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AOL Hong Kong

Exhibit 101: AOL Hong Kong Subscription Revenue Projections
( 1_ ZIJU~
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Hong Kong Households 2000 2.030 2.060 2091 2.123 2155 2.187 2220 2253 2287
Inlemet Using Households 0.230 0.365 0.598 0732 0892 1077 1.247 1421 1022 1829
% Online 115% 18.0% 29.0% 35.0'Jfo 42.00./0 50.0% 570% 640o/~ 72.0% 800%

Subscnbers (mIllions)

Beglflrllng 0000 0.100 0.200 0300 0370 0440 0500 0.550 0600 0650
Additions 0100 0.100 0.100 0.070 0070 0060 0.050 0050 0050 0050
Ending 0100 0200 0.300 0.370 0440 0500 0550 0600 0650 0700
Average 0.050 0.150 0.250 0.335 0405 0470 0.525 0575 0625 0675

x Average Monthly Subscription Rate 523.80 523.32 52216 521.05 $19.79 $1840 $1693 $1558 $1402 51262
% Change -2.0% -5.0% -5.0% -6.0% -7.0% -8.0% ·8.0% -10.0% -10.0%

Total AOL Subscription Revenues 14.3 42.0 665 846 96.2 103.8 1067 1075 105 1 1022
% Change 194.0% 58.3% 27.3% 136% 7.9% 2.8% 0.8% -2.2% -2.8%

Carrier Fees:
Usage

Average Subscribers 0.050 0.150 0.250 0.335 0.405 0.470 0.525 0.575 0625 0675

x Average Daily Connections 0.7 0.7 0.8 0.8 0.9 0.9 09 09 1.0 1.0
)( Average Monthly Connections per Average Subscriber 19.5 21.0 22.5 24.0 25.5 26.3 270 27.8 28.5 293
)( Average Duration of Connection (Minutes} 10.0 11.0 11.6 12.1 12.7 134 14.0 14.7 15.5 163
= Average Usage per Subscriber P..- Month (Hours) 3.3 3.9 4.3 4.9 5.4 5.8 6.3 6.8 7.4 79
x AVMage Monthly Subscription Rate Per Hour (-5% per Yr) $4.00 $3.60 53.24 $2.92 $2.62 52.36 52.13 51.91 5172 51.55

x 12 = Annual Carrier Fees 7.8 24.9 42.1 56.9 69.0 77.9 846 90.0 94.9 99.5
% Change 219.8% 68.8% 35.1% 21.4% 12.9% 8.6% 6.4% 5.5% 4.7%

Total Other AOL Hong Kong Subscription R.venues 22.1 M_9 lOU 1.1.5 165.2 181.7 191.3 197.5 200.1 201.6

% Chaooe 203.1% 62.2% 30.3% 16.8% 10.0% 5.3% 3.2% 1.3% 0.8%

Source: Credit Lyonnais securities estimates
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Exhibit 102: AOL Hong Kong Advertising and E·Commerce Revenue Projections
IS_lions 1999E 2lICIlIE 2GOIE 2OO2E 2lI03E - 2II05E 200TE 2oot1E

Advertising and E-Commerce Fees:
Advertising

Average Subscnbers 0050 0150 0250 0335 0.405 0470 0525 0575 0625 0675
x Average Monthly User Sessions per Average Subscnber 195 210 225 24.0 25.5 263 270 278 285 293
)( Average Page ViewS per Session 120 13.2 14.5 16,0 176 18.8 19.7 205 21 3 222
x 12 =- Tota! Page Views In AOL SubscnplJon Areas 140 4 499.0 980 1 1.5410 2.1774 2.783.2 3.357.6 3.9307 4.5635 5.2606

Non-Subscnpllon Areas
Aggregate Average Monthly Unique Visitors as 0,6 06 07 0.7 0.7 0.8 0.8 09 09
x Average Monthly User Sessions per Unique VISitor 30 32 3.4 37 3.8 4.0 4.2 4.4 47 49
x Average Page Views per SesSion 100 108 11.3 119 125 13.0 13.5 14.1 146 152
x 12:::: Total Page Views In Non-Subscnber Areas 1800 229.9 2788 3414 406.5 4706 544.7 6246 716.1 821 1

Total AOL Page Views 3204 7288 1.2589 1.8824 2.5839 3.2538 3.9023 4.5553 5.2796 6.081 7

x AdvertiSing Revenues Per Page View (+10% Yr) $600 $6.90 $7,94 $9.13 $1004 $11.04 $12.15 $1336 $1443 $1558
Total Advertising Revenues 1.9 5.0 10.0 17.2 25.9 35.9 47.4 60.9 76.2 94.8

% Change 161.6% 98.6% 72.0% 51.0% 38.5% 31.9% 28.4% 25.2% 24.4%

E-Commerce Fees:
Commerce Site Page V,ews-% of Total Annual Page Views 1.0% 1.1% 1.2% 1.3% 1.4% 1.5% 1.6% 1.6% 1.7% 1.7%

Page Views on Commerce Sites 1.4 5.5 11.8 200 30.5 41.7 52.0 62.9 753 89.4
x Take Rate (%) Weighted by Quantity Purchased Pet' Purchase 55%, 6.0% 7.0% 8.0'10 9.00/0 10.0% 11.0% 12.0% 13.0% 140%

= Total E·Commerce Purchases 01 0.3 0.8 16 2.7 4.2 5.7 7.5 98 12.5

x Average Purchase/Download Price $35.00 $36.40 $37.49 $38.62 $39.78 $40.97 $42.20 $43.46 $44.77 54611
= Total E-Commerce Purchases ($ millions) 2.7 12.0 30.9 61.9 109.1 171.0 241.6 328.0 438.2 5773
x AOL CommiSSions (%) 10.0% 10.0% 10.0% 10.0% 10.00/0 10.0% 10.0% 10.0% 10.0% 10.0%
=AOL EoCommerc:e FHa 0.3 1.2 3.1 6.2 10.9 17.1 24.2 32.8 43.S 57.7

% Change 343.5'10 157.5% 100.5% 76.3% 56.7% 41.2% 35.8% 33.6'10 31.7%

Total Advertising and E·Commerce Fees 2.2 6.2 13.1 23.4 36.8 53.0 71.6 93.7 120.0 152.5

% Chance 184.0% 110.0% 78.7% 57.7% 43.9% 34.90/0 30.9% 281'10 27.1%

Source: Credit Lyonna,s Secuntles estimates

Exhibit 103: AOL Hong Kong Income Statement Projections
%uA ,4i~~;" -

Revenues:
Subscription 22.1 66.9 108.6 141.5 165.2 181.7 191.3 197.5 200.1 2016

Advertising. E-Commerce Fees and Other Revenues
AdvertiSing 1.9 5.0 100 172 25.9 35.9 474 60.9 76.2 948

E-Commerce 0.3 1.2 3.1 6.2 10.9 17.1 24.2 32.8 43.8 577

Total AdvertiSing and E-Commerce Fees 2.2 6.2 13.1 23.4 36.8 53.0 71.6 93.7 120.0 1525

Tolal Consolldaled AOL Hong Kong Revenues 24.3 73.2 121.6 164.9 202.0 234.7 262.8 291.1 320.1 354.1

% Change 201.4% 66.3'10 35.5% 22.6% 16.2% 12.0'10 10.8% 9.9% 10.6:1/0

CoslS of Revenues (Excludes 1/3 of Deprsclalton) (19.4) (54.9) (85.2) (108.8) (125.3) (138.5) (1498) (160.1) (169.6) (1806)

Gross Profit 4.9 18.3 36.5 56.0 76.8 96.2 113.0 1310 150.4 1735

% Margm 20.0% 25.0% 30.0% 34.0% 38.0% 41.0% 43.0'10 45.0'10 47.0% 49.0%

% Change 276.8% 99.5% 53.6% 37.0'10 25.4% 17.4% 15.9% 14.8'10 15.4%

Other Operatlng Costs'
Sales and Ma'l<etlng (2.3) (7.0) (12.2) (17.0) (21.3) (25.5) (29.0) (32.4) (360) (396)

Sales and Marketing per Average Analog Subscnber (54500) 1$4680) (54867) ($50.62) ($52.64) ($54.22) ($56.31) ($5641) ($5754) 1$58.69)

Product Development (3.0) (73) (10.3) (11.5) (12.1) (12.3) (125) (12.4) (12.01 (115)

General and AdmInistrative 14.11 15.01 /5.5\ 16.1\ 16.71 . 17.4i '179; . 18.41 18.91 /94

Total 94 19.3 28.1 346 40.2 45.2 49.4 53.2 56.8 605

EBITDA (UI (1.0) S.4 21.5 36.6 51.1 63.6 77.S 93.6 113_0

% Margin -18.8% -1.4% 6.9% 13.0% 181% 21.7% 24.2% 26.7% 29.2% 31.9%

% Change 154.2% 70.7'10 39.4% 24.6% 22.4% 20.3% 207%

Depreclatloo and Amortization 1751 110.31 (136) 119.7\ /26.9\ 132_8' 135.0\ 137.2\ 138.81 (401

Operating Income (12.1) (11.3) (5.1) 1.7 9.8 lS.3 28.6 40.6 54.8 72_9

% Margjn .049.7% ·15.5% -4.2% 1.0'10 4.8% 7.8% 10.9% 14.0% 17.1% 20.6%

% Change 473.4% 87.0'10 56.4% 42.2% 34.8% 33.2%

Nel 'nteresl Expense 11.71 /3.21 14.91 16.3\ 17.21 16.41 14.5\ 11.2) 2.3 65

Prelax Income (13.8) (14.51 (10.1) (UI 2.6 11.8 24.1 31.4 57.1 79.5
% Margin -56.7% -199'10 -8.3% ·2.8% 1.3% 5.0% 9.2% 13.5'10 178% 22.4%
% Chance 362.5% 103.5% 639'10 44.7% 393%

Source. Credit Lyonnals Secunlles estImates

Credit Lyonnais Securities February 28. 2000 99



America Online Inc. / Time Warner Inc. IltiiI i,___I

Exhibit 104: AOL Hong Kong Margin Analysis
IIm_. 1_ ZUIIIIE 2lI01~ mun: 2UW~ - ~~ ~~ 2007E 2G08E

Gross MargIn 20,0% 25.0% 30.0% 340% 38.0% 41.0"/0 43.0"'1: 45 0°/0 47.0% 49.::F"o

Operating Costs as a % of Revenues

Sales and Marketing 9.3% 9.6% 10.0% 103% 10.6% 10.9% 11.0% 111% 11.2% 11,2%
Product Development 12.5% 10.0% 8.5% 70% 6,0% 53% 4.8% 43% 38% 33"'.
General and AdmlnlSlrall'Je 17 0% 6.8% 46% 37% 3.30/0 31% 3.0% 29% 28% 2.7 11

/0

Total 38.8% 26,4% 23.1% 210% 19.9% 19,3% 18.8% 183% 178% 17 P'o

EBITDA Margin -18.8% -1.4'/. 6.9'/. 13.0% 18.1% 21.7°/. 24.2'/. 26.7% 29.2% 31.9°/.

