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PART T
Item 1. Business
General
Metro-Goldwyn-Mayer Inc., ("MGM"), is a premier global entertainment content

company. We develop, produce and distribute theatrical motion pictures and
television programs, and we intend to create and own interests in branded
cable and satellite programming channels. See "Note 12 to Consolidated
Financial Statements." Our principal subsidiaries are Metro-Goldwyn-Mayer
Studios Inc., United Artists Corporation, United Artists Films Inc. and Orion
Pictures Corporation. We are one of only seven major film and television
studios worldwide. Our library contains over 4,000 theatrically released
feature film titles and over 10,200 television episodes and is the largest
collection of post-1948 feature films in the world. Films in our library have
won over 200 Academy Awards, including Best Picture Awards for Annie Hall, The
Apartment, The Best Years of Our Lives, Dances With Wolves, Hamlet, In the
Heat of the Night, Marty, Midnight Cowboy, Platoon, Rain Man, Rocky, The
Silence of the Lambs, Tom Jones and West Side Story. Our library also includes
21 titles in the James Bond film franchise, five titles in the Rocky film
franchise and nine titles in the Pink Panther film franchise.

MGM was incorporated in Delaware on July 10, 1996. Our executive offices are
located at 2500 Broadway Street, Santa Monica, California 90404. Our telephone
number is (310) 449-3000.

Background of the Company

Tracinda Corporation, senior management of MGM Studios at the time and Seven
Network Limited, a company formed under the laws of Australia, formed MGM to
acquire from Consortium de Realisation, a wholly-owned subsidiary of Credit
Lyonnais S.A., all of the outstanding capital stock of MGM Studios and its
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subsidiaries, including United Artists, in October 1996 for an aggregate
consideration of $1.3 billion. Tracinda is wholly owned by Mr. Kerkorian.

In July 1997, we acquired all of the outstanding capital stock of Orion and
its subsidiaries, including the entity formerly known as The Samuel Goldwyn
Company and now known as Orion Film Classics Company, from Metromedia
International Group, Inc. In connection with the Orion acquisition, we
obtained the film and television libraries of the Orion companies consisting
of approximately 1,900 film titles and 3,000 television episodes.

In November 1997, we completed an initial public offering, whereby we issued
and sold 9,000,000 new shares of common stock, $.01 par value per share, at a
price per share of $20, less an underwriting discount, for net proceeds (after
expenses of the initial public offering) of $165.0 million. Concurrently with
the consummation of the initial public offering, Tracinda purchased directly
from us, at a purchase price of $18.85 per share (equal to the per share price
to the public in the initial public offering, less the underwriting discount),
3,978,780 shares of the common stock for an aggregate purchase price of $75.0
million.

In September 1998, Tracinda and a Delaware corporation that is principally
owned by Tracinda, which we refer to collectively as the "Tracinda Group,"
purchased 16,208,463 shares of the common stock from Seven Network,
representing all of our capital stock held by Seven Network, for a price per
share of $24 and an aggregate purchase price of $389.0 million.

In November 1998, we completed a rights offering, whereby we issued and sold
84,848,485 new shares of the common stock at a subscription price of $8.25 per
share for net proceeds (after expenses of the rights offering) of $696.5
million. After giving effect to the completion of the 1998 rights offering and
the exercise of the subscription rights distributed in connection therewith,
the Tracinda Group continued to beneficially own approximately 89.5 percent of
our outstanding common stock.

In January 1999, we acquired from PolyGram N.V. and its subsidiaries certain
film libraries and film-related rights for consideration of $235.0 million.
The PolyGram libraries contain over 1,300 feature films and are comprised of
(a) the Epic library, which consists of approximately 1,000 film titles
acquired between 1992 and 1997 by Credit Lyonnais Bank Nederland and
Consortium de Realisation from various filmed entertainment companies, (b) the
library of films released by PolyGram before March 31, 1996 and (c) the
Island/Atlantic and Vision/Palace libraries, which had been previously
acquired by PolyGram.

In April 1999, Alex Yemenidjian was appointed as Chairman and Chief
Executive Officer and Chris McGurk was named Vice Chairman and Chief Operating
Officer of MGM.

In November 1999, we completed a rights offering, whereby we issued and sold
49,714,554 new shares of the common stock at a subscription price of $14.50
per share for net proceeds (after expenses of the rights offering) of
approximately $715.0 million. After giving effect to the completion of the
1999 rights offering and the exercise of the subscription rights distributed
in connection therewith, the Tracinda Group continued to beneficially own
approximately 89.0 percent of our outstanding common stock.

In May 2000, our shelf registration statement covering the sale of up to
$750.0 million of securities was declared effective by the Securities and
Exchange Commission. During 2000, we sold 5,363,800 shares of common stock for
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total consideration of $134.1 million pursuant to the registration statement.

In February and March 2001, we sold 16,080,590 additional shares of common
stock to unaffiliated investors in private placements pursuant to our shelf
registration statement and 15,715,667 shares of Series B preferred stock
(which were converted into 15,715,667 shares of common stock, on a one-for-one
basis, upon stockholder approval on May 2, 2001) to Tracinda, for total
consideration of $635.6 million.

