Calpine Corporation. Mr. Merritt holds a B.S. degree in business
and accounting from California State University — Northridge.

Marc B. Nathanson, 60, has been a director of Charter since
January 2000 and serves as Vice Chairman of Charter’s board of
directors, a non-executive position. Mr. Nathanson is the
Chairman of Mapleton Investments LLC, an investment vehicle
formed in 1999. He also founded and served as Chairman and
Chief Executive Officer of Falcon Holding Group, Inc, a cable
operator, and its predecessors from 1975 until 1999. He served
as Chairman and Chief Executive Officer of Enstar Communica-
tions Corporation, a cable operator, from 1988 until November
1999. Prior to 1975, Mr. Nathanson held executive positions
with Teleprompter Corporation, Warner Cable and Cypress
Communications Corporation. In 1995, he was appointed by the
President of the United States to the Broadcasting Board of
Governors, and from 1998 through September 2002, served as
its Chairman. Mr. Nathanson holds a B.A. in Mass Communica-
tions from the University of Denvér and a MLA. in'political
science from University of California/Santa Barbara.

lo Allen Patton, 48, has been a director of Charter since April
2004.-Ms. Patton joined Vulcan Inc. as Vice President in 1993,
and since that time she has served as an officer and director-of
many -affiliates of Mr. Allen, including her current position as’
President and Chief Executive Officer of Vulean Inc. since July -
2001. Ms. Patton is also President of Vulcan Productions, an
independent feature film and documentary production company,
Vice Chair of First-& Goal, Inc., which developed and operated
the Seattle Seahawks NFL stadium, and serves as Executive -
Director of the six Paul G. Allen Foundations. Ms. Patton is a
co-founder of the Experience Music Project museum, as well as
the Science Fiction Museum and Hall of Fame. Ms. Patton is
the s1ster of Mr. Allen

Neil Smit, 47, was elected a director and President and Chief
Executive Officer of Charter on August 22, 2005. He had -
previously worked at Time Warner, Inc. since 2000, most

" recently serving as:the President of Timé Warner’s Amierica

Online Access Business. He also served at America Online
(“AOL") as Executive Vice President, Member Development;
Senior Vice President of AOL’s product and programming team,
Chief Operating Officer of AOL Local, Chief Operating Officer-
of MapQuest. Prior to that he was a Regional President with,
Nabisco and was with Pillsbury in a number of management
positions. Mr. Smit has a B.S. degree from Duke University and
a M.S. degree with a focus in international business from Tufts -

University’s Fletcher School of Law and Diplomacy.

74

i
!




2005 FORM 10-K

CHARTER COMMUNICATIONS, INC.

John H. Tory, 51, has been a director of Charter since December

" 2001. Mr. Tory served as the Chief Executive Officer of Rogers-
Cable Inc,, Canada’s largest, broadband cable operator, from -
1999 until 2003. From 1995 to 1999, Mr. Tory was President
and Chief Executive Officer of Rogers Media Inc., a broadcast-
ing and publishing company. Prior to joining Rogers, Mr. Tory.
was a Managing Partner and member of the executive commit-,
tee at Tory Tory DesLauriers & Binnington, one of Canada’s
largest law firms. Mr. Tory serves on the board of directors of -
Rogers Telecommunications Limited and Cara Operationé Lim-
;ited and is Chairman of Cara Operations’ Audit Committee.
Mr. Tory was educated at University of Toronto Schools,.
Trinity College (University of Toronto) and Osgoode Hall Law
School. Effective September 18, 2004, Mr. Tory was elected
Leader of the Ontario Progressive Conservative Party. On
March 17, 2005; he was elected a Member of the Provincial
Parliament and on March 29, 2005, became the Leader of Her
Majesty’s Loyal Opposition. On June 29, 2005, Mr. Tory
formally notified Charter that he intends to resign from the
board. of directors. The date for his departure has not yet been
determined, but he has indicated that he will ‘continue to serve
on Charter’s board, as well as the audit committee, at least untrl
a replacerment dlrector is named. ‘

Larry W. Wangherg, 63, has been a director of Charter since
January 2002. Since July 2002, Mr. Wangberg has been an
independent business gdnsultant. From August 1997 to May
2004, Mr. Wangberg was a director of TechTV L.L.C, a cable
television: network controlled by Paul Allen. He also served as. .
its Chairman and Chief Executive Officer from August 1997
through July 2002..In May 2004, TechTV L.L.C. was sold to an
unrelated party. Prior to joining TechTV LL.C., Mr. Wangberg

. was Chairman and Chief Executive Officer of StarSight Telecast
Inc,, an interactive navigation and program guide company
which later merged with Gemstar International, from 1994 to"
1997, Mr. Wangberg was Chairman and Chief Executive Officer
of Times Mirror Cable Television and Senior Vice President of
its corporate parent, Times Mirror Co., from 1983 to 1994. He
currently serves on the boards of Autodesk Inc. and ADC
Telecommunications, Inc. Mr. Wangberg holds a B.S. degree in
mechanical engineering and a M.S. degree in-industrial engmeer-
ing, both from the University of Minnesota.

BOARD OF BIRECTORS AND COMMITI'EES OF THE BUARD OF DIRECTORS

Charter’s board of directors meets regularly throughout the year
on a set schedule. The board may also hold spemal meetings )
and act by written ‘consent from time to time if necessary.
Meetings of the independent members of the board occur on’
the same day as regularly scheduled meetings of the full board
Management is not present at these meetings. ‘

The board of directors delegates authority to act with
respect to certain matters to board committees whose members
are appointed by the board. As of December 31, 2005 the
following were the committees of Charter s board of directors:
Audit Committee, Fi inancing Committee, Compensation Com-
mittee, Executive Committee, Strategic Plannmg Committee, and

a Special Committee for matters related to the CC VIII. put
dlspute

" The Audit Commlttee which has a writtén charter
approved by the board, consists of Nathaniel Davis; John Tory
and David Merritt, all of whom are believed to be independent
in accordance with the applicable corporate- governance listing
standards of the NASDAQ National Market. Charter’s board of
directors has determined that, in its judgment, David Merritt is
an audit committee financial expert within the meaning of the
applicable federal regulations. .

Mr. Charles Lillis resigned from Charter’s board of direc-
tors, effective March. 28, 2005, and prior to that time, Mr. Lillis
was one of three independent members of the Audit Commit- .
tee. On August 23, 2005, Nathaniel Davis, who was deemed
independent by the board of directors in accordance with the
applicable corporate governance listing standards of the NAS-
DAQ National Market, was elected to the Audit Committee.

On June 29, 2005, Mr. Tory formally notified Chartér that
he intends to resign | from its board of directors and the board
committees on which he serves. The date for Mr. Torys
departure has not ‘yet been determined, but he has indicated
that he will continue to servé on Charter’s board and its
commrttees at least unt11 a replacement d1rector is named.

DIRECTOR COMPENSATION

Each non-employee member of the board receives.an annual
retainer of $40,000 in cash plus restricted stock, vesting one year
after the date of grant, with a value on the date of grant of .
$50,000. In addition, the Audit Committee chair receives
$25,000 per year, and the chair of each other committee
receives $10,000 per year. Prior to February 22, 2005, all.. ...
committee members also received $1,000 for attendance at each

' committee. meeting. Beginning on February 22, 2005 each

director also received $1,000 for telephonic attendance. at each
meeting of the full board and $2,000 for in-person attendance.
Each director of Charter is entitled .to reimbursement for costs
incurred in connection with attendance at board and committee
meetings. Vulcan has informed us that, in accordance with its
internal. policy, Mr. Conn turns over to Vulcan all cash
compensation he receives for his participation on Charter’s
board of directors or committees thereof,

- Directors who were employees did not receive additional
compensation in 2004 or 2005. Messrs. Vogel and Smit, who
were our President and Chief Executive Officer in 2005, were
the only directors who were also employees during 2005.

Mr. May, who was our Interim President and Chief Executive
Officer from January 2005 until August 2005, was not an
employee, However, he received fees and a bonus pursuant to
an agreement. See “Employment Arrangements.”

Our Bylaws provide.that all directors are entitled to .
indemnification to"the maximum extent permitted by law from
and against any.claims; damages, liabilities, losses, costs or
expenses incurred-in connection with or.arising out of the -
performarice by them of their duties for'us or our subsidiaries.
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EXECUTIVE OFFICERS:

The following persons are executive officers of Charter Commu-

nications, Inc.:

Position

Executive Officers
Paul G. Allen Chairman of the Board of
Directors
Neil Smit President and Chlef Executwe :
. Officer .
Michael ]. Lovett Executive Vice Pr651dent and .
-Chief Operating Officer

Jeffrey T. Fisher Executive Vice President and
: . " Chief Financial Officer
Executive Vice President, General
Counsel and Corporate Secretary
Executive Vice President and
Chief Technical Officer

‘Executive Vice President and -

Grier C. Raclin
Wayne H. Davis

Robert A. Quigley

.. Chief Marketing Officer
Sue Ann R. Hamilton Executive Vice President,
Programming
Lynne F. Ramsey Senior Vice President, Human
) Resources L

Paul E. Martin Senior Vice President, Prmc1pa.l
.. Accounting Officer and Corporate

Controller ’

Information regarding our executive oﬁicers who do not
serve as directors is set forth below. ;

Michael 1. Lovett, 44, Executive Vice President and Chief
Operating Officer. Mr. Lovett was promoted to his current
position in April 2005. Prior to that he served as Executive Vice
President, Operations and-Customer Care from September' 2004
through March 2005, and as Senior Vice President, Midwest *
Division Operations and as Senior Vice President of Operations
Support, since joining Charter in August 2003 until September’
2004. Mr. Lovett was' Chief Operating Officer of Voyant "«
Technologies, Inc.,; a voice conferencing hardware/softwaré
solutions ‘provider, from December 2001 to August 2003. From
November 2000 to December 2001, he was Executive Vice
President of Operations for OneSecure, Inc.,, a startup company
delivering management/monitoring of firewalls and virtual pri-
vate networks. Prior to that, Mr. Lovett was Regional Vice
President at AT&T from June 1999 to November 2000 where
he was responsible for operations. Mr: Lovett was Senior Vice
President at Jones Intercable from October 1989 to Juné 1999
where he was responsible for operations in nine states:

Mr. Lovett began his career in cable television at Centel
Corporation where he held a number of positions. Mr. Lovett
serves on the Board of Directors for Conversant Communica-
tions and Digeo, Inc. : : : ‘

Jetfrey T, F isher, 43, Executive Vice President and Chief Financial
Officer. Mr. Fisher was appointed to the position of Executive
Vice President and Chief Financial Officer,. effective February 6,
2006. Prior to joining Charter, Mr. Fisher was employed by -
Delta Airlines, Inc. from 1998 to 2006 in a number of positions

Financial Officer of Delta Connection from 2001 until January -
2005, -Vice President of Finance, Marketing and Sales Controller
of Delta Airlines in 2001 and Vice President of Financial
Planning and Analysis of Delta Airlines from 2000 to 2001.
Delta Airlines filed a petition under Chapter 11 of the
Bankruptcy Code on September 14, 2005. Mr. Fisher received a
B.B.M. degree from Embry Riddle University and a M.B.A.
degree in International Finance from University of Texas in'
Arlmgton Texas.

Grier C. Raclin, 53, Executive Vice President, General Counsel and

- Corporate Secretary. Mr. Raclin joined Charter in his current

position in October 2005. Prior to joining Charter, Mr: Raclin
had served as the Chief Legal Officer and Corporate Secretary.
of Savvis Communications Corporation:since January 2003. Prior
to joining Savvis, Mr. Raclin served as Executive Vice President,
Chief Administrative Officer, General Counsel and Corporate
Secretary from 2000 to 2002 and as Senior. Vice President of |
Corporate Affairs, General Counsel and Corporate Secretary -
from 1997 to 2000 of Global TeleSystems Inc. (“GTS”). In 2001,
GTS filed, in pre-arranged proceedings, a petition for “surse-
ance”(moratorium), offering a composition, in The Netherlands
and a petition under Chapter 11 of the United States Bank-
ruptcy Code, both in connection with the sale of the company
to KPNQwest. Prior to joining GTS, Mr. Raclin was Vice-
Chairman and a Managing Partner of Gardner, Carton and
Douglas in Washington, D.C. Mr. Raclin earned a J.D. degree
from Northwestern University-Law School, where he served on

. the Editorial Board of the Northwestern University Law School

including Senior Vice Presiderit — Restructuring from September -

2005 until January 2006, President and General Manager of
Delta Connection, Inc. from January to September 2005, Chief
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Law Review, attended business school at the University of
Chicago Executive Program and earned a B.S. degree from -
Northwestern University, where he was a member of Phi Beta .
Kappa:™ ' .

Wayne: H. Davis, 52, Executive Vice President and Chief Technical
Officer. Prior to his current position; Mr. Davis served as Senior
Vice President, Engineering and Technical Operations, and as
Assistant to the President/Vice President of Management
Services since July 2002 and prior to that, he was Vice President
of: Engineering/Operations for Charter’s National Region from
December 2001. Before joining Charter, Mr. Davis held the ..
position of Vice President of Engineering for Comcast Corpora-
tion, Inc. Prior to that, he held various engineering positions
including Vice President of Engineering for Jones Intercable Inc.
He began his career in the cable industry in 1980. He attended
the State University of New York at Albany. Mr. Davis serves as
a technical advisory board member of Net2Phone, Inc., and as a
board member of @Security Broadband Corp., 2 company in
whlch Charter owns an equity investment interest. Mr. Davis i is
also a member of the Soc1ety of Cable Telecommunications
Engineers.

Robert A. Quigley, 62, Executive Vice President and Chief
Marketing Officer. Mr. Quigley joined Charter in his current
position in Decémber 2005. Prior to joining Charter, -

Mr. Quigley was President and CEO at Quigley Consulting
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Group, LLC, a private consulting group, from April 2005 to -
December 2005. From March 2004 to March 2005, he was
Executive Vice President of Sales and Marketing at Cardean
Education Group (formerly UNext com LLC), a private ‘online
education company. From February 2000 to March 2004,

Mr. Quigley was Executive Vice President of America Online
and Chief Operating Officer of its Constimer Marketing division.
Prior to America Online, he was owner, President and CEO of
Wordsquare Publishing Co. from July 1994 to February 2000.
Mr. Quigley is a graduate of Wesleyan University with a B.A.
degree in history and is a member of the Direct Marketing
Association Board of Directors.

Sue Ann R. Hamilton, 45, Executive Vice President, Programming.
Ms. Hamilton joined Charter as Senior Vice President of
Programming in March 2003 and was promoted to her current
position in April 2005. From March 1999 to November 2002,
Ms. Hamilton served as Vice President of Programming for -
AT&T Broadband, L.L.C. Prior to that, from October 1993 to
March 1999, Ms. Hamilton held numerous management posi-
tions at AT&T Broadband, L.L.C. and Tele-Communications,

Inc. (TCI), which was acquired by AT&T Broadband, L.L.C. in

1999. Prior to her cable television career with TCI, she was a

. partner with Kirkland & Ellis representing domestic and

" international clients in complex commercial transactions and
securities matters, A magna cum laude graduate of Carleton
College in Northfield, Minnesota, Ms. Hamilton received a J.D.
degree from Stanford Law School, where she was Associate
Managing Editor of the Stanford Law Review and Editor of the
Stanford Journal of International Lazv.

Lynne F. Ramsey, 48, Senior. Vice President, Human Resources.
Ms. Ramsey joined Charter's Human Resources group in March
2001 and served as Corporate Vice President, Human Resources.
She was promoted to her current position in July 2004. Before
joining Charter, Ms. Ramsey was Executive Vice President of
Human Resources for Broadband Infrastructure Group from
March 2000 through November 2000. From 1994 to 1999,

Ms. Ramsey served as Senior Vice President of Human
Resources for Firstar Bank, previously Mercantile Bank of

St. Louis. She served as Vice President of Human Resources for
United Postal Savings from 1982 through 1994, when it was
acquired by Mercantile Bank of St. Louis. Ms. Ramsey received
a bachelor’s degree in Education from Maryville College and a
master’s degree in Human Resources Management from Wash-
ington University.

Paul E. Marﬁn, 45, Senior Vice President, Principal Accounting
Officer and Corporate Controller. Mr, Martin has been
employed by Charter since March 2000, when he joined Charter
as Vice President and Corporate Controller. In April 2002,

Mr. Martin was promoted to Senior Vice President, Principal
Accounting Officer and Corporate Controller and in August
2004 was named Interim co-Chief Financial Officer and in April
2005 was named Interim Chief Financial Officer and ceased
being Interim Chief Financial Officer on February 6, 2006, upon

the appointmerit of Jeffrey Fisher as the new Chief Financial
Officer. Prior to joining us in March 2000, Mr. Martin was Vice
President and Controller for Operations and Logistics for

Fort James Corporation, a manufacturer of paper products.
From 1995 to February 1999, Mr. Martin was Chief Financial
Officer of Rawlings Sporting Goods Company, Inc. Mr. Martin -
received a B.S. degree with honors in accountmg from the
University of Mlssoun St. Louis.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

At the beginning of 2005, Mr. Lillis and Mr. Merritt served as
the Option Plan Committee which administered the 1999
Charter Communications Option Plan and the Charter Commu-
nications, Inc. 2001 Stock Incentive Plan and the Compensation
Committee consisted of Messrs. Allen, Lillis and Nathanson.
The Option Plan Committee and the Compensation Committee
merged in February 2005 and the committee then.consisted of
Messrs. Allen, Merritt and Nathanson. Mr. May joined the
committee in August 2005. The Compensation Committee is
currently comprised of Messrs. Allen, May, Merritt and
Nathanson. :

No member of the Compensation Committee or the
Option Plan Committee was an officer or employee of Charter

- or any of its subsidiaries during 2005, except for Mr. Allen, who

served as a non-employee chairman of the Compensation
Committee and Mr. May who served in a non-employee
capacity as Interim President and Chief Executive Officer from
January 2005 until August 2005. Mr. May joined the Compensa-
tion Committee in August 2005 after his service as Interim
President and Chief Executive Officer. Also, Mr. Nathanson was
an officer of certain subsidiaries of Charter prior to their
acquisition by Charter in 1999 and held the title of Vice
Chairman of Charter’s board of directors, a non-executive, non-
salaried position in 2005. Mr. Allen is the 100% owner and a

.'director of Vulcan Inc. and certain of its affiliates, which

employs Mr. Conn and Ms. Patton as executive officers.
Mr. Allen also was a director of and indirectly owned 98% of
TechTV, of which Mr. Wangberg, one of our directors, was a
director until the sale of TechTV to an unrelated third party in
May 2004. Transactions between Charter and members of the
Compensation Committee are more fully described in “~ Direc-
tor Compensation” and in “Item 13. Certain Relationships and
Related Transactions ~ Other Miscellaneous Relationships.”
During 2005, (1} none of our executive officers served on

' the compensation committee of any other company that has an

executive officer currently serving on the board of directors,
Compensation Committee or Option Plan Committee and

{2) none of our executive officers served as a director of another
entity, one of whose executive officers served on.the.Compensa-
tion Committee or Option Plan Committee, except for Carl
Vogel who served as a director of Digeo, Inc., an entity of -
which Paul Allen is a director and by virtue of his'position as
Chairman of the board of directors of Digeo, Inc. is also a non-
employee executive officer. Mr, Lovett was appointed a director
of Digeo, Inc. in December 2005

I EEEEEEE———— ]
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SECTION 16(a) BENEFICIAL OWNERSHIP .REPORTING COMPLIANCE .-

CODE OF ETHICS ’

Section 16 of the Exchange Act reciuir;:s our directors and
certain of our officers, and persons who own more than 10% of
our. common stock, to file initial reports of ownership.and
reports of changes in ownershxp with the SEC, Such persons are
required by SEC regulation to farnish us with copies of all
Section 16(a) forms they file. Based solely on our review of the
copies of such forms furnished to us and written representations
from these officers and directors, we believe that all Sec-

tion 16(a) filing requirements were met in 2005.

ITEM 11 EXECUTIVE COMPENSATION.

Charter has adopted a Code of Conduct that constitutes a Code
of EtthS within the meaning of federal securities regu]atlons for
our employees including all executive officers, and established a
hotline and website for reporting alleged violations of the code
of conduct estabhshed procedures for processing complaints .
and implemented educational programs to inform our employ-
ees regarding the Code of Conduct. The Code of Conduct is
posted on Charters website at www. charter com

SUMMARY COMPENSATIUN TABLE

The ‘following table sets forth information as of December 31, -
2005 regardirig the compensation to those executive officers’
listed below for services rendered for the fiscal years ended

B

December 31, 2003, 2004 and 2005. These officers consist of
three-individuals who served as Chief Executive Officer, and=
each of the other four most highly compensated executlve
oﬂicers as of December 31, 2005.

Long-Term .»

. Compensation Award
Year Annual C?mpensation Restricted Securities
e Ended . . 4 Other Anfual -+ Stock Underlying All Other
Name and Principal Position Dec: 31 Salary ($) Bonus (§) '. . Compensation (§) Awards ($) Options (#)  Compensation ()"
Neil Smit® ©' 2005 - 415385 1,200,0009 . C— 3,278,500 3,333,333 23,236
President and Chief e 2004 L _ = - - —
.Executive Oﬁicer : - : 2003 - - T — — — — — —_
Robert P. May®. 2005.. ... —  8389009%" 136023919 . 180,000%? —_
Former Interim President and 2004, — - 10,0004 50,000%2 - . —
"Chief Executive Officer 2003 - —_ —_ = - - — B
Carl E. Vogel® . © 2005 115385 — 1,428%7 — - 1,697,451%
- Former Eresidént and Chief " 2004 1,038,462 500,000V 38,9777 4,729,400%Y 580,000 3,239
Executive Officer 2003 1,000,000  150,000%2 40,3457 — 750,000 3,239
Michaet J. Lovett®™ 2005 516153 377200 - '14,89819 265,980%%: 216,000 -  59,013¢0
Executive Vice President and 2004 291,346 241,888 7,797"% 355,710%% 172,000 6,994
‘Chief Operating Officer . 2003 81,731 60,000 © o 2,40009 — 100,000 . 1,592
Paul E. Martin® R 2005 . 350,950  299,01709 - — 52,650%% 83,700 7,047
Senior Vice President, . ..2004 193,173 25,0009 —_ 269,100%% 77500 - 6,530
Principal Accounting Office 2003 167,308 14000 - ... - — — 4,048
and Corporate Controller ' ' ' oo
Wayne H. Davis'? ' 2005 409,615 184,500 , —_ 108,810% 145,800 3,527
Executive Vice President and 2004 ¢ 269,231 613709 — . 435635%9 135,000 2,278
Chief Technical Officer © 2003 212,885 47500 - 5818 T — 225,000 © 436
Sue Ann R. Hamilton® © 2005 362,700 152438 - . ¢ — 107,838%7 145,000 ..6,351
Execitive Vicé President — 2004 346,000 13,045 Cve— - 24557580 90,000 . 3,99
Programming - ' 2003 225000  231,250%% 4444% . — 200,000 1710

@ Except a5 rioted in Notes 28 througﬁ 30 below respectively, thése amoimts consist of matching -contributions under our 401(k) plan, premiums for-supplemental lifes:.

insurance available to. executives, and long-term disability available to executives.
@ Mr. Smit joined Charter in August 2005, in his current position.

® Mr. May served as Interim President and Chief Executive Officer from january 2005 through August 2005.

& Mr. Vogel resigned from all of his positions with Charter and its subsidiaries in January 2005,
® Mr. Lovett joined Charter in August 2003 and was promoted to his. current position in April 2005.
® Mr. Martin joined Charter in March 2000. He served as Charter’s Interim Chief Financial Officer from August 2004 untxl February 6, 2006 upon appointment of' Jeffrey

Fisher as the new Chief Financial Officer.

@ Mr. Davis joined Charter'in December 2001 and was promoted tc his current position in June 2004.

®. Ms: Hamilton joined Charter in March 2003 and was promoted to- her current position in. April 2005. : . ) '
® Pursuant to his employment agreement, Mr. Smit received a $1,200,000 bonus for 2005.

49 This bonus was paid pursuant to Mr. May's Executive Services Agreement See “Employment Arrangements.”

@9 My, Vogel's 2004 bonus was'a mid-year discretionary bonus.

%) Mr. Vogel's 2003 bonus was determined in accordance with the terms of his employment agreement.
% Includes (i) for 2003, a bonus of $50,000 for his services as Interim Co-Chief Financial Ofﬁcer and a discretionary bonus of $50,000 and (ii) for 2004 a SOX

melementatlon bonus of $25,000.
49 Nir. Davis’ 2004 bonus included a $50,000 discretionary bonus.
% Ms. Hamilton’s 2003 bonus included a $150,000 signing bonus.
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9 Includes (i) for 2005, $1,177,885 as compensation for services as Interim President and Chief Executive Officer pursuant to his Executive Services Agreement (see
“Employment Arrangements”), $67,000 as compensation for services as a director on Charter’s Board of Directors, $15,717 attributed to personal use of the corporate .
airplane and $99,637 for reimbursement for transportation and living expenses pursuant to his Executive Services Agreement, and (i) for 2004, compensation for services
as a director on Charter’s Board of Directors.

U7 Includes (i) for 2005, $1,428 attributed to personal use of the corporate airplane, (i) for 2004 '$28,977 attnbuted to personal use of the corporate axrplane and $10, 000 for
tax advisory services, and (iii) for 2003, $30,345 attributed to personal use of the corporate. airplane and $10,000 for tax advisory services.

99 Includes (i) for 2005, $7,698 attributed to personal use of the corporate airplane and $7,200 for automobile allowance, (ii) for 2004, $597 attnbuted to personal use of the
corporate airplane and $7,200 for automobile allowance and (iii) for 2003, $2 400 for automobile allowance
% Amount attributed to personal use of the corporate airplane.

‘20) Amount attributed to personal use of the corporate airplane.

@1 Pursuant to his employment agreement, Mr. Smit received 1,250,000 restncted shares in August 2005 which will vest on the first anniversary of the grant date and
1,562,500 restricted shares in August 2005, which will vest over three years in equal one-third installments. See “Employment Arrangements.” At December 31, 2005, the
value of all of the named officer's unvested restricted stock holdings was $3,431 ,250, based on'a per share market value (closing sale price) of $1.22 for our Class A
common stock on December 31, 2005.

? Includes (i) for 2005, 100,000 restricted shares granted in April.2005 under our 2001 Stock Incentive Plan for Mr. May's services as Interim President and Chief Execuuve
Officer that vested upon his termination in that position in August 2005 and 40,650 restricted shares granted in October 2005 under our 2001 Stock Incentive Plan for
Mr. May's annual director grant which vests on the first anniversary of the grant date. At December 31, 2005, the value of all of the named officer’s unvested restricted
stock holdings was $49,593, based on a per'share market value (closing sale price) of $1.22 for our Class A common stock on December 31, 2005, and (if) for 2004,
19,685 restricted shares granted in October 2004 under our 2001 Stock Incentlve Plan for Mr. May s annual director grant, which vested on its first anniversary ‘of the
grant date in October 2005.

¥ Includes 340,000 performance shares granted in January 2004 under our Long Term Incentive Program that were to vest on the third anniversary of the grant date only
if Charter meets certain performance criteria. Also includes 680,000 restricted shares issued in .exchange for stock options held by the named officer pursuant to the
February 2004 option exchange program described below, one half of which constituted performance shares which were to vest on the third anniversary of the grant
date only if Charter meets certain performance criteria, and the other half of which were to vest-over three years in equal one-third installments. Under the terms of the’
separation agreement described below in “Employment’Arrangements,” his options and remaining restricted stock vested until December 31, 2005, and all vested options
are exercisable until sixty (60) days thereafter. All performarice shares were forfeited upon termination of employment. All remaining unvested restricted stock and stock
options were cancelled on December 31, 2005. Therefore, at December 31, 2005, .the value 'of all ‘of the named officer’s unvested restricted stock holdings was $0, based
on a per share market value (closing sale price) of $1.22 for our Class A common stock on December 31, 2005.

@ Includes (i) for 2005, 129,600 performance shares granted in April 2005 under our Long-Term Incentive Program which will vest on the third anniversary of the grant™
date only if Charter meets certain pesformance criteria and 75,000 restricted shares granted in. April 2005 under our 2001 Stock Incentive Plan that will vest on the third
anniversary of the grant date, and (ii) for 2004, 88,000 performance shares granted under our Long- Term Incentive Program that will vest on the third anniversary of the
grant date only if Charter mieets certain pérformance criteria. At December 31, 2005, the value of all 6f the named officer’s unvested restricted stock holdings (including”
performance shares) was $356,972, based on a per.share market value (closing sale price) of $1.22 for our Class A common stock on December 31, 2005. .

9 Includes (i) for 2003, 40,500 performance shares granted under our Long-Term Incentive Program that will vest on the third anniversary of the grant date only if Charter
meets certain performance criteria, and (i) for 2004, 37,500 performance shares granted in January 2004 under our Long-Term Incentive Program which will vest on the
third anniversary of the grant date only if Charter meets certain performance criteria and 17,214 restricted shares issued. in exchange for stock options held by the named
officer pursuant to the February 2004 option exchange program described below, one half of which constituted performance shares which will vest on the third
anniversary of the grant date only if Charter meets certain performance criteria, and the other half of which will vest over three years in equal one-third installments, At-
December 31, 2005, the value of all of the named officer’s unvested restricted stock holdings (including performance shares) was $112,661, based on a per share market -
value (closing sale price) of $1.22 for our Class A common stock on December 31, 2005.

9 Includes (i) for 2005, 83,700 performance shares granted under our Long-Term Incentive Program that will vest on the third anniversary of the grant date only if Charter
meets certain performance criteria, and’ (i) for 2004, 77,500 performance shares granted in'January 2004 under our Long-Term Incentive Program which will vest on- the
third anniversary of the grant date only if Charter meets certain performance criteria and 8,000 restricted shares issued in exchange for stock options held by the named
officer pursuant to the February.2004 option exchange program described below, one half of which constituted performance shares which will vest on the third
anniversary of the grant date only if Charter meets certain performance criteria, and the other half of which will vest over three years in equal one-third installments. At

. December 31, 2005, the value of all of the named officer’s unvested restricted stock holdings (including performance shares) was $204,797, based on a per share market
value (closing sale price) of $1.22 for-our Class A common stock on December 31, 2005, .

@7 These restricted shares consist of 83,700 and 47,500 performance shares granted in 2005 and 2004, respectively, under our Long-Term Incentive Program that will vest
on the third anniversary of the grant date only if Charter meets certain performance criteria. At December 31,2005, the value of alt of the named officer’s unvested ‘
restricted stock holdings (including performance shares) was $160,064 based on a per share market value (closmg sale price) of $1.22 for our Class A common stock on .
December 31, 2005. -

@ In addition to items in Note 1 above, includes $19,697 attnbuted to reimbursement for taxes (on a g'rossed up’ basxs) paid in respect of pnor relmbursements for
relocation expenses.

@) In addition to items in Note 1 above, includes accrued vacatlon at time of termination and severance payments pursuant to Mr. Vogel's separatlon agreement. (see
“Employment Arrangements.”)

9 In addition to items in Note 1 above, includes $51,223 attributed to reimbursement for taxes {on a_ grcssed up * basis) pard in respect of pnor relmbursements for
relocation expenses. .
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2005 OPTION GRANTS

The following table shows individual grants of options made to individuals named in the Summary Compensation Table during
2005. All such grants were made under the 2001 Stock Incentive Plan and the exercise price was based upon the fair market value of
Chaners Class A common stock on the respective grant dates.

" Numbes of % of .
Securities Total Potential Realizable Value at
Underlying | Options AssumedlAnnual Rz.:te' of
* Options Granted to " Exercise Stack Price Appreciation
i o Granted Ermployees " Price Expiration For Option Term(2)
Nams " - ' {1 in 2005 {$/Sh) . Date 5% ($) 10% ($)
Neil :Smit. : 3,333,333 30.83% $1:18 8/22/2015 $2,465,267 $6,247,470
Robert .P. May = - - — —_— C—
Carl E. Vogel - ’ —_ o= —_ —_ = —
Michael J. Lovett 216,000 o 2.00% 1.30 4/26/2015 - 175,914 445,802
Paul E. Martin : - 83,700 0.77% 1.30 4/26/2015 i 68,430 : 173,415
Wayne H. Davis 145,800 1.35% 1.30 4/26/2015 118,742 300,916
Sue Ann R. Hamilton ‘ ) © 97200 090% 153 - 3/25/2015 93221 236,240
' ’ 47,800 0.44% '1.27 10/18/2015 © 7 38,208 96,826

W Opt]ons are tra.nsferable under limited conditions, primarily to accommodate estate planmng purposes. These options generally vest in four equal installments
commencing on the first anniversary following the grant date.
@ This column shows the hypothetical gains on: the options g-ranted based on. assumed annual compound price appreciation of 5% and 10% over the full ten-yéar term of
the options. The assumed rates of 5% and 10% appreciation are mandated by the SEC and do not represent our estimate or projection of future prices. .

2005 Aggregated Option Exercises and Option Value o

The followmg table sets forth, for the individuals named in the Summary Compensation Table, (i) information concerning options
exercxsed during 2005, (if) the number of shares of our Class A common stock underlying unexercised options at year-end 2005, and
(i) the value of unexercised “in-the-money” options (i.e., the positive.spread between the exercise pnce of outstanding options and
the market value of our Class A common stock) on December 31, 2005:

Number of Securities Underlying . . Value of Unexercised In-the

NS Shares Unexercised Options at : , Money Options at
Acquired on ‘ Value December 31, 2005 (1) ' December 31, 2005 ($)(2)

Name Exercise, (#)  *  Realized ($) " Exercisable " Unexercisable Exercisable Unexercisable
Neil Smit - . ‘ - ’ —_ ‘ _ 3,333,333, - $— $133,333
Robert P. May ' . — ' — C— .= —_ f—
Carl E. Vogel® . ' : — SR 1,120,000 - — —
Michael J. Lovett : —_ - 93,000 395,000 — -
Paul E. Martin ‘ ' — C— 143,125 193,075 - —
Wayne H. Davis ) — — 176,250 379,550 — —_
Sue Ann R. Hamilton o - — 7 122500 312,500 - —

®.Qptions granted prior to 2001 and under the 1999 Charter Communications Option Plan, when vested are exercisable for membership units of Charter Holdco which
are immediately exchanged on a one-for-one basis for shares of our Class A common stock upon exercise of the option. Options granted under the 2001 Stock Incentive
Plan and after 2000" are exercisable for shares of our'Class A common tock.

@ Based on a per share market value (closing price) of $1.22 as of December 31, 2005 for our Class A common stock.

® M. Vogel's employment terminated on Janudry 17, 2005. Under ‘the terms of the separation agreement, his options will continue to vest until December 31, 2005, and all
vested optlons are exercisable until sucty {60) days thereafter. ‘

LONG-TERM INCENTIVE PLANS — AWARDS IN LAST FISCAL YEAR

Estimated Future Payouts Under

Number of Performance or :

Shares, Units or Other Period Until Non-Stock Price-Based Plans

Name : Other Rights {#) Maturation or Payout Threshold (#) Target (#) Maximum (#)

Neil Smit — n/a —_ — —_

Robert P. May — na . — — —

Carl E. Vogel — n/a - — —

Michael J. Lovett : 129,600 1 year performance cycle 90,720 129,600 259,200
’ 3 year vesting

Paul E. Martin 40,500 1 year performance cycle 28,350 40,500 81,000
3 year vesting

Wayne H. Davis 83,700 1 year performance cycle 58,590 83,700 167,400
3 year vesting

Sue Ann R. Hamilton 83,700 1 year performance cycle 58,590 83,700 167,400

3 year vesting
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OPTION/STOCK INCENTIVE PLANS

The plans. We have granted stock options, restricted stock and
other incentive compensation under two plans — the 1999
Charter Communications Option Plan and the 2001 Stock
Incentive Plan. The 1999 Charter Communications Option Plan
provided for the grant of options to purchase membership units’
in Charter Holdco to current and prospective employees and
consultants of Charter Holdco and its affiliates and to our
current and prospective non-employee directors. Membership
units received upon exercise of any optiohs are immediately
exchanged for shares of Charter Class A common stock on a
one-for-one basis.

The 2001 Stock Incentive Plan provides for the grant of
non-qualified stock options, stock appreciation rights, dividend
equivalent rights, performance units and performance shares,
share awards, phantom stock and/or shares of restricted stock
(not to exceed 20,000,000 shares) as each term is déﬁné_d in the"
2001 Stock Incentive Plan. Employees, officers, consultants and
directors of Charter and its subsidiaries and affiliates are eligible
to receive grants under the 2001 Stock Incentive Plan. Generally,
options expire 10 years from the grant date. Unless sooner
terminated by our board of directors, the 2001 Stock Incentive
Plan will terminate on February 12, 2011, and no option or
award can be granted thereafter.

Together, the plans allow for the issuance of up to a total
of 90,000,000 shares of our Class A common stock (or units
exchangeable for our Class A common stock). Any shares
covered by options that are terminated under the 1999 Charter
Communications Option Plan will be transferred to the 2001
Stock Incentive Plan, and no new options will be granted under
the 1999 Charter Communications Option Plan. At Decem-
ber 31, 2005, 1,317,520 shares had been issued under the plans
upon exercise of options, 825,725 had been issued upon vesting
of restricted stock granted under the plans, and 4,252,570 shares
were subject to future vesting under restricted stock agreements.
Of the remaining 83,604,185 shares covered by the plans, as of -
December 31; 2005, 29,126,744 were subject to outstanding
options (34% of which were vested), and there were 11,719,032
performance shares granted under Charter’s Long-Term Incen-
tive Program as of December 31, 2005, to vest on the, third
anniversary of the date of grant conditional upon Charter’s .
performance against certain financial targets approved by Char-
ter’s board of directors at the time of the award. As of

" - December 31, 2005, 42,758,409 shares remained available for

future grants under the plans. As of December 31, 2005, there
were 5,341 participants in the plans.

The plans authorize the repricing of options, Wthh could
include reducing the exercise price per share of any outstanding’
option, permitting the cancellation, forfeiture or tender of
outstanding options in’ exchange for other ‘awards or for new
options with a lower exercise price per share, or repricing or
replacmg any outstandmg 'options by ‘any other method.

Long-term incentive plan. In January 2004, the Compensation
Committee of our board of directors approved our Long-Term
Incentive Program, or L TIP, which is a program administered

under the 2001 Stock Incentive Plan. Under the LTIP, employ-. .
ees of Charter and its subsidiaries whose pay classifications . -
exceed a certain level are eligible to receive stock options, and -
more senior level employees were eligible to receive stock =+
options and performance shares. The stock options vest 25% on
each of the first four anniversaries of the date of grant; The
performance shares vest on the third anniversary of the date of .
grant shares at the'end of a three-year performance cyclé and -
shares of Class A common stock are issued, conditional upon
our performance against financial performance measures estab-
lished by our management and approved by the board of
directors or Compensation Committee as of the time-of the " :
award. We' granted 3.2 million performance shares in 2005
under this program :except that the 2005 performance share-

"grants are based on a one-year performance cycle. We recog- -~

nized expense of $1 million in the first three quarters of 2005.
However, in the fourth quarter of 2005, we reversed the entire "
$1 million of expense based on our assessment of the probability
of achieving the financial performance measures established by
management and required to be met for the performance shares:
to vest. In February 2006, the Compensation Committee
approved a modification to the financial performance measures -
required to be met for the performance shares to vest after
which management believes that approximately 2.5 million of
the performance shares are likely to vest. As such, expense of*
approximately $3 will be amortized over the remaining two year
service period.

The 2001 Stock Incentive Plan must be administered by,
and grants and awards to eligible individuals must be approved
by our board of directors or a committee thereof consisting k
solely of nonemployee directors as defined in Section'16b-3 -
under the Securities Exchange Act of 1934, as amended. The
board of directors or such committee determines the terms of
each stock option grant, restricted stock grant or other award' at

the time of grant, including the exercise price to be paid for the
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shares, the vesting schedule for each option, the price, if any, to
be paid by the grantee for the restricted stock, the restrictions,
placed on the shares, and the time or times when the =
restrictions will lapse. The board of dlrectors or such commlttee
also has the power to accelerate the vesting of any grant or: -
extend the term thereof. -

Upon a change of control of Charter, the board of diréctors
or the administering' committee can shorten the exercise period
of any option, have the survivor or successor entlty assume the
options with appropriate adjustments, or cancel options and pay
out in cash. If an optionee’s or grantee’s employment is
terminated without “cause” or for “good. reason” following a
“change in control” (as those terms are defined in the plans), - -
unless otherwise provided in an agreement, with respect to siich’
optionee’s or grantee’s awards under the plans, all outstanding:
options will become immediately and fully exercisable, all '
outstanding stock appreciation rights will become immediately’ -
and fully exercisable, the restrictions on the outstanding s
restricted stock will lapse, and all of the outstanding perform- -
ance shares will vest and the restrictions on all of the
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outstanding performance shares will lapse as if all performance
objectives had been satisfied at the rhaximum level.

February 2004 option exchange. In January 2004, we offered .. -
employees of Charter and its subsidiaries the right to exchange
all stock options (vested and unvested) under the 1999 Charter
Communications Option Plan and 2001 Stock Incentive Plan
that had an exercise price over $10 per share for shares of.
restricted Charter Class A common stock-or, in some instances,
cash. Based on a sliding exchange ratio, which varied depending
on the exercise price of an employee’s outstanding options, if an
employee would have received more than.400 shares of
restricted 'stock in exchange for tendered options, we issued to
that employee shares of restricted stock in the exchange. If,

based on the exchange ratios, an employee would have received -

400 or fewer shares of restricted stock in exchange for tendered:
options, we instead paid to the employee cash in an amount
equal to the number of shares the employee would have
received multiplied by-$5.00. The offer applied to options to
purchase a total of 22,929,573 shares of Class A common stock;
or approximately 48% of-our 47,882,365 total options (vested
and. unvested) issued and outstanding as of December 31, 2003.

Participation by employees was voluntary: Non-emp]oyee mem-
bers of the board of directors of Charter or any of its
subsidiaries were not eligible to participate in the exchange offer.
In the closing of the exchange offer on February 20, 2004
we accepted for cancellation eligible options to purchase
approximately 18,137,664 shares of our Class A common stock.
In exchange, we granted approximately 1,966,686 shares of
restricted stock, including 460,777 performance shares to ‘eligible
employees of the rank of senior vice president and above, and
paid a total cash amount of approximately $4 million (which
amount includes appllcable withholding taxes) to those employ~
ees who received cash rather than shares of restricted stock.
The restricted stock was granted on February 25, 2004,
Employees tendered approximately 79% of the options eligible
to be exchanged under the program. ;
The cost of the stock option exchange program was
approxrmately $10 mllhon with a 2004 cash compensation
expense of approximately $4 million and a non-cash compensa- .
tion expense of approxrrnately $6 million to be expensed ratably
over the three-year vesting period of the restricted stock issued
in the exchange.

LT

The participation of the Named Executive Officers in this exchange offer is reflected in the following table:

Number of
Securities Market Price . BT Length of Original
Underlying - of Stock at Exercise Price New Option Term
- - ) . Options Time of . ‘at Time of Exercise Remaining at
Name . i Date Exchanged » Exchange ($) " Exchange ($) Price ($) Date of Exchanges
Carl E. Vogel . Sy 2/25/04 3,400,000 © $4.37 $1368 (1) 7 years 7 months
Former President and Chief Executwe Ofﬁcer ) ‘ e ’ . :
Paul E. Martin . - 2/25/04 15,000 ...~ , - 437 23.09 @) 7 years 0 months
Senior’ Vice President, o o B 50,000, ., 437 .. 11.99 o . 7 years 7 months
" Principal Accounting Officer ‘ o ' v 40,000 437 15.03 6 years 3 months
and Corporate Controller : ’ ' : o
Wayne H. Davis . 2/25/04 40,0007 - . 437 23.09 (3) 7 years 0 months
‘Executive Vice President ’ 40,000 L 437 - 1227 . 7 years 11 months

and Chief Technical Officer

0 On February 25, 2004, in exchange for 3,400,000 options tendered, 340,000 performance shares were granted with a three year performance cycle and three year vesting
along with 340,000 restricted stock units with one-third of ‘the shares vesting on each of the first three anniversaries of the grant date. On the grant date, the price of qur
common. stock was. $4.37. - .

@ On February 25, 2004, in exchange for 105,000 optlons tendered, 8, 607 performance shares weré granted with a'thre¢ year performance cycle and three year vesting
along with 8,607 restricted stock units with one-thlrd of the shares vestrng on each of the first three anniversaries of the grant date. On the grant date, the price of our

~ common stock was $4:37.

