CBS CORPORATION
61 WEST 62 STREET .
NEW YORK, NEW YORK 10019-6188

{212) 8754915 .«
FAX: (212) 597-4031

LOUIS J. BRISKMAN
EXECUTIVE VICE PRESIDENT
AND GENERAL COUNSEL

February 14, 2000

Mr. Samuel J. Collins, Director
Office of Nuclear Reactor Regulation
U.S. Nuclear Regulatory Commission
Washington, D.C. 20555-0001

Subject: Application For Transfer and Amendment of License Number TR-2, Docket
Number 50-022
" Dear Mr. Collins:

CBS Corporation (“CBS”) hereby submits the enclosed Application for a Transfer and
Amendment (the “ Application”) to the possession only license for Test Reactor License
Number TR-2, Docket Number 50-022 (the “TR-2 License™) to transfer the license from CBS
Corporation to Viacom Inc. (“Viacom”). The proposed amendment to the TR-2 license is
Exhibit H of the attached Application. '

On March 22, 1999, CBS (formerly Westinghouse Electric Company) completed the sale (with
certain exceptions) of its commercial nuclear business to BNFL Nuclear Services, Inc.
(“BNFL”). As part of that sale, the majority of the existing nuclear licenses for CBS’s
nuclear facilities were transferred to Westinghouse Electric Company LLC, a newly formed
subsidiary of BNFL. However, the Westinghouse Test Reactor facility located at Waltz Mill,
Pennsylvania (“the WTR facility”) and the associated TR-2 License were retained by CBS and
not transferred as part of the sale transaction. CBS also retained the responsibility to
decommission the facility and terminate the license in accordance with the “Decommissioning
Plan” that had been submitted for review and approval by the NRC. At the time of the sale
transaction with BNFL, CBS obtained from the U.S. Nuclear Regulatory Commission
(“NRC”) a license amendment for the TR-2 license to change the name of the licensee to
“CBS Corporation.”

CBS has entered into an Agreement and Plan of Merger with Viacom and Viacom/CBS LLC
(“Viacom/CBS LLC), dated as of September 6, 1999, as amended and restated as of October
8, 1999 and as of November 23, 1999 (the “Merger Agreement”), under which CBS will
merge with and into Viacom (the “Merger”). The shareholders of each of CBS and Viacom
have approved the merger, which is expected to be effective near the end of the first quarter of
2000. The existing TR-2 License held by CBS will be transferred to and retained by the
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Mr. Samuel J. Collins, Director
Office of Nuclear Reactor Regulation
February 14, 2000

merged entity, and the merged entity will have responsibility to decommission the faculty and
terminate the license.

Certain information supporting the Application is not yet available. Any such information will
be provided as soon as it becomes available prior to the contemplated closing date for the
Merger (the “Closing Date”).

Under certain circumstances specified in the Merger Agreement, CBS would merge with and
into Viacom/CBS LLC, a wholly owned subsidiary of Viacom, rather than merging with and
into Viacom. The merger of CBS into Viacom/CBS LLC will occur only if guidance is
received from the Internal Revenue Service or another appropriate governmental authority that
the merge of CBS into Viacom/CBS LLC will not adversely affect the tax treatment of the
merger and if the merger would not result in an adverse tax effect to Viacom, CBS or their
respective shareholders. If the merger will be of CBS with and into Viacom/CBS LLC rather
than Viacom, the NRC will be notified and information relating to Viacom/CBS LLC will be
provided.

The enclosed Application demonstrates that the proposed transfer will not involve any change
in the operating organization, location, facilities, equipment, or procedures related to or
personnel responsible for the licensed activities under the license covered by this request.
Viacom will meet all requirements for a NRC licensee, including financial and technical
qualifications. Viacom will agree to abide by all existing commitments, obligations, and
representations made to the NRC prior to the transfer, as well as all of the terms and
conditions of the license. The existing financial assurance mechanism for decommissioning
will remain in effect.

Closing of the Merger involves review or approval of other regulatory agencies in addition to
the NRC. Therefore, CBS requests the NRC to make the transfer and amendment effective as
of the Closing Date of the Merger. CBS will keep the NRC informed of progress in obtaining
other approvals, the timetable for closing the Merger and the Closing Date.

The fee for this request for license amendment is subject to full cost recovery of the review.
Viacom will pay the fee upon billing by the NRC in accordance with 10 CFR Section 170.12.

Please place the individuals on the attached list to the service list for correspondence related to
the enclosed Application.



Mr. Samuel J. Collins, Director
Office of Nuclear Reactor Regulation
February 14, 2000

If you have any question concerning this Application, please contact Barton Z. Cowan, Esq. at
(412) 566-6029, fax (412) 566-6099, E-mail: bzc@escm.com.

Very truly yours,

Y

ExecutiveWice President and General Counsel
LIB/cdt

Enclosure

cc:  Richard K. Smith, Director

Environmental Remediation,
'CBS Corporation



COMMONWEALTH OF PENNSYLVANIA )

) SS:
COUNTY OF ALLEGHENY )

| Before me, the undersigned notary public, this day personally appeared Louis J. Briskman,
Executive Vice President and General Counsel, CBS Corporation, 51 West 52™ Street New

York, NY 10019 to me known, who being duly sworn according to law, deposes and says:
that the statements in this letter and the Application attached to this letter are correct and

accurate to the best of his knowledge.

Wgnaturf’}f affiant

Subscribed and sworn to before me this
24h day of February, 2000

Notary Publjic ~
Notarial Seal = "
ary Lou Bonuito, Nota Publlc —~
Plnsbur h, Alle -~
MyCommissaon Expl res ril 24 2000 .

ember, Pennsylvania Association of Notaries



Service List

Louis J. Briskman, Esq. 1
Executive Vice President and General Counsel
CBS Corporation '

51 West 52™ Street

New York, NY 10019

Mr. Richard K. Smith

Director, Environmental Remediation
'CBS Corporation

11 Stanwix Street

Pittsburgh, PA 15222

Telephone: (412) 642-3285

Angeline C. Straka, Esq.

Vice President, Secretary and Deputy General Counsel
CBS Corporation

51 West 52™ Street

New York, NY 10019

Telephone: (212) 975-3335

Michael D. Fricklas, Esq.,

Senior Vice President, General Counsel and Secretary
Viacom Inc.

1515 Broadway

New York, NY 10036

Telephone: (212) 258-6000

Barton Z. Cowan, Esq.

Eckert Seamans Cherin & Mellott, LLC
600 Grant Street, 44" Floor

Pittsburgh, PA 15219

Telephone: (412) 566-6029



APPLICATION FOR TRANSFER AND AMENDMENT OF
TEST REACTOR LICENSE NUMBER TR-2
February 14, 2000

L. INTRODUCTION
This Application for Transfer and Amendment of the possession only license for
Test Reactor License Number TR-2, Docket Number 50-022, arises because CBS Corporation
(“CBS"), Viacom Inc. (“Viacom”™) and Viacom/CBS LLC, a wholly-owned subsidiary of
Viacom (“Viacom/CBS LLC"), have entered into an Amended and Restated Agreement and
Plan of Merger which provides for the merger of CBS with and into Viacom (the “Merger™).

CBS, formerly known as Westinghouse Electric Corporation, is the holder of Test
Reactor License Number TR-2 issued by the U.S. Nuclear Regulatory Commission (“NRC”)
pursuant to 10 C.F.R. Part 50 (the “TR-2 License”). CBS requests that the NRC approve the
transfer to Viacom of the TR-2 License, and that the NRC approve the corresponding
amendments to that license necessary to effectuate the transfer. As required by NRC
regulations, an Analysis of the Issue of No Significant Hazards Consideration is attached as
Exhibit A. The contacts for the license are set forth on Exhibit B attached hereto.

The proposed Merger requires the approval of other regulatory agencies in addition to
the NRC. Closing of the Merger cannot take place until the receipt of all such regulatory
approvals. Therefore, CBS requests the NRC to approve the transfers and amendment to be
effective as of the closing date of the Merger (the “Closing Date”). It currently is anticipated
that the Closing Date will be near the end of the first quarter of 2000. CBS will keep the NRC
informed of progress in obtaining other regulatory approvals and the timetable established for

the Closing Date.



From and after the Closing Date, as discussed herein, Viacom will be technically and
financially qualified to be the holder of the TR-2 License and will fulfill the responsibilities of
such a holder. As of the Closing Date, current CBS employees responsible for the licensed
materials and activities that are the subject of this Application, as currently described in the
docket for the TR-2 License, will become employees of Viacom and will continue to be
responsible for such activities after the transfers to Viacom. The transfer of the licensed
activities will not affect the operational structure described in the license. There will be no
changes in operating organizations, locations, facilities, equipment or procedures associated
with the licensed activities, and there will be no changes in the use, possession, locations or
storage of licensed materials as a result of the Merger. Licensed activities will continue in

their current form without interruption resulting from the transfer.

II. THE TRANSACTION
CBS has entel;ed into an Agreement and Plan of Merger with Viacom and Viacom/CBS LLC,
dated as of September 6, 1999, as amended and restated as of October 8, 1999 and as of
November 23, 1999 (the “Merger Agreement”) under which CBS will merge with and into
Viacom.! Under the terms of the Merger Agreement, each issued and outstanding share of
CBS common stock will be converted into the right to receive 1.085 shares of Viacom non-

voting Class B common stock and each issued and outstanding share of CBS Series B preferred

! Under certain circumstances specified in the Merger Agreement, CBS will merge with and into Viacom/CBS
LLC, a wholly owned subsidiary of Viacom, rather than with and into Viacom. The merger of CBS into
Viacom/CBS LLC will occur only if guidance is received from the Internal Revenue Service or another
appropriate governmental authority that the merge of CBS into Viacom/CBS LLC will not adversely affect the tax
treatment of the merger and if the merger would not result in an adverse tax effect to Viacom, CBS or their
respective shareholders. If CBS is merged into Viacom/CBS LLC, that combined company will only contain the
assets and liabilities of CBS and will be wholly owned by Viacom.
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stock will be converted into the right to receive 1.085 shares of newly-created Viacom Series
C preferred stock. The shareholders of each of CBS and Viacom have approved the Merger,
which is expected to be effective near end of the first quarter of 2000.

Viacom is one of the world’s largest entertainment companies with operations in nearly
every. segment of the international media marketplace. Viacom had annual revenues in 1998 of
$12.096 Billion and annual revenues for the nine months ended September 30, 1999 of $9.286
Billion. As of December 31, 1998, Viacom had total assets of $23.613 Billion.

CBS is one of the largest national radio and television broadcasters in the United States.
CBS had annual revenues in 1998 of $6.805 Billion and annual revenue for the nine months
ended September 30, 1999 of $5.145 Billion. As of December 31, 1998, CBS had total assets
of $22.058 Billion.

The current Chairman and Chief Executive Officer of Viacom, who is a U.S. citizen,
will continue to serve as Chairman and Chief Executive Officer of Viacom after the Merger.
The current ﬁesident and Chief Executive Officer of CBS, who is a U.S. citizen, will become

President and Chief Operating Officer of Viacom after the Merger.

III. GOVERNANCE
The majority of the members of the Boards of Directors of Viacom after the Merger will be U.
S. citizens. From and after the Closing Date there will be eighteen members of the Board of
Directors of Viacom. All ten members of the current Viacom Board of Directors are expected
to continue as members of the Board of Directors of Viacom following the Merger. Eight

members of the current CBS Board of Directors, to be designated by the CBS Board prior to



the effective date of the Merger, will become members of the Board of Directors of Viacom on

the effective date of the Merger.