Source: Credit Lyonnals Securities estimates

Exhibit 105: AOL Hong Kong Cash Flow Projections
i._ - _It· __ - - -.. - ZIIlI7/i -.:

Pretax Income (13.8) (14.5) (10.1) (46) 2.6 11.8 24.1 39.4 57.1 79.5
Depreciation and Amortization 7.5 10.3 13.6 19.7 26.9 32.8 35.0 37.2 38.8 40.1
After·Tax Ca.h FI_ (6.3) (4.2) 3.5 15.1 29.4 44.6 59.1 76.6 95.9 119.5

Capital Spending 115.0\ 115.0\ 124.3\ 133.m 140.4\ 135.0\ 135.m 135.0 135.01 f350
Free Cash Flow (21.3) (19.2) (20.8) (17.8) (11.0) 9.6 24.1 41.6 60.9 84.5

Net Debt:
Beginning 0.0 (21.3) (40.5) (61.3) (79.1) (90.1) (BO.5) (56.4) (14.8) 461
Ending (21.3) (40.5) (61.3) (79.1) (90.1) (BO.5) (56.4) (14.8) 46.1 1306
Averaae (1Q.6) (30.9) (SO.9) (70.2) (84.6) (85.3) (68.5) (35.6) 15.7 88.4

Source: Credit Lyonna,s securities estimates

Exhibit 106: AOL Hong Kong Depreciation Schedule
". <;.;,.;-

Beginning PP&E 15.0 26.3 34.7 50.3 70.7 93.5 105.1 113.8 120.4 125.3
CapitalSpendmg 15.0 15.0 24.3 33.0 40.4 35.0 35.0 35.0 35.0 35.0
Acquired PP&E

(7.5) (10.3) (13.6) (19.7) (26.9) (32.8)Depreciation (35.0) (37.2) (38.8) (40.1)

Source: Credit Lyonnals Secuntles estimates
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Exhibit 107: AOL Hong Kong DCF Valuation
l_E ZOfIlIE 2II01E 2IIlI2I'; - - _E 2GOIE 2007E 2001E

Free Cash Flow (21 31 ('9.21 (208) [178) (11.01 96 241 4'6 609 845
Add: After-Tax Interest to If Net Cash) 17 3.2 4.9 6.3 72 64 4.5 1 2 00 GO
Free Cash Flow to Firm IFCFFI (19.61 (16.0) (15.9) (11.5) (3.8) 16.1 28.6 42.8 60.9 84.5

% Change 781% 498% 422% 388'"

Assumptions:
Terminal Growth Rate 11.5%
WACC 151%1

TermHlal 27Bx

Years 10 DIscount 0 1 2 3 4 5 7 8 9
0 1 2 3 4 6 7 B

0 1 2 3 5 6 7
0 1 2 4 5 6

0 1 3 4 5
0 2 3 4, 2 3

0 1 2
0 1

0

Present Value of FCFF (196) (13.9) (12.0) (7.6) (2.2) 79 12.3 16.0 198 23.B
(16.0) (13.B) (B.7) (2.5) 9.1 14.2 18.4 22.8 27.4

(15.9) (10.0) (2.9) 10.5 16.3 21,2 26.2 316
(11.5) (3.3) 12.1 18.8 24.4 302 364

(3.8) 13.9 21.6 2B.1 34.7 41.8
16.1 24.8 32.3 39.9 48.2

28.6 372 46.0 554
42.8 52.9 638

60.9 73.4
845

Sum of Present Value or FCFF Stream
Present Value of Tenninal Value
End[ng Net Cash (Debt)
NeIP.....IV..ue

%Change

24.7 50.9 77.1 107.0 136.4 161.3 167.2 1595 1343 84.5
739.0 850.6 979.0 1.126.9 1.297.0 1.492.8 1.718.2 1.977.6 2.276.2 2.619.8
121.3\ 140.5\ /61.3\ 179.1\ ' 190.1\ ' 180.5\ 156.4\ (148) 46.1 130.6

742.5 881.1 -.1 1,154.7 1,343.2 1,573.1 1,129.0 2,122.3 2.456.6 2,135.0
16.0% 15.5% 16.1% 16.3% 17.2% 16.2% 16.0% 15.7% 15.4%

Source: Credit Lyonnais Securities estimates

AOL Japan

Internet penetration surpassed 1O~;' of me Japanese population in 1998. t-.lost observers
place Japan 3-5 years behind me U.S. in the development of the Internet, due mainly to a
relatively low home PC penetration rate (estimated at 290

0 by IDC Japan), the high cost of
local calls (see Exhibit 108 below), and a cultural business structure that suppresses
entrepreneurial spirits despite a huge engineering talent base.

Exhibit 108: Comparative Internet Access Costs (Telephone and Local
Access)

&..oca.... lIP eat,...
CaunIrv ProiridIr' ProiridIr' Hotn'·

Australia Telstra OzEmail $36.55
China China Telecom China Online $36.51
Hong Kong HKT Nelvigator $31.78
India MTNL VSNL $42.30
Indonesia Telkom Indosatnet $26.68
Korea KT HiTel $22.45
Japan NTT NlftyServe $67.12
MalaYSia Telekom TMNET $18.42
New Zealand TCNZ Xlra $32.34
Philippines PLOT Infacom $40.90
Singapore SingTel SingNet $25.58
Taiwan Chunghwa HiNet $19.57
Thailand TA KISC $22.18

UK BT Freeserve $55.26
U.S. Bell Atlantic AOL $30.05

Source: Company reports and Tamca
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Japanese ISPs deriye approxlInatek 85<' u of their reYenue, from acce,,; fees, a,; b(lth
adyertising and e-commerce are underde\'eloped In Japan. ,\dyeru';lng accounted for an
estimated SII"; million in 1999, less than 2"" of total ad\'ertising in Japan. Forrester proJect,;
onlIne ad\'ertising to grow at an a\'erage compound rate of -5u u o\'<:r [he next fl\'e years [(l
SI. 9~4 billion in 200~.

In our new, the break-up of Nippon Telegraph & Telephone 0JIT-created bv Japan',;
enforcement of \VTO treaties) should increase telecommul11cations competition and reduce
access costs. NIT was created in 1952 as a semi-independent organization charged with the
task of reconstructing the country's infrastrucrure. It was partialh' pnnuzed in 1985,
although it continued to receiye government protection until last year. ,\bout 65U

.. of all
users access the Internet through the NIT phone net\vork, which ha,; not lowered local
access fees in 23 years. NIT, howeyer, is testing a $75 per month nat-rate sen'ice in Toho
and Osaka and hopes to launch outside large cities over the next t\\'O ~·ears .

.\OL Japan is a partnership in which :\OL owns 50°" (the other 50° ° being owned b\' ~1itsui

and Nihon Keizai Shimbun). The company launched in 1997 \\-;th high hopes of making
Japan the largest international AOL market \!rithin a few years. There were two main
reasons: (1) a highly sophisticated user base that numbered 7 million online users at the time
and (2) a propensity for the user base to employ proprietary services (80° ° did so). But while
the Japanese online population has indeed grown to 17 million Internet users, i\OL Japan's
base has struggled to reach 400,000, well short of the company's initial goal of 1 million.

\X'e attribute this shortfall largely to rwo reasons:

1. Absence of an affiliation with a telecommunications carrier or a PC maker. A large
portion of the Japanese user base has been caprured by ISP offerings from PC makers,
which give the ISP prominent deskrop positions on newly-purchased PCs. A.tJ'lifty and
Biglobe (ISP subsidiaries of Fujitsu and NEC, respectively) are the cwo largest Japanese
ISPs, combining for 6 million members. Similarly, telcos have promoted their ISPs ro
their telephony customers.

2. Siower-than-expected mass acceptance of the i\OL brand. \X'ithout promotional tie-ins
with PC manufacturers or carriers, AOL Japan has not gained the ubiquirous marketing
unpressions the C.S. parent has. _\s such, AOL Japan has begun targeting demographic
tranches (e.g., \\-neless device users and young PC-owning women in their 20s and 30s).

\'Ce project AOL Japan will be able to add 200,000-500,000 net subscribers oyer each of the
next six \·ears. Now at approximately 400,000, subscription to AOL has accelerated. It took
:\OL a \'ear to sign up its fIrst 100,000, but it added its latest 100,000 in roughly t!\'e months.
\,\'e attribute AOL Japan's sluggish start to a mismatch of the tech-sa\",· early PC adapters in
Japan and the easy-to-use leisure/recreational attributes of .\OL. As PC penetration
expands into the mainstream, we anticipate AOL take-up to accelerate.

Note that our model does not include broadband deliyery modes (cable, wireless, et al). Our
subscription rate assumptions are as follows (in accordance \\;th the recently revised pricing
plan): (1) $9.40 per month for up to three hours; (2) $18 per month for 15 hours and (3) $29
per month for up to 150 hours. Csage is charged at a rate of $0.08 per minute. AOL Japan

also offers a "bring your own access plan" where it receives a $9.40-$23 per month fee in

addition to separate access charges to the ISP. We derive a weighted average monthly
subscriber rate of $18.21, which we believe will decrease at a 7~,'o-lO% rate per year,
although pricing could be under more pressure if ISPs enter the market. Thus far, the only
free ISP in Japan is Livedoor, which has had 20%-plus increases in traffIc since going to the
free model in March 1999.
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\\'e believe the Japanese ,nreless market holds potential for .\OL Japan: It has alread,' taken
a Significant share of the total telecommunications market from wlreline. ['or example. 19')

marked the rtrq time that the rlxed telephom' market declined, while wlrele,,, penetratlnn
approached 30° n. Subscriber penetration for people in their 20s IS near <)0" n. \\ lre!t:,;, daLl
applications, such as "IT's I-mode, han already been mtroduced, allowU1g for ,'Olce, e

mall, and information sen'ices at a fracuon of the cost of a fixed connecuon. \\'ireless

operators currenth, charge a $3-$5 per month fcc for Intemet connectton, a" well a'" ,1

volume-based fcc on data downloads/ transmissions,

:\s is the case with the rest of our AOL modds, subscription revenue w1l1 carn' decreasing

importance in the overall business mix due to competition on both the carner and ISP end"
of the equation, \'Ce project advertising revenues to grmv to over 560 million b\' 20112 and
$167 million by 200-1-. Using Forrester Research's projections of nearl\- 51.9-1--1- billion 111

online advertising in Japan in 2004, we project ;\OL Japan will capture 8,6°" of the
advertising market,

.\lthough there are numerous cultural obstacles confronting its grmvth in the near term, we
believe e-commerce will represent a meaningful category and revenue driver for AOL Japan,
Aside from surprisingly low in-home PC and Internet penetration, other obstacles include a
cultural aversion to the use of credit cards and a preference for in-person shopping, Change
may occur, however, as many retailers, led by major electronics manufacturers, are
attempting to recast themselves as portals for hybrid commerce, community, and content
areas in hopes of slashing sales/marketing and overhead costs while gaining early entry in
new market segments. Japan's Ministry of International Trade and Industry iJ-.ITTI) projects
online sales to reach ¥3.2 trillion ($30 billion) by 2003. Our projections call for AOL Japan
to channel $600 million in online sales (or only 2% of the total Japanese e-commerce

market) in 2003.