Recent Developments

Cable Investment. In April 2001, we invested $825.0 million in cash for a 20
percent interest in two general partnerships which own and operate the
American Movie Channel, Bravo, the Independent Film Channel and WE: Women's
Entertainment (formerly Romance Classics). These partnerships were wholly-
owned by Rainbow Media, which is 74 percent owned by Cablevision Systems
Corporation and 26 percent owned by NBC. The proceeds of our $825.0 million
investment were used as follows: (1) $365.0 million was used to repay bank
debt of the partnerships; (2) $295.5 million was used to repay intercompany
loans from Cablevision and its affiliates; and (3) $164.5 million was added to
the working capital of the partnerships.

While we are not involved in the day-to-day operations of the cable
channels, our approval is required before either partnership may: (1) declare
bankruptcy or begin or consent to any reorganization or assignment for the
benefit of creditors; (2) enter into any new transaction with a related party;
(3) make any non-proportionate distributions; (4) amend the partnership
governing documents; or (5) change its tax structure.

We have the right to participate on a pro rata basis in any sale to a third
party by Rainbow Media of its partnership interests, and Rainbow Media can
require us to participate in any such sale. If a third party invests in either
partnership, our interest and that of Rainbow Media will be diluted on a pro
rata basis. Neither we nor Rainbow Media will be required to make additional
capital contributions to the partnerships. However, if Rainbow Media makes an
additional capital contribution and we do not, our interest in the
partnerships will be diluted accordingly. If the partnerships fail to attain
certain financial projections provided to us by Rainbow Media for the years
2002 through 2005, inclusive, we will be entitled, 30 days after receipt of
partnership financial statements for 2005, to require Rainbow Media to acquire
our partnership interests for fair market value at the time, as determined
pursuant to the agreement. We formed a wholly-owned subsidiary, MGM Networks
U.S. Inc., which made the above-described investment, and is the MGM entity
which holds the aforesaid general partnership interests and rights attendant
thereto.

In February and March 2001, pursuant to our shelf registration statement, we
sold 16,080,590 shares of common stock to unaffiliated investors in private
placements for aggregate net proceeds of $310.6 million. In
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addition, we sold 15,715,667 shares of our Series B preferred stock to
Tracinda for $325.0 million. We used the net proceeds of this sale to help
finance our cable channel investment. The preferred stock does not bear
dividends but has a liquidation preference of $0.01 per share. The preferred
stock became convertible, at the option of the holder, into common stock on a
share-for-share basis upon stockholder approval of the issuance of the common
stock to Tracinda on May 2, 2001, at which time the preferred stock was
converted into approximately 15,715,667 shares of common stock. Tracinda had a
demand registration right for the common stock it received upon conversion of
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the preferred stock. The Tracinda Group currently beneficially owns
approximately 81 percent of our outstanding common stock.

Joint Venture. In August 2001, through our wholly-owned subsidiary MGM On
Demand Inc., we acquired a 20 percent interest in a joint venture established
to create an on-demand movie service to offer a broad selection of
theatrically-released motion pictures via digital delivery for broadband
internet users in the United States. Other partners in the joint venture
include Sony Pictures Entertainment, Universal Studios, Warner Bros. and
Paramount Pictures. We funded $7.5 million for our equity interest and our
share of operating expenses of the joint venture as of December 31, 2001. We
financed our investment through borrowings under our credit facilities. We are
committed to fund our share of the joint venture's operating expenses, as
required.

The Motion Picture and Television Industry

Motion Pictures--General. The motion picture industry consists of two
principal activities: production and distribution. Production involves the
development, financing and production of feature-length motion pictures.
Distribution involves the promotion and exploitation of motion pictures
throughout the world in a variety of media, including theatrical exhibition,
home entertainment, television and other ancillary markets. The U.S. motion
picture industry can be divided into major studios and independent companies,
with the major studios dominating the industry in the number of theatrical
releases. In addition to us (including MGM Studios, MGM Pictures, UA Films and
Orion), the major studios as defined by the Motion Picture Association of
America are The Walt Disney Company (including Buena Vista, Touchstone and
Miramax Films), Paramount Pictures Corporation, Sony Pictures Entertainment,
Inc. (including Columbia Pictures), Twentieth Century Fox Film Corp.,
Universal Studios, Inc., and Warner Bros. (including Turner, New Line Cinema
and Castle Rock Entertainment). The major studios are typically large
diversified corporations that have strong relationships with creative talent,
exhibitors and others involved in the entertainment industry and have global
film production and distribution capabilities.

Historically, the major studios have produced and distributed the majority
of high grossing theatrical motion pictures released annually in the United
States. Over the past eleven years, the number of feature-length motion
pictures released by the major studios has increased from 158 in 1990 (39.9
percent of the total) to 251 in 2001 (42.5 percent of the total). In addition,
most of the studios have created or accumulated substantial and valuable
motion picture libraries that generate significant revenues. These revenues
can provide the major studios with a stable source of earnings that partially
offsets the variations in the financial performance of their current motion
picture releases and other aspects of their motion picture operations.

The independent companies generally have more limited production and
distribution capabilities than do the major studios. While certain independent
companies may produce as many films as a major studio in any year, independent
motion pictures typically have lower negative costs and are not as widely
released as motion pictures produced and distributed by the major studios.
Additionally, the independent companies may have limited or no internal
distribution capability and may rely on the major studios for distribution and
financing.

