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Item 1. Financial Statements

PART I. FINANCIAL INFORMATION

THE WALT DISNEY COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited; in millions, except per share data)

Quarter Ended
July 1, July 2,
2006 2005
Revenues $ 8,620 $ 7,715
Costs and expenses (6,832) (6,433)
Gains on sale of equity investment and business 26
Restructuring and impairment (charges) and other credits,
net 18 ()
Net interest expense (133) (134)
Equity in the income of investees 136 125
Income before income taxes and minority interests 1,809 1,297
Income taxes (611) (439)
Minority interests (73) a7
Net income $ 1,125 $ 811
Earnings per share:
Diluted $ 053 $ 0.39
Basic $ 054 $ 0.40
Weighted average number of common and common
equivalent shares outstanding:
Diluted 2,147 2,096
Basic 2,071 2,031

See Notes to Condensed Consolidated Financial Statements

$

$

Nine Months Ended
July 1, July 2,
2006 2005
25,501 $ 24210
(21,366) (20,703)
70 26
18 (26)
(441) (364)
355 363
4,137 3,506
(1,444) (1,225)
(101) 127)
2,592 $ 2,154
1.28 $ 1.03
1.31 $ 1.06
2,045 2,105
1,978 2,039
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CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited; in millions, except per share data)

ASSETS

Current assets

Cash and cash equivalents
Receivables

Inventories

Television costs

Deferred income taxes
Other current assets

Total current assets

Film and television costs

Investments

Parks, resorts and other property, at cost
Attractions, buildings and equipment
Accumulated depreciation

Projects in progress
Land

Intangible assets, net
Goodwill
Other assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities

Accounts payable and other accrued liabilities
Current portion of borrowings

Unearned royalties and other advances

Total current liabilities

Borrowings

Deferred income taxes

Other long-term liabilities

Minority interests

Commitments and contingencies (Note 12)
Shareholders equity

Preferred stock, $.01 par value

Authorized 100 million shares, Issued none
Common stock, $.01 par value

THE WALT DISNEY COMPANY

July 1,

2006

$ 1,953
4,743

641

454

749

625

9,165

5,499
1,253

28,406
(13,527)

14,879
936
1,191

17,006
2,936
22,534
964

$ 59,357

$ 4,811
2,692
1,848

9,351

9,974
2,453
3,789
1,256

21,629

October 1,

2005

$ 1,723
4,585

626

510

749

652

8,845

5,427
1,226

27,570
(12,605)

14,965
874
1,129

16,968
2,731
16,974
987

$ 53,158

$ 5,339
2,310
1,519

9,168

10,157
2,430
3,945
1,248

13,288
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Authorized 3.6 billion shares, Issued 2.5 billion shares at July 1, 2006 and 2.2 billion shares at
October 1, 2005

Retained earnings

Accumulated other comprehensive loss

Treasury stock, at cost, 339.8 million shares at July 1, 2006 and 192.8 million shares at
October 1, 2005

See Notes to Condensed Consolidated Financial Statements

19,848
(606)

40,871
(8,337)
32,534

59,357

17,775
(572)

30,491
(4,281)
26,210

53,158
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THE WALT DISNEY COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited; in millions)

Nine Months Ended
July 1, July 2,
2006 2005
OPERATING ACTIVITIES
Net income $ 2,592 2,154
Depreciation and amortization 1,088 1,006
Gains on sale of equity investment and business (70) (26)
Deferred income taxes (132) 60
Equity in the income of investees (355) (363)
Cash distributions received from equity investees 361 279
Minority interests 101 127
Net change in film and television costs 444 263
Equity based compensation 285 279
Other (134) (182)
Changes in operating assets and liabilities, excluding effects of the Pixar acquisition:
Receivables (142) (261)
Inventories 8 41
Other assets 48 “1)
Accounts payable and other accrued liabilities (310) (347)
Income taxes (119) (61)
Cash provided by operations 3,649 2,928
INVESTING ACTIVITIES
Investments in parks, resorts and other property (770) (1,187)
Sales of investments 1,073 15
Working capital proceeds from The Disney Stores North America sale 100
Sales of equity investment and business 81 29
Other 28) (26)
Cash provided by (used in) investing activities 356 (1,069)
FINANCING ACTIVITIES
Commercial paper borrowings, net 1,381 819
Borrowings 448 245
Reduction of borrowings (1,724) (1,723)
Dividends (519) (490)
Repurchases of common stock (4,056) (1,361)
Euro Disney equity offering 171
Equity partner contributions 48 104
Exercise of stock options and other 647 368
Cash used by financing activities 3,775) (1,867)
Increase (decrease) in cash and cash equivalents 230 )
Cash and cash equivalents, beginning of period 1,723 2,042
Cash and cash equivalents, end of period $ 1,953 2,034
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See Notes to Condensed Consolidated Financial Statements



Edgar Filing: WALT DISNEY CO/ - Form 10-Q

THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

1 Principles of Consolidation

These Condensed Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted in the
United States of America (GAAP) for interim financial information and the instructions to Rule 10-01 of Regulation S-X. Accordingly, they do
not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all
adjustments (consisting only of normal recurring adjustments) considered necessary for a fair presentation have been reflected in these
Condensed Consolidated Financial Statements. Operating results for the quarter ended July 1, 2006 are not necessarily indicative of the results
that may be expected for the year ending September 30, 2006. Certain reclassifications have been made in the fiscal 2005 financial statements to
conform to the fiscal 2006 presentation.