\"\'e present our AOL Japan projections in the following exhibits.
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Exhibit 109: AOL .Japan SUbscription Revenue Projections
ISmIBlans, ,- - ;mat.. 2IMI2E 2lIII3E - 2IMI!lE ;<u."" ...-"

Japanese Population 126.2 1281 1299 131 6 133.0 134.3 1357 1370 1384 139.8
Average Household Size 32 32 32 32 3.2 32 32 32 32 32
Japanese Households 394 401 407 413 418 42.3 428 433 438 443

SUbscribIng Online Japanese Households 15.8 18.0 20.3 22.7 24.7 266 282 298 31.5 328
399% 449% 499% 54.9% 58.9% 629% 65.9% 68.9% 719% 73.9%

Subscribers (millions)
Beginning 0.220 0.440 0690 1090 1.590 2.090 2440 2740 2.940 3140
Addiltons 0220 0.250 0400 0.500 0500 0.350 0.300 0200 0200 0.150
Ending 0440 0690 1090 1.590 2.090 2.440 2.740 2.940 3140 3290
Average 0.330 0.565 0890 1340 1.840 2.265 2.590 2.840 3.040 3.215
Year-end Market Share 2.8% 3.8% 5.4Ofo 70% 8.5% 9.2% 9.7% 9.8% 100% 10.0%

Subscription Rates
3-Hour Plan $9.40 $8.46 $761 $6.85 $6.17 55.55 55.00 54.50 54.05
15-Hour Plan $18.00 $17.10 51625 515.11 51405 512.65 511.38 51024 59.22
, 50-Hour Ptan $29.00 527.55 526.17 52434 $22.64 52083 519.16 $17.63 515.86
Unlimited $46.00 $41.40 537.26 $33.53 530.18 527.16 $24.45 522.00 51980
Wetghted Average "Bring Your Own Access' Monll1y Subscriber Price $21.39 $19.25 $17.33 $15.59 514.03 $12.63 $10.74 $9.66 58.70

Estimated Subscnber Wetghtings:
3·Hour Ptan 35.0% 33.0% 31.0% 29.0% 27.0% 24.0% 21.0% 18.0% 15.0%
15-Hour Plan 40.0% 38.0% 36.0% 34.0% 32.0% 30.0% 28.0% 26.0% 24.0%
1~HourPlan 15.0% 13.0% 12.0% 11.0% 10.0% 9.0% 8.0% 7.0% 6.0%
Unlimited 5.0% 11.3% 16.5% 21.8% 27.0% 33.3% 39.5% 45.8% 52.0%
'"Bnng Your 0\\'0 Access" 5.0% 4.8% 4.5% 4.3% 4.0% 3.8% 3.5% 3.3% 3.0%

3-Hour Plan 38.9% 39.3% 39.2% 39.2% 391% 38.1% 36.8% 35.3% 33.3%
15-Hour Plan 44.4% 45.2% 45.6% 45.9% 46.4% 47.6% 49.1% 51.0% 53.3%

150-Hour Plan 16.7% 15.5% 15.2% 14.9% 14.5% 14.3% 14.0% 13.7% 13.3%

Weighted Subscnpl,on Rate:
3-Hour Plan $3.29 $2.79 52.36 51.99 51.67 $1.33 $1.05 $0.81 $0.61

15-Hour Plan 57.20 $6.50 55.85 $5.14 $4.50 $3.79 $3.19 52.66 52.21

150-HQUr Plan $4.35 $3.$8 $3.14 $2.68 $2.26 $1.87 $1.53 $1.23 $0.95

Unlimited $2.30 $4.66 $6.15 57.29 $8.15 $9.03 $9.66 $10.07 $10.30

"Bring Your Own Access' $1.07 $0.91 $0.78 $0.66 $0.56 $0.47 $0.38 $0.31 $0.26

Welghled Average Subscnption Rale $20.94 $18.21 $18.44 $18.28 $17.76 $17.14 $16.51 $15.80 $15.09 $14.33

Total AOL Subscription Revenues 82.9 123.5 197.0 293.9 392.1 465.7 513.0 538.5 550.3 552.8

% Change 71.3% 48.9% 59.5% 49.2% 33.4% 18.8% 10.1% 5.0% 2.2% 0.4%

Additional Canier Fees:
Usage:

Average Subscribers 0.330 0.565 0.890 1.340 1.840 2.265 2.590 2.840 3.040 3.215

x Average Daily Connections 0.7 0.7 0.8 0.8 0.9 0.9 0.9 1.0 1.0 1.0

x Average Monthly Connections per Average Subscnber 19.5 21.0 225 24.0 25.5 270 27.8 28.5 29.3 30.0

x Average Duration of Connechon (Minutes) 100 11.0 11.6 12.2 130 13.8 14.6 15.3 16.1 16.9

:= Average Usage per Subscriber Per Month (Minutes) 195.0 231.0 2599 293.8 3309 3714 404.6 436.4 470.2 506.4

x Average Monthly Subscription Rate Per Minute (·5% per Yr) $0.10 SO.08 $0.07 $0.06 $0.06 $0.05 50.05 $0.04 $0.04 $0.03

x 12 = Annual Garrier Fees 77.2 125.3 199.8 306.2 426.1 529.9 594.1 632.2 656.4 672.8

%, Change 137.1% 62.3% 59.5% 53.2% 39.2% 24.3% 12.1% 6.4% 3.8% 2.5%

EqUIvalent Monthly Subscription Rate $40.44 $36.69 $37.15 537.32 537.06 $36.63 535.62 $34.35 $33.08 $31.n

Total Other AOL Japan Subscription Revenue. 160.1 248.8 396.8 600.1 818.2 995.6 1,107.1 1,170.7 1,206.7 1,225.6

% Change 97.8% 55.3% 59.5% 512% 36.4% 21.7% 11.2% 5.7% 3.1% 1.6%

Source: Credit Lyonnais Securities estimates
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Exhibit 110: AOL .Japan Advertising and E·Commerce Revenue Projections

15mt11-. 1~ 2IIIIIIE 2IIlI1E 211U3E - - ZOU7E ZONE

AdvertiSing and E-Commerce Fees
Ad\le r1isrng

Average Sucscnbers 0330 0.565 0.890 1.340 1.840 2.265 2590 2840 3040 3215
x Average Monthly User Sessions per Average Subscnber 195 21.0 22.5 24.0 255 27.0 27.8 285 29.3 30 a
x Average Page VIewS per SessIon 12.1 13.3 14.6 16.1 17.7 19.0 19.9 20.7 215 224
x 12 -= Tetal Page VI~S in Subscnolion Areas 9344 1.8951 3.5182 6.215.3 9.9746 13.9108 17.1662 20.1051 22.970.8 259127

Non·Subscnptlon Areas
Aggregate Average Monthly UnIque ViSilorS 0.5 0.6 0.6 07 07 07 0.8 08 09 09
x Average Monthly User Sessions per Umque Visitor 30 32 3.4 3.7 38 40 4.2 44 4.7 49
x Average Page VIews per Session 10.0 10.8 11.3 11.9 125 130 135 14.1 14.6 152
x 12 = Total Page Views In Non·Subscriber Areas 1800 229.9 278.8 341.4 406.5 4706 5447 6246 7161 821 1

To.al AOL Page VI""" 1.1144 2.125.0 3.797.0 6.5567 10,3811 14.381.4 17,710.9 20,7297 23.6869 26.7338

x Advertising Revenues Per Page View (+10% Yrl $6.60 57.26 $8.35 5960 S10.56 511.62 512.78 514.06 S15.18 51640
Total Advertising Revenue. 7.4 15,4 31.7 63.0 109.6 167.1 226.3 291.4 359.6 438.3

'% Change 112.1% 109.8% 105.5% 98.6% 74.2% 52.4% 35.5% 28.7% 23.4% 21.9%

E-Commerce Fees
Commerce Site Page Views-% of Total Annual Page Views 1.2% 1.4% 1.5% 1.6% 1.7% 1.7% 1.8% 1.8% 1.9% 1.9%
Page Views on Commerce Sites 13.4 29.7 57.0 104.9 171.3 244.5 309.9 373.1 438.2 5079
x Take Rate (%1 WeIghted by Quanllty Purchased per Purchase 5.5% 6.0% 7.0% 8.0% 9.0% 10.0% 11.0% 12.0% 13.0% 14.0%
:= Total E-Commerce Purchases 0.7 1.8 4.0 8.4 15.4 24.4 34.1 44.8 57.0 71.1

x Average Purchase/Download Price S35.00 536.40 537.49 538.62 539.78 540.97 542.20 543.46 $44.77 546.11
= Tolal E-Commerce Purchases (S mi"ions) 257 65.0 149.5 324.1 613.2 1,001.6 1,438.7 1,946.1 2,550.3 3,2790
x AOL Commis~ons (%) 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%
= AOL E·Commarcll Fa.. 2.1 6.5 14.1 32.4 11.3 100.2 143.9 194.6 255.0 327.9

% Change 131.4% 152.4% 130.1% 116.8% 89.2% 63.3% 43.6% 35.3% 31.0% 28.6%

Total Advertising and E-Carnman:a FHS 9.9 21.9 4U 95.4 171.0 217.2 370.2 486.0 614,6 766.2
% Change 116.8% 120.8% 112.8% 104.4% 79.3% 56.3% 38.5% 31.3% 26.5% 24.7%

Source: Cred.t Lyonna,s secunt.es estimates

Exhibit 111: AOL .Japan Income Statement Projections
,.' "'~. ..-

Revenues:
Subs",iption 180.1 248.8 396.8 600.1 818.2 995.6 1.107.1 1,170.7 1,206.7 1,225.6
Advertising, E-Commerce Fees and Other Revenues

Advertisin9 7.4 15.4 31.7 63.0 109.6 167.1 226.3 291.4 359.6 438.3
E-Commerce 2.6 6.5 14.9 32.4 61.3 100.2 143.9 194.6 255.0 327.9

Total Advertising and E-Commerce Fees 9.9 21.9 46.6 95.4 171.0 267.2 370.2 486.0 614.6 766.2
Talal Cansolidllled AOL Japan Ravenues 170.1 270.7 443.5 695.4 989.2 1,262,8 1,477.3 1,658.7 1,821.4 1,991.9

% Change 98.8% 59.2% 63.8% 56.8% 42.2% 277% 17.0% 12.1% 9.9% 9.4%

Costs of Revenues (Excludes 1/3 of DeprecIation) 1124.2\ 1189.5\ 1297.1\ 1445.1\ 1623.21 1757.7\ 1856.8\ 1927.8) 11.001.7\ (1,075.6
Gross Profit 45.9 81.2 146.3 2504 366.0 505.1 620.5 729.0 819.6 916.3

% Margin 27.0% 30.0% 33.0% 36.0% 37.0,.. 40.0% 42.0% 44.0% 45.0% 46.0%

% Change 123.7% 76.8% 80.2% 71.1% 46.2% 38.0% 22.8% 17.5% 124% 11.8%

Other OperatIng Costs:
Sales and Marketing (173) (31.1) (51.0) (799) (114.1) (146.1) (172.0) (192.4) (210.1) (226.61

Sales and Marketing per Average Analog Subscnber (552.50) ($5513) (S57.33) (S59.62) ($62.01) (S84.49) (566.42) ($67.75) (569.11) (570.49)

Product Development (17.0) (24.4) (35.5) (52.2) (69.2) 182.1) (88.6) (91.1) (91.1) (89.6)
General and Administrative 120.1\ 124.1\ /27.01 /29.7\ 132.7\ i35.9\ i384; i407\ 143.2\ 1458