® On February 25, 2004, in exchange for 80,000. options tendered, 4,000 performance shares were granted with a three year performance cycle and three year vestmg along
with 4,000 restncted stock units with one-third of the shares vesting on each of the first three anniversaries of the grant date. On the grant date, the price of our ‘

- common stock was $4.37, ‘

Compensation Committee designated and approved as Plan
participants the permanent President and Chief Executive Officer
position, Executive Vice President positions and selected Senior
Vice President positions. ‘

The Plan provides that each participant be granted an
award which represents an opportunity to receive cash pay- = .
ments in accordance with the Plan. An award will be credited in
book entry format to a participant’s account in an amount equal
to 100% of a participant’s base salary on-the date of Plan
approval in 2005 and 20% of participant’s. base salary in each
year 2006 through 2009, based on that participant’s base salary

2005 EXECUTIVE CASH AWARD PLAN

In June 2005, Charter adopted the 2005 Executive Cash Award
Plan to provide additional incentive to, and retain the services of,
certain officers of Charter and its subsidiaries, to achieve.the

* highest level of individual performance and contribute to. the,
success of Charter. Eligible participants are employees of Charter or
any of its subsidiaries who have been recommended by the CEO
and designated.and approved as Plan participants by the Compen-
sation Committee of Charter’s board of directors. At the time the
Plan was adopted, the interim CEO recommended and the
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as of May 1 of the applicable year. The Plan awards will vest at
the rate of 50%.of the plan award balance at the end of 2007 -
and 100% of the plan award balance at the end of 2009." .
Participants will be entitled to receive payment of the vested

portion of the award if the participant remains employed by . . -

Charter continuously from: the date of the participant’s initial
participation through the end of the calendar year in which his,

or her award becomes vested, subject to payment of pro-rated - .

award balances to a participant who terminates.due to death or
disability or in the event Charter elects to terminate the Plan. . :

" A participant’s eligibility for, and right to receive, any . - -
payment under the Plan (except in the case ofiintervening
death) is conditioned upon the participant first executing and
delivering to Charter an agreement releasing and giving up all’

claims that participant may have against Charter and related .-
 parties arising out of or based upon any facts or conduct
occurring prior to the payment date, and containing additional
restrictions on post-employment use of confidential information,
non-competition and nonsolicitation and recruitment of custom-
ers and employees. .

EMPLOYMENT ARRANGEMENTS AND RELATED AGREEMENTS

Charter and Neil Smit entered into ari-agreement as of

August 9, 2005 whereby Mr. Smit will serve as Charter’s
President and Chief Executive Officer (the “Employment Agree-
ment”) for a term expiring on December 31, 2008, and Charter
may extend the agreement for an additional two years by giving
Mr. Smit written notice of its intent to extend not less than six -
months prior to the expiration of the contract (Mr. Smit has the
right to reject the extension within a certain time period as set -
forth defined in the contract). Under the Empldyment Agree-
ment, Mr. Smit will receive a $1,200,000 base salary per year,
through the third anniversary of the agreement, and thereafter
$1,440,000 per year for the remainder of the Employment -
Agreement. Mr.’ Smlt shall be ehglble to receive a performance-
based target Bonus of 125% of annualized salary, with a

maximum bonus of 200% of annualized salary, as determined by

the Compensation Committée of Charter’s Board of Directors. -
However, for 2005 only, he will receive a minimum bonus of
$1,200;000, provided that he is employed by Charter on
December 31, 2005. Under Charter’s Long-Term Incentive Plan -
he will receive optiotis to purchase 3,333,333 shares of Class A
common stock, exercisable for 10 years, with annual vesting of
one-third of the grant in each of the three years from the
employment date; a performance share award for a maximum of
4,123,720 shares of Class A common stock, to be earned during
a three-year performance cycle starting January 2006; and a
restricted stock award .of 1,562,500 shares of Class A common
stock, with ‘annual vesting over three years following employ-
ment date. In addition, Mr.'Smit will receive another restricted
stock' award for 1,250,000 shares of Class A common stock
vesting on the' first anniversary of employment date.’

Mr: Smit will receive full reimbursement for his relocation” -

expenses and emplo'yee'beneﬁts consistent with those made
generally available to other senior executives. In the event that
Mr. Smit is'terminated by Charter without “cause” or for ° ‘good

reason termination,” as those terms are defined in the Employ-
ment Agreement, he will receive.the greater of two times base
salary-or salary through the remainder to the term of the:
Employment Agreement; a pro rata bonus for the year of .
termination; full vesting of options and. restricted shares; vesting
of performance stock if targets are achieved; and a lump sum - -
payment equal to twelve months of COBRA payments. The - .
Employment Agreement contains non-compete provisions from .
six months to two years, depending on the type of termination.
Charter will gross up federal taxes in the event that Mr. Smit is
subject to any additional tax under Section 409A of the Internal
Revenue Code.

Charter entered'into an agreement with Mr. May, effective

January 17, 2005, whereby Mr. May.served as Charter’s Interim.
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President and Chief Executive Officer (the “May Executive
Services Agreement”). Under the May Executive Services .Agree-
ment, Mr. May received a $1,250,000 base fee per year. Mr. May
continued to receive the compensation and reimbursement of
expenses to which he was. entitled in his capacity as a member
of Charter’s board of directors Mr. May’s employment agree-
ment provided that. Charter would provide equity incentives
commensurate with his position and responsibilities, as deter-,
mined by, Charter’s board of directors. Accordingly, Mr. May
was granted 100,000 shares of restricted stock under Charter’s
2001 Stock Incentive Plan. The 100,000 restricted shares vested
on the date on which Mr. May’s interim service as President
and Chief Executive Officer terminated, August 22,.2005.

Mr. May served as-an independent contractor and was not ..
entitled to any vacation or eligible to participate in any
employee benefit programs.of Charter. Charter reimbursed

Mr. May for reasonable transportation costs from Mr. May's
residence in Florida or other locations to Charter’s offices and
provided temporary living quarters.or reimbursed expenses
related thereto. The May Executive Services Agreement was-
terminated effective December 31, 2005 and upon termination of
the Agreement, Mr. May was eligible for 2 bonus payment. On .
January 5, 2006, Charter, paid him a bonus, of $750,000, with the
possibility that such bonus would be increased by an additional
percentage.lln February 2006, Charter's Compensation Commit- .
tee approved: an additional bonus of approximately $88,900 for -
Mr. May. :

On April 1, 2005 Charter entered into an emplovment
agreement with Mr. Lovett, pursuant to which he will be
employed as Charter’s Executive Vice President and Chief
Operating Officer for a term commencing April 1, 2005 and ,
expiting on April 1, 2008. The contract will be reviewed every. .
18 months thereafter and may be extended pursuant to such .
reviews. Under the agreement, Mr. Lovett will receive an annual
base salary of $575,000 and will be eligible to receive an annual
bonus targeted at 80% of his base salary under our senior
management bonus plan. Charter agreed to provide Mr. Lovett
with equity incentives commensurate with his position and .
responsibilities, as determined by Charter’s board of directors in
its discretion. Accordingly, Mr. Lovett has been granted

75,000 shares of restricted stock under Charter’s 2001.5tock
Incentive Plan. The 75,000 restricted shares will vest one third . :
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on each of the first three anniversaries of the date of grant
{unless there is an earlier termination event for Cause, as defined
in Charter’s 2001 Stock Incentive Plan). If his employment is
terminated without cause or if he terminates his employment

due to a change in control or for good reason (as defined in the.

agreement), Charter will pay Mr. Lovett an amount equal to the
aggregate base salary due to Mr. Lovett during the remainder of
the term, within fifteen days of termination. In addition, if -
Charter terminates his employment without cause, Mr. Lovett
will be ‘entitled to receive a pro rated bonus for the fiscal year in
which he is terminated based upon financial results through- the
month of termination. Mr. Lovett's agreement includes a
covenant not to compete for the balance of the term and for
two years thereafter. The agréement further provides that

Mr. Lovett is entitled to receive certain relocation expenses and
to participate in any benefit plan generally afforded to, and to
receive vacation and sick pay on such terms as are’offered to, -
Charter’s other senior executive officers.

As'of January 20, 2006, Charter entered into an-employ- - -
ment agreement with Mr. Fisher, Executive Vice President and
Chief Executive Officer (the “Employment Agreement”). The
Employment Agreemient provides that Mr. Fisher will serve in
an executive capacity as its Executive Vice President at a salary
of $500,000, to perform such executive, managerial‘and adminis-
trative duties as are assigned or delegated by President and/or
Chief Executive Officer, including but not limited to serving as
Chief Financial Officer. The term of the-Employment Agrée-
ment is-two years from the effective date. Under the Employ--
ment Agreement, Mr. Fisher will receive a signing bonus of
$100,000 and he shall be eligible to receive a performance-based
target bonus of up to 70% of salary and to participate in the
Long-Term Incentive Plan and to receive such other employee
benefits as are available to other senior executives. Mr. Fisher
w1ll participate in the 2005 Executive Cash Award Plan-
commencing in 2006 and, in addition, Charter will provide the
same additional benefit to Mr. Fisher that he would have been -
entitled to receive under the Cash Award Plan if he had
participated in the Plan at the time of the inception of the Plan
in 2005. He will also receive a grant of 50,000 restricted shares
of Charter’s Class A common stock, vesting in equal install-
ments over a three-year period from employment date; an
award of options to purchase 1,000,000 shares of Charter’s
Class A common stock under terms of the Stock Incentive Plan
on the effective ddte of the Employment Agreement; and in the
first quarter of 2006, an award of additional options to
purchase 145,800 shares of Charter’s Class A common stock
under-the stock incentive plan. Those options shall vest in equal
installments over a four-year time period from the grant date. In
addition, in the first quarter of 2006, he will receive 83,700
performance shares under the Stock Incentive Plan and will be
eligible to earn these shares over a three-year performance cycle
from January 2006 to December 2008.

Mr. Fisher will receive relocation assistance pursuant to
Charter’s executive homeowner relocation plan and the costs for
temporary housing. In the event that Mr. Fisher is terminated
by Charter without “cause” or for “good reason,” as those terms
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are defined in the Employment Agreement, Mr. Fisher will
receive his salary for the remainder of the term of the
agreement or twelve months’.salary, whichever is greater; a pro
rata bonus'for the year of termination; a lump sum payment .
equal to payments due under COBRA for the greater of twelve
months or the number of full months remaining in the term of -
the agreement; and the vesting of options and restricted stock
for as'long as severance payments are made. The Employment
Agreement containg:a one-year non-compete provision (or until -
the end of the term of the agreement, if longer) and a two-year
non-solicitation clause.

On September-7, 2003, Charter entered into an employ-
ment agreement with Mr. Davis, Executive Vice President and
Chief Technical Officer. The agreement provides that Mr. Davis
shall be employed in an executive capacity to perform such .-
duties as are assigned or delegated by the President and Chief
Executive Officer or the designee thereof, at a salary of
$450,000. The term of this agreement is two years from the date
of the agreement. Mr. Davis shall be eligible to patticipate in
Charter’s Long-Term Incentive Plan, Stock Option Plan and to
receive such ernployee beneﬁts as are available to other senior
executives. In the event that he is terminated by Charter
without “cause” or for “good reason,” as those terms are defined
in the agreement, he will receive his salary for the rénﬁainder of
the term of the agreement or twelve months’ salary, whichever
is greater; a pro rata bonus for the year of termination;.a lump
sum payment equal to payments due under COBRA for the
greater of twelve months or the number of full months
remaining in the term of the agreement; and the vesting of
options and restricted stock for as long as severance payments
are made. The agreement contains one-year, non-compete
provisions (or until the end of the term of the agreement, if
longer) in a Competitive Business, as such term is defined in the
agreements, and two-year non-solicitation clauses. ;

Effective january 9, 2006, Charter entered into a retention
agreement with Mr. Martin, Senior Vice President, Principal
Accounting Officer and Corporate Controller, in which
Mr. Martin agreed to remain as Interim Chief Financial Officer
until at least March 31, 2006 or such time as Charter reassigns -
or terminates his employment, whichever.occurs first (“Termina-
tion Date”). On the Termination Date, Charter will pay
Mr. Martin a special retention bonus in a lump sum of $116,200.
This special retention bonus is in -addition to any amounts due
to Mr. Martin under the 2005 Executive Bonus Plan and to any
other severance amounts, set forth below. Mr. Martin will not
participate in any executive incentive or bonus plan for 2006
unless otherwise agreed to by the parties. In addition, pursuant
to this agreement, Charter will treat (a) any. termination of
Mr. Martin’s employment by Charter without Cauge, and other .
than due to Death or Disability, as such terms are defined in his
previously-executed Employment Agreement, after January, 1,
2006, and (b) any termination by Mr. Martin of his employment
for any reason after April 1, 2006 (including voluntary resigna-
tion), as if his employment terminated without Cause and
Charter will pay as severance to Mr. Martin an amount ‘
calculated pursuant to his Employment Agreement on the basis
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of his base salary as Controller and without regard to any .
additional compensation he had been receiving as Interim Chief |
Financial Officer. He will also receive three months of outplace-
ment assistance at a level and from a provider selected-by ' .
Charter in its solé discretion. : BRI
On September 2, 2005, Charter entered into an employ- -
ment agreement with Mr. Martin. The agreement provides that
Mr. Martin shall be employed in an executive capacity to
perform such duties, as are assigned or delegated by the - i
President and Chief Executive Officer or the designee thereof, at
a salary of $240,625. The term of this agreement is two years '
from the date of the agreement. Mr. Martin shall be eligible to
participate in Charter’s Long-Term Incentive Plan, Stock Option
Plan and to receive such employee benefits as are available to
other senior executives. In the event that he is terminated by
Charter without “cause” or for “good reason,” as those terms
are defined in the agreement, he will receive his salary for the
remainder of the term of the agreement or twelve months’
salary, whichever is greatér; a pro rata bonus for the year of
termination; a [ump sum payment equal to payments due under
COBRA for the greater of twelve months or theé number of full
months remaining in the term of the agreement; and the vesting
of options and restricted stock for as long as severance
payments are made. The agreement contains one-year, non-
compete provisions (or unti] the end of the term of the
agreement, if longer) in a Competitive Business, as such term is
defined in the agreements, and two-year non-solicitation clauses.
Effective April 15, 2005, Charter also entered: into an
agreement governing the terms of the service of Mr. Martin as
Interim Chief Financial Officer. Under the terms of the -
agreement, Mr. Martin will receive approximately $13,700 each
month for his service in the capacity of Interim Chief Financial
Officer until-a permanent Chief Financial Officer is employed.
Under the agreement, Mr. Martin will also be eligible to receive
an additional bonus opportunity of up to approximately .
$13,600 per month served as:Interim Chief Financial Officer, .
payable in accordance with Charter’s 2005 Executive Bonus-
Plan. The amounts payable to Mr. Martin under the agreement
are in addition to all other amounts Mr. Martin receives for his -
services in-his capacity as Senior Vice President, Principal- -
Accounting Officer and Corporate Controller. In addition,
Mr. Martin received an additional special bonus of $50,000 for
his service as Interim co-Chief Financial Officer prior to
April 15, 2005. This amount is in addition to the bonus agreed
upon in 2004 for his service. in. that capacity. through March 31,
2005. B S
On October 31, 2005, Charter entered into an employment :
agreement with Ms. Hamilton,; Executive Vice President, Pro-
gramming. The agreement provides that Ms. Hamilton shall be
employed in an executive capacity to perform such duties as are
assigned or delegated by the President and Chief Executive
Officer or the designee thereof, at a salary of $371,800. The
term-of this agreement is two vears from the date of the
agreement. She shall be eligible to participate in Charter’s
incentive bonus plan that applies to senior executives, Stock
Option Plan and to receive such employee benefits as are
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available to other senior executives. In the event that
Ms. Hamilton is terminated by Charter without “cause” or for
“good reason,” as those terms are defined in the employment.
agreement, Hamilton will receive her salary for the remainder of
the termr of the agreement or twelve months’ salary, whichever
is greater; a pro rata bonus for the year of termination; a lump
sum payment equal to payments due under COBRA for the
greater of twelve months or the number of full months
remaining in the term of the agreement; and the vesting of
options and restricted stock for as long as severance payments
are made. The employment agreement contains a one-year non-
compete provision (or until the end of the term of the
agreement, if longer)-in a Competitive Business, as such term is
defined in the agreements, and two-year non-solicitation clauses.
On November 14, 2005, Charter executed an employment
agreement with Mr. Raclin, effective as of October 10, 2005,
The agreement provides that Mr. Raclin shall be employed in
an executive capacity as Executive Vice President and General
Counsel with management responsibility for Charter’s legal -
affairs, governmental affairs, compliance and regulatory functions
and to perform such other legal, executive, managerial and
administrative duties as.are assigned or delégated by the Chief
Executive Officer or the equivalent position, at a salary of
$425,000, to be reviewed on an annual basis. The agreement
also provides for a one time signing bonus of $200,000, the
grant of 50,000 restricted shares of Charter Class A common
stock, an option to purchase 100,000 shares of Charter common
stock under the 2001 Stock Incentive Plan, an option to
purchase 145,800 shares of Charter common stock under the
Long-Term Incentive portion of the 2001 Stock Incentive Plan,
and 62,775 performance shares under the 2001 Stock Incentive
Plan. He shall be eligible to participate in the incentive bonus
plan, the 2005 Executive Cash Award Plan and to receive such
other employee benefits as are available to other senior
executives. The term of this agreement is two years from the
effective . date of the agreement. In the event that Mr. Raclin is
terminated by Charter without “cause” or by Mr. Raclin for
“good reason,” as'those terms are defined in the employment
agreement, Mr. Raclin will receive (a) if such termination occurs
before the first scheduled payout of the executive cash award
plan (unless that failure is due to his failure to execute the
required related agreement) or at any time within one year after
a change .of control as defined in the agreement, two (2) times
his salary or (b) if such termination occurs at any other time, his
salary for the remainder of the term of the agreement or twelve
months’ salary, whichever is greater; a pro rata bonus for the
year of termination; a lump sum payment equal to payments
due under COBRA for the greater of twelve months or the
number-of full months remaining in the term of the agreement;
and the vesting of options and restricted stock for as long as
severance payments are made. The employment agreement
contains a one-year non-compete provision (or until the end of
the term of the agreement, if longer) in a Competitive Business,
as, such term is defined in the agreement, and a two-year non-
solicitation clause. Mr. Raclin is entitled to relocation assistance
pursuant to Charter’s executive homeowner relocation plan and
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the costs for temporary housing until he consummates the

purchase of a'home in the St Louis area or August 16, 2006,

whichever, occurs first. .
'On December 9, 2005, Charter executed an employment

agreement with Mr. Quigley. The agreement provides that

Mr. Quigley shall-be employed in an executive capacity to

perform-such executive, managerial and administrative duties as .

are assigned or delegated by the President and Chief Executive -
Officer or the designee thereof; at a salary of $450,000. He shall .

be eligible to participate in the incentive bonus plan, stock

option plan and to receive such other employee benefits as are -

available to other senior executives. The term of this agreement .

is two years from the effective date of the agreement: In the
event that Mr. Quigley is terminated by Charter without “cause’
or by Mr. Quigley for “good reason,” as those terms are defined
in the employment agreement, Mr. Quigley will receive his
salary for the remainder of the term of the agreement or twelve
months’ salary, whichever is greater; a pro rata bonus for the
year of termination; a lump sum payment equal to payments
due under COBRA for the greater of twelve months or the
number of full months remaining in the term of the agreement;
and the vesting of options and restricted stock for as long as
severance payments are made. The employment agreement

contains a one-year non-compete provision (or until the end of -

the term of the agreement, if longer) in a Competitive Business,
as such term is defined in the agreements, and two-year non- -
solicitation clauses. In addition, at the time of his employment,
Charter agreed to pay him a signing bonus of $200,000 deferred
until January 2006; grant options to purchase 145,800 shares of
Class A common stock under our 2001 Stock:Incentive Plan;
83,700 performance shares under our 2001 Stock Incentive Plan;
and 50,000 shares of restricted stock whxch will vest over a
three year period. :

Until his resignation in January 2005, Mr. Vogel was-
employed as President and Chief Executive Officer, earning a
base annual salary of $1,000,000 and was eligible to receive an -
annual bonus of up to $500,000, a portion of which was based -
on personal performance goals and a portion of which was
based on company performance measured against criteria
established by the board of directors of Charter'with Mr. Vogel.
Pursuant to his employment agreement, Mr. Vogel was granted
3,400,000 options to purchase Class A common stock and
50,000 shares. of restricted stock under our 2001 Stock Incentive
Plan. In the February 2004 option exchange, Mr. Vogel
exchanged his 3,400,000 options for.340,000 shares of restricted
stock and 340,000 performance shares. Mr. Vogel’s initial 50,000
restricted shares vested 25% on the grant date, with the
remainder vesting in 36 equal monthly installments beginning -
December 2002. The 340,000 shares of restricted stock were to
vest over a three-year period, with one-third of the shares
vesting on each of the first three anniversaries of the grant date:
The 340,000 performance shares were to vest at the end of a
three-year period if certain financial criteria were met.’

Mr. Vogel's agreement provided that, if Mr."Vogel is terminated
without cause or if Mr. Vogel terminated the agreement for
good reason, he is entitled to his aggregate base salary die -

" ing stock options, as well as his restricted stock granted in 2004 .
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during the remainder of the term and full prorated benefits and .

bonus for the year in which termination occurs. Mr. Vogel’s
agreement included a covenant not to compete for the balance

of the initial term or any renewal term, but no more than -one. ..
year in the event of termination without cause or by-Mr. Vogel -

with good reason. Mr. Vogel’s agreement entitled him to
participate in any disability insurance, pensions or other benefit
plans afforded to employees generally or to our executives,
including our LTIP. We agreed to reimburse Mr. Vogel annually
for the cost of term life insurance in the amount of $5 million,
although he declined this reimbursement in 2003, 2004 and
2005. Mr. Vogel was entitled to reimbursement. of fees and dues
for his membership in a couﬁtry club of his choice, which he
declined in 2003, 2004 and 2005, and reimbursement for up to
$10,000 per year for tax, legal and financial planning services.
His agreement also provided for a car and associated expenses
for Mr. Viogel’s use. Mr. Vogel's agreement provided for
automatic one-year renewals and also provided that we would .
cause him to be elected. to our board of directors without any.
additional compensation.

In February 2005, Charter entered into an agreement with
M. Vogel setting forth the terms of his resignation. Under the
terms of the agreement, Mr. Vogel received in February 2005 all
accrued and-unpaid base salary and vacation pay through the -
date of resignation and a.lump sum payment equal to the
remainder of his base salary during 2005 (totaling $953,425): In
addition, he received a lump sum cash payment of approxi- -
mately $358,000 in January 2006, which represented the agreed
upon payment of $500,000 reduced to the extent of compensa—
tion attributable to certain competitive activities.

Mir. Vogel continued to receive certain health benefits
during 2005 and will receive COBRA premiums for such health
insurance coverage for 18 months thereafter. All of his outstand-

(excluding 340,000 shares of restricted stock granted as “per-
formance units”, which were automatically forfeited), continued
to vest through December 31, 2005. In addition, one-half of the.
remaining unvested portion of his 2001 restricted stock grant
vested upon the effectiveness of the agreement and the other
half was forfeited. Mr. Vogel has 60 days after December 31,

-2005 to exercise any outstanding vested stock options. Under *

the agreement, Mr: Vogel waived any further right to any bonus
or incentive plan participation and provided certain releases of -
claims against Charter and its subsidiaries from any claims
arising out of or. based upon any facts occurring prior to.the
date of the agreement, but Charter will continue to provide
Mr. Vogel certain indemnification rights and to include
Mr. Vogel in its director and officer liability insurance for a
period of six years. Charter and its subsidiaries also agreed to
provide releases of certain claims against Mr. Vogel with certain
exceptions reserved. Mr. Vogel has also agreed, with limited .
exceptions that he will continue to be bound by the covenant |
not to compete, confidentiality and non-disparagement provi-
sions contained in his 2001 employment agreement.

In addition to the indemnification provisions which apply
to all employees under our bylaws, Mr. Vogel's agreement
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provides that we will indemnify and hold him harmless to the
maximum extent permitted by law from and against any claims,
damages, liabilities, losses, costs or expenses in connection with
or arising out of the performance by him of his duties. The
above agreement also contains confidentiality and non-solicita-
tion provisions. C

We have established separation guidelines which generally
-apply to all employees in situations where management deter-
mines that an employee is entitled to severance benefits. .

" Severance benefits are granted solely in management’s discretion
and are not an employee entitlement or guaranteed benefit. The
guidelines provide that persons employed at the level of Senior -
Vice President may be eligible to receive between six and fifteen
months of severance benefits. Currently, all Executlve_ Vice
Presidents have employment.agreements with Charter which
provide for specific separation arrangements ranging from the
payment of twelve to twenty-four months of severance benefits.
Separation benefits are contingent upon the signing of a
separation agreement containing certain provisions including a
release of all claims against us. Severance amounts paid under
these guidelines are distinct and separate from any one-time,
special or enhanced severance programs that may be approved
by us from time to time.

Our senior executives are eligible to receive bonuses
according to our 2005 Executive Bonus Plan. Under this plan;
‘our executive officers and cértain other management and
professional employees are eligible to receive an annual bonus
Each participating employee would receive His or her target
bonus if Charter (or such employee’s division) meets specified
performance measures for revenues, operating cash flow, un-
levered free cash flow and customer satisfaction. ‘

'LIMITATION OF DIRECTORS' LIABILITY AND INDEMNIFICATION MATTERS

Our certificate of incorporation limits the liability of directors to
the maximum extent permitted by Delaware law. The Delaware
General Corporation Law provides that a corporation may
eliminate or limit the personal liability of a dlrector for
monetary damages for breach of fiduciary duty as a director,
except for 1iability for:

(1) any breach of the director’s duty of loyalty to the’
..corporation and. its shareholders; -

(2) acts or omissions not in good faith or which involve
intentional misconduct or a knowing violation of law;

(3) unlawful payments of dividends or unlawful stock . -
purchases or redemptxons or

- (4) any transaction from which the director denved an.
improper personal benefit.

Our bylaws provide that we will indemnify all persons
whom we may indemnify pursuant thereto to the fullest extent. -
permitted by law. ‘

Insofar as indemnification for liabilities arising under the
Securities Act may be permitted to directors, officers or persons
controlling us pursuant to the foregoing provisions, we have been
informed that in the opinion of the SEC, such indemnification is
against public policy as expressed in the Securities Act and is
therefore unenforceable. '

We have reimbursed certain of our current and former
directors, officers and employees in connection with their .
defense in certain legal actions. See “Item 13. Certain Relatlon-
sh1ps and Related Transactions — Other Miscellaneous Relatlon— '
ships'— Indemmﬁcatlon Advances.”
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IEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

BENEFICIAL DWNERSHiP OF SECURITIES o With respect to the percemage of votmg power set forth in
© the followmg table:

The following table sets forth certain information regarding

beneficial ownership of Charter’s Class A common stock ‘as of o each holder of Class A common stock is entitled to one
January 31, 2006 by: ‘ , vote per share; and
e each person currently serving as a director of Charte;r;A . @ each holder of Class B common stock is entitled to (i) teuﬁ'

votes per share of Class B common stock held by such’

holder and its affiliates and (ii) ten votes per share of "

Class B Common Stock for which mémbership units in

e all persons currently serving as directors ‘and officers of Charter'Holdco held by such holder and its afﬁhates are -
Charter, as a group; and - exchangeable.

¢ the current chief executive officer-and individuals named in
the Summary Compensation Table;

® each person known by us to own beneficially 5% or more
of our outstanding Class A common stock as of January 31,
2006.

The 50,000 shares-of Class B common stock owned by
Mr. Allen represents 100% of the outstanding Class B common

stock.
Class A Shares
[ ) Receivable ‘ ,
Number of i Unvested on Exercise ) ) Class B Shares ,
! Class A Shares -Restricted of Vested “Number of - Issuable upon . % of
{Voting and "+ Class A Shares Options or Other Class B~ - Exchange or . % of X Voting
Name and Address of Investment  (Voting Power . Convertible | Shares X Conversion Equity Power
Beneficial Owner Powen"! Oniy)® Securities™  ©* © Owned of Units® S S
Paul G. Allen® ‘ 29,126,463 39,063 ‘ 10,000' 50,000 364,082,692 50.40% 90.46%
Charter Investment, Inc.® ' . ' " 247,769,519 "37.31% *
Vulean Cable III Inc.? : ' o - 116,313,173 21.84% *
Neil Smit B - 2,812 500‘ v - B . Sk *
Robert P. May 119,685 40,650 * *
W. Lance Conn 19,231 ; A32 072 o *
Nathaniel A, Davis 43,215 * *
Jonathan L. Dolgen 19,685 40,650 * *
David C. Merritt 25,705 39,063 * *
Marc B. Nathanson 425,705 39,063 50,000 * *
Jo Allen Patton 10,977 40,323 ‘ * *
John H. Tory 30,005 39,063 40,000 * *

- Larry W. Wangberg - 28,705 39,063 40,000 * *
Michael J. Lovett 7,500 75,000 112,375 * *
Wayne H. Davis 2,667 1,333 210,000 * *
Sue Ann Hamilton 169,300 * *
Paul E. Martin 11,738 2,869 162,500 * *
All current directors and executive

officers as a group (19 persons) 29,830,033 3,384,910 874,100 50,000 364,082,692 50.97% 90.56%
Carl E. Vogel 113,334 1,120,000 * *
Steelhead Partners™” 30,284,630 ' 7.28% *
J-K Navigator Fund, L.P. ay 22,067,209 5.30% *
James Michael johnston(m 30,284,630 7.28% *

- Brian Katz Klein"! 30,284,630 7.28% *
FMR Corp. a2 52,487,788 ' 12.61% 1.38%
Fidelity Management &

Research Company? 31,231,402 14,289,255 1057% ' 1.19%
Edward C. Johnson 3d® 52,487,788 12.61% 1.38%
Standard Pacific Capital LLC™® 21,804,756 . 5.24% *
Kingdon Capital Management, LLC%Y 24,236,312 5.82% *
Wellmgton Management Company,

LLP® 21,985,377 5.28% *

" Less than 1%.

@ Includes shares for which the named person has sole voting and investment power; or shared voting and investment power with a spouse. Does not mclude shares that
may be acquired through exercise of options.

@ Includes unvested shares of restricted stock issued under the Charter Communications, Inc. 2001 Stock Incentive Plan (including those issued in the February 2004
option exchange for those eligible employees who elected to participate), as to which the applicable director or employee has sole voting power but not investment
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power. Excludes certain performance units granted under the Charter 2001 Stock Incentive Plan with respect to which shares will not be issued until the third °

anniversary of the grant date and then only if Charter meets certain performance criteria (and which consequently do not provide the holder with any voting rights).

Includes shares of Class A common stock issuable (a) upon exercise of options that have vested or will vest on or before April 1, 2006 under the 1999 Cha.rter

Communications Option Plan and the 2001 Stock Incentive Plan or (b} upon conversion ‘of other convertible securities.

Beneficial ownership is determined in accordance with Rule 13d-3 under the Exchange Act. The beneficial owners at _]anuary 31, 2006 of Class B common stock,

Charter Holdco membership units and convertible senior notes of Charter are deemed to be beneficial owners of an equal number of shares of Class A common stock

because such holdings are either convertible into Class A shares (in the case of Class B shares and convertible senior notes) or exchangeable (directly or indirectly) for

Class A shares (in the case of the membership units) on a one-for-one basis. Unless otherwise noted, the named holders have sole investment and voting power with

respect to the shares listed as beneficially owned. As a result of the settlement of the CC VIII dispute, Mr. Allen received an accreting note exchangeable as of

January 31, 2006 for 24,950,661 Charter Holdco units. See “Certain Relationships and Related Transactions — Transactions Arising Out of Our Organizational Structure

and Mr: Allen’s Investment in Charter Communications,: Inc. and Its Subsidiaries — Equity Put Rights — CC vz

The calculation of this percentage assumes for each. person that:

© 416,201,081 shares of Class A common stock are issued and outstanding as of January 31, 2006;

50,000 shares of Class B common stock held by Mr. Allen have been converted ‘into shares of Class A common stock;

 the acquisition by such person of all shares of Class A common stock that such person or affiliates of such person has the right to acquire upon exchange of

" membership units in subsidiaries or conversion of Series A Convetible Redeemable Preferred Stock or 5.875% or 4.75% convertible senior notes;

# the acquisition by such person of all shares that may be acqunred upon exercise ot" options to purchase shares ar exchangeable membershxp units that have vested or
will vest by April 1, 2006; and

« that none of the other listed persons or entities has received any shdres of Class A common stock that are issuable to any of such persons pursuant to the exercise of
options or otherwise.

A person is deemed to have the right to acquire shares of Class A common stock with respect to options vested under the 1999 Charter Commu.mcatlons Option Plan.

When vested, these options are exercisable for membership units of Charter Holdco, which are immediately exchanged on a one-for-one basis for shares of Class A

common stock. A person is also deemed to have the right to acquire shares of Class A common stock issuable upon the exercise of vested options under the 2001

Stock Incentive Plan.

The calculation of this percentage assumes that Mr. Allen’s equity interests are retained in the form that maximizes voting power (i.e., the 50,000 shares of Class B

common stock held by Mr. Allen have not been converted into shares of Class A common stock; that the membership units of Charter Holdco owned by each of

Vulcan Cable BI Inc. and Charter Investment, Inc. have not been exchanged for shares of Class A common stock).

The total listed includes:

247,769,519 membership units in Charter Holdco held by Charter Investment, Inc.; and

© 116,313,173 membership units in Charter Holdco held by Vulcan Cable 11T Inc.

The listed total includes 24,950,661 shares of Class A common stock issuable as of January 31, 2006 upon exchange of units of Charter Holdco, which are issuable to

Charter Investment, Inc. {(which is owned by Mr. Allen) as a consequence of the settlement of the CC VIII dispute. See “Certain Relationships and Related

Transactions ~ Transactions Arising Out of Qur Organizational Structure and Mr. Allen’s Investment in Charter Communications, Inc. and Its Subsidiaries — Equity Put

Rights — CC VIIL” The address of this person is: 505 Fifth Avenue South, Suite 900, Seattle, WA 98104.

Includes 247,769,519 membership units in Charter Holdco, which are exchangeable for shares of Class B common stock on a one-for-one basis, which are convertible to

shares of Class A common stock on a one-for-one basis. The address of this person is: Charter Plaza, 12405 Powerscourt Drive, St. Louis, MO 63131,

Includes 116,313,173 membership units in Charter Holdco, which are exchangeable for shares of Class B common stock on a one-for-one basis, which are convertible to

shares of Class A common stock on a one-for-one basis. The address of this person is: 505 Fifth Avenue South, Suite 900, Seattle, WA 98104.

Mr. Vogel terminated his employment effective on January 17, 2005. His stock options and restricted stock shown in this table continued to vest until December 31,

2005, and his options will be exercisable for another 60 days thereafter.

The equity ownership reported in this table is based upon the holder’s Form 13G/A filed with the SEC February 10, 2006. The business address of the reporting

person is: 1301 First Avenue, Suite 201, Seattle, WA 98101. Steethead Partners, LLC acts as general partner of J-K Navigator Fund, L.P,, and J. Michae! Johnston and

Brian K. Klein act as the member-managers of Steelhead Partners, LLC. Accordingly, shares shown as beneficially held by Steelhead Partners, LLC, Mr. Johnston and

Mr. Klein include shares beneficially held by J-K Navigator Fund, L.P.

The equity ownership reported in this table is based on the holder's Schedule 13G/A filed with the SEC on February 14, 2006. The address of the person is:

82 Devonshire Street, Boston, Massachusetts 02109. Fidelity Management & Research Company is a wholly-owned subsidiary of FMR Corp. and is the beneficial owner

of 46,192,873 shares as a result of acting as investment adviser to various investment companies and includes: 31,231,402 shares resulting from the assumed conversion

of 5.875% senior notes. Fidelity Management Trust Company, a wholly-owned subsidiary of FMR Corp. and is a beneficial owner of 3,066,115 shares as a result of

acting as investment adviser to various investment companies and includes: 3,066,115 shares resulting from the assumed conversion of 5.875% senior notes. Fidelity

International Limited (“FIL") provides investment advisory and management services to non-U.S. investment companies and certain institutional investors and is a

beneficial owner of 3,228,800 shares. FIL is a separate and independent corporate entity from FMR Corp. Edward C. Johnson 3d, Chairman of FMR Corp. and FIL

owns shares of FIL voting stock with the right to cast approximately 38% of the total votes of FIL voting stock. Edward C. Johnson 3d, chairman of FMR Corp., and

FMR Corp. each has sole power to dispose of 52,487,788 shares.

The equity ownership reported in this table is based upon holder’s Schedule 13G filed with the SEC November 9, 2005. The address of the reporting person is:

101 California Street, 36th Floor, San Francisco, CA 94111.

The equity ownership reported in this table is based upon holder’s Schedule 13G filed with the SEC January 25, 2006. The address of the reporting person is: 152 West

57th Street, 50th Floor, New York, NY 16019.

The equity ownership reported in this table is based upon holder’s Schedule 13G filed with the SEC February 14, 2006. The address of the reporting person is: 75 State

Street, Boston, MA 02109. Wellington Management Company, LLC, in its capacity as investment adviser, may be deemed to beneficially own 21,985,377 shares of the

Issuer which are held of record by clients of Welhngton Management Company, LLC.

89




CHARTER COMMUNICATIONS, INC.

2005 FORM 10-K

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

The following information is provided as of Df:cemb‘er 31, 2005 with respect to-equity compensation plans:

ST

R PR : : Number of securities:

. e e

[ options, warrants
Plan Category =~ ' : o '

10 be issued upon -+
o . . o e exercise of outstanding - -

- Weighted average
- exercise price of

" gutstanding options,’

Number of securities
remaining available

T for tuture issuance
under equity

«

. " and rights warrants and rights ' compensation plans
Eqﬁity compensation-plans approved by security holders".f . - 129,126,744(” oo 8447 42,758,409
Equity compensation plans not approved by security holders - 1:289,268% co- §391 o -
TOTAL ' 29,416,012 $ 446 | 42,758,409

@ This total does not include. 4,252,570 shares issued ;;ursuant to restricted stoék érmt§ made under ‘o‘ur 2001 Stock Incentive Plan, which were éubject to vesting based on -
continued employment or 11,258,256 performance shares issued under-our LTIP plan, which-are subject to vesting based.on continued employment and Charter’s

achievement of certain performance criteria, .
@

.. -
L o
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Includes shares of Class A common stock to be issued upon exercise of options granted pursuant to an individual compensation agreement with a consglta,n‘t.v
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The followmg sets forth certain transacnons in which we are
involved and in Wl‘llCh the directors, executive. oﬁicers and_
affiliates of Charter have or may have a material interest. The ,
transactions fall generally 1nto three broad categones ‘ =

Gl

o Transactions in which Mr Allc’n fuas an mterest t/zat arise
directly out of Mr. Allen’s investment in. Charter and Charter
Holdco. A large niimber of the transactions descnbed below

arise out of Mr. Allen’s direct and indirect, {through CIL or i

the Vulcan entities; each of which Mr. Allen controls) .
investment in Charter and its subsidiaries, as well as
commitments made as consideration for the investments
themselves.

o Transactions with third party providers of products, services and
" content in which My. Allen has or had a material interest. "

" M. Allen has had numerous investmeénts in the ‘areas of '
technology and media. We have a nuiber of commercial *
relationships with third partles in which Mr. Allen has or-

_ had an interest. :

o Other Miscellaneous Transactions. We have a limited number

of transactions in which certain of the officers, directors and’

L

" principal shareholders of Charter and its sub51dlar1es other

o than Mr. Allen, have an interest.

4

‘A number of our debt instruments and those of our

subsidiaries require delivery of fairness opinions for transactions
» 'with-Mr. Allen or his affiliates involving more than $50 million.

‘Such fairness opinions have been obtained whenever required.
... All of our transactions with Mr. Allen or his affiliates have been

‘,cqneidered for approval either by the board of directors of

Charter or a committee of the board of directors. All of our
transactions with Mr. ‘Allen or his affiliates have been deemed
by the board of directors or a' committee of the board of

" directors to'be in our best interest. Related party transactions

are approved by our Audit Committee or another independent
body of the board of directors in compliance with the listing

_requlrernents applicable to NASDAQ National Market listed

companies. Except where noted below, we:do not believe that:
these transactions present any unusual risks for us that would
not be present in any sxmﬂar commercial transacnon IR

Vo

i NS
(-

The chart below summarizes certain mformatlon with respect to these transactions. Addmonal mformanon rega:dlng these

transactions is prov1ded followmg the chart.

. Interested’
*  Transaction .

Related Party | ) Description of Transactmn ) '
Intercompany Mén:lge‘ment Paul' G. Allen ' ° Subsidiaries of Charter Holdco paid: Charter approxxmately $128 mxlhon for
Arrangements o S e management services rendered in 2005.
"Mutual Services Agreernent Paul G. Allen ., Charter paid Charter Holdco $89 million o services réndered in 2005. l
Previous Management Paul G. Allen No fees were paid in*2005, although total management fees accrued and payable to

Agreement
Channel Access Agreement

, Equity"Rnt‘ Rights
Mirror Securitiee .

Py,

TechTV .Carriage Agl'eement‘\,

Oxygen Media Corporation
Carriage Agreement

JE

Portland Trail Blazers Camage

Agreement

" Pail G. Allen '

" Paul G. Allen W. Lance ' °

Conn Jo Allen Patton -.

Paul G. Allen

: Paul G. Allen W. Lance

‘Conn Jo Allen Patton

Paul G. Allen W. Lance

. Conn Jo Allen Patton_ |

Larry W. Wangberg
Paul G. Allen-_":

.. W. Lance Conn

Jo Allen Patton

L

CII exclusive of interest; were approximately $14,million at December 31, 2005..

< At Vulcan Ventures’ request, we will provide Vulcan-Ventures with exclusive rights
for carriage on eight of our dxgltal cable channels as pamal cansideration for a 1999

capital contribution of appro:umately $1.3 biition.

" Certain sellers of cable.systems that we acquired were granted or previously had

the right, as described below, to put to Paul Allen equity in Charter and CC VIII,
LLC issued to such. sellers in connection with such acquisitions.

To comply with the orgamzatlonal documents of Charter’ and Charter Holdco,
Charter Holdco issied ‘Gertain mirrot securities to Charter; redeemed certain other

v

" ‘mirror securities, and! paxd interest and dividends on outstandmg mirror notes and

preferred units.

" We recorded approxxmately $1 m1llxon from TechTV ander the afﬁhatlon
. -agreement in 2005 related to launch incentives as a reductxon of programmmg

expense.

" v We paid Oxygen' Media apprommately $9- mllhon under a carriage agreement in
. exchange for programming in 2005. We recorded approximately $0.1 million in
. 2005 from Oxygen Media related to launch incentives as a reduction of

programming expense. We received 1 million shares of Oxygen Preferred Stock

* ¢ with a liquidation preference .of $33.10 per share in'March 2005. We recognized

approximately $2 million .4s a reduction'of programming expense in 2005, in
recognition of the guaranteed value of the investment.

" We paid approximatel Y $116,500 for r1ghts to carry the cable broadeast of certaln
: Trall Blazers basketball games in 2005.
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Interested

Transaction Related Party Description of Transaction
Digeo, Inc. Broadband Carriage  Paul G. Allen We paid Digeo approximately $3 million for customized development of the
Agreement , Carl E. Vogel i-channels and the local content tool kit in 2005. We entered into a license
Jo Allen Patton agreement in 2004 for the Digeo software that runs DVR units purchased from a
W. Lance Conn third party. Charter paid approximately $1 million in license and maintenance fees
Michael J. Lovett in 2005. We paid approximately $10 million in capital purchases in 2005.
Payment for relative’s services Carl E. Vogel . During all of 2005, Mr. Vogel's brother-in-law was an employee of Charter Holdco

Radio advertising

Marc. B, Nathanson

and was paid a salary commensurate w1th his position in the engmeermg

" department.

We believe that, through a thll'd party advertising agency, we have paid

approximately $67,600 in 2005 to Mapleton Communications, an affiliate of

Current and former
directors and current
and former officers .
named in certain legal

Indemnification Advances

Mapleton Investments, LLC.

Charter reimbursed certain of its current and former directors and executive officers
. a total of approximately $16,200 for costs incurred in connection with litigation

matters in 2005.

proceedings

The following sets forth additional information regarding
the transactions-summarized above.

