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Item 1: Financial Statements

PART I. FINANCIAL INFORMATION

THE WALT DISNEY COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Revenues

Costs and expenses

Gains on sales of equity investments
Net interest expense

Equity in the income of investees

Income from continuing operations before income

taxes and minority interests
Income taxes

Minority interests

Income from continuing operations

Discontinued operations, net of tax

Net income

Diluted earnings per share:
Earnings per share, continuing operations
Earnings per share, discontinued operations

Earnings per share

Basic earnings per share:
Earnings per share, continuing operations
Earnings per share, discontinued operations

. 1
Earnings per share ®

Weighted average number of common and
common equivalent shares outstanding:
Diluted

Basic

(unaudited; in millions, except per share data)

Quarter Ended
March 29, March 31,
2008 2007

$ 8,710 $ 7,954
(6,812) (6,441)
(147) (130)

144 121

1,895 1,504
(712) (582)
(50) 3)

1,133 919

12

$ 1,133 $ 931
0.58 0.43

0.01

$ 0.58 $ 0.44
0.60 0.45

0.01

$ 0.60 $ 0.46
1,960 2,129

1,883 2,039

Six Months Ended
March 29, March 31,
2008 2007

$ 19,162 $ 17,535
(15,231) (14,348)
1,052

270) 287)

267 242

3,928 4,194
(1,471) (1,591)
(74) 3

2,383 2,595

37

$ 2,383 $ 2,632
1.21 1.22

0.02

$ 1.21 $ 1.24
1.26 1.27

0.02

$ 1.26 $ 1.28
1,974 2,138
1,893 2,049
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(@ Earnings per share may not equal the sum of the column due to rounding.
See Notes to Condensed Consolidated Financial Statements



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

THE WALT DISNEY COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited; in millions, except per share data)

March 29, September 29,
2008 2007
ASSETS
Current assets
Cash and cash equivalents $ 3,860 $ 3,670
Receivables 5,595 5,032
Inventories 841 641
Television costs 646 559
Deferred income taxes 862 862
Other current assets 592 550
Total current assets 12,396 11,314
Film and television costs 4,878 5,123
Investments 1,154 995
Parks, resorts and other property, at cost
Attractions, buildings and equipment 31,248 30,260
Accumulated depreciation (16,035) (15,145)
15,213 15,115
Projects in progress 1,159 1,147
Land 1,185 1,171
17,557 17,433

Intangible assets, net 2,473 2,494
Goodwill 22,094 22,085
Other assets 1,739 1,484

$ 62,291 $ 60,928
LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities
Accounts payable and other accrued liabilities $ 5,399 $ 5,949
Current portion of borrowings 2,861 3,280
Unearned royalties and other advances 2,996 2,162
Total current liabilities 11,256 11,391
Borrowings 12,929 11,892
Deferred income taxes 2,321 2,573
Other long-term liabilities 3,851 3,024
Minority interests 1,146 1,295
Commitments and contingencies
Shareholders equity
Preferred stock, $.01 par value
Authorized 100 million shares, Issued none
Common stock, $.01 par value
Authorized 3.6 billion shares, Issued 2.6 billion shares at March 29, 2008 and at
September 29, 2007 24,602 24,207
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Retained earnings 26,381
Accumulated other comprehensive loss (122)
50,861
Treasury stock, at cost, 698.8 million shares at March 29, 2008 and 637.8 million shares
at September 29, 2007 (20,073)
30,788
$ 62,291

See Notes to Condensed Consolidated Financial Statements

$

24,805
(157)

48,855

(18,102)
30,753

60,928
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THE WALT DISNEY COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited; in millions)

OPERATING ACTIVITIES OF CONTINUING OPERATIONS
Net income

Income from discontinued operations
Depreciation and amortization

Gains on sales of equity investments

Deferred income taxes

Equity in the income of investees

Cash distributions received from equity investees
Minority interests

Net change in film and television costs
Equity-based compensation

Other

Changes in operating assets and liabilities:
Receivables

Inventories

Other assets

Accounts payable and other accrued liabilities
Income taxes

Cash provided by continuing operations

INVESTING ACTIVITIES OF CONTINUING OPERATIONS
Investments in parks, resorts and other property

Proceeds from sales of equity investments

Acquisitions (including equity investments)