Total 544 79.6 113.5 161.7 2160 '264.1 299.1 324.3 344.3 362.0

EBITDA (1.5) 1.6 32,9 88.6 150,0 241,1 321.3 404.7 475.3 554.2

% Margin ·5.0% 0.6% 7.4% 12.7% 15.2% 19.1% 21.8% 24.4% 26.1% 27.8%

% Change 1951.5% 169.7% 69.3% 607% 33.3% 259% 17.4% 16.6%

Deprecialton and Amortization /11.8\ /19.9\ 132.2\ 147.2\ 155.7' 162.8' /68.5\ 173.3 177.2) 180.7

Operating tncome (20.2) {18,3) 0.6 41,4 94.3 178.3 252.8 331.4 398.0 473.6

'l', MargIn ·11.9% -6.7% 0.1% 6.0% 9.5% 141% 17.1% 20.0% 21.9% 23.8%

% Change 6628.3% 127.7% 69.1% 41.8% 31.1% 20.1% 19.0%

Net Interest Expense 15.4\ 19,3\ 113.0\ 112.1\ 15.8\ 53 188 37.4 60.6 891

Prlta.lncome (25,6) (27.5) (12.4) 29.3 88.4 183.5 271.7 361.9 458.7 562.7

% Margin ·15.1% ·10.2% ·2.8% 4.2% 8.9% 14.5% 18.4% 22,3% 25.2% 28.3%

% Chanae 201.5% 107.6% 48.0% 35.8% 24.3% 22.7%

Source: Cred.t Lyonna,s secunt.es esltmales
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Exhibit 112: AOL Japan Margin Analysis
(............, ,- "'""'" ""'"" N112E 2IICI:H: ZUIl4I: NIl51' NIIT" 2UUlI..

G ros s Margin 270% 300% 330% 360'% 370% 40 0°/0 420%, 44.0% 45.0% 460';

Ooeratmg Costs as a % of Revenues
Sales and Marketing 10.2% 11.5% 11.5% 11.5% 1'.5% 1'6% 1'6% "6% 11.5% 114"/0
Product Development 10.0% 90% 8.0% 7.5% 70% 6.5% 6,0% 5,5% 5.0% 4.5%
General and Admimstrahve 11.8% 8.9% 6.'% 4.3% 3.3% 2.8%. 26% 25% 2.4% 2.30/0

Tolal 32.0% 29.4% 25.6% 23.3% 21.8% 20.9% 202°!~ 19,6% 18,9% 18.2°'0

EBITOA Mar9in -5.o"t. 0.6-/. 7.4-/. 12.7% 15.2% 19.1% 21.8% 24.•-/. 26.1-/. 27.8'10

Source: Credit Lyonnals Secuntres estimates

Exhibit 113: AOL Japan Cash Flow Projections- - -... - - .- - -.. DlI7..

_..
Pretax Income (25.6) (27.5) (12.4) 293 88.4 183.5 27'.7 368.9 458.7 562.7
Depreciation and Amortization 11.8 '9.9 32.2 47.2 55.7 62.8 68.5 73.3 77.2 80.7
After-Tax Cash Flow (13.9) (7.7) 19.9 76.5 144.2 246.3 340.2 442.1 535.9 643.4

CapItal Spendln9 125.51 140.6\ 166.5\ 165.0\ 166.3\ 167.6\ 169.0\ 170.41 171.81 173.2
Free Cuh Flow (39.4) (48.3) (46.7) 11.5 77.9 178.7 271.2 371.8 464.1 570.2

Net Debt:
Beginning (28.2) (67.6) (115.8) (162.5) (151.0) (73.1) 105.6 376.8 748.6 1.212.7
Ending (67.6) (115.8) (162.5) (151.0) (73.1) 105.6 376.8 748.6 1.212.7 '.782.9
Average (47.9\ 191.7\ (139.2) (156.7) (112.0) 16.2 241.2 562.7 980.7 1.497.8

Source: Credit Lyonnais 5ecunlles estlmales

Exhibit 114: AOL .Japan Depreciation Schedule
.. .-

BegInning PP&E 27.8 46.4 75.4 123.1 157.3 184.3 205.8 223.4 237.9 250.2
Capftal Spending 25.5 40.6 66.5 65.0 66.3 67.6 69.0 70.4 7'.8 73.2

ACQUIred PP&E
111.8\ (19.9) 162.8\ (73.3\ (77.21Depreciation (32.2) (47.2) (55.7) (68.5) (80.7)

Source: Credit Lyonnais Securities estimates
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Exhibit 115: AOL .Japan DCF Valuation
1$_1 ,- - 3IICI1l: 2IlO2l: 2lIII3E 2IIIME - - """to: .......t:

Free CaSh Flow (394) (48.3) (467) 115 779 1787 271 2 3718 464 1 5702
Add. After·Ta:x Interest (0 tf Net Cash) 54 9.3 130 12.1 58 00 00 00 00 DO
Free Cash Flow to Firm (FCFF) (34.0) (39.01 (33.71 23.6 83.7 178.7 271.2 371.8 464.1 570.2

% Change 14.7% -13.7% -170.1% 254.5% 113.5% 51.8% 371% 24.8% 228",

AssumptIons
TermInal Growth Rate 115%
WACC 15.1%
Terrmnal 27.8x

Years to DIscount 0 2 3 4 5 6 8 9
1 2 3 4 5 6 7 8
0 1 2 3 4 5 6 7

0 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

0

Present Value of FCFF (34.0) (33.9) (25.4) 15.5 47.7 88.5 116.7 138.9 150.7 1608
(39.0) (29.2) 17.8 54.9 1018 134.3 159.9 173.5 185.1

(33.7) 20.5 632 117.2 1545 184.0 199.6 213.1
23.6 72.7 134.9 177.9 211.8 229.8 245.2

83.7 155.3 204.7 243.8 2645 282.3
178.7 235.6 280.6 304.4 324.9

271.2 323.0 350.4 3739
371.8 403.3 430.4

464.1 495.4
570.2

Sum of Pr""""t Value or FCFF Stream 625.5 759.1 918.6 1.096.0 1.234.3 1.324.3 1.318.5 1,205.4 959.5 570.2
Present Value of Terminal Value 4.985.0 5.737.6 6.603.9 7.600.9 8.748.4 10.069.3 11.589.5 13.339.2 15.353.1 17.671.0
Ending Net Cash (Debt) /67.6\ 1115.8\ 1162.5\ 1151.0\ 173.1\ 105.6 376.8 748.6 1.212.7 1.782.9
NIIl PAllent Value 5,542.1 &,380.1 7,351.1 1,545.1 UO... 11,....1 13,284.8 15,213.2 17.525.3 20,024.1

%C'- 15.1% 15.3% 16.1% 16.0% 16.0% 15.5% 15.1% 14.6% 14.3%

Source: Credit Lyonnais securities estimates
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Australia

Exhibit 116: AOL Australia SUbscription Revenue Projections
I$m_1 ,_ - ZUU~ 2003E ZUU41: ZU05I: alI11:: zouel:

Australian Households (mm) 7135 7.220 7.307 7395 7483 7573 7664 7756 7849 7943
% PC Owners 50.0% 55.0% 57.0% 59.0% 60.5% 62.0% 630% 64.0% 645% 65,0%
% Online 22.0% 30.0% 37.0% 45.0% 50.0% 550% 580% 60,0"/0 62.0% 63.0%

PC Owners 3.567 3.971 4.165 4363 4527 4.695 4828 4964 5063 5163
OnlIne 1 570 2.166 2.704 3328 3.742 4165 4445 4654 4666 5004

Subscnbers (millions}:

Beginning 0.000 0.190 0.440 0.690 0.940 1.190 1390 1490 1590 1690
Additions 0.190 0.250 0.250 0.250 0.250 0.200 0100 0100 0100 0.100
Ending 0.190 0.440 0690 0.940 1.190 1.390 1490 1590 1690 1790
Average 0.095 0.315 0.565 0.815 1.065 1.290 1440 1540 1.640 1.740

Subscription Rates
3-Hour Plan $6.30 $5.99 $5.69 $5.40 $5.02 $4.67 54.34 $4.04 5376 5349
IS-Hour Plan $19.00 $18.05 $17.15 $16.29 $15.48 $14.70 513.67 51272 511.83 511.00

Es1imated Subscriber Weighbngs:
3·HourPlan 40.0% 35.0% 33.0% 31.0% 29.0% 27.0% 240% 210% 18.0% 15.0%
IS-Hour Plan 60.0% 65.0% 67.0% 69.0% 71.0% 73.0% 76.0% 79.0% 82.0% 85.0%

Weighted Subscnptlon Rate $13.92 $13.83 $13.37 $12.91 $12.44 $11.99 $11.43 $10.89 $10.37 $9.87

Tot81 AOl SubSCription Revenues 15.9 52.3 90.6 126.3 159.0 185.7 197.6 201.3 204.1 206.1

% Change 229.4% 73.4% 39.4% 25.9% 16.7% 64% 1.9% 1.4% 1.0%

Additional Usage Fees:
Usage:

Average Subscnbers 0.095 0.315 0.565 0.815 1065 1.290 1440 1.540 1.640 1.740
x Average Over·Usage TlI1le 1.500 1.575 1.654 1.736 1.823 1.914 2.010 2.111 2.216 2.327

x Houtty Charge $2.55 $2.47 $2.40 $2.33 $2.26 $2.19 $2.12 $2.06 $2.00 $1.94

x 12 =Addttional Usage Fees 4.4 14.7 26.9 39.5 52.6 649 73.8 80.4 87.2 94.2

% Change 237.7% 82.7% 46.9% 33.1% 23.4% 13.7% 8.9% 8.5% 8.1%

Total OIlIer AOL Aualnlla Subacrlption Revenuea 20.2 17.0 117.5 165.1 211.6 250.6 271.4 281.7 291.3 300.3

%Cha""" 231.2% 75.4% 41.1% 27.8% 18.4% 8.3% 3.8% 3.4% 3.1%

Source: Credit Lyonnais Securities estimates

Exhibit 117: AOL Australia Advertising and E-Commerce Revenue Projections
/:/"" ,:"",:.,, ~~(, .tiOWH -

AdvertiSing and E·Commerce fees:

Adverbsing'
Average Subscnbers 0.095 0.315 0.565 0.815 1.065 1.290 1.440 1540 1.640 1740

x Average Monthly User Sessions per Average Subsa'lber 15.0 16.2 17.5 18.9 20.4 21.6 229 24.3 25.8 273

x Average Page Views per Session 10.0 11.0 12.1 13.3 14.6 15.7 164 17.1 17.8 185

x 12 = Total Page V,ews ,n AOL Subscnption Areas 171.0 673.6 1,435.3 2.459.7 3.818.5 5,245.9 6,517.6 7,683.9 9.020.8 10,550.9

Non-Subscnptlon Areas
Aggregate Average Monthly Untque VISitors 00 0.0 0.0 00 0.0 00 0.0 0.0 0.0 00

x Average Monthly User SessIons per Unique ViSitor 30 3.2 3.4 37 3.8 4.0 4.2 4.4 4.7 49

x Average Page Views per session 10.0 10.8 11.3 11.9 125 13.0 135 14.1 146 152

x 12 =- Total Page Views In Non-Subscnber Areas 0.0 0.0 0.0 0.0 00 0.0 00 0.0 00 0.0

