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AOL Projection Assumptions

Our AOL projections are based upon numerous assumptions about the development of the
Internet economy. These assumptions are outlined in the following pages.

u.s. Internet Universe Projections

Crucial to the AOL vision is becoming ubiquitous in 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 years, including various points
of connection, including competing broadband technologies--cable modem and DSL for
the PC, Internet TV, and satellite.

1. Dial-up: We estimate that there are currendy 43 million U.S. households with dial-up
Internet access, representing roughly 42.1 % penetration of slighdy over 100 million
aggregate households. For the sake of simplicity, we assume that household 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 years, with PC-enabled
households leveling off in the 66-70 million range. Our PC household projections
through 2002 are taken from a 1999 Forrester Research report. Thereafter, we are
adding a declining number each year, 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
Internet.

Over the following five years we expect this ratio could approach 100%, implying: (1) a
greater proportion of households with more than one PC in the home, as multiple
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-installation and wider pre-packaged advanced-technology
modems in the boxes; and (3) multiple access ports on PCs. \';:'e eventually expect
erosion of the dial-up share of the PC Internet market in favor of broadband, due to

downward pressure on monthly access prices, advances in content created for
broadband, and the end of exclusive ISP relationships with cable modem ISPs.

2. 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 driven by system
upgrades by ~fSOs. WIllie first-tier MSOs (e.g., Cox, Comcast, Time Warner, and
Cablevision) are already approaching fully-upgraded status (70%-plus network two-way
capability), other second-tier large aggregators (e.g., Adelphia and Charter) and rural
independents are still substantially behind the curve. On a blended basis, we estimate
80% of U.S. cable homes passed \vill be upgraded by 2003. Our 200310.5 million cable
HSD subscriber projection assumes national average penetration of 12.5% of upgraded
homes passed.

3. DSL: The rollout of DSL, particularly by RBOCs, accelerated in 1999, and is apparently
gaining momentum in an effort to keep cable high-speed modems from accumulating a
prohibitive 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 RBOe Deployments at 12/31199

Ameritech 15 Mbpsl $59.95 45,000
128 Kbps

Bell Atlantic 640 Kbpsl $49.95 17,000,000
90 Kbps

4.6 Mbpsl $109.95
90 Kbps

7.1 Mbpsl $189.95
680 Kbps

BellSouth 1.5 Mbpsl $59.95 5.000,000
256 Kbps

GTE 768 Kbpsl $49.95 6,100,000
128 Kbps
384 Kbpsl $99.00
384 Kbps
768 Kbpsl $135.00
768 Kbps
1.5 Mbpsl $210.00
768 Kbps

SSClPacffic Bell 384 KbpsI $49.95 9,800,000
128 Kbps
384 KbpsI $199.00
384 Kbps
1.5 Mbpsl $339.00
384 Kbps

US West 256 KbpsI $49.95
256 Kbps
512 KbpsI $84.95 2,200,000
90Kbps

768 Kbpsl $99.95
384 Kbps
1Mbpsl $139.95

384 Kbps
7Mbpsl $859.95

768 Kbps
Total 40 145 000
Source: CED Magazine

e Bell Atlantic 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.

e SBC, whose DSL activities at year-end 1998 consisted mainly of capability installed
by its Pacific Bell subsidiary, announced plans last October to commit $6 billion to
upgrade its networks to accommodate a higher speed and to take its DSL service to
up to 80~/o of its household footprint. SBC will also become a CLEC in 30 major
U.S. markets, starting in Boston, Miami and Seattle.

We attribute this acceleration to:

e 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.

e Progress toward alleviating technical concems: There have been technical advances,
including the use of splitterless systems and new miniaturized components that
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allow the push of DSL services further away from DSL-equipped central offices.
Along ~,.ith the development of voice-over-DSL services, these have made DSL
more practical for the home user. Perhaps most importantly, many suppliers have
introduced universal serial bus modems, allowing plug-and-play modem set-up,
which should dramatically open the retail modem market. US \'Vest reports that
92% of its recent subscriber additions are self-installed.

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

• Industry consolidation, which has expanded the possible market and created scale
econOIIl1es.

4. Internet TV: \X'hile interactivity is currently concentrated in the PC, projections call for
the TV to take a greater role. For example, Forrester Research estimates that interactive
TV will 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 nationwide have forged a sort of makeshift
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 in the same
room. Programmers, such as ESPN/ABC in its NFL coverage and ~ITV Networks
with its interactive IFebRiol 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 interactive TV as developing into diverse distribution
forms (including cable, DBS, stand-alone, and transmission over the digital broadcast
spectrum, although an economic and operating model for the latter form has yet 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 memory and graphics. We expect digital cable
penetration to reach 30% of upgraded homes passed by the 2003-2004 time frame, -w;th
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 a
market, supported by several factors favoring it over the PC-lower hardware costs,
projected to fall in the $200-$500 range; greater bundling possibilities with other

services; and greater ease of use. We also believe the market for stand-alone sec-top
boxes (e.g., Microsoft's WebTV) will continue to exist as a major player in interactive
TV.
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Exhibit 23: Interactive TV Unlv..... Projections -
Digital Cable
U.S Households (milions: .1 % per Yr) 100.7 101.7 102.7 103.7 104.7 105.8 106.9 107.9 109.0 110.1 111.2

% Cable Penetration of U.S. Households: 98.0% 98.2% 98.4% 98.6% 98.8% 99.0% 99.1% 99.2% 99.3% 99.4% 99.5%
% Upgraded to PC Data 28.0% 45.0% 65.0% 75.0% 80.0% 85.0% 88.0% 91.0% 94.0% 96.0% 98.0%

U.S. Digital-Ready Households 27.6 44.9 65.7 76.7 82.8 89.0 93.2 97.4 101.7 105.1 108.4

% Penetration 3.6% 7.3% 13.0% 20.0% 24.0% 28.0% 31.0% 34.0% 37.0% 39.0% 40.0%
US. Digital Cable Households 1.0 3.3 8.5 15.3 19.9 24.9 28.9 33.1 37.6 41.0 43.4

% Internet Capabte 0.0% 25.0% 70.0% 90.0% 95.0% loa.O% loa.O% loa.O% 100.0% loa.O% loa.O'/'
Intemet-Capable Digital Cable Universe 0.0 0.8 6.0 13.8 18.9 24.9 28.9 33.1 37.6 41.0 43.4

Standalone Set·top Internet TV Devisees 0.2 0.6 1.2 1.8 2.3 2.8 3.1 3.4 3.6 3.8 3.9
Totallnlemet TV Universe 1.2 3.' 9.7 17.1 22.2 27.7 32.0 36.5 41.2 44.8 47.3

Source: Credit Lyonnais Secur~ies (USA) estimates

s. Satellite: Although technology has been available since 1996, satellite-transmitted high
speed data service take-up has been slow. Jupiter Communications estimates that there
were roughly 200,000 U.S. residential satellite 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 advertised 400
Mbps rate, and competitor Skybridge plan an "Internet in the sky" product in 200t.
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 botdeneck associated with telephone networks. Through
a DirecDuo dish, a DirecPC subscriber can add 1V signals on the same dish.

So what are the drawbacks? The most serious 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 satellite Internet services has been restricted to download
intensive rural residences and small businesses to which broadband is not readily
available. We estimate there are roughly 40,000 DirecPC subscribers 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 1Cr27 Mbps capacity bi
directionally. 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 Liberty 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 America, and it also plans to transfer its

Direc1V and data services there.

6. 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 International Data Corp. to exceed PC sales in unit volume by 2002.

Credit Lyonnlli. Securlti•• February 28, 2000 49



America Online Inc. I Time Warner Inc.

Exhlltlt 201: PrImary Access U.S. Intemet User Universe Projections

Dial-Up 43.0 49.0 53.2 55.8 55.3 51.5 47.7 43.8 41.5 39.1
Cable Modem 1.7 3.4 5.4 8.6 11.0 13.6 16.1 18.3 20.5 233
DSL 0.4 10 1.9 3.9 5.7 8.2 10.6 12.2 13.9 154
TV 0.8 3.0 6.0 9.0 13.0 17.0 20.0 22.0 24.0 250
Satell~e 0.0 0.4 1.1 2.4 3.9 5.1 6.0 6.5 6.9 7.3
Other 0.0 0.1 2.0 6.0 10.0 15.0 22.0 30.0 40.0 500
Total 45.9 56.8 69.6 85.6 98.8 110.5 122.5 132.8 146.7 160.1
Source: Credit Lyonnais Securities estimates

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 1V and via wireless will probably be complementary rather than
replacement services. As a result, customer loyalty should increase, translating into
higher ad and e-commerce dollars because of greater eyeball time.

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 underlying our revenue projections.

Source: Credit Lyonnals Secunlies estimates

Dial-UpAOL 3.637.6 4.858.2 5,805.1 6.264.3 6.315.8 8.008.9 5.423.5 4,895.2 3.934.1 3.203.2
Dial-Up CompuServe 236.4 357.3 506.6 569.4 584.3 587.0 565.5 526.3 473.9 412.8
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
DSlAOLPlus 0.0 16.1 74.0 179.8 303.9 444.6 604.4 743.1 861.5 959.0
DinlcI PC 0.0 0.0 10.0 33.4 62.8 86.6 101.9 116.0 124.4 129.7
AOl Wireless Handheld 0.0 0.0 8.1 29.2 63.7 117.7 193.3 268.9 328.3 376.9
AOL TV 0.0 0.0 10.8 62.9 152.4 268.1 406.3 565.7 737.7 907.5

Total Subscription Revenues 3.874.0 5.231.7 6.478.8 7,302.8 7.902.0 8,322.2 8.456.9 8.385.8 8.150.4 7.829.0
% Chanae 35.0% 23.8% 12.7% 8.2% 5.3% 1.6% -0.8% -2.8% -3.9%

..