Other

Cash (used) provided by continuing investing activities

FINANCING ACTIVITIES OF CONTINUING OPERATIONS
Commercial paper borrowings, net

Borrowings

Reduction of borrowings

Dividends

Repurchases of common stock

Exercise of stock options and other

Cash used by continuing financing activities

CASH FLOW OF DISCONTINUED OPERATIONS

Net cash provided by operating activities of discontinued operations
Net cash used in investing activities of discontinued operations

Net cash provided by financing activities of discontinued operations

Six Months Ended
March 29, March 31,
2008 2007

$ 2,383 2,632
(37

776 734
(1,052)
60 (32)
(267) (242)
257 203
74 8

56 38
201 233
114 93
(481) (237)
(128) 72
6) 130

397 (34)
a7 189
3,265 2,698
(596) (546)
1,530

(163) (167)
(48) 133
(807) 950
(616) 134
881 186
(150) (1,260)
(664) (637)
(1,967) (3,256)
248 854
(2,268) (3,979)
62

40
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Increase / (decrease) in cash and cash equivalents 190
Cash and cash equivalents, beginning of period 3,670
Cash and cash equivalents, end of period $ 3,860

See Notes to Condensed Consolidated Financial Statements

$

(229)
2,411

2,182
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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, normal
recurring adjustments considered necessary for a fair presentation have been reflected in these Condensed Consolidated Financial Statements.
Operating results for the quarter and six months ended March 29, 2008 are not necessarily indicative of the results that may be expected for the
year ending September 27, 2008. Certain reclassifications have been made in the prior year financial statements to conform to the current year
presentation.

These financial statements should be read in conjunction with the Company s Annual Report on Form 10-K for the year ended September 29,
2007.

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. The
Company reports the performance of its operating segments including equity in the income of investees, which consists primarily of cable
businesses included in the Media Networks segment.
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

Quarter Ended Six Months Ended
March 29, March 31, March 29, March 31,
2008 2007 2008 2007
Revenues ce :
Media Networks $ 3,612 $ 3,456 $ 7,781 $ 7,242
Parks and Resorts 2,725 2,446 5,497 4,935
Studio Entertainment 1,822 1,550 4,463 4,183
Consumer Products 551 502 1,421 1,175
$ 8,710 $ 7,954 $ 19,162 $ 17,535
Segment operating income O,
Media Networks $ 1,317 $ 1,152 $ 2,225 $ 1,860
Parks and Resorts 339 254 844 659
Studio Entertainment 377 234 891 837
Consumer Products 107 124 429 358
$ 2,140 $ 1,764 $ 4,389 $ 3,714

@)

2)

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 $51 million for the quarters ended March 29, 2008 and
March 31, 2007, respectively, and $105 million and $98 million for the six months ended March 29, 2008 and March 31,
2007, respectively.

Beginning with the first quarter of fiscal 2008, the Company began reporting Hyperion Publishing in the Media Networks
segment. Previously, Hyperion Publishing had been reported in the Consumer Products segment. Prior-period amounts (which
are not material) have been reclassified to conform to the current presentation.

A reconciliation of segment operating income to income from continuing operations before income taxes and minority interests is as follows:

Quarter Ended Six Months Ended
March 29, March 31, March 29, March 31,
2008 2007 2008 2007

Segment operating income $ 2,140 $ 1,764 $ 4,389 $ 3,714
Corporate and unallocated shared expenses 98) (130) (191) (237)
Equity-based compensation plan modification

charge (48)
Gains on sales of equity investments 1,052
Net interest expense (147) (130) (270) (287)
Income from continuing operations before

income taxes and minority interests $ 1,895 $ 1,504 $ 3,928 $ 4,194
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

3. Acquisitions and Dispositions

On February 16, 2008, the Company entered into an agreement to acquire an additional 18% fully diluted interest (bringing the total fully diluted
interest to 32%) in UTV Software Communications Limited (UTV), a media company headquartered and publicly traded in India, for
approximately $200 million. Concurrently, we will also invest an incremental $30 million in UTV subsidiary UTV Global Broadcasting
Limited. As required by Indian securities regulations and upon close of the direct investment in UTV, the Company is required to make an open
tender offer to purchase up to an additional 20% of the voting shares of UTV held by the public at the same price per share. The acquisition has
received regulatory approval in India and is expected to close in May 2008. The open offer for additional shares is expected to be completed by
the end of July 2008.