Talai AOL Page Views 171.0 673.6 1.435.3 2.459.7 3,8185 5,245.9 6.517.6 7.683.9 9.020.8 10,5509

x AdvertiSing Revenues Per Page View (+10% Yr) $5.00 $6.00 $6.90 $7.94 $9.13 $10.49 $12.07 $13.27 $14.34 $15.48

Totel Advertising Revenues 0.9 ..0 9.9 19.5 34.1 55.1 78.7 102.0 129.3 163.4

'% Change 372.7% 145.0% 97.1% 78.5% 58.0% 42.9% 297% 26.8% 26.3%

E·Commerce Fees:
Commerce Site Page Vlews-% or TOlal Annual Page Views 1.0% 1.2% 1.3% 1.4% 1.5% 1.5% 1.6% 1.6% 17% 1.7%

Page Views on Commerce Slies 1.7 8.1 18.7 34.4 55.4 78.7 101.0 122.9 148.8 1794

x Take Rate (%) Weighted by Quantity Purchased per Purchase 5.5% 6.0% 7.0% 8.0% 9.0% 10.0% 11.0% 12.0% 13.0% 14.0%

= Total E·Commerce Purchases 0.1 0.5 1.3 2.8 5.0 7.9 11.1 14.8 19.3 25.1

x Average Purchase/OownIoad Pnce 53500 536.40 $37.49 $38.62 $39.78 $40.97 $42.20 $43.46 $44.77 $46.11

= Total E·Commerce Purchases ($ mlll,ons) 3.3 17.7 49.0 106.4 198.2 322.4 468.9 641.2 8662 1.1579
x AOL Comm,sslons (%) 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%
=AOL e.commerce Fee. 0.3 1.8 4.9 10.6 11.8 32.2 41.9 64.1 88.6 115.8

% Change 436.3% 177.4% 117.2% 86.3% 62.6% 45.5% 36.7% 35.1% 33.7%

Totel Advertising and E·Commerce Fees 1.2 5.8 14.8 30.2 54.7 17.3 125.5 161.1 216.0 279.2
%Chanoe 390.4% 154.9% 103.7% 81.3% 59.7% 43.8% 32.3% 30.0% 29.3%

Source. Credli Lyonnals Secunloes eslomales
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Exhibit 118: AOL Australia Income Statement Projections
15_' ''''1: - _1" :zuon: - - :ZUOllE _I: 2UQl" ZOOlI"

Revenues
Suoscnptlon 202 67.0 '17 5 1658 2116 250 6 2714 281.7 291 3 300 3
AdvertIsing, E-Commerce Fees and Other Revenues

Advertising 09 40 99 195 348 551 787 1020 1293 163 ..
E·Commerce 03 1.8 4.9 106 19.8 32.2 469 641 866 1158

Total Advertising and E·Commerce Fees 12 58 14.8 302 54.7 87.3 125.5 1661 2160 2792
Total Consolidated AOL Australia Revenue. 21.4 12.8 132.3 196.0 266.3 337.8 396.9 447.8 507.3 5795

'% Change 2400% 81,8°/0 48.1% 35.9% 26.9% 17.5% 12.8"/0 13.3% 142"-0

Costs of Revenues (150\ (48.8) (84.7) (1196) (1571) (192.6) (218.3) (24181 126891 (30131
Gross Profit 64 240 47.6 164 109.2 145.3 178.6 2060 2384 2782

% Margin 30.0% 33.0% 36.0% 39.0% 41.0% 43.0% 45.0% 46.0°0 47Qo,co 480°,;,
% Change 274.0% 98.3% 60.5% 42.9% 33.1% 22.9% 15.3% 157% 16,J'l/o

01her Operating Costs:
Sales and Marketing (43) (135) (22.9) (33.4) (41.5) (48.8) (52.8) (548) (56.6) (582)

Sales and Marketing per Average Analog Subscnber ($4500) ($4275) ($40.61) ($41.02) ($38.91) ($37.80) ($3666) (53556) (53450) ($3346)
Product Development (28) (8.7) (146) (206) (26.6) (32.1) (35.7) (38.1) 1406) (4351
General and Administrative 13.2\ 13.9\ 14.3\ 4.11 (5.21 1571 16.1) 16.5) 16.9) (73)
To'al 10.3 261 41.8 58.8 73.4 86.6 94.1 99.4 1041 1090

EBITOA (3.8) (2.0) 5.8 11.1 35.8 58.1 83.9 106.6 134.3 169.1
% Margm ·18.0% -2.8% 4.4% 9.0% 13.5% 11.4% 21.1% 23.8% 26.5% 29.2%
% Change 203.9% 102.7% 63.7% 43.1% 27.0% 260% 25.9%

Depreciation and Amortization 14.3\ 15.8 19.5\ 115.3\ 120.0) [18.9) 118.11 118.7) 118.7) (187
Operating Income (8.1} (1.8) (3.1) 2.3 15.8 39.1 65.2 81.9 115.6 150.4

% Margin -38.0% -10.7% -2.8% 1.2% 5.9% 11.8% 16.4% 19.6% 22.8% 26,0%
% Change 578.3% 151.7% 64.2% 34.8% 31.5% 301%

Net Int"""" Expense 1.2 0.5 10.31 11.3\ 0.1 2.4 6.2 11.3 18.2 27.3
Pretax Income (7.01 (1.3) (4.0) 1.0 15.1 42.1 71.4 99.2 133.8 111.1

% Margin -32.6% -10.0% -3.0% 0.5% 6.0% 12.5% 18.0% 22.2% 26.4% 30.7%
% Chaf.oe 1515.7% 165.2% 69.4% 39.0% 34.8% 32.8%

Source: Credit Lyonna,s Secunttes estimates

Exhibit 119: AOL Australi. M.rgln Analysis -
Gross Margin 30.0% 33.0% 36.0% 39.0% 41.0% 43.0% 45.0% 46.0% 47.0% 48.0%

Operaling Costs as a % of Revenues
Sales and Marl<eling 20.0% 18.5% 17.3% 17.1% 15.8% 14.4% 13.3% 12.2% 112% 10.0%
Product Development 13.0% 12.0% 11.0% 10.5% 10.0% 9.5% 9.0% 8.5% 8.0% 1.5%
Gen••1and Administrative 15.0% 5.3% 3.3% 2.4% 2.0% 1.7% 1.5% 1.5% 1.4% 1.3%
Total 480% 35.8% 31.6% 30.0% 27.5% 25.6% 23.9% 22.2% 20.5% 18.8%

EBITOA Marain -18.0% -2.8% 4.4% 9.0% 13.5% 11.4% 21.1°/. 23.8% 26.5°/. 29.2%

Source: Credit Lyonnais Secunlles estimates

Exhibit 120: AOL Australl. Cash Flow Projections,_ - ........ ....... .- ._. - - 2UlI~ z_
Pretax Income (10) (13) (4.0) 1.0 15.9 42.1 71.4 99.2 1338 177.7

Depreciation and Amortization 4.3 5.8 9.5 15.3 20.0 18.9 18.7 18.7 18.7 187

After·Tax Cash Flow (2.1) (1.5) 5.5 16.3 35.9 61.1 90.1 118.0 152.5 196.4

Cap,tal Spending 14.31 110.91 119.81 129.41 111,0) 115.01 115.01 (15.0) (15.0) (15.0

Free Cash Flow (1.0) (12.4) (14.3) (13.1) 18.1 46.1 15.1 103.0 131.5 181.4

Net Debt:
Beginning 30.0 23.0 10.6 (3.1) (16.8) 2.1 48.2 123.3 2263 363.8

Ending 23.0 10.6 (3.7) (16.8) 2.1 48.2 123.3 226.3 363.8 5452

Average 265 16.8 3.4 (10.3) (7.3) 25.2 85.8 114.8 295.1 454.5

Source: Credit Lyonnais Securrtles esllmates
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Exhibit 121: AOL Australia Depreciation Schedule

IS ....IIon.' 19191: - 2lHI'l1: Z082E 2G03E 2DlME 2OD5E 2tIOllI: 20071: 20081:

BeginnIng PP&E 150 155 22.6 368 570 59.7 59.8 59 9 599 599
CapItal SpendIng 43 10.9 198 29.4 170 150 150 IS 0 150 150
AcqUIred PP&E
Depreciation (43) (58) (9.51 (153) (20.0) (189) (18.71 11871 11871 :187)

Source. Credit Lyonnals Secunltes estimates

Exhibit 122: AOL Australia DCF Valuation,- - - - - - - 2007£ 2001E

Free Cash Flow (70) (124) (14.3) (13.1) 18.9 46.1 75.1 103.0 1375 1814
Add: After·Tax Interest (0 ,f Net Cash) 0.0 00 0.0 1.3 rO.l\ 00 00 00 00 00
Free Cosh Flow 10 Firm (FCFF) (7.0) (12.4) (14.3) (11.7) 18.8 46.1 75.1 103.0 137.5 181.4

% Change 78.0% 15.4% ·18.2% -260.7% 144.7% 63.0% 37.1% 33.6% 31.9%

Assumptions:
Terminal Growth Rate 11.5%
WACC 15.1%
Terminal 27.8x

Years to Discount 0 1 2 3 4 5 6 7 8 9
0 1 2 3 4 5 6 7 8

0 1 2 3 4 5 6 7
0 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
0

Present Value of FCFF (70) (10.8) (10.8) (7.7) 10.7 22.8 32.3 38.5 44.7 51.2
(12.4) (12.4) (88) 12.4 26.3 37.2 44.3 51.4 58.9

(14.3) (10.2) 14.2 30.2 42.8 51.0 59.2 67.8
(11.7) 16.4 34.8 49.3 58.7 68.1 78.0

18.8 40.0 56.7 67.5 78.4 898
46.1 65.3 77.7 90.2 103.4

75.1 89.5 103.8 119.0
103.0 119.5 1369

1375 1576
1814

Sum of Present Value or FCFF Stream 163.9 196.7 240.6 293.5 351.3 382.6 387.4 359.4 295.2 181.4

Present Value of Terminal Value 1.586.0 1.825.5 2,101.1 2,418.3 2.783.4 3.203.6 3,687.3 4,244.0 4,884.8 5.622.2

End'ng Net Cash (Debt) 23.0 10.6 (3.7) (16.8\ 2.1 48.2 123.3 2263 363.8 545.2

Nel Pre.."l Value 1,772.9 2,032.7 2,338.0 2,695.0 3,136.8 3,634.5 4,198.0 4.829.7 5,543.7 6,348.9

% Chenoe 14.7% 15.0% 15.3% 16.4% 15.9% 15.5% 15.0% 14.8% 145%

Source: Credit Lyonnais Securities estimates

AOL Latin America

AOL Latin America (AOL\) was formed as a joint venture between i\OL and The Cisneros
Group in December 1998. The Cisneros Group has corrunitted to contributing an aggregate
$100 million in funding, while AOL has granted AOL Latin America licensing rights to offer
AOL-branded online services through the Pc. The license also covers TV and wireless
delivery, when available. These licenses last Wltil December 15, 2003 or until either owner
reduces its ownershlp interest below 20%. The licenses are non-exclusive subject to
AOLNs option to pay A01. a license fee equal to its pro rata share of development costs.

