
Item 13. Certain Relationships and Related Transactions

The re,pon,e to rhlS Item lS Incorporated by reference from the Section titled 'Certam RelalJonshlps .md Related
TransactlOn,; In the Registrants Proxy Statement for its 1999 Annual yleeting of Stockholders.

PART IV

Item l~. Exhibits. Financial Statement Schedules and Reports on Form 8-K

! J Ii 1) Con,olidated Financial Statements

The following -.:onsolldated financial statements of Amenca Online. Inc. and the Report of Independent .'\udilOr,> thereon jre
Included In Item 8 dbove:
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=:~3:~_~a:~d ~:~:~~e~:~ Jf ~pe~a:ic~s f== :~e ';ea~s e~ded :~~e 3J :999 :998 ~~d :?9-

.l"::) FInancla] Stjtemenr Schedules

\ll tln;mual ,taternem ,chedules reqUIred by [tern [4' a} I::} have been omitted because the: are inapplicable 'x oecau,c the
reqUIred information has been included m the Consolidated FinanCial Statements or \iotes thereto.

i .lli:<} Exhibits

The folkm Ing ExhIbits are mcorporated herein by reference or are filed with this report as indicated below. Copies of
exhibit'> \\lll be furnished. upon request. to holders or beneficial owners of America Online. Inc. Common Stock as of August 30.
1999. subject to pay ment 111 advance of a fee of 25 cents per page to reimburse America Online. Inc. ti.)r reproduction costs.'

EXHmIT LIST
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The tollo\ldng repom ~)n Form ::\-K '.\c:re filed dUfing the l.juaI1er ended June 30. 1999:

Item # Description Filing Date

5. ...,

2.5. "7

-\ report dated April 21. 1999 filing a newsletter and historical unaudited .-\pril 21. 1999
'upplemental finanual ,tatements concerning certain nne-time Items

-\n Jmendment to J prior report dated 'vlarch 17. 1999 to file the financIal April 21. j 999
>latement, of the Company. due to the acquIsition of :-.ietscape
Communications Corporation

A report dated May 21. 1999 regarding the acquisition of 'vIovieFone. Inc. 'vIay 27. 1999
by (he Company and litigation filed against the Company
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SIC.".-\.TlRES

Pursuant t" tnt: rcc;ulr<:menrs ,:>f SectIon l3 or 151dl of the SecuritIes Exchange Act of 19.'.!. the reglqram h-1S JU!\~,IU,eu

thIS report to be signed un It> behalf by the underSIgned. thereunto duly authorized. on the 13th .la\ of August. 199'1

\\lERICA O:-':U:-':E. l:-':C.

By /5/ J \ljchael Kell]
J \lichael Kelly.

Senior VIce President. Chief FinancIal Officer
.lild .-\ssistant Secretary

Pursuant to the reqUIrements i1[ the Securities Exchange .-\ct of 193.!. tht> report has been SIgned belo\\ by the fcdhw.lng
persons on behalf of the Reglstranr ,md In the .:apacitles Indicated on the I.'th day l}t A.ugusl. 1999.

Signature

s, J \lichael Kelh

James L Bark>Jale

Frank j Caufield

Wi lIiam." \clehon

Th"ma, \Iidddhoff

Cedln L pQv.ell

Franklin D Rame,

"8\ />1 J \lichael Kelly
J 'vlichael Kelly. as Attomey-In

Fact for each of the persons indicated

!i!l£
Chairman 'J! the Board. Chief E<ec~tl\e Officer

'pnndpal eo'Ci.:ul!...-e ;"}fti,erJ

PreSIdent. ChIef OperJtmg ()ffi.;,;er Jni.j Dlrei.:tur

S;;-tih1r V:..::c reSIder-H. ChIc! ftn;ll1\."~Jj Orfii,;er .tfh.l

-\';'';';';'(.lriI SC'::-'':~;:h-:- pnnc:pai r"inJm:1Jl u:"Li,;~rl

\ 'ce Pce",k~!. C-,mroiler. Chief ",ecountmg &:

Budget Officer' pnnctpal ;}L...:ounnng officeri

Dtrector

DIrector

DIr:~c[Qr

DIfl~ctor

Dlre~tor
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\\IERICA O\iU'E. [,C.
CO'SOLIDATED BALA'CE SHEETS
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AMERICA ONLINE. l~C.
CONSOLIDATED STATE\IENTS OF OPERATlONS
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.-HIERICA O'liU'liE. ('lie.
CO'liSOLIDATED STATDIE'liTS Of CASH FLOWS
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A.\tERICA Ol'iLl:\E. 1:\C.
"OTES TO THE COl'iSOLIDATED FINA:\CL\L STATE.\IE"TS

"ote 1. Organization

.-\merica Online, Inc, i.the 'Company" was tncorporated m the state of Delal.l.are m ~Iay 1985. The Compan~. ba,ed in
Dulle" VirginIa. is the world's leader in tnteracti\ e sef\ ices. Web brands. Internet technologIes and electronIC20mmen:c
'cr. h:es. -\menca OnlIne. Inc, operates: two worldw1de Internet ser.·ices. the ,,-OL ,erVlCe. with ~ore than i8 million members.
:lnd the C>mpuSer. e 'ef\lce. W1th approximate Iv 2 million members: several leadIng Internet br:tnds Including: ICQ. AOL Inqant
messenger and Dlgllal City. Inc.: the Setscape Setcenter and :\OLCOM Internet portals: the Sehcape Communicator -:ilcn!
,ofm ille, mductlTIg [he 'iecscape S:l\igator browser: :\OL ~tO\ ieFone. the nauon's number one mO\le Jisung: "ulde and [Ickcun"
'cr.lce: ,!TId Splnna Semorks Incorporated and Sullsoft. Inc .. leaders 10 Internet music, Throullh II> ,trate;l~ alliance \\ah Su~

\licros~stems. Inc .. the C)mpany also develops and offers easy-to-deploy. end-to-end electronIc com;1erce and enrerpnse
,oiutlon'l ti.'r companIes operatmg m and domg business on the Internet.

'ote 2. Summary of Significant Accounting Policies

Principles of Consolidation The consolidated finanCial 'latements Include the aCl.:ounts uf rhe C.Yl1Dan: ... nd
'UOstJunc,.-\ll significant intercompan: dCC01HHS and transacnons have been ehmmated,

Business Combinations Busmes,> I.:ombinatlons whICh have been a<:counted for under the purchase methoci ,~,f j~_,_:urll:r~

include the results of operations of the aCi.ju1red bUSiness from the date of acqUISitiOn, Set assets of the compaTIlc, j'<julreJ .,re
recordeci at theIr fair value to the Company at the date of acqUISitIOn, ,-\mounts allocated to acqUired in-process rc,c"rI.:TI "nci
development are expensed In the penod uf acquisition (see ')ote 8L

Other business combinatlons have been accounted for under the pooling-of-interests method of ac<:ounting. [n such case'l.
the assets, liabilities and stockholders' equity of the acquired entities were combined with the Companys respectlVe accounts at
recorded values. Prior period financial statements have been restated to give effect to the merger unless the effect of the busmes,>
,·ombmatlon IS not material to the finanCial statements of the Company (see Sate 8 L

Rev'enue Recognition Subscription sef\·ices revenues are recognized over the period that sef\ices are pro\lded: Other
revenues. which conSist principally of electromc commerce and advertising revenues. enterprise solunons sale,> "hlch Include
software licenses and services. as weU as data network service revenues. are recognized as the serVices are perfonned or v. hen the
goods are delivered. Deferred revenue consists primarily of prepaid electronic commerce and advertismg fees .md mOiHh 1\ and
annual prepaId subscription fees billed in advance.

BeglOmng In fiscal 1998. the Company adopted Statement of Position 97-2 "Software Revenue RecogTIltlOn . as amended b~

Statement of Position 98-'+, The effect of adoption did not have a matenal impact on the Company', results of ,'peratlons The
Company recognizes the revenue allocable to software licenses upon delivery of the softl.l.are produd to the end-user. unle" the
fec :s not fixed or detennmable or collectibIlity IS not probable, [n software arrangements that mclude more Ihall lJne clement. tn<:
Company alkxates the total arrangement fee among each deliverable based on [he relative fair \ alue of each of the de!l\erdrk,
detennmed based on vendor-specific objective evidence.

Property and Equipment Property and equIpment are depreciated or amortized using the ,traight-line method "'lOr [he
folkm mg estlrl1Jted useful lives:

EtTeetl' c July 1. 1998. [he Company adopted Statement of POSltlOn (SOP) 98-1. 'Accounting for the C.-1sts of Compurer
Soft\\illc De\ek'Ded or Obtamed for Internal Cse', which reqUires that certam .::osts for the development of Internal Use ,olt\\"I·e
,hould be capItalized. InclUding the costs of coding. software configuration. upgrades and enhancements. The aQOptlUO ,-,I 'h>

pronouncement did not ha\ e a material effect on [he Companys finanCIal resuits.

Subscriber Acquisition Costs and Advertising The Company accounts for subscnber acqUisition ..;o<[s pursu.i!1! Te,
Statement of Posillon 93-i.'Reporting on Advertising Costs' ,SOP 93- 1"1. As a result ot the Company', I.:hang~ In ~k,·oUrHin;

e~tlmate (See Sote 31, effective October I. 1996. the Company began expenslOg all costs of advertising as Incurred. Inducted in
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<lic, jr:J i1l..lrk.ct!n,:: ~\pefl''; :, 01'lh bLind ..lnd acquisition ad\ertlsml! aero.,., the C,;mpany , multlpie br:.md, ,md "~,I' S~'-lc)

million, S..~ti mlli"~fl ,lnd S"5,' million for (he fis-:al ;ears ended June :,\(). 1999. IY98 .mil 199~. iespe<:(j\ely

Pnor to October l. 1996. the Company accounted for the ,'ost of dIrect re.,ponse advertl~lni! as deferred subsenber
aeqllbltIOn costs 1O comply wah the cntena of SOP 93--, The.,e CO.,[S comlst ..olely of the costs of l11;rketing pfl'gral11s "h\l,;h
result in .,uhs,:nber regIstrations without further effort reqUired by the Companv Dlre<.:t response advertisini! costs. relate dlrecth to
subsWDer soli<:ltctllOnS ,md pnneipally mdude the pnnting. produ<:tlon and .. hlppmg of starter kits and the eo.,ts of obtal~lng

Qualified p!OspedS by \ anOllS targeted dire<.:t marketing programs and from third parties. These ,ubscnber a<.:quisitIon co~ts ha\ ~
been incurred for the soliCitation of spe<.:lflcally Identifiable prospe-:ts. The deferred eo.,ts were amortized, bei!innlni! the 1110nth
after such costs were Incurred. over a period deterrmned by calculatIng the ratio of current revenues related -[0 dir;-:t respon.,e
.ldvertismg versus the total expected re'enues related to tht~ advertising. or twenty-four month~. whichever was shorter. Allmher
~osts related to the aequlSIl!On of subs-:nbers. as well .lS general marketmg costs, \~ere expen-,ed as mcurred. :-';0 mdirect ~o.,[s .lfe
included In deferred ,ubscnber acquisition costs.