On August 1, 2007, the Company acquired all of the outstanding shares of Club Penguin Entertainment, Inc. (Club Penguin), a Canadian
company that operates clubpenguin.com, an online virtual world for children. The purchase price included upfront cash consideration of
approximately $350 million and additional consideration of up to $350 million that may be paid if Club Penguin achieves predefined earnings
targets for calendar years 2008 and 2009.

On June 12, 2007, the Company completed the spin-off of its wholly-owned subsidiary, ABC Radio Holdings, Inc., and its merger with a
subsidiary of Citadel Broadcasting Corporation (Citadel). Prior to the spin-off, the Company consolidated its ABC Radio business, consisting of
22 large-market radio stations and the ABC Radio Network businesses, under ABC Radio Holdings, Inc. The transaction did not include the
Company s ESPN Radio or Radio Disney network and station businesses. Results of the ABC Radio business have been reported as discontinued
operations.

On November 21, 2006, in connection with the execution of new long-term agreements for the provision of programming to cable service
provider Comcast Corporation (Comcast), the Company sold its 39.5% interest in E! Entertainment Television (E!) to Comcast (which owned
the remainder of the interest in E!) for $1.23 billion, which resulted in a pre-tax gain of $780 million ($487 million after-tax). On October 2,
2006, the Company sold its 50% stake in Us Weekly for $300 million, which resulted in a pre-tax gain of $272 million ($170 million after-tax).
These gains are reported in  Gains on sales of equity investments in the Condensed Consolidated Statement of Income.

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. Borrowings
During the six months ended March 29, 2008, the Company s borrowing activity was as follows:

September 29, Other March 29,
2007 Additions Payments Activity 2008

Commercial paper borrowings $ 2,686 $ $ (616) $ $ 2,070
U.S. medium-term notes 6,340 750 (85) 2) 7,003
Convertible senior notes (1) 1,323 1,323
European medium-term notes 163 163
Capital Cities/ABC debt 181 ) 179
Film financing 355 100 (62) 393
Other @ 541 5 (40) 223 729
Euro Disney borrowings 3 2,476 292 2,768
Hong Kong Disneyland borrowings 1,107 26 29 1,162
Total $ 15,172 $ 881 $ (803) $ 540 $ 15790

O In April 2008, substantially all of the $1.3 billion of convertible senior notes were converted into 45 million shares of common
stock (see Note 14 for further details of the conversion).

@ The increase in other activity was primarily due to market value adjustments for debt with qualifying hedges and the purchase of
land for a Disney Vacation Club resort in Hawaii.
® The increase in other activity was primarily due to the impact of foreign currency translation as a result of the weakening of the

U.S. dollar against the Euro.

S. Euro Disney and Hong Kong Disneyland

The Company has a 51% effective ownership interest in the operations of Euro Disney and a 43% ownership interest in the operations of Hong

Kong Disneyland which are both consolidated under the provisions of FIN 46R, Consolidation of Variable Interest Entities.

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 following table presents a condensed consolidating balance sheet for the Company as of March 29, 2008, 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 $ 3,266 $ 594 $ 3,860
Other current assets 8,239 297 8,536
Total current assets 11,505 891 12,396
Investments 1,871 (717) 1,154
Fixed assets 12,454 5,103 17,557
Other assets 31,124 60 31,184
Total assets $ 56,954 $ 5,337 $ 62,291
Current portion of borrowings $ 2,381 $ 480 $ 2,861
Other current liabilities 7,710 685 8,395
Total current liabilities 10,091 1,165 11,256
Borrowings 9,479 3,450 12,929
Deferred income taxes and other long-term liabilities 5,987 185 6,172
Minority interest 609 537 1,146
Shareholders equity 30,788 30,788
Total liabilities and shareholders equity $ 56,954 $ 5,337 $ 62,291

The following table presents a condensed consolidating income statement of the Company for the six months ended March 29, 2008, reflecting
the impact of consolidating the income statements of Euro Disney and Hong Kong Disneyland.