Non-i\OL branded services such as MovieFone, Spinner, and DigitalCity are not included in

the license.

Latin America is one of the fastest growing online regions in the world. The online
population is expected to compound at 19% over the 1998-2003 period, according to
Jupiter Communications. Jupiter also predicts that the country will have 20 million people
with Web access by 2003. Dataquest is less optimistic (11 million by 2003). We present
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Computer EconomICs Laun\mencan Internet user proJections. falling between tho,e ()t
Jupiter and Datague5t. in the following exhibit.

Exhibit 123: Latin American Internet Population
OnHne avera" Online

100h1
PopuIlItIon Population PopuIlItIon

1899 1991 2OO3E

Argentina 238 36,738 435
Bolivia 10 7,983 23
Brazil 1,785 171,853 7.250
Caribbean 35 15,633 207
Chile 235 14,974 430
Colombia 125 39,309 195
Costa RIca 55 3,674 86
Ecuador 10 12.562 17
Mexico 1.275 100,294 5,150
Paraguay 3 5.434 8
Peru 67 26,625 87
Uruguay 14 33,089 25
Venezuela 47 23,203 87
Total Latin America 3,899 445,957 14,002

Source: Computer Economics

The challenges facmg Internet service and content providers in Latin America include the
following:

1. PC penetration in Latin America is only 16% (compared to over 60% in the U.S.) and in
the single digits in certain countries such as Peru (7%) due to high costs and poor
infrastructure. Although there is an emerging middle class, a large portion of Latm
America's population lives below the poverty line, while a small minority upper class
controls the bulk of the continent's economic power. For example, in Brazil the richest
20% of the people control roughly 60°;0 of the wealth. In this group of roughly 100
million people, 40% already have a PC in the home. Hardware pricing is declining,
however, with $600 PCs hitting the market. To partially compensate, several countries
(e.g., Peru, Argentina, Chile) are establishing public Internet access booths and
cybercafes dedicated to Internet access for $1-$5 per hour.

2. Infrastructure issues ~ogistics, customs, currency) remain serious. There arc about 10
telephone access lines for each 100 people in Brazil, versus 65 in the U.S. Tariffs in
Brazil have been unstable over the past tive years, 'with annual price increases ranging
from 10% to as high as 40%. ;\s much of the commerce will most likely come from the
U.S., this could suppress demand. Credit cards, taken for granted in the U.S., have yet
to come into mass acceptance in Latin America, where checks are still widely used, for
reasons including lack of faith in the banking system and few issuers. .\merican
Express, however, does report that credit card penetration is increasing (14° Ufrom 1997

to 1(98).

3. Local content has yet to develop. ,\ccording to estimates, 80° 0.-90% of the content in
Latin .\merica \~rill be derived from outside markets while most consumers prefer local

content.

Jupiter Communications expects Latin American spending online to surge to $8.3 billion by

2004, from an estimated $194 million in 1999. Brazil is likely to be the fusc Latin i\mencan
nation to jump start e-commerce activity. .\ccording the Boston Consulting Group, 88% of
Latin .\merica-based sales are made in Brazil. Forrester Research estimates that Brazil
accounted for nearly 60% of all Latin American online advertising expenditures in 1999.
(See Exhibits 124-126 on the following page).
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Exhibit 124: Latin American E·Commerce Spending

Other
6%

Source: Computer EconomIcs

Exhibit 125: Worldwide Online Advertising Spending Projections
:Lj~L~",if~~~~,;, 'c< :;-CAGR

North America 2,831 5,410 8,773 12,740 17,482 22,589 51%
Europe 286 621 1,217 2,169 3,589 5,480 81%
Asia-Pacific 166 346 691 1,235 2,070 3,322 82%
Latin America 51 121 259 517 949 1,647 100%
Total WOl1dwide 3,336 6,502 10,948 16,675 24,113 33,075 58%

Sou~e:ForresterResea~h

Exhibit 126: Latin American Online Advertising Spending Projections
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Source: Computer Economics

Boding well for AOL is typical Latin American utilization of the Internet, which attaches
greater importance to communications, as opposed to the heavy information
retrieval/entertainment bent in the U.S. The attraction of being part of AOL's global
community and the ability to use AOL's branded communications tools such as Instant
Messenger and ICQ should generate demand. i\ccording to an October 1999 BNsinm Week
article, Latin American users average 8.2 hours of online time a week, compared to 7.1 hours
in the U.S.

Is brand more or less important in Latin America? One common school of thought is that
in a situation where information is not plentiful, new users of any consumer product will
seek those brands most familiar to them. The other is that as a new medium, the importance
of an online brand has been overestimated, since consumers will seek to maximize the
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benefits of ,peed. ubiquItY. connectiyltv. and unlimited space that the Internet pronde,. In
adclitlon, consldenng the endless functlons the online meclia perfonn, for111U1g a broad brand
would be a considerable challenge, in our new. \\·e argue. howcyer. that ..\OJ. IS clo,c,t to .1

ul1lyersal online brand.

Brazil

The country is the eighth-largest industrial economy in the world. Brazil's population of I-II

million makes up half of the Latin .\merican total. Dataquest figures show Brad leading
Latin .\merica in terms of PC units purchased, with about I.S million. slighth' ahead at
Mexico.

Brazilian demographic composition is the most ethnically cliyerse in Laun :\menca, including

the largest Japanese populatIon in the world outside of Japan. Despite the cliyer,in·,
Brazilians are wholeheartedly nationalistic. The use of the Portuguese language is also

unique in Latin America. These factors present the need for an ISP to conyey Brazil-specIfic

services and content.

.\pproximately 2.7 million Brazilians currentlv use the Internet, according to the IDC, sen'ed

by 200 ISPs (based on Dataquest figures). ~!e expect this fragmented market to rationalize
quickly and point to seyeral competitors as the most likely to accrue market share oyer the

next 3--5 years:

• 1fSN/Globo Cabo: IvIicrosoft invested $126 million for an 11.5% stake in Globo in

1999. The two plan to offer a cable modem service (called Virtua) in the near future.

1fSN/Globo Cabo ",..ill promote a variety of services including content creation,

broadband networks, sofNrare and Internet technology, and a joint portal.

• Universo Online (VOL): Backed by Brazil's largest newspaper (Folha de Sao Paulo,
which is the majority owner of VOL, and Abril), UOL has added roughly 600,000

subscribers in its three years of operating in Brazil. UOL claims that 80°'0 of Brazilian
Internet users pass through its sites, generating 600 million page views a month. LTOL

also launched five Internet ports in Latin America and the U.S. in 1999.

• Terra Networks: The Internet company subsidiary of Telef6ruca S.•\., Terra NeN;orks
entered Brazil in June of 1999 with its acquisition of local ISP and porral operator Z.\Z,
which is changing its name to Terra. Terra has approximately 380,000 Brazilian

subscribers signed up to date, making the second-largest ISP in the country. Howeyer,

Terra's biggest impact on the Brazilian market may be its recent decision to introduce a

free Internet-access service, making it the first major ISP to do so.

• StarMedia: Formed in 1996 as a wa,' for Latin ;\mericans to "work out their differences

online," StarMedia offers a variety of content channels, community features, search

capabilities, online shopping and Internet access services to Latin Americans and other
Spanish- and Portuguese-speaking audiences. StarMedia has established offices in 18
countries and has rapidly built its user base-averaging over 250 million page views a

month. \X'e attribute StarMedia's success to its focus on solely serving the interests and

needs of Latin American and other Spanish- and Portuguese-speaking Internet users.

We believe StarMedia has built a credible brand on this focus.

Argentina

Argentina has recently seen a wave of Internet start-ups. In several ways, we believe this

nation offers a more promising environment than Brazil for the development of an Internet

services marketplace:
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• :\rgentma has the highest GOP per caplla in Latin .-\menca;

• Its telecommunications mfrastructure IS substantialk more modern than Bra71l's;

• Social indicators arc on par with European countries in se\ocral respects;

• Argentina has relativeh- active media, advertising, and public relations industries that

,;hould provide fertile trammg grounds to staff Internet companies; and

• Cable penetration IS among the highest in the world at approximateh- 60') o.

There are currently approximately 400,000 Internet users in Argentina, or 10
;' of the total

populauon.

.-\ recent study by Boston Consulting Group (BCG) estimates that 10°0.-15°0 of the

.\rgentine user base has u,;ed the Internet to make a purchase, contributing to an estimated

$2 million e-commerce market. BCG projects that Argentine e-commerce market will

increase 200°·0-300% per year over the next few years. As is the case tllroughout Latin
.\menca, commerce has been constrained by .-\rgentina's cash-heavy economy, created by llS

past history of hyperin flation and its underdeveloped banking system.

Credit Lyonnals Securities February 28, 2000 114



America Online Inc I Time Wamer Inc

Exhibit 127: AOL Latin America Subscription Revenue Projections

i·al
'I I

~;-_:

,............ 1_ - :zvcn~ - _.~ - - ZVQIlIt:: ."'vr~ .......~
Aggregate PopulatIon (Assume 1 8% Annual Growth)

Braz!1 1719 1749 1781 181 3 1846 187.9 1913 194 7 1982 2018
MeXICO 1003 1021 103.9 105.8 1077 1097 1116 1136 1157 117 8
Argenttna 367 37.4 38.1 388 395 402 409 416 424 431
Colombia 393 40.0 40.7 41.5 422 430 43.8 445 45.3 462
Chile 150 15.2 155 158 161 164 167 170 173 176
Venezuela 23.2 23.6 24.0 24.5 249 254 25.8 263 268 272
Peru 266 27.1 27.6 28.1 286 291 296 302 307 31.3
Other 33.0 33.8 34.2 34.8 354 361 387 374 38 1 388

Tolal Latin Amencan Population 446.0 4540 462.2 470.5 4790 4876 496.4 505.3 5144 5237
Core Market Population (e.g.. Brazil, MeXICO. Argentlnal 3089 314.4 320.1 3259 331 7 3377 3438 3500 3563 3627

Average Household SIze 35 3.5 3.4 3.4 33 32 3.2 31 30 30

Households
Core Ma~ets 127.4 129.7 134.8 140.0 145.4 151.0 156.9 1630 169.3 175.9
Other Markets 39.2 399 41.4 43.0 447 464 482 50.1 52.0 541

Total Households 166.6 169.6 176.2 1830 1901 197.5 205.1 213.1 221.4 2299

Total PC Units 5.0 8.3 21.1 38.6 51.3 67.1 82.1 95.9 1107 126.5
PC Household PenelralJon 3.0% 4.9% 12.0% 20.0% 27.0% 34.0% 40.0% 45.0% 50.0% 55.0%

Online Households 1.1 2.9 8.7 16.8 25.7 356 45.1 54.7 64.2 74.6
Online Household Penetratton of PC Households 22.0% 35.0% 41.0% 46.0% 50.0% 53.0% 55.0% 57.0% 58.0% 590%

AOL Subscribers (millIons):
Beginning 0.000 0.120 0.620 1.620 3.620 6620 9.620 12.620 15.620 17.620
Additions 0.120 0.500 1.000 2.000 3.000 3.000 3.000 3.000 2.000 2.000
Ending 0.120 0.620 1.620 3.620 6.620 9.620 12.620 15.620 17620 19.620
Average 0.060 0.370 1.120 2.620 5.120 8.120 11.120 14.120 16.620 18.620

