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AOL Projection Assumptions

Our AOL projecuons are based upon numerous assumpuons about the development of the

Internet economy. These assumptions are outlined in the following pages.

U.S. Internet Universe Projections

Cruaial to the AOL vision is becoming ubiquitous 1n the Internet economy, reaching as

many households as possible, no matter what the means, whether it be dial-up analog,.
wireless or wired broadband, stationary or mobile. As such, we have presented a wide view

of the development of the online universe over the next eight vears, including various points

of connection, including competing broadband technologies—cable modem and DSL for
the PC, Internet TV, and satellite.

1

Dial-up: We estumate that there are currently 43 million U.S. households with dial-up
Internet access, representing roughly 42.1% penetration of slightly over 100 million
aggregate households. For the sake of simplicity, we assume that houschold formation
will increase 1% per year through our projection period. Most projections we have seen
call for first-time PC purchases to fall over the next two to three vears, with PC-enabled
households leveling off in the 6670 million range. Our PC houschold projections
through 2002 are taken from a 1999 Forrester Research report. Thereafter, we are
adding a declining number each vear, beginning with 2 million in 2003, declining to 1.5
million in 2008, at which point we estimate 74% of U.S. households will be online. Of
this amount, 43 million households will be online through their PCs, over 96% of which
use standard phone lines. Thus, over 84% of PC households are connected to the
Intemet.

Over the following five vears we expect this ratio could approach 100%, implying: (1) a
greater proportion of households with more than one PC in the home, as muluple
family members use PCs for diverging uses—business vs. entertainment vs. education;
(2) the mass acceptance of cable modem and digital subscriber line technologies, aided
by innovations in self-installaion and wider pre-packaged advanced-technology
modems in the boxes; and (3) multiple access ports on PCs. We cventually expect
erosion of the dial-up share of the PC Internet market in favor ot broadband, due 1o
downward pressure on monthly access prices, advances in content created for
broadband, and the end of exclusive ISP relationships with cable modem ISPs.

Cable modem: We project the cable HSD market to grow from less than 2 million
subscribers at the end of 1999 to 10.5 million households by 2003, as drniven by svstem
upgrades by MSOs. While first-tier MSOs (e.g., Cox, Comcast, Time Warner, and
Cablevision) are already approaching fully-upgraded status (70%0-plus network two-way
capability), other second-tier large aggregators (c.g., Adelphia and Charter) and rural
independents are still substanually behind the curve. On a blended basis, we esumate
80% of U.S. cable homes passed will be upgraded by 2003. Our 2003 10.5 million cable
HSD subscriber projection assumes national average penetration of 12.5% of upgraded

homes passed.

DSL: The rollout of DSL, partculatly by RBOCs, accelerated in 1999, and is apparently
gaining momentum in an effort to keep cable high-speed modems from accumulating a
prohubitive lead in the residential market. We estimate that the major local exchange
carriers have equipped approximately 40 million lines for DSL, about twice the year-end
1999 goal the industry held at the beginning of the year.
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Exhibit 22: Estimated RBOC Deployments at 12/31/99

J#of Lines
Data Monthly Provisioned
Rate Price #of Lines
(Downstream/ (Tranaport/Teico Provisioned
Camrier Upstream) ISP Service} 0 12/99)
Ameritech 1.5 Mbps/ $58.95 45,000
128 Kbps
Bell Atiantic 640 Kbps/ $49.95 17.000.000
90 Kbps
4.6 Mbps/ $109.95
90 Kbps
7.1 Mbps/ $189.95
680 Kbps
BellSouth 1.5 Mbps/ $59.95 5,000,000
256 Kbps
GTE 768 Kbps/ $49.95 6,100,000
128 Kbps
384 Kbps/ $99.00
384 Kbps
768 Kbps/ $135.00
768 Kbps
1.5 Mbpsl. $210.00
768 Kbps
SBC/Pacific Bell 384 Kbps/ $49.95 9,800,000
128 Kbps
384 Kbps/ $199.00
384 Kbps
1.5 Mbps/ $339.00
384 Kbps
US West 256 Kbps/ $49.95
256 Kbps
5§12 Kbps/ $84.95 2,200,000
90 Kbps
768 Kbps/ $99.95
384 Kbps
1 Mbps/ $139.95
384 Kbps
7 Mbps/ $859.95
768 Kbps
Total 40,145,000

Source: CED Magazine

Bell Atlantc ended 1999 with approximately 17 million qualified business and
residential DSL-ready lines served by 700 central office switches, 100% higher than
its previous goal announced in January 1999.

SBC, whose DSL activities at year-end 1998 consisted mainly of capability mstalled
by its Pacific Bell subsidiary, announced plans last October to commit 36 billion to
upgrade its networks to accommodate a higher speed and to take its DSL service to
up to 80°5 of its household footprint. SBC will also become a CLLEC in 30 major
U.S. markets, starting in Boston, Miami and Seattle.

We attribute this acceleration to:

Competitive pressures: Telcos face the possibility that MSOs have achieved an
insurmountable lead in gaining subscriber critical mass. Over the past two years,
the gap between the cable modem and DSL subscribers has widened from 660.000
{approximately 700,000 to 40,000) at year-end 1998 to roughly 1.6 million (2 million
to 400,000). In the commercial market, the RBOCs have allowed CLECs to cherry-
pick the choice commercial market.

Progress toward alleviating technical concerns: There have been technical advances,
including the use of splitterless systems and new mintaturized components that
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allow the push of DSL services turther awav from DSL-equipped central offices.
Along with the development of voice-over-DSL services, these have made DSI.
more practical for the home user. Perhaps most importantly, many suppliers have
ntroduced unrversal senal bus modems. allowing plug-and-play modem set-up,
which should dramaucally open the retail modem market. US West reports that
92"% of 1ts recent subscriber additons are self-installed.

¢  Growing cooperation and co-branding with independent ISPs (AOL, Prodigv. etc.):
AOL has signed DSL line usage agreement with SBC, Bell Atlanuc, Ameritech. and
GTE, and SBC has chosen Prodigy to be uts preferred ISP as part of its DSL
footprint expansion. The benefits of an ISP parter include: (1) consumer
marketing support—long a weakness of RBOCs; (2) broader and deeper content
areas, and (3} a deeper Intemet technological knowledge base.

¢ Industry consolidaton, which has expanded the possible market and created scale
economies.

Internet TV: While interacuvity is currently concentrated in the PC, projections call for
the TV to take a greater role. For example, Forrester Research esumates that interactive

~ TV wall generate $11 billion in advertising and $7 billion in commerce by 2004

Although the a debate persists about the usage and experience differences between the
PC and TV (“active versus passive”), there are some persuasive arguments that people
are already engaging in convergent behavior. For example, ICR Research Group
estimates that nearly 10 million households natonwide have forged a sort of makeshuft
convergence, in that they sometimes watch television while simultaneously accessing the
Internet and that almost 50% of U.S. PC households have the PC and TV n the same
room. Programmers, such as ESPN/ABC in its NFL coverage and MTV Networks
with its interactive WebRioz game show, are beginning to offer enhanced TV programs
that offer programs with Web elements.

Much of the initial success of interactive TV can be attributed to its appeal to non-PC
owners. However, we envision interacive TV as developing into diverse distribution
forms (including cable, DBS, stand-alone, and transmussion over the digital broadcast
spectrum, although an economic and operating model for the latter form has vet to be
developed).

Again, a large component of this growth will come from the cable industry, whose
advanced digital set-top boxes will bundle greater video offerings, DOCSIS-compliant
Internet access, IP capability, and robust memoryv and graphics. We expect digital cable
penetration to reach 30% of upgraded homes passed by the 2003—2004 time frame, with
operating system and software standardization and retail hardware availability (beginning
July 2000) being two main catalysts.

We believe it is too early to tell whether the TV or the PC will emerge as the prime
mode of convergence. Even so, we do believe interactive TV over cable will find 2
market, supported by several factors favoring it over the PC—lower hardware costs,
projected to fall in the $200-8500 range; greater bundling possibilities with other
services; and greater ease of use. We also believe the market for stand-alone set-top
boxes (e.g., Microsoft’s WebTV) will contunue to exist as a major player in interactive
TV.
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Exhibit 23: Interactive TV Universe Projections

8 millions)

E 2008 2007E 2008E

Drgitat Cable

U.S Households {miliions: +1% per ¥r)
% Cable Penetration of U.S. Househoids:
% Upgraded to PC Data

U.S. Digitar-Ready Households

% Penetration

U.S. Digital Cable Households 1.0 3.3 85 15.3 199 249 289 331 376 41.0 434
% internet Capable 0.0% 25.0% 70.0% 90.0% 950%  100.0% 100.0% 1000% 1000% 100.0%  100.0%j
Internet-Capabie Digital Cable Universe 0.0 0.8 6.0 138 18.9 249 289 334 376 41.0 43.4
Standalone Sel-top tnternet TV Devisces 0.2 0.6 1.2 1.8 2.3 2.8 3.1 34 3.6 3.8 3.9
Total internet TV Universe 1.2 3.9 9.7 17.1 22.2 27.7 32.0 36.5 41.2 44.8 47.3

100.7 1017 102.7 103.7 104.7 105.8 106.9 107.9 109.0 1101 1112
98.0% 98.2% 98.4% 98.6% 98.8% 99.0% 99.1% 99.2% 99 3% 99.4% 99 5%
28.0% 45.0% 65.0% 75.0% 80.0% 85.0% 88.0% 91.0% 94.0% 96.0% 98.0%

276 44.9 65.7 76.7 828 83.0 932 974 1017 1051 1084

3.6% 7.3% 13.0% 20.0% 24.0% 28.0% 31.0% 34 0% 37.0% 39.0% 40.0%

Source: Credit Lyonnais Securities (USA) estimates

5.

Satellite: Although technology has been available since 1996, satcllite-transmitted high-
speed data service take-up has been slow. Jupiter Communications esumates that there
were roughly 200,000 U.S. residential sateliite Internet subscribers at the end of 1999,
and that this number would grow to only 1 million by 2002.

DirecPC from Hughes Network System, which transmits data at an advertused 400
Mbps rate, and competitor Skybridge plan an “Internet in the sky” product in 2001.
Hughes revised its pricing scheme to offer two basic tiers: $29.99 per month for 25
hours and $49.99 for 100 hours. Each extra hour costs §1.99. The advantage of satellite
is that it bypasses the last-mile bottleneck associated with telephone networks. Through
a DirecDuo dish, a DirecPC subscriber can add TV signals on the same dish.

So what are the drawbacks? The most setious is that an upstream transmitter has not
yet been developed for satellite receivers, meaning that customers are dependent on a
slower, dial-up phone line for return-path transmission. Like cable modem HSD
services, shared network access means that heavy usage can slow throughput rates.
Another negating factor is the need for an unobstructed southern path from the
residence to the satellite. Finally, satellite transmission still requires extra routing steps
before signals reach satellite transmitters, which creates latency issues, as does severe
weather. Thus, growth of sartellite Internet services has been restricted to download-
intensive rural residences and small businesses to which broadband i1s not readily
available. We estimate there are roughly 40,000 DirecPC subscnbers in the U.S.