Before Euro

Disney and Euro Disney,

Hong Kong Hong Kong

Disneyland Disneyland and

Consolidation Adjustments Total

Revenues $ 18,108 $ 1,054 $ 19,162
Cost and expenses (14,190) (1,041) (15,231)
Net interest expense (182) (88) (270)
Equity in the income of investees 240 27 267

12
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Income from continuing operations before income taxes and minority interests 3,976

Income taxes (1,471)

Minority interests (122)

Net income $ 2,383
9

(48) 3,928

(1,471)

48 (74)

$ $ 2,383

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)

The following table presents a condensed consolidating cash flow statement of the Company for the six months ended March 29, 2008,
reflecting the impact of consolidating the cash flow statements of Euro Disney and Hong Kong Disneyland.

Cash provided by operations

Investments in parks, resorts and other property
Other investing activities

Cash provided (used) by financing activities

Increase / (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

6. Pension and Other Benefit Programs

The components of net periodic benefit cost are as follows:

Pension Plans

Quarter Ended Six Months Ended
March 29, March31, March29, March 31,
2008 2007 2008 2007
Service cost $ 45 $ 42 $ 90 $ 84
Interest cost 80 74 161 148
Expected return on plan assets (89) (76) (178) (152)
Recognized net actuarial loss 9 13 18 26
Net periodic benefit cost $ 45 $ 53 $ 91 $ 106

Before Euro Euro Disney,
Disney and Hong Kong
Hong Kong Disneyland
Disneyland and
Consolidation Adjustments Total
$ 3,222 $ 43 $ 3,265
(523) (73) (596)
(205) (6) (211)
(2,294) 26 (2,268)
200 (10) 190
3,066 604 3,670
$ 3,266 $ 594 $ 3,860
Postretirement Medical Plans
Quarter Ended Six Months Ended
March 29, March 31, March29, March 31,
2008 2007 2008 2007
$ 6 $ 6 $ 1 $ 12
16 15 32 30
()] (6)) 3) (10)
1 1

$ 16 $ 16 $

31 $ 32

During the six months ended March 29, 2008, the Company did not make any material contributions to its pension and post-retirement medical
plans. Based on current actuarial projections, the Company anticipates that the funded status of the pension plans will be sufficient so that the
Company will not be required to make contributions during fiscal 2008 under the funding regulations associated with the Pension Protection Act
of 2006 (PPA). However, final funding requirements for fiscal 2008 will be determined based on our funding actuarial valuation as of January 1,
2008 which will be completed later in the fiscal year. Additionally, the Company may choose to make discretionary contributions above the
minimum requirements. The Company contributed $14 million during the six months ended March 29, 2008 to post-retirement medical and
other pension plans not subject to the PPA and anticipates contributing comparable amounts during the remaining six months of fiscal 2008.

14
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THE WALT DISNEY COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

7. 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 equity-based compensation awards and assuming conversion of the Company s
convertible senior notes. Options excluded from the diluted earnings per share calculation as they were anti-dilutive were 83 million and

45 million shares for the quarters ended March 29, 2008 and March 31, 2007, respectively, and 64 million and 43 million for the six months
ended March 29, 2008 and March 31, 2008, respectively. A reconciliation of income from continuing operations and weighted average number
of common and common equivalent shares outstanding for calculating diluted earnings per share is as follows:

Quarter Ended Six Months Ended
March 29, March 31, March 29, March 31,
2008 2007 2008 2007

Income from continuing operations $ 1,133 $ 919 $ 2,383 $ 2,595
Interest expense on convertible senior notes (net of tax) 6 6 11 11

$ 1,139 $ 925 $ 2,394 $ 2,606
Shares (in millions):
Weighted average number of common shares
outstanding (basic) 1,883 2,039 1,893 2,049
Weighted average dilutive impact of equity-based
compensation awards 32 45 36 44
Assumed conversion of convertible senior notes (see
Note 14) 45 45 45 45
Weighted average number of common and common
equivalent shares outstanding (diluted) 1,960 2,129 1,974 2,138

8. Shareholders Equity

The Company declared a $664 million dividend ($0.35 per share) on November 28, 2007, related to fiscal 2007, which was paid on January 11,
2008, to shareholders of record on December 7, 2007. The Company paid a $637 million dividend ($0.31 per share) during the second quarter of
fiscal 2007 related to fiscal 2006.

During the first six months of fiscal 2008, the Company repurchased 61 million shares for approximately $2.0 billion, of which 30 million shares
for $0.9 billion were purchased in the second quarter. As of March 29, 2008, the Company had remaining authorization in place to repurchase
approximately 262 million additional shares, of which the Company repurchased 13 million shares for $418 million subsequent to quarter-end
through May 5, 2008. The repurchase program does not have an expiration date.