TRANSACTIONS ARISING QUT OF OUR ORGANIZATIONAL STRUCTURE AND
MR. ALLEN'S INVESTHENT IN CHARTER CONMUNICATIONS, INC. AND TS
SUBSIDIARIES

As noted above, a number of our related party transactions arise
out of Mr. Allen’s investment in Charter and its subsidiaries.
Some of these transactions are with CII and Vulcan Ventures
(both owned 100% by Mr. Allen), Charter (controlled by

Mr. Allen) and Charter Holdco (approximately 55% owned by
us and 45% owned by other affiliates of Mr. Allen). See “Item 1.
Business — Organizational Chart” for more information regarding
the ownership by Mr. Allen and certain of his affiliates.

Intercompany Management Arrangements ‘
Charter is a party to management arrangements with Charter
Holdco and certain of its subsidiaries. Under these agreements,
Charter provides management services for the cable systems ,
owned or operated by its subsidiaries. These management
agresments provide for rexmbursement to Charter for all costs
and expenses incurred by it for activities relating to the-
ownership and operation of the managed cable systems,
including corporate overhead, administration and salary expense.
The total amount paid by Charter Holdco and all of its
subsidiaries is limited to the amount necessary to relmburse
Charter for all of its expenses, costs, losses, liabilities and:
damages paid or incurred by it in connection with the
performance of its services under the various management
agreements and in connection with its corporate overhead,
administration, salary expense and similar items. The expenses
subject to reimbursement include fees Charter is obligated to
pay under the mutual services agreement with CIL Payment of
management fees by Charter’s operating subsidiaries is subject to

certain restrictions under the credit facilities and indentures of .

such subsidiaries and the indentures governing the Charter
Holdings public debt. If any portion of the management fee due

and payable is not paid, it is deferred by Charter and accrued as

a liability of such subsidiaries. Any deferred amount of the
management fee will bear interest at the rate of 10% per year,

compounded annually, from the date‘ it was due and payable
until the date it is paid. For the year ended December 31, 2005,
the subsidiaries of. ‘Charter Holdings paid a total of $128 million
in management fees to Charter. '

Mutual-Services Agreement

Charter, Charter Holdco and CII are parties to a mutual services
agreement whereby each party shall provide rights and services
to the other parties as may be reasonably requested for the
management of the entities involved and their subsidiaries,
including the cable systems owned by their subsidiaries all on a
cost-reimbursement basis. The officers and employees of each
party are available to the other parties to provide these rights
and services, and all expenses and costs incurred in providing
these rights and services are paid by Charter, Each of the parties
will indemnify and hold harmless the other parties and their

,; directors, officers and employees from and against any and all

claims that may be made against any of them in connection*
with the mutual services agreement except due to its or their
gross negligence or willful misconduct. The mutual services
agreement expires on November 12, 2009, and may be
terminated at any time by any party upon thirty days’ written
notice to the other. For the year ended December 31, 2005,
Charter paid approximately $89 million to Charter Holdco for
services rendered pursuant to the mutual services agreement. All

- such amounts are reimbursable to Charter pursuant to a

management arrangement with our subsidiaries. See

“~ Intercompany Management Arrangements.” The accounts
and balances related to these services eliminate in consolidation.’
CII' no longer provides services pursuant to this agreement.

Previous Management Agreement with Charter Investment, Inc.
Prior to November 12, 1999, CII provided management and

. consulting services to our operating subsidiaries for a fee equal

to 3.5% of the gross revenues of the systems then owned, plus

-- reimbursement of expenses. The balance of management fees

92

payable under the previous management agreement was accrued,
with payment at the discretion of CII, with interest payable dri_
unpaid amounts. For the year ended December 31, 2005,
Charter’s subsidiaries did not pay any fees to CII to reduce
management fees payable. As of December 31, 2005, total
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management fees payable by our subsidiaries to CII were
approximately $14 million, exclusive of any interest that may be
charged and are included in deferred management fees — related
party on the consolidated balance sheets contained in “Item 8.
Financial Statements and Supplementary Data.”

Charter CDmmumcatlons Holding (:ompany, LLC Limited Llablllty
Agreement Taxes

The limited liability company agreement of Charter Holdco
contains special provisions regardmg the allocation of tax losses
and profits among its members - Vulcan Cable III Inc,, CII and-
us. In some situations, these provisions may cause us to pay =~
more tax than would otherwise be due if Charter Holdco had
allocated profits and lossés among its members based generally
on the number of common membership units. ‘See “Item 7.
Management’s Discussion and Analysis of Financial Condmon
and Results of Operations — Crmcal Accountmg Pohcles and
Estimates — Income Taxes

Vulcan Ventures Channel Access Agreement

. approximately $630.million to rcer‘tain sellers affiliated with

AT&T Broadband, subsequently owned by Comcast Corpora-
tion (the “Comcast sellers”). ' Mr. Allen granted the Comcast
sellers the right to sell to him the CC VIII interest for
approximately $630 million plus 4.5% interest annually from
February 2000 (the “Comcast put right”). In April- 2002, the
Comcast sellers exercised the Comcast put right in full, and this
transaction was consummated on June 6, 2003. Accordingly, -
Mr. Allen, indirectly through-a company controlled by him, CII,
became the holder of the CC VIII interest. In the event of a
liquidation of CC VIII, Mr, Allen would be entitled to a priority
distribution with respect-to a 2% priority return (which will

" continue to accrete). Any remaining distributions in liquidation

Vulcan Ventures, an entity controlled by Mr. Allen, Charter cr .

and Charter Holdco are-parties to an agreement dated Septem-
ber 21, 1999 granting to Vulcan Ventures the right to use up to.
eight of our digital cable channels as partial consideration for a
prior capital contribution of $1.325 billion. Specifically, at Vulcan
Ventures’ request; we will provide Vulcan Ventures with
exclusive rights for carriage of up to eight digital cable television
programming services or channels on each of the digital cable
systems with local and to the extent available, national controt .,
of the digital product owned, operated, controlled or managed
by Charter or its subsidiaries now or in the future of 550~ -
megahertz or more. If the system offers digital services but has-
less than 550 megahertz of capacity, then the programming
services will be, equitably reduced. Upon request of Vulcan -
Ventures, we will attempt to reach a comprehensive program-
ming agreement pursuant to which it will pay the programmer,
if possible, a fee per digital video customer. If such fee
arrangement is not achieved, then we and the programmer shall
enter into a standard programming agreement. The initial term
of the channel access agreement was 10 years, and the term
extends by one additional year (such that the remaining term
continues to be 10 years) on each anniversary date of the
agreement unless either party provides the other With notice to
the contrary 4t least 60 days prior to such anmversary date. To
date, Vulcan Ventures has not requested to use any of these
channels. However in the future it is poss1ble that Vulcan
Ventures could require us to carry programming that i is less
' profitable to us than the programming that we would otherwise
carry and our results would suffer accordingly. ' -

Equity Put Rights . . ;

CC VIII. As part of the acquisition of the cable systems owned.
by Bresnan Communications Company Limited Partnership in
February 2000; CC.VIII, Charter’s indirect limited liability
company subsidiary, issued, after adjustments, 24,273,943

Class A preferred membership units' (collectively, the “CC VI
interest”) with a value and an initial capital account of
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would be distributed to CC V Holdings, LLC and Mr. Allen in
proportion to CC V Holdings, LLC’s capital account and

Mr. Allen’s capital account (which will equal the initial capital
account of the Comcast sellers of approximately $630 million, -
increased or decreased by Mr. Allen’s pro rata share of

CC VIII's profits or losses (as computed for capital account
purposes) after June 6, 2003). . '

An issue arose as to whether the documentation for the ‘
Bresnan transaction was correct and complete with regard to
the ultimate ownership of the CC VIII interest following
consummation of the Comcast put.right. Thereafter, the board
of directors of Charter formed a Special Committee (comprised
of Messrs. Merritt, Tory and Wangberg) to investigate the
matter and take any other appropriate action on behalf of
Charter with respect to this matter. After conducting an
investigation of the relevant facts and circumstances, the Special
Committee determined that a “scrivener’s error” had occurred in
February 2000 in connection with the preparation of the last-
minute revisions to the Bresnan transaction documents and that,
as a:result, Charter should seek the reformation of the Charter
Holdco-limited liability company agreement; or alternative relief,
in order to restore and ensure the obligation that the CC VIIL -
interest be automatically exchanged for Charter Holdco units. .
The Special Committee further.determined that, as part of such

‘contract reformation or alternative relief, Mr. Allen should be

required to contribute the CC VIII interest to Charter Holdco in
exchange for 24,273,943 Charter Holdco membership units. The
Special Committee also recommended to the board of directors
of Charter that, to the extent the contract reformation is
achieved, the board of directors-should consider whether the
CC VIII interest should ultimately be held by Charter Holdco or
Charter Holdings or another ent1ty owned dxrectly or mdlrectly
by them.

Mr. Allen disagreed with the Specral Committee’s determi-
nations described above and so notified the Special Committee.
M. Allen contended that the transaction was accurately -
reflected in the transaction documentation and contemporane-
ous and subsequent company public disclosures. The Special
Committee and 'Mr Allen d‘etermmed to utilize the Delaware
Court of Chancerys program for mediation of complex business
disputes in an effort to resolve the CC VI interest dispute.

A's of October 31, 2005, Mr. Allen, the Special Committee,
Charter, Charter Holdco anid certain of their affiliates, agreed to
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settle the dispute, and execute certain’ permanent and irrevocable
releases pursuant to the Settlement Agreement and Mutual
Release agreement dated October 31, 2005 (the “Settlement”™).
Pursuant to the Settlement, CII has retained 30% of.its CC VIII
interest (the-“Remaining Interests”). The Remaining Interests are
subject to certain drag along, tag along and transfer restrictions:
as detailed in the revised CC VIII Limited Liability Company
Agreement. CII transferred the other 70% of the CC VIII
interest directly and indirectly, through Charter Holdco, to a
newly formed.entity; CCHC (a direct subsidiary of Charter
Holdco and the direct parent of Charter Holdings). Of that .
other 70% of the CC VIII preferred interests, 7.4% has‘been‘ .
transferred by ClI to CCHC for a subordinated exchangeable
note with an initial accreted value of $48 million, accreting at -
14%, compounded quarterly, with a 15-year maturity (the-
“CCHC note”). The remaining 62.6% has been transferred by
ClII-to Charter Holdco, in accordance with the terms of the
settlement for no additional monetary consideration. Charter
Holdco contributed the 62.6% interest to CCHC. '

As part of the Settlement, CC VIII issued approximately
49 million additional Class B units to CC V in consideration for
prior capital contributions to CC VIII by CC 'V, with respect to
transactions that were unrelated to the dispute.in connection .
with CII's membership units in CC VIIL As a result, Mr. Allen’s.
pro-rata share of the ‘proﬁts and losses of CC-VIII attributable to
the Remaining Interests is approximately 5.6%.: 4

The CCHC note is ex‘chéngeable, at ClI's option, at any
time, for Charter Holdco Class A Common units at a rate equal
to the then accreted value, divided by- $2.00 (the “Exchange’
Rate”). Customary anti-dilution protections have been provided
that could .cause future changes to the Exchange Rate. Addition-
ally, the Charter Holdco Glass A Common units received will
be exchangeable by the holder into Charter. common stock in -,
accordance with existing agreements betweén CII, Charter and
certain other parties signatory thereto. Beginning February 28,
2009, if the. closing price of Charter common stock is at or
above the Exchange Rate for a certain period of time as
specified in the Exchange Agreement, Charter Holdco may
require the exchange of the: CCHC note for Charter Holdco. -
. Class A Common units at the Exchange Rate.

. CCHC has the right to redeem the CCHC note under
certain circumstances, for cash inan amount equal to the then
accreted value, such amount, if redeemed prior to February 28,
2009, would also include a make whole up to the accreted value
through. February- 28, 2009. CCHC must redeem the CCHC
note at its maturity for cash in an amount equal to the initial
stated value plus the accreted return through maturity.

The Board .of Directors has determined that the transferred
CC VIII interests remain at CCHC ' ‘

Mirror Securities

Charter is a holdmg company and its principal assets are its
equity interest in Charter Holdco and certain mirror notes
payable by Charter Holdco to Charter and mrrror preferred
units held by Charter, which have the same, prmcrpal amount
+ and terms as those of Charter’s convertrble senlor notes and

Charter’s outstanding. preferred stock: In 2005, Charter Holdco
paid to Charter $64 million related to interest on the mirror
notes. In connection with .our November 2004 sale of the
$862.5 million principal amount of 5.875% convertible senior
notes due 2009, Charter Holdco issued to us mirror notes in
identical principal amount in exchange for the proceeds from
our offering. Charter Holdco then purchased and pledged
certain U.S. government securities to us as security for the
mirror notes (which were in turn repledged by us to the trustee
for the benefit of holders of our 5.875% convertible senror notes
and’ Wthh we expect to use to fund the first six interest ‘
payments on the notes), and agreed to lend common. units to
us, the terms of which will, to the extent practrcable mrrror the
terms of the shares. Charter Holdco also redeemed the ‘
remaining $588 million principal amount of the mirror notes in ‘
respect of our 5.75% convertible senior notes due 2005
concurrently with ‘our December 23, 2004 redemption of our
5.75% convertible senior notes. In addition, in December 2004,
Charter Holdco entered into-a share lending agreement with
Charter in which it agreed to lend common units to Charter
that would mirror the anticipated loan of Class A common
shares by Charter to Citigroup Global Markets pursudnt to a
share lending agreement: The members of Charter Holdeo .
(including the entities controlled by Mr. Allen) also at that time
entered into a letter agreement providing, among other things,
that for purposes.of the allocation provisions of the Limited
Liability Company Agreement of Charter Holdco, the mirror
units be-treated as disregarded .and not outstanding until such
time (and except to the extent) that, under Charter’s share
lending agreement, Charter treats the loaned shares.in a manner
that assumes they will neither be returned by the borrower nor
otherwise be acquired: by Charter in lieu of such a return. In -
2005, Charter issued 94.9 million shares of Class A common
stock and the corresponding issuance of an equal number of
mirror' membership units by Charter Holdco to Charter pursu-
ant to the share: lending agreement. In February 2006, an -
addrtlonal 22.0 million shares and correspondmg units were
issued. -

Allocation of Busmess Opponumnes with Mr. Rllen

As described under ~ Third Party Business Relatronshrps in,
which Mr. Allen has or had an Interest” in this section,

Mr. Allen and a number of his affiliates have interests in various
entmes that prov1de services or programming to our subsidiaries.
Given the diverse nature of Mr. Allen’s investment activities and
interests, and to avoid the possibility of future dlsputes as to
potential busmess Charter and Charter Holdco, under the terms
of their respective orgamzatronal documents may not, and ‘may
not allow their subsidiariés, to engage in any business transac-
tion outside the cable transmission business except for the
Digeo, Inc. joint venture; a joint venture to develop a digital

" video recorder set-top terminal;-an existing investment in Cable
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Sports Southeast, LLC, a provider.of regional sports program-
ming; as an owner of the business of Interactive Broadcaster
Services Corporation or, Chat TV, an investment in @Security.
Broadband Corp., a company developing broadband security’
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applications; and incidental businesses engaged in as of the
closing of Charter’s initial public offering in November 1999.
This restriction will remain in effect until all of the shares of
Charter’s high-vote Class B common stock have been converted
into shares of Charter’s Class A common stock due to

Mr. Allen’s equity ownership falling below specified thresholds.

Should Charter or Charter Holdco or any of their
subsidiaries wish to pursue, or allow their subsidiaries to pursue,
a business transaction outside of this scope, it must first offer -
Mr. Allen the opportunity to pursue the particular business
transaction, If he decides not to pursue the business transaction
and consents to Charter or its subsidiaries engaging in the
business transaction, they will be able to do so. In ‘any such

' case, the restated certificate of incorporation of Charter and the
limited liability company agreement of Charter Holdco would
need to be amended accordingly to modify the current
restrictions on the ability of such entities to engage in any
business other than the cable transmission business. The cable
transmission business means the business of transmitting video, :
audio, including telephone, and data over cable systems owned,
operated or managed by Charter Charter Ho]dco or any of
their subsidiaries from-time to time. ’

Under Delaware corpprate' law, each direetdr of Charter,
including Mr. Allen, is generally required to present to Charter, -
any opportunity he or she may have to acquire any cable
transmission business or any company whose prmcrpal business
is the ownership, operation or management of cable transmis-
sion businesses, so that we may determine whether we wish to
pursue such opportunities. However, Mr. Allen and the other
directors generally will not have an obligation to present.other.
types of business opportunities to Charter and they may exploit
such opportunities for their own account.

Also, conflicts ‘could arise with respect to the allocatron of
corporate opportunities between us and Mr. Allen and his
affiliates in connection with his investments in businesses in
which we are permitted to engage under Charter’s restated
certificate of incorporation. Certain of the indentures of Charter
and its subsidiaries require the applicable issuer of notes to
obtain, under certain circumstances, approval of the board of - -
directors of Charter and, where a transaction or series of related
transactions is valued at or in excess of $50 million, a fairness
opinion with respect to'transactions in which Mr. Allen has an -
interest. Related party transactions are approved by our Audit
Comnmittee in compliance with the listing requirements applica--

ble to NASDAQ national market listed companies. We have not:

instituted any other formal plan or arrangement to address .
potential conflicts of interest.

The restrictive provisions of the orgamzatlonal ‘documents
described above may limit our ability to take advantage of
attractive business opportunities. Consequently, our ability to
offer new products and services outside of the cable transmis-
sion business and enter into new businesses could be adversely
affected, resulting in an adverse effect on our growth, financial
condition and results of operations.

THIRD PARTY BUSINESS RELATIONSHIPS IN WHICH MR. ALLEN HAS OR HAD
AN INTEREST

As previously noted, Mr. Allen has and has had extensive
investments in the areas of media and technology. We have a
number of commercial relatmnshlps with third partres in which
Mr. Allen has an interest. Mr." Allen or his affiliates own equity
interests or Warrants to purchase equlty interests in various
entities with which we do business or which provide us with
products, services or programming. Mr. Allen owns 100% of the
equity. of Vulcan Ventures Incorporated and Vulcan Inc. and is
the president of Vulcan Ventures. Ms. Jo Allen Patton isa -
director and the President and Chief'Executive Officer of Vulcan
Inc.and is a director and Vice President of Vulcan Ventures.
Mr. Lance Conn is Executive Vice President of Vulcan Inc. and
Vulcan Ventures. The various cable, media; Internet and
telephone companies in which Mr. Allen has invested may
mutually benefit one another. We can give no assurance, nor
should you expect, that any of these business relationships will
be successful, that we will realize any benefits from these
relationships or that we will enter into any business relationships
in the future with Mr. ‘Allen’s affiliated  companies.

Mr: Allen and his-affiliates have made, and in the future
likely will make; numerous investments outside of us and our
business. We cannot assure you that, in the event that we or
any of our subsidiaries enter into transactions in the future with
any affiliate of Mr. Allen, such transactions will be on terms as
favorable to us as terms we might have obtained from an
unrelated third party. )

TechTV, Inc.
TechTV, Inc. (“TechTV”) operated a cable television network
that offered programming mostly related to technology. Pursu-
ant to an affiliation agreement that originated in 1998 and that
terminates in 2008 TechTV has provided us with programming
for distribution via our cable systems. The affiliation agreement
provides, among other things, that TechTV must offer Charter
Holdco certain terms and conditions that dre no less favorable
in the affiliation agreement than are given to any other
distributor that serves the same number of or_ fewer TechTV
viewing customers. '

In March 2004, Charter Holdco entered into agreements
with Vulcan Programmmg and TechTV, which provide for
(i) Charter Holdco and TechTV to arnend the affiliation
agreement which, among other thmgs, revises the descnptlon of
the TechTV network content, provides for Charter Holdco to
waive certain claims against TechTV relating to alleged
breaches of the affiliation agreement and provides for TechTV
to make payment of outstanding launch receivables due to
Charter Holdco under the affiliation agreement, (i) Vulcan

‘ Programmmg to pay approximately $10 million and purchase

95

over a 24-month period, at fair market rates, $2 million of
adverfising time across various cable networks on Charter cable
systems in consideration of the agreernents obligations, releases
and waivers under the agreements and in settlement of the
aforementloned claims and (ii) TechTV to be a provider of
content relating to technology and video gaming for Charter’s
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interactive television platforms through December 31, 2006
(exclusive for the first year). For the year ended December 31,
2005, we recognized approximately $1 million of the Vulcan
Programming payment as an offset to programming expense.

. We believe that Vulcan Programming, which is 100%
owned by Mr. Allen, owned an approximate 98% equity interest
in TechTV at the time Vulcan Programming sold TechTV to an
unrelated third party.in May 2004.

Dxygen Media Corporation :
Oxygen Media LLC (“Oxygen”) prov1des programming content .
aimed at the fernale audience for. distribution over cable systems
and satellite. On July 22, 2002, Charter Holdco entered into a -
carriage agreement with Oxygen, whereby. we agreed to carry
programming content from Oxygen. Under the carriage agree-
ment, we currently make Oxygen programming available to
approximately 5 million of our video customers. In August 2004,
Charter Holdco and Oxygen entered into agreements that .
amended and renewed the carriage agreement. The amendment
to the carriage agreement (a) revised the number of our
customers to which Oxygen programming must be carried and
for which we must pay, (b) released Charter Holdco from any
claims related to the failure to achieve distribution ‘benchmarks
under the carriage agreement, (¢) required Oxygen to make .
payment on outstanding receivables for launch incentives due to’
us under. the carriage agreement; and (d) requires that Oxygen
provide its programming content. to us on economic terms no .
less favorable than.Oxygen provides to any other cable or
satellite operator having fewer subscribers than us. The renewal
of the carriage agreement (a) extends the period that we will
carry Oxygen programmmg to our customers through Janu-
ary 31, 2008, and (b) requires license fees to be paid based on .
customers receiving Oxygen programming, rather than for
spec1fic customer benchmarks. For the year ended December 31,
2005, we paid Oxygen approximately $9 million for program-
ming content. In addition, Oxygen pays us launch incentives for
customers launched after the first year of the term of the
carriage agreement up to a total of $4 million. We recorded
approximately $0 1 mllhon related to these launch incentives ‘as
a reduction of programming expense for the year ended
December 31, 2005.. g

In August 2004, Charter Holdco and Oxygen amended an
equity issuance agreement to provide for the i issuance of
1 million shares of Oxygen Preferred Stock with a hqurdatlon
preference of $33.10 per share plus accrued dividends to Charter
Holdco in place of the $34 million’ of unregistered shares of _
Oxygen Media common stock requlred under the orxgmal equity
issuance agreement. Oxygen Media'delivered these shares in
March 2005. The preferred stock i is convertible into common |
stock after December 31, 2007 at a conversion ratio, the
numerator of which is the hqurdat]on preference and the
denominator which is the fair market value per share of Oxygen
Medra common stock on the conversion date.

We recogmzed the guaranteed value of the investment over
the life of the carriage agreement as a reduction of programming
expense. For the year ended December 31, 2005, we recorded

approximately $2 million as a reduction .of programming
expense. The carrying value of our investment in Oxygen was
approximately $33 million as of December 31, 2005.

. As of December 31, 2005, through Vulcan Programming,. -
Mr. Allen owned an approximate 31% interest in Oxygen
assuming no exercises of outstanding warrants or conversion or-
exchange of convertible or exchangeable securities. Ms. Jo Allen
Patton is a director and the President of Vulcan Programming.
Mr. Lance Conn is a Vice President of Vulecan Programming.
Marc Nathanson has an indirect beneficial interest. of less than
1% in Oxygen. ‘ :

Portiand Trall Blazers

" On October 7, 1996, the former owner of our Falcon cable
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systems entered into a letter agreement and a cable television )
agreement with Trail Blazers Inc. for the cable broadcast in the
metropohtan area surroundmg Portland, Oregon of pre—season
regular season and playoff basketball games of the Portland Trail
Blazers, a National Basketball Assocranon basketball team,

Mr. Allen is the 100% owner of the Portland Trail Blazers and
Trail Blazers Inc. Under the letter agreement, Trail Blazers Inc.
was paid a fixed fee for each customer in areas directly served
by the Falcon cable systems. Under the cable television
agreement, we shared subscription revenues with Trail Blazers
Inc. We paid approxxmately $116, 500 for the year ended
December 31, 2005 in connection wrth the cable broadcast of
Portland Trail Blazers basketball games under the October 1996
cable television agreement and subsequent local cable distribu-
tion agreements

Digeo, Inc. -

In March 2001, a subsmhary of Charter, Charter Communica-
tions Ventures, LL.C (“Charter Ventures”) and Vulcan Ventures
Incorporated formed DBroadband Holdings, LLC for the sole
purpose of purchasing equity interests. in Digeo, Inc. (“Dlgeo”)
an entity controlled by Paul Allen. In connection with the.
execution of the broadband carriage agreement, DBroadband
Holdings, LLC purchased an equity interest in Digeo funded by
contributions from Vulcan Ventures Incorporated. The equity. ..
interest is subject to a priority return of capital to Vulcan .
Ventures up to the amount contributed by Vulcan Ventures on .-
Charter Ventures’ behalf. After Vulcan. Ventures recovers its
amount contributed and any cumulative loss allocations, Charter
Ventures has a 100% profit interest in DBroadband Holdings,
LIL.C. Charter Ventures is not required to make any capital

-contributions, including capital calls to Digeo. DBroadband .

Holdings, LLC is therefore not included in our accompanying~
consolidated financial statements. Pursuant to an amended
version of this arrangement, in 2003, Vulcan Ventures contrib-
uted a total of $29 million to Digeo, $7 million of which was.
contributed on Charter Ventures' behalf, subject to Vulcan
Ventures’ aforementioned priority return. Since the formation of
DBroadband Holdings, LLC, Vulcan Ventures has contributed
approximately-$56. million on Charter Ventures’ behalf:

On March 2, 2001, Charter Ventures entered into a
broadband carriage agreement with Digeo Interactive, LLC
{(“Digeo Interactive”), a wholly owned subsidiary of Digeo. The




CHARTER COMMUNICATIONS, INC.

", 2005°FORM 10-K

carriage agreement provided that Digeo Interactive would
provide to Charter a “portal” product, which- would function as
the television-based Internet portal (the initial point of entry to
the Internet) for Charter’s customers who 'received Internet
access from Charter. The agreement term was for 25 years and
Charter agreed to use the Digeo portal exclusively for-six years.
Before the portal product was delivered to Charter, Digeo
terminated development of the portal product.

On September. 27, 2001, Charter and Digeo Interactive
amended the broadband carriage agreement. According to the
amendment, Digeo Interactive would provide to Charter the
content for enhanced “Wink” interactive television services,
known as Charter Interactive Channels -(“i-channels”). In order
to provide the i-channels, Digeo Interactive sublicensed certain
Wink technologies to Charter. Charter is entitled to share in the
revenues generated by ‘the i-channels. Currently, our digital
video customers who receive i-channels receive the service at no
additional -charge. :

On September 28, 2002, Charter entered into a second
amendment to its broadband carriage agreement with Digeo .
Interactive, This amendment superseded the amendment of .
September 27, 2001. It provided for the development by Digeo
Interactive of future features to be included in the Basic i-TV
service to be provided by Digeo and for Digeo’s development of
an interactive “toolkit” to enable Charter to develop interactive
local content. Furthermore, Charter could request that Digeo
Interactive manage local content for a fee. The amendment |
provided for Charter to pay for development of the Basic i-TV
service as well as license fees for customers who would receive
the service, and for Charter and Digeo to split certain revenues
earned from the service. In 2005, we paid Digeo Interactive
approximately $3 million for customized development of the
i-channels and the local content tool kit. This amendment
exp1red pursuant to its terms on December 31, 2003. Digeo .
Interactive is continuing to provide the Basic i-TV service on a
month-to-month basis. .

On June 30, 2003, Charter. Holdco entered into an
agreement with Motorola, Inc. for the purchase of 100,000
digital video recorder (“DVR”) units. The software for these
DVR units is being supplied by Digeo Interactive, LLC under a-
license. agreement entered into in April 2004. Under the license
agreement Digeo. Interactive granted to Charter Holdco the
right to use Digeo’s proprietary software for the number of
DVR units that Charter deployed from a maximum of
.10 headends through year-end 2004, This maximum number, of
headends restriction was éxpanded and eventually eliminated -
through successive agreement amendments and the date for
entering into license agreements for units deployed was
extended. The license granted.for each unit deployed under the
agreement is valid for five years. In additien;, Charter will pay .
certain other fees including a per-headend license fee and
maintenance fees. Maximum license and maintenance fees
during the term of the agreement are expected to be approxi-

* mately $7 million. The agreement includes an “MFN clause”
pursuant to which Charter is entitled to receive contract terms,
considered on the whole, and license fees, considered apart from

other contract terms, no-léss favorable than those accorded to
any other Digeo. customer. Charter paid approximately $1 mil-
lion in license and maintenance fees in 2005.

In April 2004, we launched DVR service- (using units
containing the Digeo. software) in our Rochester, Minnesota
market using a broadband media center that is an integrated set-
top terminal with a cable converter, DVR hard drive and

. connectivity to other consumer electromcs devices (such as
. stereos, MP3 players, and digital cameras).”

~ In May 2004, Charter Holdco entered into a blndmg term
sheet with Digeo Interactive for the development, testing and
purchase of 70,000 Digeo PowerKey DVR ‘units. The term sheet
provided that the parties would proceed in good faith to
negotiate, prior to year-end 2004, definitive agreements for the
development, testing and purchase of the DVR »unit‘s‘ and that
the parties would enter into a license agreement for Digeo’s ‘
proprietary software on terms substantially similar to the terms
of the license agreement descrlbed above. In November 2004,

Charter Holdco and Digeo Interactive executed the license

agreement and in December 2004, the parties executed the
purchase agreement, each.on terms substantially similar to the
binding term sheet. Total purchase price and license and

-maintenance fees during the term of the definitive agreements

are expected to be approximately $41 million. The definitive
agreements are terminable at no penalty to Charter in certain -
circumstances. Charter paid approximately $10 million for the
year ended December 31, 2005 in capital purchases under this
agreement

In late 2003, Mlcrosoft filed suit against Dlgeo for $9 mil-
lion in a breach of contract action, involving, an agreement that -
Digeo and Microsoft had enteréd into in 2001. Digeo informed
Charter that it believed it had an indemnification claim against
Charter for half that amount. Digeo settled with Microsoft
agreeing to make a cash payment and to purchase certain .
amounts of Microsoft software products and consulting services
through 2008. In consideration of Digeo agreeing to release
Charter. from its potential claim against Charter, after consulta-
tion with outside counsel Charter agreed, in June 2005, to
purchase a total of $2.3 million in Microsoft consulting services
through 2008, a portion of which amounts Digeo has informed
Charter will count against Digeo’s purchase obhgatlons Wlth
Microsoft. ‘

In October 2005, Charter Holdco and Digeo Interactive

entered into a binding term sheet for the test market’ deploy- .
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ment of the Moxi Entertainment Applications Pack (‘MEAP”).
The MEAP is an addition to the Moxi Client Software and will
contain ten games (such as Video Poker and Blackjack), a photo
application and jukebox application. The term sheet is limited to
a test market application of approximately 14,000 subscribers
and the aggregate value is not expected to exceed $0.1 million.
In the event the test market proves successful, the companies
will replace the term sheet with a long form agreement
including a planned roll-out across additional markets. The term
sheet expires on May 1, 2006. o ‘

' We believe that Vulcan Ventures, an entity controlled by
Mr. Allen, owns an'approximate 60% equity interest in Digeo,
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Inc,, on a fully-converted non-diluted basis. Messrs. Allen and
Conn and ‘Ms. Patton aré¢ directors of Digeo. Mr. Lovett is a
director of Digeo since December 2005 and Mr. Vogel was a
director of Digeo in 2004. During 2004 and 2005, Mr.- Vogel
held options to purchase 10,000 shares of Digeo common- stock.

OTHER MISCELLANEOUS RELATIONSHIPS

Payment for Relative’s Services

Since June 2003, Mr. Vogel's brother-in-law has been an
employee of Charter Holdco and has received a salary commen-
surate with his position in the engineering department.

Radio Advertising

We believe that, through a third party advértising agency, we
have paid approximately $67,600 in 2005 to Mapleton Commu-
nications, an affiliate of Mapleton Tnvestments, LLC that owns
radio stations in Oregon and California. Mr. Nathanson is the
Chairman and owner of Mapleton Investrnents, LLC.

Indemnification Advances
Pursuant to Charter’s bylaws (and the -employment agreements
of certain of our current and former officers), Charter is

ltem 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

obligated (subject to certain limitations) to-indemnify and hold
harmless, to the fullest extent permitted by law, any officer,
director or employee against all expense, liability and loss
(including, among other things, attorneys’fees) reasonably
incurred or suffered by such officer, director.or employee as a
result of the fact that he or she is a party or is threatened.to be
made a party or is otherwise involved in any action, suit or
proceeding by reason of the fact that he or she is or was a
director, officer or employee of Charter. In addition, Charter is
obligated to pay, as an advancement of its indemnification
obligation, the expenses (including attorneys fees) incurred by
any officer, director or employee in defending any such action,
suit or proceeding in advance of its final disposition, subject to
an obligation to repay those amounts under certain circum-
stances. Pursuant to these indemnification arrangements and as’
an advancement of costs, Charter has reimbursed certain of its
current and former directors and executive officers a total of |
approximately $16,200 in respect of invoices received in 2005, in
connection with their defense of certain legal actions. These
amounts were submitted to Charter’s director and officer
insurance carrier and have been reimbursed consistent with the
terms of the settlement of the legal actions. -

Audit Fees ‘
We incurred fees and related expenses for professional services'
rendered by KPMG LLP (“KPMG”) for the audits of our and
our subsidiaries’ financial statements (including four subsidiaries
that are also public registrants), for the review of our and our
subsidiaries’ interini financial statements and seven offering
memorandums and registration statement filings in 2005 and five
offering memorandums and registration statement filings in 2004
totaling approximately $6 million in each of 2005 and 2004, -
Included in the total for each of 2005 and 2004 are fees and
related expenses of $2 million for the audit of internal- control . -
over ﬁnancml repomng required under Sarbanes-Oxley

Section 404.

Audit-Related Fees o

We incurred fees to KPMG of apprommately $0.1 million during
the year ended December 31, 2004. These services pnmarlly
related to the audit of our 401(k) plan and advisory services
associated with our Sarbanes- Oxley Section 404 1mplementat10n

ALL OTHER FEES-
~ None.

The Audit Committee appoints, retams compensates and
oversees the, reglstered public accountants (subject, if apphcable,
to board of director and/or shareholder ratification), and
approves in advance all fees and terms for the andit engagement
and non-audit engagements where nonaudit services are not
prohibited by Section 10A of the Securities Exchange Act of
1934, as amended with registered public accountants. Preap-
provals of non-audit services are sometimes delegated to a single
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member of the Audit Committee. However, any pre-approvals
made by the Audit Committee’s designee are presented at the
Audit Committee’s next regularly scheduled meeting. The Audit
Committee has an obligation to consult with management on
these matters. The Audit Committee approved 100% of the
KPMG fees for the years ended December 31, 2005 and 2004.
Each year, including 2005, with respect to the proposed audit
engagement, the Audit Committee reviews the proposed risk
assessment process in establishing the scope of examination a.nd
the reports to be rendered. -

In its capacity as a comrnittee of the Board, the Audit
Committee oversees the work of the registered public account-
ing firm (including resolution of disagreements between manage-
ment and the public accounting firm regarding financial
reporting) for the purpose of preparing or issuing an audit
report or performing other audit, review or attest services. The
registered public accounting firm reports directly to the Audit
Committee. In performing its functions, the Audit-Committee
undertakes those tasks and responsibilities that, in its judgment, -
most effectively contribute to and implement the purposes of
the Audit Committee charter. For more detail of the Audit
Committee’s authority and responsibilities, see Charter’s Audit
Committee charter set forth in Appendix A of our 2004 Proxy
Statement filed with the SEC on June 25, 2004.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

(a) The following documents are filed as part of this annual
report: ' ' o

(1) Financial Statements.

A listing of the financial statements, notes and reports of
independent public accountants required by Item 8 begins
on page F-1 of this annual report. )

(2) Financial Statement Schedules.

No financial statement schedules are required to be filed
by Items 8 and 15(d) because they are not required or are
not applicable, or the required information is set forth in
the applicable financial statements or notes thereto. .

(3) The index to the exhibits begins on page 124 of this
annual report. : , ' o

We agree to furnish to the SEC, upon request, copies of

any long-term debt instruments that authorize an amount of

securities constituting 10% or less of the total assets of Charter
and its subsidiaries on a consolidated basis.

99




CHARTER COMMUNICATIONS, INC. o *. 2005 FORM 10-K

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Charter Communications, Inc. has duly
caused this annual repon to be 51gned on its behalf by the undersigned, thereunto duly authorized. '

CHARTER. COMMUNICATIONS, INC,
Registrant

By: /s/ _NEIL SmiT
. Neil Smit
President and Chief Executive Officer

Date: February 28, 2006

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the followmg persons
on behalf of Charter Communications, Inc. and in the capacities and on the dates indicated.

Signature Title v . . Date
/s/ PaUL G. ALLEN Chairman of the Board of Directors February 28, 2006
Paul G. Allen
/s/ NEIL SMIT President, Chief Executive Officer, .~ | February 28, 2006
Neil Smit Director (Principal Executive Officer) o
/s/ JEFFREY T. FISHER Executive Vice President and Chief Financial Officer | February 28, 2006
Jeffrey T. Fisher (Principal Financial Officer)
/s/ PAUL E. MARTIN Senior Vice President, Principal Accounting Officer and February 28, 2006
Paul E. Martin Corporate Controller (Principal Accounting Officer)
/s/  W. LANCE CONN Director February 28, 2006

W. Lance Conn

/s/ NATHANIEL A. DAvis ‘ Director February 28, 2006
Nathaniel A. Davis '

/s/  JONATHAN L. DOLGEN Director February 28, 2006
Jonathan L. Dolgen ‘ ‘

/s/  ROBERT P. MAY Director : February 28, 2006
Robert P. May ‘
/s/  DaviD C. MERRITT Director February 28, 2006
David C. Merritt
/s/  MARC B. NATHANSON Director February 28, 2006
Marc B. Nathanson
/s/ Jo ALLEN PATTON Director February 28, 2006
Jo Allen Patton
/s/  JoHN H. TORY Director February 28, 2006
John H. Tory ‘
Director

Larry W. Wangberg
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(Exhibits are listed by numbers corresponding to the Exhibit Table of Item 601 in Regulation $-K).

Exhibit Description - , . Exhibit Description
227 Purchase Agreement, dated May 29, 2003, by and 3.2 (e) Fourth Amendment to Amended and Restated By-Laws
between Falcon Video Communications, L.P. and _‘ of Charter Communications, Inc. adopted as of
WaveDivision Holdings, LLC (incorporated by reference October 3, 2003 (incorporated by reference to Exhibit
to Exhibit 2.1 to Charter Communlcatlons, Inc’s current No. 3.3 to the quarterly report on Form 10-Q filed by
report on Form 8-K filéd on May 30 2003 (File Charter Communications, Inc. on' November 3, 2003 (File
No. 000-27927)). L o No. 000-27927)).
23 " Asset Purchase Agreement dated September 3, 2003, by 3.2 {f)  Fifth Amendment to Amended and Restated By-Laws of
and between Charter Communications VI, LLC, The Charter Communications, Inc. adopted as of October 28,
Helicon Group, L.P,, Hornéll Television Service, Inc,, 2003 (incorporated by reference to Exhibit No. 3.3 to the
Interlink Communications Partners, LLC, Charter a quarterly report on Form 10-Q filed by Charter
Communications Holdings, LLC and At]antlc Broadband Communications, Inc. on November 3, 2003 (File
Finance, LLC (incorporated by reference to Exhibit 2.1 to No. 000-27927)).
* Charter' Communications, Inc’s curreht report on 3.2 (g)  Sixth Amendment to the Amended and Restated By-
Form 8-K/A filed on September 3, 2003 (Flle Laws of Charter Communications, Inc. adopted as of
No. 000-27927)). ‘September 24, 2004 (incorporated by reference to
24 Purchase Agreement dated as of January 26, 2006, by and ExHibit 99.1 to the current report on Form 8-K of
between CCH II, LLC, CCH II Capital Corp and ] "Charter Communications, Inc. filed on September 30,
J-P. Morgan Securities, Inc as Representative of several - v 2004 (File No. 000-27927)).
Purchasers for $450,000,000 10.25% Senior Notes Due 3.2 () Seventh Amendment to the Amended and Restated By-
2010 (incorporated by reference to Exhibit'10.3 to the Laws of Charter Communications, Inc. adopted as of
current r‘e'port on Form 8-K of Charter Communications, ““October 21, 2004 (incorpbrated by ‘reference to
. Ine filed on January 27, 2006 (File No. 000-27927)). " Exhibit 3.1 to the current report on'Form 8-K of Charter
3.1 (a) Restated Certificate of Incorporation of Charter Communications; Inc. filed on October 22, 2004 (File
Communications, Inc. (Originally incorporated July 22, . No. 000-27927)). )
1999) (incorporated by reference to Exhiibit 3.1 to - 32 () Eighth Amendment to the Amendéd and Restated By-
Amendment No. 3 to the registration statement on " Laws of Charter Commumcatlons Inc. adopted as of
Form S-1 of Charter Communications, Inc. filed on December 14, 2004 (incorporated by reference to
o October 18, 1999 (File No. 333-83887)). " Exhibit 3.1 to the current report on Form 8-K of Charter
3 () Certificate of Amendment of Restated Certificate of ‘Communications, Inc. filed on December 15, 2004 (File
" Incorporation of Charter Communications, Inc. filed : No. 000—27927))
‘May 10, 2001 (incorporated by reference to Exhibit 3.1(b) 41 Indenture dated May 30, 2001 between Charter
to the annual report of Form 10-K of Charter Communications, Inc. and BNY Midwest Trust Company
Communications, Inc. filed on March 29, 2002 (F1le ' as Trustee govemmg 4, 75% Convertible Senior Notes due
 No. 000- 27927)). ‘ » ‘ 2006 (mcorporated by. reference to Exhibit 4. 1(b) to the
32 (3 Amended and Restafed By-laws of Charter current report on Form 8-K filed by Charter
Communications, Inc. as of November 5,.1999 Commumcatlons, Inc. on June 1, 2001 (File
(incorporated by reference to Exhibit 3.2 to the quarterly N No. 000 -27927)).
report on Form 10-Q filed by Charter Communications, 4.2 (a)  Certificate of De51gnat10n of Series A Convemble
. Inc. on November 14, 2001 (File No. 000-27927)). Redeemable Preferred Stock of Charter Communications,
3.2 (h) - First Amendment to Amended and Restated By-Laws of “Inc. and related Certificate of Correction of Certificate of
Charter Communications, Inc. adopted as of November 8, Demgnatlon (incorporated by reference to Exhibit 3.1 to
1999 (mcorporated by reference to Exhibit 3.2(b) to the quarterly report on Form 10-Q filed by Charter
Amendment No. 1 to the reglstratlon statement on ,'Commumcatlons Inc. on November 14, 2001 (File
Form S-1 filed by Charter Communications, Inc. on No. 000-27927)). e
: February 3, 2006 (File No. 333-130898)). 42 (b)  Certificate of Amendment of CertLﬁcate of De31gnat10n of
32 () Second Amendment to Amendéd and Restated By-Laws Series A Convertible Redeemable Preferred’ Stock of
' of Charter Communications, Inc: adopted as of January 1, Charter Communications, Inc. (incorporated by reference
2000 (incorporatéd by reference to Exhibit 3.2(c) to to Annex A to the Definitive Information Statement on
* Amendment No. 1 to the registration statement on Schedule 14C filed by Charter Communications, Inc. on
Form S-1 filed by Charter Communications, Inc.,on December 12, 2005 (File No. 000-27927)).
. February 3, 2006 (File No. 333-130898)). - 43 . Indenture relating to.the 5.875% convertible senior notes
3.2 (d) Third Amendment to Amended and Restated By-Laws of ‘due 2009, dated as of November 2004, by and among

Charter Comimunications,.Inc. adopted as of June 6, 2001
(incorporated by reference to Exhibit 3.2(d) to
Amendment No. 1.to the registration statement on

Form S-1 filed by Charter Communications, Inc. on
"February 3, 2006 (File. No. 333-130898)).