IV. INFORMATION REQUIRED FOR LICENSE TRANSFER
Set forth below is information to support the transfers of the TR-2 license requested by
this Application.
1. New Name of the Licensed Organization
Viacom Inc. (“Viacom™)
2.  New License Contact and Telephone Number(s).
The continuing contact for the licenses is:

Mr. Richard K. Smith
Director, Environmental Remediation

Viacom Inc.

Telephone:  (412) 642-3285
Fax: (412) 642-3957
E-Mail: rksmith@cbs.com

3. Organization and Management

There will be no changes in personnel having control of licensed activities as a result of
the Merger. The principal officers and the Board of Directors of Viacom will take the place of
the current principal officers and Board of Directors of CBS. There will be no changes in
personnel named as responsible for radiation safety or use of licensed material in the license

being transferred as a result of the Merger.

Principal Viacom Officers as of the Closing Date:



Name Position Country of Citizenship

Summer M. Redstone Chairman and Chief U.S.
Executive Officer

Mel Karmazin President and Chief Operating U.S.
Officer

[Information on other principal officers to be supplied later]

Yiacom Directors as of the Closing Date
[To be supplied later]

4. The Transaction and Financial Qualifications

See discussion above entitled “Il. The Transaction.” Exhibits C through F attached

here to provide financial information relating to CBS and Viacom.

5. Technical lifications and Effect on rations

There ;vill be no changes in the operational organization, location, facilities, equipment
or procedures associated with the licensed activities as a result of the merger. There will be no
changes in the use, possession, location or storage of the licensed material as a result of the
Merger. All licensed activities will continue on an ongoing basis without interruption. All
surveillance items and records will continue to be maintained in their existing state in
accordance with applicable requirements. All surveillance items and records will be
transferred to Viacom on the Closing Date. Such transfer will not involve any physical
relocation of any records. On the Closing Date, the status of the licensed facility, including
but not limited to the status of decontamination and decommissioning activities, will be

identical to its status prior to the Closing Date. From and after the Closing Date, Viacom will



assume liability for decommissioning and the costs of the facility being transferred that is the
subject of this Application to the extent that CBS had such responsibilities prior to the Merger.

From and after the Closing Date, Viacom will assume the responsibility of CBS for the
current status and future cleanup of the licensed facility that is the subject of this Application.
The ﬁnanclal assurance mechanism currently in place to comply with the regulations specified
in 10 CFR 50.75, for the decommissioning financial assurance requirements will remain in
place and will be the responsibility of Viacom as of the Closing Date.

In addition, in the sale transaction between CBS and BNFL Nuclear Services, Inc.
(“BNFL”) completed on March 22, 1999, in which the majority of the nuclear licenses for
nuclear facilities previously owned by CBS were transferred to Westinghouse Electric
Company LLC, a subsidiary of BNFL, CBS retained certain responsibilities to provide
decommissioning financial assurance under the licenses that were transferred. Currently, CBS
has a single form of financial assurance mechanism which encompasses all CBS financial
assurance respbnsibilities. The mechanism consists of Standby Letters of Credit and an
associated Standby Trust Agreement. These arrangements will continue in effect from and
after the Closing Date.

The decommissioning financial assurance to be provided by Viacom will fully comply
- with all NRC requirements.

6. Acceptance of Responsibilities and Liabilities by Transferee

Exhibit G attached hereto is the form of a letter to the NRC from an officer of Viacom
to be submitted to the NRC prior to the Closing Date, confirming that Viacom agrees to abide
by all commitments and representations previously made to the NRC by CBS for all licenses

being transferred. The letter also confirms that, from and after the Closing Date, Viacom will



agree to accept liability for decommissioning and decontamination of the TR-2 Facility and
site. Exhibit G further confirms that, from and after the Closing Date, Viacom will accept

responsibility for open inspection items and/or resulting enforcement actions.

7. Transferee Agreement to Transfer, Awareness of Operations and Responsibilities

Exhibit G documents the agreement of Viacom to the change in ownership and control
of the licensed material and activities and the conditions of transfer associated with the TR-2
Facility being transferred. Exhibit G also documents that Viacom has been made aware of the
responsibility of Viacom for possible resulting enforcement actions. CBS will make Viacom
aware of all open inspection items as of the Closing Date and its responsibility for possible
resulting enforcement actions.

8. Restricted Data

This Application contains no Restricted Data, and it is not expected that any will
become involved. However, in the event that such information does become involved, Viacom
will appropriately safeguard such information, and it will not permit any individual to have
access to Restricted Data until the NRC has granted access authorization to the individual
pursuant to 10 CFR Part 10.

V.  APPLICATION FOR LICENSE AMENDMENT

Pursuant to 10 CFR 50.90, CBS requests an amendment to the TR-2 Facility license
(including the Technical Specifications) to change the name of the licensee authorized to
possess the TR-2 Facility. The requested amendment reflects the transfer of the TR-2 Facility

license requested in Part I and should be effective as of the Closing Date of the underlying



transactions described above. Set forth on Exhibit H are marked pages of the TR-2 License
showing the requested changes to the license.

1. Background and Safety Analysis

The proposed amendment would substitute Viacom for CBS as the licensee

authorized to possess the TR-2 Facility. As described in the license transfer section of this
Application, the proposed amendment does not involve any change in the status of or activities
related to the TR-2 Facility, nor any change, other than the noted name substitution, in the
terms and conditions of the existing license or change in the TR-2 Facility Technical
Specifications. The transfer will not involve any change to either the organizations or
personnel directly responsible for the TR-2 Facility or related activities. As stated in Part I of
this Application, Viacom will be financially qualified to be the holder of the TR-2 Facility
license. Therefore, the proposed amendment does not result in an undue risk to the health and

safety of the public.

2. No Significant Hazards Consideration

The amendment substituting Viacom for CBS as licensee for the TR-2 Facility
involves no significant hazards consideration. See Exhibit A, “Analysis of the Issue of No
Significant Hazards Consideration for the Transfer and Amendment of Test Reactor Facility
License Number TR-2, Docket 50-022", for a detailed discussion.

3. Environmental Assessment

The proposed amendment to the TR-2 Facility license will substitute Viacom for
CBS as the licensee authorized to possess the TR-2 Facility. Such amendment is therefore
only a change to the administrative requirements of the license. Accordingly, the amendment

satisfies the criteria for “categorical exclusion” set forth in 10 CFR 51.22(c)(10); and,



pursuant to 10 CFR 51.22(b), no environmental impact statement or environmgmal assessment
need be prepared in connection with the issuance of the proposed amendment. In any event,
the requested action involves a license transfer only, without any change in licensed activities
or the procedures under which such activities are conducted, and therefore involves no change
in any previously evaluated environmental impécts.
VI. CONCLUSION

For the reasons stated above, CBS Corporation requests that the NRC approve the .
transfer to Viacom Inc. of the TR-2 License and that the NRC approve the corresponding
amendments to the TR-2 License to change the name of the holder of such license from CBS
'C.orporation to Viacom Inc., effective as of the Closing Date. As set forth in Exhibit G,

Viacom concurs in this request.

CBS Corporation
By: gfﬂ/ /) ) /;M/‘
Doftiis J. Bfiskman

Executive Vice President and General Counsel



APPLICATION FOR TRANSFERS AND AMENDMENTS
OF
TEST REACTOR FACILITY LICENSE NUMBER TR-2

INDEX TO EXHIBITS

EXHIBIT NO. DESCRIPTION

A | Analysis of the Issue of No Significant
Hazardous Consideration

B Contact List for Test Reactor Facility License
Number TR-2, Docket 50-022

C Report of Independent Accountants to Viacom
for years ended December 31, 1997 and
December 31, 1998 (From SEC Form 10-K)

D Unaudited Financial Statements of Viacom for
nine months ended September 30, 1999 (From
SEC Form 10-Q)

E1l Viacom Summary Historical Financial Data

E2 CBS Summary Historical Financial Data

E3 Summary Unaudited Viacom/CBS Pro Forma

Combined Financial Information

F1 Unaudited Viacom/CBS Pro Forma Combined
Condensed Financial Information

F2 Unaudited Viacom/CBS Pro Forma Combined

Condensed Balance Sheet as of
September 30, 1999

(Continued on p. ii)
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INDEX TO EXHIBITS
(continued)

i

Unaudited Viacom/CBS Pro Forma Combined
Condensed Statements of Operations for the
Nine Months Ended September 30, 1999

Unaudited Viacom/CBS Pro Forma Combined
Condensed Statements of Operations for the
year ended December 31, 1998

Notes to Unaudited Viacom/CBS Pro Forma
Combined Condensed Financial Statements

Form of Letter from Viacom Inc. to the U.S.
Nuclear Regulatory Commission Confirming
Agreements to Assume Commitments,
Responsibilities and Liabilities

Proposed Amendment to Facility License No.
TR-2



ANALYSIS OF THE ISSUE OF
NO SIGNIFICANT HAZARDS CONSIDERATION FOR
AMENDMENT OF TEST REACTOR
FACILITY LICENSE NUMBER TR-2, DOCKET 50-022

EXHIBIT A



EXHIBIT A

ANALYSIS OF THE ISSUE OF
NO SIGNIFICANT HAZARDS CONSIDERATION FOR
AMENDMENT OF TEST REACTOR
FACILITY LICENSE NUMBER TR-2, DOCKET 50-022

REFERENCE 10 CFR 50.91(a)

The proposed change has been evaluated against the standards of 10 CFR 50.92(c) and it has
been determined not to involve any significant hazards consideration in the licensed activities
in accord with the proposed amendment:

1.

Would not involve a significant increase in the probability or consequences of an
accident previously evaluated.

The proposed amendment will transfer the possession only license (the “TR-2 License”)
for the TR-2 Test Reactor (the “TR-2 Facility”), from CBS Corporation (“CBS”) to
Viacom Inc. (“Viacom”). The amendment request is necessary because CBS, Viacom
and Viacom/CBS LLC have entered into an Agreement and Plan of Merger, dated as of
September 6, 1999, as amended and restated as of October 8, 1999 and as of November
23, 1999 (the “Merger Agreement”), under which CBS will merge with and into
Viacom. (Under certain circumstances specified in the Merger Agreement, CBS would
merge, with and into Viacom/CBS LLC, a wholly owned subsidiary of Viacom, rather
than with and into Viacom.) The shareholders of each of CBS and Viacom have
approved the merger, which is expected to be effective near end of the first quarter or
in the second quarter of 2000. The merged entity will retain the TR-2 Facility and TR-
2 License and the responsibility to continue the on-going decommissioning and license
termination activities in accordance with the “ WTR Decommissioning Plan” submitted
to the NRC and approved September 30, 1998, as amended.

The merged entity will meet all requirements for a NRC license, including all financial
and technical qualifications. In order to complete the decommissioning of the TR-2
Facility as described in the WTR Decommissioning Plan, CBS has entered into contract
with several third party organizations as described in the WTR Decommissioning Plan.
These contracts will be assumed by the merged entity and remain in place so that there
will be no effective change in the personnel associated with the on-going
decommissioning project under the TR-2 License. The merged entity will retain full
responsibility for the project and therefore will continue to provide direct management
oversight in the form of project management personnel who will remain employees of
the merged entity or are contractor personnel reporting directly to the merged entity.
(See Amendment No. 10 to the TR-2 License, dated November 23, 1999.)