Over the next three to five years we could see several deployments of Ka-band
geostationary (GEO) satellite systems that would offer 16-27 Mbps capacity bi-
directionallv. Ka-band satellite supports three times the bandwidth of Ku-band (on
which DTH satellite services operate). Several prominent examples include Hughes’
Spaceway project, Loral’s Cyberstar, and Astrolink (a venture involving Lockheed,
TRW, Telespazio and Liberry Media Group). Research firm Satellite Data estimates the
parties will invest an aggregate $50 billion over the next five years. Hughes has
committed to investing $1.4 billion toward the North American launch of Spaceway
(total investment for the global service is projected to cost $4 billion). It hopes to launch
Spaceway in 2002, initially to serve North Amenca, and it also plans to transfer its
DirecTV and data services there.

Wireless: Internet access is expected to become far more pervasive in the next five
years due to access capabilities of next-generation digital phones from Motorola and
Sprint, as well as the introduction of small portable Internet appliances. The latter are
projected by Intemational Data Corp. to exceed PC sales in unit volume by 2002.
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Exhibit 24: Primary Access U.S. Internet User Universe Projections

{miltions of U1.S. Households)

1999E  2000E 2001 2002 2003E  2004E 2005 2006E 2007 2008E

Dial-Up 43.0 49.0 532 55.8 553 515 47.7 438 415 39.1
Cable Modem 17 34 54 B6& 1.0 136 16.1 18.3 205 233
DsL 04 1.0 19 3.9 57 8.2 106 12.2 139 15.4
TV 08 3.0 6.0 9.0 13.0 17.0 20.0 220 240 250
Satellite 0.0 04 1.1 24 39 5.1 6.0 65 6.9 73
Other 0.0 0.1 20 6.0 10.0 15.0 22,0 30.0 40.0 500
Total 459 56.8 69.6 856 98.8 110.5 122.5 1328 146 7 160.1

Source: Credit Lyonnais Securities estimates

-

Exhibit 25: AOL Subscription Revenue Projections

Several notes about the Internet user projections above:

1. The numbers represent double counting in some cases. Often the means of accessing
the Internet are not mutually exclusive, as people want solutions.

2. Thus, Internet via TV and via wireless will probably be complementary rather than
replacement services. As a result, customer loyalty should increase, translaung into
higher ad and e-commerce dollars because of greater eyeball ume.

Subscription Revenues

The following exhibit presents our subscription revenues for AOL. As can be seen, we
project subscription revenues to increase at an average rate of 16.5% over the calendar
1999-2004 period, with declines thereafter. In the sections that follow, we detail the
assumptions underlving our revenue projections.

Dial-Up ACL 3,637.6 4,858.2 5,805.1 6,264.3 6.3158 6.008.9 5423.5 4,695.2 39341 3,203.2
Diai-Up CompuServe 2364 3573 506.6 569.4 5843 587.0 565.5 526.3 4738 4128
Cable AOL Plus 0.0 0.0 64.3 163.9 419.0 811.2 1,162.0 1.470.5 1,690.5 1.839.8
DSL AOL Plus 0.0 16.1 74.0 179.8 303.9 4446 604.4 743.1 8615 958.0
Direct PC 0.0 0.0 10.0 334 62.8 86.6 101.9 116.0 124 4 1297
AOL Wireless Handheld 0.0 0.0 8.1 292 837 1177 193.3 268.9 328.3 376.9
AOL TV 0.0 0.0 10.8 62.9 1524 266.1 406.3 565.7 7377 907.5

Total Subscription Revenues 3,874.0 52317 6.478.8 7.302.8 7.902.0 83222 8,456.9 8.385.8 8,150.4 7.829.0
% Change 35.0% 23.8% 12.7% 8.2% 5.3% 1.6% -0.8% -2.8% -3.9%

Source: Credit Lyonnais Securities estimates

Subscribers—*AOL Anywhere”

At the end of AQL’s FY99, the company had 16.5 million domestic AOL and CompuServe
members, representing an estimated 37.6% share of the Internet houschold market. We
project this share to increase moderately but consistently over time, as its brand and content
enable it gain an early foothold in emerging distribution technologies.

As can be seen in Exhibit 26, we project the company’s subscriber base to become
increasingly diversified, as it (1) leverages its ownership of Time Warner Cable and,
indirectly, AT&T; (2) executes roll-outs of its existing RBOC DSL agreements; and (3)
continues to be considered a “must have” for emerging broadband technologies.

As can be seen, we expect the company’s existing analog dial-up service via telephone line to
remain the largest source of subscribers untl 2006, at which point MSOs will be largely
finished with their network upgrades. Note that in our projections, we assume that AOL
will be affiliated with MSOs passing over 70 million homes by 2003, composed of 20 million
from Time Warner Cable, roughly 33 milion from AT&T BIS, and the remainder from one
or two other major MSOs. We believe the momentum has swung in AOL’s favor in gaiming
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open access (witness AT&T’s agreement to negotiate access conditions to independent ISD
Mindspring after its exclusivity agreement with Excite@Home expires in 2002). Comcast,
with 12.5 million homes passed. has indicated that Open Access will come into effect in a
similar time frame. Adelphia Communications offers 1ts branded Powerlink product and in
our view would most likely be recepuve to AOL. Charter Communications represents a
question mark, as Paul Allen’s history as a major investor in AOL mav offset Charter’s
current multuple-vendor stance on high-speed access.

In our coverage of MSOs, most of which arc @Home affiliates, we project HSD penetration
levels in the 15°0—18%0 range in tour to tive vears after launch (2003-2004). Assuming AOL
can attain a similar rate (16°0) in vear five (we anucipate an AOL Plus offering over Time
Warner Cable sometme in 2001, the first vear after the expected closing of the Time Warner
acquisition), AOL could have 10.6 million HSD subscribers by 2007.

On the DSL front, AOL has already obtained agreements with RBOCs (SBC
Communicatons, Amerntech, Bell Atlantic, and GTE) covering 65% of the U'.S. With Bell
Adantic thus far being the most aggressive in enabling DSL in its territories, we expect the
RBOC:s to have 53 million homes with DSL lines by early calendar 2001, and 61.1 million by
2004. Thus far, we have not factored CLEC participation into the equation.

Via a June 1999 agreement, AOL invested $1.5 bilion in DirecTV and will work on
advancing the rollout of AOL Plus on DirecPC and AOL TV, including exploring cross-
marketing opportunities to the combined companies’ subscriber base of 28 million
households. Of $1.5 billion invested, for which AOL received preferred equity securities
that automatically convert to GM Hughes shares at 2 24% premium, more than $500 million
will go toward supporting AOL Plus via DirecPC through both AOL brands and Hughes
retail outlets. Another $500 million is slated for DirecTV, including marketing costs (and
within that, more than $150 million in marketing to AOL members); roughly $400 million
for the DirecTV/AOL TV platforms; and $100 million for DirecDuo. Hughes will also give
AOL access to its majority-owned Galaxy Laun America DTH subscriber base. Behind the
added marketing support—something DirecPC has not vet had—Hughes expects to add
1.2-1.5 million DirecPC subscribers over the next three years.

We believe AOL TV via DirecTV will not pose a significant threat to either cable modem or
DSL HSD offerings untl Spaceway is demonstrated as an economucally attracuve value. In
our view, a digital/interactive TV customer would want the full broadband experence,
which is ill-suited to a narrow-band return path. Even with bi-directional access, we
question whether there will be a significant market remaining after cable-modem and DSL
take-up. As much of 75% of the U.S. online audience could already be connected via DSL
and/or cable-modem by 2003, the ecarlicst we believe a GEO satellite system would be
commercially deploved. As such, our projected penetration of the DirecTV subscriber base
remains below 20% unul FY05.
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Exhibit 26: AOL Subscriber Base Projections

1999PF 2000E 2001E 2002 2003E 2004E 2005E 2008E 2007E 2003E

Total Ending Subscribers

Dial-Up AOL 17.4 231 26.8 28.7 29.0 276 25.0 219 18.6 154
Dial-Up CompuServe 17 32 4.0 4.4 4.5 4.4 4.2 38 34 238
Cable ACL Plus 0.9 15 47 76 10.6 13.2 15.0 16.6
DSL AOL Plus 0.2 08 17 27 4.0 53 6.5 76 85
ACL Broadband TV 0.2 1.0 20 34 51 71 9.3 115
AOL Wireless Handheld 0.8 2.0 40 7.0 11.0 14.0 16.5 185
Direct PC 0.4 11 1.9 23 2.8 3.2 34 3.7
Total Subscribers 19.1 26.5 339 40.3 48.7 56.3 64.0 69.6 73.8 774
% Change 38.7% 27.7% 19.0% 20.9% 15.6% 13.7% 8.9% 6.0% 4 5%
Compaosition:
Dial-Up 100.0% 99.2% 90.9% 82.1% 68.7% 56.9% 45.6% 37.0% 29.8% 23.7%
Cable Modem 2.6% 3.6% 9.7% 13.5% 16.6% 18.9% 20.3% 21.5%
DSL 0.8% 2.3% 4.3% 55% 11% 8.3% 8.3% 10.4% 11.1%
AOL TV 0.6% 2.5% 4.1% 6.0% 8.0% 10.2% 12.6% 14.9%
AQL Wireless Handheld 2.2% 4.8% 81% 12.4% 17.1% 20.0% 22.3% 23.9%
Direct PC 1.3% 27% 3.9% 4.2% 4.3% 4.6% 4.6% 4.8%
Totai 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
internet Universe:
Dial-Up 43.0 49.0 53.2 55.8 §5.3 51.5 47.7 43.8 41.5 391
Cable Modem 17 34 54 86 11.0 13.6 16.1 18.3 20.5 23.3
DSsL 04 1.0 1.9 39 57 8.2 10.6 12.2 13.9 15.4
TV 0.8 3.0 6.0 9.0 13.0 17.0 20.0 220 24.0 25.0
Satellite 0.0 0.4 1.1 24 3.9 5.1 6.0 65 6.9 73
Other 0.0 041 2.0 6.0 10.0 15.0 22.0 30.0 40.0 50.0
Yotal 45.9 56.8 €69.6 856 98.8 110.5 1225 1328 146.7 160.1
AOL Subscriber Market Share:
Dial-Up 44.4% 53.7% 57.9% 59.2% 60.5% 62.1% 61.2% 58.7% 53.0% 46.8%
Cable Modem 0.0% 0.0% 16.5% 16.9% 43.2% 56.1% 65.9% 71.8% 73.4% 71.4%
DSL 0.0% 21.9% 41.3% 45.0% 46.9% 48.3% 50.3% 53.1% 55.1% 55.4%
TV 0.0% 0.0% 3.3% 11.1% 15.4% 20.0% 25.5% 32.3% 38.8% 46.0%
Satellite 0.0% 0.0% 38.9% 46.0% 48.6% 45.7% 46.0% 49.6% 49.5% 51.2%
Other 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total 41.6% 46.7% 48.6% 47.1% 49.3% 50.9% 52.2% 52.4% 50.3% 48.2%

Source: Credit Lyonnais Securities estimates

Subscription Rates

We believe some downward pricing pressure on access/subscription rates to be inevitable,
due to:

1. The ever-growing free access available on the Internet, with free ISPs gaining access
first in Europe and now domestically.

2. Growing importance of the Internet in American life, which could introduce regulatory
pricing constraints.

However, there are several factors working in favor of AOL’s ability to maintain relatively

high rates, including:

1. AOL’s premium service costs tar less than cable TV, local/long distance telephony, and

wireless telephony.
2. AOL offers Internet solutions that competitors cannot meet.