101

Charter Communications, Inc. and Wells Fargo Bank,
N.A. as trustee (incorporated by reference to Exhibit 10.1

' to'the current report on Form 8-K of Charter

Communications, Inc. filed on November 30, 2004 (File
No. 000-27927)).
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44 5.875% convertible senior notes due 2009 Resale = - 163 (b} First Supplemental Indenture relating to the
Registration Rights Agreement, dated November 22, 2004, 8.625% Senior Notes due 2009, dated as of September 28,
by and among Charter Communications, Inc. and 2005, among Charter Communications Holdings, LLC,
Citigroup Global Markets Inc. and Morgan Stanley and . Charter Communications Holdings Capital Corporation
Co. Incorporated as representatives of the initial .and BNY Midwest Trust Company as Trustee
purchasers (Incorporated by reference to Exhibit 10.2 to {incorporated by reference to Exhibit 10.3 to the current
the current report on Form 8-K of Charter report on Form 8-K of Charter Communications, Inc.
Communications, Iné. filed on November 30, 2004 (File filed on October 4, 2005 (File No. 000-27927)).
No. 000-27927)). 104 (a) Indenture relating to the 9.920% Senior Discount Notes

45 Share Loan Registration Rights Agreernent dated . due 2011, dated as of March 17, 1999, among Charter
Novermber 22, 2004, by and between Charter Communications Holdings, LLC, Charter
Communications, Inc. and Citigroup Global Markets Inc. ‘Communications Holdings Capital Corporation and
(incorporated by reference to Exhibit 10.3. to the current Harris Trust and Savings Bank (incorporated by reference
report on Form 8-K of Charter Communications, Inc. . to Exhibit 4.3(a) to Amendment No. 2 to the registration
filed on November 30, 2004 (File No. 000-27927)). " statement on Form $-4 of Charter Communications

46 Collateral Pledge and Security Agreement, dated as of Holfiings, LLC a.nd Charter Communications.Holdmgs
November 22, 2004, by and between Charter . Capital Corporation filed on June 22, 1999 (File
Communications, Inc. and Wells Fargo Bank, N.A. as No. 333-77499)).
trustee and collateral agent (mcorporated by reference to 104 . (b) First Supplemental Indenture relating to the
Exhibit 10.4 to the.current report on Form 8-K of 9.920% Senior Discount Notes due 2011, dated as of
Charter Communications, Inc. filed on November 30, September 28, 2005, among Charter Communications
2004 (File No. 000-27927)). Holdings, LLC, Charter Communications Holdings

47 ‘Collateral Pledge and Security Agreement, dated as of Capital Corporation and BNY Mldwest Trust. Company
November 22, 2004 among Charter Communications, as Trustee (incorporated by reference to Exhibit 10.4 to
Inc,, Charter Communications Holding Company, LLC the current report on Form 8K of Charter .
and Wells Fargo Bank, N.A. as trustee and.collateral Communications, Inc. filed on October 4, 2005 (File
agent (incorporated by reference to Exhibit 105 to the No. 000'279?7)>'
current report on Form 8-K of Charter Communicaticns, 10.5 {(a)  Indenture relating to the 10.00% Senior Notes due 2009,
Inc. filed on November 30, 2004 (File No. 000-27927)). dated as of January 12, 2000, between Charter

0.1 Indenture, dated as of April 9, 1998, by among Communications Holdings, LLC, Charter
Renaissance Media (Louisiana) LLC, Renaissance Media Communications Holdings Capital Corporation and
(Tennessee) LLC, Renaissance Media Capital Harris Trust and Savings Bank (incorporated by reference
Corporation, Renaissance Media Group LLC and United to Exhibit 4.1(a) to the registration statement on
States Trust Company of New York, as trustee Form $S-4 of Charter Communl.catlons Holdings, LLC and
(incorporated by reference t6 Exhibit 4.1 to the Charter Communications Holdings Capital Corporation
registration statement on Forms S-4'of Renaissance Media filed on’January 25, 2000 (File No. 333-9535 1))
Group LLC, Renaissance Media (Tennessee) LLC, 10.5 {b)  First Supplemental Indenture relating to the
Renaissance Media (Louisiana) ILLC and Renaissance 10.00% Senior Notes due 2009, dated as of September 28,
Media Capital Corporatlon filed on June 12 1998 (File 2005, between Chartér Communications Holdings, LLC,
No. 333-56679)). Charter Communications Holdings Capital Corporation

10.2 Indenture relating to the 8.250% Senior Notes due 2007, and BNY Midwest Trust Company as Trustee
dated a5 of March 17, 1999, between Charter (incorporated by reference to Exhibit 10.5 to the current
Communications Holdings, LLC, Charter " report on Form 8-K of Charter Communications, Inc.
Communications Holdings Capital Corporation and filed on October'4, 2005 (File No. 000-27927)). -
Harris Trust and Savings Bank (incorporated by reference 10.6 (a)  Indenture relating to the 10.25% Senior Notes due 2010,
to Exhibit 4.1() to Amendment No. 2 to the registration dated as of January 12, 2000, among Charter
statement on Form S-4 of Charter Communications Communications Holdings, LLC, Charter
Holdings, LLC and Charter Communications Holdings Communications Holdings Capital Corporation and
Capital Corporation filed on june 22 1999 (Flle Harris Trust and Savings Bank (incorporated by reference
No. 333-77499)). to Exhibit 4.2(a) to the registration statement on

10.3 (@) Indenture relating to the 8.625%, Senior Notes due 2009, Form $-4 of Charter Communications Holdings, LLC and

dated as of March 17, 1999, among Charter

Communications Holdings, LLC, Charter

Communications Holdings Capital Corporation and 108 (b
Harris Trust and Savings Bank (incorporated by reference

to Exhibit 4.2(a) to Amendment No. 2 to the registration

statement on Form S-4 of Charter Communications

Holdings, LI.C and Charter Communications Holdings

Capital Corporation filed on June 22 1999 (File ’

No. 333 77499)).
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Charter Communications Holdings Capital Corporation
filed on January 25, 2000 (File No. 333-95351)).

First Suppleméntal Indenture relating to the

10.25% Senior Notes due 2010, dated as of September 28,
2005, among Charter Communications Holdings, LLC, .

. ChartersCommunications Holdings Capital Corporation

and BNY Midwest Trust Company as Trustee
(incorporated by reference to Exhibit 10.6 to the current
report on Form.8-K of Charter Communications, Inc.
filed. on October 4, 2005 (File No. 000-27927)).
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10.7

107

10.8

10.8

109

10.9

10.10

(a)

(&)

. {a)

(b)

(a)

(b)

(a)

Indenture relating to the 11.75% Senior Discount Notes
due 2010, dated as of January 12, 2000, among Charter -
Communications Holdings, LLC, Charter
Communications Holdings Capital Corporation and
Harris Trust and Savings Bank (incorporated by reference
to Exhibit 4.3(a) to the registration statement on

Form S-4 of Charter Communications Holdings, LLC and
Charter Communications Holdings Capital Corporation
filed on January 25, 2000 (File No. 333-95351)).

First Supplemental Indenture relating to the

11.75% Senior Discount Notes due 2010, among Charter
Communications Holdings, LLC, Charter

- Communications Holdings Capital Corporation and BNY

Midwest Trust Compadny as Trustee, dated as of
September 28, 2005 (incorporated by reference to
Exhibit 10.7 to the current report on Form 8-K of
Charter Commumcanons, Inc. filed on October 4, 2005

(File No. 000-27927)). _

Indenture dated as of January 10, 2001 between Charter
Communications Holdings, LLC, Charter
Communications Holdings Capital Corporation and BNY
Midwest Trust Company as Trustee governing ‘
10.750% senior notes due 2009 (incorporated by reference

' to Exhibit 4.2(a) to the registration statement on

Form $-4 of Charter Communications Holdings, LLC and
Charter Communications Holdings Capital Corporation

. filed on February 2, 2001 (File No. 333-54502)).
" First Supplemental Indenture dated as of September 28,

2005 between Charter Communications Holdings, LLC,
Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
10.750% Senior Notes due 2009 (incorporated by
reference to Exhibit 10.8.to the current report on

Form 8-K of Charter Commumcatlons Inc. filed on
October 4, 2005 (F ile No. 000- 27927))

Indenture dated:as of January 10, 2001 between Charter
Communications Holdings, LLC, Charter
Communications Holdings Capital Corporation and BNY

.Midwest Trust Company as Trustee governing

11.125% senior notes due 2011 (incorporated by reference
to Exhibit 4. 2(b) to the registration statement on

. Form S-4 of Charter Communications Holdings, LLC and

Charter Communications qudmgs Capital Corporation
filed on February 2, 2001 (File No. 333-54902)).

First Supplemental Indenture datedras of September 28,
2005, between Charter. Communications Holdings, LLC,
Charter Communications Capital Corporation and BNY
Midwest Trust Company governing 11.125% Senior Notes
due 2011 (incorporated by reference to Exhibit 10.9 to
the current report on Form 8-K of Charter
Communications, Inc. filed on October 4, 2005 (File

No. 000- 27927)) ,

Indenture dated, as ‘of January 10, 2001 between Charter
Communications Holdings, LLC, Charter

" Communications Holdings Capital Corporation and BNY

Midwest Trust Company as Trustee governing
13.500% senior discount notes due 2011 (incorporated by
reference to Exhibit 4.2(c) to the registration statement on

. Form S-4 of Charter Communications Holdings, LLC and

Charter Communications Holdings Capital Corporation
filed on February 2,.2001 (File No. 333-54902)).
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10.10

1.1

1011

16.11

10.11

1012

1012

(b}

(a)

(b)

{c)

(d)

(a)

- Ab)

First Supplemental Indenture dated as of September 28,
2005, between Charter Communications Holdings, LLC,
Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
13.500% Senior Discount Notes due 2011 (incorporated
by. reference to Exhibit 10.10 to the current report on

. Form 8-K of Charter Communications, Inc. filed on

October 4, 2005 (File No. 000-27927)).

Indenture dated as of May 15, 2001 between Charter
Communications Holdings, LLC, Charter

*Communications Holdings Capital Corporation and BNY
* Midwest Trust Company as Trustee governing

9.625% Senior Notes due 2009 (incorporated by reference
to Exhibit 10.2(a) to the - current report on Form 8-K filed

+ by Charter Communications, Inc. on June 1, 2001 (File

No. 000-27927)).

First Supplemental Indenture dated as of January 14, 2002
between Charter Communications Holdings, LLC,
Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
9.625% Senior Notes due 2009 (incorporated by reference
to Exhibit 10.2(a) to the current report on Form 8-K filed
by Charter Communications, Inc. on January 15, 2002
(File No. 000-27927)).

, Second Supplemental Indenture dated as of June 25, 2002

between. Charter Communications Holdings, LLC,
Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
9.625% Senior Notes due 2009 (incorporated by reference
to Exhibit 4.1 to the quarterly report on Form 10-Q filed
by Charter Commumcanons Inc on August 6, 2002 (File
No. 000-27927)).

Third Supplemental Indenture dated as of September 28,
2005 between Charter Communications Holdings, LLC,
Charter Communications Capital Corporation and BNY
‘Midwest Trust Company as Trustee governing

9.625% Senior Notes due 2009 (incorporated by reference

* to Exhibit 10.11 to the current report on Form 8-K of

Charter Communications, Inc. filed on October 4, 2005
(File No..000-27927)).

Indenture dated as of May 15, 2001 between Charter
Communications Holdings, LLC, Charter
Communications Holdings Capital Corporation and BNY
‘Midwest Trust Company as Trustee governing

10.000% Senior Notes due 2011 (incorporated by
reference to Exhibit 10.3(z) to the current report on
Form 8-K filed by Charter Communications, Inc. on
June 1; 2001 (File No. 000-27927)).

First Supplemental Indenture dated as of January 14, 2002
‘between Charter Communications Holdings, LL.C,
Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
10.000% Senior Notes due 2011 (incorporated by

- reference to Exhibit 10.3(a) to the current report on
-Form 8K filed by Charter Communications, Inc. on

January 15, 2002 (File No. 000-27927)).
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- 1012

10.12

10.13

10.13

10.14

10.15

1015

(]

(d)

(a)

(V)]

(a)

Second Supplemental Indenture dated as of June 25, 2002
between Charter Communications Holdings, LLC,
-Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
10.000% Senior Notes due 2011 (incorporated by
reference to Exhibit 4.2 to- the quarterly report on

Form 10-Q) filed by Charter Communications, Inc. on
August 6, 2002 (File No. 000-27927)).

- Third Supplemental Indenture dated as of September 28,

2005 between Charter Communications Holdings, LLC,
Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing
the. 10.000% Senior Notes due 2011 (incorporated by
reference to Exhibit 10.12 to the current report on

Form 8-K of Charter Communications,.Inc. filed on
October 4, 2005 (File No. 000-27927)).

Indenture dated as of May 15, 2001 between Charter
Communications Holdings, LLC, Charter -
Communications Holdings-Capital Corporation and BNY
Midwest Trust Company as Trustee governing .
11.750% Senior Discount Notes due 2011 (incorporated
by reference to Exhibit 10.4(a) to the' current report on
Form 8-K filed by Charter Communications, Inc. on~
June 1, 2001 (File No. 000-27927)).

First Supplemental Indenture dated as of September 28,

.2005 between Charter Communications Holdings, LLC,
- Charter Communications Holdings Capital Corporation

and BNY Midwest Trust Company as Trustee governing
11.750% Senior Discount Notes due 2011 (incorporated

* by reference to Exhibit 10.13 to the current report on

Form 8-K of Charter Communications, Inc. filed on
October 4, 2005 (File No. 000-27927)).

4:75% Mirror Note in the principal amount of

© $632.5 million dated as of May 30, 2001, made by

Charter Communications Holding. Company, LLC, a

~. Delaware limited liability- company, in favor of Charter

Communications, Inc,, a Delaware corporation

.(incorporated by reference to Exhibit 4.5 to the quarterly

report on Form ‘10-Q filed by Charter Communications,
Inc. on August 6, 2002 (File No. 000-27927)).

Indenture ‘dated as ‘of January 14, 2002 between Charter
Communications Holdings, LLC, Charter

. Communications Holdings Capital Corporation and BNY
i Midwest Trust Company :as Trustee governing

.- 12,125% Senior Discount Notes due 2012 (incorporated

(b}

by reference to Exhibit 10.4(a) to the current report on
Form 8-K filed by. Charter Communications, Inc. on
January 15, 2002 (File No: 000-27927))..

. First Supplemental Indenture- dated as of June 25, 2002

between Charter Communications Holdings, LLC,

-Charter Communications Holdings Capital Corporation
-and BNY Midwest Trust Company as Trustee governing
. 12.125% Senior Discount Notes due 2012 (incorporated

« by reference to Exhibit 4.3 to the quarterly report on

Form 10-Q filed by Charter Communications, Inc. on
August 6, 2002 (File No. 000-27927)).
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10.15

10.16

10.17

10.18

10.19

10.20

102t

10.22

()

. Second Supplemental Indenture dated :as of September 28,
-2005 between Charter. Communications Holdings, LLC,

Charter Communications Holdings Capital Corporation
and BNY Midwest Trust Company as Trustee governing

- .12.125% Senior Discount Notes due 2012 (incorporated

. by reference to Exhibit 10.14 to the-current report on

Form 8-K of Charter Communications, Inc. filed on
October 4, 2005 (File No. 000-27927)).

Indenture relating to the 10.25% Senior Notes due 2010,
dated as of September 23,-2003, among CCH I, LLC,:
CCH 1II Capital Corporation and ‘Wells Fargo Bank,

.National Association (incorporated by reference to
- Exhibit 10.1 to the current report on Form 8-K of
. Charter Communications Inc. filed on September 26 2003

(File No. 000-27927)).
Indenture relating to the 8%:% Senior Notes due 2013,

"dated as of November 10, 2003, by and among CCO

Holdings, LLC, CCO Holdings Capital Corp. and Wells
Fargo Bank, N.A, as trustee (incorporated by reference to
Exhibit 4.1 to Charter Communications, Inc.'s current
report on Form 8-K filed on« November 12, 2003 (File
No. 000-27927)).

Indenture relating to the 8% senior second lien notes due
2012 and 8%/s% senior second lien notes due 2014, dated

* as of April 27, 2004, by and among Charter

Communications Operating, LLC, Charter

" Communications Operating Capitdl Corp. and Wells

Fargo. Bank, N.A. as trustee (incorporated by reference ‘to

++ Exhibit 10.32 to Amendment No. 2 to the.registration

statement on Form: S-4 of CCH I, LLC filed on May 5,

12004 (File No. 333-111423)).
‘Share Lending Agreement, dated as of November 22,

2004 between Charter Communications, Inc., Citigroup
Global Markets Limited, through Citigroup Global
Markets, Inc. (incorporated by referénce to Exhibit 10.6
to the current report on Form 8-K of Charter .«
Communications, Inc. filed on November 30, 2004 (File
No..000-27927)).

* Holdco Mirror Notes Agreement, dated as of

November 22, 2004, by and between Charter

-, Communications, Inc. and Charter Communications
‘Holding Company, LLC (incorporated by reference to

- Exhibit 10.7 to the current report on Form 8-K of

+ Charter Communications, Inc. filed on November 30,
~ 2004 (File No. 000-27927)).

Unit Lending Agreément, dated as of November 22, 2004,
by and between Charter Communications, Inc. and

‘Charter Communications Holding Company, LLC
~ ({incorporated by teference to Exhibit' 10.8 to the current
. report on Form 8-K of Charter Commumcatlons, Inc.
* filed on November 30, 2004 {File Nof 000-27927)).

5.875% Mirror Convertible Senior Note due 2009, in the
principal amount of $862,500,000 dated as of
November 22, 2004 made by 'Charter Communications
Holding Company, LLC, a Delaware limited liability
company, in favor of Charter: Communications, Inc., a
Delaware limited liability company, in favor of Charter
Communications, Inc. a Delaware corporation
(incorporated by réference to Exhibit 10.9 to the current
report on Form'8-K of Charter Communications, Inc.
filed 6n November 30, 2004-(File No. 000-27927)). -
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Exhibit Description Exhibit Description
10.23 - Indenture dated as of December 15, 2004 among CCO . ° 10.28 Settlement Agreement and Mutual Releases, dated as of .
: Holdings, LLC, CCO Holdings Capital Corp. and Wells e October 31, 2005, by and among Charter
Fargo Bank, N.A, as trustee (incorporated by reference to . Communications, Inc., Speciaj.Committee of the Board of
Exhibit 10.1 to-the current report on Form 8-K of CCO . Directors of Charter Communications, Inc., Charter
Holdings, LLC filed on December 21 2004 (File . Communications Holding Company, LLC, CCHC, LLC,
No. 333-112593)). CC VIII, LLC, CC V, LLC, Charter Investment, Inc,
1024 Indenture dated as of September 28, 2005 among CCH I Vulean Cable III, LLC and Paul G. Allen (incorporated
: Holdings, LLC and CCH I Holdings Capital Corp., as by reference to Exhibit 10.17 to the quarterly report on .
Issuers and Charter Communications Holdings, LLC, as Form 10 Q of Charter Commumcatxons Inc. filed on
Parent Guarantor, and The Bank of New.York Trust November 2, 2005 (File No. 000 27927))
Company, NA, as Trustee, governing: 11.125% Senior 10.29 . Exchange Agreement, dated as-of October 31, 2005, by
Accreting Notes due 2014; 9.920% Senior Accreting Notes .- and among ‘Charter Communications Holding Company,
due 2014, 10.000% Senior Accreting Notes due 2014, LLGC, Charter Investment, Inc. and Paul G. Allen
11.75% Senior Accreting Notes due 2014, 13.50% Senior {incorporated by reference to Exhibit 10.18 to the
Accreting Notes due 2014, 12.125% Senior Accreting quarterly report on Form 10-Q of Charter
Notes due 2015 (incorporated by reference to Communications, Inc filed on November 2, 2005 (File
Exhibit 10.1 to the current report on Form 8-K of . No 000 27927)). |
Charter Communications, Inc. filed on October 4, 2005 10.30 -+ CCHC, LLC Subordinated and Accretmg ‘Note, dated as
(File: NO 000-27927)). g of October 31, 2005 (revised) (incorporated by reference
10.25 Indenture dated as of September 28, 2005 among CCH I, to Exhibit.10.3 to the current report on.Form 8-K of
LLC and CCH I Capital Corp., as. Issuers, Charter " Charter Communications, Inc. filed on November 4, 2005
Communications Holdings, LI.C; as Parent Guarantor, .- (File No. 000-27927)). . . "
and The Bank of New York Trust Company, NA, as 10.31 . Consulting Agreement, dated as of March 10 1999, by
Trustee, governing 11.00% Senior Secured Notes due and between Vulcan Northweést Inc., Charter
. 2015 (incorporated by reference to Exhibit 10.2 to the Communications, Inc..(now called Charter Investment,
_current report on Form 8-K of Charter Communications, Inc)) and Charter Communications Holdings, LLC
Inc. filed on October 4, 2005 (File No. 000-27927)). (incorporated by reference to Exhibit 10.3 to Amendment
10.26 . Pledge Agreement made by CCH I, LLC in favor of The No. 4 to the registration statement on Form S-4 of
Bank of New York Trust Company, NA, as Collateral Charter Communications Holdings, LLC and Charter
Agent dated as of September 28, 2005 (incorporated by Communications Holdings Capital Corporation filed on
reference to Exhibit 10.15 to the current report on S July-22, 1999 (File No. 333-77499)). i
Form 8-K of Cha_rter Communications, Inc. filed on 10.32 Letter Agreement, dated September 21, 1999, by and
October 4, 2005 (File No. 000-27927)). among Charter Communications, Inc., Charter
10:27  (a) Senior Bridge Loan Agreement dated as of October 17, .:Investment, Inc., Charter Communications.Holding
o 2005 by and among CCO Holdings, LL:C, CCO Holdings _Company, Inc: and Vulcan Ventures Inc. (incorporated by
Capital Corp., certain lenders, JPMorgan Chase Bank, reference to Exhibit 10.22 to Amendment No. 3 to the
N.A., as Administrative Agent, J.P.- Morgan Securities Inc. registration statement on Form S-1 of Charter
and. Credit Suisse, Cayman Islands Branch, as joint lead Communications, Inc. filed on October 18, 1999 (File
arrangers and joint bookrunners, and Deutsche Bank No. 333-83887)).
Securities Inc., as documentation agent. .(incorporated by 10.33 Form, of Exchange-Agreement, dated as of November 12,
reference to Exhibit 99.1. to the current report on ‘ 1999 by and among Charter Investment, Inc., Charter
Form 8-K of Charter Communications, Inc. filed on Communications, Inc., Vulcan Cable III Inc. and Paul G.
October, 19, 2005 (File No. 000-27927)). Allen (incorporated by reference to Exhibit 10.13 to
1027  (b) Waiver and Amendment Agreement to the Senior Bridge o Amendment No. 3 to the registration statement on
Loan Agreement dated as of January 26, 2006 by and " Form S-1 of Charter Communications, Inc; filed on
among CCO Holdings, LLC, CCO Holdings Capital - o October 18, 1999 (File No. 333- 83887)).‘ L .
 Corp, certain lenders, JPMorgan Chase Bank, N.A, as 1034  (a) First Amended and Restated Mutual Services Agreement,
-Administrative Agent, ].P. Morgan Securities Inc. and dated as of December 21, 2000, by and between Charter
Credit Suisse, Cayman Islands Branch, as joint lead Communications, Inc., Charter Investment, Inc. and
arrangers and joint bookrunners, and Deutsche Bank Charter Communications Holding Company, LLC
Securities Inc,, as documentation agent (incorporated by (incorp orated by ‘reference to Exhibit 102(b) to the " y
.reference to Exhibit 10.2 to the current report on ‘ reg1strat10n statement on Forr S-4 of Charter
Eorm 8-K qf Charter Communications, Inc. filed on - ’ Communlcatlons Holdings, LLC and Charter
 January 27, 2006 (File No. 000'279_.27))' _ ‘Communications Holdings Capital Corporation filed on
’ Februax"}/ 2, 2001 (File No. 333-54902)).
10.34 Letter Ag‘reement, dated June 19, 2003, by and among

Holdlng Compa.ny, LLC and Charter Investment, Inc.
regardlng Mutual Services Agreement (mcorporated by
reference to Exhibit No. 10.5(b) to the quarterly report on
Form 10- -Q filed by Charter Commumcatlons, Inc. on

‘August 5, 2003 (File No: 000- 27927))
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10.34 . -(¢) Second Amended and Restated Mutual Services 1041 (@) Stipulation of Settlement, dated as of January 24, 2005,
Agreement, dated as of June 19, 2003 between Charter ' regarding settlement of Consolidated Federal Class Action
Communications, Inc. and Charter Communications entitled in Re Charter Communications, Inc. Securities
Holding Company, LLC (incorporated by reference to Litigation. (incorporated by reference to Exhibit 10.48 to
Exhibit 10.5(a) to the quarterly report on Form 10-Q filed the Annual Report on Form 10-K filed by Charter
by Charter Communications, Inc. on August 5, 2003 (File Communications, Inc. on March 3; 2005 (File
. No. 000-27927)). . : : No. 000-27927)).
1035 (a) Amended and Restated Limited Liability Company 1041 (). Amendment to Stipulation of Settlement, dated as of
' Agreement for Charter Communications Holding May 23, 2005, regarding settlement of Consolidated
Company," LLC made as of August 31, 2001 Federal Class Action entitled In Re Charter
(incorporated by reference to Exhibit 10.9 to the quarterly Communications, Inc. Securities Litigation (incorporated
report on Form 10-Q) filed by Charter Communications, by reference to Exhibit 10.35(b) to Amendment No. 3 to
Inc. on November 14, 2001 (File No. 000-27927)). the registration statement on Form S-1 filed by Charter
1035  (b) Letter Agreement between Charter Communications, Inc. Communications, Inc. on June 8, 2005 (File
and Charter Investment Inc. and Vulcan Cable III Inc. No. 333-121186)).
amending the Amended and Restated Limited Liability 1042 Settlement Agreement and Mutual Release, dated as of
Company Agreement of Charter Communications . February 1, 2005, by and among Charter
Holding Company, LLC, dated as of November 22, 2004 Communications, Inc. and certain other insureds, on the
(incorporated by reference to Exhibit 10.10 to the current other hand, and Certain Underivriters at Lloyd’s of
report.on Form 8-K of Charter: Communications, Inc. ' London and certain subscribers, on the other hand.
filed on November 30, 2004 (File No. 000-27927)). {incorporated by reference to Exhibit 10.49 to the annual
10.38 Second Amended and Restated Limited Liability report on Form 10-K filed by Charter Communications,
Company Agreement for Charter Communications Inc. on March 3, 2005 (File No. 000-27927)).
Holdings, LLC, dated as of October 31, 2005 1043 ‘Stipulation of Settlement, dated as of January 24, 2005,
{incorporated by reference to Exhibit 10.21 to the regarding settlement of Federal Derivative ‘Action, Arthur
quarterly report on Form 10-Q of Charter J. Cohn v. Ronald L. Nelson et al and Charter
Communications, Inc. filed on November 2, 2005 (File Communications, Inc. (incorporated by reference to
No. 000-27927)). Exhibit 10.50 to the annual report on Form 10-K filed by
1037 (2 Aménded and ‘Restated Limited Liability Company Charter Communications, Inc. on March 3, 2005 (File
Agreement for CC VIIL, LLC, dated as of March 31, 2003 ~ No. 000-27927)).
(incorporated by reference to Exhibit 10.27 to the annual 1044 (a)t Charter Communications Holdings, LL.C 1999 Option
. report on Form 10-K of Charter Communications, Inc. Plan (incorporated by reference to Exhibit 10.4 to
- filed on April 15, 2003 (File No. 000-27927)). Amendment No. 4 to the registration statement on
1037 (0 Third Amended and Restated Limited Liability Company Form $-4 of Charter Communications Holdings, LLC and
Agreement for CC VIIL, LLC, dated as of October 31, Charter Communications Holdings Capital Cox_'poratlon
2005 (incorporated by reference to Exhibit 10.20 to the filed on July 22, 1999 (File No. 333-77499)).
quarterly report on Form 10-Q filed by Charter 1044 (Bt Assumption Agreement regarding Option Plan, dated as
Communications, Inc. on November 2, 2005 (File : of May 25, 1999, by and between Charter
No. 000-27927)). Communications Holdings, LLC and-Charter
1038 (2} Amended and Restated Limited Liability Company Communications Holding Company, LLC (incorporated
" Agreement of Charter Communications Operating, LLC, by .referﬁence to Exhibit 10.13 to Amendment No. 6 to the
dated as of June 19, 2003 (incorporated' by reference to registration statement on Form $-4 of Charter
Exhibit No. 10.2 to the quarterly report on Form 10-Q Commum}cat{ons Hold%ngs, LL(': and Charte.r
filed by Charter Communications, Inc. on August 5, 2003 Communications Holdmgs Capital Corporation filed on
(File No. 000-27927)). August 27, 1999 (File No. 333-77499)).
1038 (b)* First Amendment to the Amended and Restated Limited 1044 (e)f Form of Amendment No. 1 to the Charter
: Liability Company Agreement of Charter (;ommunlcatlons Holdings, LLC 1?99 Option Plan
Communications Operating, LLC, adopted as of June 22, “(incorporated by reference to Exhibit 10.10(¢) to
2004. Amendment No. 4 to the registration statement on
10.39 ‘Amended and Restated Management Agreement, dated as ;(:)rvr:r:biro{ ig?;e&geo;l?ér;gzgosnssbl)nC' filed on
of June 19, 2003, between Charter Communications ‘ ' ] L
Operating, LLC and Charter Communications, Inc. 1044 (d)F Amer.ldment No. 2 to the. Charter (‘Zommumcatlons
(incorporated by reference to Exhibit 10.4 to the quarterly Holdings, LLC 1'9?9 Option Plan (incorporated by
report on Form 10-Q filed by Charter Communications, reference to Exhibit 10.4(c) to the am?ual. report on
Inc. on August 5, 2003 (File No. 333-83887)). Form 10-K filed by' Charter Communications, Inc. on
10.40 " Amended and Restated Credit Agreement among Charter March 30, 2000 (File No. 000-27927)). o
’ 1044 (e} Amendment No. 3 to the Charter Communications 1999

- Communications Operating, LLC,‘ CCO Holdings, LLC

and.certain lenders and agents named therein dated

April 27, 2004 (incorporated by reference to Exhibit 10.25

to Amendment No. 2 to the registration statement on
Form 5-4 of CCH I, LLC filed on May 5, 2004 (File
No. 333-111423)).
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Exhibit 10.14(e) to the annual report of Form 10-K of
Charter Communications, Inc. filed on March 29, 2002
(File No. 000-27927)).
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Exhibit Description Exhibit Description
1044 - (Nt - Amendment No. 4 to the Charter Communications 1999 10.487 Executive Services Agreement, dated as of January 17,
Option Plan (incorporated by reference to Exhibit 10.10(f) 2005, between Charter Communications, Inc. and
to the annual report.on Form 10-K of Charter - Robert P. May (incorporated by reference to Exhibit 99.1
Communications, Inc. filed on Apl‘l] 15, 2003 (F ile to the current report on Form 8-K' of Charter
No. 000-27927)). . ‘ Communications, Inc. filed on January 21, 2005 (File No.
10.45 (a)t Charter Communications, Inc.’2001 Stock Incentive Plan 000-27927)).
(incorporated by reference to Exhibit 10.25 to the 10.49% Employment Agreement, dated as of October 8, 2001; by’
.quarterly report on Form 10-Q filed by Charter and between Carl E. Vogel and Charter Communications,
_Communications, Inc. on May 15, 2001 (File 'Inc. (Incorporated by reference to Exhibit 10.4 to the
~ 'No. 000-27927)). ., _ quarterly report on Form 10-Q filed by Charter
1045 (Bt Amendment No. 1 to the Charter Communlcat1ons, Inc. Communications, Inc. on November 14, 2001 (File
2001 Stock Incentive Plan (incorporated by reference to . No. 000-27927)).
_ Exhibit 10.11(b) to the annual report on Form 10-K of "' 10.507 Separation Agreement and Release for Carl E. Vogel, .
Charter Communications, Inc. filed on April 15, 2003 : dated -as of February 17, 2005 (incorporated by reference
(File No. 000-27927)). ’ to Exhibit 99.1 to the current report on Form 8-K filed
1045  (c)f Amendment No. 2 to the Charter Communications, Inc. by Charter Communications, Inc. on February 22, 2005
a 2001 Stock Incentlve Plan (incorporated by reference to (File No. 000-27927)).
Exhibit 10.10'to the quarterly report on Form 10-Q filed 10.51¢ Employment Agreerhent, dated as of April 1, 2005 by
by Charter Communications, Inc. on November 14, 2001 and between Michael J. Lovett and Charter
(File No. 000-27927)). Communications, Inc. (incorporated by reference to
1045  (d)f Amendment No. 3 to the Charter Communications, Inc. Exhibit 10.11 to the (.]uaxjterly report on Form 10-Q ﬁled
2001 Stock Incentive Plan effective January 2, 2002 by Charter Communications, Inc. on May 3, 2005 (File
(incorporated by reference to Exhibit 10.15(c) to the ‘ No. 000-27927)). -
annual report of Form 10-K of Charter Communications, 10.52% Letter Agreement, dated April 15, 2005, by and between
Inc. filed on March 29, 2002 (File No. 000-27927)). Charter Communications, Inc. and Paul E. Martin
1045 © ()t Amendment No. 4 to the Charter Communications, Inc. (incorporated by reference to Exhibit 9.1 to the current
2001 Stock Incentive Plan (incorporated by reference to report on Form 8-K Of Charter Communications, Inc.
Exhibit 10.11(e) to the annual report on Form 10-K of filed April 19, 2005 (File No. 000-27927)). -
Charter Communications, Inc. filed on April 15, 2003 10.531 " Restricted Stock Agreement, dated as of July 13, 2005, by
(File No. 000-27927)). and between Robert P. May and Charter
1045  ()f Amendment No. 5 to the Charter Communications, Inc. Communications, Inc. (incorporated by reference to
. 2001 Stock Incentive Plan (incorporated by reference to Exhibit 99.1 to th.e carrent report on Form 8-K of )
Exhibit 10.11(f) to the annual report on Form 10-K of ({harter Communications, Inc. filed July 13, 2005 (File
Charter Communications, Inc. filed on April 15, 2003 No. 000-27927)).
(File No. 000-27927)). 10.54% Restricted Stock Agreement, dated as of July 13, 2005, by
1045 () Amendment No. 6 to the Charter Communications, Inc. and between Michael J. Lovett and Charter
2001 Stock Incentive Plan effective December 23, 2004 Communications, Inc. (incorporated by reference to
(incorporated by reference to Exhibit 10.43(g) to the Exhibit 99.2 to the current report on Form 8-K of
registration statement on Form S-1 of Charter Charter Communications, Inc. filed July 13, 2005 (Fi 1le
Communications, Inc. filed on October 5, 2005 (File No. 000-27927)). ,
No. 333-128838)). ) 10.55F Employment Agreement, dated as of August 9, 2005, by
1045 ()t Amendment No. 7 to the Charter Communications, Inc. a4nd between Neil Smit and Chartf‘:r'Communications, Ine.
2001 Stock Incentive Plan effective August 23, 2005 -(incorporated by reference to Exhibit 99.1. to.t_he current
(incorporated by reference to Exhibit 10.43(h) to the report on Form 8-K of _Cha}"ter Communications, Inc.
registration statement on Form S-1 of Charter filed on August 15, 2005 (File No. 000-27927)).
Communications, Inc. filed on October 5 2005 (File 10.56% Employment Agreement dated as of September 2, 2005,
No. 333-128838)). by and between Paul E. Martin and Charter
1045 () Description of Long—Teffn Incentive Program to the Comrr.lunications, Inc. (incorporated by reference to
Charter Communications, Inc. 2001 Stock Incentive Plan Exhibit 99.1 to the current report on Form 8-K of
(incorporated by reference to Exhibit 10.11(g) to the Charter Communications, Inc. ﬁled on September 9, 2005
annual report on Form 10-K filed by Charter ‘ (File No. 000-27927)).
Communications, Inc. on March 15, 2004 (File 10.57% Employment Agreement dated as of September 2, 2005,
No. 000-27927)). ' by and between Wayne H. Davis and Charter
1046+ Description of Charter Communications, Inc. 2005 Corr.xrr.lunications, Inc. (incorporated by reference to
Executive Bonus Plan (incorporated by reference to Exhibit 992 to th? current report on Form 8-K of
Exhibit 10.51 to the annual report on Form 10-K filed by Cba.rter Communications, Inc. filed on September 9, 2005
Charter Communications, Inc. on March 3, 2005 (Fi 1le (File No. 000-27927)).
No. 000-27927)).
1047+ 2005 Executive Cash Award Plan dated as of June 9, 2005
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10.581 Employment Agreement dated as of October 31, 2005, b 10.631 . Employment Agreement dated as of January 20, 2006.b
ym y p gr : Y

and between Sue Ann Hamilton and Charter . and between Jeffrey T. Fisher and Charter .
Communications, Inc. (incorporated by reference to Communications, Inc.(incorporated by reference to
Exhibit 10.21 to the quarterly report on Form 10-Q of Exhibit 10.1 to the .current report on Form 8-K of
Charter Communications, Inc. filed on November 2,2005 - * Charter Communications, Inc. filed on January 27, 2006
(File No. 000-27927)). (File No. 000-27927)). , "

10.581 Employment Agreement effective as of October 10, 2005, 21.1* Subsidiaries of Charter Communications, Inc
tc):y and bgwgen GIrier (C Raclin an;l bChar;er 23.1* Consent of KPMG LLP

ommunications, Inc. (incorporated by reference to . P - -
Exhibit 99.1 to the current.report on Form. 8-K of 3. Certificate of Chief Executive Officer pursuant to
Charter Communications, Inc. filed on November 14, Rule 13a-14(a)/ Rule 15d-14(s) under the Securmes
2005 (File No. 000-27927)). | ‘Exchange Act of 1934 ‘
. .

10604 Employment Offer Letter, dated November 22, 2005, by, 312 Cerdficate of Chief Financial Offce pursuant t
and between Charter Communications, Inc. and ] ‘Rule 13a-14(a)/Rule 15d- 14_(a) under the Securities
Robert A. Quigley (incorporated by reference to 10.68 to Exchange Act of 1934.
Amendment No. 1 to the registration statement on a1~ Certification pursuant to 18 US.C. Section 1350, as ,
Form $-1 of Charter Communications, Inc. filed on " adopted pursuant to Section 906 of the Sarbanes- Oxley
February 2, 2006 (File No. 333-130898)). o Act'of 2002 (Chlef Executive Officer).

1061t Employment Agreement dated as of December 9, 2005, 2.2+ Certification pursuant to 18 U.S.C. Section 1350, as

‘ .by and between Robert A: Quigley and: Charter ‘adopted pursuant to Section 906 of the Sarbanes-Oxley
Communications, Inc. (incorporated by reference to Act of 2002 (Chief Financial Officer). .
Exhibit 99.1 to the current report on Form 8-K of ' o ) '
Charter Communications, Inc. filed on December 13,
. 2005 (File No. 000-27927)).
10.62% Retention Agreement dated as of _]anuary 9, 2006, by and

between Paul E. Martin and Charter Communications,
Inc. (incorporated by reference to Exhibit 99.1 to the
current report on Form 8-K of Charter Communications,
Inc. filed on January 10, 2006 (File No. 000-27927)).

" Document attached
* Management compensatory plan or arrangement ’
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Charter Communications, Inc.:

'

We have audited the accompanying “consolidated balance sheets of Charter Communications, Inc and sub51dla.rles (the Company)
of December 31, 2005 and 2004, and the related consolidated statements of operations, changes in shareholders equ1ty (deficit), and
cash flows for each of the years in the three-year period ended December 31, 2005. These consolidated financial statements are the
responsibility of the Company s management. Our responsibility is to express an opinion on these consohdated ﬁnancml statements
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 disclosures'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 financial position
of Charter Communications, Inc. and subsidiaries as of December 31, 2005 and 2004, and the results of their operations and their
cash flows for each of the years in the three-year period ended December 31, 2005, in conformity with U.S. generally accepted
accounting principles.

We also have 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, 2005, based on criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO),
and our report dated February 27, 2006 expressed an unqualified opinion on management’s assessment of, and the effective operation
of, internal control over financial reporting. ‘

As discussed in Note 7 to the consolidated. financial statements, effective September 30, 2004, the Company adopted EITF Topic
D-108, Use of the Residual Method to Value Acquired Assets Other than Goodwill,

As discussed in Note 21 to the consolidated financial statements, effective January 1, 2003, the Company adopted Statement of
Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, as amended by Statement of Financial Accounting
Standards No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure — an amendment of EASB Statement No. 123.

/s/ KPMG LLP

St. Louis, Missouri
February 27, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Charter Communications, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control Over Financial
Reporting, that Charter Communications, Inc. (the Company) maintained effective internal control over financial reporting as of
December 31, 2005, based on criteria established in Iuternal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). 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 operatmg 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 gen_era]]y
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 bemg
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 dispositidn of the company’s assets that could have a
material effect on the financial statements,

Because of its inherent limitations, internal control over ﬁnanc1al 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
December 31, 2005, is fairly stated, in all material respects, based on criteria established in Internal Control — Integrated Framework
issued by COSO. Also, in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2005, based on criteria established in Inzernal Control - Integrated Framework issued by COSO.

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, 2005 and 2004, and the related consolidated statements of -
operations, changes in shareholders’ equity (deficit), and cash flows for each of the years in the three-year period ended December 31,
2005, and our report dated February 27, 2006 expressed an unquahﬁed opinion on those consolidated ﬁnanc1al statements. '

/s/ KPMG LLP

St. Louis, Missouri
Februoary 27, 2006
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Consolidated Balance Sheets

(Dollars in millions, except share data)

December 31,
2005 . 2004

ASSETS
Current Assets:
Cash and cashiequivalents

$ 21 . % 650

Accounts receivable, less allowancc for doubtful accounts of $17 and $15, respectrvely 214 190
Prepaid expenses and other current assets 92 82
Total current assets =~ - @ - 327 922
Investment in Cable Propemes ' : S . ’ ‘ b
Property, plant and équipment, net of accumulated” deprematlon of $6,749 and $5.311, respectrvely 5840 - 6,289
Franchises, net 9826 9,878
Total investment in cable propemes net L 15,666 16,167
Other Noncurrent Assets 438 . 584

Total assets

LIABILITIES AND' SHAREHOLDERS' DEFICIT
Current Liahilities:
Accounts payable and accrued expenses

$ 16431 817,673

$ 1,191 8§ 1217

Total current habrhtres o 1,191 1217
Long:Term Debt | , R 19,388 19,464
Note Payable — Related Party G ST 8 0 —
Deferred Management Fees — Related Party : S o 14 M
Other Long-Tern Llahllntles 517° 681
Minority Interest . 188 . 648
Preferred Stock — Redeemable; $.001 par value; 1. mllhon shares authorized; 36 713 and 545, 259 shares issued and
outstanding, respectively L e L ‘ 4 55
Shareholders’ Deficit: Co ‘ ' o
Class A Common stock; $.001 par value, 1.75 bllhon shares authonzed 416,204, 671 and 305,203, 770 shares
issued and outstanding, respectively . —_ -—
Class B Common stock; $.001 par value; 750 mrlhon shares authorrzed 50 000 shares issued and outstandmg — —
Preferred stock; $.001 par value; 250 ‘million shares authorlzed no non-redeemable shares issued and
.. outstanding . — —
Additional paid-in capital ) ‘ W 5,241 4,794
 Accumulated deficit. = .. : P {10,166)  (9.196)
Accumulated other comprehensrve 1oss S 5 . - @

Total shareholders’ deficit

(4,820)  (4,406)

Total liabilities and shareholders” deficit

$ 16431 $17,673

The accompanying notes are an integral part of these consolidated financial statements.

