Item 13. Certain Relationships and Related Transactions

The response to this item s incorporated by reference from the Section titled "Certain Refationships and Related
Transactions  in the Registrant's Proxy Statement for its 1999 Annual Meeting of Stockholders.

PART IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

ian 1 Consolidated Financial Statements

The following consohdated financial statements of America Online. Inc. and the Report of Independent Auditors thereon are
included 1in [tem 8 above:

v Frnanciad Statement Schedules

All financial statement schedules required by [tem [4ia) 121 have been omitted because they are inapplicable or becuuse the
required information has heen included in the Consolidated Financial Statements or Notes thereto.

ian 3y Exhibits
The following Exhibits are incorporated herein by reference or are filed with this report as indicated below. Copies of

exhibits will be furnished. upon request. to holders or beneticial owners of America Online. Inc. Common Stock as of August 30,
1999, subject to payment in advance of a fee of 25 cents per page to reimburse America Online. Inc. for reproduction costs.

EXHIBIT LIST

Sescription
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b Reports on Form %-K

The following reports on Form X-K were filed during the quarter ended June 30. 1999

[tem #

Description
A report dated Apdl 21, 1999 filing a newsletter and historical unaudited
supplemental financial statements concerning certain one-time items

An amendment to a prior report dated March 17, 1999 to file the tinancial
statements  of the Company. due to the acquisition of Netscape

Communications Corporation

A report dated Mayv 21, 1999 regarding the acquisition of MovieFone. Inc.
by the Company and litigauon filed against the Company
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SIGNATURES

Pursuant io the requirements of Section 13 or 15cd) of the Secunities Exchange Act of 1934, the registrant has duiv caused
this report to be signed on its behalf by the undersigned. thereunto duly authonized. on the 13th day of August, 1999 '

AMERICA ONLINE. INC.
By: /s{ J. Michael Kelly
I. Michael Keily.
Sentor Vice President. Chief Financial Officer
and Assistant Secretary

Pursuant o the requirements of the Securities Exchange Act of 1934, this report hus been signed below by the foilowing
persons on behalf of the Registrant and in the capacites indicated on the [ 3th day of August. 1999,

Signature Title Date
N Charrman of the Board, Chief Executive Officer August 111909
Stephen M. Cuse spnncipal execunive officer)
- President. Chiet Operating Officer and Director Rl
Ropert W Plzman
52 1 Michael Kelly Semor Ve . Chiet Financid Officer and R
J Michael Ketiy Assint ai finandi
- Vice Presidenr. Controiler. Chief  Accounting & August 3]
Tames F MacGuidwin Budget Otficer : prncipal accounnng crficers
= Director August 1301999

Daniel F Akerson

- Drirector August 1319499

james L Barksdale

- Director August 131999

Frank j Caufield

s
Lo
£
£

= Dhrector Ayggust 13, 1F

Alexander M. Haig. Ir.

: Director August 11 (990
Willlam N Melton
- Director August 319499
Thomas Middeihotf
- Director Angust [ 31U
Coiin L. Poweil
b Director August {31998

Franklin D. Ramnes

"By /sf 1 Michael Kelly
J. Michael Kellyv, as Atomey-in-
Fact for euch of the persons indicated
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AMERICA ONLINE, INC.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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AMERICA ONLINE. INC.
CONSOLIDATED BALANCE SHEETS
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See avcompanying notes.
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AMERICA ONLINE. INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
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See accompanying notes.
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AMERICA ONLINE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
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See accompanyving notes.
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AMERICA ONLINE. INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Organization

America Online. In¢. ithe 'Company™ was incorporated in the state of Delaware in May 1983 The Company. based in
Dulles. Virginia. s the world's leader in interactive services. Web brands. Internet technologies and electronic commerce
wervices. America Online, Inc. operates: two worldwide Internet services. the AOL service. with more than {8 million members.
and the CompuSen e service. with approximately 2 million members: several leading Intemnet brands including ICQ. AOL Instans
messenger and Digital City. Inc.: the Netscape Netcenter and AOL.COM Internet portals: the Netscape Communicator client
software, including the Netscape Navigator browser: AOL MovieFone. the nation’s number one movie listing zuide and ticket
service: and Spinner Networks [ncorporated and Nullsoft. Inc.. leaders in Internet music. Through us itra[eg_xg aihance with Sun
Microsystems. Inc.. the Company also develops and offers easy-to-deploy. end-to-end electronic commerce and enterprise
sofutions for companies operating 1 and doing business on the Internet.

Note 2. Summary of Significant Accounting Policies

Principles of Consolidation The consolidated financial statements include the accounts of the
i AJ} significant intercompany accounts and transacuons have been chiminated.

recorded at their fair value to the Company at the date of acquisition. Amounts allocated to acquired in-process research and
development are expensed (n the period of acquisition {see Note 8).

Other business combinations have been accounted for under the pooling-of-interests method of accounting. In such cases.
the assets. liabilities and stockholders’ equity of the acquired entities were combined with the Company's respective accounts at
recorded values. Prior period financial statements have been restated to give effect to the merger unless the etfect of the business
combination is not material to the financial statemnents of the Company (see Note 8).

Revenue Recognition Subscription services revenues are recognized over the period that services are provideds Other
revenues. which consist principally of electronic commerce and advertising revenues. enterprise solutions sales which wnciude
software licenses and services. as well as data network service revenues. are recognized as the services are pertormed or when the

1

s0ods are delivered. Deferred revenue consists primarily of prepaid electronic commerce and advertising fees and menthly and

annual prepaid subscription fees billed in advance.

Beginning in fiscal 1998. the Company adopted Statement of Position 97-2 "Software Revenue Recognition” as amended by
Staternent of Position 98-3. The effect of adoption did not have a matenal impact on the Company’s results of operations. The
Compuany recognizes the revenue allocable to software licenses upon delivery of the software product o the end-user. unless the
fee 15 not fixed or determinable or collectibility is not probable. In software arrangements that include more than one element. the
Company allocates the total arrangement fee among each deliverable based on the relative fair value of each of the deliverubies
determined based on vendor-specific objective evidence.

Property and Equipment Property and equipment are depreciated or amortized using the straight-line method over tne
following esumated useful lives:

Effective July 1. 1998, the Company adopted Statement of Position (SOP1 98-1. "Accounting for the Costs of Comp
Software Deveioped or Obtained for [nternal Use”. which requires that certain costs for the development of internal use software
<hould be capitalized. including the costs of coding. software configuration, upgrades and enhancements. The sdoption of
sroncuncement did not have 4 material effect on the Company’s financial results.