3. AOL has been able to maintain its pricing while reducing churn over the past 18

months.

The unknown variable is the business model AOL chooses to take, which will affect tming
and speed of pricing erosion. Particularly in light of the Time Warner acquisition, the
company could follow etther one of two strategies. It could employ Warner’s immense
content base on an exclusive basis, to support and increase the appeal of a subscription-
based proprietary community. Conversely, it could make Time Warner content available to
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other ISP content and on Web sites. in hopes of gaining licensing tees and greater traftic and
thus adverusing revenues on branded Web sites to offset foregone subscription revenues.

We view this decision as analogous to the situatnon in the TV broadcasting industry, where
those with ownership of both TV srudios and networks have sought synergies inotably the
formaton of the ABC Television Entertainment Group by Disnev and a similar
restructuning by Fox Enterrainment). While we see ment 1n some of Disney's goals shared
costs, incubation tor programs to reach syndication), we believe that open marker bidding
will maximize the fair valuc of content and best sumulate content creation.

Further, both Steve Case and Gerald Levin support open network access.

Our AOL proiections call for a steady 3°0 annual decline in subscripuon rates, trom AQOL's
stated rate above $20 per month for the dial-up service to the $17 range per month. We
project a similar progression (though not as dramatic) for broadband service.

Advertising and E-Commerce Fees

Advertising

Most research projections call for a dynamic growth in online ad spending for the next 10
vears. According to Intemet research and consulting firm Forrester Research, online
advertising in the U.S. represented a $1.2 billion medium in 1998. Other sources, including
the Internet Advertising Bureau, put the figure closer to $2 billion and expect online
advertising to surpass $10 billion by 2003, as (1) Internet usage increases, (2) online
advertising becomes more integrated with media selling strategies, and (3) designers evolve
away from low-response banner ads.

Exhibit 27: U.S. Internet Advertising Projections
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Exhibit 28: U.S. Per Capita Ad Spending Projections

$120 4

3100

$20 4

$0
1998 1999 2000E 2001E 20026 2003E

—o— Onine —a— Radio Magazine

Source: Forrester Rasearch

Using various projections for total Internet users and adverusing spending, we can dernive
projected ad spending per acuve user estimates. In 1999, average Internet ad spending was
about $4.15 per month per active user. This total is expected to increase to $6.15 per month
and $8 per month in 2001 and 2003, respectively.

We believe advertising represents the fastest-growing contributor to AOL revenues, growing
from an estimated $580 million in FY99 to a projected $2.43 billion in FY02 and $5.37
billion in FY05. Ad revenue should see growth from three sources: (1) growth in general
waffic, both through greater subscriptions and a growing presence on the Web via its
aol.com and ICQ portals, and more niche product launches; (2) the tremendous benefits
from Time Warnet’s segmented content (e.g., film, TV, music, news, sports) which should
gamer premium ad rates; and (3) the development of interactive advertising (particularly
through target advertisements).

We base our ad revenue projections on the basis of CPMs—in this case cost per thousand
page views. Aggregate AOL traffic should exhibit leveraged growth from a consistent
broadening of its subscriber base that should benefit from greater functionality and content,
{creating stickiness, adding contextual elements to sites, etc.). Thus, even as we project
declining subscriber growth (single-digit annual growth beginning in FY05), we project pages
viewed on AQL sites to increases at mid-teens-plus rates through at least FY06.

How sustainable is CPM growth? The answer depends in large part on the pervasiveness of
the medium itself, as well as the development of compelling interactive advertising with ¢-
commerce capabiliies. As a reference, note the consistently increasing value of network
advertising in the face of fragmenting audiences, implying that greater fragmentation only
increases the value of widely distributed media.

T elons]

Exhibit 29: AOL Advertising Revenue Projections

Advertising and E-Commerce Fees:
Advenrtising:
Average AOL Subscribers

x Average Monthly User Sessi per A
x Average Page Views per Session

Non-Subscription Argas

Total AOL Page Viaws

% Change

Total Advertising Revenues
% Change

x 12 = Total Page Views in AOLICompuServe Subscription Areas 62,9528 1010530 152.960.8 205.107.9 266.171.5 3395952 416.779.8 491,384.4 559.742.1 624.7789

Aggregate Avarage Monthly Uniqus Visilors 250 340 39.1 450 486 515 54 6 573 60.2 63.2
x Average Monihly User Sessions per Unique Visitor 9.0 10.0 105 113 119 125 13.1 138 14.5 152
x Average Page Views per Session 70 8.0 86 9.1 95 10.0 10.5 110 16 122
X 12 = Total Page Views in Non-Subscriber Areas 18,9000 32,640.0 42,5658 55510.1 66,0959 7724298 902700 1044988 1209704 140,038.3

x Advertising Revenues Per 1,000 Page Views (+10% Yr} $10.65 $11.99 $13.18 $14.24 $15.38 $16.61 $17.44 $18.31 $19.23 $2019

167 228 30.2 art 445 525 601 66.8 7 755
o bscri 233 260 28.6 30.1 316 33.2 345 355 36 ar7
135 14.2 147 153 15.8 163 168 173 178 183

818528 133.693.0 1955266 260,618.0 332.267.4 4168382 507049.8 595.883.2 680.712.4 7648172
63.3% 46.3% 33.3% 27.5% 25.5% 21.6% 17 5% 14.2% 124%

8721 1,602.5 2,578.0 37111 S5,108.9 692123 88427 10,9115 13,088.1 154405
83.8% 60.9% 44 0% 37.7% 35.5% 27.7% 23.4% 19.9% 18.0%

Source: Credit Lyonnais Securities estimates
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E-commerce

Dnven by greater flexibilitv 1n making purchases and greater avaiabiliv of informauon,
acceptance of the Internet for commercial purposes has grown rapidly, and should continue
to do s0, as long as necessary fulfillment capabilities develop. Consumer use of the Intemet
in the purchase process is nsing quickly. E-commerce grew from $706 million in 1996 to
$7.8 billion in 1998. Forrester Research projects this figure to reach over $108 billion by
2003.

Exhibit 30: Forrester Research E-Commerce Projections

. - : % of Total
1900E . 1eRSE . 2008E - 2001E- - 2002E 2003 CAGR Retail
Convenience
Media
Software 665 1,147 1.720 2,408 2,890 3,179 36.7% 25%
Books 630 1,166 1,749 2,274 2729 3,002 36.7% 18%
Music 187 374 711 1,279 1,919 2,495 67.9% 20%
Videos 151 301 475 697 976 1,346 54.9% 12%
Totat Media 1.633 2,988 4,655 6,658 8,514 10,022 43.7% 19%
Event tickets 115 238 476 952 1,744 2,572 86.2% 19%
Apparet
General 275 878 1,994 3,881 6,899 11,699 111.7% 5%
Footwear 48 100 172 277 426 643 68.0% 1%
Accessones 207 362 677 819 1,003 1,168 41.3% 3%
Total Apparel 530 1,340 2,843 4,977 8,328 13,510 91.1% 4%
Gifts and Flowers
Fiowers 212 374 510 621 755 906 33.7% 10%
Greetings 36 68 109 161 229 320 54.8% 3%
Speciatty Gifts 63 121 191 280 393 544 53.9% 6%
Total Gifts and Flowers n 563 810 1,062 1,377 1,770 41.6% 6%
Recreation
Toys 68 158 299 569 930 1,481 85.2% 5%
Sporting Goods 56 137 294 641 1,107 1,918 102.7% 5%
Tools and Garden 63 139 251 416 659 1,021 74.6% 3%
Totat Recreation 187 434 844 1.626 2,696 4420 88.2% 4%
Totat Convenience 2,776 5,563 9,628 15,275 22,629 32,294 63.4% 6%
Researched
Leisure Travel 3,073 7,798 13,950 20,732 26,042 29,447 57.1% 1%
Electronics
Computer Hardware 1,090 2404 4,147 6,453 10,088 14,965 68.9% 14%
Consumer Electronics 84 411 977 1,938 3.514 6,132 135.9% 10%
Total Electronics 1174 2,815 5124 8,391 13,602 21,097 78.2% 12%
Housewares
Appliances 17 118 318 672 1,268 2,275 166.3% 6%
Household Goods a3 319 664 1,209 2.064 3,446 110.7% 9%
Total Housewares 100 437 982 1,881 3,332 5,721 124.6% 7%
Total Researched 4,347 11,050 20,056 31,004 42,976 56,265 66.9% 11%
Replenishment
Food and Beverage 235 513 1,132 2,459 5,009 10,836 115.2% 2%
Health and Beauty 213 509 1,189 2,108 3.833 6.294 96.8% 5%
Miscellaneous 255 517 1.024 1,398 ,822 2,342 55.8% 7%
Total Replenish t 703 1,539 3,345 5,965 10,664 19,472 94.3% 3%
Total U.S. Online Retail 7,826 18,152 33,029 52,244 76,269 108,031 69.0% 6%

Source: Forrester Research

AOL has signed on over 300 retailers in the past few years and channeled over $2.5 billion 1n
e-commerce sales over the recent holiday shopping season—more than the next biggest sttes
over the same period combined. Dunng AOL'’s fiscal 2Q00, 30% of the company’s
subscriber base made a purchase through AOL channels and/or links.

We believe e-commerce will be driven by (1) growing consumer comfort with this method,
(2) the continued expansion of e-tailers affiliated with AOL, and (3) the movement toward
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"m
E-Commaerce Fees:
Page Views on Commarce Sites

= Total E-Commerce Purchases

Exhibit 31: AOL E-Commerce Revenue P

Commerce Site Pape Views—% of Total Annual Page Views 07% 0.8% 0.8% 0.9% 0.9% 1.0% 1.0% 1.1% 1.1% 1.2%)

x Take Rate (%) Weighted by Quantity Purchased per Purchase 30.0% 31.0% 32.0% 33.0% 34.0% 35.0% 36.0% 37.0% 38.0% 39.0%)|

x Average Purchasa/Download Price

= Total E-Commercs Purchases ($ millions) 45551 8,566.6 143469 217913 315202 44,6860 61.2067 80.729.3 103,193.5 129.3797

x AQL Commissions (%) 50% 5.0% 5.0% 5.0% 50% 5.0% 50% 5.0% 50% 5.0%)

= ADL E-Commerce Fess 2218 428.3 717.3  1,009.6 15760 22343 30603 40365 5,157 6.485.0
% Change 88.1% 67.5% 51.9% 44 6% 41.8% 37.0% 31.9% 27.8% 25.4%)

B

rInc.

putung e-commerce situatons in greater context and targeting, to be made possible by
interactive technology and ncher content. As an enabler of e-commerce sales and not an e
tatler itself, we believe AOIL will be sheltered from the possible shakeout i e-commerce
many expect as offline and online sclling converges.

In our model, e-commerce revenues are a function of (1) AOL traffic, (2} range and

attractiveness of the company’s partners, and (3) growing willingness of AOL subscribers to
purchase online with heightened security. W'e project affiliated commerce sites will generate
a rapidly growing but decreasing proportion of AOL page views {from an estmated 27% in
1999 to 20°% in 2005) and take-rates will increase 100 basis points per vear. Folding AOL
commussions and average dollar value per transacton relatively constant, we project e-
commerce revenues to increase at a compound average rate of 54.2% over the 2000-2005
period (from an estimated 3228 million to $3.1 billion).