Subscrlbe........AOL Anywhere"

At the end of AOL's FY99, the company had 16.5 million domestic AOL and CompuServe
members, representing an estimated 37.6% share of the Internet household market. \'Ce
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 until 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 million 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 gaining
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open access (witness AT&T's agreement to negotiate access conditions to independent ISP
r.,lindspring 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 its branded Powerlink product and in
our view would most likely be receptive to AOL. Charter Communications represents a
question mark, as Paul Allen's history as a major investor in AOL may offset Charter's
current multiple-vendor stance on high-speed access.

In our coverage of MSOs, most of which are @Home affiliates, we project HSD penetration
levels in the 15~/_18% range in four to five years after launch (2003-2004). Assuming AOL
can attain a similar rate (16%) in year five (we anticipate an AOL Plus offering over Time
\Varner Cable sometime in 2001, the first year after the expected closing of the Time \X'arner
acquisition), AOL could have 10.6 million HSD subscribers by 2007.

On the DSL front, AOL has already obtained agreements with RBOCs (SBC
Communications, Ameritech, Bell Atlantic, and GTE) covering 65% of the u.s. With Bell
Atlantic thus far being the most aggressive in enabling DSL in its territories, we expect the
RBOCs 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 billion 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 a 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 Latin America Dlli subscriber base. Behind the
added marketing support--something DirecPC has not yet 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 until Spaceway is demonstrated as an economically attractive value. In
our view, a digital/interactive TV customer would want the full broadband experience,
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 earliest we believe a GEO satellite system would be
commercially deployed. As such, our projected penetration of the DirecTV subscriber base
remains below 20% until FY05.
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Ex.....t 26: AOL Subscriber Base Projections
WiUi;

Total Ending Subscribers
Dial-UpAOL 17.4 23.1 26.8 28.7 29.0 276 25.0 21.9 18.6 15.4
Dial-Up CornpuServe 1.7 3.2 4.0 4.4 4.5 4.4 4.2 3.8 3.4 2.9
Cable AOL Plus 0.9 1.5 4.7 7.6 10.6 13.2 15.0 16.6
DSLAOLPlus 0.2 0.8 1.7 2.7 4.0 5.3 6.5 7.6 8.5
AOL Broadband TV 0.2 1.0 2.0 3.4 5.1 7.1 9.3 11.5
AOL Wireless Handheld 0.8 2.0 4.0 7.0 11.0 14.0 16.5 18.5
Direct PC 0.4 1.1 1.9 2.3 2.8 3.2 3.4 3.7

Total Subscribers 19.1 26.5 33.9 40.3 48.7 56.3 64.0 69.6 73.8 77.1
% Change 38.7% 27.7% 19.0% 20.9% 15.6% 13.7% 8.9% 6.0% 4.5%

Composition:
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% 5.5% 7.1% 8.3% 9.3% 10.4% 11.1%
AOL TV 0.6% 2.5% 4.1% 6.0% 8.0% 10.2% 12.6% 14.9%
AOL Wireless Handheld 2.2% 4.8% 8.1% 12.4% 17.1% 20.0% 22.3% 23.9%
Direct PC 1.3% 2.7% 3.9% 4.2% 4.3% 4.6% 4.6% 4.8%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Internet Universe:
DiaJ4)p 43.0 49.0 53.2 55.8 55.3 51.5 47.7 43.8 41.5 39.1
Cable Modem 1.7 3.4 5.4 8.6 11.0 13.6 16.1 18.3 20.5 23.3
DSL 0.4 1.0 1.9 3.9 5.7 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 22.0 24.0 25.0
SateHite 0.0 0.4 1.1 2.4 3.9 5.1 6.0 6.5 6.9 7.3
Other 0.0 0.1 2.0 6.0 10.0 15.0 22.0 30.0 40.0 SO.O
TcQI 45.9 56.8 69.6 65.6 98.8 110.5 122.5 132.8 146.7 160.1

AOL Subscriber Market Share:
DiaJ4)p 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% SO.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% 46.6% 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 41.8% ....7% 41.1% 47.1% 41.3% 50.1% 52.2% 52...% 50.3% 48.2%

Souroe: 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
ftrst 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 far 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 chum over the past 18

months.

The unknown variable is the business model AOL chooses to take, which will affect timing
and speed of pricing erosion. Particularly in light of the Time Warner acquisition, the
company could follow either 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 fees and greater traffic and
thus advertising revenues on branded Web sites to offset foregone subscription revenues.

\'{'e view this decision as analogous to the situation in the TV broadcasting industry, where
those -w1.th ownership of both TV studios and networks have sought synergies (notably the
formation of the ABC Television Entertainment Group by Disney and a similar
restructuring by Fox Entertainment). While we see merit in some of Disney's goals (shared
costs, incubation for programs to reach syndication), we believe that open market bidding
will maximize the fair value of content and best stimulate content creation.

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

Our AOL projections call for a steady 3% annual decline in subscription rates, from AOL's
stated rate above $20 per month for the dial-up service to the $17 range per month. \'{'e
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
years. According to Internet 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 Advertfsi... Projection.
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Exhibit 28: U.S. Per Capita Ad Spending Projections
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Using various projections for total Internet users and advertising spending, we can derive
projected ad spending per active 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
traffic, both through greater subscriptions and a growing presence on the Web via its
aoLcom and ICQ portals, and more niche product launches; (2) the tremendous benefits
from Time Warner's segmented content (e.g., film, 1V, 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 .\OL 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 c
commerce capabilities. As a reference, note the consistendy increasing value of network
advertising in the face of fragmenting audiences, implying that greater fragmentation only
increases the value of widely distributed media.

Exhllltt 29: AOL Actverti..... Revenue Projections

Advertiaing and E-Commerce FMS:
Advetlls/n9:
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Source: Credit Lyonnais securities estimates

16.7 22.8 30.2 37.1 44.5 52.5 60.1 66.8 71.7 755
23.3 26.0 28.6 30.1 31.6 33.2 34.5 35.5 36.6 377
13.5 14.2 14.7 15.3 15.8 16.3 16.8 17.3 178 183

62.952.8 101.053.0 152.960.8 205.107.9 266.171.5 339.595.2 416.779.8 491.3844 559.742.1 624.778.9

25.0 34.0 39.1 45.0 48.6 51.5 54.6 51.3 602 63.2
9.0 10.0 10.5 11.3 11.9 12.5 13.1 13.8 14.5 15.2
7.0 8.0 8.6 9.1 9.5 10.0 10.5 11.0 11.6 122

18.900.0 32.640.0 42.565.8 55.510.1 66,095.9 77,242.9 90,270.0 104,496.8 120.970.4 140.038.3
81.852.8 133.693.0 195.526.6 280.618.0 332,267.4 416.838.2 507,049.8 595.663.2 660.712.4 764.817.2

63.3% 46.3% 333% 27.5% 25.5% 21.6% 17.5% 14.2% 12.4%

$10.65 $11.99 $13.18 $14.24 $15.38 $16.61 $17.44 $18.31 $19.23 $20.19
172.1 1.102.5 2,571.0 3.711,1 5,101.1 1,'23,3 1,U2.7 10.111.5 13.010.1 15,4'lI.5

83.8% 80.9% 44.0% 37.7% 35.5% 27.7% 23.4% 19.9% 18.0%
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E-eommerce

Driven by greater flexibility in making purchases and greater availability of information,
acceptance of the Internet for commercial purposes has grown rapidly, and should continue
to do so, as long as necessary fulfillment capabilities develop. Consumer use of the InteOlet
in the purchase process is rising 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.

Ex....t 30: Forr_ter _ .....ch E-Commerce Projections

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 2,729 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%

Total Media 1,633 2,988 4,655 6.658 8.514 10.022 43.7% 19%

Eventlidl.ets 115 238 476 952 1,714 2.572 86.2% 19%

Appanal
Genentl 275 878 1.994 3,881 6.899 11,699 111.7% 5%
Footwear 48 100 172 277 426 843 68.0% 1%
Accenories 207 362 677 819 1,003 1,188 41.3% 3%

Total Apparel 530 1.340 2,843 4,977 8,328 13,510 91.1% 4%

Gifts and Flowers
Flo'Mll'l 212 374 510 621 755 906 33.7% 10%
Greetings 36 68 109 161 229 320 54.8% 3%
Spec:ially Gifts 63 121 191 280 393 544 53.9% 6%

Total Gifts and Flowers 311 563 810 1,062 1,377 1,770 41.6% 6%

Recreallon
Toys 68 158 299 569 930 1,481 85.2% 5%
Sporting Goods 56 137 294 841 1,107 1,918 102.7% 5%
Tools and Garden 63 139 251 416 659 1,021 74.6% 3%

Total Recreation 187 434 844 1,626 2,696 4,420 88.2% 4%
Total Convenience 2,778 5.583 9.828 15,275 22,129 32.* 63.4% 6%

Rese8fdled
Leisure Travel 3,073 7.798 13,950 20,732 26,042 29.447 57.1% 11%

Electronics
COfl\puter Hard_e 1,090 2,404 4,147 6,453 10,088 14,965 68.9% 14%
Co~erE~konics 84 411 977 1,938 3,514 6,132 135.9% 10%

Total Electronics 1,174 2.815 5,124 8,391 13,602 21,097 78.2% 12%

Housewares
Appliances 17 118 318 672 1,268 2.275 166.3% 6%
Household Goods 83 319 664 1,209 2,064 3,446 110.7% 9%

Tolal Housewares 100 437 962 1,881 3,332 5,721 124.6% 7%

Total Rtsearched 4,347 11.050 20,056 31,004 42,978 56.285 66.9% 11%

Replenishment
5,009 10,836 115.2% 2%Food and Beverage 235 513 1,132 2,459

Health and Beauty 213 509 1.189 2,108 3,833 6,294 96.8% 5%
Miscellaneous 255 517 1,024 1,398 1,822 2,342 55.8% 7%

Total Replenlthmettt 703 1.538 3.345 5•• 10..... 19.472 94.3% 3%

Total .S. OnlIMRIbIH 7821 18152 33029 52244 7 289 108031 ••0% 6%

Source: Forrester Research

AOL has signed on over 300 retailers in the past few years and channeled over $2.5 billion in
e-commerce sales over the recent holiday shopping season-more than the next biggest sites
over the same period combined. During AOL's fiscal 2QOO, 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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putting e-comrnerce situations in greater context and targeting, to be made possible by
interactive technology and richer content. As an enabler of e-comrnerce sales and not an e
tailer itself, we believe AOL will be sheltered from the possible shakeout in e-commerce
many expect as offline and online selling converges.