Subscriber Acquisition Costs and Advertising The Company uccounts for subscriber acquisition COSIS pursuant o

Statement of Position 93-7. "Reporting on Adverusing Costs” "SOP 93-7"). As a result of the Company's change in uccounting
estimate (see Note 31, effective October 1. 1996, the Company began expensing all costs of advertising as incurred. Included in
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Lales and markennyg expense is noth brand and acguisition adsernsing across the Company s multple brands und *a 399
million. 8476 muilion and S433 mitlien for the fiscal vears ended June 30, 1999, 1998 and 1997, respecurely

Prior to October 1. 1996, the Company accounted for the cost of direct response advertising as Jeferred subscnber
acquisition costs 1o comply with the criteria of SOP 93-7. These cosls consist solely of the costs of marketing programs w hich
result in subscriber registrations without further effort required by the Company. Direct response advertising ccs'[;. relate directly w©
<ubscriber solicitanons and principally include the pninting. production and shipping of starter kits and the costs of obtaining
quahfied prospects hy various targeted direct marketing programs and from third parties. These subscriber acquisinon costs have
heen ncurred for the solicitation of specifically \dentifiable prospects. The deferred costs were amortized. beginning the month
after such costs were incurred. over a period determined by calculating the ratio of current revenues refated t© direct response
advertising versus the total expected revenues related to this adverusing. ot rwenty-four months. whichever wis shorter. All other
costs related to the acquisition of subscribers, as well as general marketing costs. were expensed as incurted. No tndirect costs are
included in deferred subscriber acquisition costs.

On a yuarterly basis. management rev iewed the estimated future operating results of the Company’s subscniber base in order to
ovaluute the recoverability of deferred subscriber acquisition costs and the related amortization period. Management's assessment
of the recoverability and amortization period of deferred subscriber acquisition COsts wds subject to change hased upon sctual

results and other factors.

Product Development Costs The Company s subscoiption service 15 compnsed of various teatures which contribute © 1
overall functionality of the senvve. The overall functionality of the service is delivered primarily through the Company ¢ four
products ithe AOL service and the CompuServe service for Windows and Macintosh). The Company capitalizes ¢os i
for the producion of computer oftware used in the sale of us services, Capitalized costs include direct labor and reia
overhead for software produced by the Company and the cost of software purchased from third parties. All costs in the softw
development process which are classified as research and development ar¢ expensed as incurred untl technological feasipt
has been established ("beta”. Once technological feasibility has been established. such costs are capitalized until the softwure has
compieted beta tesuing and is generally available. To the extent the Company retains the rights to software development funded
hy third parties. such costs are capitalized in accordance with the Company's normal accounting policies. Amortizauon. 4 cost of
revenue. is provided on a product-by-product basis. using the greater of the straight-line method or the current vear revenue as a
percentage of total revenue estimates for the related software product. not 1o exceed five years, commencing the month arter the
Jate of product release. Quarterly. the Company reviews and expenses the unamortized cost of any feature identified as bemg
impaired. The Company also reviews recoverability of the total unamortized cost of all features and software products in relution
1o estimated online service and relevant other revenues and. when necessary. makes an appropriate adjustment t© net reaiizable
value.

Capitatized product development costs consist of the following:

The accumulated amortization of product development cos(s related o the production of computer software rotaled U6

miltion and $72 muilion at June 30, 1999 and 1998, respectively.

Bused on the Company’s product development process related o the Netscape Enterprise group. costs incurred between
completion of the working model and the point at which the product is ready for general release huve been nsignificant and have
not heen capitalized.

Included in product development costs are research and development COSIS totaling $179 million. $182 million and 3139

million. and other product development costs totaling $107 mullion, $57 million and $36 million in the vears ended fune *U.
1999, 1998 and 1997. respectively.
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Foreign Currency Translation and Hedging of Intercompany Balances Assets and habiliies of the Compuny -
whotlv-owned forsign subsidianes are translated mto U.S. dollars at year-end exchange rates. and revenues and :\pcr..;e,s ire
rransiated at average rates prevailing during the vear. Translauon adjustments are included as a component of tackholders
equity. Foreign currency transaction gains and losses. which have been immaterial. are included in resuits of operauons In June
1998, the Company initiated hedging activities to mutigate the impact on intercompany balances of changes in foreign exchange
rates. [n general. these foreign currency forward exchange contracts mature in three months or less. The estimated Fair valae of
the vontracts o> immatertal due to their short-term nature.

Investments The Company has various investments. including foreign and domestic joint ventures. that are accoun
under the equity method of accounting. All investments in which the Company has the ability 0 exercise significant in
over the investee. but less than a controlling voting interest. are accounted for under the equity method of accounung. Under the
equity method of accounung. the Company's share of the investee's eamnings or loss is included in consotidated operatng resuins
To date. the Company's basis and current commitments 1n its investments accounted for under the equity method of accounung
have been minimal. As a result. these investments have not significantly impacted the Company's results of aperanons or o
financial positon.

Ail uther investments. for which the Company does not have the ability to exercise significant influence ur &
not & ceadily determinable market value. are accounted for under the cost method of accounting. Dnid
distributions of earnings from investees, if any. are included i income when declared. The Company pericdica
carrving value of s investments accounted for under the cost method of accountng and as of June 30, 1999 and 1995, ~uch
investments were recorded at the lower of cost or estimated net realizable value.

Goodwill and Other Intangible Assets Goodwill and other intangible assets relate 1o purchase rransactuons and are
amortized on a straight-line basis over periods ranging from 2-10 years. As of June 30. 1999 and 1998, accumulated amoruzation
was 589 million and $24 million, respectively. The Company periodically evaluates whether changes have occurred that would
require revision of the remaining esumated useful life of the assigned goodwill or render the goodwill not recoverable. If such
circumstances arise. the Company would use an estimate of the undiscounted value of expected future operating cash flows o
determine whether the goodwill 1s recoverable.

Cash, Cash Equivalents and Short-term Investments The Company considers ail highly liqud investments wih an
original maturity of three months or less to be cash equivalents. Short-term investments of $537 mullion and $146 million as ot
the fiscal vears ended June 30. 1999 and 1998, respectively, are carried at cost which approximates fair market vaiue and mature

within one year.

Trade Accounts Receivables The carrying amount of the Company's trade accounts receivables approximare fair =2
The Company recorded provisions of $33 and $25 million and write-offs of $13 and $14 million during the fiscal vears ended
June 30, 1999 and 1998. respectively.

Investments Including Available-For-Sale Securities The Company has classified all debt and equity securities as
available-for-sale. Available-for-sale securities are carried at fair value, with unrealized gains and losses reported as a separais
component of stockholders’ equity net of applicable income taxes. Realized gains and losses and declines in value judged to he
other-than-temporary on available-for-sale securtties are included 1n other income. The cost basis for realized gains and losses on
available-for-sale securities is determined on a specific identification basis.

As of June 30. 1999, the Company had available-for-sale equity investments in public companies with a far marke( «.
$1.9%6 millicn and a cost basis of $1,686 million. The unrealized gain of $168 mullion. net of tax. has been recorded as 2 <
component of stockholders’ equity. Included in the $1.956 mullion is an investment of S1.5 billion in a General Motors ¢
~e:uir1t}. related to the strategic alliance the Company entered with Hughes Electronics Corporation ( "Hughes™r. For addine

\nformation regarding this investment. refer to Note 8. During fiscal 1999, the Company sold investments in Excite. Inc. for unet

zain of approximately S367 million.

\s of June 30. 199¥. the Company had available-for-sale equity investments in public companies with a fair market alue &
$286 million and a cost basis of $52 million. The unrealized gain of $143 million, net of tax. has been recorded 1 & <eparate
component of stockholders equity. Included in the $286 mullion is an investment in Excite. Inc. of $250 muthion.
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As of June 20, 1999, the Company had approximately 312 million of debt secunties included i mvesiments nciuding
available-for-sale secunties: with maturity dates wn fiscal vears 2002 and 2004 As of June 30. 1998, the Compum
approximately $47 mullion of debt secunties tincluded in investments including available-for-sale securitiest with <i

matunty periods. The cost of these debt securities approximated fair market value.