F-4




CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES ‘ : : 2005 FORM 10-K

Consolidated Statements of Operations

Year Ended December 31,

(Dollars in millions, eicem per share and share data) ) ‘ 2005 2004 2003
Revenues . 3 5254 § 4977 S - 4819
" Gosts and Expenses: . ‘ : e
Operating (excluding depreciation and amortization) 2283 - . 2,080 ' 1,952
Selling, general and administrative 1,034 971 940
* Depreciation and amortization ' . » : 1,499 1,495 1,453
Impairment of franchises o .- 2,433 - —
Asset impairment charges s ‘ 39. — : —
{(Gain) loss on sale of assets, net : . N (86) 5
Option compensation expense; net- - : , 4 3 4
Hurricane asset retirement loss o . : 19 = o=
“Special charges, net , I 1 . 104 21
Unfavorable contracts and other settlements : — . (5) : (72)
‘ ‘ 4911 ' 7,023 - 4303
Income (loss) from operations ‘ ‘ s 343 . (2,046) - 516
Other Income and Expenses: S . . _
Interest expense, net » ‘ (1,789) (1,670) (1,557)
Gain on derivative instruments and hedgmg activities, net ' T 65
Loss on debt to equity conversions - (23 =
Gain (loss) on extinguishment of debt and’ preferred stock R 521 (31) 267
Other, net ‘ R 3 (16)
) ' ' (1198) " (1652) (1,241)
Loss before minority mterest income taxes and cumulative effect of accounting : _
‘change. ‘ . 4 o o A (853) . . (3,698) (725)
Minority interest ' : 1 19 . 377
Loss before income taxes and cumulative effect of accounting change (852) - (3.679) (348)
Income Tax Benefit (Expense) ‘ (115) 103 : 110
Loss before cumulative effect of accounting change (967) (3,576) (238)
Cumulative Effect of Accounting Change, Net of Tax — (765) —-
Net loss : (967) (4,341) (238)
Dividends on preferred stock — redeemable ' (3) @ 4)
Net loss applicable to common stock $ (970) $ (4,345) $ (242)
Loss Per Comman Share, basic and diluted - $ (B13) $ (1447 S (082)
Weighted average common shares outstanding, basic and diluted 310,159,647 300,291,877 294,597,519

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Changes in Shareholders’ Equity (Deficit)- -

Accumulated

Total

Class A Class B Additional Other | Shareholders'
Common  Common Paid-In Accumulated  Comprehensive Equity
(Dollars in millions) Stock Stock Capital Deficit Income (Loss) (Deficit)
Balance, December 31, 2002 - ‘
Changes in fair value of interest $ — $ — $4697 $ (4609. - $¢47) $ 41
‘rate agreements — — —_ = .23 23
Option compensation expense, net — — 2 — — 2
Issuance of common stock related to acquisitions — — 2 — - 2
Loss on issuance of equity by subsidiary — — (1) — — (1)
Dividends on preferred stock — redeemable — — — (4) — 4
Net loss : — - — {238) — (38
Balance, December 31, 2003 — — 4700  -(4:851) (24) (175)
" Changes in fair value of interest rate agreements — — — — 20 20
Option compensation expense, net ' — - 27 —_— — .27
Issuance of common stock in exchange for convertible notes — — 67 — — 67
Dividends on preferred stock — redeemable — — - Y] — (4)
Net loss ' — - — (4,341) — (4,341)
Balance, December 31, 2004 — — 4794 (9,196) (4) (4,406)
Changes in fair value of interest rate agreements and other — - —_ — 9 -9
Option compensation expense, net — — 14 — — 14
Issuance of shares in Securities Class Action settlement = — 15 — —_ 15
CC VIII settlement — exchange of interests — — 418 — — 418
Dividends on preferred stock — redeemable — — — 3) — (3
Net loss ' ‘ — — — (967) — (967)
Balance, December 31, 2005 $— §— $5241  $(10,166) $'5  $(4,920)

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

Year Ended December 31‘,‘

(Dollars in millions) ‘ ' 2003 ' 2004 2003
Cash Flows From Operating Activities: - ' ‘ :
Net loss ‘ $ (987) $(4341) $ (238)
Adjustments to reconcile net loss to net cash flows from operating activities: -~ - S
Minority interest - ‘ ‘ ' 1)) 19 - @)
Depreciation and amortization : 1,493 1495 1,453
Impairment of franchises B —_ 2,433 —
Asset impairment charges ' N © 39 — —
(Gain) loss on sale of assets, net B - (86) - 5
" Option compensation expense, net ' ' 14 27 4
Hurricane asset retirement loss . T 19 = L —
Special charges, net - = 8 - —
" Unfavorable contracts and other settlements . S — O
Noncash interest expense ' ‘ 254 324 414
Gain on derivative instruments and hedging activities, net (50) 69) (65)
Loss on debt to equity conversions o ‘ — 23 —
(Gain) loss on extinguishment of debt and preferred stock {821 20 (267)
Other, net (22) 3 3
Deferred income taxes 109 (109) (110)
Cumulative effect of accounting change, net of tax — . 765 —
Changes in operating assets and liabilities, net of effects from acquisitions and dispositions:
Accounts receivable o _ (29) M 70
Prepaid expenses and other assets ‘ 97 (2) 5
Accounts payable, accrued expenses and other (181} (59 (69)
Receivables from and payables to related party, including deferred management fees — — 9
Net cash flows from operating activities ' . 260 472 765
Gash Flows From Investing Activities:
Purchases of property, plant and equipment. ‘ ‘ (1,088) (924 (854)
Change in accrued expenses related to capital expenditures o ‘ 8 (43) (33)
Proceeds from sale of assets , ‘ 44 744 91
Purchases of investments 3) 17 (11)
Proceeds from investments , ‘ 17 — —
Other, net L (3) (3) (10)
Net cash flows from investing activities v ‘ (1,025) (243) (817)
Cash Flows From Financing Activities: . ‘
Borrowings of long-term debt ' : 1,207 3,148 738
Repayments of long-term debt ‘ (1,239) (5,448) (1,368)
Proceeds from issuance of debt ' _ 294 2,882 529
Payments for debt issuance costs (10} (145) (41)
Redemption of preferred stock {56) — -
Purchase of pledge securities — (143) —
Net cash flows from-financing activities 136 294 (142)
Net Increase (Decrease) in Cash and Cash Equivalents (629) 523  (194)
Cash and Cash Equivalents, beginning of period 650 127 321
Cash and Cash Eqguivalents, end of period : $ 21 $ 650 $ 127

Cash Paid for Interest $ 1,526 $1302 $1,111
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Year'Ended December 31

(Dallars in milligas) o ’ ' ‘ 2005 2004 2003
Noncash Transactions: ‘ , -
Issuance of debt by CCH I Holdings, LLC ... $243 § — 8 —
Issuance-of debt by CCH I, LLC 3,686 —_ —
Issuance of debt by Charter Communications Operating, LLC . . . . 333 —_ . -
Retirement of Charter Communications Holdings, LLC debt (7,000) — 1,257
. Issuance of shares in Securities Class Action Settlement 15 .- L —
CC VII Settlement — exchange of interests 418 — —
Debt exchanged for Charter Class A common stock ‘ C— - 30 —
Issuance of debt by CCH I, LLC , L= — 1,572
Retirement of Charter Communications, Inc. debt . — — . 609
Issuances of preferred stock — redeemable, as payment for acquisitions ‘ — — . . 4
. Issuance of equity as partial payments for acquisitions B —_ - -2

The accompanying notes are an integral part of these consolidated financial statements.
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CHARTER.COMMUNICATIONS, INC. AND SUBSIDIARIES
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Notes to Consolidated Financial Statements December 31, 2005,-2004, and 2003

(dollars in mrlhons except Where mdrcated)

1. ORGANIZATION AND BASIS OF PRESENTATION

2. LIQUIDITY AND CAPITAL RESOURCES -

Charter Communications, Inc. (“Charter b is a holding company
whose principal assets at December 31, 2005 are the 48%

controlling common equity interest,in Charter Communications ‘

Holding Company, LLC (“Charter Holdco”) and “mirror” notes
which are payable by Charter Holdco to Charter and have the
same principal amount and terms as those of Charter’s
convertible senior notes. Charter Holdeo is the sole owner of

" CCHC, LLC, which is the sole owner of Charter Communica-
tions Holdings, LLC (“Charter Holdings”). The consolidated
financial statements include the accounts of Charter, Charter-
Holdco; Charter Holdings and all of their wholly owned
subsidiaries where the underlying operations reside, which are’
collectively referred to herein as the “Company.” Charter has
100% voting control over Charter Holdco and had historically
consolidated on’ that basis. Charter continues to consolidate
Charter Holdco as a variable interest entity under Financial
Accounting Standards Board (“FASB”) Interpretation .
(“FIN™) 46(R) Consolidation of Variable Interest Entities. Charter
Holdco’s limited liability company agreement provides that so’
long as Charter’s Class B common stock retains its special
voting rights, Charter will maintain a 100% voting interest in
Charter Holdco. Voting control gives Charter full authority and-
control over the operations of Charter Holdco. All significant
intercompany accounts and transactions among ‘consolidated
entities have beeneliminated. The Company is a broadband

communications company operating 'in the United States. The -

Company offers'its customers traditional cable video program-
ming (analog and digital video) as well as high-spéed Internet
services and, in some areas, advanced broadband services such
as high-definition television, video on demand and telephone.
The Company sells its cable video programming; high-speed
Internet and advanced broadband servicés on a subscription
basis. The Company also sells local advertising on satellite-
delivered networks. ‘ :
The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
requires management to make estimates and assumptions that -
affect the reported amounts of assets and liabilities and '
disclosuré of contingent assets and Habilities at the date of the
financial statements andCthe reported amounts of revenues and
expenses during the reporting period. Areas involving significant
judgments and estimates include capitalization of labor and
overhead costs; depreciation and amortization costs; impair-
ments of property, plant and equipment, franchises and good-

will; income taxes; and contingéncies. Actual results could differ

from those estimates.
Reclassifications. Certain prior year amounts have been
reclassified to conform with thé 2005 presentation.

The Company incurred net,loss apvplicableto common stock of
$970 million, $4.3 billion and $242 million in 2005, 2004 and
2003, respectively. The Company’s net cash flows from operat-
ing activities were $260 million, $472 million and $765 million
for'the years endmg December 31, 2005, 2004 and 2003,
respectrvely ,
The Company has a srgmﬁcant level of debt. The Com-
pany’s long-term financing as .of December 31, 2005 consists of
$5.7 billion of credit facility debt, $12.8 billion accreted value. of
high-yield notes and $863 million accreted value of convemble
senior notes. In 2006, $50 million of the. Company’s debt
matures and in 2007, an additional $385 million matures. In
2008 and beyond significant additional amounts will become
due under the Company’s remaining long-term,debt obligations.

Recent Financing Transactions

On January 30, 2006, CCH II, LLC (“CCH II") and CCHII
Capital Corp. issued $450 million in debt securities, the proceeds
of which were provided, directly or indirectly, to Charter
Communications Operating, LLC (“Charter Operating”), which
used such furids to reduce borrowings, but not comrmtments
under the revolving portion of its credit facilities. ‘

" In October 2005, CCO Holdings; LLC (“CCO Holdmgs )
and CCO Holdrngs Capital Corp., as'guarantor thereunder,
entered into a senior bridge loan agreement (the “Bridge Loan”)
with JPMorgan Chase Bank, N.A., Credit Suisse, Cayman Islands
Branch and Deutsche Bank AG Cayman Islands Branch (the .
“Lenders”) whereby the Lenders committed to make loans to
CCO qudmgs in an aggregate amount of $600 million. Upon
the issuance of $450 million of CCH II notes discussed above,
the commitment under the Bridge Loan was reduced. to
$435 million. CCO Holdings may draw upon the facility
between January 2, 2006 and September 29, 2006 and.the loans
will mature on the sixth anniversary of the first borrowing under
the Bridge Loan.

In September 2005, Charter Holdings and its wholly owned
subsidiaries, CCH 1, LLC (“CCH I") and CCH I Holdings, LLC
(“CIH”), completed the exchange of approximately $6.8 billion
total principal amount of outstanding debt securities of Charter
Holdings in a private placement for new debt securities. Holders
of Charter Holdings notes due in 2009 and 2010 exchanged
$3.4 billion principal amount of notes for $2.9 billion principal
amount of new 11% CCH I notes due 2015. Holders of Charter
Holdmgs notes due 2011 ang 2012 exchanged $845 million

-principal amount of notes for $662 million principal amount of
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11% CCH.I notes due 2015 In addition, holders of Charter
Holdmgs notes due 2011 and 2012 exchanged $2.5 billion
principal amount of notes for $2. 5 billion. principal amount of
various series of new CIH notes. Each series of new CIH notes
has the same interest rate and provisions for payment of cash
interest as the series of old Charter Holdings notes for which
such CIH notes were exchanged. In addition, the maturities for
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Notes to Consolidated Financial Statements (continued)

each series were extended three years. See Note 9 for discussion
of transaction and related financial statement impact.

The Company requires significant cash to fund debt service
costs, capital expenditures and ongoing operations. The Com-
pany has historically funded these requirements through cash
flows from operating activities, borrowings under its credit
facilities, sales of assets, issuances of debt and equity securities
and cash on hand. However, the mix of funding sources changes
from period to period. For the year ended December 31, 2005,
the Company generated $260 million of net cash flows from
operating activities after paying cash interest of $1.5 billion. In
addition, the Company used $1.1 billion for purchases of
property, plant and equipment. Finally, the Company had net
cash flows from financing activities of $136 million. ‘

The Company expects that cash on hand, cash flows from
operating activities and the amounts available under its credit
facilities and Bridge Loan will be adequate to meet its cash
needs in 2006. The Company believes that cash flows from
operating activities and amounts available under the Company’s
credit facilities and Bridge Loan will not be sufficient to fund the
Company’s operations and satisfy its interest -and debt repay-,
ment obligations in 2007 and beyond. The Company is working
with its financial advisors to address this. funding requirement.
However, there can be no assurance that such funding will be
available to the Company. In addition, Paul G. Allen, Charter’s
Chairman and controlling shareholder, and his affiliates are not
obligated to purchase equity from, contribute to or loan funds to
the Company.

Debt Covenants ‘

The Company’s ability to operate depends upon, among other
things, its continued access to capital, including’ credit under the
Charter Operating credit facilities and Bridge Loan, The Charter
Operating credit facilities, along with the Company’s and its
subsidiaries’ indentures and Bridge Loan, contain certain restric-
tive covenants, some of which require the Company to maintain
specified financial ratios and meet financial tests and to provide
audited financial statements with an unqualified opinion from
the Company’s independent auditors. As of December 31,2005,
the Company is in compliance with the covenants under its
indentures, Bridge Loan and credit facilities, and the Company
expécts to remain in compliance with those covenants for the
next twelve months. As of December 31, 2005, the Company’s -
potential availability under its credit facilities totaled approxi-
mately $553 million, none of which was limited by covenants. In
addition, as of January 2, 2006, the Company has additional® ~
borrowing availability of $600 million unider the Bridge Loan
(which was reduced to $435 million as a result of the issuance
of the CCH II notes). Continued access to the Company’s credlt
facilities and Bridge Loan is subject to the Company remammg
in compliance with these covenants, including covenants tied to
the Company’s operating performance. If any events of non-
compliance occur, funding under the credit facilities and’Bridge
Loan may not be available and defaults on some or potentially -

all of the Company’s debt obligations could occur. An event of
default under any of the Company’s debt instruments could
result in the acceleration of its payment obligations under that
debt and, under certain circumstances, in cross-defaults under its
other debt obligations, which could have a material adverse
effect on the Company’s consolidated financial condition and
resulté of operations.

Speclflc Limitations

Charter’s ability to make mterest payments on its convertlble .
senior notes, and, in 2006 and 2009, to repay the outstanding
principal of its convertible senior notes of $20 million and

$863 million, respectively, will depend on its ability to raise
additional capital and/or on receipt of payments or distributions
from Charter Holdco and its subsidiaries. During 2005, Charter

‘Holdings distributed $60 million to Charter Holdco. As of

December 31, 2005, Charter Holdco was owed $22 million in
intercompany loans from its. subsidiaries, which were available
to pay interest and principal on Charter’s convertible senior
notes. In-addition, Charter has $98 million of governmental
securities pledged as security for the next four scheduled semi-
annual interest payments on Charter’s 5.875% convertible senior
notes. -

Dlstrxbutlons by Charter s subsxdlanes to a parent company .
(includmg Charter, CCHC and Charter Holdco) for payment of
principal on parent company notes are restricted under the
indentures governing the CIH notes, CCH I notes, CCH I

" notes, CCO Holdings notes and Charter Operating notes unless

there is no default, each applicable subsidiary’s leverage ratio test
is met at the time of such distribution and, in the case of the,
convertible senior notes, other specified tests are met. For the.
quarter ended December 31, 2005, there was no default under
any of these indentures and each such subsidiary met its
applicable leverage ratio tests based on December 31, 2005
financial resﬁlts. Such distributions would be restricted, however,
if any such subsidiary fails to meet these tests. In the past,
certain subsidiaries have from time to time failed to meet their =
leverage ratio test. There can be no assurance that they will
satisfy these tests at the time of such distribution. Distributions
by Charter Operating and CCO Holdings for payment of
principal on parent company notes are further restricted by the
covenants in the credit facilities and Bridge Loan, respectively.

Distributions by CIH, CCH I, CCH 1I, CCO Holdings and
Charter Operating to a parent company for payment of parent
company interest are permitted if there is no default under the
aforementioned indentures. However, distributions for payment
of interest on the convertible senior notes are further limited to
when each applicable subsidiary’s leverage ratio test is. met and
other specified tests are met. There can be no assurance that
they will satisfy these tests at the time of such distribution.

The indentures governing the Charter Holdings notes .
permit Charter Holdings to make distributions to Charter
Holdco for payment of interest or principal on the convertible
senior notes, only if, after giving effect to the distribution,
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Notes to Consolidated Financial Statements (continued)

Charter Holdings can incur additional debt under the leverage
ratio of 8.75.to 1.0, there is no default under Charter ‘Holdings’
indentures and other specified tests are met. For the quarter
ended December 31, 2005, there was no default under Charter -
Holdings’ indentures and Charter Holdings met its leverage ratio
test based on-December 31, 2005 financial results. Such
distributions would be restricted, however, if Charter Holdings
fails to meet these tests. In the past, Charter Holdings has from
time to time failed to meet this leverage ratio test. There can be
no assurance that Charter Holdings will satisfy these tests at the
time of such distribution. During periods in which distributions’
are restricted, the indentures governing the Charter Holdings
notes permit Charter Holdings and its subsidiaries to make
specified investments (that are not restricted payments) in
Charter Holdco or Charter up to an amount determined by a
formula, as long as there is no default under the indentures.

3. SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES

Cash Equuvalents

The Company considers all highly liquid investments with
original maturities of three months or less to be cash
equivalents. These investments are carried at cost, which
apprqximates market value.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost, including all
material, labor and certain indirect costs associated with the
construction of cable transmission and distribution facilities.
While the Company’s capitalization is based on specific activi-
ties, once capitalized, costs are tracked by fixed asset category at
the cable system level and not on a specxﬁc asset basis. Costs
associated with initial customer installations and the additions of
network equipment necessary to enable advanced services are
capitalized. Costs capitalized as part of initial customer installa-
tions include materials, labor, and certain indirect costs. Indirect
costs are associated with the activities of the Company’s
personnel who assist in connecting and activating the new
service and consist of compensation and indirect costs associ-
ated with these support functions. Indirect costs primarily ‘ '
include employee benefits and payrol! taxes, direct variable costs
associated with capltahzable activities, consisting pnmarlly of
installation and construction vehicle costs, the cost of dispatch
personnel and indirect costs directly attributable to capitalizable
activities. The costs of disconnecting service at a customer’s
dwelling or reconnecting service to a previously installed
dwelling are charged to operating expense in the period
incurred. Costs for repairs and maintenance are charged to
operating expense as incurred, while plant and equipment
replacement and betterments, including replacement of cable
drops from the pole to the dwelling, are capitalized.

Depreciation is recorded using the straight-line composite
method over management’s estimate of the useful lives: of the
related assets as follows:

Cable distribution systems 7-20 years

Customer equipment and installations 3-5 years
Vehicles and equipment 1-5 years
Buildings and leasehold improvements 5-15 years
Furniture, fixtures and equipment 5 years

Asset Retirement Obligations

Certain of our franchise agreements and leases contain provi-
sions requiring us to restore facilities or remove equipment in
the event that the franchise or lease agreement is not renewed.
We expect to continually renew our franchise agreements and

-have concluded that substantially all of the related franchise

rights are indefinite lived intangible assets. Accordingly,.the
possibility is remote that we would be required to incur
significant restoration or removal costs related to these franchise
agreements in the foreseeable future. Statement of Financial
Accounting Standards (“SFAS”) No. 143, /Iccountzrzg for Asset
Retirement. Obligations, as interpreted by FIN No. 47, Accounting
Jor Conditional Asset Retirement Obligations — an Interpretation of
FASB Statement No. 143, requires that a liability be recognized
for an asset retirement obligation in the period in which it is
incurred if a reasonable estimate of fair value can be made. We
have not recorded an estimate for potential franchise related
obligations but would record an estimated liability in the
unlikely event a franchise agreement containing such a provision
were no longer expected to be renewed. We also expect to
renew many of our lease agreements related to the continued
operation of our cable business in the franchise areas. For our
lease agreements, the liabilities related to the removal provisions,
where applicable, have been recorded and are not significant to
the financial statements.

Franchises

Franchise rights represent the value attrlbuted to agreements
with local authorities that allow access to homes in cable service
areas acquired through the purchase of cable systems. Manage-
ment estimates the fair value of franchise rights at the date of
acquisition and determines if the franchise has a finite life or an
indefinite-life as defined by SFAS No. 142, Goodw:l] and Other
Intangible Assets. All franchises that qualify for indefinite-life
treatment under SFAS No. 142 are no longer amortized against
earnings but instead are tested for impairment annually as of
October 1, or more frequently as warranted by events or
changes in circumstances (see Note 7). The Company con-
cluded that 99% of its franchises qualify for indefinite-life

treatment; however, certain franchises did not qualify for

indefinite-life treatment due to technological or operational
factors that limit their lives. These franchise costs are amortized
on a straight-line basis over 10 years. Costs incurred in renewing
cable franchises are deferred and amortized over 10 years.
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Other Noncurrent Assets -
Other noncurrent assets primarily include deferred financing
costs, governmental securities, investments in equity securities
and goodwill. Costs related to borrowings are deferred and-
amortized to interest expense over the terms of the related
borrowings. < Co

Investments in equity securities are, accounted for at c'ost,v K
under the equity method of accounting or in accordance with

SFAS No. 115, Accounting for Certatn Investments in Debt and:
Egqurty Securstres. Charter recognizes losses for any decline in
value considered to be other than temporary. Certain market-.
able equity securities are classified as available-for-sale and
reported at market value with unrealized gains and losses .
recorded as accumulated other comprehensive income or loss.

.

The following summarizes investment information as of and for the years ende;i De'cember 31, 2005-and 2004:

'

, . o Gain {loss} For

Carrying Value at the Years Ended

December 31, December 31,

2005 2004 2005 2004 2003

Equity investments, under the cost method - $61 - $39 0§~ . B(3) $2)
13 25 2”7 1)

Equity investments, under the equity method

i $64 $2 - 84 S(3)

The gain on equity investments, under the equity method )
for the year ended December 31, 2005 primarily represents a
gain realized on an exchange of the Company’s interest in an .
equity investee for an investment in a larger enterprise. Such
amounts are included in other, net in the statements,of
operations. i

As requ1red by the indentures to the Companys ‘
5.875% convertible senior notes issued in November 2004, the
Company. purchased U.S. government securities, valued at
approximately $144 million with maturities corresponding,to the
interest payment dates for the convertible senior notes. These
" securities were pledged and are held in escrow to provide
-payment in full for the first six interest payments of the
convertible senior notes (see Note 9), two of which were funded
in 2005. These securities are accounted for as held-to-maturity
securities. At December 31, 2005, the carrying value and fair
value of the securities was approximately-$98 million and
$97 million, respectively, with approximately $50 million
recorded in prepaid and other assets and approximately $48 mil-
lion recorded in other assets on the Company s consohdated
balance sheet.” ‘ s

Valuation of Property, Plant and Equipment

The Company evaluates the recoverability of long-lived assets to
be held and used for impairment when events or changes in
circumstances indicate that the carrying amount of an asset may
not be recoverable using asset groupings consistent with those
used to evaluate franchises. Such events or changes in circum-
stances could include such factors as impairment of the
Company’s indefinite life-franchise under SFAS No. 142,
changes in technological advances, fluctuations in the fair value
of such assets, adverse changes in relationships with local : .
franchise authorities, adverse changes in market condmons ora
deterioration of operating results. If a review mdxcat;:s that the
carrying value of such asset is not recoverable from estimated
undiscounted cash flows, the carrying value of such asset is-

reduced to its estimated fair value. While the Company believes
that its estimates of future cash flows are reasonable, different
assumptions regarding such ‘cash flows could materlally affect its
evaluations of asset recoverability. No impairments of lorig-lived
assets to be held and used were recorded in 2005, 2004 and
2003, however, approximately $39 million of impairment on
assets held for:sale was recorded for the year ended Decem-
ber 31,2005 (see Note 4). .

Derivative Financial Instruments

The Company accounts for derivative financial instruments in "
accordance with SFAS No. 133, Accounting for Derfvative
Instruments and Hedging Activities, as amended. For those
instrurfients which qualify as hedging activities, related gains or
losses are recorded ‘in accumulated other comprehensive
income. For all other derivative instruments, the related gains or
losses are recorded in the i income statement. The Company uses
interest rate risk management derivative instruments, such as
interest rate swap agreements, interest rate cap agreements and’
interest rate collar agreements (collectively referred to herein as
interest rate agreemerits) as required under the terms of the
credit facilities of the Company’s subsidiaries. The Company’s
policy is to manage interest costs using a mix of fixed and
variable rate debt. Using interest rate swap agreements, the
Company agrees to exchange, at specified intervals, the differ-
ence between fixed and variable interest amounts calculated by
reference to an agreed-upon notional principal amount. Interest
rate cap agreements are used to lock in a maximum interest rate
should variable rates rise, but enable the Company to otherwise
pay lower market rates, Interest rate collar agreements are used '
to limit exposure to and benefits from interest rate fluctuations
on variable rate debt to within a certain range of rates. The
Company does not hold or issue any derivative financial
instruments for trading purposes.
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Certain provisions of the. Company’s 5.875% convertible
senior notes issued in November 2004 were considered embed- -

‘ded derivatives for accounting purposes and were required to be .

separately accounted for from the convertible senior notes. In
accordance with SFAS No. 133, these derivatives are marked to
market with gains or losses recorded in interest expense on the
Company’s consolidated statement of operations. For the year
ended December 31, 2005 and 2004, the- Company recognized
$29 million in gains and $1 million in losses, respectively, related
to these derivatives. The gains resulted in a reduction of interest
expense while the losses resulted in an increase in interest
expense related to these derivatives. At December 31, 2005 and
2004, $1 million and $10 ‘million; respectively, is récorded in
accounts payable and accrued expenses relating to the short-

term portion of these derivatives and $1 million and $21 million, -

respectlvely, is recorded i in’ other long-term liabilities related to
the long-term portlon

Revenue Recogmtlon

Revenues from residential and commerc1al v1deo high-speed
Internet and telephone services are recogmzed when the related
services are provided. Advertising sales are recognized at
estimated realizable values in the period ; that the advemsements
are broadcast. Local governmental authorities impose franchise
fees on the Company ranging up to a federally mandated
maximum of 5% of gross revenues as defined in the franchise
agreement. Such fees are coHected ona monthly basis from the
Company’s customers and are penodxcally remltted to local
franchise authorities. Franchise fees are reported as revenues on
a gross basns with a correspondmg operating expense.

Programming Costs P s

The Company has various contracts to obtain analog, digital
and premium video programming from progrém suppliers
whose compensation is typically based on a flat fee per
customer. The cost of the right to exhibit network programmmg
under such arrangernents is recorded in operating expenses in
the month the programming is available for exhibition. Program-
ming costs are paid each month based on calculations per-
formed by the Company and are subJect to penodlc audits
performed by the programmers. Certain programming contracts
contain launch incentives to be paid by the programmers. The
Company receives these payments related to the activation of.
the programmer’s cable television channel and recognizes the
launch incentives on a straight- line basis over the life of the
programming agreement as a reduction of programming '

~ expense. This offset,to programming expense was $42 mxlhon
$62 million and $64 million for the years ended December 31,
2003, 2004 and 2003, respectively. Programming costs included
in, the accompanying statement of operations were $14 bllhon
$1.3 billion and $1.2 billion for the years ended December 31,
2005, 2004 and 2003, respectively. As of December 31, 2005 and
2004, the deferred amount of launch mcentlves, included in
other long-term hablhtles were $83 mllhon and $105 million,
respectively.

. -Advertising Costs -

‘Advertising .costs associated with marketing the Company’s
products and services are generally expensed as costs are | ,
incurred. Such advertising expense was $97 million, $72 million
and $62 million for the years ended December 31, 2005, 2004
and 2003, respectively.

1

Stock-Based Compensation
The Company has hlstorlcally accounted for stock based com-

* pensation in accordance with Accounting Principles Board

(“APB”) Opinion No. 25, Accounting for Stock Issued to Employees,
and related interpretations, as permitted by SFAS No. 123,
Accounting for Stock-Based Compensation. On January 1, 2003, the |
Company adopted the fair valué measurement provisions of

‘ SFAS No. 123 using the prospectxve method under which'the

Company will recognize compensation expense of a stock-based
award'to an employee over the vesting period based on the fair
value of the award on the grant date consistent with the
method described in Financial Accounting Standards Board
Interpretation (“FIN") No. 28, Accounting for Stock Appreciation
Rights and Other Variable Stock Option or Award Plans. Adoptlon
of these provisions resulted in utilizing a preferable accounting
method as the consolidated financial statements will present the
estimated fair value of stock-based compensation in expense
consistently with other forms of compensation and other
expense associated with goods and services received for equity
instruments. In accordance with SFAS No. 148, Accounting for' -
Stock-Based Compensation — Transition and Disclosure, the fair value
method was applied only to awards granted or modified after '
January 1,-2003, whereas awards granted prior to such date were
accounted for under APB No. 25, unless they were modified or"
settled in cash. :
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SFAS No. 123 requires pro forma disclosure of the impact on earnings as if the compensation expense for these plans had been
determined using the fair value method. The following table presents the Company’s net loss and loss per share as reported and the
pro forma amounts that would have been reported using the fair value method under SFAS No. 123 for the years presented:

0

Year Ended December 31,

2008 ' 2004 2003
Net loss applicable to common stock $ (970) $(4,345) $(242)
Add back stock-based compensatlon expense related to stock’ optlons mcluded in reported net loss (net of '
minority interest) * 14 a1 2
Less employee stock-based compensation expense determined under fair value ‘based method for all employee .
stock option awards (net of minority interest) (14) (33) (14)
Effects of unvested optlons in stock option exchange (see Note 21) — 48 -
Pro forma ) o ' - $ (970) $(4,299) $ (254)
Loss per common shares basic and diluted: \ o
As reported » $(3.13) $(1447y . $(0.82)
Pro forma $3.13) . $(1432) . $(086)

The fair value of each option granted is estimated on the
date of grant using the Black-Scholes option-pricing model. The
following weighted average assumptions were used for grants
durinig the years ended December 31, 2005, 2004 and 2003,
respectively: risk-free interest rates of 4.0%, 3.3%, and 3.0%;"
expected volatility of 70.9%, 92.4% and 93.6%; and expected
lives of 4.5 years, 4.6 years and 4.5 years, respectxvely The
valuations assume no dmdends are paid.

Unfavorable COntracts and Dther Settlements -

The Company recognized $5 million of beneﬁt for the year _
ended December 31, 2004 related to changes in estimated legal
reserves established as part of previous business combinations,
which, based on an evaluation of current facts and circum-
stances, are no longer required.

The Company recognized $72 million of beneﬁt for the
year ended December 31, 2003 as a result of the settlement of
estimated liabilities recorded in connection with prior business
combinations. The majority of this benefit (approximately
$52 million) is due to the renegotiation of a major programming
contract, for which a liability had been recorded for the above
market portion of the agreement in conjunction with the Falcon
acquisition in 1999 and the Bresnan acquisition in 2000. The
remaining benefit relates to the reversal of previously recorded
liabilities, which are no longer required.

Income Taxes

The Company recognizes deferred tax assets and liabilities for
temporary differences between the financial reporting basis and
the tax basis of the Company’s assets and liabilities and
expected benefits of utilizing net operating loss carryforwards.
The impact on deferred taxes of changes in tax rates and tax
law, if any, applied to the years during which temporary
differences are expected to be settled, are reflected in the
consolidated financial statements in the period of enactment (see
Note 24).

Minority Interest

Minority interest on the consolidated balance sheets primarily
represents preferred membership interests in an indirect subsidi-
ary of Charter held by Mr. Paul G. Allen. Minority interest
totaled $188 million and $648 million as of December 31, 2005
and 2004, respectively, on’ the accompanymg consolidated
balance sheets.

Reported losses allocated to minority interest on the
statement ‘of operations reflect the minority interests in CC VIII
and Charter Holdco. Because minority interest in Charter
Holdco was subéiantially eliminated at December 31, 2003,
beginning in 2004, Charter began to absorb substantially all
future losses before income taxes that otherwise would have
been allocated to minority interest (see Note 11).

Loss per Common Share
Basic loss per commdn share is'computed by dividing the net
loss applicable to common stock by 310,159,047 shares,
300,291,877 shares and 294,597,519 shares for the years ended
December 31, 2005, 2004 and 2003, representing the weighted-
averagé common shares outstanding during the respective
periods. Diluted loss per common share equals basic loss per
common share for the periods presented, as the effect of stock
options and other convertible securities are antidilutive because
the Company incurred net losses. All membership units of
Charter Holdco are exchangeable on a one-for-one basis into
common stock of Charter at the option of the holders. As of *
December 31, 2005, Charter Holdco has 755,386,702 member-
ship units outstanding. Should the holders exchange units for '
shares, the effect would not be dilutive because the Company
incurred net losses.

The 94.9 million shares issued in November 2005 and
July 2005 pursuant to the share lending agreement described in
Note 14 are required to be returned, in accordance with the
contractual arrangement, and are treated in basic and diluted
earnings per share as if they were already returned and retired.
Consequently, there is no impact of the shares of common stock
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i

lent under the share lending agreement in the. earmngs per share
calculation. S

Segments
SFAS.No. 131, Disclosure a&out Segments of an Eﬂtffprzse and”

Related Information, established standards for reporting informa-

tion about operating segments in annual financial statements and
in interim financial reports issued to shareholders Operating
segments are defined as components of an enterprise about
which separate financial information i 1s available that is evaluated
on a regular basis by the chief operatmg decision maker or
decision making group, in decrdmg how to allocate resources to
an individual segment and in assessmg performance of the
segment. ‘

The Company’s operatlons are managed on the basis of .

geographic divisional operatmg segments. The Company has ‘
evaluated the crrterra for aggregation of the geographic operat-
ing segments under paragraph 17 of SFAS No. 131 and believes
it meets each of the respective crltena set forth. The Company.
delivers similar products and services within each of its

geographic divisional operations. Each geographic and divisional -

service area utilizes 31m1lar means for delivering the program—
ming of the Companys servrces have snmlanty in the type or

class of customer receiving the products and services; distributes

the Company’s services over a unified network and: operates
within a consistent regulatory environment. ‘In addition, each of
the geograph1c divisional operating segments has 81mllar eco-
nomic characteristics. In light of the Company s similar serv1ces
means for delivery, sumlanty in type of customers, the use of a
unified network and other considerations across its geographic
divisional operating structure, management has determined that
the Company has one reportable segment broadband services.

4. SALE OF ASSETS

In 2005, the Company closed the sale of certain cable systems
in Texas, West Virginia and Nebraska, representing a total of
approximately 33,000 analog video customers. During the year
ended December 31, 2005, those cable systems met the criteria
for assets held for sale under Statement of Financial Accounting
Standards (“SFAS”) No. 144, Accounting for the Impasrment or
Disposal of Long-Lived Assets. As such, the assets were written
down to fair value less estimated costs to sell resulting in asset
impairment charges during the year ended December 31, 2005
of approximately $39 million. :

In 2004, the Company closed the sale of certain cable
systems in Florida, Pennsylvania, Maryland, Delaware, New
York and West V1rg1n1a to Atlantic Broadband Finance, LLC.
These transactions resulted in a $106 million gain recorded as a
gain on sale of assets in the Company’s consolidated statements
of operations. The total net proceeds from the sale of all of
these systems were approximately $735 million. The ‘proceeds
were used to repay a portion of amounts outstanding under the
Company’s revolving credit facility.

5. ALLOWSNCE FOR DOUBTFUL. ACCOUNTS

Actlvrty in the allowance for doubtﬁrl accounts is summarlzed as
follows for the years presented

Year Ended Decérhber‘ 31,
2005 2004 2003

Balance, begmmng ofyear o - .$15, %17 $ 19
Charged to expense o 6 92 79
. Uncollected balances written off, net of ‘
recoveries : A1 84 - @Y
Balance, end of year | . $17. $15. § 17

5. PRUPERTY PLANT AND EQUIPMENT

Property, plant and equipment consists of the followmg as of
December 31, 2005 and 2004:

- . 2005 2004

Cable distribution systems $ 7,035 $ 6,59
Customer equlpment and installations ‘ ' ‘3,934v 3,500
Vehicles and equipment ‘ ‘ R K] 433
Buildings and leasehold improvements ©. 584 - 578
Furniture, fixtures and equipment - b 563 \ 493
o ‘ 12 589 11,600

Less: accumulated depreciation (5, 749) 1(5,311)
‘$5840 $ 6,209

The Company periodically evaluates the estimated useful
lives used to depreciate its assets and the estimated amount of -
assets that will be abandoned or have minimal use in the future.
A significant change in assumptions about the extent or timing
of future asset retirements, or in the Company’s use of new

* technology and upgrade programs, could materially affect future :
depreciation expense.

Depreciation expense for each of the years ended Decem—
ber 31, 2005, 2004 and 2003 was $1.5 billion. . ‘

7. FRANCHISES AND GOODWILL

Franchise rights represent the value attributed to agreements
with local authorities that allow access to homes in cable service
areas acquired through the purchase of cable systems. Manage-
ment estimates the fair value of franchise rights at the date of
acquisition and determines if the franchise has a finite life or an
indefinite-life as defined by SFAS No. 142, Goodwill and Other
Intangible Assets. Franchises that qualify for indefinite-life treat-

- ment under SFAS No. 142 are tested for 1mpa1rment annually
. each October 1 based on valuations, or more frequently as’

warranted by events or changes in circumstances. Such test
resulted in a'total franchise impairment of approximately

$3.3 billion during the third quarter of 2004. The 2003 and 2005
annual impairment tests resulted in‘no'impairment. Franchises
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are aggregated into essentially inseparable asset groups to
conduct the valuations. The asset groups’ generally represent
geographic clustering of the Company’s cable systems into
groups by which such systems are’manéged. Management
believes such grouping represents the highest and best use of
‘those assets. - _

The Company's valuations, which are based on the present
value of projected after tax cash flows, result in a value of
property, plant and equipment, franchises, customer relatlonshlps

and its total entity value. The value of goodw111 is the difference

between the total entity value and amounts ass1gned to the
other assets.

Franchises, for valuation purposes, are defined as the future
_ economic benefits of the right to solicit and service potentxal ‘
customers (customer marketing rights), and the right to deploy .
and market new services such as interactivity and telephone to
the potential customers (service marketing rights). Fair value is
determined-based on estimated discounted future cash flows
using assumptions consistent with internal forecasts. The
franchise after-tax cash flow is calculated as the after-tax cash
flow generated by the potential customers obtained and the new
services added to those customers in future periods. The sum of
the present value of the franchises” after-tax cash flow in years. 1
through 10 and the continuing value of the after-tax cash flow
beyond year 10 yields the fair value of the franchise. |

The Company follows the guidance of Emerging Issues
Task Force (“EITF”) Issue 02-17, Recognition of Customer
Relationship Intangible Assets Acquired tn a Business Combination, in
valuing customer relationships. Customer relationships, for valu--
ation purposes, represent the value of the business relationiship
with existing customers and are calculated by projecting future
after-tax cash flows from these customers including the right to
deploy and market additional services such as interactivity and
telephone to these customers. The. present value of these after-

tax cash flows yields the fair value of the customer relationships.

‘customer relationship intangibles related to those acquisitions.

December 31, 2004. The remaining $2.4 biflion of the total

Substantially all acquisitions occurred prior to January 1, 2002.
The Company did not record any value associated with- the -

For acquisitions subsequent to January 1, 2002 the Company did
assign a value to the customer relatibnship intangible, which is
amortized over its estimated useful life.

" In September 2004, the SEC staff issued EITF Toplc D-108
which requires the direct method of separately valuing all
intangible assets and does not perrmt goodwill to be included in
franchise assets. The Company adopted Topic D- 108 in its
impairment assessment as of September 30, 2004 that resulted in
a total franchise impairment of approximately $3.3 billion. The
Company recorded a cumulative effect of accounting change of
$7635 million (apprommate y $875 million before tax effects of
$91 million and minority interest effects of $19 million) for the
year ended December 31, 2004 representing the pomon of the
Company’s total franchlse impairment attributable to no longer
including goodwxll with franchise assets. The effect of the
adoptlon was to increase net loss and loss per share by
$765 million and $2.55, respectively, for the year ended

franchise 1mpalrment was attributable to the use ‘of lower
projected growth rates and the resultmg revised estimates of
future cash flows in the Company s valuation, and was recorded
as impairment of franchises in the Company’s accompanying
consolidated statements of operations for the year ended
December 31, 2004. Sustained analég,video customer losses by
the Company in the third quarter of 2004 primarily as a result
of increased competition from direct broadcast satellite providers
and decreased growth rates in the Company’s high-speed -
Internet customers in the third quarter of 2004, in part, as a
result of increased competition from digital subscriber line
service providers led to the lower projected growth rates and
the revised esnmates of future cash flows from those used at
October 1, 2003

As of December 31, 2005 and 2004, indefinite-lived and finite-livéd intangible assets are presented in the following table:

. December 31,
2005 2004 |
Gross - - Net " Gross ' . . Net

. Carrying Accumulatad Carrying Carrying Accumulated Carrying
: Amount  Amortization Amount Amount  Amortization Amount
Indefinite-lived intangible assets: ‘ _ . '
Franchises with indefinite lives. $9,806 §— $9.806 39,845 $— $9,845
Goodwill : 52 - 52 . 52 — 52
‘ $9,858 -~ §— $9.858 9,897 $— 39897
Finite-lived intangible assets: - e . s : o
Franchises with finite lives

$ 21 - . 87 % 20 § 37 $4 8§ 33

For the years ended December 31, 2005 and 2004 the net
carrying amount of 1ndeﬁmte—hved franchises was reduced by .
$52 million and $490 million, respectlvely, related to the sale of
cable systems (see Note 4) Additionally, in 2004 and 2005,

approximately $37 million and*$13. million, respectively, of
franchises that were previously classified as finite-lived were
reclassified to indefinite-lived, based on the Company’s renewal of
these franchise assets in 2004 and 2005. Franchise amortization
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expense for the years ended December 31, 2005, 2004 and 2003 8. AGCOUNTS PAYABLE AND ACCRUED EXPENSES
was $4 million, $4 million and $9 million, respectively, which ‘
represents the amortization relaﬁﬁg to franchises that did not
qualify for indefinite-life treatmént under SFAS No. 142, including
costs associated with franchise renewals. The Company expects

Accounts' payable and accrued expenses consist of the following
as of December 31, 2005 and 2004: ‘

.. N . . 2005 2004

that amortization expense on franchise assets will be approxi- : —
mately $2 million annually for each of the next five years. Actual ﬁccoundts Pa?’ile - mﬁe e $ 1;; $ 1‘;:
amortization expense in future periods could differ from these ’ Aggﬁ: d :(ggm‘:.(pen itures e
estimates as a result of new intangible asset acquisitions or Interest . 333 304
divestitures, changes in useful lives and other relevant factors. Programming costs 212 1278
‘ : ;s - Franchise related fees Co §7 - 67
Compensation =~ - ' : 90 66

Other i 242 269
‘ " - $1191  $1217
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9. LONG-TERM DEBT L T —— -
‘ 2005 S 2004
Long-term debt consists of'the following as' of December 31, ' Principal  Acereted  Principal  Accreted
2005 and 2004 : . " Amount - ©  Value Amount "~ Value
‘ Charter Operating: . ‘ o
8% senior second-lien . '
2008 M notes due 2012 . - 1100 1100 1100 1,100
Principal Accreted Principal . Accreted 83/4%, senior second-lien . ' )
: Amount  Valye  Amount Value notes due 2014 133 133 400 400
Long-Term DBebt i . Renaissance Media Group ‘ 2 ’
Charter Communications, . LLC: : '
Inc.: e . 10.000% senior discount . o I ) .
4.750% convertible senior . notes due 2008 114 115 114 116
notes due 2006 $ 2 $ 20 $.156 .8 156 CcCvV Holdings, LLC:
5.875% convertible senior : 11.875% senior discount
notes due 2009 863 843 863 834 notes due 2008 — — 113 113
Charter Holdings: . ' e .- Credit Facilities
8.250% senior notes due Charter Operating 5,131 5,731 5515 5515
2007 105 108 451 451
8.625% senior notes due $19,336  $19,388 $19,791  $19,464
2009 292 292 1,244 1,243
9.920% senior discount : The accreted values presented above generally represent
notes due 2011 198 198 1108 1108  the principal amount of the notes less the original issue discount

10.000% senior notes due
2009 154 154 640 640
10.250% senior notes due

at the time of sale plus the accretion to the balance sheet date
except as follows. The accreted value of the CIH notes issued in

2010 49 43 - 318 318 exchange for Charter Holdings notes and the CCH I notes
11.750% ;eniga ldoiscount “ " 450 aas issued in exchange for the 8.625% Charter Holdings notes due
10;‘?06;) sl;iior notes due 5 2009 are recorded at the ‘histon'calibook values of the Charter

2009 _ 131 131 874 874 Holdings notes for financial reporting purposes as opposed to
11.125% senior notes due - ' _ the current accreted value for legal purposes and notes
2011 L ar - 500 500 indenture purposes (the amount that is currently payable if the
13.500% senior discount ) ] ‘ debt b . diately d As of D ber 31. 2005, th

notes due 2011 94 04 675 589 ebt becomes immediately due). of December 51, , the
9.625% senior notes due : . accreted value of the Company’s debt for legal purposes and

2009 107 107 640 638 notes indenture purposes is $18.8 billion.