On a yuarterh basis. management reviewed the estimated future operating results of the Company's subscnber ba,e tn "rder to
e\ .llu.lte the reeo\ erabdny uf deferred subscnber acqUiSItion costs and the related amortization period. \tanagements as,,,es,ment
ell the re~o\ eiabilitv and amortization period of deferred subscnber acquiSition eo.,ts ""as subject (0 ch.lnge based upon ,lUU.l1
result> and uther f.letors

Product De\'e!opment Costs The Compan\s ,ubscnpllon ,erv iCe LS ~umpmed of \ .lnOUS teatures Whl-:h ~ontr:hu[e tc, the
u\ emU tUOi,;t!onalltv of the ,ervI-:e The overall funuLOnality of the ,ervice is delivered primarily through the Company s tUUf
produds the -\OL sen Ice and the CompuServe ser\ tee for Windo\.\., and \1acintosh I. The Company capitalize., costs :ncum·J
for the proJuetwn of ~omputer ,oftware used m [he sale of as ser\ Ices, Capnalized costs include direct labor and re'ateJ
overhe.ld for software produced by the Company and the cost uf softw are purcha~ed from thIrd parties, ,-\11 costs in the ,d't\qre
de\ eiopment process which are claSSified as research and development are expensed .lS mcurred untd technologICal feaSibliit:,
has been established ("beta' I. Once technological feasibility has been established. such costs are -:apitalized until the .,oftw.are ha,
completed beta testlOg and IS generally available. To the extent the Company retains the rights to software de\e1opment funded
by third parties. such costs are capitalized in accordance with the Company" nonnal accounting policies. :\mortlzauon. a cost of
revenue. 1., provIded on a product-by-product basis, uSlOg the greater of the "traight.line method or the current year revenue as a
percentage of total revenue estimates for the related software produ<.:t. not to exceed five years. commencing [he month alter the
Jate of product release. Quanerly, the Company reviews and e~penses the unamortized cost of any feature ldenlltied as bemg
impaired, The Company also reviews recoverability of the total unamortized cost of all features and software products in relation
to estimated online service and relevant other revenues and. when necessary. makes an appropriate adjustment to net reaiIL.lble
\ aiue,

Capitalized product development costs consist of the following:

3...~.:~:_.:ed .

The d<:cumulated .lmortization of product development eo,[5 rel.lted [0 the production uf computer .;oft\\.lfe Wtakc1 S IUfJ
mditon and 5"2 mlilioo.lt June 30. 1999 and 1998. re.,pecllvely.

Ba,ed on [he Company's product development process rel.lted to the :-';etseape Eoterpnse group. costs inC_lined het"een
,'L;l11pkllOn ,-,t the \\mklOg model and the point at Whl<.:h the product is ready for general reJea:,e have been lfi'>IgOltlC.lnt .ll1d ha\c
nut heen capltaiiLed,

Included 10 product deve[opment costs are research and development costs totaling S179 million. S182 million and S I_;Y
million. and other product development costs totaling S107 million. 557 million and 556 million 10 the years ended June 10.
iY99. 1998 dnd 1997. iespectively
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Foreign Currene.. Translation and Hedging of Intercompany Balances ,-\ssers.llld ilablEtrc, '.'f the C>,nc..ln\ ,
,\ h~)il, ,'J" ned tore,l:n ,ur',ulanes are translated mro C.S. dollars .lt Year-end exchancre rates' 'nd ""V ~nu~, "[],1 ~\n.,r " ',r~- - ~. . e ..... ... \.. ...... '.- 104 ..... ""'. I-''-;l:~\:..:~ ,...1.1."-

trJns!ated at a\ erage r.ltes prev.ullng during the year. Translatlon adjustments are lOcluded as a component of,t,X!\iKider,
cljUlty FureIgn -:urrenc: transaction gainS and los,es. which have been Immatenal. are Included In results of oper..lllor., Ir. Jun,
1ytj~. the Company Inlnated hedging acnvines to maigate the Impact on Intercompanv balances of changes In forel>!n c\chalFc
rates. [n general. these foreign currency fOt"'W'ard exchange contracts mature in three ~Onths or less. Th; estimated 't'air \ ..llclC ~,(
[he "untrac:h " ,mmatenal due to theIr short-term nature.

Imestments The Company has vanous investments. Including foreign and domestic Joint ventures. that are ac,ounted (u·

under [he eqult\ method of ..lccounting. All investments in whICh the Company has the ability to exerCIse QgnifiC:lI1t ,ntluen..:c
C" er the in' eSlee. but ie" than a controlling voting interest. are accounted for under the equIty method of ..lc..:ounttng. L "Jer the
c'qult\ method of accountmg. the Companys share of the Investee's earnings or loss is Included in consolidated operating re,uit,
To ...late. the Company's basis and current commitments In its Investments accounted for under the equity method ut ,k-:ountmg
have been mlmmal. .-\s a result. these mvestments have nor SIgnifIcantly Impacted the Companys results "f c'peraw,n< "f

finanua] posmon.

\11 uther tn\e~tments. for \~hlch the Compan: does not have the ability to exercise signiticant mtluence oX fur "\l11,h.l1'.T2

nut a rc'.lddy determmable marker 'alue. .Ire accounted for under the cost method of oic:counllng, D!\lcic'nd, ~",1 _
J"tnbutlOns ut earnIngs from mvestees. If any. are mduded In Income when declared. The C,mpany per1DdlCal1:. (\iIL"t:, t-.·
carrvlng \aiue ,)f its investments accounted for under the cost method or accounting .llld as of June 3u. [yyy ,mel [""!' "',

In\c'stments \,ere recorded oit rhe lower of cost or estimated net realizable value.

Goodwill and Other Intangible Assets GoodwIll ..llld other mtangible assets relate w purchase ,ransaction< and are
amortized on a straIght-line baSIS over periods rangmg from 2-10 years. As of June 30. 1999 and 1998. accumulated dmOr1llation
\-h-lS S89 million and S2-l mIllion. respectively. The Company periodically evaluates whether changes have occurred that \-vould
requIre reviSIon of the remaining estimated useful life of the assigned goodwill or render the goodwill not reco\-c:rable. If such

circumstances arise. lhe Company would use an estimate of the undiscounted value of expected future operatIng cash flows to
deten11lne v~ hether the goodwill IS recoverable.

Cash, Cash Equivalents and Short-term Investments The Company considers all highly liqUId investment, \, ilh .,::
l)riginal maturity of three months or less to be cash equivalents. Short-tenn investments of 5537 nullion and S1-1-6 million as .Jt
the fiscal years ended June 30. 1999 and 1998. respectively, are carried at cost which apprm(lmates fair market value ~mJ m,!lurc'
y. Ithln one year.

Trade Accounts Receivables The carrying amount of the Company's trade accounl~ receivables approxl!nate f,m " aiUe
The CL)mpany recorded provisions of 533 and $25 million and write-ofts of $13 and 514 million during the fiscal years enJeJ
June -,n. 1999 and 1998. respectively.

Investments Including Available-Far-Sale Securities The Company has classified all debt and equIty securltles l'

avaIlable-far-sale..-\ vailable-for-sale secunties are carried at fair value. with unrealized gains and losses reported as a ,epaLltc
component of stockholders' equl~y net of applicable income taxes. Realized gains and losses and declines 10 \- alue Judged to he
'-'lher-than-temporary on available-for-sale securities are included In other income. The cost basis for realIzed gains and !O"CS 'In

a\ aiiable-for-,ale securities is deterrruned on a specific identification basis.

\, of June 30. 1999, the Company had available-far-sale equity LOvestments In public comparues With a faIr market \Jluc'o-t

S i .956 millIOn and a cost basis of $1.686 million. The unrealized gain of S168 million. net of tax. has been re<.:orded as a ,epant:
_'.'mponem .,f'rockholdecs' equity. Included In the 51.956 mIllion is an InVestment of 51.5 billion In a General \loturs c'c;u,r\
,ecuflty related to the strategic alliance the Company entered y. ith Hughes Electronics Corporation! "Hughe,'" h)r JddltlC'fLtl
informatiOn regarding this Invesrment. refer to Note 8. During fiscal i 999. the Company sold investments in bette. In.:. t"or .\ ne'

g,un of approXimately 5567 million.

\s of June 30. 1Y4~, the Company had available-for-~aleequIty investments in public companies \\;ith a fair markc-t \. ~duc ,

5'::86 mIllion and a cost basis of 552 million. The unrealized gain of S1..5 million. net of la'(. has' been recorded as a 'epautc
CUmp"!1em of stockholders equity. [ncluded in the 5286 million is an lnvestment In Excite. [nco of S250 mIllion.
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As of June _~O. r '-NY. :he Cnmpan; had lpproxlmately S i 2 mIllllln "f debt secuntles 'lOduJcd :n :n·"~"ment,,,.:'uJin,,

-1\ dllable-tor-,aie secunnes) 'A Hh matumy dates In fiscal years 2002 and 2004 .\s t,f June 30. i YYS. the C'mDuO\ :nd
lpproxlmateiy '14 ~ mIllIon i,f debt ;,ecuntles Ilncluded in Imestments including avatlabie-for-'dJe ,ecumle,1 'Alth 'Iml!lr
matunty penods. The cost of these debt ,ecuntIes approximated fair market value.