Going through the same exercise as with Internet advertising per active Internet user, total e-
commerce revenues per active user in 1999 were an estimated $34.30 per month. We project
this total to increase to $36.90 per month and $61 per month in 2001 and 2003, respectively.
Clearly, greater familianty, secunty and broadband availabilitv will play a central role in the
massive growth from 2001-2003.

ro,

jections

DR s SR

573.0 10027 15642 221 ‘5A3 29904 39600 50705 62568 74878 87954
171.9 3108 500.5 731.0 10187 1.3!‘5.0 18254 23150 28454 34302

$26 50 $27.56 52866  $29.81 $31.00 $3224 $33.53  $3487 $3627 8772

Source: Credit Lyonnais Securities estimates

Costs/Expenses

1. Cost of revenues: We are projecting gross margin expansion from a reported 47.1%0 in
the nwelve months ended December 31, 1999 to 48.1% this vear, gaining 25-100 bps
annually thereafter, driven by lower network transport costs and lower input prices.

2. Sales/Marketing: We expect to see opposing forces driving sales/marketng
requirements for the next five years:

e Growing competition from free ISPs, although we believe the poor economucs of
the free-ISP business model will eventually rationalize the market.

s  Establishing beachheads in gaining subscribers in new distribution channels.

o  The pervasiveness of the AOL and Time Warner brands, which, in isolation, would

reduce marketing needs.

o Cross-promotional opportunities through AOL and Time Warner asscts
(enumerated elsewhere in this report).

We project that AOL’s marketing expenses as a percentage of revenues should decline
steadily over the next five years. In all, we project marketing/sales expenses should
compound at 16.9% annually over the next five years.
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3. Product Development: Part of the beaury of the AOL business model 1s that each
incremental service can be launched at a lower startup cost.

We project product
development costs as a percentage of revenues to decrease from 5.0°0 in calendar 1999
to 2.0°0 by 2005.

America Online Projections

Exhibit 32: Internet Universe Projections

(S mitions]

o
U.S Households {millions; +1% per Yr) 102.2 1032 104.2 1053 1063 1074 108.5 109.5 1106 1117
PC Households (Forrester Research) 53.6 601 618 641 66.5 68.4 70.4 722 740 759
PC Penetration 52.5% 58.3% 59.3% 60 9% 62.5% 63.7% 64.9% 65.9% 66 9% 67 9%
U.S Population (millions. +1% per Yr) 263.9 266.5 2692 2719 2746 217 4 2801 282.9 285.8 288 6
Year-End Internet Universe (CLS analysis and NetRatings Data. access 1150 1333 150.8 168.6 184 0 191.4 198.9 203.7 2086 2136
% of Population 43.6% 50 0% 56.0% 62.0% 67.0% 69.0% 71.0% 72.0% 73.0% 74.0%
Dial-Up PC
% P 1ofU S + 42.1% 47.5% 51.0% 53.0% 52.0% 48.0% 44.0% 40.0% 37.5% 350%|
Dial-Up Internet Homes Connected 430 490 532 55.8 55.3 515 477 438 415 391
Cable Modem PC
% Cable Per ion of U.S. M lds: 98.3% 98.5% 98.7% 98 9% 99.1% 99.2% 99.3% 99.4% 99.5% 93.6%
U.S. Cable Homes Passed 1004 101.6 102.9 104.1 105.4 106.5 107.7 108.9 1101 1113
% Upgraded to PC Data 40.0% 60.0% 70.0% 75.0% 80.0% 85.0% 88.0% 91.0% 93.0% 95.0%|
HSD-Ready U.S. Cable Homes Passed 402 610 720 78.1 843 90.5 948 99.1 102.4 105.7
% Penelration 4.2% 55% 7.5% 11.0% 13.0% 15.0% 17.0% 18.5% 20.0% 22.0%
Cable Modem PC Homes 17 34 54 86 1.0 136 16.1 18.3 205 233
DSL PC
% DSL Buildout of U.S Homes 48.5% 55.5% 81.5% 66.5% 71.5% 76.5% 81.5% 85.5% 89.5% 93.5%,
U.S. DSL Homes Passed 49.6 57.3 64.1 70.0 76.0 82.1 88.4 93.7 99.0 104.5
% Penetration 0.8% 1.7% 3.0% 5.5% 7.5% 10.0% 12.0% 13.0% 14.0% 14.8%)
DSL PC Homes 04 10 19 39 57 8.2 10.6 122 139 15.4
TV
Internet-TV Households (CLS estimates and Next Century Media) 08 3.0 6.0 9.0 130 17.0 20.0 20 240 25.0
% of TV Househoids 1.0% 29% 5.8% 8.5% 12.2% 15.8% 18.4% 20.1% 21.7% 224%
Satellite-TV
0B8S Universs: 17.0 19.0 205 215 223 228 233 238 243
Ending AOL % P ion of DirecTV S 22% 6.0% 11.5% 18.0% 23.0% 26.5% 28.0% 29.0% 30.0%
Sateliite-based internet Universe 0.36550 1.14000 2.35750 3.87000 5.11750 6.02875 6.51000 688750 7.27500
Other (Wireless Phone, Hand-Held Devices) 01 20 6.0 10.0 15.0 220 30.0 400 500
Total 459 568 69.6 856 988 1105 1225 132.8 1467 160 1
Universe:
Diak-Up 430 490 53.2 558 553 515 477 438 415 391
Cable Mogem 17 34 54 86 110 136 16.1 183 205 233
DSt 04 10 19 39 57 8.2 1086 12.2 138 154
TV X} 30 6.0 9.0 13.0 170 20.0 220 240 250
|Sateliite 00 04 1 24 39 51 6.0 6.5 6.9 73
Other 0.0 01 20 6.0 10.0 150 22.0 300 400 500
Totat 45.9 568 69.6 856 988 110.5 1225 1328 1467 160 1
Dial-Up 80.2% 815% 86.0% 87 1% 832% 75.4% 67 8% 60.7% 56.1% 51.5%
Cable Modem 32% 56% 87% 13.4% 16.5% 19.9% 22.9% 25.4% 21.7% 30.7%
DSL 0.7% 16% 31% 6.0% 8.6% 12.0% 15.1% 16.9% 18.7% 20.3%|
% Online Penetration of PC Households 84 1% 88 7% 97 8% 106.5% 108.3% 107.2% 105.8% 103.0% 102 4% 102 5%
[AOL Subscriber Market Share:
Dial-Up 44.4% $3.7% 57.9% 59.2% 60.5% 62.1% 61.2% 58.7% 53.0% 46.8%
Cable Modem 0.0% 0.0% 16.5% 16.9% 43.2% 56.1% 65.9% 71.8% 73.4% 71.4%)]
OSL 0.0% 21.9% 41.3% 45.0% 46.9% 48.3% 50.3% 53.1% 55.1% 55.4%
v 0.0% 0.0% 3.3% 11.1% 15.4% 20.0% 25.5% 32.3% 38.8% 48.0%
Satelliite 0.0% 0.0% 38.9% 46.0% 48.6% 45.7% 48.0% 49.6% 49.5% 51.2%)|
Other 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%)
Total 41.6% 46.7% 48.6% 47.1% 49.3% 50.9% 52.2% 52.4% $0.3% 48.2%
Year-End Active intemet Users 66.0 788 920 106.2 119.6 128.0 136.6 143.8 151.0 158.3
% of internet Universe 57.4% 59.1% 61.0% 63.0% 65.0% 66.9% 68.7% 70.6% 72.4% 74.1%
Average Active inlernet Users 58.0 724 854 99.1 1129 1238 1323 140.2 147.4 154.7
Average Sessions per Month 16.5 180 210 230 250 26.5 28.0 290 30.0 310
Pages Views Per Session 215 247 284 327 36.6 40.3 443 487 526 579
Total Page Views (blllions) 2489 386.6 o117 894.2 1,240.4 1,586.2 19705 2,373.9 2,794.1  3,331.6
% Change 56.6% 58.2% 46.2% 38.7% 27.8% 24.2% 20.7% 17.5% 19.2%|
Source: Credit Lyonnais Securities estimates
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Exhibit 33: America Online Dial-Up SUhscnptlon Revenue Pro;ections

T iillons}
AQL Portal (Diai-Up)
Subscnbers (millions):

Beginning 13.000 17.395 23.090 26.781 28700 28.968 27.585 25.035 21937 18 639
Gross Additions 5.500 7.000 6.000 5400 4.860 4131 3.511 3160 2.844 2560
Churn:

(% of Beginning Subscribers) B.5% 7.5% 10.0% 13.0% 16.0% 19.0% 22.0% 25.0% 28.0% 31 0%
Subscribers (1.105)  {1.305)  (2.309) (3.4B2)  (4.592)  (5.504)  (6.071)  (6.259) (6.142)  (5778)

Net Additions 4.395 5685 3.691 1.918 0.268 (1.373) (2.560) {3.099) {3.298) (3213

Ending 17.395 23.090 26.781 28.700 28.968 27.595 25.035 21.937 18.639 15420
% Change 327% 16.0% 7.2% 0.9% 4.7% -9.3% =12 4% -15.0% -17.3%

Average 15.198 20.243 24.936 27.741 28.834 28.281 26.315 23.486 20.288 17030
Ending Penetration of £st. PC Household Universe 32.4% 38.4% 43.3% 44 8% 436% 40.3% 35.6% 30.4% 25.2% 20.3%

x Average Monthly Subscription Rate $19.95 $20.00 §$1940  $1882  $18.25 $17.71 $17.47 $16.66  $16.16 $1567
% Change 0.3% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0%|

Core Dial-Up AOL Subscription Revenues 36376 48582 58051 62643 63158 60089 54235 46952 3934t 32032
% Change 33.6% 19.5% 7.9% 0.8% -4.9% -9.7% -13.4% -16.2% -18.6%

CompuServe:

Domestic Subscrbers:

Beginning 1315 1718 3.212 3.994 4355 4.478 4.395 4.152 3.804 3.360
Gross Additions 0.600 1.700 1.200 1.000 0.950 0.903 0812 0.731 0.621 0528
Chum:;

(% of Beginning Subscribers) 15.0% 12.0% 13.0% 16.0% 19.0% 2.0% 24.0% 26.0% 28.0% 30.0%
Subscribers (0.197) {0206) _(0418) (0.639) (0.827) _ (0.985) (1.055) _(1.080)  (1.065)  (1.008

Net Additions 0.403 1.494 0.782 0.361 0.123 (0.083) (0.243)  (0.349)  (0.444)  (0.480)

Ending 1.718 3.212 3994 4.355 4478 4.395 4.152 3804 3.360 2.880

Average 1.516 2.465 3.603 4175 4416 4.436 4274 3.978 3.582 3.120

x Average Monthly Subscription Rate $12.99 $12.08 $11.72 $11.37 $11.03 $11.03 $11.03 $11.03 $11.03 $11.03
% Change -7.0% -3.0% -3.0% -3.0% 0.0% 0.0% 0.0% 0.0% 0.0%;

D ic Dial-Up Comp ve P R 2384 357.3 506.6 569.4 584.3 587.0 565.5 528.3 473.9 412.8