In our model, e-comrnerce 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. We project affiliated commerce sites will generate
a rapidly growing but decreasing proportion of AOL page views (from an estimated 27% in
1999 to 20% in 2005) and take-rates will increase 100 basis points per year. Holding AOL
commissions and average dollar value per transaction 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 S228 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 familiarity, security and broadband availability will playa central role in the
massive growth from 2001-2003.

Ex....t 31: AOL &-Commerce Revenue Projectlo_

E-eomn-ce F_:
~ Site"-V__% of TotaI_ Poge VIeM 0.7% 0.8% 0.'% 0.9% 0.9% 1.0% 1.0% 1.1% 1.1% 1.2%
PaglVIews on e-n:e S1111 573.0 1.002.7 1.564.2 2.215.3 2.990.• 3,9110.0 5.070.5 6,256.8 7.487.8 8,795.4
x T.... Rate (%) WtllghIed by QuanItty~ per Pu_ 30.0% 31.0% 32.0% 33.0% 34.0% 35.0% 36.0% 37.0% 36.0% 38.0%
; T..... E-eommette_ 171.9 310.8 500.5 731.0 1,016.7 1,366.0 1,625.• 2,315.0 2.645.• 30430.2

xA_P~Prico $26.50 527.56 528.66 $29.81 $31.00 $32.24 $33.53 $3U7 $36.27 $37.72
; T..... E-Commen::e _ ($ milionll) 4,555.1 8,566.6 14,348.9 21,791.3 31,520.2 44,886.0 81,206.7 80,729.3 103.193.5 129,379.7
x AOl Commllllons (%) 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

=~-,.. 227.8 428.3 717.3 1,••' 1,57"0 2,234.3 3,Cl8O.3 4,038.5 5,151.7 IAl9.0
88,1% 67.5% 51.9% 44.8% 41.8% 37.0% 31.9% 27.8% 25.4%

Source: Credit Lyonnais 5ecurities estimales

Costs/Expen.e.

1. Cost of revenues: We are projecting gross margin expansion from a reported 47.1% in
the twelve months ended December 31, 1999 to 48.1% this year, 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/marketing
requirements for the next five years:

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

• Establishing beachheads in gaining subscribers in new distribution channels.

• The pervasiveness of the AOL and Time Warner brands, which, in isolation, would
reduce marketing needs.

• Cross-promotional opportunities through AOL and Time Warner assets
(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 rears.
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3. Product Development: Part of the beauty of the [\OL business model is that each

incremental service can be launched at a lower startup cost. \X'e project product
development costs as a percentage of revenues to decrease from 5.0% in calendar 1999
to 2.00

(, by 2005.

America Online Projections

Exhlltlt 32: Inte.....t Universe Projections

u.s. Households (minions; +1% per Yr) 102.2 103.2 104.2 1053 106.3 107.4 1085 109.5 110.6 111.7
PC Hou_olds (Forrester R....rch) 53.6 60.1 61.8 64.1 86.5 68.4 70.4 72.2 74.0 759

PC Penetration 52.5% 58.3% 59.3% 60.9% 62.5% 63.7% 64.9% 65.9% 88.9% 679%

U.S Population (millons; +1% per Yr) 263.9 266.5 269.2 271.9 274.6 277.4 280.1 282.9 285.8 288.6
Year-End Inlemet Univene {CLS analysis and NetRatings Data. access 115.0 133.3 '150.6 188.6 164.0 191.4 198.9 203.7 208.6 213.6

% of Population 43.6% 50.0% 560% 62.0% 67.0% 69.0% 71.0% 72.0% 73.0% 74.0%

Dial-Up PC
0/0 PenetratkJn of U.S. Housahotds 42.1% 47.5% 51.0% 53.0% 52.0% 48.0% 44.0% 40.0% 37.5% 35.0%
Dial--tJ9 Intemet Home. Connected 43.0 49.0 53.2 55.8 55.3 51.5 47.7 43.8 41.5 39.1

Cable-.npC
% C_ P_tnItlon 01 U.S. Household.: 98.3% 98.5% 98.7% 98.9% 99.1% 99.2% 99.3% 99.4% 99.5% 99.6%
U.S. e- Hom.. P_d 100.4 IOU 102.9 104.1 105.4 108.5 107.7 108.9 110.1 111.3

% UpQraded to PC Data 40.0% 60.0% 70.0% 75.0% 80.0% 85.0% 880% 91.0% 93.0% 95.0%
HSo.R..dy U.S. e- Homea Passed 40.2 61.0 72.0 78.1 64.3 90.5 94.8 99.1 102.4 105.7
%P_tratlon 4.2% 5.5% 1.5% 11.0% 13.0% 15.0% 17.0% 18.5% 20.0% 22.0%

Cable Modem PC Home. 1.7 3.4 5.4 8.6 11.0 13.6 16.1 18.3 20.5 233

DSLPC
% DSL 8uHdout of U.S. Homea 48.5% 55.5% 81.5% 68.5% 11.5% 16.5% 81.5% 85.5% 89.5% 93.5%
US. DSL Hom.. Pesaed 49.6 57.3 84.1 70.0 78.0 82.1 88.4 93.1 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%
DSLPCHom.. 0.4 1.0 1.9 3.9 5.7 8.2 10.8 12.2 13.9 15.4

TV
Intemet·TV Household. (CLS ..timet.. and Next Century Media) 0.8 3.0 6.0 9.0 13.0 17.0 20.0 22.0 24.0 25.0

% of TV Hou._lds 1.0% 2.9% 5.8% 8.5% 12.2% 15.8% 18.4% 20.1% 21.7% 22.4%

Satellite-TV
DBS Universe: 17.0 19.0 20.5 21.5 22.3 22.8 23.3 23.8 24.3
Ending AOL % P_trallon of DIrecTV Subscribers 2.2% 8.0% 11.5% 18.0% 23.0% 26.5% 28.0% 29.0% 30.0%
Satelite.based tntemet Uni..,.,.. 0.38550 1.14000 2.35750 3.87000 5.11750 6.02875 8.51000 6.88750 1.27500

Other (Wireless Phone. Hand-Held Device.) 0.1 2.0 6.0 10.0 15.0 22.0 30.0 40.0 50.0
Total 45.9 56.8 69.6 85.6 988 110.5 122.5 132.8 146.7 1601

Univer..:
Dial-Up 43.0 49.0 53.2 55.8 55.3 51.5 47.1 43.8 41.5 39.1
Cable_m 1.1 3.4 5.4 8.6 110 13.6 18.1 18.3 20.5 23.3
DSL 0.4 10 1.9 3.9 5.7 8.2 10.8 12.2 13.9 15.4
TV 0.8 30 8.0 9.0 13.0 17.0 20.0 22.0 24.0 250
Salellite 00 0.4 1.1 2.4 3.9 5.1 8.0 8.5 6.9 13
Other 0.0 0.1 2.0 6.0 10.0 15.0 22.0 30.0 40.0 500
Total 45.9 56.8 69.6 85.6 988 110.5 122.5 132.8 146.7 1601

Dial-Up 80.2% 81.5% 86.0% 81.1% 83.2% 15.4% 61.8% 60.1% 56.1% 51.5%

Cable Modem 3.2% 5.6% 8.7% 13.4% 18.5% 19.9% 22.9% 25.4% 21.1% 30.1%

DSL 0.7% 1.8% 3.1% 6.0% 8.6% 12.0% 15.1% 16.9% 18.1% 20.3%
% OnlN Penetration of PC Households 841% 88.1% 91.8% 106.5% 108.3% 107.2% 105.8% 103.0% 102.4% 102.5%

AOL Su_rlber Mertle! Sh8t8:
Dial-U, 44.4% 53.7% 57.9% 59.2% 10.5% 82.1% '1.2% 58.7% 53.0% 441.8%
Cebl._m 0.0% 0.0% 1'.5% 11.9% 43.2% 58.1% 65.1% 71.8% 73_.% 7U%

DSL 0.0% 21.1% .1.3% ~.O% 44.'% 44.3% SO.3% 53.1% 55.1% 55.•%

TV 0.0% 0.0% 3.3% 11.1% 15••"" 20.0% 25.5% 32.3% 3...% 44.0%

Satalli" 0.0% 0.0% 31.'% 44.0% 44.8% ~.1ll. ....0% 44.'% ....5% 51.2%

Other 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

tr°tal .1_8% "'_1% 44.'% .7.1% ".3% SO.'% 52.2% 52.•% 50.3% ....2%

Year-End Aclive Inlemet Users 66.0 78.6 92.0 106.2 119.8 128.0 138.6 , • .1.6 151.0 153.3
% of Internet UnH8fSe 57.4% 59.1% 61.0% 63.0% 85.0% 66.9% 68.1% 10.6% 72.4% 14.1%
Average Active Intemet Users 58.0 12.4 85.4 99.1 112.9 123.8 132.3 140.2 141.4 154.1