Under the provisions of the WTR Decommissioning Plan, personnel at the Waltz Mill
Site currently provide certain oversight activities with respect to radiation safety for the



TR-2 Facility decommissioning project. These oversight activities primarily involve
the review and approval of the decommissioning activities utilizing the Radiation Safety
Committee that is established under the site’s active SNM-770 license. The assets and
facilities, including personnel, associated with the SNM-770 license were transferred to
Westinghouse Electric Company LLC (“Westinghouse™) as part of a sale transaction
between CBS and BNFL Nuclear Services, Inc. completed on March 22, 1999 pursuant
to which CBS sold its commercial nuclear business (with certain exceptions) to
Westinghouse. CBS and Westinghouse continue to coordinate the activities conducted
under the active SNM-770 license that support the TR-2 decommissioning activities.
CBS has an on-going relationship with Westinghouse to continue such site oversight
activities provided by the Waltz Mill Site under License SNM-770, as described in the
WTR Decommissioning Plan. The merged entity will assume the responsibilities of
CBS and will continue the relationship with Westinghouse.

In summary, the personnel responsible for decommissioning activities under the TR-2
License will continue to be technically qualified to carry out licensed activities. There
will be no effective change in the personnel who are responsible for completion of the
TR-2 License decommissioning effort as described in the WTR Decommissioning Plan.
Thus, the requested amendment does not involve any changes in the conduct of licensed
activities, which will continue in their current form without interruptions of any kind.

The proposed amendment also does not require any physical change to the TR-2
Facility or changes to Technical Specifications or procedures under the TR-2 License.
The proposed change does not increase the probability of an accident previously
evaluated because it does not affect any initiators in any of the previously evaluated
accidents. The proposed change does not increase the consequences of any accident
previously evaluated because it does not affect any of the items on which the
consequences depend.

Therefore, the proposed amendment does not involve a significant increase in the
probability or consequences of an accident previously evaluated.

Would not create the possibility of a new or different kind of accident from any accident
previously evaluated.

The proposed amendment does not modify the TR-2 Facility configuration or licensed
activities. Thus no new accident initiators are introduced.

Therefore, the proposed amendment does not create the possibility of a new or different
accident from any accident previously evaluated.

Would not involve a significant reduction in a margin of safety.



This amendment request is necessary because of the announced merger of CBS with
and into Viacom, with Viacom as the surviving corporation. Viacom will be financially
qualified to hold the TR-2 License.

Furthermore, the personnel responsible for decommissioning activities under the TR-2
License will continue to be technically qualified to carryout licensed activities. There
will be no effective change in the personnel who are responsible for completion of the
TR-2 License decommissioning effort as described in the WTR Decommissioning Plan.
Thus, the requested amendment does not involve any changes in the conduct of
licensed activities, which will continue in their current form without any interruptions
of any kind.

The proposed change does not alter any margin of safety because it does not involve
any changes in the TR-2 Facility or licensed activities under the TR-2 License which
will continue in their current form without any interruptions of any kind.

Therefore, the proposed amendment does not involve a significant reduction in a
margin of safety.



CONTACT LIST FOR TEST REACTOR FACILITY
LICENSE NUMBER TR-2, DOCKET 50-022

EXHIBIT B



CONTACT LIST
TEST REACTOR FACILITY
LICENSE NUMBER TR-2, DOCKET 50-022

Principle: CBS Corporation
Gateway Center
11 Stanwix Street
Pittsburgh, PA 15222

Mailing address for correspondence regarding this matter until closing of the merger
transaction described in the Application for amendment:

Barton Z. Cowan, Esq.

Eckert Seamans Cherin & Mellott, LLC
600 Grant Street, 44™ Floor

Pittsburgh, PA 15219

Telephone: (412) 566-6029
Fax: (412) 566-6099
E-Mail: bzc@escm.com

Mailing address for all licensing correspondence on and after closing of the sale transaction
described in the Application for amendment:

Viacom, Inc.
Gateway Center

11 Stanwix Street
Pittsburgh, PA 15222

Attention: Mr. Richard K. Smith, Director
Environmental Remediation

Telephone: (412) 642-3285



REPORT OF INDEPENDENT ACCOUNTANTS TO VIACOM INC.
FOR YEARS ENDED
DECEMBER 31, 1997 AND DECEMBER 31, 1998
(FROM SEC FORM 10-K)

(EXCERPTED FROM FORM 10-K FOR THE FISCAL YEAR

ENDED DECEMBER 31, 1998 FILED BY VIACOM INC.
WITH THE U.S. SECURITIES AND EXCHANGE COMMISSION)

EXHIBIT C
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the end of 1999.

The Company's goal is to achieve timely and substantial Y2K compliance, with
remediation work assigned based upon how critical each system is to the
Company's business. Due to the general uncertainty inherent in the Y2K problem
resulting in part from the uncertainty of compliance by the Company's principal
business partners and third party providers, the Company is unable to determine
at this time what the consequences of Y2K may be. Also, the Company's
international operations may be adversely affected by failures of businesses in
other parts of the world to take adequate steps to address the Y2K problem. The
Company will continue to devote the necessary resources to complete its Y2K
program and contingency plans and believes that the completion of its Y2K
program and contingency plans will significantly mitigate operational and
financial risks.

‘Costs

¥2K costs have been expensed as incurred, except those costs directly related to
the replacement of systems requiring upgrades in the ordinary course of buginess
which have been capitalized. As of February 28, 1999, the Company had incurred
costs of approximately $31.7 million, of which $8.4 million has been
capitalized. The estimated additional costs to complete the Y2K program are
currently expected to approximate $20.7 million, of which approximately $4.0
million are expected to be capitalized. Based on these amounts, the Company does
not expect the costs of the Y2K program to have a material effect on its results
of operations, financial position or liquidity.

IX-24
<PAGE>

Item 8. Financial Statements and Supplementary Data.
REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and
Shareholders of Viacom Inc.

In our opinion, the accompanying consolidated balance sheets and the related
congolidated statements of operations, of cash flows and of shareholders' equity
present fairly, in all material respects, the financial position of Viacom Inc.
- and its subsidiaries (the "Company") at December 31, 1998 and 1997, and the
" results of their operations and their cash flows for each of the three years in
the period ended December 31, 1998, in conformity with generally accepted
accounting principles. In addition, in our opinion, the financial statement
schedule listed in.the- index.appearing under Item 14 (a) present fairly, in all : o

EXHIBIT C
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material respects, the information set forth therein when read in conjunction
with the related consclidated financial statements. These financial statements
and financial statement schedule are the responsibility of the Company's
management; our responsibility is to express an opinion on these financial .
statements and financial statement schedule based on our audits. We conducted
our audits of these statements in accordance with generally accepted auditing
standards which 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, assessing the
accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for the opinion expressed above.

‘PricewaterhouseCoopers LLP

New York, New York
February 8, 1999, except for the first paragraph of Note 2, which is as of
February 25, 1999
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MANAGEMENT'S STATEMENT OF RESPONSIBILITY FOR FINANCIAL REPORTING

Management has prepared and is responsible for the consolidated financial
statements and related notes of Viacom Inc. They have been prepared in
accordance with generally accepted accounting principles and necessarily include
amounts based on judgments and estimates by management. All financial
information in this annual report is consistent with the consolidated financial
statements.

The Company maintains internal accounting control systems and related policies
and procedures designed to provide reasonable assurance that assets are
safeguarded, that transactions are executed in accordance with management's
authorization and properly recorded, and that accounting records may be relied
upon for the preparation of consolidated financial statements and other
financial information. The desgign, monitoring, and revision of internal
accounting control systems involve, among other things, management's judgment
- with respect to the relative cost and expected benefits of specific control
measures. The Company also maintains an internal auditing function which
evaluates and reports on the adequacy and effectiveness of internal account;ng
.+ - controls, policies and procedures. s w . Cew L -

EXHIBIT C
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Viacom Inc.'s consolidated financial statements have been audited by
PricewaterhouseCoopers LLP, independent accountants, who have expressed their
opinion with respect to the presentation of these statements.

The Audit Committee of the Board of Directors, which is comprised solely of
directors who are not employees of the Company, meets periodically with the
independent accountants, with our internal auditors, as well as with management,
to review accounting, auditing, internal accounting controls and financial
reporting matters. The Audit Committee is also responsible for recommending to
the Board of Directorxs the independent. accounting firm to be retained for the
coming year, subject to shareholder approval. The independent accountants and
the internal auditors have full and free access to the Audit Committee with and
without management's presence.

VIACOM INC.

By: /s/ Sumner M. Redstone

LR E R EE LR LR L EEE X R T XL X

- Sumner M. Redstone
Chairman of the Board of Directors,
Chief Executive Officer

By: /8/ George S. Smith, Jr.

-------------------------------------

George S. Smith, Jr.
Senior Vice President,
Chief Financial Officer

By: /s/ Susan C. Gordon

Susan C. Gordon
Vice President, Controller,
Chief Accounting Officer
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VIACOM INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
. {In millions, - except. per share amounts). - . " . . e e,
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<TABLE>
<CAPTION> .
Year Ended December 31,
1998 1997 1996
<S> <C> <C> <C>
REVENUEB ...t iiivsioessassostassasonssssasssessssssnsssosse $§ 12,096.1 $ 10,684.9 $ 9,683.9
Expenses:
OPeratifng .vvesrretioenneronssannsoascsossannssssnnsaasanna 8,506.3 7.,476.3 6,340.2
Selling, general and administrative ..........cc00evunnns 2,060.9 1,750.6 1,442.0
Restructuring charge (Note 4) ........... ctteseseaaaaas -- -- 50.2
Depreciation and amortization .........civeerienrirennnns 777.3 772.6 654.3
TOtAl EXPENBEB . .cvvevesstressanesacnaansosssnssssasssans 11,344.5 9,999.5 8,486.7
Operating inCOME ...vvevvevrrosesrsnssrvsncvsnsronencascnnns 751.6 685.4 1,197.2
Other income (expense):
Interest expense, net ........ Cectesesesansttateseneanns (599.0) (750.9) (785.5)
Other itemg, net (Note 16) .....veeceeveneoseorsseonnnns (15.3) 1,244.0 (1.6)
Earnings from continuing operations before income taxes ... 137.3 1,178.5 410.1
Provision for income taXeB .......coccsvescassonscssoseassns (138.7) (646.4) (243.3)
Equity in loss of affiliated companies, net of tax (Note 7) (41.4) (163.3) (13.3) _
Minority interest .....ccvevverveverovsereesvsnnrosoanannss (0.7) 4.7 (1.3
Barnings (loss) from continuing operations ................ (43.5) 373.5 152.2
Discontinued operations (Note 3):
Earnings (loss), net of LaX .....cccveveecsccatcsasannnns (54.1) 14.9 (62.0)
Net gain on dispositions, net of tax ......ceevseeesccen 49.9 405.2 1,187.7
Net earnings (loss) before extraordinary loss ............. {(47.7) 793.6 1,247.9
Extraordinary loss, net of tax (Note 17) ....ccveeeerannens (74.7) -- --
Net earnings (loB8) ....iveeeroncsarersssonssssonsensssosans (122.4) 793.6 1,247.9
Cumulative convertible preferred stock dividend requirement "~ (57.2) (60.0) (60.0)
Discount on repurchase of preferred stock (Note 10) ....... 30.0 -- -

-------- - - . -- ceccenenee.

Net earnings (loss) attributable to common stock .......... 8 (149.6) $ 733.6 $ 1,187.9

- I B S NG 38 A B 3N N HBERSSOSRZERS SERERSSRRS

Basic earnings per common share:
SRR Earnings (loss) from continuing.operations .......ccecee- § - (.10)  § 44 .8 .13

" EXHIBIT C

R10f 231 2/9/00 3:05 PM



T -

Net earnings (loss) ......