In January 1997. the Securities and Exchange CommISsIon Issued new rules requiring disclosure of the Company,
accountmg policies for derivative, and market nsk disclosure The Company does not have any material derivative finan~lai

In,truments -IS of June 30. 1999. and believes that the Interest rate mk ,lssoCIated with HS borrOWIngs and market nsk a""oc:Hed
wah It" JVlulabie-for-sale secunties are not matenal to the results d operatIons of the Company Th~ avatlable-for-,ale ,e~unll¢,
subJe~t the Companys finanL al posHlOn to market rate nsk. The Company ,ells products to customers In diversified Industn;?'.
primarIly 10 the .\mencas. which includes Canada and Latin .\menca. Europe and the ASIa Pacific region. The Compan\
perfonns ongomg credit evaluauons of ItS customers" finanCial condition and generally does not require ~collater3.1 on pr~du~t

,ales. The Company maint3.J.ns reserves to provide for e~lImated credit losses. Actual credit losses could dIffer fw~ ,u~h
eStimates.

Financial Instruments The carrying amounts for the Companys cash and cash equivalents. uthcr receivables. other assets.
trade accounts payable. accrued expenses and liabilities and other liabIlitIes approximate lair value. The faIr markel '"tille r"r
notes payable I see :"<ote 121 and investments including avaIlable-for-sale securities IS based on quot.:d market prices '.\ her.:
available.

Barter Transactions The Company barters adver1Ismg tor products and servIces. Su~h transactions are recordeJ at tne
estimated faIr \alue of the products or services receIved or gIven Revenue from barter transactions is recogmzed \\ 11en
adverti,ing IS provided. and services recel\ed are charged [0 expense when used. Barter tran,actlons are Immatef13.1 to the
Company's statement of operations tor all periods presented.

~et Income (Loss) per Common Share The Company calculates net income floss) per share as required by SFAS :"<0.
128. "Earnings per Share." SFAS :"<0. 128 replaced the calculation of primary and fully diluted earnings per share with the b~blC

and diluted earnings per share, Unlike primary earnings per share. basIC earnings per share eXclude any dilutive effect of stock
options. warrants and convertible sec unties (see :--iote 7L

Stock-Based Compensation During 1997. the Company adopted SFAS :"<0. 123. "Accounting for Stock-Ba"d
Compensation." The provisions of SFAS No. 123 allow companies to either expense the estimated fair value of stock optlons or
to continue to follow the intrinsic value method set forth in APB Opinion 25. "Accounting for Stock: Issued to Employees ,-\PB
25"1 but disclose the pro fonna effects on net income iloss) had the fair value of the options been expensed. The Compan: has
elected to conunue to apply APB 25 in accounting for its stock option incentive plans (see :"<ote 161.

Reclassification Certam amounts in prior years' consolidated financial statements have been reclaSSified to conform to the

current year presentation.

Use of Estimates The preparation of financial statements in confonniry with generally accepted accounting prin~lple,

requires management to make estimates and assumptions that affect the amounts reported in the tinanclal ,tatements and

accompanymg notes. Actual results could differ from those estimates.

Recent Pronouncements The FASB recentlv issued Statement :"<0. 137. ",\ccounting for Derivative Instruments and
HedgIn\Z .\ctl\ Hies-Deferral of Effective Date of FASB Statement :"<0. 133" The Statement defers for \1ne year the dfe..:m e Jat;?
ut FASB Statement :-00. 133. "Accounting for Derivative Instruments and HedglOg ActiVities". The rule now \\' ill apply to ,Ili
fi,cai quarters of all tiscal years beginning after June 15.2000 In June 1998. the FASB Issued SFAS :"<0 133..\c;;oun1ln", tur
Den\ atlve Instruments and Hedging Activities." which is required to be adopted in years begInning after June i5. j 999 The
Statement pennits early adoption as of the beginmng of any fi~al quarter after its Issuan~e. The Statement 'A III reqUire [tle
Company to recognize all derivatives on the balance sheet at faIr value. DenvatIVes that are not hedges :::ust be adJ~sted to t,lii
value throu\Zh Income. If the den\auve IS a hedge. depending on the nature of the hedge. changes In the laIr value ot den\,lll\e,
\, III either be olfset against the c'haM:e in fair, alue of the hedged Jsset,. liabilities. or firm commitments through camln,;, ,0;[

recognIzed In other ;;~omprehenme income unlll the hedged Hem IS recognIzed In earrungs, The Im:ffective portIOn ,',; 1

demau\es change in fair value will be immediately recogmzed in earnings. The Company has not yet determined If it \\111 earl;
adopt dnd what the effect of SFAS :--io. 133 will be on the earnings and tinancial position of the Company,
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SOP ciS-c). \k'<1\ I,(..:flon of SOP 9~ -2. Soft\\. are Re\ enUe Rei,;ognmon. WHh Re,pect [ll C:rt.iln TL.ln,.ictlun, '.\..t, :"ue:d In

Dt.:~-~r:lbc:r 1'..,J4i..:. Jnd ..::.Jdre'~c~ "'cit"t\.\, J.re re\enue re(ognttton 1';' it ~tpplie~ (0 certain rnu!tlple-ekrncnr JrrJ.ngcmc"nt,:, S()P Y~_l.l

.11,0 .lme:lhls SOP u,:_-... DefeITJ.I '_'I [he Effeeti\ e Date of a Prc)\ i,lon of SOP Y"7 -2 . to extend the deferral ur Jr'piJ":Jl:on "I
,'crtam pa"c1gc, ur SOP lj7 -~ through tl,..:al :-car, beginning on or betore \tarch IS. 19lJlJ. .\Il \)ther prO\ ISlon, ,"It SOP 9x-Y J,e
erlC:\:ll\e: (or tranS.i(;[IOn, emered inw In fi,cal :.e:ars beg1l11ling alter \larch 15. 1999. The Company will comply \\Oth [ne
requlre:me:nts 01 thiS SOP J.'> they become effecu\e and this 15 !lOt expected to have II material elfect on the Company', revenue,
anJ c:arnIngs.

,"ote 3. Change in Accounting Estimate

\, a re,ult "f J chllnge In llccountIng e~timate. the Company recorded a "harge of 5385 millIon IS().~6 per ,hare '. lS ot
September '<1). I'}YA. represeonng [he balance of deferred subsenber acquIsItion cost, a, vf that Jate. The Company pre\lou,iy
hdJ deferred [he cost "I eertam marketIng actlvlues. to comply WIth the critena of Statement vf PositIon 93- "'.Reportlng: '_10

..... J\ ertl~lng C"SlS. and then amortlzed those co~ts over a period determined by calculating the ratio of current revenues rc:lated
to Jm:ct re,ponse adwrtisIng versus [he total expected revenues related to this advertising. or twenty-four months ...\ niche:" er
\\ dS ,horter, For further mformalJon on subscnber acquisItIon costs. refer to ,,"ote 2. The Company's changing busme" model.
which mclude, nat-rate pncing for its online service. increasIngly is expected to reduce its reliance on online ,en \<,;t: ,utN.:nber
revenues fe'r the generation of revenue, and profits. This changing busIness model. coupled with a lack of hi5wrKai ~\;'eflenc~

\\ Ith rlat-r:i1e pnclng,~reated um:ert.iIntles regarding the level of expected future economIC benellto from ,Qlline ,en lee
'uh"cnber n:',enue", ..... " J result. the CC1mpJTI\ belte\ed it no longer had In Jdequate accounting baSIS to ,uppon reC,,~[11Zlng

deferred ~ub~;.;riber a;,,;qul"ltlOn co~t~ LiS dn aS~~L

-'ole 4. 'lergerlRestructuring Charges

Dunng the quarter ended June 1999. the Company recorded d c:harge of approximately S15 million of Jire-:t eo,ts pnmanly
related [0 the mergers of Ylo\ieFone. Inc. I "\tovieFone·,. Spinner ,,"et\\.ork, lnwrporated I "Spinner" and '\;ullSolt. Inc.
I '\;U ilSoft " I. These charges primanly consisted of investment banker fees. severance and other personnel ('osts. fees for kgal and
accounting sef'.lCes..md other expenses directly related to the transactIOn.

Dunng the quarter ended Ylarch 1999. the Company recorded a charge of appro)(imately '578 million of direct costs
pnmarily related to the mergers of '-.'etscape and ~rhen. Inc. and the Company's reorganization plans to integrate ,,"et~cape'>;

operatIons and huild on the ~trengths of the Netscape brand and capabilities. This charge primarily consists of investment banker
fees. severance and other personnel costs (related to the elimination of appro)(imately 850 positions I. lees for legal .llld
dccounting 'ervices. and other expenses directly related to the transaction.

During the quarter ended December 1998. the Company recognized approximately 52 million in merger related .:u,ts 10

cunnectIon With the merger of AtWeb. Inc. These expenses were primarily associated with fees for investment banking. legdl and
accounung services. severance costs and other related charges In connection with the transaction.

The lollowing table summarizes the activity in the 1999 accruals during the period ended June 30. 1999 The balance or (he
restructunng accrual at June 30. 1999 is included in other accrued e)(penses and liabilities on the consolidated balance sheet ,mJ
i, antIcipated to be paid within 12 months.

=a':"3.:::e

:";':'.e ~. ~

~J?9

==::;-:====

In .:unnection with a restructuring plan adopted in the third quarter of liscal 199~. the Compan: recorded .i 5-'5 million
re,truclUfing "harge associated with the restructuring of Its former .\OL Studios brand group. The restrudunng 'nciudcJ [he
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c':1tlng of:crtJln bus/ne,' .K\lVllIes. the termination of appro\lm..ltel;. ihOcmpiu;.ces and the ,hutdo\\n of cert..lm <ub,'dim,:s
,tnU t.1Cl!Itles

Dunng fi,cal i9Q8. the Compam recorded a 5.35 mIllion restructuring charge as'ociated with actions aimed at redUClTIil It~

cost qructure. ImprO\mg Its competitiveness and restonng -u'itamable profitability mamly related to the :-.iets(;ape EnterP"nse
group. The restructuring plan re,ulted from de(;reased demand for certam :-.iet,cape products and the adoption of a new ,tratei!!C
directlon, The restructuring included a reductlon In the ',\,'rkt"orce i appn)\imatel;. .+00 employees). the dosure of cert;m
r':iI':iiiues. the wnte-off of non-performing operaung as,et~, and third· part;. ro;.alt:- pa:-mcnr oblIgation, relating to -:an-:deJ
cuntracts .

.l"s of June 30. ; 949. all of the re,tructuring activitIes related to fis.:al 1998 has been completed.