These financial statements should be read in conjunction with the Company s Annual Report on Form 10-K for the year ended October 1, 2005
and the Company s Current Report on Form 8-K dated February 16, 2006.

In December 1999, DVD Financing, Inc. (DFI), a subsidiary of Disney Vacation Development, Inc. and an indirect subsidiary of the Company,
completed a receivables sale transaction which established a facility that permits DFI to sell receivables arising from the sale of vacation club
memberships on a periodic basis. In connection with this facility, DFI prepares separate financial statements, although its separate assets and
liabilities are also consolidated in these financial statements.

The terms Company , we , us and our are used in this report to refer collectively to the parent company and the subsidiaries through which our
various businesses are actually conducted.

2 Segment Information

The operating segments reported below are the segments of the Company for which separate financial information is available and for which
segment results are evaluated regularly by the Chief Executive Officer in deciding how to allocate resources and in assessing performance.
Beginning with the first quarter of fiscal year 2006, the Company reports the performance of its operating segments including equity in the
income of investees to align with how management now reports and measures segment performance for internal management purposes.
Previously, equity in the income of investees was reported as a reconciling item between segment operating income and income before income
taxes and minority interests. Results for the quarter and nine months ended July 2, 2005 have been reclassified to conform to the current period
presentation. Equity investees consist primarily of A&E Television Network, Lifetime Television and E! Entertainment Television, which are
cable businesses included in the Media Networks segment.

Equity in the income of investees by segment is as follows:

Quarter Ended Nine Months Ended
July 1, July 2, July 1, July 2,
2006 2005 2006 2005
Media Networks " $ 128 $ 119 $ 336 $ 346
Parks and Resorts 1
Consumer Products 8 6 18 17
$ 136 $ 125 $ 355 $ 363
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(M Substantially all of these amounts relate to investments at Cable Networks.
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THE WALT DISNEY COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

The following table summarizes the third quarter and nine months segment operating results for fiscal 2006 and 2005:

Revenues @V :

Media Networks
Parks and Resorts
Studio Entertainment
Consumer Products

Segment operating income  :
Media Networks

Parks and Resorts

Studio Entertainment
Consumer Products

Quarter Ended
July 1, July 2,
2006 2005
3,740 3,386
2,730 2,449
1,705 1,462
445 418
8,620 7,715
1,152 1,092
549 437
240 (44)
105 62
2,046 1,547

Nine Months Ended
July 1, July 2,
2006 2005

10,965 9,855
7,383 6,663
5,524 6,084
1,629 1,608
25,501 24,210
2,727 2,463
1,138 869
515 520
479 405
4,859 4,257

(M The Studio Entertainment segment receives royalties on Consumer Products sales of merchandise based on certain Studio film
properties. This intersegment revenue and operating income was $25 million and $16 million for the quarters ended July 1, 2006 and
July 2, 2005, respectively, and $82 million and $69 million for the nine months ended July 1, 2006 and July 2, 2005, respectively.
A reconciliation of segment operating income to income before income taxes and minority interests is as follows:

Segment operating income

Corporate and unallocated shared expenses

Amortization of intangible assets

Gains on sale of equity investment and business
Restructuring and impairment (charges) and other credits, net
Net interest expense

Income before income taxes and minority interests

Quarter Ended
July 1, July 2,
2006 2005

$ 2,046 $ 1,547
(119) (137)
3) (3)

26
18 2)
(133) (134)

$ 1,809 $ 1,297

$

$

Nine Months Ended
July 1, July 2,
2006 2005
4,859 $ 4,257
(361) (379)
(6] (3
70 26
18 (26)
(441) (364)
4,137 $ 3,506
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3 Gains on Sale of Equity Investment and Business

On October 7, 2005, the Company sold its Discover Magazine business, which resulted in a pre-tax gain of $13 million. In addition, on
November 23, 2005, the Company sold a cable television equity investment in Spain, which resulted in a pre-tax gain of $57 million.

10
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

4 Business Combinations and Dispositions
L]

Acquisition of Pixar

On May 5, 2006 (the Closing Date ), the Company completed its all stock acquisition of Pixar, a digital animation studio (the Acquisition ). To
purchase Pixar, Disney exchanged 2.3 shares of its common stock for each share of Pixar common stock resulting in the issuance of 279 million
shares of Disney common stock and converted previously issued vested and unvested Pixar equity-based awards into approximately 45 million
Disney equity-based awards. The issuance of these shares and equity-based awards on the Closing Date resulted in an increase of approximately
288 million in the then outstanding Disney shares on a diluted basis.