The Company received proceeds of $218 million from the exercise of 11 million stock options during the first six months of fiscal 2008.

The Company also has 1.0 billion shares of Internet Group Stock at $.01 par value authorized. No shares are issued or outstanding.

16
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THE WALT DISNEY COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

9. Comprehensive Income
Comprehensive income (loss), net of tax, is as follows:

Quarter Ended Six Months Ended
March 29, March 31, March 29, March 31,
2008 2007 2008 2007
Net income $ 1,133 $ 931 $ 2,383 $ 2,632
Market value adjustments for investments and hedges 39 (@) (28) (16)
Pension and postretirement medical adjustments 7 12
Foreign currency translation and other 49 13 51 40
Comprehensive income $ 1,150 $ 940 $ 2,418 $ 2,656
Accumulated other comprehensive income (loss), net of tax, is as follows:
March 29, September 29,
2008 2007
Market value adjustments for investments and hedges $ (70) $ 42)
Unrecognized pension and postretirement medical expense (267) (279)
Foreign currency translation and other 215 164
Accumulated other comprehensive loss $ 122) $ (157)
10. Equity-Based Compensation
The impact of stock options and restricted stock units (RSUs) on income from continuing operations is as follows:
Quarter Ended Six Months Ended
March 29, March 31, March 29, March 31,
2008 2007 2008 2007

Stock option compensation expense $ 54 $ 58 $ 114 $ 113
RSU compensation expense 44 37 87 72

98 95 201 185
Equity-based compensation plan modification charge ") 48
Total equity-based compensation expense $ 98 $ 95 $ 201 $ 233

18
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@ In anticipation of the ABC Radio transaction, the Company needed to determine whether employee equity-based

compensation awards would be adjusted for the dilutive impact of the transaction on the employee awards. Certain of the

Company s plans required such adjustments to be made on an equitable basis. All other plans permitted such adjustments to be

made. In order to treat all employees consistently with respect to the ABC Radio transaction (and other similar future

transactions), the Company amended the plans such that all plans require equitable adjustments for such transactions. In

connection with these amendments, the Company was required to record a non-cash charge of $48 million in the first quarter

of fiscal 2007 representing the estimated fair value of this modification with respect to vested equity-based employee

compensation awards.
Unrecognized compensation cost related to unvested stock options and RSUs totaled approximately $530 million and $574 million, respectively,
as of March 29, 2008.

12
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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 January 2008, the Company made stock compensation grants, which included its regular annual grant, consisting of 26 million stock options
and 10 million RSUs, of which 2 million RSUs included market and/or performance conditions.

The weighted average grant date fair values of options issued during the six months ended March 29, 2008, and March 31, 2007, were $8.18 and
$9.24, respectively.

11. 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 (the state court
action ) 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. The
District Court ruled that Milne s termination notices were invalid. The Court of Appeals for the Ninth Circuit affirmed, and on June 26, 2006, the
United States Supreme Court denied Milne s petition for a writ of certiorari. On August 1, 2003, SSI filed an amended answer and counterclaims
and a third-party complaint against Harriet 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, and asserted 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.

On October 19, 2006, the parties stipulated to SSI s filing its Fourth Amended Answer and Counterclaims (Fourth Amended Answer) seeking

(a) to invalidate the Hunt termination notice, (b) to terminate the Company s rights vis-a-vis SSI, and (c) damages in excess of two billion dollars,
among other relief. That stipulation also provided that Hunt and the Company need not respond to the Fourth Amended Answer until the
conclusion of two events: the state court appeal in Stephen Slesinger, Inc. v. The Walt Disney Company, and the trial in the District Court on the
validity of the Hunt termination notice. SSI then sought to withdraw both the Fourth Amended Answer and its stipulation, but on November 3,
2006, the District Court denied that request. SSI s motion for summary judgment on the validity of Hunt s 2002 attempt to recapture E. H.
Shepard s rights was granted on February 15, 2007, and thereafter, on March 27, 2007, the District Court dismissed as moot all claims against
Hunt and three of SSI s counterclaims against the Company related to the Company s agreements with Milne and Hunt concerning the termination
and disposition of their rights. On January 3, 2008, the California Supreme Court denied SSI s petition for review in the state court action,
whereupon on April 21, 2008, the Company moved for summary judgment on all of SSI s claims in the District Court action.