In connection With a restructuring plan adopted in the second ljuarter of fiscal 1997. the Compam recorded a '549 mIllion
restructunng charge assocIated with the Companys change In business model. the reorganizatIon of the Company into three
operatmg units. the termmatlon of apprO\imately 300 employees and the shutdown of cenam operJ.ung di \ i~ions .lnd
,ubsll.hanes, ..l"s of September 30. 1997. all of the restru(;tunng act!\ ltIes had been completed and. as a result. [he C'>ll1pOn~

reversed 5 I million of the original restructunng accrual.

:-.iote 5. Contract Termination Charge

In fisc.ll [qCn. the C_'mpan;. recurded d ,;untra(;[ [emllnatlOn charge uf 52.+ mJ1!Ion. \\ hleh consbtcd of JnCOnd'[lOn.t'
pa;. ments JS~(lClated \\ Hh terminating certain information proVider contracts. which became uneconomic as a result U! the
C,mpany', introduction of tlat-rate pricmg in December 1996. Subscljuent to the contract termmations. [he Company entered
mto new agreements with these InfOmlatlOn prOViders, '

"ote 6. Settlement Charges

In tiscaJ 1998. the Company recorded a net settlement (;harge of S 18 ffilJIion m connection with [he settlement of the Orman v.
America Online. Inc .. dass action lawsuit tiled in the C.S. District Coun for the Eastern District of VirgInia alleging violations of
federal secuntles laws between August 1995 and October 1996. As of June 30. 1999. the Company has paId out approx.imately
535 million and has a receivable of Sl7 million related to the estimated insurance receipts in other receivables.

In fiscal 1997. the Company recorded a settlement charge of 52.+ million in connection with a legal settlement reached \\ ,ttl
various State Attorneys General and a preliminary legal settlement reached with various class action plamtiffs. to re~ohc

potential claims ansing OUt of the Company's introduction of flat-rate pricing and its representation that it would proVide
unlimited access ro Its subscnbers. Pursuant to these settlements. the Company agreed to make payments to subscribers.
according to their usage of the AOL servi(;e. who may have been injured by their reliance on the Compan;.'s claim of unlimlld
access. These payme;[s do not represent refunds of online service revenues. but are rather the compromise and settlement uf
allegations that the Company's advertising of unlimited access under ilS tlat-rate plan Violated consumer protection laws, In fiscal
1998. [he Company reVIsed its estimate of the total liability associated with these matters and reversed S I million of the anginal
,ettlemen[ accrual.
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"ole 7. Earnings! Loss I Per Share

The foilov.Ing: labte ,elS t,-,nh [he ;;omputJ.t1on of basIC and dlluted earnmgs dossl per shJ.re fnr the yeJ.rs cnded June ~,;
i 999 1998 and i 997·

- - ::. ..{ .

__ -=.;::::...=- .... - - -; ..

- ,;;

•
'\ole 8. Business De~'elopments

Purchase Transactions

Acqlllsitlon ofJfirabilis, Ltd.

In June 1998. the Company purchased the assets. including the developmental lCQ instant ;;ommunic;mons J.nd ;;h:n
technology. and assumed certam liabilities of ;vlirabilis. Ltd. I"yhrabilis") for 5287 mIllion in cash, \lirabilis \\as a de\elopment
,tage enterpnse that had generated no revenues, In addition. contingent purchase payments. based on future performanu~ k'ch.
,'11' up to S120 mIllion may be made over three years beginning in the Company's tiscal year 200 I. The acquisition was aC;;L\UnteJ
for under the purchase method of accounting and. accordingly. the results of operations are included m the tinanclal Qatel1lents ,,'
~\f the date of J.cqUlSl!lOn. and the assets and liabilities were recorded based upon their fair ,alues at the date of aCl\uislllnn. rhe
C,mpany has ,dlocated the excess purchase price over the fair value of net tangIble assets acquired to the follOWing idcntlti.d'k
!rHJ.ngd1Ie assets: goodwill and strategic value. existing technology. ba~ of tnal users. lCQ tradename and br:lnd J.nd acquireJ 'n_

procc~s research J.nd development.

[n connectIon v.ith the acqUIsinon of ~lirabilis. the Company recorded approximately 5228 million in goodwtll ,mJ 'lt1-:!

·ntanglble assets. which are being amomzed on a straight-hne basis over penods of five to ten years

A,cc!lllsirion ol CompuServe Online Sen/Ices Business

In Januan i 948. the Company consummated a Purchase J.nd Sale Agreement! the 'Purchase and S,de· h\ .lnd :lmum: ;t:-:
Company. A:\S Cummunlcations. Inc, I'A:\S"I. a then I,\,holly-owned ,ubsldiary of the Company. and "ICI \\or!dC;ffi. rr"

\Vur!JC)I1l: pursuant lu \\ hlch the Company transferred to WorldCom all of the issued and outstanding cJ.pIlal ,tod '.'( \\,,5
:n exchange ror rhe onlIne ,cr'l..:eS bUSiness of CompuSer.e Corporation i'CompuSet\ e' i. which was acqUired by W"ridC' '"
shonl, hefore the consummation of the Purchase "nd Sale. J.nd 51.+7 millIon In cash le.xcluding 515 milhon in ca,h reCCl\ed ,"

part ut the C"mpuServe online servICes business Jnd after purchase price adjustments made at clOSing! The ILlIhJCflOn '\.l'

Jc;;ounted for under the purchase method of accounting and. accordingly. the assets and liabilities wen: recorded ba,ed upon [heir
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Llir " .. lUI;" J[ :ne Jelte or ,1~'1l1i,ltlOn. ".s J result "f these tr~msactlOns. the exces, ot thl;' -:.bh Jnd the I:llr' ellUe~·r :he
CL'mDUScf\1;' "u'ine" ,CcCl\cJ <"·:r the book \Jlue "f A\:S Jmuumed to S3RI million. Tht'i halance l' ·~ia~'lfied.is (Ur".'111 "oJ
long-term Jekrred n<;,[\\ork .;.en I(e, credit Jnd IS bemg Jmort1l<:d on a ,tr~llght-line biblS u\<;,r a ti\<;,-~<;,ar term equal [n chI;' term "t
J nd\l,orK ser\ 1(1;', Jgrl;'emem I;'ntl;'red Into with \,,'orldComl as a reduction of ne[\\ork ser.lce~ expense wlthm .:ost of ,e\eoue,.

[£1 connection with the acquIsition of CompuSef\ e. the CompaTI\ recorded approximately S127 mdlton in ,zood\\ III Jnd ,-'thcr
I ntanglble aSSets. '.\ hlch Jre bemg Jmortiled on a ,trJlght-lme baSIS u'. er penods of thrl;'l;' \0 ,even vears. -

Immediately after the consummation of the Purchase and Sale. the Companys European partner. Bertelsmann :\G. "aId S-5
mil li()n [0 ~(he C-'mpany for a SOc,. Interest in a ne\\. I~ created JUlm '. <;'nture to operate the CompuSer.e European onlin: sef\!Ce.
Bmh [hI;' CompJn\ Jnd Bl;'rtelsmann .-\G Invested an additional 525 million 10 cash in this JOint vl;'nture. Thl;' Company :Kcoums
tor Ihi> trdn,Jdlun undl;'r [he equlty method ot accounting In Jccordance with the terms ot the secumies ,,,ued In the ,cHeH
'.enture -~ }' ..

Other Purchase Transactions

In fiscal 1998. the Company acquired Personal Library Software. Inc ("PLS"l. a developer of informatIon indeXln(! cmd
search tel.:hnologies. :\etChanneL Inc. l'':\etChannel''l. a Web-I;'nhanced television company and the remairung equity Intere~ts of
".etra Blblness Systems LLC '·,-\l.:tra"!. a deSigner of Internl;'t commerce applications. The Company purchased di! ·~;t '.he
cUbtandmg ~'apltal 'lock uf each of [he .;-orporations and the ilmltl;'d liabilny wmpany ~Lnd assuml;'d JlI "f theIr outstJJ1d1I1g >cu""
opu<Jn~ in e\l.:hange for dn dggregate of approxlmatei~ 3.3 million shares of the Compan~, common ,roeK .inJ
.ippruxlmatel... S16 mdllon 10 cash pJy ments. the assumpllon of approxImately 521 million in liablllues Jnd S2 [milton ..
transitiOn costs. The total purcha:>e pnce for thl;'se transJl.:tlons was approxImately S ll~ mtllion.

In tlscal 14<r. the Company acquired Portola Communicallons. Inc. ! "Portola",. a budder of hIgh-performance mes'<lglng
.;.ystl;'m~. OignalStyle CorporatIOn ,'OigitaIStyle'l. a developer of Web graphics tools and lava-based dllimation and (hI;'
Imagl:\auon :\etwork. Inc. ("INN"). an interacuve gaml;'s company. The Company purchased all of the outstanding "apnal stocK
of each of the corporations and assumed all of their outstanding stock options 10 I;'xchange for an aggregatl;' of approxImately 4 7
milhon :>hares of the Company's common stock and options and approximately $3 million in trdllsition l.:OSlS. The purchase price for
the aeljuisillons was approximately 576 mllhon.

In eOnnel.:tlOn with the above mentIoned purchase transactions. the Company recorded charges for acqUlred in-process
research Jnd development I "IPR&O") of approximatelY'S94 million in the tiscal year ended lune 30. 1998 and approximately '59
mtllion 10 the fiscal year ended lune 30. 1997. Any related purchased IPR&O for each of the above acquisitions represl;'nts thl;'
present value of the estimated after-tax cash flows I;'xpected to be generated by the purchased technology. "\ hich. Jt thl;'
acquisillon dates. had not yet reached technological feasibility. The cash flow projections for revenues were based on estimates
of relevant markl;'t SIzes and growth factors. expected industry trends. the anticipated nature and timing of nl;'w rroduct
introductIons by the Company and its .;-ompetitors. mdividual product sales cycles and the estimated life of each product,
undl;'rlying technology. Estimated operating expenses and income taxes were deducted from estimated re\enue proJecllons to

arm e at e~timated after-tax cash nows. Projected operating expenses indude cost of goods sold. marketmg and .;.elling expen,es.
general and administrallve expenses. and research and development. induding estimated costs to maintain the products once the\
have been lOtroduced into the market and are generating revenue. The remaining identlfil;'d intangibles. including goodWill thar
ma\ result from any future contingl;'nt purchase payments. \\.ill be amortized on a straight-line basis over ll\l;'s ranging from 5 (0

[0 years.