% Change 51.2% 41.8% 12.4% 2.6% 0.5% -3.7% -6.9%  -10.0%  -12.9%

Source: Credit Lyonnais Securities estimates and company reports

Exhibit 34: Amorica Onllno Cablo Modom 8ubscrlptlon Revonue Projoctlons

Broadband ACL PC
AOL Plus via Cable Modem
Universe: MSO Cable Modem Homes Passed (Begin 2001 with TW Cable}
TW Cable 205 207 209 211 213 215 218 220
Other Non-ATHM Affifiated Systems 50 7.0 200 202 204 206 208 210
ATAT 33.0 333 337 34.0 M3 347
Total U.S. AOL MSO HH Footprint 255 217 739 747 754 76.2 76.9 77
Percent Upgraded for HSD 60.0% 70.0% 75.0% 80.0% 85.0% 88.0% 910% 93.0% 95 0%
Upgraded MSQO Universe 179 208 591 835 66.3 69.3 715 738
Subscribers
Beginning 00 09 15 47 76 106 132 150
Additions 08 06 33 29 3.0 26 19 16
Ending 08 15 47 76 106 132 150 166
Average 04 12 31 62 91 119 141 158
% Penetration of Upgraded MSO Homes Passed 50% 7.0% 8.0% 12.0% 16.0% 190% 21 0% 2 5%
Average Monthly Subscription Fee (-3% per Year) $40 00 $38.80 $37.64 $36.51 $35.41 $34.35 $3332 $§32.32
 Total Subscription Annual Suscription Payments 214.2 S46.4 13966 27040 38734 49015 56351 61327
x 30% = AOL Plus Cable Modem Revenues 64.3 162.9 419.0 811.2 1,162.0 1,470.5 1,690.5 1.839.8
% Cﬂm 155.1% 155.6% 93.6% 43.2% 26.5% 15.0% 8 8%)|

Source: Credit Lyonnais Securities astimates and company reports
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Exhibit 35: America Online DSL Subscription Revenue Projections

5 milllons)
AQL Plus via DSL
RBOC DSL Depioyment (miltions of Homes Passed al FYE)
Ameritech 5.0 7.0 9.0 92 94 9.6 97 99 101
GTE 7.0 9.0 9.9 10.2 105 10.8 111 115 118
Bel Attantic 20.0 23.0 24.2 249 256 26.4 272 28.0 288
SBC 10.7 14.0 14.7 15.1 15.6 16.1 16.5 17.0 176
Totat RBOC DSL Footprint 427 530 57.8 59.4 61.1 62.8 646 66.5 683
% Change 24.1% 9.0% 2.8% 2.8% 2.8% 28% 2.8% 2.9%
Subscribers
Beginning 00 02 08 17 2.7 490 53 6.5 76
Additions 03 0.6 0.9 09 1.3 1.4 1.1 1.2 0.3
Ending 0.214 0795 1.733 2673 3.970 5.340 6.461 7.642 8.543
Average 0.1 0.5 13 22 3.3 4.7 59 71 8.1
0312 0.884 1.733 2.762 3.988 $.278 6.476 7.872 8.093
% Penetration of DSL Homes Passed 0.5% 1.5% 3.0% 4.5% 6.5% 8.5% 10.0% 11.5% 12.5%|
Average Monthly Subscription Fee $42.00 $40.74 $39.52 $38.33 $37.18 $36.07 $34.98 $33.94 $32.92
Total S iption A | Suscription Payments 538 246.5 599.3 1.013.2 14820 20147 24773 28715 3,196
x 30% = AOL Plus DSL Revenues 16.1 74.0 179.8 3039 444.6 604.4 7431 8361.5 959.0
% Change 358.2%  143.1% 69.1% 46.3% 35.9% 22.9% 15.9% 11.3%

Source: Credit Lyonnais Securities estimates and company reports

Exhibit 36: America Onllne AOI. ™V Subscrlptlon Revonuo Projoctions

ACL TV:

Internet-TV Households (CLS estimates and Next Century Media) 08 3.0 6.0 90 13.0 170 20.0 220 240 250
% of TV Households 0.8% 29% 58% 85% 12.2% 15.8% 18.4% 20.1% 21.7% 24%

ACL TV:

Subscribers:
Beginning 00 0.2 10 20 34 5.1 71 93
Additions 02 08 10 14 1.7 20 22 22
Ending 0.2 10 20 34 51 71 93 115
Average 01 06 15 27 43 8.1 82 104
% of Total U.S. intemnet-TV Households 33% 11.1% 15.4% 20.0% 25.5% 323% 38.8% 46 0%

-

Average Monthly Subscription Fee $3000 $2910 $2823 $27.38  $26.56 52576 $2499  S24.24

Total P Annual S iption Pay 36.0 209.5 508.1 887.1  1,354.5 1,6853 24889 30281

x 30% = ADL TV Revenues 10.8 62.9 1524 268.1 408.3 565.7 731.7 907.5
% Change 4820% 142 5% 74.6% 52.7% 392% 30 4% 23.0%

Source: Credit Lyonnais Securities estimates and company reports

Exhibit 37: America Online Wireless/Handheld Device Subscription Revenue Projections

AOL Wireless/Handheld

Wireless/Handheld Internet Househoids {CLS estimates) 0.0 0.1 2.0 6.0 10.0 15.0 220 300 40.0 500
% of Total Wireless/Handheid Households 0.0% 0.1% 3.1% 8.6% 13.2% 18.3% 24.9% 32.0% 40.4% 47 9%

ADL Wiretess/Handheld

Subscnbers:
Beginning 0.0 0.8 20 4.0 7.0 11.0 14.0 16.5
Additions 08 12 2.0 3.0 4.0 3.0 2.5 2.0
Ending s 0.8 20 4.0 70 1.0 14.0 16.5 18.5
Average 0.4 1.4 3.0 5.5 9.0 125 15.2 175
% of Totat U.S. Wireless/Handheld Units 37.5% 32.5% 39.5% 46.3% 49.8% 46.5% 41.1% 36.9%

Average Monthly Subscription Fee $6.00 $6.00 $6.00 $6.00 $6.00 $6.00 $6.00 $6.00

Total Subscription A ) S Pay 270 87.2 212.4 3924 6444 8964 10944 12564

x 30% = AQL Wirsless/Mandheld Re 8.1 29.2 63.7 17.7 1933 2689 3283 376.9
% Change 260.0%  118.5% 84.7% 64.2% 39.1% 22.1% 14.8%

Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 38: America Online Subscriber Base Summary Projections
T mitions] 7 F007E 2008
Total Ending Subscribers
Dial-Up AOL 174 231 268 287 290 276 250 219 186 154
Dial-Up CompuServe 17 32 40 44 45 44 42 38 34 29
Cable AOL Plus 09 15 47 76 106 132 150 166
DSL AGL Plus 02 08 17 27 40 53 65 76 85
AOL Broacband TV 02 10 20 34 51 71 93 s
AOL Wireless Handheld 08 20 40 70 10 140 %3 185
Direct PC 04 1.1 19 2.3 28 32 34 37
Total Subscribers 191 265 339 203 487 563 4.0 596 73.8 771
%, Change 87%  277%  190%  209%  156%  137% 89% 60% 457
Composition:
Diat-Up (AOL and CompuServe) 100.0%  992%  909%  821%  68.7%  569%  456%  370%  298%  237%
Cabie Modem 26% 36% 97%  135%  166%  189%  203%  215%
DSL 0.8% 23% 4.3% 5.5% 7.1% 83% 93%  104%  111%
AOLTV 0.6% 25% 41% 60% 80%  102%  126%  149%
AOL Wirsiess Hancheid 22% 4.8% 8.1%  124%  171%  200%  223%  239%
Direct PC 1.3% 2.7% 3.9% 42% 43% 46% 46% 48%
Total 700.0% __ 100.0% _ 100.0% _ 100.0% _ 1000% _ 100.0% _ 100.0% _ 1000% 100 0% _ 100 0%

Source: Credit Lyonnais Securities estimates and company reports

<

Exhibit 39: America On

Advertising and E-Commerce Fees:
- Advertising:

line Advertising Revenue Projections

Average AOL Subscribers 16.7 228 30.2 379 445 52.5 60.1 66.8 7.7 755
x Average Monthly User Sessions per Average Subscriber 233 26.0 286 30.1 316 33.2 M5 355 36.6 377
x Average Page Views per Session 135 14.2 14.7 163 15.8 16.3 16.8 173 17.8 18.3
x 12 = Total Page Views in AOLU/CompuServe Subscription Areas  62,952.8 101,053.0 152,960.8 205,107.9 266,171.5 339,595.2 416,779.8 491,384.4 559,742.1 624,778.9
Non-Subscription Areas
Aggregate Average Monthly Unique Visitors 25.0 34.0 39.1 45.0 48.6 515 54.6 57.3 60.2 632'
x Average Monthly User Sessions per Unique Visitor 8.0 10.0 10.5 1.3 1.8 12,5 13.1 138 14.5 15.2
x Average Page Views per Session 7.0 8.0 8.6 9.1 9.5 10.0 10.5 11.0 11.6 12.2
% 12 = Total Page Views in Non-Subscriber Areas. 18,900.0 32,6400 42,5658 55510.t1 66,0959 77,2429 90,270.0 104,498.8 120,970.4 140.038.3
Total ACL Page Views 81,8528 133,693.0 195526.6 260.618.0 332,267.4 416,838.2 507,049.8 595.883.2 680.712.4 764,817.2
% Change 63.3% 46.3% 33.3% 27.5% 25.5% 21.6% 17.5% 14.2% 12.4%|
x Advertising Revenues Per 1,000 Page Views (+10% Yr) $10.65 $11.99 $13.18 $14.24 $15.38 $16.61 $17.44 $18.31 $19.23 $2019
Total Advertising Revenues 8721 1,602.5 2,578.0 3 5,108.9 16,9233 88427 10,9115 13,0881 154405
% Change 83.8% 60.9% 44.0% 37.7% 35.5% 27.7% 23.4% 19.9% 18.0%!|
Source: Credit Lyonnais Securities estimates and company reports
Exhibit 40: America Online E-Commerce Fee Projections

T, :

E-Commerce Fees:

Commerce Site Page Views—% of Total Annua! Page Views 07% 0.8% 0.8% 0.9% 0.9% 1.0% 1.0% 1.1% 1.1% 1 2%,
Page Views on Commerce Sites 5730 10027 15642 22153 29904 39600 50705 62568 74878 87954
x Take Rate (%) Weighted by Quantily Purchased per Purchase 30.0% 31.0% 32.0% 33.0% 34 0% 35.0% 36.0% 37.0% 38 0% 39 0%
= Totat E-Commerce Purchases 1719 3108 500.5 7310 10167 13860 18254 23150 28454 34302
x Average Purchase/Oownioad Price $26 50 $27.56 $28 66 $29.81 $3100 $3224 $3353  $3487 $36.27 $37 72
= Totai E-Commerce Purchases ($ millions) 455851 85666 143469 217913 315202 446860 612067 807293 1031935 129.3797
x AQL Commissions (%) 5.0% 50% 5.0% S0% 5.0% 50% 5.0% 50% 5.0% 50%
= AOt. E-Commerce Fees 2278 4283 7173 1,089.6 1,576.0 22343 3,060.3 4,036.5 5159.7 6.469.0

% Change 88.1% 67.5% 51.9% 44 6% 41.8% 37.0% 31.9% 27 8% 25.4%,

Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 41: America Online Income Statemen

t Projectio

a*

Costs Structure (Exciuding Broagband Revenues)
Costs of Revenues

Gross Profit

% Mangin

% Change

Other Operating Costs

Sales and Marketing
Sales and Marketing psr Average Subscriber

Product Development

General and Administrative

Amorization of Goodwilt and Other intangibles
Total Operating Costs

(1.095.8)
($48.03)