Diluted earnings per common share:
Earnings (loss) from continuing operations ............. §
Net earnings (loB8) ......ccieeevnreressceocrssennnsennons $
Weighted average number of common shares:
Basic ..iiiiiivienennen
-Diluted .ivieneennenns
</TABLE>

'
See notes to consolidated financial statements.
II-27
<PAGE>
VIACOM INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In millions)._

<TABLE>
<CAPTION>

<S>

‘Agsets

84 of 231

Current Assets:
Cash and cash equivalents ....ccecierecncaneosonssosconscnnns
Receivables, less allowances of $98.7 (1998) and $99.8 (1997)
Inventory (Note 6)
Theatrical and television inventory (Note 6)
Other current aA8BELEH .....cieieetesvsososssorsassssssssesasnas

Total current assets ...

5 9 0 680 00080202000 RNCEERERNOTES

Property and Equipment:
Land .cccecccccncacronsrsassonaaes
BUuildings .iiveneeverssssecesatussosnesesocesesensnassaassannes
Capital 1e@Be8 ....ccecvvanecnesnrsorrsssrsarosssassassonssnsas
Equipment. and Other ....ccecrseeeancstoscensatcnssrassossnsons

I R I I T R R R R N A R

(.21)

(.10)
(.21)

708.7
708.7
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O W

1.04

44
1.04

705.8
708.5

December 31,

$ 767.3

458.5
1,636.8
671.7

1,770.0:

1,668.0

.

728.0
734.7

EXHIBIT C
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4,537.0 4,320.2

Less accumulated depreciation and amortization .............. 1,457.5 1,122.5
Net property and equipment .........coeeccececcvcovvsasanns 3,079.5 3,197.7
Inventory (NOLe 6) ......cveveevreeensononosonncnsscsosssssassss 2,470.8 2,650.6

Intangibles, at amortized €COBt .......cvvfivercerraanrennannaae 11,557.3 14,699.6
[
othEr assets N EEEREEREENEERNNIEII A B E I IR NI I I IS I IR I I I I B A L 1'44100 2'027.3

$23,613.1  $28,288.7

</TABLE>
See notes to consolidated financial statements.
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VIACOM INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In millions, except per share amounts)

<TABLE>
<CAPTION>
December 31,
1998 1997
<S> <C>» <C>

Liabilities and Shareholders' Equity
Current Liabilities: .
Accounts Payable .....iieiiiectiitciinntsaceanacsseraaaaans $ 499.2 $§ 699.7

Accrued eXPENBEB ...coevesossrssovsssorsensvsasssscssosssana 2,125.8 1,574.7
Deferred inCOME ......ccveveecnrorenoasanescasssssssnssnsae 286.5 254.6
Accrued compensation .....cciciiiiiiiiiinttiassstsaensoans 410.3 441.7
Participants' share, residuals and royalties payable ..... 1,227.5 951.3
. Program Yights ....ccceecececaoccocncnsanssncsonsassnncnns 179.6 197.7
Income tax payable .....cccevvneenccccncesscssssssccassans 526.5 556.3
Current portion of long-term debt ........cccoveevnnvacnns 377.2 376.5

EXHIBIT C
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Total current liabilities .....covicevvereeccccncces

Long-term debt (Note 8) ....cvcovvseecncennes ceennn
Other liabilities .....cvvvvevnvencase

* s 00000000000

LR R N N R R A A S I NI S A SR BAY

Commitments and contingencies (Note 13)

Shareholders' Equity:

Convertible Preferred Stock, par value $.01 per share; 200.0
shares authorized; 12.0 (1998) and 24.0 (1997) shares
isBued and outstanding ......ccciiiittiiriiiiiit it iieiiaas

Class A Common Stock, par value $.01 per share; 200.0 shares
authorized; 141.6 (1998) and 140.7 (1997) shares issued ..

Class B Common Stock, par value $.01 per share; 1,000.0 shares
authorized; 591.9 (1998) and 581.1 (1997) shares issued ..

Additional paid-in capital ..........

Retained earnings ..... cenens

Accumulated other comprehensive loss (Note 1) ................

Less treasu}y stock, at cost; 38.5 shares (1998) and
13.0 shares (1997)

s s e s s s e s s s et s v

Total shareholders' equity

L I N I R B I I NN N SR B N Y

</TABLE>
See notes to consolidated financial statements.
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VIACOM INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
{(In millions)

<TABLE>
<CAPTION>

600.0
1.4

5.9

10,574.7

1,932.9
(67.1)

$23,613.1

http/iwww sec.gov/Archives/edgar/data/813828/0001005477-99-001528.txt

7,423.0
2,429.6

1,200.0
1.4

5.8

10,329.5

2,089.0
(12.6)

$28,288.7

Year Ended December 31,
EXHIBIT C
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<S>
Operating Activities:
Net earnings (logs) ....cccecanssn Cesesesssetnersassasneoes coens
Adjustments to reconcile net earnings (loss) to net cash
flow from operating activities:

Net gain on dispositions ......... ceeesrssennncnaonnae ceeasaes
Depreciation and amortization ........cccveveeneeernenns e
- Restructuring charge ......... teesrrecessaaes eeaeees ceenes e
Distribution from affiliated companies ............ccuiueenns
Gain on the sale of cost investments .......ccc0veveesnns ceens
Loss on redemption of debt ..... ‘e treeeserens cresreresaans
Equity in loss of affiliated companies et etessseerasans .
Amortization of deferred financing costs ....... ceresessane “ea

Change in operating assets and liabilities:
Decrease (increase) in receivables ......cicivitrnnerosnsons
Decrease (increase) in inventory and related
programming liabilities, met .......... .0ttt ceee
Decrease (increase) in prepublication costs, net ..... cieeas
Increase in prepaid expenses and other current assets ......
Decrease._ (increase) in unbilled receivables ............ .

Increase (decrease) in accounts payable and accrued expenses
Increase (decrease) in income taxes payable and deferred
income taxes, NEL .....coveernvarocsnnoncrosnns Cerieraaen
Increase (decrease) in deferred income ........v0eevvee- cenn
Other, net ....co00v.. cesesersararas cetetsestesnreaennss veese

Net cash flow provided by operating activities ............... ...

‘Investing activities:

Proceeds from dispositions ........ et rasareans e anas .e
Acquisitions, net of cash acquired ............ Ceeesaas ceeanes
Capital expenditures ..... S eesessesssessassteseenansaareenuaes
Investments in and advances to affiliated companies ..........
Proceeds from sale of cost investment ........co00000. tesesene
Proceeds from sale of short-term investments .........cc00ve..
Purchases of short-term investments ......... cresan et senasne

Other, Net .....cceveevevnns Crerereraeesenans e sseseaas -

Net cash flow provided by investing activities .............. ceas

Financing activities:
Repayments of credit agreements, net .........cccc000e cessenea
Repayment of notes and debentures .........ci0c0vtieneencnnnns
. Purchagse of.treasury stock and warrants .......enueeceecenss .

<C>

$ (122.4)

(49.9)
777.3
17.9

(118.9)
126.6
41.4
16.1

135.6

367.1
13.8
(119.7)
105.0
192.6

(563.9)
7.4

4,950.1
(126.4)
(603.5)
(100.3)

167.3

101.4
(151.6)
(18.6)

(2,383.0)
(869.3)
(809.6)

<C>

$ 793.6

(1,761.3)
943.3
62.2

-

163.3
33.6

(251.3)

79.7
(21.4)
(83.5)
(53.3)

(7.6)

455.6
(93.1)
80.2

3,014.9
(355.1)
(530.3)
(300.4)

139.8
(81.3)

18.2

(2,092.3)

(9.8)

<C>

$1,247.9

(1,157.7)
817.6
88.9
59.8

13.0
31.2

(413.3)

(443.0)
(57.9)
(40.0)

(226.5)

1.0

38.5

1,838.1
(299.8)
(598.6)

(88.8)
137.9
(149.2)

(859.5)
(50.9)
(223.6)
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Repurchase of Preferred StoCK ......ceecetvsnveccsscsstaseasces (564.0) -- -
Payment on capital lease obligations .......ccccvceivnsnsnenes (110.7) (66.2) (48.9)
Payment of Preferred Stock dividends ..........ccoeiieennnanins (64.8) (60.0) (60.0)
Proceeds from exercise of stock options and warrants ......... 182.8 69.6 95.1
Other, NEL ..t eterteaeresesosssessassasarsnsasssssssssessasnss 11.1 {(3.8) (17.4)
Net cash flow used in financing activities .......ccvevevreresess (4,607.5) (2,162.5) (1,165.2)
Net increase (decrease) in cagh and cash equivalents ............ 475.0 83.3 (255.1)
Cash and cash equivalents at beginning of year .......cevevevenes 292.3 209.0 464.1
Cash and cash equivalents at end of year ........ccciveevennnnn $ 767.3 $ 292.3 $ 209.0
L 2 2 ¢ 1 & 1 & ] 5 S 2R R 38 28 BE 2% BESMIWEES
</TABLE>
See notes to consolidated financial statements.
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VIACOM INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(In millions) -
<TABLE>
<CAPTION>
Year ended December 31,
1998 1997 1996
Shares Amounts Shares Amounts Shares Amounts
<S> <C> <C> <C> <C> <C> <C>
Convertible Preferred Stock: '
Balance, beginning of year ............ 24.0 $ 1,200.0 24.0 $ 1,200.0 24.0 $ 1,200.0
Repurchase of Preferred Stock ......... 12.0 600.0° -- -- -- .-
Balance, end of year .......s e iiceens 12.0 600.0 24.0 $ 1,200.0 24.0 $ 1,200.0
EERENERNEEEN ¢t 1 3 ¢ 1 ¢ % § 3 RERESSIEREIT EBEZESESSE =======8§ t -+ -t &t ¢ 1 § §
v Class A Common Stock:
Balance, beginning of year .......cc0.. 140.7 $ 1.4 140.2 [ 1.4 150.2 $ 1.5
Exercise of stock options and warrants .9 -- .5 -- .8 --
. Cable split-off ... ccvvremenrncnnnns . - L - -~ .- (10.8) (.1
' EXHIBIT C
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Balance, end of year ....cccecerverces . 141.6
Class B Common Stock:

Balance, beginning of year ............ 581.1
Exexrcise of stock options and warrants <10.8
Cable split-off ......... Cheeeassecanne --
Balance, end of year ......... ceseaanae 591.9

[ ]
Additional Paid-In Capital:

Balance, beginning of year ............
Exercise of stock options and warrants,

net of tax benefit ........... N
Lable split-off ......... Cereressasenes
Marrants reépurchased ........ coeesua vee
Balance, end of year ........coeeeuvunee

Retained Earnings:
Balance, beginning of year ............
Net earnings (loss) ............. caeees
Preferred stock dividend

requirement ............ ceereeanerans
Discount on repurchase of

Preferred Stock .......cicvvnesecenes
Comprehensive income reclassification..
Exercise of stock options .............

Balance, end of year .......co0ee0es e
Accumulated Other Comprehensive Income (Loss):
Balance, beginning of year ............
Other comprehensive income (loss) .....