The results of Pixar s operations have been included in the Company s consolidated financial statements since the Closing Date. Disney believes
that the creation of high quality feature animation is a key driver of success across many of its businesses and provides content useful across a
variety of traditional and new platforms throughout the world. The acquisition of Pixar is intended to support the Company s strategic priorities
of creating the finest content, embracing leading-edge technologies and strengthening its global presence.

The Acquisition purchase price was $7.5 billion ($6.4 billion, net of Pixar s cash and investments of approximately $1.1 billion). The value of the
stock issued was calculated based on the market value of the Company s common stock using the average stock price for the five-day period
beginning two days before the acquisition announcement date on January 24, 2006. The fair value of the vested equity-based awards issued at

the Closing Date was estimated using the Black-Scholes option pricing model, as the information required to use the binomial valuation model
was not reasonably available.

In connection with the Acquisition, the Company recorded a non-cash, non-taxable gain from the deemed termination of the existing Pixar
distribution agreement. Under our previously existing distribution agreement with Pixar, the Company earned a distribution fee which, based on
current market rates at the Closing Date, was favorable to the Company. In accordance with EITF 04-1, Accounting for Pre-Existing
Relationships between the Parties to a Business Combination, the Company recognized a $48 million gain, representing the net present value of
the favorable portion of the distribution fee over the remaining life of this agreement. This gain is classified in Restructuring and impairment
(charges) and other credits, net in the Condensed Consolidated Statements of Income.

11
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

The Company is required to allocate the purchase price to the tangible and identifiable intangible assets acquired and liabilities assumed based
on their fair values at the Closing Date. The fair values were determined primarily through third party appraisals. The excess of the purchase
price over those fair values was recorded as goodwill, which is not amortizable for tax purposes. The Company is currently in the process of
finalizing the valuation of the assets acquired and liabilities assumed; therefore, the fair values set forth below are subject to adjustment as
additional information is obtained. The Company is also in the process of allocating the goodwill resulting from the Acquisition to its operating
segments and related reporting units. The following table summarizes the allocation of the purchase price:

Weighted
Average
Useful Lives
Fair Value (years)
Cash and cash equivalents $ 11
Investments 1,073
Prepaid and other assets 47
Film costs 500 12
Buildings and equipment 225 16
Intangibles 233 5
Goodwill 5,568
Total assets acquired $ 7,657
Accounts payable and other accrued liabilities 63
Deferred income taxes 99
Total liabilities assumed $ 162
Net assets acquired $ 7,495

Included in intangible assets is $164 million of indefinite lived assets relating to Pixar trademarks and tradenames.

The following table presents pro forma results of Disney, as though Pixar had been acquired as of the beginning of the respective periods
presented. These pro forma results do not necessarily represent what would have occurred if the Acquisition had taken place on the dates
presented and does not represent the results that may occur in the future. The pro forma amounts represent the historical operating results of
Disney and Pixar with adjustments for purchase accounting. The $48 million non-cash gain pursuant to EITF 04-1 has been included in net
income in the quarter and nine months ended July 1, 2006.

Quarter Ended Nine Months Ended
July 1, July 2, July 1, July 2,
2006 2005 2006 2005
Revenues $ 8,621 $ 7,719 $ 25515 $ 24235
Net Income 1,120 809 2,603 2,253

12
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Earnings per share:
Diluted $ 050 $ 0.34 $ 1.15 $ 0.95

Basic $ 051 $ 0.35 $ 1.18 $ 0.97

13
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

In connection with the Acquisition, the Company abandoned the Pixar sequel projects commenced by the Company prior to the acquisition and
recorded a pre-tax impairment charge totaling $26 million, which represents the costs of these projects incurred to date. This impairment charge
is classified in Restructuring and impairment (charges) and other credits, net in the Condensed Consolidated Statements of Income.

ABC Radio Transaction

On February 6, 2006, the Company and Citadel Broadcasting Corporation (Citadel) announced an agreement to merge the ABC Radio business,
which is comprised of 22 radio stations and the ABC Radio Network, with Citadel. The merger is to occur after the ABC Radio business is
distributed to Disney shareholders (the Distribution ). Disney shareholders would own approximately 52% of the new company and the Company
is expecting to retain between $1.4 billion and $1.65 billion in cash, depending on the market price of Citadel at the date of closing. This cash

will be obtained from loan proceeds raised by ABC Radio from a third party lender prior to the Distribution. The ESPN Radio and Radio Disney
network and station businesses are not included in the transaction. Based on Citadel s stock price on August 4, 2006, the transaction was valued

at approximately $2.5 billion but may change depending upon Citadel s stock price when the transaction closes. The transaction is expected to
close by the end of the calendar year 2006, subject to regulatory approvals.