~vera98 S..sions per Month 16.5 18.0 21.0 23.0 25.0 26.5 28.0 29.0 300 31.0
Peges Views Per Se..ion 21.5 24.7 26.4 32.7 366 40.3 44.3 ....1 52.6 57.9

otel p... Viewa (blUlons, U ... 318.' '11.1 IN.2 1,2<10.• 1,_.2 1"70.5 2,371.' 2.7M.l 3,33l.6
"IochlIiia. 56.6% 58.2% 48.2% 36.7% 21.9"- 2•.2% 20.1% 17.5% 19.2%

Source: Credit Lyonn81s securities estimates
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Exhibit 33: America Online Dial-Up Subscription Revenue Projections

AOL Portal IDial-Up)
Subscribers (millions):

Beginning 13.000 17.395 23.090 26.781 28.700 28.968 27.595 25.035 21.937 18.639
Gross Additions 5.500 7.000 6.000 5.400 4.860 4.131 3.511 3.160 2.844 2.560
ChUm:

(% of Beginning Subscribers) 8.5% 7.5% 10.0% 13.0% 16.0% 19.0% 22.0% 25.0% 28.00/0 31.0%
Subscribers 11.1051 11.3051 12.3091 13.482\ (4.592) 15.504) 16.0711 16.2591 16.1421 15.778

Net Additions 4.395 5.695 3.691 1.918 0.268 1.373 2.560 3.099 3.298 3.218
Ending 17.395 23.090 26.781 28.700 28.968 27.595 25.035 21.937 18.639 15.420

% Change 32.7% 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 17.030
Ending Penetration of Est. PC Household Universe 32.4% 38.4% 43.3% 44.8% 43.6% 40.3% 35.6% 30.4% 25.2% 20.3%

x Average Monlhty Subscription Rate $19.95 $20.00 $19.40 $18.82 $18.25 $17.71 $17.17 $16.66 $16.16 $15.67
%Chenge 0.3% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0%

Core DlIII-Up AOL SUbacrlpllon Rev.n.... 3,837.' 4,851.2 5,105.1 ',2M.3 ',315.8 ',008.' 5.423.5 4,685.2 3,934.1 3,203.2
% Change 33.6% 19.5% 7.9% 0.8% 4.9% -9.7% -13.4% -16.2% -18.6%

Compu$e<ve:
Dom..lIc Subscribers:

Beginning 1.315 1.718 3.212 3.994 4.355 4.478 4.395 4.152 3.804 3.360
Grcu Additions 0.600 1.700 1.200 1.000 0.950 0.903 0.812 0.731 0.621 0.528
ChUm:

(% 01 Beginning Subscribers) 15.0% 12.0% 13.0% 16.0% 19.0% 22.0% 24.0% 26.0% 28.0% 30.0%
Subscribers 10.1971 10.2061 10.4181 10.639\ 10,8271 10.9651 11.055\ 11.080\ 11.065) (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 3.994 4.355 4.478 4.395 4.152 3.804 3.360 2.880
Average 1.516 2.465 3.603 4.175 4.416 4.436 4.274 3.978 3.582 3.120

x A.......... Monthly Subscription Rate $12.99 $12.08 $11.72 $11.37 $11.03 $11.03 $11.03 $11.03 $11.03 $11.03
%Chenge -7.0% -3.0% -3.0% -3.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Dom...... Dlel-Up CompuServe Subacrlpllon Rew_ 23l1A 357.3 5CNI.' _.4 514.3 517•• 585.5 52lI.3 473.9 412.8
%C'*- 51.2% 41.8% 12.4% 2.6% 0.5% -3.7% ~.9'l1. -10.0% -12.9%

Source: Credit Lyonnais Securities estimates and company reports

Ex..... U: AmerIca 0nI1... CallIe Modem SUbscription Revenue Projections

Broadbend AOL PC
AOL Plus • CallIe Modem
urn-: MSO callie Modem Homes Passed (BegIn 2001 with TW callie)

TW CallIe 20.5 20.7 20.9 21.1 21.3 21.5 21.8 22.0
01Iler Non-ATHM A1IlIiated Systems 5.0 7.0 20.0 20.2 20.4 20.6 20.8 210
AT&T 33.0 33.3 33.7 34.0 34.3 34.7

TOle! U.S. AOL MOO HH FoOIprint 25.5 27.7 73.9 74.7 75.4 762 76.9 17.7

Percetll Upgraded lor HSO 60.0% 70.0% 75.0% 80.0% 85.0% 88.0% 910% 93.0% 95.0%
Upgraded MSO Un_ 17.9 20.8 59.1 63.5 86.3 89.3 71.5 738

Subscribers
Beginning 0.0 0.9 1.5 4.7 7.8 10.6 13.2 15.0
Additions 0.9 0.6 33 2.9 3.0 2.6 1.9 16
Ending 0.9 1.5 4.7 7.8 10.6 13.2 15.0 166
Average 0.4 1.2 3.1 6.2 9.1 11.9 14.1 15.8

% Peneltation of Upgraded MSO Homes Passed 5.0% 7.0% 8.0% 12.0% 16.0% 19.0% 210% 22,5%

Average MonthlySubs~ Fee (-3% per Year) $40.00 $38.80 $37.84 $38.51 $35.41 $34.35 $33.32 $3232
Tolalllublcrlplion _ SuecrIplIon P"- 214.2 541.4 l,39U 2,704.0 3,m.4 4,101.5 5,635.1 1,132.7
x 3O-t.-AOL Ph.- Cable Modem Rewnu.. 84.3 lU. 419.0 '11.2 1,1l12.0 1,470.5 1,110.5 1.'39.'

% C'-'lIe 155.1% 155.'% 93.6% 43.2% 26.5% 15.0% '8%

Source: Credit Lyonnais Securities estimates and company reports
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Exhllalt 35: America Online DSL Subscription Revenue Projections

..-
AOl Plus via DSl

RBOC DSl Deployment (millions of Homes Passed at FYE)
Ameritech 5.0 7.0 9.0 9.2 9.4 9.6 9.7 9.9 101
GTE 7.0 9.0 9.9 10.2 10.5 10.8 11.1 11.5 11.8
Ben Atfantic 20.0 23.0 24.2 24.9 25.6 26.4 27.2 28.0 28.8
sec 10.7 14.0 14.7 15.1 15.6 16.1 16.5 17.0 17.6

Tolal RaOC DSl Footprinl 42.7 53.0 57.8 59.4 61.1 62.8 64.6 66.5 66.3
% Change 24.1% 9.0% 2.8% 2.8% 2.8% 2.8% 2.8% 2.9%

Subscribers:
Beginning 0.0 0.2 0.8 1.7 2.7 4.0 5.3 6.5 7.6
Addilionl 0.3 0.6 0.9 0.9 1.3 1.4 1.1 1.2 0.9
Ending 0.214 0.795 1.733 2.673 3.970 5.340 6.461 7.642 8.543
Average 0.1 0.5 1.3 2.2 3.3 4.7 5.9 7.1 8.1

0.312 0.884 1.733 2.762 3.988 5.278 6.476 7.572 8.093
0/0 Penetration 01 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 542.00 540.74 $39.52 $36.33 $37.18 $36.07 $34.98 $33.94 532.92
Total SuNcrlptlon Annual Suacrtptlon Pa_1s 53.8 2....5 591.3 1,013.2 1,412.0 2,014.7 2,4n.1 2,871.5 3,1M.6
x 30% - MlL ...... DSL Ray....... 18.1 74.0 179.8 303.9 444.8 IOU 743.1 161.5 959.0
%~ 358.2% 143.1% 69.1% 46.3% 35.9% 22.9% 15.9% 11.3%

Source: Credit Lyonnais Securities estimates and company reports

Ex..... 38: AmeI'Ica Online AOL TV Subscription Revenue Projections

AOl TV:
Intornel-TV Households (CLS __and Nul century_) 0.8 3.0 8.0 9.0 13.0 17.0 20.0 22.0 24.0 250

% of TV Householda 0.8% 2.9% 5.8% 8.5% 12.2% 15.1% 11.4% 20.1% 21.7% 22.4%

AOl TV:
Subs_:

Beginning 0.0 0.2 1.0 2.0 3.4 5.1 7.1 93
Additions 0.2 0.8 1.0 1.4 1.7 2.0 2.2 2.2
Ending 0.2 1.0 2.0 3.4 5.1 7.1 9.3 11.5
Av....,. 0.1 0.6 1.5 2.7 4.3 6.1 8.2 10.4

% of Total U.S. _.TV_ 3.3% 11.1% 15.4% 20.0% 25.5% 32.3% 36.8% 460%

Avoragelolonthly Sullacription FM $30.00 $29.10 $28.23 $27.36 $26.58 $25.76 $24.99 $24.24
Total SuIIecrlptIon....- SUMrfpllon P"'- •• 2011.5 soa.1 111.1 1,354.S 1,I1S.. 2,4S1.1 3,025.1
.30% -AOL TV"- 10.' 12.1 112.4 -'1 -.3 SlS.7 737.7 107.5

% C,,",- 482.0% 142.5% 74.8% 52.7% 39.2% 30.4% 23.0%

Source: Credit Lyonnais Securities estimates and company reports

ExhQtlt 37: AmerIca Online Wireless/Handheld Device Subscription Revenue Projections

AOl Wlretess/HandMld
WirelesslHandhekllnlemet Households (ClS estimates) 0.0 0.1 2.0 6.0 10.0 15.0 22.0 30.0 40.0 SO.O