(310.3)
(597.6)

(1.319.4)
($4371)

(332.0

(1.539.1)
(54152

(1.754.5)
($39.45)

(380.1)
(816.4)

(1,966.3)
{837 47)

(2.140.2)
($35.60)

(435.2)
(952.3)

{2.259.5)
($33.82)

(465.7)
(1.028.5)
118,

T iWona] R
Revenues
Subscription

DiakUp ACL 36376 48582 58051 62643 63158 60089 54235 46052 39341 32032
Dial-Up CompuServe 2364 3573 5066 569 4 5843 5870 565.5 526 3 4739 4123
Cable AOL Plus 09 Q0 643 1639 419.0 8112  1162C 14705 16905 18398
DSL AOL Plus 00 161 740 1798 3038 444 6 6504 4 7431 8615 9580
Direcl PC 00 oo 100 34 628 865 1019 1160 124 4 1287
AQOL Wireless Handhetd 00 0o 81 292 637 1177 1933 2689 3283 3769
ACL TV 00 g0 108 529 1524 266 1 4063 5657 7377 9075
Total Subscnption Reverues 38740 52317 64788 73028 79020 83222 84569 83858 81504 7.8290
% Change a50% 23.8% 127% 82% 53% 18% -0 8% -2 8% -3 9%

Advertising. E-Commerce Fees and Other Revenues
Advertising 8721 16025 25780 3711t 51099 69233 88427 109115 130881 154405
E-Cammerce 2278 4283 7173 10896 15760 22343 30603 40365 51597 64690
Total Aavertising ang E-Commerce Fees 10998 2.0308 32953 48007 66859 91576 11903.1 149480 182478 219095
Merchandise 1530 198.9 2486 298 4 3431 3946 4340 4774 5252 5777
Other 1152 149.7 187.1 2245 258.2 297 0 326.7 359.3 3953 4348
Total Adventising, E-Commerce Fees and Other Ravenuss 13680 23794 37311 53236 72872 98491 126637 157848 191682 229219
Enterprise Solutions 476.0 5141 5552 599.6 6476 699 4 755.4 8158 2810 9515
Total Consoiidated ACL Revenues 57180 8,125.2 10,7651 13.226.0 158368 18870.7 21.876.0 24.986.3 28,199.7 31,7025
% Change 421% 325% 229% 19.7% 19.2% 15.9% 14.2% 12.9% 12 4%

(2,304.8)
($32.13)

{498.3)
{1.090.2)

(2.303.6)
($30.52)

(533.2)
{1,155.6)

Operating iIncome 9350 1,027.5 20748 38950 50412 64207 78325 93407 12,876.1
% Margin 16.4% 22.5% 26.7% 29.5% 318% 34.0% 35.8% 37.4% 39.0% 40.6%
% Change 95.5% 57.3% 35.5% 29.4% 27 4% 22.0% 19.3% 17.8% 17.0%

Depreciation (248.0) (329.1)  (445.7) (5315) (807.2) (675.6) (738.8) (7985) (B56.1)  (912.5)

EBITDA 1,251.0 2,233.4 34030 45156 57442 7,198.7 85,6804 10,2549 119850 13,9177
% Margin 21.9% 27.5% 31.6% 34.1% 36.3% 38.1% 39.7% 41.0% 42.5% 43.9%|
% Change 78.5% 52.4% 32.7% 2% 253% 206% 18.1% 16.9% 16.1%)|

Net Interest income 287 80.2 168.5 302.8 4849 7220 10195 1.3804 18088 23107

Write-Offs

Merger, Restructuring and Other Cne-Time Costs (98.0)

Gateway Charge (30.0)

Settiemant Charges

Acqguired In-Process RAD

Minority Interest 00

Equity in Affiliates {4.0)

Gain (Loss) on Investments 7293

Other income 0.0 ]

Pretax income 1,581.0 1,907.7 3,043.4  4,1978 5,526.1 7.1427  B.8S2.1 107211 128154 15,1868
% Margin 27.3% 23 5% 28.3% 31 7% 349% 37 9% 40 5% 429% 454% 47 9%
% Change 22.2% §9.5% 379% 31 6% 293% 23.9% 21 1% 19.5% 18.5%

Provision for income Taxes

Net income . 3 . X . R X
% Margin 173% 14.3% 17.2% 19.4% 213% 231% 247% 26.2% 27 7% 29.2%|
% Change 17.8% 59.5% 37.9% 316% 29.3% 23.9% 21.1% 19.5% 18.5%|

Per Share:

Net income $0.39 $0.47 074 $103 $135 $178 $2.16 $2.62 $3.13 $3.71
After-Tax Cash Flow $0.51 $0.63 $0.96 $127 $163 $2.06 $2.50 $2.99 $3.52 $4.13
Free Cash Flow ($0.12) $0.52 so89 $1.26 $166 $2.14 $2863 $3.15 a7 $433
EBITDA Less Interest and Dividends $0.38 $0.76 $122 5168 $2.29 $2.86 $355 $4.30 $5.13 $6.08
[Averaga Common Shares Outstanding {millions) 25540 24960 24960 24960 24960 24960 24960 24960 24960 24960

Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 42: America Online Margin Analysis
(L) TOSFF  TO0EROVE RV TS TRE TSk zoow oorE 7008 |

Gross Margin 47 1% 48 1% 49 0% 49 4% 43 7% 49 9% 50 1% 50 1% SC 2% 50 3%,
Operating Costs as a % of Revenues
Sales and Marketing 15.8% 15 5% 150% 14 5% 14 0% 13.5% 130% 12 5% 12 0% 11 59
Product Development 51% 38% 3% 27% 24% 2.2% 20% 19% 18% 179
General and Administrative 87% 7.4% 64% 5% 52% 47% 4 4% 41% 39% 3 6%
Total 83.6% 77.5% 733% 70 5% 68 2% 66 0% 64.2% 62 6% 610% 59 4%
EBITDA Margin 21.9% 27.5% 31.6% 34.1% 36.3% 3B.1% 39.7% 41.0% 42.5% 43.9%|
Operating Margin 16.4% 22.5% 26.7% 29.5% 31.8% 34.0% 35.8% 37.4% 39.0% 40.6%)]

Source: Credit Lyonnais Securities estimates and company reports

Exhibit 43: America Online Cash Flow Projections

Net income (Loss) Applicabie to Common 988.0 11637 18565 25607 33709 43570 53998 65399 78174 92639

Depreciation and Amortization 316.0 405.9 528.1 6205 1029 7780 847.9 914 2 9784  1.0415

After-Tax Cash Flow 1,304.0 1,569.6 23845 3,181.2 40739 51350 62476 74541 87958 10.305.5

Acquired in-Process R&D

Non-Cash Restructuring Charges 9.0

Amortization of Deferred Services Credit (76.0)

Non-Cash Compensation 18.0

Deferred income Taxes 596.0

Gain on Sale of invesiments (686.0

Changs in Net Working Capital {$21/avg subscriber) 393.0 4791 £633.9 7784 9340 11013 12624 14030 15064 1.584.9

Capital Spending (495.0) {700.0) (735.0) (7718) (810.3) (850.9) {893 4) (938.1) {985.0) (1,034.2)

Capi Product D 0 Costs (66.0) (50.0) {50.0) (50.0} {50.0) (50.0) {50.0) (50.0) (50.0) {50 0)|

Sale of Invastments 763.0

Purchase of irwestments (2,470.0)

Maturity of investments 380

(Cash Used in Acquisitions {5.0)

Other {69.0)

Issuance of Equity 432.0

Proceeds from Sale and Leassback of PPSE 8.0

Free Cash Flow {308.0) 1,298.7 22334 31378 41476 53360 65667 7,869.0 92673 10,808.2

Net Debt:
Beginning 9540 22527 44861 7.6240 117716 17,1076 236743 315433 408105
Ending 954.0 22527 44861 76240 117716 17,9076 236743 31,5433 408105 516167
Am 16033 33694 60551 96978 14,4396 203909 276088 36.176.9 46.2136

Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 44: America Online DCF Valuation

|

|

[ =)
Free Cash Flow {308} 1.299 2233 3,138 4.148 5.336 6.567 7.869 9.267 10.806
Add. After-Tax Interest (O if Net Cash)
Free Cash Flow to Firm (FCFF) (308) 1.299 2233 3,138 4,148 5336 6,567 7.869 9,267 10.806
% Change 521.7% 72.0% 40.5% 32.2% 28.7% 23.1% 19.8% 17.8% 16.6%
Assumptions
Long-Term Terminal Growth Rate 10.0%
Proxy Marke! Return 12.0%
Historical Beta 1.78
Assumed Forward Bela 1.17
Cost of Capital 14 10%
Terminal 24.4x
Years to Discount 0 1 2 3 4 5 6 7 8 9
o} 1 2 3 4 5 6 7 8
o 1 2 3 4 5 6 7
[} 1 2 3 4 5 6
0 1 2 3 4 5
0 1 2 3 4
0 1 2 3
0 1 2
0 1
]
Present Value of FCFF {308) 1,149 1,749 2,175 2,544 2.896 3,154 3,345 3.486 3.597
1,299 1,977 2.457 2,874 3.273 3,564 3,780 3.939 4,085
2233 2,777 3.248 3,698 4,027 427 4,451 4,593
3.138 3.670 4,179 4,551 4,826 5,030 5,190
4,148 4,722 5,143 5.454 5.684 5,865
§.336 5811 6,163 6,423 6.628
6.567 6,964 7.258 7.489
7.869 8,201 8,463
9,267 9.563
10,806
Sum of Present Value or FCFF Stream 23,787 27,228 29,300 30,585 31,015 30,360 28,277 24,533 18,830 10,806
Present Value of Terminal Value 95,689 108,129 122,186 138,070 156,019 176,301 199,220 225,119 254,385 287454
Option Cash 382 382 382 382 382 382 382 382 382 382
Investments
$1.5 Biltion in DirecTV Preferred (6.4%, convert within 3 yrs 6/03) 1,500 1.500 1.500 1,500 1,725 1.984 2,281 2,624 3.017 3.470
25% China.com @ Mkt Value +20% Yr 860 1,032 1.238 1,486 1.783 2,140 2,568 3.082 3,698
Other investments @ Mkt +20% Yr 6.300 7,560 9,072 10,886 13,064 15,676 18,812 22,574 27,089
Gateway Investment 620 744 893 1.071 1,286 1,543 1.851 2,222 2,666
80% of AOL Canada 4431 5.112 5,842 6.689 7678 8.794 10,025 11,394 12,915 14,608
50% of AOL Europe 11,955 13,632 15,587 17.861 20,467 23,432 26,783 30,5857 34791 39,536
50% of AOL Hong Kong 371 431 497 5717 672 787 214 1,061 1.228 1.417
50% of AOL Japan 2771 3,190 3.680 4,273 4,955 5750 6,642 7,647 8.763 10,012
50% of AQL Australia 886 1,016 1,169 1.347 1,568 1.817 2,099 2415 2,772 3,174
50% of AOL Latin America 5,545 6,385 7.336 8,440 9,787 11,353 13,144 15,181 17.474 20,044
NOL 8,200 7.896 7.476 6,923 6,209 5,324 4,252 2,970 1,451
Gross Company Valus 147,318 182,984 204,710 228,402 254,635 283,301 314,451 348,294 J35.404 425807
{Ending Net Cash (Debt) 954 2,253 4,486 7,624 11,772 17.108 23,674 31,543 40811 51,617
Net Present Value 148,273 185,237 209,196 236,027 266407 300,409 338,126 379,938 426,214 477,424
Dituted Shares 2,496 2,496 2,496 2.496 2,496 2,496 2,496 2,496 2,496 2.496
NPV per Share $59.40 $74.21 $83.81 $94.56 $106.73 $120.36 $13547 $152.22 $170.76 $191.28
% Change 24.9% 12.9% 12.8% 12.9% 12.8% 12.6% 12.4% 12.2% 12.0%|
Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 45: America Online Enterprise Value Calculations