10.000% senior notes due ‘ On January 30, 2006, CCH II and CCH II Capital Corp.

2011 137 136 710 708 . d $450 million in deb .- h ds of which will
11.750% senior discount ‘ ‘ issued $450 million in debt securities, the proceeds of which wi

notes due 2011 125 120 939 803  be provided, directly or indirectly, to Charter Operating, which
12.125% senior discount will use such funds to reduce borrowings, but not commitments,

CIH.notes due 2012 3 100 330 259 under the revolving portion of its credit facilities.
11.125% senior notes due In October 2005, CCO Holdings and CCO Holdings

2014 151 151 — —  Capital Corp., as guarantor thereunder, entered into the Bridge
9.920% senior discount Loan with the Lenders whereby the Lenders committed to
10%%%3;%12;2?11:}0'@ due n n - " make loans to CCO Holdings in an aggregate amount of

2014 ‘ 299 299 - '~ $600 million. Upon the issuance of $450 million of CCH Il
11.750% senior discount ‘ notes discussed above, the commitment under the bridge loan

notes due 2014 815 781 - —  agreement was reduced to $435 million. CCO Holdings may

13.500% senior discount
notes due 2014 581 578 — —
12.125% senior discount

draw upon the facility between January 2, 2006 and
September 29, 2006 and the loans will mature on the sixth

notes due 2015 217 182 — —  anniversary of the first borrowing under the bridge loan. Each
CCHIL ) loan will accrue interest at a rate equal to an adjusted LIBOR
11.000% senior notes due ' qp e . .
2015 3525 1683 — . rate plus a spread. The spread will initially be 450 basis points
CCHIL and will increase (a) by an additional 25 basis points at the end
10.250% senior notes due of the six-month pericd following the date of the first
cc 02(1)_1101 di 1.601 1601 1,601 1601 . borrowing, (b) by an additional 25 basis points at the end of
1] : . .
8%, %Osenifrs notes due each of the next two subsequent three month periods and (c) by
2013 800 794 500 500 62.5 basis points at the end of each of the next two subsequent
Senior floating notes due . three-month periods. CCO Holdings will be required to prepay

2010 550 550 550 550 loans from the net proceeds from (i) the issuance of equity or
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incurrence of debt by Charter and its subsidiaries, with certain
exceptions, and (ii) certain asset sales (to the extent not used for
other purposes permitted under the bridge loan).

In August 2005, CCO Holdings issued $300 million in debt
securities, the proceeds of which were used for general
corporate purposes, including the payment of distributions to its
parent companies, including Charter Ho]dlngs, to pay interest
expense.

Gain on Extmgmshinent of Debt

In September 2005, Charter Holdings and ifs wholly owned
subsidiaries, CCH I and CIH, completed the exchange of
approxunately $6.8 billion total principal amount of outstandmg ‘
debt securities of Charter Holdings in a private placement for . '
new debt securities. Holders of Charter Holdlngs notes due in
2009 and 2010 exchanged $3.4 billion prlnClpal amount of notes
for $2.9 billion pnnc1pal amount of new 11% CCH I senior
secured notes due 2015, Holders of Charter Holdings notes due
2011 and 2012 exchanged $845 mllhon principal amount of
notes for $662 million principal amiount of 11% CCH I notes
due 2015. In addition, holders of Charter Holdlngs notes due
2011 and 2012 exchanged $2 5 billion principal amount of notes
for $2.5 b11110n principal amount of v various series of new CIH .
notes. Each series of new CIH notes has the same interest rate
and provisions for payment of cash interest as the seriés of old
Charter Holdings notes for whlch such CIH notes were
exchanged In addition, the matirities for each series were
extended three years. The exchanges resulted i in a net gam on
extlngmshment of debt of approxxrnately $490 million for the
year ended December 31, 2005 ‘ '

In March and June 2005 Charter Operatmg consummated
exchange fransactions with a small number of institutional
holders of Charter Holdings 8.25% senior notes due 2007
pursuant to which Charter Operating issued, 1n prlvate place—
ments, approximately $333 million prmc1pal amount of new
notes with terms identical to Chartér Operating’s 8.375% senior
second lien notes due 2014 in exchange for approximately
$346 million of the Charter Holdings 8.25% senior notes due
2007. The exchanges resulted in a net gain. on’ extmgulshment of
debt of approximately $10 million for the year ended Decem-
ber 31, 2005. The Charter Holdings notes received in the
exchange were thereafter dlstnbuted to Charter Holdmgs and
cancelled.

During the year ended December 31, 2005, the Company
repurchased, in private transactions, from a small number of
institutional holde_rs a total of $136 million principal amount of
its 4.75% convertible senior notes due 2006; These transactions
resulted in a net gain on extinguishment of debt of approxi-
mately $3 million for the year ended December 31, 2005. ..,

In March 2005, Charter’s subéfdiary, ce ,V Hold‘ings, LLC,

- redeemed all of its 11.875% notes due 2008, at 103.958% of
principal amount, plus accrued and unpaid intérest to the date
of redemption. The total cost of redempt1on was apprommately
$122 million and was funded through borrowmgs under the'

Charter Operating credit facilities. The redemption resulted in a
loss on extinguishment of debt.for the year ended December 31,
2005 of approximately.$5 million. Following such redemption,
CC V Holdings, LLC and its subsidiaries (other than non-
guarantor subsidiaries) guaranteed the Charter Operating credit
facilities and granted a lien on all of their assets as to which a
lien can be perfected under the Uniform Commercial Code by
the filing of a financing statement.

On November 22, 2004, the Company issued $862.5 rmlhon
original principal amount of 5.875% convertible senior notes due
2009, which are convertible into shares of Charter’s Class A
common stock, par value $.001 per share, at a rate of
413.2231 shares per $1,000 principal amount of notes (or
approximately $2.42 per share), subject to adjustment in certain
circumstances. On December 23, 2004, the Company used a- -
portion of the proceeds from the sale of the notes to redeem all’

of its outstanding 5.75% convertible sénior notes due 2005 (total *

principal amount of $588 million). Thé redemption resulted in a
loss on extinguishment of debt of $10 million for the year ended
December 31, 2004,

In April 2004, Charter’s indirect subsidiaries, Charter
Operating and Charter Communications Operating Capital
Corp,, sold $1.5 billion of senior second-lien notes in a private
transaction. Additionally, Charter Operating amended and
restated its $5.1 billion credit facilities, among other things, to
defer maturities and increase availability under those facilities to
approximately $6.5 billion; consisting of a $1.5 billion six-year
revolving credit facility, 2 $2.0 billion six-year term loan facility’
and a $3.0 billion seven-year term loan facility. Charter
Operating used the additional borrowings under the amended
and restated credit facilities, together with proceeds from the
sale of the Charter Operating senior second-lien notes to
refinance the credit facilities of its subsidiaries, CC VI Operating *
Company, LLC (“CC VI Operating”), Falcon Cable Communi-
cations, LLC (“Falcon Cable”), and CC VIII Operating, LLC
(“CC VIII Operating™), all in concurrent transactions. In addi-
tion, Charter Operating was substituted as the lender in place of
the banks under those subsidiaries’ credit facilities. These
transactions resulted in a net loss on extinguishment of debt of
$21 million for the year ended December 31, 2004. -

The Company recognized a loss of apprommately $23 m11~
lion recorded as loss on debt to equity conversion on the
accompanying consolidated' statement of operations for the year
ended December 31, 2004 from privately negotiated exchanges
of a total of $30 million principal amount of Charter’s
5.75% convertible senior notes for shares of Charter Class A
common stock. The exchanges resulted in the issuance of ‘more
shares in the exchange transaction than would have been
issuable under the original terms of the convertible senior notes.

In September 2003, Charter, Charter Holdings and their
indirect subsidiary, CCH II purchased, in a non-monetary
transaction, a total of approximately $609 million principal
amount of Charter’s outstanding convertible senior notes and
approximately $1.3 billion principal amount of the senior notes
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and senior discount notes issued by Charter Holdings from .
institutional investors in a small number of privately negotiated
transactions. As consideration for these securities, CCH I issued
approximately $1.6 billion principal amount of 10.25% notes due
2010, and realized approximately $294 million of debt discount.
CCH I also issued an additional $30 million principal amount
of 10.25% notes for an equivalent amount. of cash and used the
proceeds for transaction costs and for general corporate pur-
poses. This transaction resulted in a gain on extinguishment of
debt of $267 million for the year ended December 31, 2003. See.
discussion of the CCH 1I notes below for more details. ..

4.75% Charter Convertible Notes. In May 2001, Charter issued
4.75% convertible senior notes with a total principal amount at
maturity of $633 million. As of December 31, 2005, there was .
$20 million in total principal amount of these notes outstanding.
The 4.75% Charter convertible notes rank equally with any of .
Charter’s future unsubordinated and unsecured indebtedness, but
are structurally subordinated to all existing and future indebted-
ness and other liabilities of Charter’s subsidiaries.

The 4.75% Charter convertible notes.are convertible at the
option of the holder into shares of Class A common stock at a
conversion rate of 38.0952 shares per $1,000 principal amount of
notes, which is equivalent to a price of $26.25 per share, subject
to certain adjustments. Specifically, the adjustments include anti-
dilutive provisions, which automatically occur based on the
occurrence of specified events to provide protection rights to
holders of the notes. Additionally, Charter may adjust the .
conversion ratio under certain circumstances when deemed .
appropriate. These notes are redeemable at Charter’s option at
amounts decreasing from 101.9% to 100% of the principal
amount, plus accrued and unpaid interest beginning on June 4,
2004, to the date of redemption. Interest is payable semiannually
on December 1 and June 1, untjl maturity on June 1, 2006.

Upon a change of control, subject to certain conditions and
restrictions, Charter may be required to repurchase the notes, in
whole or in part, at 100% of their principal amount plus accrued
interest at the repurchase date.

5.875% Charter Convertible Notes. In November 2004, Charter
issued 5.875% convertible senior notes due 2009 with a total
original principal amount of $862.5 million. The 5. 875% convert-
ible senior notes are unsecured (except with respect to the 5
collateral as described below) and rank equally with our existing
and future unsubordinated and unsecured indebtedness {except
with respect to the collateral described below), but are structur-
ally subordinated to all existing and future 1ndebtedness and
other liabilities of our subsidiaries. Interest is payable semi-
annually in arrears. As of December 31, 2005, there was
$862.5 million in total principal amount outstanding and
$843 million in accreted value outstanding. '

The 5.875% convertible senior notes are convertible at any -
time at the option of the holder into shares of Class A common
stock at an initial conversion rate of 4132231 shares per $1,000

principal amount of notes, which is equivalent to a conversion .
pricé-of approximately $2.42 per share, subject to certdin
adjustments. Specifically, the adjustments include anti-dilutive
provisions, which cause adjustments to occur automatically
based on the occurrerice of specified events to provide protec- -
tion rights. to holders of the notes. The conversion'rate may also
be increased (but not to exceed 462 shares per $1,000 principal
amount of notes) upon a specified change of control transaction.
Additionally, Charter may elect to increase the conversion, rate
under certain circumstances when deemed appropnate and
subject to applrcable limitations of the NASDAQ stock market
Holders who convert ‘their potes prior to November 16, 2007 4
will receive an early conversron make whole amount in respect
of their notes based on a proportional share of the portfolro of
pledged securities descnbed below, with specified adjustments. |

No holder of notes will be entitled to receive shares of our.
Class A common stock on conversion to the extent that recerpt
of the shares would causé the convertrng holder to become
directly or 1ndrrectly, “beneﬁc1al holder” (within the meanmg
of Section 13(d) of the Exchange Act and the rules and ,
regulatrons promulgated thereunder) of more than 4.9% of the
outstandrng shares of our Class A common stock if such” |
conversion would take place prior to November 16, 2008 or '
more than 9.9% thereafter. ’

If a holder tenders a note for conversion, We may dlrect
that holder (unless we have called those notes for redemptron)
to a ﬁnancral institution designated by us to conduct a
transaction w1th that institution, on substantrally the same terms
that the holder would havé received an conversion, but if any
such financial institution does not accept such notes or, does not
deliver the required conversion consrderauon we. remam oblr-
gated to convert the notes. ‘

Charter Holdeo used a portron of the proceeds from the
sale of the notes to purchase a portfolio. of US. govemment
securities in an amount ‘which we believe will be suﬁlcrent to

‘make the first six interest payments on the notes These

government ‘securities were pledged to us as securrty for a
mirror note rssued by Charter Holdco to Charter and pledged
to the trustee under the mdenture governing the notes as
security for our obllgatrons thereunder Such securities are being
used to fund the next four interest payments under the notes.
The fair value of the pledged securities was $97 million at
December 31, 2005.

Upon a change of control and certain other ﬁrndamental
changes subject to certain conditions and restrictions, Charter '
may be required to repurchase the notes, in whole or in part, at
100% of their prmcrpal amount plus accrued 1nterest at the B
repurchase date '

- We may redeem the notes in whole or in part for cash at
any time at a redemptlon price equal to 100% of the -aggregate
principal amount plus accrued and unpaid lnterest deferred o
interest and hqmdated damages, if any, but only if for any 20
trading days in any 30 consecutive trading day perrod the ©
closing price has exceeded 180% of the conversion price, if such

i
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30 trading day period begins prior'to November 16, 2007 or
150% of the conversion price, if such 30 trading period begins
thereafter. Holders who convert notes that we have called for
redemption shall receive, in addition to the early conversion
make whole amount, if applicable, the present value of the -
interest on the notes converted that would have been payable
for the period from the later of November 17, 2007 and the
redemption date through the scheduled maturity- date for the.
notes, plus. any accrued deferred interest. ‘

March 1999 ChartertHoIdingsv Notes. The March 1999 Charter . .
Holdings notes are general unsecured obligations of Charter
Holdings and Charter Communications Capital Corporation
(“Charter Capital”). The March 1999 8.250% Charter Holdings-
notes mature on April 1, 2007, and as of December 31, 2005,
there was $105 million in_ total principal amount outstanding.
The March 1999 8.625% Charter Holdings notes mature on
April 1, 2009 and as of December. 31, 2005, there was

$292 million in total principal amount outstanding. The March
1999 9.920% Charter Holdings notes mature on April 1, 2011
and as of December 31, 2005, the total principal amount and
accreted value outstanding was $198 million. Cash interest on
the March 1999 9.920% Charter Holdings notes began to accrue
on April 1, 2004.

' The March 1999 Charter Holdmgs notes are senior debt
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future urisubordinated _
obligations of Charter Holdings and Charter Capital. They are

"strucjturally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I notes, the
CCH II notes, the CCO Holdings notes; the Renaissance notes;
the Charter Operatmg notes and the Charter Operatmg credit
facilities.

Charter Holdlngs and Charter Capltal will not have the

right to redeem the March 1999 8.250% Charter Holdings notes

prior to their maturity on April 1, 2007. Charter Holdings and
Charter Capital may redeem some or all of the March 1999~
8.625% Charter Holdings notes and the March 1999 9.920%

Charter Holdings notes at any time, in each case, at a premium..

The optional redemption price declines to 100% of the principal
amount of March 1999 Charter Holdings notes redeemed, plus

accrued and unpaid interest, 1f any, for redemptxon on or after . .

April 1, 2007. ;
In the event that a spemﬁed change of control event occurs,

Charter Holdings and Charter Capital must offer to repurchase

any then outstanding March 1999 Charter Holdings notes at

101% of their principal amount or accreted value, as applicable, :

plus accrued and unpaid interest, if any.

The indentures governing the March 1999 Charter Hold- ‘
ings notes contain restrictive covenants that limit certain
transactions or activities by Charter Holdings and its restricted
subsidiaries. Substantially all of Charter Holdings® direct and .
indirect subsidiaries are currently restricted subsidiaries. ‘

January 2000 Charter Holdings Notes. The January 2000 Charter
Holdings notes are general unsecured-obligations of Charter
Holdings and Charter Capital. The January 2000 10.00% Charter
Holdings notes mature on April 1, 2009, and as of December 31,
2005, there was $154 million in total principal amount of these
notes outstanding.. The ]amiary 2000 .10.25% Charter Holdings
notes mature on January 15, 2010 and as of December 31, 2005,
there was $49 million in total principal amount of these notes
outstanding. The January 2000 11.75% Charter Holdings notes
mature on January '15, 2010 and as of December 31, 2005, the
total principal amount and accreted value outstanding of these
notes was $43 million. Cash interest on the January 2000 11.75%
Charter Holdings notes began to accrue on January 15, 2005.

The January 2000 Charter Holdings notes are senior debt
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future unsubordinated
obligations of Charter Holdings and Charter Capital. They are
structurally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I notes, the
CCH II notes, the CCO Holdings notes, the Renaissance notes,
the Charter Operatmg notes and. the Charter Operatmg credit
facilities.

Charter Holdmgs and Charter Capital will not have the
right to redeem the January 2000 10.00% Charter Holdings
notes prior to their maturity on April 1, 2009. Charter Holdings
and Charter Capital may redeem some or all of the January
2000 10.25% Charter Holdings notes and the January 2000
11.75% Charter Holdings notes at any time, in each case, at a
premium. The optional redemption price declines to 100% of
the principal amount of the January 2000 Charter Holdings
notes redeemed, plus accrued and unpaid interest, if any, for
redemption on or after January 15, 2008.’

In the event that a specified change of control event occurs,

. Charter Holdings and Charter Capital must offer to repurchase

any then outstanding January 2000 Charter Holdings notes at
101% of their total principal amount or accreted value, as
applicable, plus accrued and unpaid interest, if any. :

The indentures governing the January 2000 Charter Hold- -
ings notes contain substantially identical events of default,
affirmative covenants and negative covenants as those contained
in the indentures govermng the March 1999 Charter Holdings
notes

January 2001 Charter Holdings Notes. The January 2001 Charter
Holdings notes are general unsecured obligations of Charter
Holdings and Charter Capital. The January 2001 10.750%
Charter Holdings notes mature on October 1,-2009, and. as of
December 31, 2005, there was $131 million in total principal
amount of these notes outstanding. The January 2001 11.125% -

" Charter Holdings notes mature on January 15, 2011 and as of

December 31, 2005, there was $217 million in total principal

amount outstanding. The January 2001 13.500% Charter Hold-
ings notes mature on January 15, 2011 and as of December 31,
2005 the total principal amount and accreted value outstanding
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of these notes was $94 million. Cash interest on.the January
. 2001 13.500% Charter Holdings notes began to accrue on
January 15,"2006.

The January 2001 Charter Holdmgs notes are senior debt
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future unsubordinated
obligations of Charter Holdings and Charter Capital. They are
structurally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH I notes, the
CCH 1I notes, the CCO Holdings notes, the Renaissance.notes,
the Charter Operatmg notes and the Charter Operating credit
facilities.

Charter Holdings and Charter Capital will not have the
right to redeem the January 2001 10.750% Charter Holdings
notes prior to their. maturity date on October 1, 2009. Charter
Holdings and Charter Capital may redeem some or all of the
January 2001 11.125% Charter Holdings notes and the January
2001 13.500% Charter Holdings notes at any time, in each case,
at a premium. The optional redemption price declines to 100%.
of the principal amount of the, January 2001 Charter Holdings
notes redeemed, plus accrued and unpaid interest, if any, for
redemption on or after January 15, 2009.

In the event that a specified change of control event occurs,
Charter Holdings and Charter Capital must offer to repurchase |
any then outstanding January-2001 Charter Holdings notes at
101% of their total principal amount or accreted value, as
applicable, plus accrued and unpaid interest, if any.

. The indentures governing the January 2001 Charter Hold—
ings notes contain substantially identical events of default,
affirmative covenants and negative covenants as those contained
in the indentures governing the March 1999 and January 2000
Charter Holdings notes.’

May 2001 Charter Holdings Notes. The.May 2001 Charter Holdings
notes are general unsecured obligations of Charter Holdings and
Charter Capital. The May 2001 9.625% Charter Holdings notes -
mature on November 15, 2009, and as of December 31, 2005,
combined with the January 2002 additional bond issue, there
was $107 million in total principal amount outstanding. . The
May 2001 10.000% Charter Holdings notes mature on May 15,
2011 and as of December 31, 2005, combined with the January
2002 additional bond issue, there was $137 million in total
principal amount outstanding and the total accreted value of the
10.000% notes was approximately $136 million. The May 2001
11.750%. Charter Holdings. notes mature on May 15, 2011 and
as of December 31, 2005, the total principal amount outstanding
was $125 million and the total accreted value of the

11.750% notes was approximately $120 million. Cash interest on.

the May 2001 11.750% Charter Holdings notes vv1ll not accrue
prior to May 15, 2006.

The May 2001 Charter Holdings notes are senior debt-
obligations of Charter Holdings and Charter Capital. They rank
equally with all other current and future unsubordinated
obligations of Charter Holdings and Charter Capital. They are

structurally subordinated to the obligations of Charter Holdings’
subsidiaries, including the CIH notes, the CCH [ notes, the
CCH 1I notes, the CCO Holdings notes, the Renaissance notes,
the Charter:Operating notes and the Charter Operating credit
facilities. o

Charter. Holdings and Charter Capital will not have the
right to redeem the May 2001 9.625% Charter Holdings notes
prior to their maturity on November 15, 2009. On or after
May 15, 2006, Charter Holdings and Charter Capital may
redeem some or all of the May 2001 10.000% Charter Holdings
notes and the May 2001 11.750% Charter Holdings notes at any
time, in each case, at a premium. The optional redemption price
declines to 100% of the principal amount of the May 2001
Charter Holdings notes redeemed, plus accrued and unpaid
interest, if any, for redemption on or after May 15, 2009.

In the event that a specified change of control event oceurs,
Charter Holdings and Charter Capital must offer to repurchase
any then outstanding May 2001 Charter Holdings notes at 161%
of their total principal amount or accreted value, asapplicable,
plus accrued and unpaid interest, if any. '

The indentures governing the May 2001 Charter Holdings
notes contain substantially identical events of default, affirmative
covenants and negative covenants as those contained in the’
indentures governing the March 1999, ]anuary 2000 and January
2001 Charter Holdings notes.

January 2002 Charter Holdings Notes. The January 2002 Charter
Holdings notes are general.unsecured obligations of Charter
Holdings and Charter Capital. ‘ "

v The January 2002 12.125% senior discount notes mature on
January 15, 2012, and as of December 31, 2005, the total
principal amount outstanding was $113 million and the total
accreted value of these notes was approximately $100 million.
Cash interest on the January 2002 12.125% Charter Holdmgs

_notes will not accrue prior to January 15, 2007.

The January 2002 Charter Holdings notes are senior debt
obligations.of Charter Holdings and Charter Capital. They rank
equally with the current and future unsecured and
unsubordinated debt of Charter Holdings. They are structurally

~ subordinated to the obligations of Charter Holdings’ subsidiaries,

including the CIH notes, the CCH I notes, the CCH Il notes,
the CCO Holdings notes, the Renaissance notes, the Charter
Operating notes and the Charter Operating credit facilities.

The Charter Holdings 12.125% senior discount notes are
redeemable at the option of the issuers at amounts decreasing
from 106.063% to 100% of accreted value beginning January. 15
2007.

In the event that a spec1f ed change of control event occurs;
Charter Holdings and Charter Capital must offer to repurchase
any then outstanding January 2002 Charter Holdings notes at
101% of their total principal amount or-accreted value, as- :
applicable, plus accrued and unpaid interest, if any. .

The indentures governing the January 2002 Charter Hold-
ings notes contain substantially identical events of default,
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affirmative covenants and negative covenants as those contained
in the indentures governing the March 1999, January 2000,
January 2001 and May 2001 Charter Holdings notes.

CCH | Holdings, LLC Notes. In September 2005, CIH and CCH I
Holdings Capital Corp. jointly issued $2.5 billion total principal
amount of 9.920% to 13.500% senior accreting notes due 2014
and 2015 in exchange for an aggregate amount of $2.4 billion of
Charter Holdings notes due 2011 and 2012, spread over six
series of notes ‘and with varying interest rates. The notes are
guaranteed by Charter Holdings. As of December 31, 2005,
there was $2.5 billion in total principal amount and accreted
value outstanding and $2.1 billion in accreted value for legal
purposes and notes indentures purposes. Interest on the CIH
notes is payable semi-annually in arrears as follows: .

Start Date For
Semi-Annual " interest
«Interest Payment Payment on Maturity
Dates  Discount Notes Date
11.125% senior notes due 2014 1/15&7/15 17/15/14
9.920% senior discount notes
due 2014 a 4/1&10/1 - 4/1/14
10.000% senior notes due 2014 ~ ' 5/15&11/15 5/15/14
11.750% senior discount notes . '
due 2014 5/15&11/15  11/15/06  5/15/14
13.500% senior discount notes '
due 2014 1/15&7/15 7/15/06  1/15/14
12.125% senior discount notes ' . '
due 2015 1/15&7/15 7715707  1/15/15

The CIH notes are senior debt obligations of CIH and
CCH 1 Holdings Capit?il Corp. They rank equally with all other
current and future unsecured, unsubordinated obligétions of CIH
and CCH I Holdings Capital Corp. The CIH notes are
structurally subordinated to all obligations of subsidiaries of CIH,
including the CCH I notes, the CCH 11 notes, the CCO
Holdings notes, the Renaissance notes, the Charter Operating
notes and the Charter Operating credit facilities.

The CIH notes may not be redeemed at the option of the
issuers until September 30, 2007. On or after such date, the CIH
notes may be redeemed at any time, in each case at a premium.
The optional redemption price declines to 100% of the
respective 'series’ principal amount, plus accrued and unpaid
interest, on or after varying dates in 2009 and 2010.

In the event that a specified change of control event
happens, CIH and CCH 1 Holdings Capital Corp. must offer to
repurchase any outstandmg notes at a price equal to the sum of
the accreted value of the notes plus accrued and unpaid interest
plus a premium that varies over time.

CCH I, LLC Notes. In September 2005, CCH I and CCH I Capital
Corp. jointly issued $3.5 billion total principal amount of .
11.000% senior secured notes due October 2015 in exchange for
an aggregate amount of $4.2 billion of certain Charter Holdings
notes. The notes are guaranteed by Charter Holdings and are
secured by a pledge of 100% of the equity interest of CCH I's

wholly. owned direct subsidiary, CCH II. Such pledge is subject
to significant limitations as described in the related pledge
agreement. Interest on the CCH I notes accrues at 11% per
annum and Is payable semi-annually in arrears on each April 1
and October 1, commencing on April 1, 2006. As of
December 31, 2005, there was $3.5 billion in total principal
amount outstanding, $3.7 billion in accreted value outstanding
and $3.5 billion in accreted value for legal purposes and notes
indentures purposes.

The CCH I notes are senior debt obligations of CCH I and
CCH 1 Capital Corp. To the extent of the value of the
collateral, they rank senior to all of CCH I's future unsecured .
senior indebtedness. The CCH I notes are structurally subordi-
nated to all obligations of subsidiaries of CCH I, including the
CCH 1I notes, CCO Holdings notes, the Renaissance notes, the
Charter Operating notes and the Charter Operating credit
facilities.

CCH I and CCH I Capital Corp. may, prior to October 1,
2008 in the event of a qualified equity offering providing
sufficient proceeds, redeem up to 35% of the aggregate principal
amount of the CCH I notes at a redemption price of 111% of
the principal amount plus accrued and unpaid interest. Aside '
from this provision, CCH I and CCH I Capital Corp. may not
redeem at their option any of the notes prior to October 1,
2010. On or after October 1, 2010, CCH I and CCH I Capital
Corp. may redeem, in whole or in part, CCH I notes at
anytime, in each case at a premium. The optional redemption
price declines to 100% of the principal amount, plus accrued
and unpaid interest, on or after October 1, 2013.

If a change of control occurs, each holder of the CCH 1
notes will have the right to require the repurchase of all or any
part of that holder’s CCH I notes at 101% of the principal
amount plus accrued and unpaid interest.

CCH 1} Notes. In September 2003, CCH I and CCH II Capital
Corp. jointly issued $1.6 billion total principal amount of
10.25% senior notes due 2010 and in January 2006, they issued
an additional $450 million principal amount of these notes. The
CCH 11 notes are general unsecured obligations of CCH II and
CCH 1I Capital Corp. They rank equally with all other current
or future unsubordinated obligations of CCH Il and CCH I
Capital Corp. The CCH II notes are structurally subordinated to
all obligations of subsidiaries of CCH 1, including the CCO
Holdings notes, the Renaissance notes, the Charter Operating
notes and the Charter Operating credit facilities.

Interest on the CCH 1I notes accrues at 10.25% per annum
and is payable semi-annually in arrears on each March 15 and
September 15.

At any time prior to September 15, 2006, the issuers of the
CCH 1I notes may redeem up to 35% of the total principal
amount of the CCH II notes on a pro rata basis at a redemption
price equal to 110.25% of the principal amount of CCH II notes
redeemed, plus any accrued and unpaid interest.
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On or after September 15, 2008, the issuers of the CCH.I
notes may redeem all or a part of the notes at a redemption
price that declines ratably from the initial redemption price of
105.125% to a redemption price on or after September 15, 2009,
of 100.0% of the principal amount of the CCH II notes
redeemed, plus, in-each case, any accrued and unpaid interest. .

In the event of'specified change of control events, CCH II
must offer to purchase the outstanding CCH 1I notes from. the -
holders at a purchase price equal to 101% of the total principal
amount of the notes, plus any accrued and unpaid interest.

The indenture governing the CCH II notes contains
restrictive covenants that limit certain transactions or activities
by CCH II and its restricted subsidiaries. Substantially all of
CCH 1IIs direct and indirect subsxdlarles are currently restricted
subsidiaries. :

CCO Holdings 8%% Senior Notes. In November 2003 and August
2005, CCO Holdings and CCO Holdings Capital Corp. jointly
issued $500 million and $300 million, respectively, total principal
amount of 8%% senior notes due 2013. The CCO Holdings
notes are general unsecured obligations of CCO Holdings and
CCO Holdings Capital Corp. They rank equally with all other
current or future unsubordinated obligations of CCO Holdings -
and CCO Holdings Capital Corp. The CCO Holdings notes are
structurally subordinated to all obligations of CCO Holdings’
subsidiaries, including the Renaissance notes, the Charter Oper-
ating notes and the Charter Operating credit facilities. As of
December 31, 2005, there was $800 million in. total principal
amount outstanding and $794 million in accreted value
outstanding.

Interest on the CCO Holdmgs senior notes accrues at
8%4% per year and is payable semi-annually in arrears on each
May 15 and November 15. .

At any time prior to November 15, 2006, the issuers of the
CCO Holdings senior notes may redeem up to 35% of the total
principal amount of the CCO Holdings senior notes to the
extent of public equity proceeds they have received on'a pro
rata basis at a redemption price equal to 108.75% of the
principal amount of CCO Holdings senior notes redeemed, plus
any accrued and unpaid interest.

On or after November 15, 2008, the issuers of the CCO
Holdings senior notes may redeem all or a part of the notes at a
redemption price that declines ratably from the initial redemp-
tion price of 104.375% to a redemption price on or aﬂer
November 15, 2011 of 100.0% of the principal amount of the
CCO Holdings senior notes redeemed, plus, in each case, any
accrued and unpaid interest.

In the event of specified change of control events, CCO
Holdings must offer to purchase the outstanding CCO Holdings
senior notes from the holders at a purchaée price equal to 101%
of the total principal amount of the notes, plus any accrued and’
unpaid interest.

CCO Holdings Senior Floating Rate Notes. In December 2004, CCO
Holdings and CCO Holdings Capital Corp. jointly issued

$550 million total principal amount of senior floating rate notes
due 2010. The CCO Holdings notes are general unsecured
obligations of CCO Holdings and CCO Holdings Capital Corp.
They rank equally with all other current or fature )
unsubordinated obligations of CCO Holdings and CCO Hold-
ings Capital Corp. The CCO Holdings notes are structurally
subordinated to all obligations of CCO Holdings’ subsidiaries,
including the Renaissance notes, the Charter Operating notes
and the Charter Operating credit facilities.

Interest on the CCO Holdmgs senior floating rate notes
accrues at the LIBOR rate (4.53% and 2.56% as of December 31,
2005 and 2004, respectively) plus 4.125% annually, from the date
interest was most recently paid. Interest is reset and payable
quarterly in arrears on each March 15, June 15, September 15
and December 15.

At any time prior to December 15, 2006, the issuers of the
senior ﬂoating rate notes may redeem up to 35% of the notes in
an amount not to exceed the amount of proceeds of one or
more public equity offerings at a redemption price equéd to
100% of the principal amount, plus a premium equal to the
interest rate per annum applicable to the notes.on the date
notice of redemption is given, plus accrued and unpaid interest,
if any, to the redemption date, provided that at least 65% of the
original aggregate principal amount of the notes issued remains
outstanding after the redemption.

The issuers of the senior ‘ﬂoating rate notes may redeem
the notes in whole or in‘part at the issuers’ option from
December 15, 2006 until December 14, 2007 for 102% of the
principal amount, from December 15, 2007 until December 14,
2008 for 101% of the principal amount and from and after
December 15, 2008 at par, in each case, plus accrued and
unpaid interest.

The indentures governing the CCO Holdings senior notes
contain restrictive ¢ovenants that limit tertain transactions or *
activities by CCO Holdings and its réstricted subsidiaries.
Substantxally all of CCO Holdings’ direct and indirect sub51d1ar-
ies are currently restricted subsidiaries.

In the event of specified change of control events, CCO
Holdings must offer to purchase the outstanding CCO Holdings
senior notes from the holders at a purchase price equal to 101%
of the total principal amount of the notes, plus any accrued and
unpaid interest. ‘

Charter Uperating Notes. On April 27, 2004, Charter Operating and
Charter Communications Operating Capital Corp. jointly-issued
$1.1 billion of 8% senior second-lien notes due 2012 and

$400 million of 8% senior second-lien notes due 2014, for total
gross proceeds of $1.5 billion. In March and June 2005, Charter
Operating consummated exchange transactions with a small
number of institutional holders of Charter Holdings 8.25% senior
notes due 2007 pursuant to which Charter Operating issued, in’
private placement transactions, approximately $333 million
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principal amount of its 8%4% senior second-lien notes due 2014
. in exchange for approximately $346 million of the Charter
Holdings 8.25% senior notes due 2007. Interest on the Charter:
Operating notes is payable semi-annually in arrears on.each .
April 30 and October 30. :

The Charter Operatmg notes were sold in a private
transaction that was not subject to the Tregistration reqmrements ‘
of the Securities Act of 1933. The Charter Operating notes are
pot expected to have the benefit of any exchange or other’
registration rights, exéept in specified 11m1ted circumstances. On
the issue date of the Charter Operatmg notes, because of
restrictions contained in the Charter Holdmgs indentures, there
were no Charter Operatmg note guarantees, even though
Charter Operating’s immediate parent, CCO Holdings, and
certain of the Company’s subsidiaries were obhgors and/or
guarantors under the Charter Operating credlt facilities. Upon
the occurrence of the guarantee and pledge date (genera]ly, the
fifth business day after the Charter Holdmgs leverage ratio was
certified to be below 8.75 to 1.0), CCO Holdings and those
sub51d1ar1es of Charter Operatlng that were then guarantors of,
or otherw1se obhgors with respect to, indebtedness under the
Charter Operating credit facilities and related obligations were
required to guarantee the Charter Operating notes. The note
guarantee of each such guarantor is:

»

‘© a senior obhgatlon of such guarantor,

o structural]y senior to the outstanding CcCo Holdmgs notes

(except in the case of CcCco Holdlngs note guarantee

~which is structurally par pwsu with such senior- notes) the
outstanding' CCH 1I notes, the outstandmg CCH I'notes,
the outstanding CIH notes, the outstanding Charter Hold-
ings notes and the’outstanding Charter tonvertible senior

" notes (but subject to provisions'in the Charter Operating

“indenture that perm1t interest -and, subject to meetmg the
425 to 1.0 levérage ratio test, pnnc1pa1 payments to be
made thereon); and - ‘

© senior in right of payment to any future subordinated --
indebtedness of such guarantor.

As a result of the above leverage ratio test being met, CCO
Holdings and certain of its subsidiaries provided the additional
guarantees described above during the first quarter of 2005.

All the subsidiaries of Charter Operanng (except CCO NR
Sub, LLC, and certain other subsidiaries that are not deerned
material and are designated as nonrecourse subsidiaries under
the Charter Operating credit facilities) are restricted subsidiaries
of Charter Operating under the Charter Operating notes.
Unrestricted subsidiaries generally will not be subject to the
restrictive covenants in the Charter Operating indenture.

* - In the event of specified change of control events, .Charter
Operating must offer to purchase the Charter Operating notes at
a purchase price equal to 101% of the total principal amount of
the Charter Operating notes repurchased plus any accrued and
unpald interest thereon.

. The indenture governing the Charter Operating senior
notes contains restrictive covenants that limit certain trarisac<

 tions or activities by Charter Operating and its restricted

subsidiaries. Substantially all of Charter Operating’s direct and
indirect subsidiaries are currently restricted subsidiaries.

Renaissance Notes. In connection with the acquisition of Renais-
sance in April 1999, the Company assumed $163 million
principal amount at maturity of 10.000% senior discount notes
due 2008 of which $49 million-was repurchased in May 1999.
The Renaissance notes bear interest, payable semi-annually, on
April 15 and October 15. The Renaissance notes are due on
April 15, 2008. As of December 31, 2005, there was $114 mil-
lion in total principal amount outstanding and $115 million in
accreted value outstanding.

CC V Holdings Notes. These notes were redeemed on March 14,
2005 and are therefore no longer outstanding.

High-yield restrictive covenants; limitation on indebtedness. The
indentures governlng the notes of the Company’s subsidiaries
contain certain ¢ovenants that restrict the ability of Charter
Holdings, Charter Capital, CIH, CIH, Capital Corp., CCH I,
CCH I Capital Corp., CCH I, CCH I Capital Corp., CCo
Holdlngs, CCO Holdings Capital Corp., Charter Operatmg,
Charter Communications Operating Capital Corp., Renaussance
Media Group, and all of their restricted subsidiaries to:

¢ incur additional debt;
© pay dividends on equity or repurchase equity;
© make mvestments A )

1@ sell all or substantxally all of their assets or merge w1th or
into other companies; '

o sell assets;

Tt

© enter into sale-leasebacks;

© in the case of restricted subsidiaries, create or permit to
exist dividend or payment restrictions with respect to the
bond issuers, guarantee their parent companies debt or

© issue specified equity interests; : '

o engage in, certain transactions w1th aﬁihates, and

¢ grant:liens.

Charter Opérating Credit Facilities. The Charter Operating credit
facilities were amended and restated concurrently with the sale
of $1.5 billion senior second-lien notes in April 2004, among
other things, to defer maturities and increase availability under
these facilities and to enable Charter Operating to aequire the
interests of the lenders under the CC VI Operating, cc vl
Operating and Falcon credit facilities, thereby consohdatmg all
credit facilities under one amended and restated .Charter
Operatmg credit agreement. ‘
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The Charter Operating credit facilities provide borrowmg
availability of up to $6.5 billion as follows:

e two term facilities:

(i) a Term A facility with a total principal amount of
$2.0 billion, of which 12.5% matures in 2007, 30%
matures in 2008, 37.5% matures in 2009 and 20%
matures in 2010; and

(ii) a Term B facility with a total principal amount of
~$3.0 billion, which shall be repayable in 27 equal
quarterly installments aggregating in each loan year to .
1% of the original amount of the Term B facility, with
the remaining balance due at final maturity in 2011; and

® a revolving credit facility, in a total amount of $1.5 billion,
with a maturity date in 2010.

Amounts outstanding under the Charter Operating credit
facilities bear interest, at Charter Operating’s election, at a base
rate or the Eurodollar rate (4.06% to 4.50% as of December 31, |
2005 and 2.07% to 2.28% as of December 31, 2004), as defined,
plus a margin for Eurodollar loans of up to 3.00% for the Term
A facility, and revolving credit facility, and up to 3. 25% for the
Term B facility, and for base rate loans of up to 2.00% for the

- Term A facility and revolving credit facility, and up to 2. 25% for
the Term B facility. A quarterly commitment fee of up to .75%
is payable on the average daily unborrowed balance of the
revolving credit facilities. -

The obligations of our subsidiaries under the Charter
Operating credit facilities (the “Obligations™) are guaranteed by
Charter Operating’s immediate parent company, CCO Holdings,
and the subsidiaries of Charter Operating, except for' immaterial
subsidiaries and subsidiaries precluded from guaranteeing by
reason of the provisions of other indebtedness to which they are

, subject (the “non-guarantor subsidiaries,” primarily Renaissance
and its subsidiaries). The Obligations are also secured by (i) a
lien on all of the assets of Charter Operating and its subsidiaries
{other than assets of the non-guarantor subsidiaries), to the
extent such lien can be perfected under the Uniform Commer-
cial Code by the filing of a financing statement, and (i) a pledge
by CCO Holdings of the equity interests owned by it in Charter
Operating or any of Charter Operating’s subsidiaries, as well as
intercompany obligations owing to it by any of such entities,

Upon the Charter Holdings Leverage Ratio (as defined in_
the indenture governing the Charter Holdings senior notes and
senior discount notes) being under 8.75 to 1.0, the Charter
Operating credit facilities required that the 11.875% notes due
2008 issued by CC V Holdings, LLC be redeemed. Because
such Leverage Ratio was determined to be under 8.75 to 1.0,
CC V Holdings, LLC redeemed such notes in March 2005, and
CC V Holdings, LLC and its subsidiaries (other than non-
guarantor subsidiaries) became guarantors of the Obligations and
have granted a lien on all of their assets as to which a lien cdn
be perfected under the Uniform Commercial Code by the filing
of a financing statement.

As of December 31, 2003, outstanding borrowings under -
the Charter Operating credit facilities were approximately
$5.7 billion and the unused total potential availability was
approximately $553 million, none of which was limited. by
covenant restrictions.

Charter Operating Credit Facilities — Restrictive Covenants. The Char-
ter Operating credit facilities contain representations and war-
ranties, and affirmative and negative covenants customary for
financings of this type. The financial covenants measure per-
formance against standards set for leverage, debt service
coverage, and interest coverage, tested as of the end of each
quarter. The maximum allowable leverage ratio is 4.25 to 1.0
until maturity, tested as of the end of each quarter beginning
September 30, 2004. Additionally, the Charter Operating credit
facilities contain provisions requiring mandatory loan prepay-
ments under specxﬁc circumstances, including when significant
amounts of assets are sold and the proceeds are not reinvested
in"assets useful in the business of the borrower within a
specified period, and upon the incurrence of certain indebted-
ness when the ratio of senior first lien debt to operating cash
flow'is greater than 2.0 to 1.0. ,

The Charter Operating credit facilities permit Charter
Operating and its subsidiaries to make distributions to pay
interest on the Charter Operating senior second-lien notes, the
CIH notes, the CCH I notes, the CCH I senior notes, the CCO
Holdings senior notes, the Charter convertible senior notes, the
CCHC notes and the Charter Holdmgs senior notes, provided
that, among other thmgs, no default has occurred and is
continuing under the Charter Operating credit facilities. Condi-
tions to ﬁlmré.bbfrbwings include absence of a default or an
event of default under the Charter Operating credit facilities and
the continued accuracy in all material respects of the representa-
tions and warranties, including the absence since December 31,
2003 of any event, development or circumstance that has had or
could reasonably be expected to have a material adverse effect
on our business.