The folJo\\ mg unaudited pro fonna information has been prepared assuming that the sale of ANS and the 'K'1uisitions of
Portola. OigitalStyle. Actra. CompuServe and \lirabilis had taken place at the beginOlng of the respecllve periods pre,entl;'d. Thl;'
:1I110unt of the aggregate purchase price allocated to acqUIred IPR&O for each applicable acqUIsition has been excluded from :he
pro fl~'rma infonnanon. as it is a non-recurring Item. The pro fornla financial informanon IS not necessarily !TIdlcatl\ <.' "f the
..:omh!ned results that would have occurred had the acquisltlOn~ taken place at the begmning of [he penod. nor l' It l1eces:<mJ~

In(iIC;([i ve of results that may occur in the future. The profornla effect of the PLS. :\etChannel and I:\N rcm'J.;-tlons ,Ire
ImmJll;'nal fur .lll paiods presented and therefore are not mcludl;'d In the pro forma mformalJon.
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Pooling Transactions

In \larch leN\.). the Companj completed Its merger WIth 'e!Scape Communications CorporatIOn \ "'\etsc.,pe' I. ill '" ~1iCll

'cb~ape "ecJme ..I w hollj -0\\ ned ,ubsldiMy of the Company, The Company e,xchanged appro'\Imately 95 million ,h,m:',
common ,tu;;k fex JII the outstanding ;;ommon shares of 'etscape. The merger was accounted for under the pooi!n",-d-:n1.c[c'<'
'nerhod "f .l,'".'uOllng .lnd. lccordmgl:-. the.lccompamlng financial 'latements lind footnOle~ na\e been restated to ln~iudc '.n,:
'~'erlr:\W, 01 'Cb;;,tpe rur lli renods pre,cntcJ. Dunng rhe quarter ended \Iarch 3l. 1999. [he CW1[J.Hl:- "c~"c~

'lpprU\l!n;l[e!~ S':5 milliun In trao,-;iric\n Jnd retention \.:o~ts. '~\hi~h \\ a'i charged ro operatIons :.IS in\,;urred, FC1r the ye;lr~ encc,j

June 30. 199':) ililrough the Jatc of th,·ergefl. !99R and IC/97. 'etscape' s re\ enues were Jppro'\imately 5..61 mI!!lOf1. ,j":
million dnd 5-161 IT1l1hon. respectIvel:. ',Jr the \eJrs ended June 30. 1999 ithrough the date or the merger!. 19C18 ,mu [,,9-,
'etsClpe's net income do~,! was approximate!j Si n) mIllion. 5! 159! million and S 1-+ milhon. respecllvely. See "otc j lor
ddditlOnal informatIon

Dunng [I,,:al 1999. the Company completed mergers \\ Ith '\ullsoft. Inc, {"ullsoft") and Spinner 'etworks IncorpoLlted
SpInner',. companIe~ that pronde Internet musIC. When. Inc. ("When.com" i. a company that provides a personalized event

Jirectory ,lOd calendar ,ernces..-\tWeb. Inc. (. AtWeb" i and PersonaLogic. Inc. ! "PersonaLogic'L The Company e:<changed
approximately S.: million shares of common stock for all the outstandIng capital stock of these companIes. These mergers were
accounted for under the pooling-of.interests method of accounting..-\s the combined results of these companies is matcria1 tu the
Cumpany' s net mcome I loss ; for the fiscal year ended June 30. 1998. the accompanying financial statements have heen [e,t.ltd
to mclude the operations of these companies for all periods presented. For the year ended June 30. 1999. these compames haJ
revenues of approximately 52 million through the date of the merger and all prior years were immaterial. Fur the veJh ended
June 30. 1999 !through the dates of the mergers). 1998 and 1997, the net loss for these compaTIles was approximatel,\ SiS
mtllion. 58 million and 53 mIllion. respectively. See :"iote 4 for additional information.

In \lay 1999. the Company completed its merger WIth \lo\leFone. Inc .. I" \lo\ieFone'). The Company exchangd
dppw.xlmately -1.3 million ,hares of common stock for all the outstanding common and preferred shares of \lovieFone-\.,
\10\ IeFune, hIstorical results of operations were not material in relation to those of .-\OL. the financial informatIon prior [() the
cjuarter ended June 30. 1999 has not been restated to renect the merger. See '\ote 4 for additional information.

In December 1997. the Company completed its merger with KIVA Software CorporatIOn l' KlV.-\ I. The COmp,IIl\
ex,-hanged approXImately 5.-1 mtllion shares of common stock for all of the outstanding capItal stock and optlons of KIV,-\.. ,I

pm dtelj held company. The merger was treated as a pooling-of·mtere~ts for accounting purposes. and accordingl:- the hlSton"t!
rinancial ,tatcments of the Company have been restated as If the merger occurred at the beginmng of the earlle't renod

pre,emed rn connectIOn \\ ith the business combinatIon. the Ce)ll1pany mcum:d direct transactIOn costs of appro.xlmareh ~O

i11lllion. "hlCil consisted pnmanly of fees for In\cstment bank.mg. !egal and accounting se[\xes tncurreJ In conJunctlon "1m :he
QU'llleSs -:ombiflation. For the jears ended June 30. 1<,)98 <through the dare c,f the merger) and 1997. KlVA, I'e\enues "'core:
.,ppruxlmately S'+ mlllton and 5 l million. respecll\ely For the :-ears ended June 30. 1998 I through the date ot (he merger .\:10

l(;9 7 KJ\"\, l1et lo,s was approximately 53 tIlIllion and 55 mlliion. respectl\eiy.

Other Business De\elopments

In June 1994. the Company announced a strategic allian\.ie \\Ith Hughes Ek:.:tronlcs CLlrpora(ion ('Hughe~ I to Je\clup ,dill

market UnI4uely Illtegrated digital entertainment and Internet ,er\ICeS natIoO\\Ide. ThiS new alliance builds t)n the C"mpdI1\ ,
-\OL -\11:\\here' ,trmegy as "ell ,IS providing ;,mother means of higher speed a(;';;ess to its subscribers. The CUmpal1le, \\dl

laun;;h an extenSIve (ro~'-ll1arkel1ng InItiati\e to package and e'\tend the reach of both .-\OL TV and DirecTV lnder :hc
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19re;:menl. the C,mpany made a 5; 5 billion ,trateglc Investment In a General \'Iuwrs pret;:ren.:;: ,wd,. "hl~h '•.lIT:C, -l b-;
coup"n fate and has a mandatory coo\ ersion Into General \,10tors Class H ~,-)mmnn ,to-:k ,G\,fH i in three \ eli'

In "io' ember; 99X. the Company announced a ,trategK JlliJnce with Sun \hcra~y'tems. Inc. iSun' i to 10Int!\ de'. clup ..I

comprehensive suite of easy-to-deploy.end-to-end solutions to help compames and Internet sernce pro\ Iders -rapld'ly enter ;he
electramc commerce market and scale their dectromc commerce nperatlons. Sun will become a lead »stems and ,en l-:C

prOVIder to the Company and the Company is committed to purchase systems and ,ervices \"orth appro:\lmate!v S-WO million at
itst pnce from Sun through 2002 for Its electromc commerce partner, and Its o\,n use. The Compam \"i11 r~Cel\e more than
5350 mIllion In licensmg. marketing and advenIsing fees from Sun. plus ';Ignificant minImum re\ en~e commItments uf )'r5
million. over the ne.xt three years.

"Ii'ote 9. Segment Information

Effective June 30. 1999. the Company adopted SFAS "io. 131.·Olsclosures about Segments of an Enterpnse and Related
[nformation." Certain information IS disclosed. per SFAS \io. 131. based on the way management orgamzes ['lnancIJI
lnformatlon for making operatmg deCisions and assessing performance.

The Company currently has two major lines of businesses organized lnto four product groups who all .;hare the .;ame
1Ofrastrucwre.

The Interacllve Online Senices busmess is compnsed of the Interactive Services group. the IlHeraCti\e Propertle, "r'Yip
and the .-\OL Internatlonai group. The Interactive Sef\lCes group operates the Company', interactl\e products: the .\OL .lflJ

CompuSene sef\lces and theIr related brand ;;lOd product e.xtenslOns: "ietscape "ietcenter: and the 'ietscape Communicator ei:ene
,oft\, are. lncludlng the "ietscape "iangator browser. The new product group has responsibility for broadband development .inC
AOL dences like AOL TV. and is charged with rapidly delivenng high-quality. world-class products. features and functlonallt)
across ail branded services and properties. The [nteractlve Properties Group oversees [CQ. DIgital City. \1oneFone. DIrect
\1arketing Semces i OMS). Spinner and "iullsoft. developer of the Winamp and SHOLTcast brands. This group is responSible
for building new revenue streams by seeking out opportunities to build or acquire branded properties that operate across multIple
,en' ices or platforms. The AOL International Group oversees the AOL and CompuServe services outside of the L.S. The AOL
International Group operates the AOL and CompuServe brands in Europe with Its joint venture partner Bertelsmann AG: AOL
Canada. a wholly-owned subsidiary of America Online. Inc.: AOL Japan. with its Jomt venture partners .\1itsui and "iikkei.: and
.-\OL In Australia with Bertelsmann. America Online plans to launch services in Hong Kong with China Internet CorpofJnon and
in Latm America with the Cisneros Group.

The Enterprise Solutions business is comprised of the Netscape Enterprise Group. This segment focuses on pro\ Iding
busmesses a range of software products. technical support. consulting and training services. These products and sen ice,
histoncally have enabled businesses and users to share information. manage networks and faCilitate electrOniC commerce.

[n "iovember 1998. America Online entered lnto a strategic alliance with Sun .\1icrosystems. [nc.. a leader in network
computing products and sen'ices. to accelerate the growth of electronic commerce. The strategic alliance proVIdes that. over a
three year period. the Company will develop and market. together with Sun. client software and network application and sen'er
software for electronic commerce. extended communities and connectivity. including software based in part on the Netscape code
base, L)n Sun code and technology and on certain America Online services feature,. to bUSiness enterpnses. [n combination" Ith
dedicated resources from Sun. the \ietscape Enterprise Group delivers easy-to-deploy. end-to-end solutions to help buslne"
partners and other companies put their businesses online.