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)

Relatedly, on January 23, 2007, August 22, 2007, February 8, 2008, and April 18, 2008, SSI initiated proceedings in the United States Patent and
Trademark Office (PTO) seeking, among other things, cancellation of certain Winnie the Pooh trademark registrations. On February 22, 2007,
the PTO suspended the first proceeding on the grounds that the relief sought is effectively duplicative of that sought in the Fourth Amended
Answer, on March 5, 2008, it suspended the second proceeding, and on March 10, 2008, DEI moved to suspend the third proceeding. Also, on
February 7, 2008, SSI initiated an action before the Canadian Intellectual Property Office seeking cancellation of certain Winnie the Pooh
trademark registrations.

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.

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. During the quarter, the Company was released as a guarantor of certain bonds issued by the Enterprise Community Development
District. The release was granted as the Enterprise Community Development District met certain operating requirements and reduced the
remaining debt service obligation guaranteed by the Company by $34 million. The Company continues to guarantee certain bonds issued by the
Celebration Community Development District with remaining debt service obligations the amounts of which are not material to the Company.

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 is responsible for satisfying the shortfall. As of March 29, 2008, the remaining debt service obligation guaranteed by the
Company was $383 million, of which $101 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 shortfalls it funded.

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

ESPN STAR Sports, a joint-venture in which ESPN owns a 50% equity interest, has an agreement for global programming rights to
International Cricket Council events from 2007 through 2015. Under the terms of the agreement, ESPN and the other joint-venture partner have
jointly guaranteed the programming rights obligation of $1.0 billion over the remaining term of the agreement.
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12. Income Taxes
The Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48) at the beginning of fiscal year 2008.
See Note 13 for the adoption impact of FIN 48.

As of the beginning of fiscal 2008, the Company had unrecognized tax benefits that is, the aggregate tax effect of differences between tax return
positions and the benefits recognized in our financial statements totaling $630 million which does not include accrued interest on tax exposures
and is not reduced for offsetting benefits in other tax jurisdictions. Of this amount, $352 million, if recognized, would reduce our income tax
expense and effective tax rate after giving effect to offsetting benefits from other tax jurisdictions. During the six months ended March 29, 2008,
the Company recorded additional unrecognized tax benefits, net of reductions for settlements, totaling $165 million.

As of the beginning of fiscal 2008, the Company had accrued $137 million in interest related to unrecognized tax benefits and additional interest
of $24 million was accrued during the six months ended March 29, 2008. The Company has accrued no penalties to date. The Company s policy
is to report interest and penalties as a component of income tax expense.

The Internal Revenue Service is currently examining the Company s income tax returns for fiscal years 2001 through 2004. The Company is also
subject to state and local and foreign tax audits. In California, certain issues from the 1997-99 audit cycle remain unresolved. In the current
quarter, the New York Court of Appeals rendered a decision regarding tax matters from 1990 through 1995, and the Company adjusted its
unrecognized tax benefits to reflect the impact of the decision. With the exception of these matters, the Company is no longer subject to
examination in any of its major state or foreign tax jurisdictions for years prior to 2000.

In the next twelve months, it is reasonably possible that tax controversy matters including the items discussed above as well as a California
examination of fiscal years 2004 and 2005 could be resolved. The resolution of these matters would reduce our unrecognized tax benefits by
$222 million either because our tax positions are sustained or because we agree to their disallowance. It is also reasonably possible that this
reduction could be partially offset by new matters arising during the same period.

13. New Accounting Pronouncements
SFAS 161

In March 2008, the FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about Derivative Instruments and Hedging
Activities an amendment of FASB Statement No. 133 (SFAS 161). SFAS 161 amends and expands the disclosure requirements for derivative
instruments and hedging activities by requiring enhanced disclosures about how and why the Company uses derivative instruments, how
derivative instruments and related hedged items are accounted for, and how derivative instruments and related hedged items affect the
Company s financial position, financial performance and cash flows. SFAS 161 is effective for the Company s 2010 fiscal year, although early
adoption is permitted.
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EITF 07-1

In December 2007, the FASB issued Emerging Issues Task Force Issue No. 07-1, Accounting for Collaborative Arrangements (EITF 07-1).
EITF 07-1 defines collaborative arrangements and establishes accounting and reporting requirements for transactions between participants in the
arrangement and third parties. A collaborative arrangement is a contractual arrangement that involves a joint operating activity, for example an
agreement to co-produce and distribute a motion picture with another studio. EITF 07-1 is effective for the Company s 2010 fiscal year. The
Company is currently assessing the potential effect of EITF 07-1 on its financial statements.