5 Borrowings

During the nine months ended July 1, 2006, the Company s borrowing activity was as follows:

October 1, Other July 1,
2005 Additions Payments Activity 2006
Commercial paper borrowings $ 754 $ 1,381 $ $ $ 2,135
U.S. medium-term notes 5,849 (1,600) 4,249
Convertible senior notes 1,323 1,323
Other U.S. dollar denominated debt 305 305
Privately placed debt 158 (G20 107
European medium-term notes 213 88 301
Preferred stock 363 @) 356
Capital Cities/ABC debt 186 186
Film financing 75 228 (71) 1 233
Other 288 ) (43) 243
Euro Disney borrowings "’ 2,036 120 2,156
Hong Kong Disneyland borrowings 917 132 23 1,072
Total $ 12467 $ 1,829 $ (1,724) $ 94 $ 12,666

M Other activity included a $102 million increase from foreign currency translation as a result of the weakening of the U.S. dollar
against the Euro.
The Company s bank facilities are as follows:

14



Bank facility expiring 2010
Bank facility expiring 2011

Total
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Committed Capacity
Capacity Used
$ 2,250 $
2,250 208
$ 4,500 $ 208

$

$

Unused

Capacity
2,250
2,042

4,292

15
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

In February 2006, the Company amended its two bank facilities. The amendments included an extension of the maturity of one of the facilities
from 2009 to 2011. In addition, the Company also increased the amount of letters of credit that can be issued to $800 million from $500 million
under the facility expiring in 2011. Any letter of credit issuances reduce available borrowings. These bank facilities allow for borrowings at
LIBOR-based rates plus a spread, which depends on the Company s public debt rating and can range from 0.175% to 0.75%. As of July 1, 2006,
the Company had not borrowed under these bank facilities although $208 million of letters of credit had been issued under the facility expiring
in 2011. The capacity of these bank facilities remains $4.5 billion.

The Company may use commercial paper borrowings up to the amount of its unused bank facilities shown above, in conjunction with term debt
issuance and operating cash flow, to retire or refinance other borrowings before or as they come due.

In July 2006, the Company issued $750 million of notes under its United States Medium-Term Note Program which bear interest at a rate of
5.70% and mature in 2011. The proceeds from the notes were used for general corporate purposes.

6 Euro Disney and Hong Kong Disneyland

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46R, Consolidation of Variable Interest
Entities (FIN 46). Pursuant to the provisions of FIN 46, the Company began consolidating Euro Disney and Hong Kong Disneyland s balance
sheets at the end of the Company s second quarter of fiscal 2004 and the income and cash flow statements beginning with the third quarter of
fiscal 2004.

The following table presents a condensed consolidating balance sheet for the Company as of July 1, 2006, reflecting the impact of consolidating
the balance sheets of Euro Disney and Hong Kong Disneyland.

Before Euro

Disney and Euro Disney,

Hong Kong Hong Kong

Disneyland Disneyland and

Consolidation Adjustments Total

Cash and cash equivalents $ 1,467 $ 486 $ 1,953
Other current assets 6,948 264 7,212
Total current assets 8,415 750 9,165
Investments 2,047 (794) 1,253
Fixed assets 12,471 4,535 17,006
Other assets 31,912 21 31,933
Total assets $ 54,845 $ 4,512 $ 59,357
Current portion of borrowings $ 2,601 $ 1 $ 2,692

16
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Other current liabilities 6,211 448 6,659
Total current liabilities 8,902 449 9,351
Borrowings 6,747 3,227 9,974
Deferred income taxes and other long-term liabilities 6,071 171 6,242
Minority interest 591 665 1,256
Shareholders equity 32,534 32,534
Total liabilities and shareholders equity $ 54,845 $ 4,512 $ 59,357
10

17
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THE WALT DISNEY COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

The following table presents a condensed consolidating income statement of the Company for the quarter ended July 1, 2006, reflecting the
impact of consolidating the income statements of Euro Disney and Hong Kong Disneyland.

Revenues

Cost and expenses

Restructuring and impairment (charges) and other credits, net
Net interest expense

Equity in the income of investees

Income (loss) before income taxes and minority
interests

Income taxes

Minority interests

Net income

Before Euro
Disney and
Hong Kong
Disneyland

Consolidation
$ 8,222
(6,414)
18
(113)
122

1,835
(616)
(94)

$ 1,125

Euro Disney,

Hong Kong
Disneyland and
Adjustments Total
$ 398 $ 8,620
(418) (6,832)
18
(20) (133)
14 136
(26) 1,809
5 (611)
21 (73)
$ $ 1,125

The following table presents a condensed consolidating income statement of the Company for the nine months ended July 1, 2006, reflecting the
impact of consolidating the income statements of Euro Disney and Hong Kong Disneyland.

Revenues

Cost and expenses

Gains on sale of equity investment and business
Restructuring and impairment (charges) and other credits, net
Net interest expense

Equity in the income of investees

Income (loss) before income taxes and minority
interests

Income taxes

Minority interests

Before Euro
Disney and
Hong Kong
Disneyland

Consolidation

$ 24,394

(20,168)

70

18

(349)

278

4,243
(1,459)
(192)

Euro Disney,

Hong Kong
Disneyland and
Adjustments Total
$ 1,107 $ 25501
(1,198) (21,366)
70
18
92) (441)
71 355
(106) 4,137
15 (1,444)
91 (101)

18



Net income
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$ 2,592

11

$

2,592

19
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

The following table presents a condensed consolidating cash flow statement of the Company for the nine months ended July 1, 2006, reflecting

the impact of consolidating the cash flow statements of Euro Disney and Hong Kong Disneyland.