While there are no intersegment revenues between the two reportable segments . .;hared support ser. ice functions ,uch ,('>

human resources. facilities management and other infrastructure support groups are allocated based on usage or headcount. \"here
pracllcal. to the two operating segments. Charges that cannot be allocated are reported as general & admlnlstratl\e costs ,tnd are
not allocated to the segments. Special charges determined to be slgmficant are reported separatdy Il1 the Consolidated Statement
of Operations and are not assigned or allocated to the segments. All other accounting policies. as descflbed preVIously 10 :"ote .2
Summary of Signtficant Accounting Policies." are applied conSIStently to the segments, where applicable.
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The C,-,mpan~ does not ha\e .m~ material revenues andior .lssets outside the Lmted States and no ,mgk c:u";' "ncr
accounts for more than 10("( or greater of total revenues.

:'\ote 10. Prope~· and Equipment

Propen~ and eqUipment conslst of the following:

S J: :5 24
3~..,;.:..=-il:""9S eq"';':~'::.e!".: 3I..d re~ated .:...:::pr.J'feI!Ien:.s.
::"ease.::o _d ::i.r'.d :-.ec·..:8=~ irr;pc;,·:e!7',en:.3 .
?-..:r~.:...:.~~e 3~d ::x~~~es.

=:~;~:~r 2q_:;~e~: ~~d :~:2r~a~ S~::~3~e_

_2~S:=~~=:O~ _~ progress ..

~. ''''- ~-

~e3S ~c~~~~:d:ed iep~ec:~:i~~ ar.d ~~c~::za~::r..

:ess ~es:=~c:~~:~q-re~a~edad~~s:~e~:s.

The Companys depreciation and amonization expense for the years ended June .30. 1999. 1998 and I(N""' totaled S I ~,)
mJllion. S 110 mtllion and 5.+6 millIon. respectively.
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",ote 11. Commitments and Contingencies

The Company leases facilities and eqUipment pnmarily under several long-term operating leases. ccrtam ,J! '\ hleh h,,'. e
rene\\ al options. Future mmlmum payments under non-cancelable operating leases \\ Hh Imtial terms of cme '. C,if 'x more cc'n-"t
of the follOWing: .

. ~-.J:-.;.5

:"23

- ...;- :. .

23

_:-.e=-ea::er.

The Company's rental expense under ,)perating leases In the years ended June 30. 1999. 1q9~ clOd i qq- tut.,i,·,]
"pproxlmatel\ 5294 million. S261 mIllion and 5154 million. respectIVely.

The Company has guaranteed monthly usage levels of data and vOice communications \.\clth ,ome of it> net'.v urk pru'. ,J<:r,
and commitments related to the construction of additional office buildings. The remaining ~'ommltments .Ire S 1..2-0 md!lun.
51.216 mIllion. 51.212 mIllion and 5186 million for the years ending June 30. 2000. 2001. 2002 and 2003. respectm:ly, The
related expense for the years ended June 30. 1999. 1998 and 1997. was SU97 million. 5958 mIllion and s.+05 mIlllon.
respectively,

.-\s of June 30. 1999. the Company has guaranteed approximately S17 million in indebtedness of one of its Jomt ventures.
The Company has not had to make any payments related to this guarantee during the year ended June 30. 1999

The Company is a party to various litigation matters. investigations and proceedings. induding a shareholder dematlve SUi!

filed in Delaware chancery court agamst certain current and former directors of the Company alleging VIolatIOns o! federal
securities laws. The Company has settled the shareholder derivative suit and obtained the approval of the Dela\.\c are ,~hancer.

court on terms that WIll not have a matenal adverse effect on the tinancial condition or results of operations at [he Company

The Department of Labor ("DOL") is investigating the applicability of the Fair Labor Standards ,-\ct i FLS.-\') ,0 ..
Companys Community Leader program. The Company believes the Community Leader program retle<:ts Industr. practice,. th
the Cc)mmunity Leaders are volunteers. not employees. and that the Company's actions comply with the law. The Cnmpan>
coopef:wng WIth the DOL but IS unable to predict the outcome of the DOL's investigation. Former volunteers halo e sued the
Compan> on behalf of an alleged class consisting of current and former volunteers. alleging nolatlons clf the FLS-\ Jild
comparable state ,tatutes, The C'Ompany believes the claims have no merit and intends to defend them vIgorously, The
Company cannot predict the outcome of the claims or whether other former or current volunteers \\ dl file additIOnal JctlOns,

The costs and other effects of pending or future litigation. gO\ em mental Investigations. legal and admim.,tr::Hl\ e cases JnJ
Dfoc<::;,dInllS 1\\ hether Civil or criminal). settlements. judgments and IOvestigations. claims and changes :n tho,e mJEe:',
. mc:luJlOg- those matters described above) and developments ,lr assertions b> or against the Company relatlng tu :nte1k(fLU:
propert> nghts Jnd intellectual property licenses. ~ould have a matenal adverse effect on the Compan> , huslness, fin,in_,lI
,-ondltlon and operating results. Management believes. howe"er. that the ultimate outcome of ail penJmg litigation shoulJ "'.<
na', e .i matenal .ldwfse effect on the Company's financial pOSItIOn and results of operations,

,",ote 12. ",otes Payable

Dunng June 1999. the Company borrowed appro.lCimately 565 million in the form of twO mortgage., un its ,-,flice buiIJin,c'
;lOd land !o..:ateJ In Dulles. Virginia. The notes are collateralized by the buddings and land and carry Interest rates ,)1 .. -cc ..nJ
6, -50, The notes amortize over 25 years and are payable in full at the end of 10 years. .-\s of June .~O. 1999. [he princlp~1

amount outstanding on these mortgages is $65 million.
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~C'r'Iernber l0Y-. [he CiJrnpany borruv.. cJ ~tPpn~'\,njJ[ej~S:l) rT11;llcl n :n .1 refinan(Hlg ut i·~nt: i._d Ib ,_-,ffi(e ~", .. j'nc

The' nutc ) .. ulljr~t lcod h: the Cumpan:" oftl(C' budding jnd,-·Jrrl~'" Int~re~l J1 1 r1\~J rJte uf .... ,46'~-; The f1CHe Jmoitiz-.:··... -'r'_~

<rJi"ht·!mc ~,'," er ~ :en. ,-,f~:' :eclrs Jnd If nut paid In lull ,It the cnd ,-,t ill :car,. the Interest ratc. frum that POlnt '!-r,\jJQ. ,
,ub.lect tn Jdj'J'tment -\, c>t JUI1C;O. ]g'1'1 Jild 1448. the prln'ip.li Jm,'unt ,'ut'lllndmg on thI' note \\J' S28 mJiIl"n

On '..;o\ember 1-, 199-, the Com pan: 'uld "i.'~I) mil 11l'11 ,.[ ..:.'~ C.,m ernble Suborl1lnated '..;otes due '<o\emher !:'. 2';"2
,the '..;"tes The '..;(lte.; are con\enible Into the C)rn~'~I1: ' ,;urnmun ,[tick Jt a CO!1l erSlon rJte of -1163':'2 ,hJre, d ..:"mrr,;]
,LOck fm ~Jcn Si.O(~) pnnclpal clmount oi the '<utes ,eljlll\,dcn[ tu ,I ,;,_'n\CrSIOIl prill: of S13.0":'S44 per ,hare!. ,IH',c" '"
Jd.'u'tmem ,n ":er1:1ln e\enb ,lnl1 Jt the holders option [ntere't ,-'n the '..;,.'te~ I' pJ\abk 'cml:lnnllall: on \1a: I:' ,lnd ,<,'\e'1'''er
15 ul e~l\;h 'eJr. .;ommencmg on \1.1;' 15. I\iYS. The '..;otes ma: be redeemed cit the option of the Compan: on or ~Itt<:r \;{l\ <"nber
1-1.. ~OOCL in ',\h,:;!e "1'111 raft. Jl the redemption pnces -et fonh in the '..;ores, Dllnng ii,cal 1999. llppro,!matd~ 6"1 rn:iiHT

,hJre~ '.,t,;urnmon 't'.'c:K ..,ere '''lied related W c:,-,n'er~lOn,. '1.[ June .'0. 1'-i9Q.the fair \Jlue of the '<utc~ e\c:eedcd the (arr,'n",
\ Jlue b: nearl: S2 b:lliun ,I' estimated b: uSing ljuotcd marker pnce" -\~ ,)t June '0. IY'1Lj and 1Lj9~. the prinCipal "moune. ri':t
ell llnanwrtized dIScount. W~" S256 milliOn and S,,45 million. re,peetl\d:

'..;ote~ pa:ablc Jt June 30. 1997. rorakd S52 milliun cind nlJlnl: conSlqed uf a two-year ,enior -e\;ured re\u! .. ,ng ,-:~,1"

tJc:I1lty I"Credit FacIlity'!, The Company had the Credit Facility J\ ailahle to suppon ItS ..:ontlnLllng gr{l\\ th .Ind I!~'.'.,k

e.\.pan';lon The tnrer(?st rate on rhe Credit Facility \\jS [00 basb poinb ;Ibo\c rhe London Interbank Off.:reJ Rate J.nd "F·;;r,".'"
pen(~l('Jjl~_ hUl Jt :eJ..'lt quarteTI:. The Credit FJcilit: \.VJ" ,ubJcct tu ,-"cT!dlfl firt.1I1CIJI ~n\enJnts and l~ payJolc In

end. i.lf the L\\U :c..~r ~cnn. \-ifl July I. :999, .-\':1 i·)f June ,~n. qQq Jnu lYQ8. ~hcre \"-,~re no l:luhLlndlng JmOunb \'':In :n..: (.-['"._',,,:

flc";[\ Jnd the Crcdlt Fa..:dil\ \\J- termmat(?d June :'0. ]9YY

'\ote 13. Other Income. '\et

The 1'0110\\ Ino' tab!e ,ummaI'lleS the component~of ,-,rher Income:

'\ote 14. Income Taxes

The i prU\ lSlOn I benefit for income taxes is compri~eJ of

:3.;·:es.
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Th~ pru\ I'lun :ur :n-:ume :J\e, Jlffers from the amount -:omputed b! .l.ppi!lng the ,tatutor: federal m-:ome [J.\ ute tc
'[,,-ume GetL're pro\ 1,lun tor mcume [a.\e". The "ources and tax dfects of the differences are as follows:

~~ei~~--_~:e :~a~;e ~:~ ;~r~~~sed ~esear=~ ~~d ~eve:~prnen:.