SFAS 141R

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141R, Business Combinations (SFAS 141R), which
replaces SFAS 141, Business Combinations. SFAS 141R establishes principles and requirements for determining how an enterprise recognizes
and measures the fair value of certain assets and liabilities acquired in a business combination, including noncontrolling interests, contingent
consideration, and certain acquired contingencies. SFAS 141R also requires acquisition-related transaction expenses and restructuring costs be
expensed as incurred rather than capitalized as a component of the business combination. SFAS 141R will be applicable prospectively to
business combinations beginning in the Company s 2010 fiscal year.

SFAS 160

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, Noncontrolling Interests in Consolidated Financial
Statements - An Amendment of ARB No. 51 (SFAS 160). SFAS 160 establishes accounting and reporting standards for the noncontrolling interest
in a subsidiary. SFAS 160 also requires that a retained noncontrolling interest upon the deconsolidation of a subsidiary be initially measured at
its fair value. SFAS 160 is effective for the Company s 2010 fiscal year. Upon adoption of SFAS 160, the Company will be required to report its
noncontrolling interests as a separate component of shareholders equity. The Company will also be required to present net income allocable to
the noncontrolling interests and net income attributable to the shareholders of the Company separately in its consolidated statements of income.
Currently, noncontrolling interests (minority interests) are reported as a liability in the Company s statement of financial position and the related
income attributable to minority interests is reflected as an expense in arriving at net income. SFAS 160 requires retroactive adoption of the
presentation and disclosure requirements for existing minority interests. All other requirements of SFAS 160 shall be applied prospectively.

SFAS 159

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities  including an amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 gives the Company the irrevocable option to
carry most financial assets and liabilities at fair value, with changes in fair value recognized in earnings. SFAS 159 is effective for the

Company s 2009 fiscal year. The Company is currently assessing the potential effect of SFAS 159 on its financial statements.

SFAS 158

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158, Employers Accounting for Defined Benefit Pension
and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R) (SFAS 158). This statement requires
recognition of the overfunded or underfunded status of defined benefit pension and other postretirement plans as an asset or liability in the
statement of financial position and changes in that funded status to be recognized in comprehensive income in the year in which the changes
occur. SFAS 158 also requires measurement of the funded status of a plan as of the end of the fiscal year. The Company adopted the recognition
provision of SFAS 158 in
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fiscal year 2007. The Company has not yet adopted the measurement date provisions which are not effective until fiscal year 2009.
SFAS 157

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157). SFAS 157 provides a common definition of fair
value and establishes a framework to make the measurement of fair value in generally accepted accounting principles more consistent and
comparable. SFAS 157 also requires expanded disclosures to provide information about the extent to which fair value is used to measure assets
and liabilities, the methods and assumptions used to measure fair value, and the effect of fair value measures on earnings. SFAS 157 is effective
for the Company s 2009 fiscal year. In February 2008, the FASB issued FSP SFAS 157-2, Effective Date of FASB Statement No. 157 (FSP
157-2), which delays the effective date for SFAS 157 for all nonrecurring fair value measurements of nonfinancial assets and nonfinancial
liabilities until the Company s 2010 fiscal year. The Company is currently assessing the potential effect of SFAS 157 on its financial statements.

FIN 48

In July 2006, the FASB issued 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 is
more likely than not to be sustained upon examination by the applicable taxing authority, including resolution of any related appeals or litigation
processes, based on the technical merits of the position. 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. The Company adopted FIN 48 at the beginning of fiscal year 2008.
Applying FIN 48 to all existing tax positions upon adoption resulted in reductions of $143 million and $13 million to opening retained earnings
and minority interests, respectively.