Before Euro

Disney and Euro Disney,

Hong Kong Hong Kong

Disneyland Disneyland and

Consolidation Adjustments Total
Cash provided (used) by operations $ 3,730 $ (81) $ 3,649
Investments in parks, resorts and other property (588) (182) (770)
Other investing activities 1,091 35 1,126
Cash (used) provided by financing activities (3,954) 179 (3,775)
Increase (decrease) in cash and cash equivalents 279 (49) 230
Cash and cash equivalents, beginning of period 1,188 535 1,723
Cash and cash equivalents, end of period $ 1,467 $ 486 $ 1,953
7 Pension and Other Benefit Programs
L]
The components of net periodic benefit cost are as follows:
Pension Plans Postretirement Medical Plans
Quarter Ended Nine Months Ended Quarter Ended Nine Months Ended
July 1, July 2, July 1, July 2, July 1, July 2, July 1, July 2,
2006 2005 2006 2005 2006 2005 2006 2005

Service cost $ 47 $ 34 $ 139 $ 102 $ 8 8 $ 24 $ 24
Interest cost 54 58 166 174 15 15 45 45
Expected return on plan assets (52) (55) (156) (165) 4) “4) 12) (12)
Recognized net actuarial loss 36 15 106 45 11 8 33 24
Net periodic benefit cost $ 8 $ 52 % 255§ 156 $ 30 $ 27 $ 2 $ 81

During the third quarter of fiscal year 2006, the Company made contributions of $334 million into its pension and postretirement medical plans.
Approximately $38 million is expected to be contributed to the pension and postretirement medical plans during the fourth quarter.

20
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

8 Earnings Per Share

Diluted earnings per share amounts are based upon the weighted average number of common and common equivalent shares outstanding during
the period and are calculated using the treasury stock method for stock options and assuming conversion of the Company s convertible senior
notes. For the quarters ended July 1, 2006 and July 2, 2005, options for 67 million and 90 million shares, respectively, were excluded from the
diluted earnings per share calculation as they were anti-dilutive. A reconciliation of net income and weighted average number of common and
common equivalent shares outstanding for calculating diluted earnings per share is as follows:

Quarter Ended Nine Months Ended
July 1, July 2, July 1, July 2,
2006 2005 2006 2005

Net income $ 1,125 $ 811 $ 2,592 $ 2,154
Interest expense on convertible senior notes (net of tax) 5 5 16 16

$ 1,130 $ 816 $ 2,608 $ 2,170
Shares (in millions):
Weighted average number of common shares outstanding (basic) 2,071 2,031 1,978 2,039
Weighted average dilutive stock options 31 20 22 21
Assumed conversion of convertible senior notes 45 45 45 45
Weighted average number of common and common equivalent
shares outstanding (diluted) 2,147 2,096 2,045 2,105

9 Shareholders Equity

The Company declared a $519 million dividend ($0.27 per share) on December 1, 2005 related to fiscal 2005, which was paid on January 6,
2006 to shareholders of record on December 12, 2005. The Company paid a $490 million dividend ($0.24 per share) during the second quarter
of fiscal 2005 related to fiscal 2004.

During the nine months ended July 1, 2006, the Company repurchased 147 million shares of Disney common stock for approximately $4.1
billion, of which 80 million shares for approximately $2.4 billion were purchased in the third quarter. As of July 1, 2006, the Company had
authorization in place to repurchase approximately 302 million additional shares, of which the Company has repurchased 67 million shares for
slightly under $2.0 billion subsequent to quarter-end through August 4, 2006. The repurchase program does not have an expiration date.

13
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THE WALT DISNEY COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited; tabular dollars in millions, except for per share data)

10 Comprehensive Income

Comprehensive income is as follows:

Quarter Ended
July 1, July 2,
2006 2005
Net income $ 1,125 $ 811
Market value adjustments for investments and hedges (52) 98
Foreign currency translation and other 23 45)
Comprehensive income $ 1,096 $ 864

Accumulated other comprehensive loss is as follows:

Market value adjustments for investments and hedges
Foreign currency translation and other
Additional minimum pension liability adjustment

Accumulated other comprehensive loss

11 Equity Based Compensation

The impact of stock options and restricted stock units (RSUs) on net income is as follows:

Quarter Ended
July 1, July 2,
2006 2005
Stock option compensation expense $ 59 $ 64
RSU compensation expense 39 35
Total equity based compensation expense 98 99
Tax impact 36) 37

$

$

$

Nine Months Ended
July 1, July 2,
2006 2005
$ 2,592 $ 2,154
15) 64
a9 9
$ 2,558 $ 2,227
July 1, October 1,
2006 2005
16 $ 31
87 106
(709) (709)
(606) $ (572)
Nine Months Ended
July 1, July 2,
2006 2005
180 $ 187
105 92
285 279
(106) (103)
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Reduction in net income, net of tax $ 62 $ 62 $ 179 $ 176

Unrecognized compensation cost related to outstanding and unvested stock options and RSUs totaled approximately $585 million and $359
million, respectively, as of July 1, 2006.