Balance, end of year .....ccovesenvsose

Treasury Stock, at cost:

Balance, beginning of year ............ 13.0
Class A Common Stock repurchased ...... -
Class B Common Stock repurchased ...... 26.2
Exercise of stock options ....... ceenens (.7)
- Balance, end of year ...... e sest e aan e 38.5

$ 1.4
$ 5.8
.1
$ 5.9
$10,329.5
280.1
(34.9)
$10,574.7
$ 2,089.0
(122.4)
(57.2)
30.0
(6.5)
$ 1,932.9
$ (12.6)
(54.5)
$ (67.1)
$ (229.5)
(787.0)
18.3
$ .(998.2)

hup:/lwww.uc.gov/Archivesledgar/daWSl3828/0001005471-99-001 528.4xt

$ 1.4
] 5.8
$ 5.8
$10,238.5
94.9
(3.9)
$10,329.5
$ 1,358.6
793.6
(60.0)
(3.2)

$ 2,089.0
$ 5.9
(18.5)

$ (12.6)
$ (223.6)
(5.9)

$ (229.5)

140.2

589.2

$ 1 . 4
L 1 t ¢t i 3 13 3 3
$ 5.9
.1

( L] 2

$ 5.8
$10,723.2
157.4
(625.5
(16.6
$10,238.5
$ 173.1
1,247.9
(60.0
(2.4

$ 1,358.6
-2 2t 2 2 3§ % 4
$ (11.9
17.8

$ 5.9
$ -
(22.9
(200.7

$  (223.6
EXHIBIT C
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Total Shareholders' Equity .....ccccone $12,049.6
[ 1 3 1 ¢t ¢ ¢ 1 3 3

Comprehensive Income (Loss) (Note 1):

Net earnings (los8) .....cccovevvnesnes $ (122.4)

Other comprehensive income (loss) ..... (54.5)

Total Comprehensive Income (LosB)...... $ (176.9)

</TABLE> .
See notes to consolidated financial statements.
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VIACOM INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular dollars in millions, except per share amounts)
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1) DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - Viacom Inc. and its subsidiaries (the "Company") is a
diversified entertainment company with operations in the six segments described

below. These operating segments have been determined in accordance with the
Company's internal management structure, which is organized based on products
and services. In accordance with Statement of Financial Accounting Standards
{#SFAS") 131, "Disclosures about Segments of an Enterprise and Related

Information", certain similar operating segments have been aggregated. See Note
3 regarding the presentation of discontinued operations. See Note 14 regarding

the relative contribution to revenues and operating results of each of the
-following operating segments:

Networks

MTV Networks owns and operates advertiser-supported basic cable television
program services, and Showtime Networks Inc. owns and operates premium

subscription cable television program services.

Entertainment

Paramount Pictures: 1) produces, acquires, finances and distributes feature

motion pictures,.normally for exhibition.in U.S. and foreign theaters followed

$13,383.6
naESESaas
$ 793.6

(18.5)
$ 775.1

$12,586.6

$ 1,247.9
17.8

$ 1,265.7

EXHIBIT C

2/9/00 3:05 PM



hitp://Iwww sec.gov/Archives/edgar/data/813828/0001005477-99-001528.txt

by videocassettes and discs, pay-per-view television, premium subscription
television, network television, basic cable television and syndicated television
exploitation; 2) produces, acquires and distributes series, mini-series,
specials and made-for-television movies initially for network television,
first-run syndication and basic cable television, and subsequently for
syndication; 3) operates movie theaters; 4) acquires and exploits a library of
music copyrights to various musical works, including songs, scores and cues; and
5) owns and operates 17 televisions stations and operates 2 stations pursuant to
local marketing agreements.

Spelling Entertainment Group Inc. (*Spelling") is a producer and distributor of
televigion series, mini-geries and made-for-television movies.

Video

.Blockbuster Video operates and franchises videocassette rental and retail sales
. stores throughout the United States and internationally.

91 of 231

Parks

Paramount Parks owns and operates five regional theme parks and a themed
attraction in the United States and Canada.

Publishing

Simon & Schuster publishes and distributes consumer hardcover books, trade
paperbacks, mass-market paperbacks, children's books, audiobooks, electronic
books and CD-ROM products in the United States and internationally.

Online

Viacom online services provides online music and children destinations featuring
entertainment, information, community tools and e-commerce.

II-32
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

Use of Estimates - The preparation of financial statements in conformity with
generally accepted accounting principles requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and

EXHIBIT C
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disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could subsequently differ from those estimates.

Principles of Consolidation - The consolidated financial statements include the
accounts of the Company and investments of more than 50% in subsidiaries and
other entities. Investments in affiliated companies over which the Company has a
significant influence or ownership of more than 20% but less than or equal to
50% are accounted for under the equity method. Investments of 20% or less are
accounted for under the cost method. All significant intercompany transactions
have been eliminated.

Cash Equivalents - Cash equivalents are defined as short-term (three months or
less) highly liquid investments.

Inventories - Inventories related to theatrical and television product (which
include direct production costs, production overhead, acquisition costs, prints
and certain exploitation costs) are stated at the lower of amortized cost or net
realizable value. Inventories are amortized, and liabilities for residuals and
participations are accrued, on an individual product basis based on the
proportion that current revenues bear to the estimated remaining total lifetime
revenues. Estimates for initial domestic syndication and basic cable revenues
are not included in the estimated lifetime revenues of network series until such
sales are probable. Estimates of total lifetime revenues and expenses are
periodically reviewed. The costs of feature and television films are classified
as current assets to the extent such costs are expected to be recovered through
their respective primary markets, with the remainder classified as non-current.
A portion of the cost to acquire Paramount and Spelling was allocated to
theatrical and television inventories based upon estimated revenues from certain
£ilms less related costs of distribution and a reasonable profit allowance for
the selling effort. The cost allocated to films is being amortized over their
estimated economic lives not to exceed 20 years.

The Company estimates that approximately 70% of unamortized film costs
(including amounts allocated under purchase accounting) at December 31, 1998
will be amortized within the next three years.

Inventories related to base stock videocassettes (generally less than five
copies per title for each store) are recorded at cost and a portion of these
costg are amortized on an accelerated basis over three months, generally to §8
per unit, with the remaining base stock videocassette costs amortized on a
straight-line basis over 33 months to an estimated $4 salvage value. The cost of
non-base stock videocassettes (generally greater than four copies per title for
each store) is amortized on an accelerated basis over three months to an
- estimated. $4 salvage value. Video.games.are .amortized on an accelerated basis . . . o T e

EXHIBIT C
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over a 12 month period to an estimated $10 salvage value (See Note 4).
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

Program Rights - The.Company acquires rights to exhibit programming on its
broadcast stations or cable networks. The costs incurred in acquiring programs
are capitalized and amortized over the license period. Program rights and the
related liabilities are recorded at the gross amount of the liabilities when the

.license period has begun, the cost of the program is determinable, and the

program is accepted and available for airing.

Property and Equipment - Property and equipment is stated at cost. Depreciation
is computed principally by the straight-line method over estimated useful lives
ranging from 3 to 40 years. Depreciation expense, including capitalized lease
amortization, _was $441.8 million (1998), $447.2 million (1997) and $331.1
million (1996).

Property and equipment includes capital leases of $399.0 million and $463.1
million as of December 31, 1998 and December 31, 1997, respectively, net of
accumulated amortization of $272.7 million and $192.5 million, respectively.
Amortization expense related to capital leases was $62.6 million (1998), $58.4
million (1997) and $63.0 million (1996).

"In 1996, the Company adopted SFAS 121 "Accounting for the Impairment of
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Long-Lived Assets and for Long-Lived Assets to Be Disposed Of" ("SFAS 121%).
SFAS 121 requires that the Company assess long-lived assets and certain
identifiable intangibles for impairment whenever there is an indication that the
carrying amount of the asset may not be recoverable. Recoverability of these
assets is determined by comparing the forecasted undiscounted cash flows
generated by those assets to the assets' net carrying value. The amount of
impairment loss, if any, will generally be measured by the difference between
the net book value of the assets and the estimated fair value of the related
assets. The adoption of SFAS 121 did not have a significant effect on the
consolidated financial position or results of operations.

Intangible Assets - Intangible assets, which primarily consist of the cost of
acquired businesses in excess of the fair value of tangible assets and
liabilities acquired ("goodwill"), are generally amortized by the straight-line
method over estimated.useful lives of up.to 40 years. The Company evaluates the
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amortization period of intangibles on an ongoing basis in light of changes in
any business conditions, events or circumstances that may indicate the potential
impairment of intangible assets. Accumulated amortization of intangible assets
was $1.6 billion at December 31, 1998 and 1997.

Revenue Recognition - Subscriber fees for Networks are recognized in the period
the service is provided. Advertising revenues for Networks are recognized in the
period during which the spots are aired. Video segment revenues are recognized
at the time of rental or sale. The publishing segment recognizes revenue when
merchandise is shipped.

(]
Theatrical revenues from domestic and foreign markets are recognized as f£ilms
are exhibited; revenues from the sale of videocassettes and discs are recognized
upon availability of sale to the public; and revenues from all televisgion
sources are recognized upon availability of the film for telecast. On average,
the length of the initial revenue cycle for feature films approximates four to
.8even years.
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Television series initially produced for the networks and first-run syndication
are generally licensed to domestic and foreign markets concurrently. The more
successful series are later syndicated in domestic markets and in certain
foreign markets. The length of the revenue cycle for television series will vary
depending on the number of seasons a series remains in active production.
Revenues arising from television license agreements are recognized in the period
that the films or television series are available for telecast and therefore may
cause fluctuation in operating results.

Interest - Costs associated with the refinancing or issuance of debt, as well as
with debt discount, are expensed as interest over the term of the related debt.
The Company enters into interest rate exchange agreements; the amount to be paid
or received under such agreements is accrued as interest rates change and is
recognized over the life of the agreements as an adjustment to interest expense.
Amounts paid for purchased interest rate cap agreements are amortized as
interest expense over the term of the agreement.

Foreign Currency Translation and Transactions - The Company's foreign
;- Bsubsidiaries' assets and liabilities.are translated at exchange rates in effect
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at the balance sheet date, while results of operations are translated at average
exchange rates for the respective periods. The resulting translation gains or
losses are included as a separate component of shareholders' equity in
Accumulated Other Comprehensive Income. Foreign currency transaction gains and
losses have been included in "other items, net", and have not been material in
any of the years presented.

Provision for Doubtful Accounts - The provision for doubtful accounts charged to
expense was $29.5 million (1998), $83.1 million (1997) and $55.1 million (1996).

Net Earnings (Loss) per Common Share - Basic earnings per share is based upon
the net earnings applicable to common shares after preferred dividend
requirements and upon the weighted average number of common shares outstanding
during the period. Diluted earnings per share reflects the effect of the assumed
conversions of convertible securities and exercise of stock options only in the
periods in which such effect would have been dilutive.

In December 1998, the Company repurchased 12 million shares of its convertible
preferred stock. The preferred stock had a cumulative cash dividend of $30
million per year.

For each of the full years presented, the effect of the assumed conversion of
preferred stock is antidilutive and therefore, not reflected in diluted net
earnings per common share. Prior period amounts have been adjusted to reflect
the effect of the 2-for-1 stock split (See Note 2). The numerator used in the
calculation of both basic and diluted EPS for each respective year reflects
earnings from continuing operations less preferred stock dividends of $57.2
million for 1998 and $60 million for both 1997 and 1996 plus the discount on
repurchase of preferred stock of $30 million for 1998. The table below presents
a reconciliation of weighted average shares used in the calculation of basic and
diluted EPS:
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1998 1997 1996
Weighted average shares for basic EPS ......... 708.7 705.8 728.0

Plus incremental shares for stock options ..... -- 2.7 6.7

et s . ooar . ey
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708.7 708.5 734.7

Weighted average shares for diluted EPS .......

Comprehensive Income (Loss) ~-- The Company adopted SFAS 130, "Reporting
Comprehensive Income*, effective January 1, 1998. The components of accumulated
other comprehensive income (loss) were as follows:

<TABLE>
<CAPTION>
Minimum
’ Unrealized Cumulative Pension
Gain (Loss) Translation Liability
on Securities Adjustments Adjustment
<8> <C> <C> <C>
At December 31, 1995 ....... $ 2.0 $ (9.9) $ (4.0)
Current period change ...... 3.0 21.2 (6.4)
At December 31, 1996 ....... 5.0 11.3 (10.4)
Current period change ...... 29.9 (50.4) 2.0
At December 31, 1997 ....... 34.9 (39.1) (8.4)
Current period change ...,.. (33.7) (19.0) (1.8)
At December 31, 1998 ....... $ 1.2 $ (58.1) $ (10.2)
</TABLE>

Reclassifications - Certain amounts reported for prior years have been
reclassified to conform with the current year's presentation.