14. Subsequent Events

On April 30, 2008, the Company acquired the Disney Store chain in North America from subsidiaries of The Children s Place Retail Stores, Inc.
(TCP) for approximately $61 million and terminated TCP s long-term licensing arrangement relating to the Disney Stores. The Company
acquired the inventory, leasehold improvements, and other fixed assets of the stores and assumed the leases on approximately 220 stores that it
intends to retain and operate. The final number of retained stores may increase by up to approximately 10 locations depending upon the outcome
of ongoing negotiations with certain landlords. For approximately 100 stores where the Company did not assume the leases, the Company will
wind-down the operations (including liquidating the inventory) and close the store. The wind-down is expected to be completed by the end of
July 2008. During the wind-down period, the Company is responsible for all costs associated with the stores, including rent. TCP is responsible
for the remaining lease obligation following the closures.

On March 14, 2008, the Company announced that it would redeem all of its outstanding 2.125% convertible senior notes due 2023 (the Notes)
on April 15, 2008 (the Redemption Date) at a redemption price of 100% of the principal amount of the Notes plus accrued interest through the
Redemption Date. Pursuant to the redemption, each $1,000 principal amount of the Notes became convertible, at the option of the holders, into
33.9443 shares of the Company s common stock. Substantially all of the $1.3 billion principal amount of the Notes were converted into

45 million shares of common stock in April 2008.
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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
Six-Month Results
Other Financial Information
Financial Condition
Commitments and Contingencies
Other Matters
Market Risk

OVERVIEW

Our summary consolidated results are presented below:

(in millions, except per share data)
Revenues

Costs and expenses

Gains on sales of equity investments
Net interest expense

Equity in the income of investees

$

Income from continuing operations before income

taxes and minority interests
Income taxes
Minority interests

Income from continuing operations
Discontinued operations, net of tax

Net income

Quarter Ended
March 29, March 31,

2008 2007 Change
8,710 $ 7,954 10 %
(6,812) (6,441) 6 %

(147) (130) 13 %

144 121 19 %

1,895 1,504 26 %

(712) (582) 22 %
(50) 3) nm

1,133 919 23 %
12 nm

1,133 $ 931 22 %

$

$

Six Months Ended
March 29, March 31,

2008 2007
19,162 $ 17,535
(15,231) (14,348)
1,052
(270) (287)
267 242
3,928 4,194
(1,471) (1,591)
(74) (3)
2,383 2,595
37
2,383 $ 2,632

Change
9 %
6 %
nm
6) %
10 %

(6) %
8) %
nm

8) %
nm

9) %
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Diluted earnings per share, continuing operations $ 0.58 $ 0.43 35 % $ 1.21 $ 1.22 1) %
Diluted earnings per share $ 0.58 $ 0.44 32 % $ 1.21 $ 1.24 2) %
Quarter Results

Net income for the quarter increased by $202 million, or 22%, and total revenues increased by $756 million, or 10%, over the second quarter of
the prior year, while diluted earnings per share increased 32% to $0.58 per share. Revenue increased in each business segment, and segment
operating income increased in the Media Networks, Studio Entertainment and Parks and Resorts segments.

In the Media Networks segment, continued growth at ESPN, and increased international sales of ABC Studios productions contributed to the
increase in segment operating income. The Writers Guild of America work stoppage resulted in fewer hours of original scripted programming
broadcast during the quarter on the ABC Television Network, which reduced programming and production costs and
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primetime advertising revenue, for a net negative impact on segment operating income which was partially offset by higher advertising rates.

In the Parks and Resorts segment, increased guest spending and theme park attendance at the Walt Disney World Resort and higher vacation
club ownership sales at Disney Vacation Club, contributed to the increase in operating income at our domestic businesses. Operating income
also increased at Disneyland Resort Paris driven by increased attendance and guest spending. The increase in attendance reflected the fact that
the Easter holiday period fell in the second quarter of fiscal 2008 but the third quarter of fiscal 2007.

In the Studio Entertainment segment, the increase in operating income arose from improvements in the domestic home entertainment and
worldwide theatrical businesses. In both cases, titles in release during the quarter performed well compared to the titles in release in the
prior-year quarter. In the case of the worldwide theatrical business, the fiscal 2008 quarter also benefited from the fact that in fiscal 2007 a
significant portion of the distribution expenses for Meet the Robinsons fell in the second quarter, while most of the revenue for that title (which
was released at the very end of the quarter) fell in the third quarter.

In Consumer Products, lower minimum revenue guarantees in licensing along with higher operating costs more than offset increases in earned
merchandise licensing revenue.

Six-Month Results

Net income for the six months decreased by 