'. ~ _.:..:.~:.~-=-": ~.::-_e =-:-_~:-.;e ~:::: :---e:--;e:- ~e':"at.ed expe::ses

::1: __ .3.:':'::-: ~:..._:." .. --~",," :-a.:>;es ~i.::ec':.:::g :.~€ ~r::'·'::5:..::n :::~ :.:-'_ccrr,e :~es. :':2

S 334 s:6

'\' uf June .'0. 1999. the Compan! has net operating loss carryforwards of approximately $7 billion for tax purposes ... hl<.:h
\til he J\Jl!abk to offset future taxable income, If not used. these carryforwards will e:v;pire between 2001 am! 2019 To the
c'\lem that net uperatlOg loss -:JIT)forwards. i.\hen reaiized. relate to "tock option deductions. the resulting benefits ".\ ill be
"edited to stockholders eqUlty,

Thc C')olpanys Incume tli:>' prO\;,lOn was -:umputed based on the federal ,tatutory rate and the average state statutory ute'.
:lct ,,( ·he related federal benefit.

Deferred mcome taxes renect the net tax et'fects of temporary differences bet\loeen the carrying amounts of assets .wo
ltabIllrte, for financial reportmg purpo~es lind the amounts used for income tax purposes. Significant components of [he
CUrnplin! ' deferred (3..'( assets .md liabilities are as follows:

:998

5 " . 3 iJ

34 ~9

3:
52 '> 3 9 ,

5 54 3

; J;

leierred :30;': 3.sset.s:

The \ alll,luon allowan.:e for deferred tax Jssets increased b! 52.302 mlllion in tiscal 1999, The increase !n thi~ .lila\'. ~)nce
"J'" pnrl1anl! due to the benefit generated from the current year e'(ercise of stock options and warrants of 52.609 million and
~ertaln deferred tax assets assoCiated wtth acquisitions of 595 mlllion whICh will result m future ta..'( deductions, The benefit from
the ri,c~d 1'199 nerClSe of options and warrants Will be recorded to stockholders' equity as It IS realized. This Increase \\3.,

partlall! "thc! hy III the utilization of 5284 million of benefits generated from prior years' exercises of stock options to reduce
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",-._d~4Y :f\.:>.1me t.1.\L',", p<l; ..it';~ ..Hh.1 : i che uullzJ.U()n. ;.-lr ne[ -'perJ.t1ng :os.~e" relatIng to Dt)ok :J..\J.cte ~nl'i_';rnc it ..l"ppr:

) ; _. n1 d Lon re,ult:n~ ::1 '. dLuli"11 .:i1lo\l. <ince changes affectIng t.he provIsIon for Income taxes.

The C,mpan> £1", net ,'per<itlng loss carryfor\l. ards for tax purposes 1'"OLs'! and other deferred tax henetit, ih.H Jre
available to ,.,t'fset future uxable Income Oni> J portion ~)f the :\OLs are attnbutabie to operatin2 .lC[I\ltIes The rem;lll1 ..kr .,y ~ne

SOL, ;lre attnbutable to tax deductions related to [he exerCise of ,tack optJons. -

Pnor ro the thIrd ejuarter of fiscal 1998. the Company followed the practice of computIng Its Inc;ome tax expense u,mg the
lY;Umption that current year ,rock option deductIons \~ en: used first to offset Its tinanclal ,tatement Income. "OLs could [hen
,}ff,d lny ex,'c" uf CindncI;l[ Sutement Income oyer current \ear stock option deductions. Becau~e slOc;k ~)ption dedu<.;(wn, dre
not recognized .IS In expense for financIal n:portlng purposes. the tax benetlt of ,lOck optIOn deductions must be <.;redl,ed (n
lddnlOnaJ pJlu-ln , .•pH;)I·" Ith an offsettmg Income tax expense recorded in the Income statement.

The Company ';hanged Its accountmg for Income ta,xes to recognize the tax benefits from ,;urrent and pnor years ,lOck
option deductIOns Jfter utlltzatIon vI' :\OLs trom operations 1,1.e.. "OLs determined without deductlons for exerclScd ,lOCK

optlon~ I to reduce income tax e.xpen~e. Bec.luse stock optIon deductIOns would have been utilized for tlnancul "ccuuntlrl"
purposes In ;mor years under both accounttng methods due to the absence of NOLs from operanons. thiS accountmg ~h"ngc :uJ
no effect un 14<17 ,ma pnor years [ax proviSIOns or additional paId-in capnal. The effect of thIS change \~ a, to ln~re,l'e :ie,
:n,;c'",e and diluted earmngs per ,hare tor the year ended June 30. 1998 by 573 mIllion and 50.08. respeCtl\el\

When realization of the deferred tax asset IS more likely than not to occur. the benefit related to the deductible temporary
differences .lttnbutable to operatlOns wdl be recognized as a reductlon of Income tax expense. The benetit related to the
deductible temporary differences altnbutable [0 ,tock option deductions Will be credited [0 additional paid-In capital when

realized.

~ote 15. Capital Accounts

Common Stock :\t June 30. 1999 and 1998. the Company's $.01 par value common stock authorized was I.::;OO.C~XI.OOO

,hares with 1.100.893.933 and 973.150.052 shares issued and outstanding. respectively. At June 30.1999. 137.U09.873 ,hares
\~ere resened for the exercise of issued and unissued common stock options. and convertible debt. and 10.07·U60 shares were
reserved for Issuance in connection with the Company's Employee Stock Purchase Plans.

Dunng July 1998. the Company completed a public offering of common stock. The Company ,old approXImately lib
mllilUn ,hares of common stock and raised a total of 5550 million in new equity. The Company used the proceeds for genenl
uperattng purposes. In additlon. the Company sold appro:omateIy 3.8 mIllion and 2.3 mIllion shares In fiscal 19q8 anti I'jqq.

respec[l\ el\. lnd had net proceeds of approximately 58 million and S19 mIllIOn in the same tIme penods.

Preferred Stock In February 1992. the Companys stockholders approved an amendment and restatement uf the ,-,~rtlr'i,;.He

o[ mcorporatl<Jn whIch authOrIzed the future issuance of 5.000.000 shares of preferred stoc;k. S.cl1 par value. \\ Ith nghts "rllj

preteren..:es kl be determined by the Board of Directors.

Dunng \lay 1996. the Company ,old 1.000 shares of Series 8 convertIble preferred ,rock I'the Preterred St,xk 'r
.lppruxll1utel:. 528 million. The Preferred Stock had an aggregate liqUIdatIOn preference of ;lpproxlmJtely '!:~ >ll!iliun,ncl
dccTued divIdends at a rate of .fq per annum. Accrued div ldends could be paid in the fonn "f Jdditionai ,hare, "r P,ctcTr,d
Stu,!\., Dunng \lay 1998. the Preferred Stock. plus accrued but unpaid di\ldends. aUlOmallcally convened Into 1.:'f11\.C~~~) ,rure,

ur' c','mmon -to,'k based ()n the faIr market value of common 'lock at the time of comersion.

\\"arrant [n ~unne,;t1on wnh dO J!?reement wnh one of the Comp.lny' communications pro\lders. the Comp"n\ f1;Jd .1:1

'JlH,randlng \\arrant. ihat "'a.... exer('ised dunng \larch [999 The '.\arrant. ,ubject to ..:ertaln performance standarJ, ,P2..::f:2J n
the agreement. allowed the Company's communicatIOn prOVider to purchase 18.800.000 shares of common :,tock ,It .i pn,;e ,(

SO..+92: per .;hare.

Page 55

AOL 000337



--hart>holdt>r Ri~hls Plan Tlc Company adopted a new ,hareholder nghts plan on \fay 12. 19i.)8 ,theSe" Plan The
"C'.'. :"cll.\ .. , ['l'c·;e":~,.: h\ je(i.lr1ng j Ji\ldt:nd. distributable to qockholdep. ,)f re.:ord dO June I. Il)i.)~. "f ',"ne ;:rekrn:J
,11<11" rut'chcl"" "':"1 .j R!:;ht' for ~ach out-;randing ,hare of common stock. ,-\11 n2hts 2ranted under the Comoan\', former
,h.ll chulJer 11:,:!1h pl.w .ldopted In fi,cai 199.~ were redeemed 10 conjunction with the- Implementation of the \,Ie\~' PL~n and the
k'fIIlc'i pi.m \\.b termll1ated. Each Right under the :'>iew Plan w1l1 initially entitle regIstered holders of the .;omnlOn ,tu.. k t,',
!JUi\,i:,,,e ''IX ,"l1e-r[wu',mdth of a ,hare of the Cmlpanys new Senes ,-\.[ Junior Participating Preferred Stack ,'Sene,\.
f-"L;Crrc'U "[,,cl-. , :ll J purcha~e price uf S9(lO per one one-thousandth of a ,hare of Senes .-\-1 Preferred Stock. ,>ublect tc:'
.iJiU<:nC!H Ih", RIghts will be <,\erchable only if a person or group III acquires 15C'c or more of the common ,tack [if ii!

,ln~"l1l!c"" cl rendC'r ,·'tter [hat \\ould re,ult 10 that person or group acquiring 15et or more of the common ,LOck. Once
C\C:i ~ "clhle..,nd ,n ,,_'me ~lrC:lIm~tances If certain additional conditions are met. the \,lew Plan allows stockholders I other than [he
,,, ... uirc' r" ;'lii~'U'c'_""'mll'n ,r,xk or 'ecurities of the acqUirer having a then current market value of two times the e\erCI,e
j'r'c c ,it the RI"ht Thc> R:"hh Jfc redeemable for 5,00 I per Right! subject ta adjustment I at the option of the Board "f Dlre..:wr,
L mil cl Right I' e\erCl~eJ. the hDlder of {he Right. as such. has no rights as a stockholder of the Company. The Rights wIll expm~ ,',n
\L\ i 2. 2()IlX unle" redeemed by the Company prior to that date.

Stock Splits In \,Iovember 1994.-\pril 1995. \,IO\'ember 1995. March 1998. :'>iovember 1998 and February i 999. 'he
C;i11['.ln\ .:tfc'~tcd t\\o·for-one ,pllts of {he outstanding shares of common stock. Accordingly . .Ill data ,hemn :n the
cl""n,!,cl;-" en" ,,·n".,I:Jdtcd fInancial qatements and notes has heen retroactively adjusted to retlect the \tock ,pi I!',

'ote I fl. Stock Plans

t,· Jur,h.bC ;,he C'.lmpany, (:1)!l1mOn -;rock under \arious stock option plans have been granted to ~m['lo~. ~~'.