On January 9, 2006, the Company made its regular annual stock compensation grant which consisted of 19.6 million stock options and
10.2 million RSUs, of which 1.6 million RSUs included market-based performance conditions.

Prior to the fiscal 2006 annual grant, the fair value of options granted was estimated on the grant date using the Black-Scholes option pricing
model. Beginning with the fiscal 2006 annual grant, the Company changed to the binomial valuation model. The binomial valuation model
considers certain characteristics of fair value option pricing that are not considered under the Black-Scholes model. Similar to the Black-Scholes
model, the binomial valuation model takes into account variables such as
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volatility, dividend yield, and the risk free interest rate. However, the binomial valuation model also considers the expected exercise multiple
(the multiple of exercise price to grant price at which exercises are expected to occur on average) and the termination rate (the probability of a
vested option being cancelled due to the termination of the option holder) in computing the value of the option. Accordingly, the Company
believes that the binomial valuation model should produce a fair value that is more representative of the value of an employee option. In
addition, the weighted average expected option term assumption used by the Company for fiscal 2005 grants reflected the application of the
simplified method set out in SEC Staff Accounting Bulletin No. 107 (SAB 107). The simplified method defines the expected term of an option
as the average of the contractual term of the options and the weighted average vesting period for all option tranches. As SAB 107 only permits
the use of the simplified method until December 31, 2007, the Company would have been required to utilize a method other than the simplified
method at that time.

The Company used an expected volatility of 26% for fiscal 2006 grants and 27% for fiscal 2005 grants. The weighted average fair values of
options at their grant date during the nine months ended July 1, 2006 and July 2, 2005, were $7.21 and $7.71, respectively.

In connection with the acquisition of Pixar on May 5, 2006, the Company converted previously issued vested and unvested Pixar stock-based
awards into Disney stock-based awards consisting of 44 million stock options and 1 million RSUs. The fair value of these awards issued was
estimated using the Black-Scholes option pricing model, as the information required to use the binomial valuation model was not reasonably
available. The methodology utilized to determine the assumptions in the Black-Scholes model was consistent with those used by the Company
prior to the adoption of the binomial model.

12 Commitments and Contingencies

The Company has exposure to various legal and other contingencies arising from the conduct of its businesses.
Legal Matters

Milne and Disney Enterprises, Inc. v. Stephen Slesinger, Inc. On November 5, 2002, Clare Milne, the granddaughter of A. A. Milne, author of
the Winnie the Pooh books, and the Company s subsidiary Disney Enterprises, Inc. (DEI) filed a complaint against Stephen Slesinger, Inc. (SSI)
in the United States District Court for the Central District of California. On November 4, 2002, Ms. Milne served notices to SSI and DEI
terminating A. A. Milne s prior grant of rights to Winnie the Pooh, effective November 5, 2004, and granted all of those rights to DEI In their
lawsuit, Ms. Milne and DEI sought a declaratory judgment, under United States copyright law, that Ms. Milne s termination notices were valid;
that SSI s rights to Winnie the Pooh in the United States terminated effective November 5, 2004; that upon termination of SSI s rights in the
United States, the 1983 licensing agreement that is the subject of the Stephen Slesinger, Inc. v. The Walt Disney Company lawsuit terminated by
operation of law; and that, as of November 5, 2004, SSI was entitled to no further royalties for uses of Winnie the Pooh. SSI filed (a) an answer
denying the material allegations of the complaint and (b) counterclaims seeking a declaration that (i) Ms. Milne s grant of rights to DEI is void
and unenforceable and (ii) DEI remains obligated to pay SSI royalties under the 1983 licensing agreement. SSI also filed a motion to dismiss the
complaint or, in the alternative, for summary judgment. Subsequently, the Court ruled that Milne s termination notices are invalid and dismissed
SSI s counterclaims as moot. Following further motions SSI filed an amended answer and counterclaims and a third-party complaint against
Harriet
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Hunt (heir to E. H. Shepard, illustrator of the original Winnie the Pooh stories), who had served a notice of termination and a grant of rights
similar to Ms. Milne s. By order dated August 3, 2004, the Court granted SSI leave to amend its answer to assert counterclaims against the
Company allegedly arising from the Milne and Hunt terminations and the grant of rights to DEI for (a) unlawful and unfair business practices;
and (b) breach of the 1983 licensing agreement. In November 2004, the District Court granted a motion by Milne to dismiss her complaint for
the purpose of obtaining a final appealable order of dismissal, so as to permit her appeal to the Court of Appeals to proceed. Following oral
argument, the Court of Appeals, on December 8, 2005, affirmed the trial court s grant of summary judgment in favor of SSI and against Milne,
whose motion for a hearing en banc was denied on January 19, 2006. On April 17, 2006, Milne filed a petition for a writ of certiorari in the
United States Supreme Court, which denied the petition on June 26, 2006.