5]

4G

vith <imuiar

In January 1997, the Securities and Exchange Commussion issued new rules requiring disclosure of the Company '~
accounting policies for derivatives and market risk disctosure. The Company does not have any material derivative financidl
iAstruments as of June 30, 1999. and believes that the interest rate risk ussociated with its borrom'ngs and market risk associated
with 1ts available-for-sale securilies are not material to the resulis of operauons of the Company. The availabie-for-sale secuntics
subject the Company's financ:al position o market rate risk. The Company sells products to customers in diversitied industres.
primarily in the Amercas. which includes Canada and Latin America. Europe and the Asia Pacific region. The Company
performs ongoing credit evaluations of its customers financial condition and generally does not require collateral on product
sales. The Company maintains reserves to provide for estimated credit losses. Actual credit losses could differ fru‘m such
estimates.

Financial Instruments The carrying amounts for the Company’s cash and cash equivalents. other receivables. other assets.
trade accounts pavable. accrued expenses and liabilities and other liabilities approximate tair value. The fair market »afue tor
notes pavable see Note 121 and investments including available-for-sale securities 1s based on quoted market prices w!
available.

Barter Transactions The Company barters adverusing tor products and services. Such transactions are recorded at
esumated fair value of the products or services received or given. Revenue from barter transactions is recognized whan
advertising ts provided. and services received are charged to expense when used. Barter transactions are immatenal to the
Company's statement of operations for all periods presented.

Net Income (Loss) per Common Share The Company calculates net income (loss) per share as required by SFAS No.
128. "Earnings per Share.” SFAS No. 128 replaced the calculation of primary and fully diluted earnings per share with the basic
and diluted earnings per share. Unlike primary earnings per share. basic earnings per share exclude any dilutive effect of stock
options. warrants and convertible securities (see Note 7).

Stock-Based Compensation During 1997. the Company adopted SFAS No. 123. "Accounting for Stock-Bused
Compensation.” The provisions of SFAS No. 123 allow companies to either expense the estimated fair value of stock opuions or
to continue 1o follow the intrinsic value method set forth in APB Opinion 25. "Accounting for Stock Issued to Employees” 'APB
257} but disclose the pro forma effects on net income (loss) had the fair value of the options been expensed. The Company has
elected to continue to apply APB 25 in accounting for its stock option incentive plans (see Note 16).

Reclassification Certain amounts in prior years’ consolidated financial statements have been reclassified to conform to the
current vear presentation.

Use of Estimates The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Recent Pronouncements The FASB recently issued Statement No. 137. “Accounting for Derivative Instruments and
Hedging Activities-Deferral of Effective Date of FASB Statement No. 133", The Statement defers for one vear the etfectve date
of FASB Statement No. 133, "Accounting for Denvative Instruments and Hedging Activities”. The rule now will apply tw ail
fiscal guarters of all fiscal years beginning after June 15, 2000 In June 1998, the FASB 1ssued SFAS No. 133, "Accounting :
Derirative Instruments and Hedging Activities,” which is required to be adopted in vears beginning after June 13, 1999 The
Statement permits early adoption as of the beginning of any fiscal quarter after its 1ssuance. The Statement will require the
Company to recognize all denvauves on the balance sheet at fair value. Denvalives that are not hedges must be adjusted lo tair
«alue through income. If the denvauve is a hedge. depending on the nature of the hedge. changes in the fair value of denvatives
will either be offset against the change in fair value of the hedged assets. Liabilities. or firm commutments through carmings =
recognized in other comprehensive income unul the hedged item s recogmzed in carnings. The ineffective portien of 4
denvative's change in fair value will be immediately recogmized in camings. The Company has not vet determined 1f it wl 2arty
adopt and what the effect of SFAS No. 133 will be on the earmings and financial position of the Company.
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SOP 954, Moditicanon of SOP 97-2. Sottware Revenue Recogninon. With Respect o Certuin Trunsactions  was isaued in
December 199% and addresses ~ottware revenue recognition s 1t ypplies o certan multiple-clement arrancements. SOP 9%-9
abso amends SOP 9%-4. Defterral of the Effective Date of 2 Provision of SOP 97-27. (0 exiend the deferral o application of
ceTian Passages of SOP 97-2 through fiscal yvears beginmng on or betore March 13, 1999, All ather provisions of SOP 98-9 1r
etfective for transactions entered nto in fiscul years beginning after March 130 1999, The Company will comply with th
requirements of this SOP as they hecome effective and this s not expected to have a material effect on the Company s revenues
and earnings.

Note 3. Change in Accounting Estimate

As a result of 2 change in accounting estimate. the Company recorded a charge of S385 million (80.46 per share:. is of
September 20, 996, representing the balance of deferred subscnber acquisttion costs as of that date. The Company previousiy
had dJeferred the cost of certain markeung acuvities, to comply with the critena of Statement of Positton 93-7. "Reporting on
Advertsing Costs”. and then amortized those costs over a period determined by culculating the ratio of current revenues reluted
to direct response advertising versus the total expected revenues related to this advertising. or twenty-four months. whicheser
was »horter. For further information on subscriber acquisition costs, refer to Note 2. The Company’'s changing business model.
which includes flat-rate pricing for its online service, increasingly is expected to reduce its reliance on online service subscriber
revenues for the generation of revenues and profits. This changing business model. coupled with a lack of histerical 2xpernence
with flat-rate pricing. created uncertainties regarding the level of cxpected future economic benefils from online ~erice
suhscrher resenues, As 1 resuit. the Company believed it no fonger had an adequate accounting basis 0 support recognizing
deferred subscnber acquisiion Ccosis ds an asset.

Note 4. Merger/Restructuring Charges

During the quarter ended June 1999. the Company recorded a charge of approximately 3135 muilion of direct costs primaniy
related to the mergers of MovieFone. Inc. "MovieFone”i. Spinner Networks Incorporated ("Spinner '+ and NullSoft. Ine.
i 'NuliSoft™. These charges primanly consisted of investment banker fees. severance and other personnel costs. fees for legal and
accounting services. and other expenses directly related to the transaction.

During the quarter ended March 1999. the Company recorded a charge of approximately $78 mullion of direct costs
primarily related to the mergers of Netscape and When. Inc. and the Company’s reorganization plans to integrate Netscape's
operations and build on the strengths of the Netscape brand and capabilities. This charge primarily consists of investment banker
fees. severance and other personnel costs (related to the elimination of approximately 850 positions). fees for legal und
accounting services, and other expenses directly related to the transaction.

During the quarter ended December 1998. the Company recognized approximately $2 million 1 merger related costs n
connection with the merger of AtWeb, Inc. These expenses were primarily associated with fees for investment banking. legal und
accounting services. severance costs and other related charges in connection with the transaction.

The following table summarizes the activity in the 1999 accruals during the period ended June 30. 1999. The balance ot the

estructuring accrual at June 30. 1999 is included in other accrued expenses and liabilites on the consolidated balance sheet und
is anticipated to be paid within 12 months.