Recent Pronouncements - In April 1998, Statement of Position 98-5 "Reporting on
the Costs of Start-Up Activities" ("SOP 98-5") was issued. SOP 98-5 provides
guidance on the financial reporting of start-up costs and organization costs.
The SOP is effective for financial statements for fiscal years beginning after
December 15, 1998. The Company does not anticipate that the adoption of this
gtatement will have a material effect on its financial statements.

In June 1998, the FASB issued SFAS 133, "Accounting for Derivative Instruments
and Hedging Activities" ("SPFAS 133"), effective for fiscal years beginning after
June 15, 1999. The Company anticipates that due to its limited use of derivative
ingtruments, the adoption of SFAS 133 will not have a material effect on its
financial statements.

Accumulated

Other

Comprehensive

Income (Loss)
<C>

17.8

R Y

§ (67.1)
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

In October 1998, the FASB released an exposure draft of the proposed statement
on "Rescigsion of FASB Statement No. 53, Financial Reporting by Producers and
Distributors of Motion Picture Films," ("SFAS 53"). An entity that previously
was subject to the requirements of SFAS 53 would follow the guidance in a
proposed Statement of Position, "Accounting by Producers and Distributors of
Films." This proposed Statement of Position would be effective for financial
statements for fiscal years beginning after December 15, 1999 and could have a
significant impact on the Company's results of operations and financial position
depending on its final outcome. The Company has not concluded on its impact
given the preliminary stages of the proposed Statement of Position.

2) SUBSEQUENT EVENTS

On February 25, 1999, the Board of Directors of the Company declared a 2-for-1
common stock split, to be effected in the form of a dividend. The additional
shares will be issued on March 31, 1999 to shareholders of record on March 1§,
1999. All common share and per share amounts have been adjusted to reflect the
stock split for all periods presented (See Note 10).

On January 5, 1999, the Company repurchased the remaining 12 million shares of
its convertible preferred stock from Bell Atlantic Corporation for $612 million
in cash.
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3) DISCONTINUED OPERATIONS

In accordance with Accounting Principles Board Opinion ("APB") 30, "Reporting
the Results of Operations - Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions", the Company has presented the following lines of business as
discontinued operations: its.educational, professional and reference publishing
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businesses ("Non-Consumer Publishing®), its music retail stores, interactive
game businesses, Viacom Radio Stations and Viacom Cable.

on November 27, 1998, the Company completed the sale of Non-Consumer Publishing
to Pearson plc for approximately $4.6 billion in cash plus approximately $92
million related to changes in net assets, which is subject to change based upon
final determination of net assets. Viacom retained its consumer publishing
operations, including the Simon & Schuster name. As a result of the sale, the
Company recorded a net gain on the transaction of $65.5 million.

On October 26, 1998, the Company completed the sale of its music retail stores
to Wherehouse Entertainment, Inc. for approximately $115 million in cash before
adjustments for changes in working capital and recorded a net loss on the
transaction of $138.5 million. The Company had previously closed the remaining
music stores that were not part of the transaction.

on February 19, 1997, the Company adopted a plan to dispose of its interactive
game businesses, including Viacom New Media, the operations of which were
terminated in 1997. On that same date, the Board of Directors of Spelling
approved a formal plan to dispose of Virgin Interactive Entertainment Limited
(*virgin") . Accordingly, the interactive game businesses were presented as
discontinued operations. On September 4, 1998, Spelling completed the sale of
substantially all of the development operations of Virgin to Electronic Arts
Inc. for $122.5 million in cash. In addition, on November 10, 1998, Spelling
completed the sale of all non-U.S. operations of Virgin to an investor group.

For the year ended December 31, 1997, the revenues and operating losses of the
interactive game businesses were $241.3 million and $43.5 million, respectively.
These losses were provided for in the estimated loss on disposal of $159.3
million, net of minority interest, which included a provision for future
operating losses of approximately $44.0 million, net of minority interest, as of
December 31, 1996. In the fourth quarter of 1997, an estimated loss of $32.0
million, net of minority interest, was recorded, reflecting anticipated future
operating losses and cash funding requirements through completion of the
disposition.

On July 2, 1997, the Company completed the sale of Viacom Radio Stations to
Chancellor Media Corp. for approximately $1.1 billion in cash. As a result of
the sale, the Company realized a gain on disposition of approximately $416.4
million, net of tax, in the third quarter of 1997.

On July 31, 1996, the Company completed the split-off of its Cable segment
pursuant to an exchange offer and related transactions. As a result, the Company
realized a gain of approximately $1.3 billion, reduced its debt and retired
approximately 4.1% of the.Company's:then total outstanding common shares.

Toweaaw
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

For the year ended December 31, 1998, the net gain on dispositions of $49.9
million includes the gain from the sale of Non-Consumer Publishing of $65.5
million, net of tax, a tax benefit related to the sale of Virgin of $134.0
million and the reversal of cable split-off reserves that were no longer
required, partially offset by the loss on the sale of the Company's music retail
stores of $138.5 million, net of tax, and additional reserves of $20.3 million,
net of minority interest, which provided for Virgin's operating losses through
its disposition.

For the year ended December 31, 1997, the net gain on dispositions of $405.2
million includes approximately $416.4 million, net of tax, for the Viacom Radio
Stations sale, a net reversal of approximately $20.8 million principally of
Cable split-off reserves that were no longer required partially offset by a
reserve of $32.0 million, net of minority interest, for anticipated additional
losges associated with the operations of Virgin through disposition.

For the year ended December 31, 1996, the net gain on dispositions of
approximately $1.2 billion includes the Cable gain of approximately $1.3 billion
and the Company's estimated loss on disposal of its interactive game businesses
of $159.3 million.

Basic earnings (loss) per share for discontinued operations wae ($0.01), $0.60
and $1.50 for 1998, 1997 and 1996, respectively. Diluted earnings (loss) per
share for discontinued operations was $(0.01), $0.60 and $1.49 for 1998, 1997
and 1996, respectively.
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Summarized- financial.data of discontinued operations are.as follows:
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<TABLE>
<CAPTION>
Results of diacontinued operations: Non-Consuwer
Publishing Music Radio

<S> <C>» <C> <C>
For the Year ended December 31, 1998(1) (2)
Revenues ........cccevveoenne Cestesteseenes $§1,718.0 $ 293.5 -
Loss from operations before income

taxes ......... O cesee (15.2) (20.9) --
Benefit (provision) for income taxes ..... (26.0) 8.0 --
Net 1088 ....voveveveneenes veesessaa ceeeseaa (41.2) (12.9) --
For the Year ended December 31, 1997(3)
ReVenuUes ......iieevvevennnsannnnnns teeaan $1,915.5 $ 605.7 $ 57.1
Earnings {loss) from operations before

income taxes ............... Cecasaas - 144.5 (100.3) 24.5
Benefit (provision) for income taxes ..... (80.8) 37.6 (10.6)
Net earnings (loss) ....... cereresesanaena 63.7 (62.7) 13.9
For the Year ended December 31, 1996(4)
Revenues ......... Ceeiecencetrrr ettt nannns $1,784.1 $§ 616.2 $§ 113.5
Earnings (loss) from operations before

income taxes ......o00000000. cesesrevea 157.8 (87.4) 36.3
Benefit (provision) for income taxes P (85.0) 32.8 (16.1)
Net earnings (1lo88) .....cceiineeernnnnnns 73.1 (54.6) 20.2
</TABLE>

At December 31, 1597

Financial position(s):

Current asgets ......co0s00. Chereenresaee e $ 114.9
Net property and equipment ...... tecererenas 14.5
Other assets ......... sesesenen Secasecnrnran 153.1
Total liabilities ...... Cererraaas Ceeaaaa e (293.0)
Net liabilities of discontinued operations . $ (10.5)

(1)  Results of operations reflect Non-Consumer Publishing for the period
January 1 through November 26, 1998.

(2) Results of operations reflect the music retail stores for the period
January 1 through August 10, 1998.

(3) RBesults .of operations.include Radio for the six months ended June
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. 30, 1997. Results of operations of Interactive for 1997 were
provided for in the prior year's estimated loss on disposal.
(4) Results of operations include Cable for the six months ended June
30, 199s6.
(5) Reflects financial position of Interactive at December 31, 1997.

The provisions for income taxes of $18.0 million for 1998 and $53.8 million for
1997 represent effective tax rates of (49.9%) and 78.3%, respectively. The
effective tax rate for 1996 is not meaningful. The differences between the
effective tax rates and the statutory federal tax rate of 35% principally relate
to certain non-deductible expenses, the allocation of nondeductible goodwill
amortization, state and local taxes and, for 1996, the provision of valuation
allowances attributable to net operating losses of Virgin.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
{Tabular dollars in millions, except per share amounts)

4) CHANGE IN ACCOUNTING METHOD AND OTHER CHARGES

Effective April 1, 1998, Blockbuster adopted an accelerated method of amortizing
videocassette and game rental inventory. Blockbuster has adopted thig new method
of amortization because it has implemented a new business model, including
revenue sharing agreements with Hollywood studios, which has dramatically
increased the number of videocassettes in the stores and is satisfying consumer
demand over a shorter period of time. Revenue sharing allows Blockbuster to
purchase videocassettes at a lower product cost than the traditional buying
arrangements, with a percentage of the net rental revenues shared with the
studios over a contractually determined period of time. As the new business
model results in a greater proportion of rental revenue over a shorter period of
time, Blockbuster has changed its method of amortizing rental inventory in order
to more closely match expenses in proportion with the anticipated revenues to be
generated therefrom.

Pursuant to the new accounting method, the Company records base stock

videocassettes (generally less than five copies per title for each store) at

cost and amortizes a portion of these costs on an accelerated basis over three

months, generally to $8 per unit, with the remaining base stock videocassette

costs amortized on a straight-line basis over 33 months to an estimated $4

salvage value. The cost of non-base stock videocassettes (generally greater than

., .. four. coples per title for each.store) is amortized on an accelerated basis over .. . - T e
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three months to an estimated $4 salvage value. Video games are amortized on an
accelerated basis over a 12 month period to an estimated $10 salvage value.
Revenue sharing payments are expensed when revenues are earned pursuant to the
applicable contractual arrangements.

The new method of accounting has been applied to rental inventory held as of
April 1, 1998. The adoption of the new method of amortization has been accounted
for as a change in accounting estimate effected by a change in accounting
principle. The Company recorded a pre-tax charge of $436.7 million to operating
expenses in the second quarter of 1998. Approximately $424.3 million of the
charge represents an .adjustment to the carrying value of the rental tapes due to
the new method of accounting and approximately $12.4 million represents a
write-down of retail inventory.

The Company believes that the new amortization method developed for
Blockbuster's new business model will result in a better matching of revenue and
‘expense recognition. Under the new model, operating expense attributable to
videocassettes is comprised of revenue sharing payments, which are expensed when
earned, and amortization of product costs. The calculation of the change in
operating expense attributable to videocassettes and games for the twelve months
ended December. 31, 1998 would not be meaningful because the method of accounting
applied prior to April 1, 1998 did not contemplate the new business model.