Stephen Slesinger, Inc. v. The Walt Disney Company. In this lawsuit, filed on February 27, 1991 in the Los Angeles County Superior Court, the
plaintiff claims that a Company subsidiary defrauded it and breached a 1983 licensing agreement with respect to certain Winnie the Pooh
properties, by failing to account for and pay royalties on revenues earned from the sale of Winnie the Pooh movies on videocassette and from the
exploitation of Winnie the Pooh merchandising rights. The plaintiff seeks damages for the licensee s alleged breaches as well as confirmation of
the plaintiff s interpretation of the licensing agreement with respect to future activities. The plaintiff also seeks the right to terminate the
agreement on the basis of the alleged breaches. If each of the plaintiff s claims were to be confirmed in a final judgment, damages as argued by
the plaintiff could total as much as several hundred million dollars and adversely impact the value to the Company of any future exploitation of
the licensed rights. On March 29, 2004, the Court granted the Company s motion for terminating sanctions against the plaintiff for a host of
discovery abuses, including the withholding, alteration, and theft of documents and other information, and, on April 5, 2004, dismissed plaintiff s
case with prejudice. Plaintiff s subsequent attempts to disqualify the judge who granted the terminating sanctions were denied in 2004, and its
motion for a new trial was denied on January 26, 2005, allowing plaintiff to proceed with its noticed appeal from the April 5, 2004, order of
dismissal.

In Re Pixar Securities Litigation. As previously disclosed by Pixar, on October 21, 2005, a putative class action lawsuit was filed against Pixar,
Steven P. Jobs, Edwin E. Catmull and Simon T. Bax in the United States District Court for the Northern District of California. In this case,
together with three subsequent cases which have been consolidated, plaintiffs allege that the defendants issued false and misleading statements
in certain of Pixar s press releases and SEC filings between January 18, 2005 and June 30, 2005, concerning earnings Pixar expected to receive
for its second fiscal quarter of 2005, ended July 2, 2005, from the home video sales of The Incredibles. Plaintiffs assert claims under

Section 10(b) and 20(a) of the Securities Exchange Act of 1934, as amended, and Rule 10b-5. On June 29, 2006, defendants filed a motion to
dismiss the complaint.

Management believes that it is not currently possible to estimate the impact, if any, that the ultimate resolution of these matters will have on the
Company s results of operations, financial position or cash flows.

The Company, together with, in some instances, certain of its directors and officers, is a defendant or co-defendant in various other legal actions
involving copyright, breach of contract and various other claims incident to the conduct of its businesses. Management does not expect the
Company to suffer any material liability by reason of such actions.
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Contractual Guarantees

The Company has guaranteed certain special assessment and water/sewer revenue bonds issued by the Celebration Community Development
District and the Enterprise Community Development District (collectively, the Districts). The bond proceeds were used by the Districts to
finance the construction of infrastructure improvements and the water and sewer system in the mixed-use, residential community of Celebration,
Florida. As of July 1, 2006, the remaining debt service obligation guaranteed by the Company was $70 million, of which $45 million was
principal. The Company is responsible to satisfy any shortfalls in debt service payments, debt service and maintenance reserve funds, and to
ensure compliance with specified rate covenants. To the extent that the Company has to fund payments under its guarantees, the Districts have
an obligation to reimburse the Company from future District revenues.

The Company has also guaranteed certain bond issuances by the Anaheim Public Authority that were used by the City of Anaheim to finance
construction of infrastructure and a public parking facility adjacent to the Disneyland Resort. Revenues from sales, occupancy and property
taxes from the Disneyland Resort and non-Disney hotels are used by the City of Anaheim to repay the bonds. In the event of a debt service
shortfall, the Company will be responsible to fund the shortfall. As of July 1, 2006, the remaining debt service obligation guaranteed by the
Company was $394 million, of which $107 million was principal. To the extent that subsequent tax revenues exceed the debt service payments
in subsequent periods, the Company would be reimbursed for any previously funded shortfalls.

To date, tax revenues have exceeded the debt service payments for both the Celebration and Anaheim bonds.

13 Income Taxes

As a matter of course, the Company is regularly audited by federal, state and foreign tax authorities. From time to time, these audits result in
proposed assessments. The Company believes that its tax positions comply with applicable tax law, and it has adequately provided for any
reasonably foreseeable potential assessments. Accordingly, the Company does not anticipate any material earnings impact from any such
assessments. In the current year, $16 million and $17 million of tax reserves were released in the second and third quarters, respectively, related
to the favorable resolution of certain state income tax matters, and in the first quarter of fiscal 2005, $24 million of tax reserves were released
related to the favorable resolution of certain federal income tax matters.