Motion Picture Production. The production of a motion picture begins with
the screenplay adaptation of a popular novel or other literary work acquired
by the producer of the motion picture or the development of an original
screenplay based upon a story line or scenario conceived or acquired by the
producer. In the development phase, the producer may seek production financing
and tentative commitments from a director, the principal cast members and
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other creative personnel. A proposed production schedule and budget are
prepared. At the end of this phase, the decision is made whether or not to
"greenlight," or approve for production, the motion picture.

After greenlighting, pre-production of the motion picture begins. In this
phase, the producer engages creative personnel to the extent not previously
committed, finalizes the filming schedule and production budget, obtains
insurance or self insures and secures completion guaranties, if necessary.
Moreover, the producer establishes filming locations, secures any necessary
studio facilities and stages and prepares for the start of actual filming.

Principal photography, or the actual filming of the screenplay, generally
extends from seven to 16 weeks, depending upon such factors as budget,
location, weather and complications inherent in the screenplay. Following
completion of principal photography, the motion picture enters what is
typically referred to as post-production. In this phase, the motion picture is
edited, opticals, dialogue, music and any special effects are added, and
voice, effects and music soundtracks and pictures are synchronized. This
results in the production of the negative from which release prints of the
motion picture are made. Major studios and independent film companies hire
editors, composers and special effects technicians on the basis of their
suitability for a particular picture.

The production and marketing of theatrical motion pictures requires
substantial capital. The costs of producing and marketing motion pictures have
increased substantially in recent years. These costs may continue to increase
in the future at rates greater than normal inflation, thereby increasing the
costs to us of our motion pictures. Production costs and marketing costs are
generally rising at a faster rate than increases in either domestic admissions
to movie theaters or admission ticket prices, leaving us and all producers of
motion pictures more dependent on other media, such as home entertainment and
television, and foreign markets.

Motion Picture Distribution. The distribution of a motion picture involves
the licensing of the picture for distribution or exploitation in various
markets, both domestically and internationally, pursuant to a release pattern.
These markets include theatrical exhibition, non-theatrical exhibition (which
includes airlines, hotels and armed forces facilities), home video (including
rental and sell-through), presentation on television (including pay-per-view,
pay, network, syndication or basic cable) and marketing of the other rights in
the picture and underlying literary property, which may include publishing,
merchandising and soundtracks. The domestic and international markets
generally follow the same release pattern, with the starting date of the
release in the international market varying from being concurrent with the
domestic theatrical release to being as long as nine months afterwards. A
motion picture typically is distributed by a major studio or one or more
distributors that acquire rights from a studio or other producer in one or
more markets or media or a combination of the foregoing.

Both major studios and independent film companies often acquire pictures for
distribution through a customary industry arrangement known as a "negative
pickup," under which the studio or independent film company agrees before
commencement of or during production to acquire from a production company all
rights to a film upon completion of production, and also acquire completed
films, as well as all associated obligations.

Television Production. The production of television series programming
involves the development of a format based on a creative concept or literary
property into a television script, the hiring of talent, the filming or taping
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of the program and the technical and post-production work necessary to produce
a finished program. Television producers may originate projects internally or
acquire them from others. If a concept is deemed suitable for development, the
studio or other producer or network typically commissions and pays for a
script. Once a script is ordered, one or more license agreements are
negotiated with the potential broadcasters of such program. A pilot episode
usually is ordered or commissioned prior to the determination of whether a
series will be produced.

Television production can generally be divided into two distinct markets:
network production (i.e., television shows for ABC, CBS, NBC, Fox, UPN and The
WB) and non-network production (i.e., made-for-cable and first-run
syndication) . The economics of the two types of television production are
different. In network production, a network generally orders approximately six
to 13 initial episodes of each new series for a license fee equal to a
percentage of the program's cost. The balance of the production cost can only
be recouped through international sales and syndication if a series is
successful and generally remains unrecouped for at least four years. In the
non-network production or first-run syndication business, a producer seeking
to launch a new series

commits to produce a minimum number of episodes if the producer can "clear"
the series by selling to individual television stations in sufficient markets
throughout the country (generally comprising at least 70 percent of U.S.
television households). Once produced, the episodes are immediately available
for licensing to international broadcasters as well. This approach generally
involves a lower production cost risk and earlier return on investment than
the network production business; however, non-network programming generally
reduces the potential total return on investment as compared to successful
network production. See "--Production--Television Production."

Television Distribution. The U.S. television market is served by network
affiliated stations, independent stations and cable systems, although the
number of independent stations has decreased as many formerly independent
stations have become affiliated with new networks in recent years. During
"prime time" hours, network affiliates primarily broadcast programming
produced for the network. In non-prime time, network affiliates telecast
network programming, off-network programming, first-run programming
(programming produced for distribution on a syndicated basis) and programming
produced by the local stations themselves. Independent television stations and
cable networks, during both prime and non-prime time, produce their own
programs and telecast off-network programs or first-run programs acquired from
independent producers or syndicators. Syndicators generally are companies that
sell to independent television stations and network affiliates programming
produced or acquired by the syndicator for distribution.

Business Strategy

Our goal is to become a fully-integrated global entertainment content
company, thereby maximizing the value of our assets, including our film and
television library and our film and television production and distribution

units. To achieve this goal, we seek to:

Build and Leverage Our Library. We plan to build and leverage our film and
television library by:

Producing new motion pictures and television episodes;

Aggressively marketing and repackaging our library's titles;
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Developing new distribution channels;
Capitalizing on developments in technology;
Further penetrating emerging international markets; and

Incentivizing our employees to drive growth in sales of our library's
titles.