The events of default under the Charter Operating credit
facilities include, among other things:

® the failure to make payments when due or thhm the
applicable grace penod ‘

e the failure to comply with specified covenants, mcludmg
but not limited to a covenant to deliver audited financial
statements with an unqualified opinion from our indepen-
dent auditors, } .

e the failure to pay or the occurrence of events that cause or
permit the acceleration of other indebtedness owing by
CCO Holdings, Charter Operating or Charter Operating’s
subsidiaries in amounts in excess of $50 million in aggregate

*.principal amount,

o the failure to pay or the occurrence of events that result in
" the accéleration of other indebtedness owing by certain of
CCO Holdings’ direct and indirect parent companies in .’
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amounts in excess of $200 million in aggregate principal
amount, ’

e Paul Allen and/or certain of his family members and/or
their exclusively owned entities (collectively, the “Paul Allen
Group”) ceasing to have the power, directly or indirectly,
to vote at least 35% of the ordinary voting power of |
Charter Operating, '

e the consummation of any transaction resulting in any
person or group (other than the Paul Allen Group) having
power, directly or indirectly, to vote more than 35% of the
ordinary voting power of Charter Operating, unless the
Paul Allen Group holds a greater share of ordmary voting
power of Charter Operating,

e certain of Charter Operating’s, ihdirect or direct parent
companies having indebtedness in excess of $500 million

aggregate principal amount which remains undefeased three

months prior to the final }rlaturity of such
indebtedness, and

@ Charter Operating ceasing to be a wholly-owned direct
subsidiary of CCO Holdings, except in certain very hmlted
circumstances.

CCO Holdings Bridge Loan. In October 2005, CCO Holdmgs and
CCO Holdings Capital Corp., as guarantor thereunder entered
into the Bridge Loan with JPMorgan Chase Bank, N.A., Credit
Suisse, Cayman Islands Branch and Deutsche Bank AG Cayman
Islands Branch (the “Lenders”) whereby the Lenders committed
to make loans to CCO Holdmgs in an aggregate amount of
$600 million. In January 2006, upon the issuance of $450 million
of CCH II notes discussed above, the commitment under the
bridge loan agreement was reduced to $435 million. CCO
Holdings may draw upon the facility between January 2, 2006
and September 29, 2006 and the loans will mature on the sixth
anniversary of the first borrowing under the Bridge Loan.
Beginning on the first anniversary of the first date that
CCO Holdings borrows under the Bridge Loan and at any time

thereafter, any Lender will have the option to receive “exchange,
notes” (the terms of which are described below, the k‘Exchange :

Notes”) in exchange for any loan that has not been repaid by
that date. Upon the earlier of (x) the date that at least a ‘
majority of all loans that have been outstanding have been
exchanged for Exchange Notes and (y) the date thatis
18 months after the first date that CCO Holdings borrows
under the Bridge Loan, the remainder of loans will be
automatically exchanged for Exchange Notes.

As conditions to each draw, (i) there shall be no default
under the Bridge Loan, (ii) all the representations and warran-
ties under the bridge loan shall be true and correct in all .
material respects and (iii) all conditions to borrowing under the

" Charter Operating credit facilities (with certain exceptlons) shall
be satisfied.

The aggregate unused commitment will be reduced by
100% of the net proceeds from certain asset sales, to the extent

such.net proceeds have not been used to prepay loans or
Exchange Notes. However, asset sales that generate net pro-
ceeds of less than $75 million will not be subject to such
commitment reduction obligation, unless the aggregate net
proceeds from such asset sales exceed $200 million, in which
case the aggregate unused commitment will be reduced by the
amount of such excess.

CCO Holdings will be required to prepay loans (and
redeem or offer to repurchase Exchange Notes, if issued) from
the net proceeds from (i) the issuance of equity or incurrence of
debt by Charter and its subsidiaries, with certain exceptions, and’
(ii) certain asset sales (to the extent not used for purposes -
permitted urider the bridge loan).

- The covenants and events of default applicable to CCO
Holdings under the Bridge Loan are similar to the covenants
and events of default-in the indenture for the senior secured
notes of CCH 1. :

The Exchange Notes w1ll mature on the s1xth anniversary
of the first borrowing under the Bridge Loan. The Exchange
Notes will bear intérest at a rate equal to the rate that would
have been borne by the loans. The same mandatory redemption
provisions will apply to the Exchange Notes as applied to the’
loans, except that CCO Holdings will be required to make an
offer to redeem upon the occurrence of a change of control at
101% of principal amount plus accrued and unpaid interest.

The Exchange Notes will, if‘held by a person othef than an
initial lender or an affiliate thereof, be (a) non-callablé for the
first three years after the first borrowing date and (b) thereafter,
callable at par plus accrued interest plus a premium equal to
50% of the coupon in effect on the first anniversary of the first
borrowing date, which premium shall decline to 25% of such
coupon in'thé fourth year and to zero thereafter. Otherwise, the
Exchange Notes will:be callable at any time at 100% of the
amount thereof plus accrued and unpaid interest.

Based upon outstanding indebtedness as of December 31,
2005, the amortization of term loans, scheduled reductions in
available borrowings of the revolving credit facilities, and' the
maturity datés for all senior-and subordinated notes and
debentures, total future principal payments on the total borrow-
ings under all debt ag'reements as of December 31, 2005, are as
follows:

Year . ’ 0 h i Amount
2006 - ‘ ‘ $ 50
2007 385
2008 _ ' 744
2009 ) 2,326
2010 3,455
Thereafter ‘ 12,376

$19,336
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For the amounts of debt scheduled to mature during 2006,
it is management’s intent to fund the repayments from .-
borrowings on the Compény’s revolving credit facility. The - .
accompanying consolidated balance sheet reflects this intent by
presenting all debt balances as long-term while the table above
reflects actual debt maturities as of the stated date.

10. NOTE PAYABLE — RELATED PARTY

CCHC, LLC Note :

In October 2005, Charter actmg through a Spec1a] Comrmttee
of Charter’s Board of Directors, and Mr. Allen, settled a drspute
that had arisen between the parties with regard to the
ownership of CC VIIL. As part of that settlement, CCHC issued
a subordinated exchangeable note (the “CCHC Note™) to,
Charter Investment, Inc. (“CII"). The CCHC Note has.a 15-year
maturity. The CCHC Note has an initial accreted value of

$48 million accreting at 14% compounded quarterly, except, that
from and after February 28, 2009, CCHC may pay any increase.
in the accreted value of the CCHC Note in.cash and the )
accreted value of the CCHC Note will not increase to the , . .
extent such amount is paid in cash. The CCHC_‘_Note is,
exchangeable at CII's option, at any time, for Charter Holdco
Class A Common units at a rate equal to the then accreted -
value, divided by $2.00 (the “Exchange Rate”). Customary anti-
dilution protections have been provided that could cause futuré
changes to the Exchange Rate. Additionally, the Charter Holdco
Class A Common units received will be exchangeable by the
holder into Charter common stock.in accordance with existing
agreements between CII, Charter and certain other parties
signatory thereto. Beginning February 28, 2009, if the closing
price of Charter common stock is at or above the-Exchange -
Rate for a-certain period of time as specified in the Exchange ..
Agreement, Charter Holdco may require-the exchange of the
CCHC Note for Charter Holdco Class A Common units at the
Exchange Rate. Additionally, CCHC has the right to redeem -
the CCHC.Note under certain circumstances for cash in an

amount equal.to the then accreted value, such amounﬁ-, if e

redeemed prior to February 28, 2009, would also include a make
whole up to the accreted value through February 28, 2009.-
CCHC must redeem the CCHC Note at its maturity for cash in
an amount equal to the initial stated value plus the accreted

return through maturity. The accreted value of the CCHC Note :

as of December 31, 2005 is $49 million.

11.  MINORITY INTEREST AND EQUITY INTEREST OF CHARTER HOLDCO

Charter is a holding company whose primary assets are a
controlling equity interest in Charter Holdco, the indirect owner
of the Company’s ‘cable systems, and $863 million and $99¢ mil-
lion at December 31, 2005 and 2004, respectively, of mirror
notes that are payable By Charter Holdco to Charter and have
the same principal amount and terms as those of Charter’s
convertlble senior notes. Minority interest on the Company’s
consohdated balance sheets as of December 31, 2005 and 2004
prlmanly represents preferred membershlp interests in CC VIII,
LLC (“CC VIII"), an indirect subsidiary of Charter Holdco, of
$188 million and $656 million, respectively. As more fully
described in Note 25, this preferred interest arises from the
approximately $630 million of preferred membership units issued
by CC VIII in connection with an acquisition in February 2000
and was the subject of a dispute between Charter and Mr. Allen,
Charter’s Chairman and controlling shareholder that was settled
October 31, 2005. In conjunction with the settlement, the -
Company adjusted minority interest for $467 million, of which
$418 million was reclassified from minority interest to equity in
the fourth quarter of 2005. Beginning in the fourth- quarter of
2005, épproximately 5.6% of CC VII’s income is allocated to
minority interest.

Minority interest historically included the portion of Char-
ter Holdco’s' member’s equity not owned by Charter. However,
members’ deficit of Charter Holdco was $4.8 billion, $4.4 billion
and $57 million as of December 31, 2005, 2004 and 2003,
respectlvely, thus mmorlty mterest in Charter Holdco has been
eliminated. Minority interest was 52%, 53% and 54% as of '
Deceémber 31, 2005, 2004 and 2003, respectively. Reported losses
allocated to minority interest on the consolidated statement of
operations are limited to the extent of any remaining minority
interest on the balance sheet’ related to Charter Holdco.
Addrtlonally, mingrity interest includes the proportionate share
of changes in fair Value of i mterest rate risk der1vat1ve agree-
ments. Such amounts are temporary as they are contractually
scheduled to reverse over the life of the .underlying instrument.
Because mmonty interest in Charter Holdco was substantially

eliminated at Deécember 31, 2003, begmnmg in 2004; the
Company began to absorb substantially all losses before mcome

taxes that otherwise would have been allocated to minority

interest. This resulted in"an additional $454 million and

$2.4 billion of net loss for the year ended December' 31,2005
and 2004, respectively. SubJect to any ‘changes in Charter
Holdco’s capital structure, ﬁlture losses will contmue to be

-1
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absorbed by Charter. Changes to minority interest consist of the

following for the periods presented:

Minority

: ) Interast

Balance, December 31, 2002 $1,050
Minority interest in loss of a subsrdrary 377
Minority interest in income tax benefit . ] ®
Changes in fair value of interest rate agreements " 25
Other ‘ ’ (1)
Balance, December 31, 2003 o © 689
: Minority interest in loss of a subsidiary . . ' (19)
Minority interest in cumulative effect of accounting change (19)
Reclass of Helicon, LLC interest ) (25)
Changes in fair value of interest rate agreements 22
Balance, December 31, 2004 - 648
Minority interest in loss of subsidiary ="+~ ey}
CC VIII settlement — exchange of interests . (467)
Changes in fair value of interest rate agreements and other .8
Balance, December 31, 2005 $ 188

12.  PREFERRED STOCK — REDEEMABLE

On August 31, 2001, in connection with its acquisition of Cable
USA, Inc. and certain cable system assets from affiliates of Cable
USA, Inc, the Company issued 505,664 shares of Series A
Convertible Redeemable Preferred Stock (the “Preferred Stock”)
valued at and with a liquidation preference of $51 million.
Holders of the Preferred Stock have no voting rrghts but are
entitled to receive cumulative cash dividends at an annual rate
of 5.75%, payable quarterly. If for any reason Charter fails to pay
the dividends on the Preferred Stock on a timely basis, the |
dividend rate.on .each share increases to an annual rate of 7.75%
until the payment is made. The Preferred Stock is redeemable
by Charter at its option on or after August 31, 2004 and must
be redeemed by Charter at any time upon a change of control,
or if not previously redeemed or converted, on August 31, 2008.
The Preferred Stock is convertible, in whole; or in part, at the -
option of the holders, from April 1, 2002 through August 31,
2008, into shares of common stock at an initial conversion rate
equal to a conversion price of $24.71 per share of common
stock, subject to certain customary adjustments. The redemption
price per share of Preferred Stock is the Liquidation Preference
of $100, subject to certain customary adjustments. In the first
quarter of 2003, the Company issued 39,595 additional shares of
preferred stock valued at and Wlth a hqurdatron preference of
-$4 million.

In Novémber 2005, Charter repurchased 508,546 shares of
its Series A Convertible Redeemable Preferred Stock for an
aggregate purchase price of approximately $31 million (or
$60 per share) The shares had liquidation preference of
approxrrnately $51 million and had accrued but unpaid divi-
dends of approximately $3 million resulting in a gain of
approxrrnately $23 million recorded in gdin (loss) on extinguish-
ment of debt and preferred stock. Following the repurchase,
36,713 shires of preferred stock remained outstanding.

In connection with'the repurchase, the holders of Preferred
Stock consented to an amendment to the Certificate of
Designation governing the Preferred. Stock that will eliminate
the quarterly dividends on all of the outstanding Preferred Stock
and will provide that the liquidation preference for the
remaining shares outstanding will be $105.4063 per share, which
amount shall accrete from September 30, 2005 at an annual rate
of 7.75%, compounded quarterly. Certain holders of Preferred
Stock also released Charter from various threatened claims
relating to their acquisition and ownership of the Preferred
Stock, .including threatened claims for breach of contract.

13. COMMON STOCK

The Company’s Class A common stock and Class B common
stock are identical except with respect to certain voting, transfer
and conversion rights. Holders of Class A common stock are
entitled to one vote per share and holder of Class B common
stock is entitled to ten votes for each share of Class B common
stock held and for each Charter Holdco membership unit held.
The Class B common stock is subject to significant transfer
restrictions 'and is convertible on a share for share basis into
Class A common stock at the option of the holder. Charter
Holdco membership units are exchangeable on a one—for—one
basis for shares of Class A common. stock.

14..”SHARE LENDING AGREEM‘EN‘T

In 2005, Charter issued 94.9 million shares of Class A’ comriion

stock in a public offering, which was-effected pursuant to an

effective registration statement that initially covered the issuance
and sale of up to 150 million shares of Class A common stock.
The shares were issued pursuant to the share lending agree-
ment, pursuant to which Charter had previously agreed to loan
up to 150 million shares to Citigroup Global Markets Limited
("CGML”). Because less than the full 150 million shares covered
by the share lending agreement were sold in the offering,
Charter as of December 31, 2005 was obligated to issue, at
CGML's request, -up to an additional 55.1 million loaned shares
in subsequent registered public offerings pursuant to the share
lending agreement. In February 2006, an additional 22.0 million
shares were issued under the share lending agreement.

This .offering of Charter’s Class A common stock was
conducted to facilitate transactions by which investors in
Charter’s 5.875% convertible senior notes due 2009, issued on
November 22, 2004, hedged their investments in the convertible:
senior notes. Charter did not receive any of the proceeds from
the sale of this Class A common stock. However, under the
share lending agreement, Charter received a loan fee of $.001 for
each share that it lends to CGML..

The issuance of up to a total of 150 million shares of
common stock (of which 94.9 million were issued in 2005)
pursuant to a share lending agreement executed by Charter in
connection with the issuance of the 5.875% convertible senior
notes in November 2004 is essentially analogous to a sale,of
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shares coupled with a forward contract for the reacquisition of
the shares at a future date. An instrument that requires physical
settlement by repurchase of a fixed number of shares in
exchange for cash is considered a forward purchase instrument.
While the share lending agreement does not require a cash
payment upon return of the shares, physical settlementis -
required (Le., the shares borrowed must be returned at the end
of the arrangement.) The fair value of the 94.9 million shares
lent in 2005 is approximately $116 million as’ of December 31,
2005. However, the net effect on shareholders’ deficit of the
shares lent in July pursuant to the share lending agreement,
which includes Charter’s requirement to lend the shares and the
counterparties’ requirement to return the shares, is de minimis
and represents the cash received upon lending of the shares and
is equal to the par value of the common stock to be issued.

15.  COMPREHENSIVE. LDSS

Certain marketable equity securities are classified as available-
for-sale and reported at market value with unrealized gains and
losses recorded as accumulated other comprehensive loss on the
accompanying consolidated balance sheets. Additionally, the
Company. reports changes in the fair value of interest rate
agreements designated as hedging the variability of cash flows
associated with floating-rate debt obligations, that meet the
effectiveness criteria of SFAS No. 133, Accounting for Derdvative
Instruments and Hedging Actrvities, in accumulated other compre-
hensive loss, after giving effect to the minority interest share of
such gains and losses. Comprehensive loss for.the years ended
December 31, 2005, 2004 and 2003 was $961 million, $4.3 bil-
lion and $219 million, respectively.

16.  ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The Company uses interest rate risk management derivative
instruments, such as interest rate swap agreements and interest
rate collar agreements (collectively referred to herein as interest
rate agreements) to manage its interest costs. The Company’s
policy is to manage interest costs using a mix of fixed and
'variable rate debt. Using interest rate swap agreements, the:
Company has agreed to exchange, at specified intervals. through
2007, the difference between fixed and variable interest amounts
calculated by reference to an agreed-upon notional principal
amount. Interést rate collar agreements are used to limit the
Company’s exposure to and benefits from interest rate fluctua-
tions on variable rate debt to within a certain range of rates.
The Company does not hold or issue derivative instruments
for trading purposes. The Company does, however, have certain
interest rate derivative instruments that have been designated as
cash flow hedging instruments. Such instruments effectively
convert variable intérest payments on certain debt instruments
into fixed payments. For qualifying hedges, SFAS No. 133
allows derivative gains and losses to offset related results on
hedged items in the consolidated statement of operations. The
Company has formally documented, designated and assessed the

effectiveness of transactions that receive hedge accounting. For

" the years ended December 31, 2005, 2004 and 2003, net gain on

derivative instruments and hedging activities includes gains of
$3 million, $4 million and $8 million, respectively, which
represent cash flow hedge ineffectiveness on interest rate hedge
agreements arising from differences between the critical terms of
the agreements and the related hedged obligations. Changes in
the fair value of interest rate agreements designated as hedging

- instruments of the variability of cash flows associated with

floating-rate debt obligations that meet the effectiveness criteria
SFAS No. 133 are reported in accumulated other comprehensive
loss. For the years ended December 31, 2005, 2004 and 2003, a
gain of $16 million, $42 million and $48 million, respectively,
related to derivative instruments designated as cash flow hedges,
was recorded in accumulated other comprehensive loss and
minority interest. The. amounts are subsequently reclassified into
interest expense as a yield adjustment in the same period in
which the related interest on the floating-rate debt obligations
affects earnings (losses).

Certain interest rate derivative instruments are not desig-
nated as hedges as they do not meet the effectiveness criteria
specified by SFAS No. 133. However, management believes such
instruments are closely correlated with the respective debt, thus
managing associated risk. Interest rate derivative instruments not
designated as hedges are marked to fair value, with the impact
recorded as gain (loss) on derivative instruments and hedging
activities in the Company’s consolidated statement of operations.
For the years ended December 31, 2005, 2004 and 2003, net
gain on derivative instruments and hedging activities includes
gains of $47 million, $65 million and $57 million, respectively,
for interest rate derivative instruments not designated as hedges.

As of December 31, 2005, 2004 and 2003, the Company
had outstanding $1.8 billion, $2.7 billion and $3.0 billion and

* $20 million, $20 million and $520 million, respectively, in

notional amounits of interest rate swaps and collars, respectively.
The notional amounts of interest rate instruments do not
represent’ amounts exchanged by the parties and, thus, are not a
measure of exposuré to credit loss. The amounts exchanged are
determined by reference to the notional amount and the other
terms of the contracts. )

17.  FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company has estimated the fair value of its financial
instruments as of December 31, 2005 and 2004 using available
market information or other appropriate valuation methodolo-
gies. Considerable judgment, however, is required in interpreting
market data to develop the estimates of fair value. Accordingly,
the estimates presented in the accompanying consolidated
financial statements are not necessarily indicative of the amounts
the Company would realize in a current market exchange.

The carrying amounts of cash, receivables, payables and
other current assets and liabilities approximate fair value because
of the short maturity of those instruments. The Company is '
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exposed to market price risk: volatility with respect to invest-
ments in publicly traded and privately held entities.

‘The fair value of interest rate agreements represents the
estimated amount the Company would receive or.pay upon -
termination of the agreements. Management believes that the
- sellers of the interest rate agreements will be able to meet their
obligations under the agreements. In addition, some of the
* interest rate agreements are with certain of the participating -

banks under the Company’s credit facilities, thereby reducing .
the exposure to credit loss. The Company has policies regarding
the financial stability and credit standing of -major counterparties.
Nonperformance by the counterparties is not anticipated nor
would it have a material adverse effect on the Company’s
_consolidated financial condition or results of operations.

The estimated fair value of the Company’s notes and
interest rate agreements at December 31, 2005 and 2004 are
based on quoted market prices, and the fair value of the credit
facilities is based on dealer quotations.

A summary of the carrying value and fair value of the
Company’s debt and related interest rate agreements at Decem-
ber 31, 2005 and 2004 is as follows: :

2005 2004

- Carrying Fair Carrying Fair
Value Value Value Value
Deht
Charter. convertible notes $ 83 § 647 $.990 81,127
Charter Holdings debt 1,746 1,145 8579 7,669
CIH debt SR 2,472 1,469 — —
. CCH I'debt 3683 2,959 —_— =
CCH 11 debt 1,601 1,592 1,601 1,698
CCO Holdings debt : 1,344 1,299 1,050 1,064
Charter Operating debt 1,833 1,820 1,500 1,563
Credit facilities - 57131 5719 5,515 5,502
Other b N 14 - 229 236"
Interest Rate Agreements
Assets (Liabilities)
Swaps : 4 4 (69) 69 -
. Collars .- — o) 1)

The weighted average interest pay rate for the Compgnyss
interest rate swap agreements was 9.51% and 8.07% at Decem-
ber 31, 2005 and 2004, respectively.

18.. REVENUES

Revenues consist of the following for the yeafs presented:

Yéar Ended December 31,

2005 2004 2003

Video o $34m1 $3373 . s3del
High-speed Internet ‘ 908. 741 556
Telephone ‘ ' © 36 S8 14
Advertising sales . ' - 294 289 263
Commercial ‘ 219 . 238 204
Other Dot 336 318 321
$5254 $4977 $4,819

. General and administrative

19. OPERATING EXPENSES

Operating expenses consist of the following for the years
presented:

Year Ended December 31,

2005 2004 2003

" Programming L $1MT S1319 $1249
Service ' . 175 663 615
Advertising sales o 101 . 98 88

‘ , $2293 $1,952

$2,080

20.- SELLING, GENERAL AND ADMINISTRATIVE-EXPENSES

Selling, general and administrative expenses consist of the
following for the years presented:

Year Ended December 31,

2005 2004 2003

$ 889 $849  $833
Marketing : 145 122 107
$1,034  $971  $940

Components of selling expense are included in general a.nd )
administrative and marketing expense. ‘

21. STGCK COMPENSATION PLANS

The Company g-rants stock optlons restricted stock and other
incentive compensation pursuant to the 2001 Stock Incentive
Plan of Charter (the “2001 Plan”). Prior to,2001, options were

* granted under the 1999 Option Plan of Charter Holdco (the

“1999 Plan”).

The 1999 Plan provided for the grant of options to
purchase membership units in Charter Holdco to current and
prospective employees and consultants of Charter Holdco and
its affiliates and current and prospective non-employee directors

' of Charter. Options granted generally vest over five years from
. the grant date, with 25% vesting 15 months after the anniversary’
+ of the grant date and ratably thereafter. Options not exercised

- accumulate and are exercisable, in whole or in part, in any
_ subsequent period, but not later than 10 years from the date of

grant. Membership units received, upon exercise of the options.

" are automatically exchanged into Class A common stock of
_Charter on a one-for-one basis.

The 2001 Plan provides for the grant ‘of non-qualified stock
options, stock appreciation rights, dividend equivalent rights, -
performance units and performance shares, share awards, phan-
tom. stock and/or shares of restricted stock (not to exceed
20,000,000), as each term is defined in the 2001 Plan. Employ-
ees, officers, consultants and directors of the Company and its
subsidiaries.and affiliates are eligible to receive grants under the -
2001 Plan. Options grantéd generally vest over four years from -
the grant date, with 25% vesting on the anniversary.of the grant

¥
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date and ratably thereafter. Generally, options:expiré 10 years
from the grant date.

The 2001 Plan allows for the issuance of up to a total of
90,000,000 shares of Charter Class A common stock (or units
convertible into Charter Class A common stock). The total
shares available reflect a July 2003 amendment to the 2001 Plan
approved by the board of directors and the shareholders of
Charter to increase available shares by 30,000,000 shares. I
2001, any shares covered by options that terminated under the
1999 Plan were transferred to the 2001 Plan, and no new
options can be granted under the 1999 Plan. ‘

In the years ended December 31, 2005, 2004 and 2003

certain directors were awarded a total of 492,225, 182,932 and : )

80,603 shares, respectively, of restricted Class A .common stock
of which 44,121 shares had been cancelled as of December 31,
2005: The shares vest one year from the date of grant. In 2005,
2004 and 2003, in connection with new employment agree-
ments, certain officers . were awarded 2,987,500, 50,000 and
50,000 shares, respectively, of restricted Class A common stock
of which. 68,750 shares had been cancelled as of December.31,
2005. The shares vest annually over a one to three-year period
beginning from the date of grant. As of December 31, 2005,
deferred compensation remaining to ‘be recogmzed in future
period totaled $2:million. .

i

A summary of the acﬁvity for the Company’s stock options, ‘eﬁcfuding granted shares of restricted Cldss, A common Stock, for the -
years ended December 31, 2005, 2004.and 2003, is as follows (amounts in thousands, except.per share data): '

2005 2004 2003

Weighted Weighted Weighted

Average Average Average

. Exercise Exercise Exercise

e Shares Price Shares Price Shares Price

Options outstanding, beginning of period 24,835 $.6.57 47,882  $12.48 53,632  $14.22

Granted 10,810 1.36 9,405 4.88 7,983 353

Exercised aamn L1 - (839) 2.02 (165) . 396

Cancelled (6,501) 740 (31,613) 1516  (13568) 1410

Options outstanding, end of period o oo 29,127 . $ 447 . 24835 $ 657 47,882  $1248
Weighted average remaining contractual life B 8 years ~ 8 years 8 years '

Options exercisable; end. of period 8993 . § 780 7731 S$1077 22,861 : $16.36

$ 065 $ 371 $ 271 ‘

Weighted averagé fair value of options granted

The following table summarizes information about stock options outstanding and exercisable as of December 31, 2005:

Qptions Qutstanding Options Exercisable

; Weighted- Weighted-

Average - Weighted- Average Welighted-
) Remaining Average Remaining Average
Range of Number Contractual - Exercise Number Contractual Exercise
Exercise Prices - . Outstanding Life . Price Exercisable | Life Price

’ , - {In. thousands) (in thousands)

$1.11 - 81.60. S 12,565 9 years $ 1.39 1,297 9 years $ 149
$2.85 - $4.56 ‘ v " 5,906 7 years 3.40 © 3,028 7 years 333
$5.06 - $5.17 S e 6,970 8 years 515 2,187 8 years 5.13
$9.13 - $13.68 o . C o 1,712 6 years © 1096 ° 1,513 6 years © 1110
$13.96 - $23.09 . 1,974 4 years ©19.24 1,974 4 years 19.24

On January 1, 2003, the Company adopted the fair value
measurement provisions of SFAS No: 123, under-which the

Company recognizes compensation expense of a stock-based.: - .

award to-an employee over the vesting period based on the fair.

value. of the award on the grant date. Adoption of these ™

provisions resulted in utilizing a preferable accounting-method -

as the consolidated financial statements. presént the estimated
fair value of stock-based compensation in expense consistently
with other forms of compensation and other expense-associated
with goods and services received for equity instruments. In

acgordance with SFAS No. 123, the fair value method will be
applied only to awards granted or modified after January 1,
2003, whereas awards granted prior to such date will continue
to be accounted for'under APB No. 25, unless they are modified
or settled in cash. The ongoing effect on consolidated results of
operations or financial condition will be dependent upon future
stock based compensation awards granted. The Company
recorded $14 million, $31 million and -$4 million of option
compensation expense for the years ended December 31, 2005,
2004 and 2003, respectively.

F-32




CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Staternents (contmueaD

2005 FORM 10-K

In january 2004, the Company began an optlon exchange
‘program in which the Company offered its employees the right
to exchange all stock options (vested and unvested) under the
'1999 Charter Communications Option Plan and 2001 Stock .
Incentive Plan that had an exercise price over $10 per share for
shares of restricted Charter Class A common stock or, in some
instances, cash. Based on a sliding exchange ratio, which varied’,
depending on the exercise price of an employees outstanding -
options, if an employee would have received more than -

400 shares of restricted stock in exchange for tendered options,
Charter issued that employee shares of restricted stock in the °
exchange. If, based on the exchange ratios, an employee would :
have received 400 or fewer shares:of restricted stock in | s
exchange for tendered options, Charter instead paid the
employee cash in an amount equal to the number of shares the
employee would have received multiplied by $5:00. The offer.
applied to options (vested and unvested) to purchase a total of
22 929,573 shares of Class A common stock, or approximately
48% of the Company’s 47,882,365 total options issued and -
outstandmg as of December 31, 2003. Participation by ernploy—
ees was voluntary. Those members of the'Company’s board of "
directors who were not also employees of the. Company or any -
of its subsidiaries were not ehgrble to participate in the exchange
offer. . - )

In the closmg of the exchange offer on February 20, 2004
the Company accepted for cancellation eligible options to,
purchase approximately 1'8,‘137,664 shares of its Class A com-

mon stock, In exchange, the Company granted 1,966,686 shares

of restricted stock, including 460,777 performance. shares to
eligible employees. of the rank of senior vice president and .
above, and paid- a-total cash.amount of approximately $4 million
(which amount includes applicable wifhholding taxes) to those .
.employees who received cash rather than shares of restricted
stock. The restricted stock was granted on February 25, 2004.
Employees tendered approximately 79% of the options el1g1ble

. to be exchanged under the program:

' The cost to the Company -of the. stock optlon exchange
program was approximately $10 million, with a 2004 cash ;. -

compensation expense of approximately $4 million and a non- =~

cash compensation expense of approximately $6 million to be
expensed ratably over the three-year vesting period of the
restricted stock in the exchange. e
In January 2004, the Compensation Committee: of the.

board. of directors of Charter approved Charter’s Long-Term

_ Incentive Program (“LTIP?), which is. a program administered ,
under the 2001 Stock Incentive Plan: Under the LTIP, employ-
ees of Charter and its subsidiaries whose pay classifications-
exceed a certain level are eligible to receive stock options, and -
-more senior level employees are eligible to receive stock options
and performance shares. The stock options vest-25% on each of
the first four anniversaries of the date of grant. The performance
shares vest.on the third anniversary of the grant date and shares
of Charter, Class A common stock are issued, conditional upon
Charter’s performance against financial performance measures. ..

estabhshed by Charter’s management and approved by its board
of directors as of'the time of the award.. Charter granted

3.2 million and 6.9 million shares in 2005 and 2004, respectively,
under this program- and recogmzed expense of $1 million and
$8 million in the first three quarters of 2005 and 2004,
respectively, However, in the fourth quarter of 2005 and 2004, -
the Company revérsed the entire $1 million and $8 million, -
respectively, of expense based on the Company’s assessment of

“the probability of achieving the financial performance measures -

established by Charter and required to be met for the
performance shares to vest. In February 2006, the Compensation
Committee approved a modification to the financial perform-
ance measures requtred to be met for the performance shares to

- vest after whlch management believes that a approximately

2.5 mllhon of the performance shares are likely to vest. As such,
expense of approxxmately $3 mxlhon w1ll be amortized over the
remammg two year service penod

2. HURRICANE ASSET RETIREMENT LOSS

Certain of the Company’s cable systems in Louisiana suffered |
significant -plant ‘damage as a result of hurricanes Katrina and.

* Rita in September 2005. As a result, the-Company wrote off

$19 million of its plants net book value in the thll‘d quarter of
2005, S

2. SPECIAL BHARGES

In the fourth’ quarter of 2002, the’ Company began a workforce”
reduction program and consolidation of its operations from
three divisions and teh'regions into fivé operating divisions,
eliminating redundant hractices and streamlining its manage-
ment structure. The C'(')mpany' has recorded special charges as a
result of reducing ifs workforce, executive severarice and .
consohdatmg administrative offices in 2003, 2004 and 2005: The

© activity assomated w1th th1s initiative is sumniarized in the table

below :
‘ . Tota!
Severance , Special
: » . ) /leases | Litigation Other Charge
"Balance at December 31, 2002 -3 31‘ . I )
Special Charges . | ‘ 26 . $— 8§ $21
Payments o 43 ]

Balance at December 31 2003 ) . 14 ‘
Special Charges ‘ ST 12 892 $— 8104
Payments '~ . - - Q0

" Balance at December 31, 2004 ! 6 : :

Special Charges. L 6 $1 $— §$ 7
Payments . . : - (8).
Balance at December 31, 2005 $ 4

For the year ended December 31 2003, the severance and
lease costs were offset by a. $5 million settlement from the
Internet service prov1der Exc1te@Home related to the conver-
sion of hlgh-speed Internet customers to Charter Plpehne service
in 2001, For the year ended December 31, 2004, special charges
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include approximately $85 million, as part of a settlement of the
consolidated federal class action and federal derivative action
lawsuits and approximately $10 million- of litigation costs related
.to the settlement of a 2004 national class action suit (see

Note 26). For the year ended December 31, 2004, special
charges were offset by $3 million received from a third party in
settlement of a.legal dispute. For the year ended December 31,
2005, special charges also include approx1mately $1 million
related to various legal settlements: ®

2 INBOME TAXES

All operations are held through Charter Holdco and its direct
and indirect subsidiaries. Charter Holdco and the majonty of its
subsidiaries are not subject to income tax. However certam of
these subsidiaries are corporations and are subject to income
tax. All of the taxable income, gains, losses, deductions and
credits of Charter Holdco are passed through to its members:
Charter, Charter Investment, Inc..(“CII”) and Vulcan Cable. 1l .,
Inc. (“Vulcan Cable”). Charter is responsible for its share of
taxable income or loss of Charter Holdco allocated to Charter .
in accordance with the Charter Holdco limited liability com- .
pany agreement (the “LLC Agreement”) and partnershlp tax -
rules and regulatlons :
The LLC Agreement provides for certain speCIal allocatxons
of net tax profits and net tax losses, (such net tax proﬁts and net
tax losses being determined under the apphcable federal income
tax rules for determining capital accounts). Under. the LLC
Agreement, through the end of 2003, net tax losses of Cha,rter
Holdco that would otherwise have been allocated to. Charter
based generally on its percentage ownershxp of outstandmg
. common units were allocated instead to membership units held
by Vulcan Cable and CII (the “Special Loss Allocatxons”) to the
extent of their respective capital account balances After 2003,

under the LLC Agreement, net tax losses of Charter Holdco are .

to be allocated to Charter, Vulcan Cable and CII based generally
on their respective percentage ownership of outstanding com-
mon units to the extent of their respective capital account
balances. Allocations of net tax losses in excess of the members’
aggregate capital account balances are allocated under the rules
governing Regulatory Allocations, as-described below. Subject to
the Curative Allocation Provisions described below, the LLC
Agreement further provides that, beginning at the time Charter
Holdco generates net tax profits, the net tax profits that would
otherwise have been allocated to Charter based generally. on-its
percentage ownership of outstanding common membership units
will instead generally be allocated to Vulcan Cable.and CII (the
“Special Profit Allocations™). The Special Profit Allocations to
. Vulcan Cable and CII will generally continue until thé cumula-
tive amount of the Special Profit Allocations offsets the
cumalative amount of the Special Loss Allocations. The amount
and timing of the Special Profit Allocations are subject to the
potential apphcanon of, and interaction with, the Curative
Allocation Provisions described in the followmg paragraph. The-

LLC Agreement generally provides that any additional net tax
profits are to be allocated among the members of Charter -
Holdco based generally on their respective percentage owner- -

ship of Charter Holdco common membership units.

" Because the respective capital account balance of each of
Vulcan Cable and CII was reduced to zero by December 31, -

.2002, certain net tax losses of Charter Holdco that were to be

allocated. for 2002, 2003,-2004 and 2005; to Vulcan Cable and
ClII instead have been allocated to Charter (the “Regulatory

. Allocations”). As a result.of the allocation of net tax losses to

Charter in 2005, Charter’s capital: account balance was reduced
to zero during 2005. The LLC Agreement provides that once

. the capital adcount balances of all members have been reduced

to zero, net tax losses are to be allocated to Charter, Vulcan
Cable and CII based generally on their respective percentage
ownership of outstanding common units. Such allocations are
also considered to be Regulatory Allocations. The LLC Agree-
ment further provides that, to the extent possible, the effect of
the Regulatory Allocations is to be offset over time pursuant to
certain ‘curative allocation provisions (the “Curative Allocation
Provisions”) so that, after certain offsetting adjustments are
made, each member’s capital account balance is equal to the .
capital account balance such member would have had if the
Regulatory Allocations had not been part of the LLC Agree-
ment. The cumulative amount of the actual-tax losses allocated
to Charter as a result of the Regulatory Allocations through the-
year ended December 31, 2005 is approximately $4.1 billion.

" As aresult of the Special ‘Loss Allocations and the .
Regulatory Allocations referred to above (and their interaction
with the allocations related to assets contributed to Charter
Holdco with differences between book and tax basis), the
cumulative amount of losses of Charter Holdco allocated to
Vulcan Cable and CII is in excess of theramount that would
have.been allocated to such entities if the losses of Charter
Holdco had been allocated among its members in proportion to
their respective percentage ownership of Charter Holdco com- . |
mon membership units. The cumulative amount of such excess
losses was approximatel y $977 million through December 31
2005.

'In certain situations, the Special Loss Allocations, Special

"Profit Allocations, Regulatory Allocations and Curative Allocation

Provisions described above could result in Charter paying taxes in
an amount that is more or less than if Charter Holdco had
allocated net tax profits and net tax losses among its members
based generally on the number of common membership tnits
owned by such members. This could occur due to differences in °
(i) the character of the allocated income (e.g, ordinary versus
capital), (i) the allocated amount and timing of tax depreciation
and tax amortization expense due to the application of sec-

tion 704(c) under the Intérnal Revenue Code, (i) the potential
interaction between the Special Profit Allocations and the
Curative Allocation Provisions, (iv) the amount and timing of
alternative minimum taxes paid by Charter, if any, (v) the
apportionment of the allocated income or loss among the states
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in which Charter Holdco does business, and (vi) future federal
and state tax laws. Further, in the event of new capital
contributions to Charter Holdco, it is possible that the tax effects
of the Special Profit Allocations, Special Loss Allocations,
Reglﬂatory Allocations and Curative Allocation Provisions will
change significantly pursuant to the provisions of the income tax
regulations or the terms of a contribution agreement with respect
to such contribution.-Such change could defer the actual tax
benefits to be derived by Charter with respect to the net tax
losses allocated to it or accelerate the actual taxable income to
Charter with respect to the net tax profits allocated to it. As a
result, it is possible under certain circumstances, that Charter -
could receive future allocations of taxable income in excess of its
currently allocated tax deductions and available tax loss carryfor-
wards. The ability to utilize net operating loss' carryforwards is
potentially subject to certain limitations as discussed below.

In addition, under their exchange agreement with Charter,
Vulcan Cable and CII may exchange some or all of their -
membership units in Charter Holdco for Charter’s Class B
common stock, be merged with Charter, or be acquired by
Charter in a non-taxable reorganization. If such an exchange
were to take place prior to the date that the Special Profit
Allocation provisions had fully offset the Special Loss Alloca-
tions, Vulcan Cable and CI could elect to cause Charter Holdco
to make the remaining Special Profit Allocations to Vulcan
Cable and CII immediately prior to the consummation of the
exchange. In the event Vulcan Cable and CII choose not to
make such election or to the extent such allocations are not
possible, Charter would then be allocated tax profits attributable
to the membership units received in such exclﬁange pursuant to

the Special Profit Allocation provisions. Mr, Allen has generally

agreed to reimburse Charter for any incremental income taxes
that Charter would owe as a result of such an exchange and any
resulting future Special Profit Allocations to Charter. The ablhty
of Charter to utilize net operating loss carryforwards is
potentially subject to certain limitations as discussed below. If
Charter were to become subject to certain limitations (whether
as a result of an exchange described above or otherwise), and as
a result were to owe taxes ,resulti‘r‘lg from the Special Profit
Allocations, then Mr. Allen may not be obligated to reimburse
Charter for such income taxes.

For the years ended December 31, 2005, 2004 and 2003,
the Company recorded deferred income tax expense and
benefits as shown below. The income tax expense is recognized
through increases in deferred tax liabilities related to our-
investment in Charter Holdco, as well as through current federal
and state income tax expense and increases in the deferred tax
liabilities of certain of our indirect corporate subsidiaries. The

income tax benefits were realized through reductions in the
deferred tax liabilities related to Charter’s investment in Charter
Holdco, as well as the deferred tax liabilities of certain of
Charter’s indirect corporate subsidiaries. In 2003, Charter
received tax loss allocations from Charter Holdco. Previously,
the tax losses had been allocated to Vulcan Cable and CII in
accordance with the Special Loss Allocations provided under
the Charter Holdco limited liability company agreement. The
Company does not expect to recognize a similar benefit related
to its investment in Charter Holdeo after 2003 due to limitations
on its ability to offset future tax benefits against the remaining
deferred tax liabilities. However, the actual tax provision
calculation in future periods will be the result of current and
future temporary differences, as well as future operating results.

* Current and deferred income tax benefit (expense) is as
follows:

December 31,
2005 2004. 2003

Current expense:

Federal income taxes ' $ @ $@ $O

State income taxes : N ) @4 (1)
Current income- tax expense {6) (6) 2)
Deferred benefit (expense):

Federal income taxes : (95) 175 98

State income taxes (% 25 14
Deferred income tax benefit (expense) (108) 200 112

Total income benefit (expense) $(115) $194 8110

The Company recorded the portion of the income tax
benefit associated with the adoption of EITF Topic D-108 as a
$91 million reduction of the cumulative effect of accounting
change on the accompanying statement of operations for the
year ended December 31, 2004.

The Company's effective tax rate differs from that derived
by applying the applicable federal income tax rate of 35%, and
average state income tax rate of 5% for the years ended
December 31, 2005, 2004 and 2003 as follows:

December 31,

2005 2004 2003

Statutory federal income taxes - $298 $1288  $122
State income taxes, net of federal benefit = 43 184 17
Valuation allowance provided (456)  (1,278) (29)
‘ (115) 194 110

Less: cumulative effect of accounting change S — (91) —
Income tax benefit (expense) $(115) § 103 $110

F-35




CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

2005 FORM'10-K

Notes to Consolidated Financial Statements (contrinued).

r

The tax effects of these temporary differences that give rise
to significant portions of the deferred tax assets and deferred tax
liabilities at December 31,.2005 and 2004 which are included in
long-term liabilities are presented below.

December 31,
2005 o 2004
Deferred tax assets: o ‘
‘Net operating loss carryforward $ 4368 $3,833
Other B -8
Total gross deferred tax assets 4175 .3,841
Less: valuation allowance (3,656)  (3,451)
Net deferred. tax assets $ 519 $ .390
Deferred tax liabilities: . o
Investment in Charter Holdco . , $ (597) $ (365)
Indirect Corporate Subsidiaries: ’
Property, plant & equipment (41) 40)
Franchises (206) (201)
Gross deferred tax liabilities 844)  (606)
Net deferred tax liabilities ‘ ' $ (325) $ (216)

As of December 31, 2005, the Company has deferred tax
assets of $4.2 billion, which primarily relate to financial and tax
losses allocated to Charter from Charter Holdco. The deferred
tax assets include $2.4 billion of tax net operating loss - ‘
carryforwards (generally expiring in years 2006 through 2025) of
Charter and its indirect corporate subsidiaries. Valuation
allowances of $3.7 billion exist with respect to thesé deferred tax
assets of which $1.8 billion relate to the'tax net operating loss
carryforwards.