14 New Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes (FIN 48). FIN 48 clarifies the accounting for income taxes by prescribing a minimum probability threshold that a tax position must meet
before a financial statement benefit is recognized. The minimum threshold is defined in FIN 48 as a tax position, that based solely on its
technical merits is more likely than not to be sustained upon examination by the applicable taxing authority. The tax benefit to be recognized is
measured as the largest amount of benefit that is greater than fifty percent likely of being realized upon ultimate settlement. FIN 48 must be
applied to all existing tax positions upon initial adoption. The cumulative effect of applying FIN 48 at adoption, if any, is to be reported as an
adjustment to opening retained earnings for the year of adoption. FIN 48 is effective for fiscal years beginning after December 15, 2006, which
is the Company s 2008 fiscal year, although early adoption is permitted. The Company is currently assessing the potential effect of FIN 48 on its
financial statements.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Item 2: Management s Discussion and Analysis of Financial Condition and Results of Operations
ORGANIZATION OF INFORMATION

Management s Discussion and Analysis provides a narrative of the Company s financial performance and condition that should be read in
conjunction with the accompanying financial statements. It includes the following sections:

Overview

Seasonality

Business Segment Results
Quarter Results

Nine-Month Results

Corporate and Other Non-Segment Items
Financial Condition
Commitments and Contingencies
Other Matters

Market Risk

OVERVIEW

Our summary consolidated results are presented below:

Quarter Ended Nine Months Ended
July 1, July 2, July 1, July 2,

(in millions, except per share data) 2006 2005 Change 2006 2005 Change
Revenues $ 8,620 $ 7,715 12 % $ 25,501 $ 24210 5%
Costs and expenses (6,832) (6,433) 6 % (21,366) (20,703) 3 %
Gains on sale of equity investment and business 26 nm 70 26 nm
Restructuring and impairment (charges) and other credits,

net 18 2) nm 18 (26) nm
Net interest expense 133) (134) ()% (441) (364) 21 %
Equity in the income of investees 136 125 9 % 355 363 (2)%
Income before income taxes and minority interests 1,809 1,297 39 % 4,137 3,506 18 %
Income taxes (611) (439) 39 % (1,444) (1,225) 18 %
Minority interests (73) (47) 55 % (101) (127) (20)%
Net income $ 1,125 $ 811 39 % $ 2,592 $ 2,154 20 %
Diluted earnings per share $ 053 $ 0.39 36 % $ 128 $ 1.03 24 %
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Quarter Results

Revenues for the quarter increased 12%, or $905 million, to $8.6 billion primarily driven by the strong performance from our domestic theme
parks, where attendance was favorably impacted by the timing of the Easter holiday season and positive responses to new guest offerings, the
strong DVD sales of The Chronicles of Narnia: The Lion, The Witch and The Wardrobe, higher affiliate revenues at ESPN, higher advertising
revenues at the ABC Television Network due to higher advertising rates, and a full quarter of theme park operations at Hong Kong Disneyland
as compared to the prior year quarter when the park was not yet open.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

Net income increased 39%, or $314 million, to $1.1 billion due to the strong performance of The Chronicles of Narnia: The Lion, The Witch and
The Wardrobe at worldwide home entertainment, revenue growth at ESPN partially offset by higher programming expenses, reduced
distribution costs associated with Miramax theatrical releases and stronger performance at both of our domestic theme parks.

Diluted earnings per share increased 36% to $0.53 in the current quarter. Results for the quarter and prior-year quarter were impacted by the
items summarized in the following tables:

Favorable/(unfavorable) impact Quarter ended July 1, 2006
Pre-Tax Tax After-Tax
Non-taxable gain on deemed termination of Pixar distribution
agreement $ 48 $ $ 48
Impairment of Pixar related sequel projects (26) 10 (16)
$ 22 $ 10 $ 32

Quarter ended July 2, 2005

Pre-Tax Tax After-Tax
Partial impairment of cable television investment $ (32) $ 12 $ (20)
Write-downs related to the MovieBeam venture 24) 9 (15)
Gain on sale of Mighty Ducks 26 (10) 16

$ (30) $ 11 $ (19)

Nine Month Results

Revenues for the nine months increased 5%, or $1.3 billion, to $25.5 billion. The increase was driven by the strong performance from both of
our domestic theme parks, led by the on-going success of the 50th anniversary celebration, increased advertising revenues at the ABC Television
Network driven by strength in ratings and higher rates, a full nine months of theme park operations at Hong Kong Disneyland as compared to
the prior year period when the park was not yet open, higher license fees from sales of Touchstone Television dramas in international markets
and higher affiliate revenues at ESPN driven by contractual rate increases. These increases were partially offset by lower DVD unit sales at
home entertainment.

Net income increased 20%, or $438 million, to $2.6 billion driven by the strong performance at both of our domestic theme parks, improved
primetime results at the ABC Television Network and growth at ESPN.

Diluted earnings per share increased 24% to $1.28 in the nine month period. In addition to the non-taxable gain on the deemed termination of the
Pixar distribution agreement and the impairment of Pixar-related sequel projects, the current nine months benefited from gains of $70 million
($44 million after-tax) related to the sales of a cable television equity investment in Spain and the Discover Magazine business. In addition to the
gain from the sale of the Mighty Ducks of Anaheim and the investment impairment and write-downs disclosed above, the prior nine-month
period included a $61 million benefit ($38 million after-tax) on the restructuring of Euro Disney s borrowings, a $24 million benefit from the
favorable resolution of certain tax matters, a $32 million charge ($20 million after-tax) to write-down an investment and restructuring and
impairment charges totaling $26 million ($16 million after-tax) related to the sale of the Disney Store North America.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

SEASONALITY

The Company s businesses are subject to the effects of seasonality. Consequently, the operating results for the quarter and nine months ended
July 1, 2006 for each business segment, and for the Company