In connection with a restructuring plan adopted in the third quarter of fiscal 1998, the Company recorded 4 333 muliion

restructuring charge associated with the restructuring of its former AOL Studios brand group. The restructuring mcluded the
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exiing of c2rtan husiness acuviues. the termination of approximately 160 empiovees and the shutdown of certain subsidiupe
and tacilitzes B

During fiscal 1998, the Company recorded a $35 million restructuning charge associated with actions aimed at reducing its
cost structure, improving its competitiveness and restonng <ustamable profitability mainly related to the Netscape Emerpvnie
group. The restructuring plan resulted from decreased demand for certain Netscape products and the adoption of 1 new strategic
direction.  The restructuring included a reduction in the waorkforce iapproximately 400 emplovees). the closure of certain
racilives. the write-off of non-performing operating assets. and third-party rovalty pavment obligations relating o canceled
LONracts.

As of June 30, 1999 4ll of the restructuring activities related to tiscal 1998 has been completed.

[n connection with a restructuring plan adopted in the second quarter of fiscal 1997, the Company recorded 4 $49 million
restructuring charge associated with the Company’s change in business model. the reorganization of the Company into three
operating units. the termination of approximately 300 employees and the shutdown of cerain operating divisions and
subsidiaries. As of September 30. 1997, all of the restructuning activities had been completed and. as a result. the Compams
reversed S1 million of the original restructuring accrual.

Note 3. Contract Termination Charge

In fiscal 1997, the Company recorded a contract terminauon charge of S24 milhion. which consisted of uncond
payments associated with terminating certain informanon provider contracts, which became uneconomic as a result ol
Company’s introduction of flat-rate pnicing in December [996. Subsequent to the contract terminations. the Company enterad
into new agreements with these information providers.

<

Note 6. Settiement Charges

In fiscal 1998. the Company recorded a net settlement charge of $18 million 1n connection with the settlement of the Orman v.
America Online, Inc.. class action lawsuit filed in the U.S. District Court for the Eastern District of Virginia alleging violations of
federal securities laws between August 1993 and October 1996. As of June 30, 1999, the Company has puaid out approximately
$35 million and has a receivable of $17 million related to the estimated insurance receipts in other receivables.

[n fiscal 1997, the Company recorded a settiement charge of 324 million in connection with a legal settlement reached with
various State Attornevs General and a preliminary legal settlement reached with various class action plaintffs. o resolve
potential claims ansing out of the Company's introduction of flat-rate pricing and its representation that it would provide
unlimited access 10 its subscribers. Pursuant to these settlements. the Company agreed to make payments to subscribers.
according to their usage of the AOL service. who may have been injured by their reliance on the Company's claim of untimited
access. These payments do not represent refunds of online service revenues. but are rather the compromise and settlement of
allegations that the Company's advertising of uniimited access under its flat-rate plan violated consumer protection laws. [n fiscal
1998, the Company revised its estimate of the total liability associated with these matters and reversed $1 million of the onginal
settlement accrual.
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Note 7. Earnings (Loss) Per Share

The following table sets torth the computation of basic and diluted earnings 1loss) per share for the vears ended June 30
1999 1998 and 1997 ' o
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Note 8. Business Developments
Purchase Transactions
Acgquisition of Mirabilis, Lid.

In June 1998. the Company purchased the assets. including the developmental ICQ instant communications and chat
technology. and assumed certain liabilities of Mirabilis, Ltd. ("Mirabilis™ for $287 million in cash. Mirabilis was a development
stage enterprise that had generated no revenues. [n addition. contingent purchase paymeats. based on future performance levels.
of up to $120 million may be made over three years beginning in the Company's fiscal vear 2001. The acquisition was accounted
for under the purchase method of accounting and. accordingly. the results of operations are included in the financial statements a»
of the date of acquisition. and the assets and liabilities were recorded based upon their fair values at the date of acquisiien. The
Company has allocated the excess purchase price over the fair value of net rangible assets acquired to the following wentitiubic
intangible assets: goodwill and strategic value. existing technology. base of trial users. ICQ tradename and brand and acquired in-

process research and development.

In connection with the acquisition of Mirabilis. the Company recorded approximately $228 million in goodwill und iher
‘ntangible assets. which are being amortized on a straight-line basis over penods of five 1o ten years.

Acyusition of CompuServe Online Services Business

In January (99%, the Company consummated a Purchase and Sale Agreement ithe Purchase and Sale '+ by and amon
Company. ANS Communications. Inc. ("ANS"L a then wholly-owned subsidiary of the Company. and MCI WoridC
WorldCom™+ pursuant to which the Company transterred to WorldCom all of the issued and outstanding capital stock »
in exchange for the onhine services business of CompuServe Corporanon «'CompuSerte . which was acguirad by Wor
shortly hefore the consummation of the Purchase and Sale. and $147 million in cash texcluding $15 million in cash receved «

part of the CompuServe online services business and after purchase price adjustments made at closing). The ransaction s
accounted for under the purchase method of accounting and, accordingly. the assets and liabilities were recorded based upon their
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tare values af the date of acquisition.  As a resuit of these transacuons. the excess of the cash and the fair ~awwe o7 the
CompuSernie usimess recerned over the book salue of ANS amounted to 3281 mullion. This balance 15 classitied as current and
Iong-!crm Jdeterred nerwork <envices credit and is being amortized on a straight-line basis over a five-vear term sequal o the erm of
a network services dgreement entered tnto with WorldComi as a reduction of network services cxpcri:c within cost of revenues.

[n connecuon with the acquisition of CompuServe. the Company recorded approximately $127 million in goodwill and other
intangible assets. which are being amortized on a struight-line basis over periods of three to seven vears. )

Immediately after the consummation of the Purchase and Sale. the Company's European partmer. Bertelsmann AG. paid 573
million 1o the Company for a 30% interest in a newly created juint venture 1o operate the CompuServe European oniiner sen';cé
B‘)th the Compuny and Bertelsmann AG invested an additional $235 mullion in cash in this joint venture. The Company J\.»\“Jn(\
for this trunsaction under the eguity method of accounting in accordance with the terms of the securnities >sued in the jaint
venture )

Other Purchase Transactions

In fiscal 1998, the Company acquired Personal Library Software. Inc. ("PLS"). a developer of information indexing ind
search technologies. NetChannel. [nc. ("NetChannel™), 4 Web-enhanced television company and the remaining equity Interests of
Actra Business Svstens LLC «"Actra”. a designer of Internet commerce applications.  The Company purchased il
outstanding capital stock of each of the corporations and the hmited liability company and assumed all of their cutstunding
options in exchange for an aggregate of approximateiy 3.3 million shares of the Company s common stock and y
spproximately $16 million in cash payments. the assumption of approximately 521 million n liabilies and 32 o
transition costs. The total purchase price for these transactions was approximately St14 mullion.

In tiscal 1997, the Company acquired Portola Communicauons. Inc. "Portola™). a builder of high-performance messuging
svstems. DigitalStyle Corporation «'DigitalStyle . a developer of Web graphics tools and Java-based amimation and the
ImagiNation Network. Inc. ("INN"). an interactive games company. The Company purchased all of the outstanding capital stock
of each of the corporations and assumed all of their outstanding stock options in exchange for an aggregate of approxamately 4.7
million shares of the Company's common stock and options and approximately $3 million in transition costs. The purchase price for
the acquisitions was approximately $76 million.