Pricing
Unlimited 519.66 518.68 517.75 516.68 515.68 514.58 513.56 512.48 511.48 510.33
10 Hours + R51.95 per AdditIonal Hour $8.40 $8.40 $7.98 57.SO 5705 $8.56 56.10 55.61 55.16 $4.64
5 Hou", + R52.95 pet' Additional Hour 55.59 55.31 55.04 $4.74 $4.46 $4.15 $3.86 $3.55 $3.26 52.94

% Change -5.0% -5.0% -60% -6.0% -7.0% -7.0% -8.0% -8.0% -10.0%

Subscnbe1 Mix:
Unlimited SO.O% SO.O% 51.0% 52.0% 530% 54.0% 55.0% 56.0% 57.0% 58.0%
10 Hou'" + R51.95 per Additional Hour 25.0% 25.0% 26.0% 27.0% 28.0% 29.0% 30.0% 31.0% 32.0% 33.0%
5 Hou", + R52.95 per Additional Hour 25.0% 25.0% 23.0% 21.0% 19.0% 17.0% 15.0% 13.0% 11.0% 9.0%

Weighted Averaga Subscription Rate 513.33 512.77 512.29 511.70 511.13 510.48 59.87 5919 58.55 57.79

AOL Subscription Revenues from Staled Plan 1.2 56.7 165.1 Jlj7.7 683.9 1.021.2 1.316.6 1.556.7 1.705.9 1.740.4

Additions! Hour per Month per Average Umited-Plan Subscriber 0.3 0.3 0.3 0.3 0.4 0.4 0.4 0.5 0.5 0.6
Average pet' Hour Charge 57.00 57.00 56.65 56.25 55.88 55.46 55.08 $4.68 54.30 53.87
Additional Usage Charge 0.1 4.7 14.2 33.0 64.1 100.0 134.5 165.9 189.7 201.7
AOL Suscriplion Revenues 13 61.3 179.3 4007 748.0 1.1212 1.451.1 1.722.6 1.895.5 1.942.1

CompuServe Subscribers
Beginning 0.008 0.007 0006 0.005 0.005 0.004 0.004 0.004 0003 0.003
AddItions (0.001> (0001) fO.001) (0.001> (0.000) fO.OOO) (0.0001 (0.000) (0000) (0000
Ending 0.007 0.006 0.005 0005 0004 0.004 0004 0.003 0003 0003
Average 0.008 0.007 0006 0.005 0.005 0.004 0.004 0003 0.003 0.003

x Average Monthly Subscnphon Rate 531.31 515.00 514.25 513.40 512.59 511.71 510.89 51002 59.22 58.30
% Change ".0% -5.0% -6.0% ·6.0% .7.0% ·7.0% -8.0% -8.0% ·10.0%

Total CompuServe SubscnptJon Revenues 16 1.2 1.0 0.8 07 06 0.5 0.4 0.3 03
% Change ·28.8% -16.7% -15.4% -15.4% -16.3% ·16.3% -172% -17 2% -19.0%

Total AOL Subscription Revenues 2.9 62.5 180.3 401.5 748.7 1.121.8 1.451.6 1,723.0 1,895.9 1.942.4
% Chance 2027.9% 188.4% 122.7% 86.5% 49.8% 29.4% 187% 10,0% 0.0

Source Credit Lyonnais Securities estimates
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Exhibit 128: AOL Latin America Advertising and E-Commerce Revenue Projections

I,,;
I '
: 1

1_ - 20GE 2OG2E 2OG3E 2lICME 2IIlI!IE 2OG1E 2008E

AcJ\I'ertlsing and E·Commerce Fees:
Advertising:

Average SubscnberS 01:60 0.370 1.120 2620 5120 8.120 11 120 14 120 16620 18620
x Average Monthly User Sessions per Average SubScriber 100 120 132 14.5 157 169 18.3 198 21.3 230
x Average Page Views per SessIon 75 80 8.8 97 10.6 11.4 120 124 12.9 13.5
x 12:: Total Page Views in AOL SubscriptIon Areas 68 426.2 1.5612 4.4190 10.2591 18.802.0 29.1988 41644.0 55.056 1 69.2805

Non-Subscription Areas
Country Portals

Beginning 0.0 0.0 2.0 4.0 5.0 6.0 70 70 70 70
Launches 10 2.0 20 10 10 10 00 00 00 0.0
Ending 10 2.0 40 5.0 6.0 7.0 70 70 70 7.0
Average 05 10 30 4.5 55 65 7.0 70 7.0 70

x Aggregate Average Monlhty Umque ViSitors per Average COlInl 03 03 10 15 18 20 2.2 24 27 29
x Average Monthly User Sessions per Unique ViSitor 50 5.0 5.3 5.7 6.0 6.3 64 6.6 6.8 70
)( Average Page Views per Session 40 4.0 6.0 6.3 6.6 68 7.1 7.4 7.7 8.0
x 12 = Total Page VIews ,n Non-Country Portals 45 no 1.134.0 2.893.4 4.634.1 6.645.0 8.432.2 9.9358 11.7076 13.795.3

Average Regional Portal 1.0 1.0 1.0 1.0 1.0 1.0 10 1.0 10 10
x Aggregate Average Monthly Urnque ViSItors 0.5 0.5 1.2 1.4 1.1 2.0 23 2.6 29 3.2
x Average Monthly User Sessions per UniQUe Visitor 50 5.0 5.3 5.7 6.0 6.3 6.4 6.6 6.8 70
x Average Page Views per Session 4.0 4.0 5.0 5.5 5.8 60 62 6.5 6.8 70
x 12 = Total Page Views in Non-Country Portals ISO 120.0 362.3 537.9 711.7 893.7 1.1010 1.356.3 1.598.1 1.8831

Other Brands'
x Aggregale Average Monlhly Untque Visitors 0.7 0.7 1.2 1.7 2.0 2.2 2.6 2.7 2.9 30
x Average Monthly User SesslOf1S per UnIqUe Visitor 3.0 3.0 4.0 4.4 •.8 5.0 5.1 5.3 5.5 56
x Average Page Views per SeSSion 4.0 4.0 5.0 5.5 5.8 6.0 62 65 6.8 7.0
x 12 =Total Page Views in Non-Country Portals 12.6 100.8 288.0 493.7 643.8 808.5 996.0 1.120.2 1,260.0 1.417.2

Tolal Non-Subscription Page Views 32.1 292.8 1.184.3 3.925.0 5.989.6 8.347.2 10.529.2 12.412.4 14.565.7 17.095.6
Total AOL Page VteWS 38.9 719.0 3,345.4 8.344.0 16.248.7 27.149.2 39.128.0 54.056.3 69.621.8 86.376.1

x AdvertiSing Revenues Per 1.000 Page V",ws (+10% Yr) 52.50 53.00 $4.50 $6.30 57.56 sa.69 510.00 51100 511.88 512.83
Total -.l1Iolng R.".nu.. 0.1 2.2 15,1 52-6 122,' 238.0 397,2 5M,S '21,0 1.108.0

% Change 597.9% 249.2% 133.7% 92.1% 68.3% 49.7% 39.1% 34.0%

E-Commerce Fees:
Commerce Site Page Views-% of Total Annual Page Views 0.1% 0.3% 0.6% 1.1% 1.6% 2.1% 2.2% 2.3% 2.4% 2.5%
Page Views on Commerce Sites 0.0 1.8 18.4 87.6 251.9 5566 854.2 1.216.3 1.636.1 2.116.2
x Take Rale (%) Wetghled by Quantity Purchased per Purchase 0.0% 0.0% 1.0% 2.0% 3.0% 3.5% 4.0% 4.5% 5.0% 5.5%
=Total E-Commerce Purchases 0.0 0.0 0.2 1.8 76 19.5 34.2 54.7 81.8 116.4

x Ayerage Purchase/Download Pnce 525.00 525.00 525.15 526.52 521.32 528.14 528.98 529.85 530.75 $31.67
=Total E-Commerce Purchases (5 millions) 0.0 0.0 4.7 46.5 206.4 548.1 990.2 1.633.8 2.515.3 3.686.0
x AOL Commissions (%) 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%

=AOL E-Commere. F••• 0.0 0.0 0.1 7.0 31.0 82.2 148.5 245.1 311.3 552.9
% Change 880.9% 344.1% 165.5% 80.7% 65.0% 53.9% 46.5%

Total Advertising and E-Commerce F••s 0.1 2.2 15.' st.S 153.' 318.3 ~.1 839.6 1.2004.2 1.660.9
% Change 2121.0% 630.8% 277.7% 158.3% 11:6.9% 71.5% 53.8% 434% 37.9%

Source: Credit Lyonnais Securities estimates
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Exhibit 129: AOL Latin America Income Statement Projections
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Revenues
SubscnptlQn 29 625 1803 4015 7487 1.1218 1.451 6 17230 1.8959 1.9424
Advertising, E·Commerce Fees and Other Revenues

Aavertislng 01 22 151 52.6 122.8 2360 397.2 5945 8270 1.1080
E-Commerce 00 0.0 0.7 70 31.0 82.2 148.5 2451 377 3 5529

Total Advertlsing and E·Commerce Fees 01 2.2 15.8 595 153.8 3183 5457 8396 12042 1.66C 9
Total Consolidated AOL Latin America Revenues 3.0 64.7 196.0 461.1 902.5 1.440.1 1.997.3 2.562.6 3.100.1 3.603.3

% Change 2030 8% 203.1% 135.2% 95.8% 59.6% 38,7% 283% 21.0% 1620
'0

Costs of Revenues 11.11 142.01 112151 1272.01 1514.41 1799.21 11.088.61 11.37101 1164311 1.89171
Gross Profit 19 226 74.5 189.0 388.1 640.8 9088 1.1916 1.4571 1.711 6

% Margin 64 1% 350% 38.0% 41.0% 43.0% 44.5% 45.5% 46.5% 47.0% 475°;;'

% Change 1064 3% 229.1% 153.8% 105.3% 65.1% 41.8% 31.1% 22.3% 17,5%

Other Operating Costs:
Sales and Markellng (201 (11.31 (33.11 (75.6) (144.7) (215.6) (277.5) (3312) (36651 (38591

Sales and Marketing per Average Analog Subscriber ($3000) ($30.00) ($29.40) ($28.81) ($28.24) ($26.54) ($24.95) ($2345) ($22.051 ($2072)
Product Development (Excludes 1/3 of DepreCIation) (03) (7.8) (20.6) (41.5) (72.2) (100.8) (124.81 (1474) 1'628) (17121
General and Administrative 120\ 19.7\ 125.51 150.7) 160.91 173.0\ 184.Q\ 192.4\ 1101.6) 1118)
Total 5.4 70.8 200.7 439.9 792.2 1.188.7 1.574.9 1.942.0 2.273.9 2.5606

EBITDA (2.4) (6.1) (4.7) 21.2 110.3 251.4 422.4 620.7 826.2 1.042.7
% Margin ·781% ·95% -2.4% 4.6% 12.2% 17.5% 21.2% 24.2% 26.7% 28.90",
% Change 420.7% 127.8% 68.1% 46.9% 33.1% 26.2%