% or Total Wireless/Handheld Households 0.0% 0.1% 3.1% 8.6% 13.2% 18.3% 24.9% 32.0% 40.4% 47.9%

Ol Wireless/Handheld
Subscribers:

Begirming 0.0 0.8 2.0 4.0 7.0 11.0 14.0 16.5
Additions 0.8 1.2 2.0 3.0 4.0 3.0 2.5 2.0
Ending 0.8 2.0 4.0 7.0 11.0 14.0 16.5 18.5

AV8fll98 0.4 1.4 3.0 5.5 9.0 12.5 15.2 17.5

% of Total U.S. Wireless/Handheld Units 37.5% 32.5% 39.5% 46.3% 49.8% 46.5% 41.1% 36.9%

Average Monthly Subsalption Fee $6.00 $6.00 $6.00 $6.00 $6.00 $6.00 $6.00 $6.00

Total SuNcrlptlon AnlIuaI SUKrIp1Ion PlI)IIMRl. 27.' 97.2 212.4 392.4 144.4 8M.4 1,0lI4.4 1,251.4
x 30% - MlL WlreIeultlancllleld__ 8.1 29.2 13.7 117.7 1.3.3 28U 328.3 371.9

%C 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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Ex~ 38: AmerIca Online Subscriber Base Summary Projections

Total Ending Subscribers
Dial-UpAOl 17.4 23.1 26.8 287 29.0 276 25.0 219 186 15A
Dial-Up CompuServe 1.7 32 4.0 4.4 4.5 44 4.2 3.8 3.4 29
Cable ACl Plus 0.9 15 4.7 76 10.6 13.2 15.0 166
DSlAOLPlus 0.2 0.8 1.7 2.7 40 5.3 65 7.6 85
AOl Broadband 1V 0.2 10 2.0 3.4 5.1 7.1 9.3 115
AOl WlleIess Handheld 08 20 4.0 7.0 11.0 14.0 16.5 185
Direct PC 0.4 1.1 1.9 2.3 2.8 3.2 3.4 37Total _rtberw

19.1 211.5 33.9 40.3 ...7 51.3 114.0 ft.' 73.8 n.l
% Change 38.7% 27.7% 19.0% 20.9% 15.6% 13.7% 89% 6.0% 4.5%

Composition:
Dial-Up (AOl and CompuServe) I(XlO% 99.2% 90.9% 82.1% 68.7% 56.9% 45.6% 37.0% 29.8% 237%
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% 5.5% 7.1% 83% 9.3% 10.4% 11.1%
AOL TV 0.6% 2.5% 4.1% 6.0% 8.0% 10.2% 12.6% 149%
AOl WlleIess Han_ 2.2% 4.8% 8.1% 12.4% 17.1% 20.0% 22.3% 23.9%
Direct PC 1.3% 2.7% 3.9% 4.2% 4.3% 4.6% 4.6% 48%

ToW 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: Credit Lyonnais Securities estimates and company reports

Exhlllft 38:~ Online Advertislntl Revenue Projections

Adv8lllllng and E-Commerce F••:
AdveIlIalng:

A..-.ge AOI. SubIcribers
x Awrage t.tclntiy U.. Sessions per Awrage SUbscriber
x Awrage Plge VIews par Sassion
x 12 =Total Page VIews In AOUCompuSarye Subscription Araas

16.7
23.3
13.5

62,952.8

22.8
26.0
14.2

101,053.0

30.2 37.1 44.5 52.5 80.1 66.8 71.7
28.6 30.1 31.6 33.2 34.5 35.5 38.6
14.7 15.3 15.8 16.3 16.8 17.3 17.8

152,960.8 205,107.9 268.171.5 339,595.2 418,779.8 491,384.4 559,742.1

75.5
37.7
18.3

624,778.9

Non-Subscription_.

Aggregate Awrage Monthly Unique VIsilors 25.0 34.0 39.1 45.0 48.6 51.5 54.6 57.3 80.2 63.2
x A_age MonIhly uaar S_ions per Unique Visitor 9.0 10.0 10.5 11.3 11.9 12.5 13.1 13.8 14.5 15.2
x Awrage Page VIews par Session 7.0 8.0 8.6 9.1 9.5 10.0 10.5 11.0 11.6 12.2

x 12 = Total Page V_InNon-~Arees 18,900.0 32,1140.0 42,585.8 55,510.1 66,095.9 77,242.9 90,270.0 104.498.8 120,970.4 140,038.3

TOlIl AOI. Page VIews 81,852.8 133,693.0 195,526.6 280,618.0 332,267.4 418,838.2 507,049.8 595.883.2 680.712.4 764,817.2

% Change 63.3% 48.3% 33.3% 27.5% 25.5% 21.6% 17.5% 14.2% 12.4%

x Adwftislng R........es Par 1,000 Page Viaws (+10% Vr) $10.65 $11.99 $13.18 $14.24 $15.38 $18.81 $17.44 $18.31 $19.2.3 $20.19

TolIIl AdvIl1lllng RIvenuea 872.1 1.102.5 2,571.0 3.711.1 5.101.' "'23.3 ',1142.7 10."'.5 13,011.1 15.440.5

% CllInae 83.8% 80.9% 44.0% 37.7% 35.5% 27.7% 2.3.4% 19.9% 18.0%

Source: Credit Lyonnais Securities estimates and company reports

E-Commerce F_:
Commerce Sill Pogo Vi__% of Totsl AnnJaI Page v_ 07% 0.8% 0.8% 0.9% 0.9% 1.0% 1.0% 1.1% 1.1% 12%

Page Views on Commerce Sites 5730 1.002.7 1.5114.2 2.215.3 2.990.4 3.960.0 5.070.5 6.256.8 7.487.8 8.7954

x T.... Rate (%) Weighted by Quantity Purchased per Purchose 30.0% 31.0% 32.0% 33.0% 340% 35.0% 36.0% 370% 38.0% 390%

=Total E·Commerce PUrchosls 171.9 310.8 500.5 731.0 1.016.7 1.386.0 1,825.4 2.315.0 2,845.4 3.4302

xA_ PurchasaIDownIoe Price 526.50 527.56 528.68 $29.81 $31.00 $32.24 $33.53 $34.87 $36.27 $3772

=Total E-Commerce Purchases ($ mi.....) 4.555.1 8.568.6 14.346.9 21.791.3 31.520.2 44.686.0 61.206.7 80.729.3 103.193.5 129.379.7

x ACL Commission. (%) 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 50% 5.0% 5.0%

=AOl. e-eomme_ F_ 227.' .a.3 717,3 1,0.... 1,57"0 2.234.3 3,010.3 4,03lI.5 5,159.7 8,469.0

% Change 88.1% 67.5% 51.9% 44.6% 41.8% 37.0% 31.9% 27.8% 254%

Source: Credit Lyonnais Securities estimates and company reports
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Exhibit 41: America Online Income Statement Projections
>_.

Revenues:
Subscription

Dial-Up AOL 3.6376 4.8582 5.8051 6.2643 6.315.8 6.008.9 5.423.5 4.695.2 3.9341 3.2032
Dial-Up Compu5e<ve 236.4 357.3 5066 569.4 584.3 5870 565.5 5263 4739 412.8
~AOLPIus 0.0 0.0 64.3 163.9 419.0 811.2 1.162.0 1,4705 1.690 5 1.839.8
DSlAOL Plus 0.0 161 74.0 1798 303.9 4446 6044 7431 861.5 9590
Direct PC 00 DO 10.0 334 62.8 866 101.9 116.0 1244 129.7
AOL Wireless Handheld 0.0 0.0 8.1 29.2 63.7 117.7 1933 268.9 328.3 376.9
AOL 1V 0.0 0.0 10.8 62.9 152.4 266.1 406.3 565.7 737.7 9075

Total Subscription Revenues 3.874.0 5.231.7 6.478.8 7.3028 7.902.0 8.322.2 8.456.9 8.385.8 8.1504 7.829.0
% Change 35.0% 238% 12.7% 82% 53% 16% -D8% ·2.8% ·39%

Advertising. E·Commen:e Fees and Other Ravenues
A_jng 8721 1.802.5 2.578.0 3.711.1 5.1099 6.9233 8.842.7 10.9115 13.088.1 15,4405
E-Commerce 227.8 428.3 717.3 1089.6 15760 2.234.3 3.060.3 4.036.5 5.159.7 6.4690

Total Advertising and e..commerce Fees 1.099.9 2.030.8 3.295.3 4.800.7 6.6859 9.157.6 11.903.1 14.948.0 18.247.8 21.909.5
MlIt"dlandise 153.0 198.9 248.6 298.4 343.1 384.6 434.0 4n4 525.2 577.7
Other 115.2 149.7 187.1 224.5 258.2 297.0 326.7 359.3 395.3 434.8

TotaJ Advertising, e-eommerce Fees and Other Revenues 1.368.0 2.379.4 3.731.1 5.323.6 7.287.2 9.849.1 12.683.7 15.784.8 19.168.2 22.921.9
Enterprise Solutions 476.0 514.1 555.2 599.6 647.6 699.4 755.4 815.8 881.0 951.5

Total CoMol_ AOl Raw"".. 5,718.0 1,125.2 10,715.1 13.228.0 15,13&.1 11,170.7 21,171.0 24,1lll1.3 28,1".7 31,702.5
% Change 42.1% 32.5% 22.9% 19.7% 192% 15.9% 14.2% 129% 12.4%

Costs Sltuclul8 (Exr;ludjng Broadl&nd Revenues)
'3.025.0\ 14217.2\ IS 469.2\ /6591.5\ t7 746.8\ '9.092.9\ /10,406.6\ "'.77.6.31 113,177.61 114.704.9CostsolRavenues