In connection with the above mentioned purchase transactions, the Company recorded charges for acquired in-process
research and development ("[PR&D") of approximately+394 million in the fiscal year ended June 30. 1998 and approximately 39
million in the fiscal vear ended June 30, 1997. Any related purchased IPR&D for each of the above acquisitions represents the
present value of the estimated after-tax cash flows expected to be generated by the purchased technology. which. at the
acquisition dates. had not yet reached technological feasibility. The cash flow projections for revenues were based on estimates
of relevunt market sizes and growth factors, expected industry trends. the anticipated nature and timing of new product
introductions by the Company and its competitors. individual product sales cycles and the estimated life of each product's
underlying technology. Estimated operating expenses and income taxes were deducted from estimated revenue projections o
arrive at estimated after-tax cash flows. Projected operating expenses include cost of goods sold. marketing and selling expenses.
general and administrative expenses. and research and development, including estimated costs to maintain the products once they
" have been introduced into the market and are generating revenue. The remaining identified intangibles, including goodwill that
mav result from any future contingent purchase payments. will be amortized on a straight-line basis over lives ranging trom 5 to
10 vears.

The following unaudited pro forma information has been prepared assumning that the sale of ANS and the acquisitions of
Portola. DigitalStyle. Actra, CompuServe and Mirabilis had taken place at the beginning of the respective periods presented. The
amount of the aggregate purchase price allocated to acquired [PR&D for each applicable acquisition has been excluded from the
pro forma information, as it is a non-recurnag item. The pro forma financial information s not necessarily indicatine of the

combined results that would have occurred had the acquisitions taken place at the beginning of the period. nor 1 it necessariy

-

indicative of results that may occur in the future. The proforma effect of the PLS. NetChannel and INN transacuons are
immaterial for all periods presented and therefore are not included in the pro forma information.
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Pooling Transactions

in March 1999, the Company completed its merger with Netscape Communications Corporation ("Nets¢ape b whie
Netscape hecame d wholly-owned subsidiary of the Company. The Company exchanged approximately 93 mitlion ~hy
sommon stock for all the outstanding commeon shares of Netscape. The merger was accounted for under the poching-vt-interests
merhod of secounting and. accordingly. the accompanying financial statements and footnotes have been restated &
peranons of Netscape for all pertods presented. During the quarter ended March 31 1999, the Company i
approsimatels 3235 million 0 trunsition and retention costs. which was charged to operations s incurted.  For the vears
June 30, 1999 chrough the date of the wergerr 1998 and 1997 Netscape's revenues were approximately 5461 mullon. ~432
million and 3461 muilion. respectivels  “or the vears ended June 30. 1999 ithrough the date of the merger). 1998 und (w97
Nelscape s net income floss) was approximately 377 mullion, $0159) million and $13 million. respectively. See Note 4 ur
additonal information.

moiude the

During fiscal 1999. the Company completed mergers with Nullsoft. Inc. "Nullsoft”y and Spinner Networks Incorporated
Spinner*i. companies that provide Internet music. When. Inc. ("When.com™. a company that provides 4 personalized event
directory and calendar services. AtWeb. Inc. ("AtWeb") and Personal.ogic, Inc. {"PersonaLogic”). The Company exchanged
approximately 8.2 miliion shares of commen stock for all the outstanding capital stock of these companies. These mergers were
sccounted for under the pooling-of-interests method of accounting. As the combined results of these companies is matenidl to the
Company’s net income (loss) for the fiscal year ended June 30. 1998. the accompanying financial statements have heen restated
to include the operations of these companies for all periods presented. For the year ended June 30. 1999. these companies had
revenues of approximately S2 million through the date of the merger and all prior vears were immatenal. For the vears ended
June 30. 1999 tthrough the dates of the mergers). 1998 and 1997, the net loss for these companies was approximatels 313
million. 38 million and 53 million. respectively. See Note 4 for additional information.

in May 1999, the Company completed its merger with MovieFone. Inc.. +"MovieFone"). The Company exchanged
approximately 4.3 million shares of commen stock for all the outstanding common and preferred shares of MovieFone.  As
MovieFone s historical results of operations were not material in relation 10 those of AOL. the financial information prior w0 the
quarter ended June 30. 1999 has not been restated to retlect the merger. See Note 4 for additional information.

In December 1997. the Company completed its merger with KIVA Software Corporation "KIVA"1. The Compuny
exchunged approximately 5.4 million shares of common stock for all of the outstanding capital stock and options of KIVA. 4
ariy ately held company. The merger was treated as a pooling-of-interests for accounting purposes. and accordingly the histoncul
‘inancial statements of the Company have been restated as (f the merger occurred at the beginning of the curliest penud
presented.  In connection with the business combination. the Company incurred direct transaction Costs of approximatsly 36
mullion. which consisted primanly of fees for investment banking. legal and accounting services incurred in conjuNCtion wia the
husiness combination. For the years ended June 30. 1993 ithrough the date of the merger; and 1997, KIVA 'S revenues weie

pproximately 54 million and $1 million. respectisely. For the vears cnded June 3. 1998 rthrough the date ot the merzger: 4o

307 KIVA'S net loss was approximately $3 miliion and $3 mullion. res ectively.
pp 3

Other Business Developments

In June 1999, the Company announced a strategic alliunce with Hughes Electronics Corporation ¢ ‘Hughes 1 to develop
market umiquely ntegrated digital entertainment and [nternet services nationw ide. This new alliance builds vn the Compus
AOL Amvwhere strategy as well as providing unother means of higher speed access o its subscribers. The Companies witi
launch an extensive cross-marketing initiative to packuge and extend the reach of both AOL TV and DirecTV. Under the
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agreement, the Company made a 31 § bithon strategic investment in a General Motors preference «lock. which vames 4 6-1 57
coupon rate and has a mandatory conversion into General Motors Class H common ~stock «GMH ) in three vears

In Nowember 1998, the Company announced a strategic alliance with Sun Microsystems. [nc. « Sun”s o jointh develop 4
comprehensive suite of easy-to-deploy.end-to-end solutions to help companies and Internet service providers ‘rapld-l\ enter the
electronic commerce market and scale their electronic commerce operations. Sun will become a lead svstems and service
provider to the Company and the Company is committed to purchase systems and services worth approxxmaicl_v S400 miltion at
fist price from Sun through 2002 for its electronic commerce partners and its own use. The Company will receive more than
$350 million in licensing. marketing and advertising fees from Sun. plus significant minimum revenue commitments of 3973
miihion. over the next three vears.

Note 9. Segment Information
Effective June 30. 1999. the Company adopted SFAS No. 131. "Disclosures about Segments of un Enterprise and Related
Information.” Certain information i1s disclosed. per SFAS No. 131, based on the way management organizes financial

information for making operating decisions and assessing pertormance.

The Company currently has two major lines of businesses organized into four product groups who all <hare the same
infrastructure.