Prior to April 1, 1998, videocassette rental inventory was recorded at cost and
amortized over its estimated economic life. Base stock videocassettes (1 to 4
copies per title for each store) were amortized over 36 months on a
straight-line basis. Non-base gtock videocassettes (the fifth and succeeding
copies per title for each store) were amortized over six months on a
straight-line basis. Video game inventory was amortized on a straight-line basis
over a period of 12 to 24 months.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

During the second quarter of 1997, Blockbuster shifted its strategic emphasis
from retailing a broad assortment of merchandise to focusing on its core rental
« business. Rationalization of the retail product lines such as sell-through
video, confectionery items, literature, music and fashion merchandise allowed
the Company to devote more management time and attention, as well as retail
" .-floor .selling space,. to its video and.rental game business. In addition, as part.. ° .- '-iwe.
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of its effort to improve the performance of its operations, Blockbuster adopted
a plan to close consistently underperforming stores primarily located in the
United Kingdom and Australia and to exit the German market. As a result,
Blockbuster recorded a pre-tax charge of $322.8 willion which consisted of
operating and general and administrative expenses of approximately $247.5
million, as well as depreciation expense attributable to the write-off of
long-lived assets of $45.9 million and write-offs attributable to international
joint ventures accounted for under the equity method of $29.4 million. As a
result of exiting the music business, approximately $72.6 million of the charge
has been presented as part of discontinued operations. The remaining balance of
the charge consisted.principally of $100.8 million for a reduction in the
carrying value of excess merchandise inventories, $69.6 million for the closing
of underperforming stores principally located in international markets, and
$39.3 million recognized as general and administrative expenses, primarily
related to relocation costs incurred in connection with the move of the
Company's employees, corporate offices and data center from Fort Lauderdale,
Florida to Dallas, Texas.

The $69.6 million charge for the closing of underperforming stores is comprised
of a $41.8 million non-cash impairment charge associated with long-lived assets
and a $27.8 million charge for lease exit obligations. These amounts have been
recognized as depreciation expense and general and administrative expense,
respectively. Through December 31, 1998, the Company has paid and charged
approximately $12.8 million against the lease exit obligations.

During the fourth quarter of 1996, Blockbuster adopted a plan to abandon certain
music retail stores, relocate its headquarters from Fort Lauderdale to Dallas
and eliminate third party distributors domestically. As a result of such plan,
Blockbuster recognized a restructuring charge of approximately $88.9 million of
which approximately $38.7 million related to Music retail stores closings which
is included as part of discontinued operations. Of the remaining charge, $25.0
million reflects estimated severance benefits payable to approximately 650
employees who had chosen not to relocate to Dallas, $11.6 million of other costs
related to the disposition of its corporate headquarters and $13.6 million for
eliminating third party distributors.

The Company relocation to Dallas was completed during the second quarter of
1997. Through December 31, 1998, the Company paid and charged approximately
$25.0 million against the severance liability and approximately $11.4 million
against the Fort Lauderdale exit. In addition, as of December 31, 1998,
substantially all activities related to the music retail store closings have

@ been completed. :
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

5) ACCOUNTS RECEIVABLE

As of December 31, 1998, the Company had an aggregate of $399.6 million
outstanding under revolving receivable securitization programs. Proceeds from
the sale of these receivables were used to reduce outstanding borrowings. The
resulting loss on the sale of receivables was not material to the Company's
financial position and results of operations.

6) INVENTORIES

Inventories consist of the following:

<TABLE>
<CAPTION>
- , December 31,

1998 1997
<S> <C>» <C> -
Prerecorded videocassettes ......voevcevseenns $ 381.9 $ 559.2
Videocasgsette rental inventory .....ceevevececs 404.1 722.8
Publishing:

Finished goods ......ciivvevennnnnnsnnnns 59.7 301.2

Work in pProcess .....cceeeenevensacecsans 6.9 30.3
Materials and supplieB ... ccvvevvernssnnn 2.5 23.3

OLheY ...ttt etnretteraseesasanasesssssosensosnas 17.7 20.6
872.8 1,657.4

Less current portion .......... crcerrerens 468.7 934.8

Theatrical and television inventory:
Theatrical and television productions:

« Released .....cccvveninncinnnananenns $§ 1,800.4 S5 1,736.0
Completed, not released ......c0000. 35.9 17.8
In process and other ............... 321.0 341.4
. . ... Program rights ......ccccietrnnoecrennsss 1,246.2 1,150.7
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3,403.5 3,245.9
Less current portion ......ccoveeveceeoses 1,336.8 1,317.9
$ 2,066.7 $ 1,928.0
Total Current INVentory ......ceeevesessssnnnns $ 1,805.5 § 2,252.7
GSEEZENEEIERS A5 NE S 28 N BE 0% 28 AKX AR
Total Non-Current INVENLOXY ......cceoooevessees $ 2,470.8 § 2,650.6
Lt t 1 : &t 3 § 1 &} t t 2 ¢ 3 3 F 3 & 9

</TABLE>
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
{Tabular dollars in millions, except per share amounts)

7) INVESTMENTS IN AFFILIATED COMPANIES

The Company accounts for its investments in affiliated companies over which the
Company has significant influence or ownership of more than 20% but less than or
equal to 50%, under the equity method. Such investments principally include but
are not limited to the Company's interest in Comedy Central (50% owned), United
Paramount Network (50%, owned) and United Cinemas International (50% owned).
Investments in affiliates are included as a component of other assets.

The following is a summary of combined financial information which isg
based on information provided by the equity investees.

Year Ended December 31,

Results of operations:

REVENUEB ...vcevvrcnrannnnes $§ 1,898.3 $ 2,324.9 $ 2,074.9
Operating income (logg) .... (73.2) (142.5) 7.3
Net 1088 .ivvevievnnrnenannns (115.4) (150.6) (28.2)
. *. .At December 31, . - T e e
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1998 1997

Financial position:
Current aBBetB...cs000tscaosnssces $740.5 $866.6
Non-current assets......ci0eeeene 781.2 616.7
Current liabilities......cvcievvens 694.9 788.1
Non-current liabilities.......... 451.8 366.0
EBQUitY.ooiiviennrsevsnnnssssnonns 375.0 329.2

L
The Company, through the normal course of business, is involved in
transactions with affiliated companies that have not been material in any
of the periods presented.

In 1998, equity in loss of affiliated companies, net of tax, principally
reflects the net operating loss of United Paramount Network ("UPN"), a 50%
interest which was acquired in January 1997, partially offset by the
positive results of Comedy Central. In 1997, the equity loss primarily
reflects the net operating loss of UPN and charges associated with
international network ventures partially offset by earnings from the
Company's half-interest in USA Networks which was sold on October 21,
1997.
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

8) BANK FINANCING AND DEBT

Long-term debt consists of the following:

<TABLE> .
<CAPTION>
December 31,
1998 1997
. <S> . <C> <C>
Notes payable to banks (a) ....vvvvevenvensnssecncannnones $ 848.3 $ 3,152.7
6-625% SBniOI’NOtBB due 1998 (b) S s s e s eI PP RTERIEEREBLAEGOEOCERIOESIEEOE TSN - 150.0

" 5.875% Senior Notes * due 2000, net of unamortized
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discount of $.2 (1998) and (1997) ......cecesencnncncs
7.5% Senior Notes * due 2002, net of unamortized

discount of $1.3 (1998) and $1.7 (1997) .cceveerccesnse
6.75% Senior Notes due 2003, net of unamortized

discount of $.2 (1998) and (1997) ..evvvevrereesonnvas
7.75% Senior Notes due 2005, net of unamortized

digcount of $5.9 (1998) and $7.1 (1997) ..cveeveenvons
7.625% Senior Debentures due 2016, net of unamortized

discount of $1.2 1998 and $1.3 (1997) .....c.vcun.. e
8.25% Senior Debentures * due 2022, net of unamortized

discount of $2.6, (1998) and $2.7 (1997) ..veveeerornas
7.5% Senior Debentures * due 2023, net of unamortized

digcount 0f §.5 ...ccevienecccnnnn e eersearetrenacnens
9.125% Senior Subordinated Notes * due 1999 () civvennnen
.8.75% Senior Subordinated Reset Notes * due 2001 (d) ....
10.25% Senior Subordinated Notes * due 2001 (€) .....ccne.
‘7.0% Senior Subordinated Debentures * due 2003, net of

unamortized discount of $36.0 (1997) (£f) ....covvevens
8.0% Merger Debentures due 2006, net of unamortized

discount of $44.1 (1998) and $98.9 (1997) (e) ..... eee
Other NOteB .. iiicvirvnraittiieiarsosesttsonesuncncsacanns
Obligations under capital leases .....cccvervevescocnossas

Less current Portion ......c.cevevesnsncssnossrsessrsossnsnnss

</TRBLE>

*Igsues of Viacom International guaranteed by the Company.

(a) -- EBffective March 26, 1997, the Company and Viacom International Inc.
(*viacom International") amended and restated the $6.489 billion and $311
million Credit Agreements and the $1.8 billion Credit Agreement, originally
established in 1994, to provide for credit agreements of $6.4 billion (the

149.8
248.7
349.8
965.0
198.7
247.4

149.5

36.3

475.2
20.5
501.4
4,190.6
377.2

§ 3,813.4

hnp:l/www.sec.gov/Archives/edga:ldataJS13328/0001005411-99-001528.txt

149.8
248.3
349.8
992.9
198.7
247.3
149.5
150.0
100.0
200.0
195.5

971.4
16.6

$§ 7,423.0

"March 1997 Viacom Credit Agreement") and $100 million (the "March 1997 Viacom

International Credit Agreement," together with the March 1997 Viacom Credit
Agreement, collectively the "March 1997 Credit Agreements").

The March 1997

Credit Agreements increased commitments by $400 million, extended maturities and

reduced pricing.
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

Effective December 23, 1997, the Company permanently reduced its commitments
under the March 1997 Credit Agreements by $1.0 billion.

Certain proceeds from the disposition of Non-Consumer Publishing in November of
1998 were used to reduce borrowings under the March 1997 Credit Agreements.

']
Effective June 30, 1997, certain financial covenants in the March 1997 Credit
Agreements and the £ilm financing credit agreement were amended to provide the
Company with increased financial flexibility.

The following is a summary description of the March 1997 Credit Agreements as
-amended. The description does not purport to be complete and should be read in
conjunction with each of the credit agreements which have been filed as exhibits
and are incorporated by reference herein.

The March 1997 Viacom Credit Agreement is comprised of (i) a $4.7 billion
senior unsecured reducing revolving loan maturing July 1, 2002 and (ii) a
$700 million term loan maturing April 1, 2002. The March 1997 Viacom
International Credit Agreement is comprised of a $100 million term loan
maturing July 1, 2002.

The Company guarantees the March 1997 Viacom International Credit
Agreement and notes and debentures issued by Viacom International. Viacom
International guarantees the March 1997 Viacom Credit Agreement and notes
and debentures issued by the Company.

The Company may prepay the loans and reduce commitments under the March
1997 Credit Agreements in whole or in part at any time.

The March 1997 Credit Agreements contain certain covenants which, among
other things, require that the Company maintain certain financial ratios
and impose on the Company and its subsidiaries certain limitations on
substantial asset sales and mergers with any other company in which the
Company is not the surviving entity.

The March 1997 Credit Agreements contain certain customary events of
. default and provide that it is an event of default if NAI fails to own at
least 51% of the outstanding voting stock of the Company.

-, The interest rate on all loans made under the three facilities is based upon
EXHIBIT C
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Citibank, N.A.'s base rate or the London Interbank Offered Rate ("LIBOR") and is
affected by the Company's credit rating. At December 31, 1998, the LIBOR (upon
which the Company's borrowing rate was based) for borrowing periods of one wmonth
and two months were each 5.09%. At December 31, 1997, LIBOR for borrowing
periods of one and two months were 5.72% and 5.75%, respectively.