Create Branded Cable and Satellite Programming Channels. We believe we can
create significant value by utilizing our library and current production to
establish MGM branded cable and satellite channels. We have been actively
exploring strategic alternatives to gain carriage for our proposed channels.

Increase Film and Television Production While Improving Our Risk Profile. We
intend to increase production in a financially disciplined manner by:

We

We

Tightly monitoring development and production expenditures;

Involving members of senior management from all areas of our company in
the greenlighting process for films;

Aggressively seeking production agreements and/or co-financing partners
for our pictures and television product;

Entering into production agreements and joint ventures with key
producers of motion pictures and television product;

Increasing our focus on the production of commercially successful motion
pictures; and

Using our film library as a proven source for sequels and remakes and
the expansion of certain well-tested, familiar film franchises.

have, for example:
Entered into an agreement with Miramax Films pursuant to which we will
jointly produce, finance and distribute up to eight motion pictures,

relying on our film library as a prominent source of material;

Entered into a "first look" co-financing agreement with Hyde Park
Entertainment (David Hoberman and Ashok Amritraj);

Entered into a "first look" producing/directing agreement with Lion Rock
Productions (John Woo and Terence Chang);

Entered into a "first look" co-financing agreement with Mosaic;
Repositioned UA as a specialty film unit now known as UA Films, which is
involved in production, sales and acquisitions of specialized motion

pictures; and

Entered into a split-rights agreement for specialized motion pictures
with American Zoetrope (Francis Ford Coppola).

intend to produce or co-produce and distribute six to ten motion pictures

annually through MGM Pictures across a variety of genres. Through UA Films, we
also intend to distribute annually an additional ten to 15 specialty motion
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pictures that will have substantially lower average costs and will be produced
mainly by third parties.

We plan to develop, produce and distribute television programs focusing on
low financial risk formats, such as pre-clearing a television series for
distribution prior to committing to development expenditures, as well as Jjoint
ventures, co-productions and other partnering arrangements for certain of our
series.

Increase Distribution Revenues. We have taken steps to obtain greater
flexibility in distributing our own product to enable us to realize additional
revenue opportunities while reducing the costs associated with distribution.
In 1999, we terminated our agreement with Warner Home Video so that, on
February 1, 2000, we regained full control over the home video exploitation of
our films. On October 31, 2000, we completed our withdrawal from United
International Pictures (UIP) with respect to the international theatrical
distribution of our films. We executed the transition of our international
home video and theatrical/non-theatrical distribution from Warner Home Video
and UIP to Fox to gain more control over our international distribution in
those media and to maximize our revenue opportunities.

We plan to increase distribution revenues by:

Self-distributing in the U.S. and Canada our library as well as all
motion pictures produced by MGM Pictures and UA Films;

Distributing films that we co-produce with a third party in those
territories where we have distribution rights and capabilities;

Distributing motion pictures produced by others; and
Taking advantage of new distribution platforms.

Capitalize on a Well Recognized Brand Name. We believe that the MGM name and
lion logo are among the most recognized in the world. We intend to capitalize
on the value inherent in our name and logo through the distribution of branded
programming and the development of consumer products.

Streamline Operations. We have taken steps to make our operating process
more efficient by:

Consolidating overhead across the MGM Pictures and UA production units;
and

Consolidating and centralizing operating and corporate functions.
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We believe that MGM should, through business combinations or other strategic
alternatives, either grow into or become part of a larger, vertically
integrated organization, in order to maximize the value of MGM's assets. To
that end, MGM has been regularly evaluating business combination opportunities
and other strategic alternatives as opportunities arise, and intends to
continue to do so. As of the date hereof, no agreements regarding a
transaction of such nature have been reached and there can be no assurance
that MGM will decide to enter into any such transaction. In addition, business
combinations and other strategic alternatives involve numerous risks,
including diversion of management's attention away from our operating
activities. We cannot assure you that we will not encounter unanticipated
problems or liabilities with respect to any business combinations that have
been or may be completed by MGM, nor can we assure you that the anticipated



Edgar Filing: METRO-GOLDWYN-MAYER INC - Form 10-K405

benefits of any such transactions will be achieved.
Film and Television Library

We currently own or hold certain distribution rights to over 4,000
theatrically released motion pictures. Our library also contains the largest
collection of feature films produced since 1948. In 1948, certain major
studios negotiated consent decrees requiring that the studios separate their
exhibition businesses from their production and distribution businesses and
mandating the divestiture of certain theater holdings. This is generally
believed to have triggered greater competition among the studios and an
increased emphasis on the potential for commercial success in the development
and production stages, resulting in a greater focus on the content and quality
of the motion pictures produced and distributed by the studios. We believe
that films produced and developed after 1948 generally are more valuable than
films that were previously produced and developed.

In addition to being the largest modern motion picture library in the world,
our library 1is also one of the most critically acclaimed libraries in the
motion picture industry, representing one of the largest collections of
Academy Award-winning films. The motion pictures in our library have won over
200 Academy Awards. Fourteen motion pictures in our library have won the
Academy Award for Best Picture: Annie Hall, The Apartment, The Best Years of
Our Lives, Dances With Wolves, Hamlet, In the Heat of the Night, Marty,
Midnight Cowboy, Platoon, Rain Man, Rocky, The Silence of the Lambs, Tom Jones
and West Side Story.