Depreciation and Amortization 10.1\ 11.1\ 16.01 117.81 131.6\ /33.11 134.11 135.7\ 137.01 138.0\
Operating Incamo (2.5) (7.3) 110.61 3.4 78.7 218.2 388.3 585.0 789.3 1.004.8

% Margin -11.2% -5.4% 0.7% 8.7% 15.2% 19.4% 22.8% 25.5% 27.9%
% Change 2215.1% In.l% 78.0% 50.6% 34.9% 27.3%

Net Inleresl Expense 0.8 2.4 2.8 1.4 2.0 9.2 25.1 51.2 89.0 139.6
Pretax Income (1.6) (4.9) (7.9) 4.8 80.7 227.4 413.4 636.2 878.3 1.144.4

% Margin -54.2% ·7.6% -4.0% 1.0% 8.9% 15.8% 20.7% 24.8% 28.3% 31.8%
% Change 1574.8% 181.7% 81.8% 53.9% 38.1% 30.3%

ProviSion for Taxes 10.11 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Not InCOflle (1.8) (4.9) (7.91 4.8 80.7 227.4 413.4 536.2 878.3 1.144.4

% Margin -7.6% -4.0% 1.0% 8.9% 15.8% 20.7% 24.8% 28.3% 31.8%
% Change 1574.8% 181.7% 81.8% 53.9% 38.1% 30.3%

Source: Credit Lyonnais Securities estimates

Exhibit 130: AOL Latin America Margin Analysis
". ·C;,. .-

Gross Margin 641% 35.0% 38.0% 41.0% 43.0% 44.5% 45.5% 46.5% 47.0% 47.5%

Operating Costs as a % of Revenues
Sales and Marketing 66,7% 17.5% 16.9% 16.4% 16.0% 15.0% 13.9% 12,9% 118% 10.7%

Product Oevewpment 10.3% 12.0% 10.5% 9.0% 8.0% 7.0% 6.3% 5.8% 5.3% 4.8%

General and Administrative 65.2% 15.0% 13.0% 11.0% 6.7% 5.1% 4.2% 36% 33% 31%

Total 178.1% 109.5% 102.4% 95.4% 87.8% 82.5% 78.8% 75.8% 73.3% 71.1%

EBITDA Me'llin -78.1% -9.5'10 -2.4% 4.6% 12.2% 17.5% 21.2% 24.2% 26.7% 28.9"1.

Source: Credit Lyonnais Securities estimates

Exhibit 131: AOL Latin America Cash Flow Projections
..- .- - _111

_.
Nellncome (1.8) (49) (7.9) 4.8 80.7 227.4 413.4 636.2 878.3 1.144.4

Depreciation and AmortiZation 0.1 1.1 6.0 17.8 31.6 33.1 34.1 35.7 37.0 380

After·Tax Cash FI_ (1.7) (3.8) (1.9) 22.6 112.3 280.6 447.5 671.8 915.2 1.182.3

Chan90 in Net Wonting Capital 07 (2.0) (2.0) (2.0) (2.0) (2.0) (2.0) (2.0) (2.0) (2.0

Contribution from Cisneros Group 350 43.0 22.0 6.0

Effect of EXchange Rate Ftucluation (0.1)
'9.7\ '29.41 189.21 145.0\ 135.0\ 135.0) 135.01 135.01 135.0CapHal Spending iO.5)

Free Cash Flow 33.4 27.5 (11.3) (42.6) 65.3 223.8 410.5 634.8 878.2 1.145.3

Net Debt:
Beginning 0.0 33.4 61.0 49.7 7.1 72.4 296.0 706.5 1.341.3 2.219.6
Ending 33.4 61.0 49.7 7.1 72.4 296.0 706.5 1.341.3 2.219.6 3.364.9
Averaoe 167 47.2 55.3 28.4 39.8 184.2 501.2 1.023.9 1.780.5 2.792.3

Source: Credit Lyonna,s SeCUrities estimates
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Exhibit 132: AOL Latin America Depreciation Schedule
1_ - _E _II: ~ ZIIOllE 2OlI1E 20QE

Beginning PP&E 00 05 '0.2 397 1009 '257 '356 '43.5 '498 154 8
Capital Spending 0.5 97 294 692 45.0 350 350 350 350 350
AcquIred PP&E
DepreciatIon 1011 (l.'J 16.0J (17 8) (31.6) (33.1' (34 " 13571 (370, 1380'

Source. Credit Lyonna,s Securities estimates

Exhibit 133: AOL Latin America DCF Valuation,... - 211ME - :lIIII:lE - .- - 2UQn -
Free Cash Flow 334 275 (lUI (426) 653 223.6 4105 634.8 8782 1.145.3
Add After-Tax Inleresl (0 ,I Nel Cash) 00 0.0 00 00 00 0.0 0.0 00 00 00
Free Cash Flow to Finn (FCFF) 33.4 27.5 (11.3) (42.6) 65.3 223.6 410.5 634.8 878.2 1.145.3

Assumptions:
Terminal GrtM'th Rate 11.5%
WACC 151%
Terminal 27.8.

Years to Discount 0 3 4 5 6 7 8 9
2 3 4 5 6 7 8
I 2 3 4 5 6 7
0 1 2 3 4 5 6

0 1 2 3 4 5
0 1 2 3 4

0 I 2 3
0 I 2

0 I
0

Present Value 01 FCFF 33.4 23.9 (8.5) (27.8) 37.0 109.7 174.7 234.4 281.2 318.1
27.5 (9.8) (32.0) 42.6 126.5 201.5 270.2 324.2 366.8

(11.3) (36.9) 49.1 145.9 232.3 311.6 373.8 422.9
(42.6) 56.7 168.2 267.8 359.2 431.0 487.5

65.3 193.9 306.8 414.2 497.0 562.1
223.6 356.0 477.6 573.0 648.1

410.5 550.6 660.7 747.3
634.8 761.7 861.6

878.2 993.4
1.145.3

Sum 01 Present Value Of FCFF Stream 1,176.2 1,317.6 1.487.4 1.727.9 2.041.3 2.278.3 2.369.0 2.256.1 1.871.6 1.145.3
Present Value of Terminal Value 9.880.7 11.392.2 13.134.9 15.144.3 17.481.0 20.132.1 23.211.8 26.762.7 30.856.7 35.577.0
Ending Net Cash (Debt) 33.4 61.0 49.7 7.1 72.4 296.0 706.5 1.341.3 2,219.6 3,364.9

Net Pre..nt Value 11.010.3 12,77,0.7 14.672.0 16.879.3 19,574.7 22,706.4 26.287.3 30.362.2 34,947.9 40.067.3
% Change 15.2% 14.9% 15.0% 16.0% 16.0% 15.8% 155% 15.1% 14.7%

Source: Credit Lyonnais Securities estimates

Credit Lyonnais securities February 28, 2000 118



America Online Inc I Time Wamer Inc

Other Companies Mentioned In This Report:

3Com Corp (COi\I5-K\SD:\Q-S80 11/1 G-t'R)
.\delphia CommUl11CarlOnS Corp. :-\DL\C-~ .\SD.\Q-$53 15/ IG-BL1") t m

.\T&T Corp. (T-NYSE-S~'i-NR)

.\vis Rent .\ Car Inc. (.\ \'I-NYSE-l 5 1/8-NR)
Bell .\t1antlc Corp. (BEL-NYSE-S47 9/ 16-NR)
CBS Corp (CB5-NYSE-S533/IG-BLY)
CDNow Inc. (CD~\Y-N:\SD:\Q-S8 1/ IG-NR)
Charrer Communications Inc. (CI ITR-N~\SD:\Q-$18 1/8-BL'i") t .m

Coca-Cola Co. (KO-NYSE-S-t8 11/ IG-NR)
Comcast Corp. (cr-.rCS:\-N.\SD:\Q-S41 3/-t-:\DD)'ffi
Cox Communications Inc. (COX-NYSE-S~ 7/8-.\DD)
The \\'alt Disney Co. (DI5-NYSE-$31-HOLD)
DLJdirect (DIR-N.\SDAQ-$9 3/-t-NR)
drkoop.com (KOOp-m'SE-$9 3/8-NR)
E*Trade Group, Inc. (EGRP-NASDAQ-S22 1/-t-NR)
Excite@Home Corp. (.\THM-NASDAQ-$3-t-NR)
eBay Inc. (EBAY-NASDAQ-$150 13/1G-NR)
an Group Pic. (EMI-London-£7.lo-NR)
Fox Entertainment Group Inc. (FOX-NYSE-$23 I/2-HOLD)
Globo Cabo SA (GLCBY-NASDAQ-$21 1/2-NR)
GTE Corp. (GTE-NYSE-$56 3/8-NR)
Hertz Corp. (HRZ-NYSE-36 1/2-NR
Liberty Media Group (LMGa-NYSE-S54 1/I6-BL'y) t

Lockheed Martin Corp. (UIT-NYSE-SI7 3/4-NR)
Media Metrix Inc. (MMXI-NASDAQ-S32 7/8-NR)
MediaOne Group Inc. (UMG-NYSE-$72 15/16-BL'Y)
Medscape (MSCP-NASDAQ-Sll 7/8-NR)
Meredith Corp. (MDP-NYSE-S28-BUY)
Microsoft Corp. (MSFT-NASDAQ-S91 5/16-NR)
Mitsui & Co. Ltd. (MITST-NASDAQ-$127-NR)
Motorola Inc. ~[OT-NYSE-$159 1/-t-NR)
NTI.. Inc. (NTI..I-NASDAQ-S92 1/2-NR)
The New York Times Co. (NYT-NYSE-S39 11/16-BUY)
The News Corporation Ltd. (N\X'Sa-NYSE-$48 1/-t-BCY)
Primedia Inc. (pRl\[-NYSE-$17 1/-t-NR)
Prodigy Communications Corp. (pRGY-N.\SDAQ-$19 7/8-NR)
Reader's Digest Association (RDA-NYSE-$33 5/8-NR)
SBC Communications Inc. (SBC-NYSE-$35 2/16-NR)
The Seagram Co. Ltd. (VQ-NYSL-S55 1/8-NR)
Sporrsline USA Inc. (SPLN-N.\SDAQ-S36 1/2-NR)
TRW Inc. (TRW-NYSE-S46 3/8-NR)
Telewest Communications Pic. (T\'<'STY-N.\SDAQ-S71 1/-t-NR)
Terra Networks S,\ (TRR..\-NJ\SD.\Q-$134-NR)
United Pan-European Communications (L'PCOY-N.\SD,\Q-$189-NR)
TheStreet.com (TSCM-NASD.\Q-$II 15/16-NR)
Time \~'arner Telecom Inc. (T\'<'TC-N:\SDAQ-$73 5/8-NR)
Viacom Inc. (VIAb-NYSE-$50 11/16-ADD)
USA Networks Inc. (CSAI-NASDAQ-$23 15/16-ADD) (m)

Yahoo! Inc. (yHOQ-Nl\SDAQ-SI65 3/16-NR)

~.".I I
~

t Within the past three years. Credit Lyonnais Securities (USA) Inc. was the manager or co-manager of a public offering of
the securities of this company and/or has performed other banking services for which it received a fee.

1m) Credit Lyonnais Securities (USA) Inc. makes a market in this security.
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