Jlrc:c["r, "nJ ,,'n'u!t.lnt' "t the Company .it fair market value at the date of grant. Generally. the iJp[j(ln~ become exercIsable u\er
C'<:!;,'d, rcln:;",:; t','e'!n "l1e [() four years and expIre ten years from the date of grant. In certain of the,e plan,. the Compan\ has
!C'!'u:,ha'C' II ::ht, upon thc mdl \ Idual ..:es~atlon of employment. Generally. these rights lapse over a 48-month penod, In fiscal
;. Celr, i yq::i ..nJ Ic)L)-. the Board d Director, authorized approxImately II million options to be repriced. The \estmg schedules
'-\ ",re n\1t rnarC'rJallv ..:hanged and no employees owning 3<7c or more of the Company' s common stock nor any ,enior executi\ es
iXlltlclpated In the repnclng.

The db:l ut "ppiy ing SF.-\S \,10. 123 on 1999. 1998 and 1997 pro forma net loss as stated below is not necessanly
rc pre,.;: I\t.lll \" c't the dfed' on reported net iTIi.;ome (JOSS) for future years due to. among other things. the \esting period Clf the
'Iud. ,'pti;'''l' .ind the fair value of additional stock options in future years. Had compensation cost for the Compan:- ~ srod.
,-'puon ['Ian, heC'n detcrmIned based upon the fair value at the grant date for awards under the plans consistent With the
methoJL'logy prc'>.:nbed under SFAS \,10. 123. the Company's net income \lOSS) in 1999. 1998 and 1997 would ha\ e bccn
.lppru'\J[nl1te!\ 5504 million. 511321 million and $.625, million. or $0.39 per share. '5<0.14) per share and 510.75) per ,hare.
re,pe":tl\ei\. un a diluted baSIS. The fair value of the options granted during 1999. 1998 and 1997 are estimated at 522.93 per
,h"re. ';'''2:'. per ,hare anJ 51,13 per ~hare. respectively. on the date of grant using the Black-Scholes option·pncIng model" lth
the t,,j I,m lng .l"umptIun,: no dl \ Idend Yield. volatility of 65'7c. a risk-free interest rate of 5AOet for 1999. 5.5 JC,( ('x Ii.)<.)S and
:; bC!'; iur 11IC)-. clnd clil C' \pected life of 0.45 :-oears from date of vesting. A summary of stock opuon activity is as foilow,
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Emplo~'ee Stock Purchase Plan In ~1ay 1992. the Companys Board of Dire':lOrs adopted a non-c:ompen"ator;. Empl'-'~ec

Stock Pur.:ha"e Plan ('the ESPP"). Under the ESPP. employees of the Company \\, ho elect to pamcipate 1re granted optiOn" rn
pun:ha~e common stock at a 15 percent discount from the market value of such stock. The ESPP permits an enrolled emp!c'\cc
to make ;:ontnbutlons to purchase shares of common stock by haVing \\,lthheld from his or her "aLlry 1n amount h:t\\ eer1 :
percent and 15 percent of compensation. The Stock and Option Subcommittee of the Compensation "nd \!JnJgement
Development Committee of the Board of Directors administer the ESPP The tOlal number of >hare" ,)f common >tuc:k that mav
be issued pursuant to options granted under the ESPP IS 1'+.'+00.000, A total of approximately 6 million "hare~ ul ~umrnon ,tu"k
have been Issued under the ESPP

In June 1995. the Company adopted a non-compenSJlOf\ Emplo~ ee Stock Purcha,e PlJn ,'the \,,'et>":~lpe ESPP' unJ<;;,
Seet,un ..23 of the Internal Revenue Code Jnd a total of 3. I50JI!"iO shares uf Cllmmon stock mal be issue:..! purSUJnt to
under the '.;etscape ESPP The Company's Board of Directors In 1998 amended the \,,'ebc:ape ESPP to Increase the m;';\irnU"
percentage of pa) roll deductions which any participant may contnbutc from his or her elIgible compen',Hion [0 : Y;- lmer:,id

[he \,,'ctscape ESPP from a two-year rolling otfenng penod to a sl\-month fixed offering penod effectIve '.llth [he offenn>; ~'c";"l

he"mmool \larch i CJ99: amended the limit to the number l)f shares am emplove(' mav purchase in anv purcha>e pcn(,d L[' ~

m;xlmu~ of 1.~OO ,hares: and changed the offenng dares for each pur~hase periOd w \larch 1 and September I u( e~K!1 '. elr
l-nder this plan. quaiItleJ empioyees are entitled to purchase common ~tock Jt J 15 percent discuun! (rom rht? m:irKc[\'
,uch >rod.. Appro\lmate]y 2 million shares of common stock have been Issued under the \etscape ESPP,
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\ote 17 . Emplo\ee Benetit Plan

Sa\ings Plans ~he C'mpan\ has two ,a\ Ing" pians thaI qualif~ ,IS .I deterred ,alar: arrangement under Secuon 4i)! ~:<
the Internal Re\ enue l,'~e l nder ttle plans. partlnpatlng emplo~ees may Jefer a portion of their preta}\ earnlnll> In \]ne plan.
:he C~npa~~ matches Suer ~f each empioyee?(onlnhutions up to J. maxImum matching contnbutlOn of 3''' o(the empk,:\ t'e,
~O.1rnln"" JI,d I~ the other):lan. [he Comj',any , contnbutlon-, .Ire discretIonary. The Company s contnbutlons to piJf1> '.\ere
..ippru\lma[ei~ ~6 mIlllOn.~) millIon and ':>.:' mIllIon In the \ear, ended JUt1i:: 30.1999.1998 and [997. respecti\el~.

",ote 18. Quarterly Information (unaudited)
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The speeial charges rekrred to below include charges for restnlcturings. acquired in-process research and de\e1opmenr. mergers.
transItion ":OSlS. settlements. write-off of deferred subscriber acquisition costs and contract terminations.
I I \ \d Income m the Cm:al ~ear ended June 30. 1999 includes special charges of 52 million in the quaner ended Decemher 31.

i 998. SiS oullion and S25 million in the quarter ended \1arch 31. 1999 and S IS million In the quarter ended June 30. 19l)9
\.:[ j Ilcc,me in the quarter ended March 31. 1999 aho Includes a gain on the sale of Excite. 1m:. In I .:sm1ent, ,.'f
.lpproXlmatcl:- 5567 million.

_. \c[ k,~, ill [he fiscal ,car .:nded June 30. 1998 mcludes net charl!es of S-I-2 rrullion to (he quarter ended Decembel'll. i9<r.
'l.'S mIllion in the quarter ended March 31. 199ti and SRR mIllion in the quarter ended June 30. 1998.

" The ,11m nf per share earnings doss) does not equal earnings dOSSI per ,hare for the year due ILl cqllilalenr ,harc
calculations which are impacted by the Company's losses. tluctuations In the Company, common ,tock market pnlcs "nd
the UmlOio: weI2hrinl!) of shares issued.

..l j EB ITDA~I' JetincJ ~s net income plus: i I) pro\ isionll benefit) for mcome taxes. 12) interest expense. i 31 depreciation .lnd
.lmortlLauun Jnd ;4) -peclal charges. The Company cotlSl\jers EBITDA an important indicator of the operational qrength
.Ind performance of It> busmess including the .lbllity to provide cash !1o\\, S to service debt Jnd fund capital cxpenJitlJrc,
EBITD.-\. ho\\e\er. ,hould not be considered an alternative to operating or net income as an mdicator of [he performance ,-,r'
the C,mpJn~. or JS ..in aJternatl\e [0 cash tlows from operating aCtl\ities JS a measure of liqUidit:-. ill each casc JeterrntrleJ
! 11 Jccordanc'e with generally accepted accounting prinCiples I "GAAP" t.
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REPORT OF \1.\~AGDIE:"oT

The management ,·t-\rncn<.:.:\ OnllOe. In.:, IS responsible tor the integnty and obJe.:tl\lt" ,.,f the ·inan,:::;! -,nJ 'T'c[,,[,n\!
InfonnatiOn ,'unt,Hned in thiS Annual Report on Fonn 10-K, Including the consoiJdated finanCIal ,tatemenh ';i.' \ r:rd to\ :h~

Report of Independent Auditors, The~e .,tatements were prepared in confonnlty With generally accepted accountIng rnn~lpie"

and Include amounts that are based on the best estimates Jnd Judgments of management. '" hH:h It believes. are reasonable under
the CIrcumstances,

The Company maintaIns a ': stem of Internal accounting poiJcles. procedures and .:untrols designed to pro\ :Je
management v.lth reasonable .:\ssurance that assets are s.:\feguarded against loss from unauthonzed use ,If dispOSitIon. and thaI
:rama..:tlOn~ ,lie e\,eculed in accordance with management's authonzation and recorded properly. The system w.:\~ enhanced \\ lth the
fiscal 1999 fourth quaner Inttiatlon of a fonnal Standards of Business Conduct fostering a strong ethlCal clImate The Company
.11-0 malOtalO, all llHern;l1 audItmg function. whIch evaluates and fonnally reports on the adequacy and eftectl\ene', ,.,! ,menu
Jccountlng and operatlonal <.:ontrols and procedures,

Ernst & Young LLP audits the Company's financial statements in accordance with generall: accepted audItIng ,um1.trJ,
Jnd prondes an obJective. independent reVIew ot the Company's Internal control and the fJlrness of its reported financu!
conditIOn and results of operations.

[n additlOn. the Audit Commlttee of the Board of Directors. consistinll solely of outside directors. meet, Oe[1O<.1i.::;:
'.\ Hh management. the mdependent auditors and mternal auditors to review ~ntem~l accountIng controls. audit '''',lib ~rU
j(countmg pnn<':lple~ lod practices. and ,mnually recommends to the Board of Directors the selection of inJepenJem aUc!ltu-

~/~f ~' 'Z& ~

STEPHEl'i \1 CASE
Chalnnan of the Board
and Chief Executl\e
Officer

~M,~~~
1 MICHAEL KELL Y
Senior Vice PreSIdent and .
Chief Financial Officer
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