The Interactive Online Services business 1s comprised of the Interactive Services group. the Interactive Properties g
and the AOL Internationai group. The Interactive Services group operates the Compuny's interactive products: the AOL
CompuServe services and thetr refated brand and product extensions: Netscape Netcenter: and the Netscape Communicater citen
software. including the Netscape Navigator browser. The new product group has responsibility for broadband development and
AOL devices like AOL TV, and is charged with rapidly delivering high-quality. world-class products. features and functionality
across all branded services and properues. The [nteractive Properties Group oversees 1CQ. Drigital City. MovieFone. Direct
Marketing Services (DMS). Spinner and Nullsoft. developer of the Winamp and SHOUTcast brands. This group is responsible
for building new revenue streams by seeking out opportunities to build or acquire branded properties that operate across multiple
services or platforms. The AOL International Group oversees the AOL and CompuServe services outside of the U.S. The AOL
International Group operates the AOL and CompuServe brands in Europe with its joint venture partner Bertelsmann AG: AOL
Canada, a wholly-owned subsidiary of America Online. Inc.: AOL Japan. with its joint venture partners Mitsui and Nikkei; and
AOL in Australia with Bertelsmann. America Online plans to launch services in Hong Kong with China Internet Corporation and
in Laun America with the Cisneros Group.

The Enterprise Solutions business is comprised of the Netscape Enterprise Group. This segment focuses on providing
businesses a range of software products. technical support. consulting and training services. These products and sersices
historically have enabled businesses and users to share information. manage networks and facilitate electronic commerce.

In November 1998. America Online entered into a strategic alliance with Sun Microsvstems, Inc.. a leader in network
computing products and services, to accelerate the growth of electronic commerce. The strategic alliance provides that. over a
three vear period. the Company will develop and market. together with Sun. client software and network application and server
software for electronic commerce. extended communities and connectivity. including software based in part on the Netscape code
base. un Sun vode and technology and on certain America Online services features. to business enterprises. In combination with
dedicated resources from Sun. the Netscape Enterprise Group delivers easy-to-deploy. end-to-end solutions to help business
partners and other companies put their businesses online.

While there are no intersegment revenues between the two reportable segments, shared support service rfunctions such as
human resources. facilities management and other infrastructure support groups are allocated based on usage or headcount. where
practical. to the two operating segments. Charges that cannot be allocated are reported as general & administrative costs and are
not allocated 1o the segments. Special charges determined to be significant are reported separately in the Consolidated Statement
of Operations and are not assigned or allocated to the segments. All other accounung policies, as described previously in Note 2

Summary of Significant Accounting Policies.” are applied consistently to the segments. where applicable.
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The Company does not have any marenial revenues and/or ussets outside the United States and no single cus
accounts for more than 104 or greater of total revenues.

Note 10. Property and Equipment

Property and equipment consist of the following:

The Company's depreciation and amortization expense for the vears ended June 30. 1999. 1998 and 1997 totaled 5i39
mullion. $110 million and S46 million. respectively.
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Note 11. Commitments and Contingencies

The Company icases faciliies and equipment primarily under several long-term operating leases. certain of wWhich have
renew al options. Future minimum payments under non-cancelable operating leases with initial terms of one vceur OF More consist
of the following: —

[S

'
¢
]
i

Lo Ly O W

The Company's rental expense under operating leases in the vears snded June 20, 1999, 1998 and {997
approximately 3294 miltion. $261 mullion and $134 million. respectively.

f‘)

The Company has guaranteed monthly usage levels of data and voice communications with some of its actwork providers
and commitments related to the construction of additional office buildings. The remaining commitments are 31.270 muilien.
$1.216 miilion, $1.212 million and $186 million for the years ending June 30. 2000. 2001, 2002 and 2003 respectvely. The
related expense for the vears ended June 30. 1999. 1998 and 1997, was $1.397 muilion. 5938 million and 34035 millicn

respectuively.

As of June 30. 1999, the Company has guaranteed approximately $17 million in indebtedness of one of its joint ventures.
The Company has not had to make any payments related to this guarantee during the year ended June 30. 1999, ’

The Company is a party to various litigation matters. investigations and proceedings. including a shareholder denvative suit
filed in Delaware chancery court against certain current and former directors of the Company alleging violauons of federal
securities laws. The Company has settled the shareholder derivative suit and obtained the approval of the Deiaware chancer:
court on terms that will not have a material adverse effect on the financial condition or results of operations ot the Company.

The Department of Labor ("DOL"} is investigating the applicability of the Fair Labor Standards Act ("FLSA™ ot
Company's Community Leader program. The Company believes the Community Leader program reflects industry practices. th
the Community Leaders are volunteers. not employees, and that the Company’s actions comply with the law. The Company
cooperating with the DOL. but is unable to predict the outcome of the DOL's investigation. Former volunteers have <ued the
Company on behalf of an alleged class consisting of current and former volunteers. alleging violatons of the FLSA and
comparable state statutes. The Company believes the claims have no merit and intends to defend them vigorousty,  The
Company cannct predict the outcome of the claims or whether other former or current volunteers will file additional actions.

The costs and other effects of pending or future litigation. governmental investigations. legal and adminustranse cases and
proceedings swhether civil or criminal). settlements. judgments and investigations, <luims and changes in those maners
including those matters described above) and developments or assertions by or against the Company relating 1o intellectual
oroperty nghts and intellectual property licenses. could have a matenal adverse effect on the Company's husiness. finuncuil
cprdition and operating results. Management believes. however. that the ultimate outcome of ail pending litigation ~nout fd nut
have 1 material adverse effect on the Company's financial position und results of operations,

Note 12. Notes Pavable

During June 1999. the Company borrowed approximately $635 million in the form of t(wo mortgages on its oitice buildings
and land located in Dulles, Virginia. The notes are collateralized by the buildings and lund and carry interest rates of 7777 und
6.73%. The notes amortize over 25 vears and are payable in full at the end of 10 vears. As of June 30. 1999, the principal
amount outstanding on these mortgages is $65 million.
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iv9T the Compuny borrowed approsimataiy MHEON N oretinancing of one of i
v the Company s office building and Carmies mterest ata fived rate of 7.46% . The note um 3
raterm oot 23 vears and if not pard w tull ui the end of 10 vears. the interest rate. from that pomnt forward, o5
subject to adjustment. As of June 3. 1999 und 1993, the prindipal amount cutstunding on this note was S2% mithon.

The note oy coliareriiz:

strarght-lne Dusis o

On November 17, 1997, the Company soid S350 miilhion ot 47 Convertuble Subordinated Notes due November 15, 2

stock for 2ach 31000 principal amount of the Notes requisalent to o conversion price of S13.04844 per sharer. subtect o
adiustment v certain 2vents and at the holders option. [nterest on the Notes (s pavable semiannually on Mav 13 and Novemner
IS or each vear, commencing on May 15, 1998, The Notes may be redecmed at the option of the Company on or after November
142000, in whole or i part. at the redempuon prices <et forth 1n the Notes. Dunng fiscal 1999, approximately 6% 1
~hares of common stock were sued related to conversions. At June 200 1999 the fair value of the Notes exceeded the carr
value by nearly 32 biflion as esumated by using quoted market prices. As of June 30. 1999 and 1998, the principal amount.
of unamortized discount. was $256 million and 83435 nullion. respectively,