Realization of any benefit from the Companys tax net -
operating losses is dependent on: (1) Charter and its 1nd1rect
corporate subsidiaries’ ability to generate future taxable i mcome
and (2) the absence of certain future “ownership changes” of ‘
Charter's common stock. An “ownership change” as defined in
the applicable federal income tax rules, would place significant
limitations, on an annual basis, on the use of such net operafing
losses to offset any future taxable income the Company may
generate. Such 11m1tat10ns, in conjunction with the net operating
loss expiration provisions, could effectively eliminate the Com-
pany’s ability to use a substantial portion of its net operating
losses to offset any future taxable income. Future transactions
and the timing of such transactions could cause an ownership
change. Such transactions include additional issuances of com-
mon stock by the Company (including but not limited to the
issuance of up to. a total of 150 million shares of common stock
(of which 116.9 million were issued through 2006) under the
share lending agreement), the issuance of shares of common
stock upon future conversion of Charter’s convertible senior
notes and the issuance of common stock in the class action
settlernent discussed in Note 26, reacquisition of the borrowed
shares by Charter, or acquisitions or sales of shares by certain
holders of Charter’s shares, including persons who have held,
currently hold, or accumulate in the future five percent or more .
of Charter’s outstanding stock (including upon an exchange by

Mr. Allen or his affiliates, directly or indirectly, of membership
units of Charter Holdco into CCI common stock). Many of the
foregoing transactions are beyond management’s control.

The total .valuation allowance for deferred tax assets as of
December 31,-2005 and 2004 was $3.7 billion and $3.5 billion,
respectively. In assessing the realizability of deferred tax assets,
management considers whether it is more likely than not that
some portion-or-all of the deferred tax assets will be realized. -
Because of the -uncertainties in projecting future taxable income
of Charter Holdco, valuation allowances have been established
except for deferred benefits available to offset certain deferred
tax liabilities. : _

The Company is currently under examination by the
Internal Revenue Service for the tax years ending December 31,
2002 and 2003. The Company’s results (excluding Charter and
its indirect corporate: subsidiaries) for these years are subject to
this examination. Management does not expect the results of
this examination to have a material adverse effect on the
Company’s consolidated financial condition or results of
operations.

25. Related Party Transactions

The following sets forth certain transactions in which the ’
Compiny and the directors, executive officers and affiliates of
the Company are involved. Unless otherwise disclosed, manage-
ment believes that each of the transactions described below was
on terms ho less favorable to the Company than could have
been obtained from independent third parties.

‘Charter is a holding company and its principal assets are its
equity interest in Charter Holdco and certain mirror notés

payable by Charter Holdco to Charter and mirror preferred

units held by Charter, which have the same principal amount
and terms as those of Charter’s convertiblé senior notes and
Charter’s outstanding preferred stock. In 2004, Charter Holdco
paid to Charter $49 million related to interest on the mirror
notes, and’ Charter Holdco paid an additional $4' million related
to dividends on the mirror preferred membership units. Further,
during 2004 Charter Holdco issued 7,252,818 common member-
ship units to Charter in cancellation of $30 million principal
amount of mirror notes so as to mirror the issuénce by Charter
of Class A common stock in exchange for a like prmcxpal
amount of its outstandmg convertible notes.

Charter is a party to management arrangements with
Charter Holdco and certain of its subsidiaries. Under these
agreements, Charter provides management services for the cable
systems owned or operated by its sub51d1anes The management
services include such services as centralized customer billing
services, data processing and related support, Benefits adminis-
tration and coordination of insurance coverage and self-insur-
ance programs for medical, dental and workers’ compensation
claims. Costs associated with providing these services are billed
and charged directly to the Company’s operating subsidiaries
and are included within operating costs in the accompanying
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consolidated statements of operations. Such costs totaled

$212 million, $202 million and $210 million for the years ended
December 31, 2005, 2004 and 2003, respectively: All other costs
incurred on the behalf of Charter’s.operating subsidiaries are
considered a part of the management fee and are recorded as a
component of selling, general and administrativeé expense, in the
accompanying consolidated financial statements.. For'the years .
ended December 31, 2005, 2004 and.2003, the management fee
charged to the Company’s operating' subsidiaries approximated
the expenses incurred by Charter Holdco and Charter on behalf
of the Company's operating subsidiaries. The credit facilities of -
the Company's operatlng subsidiaries prohibit payments of
management fees in excess of 3.5% of revenues until repayment
of the outstanding mdebtedness In the event any portlon of the
management fee due’ and payable is not paid, it is deferred by .
Charter and accrued as a liability of such subsidiaries. Any
deferred amount of the management fee will bear interest at the,
rate of 10% per year, compounded annually, from the date it
was due and payable until the date it is paid. .

Mr. Allen, the controlhng shareholder of Charter, and a
number of his affiliates have interests in varrous entmes that
provide serv1ces or programmmg to Charters sub31d1ar1es .Given
the divérse nature of Mr. Allen’s investmént actlvmes and -
interests, and to avoid the p0351bxlrty of future dxsputes asto
potential busmess Charter and Charter Holdco ‘under the terms
of their respectrve organlzatronal documents, ‘may not, and may
not allow their subsidiaries t6 engage in any ‘business transacnon
outsrde the cable transmlssmn business except for certain
existing approved investments, Should Charter or Charter
. Holdeo or any of thexr subsrdrarres wish to pursue or allow
their subsidiaries to pursue, a busmess transaction 0utsxde of thls
scope, it must first offer Mr. Allen the opportumty to pursue the
particular business transaction. If he decides not to pursue the
businéss transaction and consents to Charter or 1ts subsidiaries
engaging in the business transaction; they will bé able to do so.
The cable transmission business means the business of transmit-
ting video, audio, mcludmg telephone and data over cable )
systems owned, operated or managed by Charter Charter
Holdco or any of their subsidiaries from time to trme h

M. Allen or his affiliates own or have owned equ1ty
interests or warrants to purchase équity interests in various '
entities with which the Company does business or which
provides it with products, services or progtamming. Among
these entities are TechTV LLC. (“TechTV”) ‘Oxygen Media
Corporation (f Oxygen Media’ ) Digeo, Inc Cl1ck21earn, Inc,
Trail Blazer Inc., Action Sports Cable Network (“Actron '
Sports”) and Mrcrosoft Corporatron In May 2004 “TechTV was
sold to an unfelated third party. Mr. Allen owns 100% of the’
equity of Vulean Ventures Incorporated (“Vulcan Ventures ) and
Vaulcan Inc. and is the president of Vulcan Ventures. M. Jo
Allen Patton is a director and the President and Chief Executlve
Officer of Vulcan Inec. and is a drrector and Vice Presxdent of
Vulcan Ventures. Mr. Lance Conn is Executrve Vice Pre51dent of
Vulean In¢. and Vulcan Ventures. Mr. Savoy wis a vice"

president and a director of Vulcan Ventures- until his resignation
in' September 2003 and he resigned as a director of Charter in
April-2004. The various cable, media, Internet and telephone
companies in which Mr. Allen has invested may mutually
benefit one another. The Company can give no assurance, nor.
should you expect, that any of these business relationships will
be successful, that the Company will realize any benefits from
these ‘relationships or that the Company will enter into any
busmess relatronslnps in the future with Mr. Allen’s affiliated
compames

M. Allen and his affiliates have made, and in the future
likely will make, numerous investments outside of the Company
and its business. The Company cannot assure that, in the event

" that the Company or any of its subsidiaries enter into

transactions in the future with any affiliate of Mr. Allen, such
transactions will be on terms as favorable to the Company as
terms it might have obtained from an unrelated third party.
Also, conﬂ]cts could arise with respect to the allocation of
corporaté opportunities between the Company and Mr. Allen
and his affiliates. The Company has not instituted any formal
plan or arrangement to address potentlal conflicts of interest.

The Company received or receives programming for
broadcast via its cable systems from TechTV (now 'G4), Oxygen
Media and Trail Blazers Inc. The Company pays a fee for the
programmmg service generally based on the number of custom-
ers receiving the service. ‘Such fees for the years ended
December 31, 2005 2004 and 2003 were each less than 1% of
total operating expenses.

Tech TV. The Company received from TechTV programming for
distribution via its cable system pursuant to an affiliation
agreement. The affiliation agreement provided, among other

- things, that TechTV must offer Charter certain terms and

conditions that are no less favorable in the affiliation agreement
than are given to any other distributor that serves the same
number of or fewer TechTV viewing customers. Additionally,
pursuant to the affiliation agreement, the Company was entitled
to incentive payments for channel launches through Decem-
ber 31, 2003.

In March 2004, Charter Holdco ‘entered into agreements -

‘with Vulcan Programming and TechTV, which provide for
(i) Charter Holdco and TechTV to amend the affiliation

agreement’ which, among other things, revises the description of
the TechTV network content, provides for Charter Holdco to

~waive certain claims against TechTV relating to alleged

breaches of the affiliation agreement and provides for TechTV
to make payment of outstanding launch receivables due to
Charter Holdco under the affiliation agreement, (i) Vulcan .,
Programming to pay approximately $10 million and purchase
over a,24-month period, at fair market rates, $2 million of
advertising time across various cable networks on Charter cable
systems in consideration of the agreements, obligations, releases
and, waivers under the agreements and in settlement of the
aforementioned claims and (jii) TechTV to be a provider of
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content relating to technology and video gaming for Charter’s
interactive television platforms through December 31, 2006 v
(exclusive for the first year). For the years ended December 31,
2005 and 2004, the Company recognized approximately $1 mil--
lion and $5 million, respectively, of the Vulcan Programming
payment as an offset to programming expense

0xygen Oxygen Media LLC (* Oxygen”) provrdes programmlng

content aimed-at the female audience for distribution over cable
systems and satellite. On July 22, 2002, Charter Holdco entered
into a carriage agreement with Oxygen whereby the Company

agreed to carry programming content from Oxygen. Under the

carriage agreement, the Company currently makes Oxygen

programming available to approximately 5 million of its video . .

customers. In August 2004, Charter Holdco and Oxygen entered
into agreements that amended and renewed the carriage
agreement. The amendment to the carriage agreement )

(a) revised the number of the Company’s eustomers to which
Oxygen programming must be carried and for which theﬁ '
Company must pay, (b) released Charter Holdco from any =
claims related to the failure to achieve distribution benchmarks '
under the carriage agreement, (e) required Oxygen to make
payment on’ outstanding receivables for launch incentives due to
the Company under the carriage agreement; and (d) requires
that Oxygen provide its programming content to the Company
on economic terms no less favorable than Oxygen provides to
any other cable or satellite operator having, fewer subscribers
than the Company. The renewal of the carriage agreement

(a) extends the period that the Company will carry Oxygen
programming to its customers through January 31, 2008, and.
(b) requires license fees to be paid based on customers receiving
Oxygen programming, rather than for specific customer

benchmarks. For the years ended December 31, 2005,.2004 and -

2003, the Company paid Oxygen approximately $9 million,
$13 million and-$9 million, respectively. In addition, Oxygen
pays the Company launch incentives for customers launched
after the first year of the term of the carriage agreement up.to a
total of $4 million. The Company recorded approximately . -
$0.1 million related to these launch incentives as a reduction of
programming expense for the year ended December 31,2005
and $1 million for each of the years ended December 31, 2004
and 2003, respectively.

In August 2004, Charter Holdco and Oxvgen also amended
the equity issuance agreement to provide for the issuance of
1 million shares of Oxygen Preferred Stock with a liquidation -
preference of'$33.10 per share plus accrued dividends to' Charter
Holdco on February 1, 2005 in place of the $34 million of
unregistered shares of Oxygen Media common stock required
- under the original equity issuance agreement. Oxygen Media
delivered these shares. in March 2005. The preferred stock is
convertible into common stock after December 31, 2007 at a ~
conversion ratio, the numerator of which is the liquidation
preference and the denominator which is the fair market value

per share of Oxygen Media common stock on the conversion
date.

The Company recognized the guaranteed value of the
investment over the life of the carriage agreement as a reduction
of programming expense. For the years ended December 31,
2005, 2004 and 2003, the Company recorded approximately
$2 million,: $13 million, and $9 million, respectively, as a
reduction of programming expense. The carrying value of the
Company’s investment in Oxygen was approximately $33 mil-
lion and $32 million as of December 31, 2005 and 2004,

respectively. -

Digeo, Inc. In March 2001, Charter Ventures and Vulcan
Ventures Incorporated formed DBroadband Holdings, LLC for
the sole purpose of purchasing equity interests in Digeo. In
corinection with the execution of the broadband carriage
agreement, DBroadband Holdings, LLC purchased an equity
interest in Digeo funded by contributions from Vulcan Ventures
Incorporated The equity interest is subject to a priority return
of capital to Vulcan Ventures up to the amount contributed by
Vulcan Ventures on Charter Ventures' behalf. After Vulcan
Ventures recovers its amount contributed and any cumulative
loss allocations, Charter Ventures has a 100% profit interest in
DBroadband Holdings, LLC. Charter Ventures is not required to
make any capital contributions, including capital calls to Dlgeo
DBroadband Holdlngs, LLC is therefore not included in the
Company’s consolidated financial statements. Pursuant to an
amended version of this arrangement, in 2003, Vulcan Ventures
contributed a total of $29 million to Digeo, $7 million of whrch
was contributed on Charter Ventures' behalf, subject to Vulcan
Ventures’ aforementioned priority return. Since the formation of
DBroadband Holdmgs, 'LLC, Vulcan Ventures has contributed
approximately $56 million on Charter Ventures’ behalf.

On September 27, 2001, Charter and Digeo Interactive
amended the broadband carriage agreement. According to the
amendment, Digeo Interactive would provide to Charter the
content for enhanced “Wink” interactive television services,
known as Charter Interactive Channels (“i-channels™). In order
to provide the i-channels, Digeo Interactive sublicensed certain
Wink technologies to Charter. Charter is entitled to share in the
revenues generated by the i-channels. Currently, the Company’s
digital video customers who receive 1-channels receive the
service at no additional charge.”

On September 28, 2002, Charter entered into a second
amendment to its broadband carriage agreement with Digeo .
Interactive. This amendment superseded the amendment of
September 27, 2001. It provided for the development by Digeo
Interactive of future features to be included in the Basic i-TV
service to be provided by Digeo and for Digeo’s development of
an interactive “toolkit” to enable Charter to develop interactive
local content. Furthermore, Charter could request that Digeo ‘
Interactive manage local content for a fee. The amendment

-provided for ‘Ch‘arter to pay for development of the Basic i-TV

service as well as license fees for customers who would receive
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the service, and for Charter-and Digeo to split certain revenues
earned from the service. The Company paid Digeo Interactive -
approximately $3 million, $3 million and $4 million for the years
ended December 31, 2005, 2004 and 2003, respectively, for

customized developmerit of the i-channels and the local content
tool kit. This amendment expired pursuant to its terms on
December 31, 2003. Digeo Interactive is continuing to provide
the Basic i-TV service on a month-to-month basis.

On June 30, 2003, Charter Holdco entered into an
agreement with Motorola, Inc. for the purchase of 100,000 -
digital video recorder (“DVR’™) units. The software for these
DVR units is being supplied by Digeo Interactive, LLC under a
license agreement entered into in April 2004. Under the license
agreement Digeo Interactive granted to Charter Holdco the
right to use Digeo’s proprietary software for the number. of
DVR units that Charter deployed from a maximum of 10
headends through year<end 2004. This maximum number of
headends restriction was expanded and eventually eliminated
through successive agreement amendments and the date. for
entering into license agreements for units deployed was
extended. The license granted for each unit deployed under the
agreement is valid for five years. In addition, Charter will pay
certain other fees including a per-headend license fee and
maintenance fees. Maximum license and rilaintenance fees
during the term of the agreement are expected to be approxi-
mately $7 million. The agreement provides that Charter is _
entitled to receive contract terms, considered on the whole, and
license fees, considered apart from other contract terms, no less
favorable than those accorded to any other Digeo customer.
Charter paid approximately $1 million in llcense and mamte-
nance fees in 2005.

In April 2004, the Company. launched DVR service using
units containing the Digeo software in its Rochester, Minnesota
market using a broadband media center that is an integrated set-
top terminal with a cable converter, DVR hard drive and
connectivity to other consumer electronics devices (sucli as
stereos, MP3 players, and digital cameras).

In May 2004, Charter Holdco entered into a binding term
sheet with Digeo Interactive for the development testing and
purchase of 70,000 Digeo PowerKey DVR units. The term sheet
provided that the parties would proceed in good faith to
negotiate, prior to year-end 2004, definitive agreements for the
development, testing and purchase of the DVR units and that
the parties would enter into a license agreement for Digeo’s
proprietary software on terms substantially similar to the terms
of the license agreement described above. In November 2004,
Charter Holdco and Digeo Interactive executed the license
agreement and in December 2004, the parties executed the
purchase agreement, each on terms substantially similar to the
binding term sheet. Product development and testing has been
completed. Total purchase priee and license and maintenance
fees during the term of the definitive agreements are expected to
be approximately $41 million. The definitive agreements are
terminable at no penalty to Charter in certain circumstances.

Charter paid approximately $10 million and $1 million for the
years ended December 31,2005 and 2004, respectively, in.
capital purchases under this agreement.

CC VIll. As part of the acqmsmon of the cable systems owned by
Bresnan Communications Company Limited Partnership in

‘February 2000, CC VII[, LLC, Charter's indirect limited liability

company subsxdlary, issued, after adjustments, 24,273,943

Class A preferred membersh1p units (collectively, the “CC VIII
interest”) with a value and an mmal capital account of
approximately $630 million to certain sellers affiliated with
AT&T Broadband, subsequently owned by Comcast Corpora-
tion (the “Comcast sellers™). Mr. Allen granted ‘the Comcast
sellers the right to sell to him the CC VIII interest for
approximately $630 million plus 4.5% interest annually from
February 2000 (the “Comecast put right”). In April 2002, the
Comcast sellers exercised the Comeast put right in full, and this
transaction was consummated on June 6, 2003. Accordingly,
Mr. Allen has become the holder of the CC VIII interest,
indirectly through an affiliate. In the event of a liquidation of ‘
CC VIIL, Mr. Allen would be entitled to a priority distribution
with respect to a 2% przonty return (which will continue to
accrete). Any rema.lmng distributions in l1qu1dat10n would be
distributed to CC V Holdings, LLC and Mr. Allen in proportion
to CC V Holdings, LLC’s capital account and Mr. Allen’s capital
account (which will equal the initial capital account of the
Comcast sellers of approximately $630 million, increased or
decreased by Mr. Allen’s pro rata share of CC VIII's profits or -
losses (as computed for capital account purposee) after June 6,
2003). ' '

An issue arose as to whether the documentation for the
Bresnan transaction was correct and complete with regard to
the ultimate ownership of the CC VIII interest following
consummation of the Comcast put right. Thereafter, the board

" of directors of Charter formed a Special Committee of indepen-

dent directors to investigate the matter and take any other
appropriate action on behalf of Charter with respect to this
matter. After conducting an investigation of the relevant facts
and circumstances, the Special Committee determined that a
“scrivener’s error” had occurred in Februal'y 2000 in connection
with the preparation of the last-minute revisions to the Bresnan
transaction documents and that, as a result, Charter should seek
the reformation of the Charter Holdco limited liability company
agreement, or alternative relief, in order to restore and ensure
the obligation that the CC VIII interest be automatically
exchanged for Charter Holdco units. The Special Committee
further determined that, as part of such contract reformation or
alternative relief, Mr. Allen should be required to contribute the
CC VIII interest to Charter Holdco in exchange for 24,273,943
Charter Holdco membership units. The Special Committee also
recommended to the board of directors of Charter that, to the

- extent the contract reformation is achieved, the board of

directors should consider whether the CC VIII interest should
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ultimately be held by Charter Holdco or Charter Holdings or .
another entity owned directly or indirectly by them. .
Mr. Allen disagreed with the Special Committee’s determi-
nations described above and so notified the Special Committee.
Mr. Allen contended that the transaction was accurately
reflected in the transactron documentatron and. contemporane-
ous ‘and subsequent company. public disclosures. The Special
Committee and Mr. Allen determined to ut1llze the Delaware
Court of Chancery’s program for mediation of complex busmess
disputes in an effort to resolve the CC' VIII interest d1spute )
As of October 31, 2005, Mr. Allen, the Special Committee,
Charter, Charter Holdco and certain of their affiliates, agreed to
.settle the drspute and execute certain permanent and 1rrevocable
releases pursuant to the Settlement Agreement and Mutual
Release agreement dated October 31, 2005 (the “Settlement”).
Pursuant to the Settlement, CII has retained 30% of its CC VIII

interest (the “Remarnrng Interests ). The Remammg Interests are

subject to certain drag along, tag along and transfer restrlctrons
as detailed in the revised CC VIII Limited Lrabrhty Company
Agreement. CII transferred the other 70% of the CC VIII .
interest directly and mdxrectly, through Charter Holdco, toa
newly formed entity, CCHC (a direct subsrd1ary of Charter
Holdco and the direct parent of Charter Holdings). Of the 70%
of the CC VIII preferred mterests 7.4% has been transferred by
CII to CCHC for a subordlnated exchangeable note w1th an
initial accreted value of $48 million, accreting at 14%, com-
pounded quarterly, with a 15- -year maturity (the “Note”). The .
remaining 62.6% has been transferred by CII to Charter Holdco,
in accordance with the terms of the settlement for no additional
monetary consideration. Charter Holdco contnbuted the 62.6%
interest to CCHC. l

As part of the Settlement, CC VIII issued approxunately
49 mrlhon additional Class B units to CC V in con51derat10n for
prior caprtal contrrbutrons to CC VIl by CCV, wrth respect to
transactions that were unrelated to the d1spute in connection
with CIT’s membershlp units in CC VIIL As a result Mr. Allen s
pro rata share of the profits and losses of CC VIII attnbutable to
the Remarnlng Interests is approxrmately 5.6%.

. The Note is exchangeable, at CIl’s optron, at any trme for
Charter Holdco Class A Common units at a rate equal to the
then accreted value, drvrded by $2.00 (the “Exchange Rate”)

e

Customary anti-dilution protections have been provided.that
could cause future changes to the Exchange Rate. Additionally, -
the Charter Holdco Class A Common units received will be - .
exchangeable by the holder into Charter common stock in
accordance with existing-agreéments between CII, Charter and
certain other parties signatory thereto. Beginning February 28;
2009, if the closing price of Charter comimon stock is at or
above the Exchange Rate for a certain period of time as
specified in.the Exchange Agreement, Charter Holdco may-
require thé exchange of.the Note for Charter Holdco Class A .
Common units at the Exchange Rate. -

CCHC has-the right to redeem the Note under certain,
circumstances, for cash in an amount 'equal to the then accreted.
value, such amount, if redeemed prior to February 28, 2009,
would alsoinclude a make whole up to the-accreted value
through February 28, 2009. CCHC must redeem the Note at its
maturity for cash in an amount equal to the initial stated value
plus the dccreted return through maturity.

The Board of Directors has determined that the transferred
CC VIII interests remain at CCHC.

Helicon. In 1999, the Company purchased the Helicon cable
systems. As part of that purchase, Mr. Allen entered into a put
agreement Wrth a certain seller of the Helicon cable systems that
received a portion of the purchase price in the form of a
preferred membership interest in Charter Hehcon LLC with a
redemptlon price of $25 million plus accrued interest. Under the
Helicon put agreement, such holder had the right to sell any or
all of the interest to Mr. Allen prior to its mandatory
redemption in cash on July 30, 2009. On August 31, 2005, 40%
of the preferred membershlp interest was put to Mr. Allen. The
remaining 60% of the preferred interest in Charter Helicon, LLC
remained subJect to the put to Mr. Allen. Such preferred interest
was recorded in other long-term liabilities. On October 6, 2005,
Charter Helicon, LLC redeemed all of the preferred member-
ship interest for the redemptron price of $25 million plus
accrued interest. ‘

Certain related parties, including members of the board of
directors and officers, hold interests in the Company’s senior
convertible debt and senior notes and discount notes of the
Company s subsidiary of approximately $60 million of face, value
at December 31, 2005.
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26. Commitments and Contingencies

Commitments

The following table summarizes the éonipalr"ly’s payment obligations as of December.31, 2005 for its contractual obligations.

Total 2008 2007 2008 2008 2010 Thereafter

Contractual Obligations

Operating and Capital Lease Obllgatlons
Progra.mmmg Mmlmum Commitments® '
Other® K . ' v

$ 94 $20 $15 $12 - 810 $13 $24
1,253 342 3712 306 233 - -
301 146 49 21 21 21 43

Total

$1,648 $508 $436 $339 $264 $34 $67

® The Company leases certain facilities and equipment under noncancelable operating leases. Leases and rental.costs charged to expense for the years ended December 31,

2005, 2004 and 2003, were $23 million, $23 million and $30 million, respectively.

@ The Company pays programming fees under multi-year contracts ranging from three to ten years typically based on a flat fee per customer, which may be fixed for the
term or may in some cases, escalate over the term. Programming costs included'in the accompanying statement of operations were $1.4 billion, $1.3 billion and
$1.2 billion for the years ended December 31, 2005, 2004 and 2003, respectively. Certain of the Company’s programming agreements, are based on a flat fee per month or
have guaranteed minimum payments. The table sets forth the aggregate guaranteed minimum commitments under the Company’s programming contracts.
“‘Other” represents other guaranteed minimum comrmtments whlch consist primarily of commitments to the Companys billing services vendors.

The following items are not mcluded‘m the contractual .
obligation table due to various factors discussed below. How-
ever, the Company incurs these costs as part of its eperations:

© The Company also rents utility poles used in its operafioris.
Generally, pole rentals ate cancelable on short noticé, but
the Company anticipates that such rentals Wwill recur. Rent
expense incurred for pole rental attachments for the years
ended December 31, 2005, 2004 and 2003, was $46 million,
$43 ‘million and $40 million, respective.ly. '

¢. The Company pays franchise fees under multi-year
.franchise agreements based on a percentage of revenues
earned from video service per year. The Company also
pays other franchise related costs, such as public education
grants under multi-year agreements. Franchlse fees and
other franchise-related costs included in the accompanying
statement of operations were $170 milli ion, $164 million and
$162 million for the years ended December 31 2005, 2003
and 2002, respectively. . "

o . The Company also has $165 million'in letters of credit,
primarily to its varioiis worker’s compensation, property
casualty and general liability carriers as collateral for
reimbursement of claims. These lettérs of credit reduce the’
amount the Company may borrow under its credit facilities.

Litigation

Securities CIass Actlons and Derlvatlve Smts ,
In 2002 and 2003, the Company had a series of lawsuits filed
against Charter and certain of its former and present officers and
directors (collectively the “Actions”). In general, the. lawsuits
alleged that Charter utilized misleading accountmg practices and
failed to disclose these accounting practices and/or issued false
and misleading financial statements and press releases concern-
ing Charter’s operations and prospects.

Charter and the individual defendants entered into a
Memorandum of Understanding on August 5, 2004 setting forth

agreements in prlnc1ple regardmg settlement of the Actions.
Charter and various other defendants in those actions subse- -
quently entered into Stipulations of Settlement dated as of
January 24, 2005, setting forth a settlement of the Actions in a
manner. consistent with the terms of the Memorandum of
Understanding. On June 30, 2005, the Court issued its final
approval of the settlements. At the end of September 2005, after
the period for appeals of the settlements expired, Stipulations of
Dismissal were filed with the Eighth Circuit Court of Appeals
resulting in the dismissal of the two appeals with prejudice.
Procedurally therefore, the settlements are final.

As amended, the Stipulations of Settlement provided that,
in exchange for a release of all claims by plaintiffs against
Charter and its former and present officers and directors named
in the Actions, Charter would pay to the plaintiffs a combina-
tion: of cash and equity collectively valued at $144 million,
which was to include the fees and expenses of plaintiffs’ counsel.
Of this amount, $64 million was to be paid in cash (by Charter’s
insurance carriers) and the $80 million balance was to be paid in
shares of Charter Class A common stock having an aggregate
value of $40 million and ten-year warrants to purchase shares of
Charter Class A common stock having an aggregate warrant
value of $40 million, with such values in each case being
determined pursuant to formulas set forth in the Stipulations of
Settlement. However, Charter had the right, in. its sole discre-
tion, to substitute cash for some or all of the aforementioned
securities on a dollar for dollar basis. Pursuant to that right,
Charter elected to fund the $80 million obligation with
13.4 million shares of Charter Class A common stock (having
an aggregate value of approximately $15 million pursuant to the
formula set forth in the Stipulations of Settlement) with the
remaining balance (less an agreed upon $2 million discount in
respect of that portion allocable to plaintiffs’ attorneys’ fees) to
be paid in cash. In addition, Charter had agreed to issue
additional shares of its Class A common stock to its insurance
carrier having an aggregate value of $5 million; however, by
agreement with its carrier, Charter paid $4.5 million in cash in
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lieu of issuing such shares. As a result in 2004, the Company
recorded a $149 million litigation liability within other long-term
liabilities and a $64 million insurance receivable as part of other
non-current assets on its consolidated balance sheet and an

$85 million special charge on its consolidated statement of
operations. Charter delivered the settlement consideration to the
claims administrator on July 8, 2005, and it was held in escrow
pending resolution of the appeals. Those appeals are now
resolved. '

In October 2001 and 2002, two class action lawsuits were
filed against Charter alleging that Charter Holdco improperly
charged them a wire maintenance fee without request or
permission. They also claimed that Charter Holdco improperly
required them to rent analog and/or digital set-top terminals
even though their television'sets were “cable ready.” In April
2004, the parties participated in a mediation which resulted in
settlement of the lawsuits. As a result of the settlement, we
recorded a special charge of $9 million in our consolidated
statement of operations in 2004. In December 2004 the court
entered a written order formally approving that settlement.

Furthermore, Charter is also party to, other lawsuits and
claims that arose in the ordinary course of conducting its
business. In the opinion of management, after taking into
account recorded liabilities, the outcome of these other lawsuits
and claims are not expected to have a material adverse effect on
the Company’s consolidated financial condition, results of
operations or its liquidity.

Regulation in the Cahle Industry

The operation of a cable systemn is extensively regulated by the
Federal Communications Commission (“FCC”), some state
governments and most local governments. The FCC has the
authority to enforce its regulations through the imposition of
substantial fines, the issuance of cease and desist orders and/or
the imposition of other administrative sanctions, such as the
revocation of FCC licenses needed to operate certain transmis-
sion facilities used in connection with cable operations. The
1996 Telecom Act altered the regulatory structure governing the
nation’s communications providers. It removed barriers to
competition in both the cable television market and the local

- telephone market. Among other things, it reduced the scope of
cable rate regulation and encouraged additional competition in
the video programming industry by allowing local telephone
companies to provide video programming in thelr own tele-
phone service areas.

Future legislative and regulatory changes could adversely
affect the Company’s operations, including, without limitation,
additional regulatory requirements the Company may be
required to comply with as it offers new services such as
telephone. :

21.  EMPLOYEE BENEFIT PLAN

The Company’s employees may participate in the Charter- .
Communications, Inc. 401(k) Plan. Employees that qualify for .
participation can contribute up to 50% of their salary, on a pre-
tax basis, subject to a maximum contribution limit as determined
by the Internal Revenue Service. The Company matches 50% of
the first 5% of participant contributions. The Company made
contributions to the 401(k) plan totaling $6 million, $7 million
and $7 million for the years ended December. 31, 2005 2004
and 2003, respectively.

28. RECENTLY ISSUED ACCOUNTING STANDARDS o RS

In November 2004, the FASB issued SFAS No. 153, Exchanges of
Non-monetary Assets — An Amendment of APB No. 29. This
statement eliminates the exception to fair value for exchanges of
similar productive assets and replaces it with a general exception
for exchange transactions that do not have commercial sub-"
stance — that is, transactions that are not expected to result in
significant changes in the cash flows of the reporting entity. We
adopted this pronouncement effective April 1, 2005. The
exchange transaction discussed in Note 3 was accounted for
under this standard.

In December 2004, the FASB 1ssued the rev1sed ‘

SFAS No. 123, Share - Based Payment, which addresses the
accounting for share-based payment transactions in which a
company receives employee services in exchange for (a) equity
instruments of that company or (b) liabilities that are based on
the fair value of the company’s equity instruments or that may
be settled by the issuance of such equity instruments. This
statement will be effective for the Company beginning Janu-
ary 1,2006. Because Charter adopted the fair value recognition
provisions of SFAS No. 123 on January 1, 2003, the Company
does not expect this revised standard to have a material impact
on its financial statements.

In March 2005, the FASB issued FIN No. 47, z‘!cmwzlz}zg Jor
Condstional Asset Retirement Obligations.- This interpretation clari-
fies that the term “conditional asset retirement obligation” as
used in FASB Statement No. 143, Accounting for Asset Retirement
Obligations, refers to a legal obligation to perform an asset
retirement activity in which the timing and/or method of
settlement are conditional on a future event that may or may
not be within the control of the entity. This pronouncement is
effective for fiscal years ending after December 15, 2005. The
adoption of this interpretation did not have a material impact
on our financial statements. ' ' .

Charter does not believe that any other recently issued, but
not yet effective ac¢ounting pronouncements, if adopted, would
have a material effect on the Company s accompanying ﬁnancm]
statements.

F-42




CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

2005 FORM 10-K

Notes to Consolidated Financial Statements (continued)

29, Parent Company Only Financial Statements

As the result of limitations on, and prohibitions of, distributions,
substantially all of the net assets of the consolidated subsidiaries
are restricted from distribution to Charter, the parent company.
The following condensed parent-only financial statements of
Charter account for the investment in Charter Holdco under the
equity method of accounting, The financial statements should be
read in conjunction with the consolidated financial statements of
the Company and notes thereto.

Charter Communicatiohs, Inc. (Parent Company Only)
CONDENSED BALANCE SHEETS

;- December 31,
2005 2004
Assets

Cash and cash equivalents 4. — $ —
Receivable from related party 9 20
Notes receivable from Charter Holdco 886 . 1,073
Total assets . ' $ 895 $ 1,093

Liabilities and Shareholders’ Deficit o
Current liabilities $ 20 %8 20
Convertible notes 863 990
Deferred income. taxes 13 6
Losses in excess of investment 4,814 4,406
Other long term liabilities ] 22
Preferred stock — redeemable 4 55
Shareholders’ deficit | (4,920)  (4,406)
§ 895 $1,093

Total liabilities and shareholders’ deficit

CONDENSED STATEMENTS OF OPERATIONS

Year ‘Ended December 31,

2005 2004 2003
Revenues ,
Interest income $ 16 $ 52 % 69
Management fees 35 15 11
Total revenues M 67 80
Expenses _ ‘
Equity in losses of Charter Holdco (868)  (4.488) (359)
General and administrative expenses (35) (14) (11)
Interest expense : (13) (49). (65
Total expenses (973) (4,551) (435)
Net loss before income taxes (862) (4,484)  (355)
Income tax (expense) benefit (105) 143 117
Net loss (967)  (4,341) . (238)
Dividend on preferred equity (3) 4) 4
Net loss after preferred dividends $(970) $(4,345) $(242)
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CONDENSED STATEMENTS OF CASH FLOWS | . ‘ o

Year Ended December 31,

2005 2004 2003
Cash Flows from Operating Activities:
Net loss after preferred dividends ‘ : . ‘ ‘ $(970) $(4,345) $(242)
Equity in losses of Charter Holdco o .. 8% 4488 359
Changes in operating assets and liabilities ' o L .- I ()
Deferred income taxes Co ‘ . ‘ . 108 (143) (117
Net cash flows from operating activities ‘ . —. OIC)
Cash Flows from Investing Activities: - , ' ‘
Receivables from Charter Holdco o ) — (863 —
Payments from Charter Holdco ‘ o132 588 - —
" Investment in Charter Holdco — (2) —_
Net cash flows from investing activities _ ‘ B 132 . (277) —
Cash Flows from Financing Activities
Issuance of convertible notes ‘ : , T T— 7863 —
Paydown of convertible notes ‘ ) {132) (588)" —
Net proceeds from issuance of common stock : : —_ 2 —
Net cash flows from financing activities . - S : ) . .. (132) 277 . —
Net Decrease in Cash and Cash Equivalents . : 2 = (%)
Cash and Cash Equivalents, beginning of year — 1 10
Cash and Cash Equivalents, end of year ‘ ' : . $ — § — § 1

30. UNAUDITED QUARTERLY FINANCIAL DATA

The foUowiﬁg table presents quarterly data for the periods presented on the consolidated statements of operations: °

Year Ended December 31, 2005

First Quarter Second Quarter Third Quarter Fourth Quarter

Revenues $ 121§ 1328 § - 1318°% -+ 1342
Income from operations ' 51 110 63 119
Income (loss) before minority interest and income taxes (334) (321) 108 (3086}
Net income (loss) applicable to common stock {353) (356) 75 (336)
~ Basic income (loss) per common share ‘ (1.16) (1.18) 0.24 ©(1.08)
Diluted income (loss) per common share . (1.16) (1.18) 0.09 ©(1.08)
Weighted-average shares outstanding, basic- . 303,308,880 303,620,347 . 316,214,740 311,212,233
Weighted-average shares outstanding, diluted ‘ 303,308,880 303,620,341 1,012,591,842 . - 317,272,233
i Year Ended Decembér 31, 2004

) First Quarter Second Quarter Thied Quarter . Fourth Quarter

Revenues $ 1214 § 1239 % 1,248 § 1276
Income (loss) from operations 175 : 15 (2,344) .. 108
. Loss before minority. interest and income taxes ‘ (235) C(366) 2,776y (321)
Net loss applicable to common stock : 294) (416) (3,295) ©(340)
Basic and diluted loss per common share = - (1.00) (1.39) (1089 - (1.12)
Weighted-average shares outstanding, basic and diluted 295,106,077 300,522,815 302,604,978 302,934,348
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31.  SUBSEQUENT EVENTS

In February 2006, the Company signed two separate definitive
agreements to sell certain cable television systems serving a total
of approximately 316,000 analog video customers in West
Virginia, Virginia, [llinois and Kentucky for a total of
approximately $896 million. The closings of these transactions
are expected to occur in the third quarter of 2006. Under the
terms of the Bridge Loan, bridge availability will be reduced by
the proceeds of asset sales.
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Financial Summary

(doliars in millions)

Year Ended December 31, ‘ ‘ 2005 2004
Revenues ‘ $ 5,254 $ 4,977
Adjusted EBITDA $ 1,927 § 1,926
Un-levered free cash flow ‘ . $ 839 $ 1,002
Free cash flow ‘ ' $ (696) $ (344)
Total assets $ 16,431 $ 17,673
Long-term debt $ 19,388 % 19,464
Capital expenditures ‘ $ 1,088 $ 924
Class A & B E:ommon shares outstanding *© . ‘ 416,254,671 305,253,770
Employees ‘ o | 17,200 15,500
Unaudited Reconciliation of Non-GAAP Measurésto GAAP Measures:
(doflars in millions) .
Year Ended December 31, 2005 2004
Revenues ‘ ‘ ‘ $ 5254 $ 4,977
Less: Operating costs and expenses ) ‘
Programming costs ' o : ' (1,417) (1,319)
Service ' (775) (663)
Advertising sales ' | (101) (98)
General and administrative . ‘ (889) (845)
Marketing ‘ R . o (145) ‘ (122)
Operating costs and expenses . E o (3,327) (3,051)
Adjusted EBITDA ‘ ’ _ 1,927 1,926
Less: Purchases of property, plant and equipment ' (1,088) (924)
Un-levered free cash flow ' ‘ 839 1,002
Less: Interest on cash pay obligations (1.535). (1,346)
Free cash flow ‘ ‘ , (696) (344)
Purchase of property, plant and equipment _ o ‘ 1,088 , 924
Special charges, net ’ (7) (19)
Other, net . e (12) (21)
Change in operating assets and liabilities ‘ C(113) (68)
Net cash flows from operating activities $ 260 $ 472

Use of Non-GAAP Financial Metrics

Charter Communications, Inc. (the Company) uses certain measures that are nat defined by GAAP {Generally Accepted Accounting Principles) to evaluate various aspects of its business. Adjusted EBITDA, -.un-levered free cash flow
and free cash flow are non-GAAP financial measures and shoutd be considered in addition to, not as a substitute for, net cash flows from aperating activities reported in accordance with GAAP. Thase terms as defined by Charter may
not be comparable to similarly titled measures used by other companies. )

Adjusted EBITDA is defined as income from operations before special charges, non-cash depreciation and amartization, gain/loss on sale of assets, option compensation expense, unfaverable cantracts and other settlements,
and impairment of franchises. As such, it eliminates the significant non-cash depreciation and amortization expense that results from the capital intensive nature of our businesses and intangible assets recognized in business
combinations as well as other non-cash of nen-recurring items, and is unaffacted by our capital structure or investment activities. Adjusted EBITDA is a liquidity measure used by Company management and the Board of Directors to
measure our ability to fund operations and our financing obigations. For this reason, it is a significant component of Charter's annual incentive compensation program. However, this measure is limited in that it does not reflect the
periodic costs of certain capitalized tangible and intangible assets used in generating revenugs and the cash cost of financing for the Company. Company management evaluates these costs through other financial measures.

Un-teverad fres cash flow is defined as adjusted EBITDA less purchases of property, plant and equipment. We helieve this is an impartant measure as it takes into account the perind costs associated with capitat expenditures
used to upgrade, extend and maintain our plant without regard to our leverage structure. : ' ' )

Free cash flow is defined as un-levered free cash flow léss interest on cash pay obligations. It can also be computed as net cash flows from operating activities, less capital expenditures and cash special charges, adjusted for
the change in operating assets and liabilties, net of dispositions. As such, it is unaffected by fluctuations in working capital levels from period to period. )

The Company believes that adjusted EBITDA, un-levered free cash flow and free cash flow provide information useful to investors in assessing our ability to service our debt, fund operations, and make additional investments with
internally generater funds. In additien, adjusted EBITDA generally correlates to the levarage ratio calculation under the Company’s credit facilities or autstanding nates to determine compliance with the covenants cantained in the facili-
ties and notes (all such documents have been previously filed with the United States Securities and Exchange Commission). Adjusted EBITDA is reduced for management fees in the amounts of $123 million and $87 million for the years
ended December 31, 2005 and 2004, respectively, which amounts are added‘ back for the purposes of calculating compliance with leverage covenants. As of December 31, 2005, Charter and its subsidiaries were in comphiance with
their debt covenants.
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Stockhoider Information

Common Stock information Corporate Headquarters
Charter Communications, Inc. Class A common stock is traded Charter Communications, Inc.
on the Nasdag National Market under the symbol CHTR. Charter Charter Plaza

has not paid stock or cash dividends on any of its common stock, 12405 Powerscourt Drive
and we do not intend to pay cash dividends on common stock St. Louis, MO 63131-3674
for the foreseeable future. Except for the cash dividends on 314.965.0555

‘preferred stock that may be paid from time to time, we intend www.charter.com

to retain future earnings, if any, to finance our business. ) . .
& Y . Charter's Web site contains an Investor Center that offers

financial information, including stock data, press releases,

Market Information -
access to quarterly conference calls and SEC filings. You

2005 Hi,gh‘. ’ L°W<« _ may request a shareholder kit, including the recent financial
1st Quarter  $2.30 _ %$1 35. " information, through the site. You may subscribe for e-mail
2nd Quarter i 1.53 iy 8.90 4 \%_alerts for all press releases and SEC filings through the site
3rd Quarter Li4 - aé well. The site also offers information on Charter's vision,
4th Quarter >, 112 © - produtts and services, and management team.
2004 - High, Low- Invester Relations
1st Quarter 1 $5.43 _ $3.99 Shareholder requests may be directed to Investor
2nd Quarter 470 . 3.6l Relations at our corporate headquarters via e-mail
3rd Quarter 3.90 2.61 at investor@chartercom.com or via telephone
4th Quarter 3.01 2.03 at 314.543.2459.
Annual Meeting of Stockholders Transfer Agent and Registrar
August 29, 2006, 10 a.m. (Pacific Time) Questions related to stock transfers, lost certificates
Hyatt Regency Bellevue or account changes should be directed to:
900 Bellevue Way NE Mellon Investor Services LLC
Bellevue, WA 98004-4272 480 Washington Boulevard

Jersey City, NJ 07310-1900
Form 10-K 866.245.6077
Form 10-K, filed annually with the Securities and www.melloninvestor.com/isd
Exchange Commission (SEC), is available without
charge (without exhibits) by accessing our Web site at independent Registered Public Accounting Firm
www.charter.com or by contacting nvestor Refations. KPMG LLP

Trademarks

Trademark terms that belong to Charter and its affiliates
are marked by ® or TM at their first use in this report,
The ® symbol indicates that the trademark is registered
in the U.S. Patent and Trademark Office. The TM symbol
indicates that the mark is being used as a common law
trademark and applications for registration of common
law trademarks may have been filed.
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