Our library also includes over 10,200 episodes from television series
previously broadcast on prime-time network television, cable or in first-run
syndication, including episodes of The Addams Family, American Gladiators, Bat
Masterson, Cagney & Lacey, Fame, Green Acres, Highway Patrol, In the Heat of
the Night, Mr. Ed, The Patty Duke Show, Pink Panther, Sea Hunt and
thirtysomething. The television programs in our library have won, among
others, 109 Emmy awards and 17 Golden Globe awards.

Our library includes titles from a wide range of genres, including dramas,
comedies, action-adventure movies, westerns and suspense thrillers. We believe
that our library's diversity, quality and extensive size provides us with
substantial competitive advantages. We seek to continue to build upon these
advantages by producing and acquiring new motion pictures across a variety of
genres and budget ranges to update and enhance our library. See "-—-
Production--Motion Picture Production."

We will continue to implement the strategy of developing new projects from
existing library assets. Our library represents a readily-available, "market
tested" source of development ideas. For example, in 1999 we had success with
the remake of The Thomas Crown Affair and in 1995 we had success with The
Birdcage, a remake of La Cage aux Folles. Rollerball is an upcoming example of
this strategy. Furthermore, we have successfully expanded the valuable film
franchises within our library, most notably the James Bond franchise, with the
commercial success of GoldenEye in 1995, Tomorrow Never Dies in 1997 and The
World Is Not Enough in 1999. In addition, we have commenced principal
photography on a new James Bond feature, the twentieth film in the series, to
be released in late 2002. Additionally, we have successfully developed
television series based on library motion pictures such as: Poltergeist: The
Legacy based on Poltergeist; Stargate SG-1 based on Stargate; and All Dogs Go
to Heaven, based on the movie of the same name. We also have produced a remake
of Twelve Angry Men and Inherit The Wind as made-for-television movies for
Showtime Networks Inc.

10
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We, together with Danjag LLC, are the sole owners of all of the James Bond
motion pictures. Nineteen James Bond motion pictures in our library are
produced and distributed pursuant to a series of agreements with Danjag. The
motion pictures are produced by Danjaq, and we have the right to approve all
key elements of the pictures, such as the selection of the director and the
leading actors. The copyright in each of the motion pictures is owned jointly
by MGM and Danjaq. Generally, we have the right to distribute each of the
pictures in all media worldwide in perpetuity or for a term of 15 years. Where
our distribution rights are not perpetual, the rights revert to joint control
by MGM and Danjaq after expiration of the distribution term. Danjaq controls
certain merchandising rights with respect to the pictures, and we are entitled
to receive a portion of the revenues from Danjaqg's merchandising licenses.
Additionally, we control all the marketing rights and the music from The
Living Daylights (1987) and all subsequent pictures. All other rights relating
to the pictures are controlled jointly by MGM and Danjag. The agreements
contain certain restrictions on the sale or licensing by MGM of any of our
rights in the pictures.

With two recent acquisitions, our library now contains every James Bond
motion picture ever made, and we are the only studio to hold such rights. In
1998, we acquired the rights to Never Say Never Again, produced by Warner
Bros. and Taliafilms and, in 1999, we acquired the distribution rights to
Casino Royale, produced by Columbia and Famous Artists Productions (a
subsidiary of MGM). See "Item 3. Legal Proceedings."

We seek aggressively to market and distribute titles in our film library in
existing pay and free television, home video and other markets worldwide. We
believe that the size of our library allows us to minimize the over-
exploitation of any title and therefore better preserve the ongoing value of
our library by actively managing the rotation of titles through such markets.
As of December 31, 2001, approximately 83 percent of the theatrical motion
picture titles and approximately 94 percent of the television title episodes
in our library have been exploited.

We also seek aggressively to market and distribute our titles through
developing technology. See "--Distribution--Home Video Distribution." We
believe that the development and growth of direct broadcast satellite and
other new distribution systems may generate significant incremental profits
for the industry as the number of channels requiring content grows.

We have differing types of rights to the various titles in our library. In
some cases, we own the title outright, with the right to exploit the title in
all media and territories for an unlimited time. In other cases, the title may
be owned by a third party and we may have obtained the right to distribute the
title in certain media and territories for a limited term. Even if we own a
title, we may have granted rights to exploit the title in certain media and
territories to others. As of December 31, 2001, we owned outright, or had been
granted rights in perpetuity to, approximately 67 percent of the titles in our
library. Our rights in the other library titles are limited in time and,
pursuant to the terms of the existing arrangements, the rights granted to us
expire, with respect to approximately six percent of the library over the next
two years (i.e. through the end of 2003), with respect to another
approximately 23 percent over the seven years thereafter (from 2004 to 2011),
and with respect to another approximately seven percent thereafter (from 2011
on) . We have generally been able to renew such rights on acceptable terms;
however, no assurances can be made that we will continue to be able to do so
in the future. In accordance with industry practice, for purposes of
calculating the size of the library, we include any title that we have the
right to distribute in any territory in any media for any term.