Gross ProIt 2,693.0 3,901.0 5.275.1 6,536.2 7.872.8 9.425.1 10.961.0 12.528.2 14.160.0 15,980.3
% Margin 47.1% 48.1% 49.1% 49.8% 504% 50.9% 51.3% 51.5% 51.8% 52.0%
% Change 45.1% 35.0% 23.9% 20.4% 19.7% 16.3% 14.3% 13.0% 12.7%

Other OpanIting Costs:Sales__1ng
(902.0) (1,095.8) (1.319.4) (1,539.1) (1,754.5) (1.986.3) (2.140.2) (2,259.5) (2,304.8) (2.3036)

S_ end Mar1<ating lie<A_ Subscriber ($53.97) ($48.03) ($43.71) ($41.52) ($39.45) ($37.47) ($35.60) ($3382) ($32.13) ($30.52)

Product Devek1pment (290.0) (310.3) (332.0) (355.3) (38O.1) (406.7) (435.2) (465.7) (496.3) (533.2
GennlWld Adminis_ (498.0) (597.6) (687.2) (756.0) (116.4) (881.6) (9523)

(li~::~
(1.090.2) (1,155.6)

Am~ 01 GoodwitI and Other Intangibles . '88.01 '176.li . 162.4i '/89.oi ·'95.n i'02.4i ilO9.oi (122.4) (129.0
TolaI OpanIting Costs 4783.0 6297. 890.21 9330. 10795.~ 12450.1 14043.5 15845.71 17193.2 11526.4

Opet1llllfte_ lI3S.0 1,127.8 2,17'" 3,115.0 5,041,2 1._.7 7,132.5 1,340.7 11,001.5 12,171.1

% Margin 16.4% 22.5% 26.7% 29.5% 31.6% 34.0% 35.6% 37.4% 39.0% 40.6%
% ChIInge 95.5% 57.3% 35.5% 29.4% 27.4% 22.0% 19.3% 17.6% 17.0%

~ (246.0) (329.1) (445.7) (531.5) (607.2) (675.6) (738.1) (71111.5) (856.1) (912.5
EBITOA 1,251.0 2,2314 3,403.0 4,515.1 5,744.2 7,1••7 1,880.4 10,254.' 11,'15,0 13,117.7

% Margin 21.9% 27.5% 31.6% 34.1% 38.3% 38.1% 39.7% 41.0% 42.5% 43.9%
% Change 78.5% 52.4% 32.7% 27.2% 25.3% 20.6% 18.1% 16.9% 16.1%

Net InterMt Income 26.7 80.2 188.5 302.8 484.9 722.0 1.019.5 1,380.4 1.808.8 2.310.7
Write-Qlh
Marger,RetnK:luring and Other One-Time CosIS (96.0)
Gat8W!IY CNlrge (30.0)
Sell"""-"Ch_
Acqu"" In-Process R&D
Minority Interesl 0.0
Equity in Affiliates (4.0)
Galn (~_) on Investments 729.3
Other_ 0.0--- 1,!lII1.0 1,l107.7 3,0414 4,117.1 5,521.1 7,142.7 8,852.1 10,721.1 12,815.4 15,1'6.8

% MIiIgin 27.3% 23.5% 28.3% 31.7% 34.9% 37.9% 40.5% 42.9% 45.4% 47.9%

% Change 22.2% 59.5% 37.9% 316% 29.3% 23.9% 211% 19.5% 18.5%

Provision for Income Taxes /573.0\ ~"~"~n~~~~Q~~m.M~~~
Nat In_ 888.0 1,183.7 U!lll.5 2,580.7 3,370.' 4,357.0 5,3".1 8,539.1 7,617.4 9,283.9

% MIiIgin 17.3% 14.3% 17.2% 19.4% 21.3% 23.1% 24.7% 26.2% 27.7% 29.2%

% Change 17.8% 59.5% 37.9% 31.6% 29.3% 23.9% 21.1% 19.5% 16.5%

P..-ShIn:
Net Income $0.39 50.47 $0.74 $1.03 $135 $1.75 52.16 52.62 53.13 $3.71

Aft..•Tax Cash Flow $0.51 $0.63 $0.98 $1.27 $1.63 52.06 5250 52.99 $3.52 $4.13

Free C8Ih Flow ($012) $0.52 $0.89 $1.26 51.68 52.14 52.63 $3.15 $3.71 $4.33

EBITOA Less Int..-est and Dividends $0.36 $0.76 $1.22 $1.88 5221 5286 $3.55 $4.30 $5.13 sa08

Aver* Common Shat.. Outstanding (millions) 2.554.0 2,496.0 2,496.0 2.498.0 2.496.0 2.498.0 2,496.0 2.496.0 2.496.0 2.496.0

Source; Credit Lyonnais securities estimates and company reports
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Exhibit 42: America Online Margin Analysis -
Gross Malgifl 47.1% 481% 490% 494% 49.7% 49.9"1. SO 1% SO.I% 50,2% SO.3%

Operating Costs as a % of Revenues
Sales and Marketing 158% 155% 15.0% 14.5% 14.0% 13.5% 13.0% 12.5% 12.0% 11.5%
Product Development 5.1% 3.8% 3.1% 2.7% 2.4% 2.2% 2.0% 1.9% 1.8% 17%
General and Administrative 8.7% 7.4% 6.4% 5.7% 5.2% 47% 4.4% 4.10/. 39% 360/,

Total 83.6% 77.5% 73.3% 70.5% 68.2% 66.0% 64.2% 62.6% 610% 594%

EBITOA Mwgin 21.9% 27.5% 31.8% :M.l'll. 38.3% 38.1% 39.7% 41.0% 42.5% 43.9%
Ope........ M....... 11.4% 22.5% 29.7% 2..,% 31.1% 34.0% 35.1% 37.4% 39.0% 40.6%

Source: Credit Lyonnals SecunlJes estimates and company reports

Exhlllllt 43: AmarIca Onll... Cash Flow projections

NeII_(Loss)~toCommon 988.0 1.163.7 1.856.5 2.560.7 3.370.9 4.357.0 5.399.8 6.539.9 7.817.4 9.263.9
De~ and Amortization 318.0 405.9 528.1 820.5 702.9 778.0 847.9 914.2 978.4 1041.5
Albtr·Tax Caoh_ 1.304.0 1.569.8 2.384.5 3.111.2 4,073.9 5,135.0 6.247.8 7,454.1 1,785.1 10.305.5

Acqund In-"""*& R&D
Nor>-CMh~ C/leJgeI 9.0
~ oI01ferNd _Crodit (78.0)
Nor>-CMh eoo-tion 18.0
Defernld Income T..- 596.0
Gain on S. of1.-_ (888.0)
Ch""lM'1n Net Worldng CapIlIII ($21/0vg subocriber) 393.0 479.1 833.9 778.4 934.0 1.101.9 1.262.4 1.403.0 1,506.4 1,584.9

Capital Sponding (495.0) (700.0) (735.0) (771.8) (810.3) (850.9) (893.4) (930.1) (985.0) (1.034.2)

Capitallzad Product DevIIIopmert Costs (68.0) (SO.O) (SO.O) (SO.O) (SO.O) (SO.O) (SO.O) (SO.O) (SO.O) (50.0)

Sale oIl1wM_ 763.0
Pura- oIlnv__ (2.470.0)
Ma!urilyol_ 38.0
Cash lAC In AcquIolIlono (5.0)

Other (89.0)

lsau"""" of Equity 432.0
Pro<:MdI from S. and L_abeck of PP&E 8.0
F_c.hFl_ (301.0) 1,218.7 2,2314 3.137.' 4,147.1 5.-'0 "-'7 7.819.0 9.217.3 10....2

Net 0eIlt
Beginning 954.0 2.252.7 4,486.1 7.624.0 11.771.6 17.107.6 23.674.3 31.543.3 40.810.5

EndOlg 954.0 2.252.7 4,486.1 7.624.0 11.771.8 17.107.6 23,874.3 31.543.3 40,810.5 51.818.7

Av_ 1803.3 3.369.4 8,055.1 9,897.8 14.439.6 20,390.9 27,608.8 38.176.9 48,213.6

Source: Credit Lyonnais securities estimates and company reports
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Exhildt 44: America Onll... DCF Valuation

..-
Free Cash Flow (308) 1.299 2.233 3.138 4.148 5.336 6.567 7.869 9.267 10.806
Add. Afler·Tax Interesl (0 if Net Cash)
Free Cash Flow to FIrm (FC"") (308) 1.299 2,233 3,138 4.148 5,338 6.587 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%

Assumptklns:
Long-Term Terminal Growth Rate 10.0%
Proxy Market Retum 12.0%
Historical Bets 1.78
Assumed Forward Beta 1.17
Cost 01 Capital 14.10%
Terminal 24.4.