The Company is required to pay a commitment fee based on the aggregate daily
unborrowed portion of the loan commitments. As of December 31, 1998, the Company
had $4.7 billion of available unborrowed loan commitments. The March 1997 Credit
Agreements do not require compensating balances.

[
On May 8, 1998, a subsidiary of the Company amended the 364-day film financing
credit agreement, guaranteed by Viacom International and the Company, which
extended the expiration date for one year, reduced pricing and decreased the
available credit by $109 million to $361 million.

II-46
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)
(b) -- On February 17, 1998, the Company retired all $150.0 million of its

outstanding 6.625% Senior Notes due 1998.

(c) -- On February 15, 1998, the Company redeemed all $150.0 million of Viacom
International’s outstanding 9.125% Senior Subordinated Notes due 1999, at a
Tedemption price equal to 101.3% of the principal amount.

(d) -- on May 15, 1998, the Company redeemed all $100.0 million of Viacom
International's outstanding 8.75% Senior Subordinated Reset Notes due 2001 at a
redemption price equal to 101% of the princ¢ipal amount.

(e} -- During December 1998, the Company commenced the unconditional tender
offers to purchase for cash, all of its outstanding 8.0% Merger Debentures due
2006 at a purchase price of 104% of the principal amount, and to purchase Viacom
International's outstanding 10.25% Senior Subordinated Notes due 2001 at a
purchase price of 112.925% of the principal amount. The tender offer for the
8.0% Merger Debentures expired on January 4, 1999. The offer for the 10.25%
Senior Subordinated Notes expired December 30, 1998 and $163.7 million of such
notes were tendered. Through December 31, 1998, $533.8 million of the 8% Merger
Debentures were tendered and classified as part of accrued liabilities as the
settlement date occurred.subsequent to year end. In 1999, an additional $307.5

- EXHIBIT C

109 of 231 2/9/00 3:05 PM



http/iwww.scc.gov/Archives/edgar/data/813828/0001005477-99-001528.txt

million of the 8.0% Merger Debentures were tendered for a total principal amount
of $841.3 million of notes tendered.

In addition, the Company purchased $21.8 million of the 8.0% Merger Debentures
and $29.0 million of the 7.75% Senior Notes in open market transactions during
1998.

(£) -- On December 30, 1998, the Company redeemed all $231.5 million of Viacom
International's outstanding 7% Senior Subordinated Debentures due 2003 at a
redemption price equal to 100% of the principal amount.

[}
The Company filed a shelf registration statement with the Securities and
Exchange Commission registering debt securities, preferred stock and contingent
value rights of Viacom and guarantees of such debt securities by Viacom
International which may be issued for aggregate gross proceeds of $3.0 billion.
The registration statement was declared effective on May 10, 1995. The net
proceeds from the sale of the offered securities may be used by Viacom to repay,
redeem, repurchase or satisfy its obligations in respect of its outstanding
indebtedness or other securities; to make loans to its subsidiaries; for general
corporate purposes; or for such other purposes as may be specified in the
applicable Prospectus Supplement. The Company filed a post-effective amendment
to this registration statement on November 19, 1996. To date, the Company has
issued $1.55 billion of notes and debentures and has $1.45 billion remaining
availability under the shelf registration statement.
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VIACOM INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Tabular dollars in millions, except per share amounts)

Interest costs incurred, interest income and capitalized interest are summarized
below:

Year Ended December 31,

----------- L L L L L )

1998 1997 1996
Interest Incurred ........... $ 622.3 $ 772.8 $ 823.9
Interest INCOME ..covvssvvons 23.4 21.0 33.9
Capitalized Interest ........ -- 1.0 4.5

.-The Company's scheduled maturities of.indebtedness through December .31, 2003,
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assuming full utilization of the March 1997 Credit Agreements, as amended, are
$1.2 billion (1999), $1.7 billion (2000), $1.8 billion (2001), $2.0 billion
(2002) and $350.0 million (2003). The Company's maturities of long-term debt
outstanding at December 31, 1998, excluding capital leases, are $327.9 million
(1999), $150.0 million (2000), $36.3 million (2001), $1.1 billion (2002) and
$350.0 million (2003). The Company has classified certain short-term
indebtedness as long-term debt based upon its intent and ability to refinance
such indebtedness on a long-term basis.

9) FINANCIAL INSTRUMENTS

.
The Company's carrying value of financial instruments approximates fair value,
except for differences with respect to the notes and debentures and certain
differences related to other financial instruments which are not significant.
The carrying value of the senior debt, senior subordinated debt and subordinated
debt is $2.8 billion and the fair value, which is estimated based on quoted
market prices, is approximately $3.0 billion.

The Company enters into foreign currency exchange contracts in order to reduce

its exposure to changes in foreign currency exchange rates that affect the value

of its firm commitments and certain anticipated foreign currency cash flows.

These contracts generally mature within the calendar year. The Company does not

enter into foreign currency contracts for speculative purposes. To date, the

contracts utilized have been purchased options, spots and forward contracts. A

spot or forward contract is an agreement between two parties to exchange a -
specified amount of foreign currency, at a specified exchange rate on a ‘
specified date. An option contract provides the right, but not the obligation,
to buy or sell currency at a fixed exchange rate on a future date. In 1998 the
foreign exchange contracts have principally been used to hedge the British
Pound, the Australian Dollar, the Japanese Yen, the Canadian Dollar, the
Singapore Dollar, the European Union's common currency (the "Euro") and the
European Currency Unit/British Pound relationship. At December 31, 1998, the
Company had outstanding contracts with a notional value of approximately $4.3
million which expire in 1999. Realized gains and losses on contracts that hedge
anticipated future cash flows are recognized in "other items, net" and were not
material in each of the periods. Option premiums are expensed at the inception
of the contract. Deferred gains and losses on foreign currency exchange
contracts as of December 31, 1998 were not material.
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(Tabular dollars in millions, except per share amounts)

The Company continually wmonitors its positions with, and credit quality of, the
financial institutions which are counterparties to its financial instruments.
The Company is exposed to credit loss in the event of nonperformance by the
counterparties to the agreements. However, the Company does not anticipate
nonperformance by the counterparties. The Company's receivables do not represent
significant concentrations of credit risk at December 31, 1998, due to the wide
variety of customers, markets and geographic areas to which the Company's
products and services are sold.

"
10) SHAREHOLDERS' EQUITY

On February 25, 1999, the Company announced a 2-for-1 common stock split in the
form of a dividend with a record date of March 15, 1999 and a distribution date
of March 31, 1999. An amount equal to the par value of the shares issued has
been transferred from additional paid-in capital to the common stock account.
All common shares and per-share amounts have been adjusted to reflect the stock
split for all periods presented.

On December 2, 1998, as part of its repurchase program described below, the
Company repurchased 12 million shares of its convertible preferred stock, par
value $.01 per share, from Bell Atlantic Corporation for $564 million in cash.
On January S5, 1999, the Company repurchased the remaining 12 million shares of
its convertible preferred stock from Bell Atlantic Corporation for $612 million
in cash. The preferred stock had a cumulative cash dividend of $60 million per
year and was convertible into approximately 34.3 million shares of the Company's
Clasgs B common stock.

On August 31, 1998, the Company initiated a repurchase program to acquire one or
more classes of the Company's equity securities. Through December 31, 1998, the
Company had repurchased 12,000 shares of Class A Common Stock, 26,190,200 shares
of Class B Common Stock, 5,502,000 Viacom Five-Year Warrants, expiring on July
7, 1999, and 12 million shares of its convertible preferred stock for
approximately $1.4 billion in the aggregate. On February 10, 1999, the program
was completed and the Company had repurchased a total of 12,000 shares of Class
A Common Stock 26,255,600 shares of Class B Common Stock, 5,546,500 Viacom
Five-Year warrants, expiring on July 7, 1999 and 24 million shares of its
convertible preferred stock. The total repurchase program approximated $2.0
billion. The cost of the acquired treasury stock has been reflected separately
as a reduction to shareholders' equity. The acquired warrants have been canceled
and the cost has been reflected as a reduction to additional paid-in capital.

At December 31, 1998 and 1997, respectively, there were 6,090,822 and 11,522,695
outstanding.Viacom Five-Year Warrants, expiring July 7,.1999.and at December 31,
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1996 there were 30,576,562 outstanding Viacom Three-Year Warrants, which expired
July 7, 1997. The decrease in the outstanding Viacom Five-Year Warrants is
attributable to the 1998 stock repurchase program.
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During 1997, the Company completed its joint purchase program initially
established in September 1996 with NAI, for each to acquire up to $250 million,
or $500 million in total, of the Company's Class A Common Stock, Class B Common
Stock, and, as to the Company, Viacom Warrants. The Company repurchased
1,319,400 shares of Viacom Inc. Class A Common Stock, 11,632,600 shares of
Viacom Inc. Class B Common Stock and 6,824,590 Viacom Five-Year Warrants,
expiring on July 7, 1999, for approximately $250 million in the aggregate. The
cost of the acquired treasury stock has been reflected separately as a reduction
to shareholders' equity. The cost of the warrants has been reflected as a
reduction to additional paid-in-capital and such warrants have been cancelled.
As of December 31, 1997, NAI has separately acquired 2,564,400 shares of Viacom
Inc. Class A Common Stock and 11,204,000 shares of Viacom Inc. Class B Common
Stock pursuant to the joint purchase program for approximately $250 million,
raising its ownership to approximately 67% of Viacom Inc. Class A Common Stock
and approximately 28% of Class A and Class B Common Stock on a combined basis.

Long-Term Incentive Plans - The purpose of the Company's 1989, 1994 and 1997
‘Long-Term Incentive Plans (the "Plans") is to benefit and advance the interests
of the Company by rewarding certain key employees for their contributions to the
financial success of the Company and thereby motivating them to continue to make
such contributions in the future. The Plans provide for fixed grants of
equity-based interests pursuant to awards of phantom shares, stock options,
stock appreciation rights, restricted shares or other equity-based interests
("Awards*"), and for subsequent payments of cash with respect to phantom shares
or stock appreciation rights based, subject to certain limits, on their
appreciation in value over stated periods of time. The stock options generally
vest over a four to six year period from the date of grant and expire 10 years
after the date of grant.

The stock options available for future grant are as follows:

December 31, 1996 ....ccvececcnnncsns 40,701,682
Decen\ber 31'-.1997 D T S A A N I I A . e 26,753'956 . ' - - T . .
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December 31, 1998 ....cevcveens coenna 14,849,484

The Company has adopted the disclosure-only provisions of SFAS 123, "Accounting
for Stock-Based Compensation" ("SFAS 123"). In accordance with the provisions of
SFAS 123, the Company applies APB 25 "Accounting for Stock Issued to Employees"
and related interpretations in accounting for the Plans and accordingly, does
not recognize compensation expense for its stock option plans because the
Company typically does not issue options at exercise prices below the market
value at date of grant. Had compensation expense for its stock option plans been
determined based upon the fair value at the grant date for awards consistent
with the methodology.prescribed by SFAS 123, the Company's consolidated pre-tax
income would have decreased by $67.4 million ($40.5 million after tax or $.06
per basic and diluted common share), $36.3 million ($22.2 million after tax or
$.03 per basic and diluted common share) and $18.3 million ($11.0 million after
tax or $.02 per basic and diluted common share) in 1998, 1997 and 1996,
respectively. These pro forma effects may not be representative of future
amounts since the estimated fair value of stock options on the date of grant is
amortized to expense over the vesting period, and additional options may be
granted in 