Notes pavable at June 30. 1997, rotaled 332 million and mainly consisted of 4 two-veur senior secured resvaoi
facthty 'Credit Facilin™s, The Company had the Credit Facility available o support its continuing growth and
expunsion. The interest rate on the Credit Facihty was 100 basis points above the London Interbank Offered Rate und
naid periodicaliy. bur at feast quasterly. The Cradit Factlity was subject to certin financial covenants and 1> pavable in
and of the two vear rerm, on July [0 19990 As of June 30, 1999 and 19938 there were no outsanding amounts ©on e €
Fac:litv and the Credut Facthity was terminated June 30, 1999

Note 13, Other Income. Net

The following table summarizes the components of other income:

DI R VT S T

Note 14. Income Taxes

The tprovisiony benefit for income taxes is comprised of:
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The provision [of ineome axes differs from the amount computed by appiving the statutory federal income tax rate w0
feome hefure pros 1sion for income taxes. The sources and tax effects of the differences are as follows:

i1

As of June 20. 1999, the Company has net operating loss carryforwards of approximately $7 billion for tax purposes which
il he w ailable o offset future taxable income. If not used. these carryforwards will expire between 2001 and 2019, To

sxient that net operating loss carryforwards. when realized. relate to stock option deductions, the resulting henefits will b
Jredited o stockholders equuty.

net of the reiated federal benefit.

The Company s INCOME 1ax Provision Wwas computed based on the rederal statutory rate and the average state slawiory rates.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and
labilities for financial reporung purposes and the amounts used for income tax purposes. Significant components ol the

Company » deferred tax assets and liabilities are as foilows:

inmomilllcns 1393 153238
- S+ s o3n

> 2a 5 33

34 _3

- 1T

1z

32 ©18y

3 3 543

oo

The aluatton allowance for deferred tax assets increased by $2.302 mullion in fiscal 1999. The increase in this allowance
was primanly due to the benefit generated from the current vear exercise of stock options and warrants of $2.609 mullion and
certain deferred tax assets assoctated with acquisitions of $95 mullion which will result in future tax deductions. The benetit from
the riscal 1999 exercise of options and warrants will be recorded to stockholders’ equity as it is realized. This increase was
partially oftset by (1) the utilization of 5284 million of benefits generated from prior years exercises of stock options to reduce
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' ner sperating losses relating o book taxabi

The Company has net operating {oss camryrorwards for tax purposes « 'NOLs™) and other Jeferred tax henefits that are
avatiable to offset future taxable income. Only a portion of the NOLs are atnbutabie to operating acuvities. The remamder of the
NOLs are aunbutable to ux deductions related to the exercise of stock options.

Prior o the third quarter of tiscal 1998, the Company tollowed the practice of computing its 1ncome tax expense using th
assumption that current vear stock option deductions were used first to offset its financial statement income. NOLs couid ther
offset any excess of financial statzment Income over current vear stock option deductions. Because stock option deductons are
not recognized as a4n expense for financial reporting purposes. the tax benefit of stock option deductions must be ¢redited w
addinonal puid-in cupital with an offsetting income tax expense recorded in the income statement.

option deductions after utihzaton of NOLs from operations t1.e., NOLs determined without deductions for exercised stock
options) to reduce income tax expense. Because stock opuion deductions would have been utilized for financial scon
purposes 1n prior vears under both accounting methods due to the absence of NOLs from operauons. this accounting change hud
no affect on 1997 and prior vears tax provisions or additional paid-in capital. The erfect of this change wis W invtewse et
: e and diluted earnings per share for the vear ended June 30. 1998 by $73 mullion and $0.08. respecuvely

The Compans - deferred tax asset related © operations and exercised stock options amounted to:

When realization of the deferred tax asset is more likely than not to occur. the benefit reiated to the deductible temporary
differences attributable to operauons will be recognized as a reduction of income tax expense. The benefit related tw the
deductible temporary differences attributable to stock option deductions will be credited to additional paid-in capital when
realized.

Note 13. Capital Accounts

Common Stock At June 30. 1999 and 1998, the Company's $.01 par value common stock authorized was 1.300.001.000
shares with 1.100.893.933 and 973.150.052 shares issued and outstanding. respectively. At June 30. 1999, 237.009.872 shares
were reserved for the exercise of issued and unissued common stock options. and convertible debt. and 10.074.160 shares wer
reserved for (ssuance in connection with the Company's Employee Stock Purchase Plans.

During July 1998, the Company completed a public offering of common stock. The Company sold approximately 21.6
million shares of common stock and raised a total of $550 million in new equity. The Company used the proceeds for generut
operating purposes. In addition, the Company sold approximately 3.8 million and 2.3 mullion shares in fiscal 1998 and {v94,
espectively. and had net proceeds of approximately $8 million and $19 mullion in the same time periods.

Preferred Stock In February 1992. the Company's stockholders approved an amendment and restatement of the vertificare
of incorporation which authorized the future issuance of 5.000.000 shares of preferred stock. $.01 par value. with rights ind
preterances to be determined by the Board of Directors.

During May 1996, the Company sold 1.000 shares of Series B convertible preferred stock 'the Preferred Mok
ap v 32% million. The Preferred Stock had an aggregate liqmdauoq prefercn-gc of :fpproymdtcl_» Sy m
scotued dividends at a rate of 4% per annum. Accrued dividends could be paid in the form of additional shares of Pre
Stock. During Mav 1998, the Preferred Stock. plus accrued but unpaid dividends. automatcaily converted into 1.36%.

of common ~iock based on the fair market value of common stock at the time of conversion.

fad

Warrant [n connection with an agreement with one of the Company’s communications providers. the Company
outstanding warrant. that was exercised during March 1999, The warrant. subject to certain performance standards spect!
the agreement. allowed the Company's communication provider to purchase 28.300.000 shares of common stock db a price ot
S0.4922 per <hare.
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Shareholder Rights Plan The Company adopted a new shareholder rights plan on May 2. 1998 the "New Plan . The
Now Flan s capiemieniad iy declanng a dividend. distributable to stockholders of record on June 1. 199X, of ane preferred
shaic purchase gt Right " for 2ach outstanding share of common stock. All rights granted under the Compans < former
sharcholder fignts plan adopted in fiscal 1993 were redeemed in conjunction with the implementation of the New Plan and the
toriier plan was erminated. Each Right under the New Plan will iniually entitle registered holders of the common stock o
¢ one-thousandth of a share of the Company's new Senies A-1 Junior Participating Preferred Stock 1 'Sertes A-i
rred Sitochoat g purchase price of $900 per one one-thousandth of a share of Senies A-1 Preferred Stock. subiect 1o
adiusiment The Rights will be exercisable only if a person or group (1) acquires 13% or more of the common stock or i
! 4 tender otfer that would result in that person or group acquiring 3% or more of the common stock. Once
Savteiable. und mosome cireumstances if certain additional conditions are met. the New Plan allows stockholders (other than the
gl Wy durdd srymon <tock or securities of the acquirer having a then current market value of two times the exercise
price of the Right. The Rights are redeemable for $.001 per Right isubject to adjustment) at the option of the Board of Directors
Lnol o Right 1> exercised. the holder of the Right. as such. has no rights as a stockholder of the Company. The Rights will expire on
Muay 120 2008 unless redeemed by the Company prior to that date.

Stock Splits  In November 1994, Apnl 1995, November 1995. March {998, November 1998 and February 1999, the
iny effected two-for-one sphits of the outstanding shares of common stock. Accordinglyv., all data shown in the
< vensohiduted financial statements and notes has been retroactively adjusted to retlect the stock <piits.