1§ milllons} H 001
Diuted Shares 2.496 2496 2.496 2.496 2,496 2.496 2.496 2,496 2.496 2.496
Market Pnce $59.63 $59.63 $59.63 $59.63 $59.63 $59.63 $59.63 $59.63 $59.63 $59 63
Market Capnalizalion 148,824 148,824 148824 148,824 148.824 148824 148824 148824 148.824 148.824
Ending Net Debt {954) {2,253) (4,486) (7.624) (11.772) (17.108) (23.674) (31.543) (40.811) (51.617)
Less
$1.5 Billion in DirecTV Preferred (1.500) (1.500) {1.500) (1.500} {1.725) (1.984) (2281 (2.624) (3.017) {3.470),
Other investments {6.300) (7.560) (9.072) {10.886) (13,064) (15.676) (18.812) (22.574} (27.089)
Nel Present Value of Infernational Jont Ventures
AQL Canada (4.431) (5.112) {5,842) {6.689) {7.678) {8.794) (10.025) (11.394) (12.315) (14.608)
AOL Europe (11,955)  (13.632) (15.587) (17.861) (20467) (23.432) (26.783) 7(30.557) (34.791) (39.536)
AQL Hong Kong (371) {431) (497) {577) (672) (787) {914) (1.061) {1.228) (1.417y
AOL Japan (2,771) (3.190) (3.680)  (4.273) (4.955)  (5,750) (6,642} (7.647) (8.763) (10.012)
AQL Austraha (886) (1.016)  (1.169)  (1.347)  (1.568)  (1.817) (2.099) (2.415)  {2.772)  (3.174)
AOL Latn Amenca (5,545) (6.385) {7.336)  (8.440)  (9.787) {11,353) (13.144) (15181} (17.474) (20.044)
Less: Option Cash (382) (382) (382) {382) (382) (382) (382) (382) 382) {382)
Enterprise Value 120,028 108,624 100,785 91,059 78,932 64,354 47,203 27,209 4,098  (22,524)f
Subscribers 19 27 34 40 49 56 64 70 74 77
EBITDA 935 1.828 2,875 3,895 5,041 6.421 7.833 9.341 11,007 12,876
Revenues 5,718 8125 10.765 13.226 15,837 18.871 21,876 24,986 28.200 31,702
EV/Subscriber $6,280 $4,097 $2,977 $2,261 $1,622 $1,144 $738 $391 $56 {$292)
EV/EBITDA 128.4x 59.4x 35.1x 23.4x 15.7Tx 10.0x 6.0x 2.9x 0.4x (1.7x)
EV/Revenues 21.0x 13.4x 9.4x 6.9x 5.0x 3.4x 2.2x 1.1x 0.1x {0.7x)i

Source: Credit Lyonnais Securities estimates and company reports
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14

Consolidated Financial
Projections

Exhibits 4650 display our projecuons tor AOL Time Warner's income statement, cash flow
statement, fair trading value, and enterprise value calculations.

Exhibit 46: Pro Forma AOL Time Warner Revenue and EBITDA Projections

{ mulone) TRWT “20000T NOIE —S004E WOk 2004E 2005 ]
Revenues:
Cable Networks
TBS News Networks 1.268 1,464 1,648 1,827 2,029 2.258 2.504
TBS Entertainment Networks & Sports 2,674 3,153 3,579 4.000 4,426 4.869 5,353
Total TBS 3.942 4617 5,227 5.827 6,455 7.126 7.857
HBO 2,168 2,372 2,713 3,093 3,410 3.763 4,154
Teotal Cable Networks 6,111 6,989 7,940 8.920 9,866 10,889 12,010
Publishing:
Magazines 3,422 3,690 4,117 4,655 5,026 5433 5.878
Books 1.241 1,315 1.455 1,622 1,785 1,936 2,100
Total Publishing 4,663 5,005 5572 6.277 6.811 7.369 7.978
Wamer EMI Music 3,834 8,554 9,147 9.872 10,559 11,297 11,987
Filmed Entertainment
Warner Brothers 6.628 7,061 7.510 8,467 8,948 9,532 10,252
TBS Film & Production 1,447 1,656 1,941 2,066 2,205 2,360 2,535
Total Fitmed Entertainment 8,075 8717 9,451 10.533 11,1562 11,892 12.787
WB Network 384 471 581 705 822 947 1,077
Cabie TV Systems
TWX 828 920 1,044 1,197 1,319 1,436 1,659
TWE 4,652 5,208 6,008 6,702 7,337 7,956 8,588
Total Cable TV Systems 5,480 6,128 7,048 7,900 8,656 9,392 10,147
Digital Media 1 48 94 217 393 558 779
AOL 5718 8,125 10,765 13,226 15,837 18,871
Intersegment Eliminations (@ Gross Revenue Growth) {1.109) (1.493) {1,655) (1,841} (1,993) (2,156} (2.331)
TWE/TWX Company Eliminations (@ 10%)
Total Revenues 27,438 40,089 46,210 53,132 59,100 65,466 72,526
JEBITDA:
Cabie Networks
TBS News Networks 380 465 545 621 710 813 922
TBS Entertainment Networks & Sports 781 872 1.042 1.221 1,382 1,522 1,674
Total TBS 1,181 1,336 1.587 1,842 2,091 2,335 2,596
HBO 556 €52 871 1,120 1.299 1,504 1,743
Total Cable Networks 1,717 1,988 2458 2,962 3,390 3,839 4,339
Publishing:
Magazines 624 741 1,010 1.319 1,543 1.795 2,079
Books 136 145 284 416 507 581 664
Totai Publishing 760 885 1.294 1.735 2.050 2,376 2,742
Wamer EMI Music 526 1,247 1.632 1,948 2,178 2,408 2,559
Fimed Entertainment
Warner Brothers 73t 816 1.058 1,289 1,255 1.345 1.469
TBS Film & Production 216 147 174 188 205 223 244
Totai Filmed Entertainment 947 963 1,232 1477 1,460 1.568 1,713
W8 Network (91) (79) (44) 31 99 170 243
Cable TV Systems
TWX 363 419 492 582 653 725 803
TWE 2,137 2,423 2,861 3,264 3,638 3,965 4,323
Total Cable TV Systems 2,500 2,843 3,353 3,846 4,292 4.691 5.126
Digital Media (16) (22) (35) (23) 25 87 177
ACL 2,233 3,403 4,516 5,744 7.198 8,680
Total Gross EBITDA 6,343 10,059 13,293 16,493 19,237 22,338 25,579
Intersegment Eliminations (@ Gross EBITDA Growth) (10) (150) {198) (246) {287) (333) (381)
Corporate Overhead (+6% per Year) (163) (174) (75) (80} (85) {90) (95)
Total Reported EBITDA 8,170 9,735 13,020 16,167 18,865 21,915 25,103

Source: Company reports and Credit Lyonnais Securities estimates
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Exhibit 47: Pro Forma AOL Time Warner Income Statement Projections

[ miliore] TEr S0P 0IE 2005E A T005E ]
Total Revenues 27.438 40,089 46.210 53,132 59.100 65.466 72,526
Total EBITDA (Gross. Pre-Eliminations} 6.343 12.292 16.696 21.009 24,981 29.537 34.260
Depreciation:
Cable Networks 132 142 152 163 173 184 196
Publishing 81 87 92 97 102 107 12
Wamer EM! Music 74 234 241 249 257 265 274
Fitmed Entertainment 156 153 164 175 185 196 207
WB Network 1 1 1 1 2 2 2
Cabie TV Systems 809 894 a78 1.037 1,087 1.134 1,180
Digital Media 1 2 2 2 3 3
AOL 329 446 532 607 676 739
Totai Depreciation 1.253 1.842 2.076 2,255 2415 2.567 2.713
EBITA:
Cable Networks 1,585 1.847 2.306 2,800 3.216 3,655 4,144
Publishing 679 798 1,202 1.639 1,948 2,269 2,630
Music 452 1.013 1,391 1.699 1.921 2,143 2.284
Fiimed Entertainment 791 810 1,068 1.302 1,274 1,372 1.5086
W8 Network {92) {80) {46) 30 97 169 241
Cable TV Systems 1,691 1,949 2,375 2.809 3,205 3.557 3.945
Digital Media (23) 37 (25) 23 85 174
AOL 1.904 2,957 3,984 5,137 6.523 7.942
Gross EBITA 5,106 8217 11.217 14,238 16,822 19,772 22,866
Intersegment Eliminations (@ Gross EBITDA Growth) (103) (114) (125) (138) (153) (169) (187)
Corporate Overhead (+6% per Year) {163) (174} (185) (197} {209) (223) {237),
Total EBITA 4,840 7.929 10,907 13,903 16,460 19,380 22,443
EM! Goodwill
Time Wamer Goodwill Amortization (7.102) (7.102) (7.102) (7.102) (7.102) (7.102),
Amortization of intangibles (1.298) (1,298) {1,298) (1.298) {1.298) (1.298) {1.298)
(Operating Income 3,542 1,763 5,910 10,019 13,804 18,179 22,723
EM! Restructuring Costs (8700 mm over three years) {233) (233) {233)
Interest, Net (8.25% Avg. Debt) {1.519) (1.485) {1.039) {317 666 1,917 3,466
Equity in TBS Affiliates 47 10.0 10.0 10.0 10.0 10.0 10
Equity in AOL Affiliates
Equity in Time Warner Telecom/Road Runner/CDNow (241) {201) {167) (139) {116) (97) (81)
|Equity in TWE Associates (262) {238) {217} {197) (179) {163) (148),
Total Interest and Other (2,069) (2.147) (1.646) {876) 381 1,668 3.247
50% Minority in Wamer EMI (547) (735) {889) (999) {1,108) {1.178),
{Minority Interest (418) (452) {710) (1.024) (1.212) (1.437) {1.696)
Pretax Income 1.055 (1.382) 2,819 7.231 11,975 17,301 23,096
Taxes ([Pretax + $500mm + TWX Amortization] x 41%) (464) (2,550) (4.273) (6.081) (8.026) (10.210) (12.586)
Debt Retirement Costs
Net Income (loss) before Preferred Dividends 591 {3.932) (1.454) 1.148 3,948 7.031 10,510
Preferreg Dividends
Summit/KBLCOM/CV! Preferred (52) {10) {10) (10} {10) (10) (10),
Net | (Loss) Applicabie to C Shares 539 (3.942) (1,464) 1139 3,938 7,081 10,490
Per Share:
Net tncome $0.39 ($0.82) (50.30) $0.24 $0.82 $1.48 $2.19
After-Tax Cash Flow $2.21 $1.31 $1.88 $2.46 $3.07 $3.76 $4.50
Free Cash Flow ($0.08) $0.77 $1.48 $2.17 $2.80 $3.52 $4.30
EBITDA Less interest and Dividends ’ $341 $1.78 $2.55 $3.37 $4.14 §5.05 $6.05
Average Common Shares Qutstanding {millions) 1,398 4,800 4,800 4,800 4,800 4,800 4.800