Due to certain long-term pre-paid licenses entered into before 1993 by prior
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management, we do not expect to receive significant revenue with respect to
substantial portions of our library from domestic free and certain major
international television markets for the next several years. As of December
31, 2001, the titles included in these licenses represent a cross-section of
the titles in the library, including substantially all of the pre-1990 MGM and
UA titles, which have been licensed in one or more of the U.S., France and
Spain, and approximately 51 percent (some are starting to expire) of the Orion
and PolyGram titles, which have been licensed in one or more of France, Spain,

Germany and the United Kingdom. See "--Distribution--Television Distribution."
We expect to benefit as certain rights to the library that have been
previously licensed to others revert to us over time. See "--Distribution."

9

Because we have historically derived approximately 40 percent of our
revenues from non-U.S. sources, our business is subject to risks inherent in
international trade, many of which are beyond our control. These risks
include: changes in laws and policies affecting trade, investment and taxes,
including laws and policies relating to the repatriation of funds and to
withholding taxes; differing degrees of protection for intellectual property;
the instability of foreign economies and governments; and fluctuating foreign
exchange rates. See "--Regulation," "Item 7. Management's Discussion and
Analysis of Financial Condition and Results of Operations" and "Item 7A.
Quantitative and Qualitative Disclosures about Market Risk."

Production
Motion Picture Production

We currently develop and produce theatrical motion picture projects through
two separate production entities, MGM Pictures and UA Films. MGM Pictures
concentrates on developing and producing mainstream, major studio budget level
films. UA Films concentrates on developing, producing and acquiring
specialized films with a net cost investment of less than $10.0 million. Both
production units are supported by centralized marketing, sales, legal,
physical production and distribution functions.

MGM Pictures plans to distribute approximately six to ten motion pictures
annually across a variety of genres and budget ranges. MGM Pictures employs a
development staff of creative executives who refine concepts and scripts so
that projects are developed to the point that production decisions can be
made. MGM Pictures also intends to enter into production alliances with a
select group of producers, many of them genre-specific. These producers will
develop and produce motion pictures exclusively or semi-exclusively for MGM
Pictures and will use their relationships and creative abilities to provide
another source of product for MGM Pictures. The six to ten pictures
distributed by MGM Pictures are anticipated to be a combination of internally
developed pictures, pictures developed and/or produced by the allied
producers, pictures which are co-produced or co-financed with other major
studios or independent partners and pictures acquired through negative pickups
or other distribution arrangements.

MGM Pictures' strategy is to both increase creative diversity and mitigate
financial risk in connection with motion picture production. We expect to
enhance creative diversity by employing the production alliance strategy
discussed above and by entering into selective production agreements with
successful established producers such as Lion Rock Productions (John Woo and
Terence Chang), Mosaic (Chuck Roven) and Hyde Park Entertainment (David
Hoberman and Ashok Amritraj). As an example of this strategy, in July 1999, we
entered into an agreement with Miramax Films pursuant to which MGM and Miramax
will Jjointly produce, finance and distribute up to eight motion pictures,
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relying on our film library as a prominent source of material. Initial titles
identified for potential production under this agreement include Cold
Mountain, based on the best-selling novel, contributed by us, and the remake
of the comedy classic Harvey, contributed by Miramax. Miramax will develop the
films under this agreement, which MGM and Miramax will jointly finance. Half
of these films will be released domestically by each partner, with the other
providing international distribution.

We also intend to seek to spread the financial risk inherent in motion
picture production, as well as increase the breadth of our release slate, by
entering into co-production and/or co-financing arrangements such as our
agreement with Miramax. Similarly, in April 1999, we entered into an enhanced
co-production agreement with Universal. Pursuant to that agreement, we
acquired the rights to distribute Josie and the Pussycats internationally,
with Universal being responsible for domestic distribution. We share the
production's costs and receipts from the picture equally except for certain
ancillary rights. In addition, under a separate co-production agreement, we
co-produced with Universal the feature film Hannibal (a sequel to The Silence
of the Lambs) which we distributed in the domestic marketplace, with Universal
being responsible for international distribution. We shared the production
costs for Hannibal evenly with Universal, and the receipts from the picture
will also be divided evenly between us and Universal. In December 2001, as a
result of certain disputes with Universal over the enhanced co-production
agreement, certain issues relating to the acquisition of the Polygram
libraries, and the rights to the forthcoming feature film Red Dragon (based
upon a novel by the author of The Silence of the

10

Lambs and Hannibal), MGM Pictures and Universal entered into a settlement
terminating their overall co-production agreement approximately four months
prior to its scheduled expiration. Pursuant to the settlement, among other
terms, MGM Pictures will receive a participation in the gross receipts of Red
Dragon, MGM Pictures will have the right to enter into a co-production
agreement with Universal for any subsequent productions containing elements or
any character from the novels or motion pictures Red Dragon, The Silence of
the Lambs or Hannibal, and Universal will have the right to enter into a co-
production agreement with MGM for any studio sequel to The Silence of the
Lambs produced by MGM.