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

Presenl 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 4,065

2.233 2.777 3.248 3.898 4.027 4.271 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 5.884 5.865
5.338 5.811 6,163 6.423 6,628

8.567 8,964 7.256 7,489
7.889 8.201 8,463

9.267 9,563
10,806

Sum of "'-ent Value or FCFF Sb'eam 23.787 27,228 29,300 30.565 31.015 30,360 28,277 24,533 18.830 10.806
Present Value of TennlnIII Value 95,889 106,129 122,186 138,070 156,019 178,301 199,220 225.119 254.385 287,454
ioPttonCllah 382 382 382 382 382 382 382 382 382 382
In..s_

Sl.5 BIlion in OinlcTV Prelamod (6.4%. convart within 3 yno 6103) 1,500 1.500 1.500 1.500 1,725 1,984 2.281 2,824 3.017 3,470
25% CNna.com 0 MIll Value +20% Vr 860 1,032 1,238 1.486 1,783 2.140 2,568 3.082 3,898
Other ......_ 0 MkI +20% Vr 6,300 7,560 9,072 10.886 13.064 15,676 18,812 22.574 27,089
Gat_Investment 620 744 893 1.071 1,286 1,543 1.851 2.222 2,666
80% of AOl Canada 4.431 5.112 5.842 6.689 7,678 8.794 10.025 11.394 12.915 14,808
5O%ofAOlE~ 11.955 13.632 15.567 17.861 20.467 23.432 26,783 30.557 34.791 39,536
50% of AOl Hong Kong 371 431 497 577 672 767 914 1.061 1,228 1,417
50% of AOl J-" 2.771 3,190 3.680 4,273 4,955 5,750 6,842 7.647 8,763 10.012
50% of AOl Australia 886 1.016 1.169 1.347 1,568 1,817 2,099 2.415 2,772 3.174
50% of AOL Latin America 5,545 6.385 7,338 8.440 9.787 11.353 13.144 15.181 17.474 20.044
NOL 82DO 7896 7.476 6923 6209 5324 4252 2970 1451

Gross Company Valua 147.31' 182,114 204,710 22'.402 254,835 283.301 314,451 348,394 385.404 425.107

Ending Net Cash (Debt) 954 2253 4486 7624 11772 17108 23674 31543 40811 51,617
Nat Pre_ Value 148,273 185,237 201,1" 236,027 261.407 3oo,4Ot 338,12' 37',138 426,214 477.424

DHuted Shares 2.496 2.496 2.496 2.496 2,496 2.496 2,496 2,496 2.496 2.496

NPV_Shara $5fI.4O 574.21 $83.41 $14.56 5101,73 $120.3. 5138,47 $152.22 $170.78 $191.28
%C_ 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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Exhu.lt 45: America Online Enterprise Value Calculations

Diluted Shares 2.496 2.496 2.496 2.496 2.496 2.496 2.496 2,496 2.496 2.496
Market Price 559.63 $59.63 559.63 559.63 559.63 559.63 559.63 559.63 559.63 559.63
Market Capitalization 148.824 148.824 148,824 148,824 148.824 148,824 148,824 148.824 148,824 148.824

Ending Net Debt (954) (2,253) (4,486) (7.624) (11,772) (17.108) (23.674) (31,543) (40,811) (51,617)
less:

$LS BiUion in DirecTV Preferred (1.500) (1.500) (1,500) (1,500) (1,725) (1.964) (2,281) (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)
Ne1 Present Value of International Joint Ventures

AOLC8nada (14.608)
AOL Europe (39.536)
AOL Hong Kong (1.417)
AOLJapan (10.012)
AOl Australia (3.174)
AOl Latin America (20,044)

Less: OpIion Cash 382
Enle'!>..... V.'... (22,524

Subscriber.! 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 8.125 10,765 13.226 15.837 18,871 21.876 24.986 28.200 31,702

EV/Subecrt.,., 58,210 $4,017 $2,877 $2,211 $1,822 11,144 1738 13.1 158 ($282
EVlElllO... 121.4>< 58.4x 35.1x 23.4x IS.7x 10.0x a.ox 2.'x O.4x (Ux)
EVIR_. 21.OX 13.4x 8.4x Ux S.OX 3.4x 2.2x I.lx a.lx O.7x

Source: Credit Lyonnais Securities estimates and company reports
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Consolidated Financial
Projections

Exhibits 46-50 display our projections for AOL Time Warner's income statement, cash flow
statement, fair trading value, and enterprise value calculations.

Exhltillt 48: Pro Forma AOL Time Wamer Revenue and EBlTDA Projections

Source: Company reports and Credit LyonnatS SeCuti11eS estimates

_{'~@:J..""jl'lf , "t'" tri' :&0$>'<%; ~ 41-;k~ '"t'mt'ill ' ~ '""'~" ~ 1l' :~4:~ ~:': "rt: "'~" ~...-
Revenues:

Cable Networks
TBS News Netwol1<s 1.268 1,464 1.648 1.827 2.029 2.258 2,504
TBS Entertainment Networks & Sports 2674 3153 3579 4,000 4426 4.869 5.353

Total TBS 3,942 4.617 5,227 5,827 6.455 7.126 7.857
H80 2.169 2.372 2.713 3.093 3,410 3.763 4.154

Tot.. Cable NeIWofks 6,111 6.989 7,940 8,920 9,868 10.889 12,010
Publlshlng:

Magazines 3.422 3,690 4,117 4,655 5,026 5,433 5,878
Books 1,241 1,315 1.455 1,622 1.785 1936 2,100

Total Publishing 4,663 5,005 5,572 6.277 6.811 7.369 7.978
Warrtflt EMI Music 3,834 8.554 9.147 9,872 10,559 11,297 11,987
Filmed Entertainment

W_Brothers 6,628 7.061 7,510 8,467 8,948 9.532 10,252
TBS Film & Production 1447 1656 1941 2066 2,205 2360 2535

Total Filmed Entertainment 8,075 8,717 9,451 10,533 11.152 11,892 12.787
WBNetwork 384 471 581 705 822 947 1,077

Cable TV Systems
TWX 828 920 1,044 1,197 1.319 1,436 1,559

TWE 4,652 5.208 6,005 6,702 7.337 7.956 8,588

Total Gable TV Systems 5,480 6,128 7,048 7,900 8,656 9,392 10,147

DigillllMedie 1 48 94 217 393 558 779

AOL 5,718 8,125 10,785 13,226 15,837 18,871

Intensegmenl ENminalions (@ Gross Revenue Growl!1) (1,109) (1,493) (1,655) (1,641) (1,993) (2,156) (2,331)

TWE/TWX Company Eliminations (@ 10'lIo)
Tolal Rr.tenu. 27,438 40,0" 46,210 53,132 51,100 85,_ 72,526

EBITDA:
Cable Netwo<ks

T8S News Netwol1<s 380 465 545 621 710 813 922

TBS Entertainment Networt<s & Sports 781 872 1,042 1,221 1,382 1,522 1,674

Tot"TBS 1,161 1.338 1,587 1,642 2,091 2.335 2,596

HBO 556 652 871 1.120 1,299 1,504 1.743

Total Cable Nelwor1<s 1,717 1,988 2.458 2,962 3,390 3,839 4.339

Publishing:
Magazines 624 741 1,010 1,319 1.543 1.795 2.079

Books 136 145 264 416 507 581 664

Total Publishing 760 885 1,294 1,735 2,050 2.376 2.742

Wamer EMI r.\lslc 526 1,247 1.632 1,948 2.178 2.408 2.559

Filmed Entertainment
Warner Brothers 731 816 1,058 1.289 1.255 1.345 1.469

TBS Fijm & Production 216 147 174 188 205 223 244

ToIel Filmed Entertainment 947 963 1,232 1.477 1.460 1,568 1.713

WBNetwork (91) (79) (44) 31 99 170 243

Cable TV Systems
TWX 363 419 492 582 653 725 803

TWE 2137 2,423 2861 3264 3,839 3.965 4.323

ToteJ Cable TV Systems 2.500 2,643 3,353 3,646 4.292 4.691 5.126

Digillll Media (16) (22) (35) (23) 25 87 177

AOL 2,233 3.403 4.516 5.744 7,199 8,680

Total Ckoss EBtTDA 6,343 10,051 13,213 16,493 19,237 22,3311 25,579

Intersegment Eliminations (@GrossEBITDAGrowth) (10) (150) (198) (246) (287) (333) (381)

CotpOr'8te Overhead (+6% per Year) 1163i i174i '(75) '(801 '(86) (90) (9:i
lTolal-...orted E8ITOA 6,170 '.735 13,020 1"1'7 11,_ 21,915 25,103

..
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Exh~ 47: Pro Forma AOL Time Wamer Income Statement Projections

Total Revenues 27,438 40.089 46.210 53.132 59.100 65.466 72.526
Total EBITDA (Gross. Pre-E~minations) 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 97 102 107 112
Warner EMI Music 74 234 241 249 257 265 274
Filmed Entertainment 156 153 164 175 185 196 207
WB Network 1 1 1 1 2 2 2
Cable TV Systems 809 894 978 1.037 1.087 1.134 1.180
Digital Media 1 2 2 2 3 3
AOL 329 446 532 607 676 739

Tetal Depreciation 1.253 1.842 2.076 2.255 2.415 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
Filmed Entertainment 791 810 1.068 1,302 1,274 1,372 1.506
WBNeIwork (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 8,217 11,217 14,238 16,822 19,n2 22,866
Intetll8ll"'ent Efiminations (@ Gross EBITDA Growth) (103) (114) (125) (138) (153) (169) (187)
Corporate Ovemead (+6% per Year) (163) (174) (185) (197) (209) (223) (237

Tol8I EBITA 4,840 7,929 10.907 13,903 16,460 19,380 22,443

EMIGoodwilI
Time Wamer G00dwilI AmOftization (7,102) (7,102) (7,102) (7,102) (7,102) (7,102)
Amorttzalion of Intangibles (1,298) (1,298) (1,298) (1,298) (1,298) (1.298) (1,298

~eraling Income 3,542 1,763 5,910 10,019 13,804 18,179 22,723

EMI Restructuring Costs (5700 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 AIIlliaIes (47) 10.0 10.0 10.0 10.0 10.0 10
Equity in AOL AIlIIiatee
Equity in Time W_ TelecomlRoad Runner/CDNow (241) (201) (167) (139) (116) (97) (81)
Equity in TWE Associ8tes (262) (238) (217) 1197\ (179) (163) 1148

olal In1erest and Other (2,069) (2,147) (1,648) (876) 381 1,668 3,247
50% Minority in Warner EMI (547) (735) (889) (999) (1,108) (1,178)