Source: Company reports and Credit Lyonnais Securities estimates
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Exhibit 48: Pro Forma AOL Time Warner Cash Fiow Projections

" [§ miHons) T599PT Z000PT 2O01E ~2002E
Net income (Loss} Applicable to Common 539 (3.942) (1.464) 1.139 3.938 7.081 10.480
Depreciation & Amortization 1.253 1.842 2,076 2.255 2415 2567 2.713
Amortization of Acguisition intangibles 1.298 8.400 8.400 8.400 8.400 8.400 8.400
After-Tax Cash Flow 3,089 6,299 9,012 11,794 14,753 18,047 21,603
Non-Cash EM! Restructunng (Assume 40% Cash) 140 140 140
Equity in Associates. net of distributions 0 0 0 0 0 [ Q
Equity in TBS Affiliates 47 {10) (10} (10 (10) [R1]] [R1el]
Equity in AOL Affiliates
Equity in TWE Associates 262 238 217 197 179 163 148
Equity in Time Warner Telecom/Road Runner/CDNow 241 201 167 139 16 97 81
Minority interest 418 452 710 1.024 1.212 1.437 1.696
Non-Cash Interest 4
Distributions from TWE, Net of Equity in TWE 0 (4] 0 0 0 0 0
Cash/Tax Differential (200} (200} {200) (200} (200} (200} (200)
Distribution to Advance/Newhouse {300) (345) {397) (456) (525)
Common Dividends (174) (192) 211) (232) {255) {281} (309),
Working Capital (100) (100) {100) (100) {100) (100) (100)
Change in AOL Net Working Capital 479 634 778 934 1.102 1.262
‘Capitalized AOL Product Development {50) (50) (50) (50) (50) (50)
Management Options Exercised 550
Repurchase of Shares ($42/shr) (1,600)
Capital Expenditures:
Publishing (60) {63) (66) (69) (73) an (80)
Wamer EMI Music {97) (197) (209) (221) (235) (249) (264)
Cable TV Systems (1,625) (1.948) (1,225) (955) (886) (869) (854)
TBS (120) {124) (127) (131) (135) (139) {143}
HBO - Programming (20) (20) (20) {20) (20) (20) (20}
WB Network 1 ) [¥3] (2) 2} 3) {4)
Fiimed Entertainment & Six Flags (183) (153) (153) (153) (153) (153) (153)]
AOL (700) (735) (772) 810) (851 (893)
Corporate {15) (16) an {7 {18) {19} {20)
Total Capital Expenditures (2,121) (3.221) (2,554) (2.341) (2,333) (2.379) (2.431)
Net Film Outflow (+10% yr) (292) (322) (354) (389) (428) 47y (518)
Other Working Capitat 200
Acquisitions (223)
Other (Financing, etc.) 217)
Free Cash Flow (116) 3,714 7,102 10,405 13,422 16,898 20,648
Net Debt (including Borrowings against Future Options)
Beginning AOL Net Cash 954
EMI Net Debt Contribution (1.500)
EM! Shareholder Payment (1.300)
Beginning Net Debt (incl. EM! $1.3 bn payments 1/2000) (17.854) {19.856) (16,142) {9.040) 1,366 14,788 31,686
Ending Net Debt (18,010) (16.142) (9.040) 1,366 14,788 31,686 52334
Average Debt (17.952) {17,999} (12,591} (3,837) 8,077 23,237 - 42,010

Source: Company reports and Credit Lyonnais Securities estimates
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Exhibit 49: Estimated Pro Forma AOL Time Warner Fair Trading Value

T8 milllons} —1008PT 000t J001E . 2002 2003E 2004E
Magazine Publishing (15.5x EBITDA) 9.665 11,478 15,648 20.440 23911 27.821 32.220
Book Publishing (9.5x EBITDA) 1.296 1.374 2.699 3.956 4.816 5.521 6.306
TWX Cable TV Systems (14.0x EBITDA) 5.053 5,332 6.080 7.083 7.818 8.585 9.501
High Speed Data (12x Yr 2005 EBITDA, disctd @ 17.5%) 329 386 454 533 627 750 848
Digital TV(12x Yr 2003 EBITDA, disct'd @ 17 .5%) 267 314 369 434 510 595 648
Recorded Music (11x EBITDA) 5.786 6,857 8.977 10,716 11978 13.244 14073
TBS Assets:
Entertainment Networks
Core TNT/TBS and Other (@ 16.5x EBITDA) 10,016 10,146 10,920 12,029 12,874 13.549 14,212
Startup Networks (@ 16.5x 2003 EBITDA, discounted @ 12%) 6.793 7.608 8,521 9.544 10,689 11.972 13.409
New Lmne/Castle Rock (12x EBITDA) 2,592 1.770 2.089 2,260 2.455 2.675 2.926
Total Entertainment 19,401 19,524 21,530 23,833 26.018 28,196 30.547
News:
Domestic Networks (16x EBITDA) 5,141 5,266 5403 5679 5,955 6.230 6.502
CNNI (16x Est. 2005 EBITDA disctd @ 13%) 2,726 3,080 3.480 3,933 4.444 5,022 5675
CNNfn (15x est. 2005 EBITDA, disct'd @ 13%) 353 399 451 §09 575 650 735
CNNSI (15x est. 2005 EBITDA, disct'd @ 13%) 561 634 716 809 914 1.033 1,167
Total News 8.781 9.378 10,050 10,930 11,889 12,935 14,079
Gross TBS value 28,181 28,902 31,580 34,763 37,906 41,130 44,626
Time Wamer Digital (OCF) 1.534 1,764 2,028 2,333 2,683 3,085 3.548
Sports Teams 540 583 630 680 735 793 857
World Championship Wrestling (@ 12x est. EBITDA $27 mm) . 324 356 392 4N 474 522 574
Real Estate, Other 378 408 441 476 514 585 600
n-tv (+20% yr) 138 166 199 239 287 344 413
America Online (See Exhibit 8) 182.984 204,710 228,402 254,635 283,301 314,451
|Equity Investments:
Time Wamer Telecom (51% @ FTV) 1,468 1,633 1,792 2,051 2,365 2,708 3,100
CDNow (37% at FTV) 535 630 739 871 1,021 1,194 1,395
Court TV (+15% yr. - 50%) 300 345 397 456 525 603 694
TWE Japan (37.3%) +20% yr. 415 498 597 717 860 1,032 1.238
Road Runner (38%) 1,318 1,467 1,685 1,957 2,283 2,707 3,183
Total Investments 4,036 4,473 5210 6,051 7.064 8,244 2610
|80% TWE (See Exhibit 7) 37,561 44,362 55,224 65,944 76,330 87,540 100,178
Gross Value 95,089 289,739 334,840 382,481 430,288 482,032 538,452
Less: Ending Debt (18,010) (16,142) (9.040) 1,366 14,788 31,686 52,334
Add: 20% of TWE Net Debt (Cash) 1,216 1,026 522 (238) (1,129) (2.166) {3.368),
Add: 50% Wamer EMI Net Debt 1.375 880 166 (725) (1,808) {(3.036
Net Estimated Fair Trading Value 78,295 275,999 327,002 383,775 443,221 509,744 584,380
Average Common Shares Outstanding (millions) 1.398 4,800 4,800 4,800 4,800 4,800 4,800
Fair Trading Value per Share $55.99 $57.50 $68.13 $79.95 $92.34 $106.20 $121.75

Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 50: AOL Time Warner Enterprise Value Calculations

|

{§ millions} TORPE_ 2000t 2009 Z003E  2003E F004E  2005E ]

|Shares Outstanding (Dituted) 1.398 4.800 4.800 4,800 4.800 4.800 4.800
Market Price $84.00 $59.63 $59.63 $59.63 $59 63 $59.63 $59 63
Market Capitalization 117.457 286.200 286.200 286.200 286.200 286,200 286,200
Plus:

Ending Net Debt 18.010 16.142 9.040 (1.366) (14.788) (31.686) (52.334)

80% Newhouse Cable Minority 4,823 5.485 6.472 7.403 8.292 9.143 10.053
Less Attributable Year-end Net Debt of Minority (nterests:

TWE {1.216) (1.028) (522) 238 1.129 2,166 3.368

EM! (1.375) (880) (166) 725 1.808 3.036
L.ess Non-Cash Flow Assets:

TWX {4.036) (4.473) {5.210) (6.061) {7.064) (8.244) (9.610y

AOL (47.246) (52.843) (59.366) (67.220) (76,258) 86.572)

BO% TWE (3.723) {4.429) (5.128) {5.797) (6.482) (7.161) (7.903)
Adjusted Enterprise Vaiue 131,315 248,277 237,129 221,096 200,794 175,968 146.240
Reported EBITDA 6,170 9.735 13,020 16,167 18.865 21915 25,103
Less: 20% TWE Minority (651) (747} (932) {1,123) (1.239) {1.377) (1.534)

Total Attributable AOL Time Wamer EBITDA 5,519 8,988 12,087 15,044 17,626 20.539 23,569
|Enterprise Value/EBITDA 23.8x 27.7x 19.6x 14.7x 11.4x 8.6x 6.2x

Source: Company reports and Credit Lyonnais Securities estimates

Credit Lyonnais Securities

February 28, 2000




||
America Oniline Inc. / Time Wamer inc. i 1

Appendix: AOL International =
$35 Bn in 2001 Attributable NPV

While the U.S. currently represents by far the largest markert for Intemet services i absolute
terms, global proliferation of technology and ecconomic development 15 projected o
somewhat equalize worldwide Internet usage patterns (see Exhibits 51-52 below). As seen
in Exhibit 32, North America is projected by the Computer Industry Almanac to represent
onlv 30%¢ of the worldwide online population in 2005, down from a projected 43« this vear.

Exhibit 51: internet Usage in the Top 15 Countries

. T '“
uUs. 110.8 273 40.6%
Japan 18.2 126 14.4%
UK. 13.8 59 23.6%
Canada 13.3 31 42.9%
Germany 12.3 82 15.0%
Australia 6.8 19 35.8%
Brazit 6.8 172 4.0%
China 6.3 1247 0.5%
France 5.7 59 9.7%
South Korea 57 47 12.1%
Taiwan 48 22 21.8%
Italy 47 57 8.2%
Sweden 39 ] 43.3%
Netherlands 29 16 18.1%
Spain 2.9 39 7.4%

Total Population data are July 1999 estimates
Source: Computer Industry Aimanac, CIA

Exhibit 52: Projected Internet Usage by Region

2000 2005
Latin Mddle ) Middie
America  EastAfrica Latin  Easvafica
Eastern 6% 2% Amenca 4%
Europe 7% Narth
3% Easlern America
Europe 30%
Asia- North 5%
Pacific America
21% 43%
Asia-
Pacific
25%
Westem Western
Europe Europe
25% 28%

Source: Computer Industry Aimanac

As such, AOL has made accelerating commutments to international ventures in an attempt to
duplicate its domestic success, beginning with the March 1995 formation of AOL Europe
via a joint venture with Bertelsmann. Exhibit 53 below presents a brief ume line of
intemational milestones for AOL.
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