Nate 16. Stock Plans

Ontions L 2 ase the Company's common <tock under varnous stock option plans have been granted to emp
directors and consultants of the Company at fair market value at the date of grant. Generally. the options become exercisabie over
periods rangmg from one o four years and expire ten vears from the date of grant. In certain of these plans, the Compans has
cepurchase tights apon the indisidual cessation of employvment. Generally, these rights lapse over a 48-month period. [n fiscal
vears 199% and 1997, the Board of Directors authorized approximately 1 million options to be repriced. The vesting schedules
were nol matertally changed and no emplovees owning 3% or more of the Company's common Stock nor any senior executives

participated in the repricing.

The ettect of appiving SFAS No. 123 on 1999, 1998 und 1997 pro forma net loss as stated below is not necessanly
representulive of the effects on reported net income (loss) for future years due to. among other things. the vesting period of the
steck cpuions and the fair value of additional stock options in future years. Had compensation cost for the Company s stock
apuon plans been determined based upon the fair value at the grant date for awards under the plans consistent with the
methodclogy prescribed under SFAS No. 123, the Company's net income iloss) in 1999. 1998 and 1997 would have been
approximatels S304 million. $(132) million and $(625) million. or $0.39 per share, $(0.14) per share and 5(0.75) per share.
rcspecmei\ on a diluted basxs The fair value of the options granted during 1999, {998 and 1997 are estimated at S22.93 per
<hare. 55 2% per share und S1.13 per share. respectively. on the date of grant using the Black-Scholes option-pricing model with
the tollowing assumptions: 10 dmdend vield. volatility of 63%. a risk-free interest rate of 5.40% for 1999. 5.531% tor [99% and
S A9t ror 1997, and an expected life of 0.45 years from date of vesting. A summary of stock option activity is as foilows:
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Employee Stock Purchase Plan In May 1992. the Company's Board of Directors adopted a non-compensatory Employes
Stock Purchase Plan (“the ESPP"). Under the ESPP. employees of the Company who elect to participate are granted options o
purchase common stock at a 1S percent discount from the market value of such stock. The ESPP permits an enrolled emplosee
10 muke contributions to purchase shares of commen stock by having withheid from his or her salary an amount herwesn
percent and 15 percent of compensation. The Stock and Option Subcommittee of the Compensation and Munagement
Development Committee of the Board of Directors administer the ESPP. The total number of shares of commeon stock that may
be issued pursuant to options granted under the ESPP 15 14.400.000. A total of approximately 6 million shares ot common NEANN
have been issued under the ESPP.

In June 1995, the Company adopted a non-compensatory Emplovee Stock Purchase Plan «the Netscupe ESPP™:
i 423 of the Internal Revenue Code and a total of 3, 150,06 shares of common stock may be wssued pursuant w

under the Netscape ESPP. The Company's Board of Directors in 1998 umended the Netscape ESPP to increase the ma
nercentage of payroll deductions which any participant may contribute from his or her ¢ligible compensation © {3°¢
the Netscape ESPP from a two-year rolling offening period to 3 six-month fixed offering period effective with the offerts
heginming March 1999 amended the limit to the number of shares any emplovee mad purchase in anyv purchase penod @
maximum of 1.300 shares: and changed the offering dates for each purchase period to March | und September | of sl
Under this plan. quaiified —‘mplmees are entitled to purchase common stock at 2 15 percent discount ! from the murke! v

such stock. Approximately 2 million shares of common stock have been issued under the Netscape ESPP.
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Note 17. Employee Benefit Plan

Savings Plans The Company nas two savings plans that qualify as a deterred salary arrangement under Section 01 ks or
the [nternal Revenue Code. Under the plans. participauny cmpio:-ee% may deter a portioﬁ of their pretax :;irn;nt_'\. In \ne ;‘m.
the Compuny matches 30 of each employee’s contributions up 1o 4 maximum matching contribution of 37 of the amoiosee'
carmings and n the other pian. the Company’s contnbutions are discretionary. The é«)mpanvs contributions piu;.\ :':CW
approsimately $6 million. $3 million and $3 million in the vears ended June 30. 1999, 1998 und 1997. respec[i\vely ‘

Note 18. Quarterly Information (unaudited)
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The special charges reterred to below include charges for restructurings. acquired in-process research and development. mergers.

transition costs, <ettlements. write-off of deferred subscriber acquisition costs and contract terminations.

i1y Net income in the tiscal vear ended June 30. 1999 includes special charges of S2 million in the quarter ended December 31.

998, S78 mullion and %235 million in the quarter ended March 31. 1999 and $15 million in the quarter ended June 30. 1999,

Net icame in the quarter ended March 31. 1999 ulso includes a gain on the sale of Excite. Inc. investments of

approximately $367 million.

Net fass in the fiscal vear ended June 30. 1998 includes net charges of $42 mullion in the quarter ended December 3. 1997,

3% mullion in the quarter ended March 21, 199% and $88 mullion in the quarter ended June 30. 1998.

The ~um of per share earnings (loss) does not equal carnings iloss) per share for the year due to eyuivaient share

calculations which are impacted by the Company's losses. fluctuations in the Company's common stock market pnices wad
the uming werghting) of shares issued.

4 EBITDA i~ defined as net income plus: ( 1) provision/benefit) for income taxes. 12y interest expense. (31 depreciation und
amortization and 41 special charges. The Company considers EBITDA an important indicator of the operauonal strength
and performance ot its business including the ability to provide cash tlows to service debt and fund capital expenditures.
EBITDA. however. should not be considered an alternative to operating or net income as an indicator of the performance of
the Company, or as an alternative to cash flows from operating activities as a measure of Liguidity, in each case determined
in accordance with generally accepted accounting principles ("GAAP™.
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REPORT OF MANAGEMENT

The management ot Amenca Online. Inc. 15 responsible for the integnity and objectivity of the financ:ai an
information contdained in this Annual Report on Form [0-K. including the consolidated financial statements covered by
Report of Independent Auditors. These statements were prepared in conformity with generally accepted accounting principles
and include amounts that are based on the best estimates and judgments of management. which it believes, are reasonable under
the circumstances.

The Companv maintains a system of intermal accounting policies. procedures and controls designed to provide
management with reasonable assurance that assets are safeguarded against loss from upauthorized use or disposition. and that
transaclions are executed in accordance with management's authonzation and recorded properly. The system was enhanced with the
fiscal 1999 fourth quarter iniuation of a formal Standards of Business Conduct fostering a strong ethical climate. The Compuany
also muintams an nernal auditing function. which evaluates and formally reports on the adequacy and effectiveness of mnernal
accounting and operational controls and procedures.

and provides an objecuve. independent review of the Company's internal control and the fairness ot its reported
condition and results of operations.

In addition. the Audit Committee of the Board of Directors. consisting solely of outside directors. meets pe
with management. the independent auditors and internal auditors to review internal accounting contrais. audit
Jecounting principles and practces. and annually recommends to the Board of Directors the selection of independent audi

STEPHEN M. CASE
Chairman of the Board
and Chief Executive
Officer

. e el
J MICHAEL KELLY

Senior Vice President and
Chief Financial Otticer
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