We have established UA Films as a filmmaker-oriented studio, based in New
York, which will release approximately ten to 15 motion pictures each year.
These motion pictures will be produced or co-produced by UA Films or acquired
through negative pickups or other distribution arrangements and will include
some motion pictures in a variety of genres generally involving producers and
directors, writers or other talent who typically work outside of the studio
system as well as lower budget films from established filmmakers. Our
investment in such pictures is expected to be significantly less than our
investment for pictures produced through MGM Pictures. We believe that this
strategy of releasing specialty motion pictures will add greater diversity to
our release slate and enhance the library both through the addition of new
film product and the building of relationships with up-and-coming producers
and directors, writers and other talent. As an example of this strategy, in
March 2000, we entered into an agreement with filmmaker Francis Ford Coppola's
production company, American Zoetrope, for the financing and distribution in
the U.S. and Canada of up to ten lower-budget motion pictures to be produced
by Zoetrope for UA Films over a three-year period. Under the agreement, we
have a "first-look" on such projects developed by Zoetrope. See "Item 13.
Certain Relationships and Related Transactions."

Compared to other major studios, we believe we have entered into, and intend
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to pursue, fewer traditional producer or talent "overhead" arrangements in
which a studio pays a portion of the overhead of creative talent

(i.e., producer, director or actor) for the right to receive a "first look" at
that party's projects. We generally believe that our capital resources are
better allocated to acquire literary properties or the services of talent for
a specific project. In addition, our current business plan also calls for our
annual release slates to be comprised of proportionately fewer large budget
"event" motion pictures than the current release slates of the other major
studios.

We do not own any studio facilities or stages but lease facilities and sound
stages on an "as needed" basis in connection with the production of specific
motion picture and television projects. We have not experienced any
difficulties in leasing appropriate facilities and sound stages when needed.

Motion picture production and distribution is highly speculative and
inherently risky. There can be no assurance of the economic success of any
motion picture since the revenues derived from the production and distribution
of a motion picture (which do not necessarily bear a direct correlation to the
production or distribution costs incurred) depend primarily upon its
acceptance by the public, which cannot be predicted. The commercial success of
a motion picture also depends upon the acceptance of competing films released
into the marketplace at or near the same time, the availability of alternative
forms of entertainment and leisure time activities, general economic
conditions and other tangible and intangible factors, all of which can change
and cannot be predicted with certainty. Further, the theatrical success of a
motion picture is generally a key factor in generating revenues from other
distribution channels. There is a substantial risk that some or all of our
motion pictures will not be commercially successful, resulting in costs not
being recouped or anticipated profits not being realized. See "Item 7.
Management's Discussion and Analysis of Financial Condition and Results of
Operations."

11
The following table details our tentative 2002 domestic theatrical release
schedule:

Release Schedule

Approximate
Title Release Date Summary Principal Actors
Rollerball (MGM) ........ February 2002 In a futuristic, non- Chris Klein, LL Cool J,
violent society, a Rebecca Romjin-Stamos,
brutal sport called Jean Reno
Rollerball serves as the
means of competition
between global
conglomerates.
Hart's War (MGM) ........ February 2002 A former law student Bruce Willis, Colin

risks his life in order Farrell
to defend a black man

charged with killing a

racist American in a

German P.O.W. camp

during World War IT.

14



No Such Thing
Monster) (UA

Killing Me Softly

Deuces Wild (

Igby Goes Down

Windtalkers

The Crocodile

Collison Course

(MGM)
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March 2002 When a news crew sent to
investigate a foul-
mouthed deadly Monster
disappears, a guileless
young woman dispatched
to follow up on the
story befriends the
Monster and becomes
only hope in ending
life of misery.

(aka

) e

his
his

(MGM) . Spring 2002 An American woman in
London marries a
domineering mountain
climber after a torrid
affair, only to suspect
him of murdering
previous lovers.

April 2002 In 1956 Brooklyn, guns
and inter—-gang romance
complicate the Deuces
Wild gang's struggle to
keep a drug-dealing
rival gang off their
turf.

After the misfortune of
two directors provides a
young filmmaker with his
big break to direct a
feature film, the young
man finds his identity
and discovers his
talents through the
roughshod process of
making the film.

(UA) A privileged teenager in
a dysfunctional family
struggles with hostility
towards his older

brother and mother.

June 2002 The story of an Anglo GI
assigned to protect a
Navajo whose inscrutable
native language is used
as code in radio
transmissions to
confound the Japanese
during World War IT.

Hunter: June 2002

(MGM) . .

The Crocodile Hunter,
Steve Irwin, saves a
croc from poachers,
are actually special
agents that have been
sent to retrieve a top
secret U.S. satellite
beacon that the croc has

who

Sarah Polley, Robert
Burke, Helen Mirren,
Julie Christie

Heather Graham,
Fiennes, Natasha
McElhone

Joseph

Stephen Dorff , Brad
Renfro, Fairuza Balk,
Matt Dillon, Balthazar
Getty, Frankie Muniz,
Johnny Knoxville, Drea
de Matteo

Jeremy Davies, Giancarlo
Giannini, Jason

Schwartzman

Kieran Culkin, Susan
Sarandon, Ryan
Phillippe, Bill Pullman,
Claire Danes, Jeff

Goldblum, Amanda Peet

Nicolas Cage, Christian
Slater, Adam Beach

Steve Irwin, Terri Irwin
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24 Hour Party People June 2002
(UA) e et e e e e e e e et eee
Approximate
Title Release Date
Barbershop (MGM)........ July 2002
Pumpkin (UA) ............ July 2002

A Guy Thing (MGM) August 2002

Dark Blue (UA) September 2002

City of Ghosts (UA) Fall 2002

swallowed.