Minority Interest 1418\ (452) 1710\ 11,024\ 11,212) 114371 11,696
Pretax Income 1,055 (1,382) 2,819 7,231 11.975 17,301 23,096

Taxes (lPretax + 5500mm + 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) 1,149 3,948 7,091 10,510

Prefenred Dividends
SummitlKBLCOMlCVI Preferred (52\ (10) (10) (10) (10) (10) (10

Net Income (Loss) Appllca!)le to Common Sh... 539 (3,942) (1,464) 1,139 3,938 7,081 10,490

Per Share:
Net Income $0.39 ($0.82) ($0.30) $0.24 50.82 51.48 52.19

After-Tax Cash Flow 52.21 51.31 51.88 $2.46 53.07 53.76 $4.50

Free Cash Flow ($0.08) $0.77 51.48 52.17 52.80 53.52 $4.30

EBITDA Less Interest and Dividends 53.41 51.78 52.55 $3.37 $4.14 55.05 $6.05

Aver_ Common Shares Outstanding (milionsl 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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Exhilait 48: Pro Forma AOL Time Warner Cuh Flow Projections _.
Net Income (Loss) Applicable to Common 539 (3.942) (1,464) 1.139 3,938 7,081 10,490
Depreciation & AmOl1ization 1,253 1.842 2,076 2.255 2,415 2,567 2.713
Amortization of Acquisition 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 21,803

Non-Cash EMI Restructuring (Assume 40% Cash) 140 140 140
Equity in Associates, net of distributions 0 0 0 0 0 0 0
Equity in TaS Affiliates 47 (10) (10) (10) (10) (10) (10)
EqUity in AOL Affiliates
Equity in TWE Associates 262 238 217 197 179 163 148
EqUity in Time Warner TelecomlRoad RuooerlCDNow 241 201 167 139 116 97 81
Minority Inlerest 418 452 710 1,024 1.212 1,437 1.696
Non-CUll Interest 4
Distributions from TWE, Net of Equity in TWE 0 0 0 0 0 0 0
CashfTax Differential (200) (200) (200) (200) (200) (200) (200)
Distribution to AdvanceINewhouse (300) (345) (397) (456) (525)
Common Dividends (174) (192) (211) (232) (255) (281) (309)
WOf1<ing 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
RepurcMse of Shares ($42/shr) (1,600)
Capital EJlpendilures:

Publishing (60) (63) (66) (69) (73) (77) (80)
Warn. EMI Music (97) (197) (209) (221) (235) (249) (264)
Cable TV Systems (1,625) (1,946) (1,225) (955) (886) (869) (854)
TBS (120) (124) (127) (131) (135) (139) (143)
HBO· Programming (20) (20) (20) (20) (20) (20) (20)
WBNelwork (1) (1) (2) (2) (2) (3) (4)
Filmed Entertainment & Six Flags (183) (153) (153) (153) (153) (153) (153)
AOL

~::
(735) (772) (810) (851) (893)

Corp<ftte /151 (171 (17) /181 /191 /20
Tetal 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) (471) (518)
Other Working Capital 200
~uislllons (223)

Other (Fjnancing. etc.) (217)
Free CMtI FI_ (1") 3,714 7,102 10,405 13,422 1',_ 20,848

Net Debt (including Bon'owIngs against Future Options)
Beginnirlg AOL Net Cash Q54

EMI ,... Debt ConIribulion (1,500)
EMI SIwehoIder Payment (1,300)

Baginning Net Debt (incl. EMI $1.3 bn payments 1/2000) (17,894) (19,856) (18,142) (9.040) 1,366 14,788 31.686
Ending Net Debt (18,010) (18,142) (9,040) 1,366 14.786 31,686 52.334
lAver_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 Wamer Fair Trading Value
L.+ :;{, ..._..

Magazine Publishing (15.5x EBITDA) 9.665 11,478 15.648 20,440 23.911 27.821 32.220
Book Publishing (9.5x EBITDA) 1.296 1.374 2.699 3.956 4.816 5.521 6.306
TWX Gable 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. disct'd @ 17.5%) 329 386 454 533 627 750 848
Digilal TV( 12x Yr 2003 EBITDA. disct'd @ 17.5%) 267 314 369 434 510 595 648

Recorded Music (11 x EBITDA) 5.786 6,857 8.977 10.716 11,978 13.244 14.073

TBS Assets:
Entertainment Networks

Cote TNTfTBS and Other (@ 16.5x EBITDA) 10.016 10.146 10.920 12.029 12.874 13.549 14.212
Startup Networl<s (@ 16.5x 2003 EBITDA. discounted @ 12%) 6.793 7.608 8.521 9.544 10.689 11.972 13.409
New Line/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 28.198 30.547

News:
Domestic Networl<s (16x EBITDA) 5.141 5.266 5.403 5.679 5.955 6.230 6.502
CNNI (16x Est. 2005 EBITDA disct'd@ 13%) 2.726 3,080 3.480 3.933 4.444 5,022 5.675
CNNfn (15x est. 2005 EBtTDA. disct'd @ 13%) 353 399 451 509 575 650 735
CNNSI (15x est. 2005 EBITDA, disct'd @ 13%) 561 634 716 809 914 1.033 t.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 Warner Digital (OCF) 1.534 1.764 2.028 2.333 2.683 3,085 3.548
SportlTeams 540 583 630 680 735 793 857
World ChlImpionship Wrellling (@ 12x elt. EBITDA $27 mm) 324 356 392 431 474 522 574
Real Estate. Other 378 408 441 476 514 555 600
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 Inveslments:
TinleWamerTelecom (51%@FTV) 1.468 1,533 1,792 2,051 2,385 2.708 3.100
CDNow (37% 111 FTV) 535 830 739 871 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 2,293 2,707 3,183

TolaIlnvestments 4.036 4.473 5,210 6.051 7.064 8.244 9,610

80% TWE (See Exhibit 7) 37,561 44.362 55,224 65,944 76,330 87,540 100,178

GroMValue 95,018 219.739 334,140 312,411 430•• 412,032 531.452

Less: Ending 0lIbl (18.010) (16,142) (9.040) 1.366 14,788 31,686 52,334

Add: 20% of TWE Net Deb! (Cash) 1.216 1.026 522 (238) (1,129) (2.166) (3.368)
Add: 50% Warner EMI Net Debt 1.375 880 166 /725\ /1,808\ (3,036

Net EsIImllled Fair Trading Vatue 71,215 275.911 327,002 313,775 443,221 sot,744 514.380

Average Common Shares Outstanding (millions) 1.398 4.800 4.800 4,800 4.800 4.800 4.800

Fair Trading Value per Shw. $55.119 $57.50 $68.13 $7U5 $92.34 $106.20 $121.75

Source: Credit Lyonnais Securities estimates and company reports
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Exhillit 50: AOL Time Warner Enterprise Value Calculations
i..I~I"j'f;:

Shares Outstanding (Diluted) 1,398 4.800 4,800 4.800 4,800 4.800 4.800
Market Price $84.00 $59.63 SS9.63 $59.63 $59.63 $59.63 $5963
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 Interests:
TWE (1.216) (1.026) (522) 238 1,129 2.166 3,368
EMI (1.375) (880) (166) 725 1.808 3.036

Less Non-Cash Flow Assets:
TWX (4,036) (4,473) (5,210) (6,051) (7,064) (8.244) (9.610)
AOL (47,246) (52,843) (59.366) (67.220) (76,258) (86.572)
80% TWE (3,723) /4,429) (5,128) /5,797) /6,482) 17,161\ 17,903

AdJusted Enterprise Value 131,315 2411,277 237,129 221,09tI 200,794 175,988 146,240

Reported EBITDA 6,170 9,735 13,020 16,167 18,865 21,915 25,103
Less: 20% TWE Minority (6511 /747\ (932) 11,123) (1,239) 11,377\ 11.534

Total Attributable AOL Time Warner EBITDA 5,519 8,988 12,087 15,044 17,626 20,539 23.569

Ent8I'III'tH ValuelEBITDA 23.8x 27.7x 19.1x 14.7x 11.4x '.Ix 6.2x

Source: Company reports and Creditlyonnais Securities eslimales
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Appendix: AOL International =
$35 Bn in 2001 Attributable NPV

\'\'hile the U.S. currently represents by far the largest market for Internet services in absolute
terms, global proliferation of technology and economic development is projected to
somewhat equalize worldwide Internet usage patterns (see Exhibits 51-52 below). As seen
in Exhibit 52, North America is projected by the Computer Industry Almanac to represent
only 30% of the worldwide online population in 2005, down from a projected 43% this year.

Exhibit 51: Internet U.... ln the Top 15 Countrl.s

U.S. 110.8 273
Japan 18.2 126
U.K. 13.9 59
Canada 13.3 31
Germany 12.3 82
Australia 6.8 19
Brazil 6.8 172
China 6.3 1247
France 5.7 59
South Korea 5.7 47
Taiwan 4.8 22
Italy 4.7 57
S\Wden 3.9 9
Nelhertands 2.9 16

2.9 39

Total Population data are July 1999 estimates
Source: Computer Industry A1menac, CIA

40.6%
14.4%
23.6%
42.9%
15.0%
35.8%
4.0%
0.5%
9.7%

12.1%
21.8%
8.2%

43.3%
18.1%
7.4%

Exhibit 52: Projected Internet U.... by RegIon
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Ea.18m
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25%

2005

Middle
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4%

Source: Computer Induslry Almanac

As such, AOL has made accelerating commitments 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 time line of
international milestones for AOL
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