The rise and fall of Steve Coogan, Paddy
Factory Records under Considine, Danny

the aegis of visionary, Cunningham, Sean Harris

idealist and business
disaster Tony Wilson.

12

Summary Principal Actors

A $50,000 reward offer Ice Cube
for information about a

recent heist sends a

barber shop on the South

Side of Chicago into a

spin as the barbers try

to figure out clues to

the crime by the

haircuts they gave that

day.

Christina Ricci, Hank
Harris, Brenda Blethyn,
Dominique Swain

A sorority girl through
and through falls in
love with the 19 year-
old mentally disabled
boy she is mentoring for
the Special Olympics
and, for the first time
in her life, comes to
terms with imperfection
in her world.

When a groom-to-be wakes Jason Lee, Julia Stiles,

up the morning after his Selma Blair, James
bachelor party in bed Brolin

with a stripper, he

presumes he must have

cheated on his fiancee.

Guilt leads him to try

to cover it up in the

week before the wedding;

high jinks ensue.

A grizzled veteran of Kurt Russell, Scott
the elite and corrupt Speedman, Ving Rhames,
SIS wing of the LAPD Brendan Gleason, Kurupt,
investigates a brutal Master P

multiple murder in the
tense LA atmosphere
leading up to the Rodney
King riots.

A scam artist travels to Matt Dillon, James Caan,
Cambodia, anxious to Stellan Skarsgard,
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Assassination Tango Fall 2002
(0720 I

All or Nothing (UA)..... Fall 2002

Personal Velocity (UA).. Fall 2002

Bond 20 (MGM) Winter 2002

Evelyn (UA) Winter 2002

collect what he's owed
from his criminal
mentor; when he arrives,
however, he quickly
discovers that he's in
over his head...with
potentially deadly
consequences.

A very competent but
aging New York hit-man
takes on his last case
in Argentina, where he
revels in the tango
cafes of his dreams.
However, the promise of
an easy hit turns on
him, and he must use all
of his resources to
return to New York and
the woman he loves.

Family drama set in
London council flats.

Three personal stories
about women escaping
their restrictive
relationships with men.

Much anticipated 20th
installment of the
continuing adventures of
James Bond.

After his wife leaves
him, a dedicated father
loses custody of his
beloved children to the
state; he resolves to
fight against antiquated
custody laws and takes
his case to court.

13

Nathasha McElhone,
Gerard Depardieu,
Takeshi Kitano

Robert Duvall, Ruben
Blades, Frankie Gio,
Kathy Baker

Marion Bailey, Helen
Coker, James Corden,
Paul Jesson, Sam Kelly,
Lesley Manville, Ruth
Sheen, Timothy Spall

Kyra Sedgwick, Parker
Posey, Fairuza Balk

Pierce Brosnan, Halle

Berry, John Cleese, Judy
Dench
Pierce Brosnan, Aidan

Quinn, Stephen Rea,
Julianna Margulies

We may revise the release date of a motion picture as the production

schedule
revenues.
pictures

Additionally,

the discussion above in

Television Production

changes or in such a manner as we believe is likely to maximize
there can be no assurance that any of the motion
scheduled for release will be completed, that completion will occur
in accordance with the anticipated schedule or budget,
pictures will necessarily involve all of the creative talent listed above.
"--Motion Picture Production."

or that the motion

See

We have in the past engaged in the development and production of episodic
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television series, mini-series and movies for distribution on domestic and
international television networks, local independent and network-affiliated
television stations, pay television networks, basic cable networks and home
video. Since the re-establishment of our television series production
operations in 1994, we have obtained commitments for approximately 1,308 hours
of television programming, of which approximately five percent remained to be
aired as of December 31, 2001.

From 1994 through 2000, we focused primarily on the development and
production of series for the first-run syndication market, which involves a
lower production investment risk, and movies and mini-series for both network
and off-network broadcasters. As part of our strategy, in 1994 we entered into
a programming arrangement with Showtime whereby we provided television series
and movies for premiere on Showtime. Showtime agreed to license from us
exclusive U.S. pay television rights to the following television series:

(a) 132 hours (six seasons) of The Outer Limits (winner of the Cable Ace award
for Best Dramatic Series in 1995 and 1996), all of which have been aired as of
December 31, 2001; (b) 66 episodes (three seasons) of Poltergeist: The Legacy,
all of which have been aired as of December 31, 2001; and (c) 110 episodes
(five seasons) of Stargate SG-1, of which ten episodes remained to be aired as
of December 31, 2001. We have no further commitments from Showtime with
respect to these series. Following their initial exhibition cycle on Showtime,
we exploit these programs further in other markets. In this respect, we
entered into a license agreement with Sci-Fi Channel for the exclusive
domestic basic cable exhibition rights of The Outer Limits, Poltergeist: The
Legacy and Stargate SG-I. Additionally, we produced 22 new episodes of
Poltergeist for USA/Sci Fi, of which no episodes remained to be aired as of
December 31, 2001, 22 new episodes of The Outer Limits for USA/Sci Fi, of
which no episodes remained to be aired as of December 31, 2001, and we will be
producing 22 new episodes of Stargate SG-1 for USA/Sci Fi, all of which
episodes will be aired in 2002.

The programming agreement with Showtime also includes a comm